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Abstract

Lise Herslund

Rural diversification and change in the Baltic coutryside: Rural
inhabitants and businesses in Latvia and EstoniaA local perspective

Geographica Hafniensia A14, 2007

Keywords: Baltic States, rural development, transition studyal diversification, rural
economy, rural business.

The thesis investigates conditions and driversréwal diversification in Latvia and
Estonia and is empirically based on two case studlieliscusses what new processes of
diversification can be observed and whether thalrareas have found new roles
instead of large scale collective agriculture. Tihdings from the two study regions are
compared and also related to concepts and tremasifidd in both other transitioning
countries and Western Europe.

The transition from centrally planned economy torkea economy has had an
enormous impact in the rural areas. Agriculturabdoiction and employment has
decreased dramatically. The two study regions wespectively an agricultural and
industrial region but today they have been strippleithese roles of which new ones are
only emerging at a slow rate. With the developnuérat service society and new export
and labour markets comes new possibilities for aengoversified economy but locally
the diversification processes are weak. The ruwwahemy is diversified, however, this
does not mean higher incomes and prosperity for ymamal inhabitants. The
population, the activities and incomes are moremi® than before transition but rural
areas suffer from unemployment, low incomes antfr@g dependence on pensions.
The diversification found in the study areas does live up to the vision and
expectations for tourism development and farm diieation creating employment and
alleviating poverty and shows that encouragingrengier non-farm economy needs to
be many-sided. Policies and programmes must woektend the possibilities for local
inhabitants for exploiting new opportunities anded® to be complemented by
education and the local population’s self motivatio



Resumé
Lise Herslund

Rural diversificering i de baltiske landomrader: Indbyggere og virksomheder pa
landet i Letland og Estland — Et lokalt perspektiv

Geographica Hafniensia A14, 2007

Nggleord: Baltiske lande, landdistriktsudvikling, transitgstudier, rural
diversificering, den rurale gkonomi, virksomheder.

Afhandlingen undersgger betingelser og drivkraefioer diversificering af den rurale
gkonomi i Letland og Estland og er empirisk baspéeto casestudier. Den diskuterer
hvilke nye diversificeringsprocesser der findes,any landomraderne har fundet nye
aktiviteter til at treede i stedet for de oplgswr-$andbrug fra Sovjettiden. Resultaterne
fra de to caseomrader sammenlignes og relateré®gileber og tendenser fra andre
transitionslande og Vesteuropa.

Transitionen fra plan- til markedsgkonomi har haft enorm indvirkning pa
landdistrikternes udvikling. Landbrugsproduktioneg mulighederne for arbejde er
faldet markant. De to studieomrader var tidligerar@der med en stor eksport af
henholdsvis landbrugs- og industrivarer til Sowgbmen. Denne produktion er i dag
stoppet, og fa nye aktiviteter er tradt i stedeedMidviklingen af et servicesamfund og
nye eksport og arbejdsmarkeder kommer nye mulighémleen mere diversificeret
gkonomi, men pa landet er situationen sveer. Dealewkonomi er diversificeret, men
det betyder ikke hgjere indkomster og velstand fodbyggerne pa landet.
Befolkningen, aktiviteterne og indkomsterne er meagerede end far transitionen men
landomraderne lider mere end nogensinde underrhegjoslgshed og lille indtjening og
er meget afheengige af pensioner. Sa den ruralersificering lever ikke op til
visionerne og forventningerne om at turisme og iserkan skabe arbejdspladser og
bekaempe fattigdom og viser at stgtte til en meverdificeret gkonomi pa landet ma
veere mangesidig. For at kunne udnytte de nye medigh m&a gkonomisk statte
komplimenteres med uddannelse, information og hjdefppganisering.



1. Introduction

Decreasing employment in agriculture is an all-fpewn issue. The proportion of the
rural population engaged in agriculture has fallegadily in all rural areas in Western
Europe during most of the YOcentury. In Eastern Europe people employed in
agriculture decreased dramatically in the 1990sthin Baltic States the share of the
population employed in agriculture fell from arouR@% in 1990 to approaching the
EU average of 5% of the population in 2002. Howe86f6 of the population still lives
in rural areas (Estonian Ministry of Agriculture€d@; Latvian Ministry of Agriculture,
2003)

The transition from centrally planned economy torkea economy has had an
enormous impact on the rural areas in Eastern EurAgriculture has traditionally
been the dominating activity and source of incomehe Soviet period, agriculture was
organised in large state and collective farms ghravided employment, housing and
social services for the rural population. Privdtma was accompanied by closure of
many of these large farms and numerous rural itdatsi lost their jobs. Today many
post-socialist rural areas suffer from persistimgmployment and poverty (Bright et
al., 2000). New employment possibilities and bussnactivities are few. In Latvia and
Estonia the rural areas experience high unemplogrsgth decreasing employment and
a rise in selfemployment in mainly small scale agture (Estonian Ministry of
Agriculture, 2002; Latvian Ministry of Agriculture2003). Observers agree that “rural
diversification” and promotion of a “non-farm ecaony’ is essential to avoid massive
depopulation and increasing poverty in the postatist countryside (Turnock, 1999;
Bright et al., 2000; Nordregio, 2000).

In Western Europe the countryside has changed fnalynbeing a place of agricultural
production to increasingly being appreciated adaaepto live in and for leisure and
tourism. The countryside is shifting from a “plaafeproduction to one of consumption”
(Marsden et al., 1993). Opportunities for divecrsifion are strongly connected to this
changing function and role of the countryside. Gyifgo the socialist countryside has
been described as a place of agricultural producitmove all. Tourism and recreational
activities were insignificant. Therefore the deytent of services and tourism is today
posed as the main opportunity for rural developmerthe post-socialist countryside
(Swain, 2000a; Turnock, 1999).

“Rural diversification” and the “non-farm economyiave received considerable
attention from policymakers in recent years. Radigéersification is a political concept

often set as a broad vision for development oflrareas because rural diversification
may slow down depopulation and alleviate povertyr@@ean Commission, 1996;
Estonian Ministry of Agriculture, 2000a; OECD, 1996iowever, the focus of rural

diversification programmes varies.

The Cork Declaration — A living countryside — tli@lowed the European Conference
on Rural Development in 1996, advocates a broadepéon of rural diversification
that addresses all socio-economic sectors in thetoside (European Commission,
1996).



The World Tourism Organisation claim “rural touristn the rescue of Europe’s
countryside”. Considerable attention has been giwemost European countries to
support rural tourism initiatives within the wideontext of rural development. Tourism
has often been viewed in many rural regions asobniee few opportunities to enhance
the local economy.

The EU Common Agricultural Policy (CAP) also advissathe diversification of
agricultural income of farm households (Europeam@uassion, 1997). Support is
mainly for farm tourism and alternative farm protioi. In its dealings with the new
member states in Eastern Europe, the European UWaiemexpressed its concern for the
diversification of rural economies through the @mit of its Special Accession
Programme for Agriculture and Rural Development PARD). SAPARD is to help
the new member countries adjust their agricultsedtors and develop rural areas
(European Commission, 1998). Included in its ptiesi is “diversifying economic
activities in rural areas”. Funding is for farm Isetolds to start in tourism and
alternative farm production also referred to asfdiversification (Estonian Ministry of
Agriculture, 2000c; Latvian Ministry of Agricultur003). In Latvia and Estonia today
this is the main support programme for rural depelent and diversification.

But what is the starting point and conditions farat diversification in the Baltic
countryside? Research into rural issues in posaksiccountries has mainly focused on
agricultural restructuring and the modernisatiom@ificulture. The focus of this project
is on the non-farm economy. Transition researchdrgely been written in terms of the
marketisation of economic relations and the prsaiton of property. The level of
research has mainly been macro-scale. The pergpecti this research project is
starting from the micro-scale exploring the aciest experiences and capacities of rural
inhabitants within the changing rural locale. Threjgct is an exploratory study into
how people make a living and rural business deveép in two study regions in
respectively Latvia and Estonia

1.1 Research questions

The ambition of this study is to contribute to tiederstanding of the development in
the post-socialist countryside. The goal is to ease knowledge on rural change in
Estonia and Latvia when it comes to the role amttion of the rural areas and the
opportunities and constraints for rural diversifica. The aim is to grasp what the
transition has meant for rural areas, householnms and rural business and
understand the dynamics of the non-farm economyroviding employment and
income opportunities. This leads to the followiegearch questions:

How has the rural economy developed during traorshi

How do rural inhabitants make a living? What cheease the labour market and local
businesses and their development?

! PhD dissertation including all annexes and relgiglished articles can be found at Institute of
Geography, University of Copenhagen.
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What non-farm economy can be identified? What acéwe involved and what income
and employment does it provide?

Which are the conditions, problems and possibdlita rural diversification?

1.2 Approach and methods

The project sees rural diversification and the faom economy to include all economic
activities except traditional agriculture. It indies all non-farm incomes and activities
of rural households living in a rural area andhalsiness activities to be found in the
rural area.

Much research on rural diversification focuses avemification of farm household
incomes. This project is not only concerned with thrm household but also includes
activities and incomes not confined to the agrimalt sector or the farm household. |
am interested in rural development and therefoeeptioject is an exploratory study into
all non-farm activities and incomes not limitedatspecific sector or size of activity.

This project approaches rural development at tbal llevel and looks into how specific
rural regions have developed with a particular foon the non-farm economy, the rural
inhabitants and businesses. The perspective ofsthidy is focusing on the activities
and experiences of rural inhabitants and businesgbs local area.

The project is built up around two case studieswo particular study regions in

respectively Latvia and Estonia. Two different stucegions are selected for a
comparison of rural diversification in varying regal settings. Using a case study
approach makes it possible to be sensitive to dlal lopportunities and individual

possibilities. The case studies are based uponraedata sources and ways of
collecting material, however, the main source gpuastionnaire survey and interviews
with rural households and businesses in the twaystegions.

1.3 The study regions

Estonia and Latvia are located on the Eastern shiotiee Baltic Sea. They are among
the smallest and least populated countries in the Estonia has 1.35 million
inhabitants (ESAa, 2003). Latvia has 2.375 milliohabitants (CSBL, 2000). The two
countries were part of the Soviet Union from aftee Second World War until
independence in 1991. Prior to the Second World iMay had been independent since
the First World War (e.g. Alanen et al., 2004).

11



BALTIC STATES

Aland *°
Islands

Map 1.: Map of the Baltic tes. The t study reionhiaghlighted with a circle.

The Estonian study region, Viljandi county, is aditional agricultural region famous
for its rich and prosperous farms before the Se&ondd War and in the Soviet Period.
Still it is one of the counties with the highestwher of people employed in the primary
sector (Nordregio, 2000).

The Latvian study region, Rezekne county is traddily very industrialised, but many
of its large factories have closed during the 1890%e study region has Latvia's
seventh largest city, Rezekne City, with 43.00@bitants.

1.4 Contents and structure of the thesis

The monograph investigates conditions and drivens riiral diversification. It is
empirically based on two case studies.

Chapter 2 explores the rural research literatulete@ to rural diversification and the
development of the non-farm economy. The first pErtuses on processes of
diversification that can be identified in the ruddvelopment in Western Europe. The
second part looks into the emerging literature ostygocialist rural change in Central

? See chapter 4 for a more detailed descriptionedsa
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and Eastern Europe. The last part sets up thetaraliyamework of the study based on
the concepts which have been introduced.

Chapter 3 presents the case study design and ttieadseof the project. The selection
of study areas and respondents and the collectidraaalysis of data are discussed.

Chapter 4 presents some national key figures aal diversification and the non-farm
economy in Latvia and Estonia. The focus is on faimn and economic activity. The
two study regions and the selected municipalitregpaesented.

Chapter 5 is the Latvian case study and chaptettitei Estonian case study. The aim of
these chapters is to characterise the non-farmoaepand actors involved and identify
main problems and possibilities for non-farm atid. Both chapters are divided into
three main sections. The first section concentratethe rural households and how they
make a living. The second section focuses on tred bwsiness activities. The third part
sums up on the non-farm economy in the study region

Chapter 7 discusses what new processes of divatsiin can be observed and whether
the rural areas have found new roles. The findiinge the two study regions are
compared and also related to concepts and tremasifidd in the theoretical frame of
reference.

Chapter 8 is the final concluding remarks.

13



2. Theoretical background — Processes of rural divsification

Agriculture has during the 30century been loosing its economic importance iroge
and rural areas have long been characterised lypd&gtion. All over Europe farming
steadily employs less people and most rural areas saffering from lack of
employment and population decrease. The ageingeopopulation that is a worrying
issue in most countries is often particularly imatuareas. The lack of development in
rural areas is in most countries acknowledged esjar problem, which has received
increasing attention also on the EU level (CouRabulation, 1999). However, not all
rural areas experience decreasing employment apdpd&tion. In some areas, the
population has stabilised or even grown as alsarurbsidents settle in the countryside.
The farm population have entered into new busiaessities or found employment in
urban areas. Leisure and tourism are gaining impo# in the rural economy that
traditionally has been dominated by rural econosectors such as agriculture and
forestry. These rural areas are not only areaggo€wdtural production and places of
work but increasingly, they have come to be apptedi as places to live in and for
leisure and tourism. The role and function of thear areas have changed from mainly
being places of agricultural production to incregby being places of consumption
(Marsden et al., 1993). This development is retem® as the diversification of the
countryside or “rural diversification” (e.g. Marsdet al., 1993; North, 1998; Baldock
et al., 2001).

There is no single definition of “rural diversifitan”. The concept is perhaps most
often used as a vision for rural development ingmmonmes and policy texts. The
relation between incomes and employment in secgndad tertiary activities in
relation to the primary activities in the rural aomy are often used as indicators for
“rural diversification” (Terluin & Post, 2000). Imareas characterised by rural
diversification, the share of incomes from secondand tertiary activities and incomes,
often referred to as the “non-farm economy” (Brightal., 2000), is increasing. But of
which activities and incomes does this non-farmneocay consist? What actors are
involved and what are the driving forces and coondg for the sectoral change and
“rural diversification?

This chapter explores the rural research literatel@ed to rural diversification and the
development of the non-farm economy. The first pfrtuses on processes of
diversification that can be identified in the ruddvelopment in Western Europe. The
second part looks into the emerging literature ostysocialist rural change in Central
and Eastern Europe. The last part sets up thetar@lframework of the study based on
the concepts which have been introduced.
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2.1 Diversification processes

In rural research “diversification” has mainly beesed about the diversification of
incomes and activities connected to farming. As fogus is rural development, my
working definition of “rural diversification” andhe non-farm economy also includes
the broader rural economy not confined to the agtical sector. This part of the
chapter starts off with the relation between difeation and farming, but it also looks
into the literature concerning “counterurbanisdti@amd the “urban-rural shift “ of
population and other non-farm activities and emioynts to “rural diversification” than
those directly connected to the farm household.

2.1.1 Farming and diversification

In the context of agricultural development” divéicsition” is a process of decreasing
dependence on traditional agriculture for the faopulation (Chaplin et al., 2004). The
centre of attention is dominantly the farm housdherhd its abilities for finding new

activities and employment. Farm households involvedon-farm activities are termed
"part-time” or “pluri-active” farm households (e.gsasson, 1988; Eikeland & Lie,
1999). There are two types of non-farm activitieg-farm and off-farm. On-farm

activities include e.g. tourism activities or aftative farm production at the farm. This
Is also called “farm diversification” (Bryden et,al992). Off-farm activities are mostly
income-giving activities away from the farm: temg@or jobs or more stable
employment; this is often also referred to as “eypient diversification” (Chaplin et

al., 2004).

2.1.1.1 Farm diversification

“Farm diversification” is often considered as a andgature of the “post-productivistic”

phase in agriculture (e.g. llbery & Bowler, 1998). this “phase”, agriculture is

integrated within broader rural and environmentavelopment objectives. The farm
household becomes involved in tourism, alternatfeem production or nature

management. Opposite, the earlier “productivist’aggh was characterised by a
continuous modernisation of traditional agricult{itbery & Bowler, 1998).

There are two major types of “farm diversificatiorgricultural and non-agricultural
activities (Bryden et al., 1992). Agricultural adties consist of other forms of primary
production such as forestry, fishery or alternafemen crops or non-primary activities
such as processing of the agricultural productidan-agricultural activities include
farm tourism and shops. Policy makers assume ttiegrifarm diversification” makes a
significant contribution to rural development (e.Gouncil Regulation, 1999).
Alternative activities on farms are expected tgphabsorbing some of the excess farm
labour, alleviating poverty and contributing to thevelopment of employment in rural
areas. The funding for “diversification” within tHeU focuses dominantly on “farm
diversification” stimulating tourism activities amdternative farm products at individual
farms.

The nature, extent and geography of farm diveeifon are not straightforward. Farm
diversification reflects complex interactions ofmgaboth internal and external, factors.
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A large research project on how farm householdasaeljl with respect to pluriactivity

in 24 rural regions in Western Europe between 188@ 1991 showed that farm

diversification was not widely spread. It took maon one in five farm households
(Bryden et al., 1992; Brun & Fuller, 1990). Farmiism was the most common type of
farm diversification. Alternative crops and liveskowere not widespread and declined
during the study period.

In Great Britian, Mclnerney et al. (1989) suggedteat, 40%, were involved in farm
diversification in the late 1980s, and in 2002s tblhare was 58% (Benchmarking Study,
2002). However, many of these on-farm activitiee aonnected to conventional
farming such as machinery services, lettg storage and buildings, and agricultural
hire work. In most cases, these activities are oslatively small scale and represent a
minor source of income (Benchmarking Study, 2002).

Farm diversification in tourism and alternative gnoroduction has been shown to be
related to farm size and productivity in convenéibmagriculture (McNally, 2001).
Adopters of this kind of farm diversification temal have larger farms, higher incomes
from farming and often also higher education lev8lsch farm diversification is not an
option for most small farms due to limited means ifvestments and the high risks
involved in new small business ventures (Moss .e2800). Opposite, large farms have
the capacity and more often take the opportunitpeoefit from such diversification
investments, which is referred to the “large fami’gGasson, 1988; Fuller, 1990).

Several researchers (e.g. Bryant, 1989; Morris &dP01995; Marsden et al., 1989) are
discussing mainly two different types of farmerard in Great Britain engaging in on-
farm activities. The “entrepreneurial” farmer isktiaking, has means to invest and is
able to redeploy labour into on-farm diversificatiand agri-environmental initiatives.
Opposite “the survivor” tries to continue with tithohal farming with the help of more
passive adoption of certain environmental schemdsher engagement in small scale
farm diversification.But farm diversification may also be found at farnd involved

in conventional agriculture at all. One in five Iseholds in on-farm diversification in
Great Britain was people living at farms but maimntyolved in wage employment
(Benchmarking Study, 2002).

Farm diversification can only be understood inrggional context. In areas close to
urban centres there is a greater utilisation of dineersification support measures
(Bryden et al., 1992). Here farms are often laagyed there is a larger market for farm
tourism (Bryant, 1989):Farm diversification” in areas close to urban cestis often
related to choice of lifestyle and not necessasilgrted for generating an income
(Tovey, 1998; Bryden et al., 1992). Several reseasc question (llbery et al., 1998;
Tovey, 1998) whether the "post-productivistic” demment is an opportunity and will
take place in areas far away from urban centresatiegadominated by small farms. The
“post-productivistic” phase of increased farm dsrécation, e.g. tourism and new farm
products, is likely to take off in more centrallychted areas since it is here farmers
have means to invest and respond to agricultupgd@t programmes.

2.1.1.2 Employment diversification
“Employment diversification” is widespread in WesteEurope, and most farm
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households are involved in off-farm employment. 6@%tarm households in the survey
of farm incomes in 24 regions in Europe (Brun &I|8yl1992; Bryden et al., 1992)

were dependent on other incomes than only tradititarming. These incomes came
mainly from wage employment and secondly, socehdfers added to the household
incomes.

“Employment diversification” has often been peregivas a process of marginalisation
and a transition out of farming (Slee, 1998; Gas4®88; Marsden et al., 1989). Farm
households with employment incomes have been egfeto as the “disengagérs
(Morris & Potter, 1995). The “disengagers” lackoital, so they cannot start “farm
diversification” but only have the possibility oinfling wage employment. Gasson
(1988) found that in England and Wales, salariesewtiee dominant income source in
small farm households. Small farms were pushed pad-time farming and wage
employment by the steady intensification and cotreéion of farming; this has been
referred to as the “small farm push” (Fuller, 1990)

Small farmers that have been marginalised in tefiarming production have adapted
by finding jobs, but this does not necessarily méeat they leave farming altogether
and move to urban areas. Bryden et al. (1992) sstilest some part-time farming is
permanent or stable, rather than transitional. d&ssthe “small farm push” there are
“pull” factors such as good labour market condiside.g. Bryant, 1989; Chaplin et al.,
2004). However, the possibility of finding jobs féifs between farm households, and
poor households with limited education and expegsnoutside agriculture may have
particular difficulties. A study of pluriactive fars in peripheral rural areas in Ireland
and Greece (Davis, 1997) showed that low incomeiggdchad greater difficulties to
afford the necessary training to enter the laboarket. For such households farming
and social transfers remained the predominant soofréncome. Bryden et al. (1992)
found in the 24 region study a general rise of imes from jobs outside the farm, but
this rise was more connected to seasonal and cgdisathan to fulltime employment.
In areas close to urban centres, more people hadiftull-time employment. In more
remote areas, a large number of rural householde Ving of a combination of
income sources: farming, casual jobs and sociakteas. In such areas, diversification
policy measures had generally failed to have aifssgnt impact (Davis, 1997; Bryden
et al., 1992). According to Murdoch (2000) the ploiéses and constraints of the farm
household for diversification need to be approacbeth vertically and horisontally.
Vertically, the rural households are incorporate ithe food industry and rural policy
systems and horizontally into markets for laboud #or recreation and high quality
food products. Agricultural markets and diversifioa policy shape farm
diversification but the specific urban labour maskand tourism are equally important
as farm households are not only characterised &gitimnal farming but are also
involved in tourism and commuting for salaried eayphent.

2.1.1.3 Summing up

Summing up, there are two forms of diversificatioihfarm incomes and activities;
“farm diversification” and “employment diversifigah”. “Farm diversification”
concerns new services such as tourism or new atteenproduction or processing at
the farm. Most often these are small scale aawitelated to conventional agriculture
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such as machinery services. “Employment diverdificd, incomes from jobs outside
the farm, is much more widespread. The possilslifier diversification depend on
agricultural markets and policy but also on theiaegl context and the specific
resources of the household. The rural househokls/artically incorporated into the
food industry and rural policy but the horisontategration into regional labour and
service markets are equally important. Pluriactiaan be both an upward but also a
downward adaptation. Some households are pulled Bypnew opportunities where
others are pushed “down” by low incomes and lowcatlan. In peripheral areas,
pluriactivity is more related to pressures of lowcames, whereas in areas close to
urban centres, pluriactivity is related to life Istyentrepreneurial attitudes, labour
markets with a wider variety of jobs and opportiesitin recreational activities.

2.1.2 The urban-rural shift and diversification

Some rural areas in Western Europe, particuladyrad cities and popular resorts, have
experienced an increase in population and econaatieities not involved or related to
the farm sector. It has often been connected tanareasing movement of people,
tourists and investments from urban to rural aréasch a development brings a
diversification of the rural population, the lodabour market and new opportunities for
the local population for rural business and farmediification like tourism and
services. This observed trend has (perhaps a higexated) been described as the
“urban-rural shift” or the “rural turn around” (e.§lurdoch, 2000; North, 1998)

2.1.2.1 Population diversification

The migration pattern between rural and urban aneaschanged from people leaving
rural areas due to decreasing job and income apptgs to also involving
counterurbanisation of urban people to some rurahsa (e.g. Champion, 1998).
Counterurbanisation is commonly referred to asoagss where people choose to move
from towns and cities into rural areas, either éeonmute to work, for recreation, to
retire, or to work in businesses in the countrygidebert & Randolph, 1983; Baldock
et al., 2003). The urban tourism has also incredsaahatically in many rural areas. In
areas influenced by such inflows of people, thalrgopulation has become more
diverse. However, research into these movemengs Kantuly, 1998; Halfacree &
Boyle, 1998) has mostly been concerned with whywahd moves and not so much the
effect it has for the rural economy and development

Improved transportation possibilities and lifesty@d amenity considerations are
stressed as the main reasons for people movingpgocountryside in much recent
research from different Western countries like Can&weden, Australia, and England
(e.g. Persson et al., 1997; Walmsley et al., 1988liday & Combes, 1995; Dahms &
McComb, 1999). In England the people that movééortiral areas are often referred to
as “middleclass” incomers (Urry, 1995; Cloke & Tthil987; Fielding, 1998). The
“middle-class” incomers are well-educated with wadid jobs. This distinguishes them
from the traditional local population (e.g Thrift987; Urry, 1995). Their higher
education and better contacts outside the local mra@ke them more able to find better
employment and there is an important differencéegonomic performance” between
locals and incomers (Persson et al., 1997). Peestsain (1997) explain the difference in
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economic performance between individuals in the ddsfeand Canadian countryside
with the concept of “reach” (Hagerstrand, 1978; &ak Westerholm, 1998).

“Traditional” households are characterised by ledit'reach” because of local social
networks and limited agricultural experience whabe-urban households have larger
“reach” because of their extended physical sphe@fegsommunication and higher
education.

Several studies show that a “gentrification” ofaleireas may take place when “middle-
class incomers” settle in the areas (Lewis, 19@€%unterurbanisation often creates
conflicts between locals and newcomers in the raocmhmunity and result in rising
housing prices making some local people unablenterghe real estate market (Bengs
& Schimdt-Thomé, 2004). In Great Britian Marsde®98) finds that the local power
relations may also change in favour of preservatonterests of newcomers leaving
the local population with less room for manoeuvre.

Decreasing population is in rural areas connectedldcreasing services, whereas
counterurbanisation and also tourism may creatasssfor more diverse public and
private service activities and possibilities fornfadiversification. However, the local
effects of both counterurbanisation and incomingrigis are not straightforward. An
increasing numbers of visitors and incoming redislane sometimes pointed out to be a
limited, and also fragile, basis for rural develan (Hall et al., 2003; llbery et al.,
1998). Firm creation and employment generation eoted to tourism may be very
limited due to the small scale and dispersed naifiraral tourism. Many rural tourists
are day visitors (Hall et al., 2003). When talkialgout the effect incoming residents
have on the rural economy, Tanvig (2003) talks abam “evening life” and a
“selfsustaining life”. Many rural areas in Denmér&ve developed into surburbs, where
people are only in the evening after work or theg In seasonally or during weekends
as recreationalists. In such cases, counterurliorisanay not contribute to a
development of a more “selfsustaining area”, wheee/ businesses grow up and the
rural community strengthens (Tanvig, 2003).

Counterurbanisation and rural tourism are oftererrefl to as if they were general
trends, but there atarge differences between various rural regionss. mhostly areas in
commuting distance from major urban centres thagesgnce important inflows of
people. However, the commuting distance is contisiyogrowing in most Western
countries as house prices go up and roads andadiltonnections improve. However,
more remote rural areas are most often only modestifluenced by
counterurbanisation. Tanvig (2003) divides ruraaar into “A” and “B” areas. “A”
areas are in commuting distance from urban cenffégy experience a rise in
population and most of the working population conentB” areas are more peripheral
and experience decreasing population, loss of aesviand falling house prices.
Incomers to more remote areas can also be “soc¢gghnts”, i.e. people that move to
the area because of unemployment and for being @blkeep living costs down
(Baldock et al., 2001).

While depopulation continues in many, more remabalrareas, it is, however, no

longer a universal rural phenomenon. The effe¢che$e regional differences is perhaps
that the rural areas are becoming more differeadidby the counterurbanisation.
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Champion (1998) points also to the fact that rowadd migration lead to depopulation
of certain rural localities while others are replaping. In most European countries rural
tourism generally increases with the degree of nidation but may also be
concentrated in predominantly rural regions thatehaertain amenities (Bontron &
Lasnier, 1997).

2.1.2.2 Business diversification

In Western Europe the “urban-rural shift” has beeainly connected to population
development but also in some regions to busineswites. Some areas have
experienced a “selfsustaining” development whetrgtrial investment increases and
the local business activities diversify.

In the 1970s and 1980s when there was a downwadd tin manufacturing
employment in Western Europe and the United Statesg rural areas had an increase
(Fothergill et al., 1985; Keeble, 1993). This “unbaural shift” in the location of
industry and businesses, North (1998) refers towaal industrialisation”. Patterson &
Anderson (2003) call it a ruralisation of industhrough a shift of business activity
from conurbations to smaller settlements and rarehs. The explanations for this rise
of manufacturing in rural areas have mainly beesnemic such as lower property and
wage costs and universal provision of infrastruetsuch as electricity, water, and
telecommunications. This development has madeuittz¢ @conomy into a continuation
of the urban economy but at a lower density (Psdtel& Anderson, 2003). However,
today several researchers (e.g. Wilkerson, 200ayi§ia2005) suggest that this move of
industrial production in search for cheap labourural areas is a trait of the “late-
industrial” era. We are now in an “after industtiata and it is perhaps more common
that labour-intensive manufacturing moves everh&rraway to areas such as Eastern
Europe and the Far East (Wilkerson, 2001). Buk sidny rural regions in Britain and
the United States have a higher percentage of raetuing activities compared to
urban areas (Smallbone, 2002; North, 1998).

Research on rural business development now tendiscts more on the qualitative
aspects of business location (e.g. Persson €t98l7). An interrelationship between the
in-migration of people to rural areas related taldqy of life considerations and the
economic entrepreneurial activity is stressed (INort1998). It is a
“counterurbanisation-led” diversification (Murdoakt al., 2004:68) connected to a
“middle-class” group of outmovers that searchesttier“rural idyll” and starts up new
businesses in rural areas. Thrift (1987) seesdlextive nature of mostly the “middle-
class” being the counterurbanizing group as bemgial to understanding the rural
business today (Thrift, 1987).

The incomers are mainly found in externally oriensectors such as manufacturing,
tourism, and business services whereas locals are fikely to be in local service
activities in Great Britain (Smallbone et al., 2D0Zhe in-movers display a greater
array of business contacts outside the local andaleey adopt new technology and use
to a larger extent ICT in their business (Murdothle 2004; Keeble & Nachum, 2002).
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Rural businesses have generally more limited oppdrés to network with other local
businesses and support institutions compared tanubusinesses (Smallbone et al.,
2002). This imposes constraints on their abilitygtow, which greatly influence their
development paths (Smallbone et al., 2002). Therban business people with their
more extended social relations have much more Ipibgsiof finding important
networks outside the rural area and much greateesacto information. Keeble &
Nachum (2002:74) argue that the “middle-class” mecs are “mobile professionals”
that bring know-how, expertise and client networksich explain their “enterprising
behaviour”. Networking between local firms and soping institutions are especially
important for rural firms as they often are furtlagvay from new knowledge (Copus et
al., 2000).

Rural business development differs importantly leevregions, but is not always easy
to explain. The distance from large urban centees imajor factor in explaining
differences in development (Bryden & Hart, 2001heTmanufacturing industry in
peripheral areas is mostly dominated by traditigeitors and more vulnerable to the
globalisation and outsourcing of labour-intensivanufacturing to low-wage regions
while industry closer to urban centres focus maneirmovation and niche markets
(North, 1998; Smallbone et al., 2001; Keeble, 19P3iterson & Anderson, 2003).
Replacement of lost employment in the primary setias varied very much also
between areas with similar locations (Terluin & @900; Bryden & Hart, 2001). In
some areas a "new economy” has developed wheredben similar areas employment
is still dominated by traditional sectors (BryderH&rt, 2001). The “new economy” is a
term for a mixture of different businesses in tenriand recreation, new producer and
consumer services including those based on ICTalsat new forms of value-added
production of high quality food products for nicmarkets (Bryden & Hart, 2001).

Rural researchers increasingly find inspiratiothi& regional development research that
point to the importance of endogenous and indididaators like skills and the
parttaking in social networks for local developméentan area (Courtney et al., 2001;
Atterton, 2001; Copus et al., 2000; Bryden & H&@01). Concepts found in regional
development theory like “institutional thicknessAngin & Thrift, 1995), “learning
region” (Morgan, 1997) and “relational assets” (f&y, 1997) have found their way
into rural research. These suggest that there avender of dimensions to the economic
diversification and development in a locality swashthe mobilisation and organisation
of local actors like businesses, public institusi@nd the public. What is emphasized is
the crucial role of information and knowledge todiesorbed and disseminated through
such local networks of businesses and supportisiifutions (Morgan, 1997; Asheim,
1996).

The organisation of the local society, networkimgween businesses and the local civil
society and institutions are stressed as fact@tsdharacterise rural regions that have
had an increase in the “new economy” and non-fampleyment (Courtney et al.,
2001; Atterton, 2001; Copus et al., 2000; BrydeHhi&t, 2001; Terluin & Post, 2000).
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2.1.2.4 Summing up

Counterurbanisation, the urban-rural shift of basgiand industry, and development of
tourism have in many regions created a countrysidaultiple functions, a diversity of
actors and relations to outside the rural areaaantbre diversified economy. The role
and function of the rural areas have changed fraamly being places of agricultural
production to increasingly being places of consuompt

Business development may take place on-farm busifiess diversification” can also
consist of other service activities, rural industsation or counterurbanisation-led
business development. Investments from farming aften important for farm
diversification, but availability of a cheap labdorce and increasingly entrepreneurial
incomers and networking play an important role dmal business development and a
broader diversification of the rural economy.

The "employment diversification” covered a farm plgiion integrating into a wage
economy but does also in some areas include nelinlmabitants commuting for well-
paid employment or working in new local industri@&nployment possibilities are
related to the local business development but wench also depends on the
possibilities in the regional labour market.

The non-farm economy is vertically integrated wited markets and agricultural and
diversification policy but also connected to wideocietal development trends of
counterurbanisation, recreation and nature conservand markets for manufacturing
products that frame opportunities for business ldgwveent. The horisontal integration
into regional labour markets and urban demanddoreation and residential areas are
increasingly important. The urban-rural shift ame population diversification place
rural diversification even more in its differentiabgional context. In some areas
diversification is still mainly connected to therfasector and difficulties in integrating
into urban labour markets whereas in other areasdming in of ex-urban citizens and
tourists seem to have opened up the countrysidenéov functions, incomes and
business developments. The differences in individuassibilities are ever more
pronounced as the rural population is made up fafra population but also ex-urban
residents and businessmen with other skills andis@tations.

2.1.3 Approaching the differentiated countryside

Societal change and policy at the national and itlternational level set frame
conditions for the local processes of change awersification in rural areas. Figure 2.1
describes the different scales that need to beidenmesl in a study of local rural
diversification. At the global or international Eythere are international food markets
and EU agricultural and diversification policy whipresently are particularly important
in connection with farm development. There may &lsmther international commodity
markets and tourist flows of importance. Howevle hational level is still the most
important “scene” for both various policies and rip@ processes influencing local
areas. It is at the national and the internatideaél, where processes of structural
change such as the development from an “industt@la “late industrial” or “post-
productivist” era, which imply a changed role anddtion for rural areas in society and
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different kinds of diversification processes, may itdentified. The time dimension is
important here as the frame conditions change twer.

Global
The role and function of rural areas and processes of
diversification

National
Differentiation between rural areas - the

Regional regional context

Local ags . g=_ .=

oea Local conditions; networks and individual

reach
Past Present Future

Figure 2.1: Dimensions of rural diversification. The conditiofg the rural economy and the
diversification processes work at different scaled vary in time.

However, the impact of societal transformation aleselopment of frame conditions
vary across rural space as they interact with fiexific regional context and local
conditions. The conditions for diversification anet evenly spread throughout the
countryside and neither are the individual oppdties The concept of “differentiated
countrysides” stresses the diversity of people alsh very much the difference in
development between rural areas as crucial for rstaleding contemporary rural
change (Murdoch et al., 2004). There are global aational, but also very much
regional, local and individual conditions for digéication. It is the individual and local
conditions for finding employment or starting biess and what processes of
diversification that can be found in the local atteat are the main focus of this research
project. A “territorial approach” and the concept‘i@ach”, | find are interesting tools
for exploring these conditions for rural divers#tmon.

To understand rural areas, they should not onlgdyeeived as simple peripheries to a
centre but must be viewed as part of their spec#igional context. A “territorial
approach” divides space into territorial entitieghich cover a local or regional
economy including towns or centé@erluin, 2000). It is important whether the rural

® The OECD has made a simple territorial definitidmural areas based on population density in oraler
make international comparisons between territgpassible. At local level (EU NUTS 5) communities
are rural if their population density is below li€ople per square kilometre. At a higher level (NHB)

a region is then classified to be predominantlalwignificantly rural or predominantly urban. In
predominantly rural regions over 50% of the popafatives in rural communities. In significantlyral
areas this is 15-50% and in predominantly urbaasaless than 15% live in rural communities (OECD,
1996).
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area is a part of a densely populated region withet&ropolitan centre or belongs to a
sparsely populated small town region. Is it an ‘0x*B” area? But similar regions may

develop differently. The specific amenities of atam rural area may or may not attract
newcomers. Local networks and individual skills aeldtions do also play an important
role for diversification and business development.

Persson et al. (1997) explained the individualedéhce in economic performance with
varying “reach”. This concept is essential for ustending the different ability of
various groups and individuals to take part indbeeelopment of the non-farm economy
and contribute to rural diversification. The unitamalysis in connection with studies of
the rural economy is still most often the farm rehad but increasingly the non-farm
economy is also made up of new rural householdsharsthesses not related to the
agricultural sector. The “reach” that may be relate physical mobility, knowledge and
education or social contacts within and outsiderthral area, is important for starting
businesses and for finding employment. The “reanhY differ dramatically in a rural
society. One may distinguish between different sypé “reach” such as “physical
reach”, “social reach”, “knowledge reach” and “ecomc reach” (Persson et al., 1997;
Johansson & Persson, 1996). People with cars hdasger “physical reach”. People
with extended social relations to outside the raral have a larger “social reach” and
people with a higher education and knowledge hawaenpossibilities to find
employment outside the rural area and thereforee laarger “knowledge reach”.
People with means to invest have “economic reach”.

2.2 The post-socialist countryside in transition

“Transition” is generally used for describing theartsformation from socialist to
capitalist societies that is taking place in Cdraral Eastern Europe since the end of the
1980s. Most transition studies have used moderorsatheory as a conceptual
framework and transition is mostly viewed as a tagebetween the socialist economy
and the economies of capitalism (e.g. Kornai, 199}h liberalisation of the economy
and privatisation of property former socialist egories gradually resemble the Western
economies more and mor@pposite, institutional and evolutionary economigesw
transition as a far more complicated process. # mathdependent process where the
point of arrival depends on the point of depar{i@erawoy & Verdery, 1999; Altvater,
1998). The following part examines the emergingaesh on rural change in the post-
socialist countryside and points to some of thecifipefeatures that characterise the
rural areas in transition.

2.2.1 The farm household

Many small farms are a common feature in the Baskropean countryside today

(Maurel, 1998). The many small farms are relatedatm structures from before the

nationalisation of land that have been re-estabtistind to some extent to the socialist
farm structures. The socialist agricultural systmymprised of a combination of large-

scale "industrialised” collective or state agricuél enterprises and small household
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plots that farm workers cultivated (Harscsa et 2998; Chaplin et &l. 2004; Swain,
1998). During transition, new individual farms have beereated through
transformation or disintegration of the large fagmterprises. Land has been restituted
to former owners and household plots have beeratsad. A dual structure of farms
has emerged; large-scale privatised, often corretipg to former socialist farms and
small and household farms dominatingly orientedaials self-subsistence (Alanen,
2004; Swain, 2000b; Chaplin et al., 2004).

The aim of the restitution of land to former ownesas in the Baltic countries based in
the idea of creating family farms similar to thaditional Western European model
(Alanen, 1995, 2004). In the post-socialist cousitig the medium to large farms, the
"family farms”, are, however, uncommon (Maurel, 8%ndor, 1997). The bulk of
agricultural activity takes place on small farmsandcommercial considerations are of
secondary importance (Swain, 1999). Maurel (1988} dt the “family micro farm” as

it is often only a few hectares. Varis finds tha¢ new individual farm is too small for
carrying out a livelihood (Varis, 2000). The fararg not viable in economic terms but
are unlikely to disappear quickly because of theiportance for household survival
(Swain, 2000b). There are few "true” farmers thatiek most of their income from
farming (Wilkin, 2000:1), although the majority dfe rural population is engaged in
not insignificant supplementary agricultural adfvie.g. Swain, 1996; Tisenkopfs,
1999; Slee, 2000). The few “true farmers” were fie the management of the former
large farms and have an agricultural education lamsiness contacts. They are the
“business class” and they have the necessary ‘lsan@ cultural capital to make a
success” (Andor, 1997:18).

2.2.2 The rural business

In the post-socialist countryside, the rural buseactivities other than farming can be
divided into privatised enterprises and selfempiogervice businesses (Swain, 2000b).
Non-agricultural production was organised withie targe socialist farms. Processing
plants, distilleries and bakeries were connectdtadarge farms (Swain, 1998; Nikula,

2004; Rey, 1999). Such units were through the fisgion most often separated from

the farms. These units have been called the “essilunits” because while the large
farms have closed, they have often continued tperations, although at a much lower
level of activity than before (Andor, 1997:15; Ni&u2001). It was also in most cases
the former management, the new “business classs, tabk over these non-agricultural

units (Andor, 1997).

There has been a distinct rise in selfemploymentrade and retai(Swain, 2000a).

Development in locally oriented services is ofteinged out as the main potential for
rural business activities in the post-socialist idogside (Turnock,1999). The village
infrastructure in the socialist times was negleced there was a poor provision of

“ Chaplin et al. (2004) have studied farm restraetyin Hungary, the Czech Republic and Poland.

®> Nigel Swain’s work is based on material obtainexhf four research projects on rural post-socialist
change with empirical data from Hungary, Polandy8kia, Bulgaria, Romania and the Czech Republic.
® lllka Alanen and Jouka Nikula have studied rutemge in the three Baltic States of Estonia, Laavid
Lithuania.

" Mikhaly Andor has mainly worked with rural charigehe Czech Republic, Hungary, Poland and
Slovakia.
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basic services. Together with the dissolution @ tollective farm and its connected
public services there was a “service-gap” lefthe post-socialist countryside (Andor,
1997; Swain, 2000b). Most studies conclude that thervice gap” so far mainly has
been filled by those, who have been forced inttesgdloyment by unemployment and
lack of other alternatives (Swain, 2000a). Swai@9@) argues that many, probably the
majority, felt that selfemployment and also smalds farming is something that is
forced on people due to lack of employment. Hescill “peasantification of the
unemployed” or “enforced selfemployment” (Swain9698).

The new service businesses are often family busaseand the term “entrepreneur” is
most often a misnormer in this context since income used for consumption instead
of for re-investments (Swain, 2000a). In Hunganpb&@a(1997) finds that these rural

businesses have created few jobs and there ame ‘ofi@ many” family businesses in

relation to their local markets.

2.2.3 The rural population

Characteristic for the post-socialist countriethet a larger share of the population lives
in rural areas than in Western Europe. “Underudstion” is often emphasised as a
central feature of socialist rural-urban relatio(®wain, 2000b; Szelenyi, 1996).
Underurbanisation means that housing constructiarrban areas did not keep up pace
with industrial development. Workers continued iee lin villages where they also
could benefit from plot farming while commuting work (e.g. Swain, 1999; Rey,
1997). This group of people has been called thaKeropeasants” (Andor, 1997). They
are often considered as important for the ruraktijament as they have other skills and
experiences than farming. Swain (2000b) suggeststhie “underurbanisation” and the
non-farm skills and experiences have made the gms#list rural population well
prepared for the “late-modern era” of non-farm hass and commuting experienced in
Western Europe. The rural areas had, however, algom that was almost entirely
made up of local farmers and workers and therendicexist an ex-urban “middleclass”
group (Swain, 1996). The socialist rural areas Hmeen described as “modern projects”
where production had priority. There was neithesignificant movement of people
from the cities nor development of tourism in sbstaural areas. The countryside in
socialist Europe “ignored” the “late-modern” era @f-urban incomers and tourists
(Swain, 2000a:1).

After the collapse of the socialist system, popafatincreased in many rural areas

(Baldock et al., 2001). Most incomers were urbamlters that have received land back
in restitution (Baldock et al., 2001). Rey (1998)ds that urban retirees make up a
fourth of rural households in Hungary. In EstorR@agma (2000a) considers the urban
movers as dominated by “social migrants” that moueto the countryside because of
poverty. However, Tisenkophs (1999) identifies aregging middleclass close to major

urban centres in Latvia and believes that this @éome important for the change and
diversification of the countryside.

Korcelli & Nowosielska (2000) propose “insitu-urbsation” as a major feature of the

development in Poland in the years to come. “Iagruanisation” means the opposite
development to the large-scale depopulation expesd in Western Europe starting
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after the Second World War. They believe that rpeple will stay in the rural areas
and commute to urban areas or start a busineslylo€arnock (1999) even believes
that the wish for a clean environment and life ivikage community similar to in
Western Europe will make the rural population shayl also attract newcomers and
tourists.

2.2.4 The rural labour market

During the early 1990s, the large farms and rurdustry shed labour or closed and so
did many urban industries, which meant that empkyihopportunities, both locally
and regionally, decreased for rural inhabitantsiglidr et al., 2001; Swain, 2000b).
Andor (1997) calls this situation the “rural weabbdur market attachment”, which he
finds characteristic for rural areas in transition.

The “labour market pull” differs between variougjimns. A distinction is often made
between former “agricultural regions”, “industriaigions” and “recreational regions” or
regions close to EU borders (Raagmaa, 1997; S\wab0b; ERDA, 2000)Rural areas
in industrial regions are referred to as the “iridakperiphery” (Swain 2000b). These
are rural areas in traditionally heavily indusised regions. In such regions, the
industries have often closed and there are few @mpnt opportunities (Swain,
2000b; ERDA, 2000). Agricultural regions were oftgmecialized producing for large
markets in the Soviet Union and other Eastern Eeaopcountries. Since their
traditional markets often have disappeared sudomeglso suffer from unemployment.
Rural areas in regions in proximity to EU bordeessdn generally experienced rising
employment and also preserved old employment. Raadi®97) argues that there are
no real peripheral areas in the Baltic States asctuntries are small and people can
commute by car to the urban centres from anywhetkd country. According to him it
is the closed nature of social relations that mafteas peripheral. He divides rural
regions into “recreational” and “hidden” countrysgd “Hidden economies” are
characterised by illegal networks and distrustftwial institutions. Vulnerable groups
have turned increasingly to the social resourcesiroind community. These “hidden
economies” close themselves from the outside waltd do not experience
counterurbanisation nor make the shift to a remeal or manufacturing economy (e.g.
Raagma, 2000a; Tisenkopfs, 1999).

2.2.5 Capital theory as a tool for addressing diffences between individuals in the
rural society

The local outcome of the transition from plannedn@rket economy has been described
as characterised by fragmentation, pluralism, divey sets of values and lack of
definite relations and structures. Burowoy & Verdé€r999) stress that the anticipated
transition is much less certain and the developneriven to a larger extent than in
Western Europe dependent on the specific area mmtboszidual capacities because the
collapse of the administered system have creatadesfor micro-worlds to produce
autonomous effects that may have unexpected irdei@ver the structures that are
emerging. Therefore, it is problematic to geneembnd use very general theories about
e.g. modernisation or transition and the contextime and space becomes an even
more important part in the analysis.
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In transition research several researchers stredsthe difference in the individual
opportunities is central for the understandingrahsition. The distinction between the
worker and selfemployed and then the “businesstiascharacteristic in post-socialist
research (Smallbone & Welter, 2001; Kiss, 1992;0810y & Verdery, 1999). Capital
theory and patrticularly the concepts of human, adoand political or organizational
capital are frequently used for addressing indigldgualities of importance for this
divergence in the post-socialist societies (Eyablet 1998; Rona-tasl998). Human
capital encompasses inherent factors, like inteficge and health as well as acquired
qualities such as education, knowledge and exp=Fie'when people move in and out
of different social environments, they bring huneapital along, but the value of the
capital differs in various contexts. The key diffiece between human and social capital
is, according to Coleman (1988: 100-101): “thatiglocapital exists in the relations
among persons and is context-specific and canndirdmeght with you”. Markman &
Baron (2003: 292) state that “social capital israxp of resources made available
through organizational positions, elite institutbries, social networks and contacts,
and relationships with others”. In the post-sostafietting, particular forms of social
capital: “political capital” and “organisational migal” that refer to the social capital of
former highly placed party members and people waitigh position in the state
enterprises, need to be emphasized (Earle & Sakd9@0; Nikula, 2001). The
conversion of “political capital” into private wehlis often posed as the distinguishing
factor between the people that have profited bpysiteon and those who have not
(Nikula, 2001; 2004; Smallbone & Welter, 2001; Rak@98). The “business class” has
“political capital”. Physical or economic capitaday also be of decisive importance.
Physical capital includes material assets, sucHaad and production assets, and
financial resources. Hanley (2000) stresses thaEastern Europe the privatisation
process has been the most important source of gatysapital in the form of land and
buildings since few have had savings and crediitit®ns have not been willing to
invest in rural areas.

The different forms of capital can be measuredanous ways; economic capital can be
measured by property ownership and wealth, humasulbural capital by educational
credentials and social capital by network extems¢s and social relations (e.g.
Coleman, 1988; Putnam, 1995; Lash, 1993; Eyal.et888).The central idea in using
capitals in transition research is that capitalsthe accumulated before they can be
used. In times of change, the capitals of indivisluaccumulated under different
institutional and societal conditions must be cotecinto new forms (Rona-tas998;
Eyal et al., 1998). Some types of capital can beveded while others are devalued
(e.g. Rona-tgs1998). Human and social capital is different from econowapital as
they cannot be taken away from people but at thees@me these are more rigid to
change and take longer to acquire, while economgiital is more flexible (Eyal et al.,
1998).In order to convert the “political capital” into @womic capital, Eyal et al. (1998)
argues that human capital is important. The abibtyearn about the new system and
how to get things done is important. Under comnmmnisocial capital was far more
important than in the capitalist Western countrisiere economic capital has
dominated. Human capital in the form of informatammthe new opportunities and rules
of society are essential in the post-socialistetgqiEyal et al., 1998).
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2.3 Approaching the Baltic countryside

The Baltic countries are no longer part of the 8bunion but are reintegrating with the

European and global economy. The frame conditiansrdiral areas have changed

dramatically, but what is the local outcome of th&inge? Much transition research has
focused at the national scale and evaluated agrialil development and change

primarily from national figures. This project appaohes rural development at the local
level and looks into how specific rural regions éaleveloped with a particular focus

on the non-farm economy, the rural inhabitants laminesses.

The transition from large-scale to private farmimap resulted in many small and some
large farms. Given this pattern of post-socialgptasian structures, it is important that
studies of diversification do not analyse the issokly through “the family farm”
model. “Farm diversification” assumes that farmiease a considerable base of assets,
consisting of both economic, social and human aggditom which they can embark on
diversification. The rural population in the Balttountries and other parts of Central
and Eastern Europe cannot only be understood asnagopulation since much farming
is for home consumption and they are not verticafifegrated into international
agricultural markets and support schemes. The r&sem the emerging farm structure
indicates that few farm holdings have much capgahvest and much farming is going
on because of unemployment and lack of other atemes. That rural diversification
will be driven by the “service gap” and that “iritsiurbanisation” will take place are
among the major expectations for rural diversifmat Up to now, service businesses
are mostly small-scale and labour markets are wHad.post-socialist rural inhabitants
have been pointed out as well-prepared for thertaidern era, but those that have been
able to take advantage of the new situation beloagly to the “business class”. To
what an extent and how other inhabitants and adsomers influence rural change is
unknown. The description of the incomers contragth the image of middleclass
incomers as seen in the Western European conaxtvhether post-socialist rural areas
are going from a “modern” to a “late-modern” coystde with increasing importance
of non-farm activities and what rural change implier different people outside the
vicinity of capital areas are the main themes efrésearch.

The project is stimulated by general questions ighdr levels about the rural change
during transition in the former socialist countrietow is the role and function of rural
areas changing in transition countries? What cseatéferences in development
between regions? To look for answers to these mumssand develop an understanding
of rural change and diversification, local aread #reir population are focused with the
help of case studies exploring the situation ofrtival inhabitants and the local business
activities in two specific areas. In the transitioontext, a bottom-up approach seems
increasingly important as the local transition & a straightforward expression of new
frame conditions and macro-structures as the cs#lagh the administered system have
made change even more dependent on the specificaaick on individual capacities.
Figure 2.2 summarizes the major questions andridtiis research project.
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Figure 2.2: Dimensions of rural diversification under investign. The local and individual
perspective has the main focus.

A central point of departure for this project istmeither conditions for diversification
nor individual economic opportunities are homogendlroughout the countryside.
Specific policies and urban labour markets setagerframe conditions for rural

economic development and processes of diversifiediut the primary focus is on how
people respond to these frame conditions and wioaepses of diversification that can
be identified locally.
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Figure 2.3: The conceptual model of analysis.
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In the study | use capital theory for addressirg differentiation between individuals
through transition and their opportunities to repldormer employment in state or
collective enterprises with new employment or bess activities. The concept of
“reach” will be used as it adds a spatial dimendmrhe individual capitals and how
different people interact in the regional context avith the surrounding society. Figure
2.3 sums up the conceptual model of this analyBie local and regional rural

diversification is framed by external and intergahditions. | focus especially on the
internal conditions and take a “territorial apprivady investigating the non-farm

economy in two specific regions and exploring theath” and “capitals” of different

people involved in the non-farm economy.

A
Region
T l Employment
>
diversification
Household
| Business
Business diversification
Individual

Figure 2.4: The main units of analysis are the rural househaliithe rural business.

The initial units of analysis are rural househ@ds rural businesses. As | am interested
in rural development, the unit of analysis is notyofarm households but a wider

representation of rural households and busineswitees. Rural businesses and

households are made up of individuals with certe@pacities and problems and

possibilities for new activities. The businessed aouseholds are also situated in a
specific regional context setting a certain framedevelopment (see figure 2.4).

The centre of attention is on employment possieditand business development;
whether and what employment and business diveastific take place. The business
diversification | initially look for is “farm divesification”, “rural industrialisation” or
service development. "Employment diversificationovers a farm population
integrating into a wage economy but might also udel other rural inhabitants
commuting for employment or working in local induess.
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3. Methods

In this chapter the case study design and the rdstbbthe project are presented. The
selection of study areas and respondents and filecttan and analysis of data are
discussed.

3.1 The case study design

The research project is based on a case studyaqgtpré case study is often used to
investigate a social phenomenon in rich detail. phenomenon is studied in its context
and not isolated from it like experimental researchaboratories. The characteristic of
a case study is that it includes an empirical mefe@nto a phenomenon within the
setting of real life, where the border betweenghenomenon and context in which the
phenomenon is part, is unclear (Yin, 1994). Theaathge of a case study approach is
that “it can “close in” on real life situations andst views directly in relation to
phenomena as they unfold in practice” (Flyvbjei@)£428)

There are no set guidelines for case studies butigal theoretical frame of reference
often guides the case design, data collection avadlysis (Yin, 1994). A case study
usually includes multiple sources of data. It cathbinclude surveys, interviews and
text material. It can also comprise of researcmany different levels from the local
level to the global (Hakim, 1987). A case studyrapph seems useful if the research
has an explanatory and also an explorative charattere many variables initially are
unknown because the case study can include diffesenrces of evidence and
perspectives. ldeas and evidence may be linkecamyrdifferent ways. It is possible to
study a phenomenon where some factors might tutricobave stronger impact than
originally expected and new variables may appeadéhsen, 1990; Hakim, 1987).

A case study approach fits very well with the aiofighis research project that is to
focus on the local scale exploring the activitiad axperiences of rural inhabitants and
businesses. It allows me to include the local pmatpe and focus on the phenomenon
of rural diversification in its local context. | @ghe case study because | deliberately
want to cover contextual conditions for diversifioa. The project is therefore set up as
a multiple case study with two case studies in\stejions in Latvia and Estonia,
respectivel§. Two different study regions are selected to camyphe development in
varying regional settings.

This project is intended as an explorative studyp ithe non-farm economy. When
doing research in an unaccustomed setting it ia evare important to be sensitive and
open to new perspectives in order to avoid categmyipeople and activities into pre-
defined groups and leave out important nuancesrefdre the studies are set up to
catch many different perspectives by using differerthods and sources of data. They
are based upon a combination of qualitative anchtifative methods; with a particular
emphasis on the qualitative and explanatory approBice goal is to both be sensitive
to the local “native” experiences and yet give @alor picture of rural diversification that

8 See chapter 4 for further introduction to the gtraions.
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can be compared to other areas.

In connection with both study regions parallel datalection, including surveys,
interviews, and collection of statistical data, le®n conducted (table 3.1). This has
included a survey on household incomes and aetsyiinterviews with households and
businesses, interviews with key informants andectibn of secondary data.

Data sources

Household study Questionnaire survey with rural households

Interview survey with selected households

Business study Interview survey with rural businesses

Key informants Interviews for background information and
discussion of results

Secondary data Statistical data from the particular study areas
and rural areas in general in the two countries

Table 3.1: The different sources of data in the case studies.

In both regions specific rural municipalities weselected for an investigation of
household incomes and activities and an investigatito rural business activities; here
most often referred to as “the household study” ‘dimel business study”, respectively.

The “household study” includes both a questionnairevey with a larger sample of

households and more in-depth interviews with setk¢touseholds. The questionnaire
survey is to give an idea of the distribution and kindsion-farm activities and the use

of support and institutions. The interviews then dgeper into the capacities and
problems of rural inhabitants in making a liviigThe “business study” is based on
interviews with business manag€rsthat were interviewed about their business
activities, history and networks

Interviews with key persons in ministries, univées and organisations connected to
the field of rural development have been used akdvaund information and for

® The questionnaire can be found in PhD dissertation
19 |nterview guide for households in PhD dissertation
' Annex 1 and 2 give a list of all interviews.

12 Interview guide for businesses in PhD dissertation

33



discussions. Interviews with key persons at redicenad local level have given
information on local development issues relatetht areas, actors and businesses of
great relevance for the local and regional studies.

Statistical data were collected at the national tiedregional levels and in some cases
also at the municipal level for obtaining a franfieeserence.

3.2 Selection of study areas

The typology of post-socialist rural regions dissegs in the theoretical backgrodrid

“agricultural regions”, “industrial regions” andétreational regions” formed the basis
for the selection of the study regions.

The aim for selecting study regions was to achidaee greatest possible amount of
information on diversification and rural change. Mytention was not to select
representative cases for the average rural ared@obselect case areas that varied in
order to compare the development in diverse regiseidings. According to Flyvbjerg
(2004) picking the average or typical is not an approprittategy for case studies, as
such cases are not the richest in information.

In Estonia Viljandi county was selected as an agfucal region. This county was an
important agricultural production area before inelggience. Agricultural employment is
stil more important than the national average Ikproduction has decreased
dramatically®. As an industrial region Rezekne county in Latvis selected. This was
traditionally a strongly industrialised area, mginh traditional industries in food

processing, construction and heavy industries. Hewemany of its large factories
closed during the 1990s. The regional centre, Rez&kty with 43.000 inhabitants, is
Latvia’s seventh largest city.

The original plan was to collect data in a recaal region in Lithuanig. However,
after collecting data in the two first regions iasvevident that time would not be
sufficient for including this region in the Ph.dopect.

13 See section 2.2.4 in theoretical background
1 See chapter 4 for a further presentation of theystegions.
'3 The intention was to collect data in the NemunagiRielta region in Lithuania.
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Viljlandi county Rezekne county
Household study  Municipality 1 Municipality 1
Business study Municipalities in ~ Municipality 285
the Northerstdct

Table 3.2: The selected territories and municipalities usdtie different studies.

The “household study” is conducted in one particatanicipality in each county. This
municipality is referred to as municipality 1. ThHmisiness study” then covers
businesses in the same municipality as the houdedtady but also includes more
municipalities in the respective counties to getider representation of businesses (see
table 3.2).

The main criterion for the selection of municipglit was that the municipality would
have other economic activities than farming. Theanitipality should not be located too
far from an urban area either because the extecbmimuting could be interesting to
observe. The selection of municipalities was mdtier ghe interviews with people in
the county administration that provided informatimm business activities in the rural
municipalities. | tried to get information from ifeters on economic activity. One
problem was that many registered businesses inctumty registers had seized
operation and some new ones had not yet beenesgistTherefore rural municipalities
were selected mainly based on the local knowledigigeocounty interviewees.

The selected municipality 1 in Rezekne county, Kamal municipality, is situated just
outside Rezekne City and the municipality in Vilaoounty, Olustvere municipality, is

situated 15 km from Viljandi town and neighbours tirban municipality of Suure-Jani.
The two municipalities are similar in number of atitants; about 1800 inhabitants
distributed on approximately 450-500 households.

The business surveys included first the businesseswunicipality 1, which were
identified and interviewed. In order to get a widepresentation of the regional rural
businesses, businesses in some additional munim@palwere identified and
interviewed. In the Latvian region two other mupalities neighbouring Rezekne City
(municipality 2 and 3) and one municipality 15 kmupicipality 4) from the City were
included in the study. In the Estonian region tweighbouring municipalities to
municipality 1 were selected (municipality 2 an&’3)

This business survey initially uncovered few tonribusinesses. As tourism is one of
the main expectations for rural development furtbech particular businesses were
looked for around in the county. In Estonia, theeaed municipalities 1, 2 and 3 are
part of an administrative unit called the "Northdbstrict” of the county. Tourism

businesses in the five other municipalities in #uigninistrative unit were selected for
this purpose. In the Latvian county, tourism bussss are mainly concentrated in two

16Many respondents both in the household interviewpanticularly businesses wished to be
anonymous. Therefore | have decided not to docuthentunicipality names. The name of municipality
1 is the only exception.
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areas with many lakes and ponds. One of these aosass a single rural municipality,
municipality 5, situated 30 km from Rezekne Citysvg&lected for this purpose

3.3 Selection of respondents

The household questionnaire survey was carriedirowollaboration with a fellow
Ph.d.-student who studies agricultural restructuiimthe Baltic countridd. She had
prepared a questionnaire survey on farm issueshich | added questions specifically
on non-farm incomes and activities.

This questionnaire survey included 71 household&stonia and 74 households in
Latvia. On top of this sample | did an interview\ay in a village in each municipality
1; counting 22 households in Estonia and 26 houdehio Latvia. It included my
questions from the questionnaire but also went eleapto the development and
problems for non-farm activitiés Therefore approximately 1/5 of all householdshia
municipalities have participated in the househalad .

The selection of respondents for the household tmquesire survey was done
randomly. In the municipalities there are no regsstof households. Households were
therefore chosen randomly by driving or walking war@ in the area and visiting
approximately every fifth house.

The households for interviews were selected to ayjetas wide representation of
households with different income generating adésias possible. The interviews were
done in the weekend in order to find most peopladio

The “head of the household” should be present whenguestionnaire was filled out
and the “head”, either the man or woman, was theagy target in interviews, but other
household members could be present. The “head efhttusehold” refers to the
“respondent” in the presentation of the analysiacé& rural households often include
both retired parents and grown-up children livinghame defining the head of the
household was sometimes difficult. This contributedh certain overrepresentation of
elderly people in the questionnaire survey. Thigrmpresentation has only limited
effects for the overall picture of household incena@d activities since these questions
primarily focus on the whole household. Howeveg thore personal questions in the
questionnaire on education and capacities of pebale a certain bias towards the
older generation. This has some implications fer aksessment of the possibilities of
rural inhabitants for rural diversification becaube older population often has lower
education. However, when | talk about capacities slalls of people | do not compare
specific numbers but talk about different grouppedple.

In the business survey all businesses in the selenunicipalities were identified and
interviews were made with the manager or ownerheisé businesses. On several
occasions, also staff members were interviewed. ifleatification of businesses in

17 Mette Bech Sgrensen
18 See annex 1 and 2 for list of interviews.
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municipality 1 was based on a combination of infation from household interviews,
the list of registered businesses in the countyiadtnations and interviews with other
businesses and key persons in the municipalityhénrest of municipalities, business
activities were identified through interviews wighkey person in the municipality and
the list of registered business. In these munittipalall small business activities were
probably not identified. In municipality 1 small tagties such as on-farm food
processing or small scale trade were primarily teddhrough the household survey. In
the other municipalities it was decided not to iview grocery stores as these had been
sufficiently covered in municipality 1 (see tabl@)3

Household study Questionnaire survey with about 1/5 of
households in the selected rural municipalities

Interview survey with 20-25% of these

Business study Identification and interview with all businesses
in selected municipalities and areas

Table 3.3:Respondents in the household and business study.

3.4 The fieldwork

The study regions were visited twice. The firstaim March/April 2001, key persons at
the local and county level were sought. The mag@eanunicipality (municipality 1) in
each region were selected and visited. The areses tiven visited again in the summer
and autumn of 2001 for the actual fieldwtrk

The collection of primary data in the two studyiceg was based on interviews. Also
the questionnaire survey was performed as a stedtiaterview as it turned out more
efficient to performing interviews instead of jusanding out the questionnaire and
collecting it again. This procedure resulted inheig quality of answers since the
questions could be further explained if the resgomdid not fully understand the
guestions or had alternative answers. The housettt business interviews were
conducted as semi-structured interviews. The indizestions asked were open and
encouraged the interviewees to describe their iieBvin their own words. They were

¥ The household questionnaire survey in Estoniaceasucted in august 2001 by my collegue, Mette
Bech Sgrensen. In October 2001 the household quesire were conducted in Latvia by Mette Bech
Sgrensen and | conducted the household intervievegand the business survey in Latvia. Later in
October 2001 | went to Estonia to do the househlmttview survey and business survey. This was a
very intensive data collection period with 5-9 iviews a day (see annex 1 and 2 for lists withrirgsv
dates and interviewees).
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followed by more structured questions and in thé ehthe interview specific issues
that had been touched upon by the interviewee \beoeght up again for further
clarification and discussion.

The interviewees in ministries, universities anigtrett administrations could in most
cases speak English. Some business owners andimbeditants could also speak
English but most local interviews with households &dusiness people were conducted
with assistance by an interpréfeiwell-structured interview guides with short areac
questions are necessary when interviewing throanghtarpreter. But still the interview
situation also demanded a high degree of openfiessility and improvisation as the
interviewees had their specific history and manw ngsues were brought up in the
interviews. In the beginning it was difficult toeate a dialogue with the respondents
through the interpreters. The interpreters feltaimfortable interrupting the respondent,
and answers became very long and often about maaygdthg issues. It was therefore
important to introduce the research project thonbuépr the interpreters and stress the
subjects that were particularly important. As timeelipreters gradually were more
familiar with the questions, the interviews becaasier to conduct.

Some interviews were taped, however, especiallyneas owners did not want to be
taped. Many respondents both in the householdvieterand particularly businesses
wished to be anonymotls Therefore | have decided to not document names of
respondents and business or to use the municipsityes as several businesses can
easily be identified. The name of municipality Xhe only exception.

3.5 The analysis

The household and business study provided datairdadnation for a quantitative
analysis of the types and distribution of actidt@nd incomes among the population
and a qualitative analysis of the activities ane tlonstraints and possibilities for the
local inhabitants and businesses. These two mailyses are then combined.

The household questionnaire answers were firsstated and a database was crefdted
This data base made it possible to look for retetibetween different answers. The
analysis was first looking for patterns betweetfiedédnt answers. The respondents were
divided respondents according to different catexgorelated to incomes and activities
of households, and these categories were relatedther characteristics of the
respondents, such as their background and educdtaursehold size, age and their
answers on other questions.

The software programme Nudist was used in ordéintbcommon themes among the
household and business interview answers. In Nuthsttext from the interviews were

% |n Latvia the interpreters were from the Englisttéity of Rezekne University; a teacher and a stude
In Estonia, one interpreter was a student fromnkgtute of Geography in Tartu and two studentsrfr
the Viljandi tourism college. When visiting the t@m businesses in Estonia, the local tourism
coordinator was interpreting.

I See annex 1 and 2 for list of interviewees andtwtarviews were in English and what were taped.
2 The database was set up by Mette Bech Sgrensen.
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coded and categorised and combined under diffdiemhes such as “problems of
commuting”, “women and employment”, “part-takinglotal organised activities” etc.
The household interview answers and themes weredbrabined with the categories of
the questionnaire survey in order to get a bettetetstanding of what the different
incomes and activities covered, the people invokved their problems and thoughts.

The Nudist programme was also useful for analys$iegbusiness interview material
and finding common traits and differences amongbtii@nesses. Often the context and
the broader story of the respondents were impoxtdugn analysing the problems and
opportunities in relation to business activitiesha/ people did ten years ago, where
they lived before and what happened during priasite have often an evident
influence on what they do today. Therefore pershrstbries of have been particularly
focussed in the analysis in order to better undatsthe context of the respondents and
businesses.

3.6 Reflections on working in an unaccostumed regtti

The case study approach seems appropriate wheoriexpthe rural situation in an
unaccostumed setting because it allows for beingsitee and open to new
perspectivesBut a“local case approach” in a unaccostumed settingcalb® for a high
degree of reflection on the role of the researeme his/hers influence on the research
process. The role of the researcher is more ceasréihe construction of new relevant
data build on an active search for relations betmastors and local structures and also
ideas and evidence may be linked in many diffenes.

Hermeneutiddeas inspire to a more reflexive approach in tléection, treatment and
analysis of data in a foreign setting. From herménehilosophy of science there are
two fundamental elements worth considering whenkmgr in a foreign setting.
Hermemeuticstress the importance of overcoming one’s own stilbjgy and trying to
understand the totality that the respondent is pla(Kvale, 1994; Pahuus, 1995). It is
impossible to understand a person’s actions untessare related to the biography of
the person and the environment the person is pa8ezondly, the understanding and
interpretation is dependent on the researchersee@xperiences, theories, frames of
reference and concepts used (Gadamer, 1975).tAlpiretation is contextual.

| find it important to keep in mind that all integtation is contextual in time and space.
Thus, the observations and actions as well as yhead concepts must always be put
into a larger perspective so that their signifieabhecomes clear.

| have through literature and the interviews widty lpersons tried to obtain a thorough
insight into the totality of the rural situation ihe two countries and the specific study
regions before | formulated questions and integatetnswers. At the first visit to the
study regions initial questions and ideas wereetest interviews and discussions with
key informants. From my experience interviewingafumhabitants in the Baltic
countryside, lack of contextual sensitivity can ilgasreate misunderstanding¥he
transition of the economy means constant changeaatuts tend to strategize within
time horizons that are short. This can be integatets low responsiveness to market
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forces. But in a context where laws change andtitaxgoolicy and inflation are
continually shifting, the economic consciousnessykat culture and responsiveness
take another form. To be economically rational inNVestern sense might not be
regarded as rational in this. Also asking questmorecerning concepts that are vaguely
defined like sustainability, environment and lifgls can create confusion as such a
concept might originate in a Western setting.

In order to interpret and analyse interviews inch too context specific way, | have
besides focusing on the full personal stories tdrinewees also tried to be aware of the
origin of concepts and theoretical framework | uEee complexity of rural transition
makes very generalized theories problematic becthese are many approaches that
must be given the same legitimacy or authority #nedspecification of time and space
becomes an even more important part in the analyrsigstablishing the theoretical
frame work of the project several theoretical iptetations and explanations are
discussed anthtegrated with one another. In rural research n@mcepts are derived
from research in the British or Western Europeamugside. In the development of the
theoretical frame of reference | focus on the cohowls under which rural diversification
takes place in different areas and for differerttgbe in order to make later comparisons
and generalisations valuable.

3.7 Generalisation, validity and reliability

There are disputes on whether it is possible tegdise from case studies or whether
they can only be used as pilot studies in the prelry stages of investigations
(Flyvbjerg, 2004). They are often proposed as béioity arbitrary and subjective and
not possibly to verify. However, according to Flyety (2004) formal or statistical
generalisation is overvalued as a source of stiedievelopment whereas the “force of
example” is underestimated. My aim is not to essabfindings that can be applied
universally; the aim is contrary to undertake adkiof “analytical generalisation”.
“Analytical generalisation” is where a previouslgwloped frame of reference is used
as a template with which to compare and discusgdhelts of the case study (Yin,
1994).

The case studies in this project are not intendeal sample where more cases will give
a larger sample and therefore give a stronger ttaseake statistical generalisations,
which are not a goal of the study. Nor have casasabeen selected to be representative
for the average rural area in the Baltic Stateg] #re intention is not to make
generalisations for the whole countries or forrathl areas. However, the case studies
represent different types of areas and the resulsild have high relevance for rural
development and diversification in similar aread aituations. The multiple case study
approach also makes the study more robust and giviekness” to the understanding
of rural diversification in transition. The comptiva analysis gives a basis for a more
thorough understanding of rural transition and rsak@ossible to distinguish between
what are specific local features and what are mgereeral characteristics of rural areas
in transition.

The quality and verification of research is usuagtablished with the use of the two
concepts of validity and reliability. Reliabilityraditionally means that if another
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researcher did the same study he should come teame conclusions (Yin, 1994)
where the validity is the ability of a study to reaee or explain what we desire to
measure or explain (Svenning, 1999; Mason, 1996).

Concerning reliability | find it unrealistic to egpt a complete replicability of the

results as the study also have an explorative ctearand includes qualitative studies.
However, the relatively large samples increasepttobability that another researcher
would get a similar outcome in terms responses uestipnnaire and interview

questions. In my data collection and analysis leh&nied to achieve reliability by

minimizing errors and biases and maintaining a ist&scy of results by documenting
what | do and why | do it.

| have chosen to use the definition of validity ®yenning (1999). She distinguishes
between inner validity and outer validity. The aoh inner validity is to establish
credibility that concerns the design and struciofréhe project. The outer validity is
about the possibility to generalise from the pattc study. Outer validity concerns the
whole project with all its theories and empiricata founded in a reference frame.

| have used theory, concepts and key informantrim&ion to motivate and focus the
research and make an initial logical structure he tollection and analysis of the
multiple sources of data. The aim is then to discog analysis in which | try to
compare my set of results between the study regindgelate them to the concepts and
trends forming the frame of reference.

3.8 Presentation

Citations are frequently used in the presentatioth® analysis and the results. As the
interviews took place through an interpreter, tlsedi citations are often short and
fragmented. Expressions from same interview bunfdifferent parts of the interview
may be presented together in the same paragrape ®tatements and expressions are
separated by three punctuation marks. The citatiares short expressions and
statements that were written down or taped in tkactewords of the interpreter.
Therefore pauses, stammering and the emphasisgfatiicular tone of voice of the
respondent are not recorded and neither importamhe analysis and presentation. |
have decided to use these fragments when theyraexample on what | consider
important for the themes being analysed. It is irtgpd when the citations are short and
has the character of expressions that they neaed stlone and out of context. | have in
all cases written them into the presentation ofrégpondent. All citations are listed in
the text with a number that refers to a list oémitewees in annex 1 and 2.
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4. Rural development and diversification in Estoniaand Latvia

This chapter presents some national key figuresuoa diversification and the non-
farm economy in Latvia and Estonia. The focus igopulation and economic activity.
The two study regions and the selected municipealigire presented.

Estonia is the northern most of the Baltic coust@ad has an area of 45,227 square
kilometres. Tallinn is the capital city. A substahpart, 48%, of the land is covered by
forest, another 22% is svamps or marshland andpletv 10% is arable land. With an
average of only 30 people per square kilometre sdk&tonia the least populated
country in the EU (Estonian Ministry of Agricultyr2000). Latvia is the country lying
in the middle between Estonia and Lithuania. Lato&ers an area of 64,589 square
kilometres. Riga is the capital city. The majortpalrthe country is covered by forest
44.5% and 38.3% is agricultural land (Latvian Mirysof Agriculture, 2003). The
population density is 37 people per square kiloeetr

In both countries the national territory is dividedo rural and urban municipalities.
The Estonian territory is divided into 15 countigkere there are 39 towns and 204
rural municipalities (SOE, 2004). Latvia is dividedo 26 districts with 7 cities, 70
towns and urban municipalities and 466 rural mypaltiies (Nordregio, 2000).

4.1 The privatisation of agriculture

Agriculture has traditionally been the main areactivity and source of income in the
rural areas in Latvia and Estonia. During the Sopexiod all land and property were
nationalised and commercial agricultural activitiesre organised in large collective
and state farms. At the large farms most houselnlttevated a private plot of a few
hectares for their own subsistence. These housgihatsl often contributed with a large
share to the collective or state farm productiolaf&n, 1998).

After independence the land reform began. The lafakm was characterised by two
main principles (Alanen, 2004). The first principles to restore the pre-socialist land
ownership rights. Land was restituted to former exgnof land from the mid-war
period. The secondary principle consisted of theagisation of the collective farms
residual property (household plots, machines, eattt.). People received vouchers
according to how long they had worked in the colNecand their position. For these
vouchers they could buy land and machines (Alarfg&g)L

Alanen (1998:147) identifies three different kirafsfarm units in the Baltic States that
have come out of the land reform. Large-scale fagminits (cooperative or private
companies) based on major complexes of formeraole production buildings, family
farms that have their origins in restituted landl drousehold plot farms originating
from household plots. Most farms are household fdoms. There are also some
privatised non-farm units in processing and farmvises that separated from the farm
in the privatisation.
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4.2 The sectoral distribution

After independence and privatisation agriculturaloduction and employment
dramatically decreased. In 1990 21% of the totalkimg population was employed in
agriculture in Estonia and 20% in Latvia (Alane@(2; Lill, 2003). In 2001 this figure
had fallen to 5% of the working population employedgriculture in Estonia (Estonian
Ministry of Agriculture, 2002). In Latvia 15% of ¢hpopulation was employed in
agriculture in 2002 (Lill, 2003).

In Latvia the share of agriculture in GDP has daseel even more dramatically from
17.6 % in 1992 to 4.5% in 2002 (Latvia Ministry Binance, 2003). In Estonia this
figure was 19.8% in 1989 and is today 4.9% (Eurogearum, 2005).

In the rural areas the structure of the economy dienged considerably. In both
countries around 50-60% of the rural population e&ployed in the agricultural sector
at independence (Estonian Ministry of Agricultur002; Latvian Ministry of
Agriculture, 2000). In Estonia in 1999 this sharaswonly 18% (Estonian Ministry of
Agriculture, 2002). The service sector employs aidalf the rural working
population. The share of people employed in manufexg has stayed stable since
independence (Estonian Ministry of Agriculture, 2pP(see figure 4.%5.
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Figure 4.1: Sectoral distribution of people employed in riaedas in Estonia. Source: Estonian
Ministry of Agriculture, 2002.

In Latvia more people in the rural areas are ingdlin agriculture today. In 1999 37%
of the rural population was employed in agricult@iratvian Ministry of Agriculture,
2000). In Latvian rural areas employment in sewideas increased while the
manufacturing sector has decreased in number gfi@employed (Latvian Ministry of
Agriculture, 2000) (see figure 4.2).

3t has not been possible to find more recent &gumn the sectoral distribution of people emplayped
the rural areas.
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Figure 4.2: Sectoral distribution of people employed in ruedas in Latvia. Source: Lill, 2003;
Latvian Ministry of Agriculture, 2000.

In both countries the share of people employeduinlip services has decreased while
private service business employment has increaBeding privatisation of the
collective and state farms a number of public sawvihave been transferred to the local
municipalities and often been radically reducedbolished. The number of libraries,
healthcare, and other public services has decre@stdian Ministry of Agriculture,
2000; Estonian Ministry of Agriculture, 2000; Noedyio, 2000).

In both Estonia and Latvia many rural householdsestgage in agriculture. However,
most of these produce mainly for own consumptiottn Wimited specialisation and only
a minority of people is producing for the markeis@hkopfs, 1998; Nordregio, 1998).

4.3 The labour market

In both countries the number of people employeddeaseased and unemployment has
increased in rural areas. There are also more tipat-employed, more casual
employment and more people selfemployed in rurahtim urban areas (Bratka et al.,
2003; Estonian Ministry of Agriculture, 2002).

In Estonia the rural unemployment rate was 8.6%2002. However, the Ministry of
Agriculture estimates the number of unemployedéddviice the official figure as many
people do not register as unemployed (Estonian d#tiniof Agriculture, 2002). In
Latvia rural unemployment was 10.2 % in 2000 (LatviMinistry of Agriculture,

2001).

In the rural areas in both countries there are npueeple that are selfemployed

compared to urban areas mainly in agriculture, énfiroduction and trade. There are
less employers and employees than in urban ardeseTis also a larger share of
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underemployed or unpaid family members (Latvian istiy of Agriculture, 2001;
Bratka et al., 2003; Estonian Ministry of Agricuie 2002). However, in both countries
the number of selfemployed in agriculture and timpeduction has decreased since
the late 1990s and salaried employment is the swamon employment in rural areas
(Estonian Ministry of Agriculture, 2003; Bratkaadt, 2003).

Commuting for salaried employment outside the rarak has increased since the mid
1990s. Rural people mainly find salaried employmauniside the rural municipalities.
In Estonia the percentage of employees workingideittheir own rural municipality
was 25% in 1995 and in 2000 it was 40 % (ERDA, 2000Estonia 80% of the people
working outside the rural municipality worked inwos (Estonian Ministry of
Agriculture, 2002). In Latvia a rise in people wimdx outside their rural municipalities
has also been recorded. 18% of people in salamgglogyment in rural areas work
outside their municipality (Hazans, 2002).

4.4 Rural incomes

The rural income level is lower than the urban athbcountries. In Estonia the salary
level in rural areas was 65% of them of urban hbalkks between 1996-2002 (Udras &
Aamisepp, 2003). In Latvia the rural householdspdsable income was 68% of urban
households in 2000. This share has declined frovh #01996 to 68% in 2000 (Latvian
Ministry of Agriculture, 2000).

Rural municipalities have little incomes and budgahd have difficulties in finding
means for basic public services. In Latvia, morantt80% of rural municipalities
receive funds from a Fund of Financial LevellingRafral Municipalities indicating that
most of the rural municipalities are unable to fica primary services (Latvian Ministry
of Agriculture, 2000). Personal income tax is thesmimportant source of municipal
budget incomes in the two countries. Unfortunattiigse revenues are rather limited as
compared to the cost of running a modern local etpciThe finances are highly
dependent on the wealth of their residents, whichuch lower than the average EU
level (Nordregio, 2000).

4.5 Population development

In Latvia 32% of the population live in rural muimpalities (Latvian Ministry of
Agriculture, 2003). In Estonia 31% of the populatiive in rural municipalities
(Estonian Ministry of Agriculture, 2000).

Both countries experience a negative natural isereaf population. The national

populations have been decreasing since independérite age structure of the

populations is made up of a large share of eldé&gople get less children today than
before independence (Nordregio, 2000). Howevehadth countries many rural areas
experienced a growing population number the yeties andependence due to an in-
migration of people. In both countries the ruralmeipalities have experienced a net
inflow of people from urban areas during the 1994 this trend is reversing. People
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are now also moving from the rural areas to theomaities (Krisjane & Bauls, 2002;
Sjoberg & Tammaru, 1999).

In Latvia there was a net outflow of people frommaiuo urban areas in the decades
before independence. In the years after indepemdénac direction of moves reversed.
Migration led to more arrivals than departuresural areas. Between 1990 and 1997
people left the metropolitan area of Riga for otparts of Latvia and in most cases for
rural municipalities. However, since 1997 the miigra pattern has turned positive for
the Riga region (Krisjane & Bauls, 2002).

In Estonia a century long persistent rural depdputacame to an end already in the
mid 1980s before the economic transition. The rp@bulation started to rise both
because of natural population increase and outatigr from the cities. The general
trends after independence has been that migratiaill idirections have decreased. In
1998 Katus et al. (1998) found that migration frarban to rural areas still accounted
for most people (Katus et al., 1998). However, atign data might not fully reflect the

actual situation because especially young peoplaataregister when moving to the
cities to study etc. In Estonia, Sjoéberg & Tamméglrf99) have looked into the actual
and registered place of residence and adjusteohigp@ation data accordingly. They find

that during the period 1989-1996 six out of ten p®were actually to urban areas.
Emigration of young people from rural areas wagaed towards major towns and
country capitals (Sjoberg & Tammaru, 1999).

4.6 The study regions and municipalities

4.6.1 The Estonian study region - Viljandi county
Viljandi county is a predominantly rural area wi2% of people living in rural
municipalities. The country is situated 160 km frtma capital of Tallinn.

In 2002 57.148 people lived in the county, of whBi509 people resided in the town
of Viljandi. In 1991 65.058 people lived in the ey The population has decreased
because of both negative net migration and negatataral population increase. In-
migration is limited and consists mainly of oldeople (Nordregio, 2000). The share of
out-migration is 20% bigger than the immigrationl@ndi County, 1999).

The county is a traditional agricultural region faus for its rich and prosperous farms
before the Second World War and in the Soviet Bletids one of the counties with the

highest number of people employed in the primagt®e Manufacturing is dominated

by agricultural and wood processing (Nordregio, @00 he regional development plan
rates wood industry and rural tourism as the mawetbpment potential for rural areas
(Nordregio, 2000; Roigas, 2001 (45)).

The official unemployment rate is 18% for the runalnicipalities and is higher than
the rural unemployment rate in the country as alavl{fgSAb, 2003). The average
salary in Viljandi county was 86% of the averagksain the country as a whole in
1999. Most rural municipalities in the county haxperienced a decrease in population
(Viljandi County, 1999).
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4.7.1.1 The selected rural municipalities

The selected rural municipality 1, Olustvere mymaity, is located 20 km north of
Viljandi town and 6 km from the town of Suure-Jdbhas 1284 inhabitants. During the
1980s the population rose as particularly youngpfgeanoved into work at the
collective farm (443" Since the mid 1990s the population has decre#se®95 there
were 1655 inhabitant and in 2003 there were 161%A( 2003). There has been an
out-migration of people and also the fall is refate a negative natural increase in
population (44).

The two neighbouring municipalities (municipalityadd 3) that the business survey
also covers have like Olustvere experienced a dseran population during the 1990s.
The two neighbouring municipalities have respetyive638 inhabitants and 1763

inhabitants (ESAd, 2004). Both municipalities havieackground in collective and state
farming. One of the municipalities also housed &ists second largest slaughterhouse.
It closed in 1995 (45).

The county is divided into a northern and souttd#strict. The tourism business survey
covers the Northern district that counts 11 rurahraipalities.

4.7.2 The Latvian study region - Rezekne county

Rezekne county is located in the Eastern part tfidan the middle of the Latgale area.
The Latgale area is the poorest region in the eguiihe GDP per capita in Latgale
region in 1996 was 64% of the national averageR#&rzekne county 45% of the
population live in rural municipalities and 55%diwn urban area (Nordregio, 2000).
The county is made up of Rezekne City with 41.0@®abitants and Viljani town with
4446 inhabitants and 27 rural municipalities with1314 inhabitants. There were 82.042
inhabitants in the county in 1999 compared witi286.inhabitants in 1991 (Nordregio,
2000). The decrease is mainly due to a negatiwgralahcrease. During the Soviet era,
the Latgale region urbanised and industrialised emtiran the Latvian average.
Industries were mainly centralised in Rezekne Gihd were in food processing,
construction and some heavy industries (StrateggeRee, 2004). Industrial products
were exported to the Soviet Union. Rezekne City waslitionally an important
transport crossroad. Two international railwaysedinmeet in Rezekne, Berlin-St.
Petersburg and Riga-Moscow (RRI, 1999). But tod&yrailroads do not play the same
role and the border to Russia is difficult to crgBRI, 1999). Many industries have
closed through the 1990s resulting in the high ysleyment.

The county has a large Russian speaking populalioere were already many Russian
speaking people before the Soviet occupation buinguthe industrialisation of
Rezekne City many people came from other partshef $oviet Union to find
employment in industries. 46% of the population pases of ethnic Latvians. The rest
are Russian speaking (RRI, 1999).

4 The number refers to the list of intervieweesrinex 2. Number 44 is the municipal head secretary i
Olustvere municipality.
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Like in Viljandi county tourism and sawmills are ipted out in the Regional
Development Plan as having the most potential fewetbpment in the rural
municipalities (Latvian Ministry of Finance, 2000).

The rural municipalities in the county have thehaist registered unemployment level
in Latvia; with 27% unemployed in 2001 (Latvian N&tny of Agriculture, 2003).

4.7.2.2 The selected municipalities

The selected municipality 1 of Griskanu that bosdéne City of Rezekne has a
population of 1886 people. Approximately half th@pplation is Russian speaking and
half Latvian speaking (RRI, 1999). Since the e&8y0s Griskanu municipality has had
a decreasing population as young people moved tekre City to find employment in

industry (9, 48). During the 1990s, however, ther@s a rise in population. The
municipality has seen a rise in population becafsemigration from Rezekne City

(48; RRI, 1999). This trend has been the sameernother municipalities surrounding
Rezekne City (RRI, 1999). The unemployment rat&iiskanu is 19% which is below

the average for the rural municipalities in 199®[R1L999).

It is a similar picture in the two other municiges neighbouring Rezekne City
(municipality 2 and 3). Here population has incegagnd the unemployment rate is
around 20%. Opposite the two last municipalitiashfer away from the City has seen a
decrease in population and have an unemploymeat asiund 25% (RRI, 1999).
Municipalities further out have generally experieti@s decrease in inhabitants mainly
due to negative natural change (RRI, 1999) (mualitip4 and 5). It is also only the
municipalities neighbouring Rezekne where the logalpulation commute for
employment in Rezekne City. In municipalities neighbouring the city people work
in the municipalities where they live (RRI, 1999).

4.8 Summing up

The rural incomes and employment in Estonia andiadtave changed from mainly
being connected to agriculture to now being moxerdie. The sectoral distribution of
employment has changed into most people now beiwnghied in services and some
manufacturing. The rural areas have in general rexpeed an increasing population
during the 1990s. However, the rural areas alse@maipce poverty and low incomes.
Employment has decreased and an increasing amdupeaple find employment
outside the rural areas. The two study regions Hagher unemployment than the
national average and lower incomes. The Viljandintg is an “agricultural” region
with a higher share of the population employedgncalture than the national average.
The Rezekne county has been dominated by industriBezekne City many of which
have closed through the 1990s.
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5. Case study 1: Rezekne County in Latvia — The rait economy

The chapter concerns the rural economy in the aatstudy region of Rezekne county.
The first part concentrates on the rural househafdsmunicipality 1 (Griskanu
municipality) and how they make a living. The set@art focuses on the rural business
activities in a larger area (Griskanu municipadtyd 4 other rural municipalities) in the
Rezekne county. The last part sums up on the nom-dégonomy in the study region.

5.1 Household incomes and activities — The househaivey

First the sample of households and their incomecssuare introduced. The following
parts then specifically concentrate on the salagragloyment and business activities of
rural households.

During the Soviet period all land and property werationalised and one large
collective farm approximately covered what is Gaisit municipality territory today.
This collective farm was transformed into a co-apige farm in the mid-1990s (48).
Most respondents used to work at the collectivanfafhe majority worked in
agricultural production while some worked in thenfeadministration and the connected
public services. Some had jobs in industry in RaeeRity (see figure 5.1).
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Figure 5.1: Employment of respondents (head of the househgldgbtor before the
dissolution of the collective farm (n =98)Source: Survey data.

More than half the respondents have a specialigednslary education either in
agriculture or mechanical works. Approximately 1G%6 people have a university

%599 households participated in the questionnaireestand of these 26 households were also
interviewed.
%6 Approximately 6% of the respondents were too yotanigave worked before independence.
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degree either in farming, administration or in téag. The rest, mainly old people, only
have a primary education.

The sample of respondents is made up of more tG@n @ people above 50 years (see
figure 5.2). However, as discussed in the metholdapter elderly people are
overrepresented as respondents. The rural houselgmldin most cases count two
generations of both retired parents and grown-ulpireim living at home. In many cases
grown-up children have during the 1990s moved fRezekne City to the municipality
to live with their parents (48). Therefore when atlult household members are
included, the share of people above 50 years isa@rd0% (see figure 5.3).

20-30

30-40

40-50
50-60

60-

Figure 5.2: Ages of respondents in sample (n=99).
Source: Survey data.
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Figure 5.3: Ages of all household members above 20 yearsefragurveyed households
(n=149). Source: Survey data.
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The households in Griskanu municipality have mdignoseveral income sources. In
figure 5.4 the main and second incomes sourcdsediduseholds are presented.
Pensions serve as the main income source in ahdiuhke households. In 9 of these
households pensions are the only income. In theofébese households, pensions are
combined with incomes from sales of agriculturadarcts such as milk and meat,
wages and other benefits.

Number of
respondents

m Main

@ Second

Business

Agriculture
Pension
Benefits

Figure 5.4: Main and second income sources for household=2j=9
Source: Survey data.

When just looking at the incomes, the householdsns® consist of a relatively larger
share of retired people than is actually the cébe.households that depend on pensions
are in less than a third of the cases a househdidmade up of a retired couple or
single person. In most cases these householdsae up of both a retired person and
people in working agé which indicate a lack of other income possibititi€ven in
households consisting of three generations pensi@ysbe stated as the main income.
In interviews statements such agol have to be a pensioner to survive in the
countrysidé is mentioned on several occasions (1,2,4,5,6(1,23.

" The category of “business” includes all activit@her than traditional agriculture. The categdry o
“agriculture” is then made up of people in traditib agriculture.
% \Working age is here 20-60 years.
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Figure 5.5: Number of generations in the households and the imaome of the household
(n=94). Source: Survey data.

Other transfer incomes such as unemployment berafitl children’s allowances are
the main income in 4 households. According to thenigipal administration the real
figure for people unemployed is higher than the bemof people receiving benefits.
People do not register as unemployed because tkeryoa eligible for unemployment
benefit. People need to have had 9 months emplaytodre eligible for unemployment
benefit for 6 months.Many people cannot get benefits as they have rbahg official
employment since the collective farm dissdlvethe clerk in the municipal
administration says (48).

Most households are involved in some agricultucdivaies, but the variation in farm
size and farming intensity is considerable. 20%hef households are not involved in
agriculture at all. Close to half of the househatdhivate between 1-5 hectares of land
and just five percent cultivate more than 50 hestaf land (Sgrensen & Herslund,
2004). In total 13% of households has farming asrtmain incom&. Their farm
incomes are combined with unemployment benefitsjpers and wages.

Farming is for most households not the main inc@oerce but serves as a second
income or for exchange. The households typicallyehane or two cows (68 percent of
the households) and cultivate potatoes and few bane grain (Sgrensen & Herslund,
2004). These households mainly depend on pensianaldo count households relying
on wages. To the question what the households @¢am@ney on the last month
(August), few households actually earned an incoméarm produce which indicates
the variability of this income source and also thgticultural production often are used
for exchange or for household subsistence ratlaer fibr actual sale.

20% of the households are involved in small scalsiress activities other than
traditional farming. There are some activitiesami service, sausage making, trade and

? Households that get their main income from priatening are referred to as “farm households”.
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pottery. However, the number of households getingncome from such activities is
few; 9 households. Most business activities arexmhange and own consumption.

Wages are the second most important income sodtee @ensions for households.
Wages serve as the main income in 29% of the holdshin around 20% of the

households as the second income and in around 1@B& tiouseholds as the third or
fourth income. In households with a pensioner wagftsn can serve as the second
income. A few households live only of wage work st households combine wage
jobs with sale of farm produce, pensions and benefi

5.1.1 Wage employment

Wages come from jobs locally in the municipalitydainom commuting to Rezekne
City. More than half the households, which dependvages as the main income and
most of the households depending on wages as desugmting income, commute to
Rezekne City for jobs.

5.1.1.1 Local employment — keeping “old” jobs

Most local jobs are jobs that people also had leeftilependence. These jobs are in the
co-operative farm, the municipal administratiore thcal school and kindergarten and
In an agro-service station.

The major local employer is the co-operative fahtost of the 100 people that still
have shares in the co-operative are pensionersfarimetoday employs approximately
50 people (48). People are working in the catiblsts or in the mechanical workshop
connected to the farm. They describe their job tioncas being the same as before but
the jobs are not full-time jobs anymore. They hbgeome seasonal. A woman says (2):
“l have worked here all my lifeBefore we got paid all year now we just get palcewv
there is something to do...In the summer fifty peojolek here. The rest of the year we
are 20 employéd Her husband is unemployed and their grown-uddcén live in
Rezekne City.

The supervisor in the co-operative mechanical wwsgsdescribes the job situation like
(3): “We only get paid for a few months a yeaburing the summer and autumn 15
people work in the mechanical workshop. Duringrist of the year there is not much
need for us”. His wife is unemployed and both his grown-up dtgh are unemployed
and they have moved out from Rezekne City to livé Wwim and his wife.

A man working in the mechanical workshop survives lis wages from the co-
operative farm and adds to the income by occasibeaéfits and casual jobs (4):
work in the farm co-operative in the summer sea3bie. rest of the year we live on my
wife’'s benefits or help from friends$f | am lucky | get some small jobs helping people
out”.

Another seasonal farm employee tells (BJy wife is unemployed. She worked in the

stables in the collective before...She was the o(88&syears of agedo she lost her job.
But what can we do. There are no jobs to get ...\Weotl&know anybody who can help
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us...We have lived here all our lives. Where couldyavand find a job?”

Another local employer is an agro-service statidaring the 1980s, the agro-service
station had 700 employees. It was privatised inettudy 1990s and 10-20 jobs are left
depending on the orders. An employee says‘THe wages are very small and are not
always paid on time. But where else can | go?”

Employment possibilities in public services haverdased (3, 47). In the sample the
few people employed in the municipality administaf the school and kindergarten
are mainly people that worked in the collectivenfardministration or the collective
kindergarten and the local school before indepeceleBut both the school and the
kindergarten are closing (48). A former kindergarteacher says (3)Many children
now go to school in Rezekne City because this Ischbol is a Russian speaking
school. It will soon close...The kindergarten nowtsosoney so people look after their
children themselves”.

5.1.1.2 New local jobs

There are also some new jobs in the municipalitythese jobs have usually been taken
by people that commute from Rezekne &litfrhe new jobs are in service and retail in
two local grocery stores, a gas station and aqitise.

The post office formerly employed a local womant Bwe privatised national postal
service required a fluent Latvian speaker withlskih economics, which the former
local Russian speaking woman did not have. Theeptgsostal employee, a 25 year-old
woman, says (29):The postal services are changing their servicemfjost handling
post to selling stationary, papers and magazinégyTalso have to start having bank
facilities. They needed an employee with a higkdecation in bookkeeping”.

Education in accounting and service experiencenapertant in order to get new jobs.
A shop assistant in one of the grocery stores &2¥s “I got the job because | had
experience as a shop assistant and in accountimg fa job in Rezekne City...I could
not get a job in Rezekne City because | have nm&xa Latvian”.

The owners of the two grocery stores live in Reee€ity. A problem these two owners
both mention is the poor quality of labour in theal area. People are poor. They
drink too much and have only experience in farmkiv(#7).

The woman working in the gas station takes theftmm Rezekne City everyda®8):
“1 will not move to the countryside. People are pand they drink and fight”.

5.1.1.3 Commuting for jobs

The jobs people have in Rezekne City are mainkenvice and industry. A few people
have jobs in retail and the rest work in constargtitransport and the wood industry.
The jobs in the City are mainly unskilled and oftiescribed as unofficial or unstable.
The wages serving as second or third or even fandbme source for the households

% These findings are from the survey of businesséisdé municipality.
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are all from jobs in Rezekne City.

People with a job in Rezekne City have often mowetdfrom the city during the 1990s.

People have moved to the municipality to live vilikir parents or other family because
they lost their jobs or the jobs became more teamyoand they often did not get paid
(1,3,11,12,48).

A forty-seven year old unemployed industrial workegkes a living on casual jobs in
construction in Rezekne City. He used to work icoastruction collective in the City
(12): “I have a job for a few days or weeks and themdk for one again...| work
renovating buildings, fixing cars or in sawmillshdse jobs are most often not official
so | cannot seek unemployment benefitd€. moved out from the city to live with his
mother in the municipality because he had lostjdtisand could not pay the rent. “
grew up hergin the municipality)but left because there were better jobs and better
flats in the city. But | could not afford to live my flat in the city anymore. My mother
lives here and has a pension and grows vegetalnégpatatoes.” He finds casual jobs
through help from friends. My former colleagues and | help each other finding
employment. We recommend each other to employers”.

A woman working as a cleaner in Rezekne City (¥} tthat she moved out to live
with her parents to save money on réfithe rent has gone up in Rezekne City.
Everything has become more expensive... | do caseshing jobs in public buildings”.
She gets her jobs through help from friends ankkagues.

A thirty year-old woman living with her retired ni@r, her brother and his child says
(1): “You have to have a pension to buy the grocerias.cdonot be sure to get paid in
your jold. Pensions are the main income, while childreleveance is the second and
wages the third income in the household. Both BReprother and his 8 year-old child
moved out from Rezekne City. They had both losirfjobs in the City and now have

occasional jobs in trade and construction in RezeEity.

A connection with the city labour market is pointeat as important in order to get a
job. Some people employed in the City have kept {bbs from before independence.
For example a railway attendant and a truck dingare had the same jobs for more than
30 years. The truck driver works in a privatiseghfiprocessing company driving
freight. He has always lived in the municipalitydacommuted to Rezekne City (14).
The railway attendant (13) moved out from the Gitigh his family to live with his
retired parents.

Those who have moved out to the municipality begaafsrestituted property have of
course also close connection with the City laboarket. A shop assistant tells (15):
moved out here from the city four years ago. Weagobuse back in restitution. | still
have a job in a shop in Rezekne City. | get paerewnonth. But my husband that
works in sawmills only gets paid when there is 4bing to do“. She says that an
education is important in order to get a steady gsba shop assistaril. have an
education in accounting and service. You have teehaat to get a proper job these
days”.
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The local people that have found employment inGhg stress that education and good
contacts are essential to find a job. An economhiat used to work at the collective
farm has now a job as a civil servant in the regi@ounty council administration (16):
“1 worked in the top administration in the colleetifarm and it was easy because of my
experience and contacts to members in the countyaiioto find my new employment.
There are no jobs for people like me locally”.

An unemployed mechanic says (5Y:ou have to know people in Rezekne City that can
help you...But we do not know anybody. My wife dagtsvie should have been a little
older (they are fifty five)so we could get pensions”.

People express difficulties in finding employmehtwoman working in the stables tells
(8): “My husband also worked in the stables but lostjbb. It is difficult for him to find
work in Rezekne City ...Thémployers)want you to be young and have education in
economics...They have prejudice against people fnencduntryside”.

There are only three local people in employmentRiezekne City that have a
background working in agriculture. They are all g@pksts with a higher education in
agriculture. An unemployed agricultural specialigige 40) says (17):1“drive
minibuses. | worked as a supervisor in the colettilt is difficult to find employment
but with the help from friends and his educationgbé a job "It was easier for me to
get employment when | have a higher technical exavany old people living here
have no education at all ...I knew one of the drivese technical school in Rezekne
city. He got me the job”.

An unemployed school teacher that has got a j@mimdustrial bakery in the City says
that education is important even for unskilled joBee works in a factory job but says
that without her university degree in pedagogic halp from her daughter she would
not have been considered for the job (18)y“daughter got me the job. She lives with
us now in our flat... Her boss in the bakery woultleraploy people from the collective
farms”.

Without formal education it can be difficult botb énter and stay in the new service
labour market. An 18 year old girl from the villagerks as a hairdresser in Rezekne
City but she cannot keep her job (4):cannot keep my job because a new law has
come inwhere you have to have a certificate to work asiadnesser... | cannot afford

to take a course when | am living with my unemplogarents... | want to move to
Rezekne City or even Riga but how am | to pay fuaee to live there”.

Summing up, wage jobs are in the local area anithenCity. The local employment
possibilities are primarily keeping “old” employntein privatised companies in
agriculture or industry or the public services. Tbbs are often temporary and low
paid. The privatised companies and the public sesvhave been decreasing activities
since privatisation but high age, lack of skillsdatontacts to the labour market in
Rezekne City make it difficult for people to findher employment. New employment
in the local area is difficult to find. In commonrfnew local jobs is that they are in
services and they require qualifications in languagd accounting. The jobs are taken
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by people from Rezekne City. Commuting for jobs Rezekne City is the only
possibility for many. Jobs are mainly unskilled uasjobs but they often demand a
certain level education anyway. There are also sskilked jobs for economists and
people in accounting. The unskilled jobs are ofteistable and sometimes serve as
supplementing incomes to pensions in the househ@dstacts to the City labour
market are necessary in order to find a job.

5.1.2 Business activities

9 households state that they have incomes fromnessiactivities. There are two
households that have a main income from busindssts; respectively in pottery and
transport. Second incomes are from trade. Therenacgal 20% of households that are
involved in business activities but many of thesgivdies are mainly for own
consumption. Such activities are in small-scalenfaelated activities. All business
activities are selfemployed.

5.1.2.1 Farm related activities
Many households are involved in small-scale agiical Some of these households are
also involved in sausage making, beekeeping, asimihg and farm services.

Those that make sausages and homebrew have oftéinu=al these activities from
before independence (2,6,9,10). People in farmicEs\often received a tractor in the
privatisation of the collective farm which they &yduse for ploughing land for people
(3,24). Activities in beekeeping and fish-farming atarted recently with advice from
the agricultural advisory service and the church3@1).

A retired Russian-speaking couple has recentlytestabeekeeping and built three
beehives. The honey they give to family (21). Thyted beekeeping because they had
attended an information meeting in their churcliRezekne City. They also attended a
meeting in the municipal culture house organisedhgyagricultural advisory service
but it was in Latvian. I'do not speak Latvian fluently so after the megtim the
culture house we went to our church in Rezekne.Cityey also hold interesting
seminars. They helped me with the constructioreehives’.

A man got a tractor in the privatisation of theledlive farm and ploughs land for
neighbours mainly for other favours. He works iz&ee City and sells or exchanges
homebrew and sausages with his colleagues at th&traotion site where he works
(24).

People find it difficult to sell the produce locall'Everybody makes sausages so there
is nobody you can sell tq(9). People that sell their goods go to Rezekng. Cit

A retired couple says that it is easier to sellgheds in Rezekne City. They have a car
and can therefore sell products in the city (10¥e“drive around to friends and family
in Rezekne City and sell eggs, vegetables butsdssages and homebrew we make
ourselves. We have a car and a trailer so it isydassell in the city”.
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Ten households have plans to start on-farm priaetigities. People write “fish ponds”,
“beekeeping”, “tourism” or “sheep keeping”. Thisogp includes both households that
rely on wage incomes, pensions and one farm holgeAaetired couple that already
have digged a fishpond says (10}:i$ not to earn much money that we have digged a
fish pond but it gives us something to do...We g¥etd our son in the city...We got
the idea from a meeting the agricultural advisoeyvice held in the old culture house”.

A common for these households is that they all rettended “local meetings”. These
local meetings are organised by the agriculturalsaaly service that has held meetings
on tourism, fish farming and beekeeping (48).

However, the organisation of people is generaly. [Bew people attend meetings, seek
information or are organised in associations. “Famnd friends” is the most important
source of information and advice. Few people sedhrination and advice from
associations and authorities. In total 10 househblave attended the local meetings
arranged by the agricultural advisory service @r¢hurch. These are in most cases the
same households.

Most people do not have other plans for the futhen what they are doing today. A
few respondents plan to leave the area while tbapyof ten households has plans to
start small-scale alternative production. Howeweost people answer questions about
their future plans with statements lik&Vhat can we do”, "where should we §de.g.
3,7,9, 16, 22,25).

5.1.2.2 Local services

Other selfemployed activities include trade, pgtt@aking and transporf van-owner
used to work as supervisor in the cattle stableshenbought a van from his vouchers
obtained in the privatisation (19)The collective leader wanted to buy my vouchers but
| kept them. Together with my parents’ voucherdl@ddouy the vah He earns the main
part of his income from transporting farm produoe &uilding material for locals. He
combines the transport jobs with casual jobs inféine cooperative and in construction
in Rezekne City.

The household where the husband works as a trugkrdn Rezekne City, earns a
second income on small scale trade. They sell maab cylinders to locals. Before
they also sold spirits and coffee but the many irrgebgoods from Europe have made
Russian products less attractive. The goods hefigetswhen he has been in Russia or
Lithuania driving freight.

There are three potters (20,26,48) in the munittipalhey all worked in a ceramic
factory in the outskirts of Rezekne City in the @88In the mid 1980s they joined an
organisation for people that wanted to work at homith their trade. The ceramic
factory made them a plan to fulfil where 50% of greduction was earmarked for the
ceramic factory and the rest could be sold. Thallpopulation used to order pottery
items for weddings and Christmas, but the mainarusts were Russian touristd. “
built a workshop and it was a good living thi€R6). The ceramics factory closed in the
mid-nineties and the potters lost a stable incomenfthe state. One of the potters
opened a café in 1995 in connection with his wooksWwhere he exhibited his work and
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sold refreshments. The café was open for 3 yedosebit closed because there were not
enough customers. A common problem is the littalgurchasing powerThere are
no Russian tourists anymore and local people camfifard ceramics and there are
cheap foreign products to buythe potter says (26). He had taken a bank loamatd s
the café but he could not pay it back and the l@oged the café, took his workshop,
his car, horse and his 16 hectares of land he hiagrited after independence. This
potter has rebuilt a smaller workshop with the tedlpis daughter and now sells pottery
at regional markets in Latvia and Riga. He is mambk the Latgalian ceramist
association that arranges exhibitions in Rigale“meet every month and | get some
good ideas what markets to visit and we arrangabéxbns in Riga. Riga is the best
market for pottery”.The other two potters mainly still sell their poytéocally. Both of
them state casual jobs in industry as their masonme.

The van owner also finds it difficult to make aiig because people in the municipality
are poor.“Farmers are poor and old...They do not sell muchhfgsroduce anymore
and do not need transport. My van is getting old &spend too much money on getting
it fixed”. The van owner will stop activities and insteadifanjob in Rezekne City.

People in the municipality describe it as diffictdt start private activities (e.g. 3, 14,
17). The supervisor of the mechanical workshop eoted to the co-operative farm
finds it difficult to start a business because aifkl of money and machinery (3Ne
(him and colleagues$hould have bought this workshop. But my vouchense not
enough...Some of my colleagues sold their vouchéhe ieader of the collective... The
superbos¥ bought vouchers from ordinary people He took athge of us. Because
people just needed some ready cash. So he gotvitrencheap...| could just buy some
broken machinery or my piece of land | also farrhetbre”.

Summing up, non-farm business activities are masaiyplementing other incomes or
are for exchange in the local community. They amalsscale and are of little
importance for household incomé&ome activities are a continuation of activitiesnr
before independence at the plot farms or in seiaf@ pottery workshops. Obtaining
agricultural machinery and vans in the privatisatias also been a starting point for
business. New activities in alternative farm prdoucare started with advice from the
agricultural advisory service. A common problemthsit the local market for farm
goods and local services is small. To sell prodpetsple need to find markets outside
the local area. The potter has found new marketpdtiery in Riga with help from an
association.

5.1.3 Summing up — The economy of rural households

The household incomes are pluriactive. Many housishget their incomes from
multiple sources. But compared to pensions otheonres play a minor role in the
individual household economies. Even many housshaté in farming this does not
generate much income. In many cases the housethalildepend on pensions are made
up of a retired person but also people at workiggsawhich indicate a large share of
underemployed people.

%1 The “superboss” refers to the former collectivadier (the present co-operative leader).
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Salaried employment is the second most importaobne source for households.
Wages come from local jobs or jobs in the City. &al/people do not see many local
job opportunities besides keeping their irregutad® employment. It is difficult to find
new employment locally. The reasons given are tgh hge, low education and lack of
connections to people that can help find a job. /amployment in the municipality
very much depends on keeping employment. Howewer,otd employers have shed
much labour and the employment often has a tempcraracter.

Some people have kept their employment in privdtisempanies while others have
found new jobs in service and construction in thtg.Qt is in retail and trade new jobs
have been created both in the municipality anchen €ity. However, the new service
sector has created few employment possibilitieddoal people as these jobs demand
fluent Latvian language and often also an educaticaccounting, which many people
do not have. There are a wider variety of jobsha ity both for people with education
and for unskilled people. It is in the City thatop& find unskilled employment in
cleaning, transport or construction. However, fasitmpeople it is difficult to enter the
City labour market as getting employment often dejgeon personal connections or
certain skills. People with a background in farmivaye difficulties in getting another
job. People that have found employment in the Gftgn have kept their employment
from before independence or have been part of thanulabour market before. The
wages from jobs in the City, however, often seragsa supplementing income to
pensions. Jobs are described as casual and hareparary character just like local
jobs. The reason why people move out from the Gitlive with their parents in the
rural areas is often that they cannot survive ftbenlow wages.

Business activities are selfemployed and only mlevan income for few households.
The selfemployment is mainly in activities relatedsmall-scale farming such as food
processing, beekeeping and farm services. Theseitiast often supplement other

activities and incomes like salaried employmentpensions. The alternative farm
activities in beekeeping and fish farming have besarted mainly because of
inspiration from local information meetings held the agricultural advisory board.

Transport and agro-services are started becauseeadived machinery in the

privatisation of the collective farm. Other peopleve continued activities from before
independence in sausage making, homebrew and ypottking. Relations to family

and neighbours are important for the selfemployetiviies for loan of money and

family vouchers. People also exchange and sell gtmdeighbours and family. People
making an income from farm related products mas#il to people in Rezekne City.

The local market is described as difficult. Therefthe van owner will stop activities

and one potter has started to sell pottery in Riggead. But it is difficult to start new

activities and find investment. The potter tookaml loan and could not pay it back.
Through information from an association he has fbanmarket for pottery in Riga

instead. All in all the local labour market doeg ptay a major role for household

economies and business activities are of littleartgnce in household incomes. Many
people depend on pensions or go to the urban af@adtemployment.

5.2 The rural business

The following section explores the rural businessiesir development, problems and
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possibilities. The investigated businesses aredist table 5.¥. The business survey
includes businesses in Griskanu municipality and two other municipalities
neighbouring Rezekne City, one municipality 15 kionf Rezekne City and then one
municipality in the outskirts of the district, 3énkfrom Rezekne City.

Municipality 1 Municipality 2

3 Grocery stores 2 Grocery stores

Farm co-operative Hardware store

Agro-service station Transport gamy

Potter Heating mairatece service

Transport service Dairy company

Municipality 3 Municipality 4 Municipality 5
2 Grocery stores 1 Grocery store 2 Grocery stores
Fish processing unit Pasta sauce manufacture Fish co-operative
Riding school Bakery 2 Sawnmill
Mechanical workshop 3 Tourism business

Mechanical works

Table 5.1: Rural business activities in the surveyed munliipa.

The privatisation of the collective farms has varie the municipalities. In municipality

2 and 4 some managers in the collective farmsestdor a short while a co-operative or
agro-business after privatisation but it did nadt laecause of difficulties in finding
markets (27, 42). In municipality 3 the local farcollective completely finished
activities at privatisation as people stole brieksl building material and everything of
value was sold off to outsiders (50). In municdiyab, a farm co-operative formed at
privatisation and it is still a legal entity. Howay there are no activities taking place as
most shareholders have left leaving only retired @ld people as shareholders (51).

In all the municipalities there are privatised femstate enterprises or units of the
collective farm that are still in operation. The mmipalities bordering Rezekne City
formerly housed state enterprises besides thectiwkefarms. Municipality 1 had the
agro-service station. In municipality 2 there wastae construction enterprise and a
dairy company. Also different collective units seggiad from the farm activities in the
privatisation. Opposite Griskanu municipality, tbalective mechanical workshops in
the other municipalities separated from the calecfarms during privatisation. In
municipality 3 a unit for horse breeding and fistogessing were also privatised
separately. In municipality 4 a flowermill and anoected industrial bakery and a

%2 The business survey includes an identificatioallbusiness activities in the selected municipesit
(see table 5.1). In municipality 1 all businessagehbeen interviewed where in the rest of munidipal
grocery stores have not been interviewed.

% This municipality was selected because of itsigmubusinesses.
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vegetable cannery also separated from the colketnm in the privatisation.

In each municipality there are 2-3 grocery stohesalf of the municipalities there are
mechanical and repair workshops. Other service negses are found in two
municipalities. These are accommodation for tosyist hardware store and freight
services. In two municipalities there are food ps=Ing companies.

5.2.1 Local service and trade — Municipality 1

In municipality 1 besides the selfemployed actestidentified in the household survey,
there are three grocery stores and the privatigeatservice station. One of the grocery
stores is run by a family while the other two amened by “businessmen” that own

several businesses in the county. The agro-sest@m®n is a privatised state enterprise
that formerly distributed farm machinery to theleolive farms.

The family that runs the grocery store consistaugband and wife and three children.
They all moved to the area from Tajikistan in theel1970s (30) when the husband,
who is agronomist got a job in the collective faifhe wife worked as a sales assistant
in one of the collective farm’s shops. When thdemive farm disintegrated they both
lost their jobs. The family did not receive anydasso instead they started an import-
export business of goods with support of relativesh Tajikistan now living in Russia.
The son went to Russia to sell Western productsadla in Latvia and bought products
like tea, spirits and gas cylinderBhe imported goods were sold locally and latey the
turned the whole bottom floor of their house intstare. Crossing the border to Russia
has become difficult and today goods are mainlyghowat the wholesale market in
Rezekne City

The two other grocery owners do not live in the rogality and they earn the main
part of their incomes from other activities. Onetbém is director of a privatised
electrical utility company, that he also was diceaif before independence and he owns
a sawmill, two grocery stores and a gas staticeniother municipalityThe other shop
owner was leader of a collective farm in the neahrbng municipality and now runs a
wholesale market in Rezekne City and another rstate (27): t had through my
position as leader of a collective farm good conioes to wholesale markets and
import businesses in Riga. These were importaatder to start in retail.

The two shops run by businessmen are in the prenoi¢he former collective farm
shops. The owners both bought the buildings inptineatisation of the collective farm
and both mention that they know the former collecteader and through him were able
to get the premises for a good price.

The main problems of the family shop are that pedphve less money and the
competition from the other local shops have ine@dd®©ur shop has become more like
a kiosk. We sell mostly bread, sugar and salt. Reoannot afford anything elseThe
people who have money work in the city or havesscte a car. They also shop in the
city. So our customers are the poorest of the lecahmunity ... The other shops have
cheaper products because they get their goods ¢frotheir own companies or
friends”. The family has started to sell second hand cto#mal plastic toys, which are
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very popular in the rural municipality as new laarsd regulations make it difficult to
proceed in food salesLast year we redecorated our shop but now a newslays that
shops need tiles, ventilation, running water artdiket. We have to redecorate our shop
again or maybe we will focus on selling second-heaothes. When you sell clothes you
don’t have to obey so many laws on hygiene”.

The limited purchasing power is also a major probfer the two other grocery stores.
Their sales have decreased and they have narrdvead Selection of goods:It”is
difficult to make a profit in retail. You have toamsfer money from your other
businesses to survivg27). In order to live up to new sanitary stardfarthese
businesses both have had to invest money from titbier business activities into
renovation of the shop premises.

The agro-service station that belonged to a natioeéwork of district agro-service

stations supplying collective farms with machinemas privatised by the former

director and two bookkeepers (32). It has seizedtrabits activities in agro-services,

its major activities consists currently of repajyigreenhouses, sawmill machinery,
fences, and heating systems for local authoritiggil recently they also rented out a
building to a sawmill. The rent was sufficient taimtain and heat the buildings. But the
sawmill has closed. The director of the agro-serndgompany hopes that they can find
other businesses that can rent facilities and dlgaculture will recover and demand
their services. Until then he wishes that they ganmore orders for maintenance work
in municipalities. Personal contacts to mayors andhicipal staff are emphasised as
crucial for such orders. The director knows mosthe mayors and personnel in the
surrounding municipalities due to his former pasitias director of the agro-service
station. Many of the people who once had centrsitipms in the management of the
collective farms and thereby were his trading paggmow have influential positions in

the municipalities. However, a major problem istthmany rural municipalities have

little budgets and cut down on the maintenance.

Summing up, in this municipality businesses argdrvices in retail and repair works.
Retail activities started after privatisation besmwf specific skills and connections to
wholesalers for goods. The two businessmen alsahgopremises cheap because they
knew the collective leader personally. The agradisercompany is a privatised state
enterprise. Since privatisation it has changedvities from farm services to repair
services for private people and municipalities. &eworks for local municipalities are,
however, limited by low municipal budgets. Retait the local market is also difficult
because of a decreasing local purchasing powercantpetition from city grocery
stores. Also investments are needed to renovatmiges to live up to new health
standards. In order to survive the businessesraidmeow their selection of goods and
services or transfer means from other businesgitesi

5.2.2 Transforming state enterprises - Municipality2

In municipality 2, there are business activitiesfrieight, hardware sales, repair and
maintenance and dairy. Here the collective farm mletely dissolved but two state
enterprises in construction and dairy were prieatisBoth the privatisation and
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development of these companies have been veryrdtiife The dairy company was
formerly part of a national dairy production netkorhe dairy network was privatised
in the mid-1990s and the dairy is today part oarge private dairy company with its
headquarters in Riga. During privatisation the tmtsion company split into three
smaller businesses; a hardware store, a freighpaoynand a heating repair workshop.

The dairy has stopped production activities and roaus on transports. Since
privatisation the dairy company has narrowed itsvéies from making butter, yogurt
and milk to just picking up milk from farmers araking quality tests. Ten years ago
they were 50 employees and today they are five.dHilg manager calls the company a
"transport nodé (37) and believes that the company will closehimitthe next few
years. As there are few local farmers left prodgaimlk of a certain quality and the
buildings are expensive to maintain, the Riga camgpaill pull out of the district.

The construction company has also stopped productotivities. Formerly the
construction enterprise dug gravel in differentafununicipalities in the county, made
bricks, sold and distributed building material fraitme Soviet Union and repaired
heating systems. Today the three companies aie sgvices.

The heating repair workshop has shrunk from 50 peéple. Two former supervisors
formed a partnership company (35)here are plenty of heating systems in the rural
areas that need repair but there is nobody that jgay for maintenan¢eMany people
have resorted to individual heating solutions. Airmeompetitor is the privatised
collective farm mechanical workshops as they absgelgone into repair services.

The freight company transports goods to and froraskRumainly with trucks from the
former construction enterprise. A former supervigbthe transport department in the
state enterprise runs the company (33). In thenoéygy they employed 30 people today
they are 5 people left. They mainly transport godds Russian businesses the
construction enterprise dealt with before indepesdeHowever, they see no future as
it is difficult and expensive to cross the Rusdmmmder and not much freight is going
east these days. The trucks all need to be replaitbdiew ones. But the company has
no means to invest in new trucks and would notdpable of paying back a bank loan.
The director will try to loan money of family.

The hardware store was started by three former reigpes that formed a joint
company. The first years they kept on importing starction materials from their
Russian business contacts. But there was limiteshdd for Russian building materials
(34). Two years ago they were approached by a Gehaalware chain that now owns
most shares in the company. The buildings have beeavated and they now sell
German hardware goods. They were originally 80 eyg#s but in the years after
privatisation the labour force shrunk to 6 peoplee number of employees has risen to
15 people since they started selling German prgduidie new employees are shop
assistants and accountants from the city. The me® of the company are private
people, workmen and the construction industry inzéRee City. The slow and
bureaucratic process to import products is emphdsas a major problem for the
company.
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Summing up, in the transformation of the state rpmiges the production activities have
stopped while service activities have kept on. Carag to municipality 1, the services
aim at a larger market than the local community #redrural area. Sale of German
building materials find most of their customersRezekne City. The freight company
transport goods for people in Rezekne City and usda. However, the market for
transporting goods to and from Russia is diminighifhe repair services have a limited
market due to the poverty in the area. Productamilifies, vans and business contacts
to Russia from the time of the state enterprisege Hzeen important for staying in
business after privatisation. But vans and buildinged renovation and the contacts to
Russia are not of much value today. Contacts t@strenan company are important for
investments into renovation of buildings and ferding products that attracts a larger
market.

5.2.3 Processing and recreation - Municipality 3

In municipality 3, there are a fish processing planmechanical workshop and a riding
school. All these businesses are located in forrnélective farm premises. When the
collective farm dissolved the former fish procegsiumit was sold off to a Rezekne fish
processing company. The collective horsefarming wms privatised by its former
manager. This horsefarming unit is today a ridiolgo®!. The mechanical workshop of
the collective was in the privatisation bought bg former manager.

The Rezekne company acquired the fish processitdacause the manager knew the
collective farm leader and got the buildings fogaod price (39). The fish processing
plant employs 35 locals from the collective fistogassing unit. Before independence
the processing unit and the Rezekne company prdduerened local carpa while today
it produces a wider variety of canned fish produ€tgere is not very much demand for
carpa when customers can buy imported food produrctthe supermarkets often
cheaper than Latvian produce. Today most suppbesedrom Norway. The market is
primarily Rezekne City but increasingly they sellRiga. As they are not dependent on
local supplies and the transports to the munidipare difficult because the gravel
roads are in bad condition, the company is now nmpieir activities to Daugavpifs
The local buildings are poorly maintained and carive up to EU hygienic controls.
Too high investments are needed to renovate them.

The local manager of the mechanical workshop peedtthe workshop with his and his
family’s vouchers (40), which he now runs by hiniselowever, most of the local farm
machinery was sold off to non-locals and thereary few farmers in the area that
need their machinery repaired. The mechanical vinmixsis mainly repairing cars,
radios and televisions. However, there is not miackdo and his income from repair
works supplements his pension.

The horsebreeding unit of the collective farm wasgtised by the manager in 1993
(38). He and his family could not make a living loorsebreeding as there was not a
very large market for horses. They are membershef national association of
horsebreeders and got the idea for a riding sctiwough the association newsletter.
They advertised in the Rezekne newspaper and ttday make a living on riding

% The main city in the Latgale region.
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school activities. Two years ago they decided tibdbau playground and a resting spot
where people can barbeque and relax and a smallwshere people can buy food and
drinks. Their main problem is that people stillngritheir own food and drinks. The
riding school is what keeps them going.

Summing up, in this municipality the three formetlective units in mechanical works,
horse breeding and fish processing have develop#dremtly. The mechanical
workshop and the horsebreeding unit were privatisetbcal managers while the fish
processing unit was bought by a Rezekne based ecompaom servicing agriculture
the mechanical workshop now does repair serviceméal people. However, the local
market for repair services is diminishing. The mspecialised service activity in horse
riding has found a larger market. It is, thougifficilt to make a living from other
recreative activities such as selling food and l&inThe fish farming plant produces
new canned fish products based on imported fishtiBuactivities will soon be moved
out of the area as the production facilities aredrtbads are in poor condition.

5.2.4 A diversified collective - Municipality 4

In municipality 4, there are a bakery and a pasiaces manufacturer. In this
municipality, the collective farm was diversifieddahoused a flowermill, an industrial
bakery and a vegetable cannery with large greemsois vegetable production. The
bakery and the vegetable cannery have stayed indass The mechanical workshop of
the collective farm was also privatised but todayais seized activities (43).

During privatisation the supervisor of the industibakery wanted to buy the bakery
from his vouchers. However, the cannery, the greesés and the bakery premises
were sold to a friend of the collective leader; man from Rezekne City that now
resides in Riga where he besides the running a lcemanery runs wholesale and
construction businesses (41). In the premises ef itidustrial bakery the Riga
businessman started a larger cannery where sediffieakent kinds of vegetables from
the greenhouses were processed and canned. Badyalrethe mid 1990s he abandoned
the greenhouses and started to buy carrots ansh®aiod most other vegetables from
other counties, the Riga area and also Holland. gifeenhouses have fallen into
disrepair. He started to produce pasta sauce sseggabecause the market for canned
vegetables was small. In order to compete agammsbited food products, he needed to
specialise the production and find new supplierscokding to the daily manager the
business is going well and the 15 employees hav@ee uniforms and a new heating
system has been installed in the premises. Theg @employees in the beginning. The
company has recently bought two new trucks thatspart the produce to Riga. The
owner has mainly financed the vans though meams fiis construction businesses in
Riga.

The industrial baker bought much of the machindryhe bakery, the flowermill and
another smaller building where he then startedbtiieery. He loaned money of family
and friends to also privatise a van and tile thes senaller building (42). The unit
employed 30 people. Today he employs 5 people.h&setwere very few farmers
producing grain for the flowermill he abandonedfier only a year and bought flower
in Rezekne City. He only bakes “German” buns nostead of a wider selection of
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bread and cakes which the bakery produced befalependence. Today he gets the
flower from a German owned Estonian company, heviaked with for five years.
The company supplies him with everything for thedurction; flower, chocolate, icing
and recipes etc. They come every second Monday supplies. He also attends
seminars in Riga almost every month held by thepaomg. The supplier he heard about
from old classmates. He is educated baker in Rigahilical School and all his
classmates from Riga works in bakeries. They mestyeyear in Riga at the association
for bakers. He supplies two large supermarketsRertkne technical school with buns.
According to him it is the interesting new reciges“German buns” and products from
the Estonian company that distinguishes his pradino many other small bakeries in
Rezekne City. To be located so far from Rezekng imentioned as a main problem
as the gravel roads are badly kept. The road ta Ripetter. It has also been expensive
to renovate the buildings to live up to the newitsay controls. He has to get a new
heating system installed, new equipment and beé#etilation, and is therefore looking
for loans.But it is difficult to be approved for a loan arttetinterest rate is high. If he
cannot get a loan, he has plans to leave for Ragantd employment in one of his
former class mate’s bakery.

Summing up, both the vegetable cannery and therpdiave changed their products
and suppliers and specialised their production. ddsta sauce manufacturer has unlike
the other processing companies invested in rermvati the old production facilities.
He has changed the product from canned vegetableasta sauce and found markets
for his products in Riga through his other actesti The baker has also changed his
product and found new supplies from outside the.dre has, however, not the means
to invest in renovation of production facilities.

5.2.5 Sawmills and tourism - Municipality 5

In this municipality there are two sawmills, threeirism businesses and a fish farm.
Here the collective farm had specialised in fishmiag. The collective farm was
transformed into a co-operative with fish farming #&s major activity. Local
shareholders own 30% and a grain processing comipamyRezekne City bought the
rest of shares in the fish farm in the early 1990%e production has almost stopped
since there is no market for carpa, fish food isyvexpensive and many ponds need
reparation. Local people have tried to start sreadlle production of salmon but lack
means to invest in the production. The grain preiogs company has financial
difficulties and no interest in investing in theHifarms and is currently trying to sell
the ponds (51).The collective farm dissolved but the mechanicalrksbop was
privatised by the local manager. The workshop, ghoinas almost seized operation as
there are no farmers left (47).

Some of the fishpond areas have already been sdida sawmill owners for tourism

development and fishing (51). One has built a haigh 20 beds in an old pumping
station (45). He has invested money from his salvmib building the hotel. At my

visit, the hotel had opened three months ago, lerethad not been any tourist from
Riga yet, but some people from Rezekne City hadh lfisbing during weekends. The
owner was manager in state forestry before indegreselbut started private sawmilling
in a collective farm stable in 1992. He brought maery from state forestry. The stable
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he bought inexpensively in the privatisation of ttwdlective farm. Timber production
was very profitable in the mid 1990s. He sold timbe Riga companies. During the
1990s he extended activities and employed 15 pebjdeever, the market for timber
has become more difficult. In order to stay in #@od business he will have to invest
into new timber processing machinery for furnitorepallets, which he does not have
enough means to. Competition from cheaper and rbgttality timber from Russia
makes it difficult to sell timber in Riga. He seieme timber to sawmills in Rezekne
City but now mainly prepares timber for private pko He also owns a grocery store in
the municipality. He hopes that tourism will becomenore profitable business as the
price on timber is falling.

The other sawmill owner has also invested meams gawmilling into a guesthouse for
15 people (44). The guesthouse is also locatedrénavated pumping station. He has
not yet had any guests. Only locals from Rezekrg IGive come out to have a picnic
by the ponds. The problem is that these visitomsgbtheir own food. Stimulated by
subsidies, he has also recently built a privaterdsléctric plant at the ponds. The
sawmill is up for sale as the competition with Rassimber has made it difficult to
make a profit.

The third tourism business is run by a retired ¢etipat got some ponds and forest land
in the restitution (46). They are from Riga and ewbWere in the mid 1990s. They have
built a small shop, a sauna and accommodationdiar people with wood from their
own forest. They have guests coming from Riga. Hanethese are mainly old friends
and it is difficult to get “proper” tourists. Theirsitors are from Rezekne City that
come to use the sauna. They have started a snugdl shere they sell postcards and
drinks. However, people still mainly bring their ovdrinks. The incomes from the
sauna are not sufficient to make a living so they bf benefits and casual jobs and also
from the rent of their flat in Riga, which they $etb

Summing up, in this municipality sawmills have bgawofitable after independence,
however, today cheaper timber from Russia makesrheket competitive. Sawmills
were started with machinery from state forestry emiormer collective farm buildings.
Means from sawmills and forestry are importantifMestments into tourism. Tourism
businesses aim at a market of tourists from Riga,umtil now it has mainly been
people from Rezekne City that have visited the .afé@se visitors mainly bring own
food and drinks and give little income for the mesis owners.

5.2.7 Summing up — The rural business in the studggion

The businesses in these municipalities are doningmivatised state enterprises or
collective units. In municipalities neighbouring Ze&ne City, there are privatised state
enterprises while in municipalities farther awaynfr the city mostly privatised
collective units. The owners of these privatisedibesses are both outsiders and locals.
Local owners are mostly former supervisors or lemd@&he outsiders are business
contacts of the former leadership. The privatisemnganies are mainly in food
processing and repair services. The companiesiedl Bbour at privatisation. Only few
have since extended the labour force. Most buseseae still employers, but there are
also some selfemployed activities and family busses such as mechanical workshops.
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There are also businesses that have been establdtes independence. These are
sawmills, grocery stores and tourism accommodatignocery stores are found in all
municipalities, while there are sawmills and tomridusinesses found in only one
municipality. There are family and selfemployed ihasses in trade but other new
businesses are mainly owned by businessmen thaseueral businesses. Grocery
stores and local sawmills were started recentlgr gftivatisation whereas tourism are
recent. Early businesses are based in specifidarom-skills and contacts from before
independence and assets obtained in the privatisathere more recent activities are
established with investments from other busineds/ites or from outside. Small
sawmill owners had a boom in the 1990s but areirgjoactivities and have recently
invested in tourism.

Characteristic for the privatised companies ard thay increasingly have found
suppliers outside the local area and that acts/died products have changed. Before the
privatisation the activities were strongly relatiedthe large farms or other local raw
materials. Mechanical workshoggve technical assistance and service to agrieultur
while processing units took care of processingootl agricultural produce, gravel or
fish. The production companies are today less basetbcal raw materials or farm
produce. Privatised companies have in fact in neases changed products, markets,
supplies and in some cases even sector. The bakevyproduce German buns, the
vegetable cannery produce pasta sauce and theriislessing unit produce a wider
selection of fish products. They process inputsnfiRiga and abroad instead of local
produce. Local supplies are found to be of low ipaSome production activities in
dairy, gravel extraction, manufacturing of buildingaterials have dropped production
and now focus on transport or trade. The privatisethanical farm services have
changed from servicing agriculture to repair camngl &eating systems for the local
population.

It is difficult to make a clear distinction betwegmivatised enterprises and new
businesses that have started after independeneendl businesses often locate in
former collective buildings or are based in skafed assets from before the farm break-
ups and very few “old” businesses have continuetiviges. It is common that
businessmen in new businesses have a backgrounmdaasgers in state forestry,
collective farming or other state enterprises. €hlemding positions gave good local
networks. The businessmen have all relied on pats@ontacts for obtaining
inexpensive buildings and production facilities. eyhalso received assets in the
privatisation.

To stay in or start a business after independengsiBn business contacts, personal
relations to other local important people, and @ailability of production facilities
were important. But Russian markets and goods Haset importance. Also the
production facilities, other premises and vans fistate enterprises and collectives are
often obsolete and poorly maintained and need v to live up to new standards.
The relations among local influential people hal®o decome less useful as local
businessmen and municipalities are struggling detreasing sales and budgets.

What are important for rural businesses today antacts in the capital area and abroad
for information, supplies and markets. The develeptof new marketable products in

70



the food processing companies has been based orsupliers but also information
and often also investments from outside the regidme pasta sauce manufacturer
invests means from his business activities in Rigege baker gets information from
friends, an association in Riga and an Estonianpemy on new products. The fish
processing unit is part of a larger company. Irvises the riding school has found
inspiration for starting a riding school and reti@aal activities through a national
association. The hardware store has also develthgetusiness and attracted a larger
market with foreign investments and products.

However, most businesses do not find informatio amvestments via official
institutions, banks or associations, but rely maisén on personal contacts to other
businesses, family or friends. Official institutgare often described quite negatively or
in negative contexts such as control of hygienendaieds or slow and inefficient
customs control. Few businesses have used ofiigatutions for loans as it is difficult
to be approved and the interest rate is high.

The kind and size of markets differs between bisses and sectors. The businesses
depending on the local and rural market are maiséyvice activities where
manufacturing and some services are oriented teMaetekne City, Riga and Russia.
Difficult markets are a main constraint for all messes. The businesses oriented
towards markets in Russia experience problems.frgight service still drives goods
for contacts in Russia from the times of the cartdion collective but have today few
customers. Locally oriented businesses experieiffieutties because local people are
poor. The repair workshops have difficulties indiimy customers as people cannot pay
much for maintenance. Grocery stores also sufi@mfthe limited local purchasing
power and competition from the cityhe businesses depending on the local market are
either closing, narrowing the selection of produdtansferring means from other
activities or starting to sell second hand clothesding a larger market for services is
difficult. It is the recreational activities andettmore specialised retail in hardware
goods that appeal to people from Rezekne City.tdhasm businesses want to attract
people from Riga but there are not yet touristesnfautside the county visiting the area.

The manufacturing companies generally rely on ntarkeutside the rural
municipalities. The bakery sells products in Reeellity. Canned fish are sold in
Rezekne and pasta sauce is sold in Riga. The mé&oketood products is very
competitive as imported products are often leseesipe. The market for timber is also
difficult as Russian timber is cheaper. The smalisills sell to Riga but increasingly
they are going into preparing wood for private geophe Riga owned sawmill intends
to move the production to Russia. Most productiotivdies have plans to leave the
area or stop activities except the pasta sauce faxctorer as too large investments are
needed in order to bring the production facilitigs to new hygiene standards and
infrastructure is badly maintained.

5.3 Summing up; Continuity and change in the nomfaconomy

This section sums up on the non-farm economy insthdy region. In the study area,
the non-farm economy is heterogeneous in kind azalesand in the incomes it
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generates for different people. However, commorth&t the non-farm economy is
strongly based in activities and employment fronfolee independence and in the
distribution of assets in the privatisation.

5.3.1 The old business in a new context

The splitting up of the large farms resulted in newn-farm businesses and
transformation of old ones. Old businesses areaps®d non-farm units of the
collective farms or state enterprises privatisedfdayner managers or businessmen.
Prior these enterprises were involved in farm sewior processing of local agricultural
produce or gravel resources. The privatised busasesave in most cases changed
activities. In figure 6.6 the different businesse presented according to type of
production, supplies and markets. The privatisedinasses can be found in local
consumer services for private people or in productior external markets. From
engaging in farm services these businesses arenmamly in repair services for local
people. From mainly processing local resources,dymtion businesses now
increasingly find supplies from outside the digtrierom selling products to the Soviet,
they sell the produce to the urban area or expgmaal. Farm related activities are
today small scale activities aimed for the locatketor exchange between people (see
figure 5.6).

Pasta sauce
Fish Hardware sales
processing Riding school Tourism
Bun production
Pottery
Production Local Services
supplies
Fish ponds Timber Repair Retail
Beekeeping production services
Farm services
Sausage making
Local
markets

Figure 5.6: Rural business activities according to sectorstkaeta and suppliesGrey font
means new businesses. Black stands for privatigsithdsses. The rural business is nhow mainly
in services or in processing of imported supplidstivities related to local farming are
predominantly small scale for the local market.

The new businesses established after independsnicealternative farm production,
retail, tourism and sawmills. Farm related actestand some services are selfemployed
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or family businesses whereas most new businessesuarby businessmen that own
more businesses around in the district. Retaibistlie local market. Recreational and
tourism activities depend mainly on visitors fronezZzekne City. Sawmills produce
timber for sale in Riga, however, most activitieslay are preparing wood for local
inhabitants (see figure 5.6).

Most businesses in industrial production have ptaresther close or leave the area. The
urban markets for processed food products are ctitmpeProduction businesses need
to develop new products that can compete againsorited products such as Russian
timber or food products from Europe. This demamigstments and new expertise and
supplies. Also new hygiene standards require imvests into renovation of production
facilities. The infrastructure is also poor andasal supplies are not important several
businesses plan to leave.

Service businesses suffer from a decreasing lagghpsing power and difficulties in
attracting a larger market. Many service businessesow activities or are closing.
Formerly the area was visited by Russian tourisiistbday it is mainly people from
Rezekne City that visit the area on weekends. ©hasm businesses aim at attracting
tourists from Riga but tourism from the capitalai® not yet a reality.

The rural business today is in local services arcessing of imported supplies. The
rural non-farm business has changed away from belaged to farming but whether
they succeed depends on to what an extent theyfbamd a product that can be sold to
a market in Rezekne City or Riga or a service #@itiaacts a larger market than the local.

5.3.2 Income and employment — a decreasing old lalmomarket

Non-farm incomes are important for people in thelrarea. Farm employment in the
co-operatives is decreasing and is only found ie wunicipality. Few people make a
living of individual private agriculture. Many pelepare involved in agriculture but in
most cases private agriculture and small-scale fatated business activities serve as a
supplementing income to salaried employment andipas. In figure 5.7 employment
possibilities are divided into old and new employiand whether it is in the local or
urban area.

The “old” non-farm employment opportunities haveacaldecreased but to a lesser
degree than farm employment. The transforming momfenterprises have shed labour
and less people are today involved in industrigbleyment both locally and in the City
compared to before independence. But the presenvatiemployment is still important
as there are few other employers locally. Howetrer,character and quality of this old
employment have changed. The employment is seaandalnstable.
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Urban employment

Civil servant
Shop assistant
Hairdresser

Railway attendant Chauffeur
Truck driver Construction worker
Cleaner New
Old employment Factory workef employment

Shop assistants
Selfemployment in services
Bookkeepers in hardware

Farm workers

Fish workers
Agro-service workers
Public services

_/v Selfemployment in farm
Unskilled felated activities
employment

Local employment

Figure 5.7: Employment possibilities grouped into old and neamployment and
geographically into whether it is in the local amran the city. The box encircles the unskilled
employment.

There is a new labour market, but characteristithefservice and tourism sector is that
it has not created much salaried employment forldbal population. Some activities

are selfemployed or family businesses that do mopley people. These are often

supplementing activities to other incomes. Othewise businesses mainly employ

skilled labour. Local shops are employing shopstasts and accounting staff from the
City. Also jobs in new production businesses hawniy been taken by people from

the City. New jobs in the local area are mainlyls#ijobs (see figure 5.7).

New unskilled jobs are few. It is mainly in the arbarea that former farm employees
have found employment. There is a wider varietyewiployment opportunities in the
City both for people with education and for ungdll people. However, wage
employment in the urban area often serves as desuppting income to pensions. Jobs
are casual. The reason why people move out fronCityeto live with their parents in
the rural areas is because they are unemployedlpihave this casual employment in
the urban area.

5.3.3 Actors and different capacities — valuable ahdevalued capitals

For some people the income in the collective fags been substituted by new private
business activities or another wage job, but maegp[e have not found other
employment possibilities and pensions are the nmogbrtant income in the area.
Certain skills and assets have been necessarysges® in order to find replacement.
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Non-farm skills, buildings and assets obtained he privatisation and contacts to
influential local people and Russian markets haenlmportant for replacing incomes.

The people involved in business after privatisaticas in many cases managers from
the local collective or state enterprises who pisea the enterprise or whose personal
contacts made it possible to attain buildings orcmrgery to start up activities like
grocery stores, sawmills or production activities.

Managers of privatised businesses had initiallyhdmiildings, skills and a product to
build on. They also had a network of local and ofs#éso Russian business contacts.
Other managers started several new businesses Bhemessmen had connections to
other leaders and suppliers and means to invaswnbusinesses. The specific “social
capital” between the former management; the “maliti capital, was important for
exploiting opportunities after independence.

Only few people involved in business activities slogot have a background as
managers in former collective or state enterpriges.these people particular skills,
relations outside the local community or assetsiobt in the privatisation seem to
have been essential. People that could privatsetaand persons with skills in services
and family relations to suppliers of retail in Riasare the ones that started business
activities after privatisation. People in salaredployment was mainly people that had
kept their employment from before independence

The dual structure identified in post-socialiste@eh between a “business class” of
businessmen and former managers and then formarvarkers that struggle to find
ways to survive, is evident. For a large part & thral population the possibilities for
non-farm activities and incomes was limited aftetapendence because they only had
skills in farming, limited contacts to outside theea and no assets and means to invest
while mainly the former management were able taeséie new opportunities because
of production facilities and buildings and relataio other influential people.

But the very strong dualist development betweem&r managers and former farm
workers has become more complex as relations aathi to urban market and labour
markets have gained more importance.

It is obvious that what were valuable “capitalsstjafter independence and privatisation
have changed. Today the privatised companies dyesbih in business if the managers
have found new investors and business contactseircdpital area or in Rezekne City.
Businesses need investments from outside for reéiovaf old production facilities and
in order to develom new product and find larger market than the lgcaltacts to the
capital area or abroad is essential. Those who dehend on relations to local former
managers have difficulties in finding markets amaificing such as e.g. the agro-service
station and the freight service.

It is still mainly managers of privatised comparaesl businessmen that are involved in
business activities for external markets (see &guB). However, the “business class”
that have found new markets is made up of a busmas residing in Riga running the
vegetable cannery, a hardware store with investngatn Germany, a Rezekne fish
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processing company and a baker with business dsnitadiga. Thus, the privatised
companies are run by outsiders or people with gtma@tations to the capital area or
abroad. Local businessmen in sawmilling and retaibften not have means to invest
into woodprocessing and invest in tourism insté&ad.also tourism without contacts to
tourists markets outside the local area can bécdiffand local businessmen therefore
must resort to the small local market for recreatiad retail.

External
markets

Managers of privatised businesses

Businessmen

Production Services

Selfemployed or family busineses

Local
markets

Figure 5.8: The kind of people involved in the different busseactivities. It is mainly
managers of privatised companies that are involaedctivities for a larger market. Smaller
selfemployed and family businesses are mainly @allservices or supplementing farm related
activities.

Some of the local people in business have foundketaroutside the area through
contacts to associations and colleagues in thetataprea (see figure 5.8). The
selfemployed and family businesses may in sevais¢s even act more entrepreneurial
than the “business class” of managers of largeafised businesses as they have been
forced to actively extend their reach and find infation and markets and are not in the
same way as some old businesses still holding amoto devalued relations to local
mayors and Russian business contacts. Smallerdssgs like the potter and the riding
school have found markets through associationssantk local people have also found
employment in the urban area. However, the selfeyaal or people in old employment
are more vulnerable compared to managers and lsgsime® as they mainly depend on
one asset or skill. The businessmen and managemae flexible as they have a wider
array of assets and relations. Still many local pteechave difficulties in starting
businesses and finding employment as their skilld @ntacts do not reach the urban
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area. Local people are involved in smaller selfaygdl activities mainly in local
services or supplementing farm related activitiell employment and depend on
pensions. Some local people have also found em@oym the urban area. However, it
is mainly people that have a connection to the mibhour market because they have
lived and/or worked in the city before and peopiat thave specific skills in service and
economics or contacts in the city.

Summing up, in the study region, the conditions rfon-farm activities and incomes
depend much on the presence of non-farm activibe®re independence, in both
production facilities but also in the skills andlatens people have. But since
independence markets for traditional rural servares products have decreased and the
“old” labour markets have diminished. The agrictdtyproduction and employment has
dramatically decreased and so has the industraayation activities both in the rural
areas and also in the city that was charactergdtithis region before independence.
Therefore the extent to which businesses have fonarkets outside the local area,
people have been able too integrate into the ndwula market of service and
construction jobs and the area maintains to bediwe for production activities are
essential for the diversification of the rural egony.
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6. Case study 2 - Viljandi county in Estonia — Theural economy

The chapter concerns the rural economy in the Estastudy region of Viljandi county.
The first part presents the rural households inionpality 1, Olustvere municipality,
and how they make a living. The second part focosethe rural business activities in a
larger area (Olustvere and two neighbouring mualidips) and tourism businesses in
the northern district of the Viljandi county. Thast part sums up on the non-farm
economy in the study region..

6.1 Household incomes and activities — The househaivey

In what is today Olustvere municipality there werg collective farm and parts of a
state farm before independence (Viljandi County99)9 The large majority of the
inhabitants were employed by these large farmspleegenerally describe the former
farms as a good place to work. They paid higheresamd offered better housing than
urban industries (5,11,17). The local collectivarfachanged into a co-operative farm
after independence but stopped operation in 19@ause of government pressure to
split up the farm (7,16). The state farm seizedvdiets during privatisation. Land was
restituted to former owners and household plotsraadhinery were privatised.

Figure 6.1: Age structure of respondents (n=90).
Source: Survey data.

Close to half the respondents in the survey areeab0 years of age, while those below
40 years of age makes up 20% (see figure 6.1).rl¢ldgeeople may be a bit
overrepresented in the sample, but it also refldgesmainly young people have left the
area for the county capital or the large cities).(4bhe households are generally smaller
than in the Latvian municipality and in more thaalfithe cases include only one
generation (see figure 6.2).
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Percentage

1 2 3

Generations in households

Figure 6.2: Percentage of households made up of respectivedy tvo and three generations
(n=90). Source: Survey data.

Before independence most respondents worked icwdiynie (see figure 6.3) as farm
workers or agricultural specialists but some hawise or administrative jobs at the
farms. 19% of the respondents worked in state figrebost people have at least a
special secondary or technical education in agtoel Mainly the old people have only
a primary education.

60

50+

40

30+

20

Number of respondants

10

0,

Senice Administration Agriculture Forestry

Figure 6.3: Employment of respondents by sector before theolliton of the collective and
state farm (n=865. Source: Survey data.

% 5% of the respondents were too young to have wdskéare independence.
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Today people make a living from different sourcégnoome (see figure 6.4). In about
half of the households, wages provide the mainrnmeoThese wage incomes come
mainly from jobs outside the municipality. 39% betsample has employment outside
the municipality while 11% of the sample has wageomes from jobs in the
municipality. Pensions are not as important heranathe Latvian case. Mainly in
households of a retired single person or couplarita@m income comes from pensions.
Only in a few households with several generatioeaspns are the main income
source.

Number of
respondents

m Main
@ Second

Business

Agriculture
Pension
Benefits

Figure 6.4: Main and second income sources for household30(jn=
Source: Survey data.

Despite the fact that the farms are generally latigen in the Latvian case, less people
are involved in farming. 30% of households are melved in agriculture at all
whereas the rest of households cultivate some |&icthe households involved in
farming 15% of households have less than 5 ha w2H& have above 50 ¥a
However, agriculture is a less important sourcenodme than in the Latvian case. 11%
of households have their main income from privatening and 13% of households
state farming as providing a second income. Thesélonids with main incomes from
farming combine these with wage incomes, pensiansmefarm activities in agro-
service and forest’. Households with second incomes from farming hiavenost
cases pensions as their main income. However, hmsteholds farm for their own
consumption.

% Landsize data from household interviews and qoestire data. The questionnaire data on landseze ar
collected by Mette Bech Sgrensen (Sgrensen, 20643riskanu municipality in Latvia close to hdtiet
households cultivated between 1-5 hectares ofdawdust five percent cultivated more than 50 hesta

of land (Sgrensen & Herslund, 2004).

%7 |n figure 6.4 on-farm activities are included retcategory of “business”.
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More households than in the Latvian case are imgblin business activities that
provide an income (28%). However, most private ihess activities do mainly provide
second incomes to wages. The business activitedade forestry, mechanical works,
farm services, retail, food processing and zonegher

6.1.1 Wage employment

6.1.1.1 Commuting for jobs

Most people that rely on salaries work outsideltical municipality. 39% of the sample
commutes to Viljandi town or Tallinn for jobs. ¥ mainly men that commute. Most
commuters work in construction, some at sawmilld gaxtile factories and a few in
services such as retail and teaching.

Commuting can be difficult without a car. The contara complain about too
infrequent buses and that prices are too high. A that works in casual construction
jobs in Viljandi and sometimes in Tallinn findsdifficult to get to work early enough
with public transport (18). When he works in Tatlihe stays for a week at a time. He
was an agricultural specialist in the collectivenfabut has not been able to find
employment locallyThere is no work in farming, only a few weeks aryen the
harvesting season...Construction work pays much riiettee would like to move to
Tallinn, where there are more jobs, but it is tapensive to live there. Their flat cannot
be sold and they do not have money to buy a flaserl to Tallinn. Their grown-up
children have moved to Tallinn

A man with casual jobs in construction says (17)h€ prices on buses are too
expensive when you do not have steady employnéatsometimes finds jobs in
Tallinn and he can get a lift by villagers that daa car. He would like to move to
Viljandi or another bigger town where there arddre¢mployment opportunities. But as
many people he says that he can not afford to rfiowg 8, 12, 15, 17).

A teacher, that used to work in the local schooly nvorks in Viljandi (3). He has a car
and can get into Viljandi in 15 minutes. There watejobs locally as many schools
have closed. He worked in building sites in Viljafa some years but recently he got a
job as a teacher in Viljandi and was able to buyolhcar: There are no jobs for
teachers in the countryside... Agricultural specisligeachers and farm workers all
fight for the same jobs in construction and sawshill

A woman works since five years as a receptionis imotel in Viljandi (16). She has
finally decided to move to Viljandi. During the tagears she has spent three days
sleeping in the hotel and some days home in heirflthe municipality. Last year |
just used my flat in the village as a summerhoBs¢.now | have found a small flat in
Viljandi. But | do not think | can sell my flat leerThere are no buyers so it will be
expensive with two flats"'She was an economic supervisor at the colledéiv@. “It
was because | knew accounting | got the job irhtitel”.

A woman working in a textile company in Viljandilgethat she got the job because the
former leader of the collective now works in a nmging position there (21). She
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worked in the cattle stables. He helped gettingdmeployment in the town. She gets
picked up by a woman from the neighbouring villag&er private car:lf we could not
go by car we would be an hour late every morning. $dpervisor from the cattle
stables got a job here some years ago. It was tfitdum we got a job. | make pillow
cases and have just gotten my grown up son a job”.

Finding employment is mainly mentioned as a problnwomen (e.g. 1, 2, 3, 6, 10,
12, 13, 16, 20, 22)'Women cannot work in construction sites or sawsnillhis is
where you can get jobs. We cannot leave our childo¥ weeks when working in
Tallinn” (20).

"It is too costly to take the bus to work each dayd then pay for babysitting(2).
Another couple with one child also depends on aooas incomes from construction
jobs in Viljandi. The wife was employed at a textdompany in Viljandi but they found
it too costly for her to take the bus each day. ptablem was that they also had to pay
to get their two children looked afteiThe kindergarten was free in the collective
farm’. They have taken part in meetings in the “Villagl®vement” about saving the
local school. In this forum the women in the vikapave organised looking after
eachothers children.

6.1.1.2 Local jobs

11% of households have their main income from jalike local municipality. The jobs
behind “second incomes” are also often in the mpality. Most local jobs are in a
wood-processing factory. There are also some jolagjiiculture and services.

Specific experiences and skills are important fodifhg local jobs. I' have not been
unemployed since the collective dissolved becabsgd found employment in sawmills
and wood processing. But all my neighbours haven heemployed and still many
are... You have to have experience from sawmgls #lere are no jobsa worker at
the wood processing factory tells (4). He got thie pecause he had experience from
sawmills in Viljandi, and he considers himself torate in comparison with his friends
that started private farming or even some of thenagars and supervisors at the
collective farm, who all have to look for casual@ayment in Viljandi and Tallinn.

The establishment of the wood processing comparg dtiracted people to the
municipality (6). It was my mother’'s house we inherited. We had s&du Valga®
but wanted to move here because there was employmére factory. | worked as a
supervisor in stateforestry for many yearslis wife finds it difficult to find a job and
their children has moved to Tallinn to study.

A woman working in a grocery store says that shetige job because she has an
education in service and management (1Bneént to Finland some years ago. | worked
in a hotel. It was part of my education in servécel management. | would like a better
job in Viljandi. But my husband uses our car totgorallinn and | have to look after

38 Valga is another county in Estonia.
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the children. | do not have time to both look aftiee children and take the bus to
Viljandi”.

The closing of the local kindergarten and the g#laschool has made several women
loose their jobs (40). The former kindergarten ress is unemployed (15).
Occasionally she helps out on farms and in a gyosere. Her husband works in
construction in Viljandi.

An unemployed woman in her fifties was a dairy matidhe collective farm, but since
the farm break-up she has only had seasonal fank (&g “Women my age cannot get
any other jobs. You have to be young and have domething else than looking after
cattle’. She makes a living on unemployment benefit, hesther's pension and

occasional jobs in agriculture.

Summing up, commuting for employment in urban areas main income and activity
for rural inhabitants. Local employment is less aripnt for household incomes. In
urban areas employment possibilities are mainlykillad jobs in construction and
some skilled jobs in teaching and office work. Comtingy can be difficult because of
high prices and rare bus services. Some peoplednid to move to a town to be
closer to where jobs are found. Local jobs are aoavprocessing and grocery stores
and there are some temporary jobs in agriculturedifrg steady jobs locally demand
experience from the wood industry and skills invesr. There are few jobs for women
as most jobs are in construction or the wood irmgluahd public service jobs are
decreasing. Finding somebody to look after youldcén while at work is also a reason
why less women have salaried employment.

6.1.2 Business activities

6.1.2.1 Farm related activities

21 % of households get an income from farm relaetivities. These are mostly
forestry and agro-services. Such activities suppterm a few cases farming but mostly
it is a second income to wages and pensions. Tieevae household that get a main
income from a slaughterhouse business.

The slaughterhouse, where local small farmers kheg animals to get slaughtered, is
run by a pensioner (11). In the early 1980s he busimall slaughterhouse in connection
to his house where he mainly prepared game frontingrbesides his job in the
collective. Today he has expanded activities to aislude farm animals. Most people
do not sell their animals at the market anymorethedefore need them slaughtered for
their own consumption.

Ploughing of land for others and sale of wood frpnivate forest land add a second
income to several household economies. A man wgrkinconstruction in Tallinn
helps neighbours ploughing their land and sometirhesgets paid for it (22):
“Ploughing land cannot provide you with much monsyrany people have stopped
farming..There are more tractors than farmérs
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A grain farmer also ploughs land for locals andasstonally cuts forest and sells wood
to private people (19). He hopes that his wife éad employment in textiles as

ploughing land and selling wood do not provide muatome to supplement the low
earnings from agriculture.

A household that got land back in restitution tri@daning but it was not possible to sell
their products of grain and vegetables. The hushlshdome ploughing of land for a
while as he had a tractor. But most people in fagiiave their own machinery. They
have sold their tractor and bought a car inste@jl (2

Another man tells that he also got a piece of lamd forest of 50 ha back in restitution
(17): "Land does not matter. Many people have a lot of lant have stopped farming
and taken up wage work...Forest is better to hattegives a better price”He sells
firewood and building material to people in thedbarea. But many other local people
do the same and the prices are low. Before he wolol to sawmills but they now
mainly get timber from larger forest owners or eYussia. Therefore he has plans to
build a cottage for tourist on his land. He hasnbiespired by attending a meeting in
the town of Suure-Jani held by the agriculturalisgdny service on farm tourism.

More people than in the Latvian case have beenlvadoin some kind of organised
activity. 60% of the sample has attended local mgst These are meetings arranged
by the “Village Movement” and the agricultural aslwry service. More than half the
sample is involved in associations. This is thelldge Movement” and the “Farmers’
Union”. A local woman has started a local branchhef “Village Movement” that is a
national organisation. The organisation also hdistaict office in Viljandi town.

Two households have filed for a loan to improvertieeonomic situation. These are
households in farming. Three households have takarses to improve their situation.
These are courses organised by the “Village Movéimerfentrepreneurship”. People
mainly go to “family and friends” for advice buteth'Village Movement” and the

agricultural advisory service are also used.

Like in the Latvian case most people state no plamsthe future. There are 5

households that have plans to start in tourismtewedhouseholds have plans to leave
the area and move to Viljandi. The people with plam tourism all have attended

information meetings on farm tourism arranged leyagricultural advisory service.

6.1.2.2 Selfemployment in local services
7 households have incomes from other than farmeeldusiness activities. These
businesses are all in trade, but there is also reetherapist. The activities are
supplementing either pensions or wages.

A family started a grocery store in the early 19€11). They bought goods in Viljandi
and sold them locally. The initial capital they daim selling their land and forest to
another local that planned to start farming. Retais a good business during the first
years but now there are more grocery stores and/ rpaople shop in Viljandi. The
family shop has difficulties to finance a renovatmf the shop so it can live up to health
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standards. Today the husband works in Viljandi @atlinn in industry and sawmills
which provides the main income source.

In the early 1990s a woman started a small retalebin her house (28). She also sold
some forest to buy retail goods after privatisatiBot there are only few customers.
She has started to sell second hand clothes instealle does not need to renovate the
shop. Today she lives off her pension. It is mawity people that cannot go to Viljandi
to shop that buy clothes in the store.

A woman, that started a massage and zonetheramn ddl0) after taking a
correspondance school course in massage and zaamwthbad been unemployed since
the collective farm was dissolved. She and her dmdbstarted farming on 50 ha
restituted land. However, farming proved diffica@bd her husband now works in
industry and construction in Viljandi and Tallinbocal people cannot afford much
massage but she earns enough to buy groceriehidples that people will come from
other villages to get a massage and she has asheerti the Viljandi paper. She got the
idea for taking the massage course from attendimgeting in the “Village Movement”
in Viljandi on “entrepreneurship”.

Summing up, business activities are in most cagpplementing other incomes. Farm
related activities take place on-farm. However, nudghe households are not involved
in traditional farming anymore. People involved an-farm activities have received
tractors or forest in the privatisation. They oftgarted farming after privatisation but
did not succeed. Farm services and the sellingaddnare for the local market. The
incomes and prices are low as many people are\adoin similar activities. The
slaughterhouse business has less competition aneXipanded activities as more locals
need their livestock slaughtered locally. Otherl®ervices depend on the local market
of often the elderly. The local market for retaildatrade is difficult as many people
shop in the towns. The activities serve as a se¢oodme to wages or pensions.
Activities in trade were initially financed by sabé forest received in the privatisation.
A new skill gave a woman the opportunity to starzonetherapy.

6.1.3 Summing up: The economy of rural households

The household incomes come from multiple incomercess Households mainly
depend on wage incomes. Pensions are the secondimpo®tant income. About a
fourth of households are involved in small scalesibess, however, mainly for
supplementary incomes.

Wage incomes are mainly from commuting to urbamsardhese jobs are mostly
unskilled construction jobs. There are also factgohs in textiles and skilled
employment in services. It is difficult to commuwtthout a car as buses are infrequent
and expensive. Some people would like to move bamiareas to find employment. But
they cannot afford it as selling their land and lliwg is not possible. There are few
unskilled jobs for women in the urban areas. Conmgutan also be difficult to
combine with looking after children as kindergagdmave closed.
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Local employment plays a less significant role iousehold incomes. Skills and
experience in wood processing and shop keepinghecessary to find a job locally
other than occasional jobs in agriculture. Womesp dtave diffulties finding local
employment. Grocery stores are closing and jobsnaxstly in wood processing.

Business activities are selfemployment in foresind agro-services or trade and
service. Business activities are often based oet@ssceived in the privatisation such
as forest, farm land and tractors. These houselodiels started individual farming after
privatisation. Today farm services and forestrwigat is left of the farm activities. The
slaughterhouse business is a continuation of sewatp activities before
independence. The zonetherapist has obtained akikw

All business activities rely on sale and serviaedlie the local market. Wood was prior
also sold to sawmills outside the area but localpjpe cannot compete with imported
wood from Russia. The zonetherapist hopes to attréarger market but at the moment
she depends on local costumers. Many people shteitowns which make the local
costumers mainly the elderly and poor. Trade bsse® therefore have changed
products or narrowed activities. The slaughterhoisséhe only activity that has
experienced a growing local demand for slaughteohdgarm animals. But in most
cases the local market is small and earnings fragmiess only provide second incomes
in household economies. Some households have taatart in tourism for which they
have found information at meetings arranged byatirecultural advisory service.

6.2 The rural business

In the investigated rural municipalities there &resinesses in service and industrial
production. There are 2-4 grocery stores in eacthefthree municipalities (see table
6.1F°. Other service businesses are mechanical workskops more specialised
services such as homepage design, electrical vearétsourism. Industries are in wood
processing and sawmills but also manufacturingaofdtes and carbonated water. The
tourism businesses found are all involved in batrist accommodation and have
seminar facilities.

In the two neighbouring municipalities the collgetiand state farms were like in

Olustvere split up during privatisation. In muniipy 2 there was also a large state
poultry farm that closed in the mid 1990s (29,Mnicipality 3 is unique as it housed

Estonia’s second largest slaughterhouse until 19886. slaughterhouse employed 400
people and was an exporter of meat to the SoviebrU(1). In both places new

businesses have recently located.

¥t is only in Olustvere municipality that grocestores have been interviewed.
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Municipality 1 Municipality 2 Municipality 3

Two grocery stores Two grocery stores Fpacery stores
Mobile grocery store Furniture manufacturer Soft drinks manufacturer
Sawmill Mechanical workshop Candle ofacturer
Orchard Electrical company Mechanical vebidp
Slaughterhoug8 Home page designer Hotel and bar

Wood processing factory

Tourism businesses (in northern district)
Guesthouse and seminar facilities for church groups
Hunting tourism and guesthouse

Conference centre for businesses

Guesthouse

Table 6.1: Listed businesses from business survey in thremigipalities and tourism
businesses in the northern district of Viljandi otyu

6.2.1 Municipality 1 — Incoming businesses takingwer from “old” businesses

In municipality 1, there are 3 grocery stores,w®d-processing factory, a sawmill and
a mechanical workshop. Besides the family run grsos¢éore found in the household
survey’, there is one grocery store run by the Estoniarsamers’ union and one man
selling groceries from a bus. The consumers’ unrans shops in many rural
municipalities in the county (41). The local sham rby the consumers’ union has
recently started post office services and they a&dbnon-prescription drugs. This has
increased the sale markedly6re people shop here now as we offer the samécssrv
as in the town”,the shop assistant says (13). The mobile groceme stias recently
started by a man that closed his grocery storeaaago. He drives around to the many
villages that now are without a local store andssehsic groceries such as salt, soap,
bread and sweetslt”is difficult to keep the prices low. The consushenion sells a
more varied selection of products and has lowecgsi Therefore family stores are
closing. But there are many people that come armgh $sh my bus”. Villages without
grocery stores are getting more frequent. It isntgahe old and poor that shop locally
because they cannot go into town or larger villageshop(24). He bought the bus
from some friends in Finland.

The wood-processing company produces mouldingsdostruction and furniture (25).
It is a branch of a wood processing company inavidji. The company started this
branch up in year 2000. They located here becdwese twas an empty building of a
recently closed sawmill and because the municipaitclose to their main customers,
furniture and construction companies in the towisobire-Jani and in the neighbouring
rural municipality. The branch employs 15 peopleosMof their staff comes from

“0 This slaughterhouse is decribed in the householkey
! The family run grocery store is described in tbasehold survey.
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Viljandi and Suure-Jani town.The problem is that many of the local people do not
have skills in wood processing”

The mechanical workshop and the sawmill are twomgtes of “old” privatised
businesses. The mechanical workshop and a conngatedtation were privatised by
three former employees (23). They used their owsh their parents’ vouchers to buy
the mechanical workshop in 1995. The workshop hdg few customers. Relatively
few locals have private cars and many farms thed tis need machinery repaired have
closed. They have stopped selling gas as too myasiment for renovation of the gas
station was needed. The three owners have all mayvedljandi and now work in
sawmills and occassionally commutes to Tallinndonstruction jobs. They decided to
move because their children would be closer to aicaied their wives would be able to
find jobs. They employ a local pensioner to marntagewvorkshop.

The sawmill was a unit of the collective farm (26at was making materials for the
collective’s building projects and maintenanceislinow run by its former manager,
who privatised the building and some machinery. étpanded the business in the
1990s but has now let off most of his employees. idarket for timber has dimished
because of cheaper Russian timb@ihére is not much good quality wood left locally.
Russian wood is cheaper and often of better qualityhe mill now mainly prepares
timber for private forest owners’ own consumptiohietr the owner callSsawmill
services” For staying in business, he thinks the mill nedspecialise in processing
furniture on a large scalé: you have to stay in the wood business you Havievest a
lot of money and start processing instead of jusparing timber..You need to find
new markets and learn new skillsHe has recently started to build cottages foristsir
on his farm land:‘Many people | know in the wood industry have pldasstart in
tourism. You read about tourism in the paper. Thecaltural advisory service also
advertises for new support opportunities in the ggap He attended a meeting on
tourism development organised by the agricultudeisory service which inspired him
to start in tourism.

There is one on-farm business in the productiofiuof and berries. The ochard owner
was in charge of the ochards at the state farmbaisght some machinery when the
farm split up. He also got a house and land backdsyitution. He has 10 ha. of

orchards tress and berries and 20 ha. of forestindaced the initial investments from

selling timber from his forest land. Growing besri@as more profitable than ordinary
farming in the 1990s. He sold his products to agtised company that makes juice and
to a privatised brewery in the county. He knew plkeple in these companies from his
days in the state farm orchard. The state farm gaduce to the same two companies.
However, these companies are now increasingly usiogcentrates/extracts and

imported apples and berries as these often argpehézan local products. Therefore he
has plans to build cottages for tourists insteagl hHs like the sawmill owner attended
the information meetings on farm tourism arranggdhe agricultural advisory services

in the county.

Summing up, the wood-processing company is the mgsbrtant private employer in

the municipality. However, the staff predominargdbmes from Viljandi and Suure-Jani
town since it is hard to find qualified labour lig municipality. The local businesses in
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more traditional rural production such as sawngllimechanical works and ochards are
reducing activities and staff. The owners have feft the city or are investing in
tourism. Local grocery stores also have decreastdtaes except for the store run by
the consumers’ union. By making his store mobilcal grocer has also been able to
stay in business as he can reach a larger pdreqfdor inhabitants that cannot go to the
urban area to shop.

6.2.2 Municipality 2 — New businesses in wood prosging and business services

In municipality 2, there are besides two grocemyrest both run by the consumers’
union, a furniture manufacturing company, an eiealr installation firm and a
homepage designer.

The furniture manufacturer moved out from premisesViljandi into the old
poultryfarm in this municipality (29). One of thavoers originally comes from the
municipality, and through personal contacts, thetytg use the poultryfarm farm free of
charge. The closeness to the town of Suure-Jahiighe wood industrial centre with
several factories and much skilled wood proceskbgur was also important for the
choice of location. They chose not to stay in Vifa because it was cheaper to
refurbish the poultryfarm than to buy or build ng@remises there. Originally they
produced timber. But a Swedish furniture comparwested in the business and today
owns 75% of the shares in the furniture companye $tvedish company provides the
designs for chairs and tables that are producechaseinbled locally. Different smaller
parts for the furniture production they get fronffetient local business&s In the
beginning they employed 10 people, today 50 peameemployed. Their increase of
staff has mainly been bookkeepers, a designer aodl® in marketing of which most
are from Viljandi and even Tallinn. They have plansextend activities in making
furniture for a wider European market. Until redgihey got most of their timber from
local sawmills but now most of the timber comegrfrRussia or a large German owned
sawmill in Suure-Jani town that process Russiaroieg wood.

An unemployed physics teacher started a busines®nmepage design and computer
services 3 years ago (35). He fixes computers aakesmnhomepages for the wood
processing company but also for some tourism bese® and shops. The physics
teacher worked in Finland during his education #&mwok several computer courses
there. He still has contacts in Finland that workhvinomepage design that he uses for
advice in his daily work. He says that homepageégdesas a more profitable business
3 years ago when there were not many computer ttonmgsibusinesses. Now Eesti

Telecom also contracts with many of the large nemanies.

There is also an electrician that does work forrtée companies (34). There is much to
do. Many of the electrical installations in the gddoduction facilities are in poor
condition. Most old production facilities and intéions need renovation and often to
be completely replaced to live up to the new retjuig and comply with the new
machinery and computers the companies have. Heawaschanic and electrician in
state forestry. After independence the electrigianked at construction sites in Tallinn.
There he took courses and learned about new regngaand building standards. He

2 Mouldings were produced in Olustvere municipality.

89



employs six workers mainly from Viljandi technicalchool. There is still no
competition in the area. Most others that work velictrical and mechanical works fix
radios, television and tractors.

Summing up, the wood processing company has withido investments renovated the
old poultryfarm and started furniture productiorheTcompany is extending activities
and employs skilled people from Viljandi and TallinThe company gets some parts to
the production from other local producers. Two Isdzave started "business services”
in electrical works and computers and found a mntarkReservicing the incoming
company. Both service businesses use skills oltafrem working and studying
outside the local area.

6.2.3 Municipality 3 — New manufacturing companies

In municipality 3, there are two production unifscompanies from respectively Tallinn
and Switzerland that have located in the formeaughiéerhouse. There is also a tourism
business started by a sawmill owner from ViljdAdiThe privatised mechanical
workshop of the collective farm recently closed.olef the four grocery stores are run
by the consumers’ union.

A Swiss company producing handmade flavoured canfdiethe world market started
in 1999 a production branch in the former slaudidase in the municipality (31). The
company was looking for places in Estonia wherey theuld start a production. The
premises were cheap and in good condition but ¢inepany would never have chosen
this place if not one of the Swiss managers hach Ioearried to an Estonian woman
from the county. They would have located closef#dlinn. She knew the place and
helped contacting the local authorities. Howevére to-operation with the local
authorities is today their main problem and thesoeawhy the Swiss manager thinks
they should have located closer to Tallinn as oally planned. He tells that it has been
a very difficult process to start a business h&he local administration is not capable
of helping companies and especially not foreign ganies, neither with tax issues nor
legislative problems!It is a very bureaucratic system. They come amgdck the
ventilation and our bookkeeping but they cannophealu with anything. You need to
know the local administration personally to getrtht help. It is very difficult to know
how to get even the simplest things dofiédie company is hiring an agent from Tallinn
for helping out with different business servicemx tand legislation issues. Finding
reliable employees is another problem. 15 locadsesmployed; all people that worked
in the slaughterhouse and an economist from Viljahdere were some incidents with
drunken employees in the beginning. Therefore al latio had been a supervisor in the
slaughterhouse and he employed local people he knewvtrusted. These have in many
cases a background as adminsitrative personel merggors in the slaughterhouse.
Now they feel they have got together a reliablaugrof people and they are expanding
their activities. Most supplies they need for thieduction they get from abroad. The
raw materials are imported but the boxes for parkiandles in are produced in
Viljandi.

“3 This business is presented in the next part orisimubusinesses.
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A company that produces carbonated spring wateml$® located in the old
slaughterhouse (30). It started production in 2800 employs 14 locals, mainly former
supervisors from the slaughterhouse. The compamagduarters is in Tallinn. This
company is owned by six businessmen that also rarelvied in retail, breweries,
wholesale and sawmills. The factory was locate@ hecause of a good water supply,
good roads to Tallinn and personal relations toldleal mayor. The well of the former
slaughterhouse is very deep. One of the companye®muorked as a manager in the
slaughterhouse till the mid-1980s and knew of tkeecg and is related to the local
mayor. He employed one of his former colleaguds@d manager. It is empasized that
good relations with the local administration arsegsial for getting permissions and for
finding employees. The company has built a whole warehouse as the old ones were
in poor condition. The production is sold to thdemor market, but the foreign
competition is strong. However, the plans are ttemc activities to also include the
making of different soft drinks.

Summing up, the industrial production units in tmanicipality have relatively recently
started their activities. They are incoming bussessto the area. Products are sold in
the urban area or abroad. Both companies have gatplocal people and for them it
has been important with local contacts for findirediable personel and to avoid
bureaucracy. Both have plans to extend activindbe near future.

6.2.4 Tourism businesses in the Northern district

There are five tourism businesses in the Northeastrick of the county. These
businesses can be divided into two groups; busesesstablished by cabbage farmers at
privatisation and recently established businessaged by sawmill owners from
Viljandi. The first group has existed since thelyd®90s while the other two started
only a few years ago.

6.2.4.1 Tourism and farming

In 1992 a manager in a state melioration compairig lauguesthouse (36). Besides his
job in melioration he had already in 1987 startalbage farming. In the late 1980s
legislation was softened and it was possible teot stp private farming. He started
farming cabbage that was sold to the rest of theeS&nion or as cattle fodder to the
local collective farms. It was a very good busingssn. However, after independence
the market went down for cabbage to the Soviet kinithe money he made from
farming he invested into building of a guesthouse2D people and a seminar-room. He
could after independence also get much good bgjlduaterial from farms and firms
that got liquidated which he used for building. Tieesthouse was built besides his
private house on the land he had received backstitution. In 1993 the first guests
came. It was mainly religious groups from FinlaHé. had been in Finland in the 1980s
through his job and made contacts with differedigi®us groups. Today there are
Christians groups from both Scandinavia but alsotis@merica that come for longer
stays, summer camps and seminars from early Aptdte September. Since he started
he has expanded the business to accommodate 5@ pBaping the high season his
wife, two chefs, two receptionists and two workfms building and maintenance help
out.
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Another cabbage farmer that started farming in ldte 1980s besides his job as a
manager of a state farm runs a tourism businesshioting tourists (37). At
independence his plan was to expand in farmingdating did not show to be a good
business. He then invested his savings in buildiigg cabin and breeding pheasants.
He got a large land area (500 ha) back in restiutThis he started to rent out for
hunting to tourists from Finland. In the state fattmey also breed pheasants. He had
been in Finland to learn about pheasant breedirtberiate 1980s. In the beginning it
was through these contacts, hunting interestedsFgame to stay. Through word of
mouth and recently also a brochure in Finnish he geincreasing number of tourists
every year. Many Finnish people come to hunt hemabse it is cheap.

6.2.4.2 Tourism and sawmills

In 2000, a sawmill owner from Viljandi invested meafrom his sawmill and money

from a bank loan into changing a stable into a thoese accommodating 40 people
and a seminar room (39). He had in the mid 1996sived a house and land back in
restitution. At the time his family lived in Viljah and he owned a sawmill. The
sawmill exports timber abroad but the prices awve émd the competition from Russia
high. Three years ago the man decided to starbuisth mainly because his wife did
not have any job. He also hopes that the busindsmake a profit within few years as

he has plans to sell his sawmill. The facilitiesvdhamainly been used for local

Christmas parties and weddings. At the moment sauris not a very profitable

investment. He hopes that he can get companies Tralimn to hold seminars and

conferences at his place as it is possible forAraihhabitants to reach Viljandi within

1 % hour by car. Therefore he registered at thal lmaurism office and also made a
homepage last year.

A hotel and bar have recently been bought by a sthwmner from Viljandi and his
brother (33). The hotel owner comes from the argginallyThe brother was an
unemployed teacher and is now the hotel managee. hidtel served as a place for
hunting parties for party members already in thé0¥9 It was then for many years a bar
for local people but closed a few years ago. Tl¢hiers have refurbished the hotel now
providing accommodation for 42 people, built a seaniroom and have plans to create
facilities for canoing and camping. The money coffnes sawmilling and a bank loan.
They hope their investments will pay off soon. THegve registered at the tourism
office and made a homepage in English and hopeetoFmnish and Scandinavian
tourists. The first season has not been profitaliheir income come sofar from locals
visiting the bar and from weddings and local partising the conference hall.

Another recently new tourism business has beetedtély another sawmill owner (38).
He also received a house and land back in restitutdere he has built a sauna, a
guesthouse for 10 people and a small seminar rétengot the idea to start in tourism
because his wife works in the Culture College ihavidi. They often have visitors from
abroad and also from other places in Estonia. Saecstarted in tourism it has mainly
been these groups that have stayed in the guesthdbey have also held some
seminars and training courses there instead dfiencbllege. It is his brother and his
wife that runs the place on a daily basis. He itegan tourism mainly to create
employment for his family. He has registered at kbeal tourism office and is a
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member of the national rural tourism organisatida.used means from his sawmill but
also took a loan to finance the business. It iBadilt to get a loan but he had the forest
to give as a guarantee. The good thing is thaghepay the loan back from his sawmill
earnings despite the fact that running a guesthisusat very profitable.

Summing up, the tourism facilities are generallyitgjdarge with both conference
facilities and accommodation. The businesses mdmtys on particular groups of
tourists like business conferences, hunting grouogggious groups etc. The tourism
businesses that started after privatisation wetabkshed with means from farming
while the recent start-ups have made investmenta Bawmilling. The farmers were
leaders of state enterprises that had started gewaite farming before independence.
The sawmill owners are from the city that have nes land and property back in
restitution.

6.2.5 Summing up — The rural business in the studggion

The businesses in the surveyed municipalities ammirmmhntly in local services or
industrial production for markets in the capita¢@aior abroad. The service business is in
trade but there are also tourism businesses and spacialised services in electrical
installations and webdesign found in some munidipal The industrial production
count sawmills and wood processing but manufaajuoinspring water and candles are
also found. Sawmills are run by locals while otheanufacturing activities are run by
companies or businessmen from outside. In all theicipalities there are companies
from Viljandi, Tallinn or even abroad that recentigve come into the area and started
manufacturing. Locals are involved in services fegently urban sawmill owners have
started tourism and a chain store runs grocergstor

The incoming manufacturing industries have cominéoarea with capital and products
from outside. They are part of urban industriefooeign companies or they have large
foreign investments. These industries produceHernational market or export abroad.
The companies use some local supplies such as mgsldind local water for
springwater while timber and other rawmaterials an@plies are from Tallinn and
abroad. The incoming businesses have located mefiocollective and state enterprises
because these were cheap and in good conditionreds®n why especially the wood
processors located in the area was also to be tdoseppliers, business contacts and
skilled labour. The good roads to Tallinn are ateentioned as important. Most
companies have personal connections to the areharedowners or family that are are
originally from the area. Such personal contactstite local administration and
influential people have been necessary for findimgxpensive facilities and reliable
employment. The local authorities, however, ar® dlareaucratic and not geared to
help with tax and legislation. Businesses needadhgough the capital city for such
advice and business services. All incoming busesdsave plans to extend the
production.

Opposite, the local timber producing sawmills aeerdasing activities. They cannot
compete with imported timber. The berry produces Bamilar problems competing
with imported products and the use of extractsva®gsed mechanical workshops are
also reducing operation. Privatised machinery aioggrty, specific skills and business
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contacts were important for starting activitiesaftrivatisation but sawmill machinery,
skills in berry growing and connections to breweraad timber agents are not all that
valuable anymore. The businesses in more traditiomal activities are struggling with
decreasing markets. These business owners areglbasinesses, resort to “sawmill
services” or have plans to start in tourism.

The incoming companies have created opportunitiesother kinds of rural service
businesses. Services in computers and electricaksmmainly oriented towards the
incoming businesses have recently started. Thenéssiservices are started by locals
that have obtained a specific new skill in compaitand electrical works from work and
study outside the area.

Other service businesses are mainly in retail aadetfor the local community. Local
shops narrow their product line as competition frorbhan shops and the consumers’
union stores is hard. The consumers’ union charestcan compete with urban shops
by offering postal services. The mobile store lmasfl a market selling to the elderly in
the villages without local stores.

The tourism businesses aim at a market of peopla the urban areas and abroad.
However, only two tourism providers say that they anake a living from tourism.
These two businesses started tourism based oncteritam abroad and they have
extended this market. The rest of the tourism pkeng do not make a profit on tourism
yet. They depend on incomes from local partiese fburism providers have registered
at the district tourism office and in some cases® ahade a homepage and joined the
national rural tourism organisation. But at the neompersonal contacts to particular
markets like church groups, teachers and hunters seecessary to fill up the large
tourism investments. To start in tourism has alsenb motivated by providing
employment for family members and because peopteived property back in
restitution. Thus, starting tourism is mainly foegple with means to invest and for
people that are not necessarily dependent on at.ptbofis businessmen with a
background as managers in state enterprises and-psgate farming before
independence and people that got land and housds ibarestitution and have
investments from the wood industry in the urbaraare

6.3 Summing up; A new non-farm economy

In this study region the non-farm economy is maimgde up of new businesses and
employment. There are few old businesses left. nmeg wood processing and
manufacturing activities are taking over as themnracal employer. The local retail
sector is also now mainly run by chain stores. “®ldsinesses” are decreasing as
traditional rural production in timber, alternatitggm production and mechanical works
have problems in finding markets. New businessisesvand tourism businesses are
emerging and an urban labour market of industoias
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6.3.1 The new business — markets and sectors

Dividing the rural business activities accordingriarkets and sectors (see figure 6.5), a
similar picture as in the Latvian case emergesmFalated activities and also some
timber production rely on the local market. Servimesinesses mainly depend on the
local market. Tourism is oriented towards a langerket of visitors from the capital
area and from abroad but do also often rely onl leisitors. But besides retail and
repair services there is another category of “lessnservices”; services servicing the
incoming businesses, not found in the Latvian nmegidhe industrial production is
exported out of the area. Supplies for the productire also mainly found outside the
rural area except for some timber.

External markets

Candle

manufacturing Furniture

production
Carbonated water

Tourism
businesses
Wood

processing  Ochards . .
Business services

Production Local supplies Services
i} Zonetherapy
?grr\?ice Sale of

firewood and

construction Retail

materials
Local
market

Figure 6.5: Local business activities according to sector rmadkets.

There are different rural businesses such as famiginesses and selfemployed, chain
stores, incoming production units of outside indast and sawmill owners from
Viljandi setting up tourism businesses. There ary éew privatised businesses but as
in the Latvian area stores, sawmills and productetivities are often residing in
refurbished collective farm premises or state gmises.

The few non-farm units persisting from the colleetfarm have decreased activities and
are in some cases about to start other activitiesetail and tourism. The more
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traditional activities in agro-services and mechahworkshops; activities related to the
farm sector, are today mostly selfemployed ac@ésitsupplementing other incomes.
Recently this is also the case for timber productsale of wood and alternative farm

production. Similarly, businesses in retail andarevorks are also mainly small-scale

selfemployed activities. Local services that aréeeding activities are niche services
such as the slaughterhouse business and the nstidniée chain stores or services aimed
at the incoming businesses. The tourism busindbsg¢get visitors from abroad also

expand. However, there are more tourism busindgbs@sdemand. Tourism businesses
therefore also depend on local visitors.

The production activities in the area are moreedathan in the Latvian region. The
manufactured products are not only in food prodictsalso in furniture and candle
production for foreign markets. The industrial proton is mainly made up of
incoming businesses; production units of urbanooeifin companies or business with
large foreign investments. This is a new group uditbesses that are not present in the
Latvian area. Compared to the Latvian area, theséuption businesses can invest in
renovation of old production facilities insteadi@hving the area.

Similar to the Latvian region it is mainly businesshat depend on a market beyond the
market of poor local households that show developgnpetential and are extending
activities. The local market is like in the Latvieggion difficult as locals are poor and
people shop in urban areas. But the local markeioie diverse as incoming businesses
create a demand for new business services.

6.3.2 Employment and incomes — different new labounarkets

Similar to the Latvian case the household incomesec from multiple sources.

Pensions play a more modest role whereas salaresofamore importance for

household incomes. There are no fulltime farmers farming are are main income in
around a tenth of households. More people tharhénLiatvian region is involved in

small scale business activities but as in the batvcase these are mostly just
supplementing other incomes or for exchange indba community. In this area there
are few old activities left and no locals have kepd employment. In figure 6.6

employment possibilities are divided into skilleshdaunskilled employment and

whether it is in the local or urban area. The |dedlour market in traditional rural

industries and unskilled work have diminished mdhkewhile there has been some
increase in employment for skilled people in wooghcessing, bookkeeping and
computers. Experience from the wood industry, nkilssn service and accounting or
personal contacts to employers are in many casesssary in order to find local

salaried employment. New local jobs are often fotsimlers that commute out to the
area to work. The local labour market plays a mmode for rural household incomes.
Unskilled employment is mainly found in urban areas
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Unskilled Industrial and Service and office work Skilled
employment construction work vi Ice w employment
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selfemployment Wood processing work

Industrial work Bookkeepers

Business services
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Figure 6.6: The kind of employment and income activities daéddinto whether it is local or
urban employment and skilled and unskilled. Locages employment is mostly skilled
employment in wood processing and services. In rurbeeas both unskilled and skilled
employment is found.

Compared to the Latvian region there is an urbanda market to integrate into. The
main possibility for unskilled employment is in @ruction in urban areas. The labour
market has changed from a more closed local labw@uket to have become part of an
urban labour market. People commute to the distagital but also the capital area.
However, commuting is somewhat hampered by expersnd not flexible transport

between the rural and urban area combined withdlamings for casual employment in
construction.

6.3.3 Actors involved and their capacities

In this area skills and assets in wood industryehasen very valuable for early business
development. Means from farming have been impoftanthe early tourism activities
starting just after independence. Capital from spnvate farming before independence
was put into tourism. But most investments aftérgiisation into retail and alternative
farming came from forestry. In the Latvian area dinb@l structure was particular strong
as former managers privatised production faciliaes farm workers could not obtain
enough vouchers to privatise more than small ldotspin the Estonian area it seems
as if more people received land, forest and machiire the privatisation. But even
some people have been fortunated with assets ongrfeam forestry and sawmills,
many face problems of decreasing markets for ioadit rural products and local
services. People might have benefitted from speskills, knowledge and contacts to
markets for e.g. berries and timber but withougdamvestments and information and
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contact to markets abroad or in the capital citgpieg on or extending activities are
difficult. “Reach” to capital areas and abroad issential. Investments but also
information and advice from outside are necessany developing products and
activities

Incoming production businesses depend on marketsrarestments from the capital

area or abroad. The development of tourism ancation are also very dependent on
specific contacts to foreign groups. These arenofiersonal relations to particular

tourist markets abroad. Without such relations mi@uyism establishments must rely
on mainly local visitors.

External
markets

Incoming businesses

Businessmen

Service

Production

Pensioners and
commuters in farm
related activities

Small selfemployed and
family businesses

Local
markets

Figure 6.7: Actors and businesses involved in the differetivaies.

It is distinctive that most recent business devalepts is started by incomers or are
production units or chain stores of outside ownenhganies. These outsiders or their
family are often from the area originally. The tigun owners have all decided to move
from the urban area to their restituted propertyhi@ rural area. The managers of the
incoming businesses all have personal relatiorledal municipalities or former state
enterprises. In these businesses investments, ggodnd advice mainly come come
from outside the area while local personal relaiom influential locals still make it
easier to find inexpensive production facilitiesldaa “get things done” locally.

It is locals that are selfemployed in farming, segy retail and sawmills for the local

market while it is outsiders that mainly start npsduction or services aimed at non-
local markets (see figure 6.7). However, theresarae locals that recently have started
businesses aimed at incoming businesses or peopie the urban areas. These
businesses are, however, based in specific skilldactrical works, homepage design
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and in zonetherapy. Skills are mainly new skillsaoted from employment or travels
outside the local area.

Summing up, when old markets and workplaces disappgle non-farm economy
depends much on attracting businesses and peofite trea and also on the extent to
which rural inhabitants can integrate into urbaola markets. To keep a local labour
market the area has to stay attractive for outsigestments. Urban sawmill owners
invest in tourism. The incoming businesses haventeans to renovate production
facilities and develop products that can be expotte urban and foreign markets.
Production facilities in good condition, closendsesother wood industries and the
availability of trained staff are important localraitions for the incoming businesses. It
is therefore essential that people have the sallhey can find employment in the new
businesses or start businesses in related activiNew opportunities for locals in
business and employment are for people with nellssBut compared to the Latvian
areas there is an urban labour market to integn&tefor people with skills in farming.
Unskilled employment can be found in urban aredastilicertain groups of people like
less mobile groups and women are excluded frormgakiart in the new non-farm
economy. The Estonian area was prior to indeperd@nare agricultural than the
Latvian area. Most people had a background in thieative farm and were less
affected by urban industries and labour marketst maw the local economy has
become more integrated economically with both tiséridt capital and Tallinn. People
commute to Tallinn and good roads means that matwd production can be
transported to Tallinn fairly easy.

99



7. Discussion

The transition from planned to market economy hamidht fundamental changes in
rural life. The rural economy was in the two areasing the Soviet period based on
large-scale agriculture. Both areas have lost tin@iin role and function as agricultural
producers within the Soviet Union. This chaptercdsses what processes of
diversification can be observed and whether thal rareas have found new roles. The
findings from the two study regions are compared also related to concepts and
trends identified in the theoretical background.

7.1 The population development — population diesation?

By independence the rural population largely cdadisof people employed in the
collective or state farms. During privatisation eisswere distributed among the rural
population. People got land back in restitutionyatrsed buildings or their household
plot. After privatisation the rural population bewva dominated by small farmers with
varying assets and income opportunities. In thesyafier privatisation there was an
increase in population. Some urban residents redeproperty back in restitution.
Expensive rents in the urban areas and the pasiewifor living with family in rural
areas and growing your own foodstuff were reasonkedve the urban areas for the
countryside. But there have also been people lgathe areas, particularly young
people have left for education or steady employnrentrban areas. This out-migration
has been partially halted by the difficulties ofiag property in rural areas.

Especially in the Estonian area there is a seleabwt-migration of young people to
urban areas. More people would like to move cldsethe cities but migration is
difficult as selling your land and property will ngive you enough means for a place to
live close to the capital city. Incomers are ofteriban sawmill owners that have
received property back in the rural area. They lmmtal from sawmills and invest in
tourism in the areas. In the Latvian study regibere is more urban push. There has
been an important movement to the area of peoplefitnd it expensive to live in the
city. These ex-urban incomers are people witkelittisources.

The areas experience both depopulation and a mawveaiepeople from the urban
areas. A certain diversification of the populatiswisible in both areas. However, there
is a distinct difference in the resources of theomers between the two areas. In the
Latvian area the increase in unemployed or caswuekevs mainly attracted by the
possibilities of a subsistence income and cheayiaglcontrasts with the movement of
predominantly “middle-class” or “service-class” fidies to accessible rural areas in
Western Europe. In the Estonian area there are somdleclass” urban sawmill
owners that have been attracted by restituted prnope

7.2 Farm diversification — From large-scale to vemall-scale

Large scale agriculture was the backbone of thal mzonomy. Most of the non-farm
activities were in servicing the local farm sectorprocessing farm products. During
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privatisation such non-farm activities separatedmfrthe large farm. From this
diversified large-scale agricultural productiornfiarelated activities today mainly take
place on-farm at private small farms. Some on-factivities are a continuation of
activities taking place in connection with househplot farming prior to privatisation.
Other activities are based in farm machinery anmdstoreceived in privatisation. But
farm business diversification is very limited.

In the Estonian area a larger share of househlbédsin the Latvian area are involved in
small-scale activities based in received farm nraatyi or forest. But in both areas on-
farm activities are related to small-scale substefarming. Activities are small-scale
and mainly supplementing other incomes and for asmbsistenceProducts and
services depend on the local market, which is &ohit

Larger new “on-farm” activities in rural tourism énfalternative farm production” in

orchards have not been started with investmenta feoming but by sawmill owners
and people who have forest. Instead of farm difieadion, this should perhaps be
called “sawmill or forestry diversification”. Themall post-socialist farm does not
generate much investment for farm diversification.

Some privatised non-farm activities and state enitgs are still in operation, however,
common is that these privatised businesses havegetigoroducts or services and are
not related to the local farming sector anymore.

Thus, the emerging non-farm economy is not condetciehe traditional farm sector or
investments from farming. Even most people are liras in small-scale farming, the
new private farms do not generate much investmémtsdiversification. On-farm
diversification is assumed by EU and national goments to be able to make a
significant contribution to rural development andledate poverty. But farm
diversification does not generate much employmenh@me in these areas. Focusing
only on farm diversification leave you with littlenderstanding of the present non-farm
economy.

7.3 Industrial diversification - Producing for urbar foreign markets

The industrial production was before independenamiy connected to the agricultural
sector or was in traditional rural activities iropessing of local resources. Today the
production activities are more diver3dnere are different kinds of industrjgwivatised
companies, sawmills and companies based on exiexedtments.

The privatised companies are non-farm units ofectile farms or state enterprises
privatised by former managers or businessmen. Thesatised non-farm businesses
was called “resilient units” by Swain and Andor 9¥9 because they more often
continued activities compared to traditional farcthaties. This was also the case in the
study regions in the years after privatisation. ldeer, in the last years the privatised
non-farm enterprises have often closed or stoppedugtion activities but in the

Latvian area some are still in operation. But thHesginesses are only “resilient” if they
have developed new products and found new markdtseicapital areas instead of the
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former Soviet markets. The companies are oftenbgupeople from outside the local
area. To develop new products the companies haaegeld from local suppliers to

importing supplies. The local areas do no longewigie inputs for manufacturing like

fish and agricultural products, gravel, and timbearge investments are also often
needed as old production facilities are poorly rrzaned.

During the 1990s timber production was a profitabissiness. Well-connected local
businessmen sold timber for good prices to capitahs and abroad. But often these
businesses are now loosing ground and small tingpeducers have experienced
problems because of low prices for timber and cditipe from Russia. Some local
sawmills instead invest in tourism or change towisdll services” in the local
community. Wood processing and furniture making iacgeasingly run by incoming
production units and outsiders.

There are examples of new incoming industries &énatbased on external investment.
Industries produce more specialised products fecifip foreign or urban markets.

Similar to “rural industrialisation” experienced tine Western European countryside in
the 1970s and 80s, manufacturing industries arac&t to the rural area by lower
production costs. Inexpensive production facilisesh as empty stables, poultry farms
and slaughterhouses attract industries. The corapayet most of the supplies from
outside the area. But it is not only possibilities cheap production that have attracted
businesses. Closeness to other similar industniasoiod processing, a skilled labour
force and good roads to the capital area have ladésm important. This group of

businesses can only be found in the Estonian @pposite the Latvian area is not
attractive to incoming production industries as #rea is peripheral from Riga,

infrastructure is bad and better production faesditand raw materials can be found
elsewhere. Here the privatised production actiwitigend to leave or close.

There has been a diversification of the industpabduction away from mainly
processing of agricultural production. There arev nepportunities for industrial
production of more specialised products to urbad &reign markets However,
investments, supplies and information from outsade necessary in order to develop
new products and invest in the renovation of pradadacilities.

7.4 Service diversification - Filling the servicap

Services were before independence in farm and @uelivices. Since independence
new services have emerged filling the “service gayat was left in the rural areas after
many years of communism. According to Swain (2006ajvices are the main
opportunity for business in the rural areas. Ingheas privatised mechanical workshops
and farm services have changed to services inrmegatars and radios for private
people. Public services have decreased while th#bauof trade and retail businesses
has increased. There are also some service bushiregsg at a broader market of
tourists and the incoming businesses.

The businesses filling the gap are not only “erddrselfemployetof poor households
with no possibilities for employment as proposed ddyservers. There are small
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selfemployed or family businesses but increasidmlginessmen and chain stores run
both local services and tourism activities. Outsdieom urban areas, often sawmill
owners, that have received property back in tha are involved in tourism activities.
To start and run a service business investmentaeeded for either renovation of old
facilities or construction of new accommodation amhference halls. The business
needs to be specialised to attract larger markedsosvners often must have means to
cover losses as profits are small.

The service businesses suffer from a weak locathasing power and difficulties in
attracting tourists to the areas. Many servicevdigs have financial difficulties because
of decreasing local demand and urban competitiaanyMyrocery stores close.

There are some service activities that have exteadavities. These are mainly more
specialised services that are oriented on nichdbenocal market for recreation and
slaughter services or activities that service tlemining industries; business services.
Then there are some tourism establishments that éténacted foreign tourists.

In the Estonian area incoming production businessesate new possibilities for some
local services. In Latvia the variation in serviégessmaller. The local market is only
made up of poor households. In both areas theae Bvercapacity of accommodation
and conference facilities. The number of touristqdt enough to meet the supply of
these services. Tourism businesses must mainhorelysitors from the local district.

The “service gap” is not yet a profitable busineggportunity. Services are a main
activity but the local market for services is ssithall and a service sector for incomers
and tourists are only developing slowly. Sociaéisbnomies were said to have ignored
the onset of the “late modern” era where ex-urbaddiaclass groups and tourists
created a demand for rural service activities. H@wecounterurbanisation and tourism
do still not pose a major opportunity for more dseepublic and local service activities
in these areas.

7.5 Employment diversification — Integrating intevnlabour markets

The local labour market surrounding large scalenfiag has decreased dramatically.
Most people have lost their stable salaried empymn the collective or state
enterprises. There are still some “old” unqualifieths left in privatised companies.
These jobs are, however, often temporary and ulestadld” businesses have been
shedding labour and only in a few cases extendedattour force again. Andor (1997)
described post-socialist rural areas by a “weakualforce attachment” as there were
few new possibilities for jobs.

There are some new job possibilities in the arbiesv jobs are in services and the
incoming industries. But the local labour markdteits between the two areas. In the
Latvian area keeping your old job has been the golysibility for employment for

many. There are few new local service jobs in kebaithe Estonian area there are no
old jobs left and the possibilities for new jobg anore varied. Service jobs are in sale
but also bookkeeping, design and electrical wore Tiew businesses are important
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local employers but as much employment demandaineskills or personal contacts,
professionals employed in the industries often comenfrom urban areas. Many service
businesses are small and also mainly employ fanilye possibilities for new
employment are dominantly in the urban areas. Hyeesk of “labour force attachment”
very much depends on the possibilities for comngutio urban areas to find
employment.

The Latvian region has been characterised by @abhdecrease in industrial production
and employment in the district capital and the aseperipheral from the capital of
Riga. Before independence more local people wekmlved in commuting for
employment in urban industry than today. The Estio@irea was prior to independence
more agricultural and was less affected by urbdastries. But now the local economy
has become more integrated economically with bo¢hdistrict capital and Tallinn. The
idea of “in-situ urbanisation” proposed by KorcelliNowosielska (2000) where the
rural area does not experience a massive depopulatit becomes a residential area for
the local people that commute to urban labour ntarieea possibility in the Estonian
area. The area has become part of the Tallinn tabwarket and many people also
commute to the district capital. However, for magmople it can be said to be some
kind of forced “insitu urbanisation” where it isetunskilled people with few assets that
stay in the rural area and have to find jobs oetaitd the more resourceful can move to
the urban areas altogether. For the unskilled amddaid people commuting can be
difficult if you do not have a car as public trangps expensive and not made for daily
travel.

The diversification of employment possibilities éegs on the development of business
in the rural areas and very much on the distanggdwing urban labour markets. But
employment diversification is limited by the fabtt many people cannot integrate into
the new labour markets because of lack of skilts@mntacts.

7.6 Multiple incomes — Income diversification

From stable employment in collective and staterpntes people now rely on multiple
income sources. Even if many people are involve@riming, farming only makes up a
small share of the rural incomes. Farming is smedlle mainly for own consumption.
There are few full-time farmers selling to the meirkNon-farm incomes make up most
of household economies.

The main income sources for rural inhabitants amspns and salaries. These incomes
are supplemented with small scale farming, farnediication and in few cases trade
and retail.

Salaried employment is a main income source forsébold incomes. But it is

distinctive that the local labour market is of nmnmportance in household incomes.
The new businesses have created few possibilieso€al inhabitants. Salaries from
employment in urban areas provide the major inc@merce for rural households.
However, common for most salaried employment icésual and unstable character.
Salaries are often second incomes to pensionsusefolds. In the Latvian area where
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employment is often casual and difficult to findpeocess of marginalisation takes
place. Pensions are the main income source iruthéarea.

Household incomes have become more diversifiedntarty households also mainly
depend on pensions and transfer incomes. In nafigoges the rural areas also showed
to have diversified. The sectoral distribution afigoyment and incomes were mainly
in secondary and teritiery sectors. But the runaaa were also characterised by
unemployment and poverty. For mamyal inhabitants in the study regions stable farm
employment has been replaced by unstable non-fanplogment or small scale
business activities; more like a “down-ward adaptét Rural diversification is
expected to be able to alleviate poverty, but difieation is not always an “upward”
adaptation.

7.7 Social diversification - People and the limitedion space

For some people the income in the collective fams been substituted by private
business activities or a steady wage job, but n@eygple have only found unstable
employment or selfemployment providing little incesnand they often depend on
pensions. The population, the activities and incoare more diverse but an increasing
inequality between people can also be observeda@eindividual skills and assets
have been necessary to possess in order to findogment and to start business.
“Economic capital” in the form of assets obtainadhe privatisation such as a tractor,
vans or production facilities made it possiblesome people to start a business or trade
it for money to invest into other activities. “Humaapital” such as skills in forestry,
services and management were essential for nondasimess and finding employment
as farm experience were not sought after. “So@agital” in the form of contacts to
local influential people similar to “political capi” that was proposed as typical for the
socialist era made it possible for some people dquiae buildings or machinery
inexpensively to start up activities like grocetgrss, sawmills or production. It was
people with these “capitals” that initially had thessibility to exploit new opportunities
and be entrepreneurs and not just “enforced selferag”.

The combination of different types of “capitals”shaeen crucial. A non-farm skill
without any means to invest or access to produd#oitities makes it difficult to stay in
business. In article 1, rural businesses baseahly a specific skill or social relations
are termed “vulnerable entrepreneurs” compareddmly businessmen and managers
of privatised enterprises that have buildings, rsetminvest and contacts to other
leaders. These are “flexible entrepreneurs”. Thaynpeeople that received few assets in
the privatisation and mainly had skills in agricuét had little choice in replacing lost
incomes at all after privatisation. Their “actiopase” for engaging in new activities
was limited.

There was a social diversification between differanal inhabitants. After privatisation
there was a “business class” of businessmen antefomanagers and then small scale
farmers or unemployed struggling to find ways tovae. The businessmen and
managers of privatised companies had the capadfiexploiting new opportunities
where the farm workers had few choices of replagicgmes from the collective farm.
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In the Latvian area the dual structure was pasdicidtrong as former managers
privatised production facilities and many farm wenk could not obtain enough
vouchers to privatise more than small land plotemshs in the Estonian area more
people received land, forest and machinery.

However, people might have benefited from spedssets in the privatisation and
relations to local leaders but today without lamgeestments and new information and
contact to markets abroad or in the capital cityeeding activities or finding
employment are difficult. “Reach” to outside thedbarea is essential. Today the social
diversification is between people with reach andpbe without. People with reach have
easier access to new information and skills. “Huroapital” on how the new system
works, skills in service and computers and infororabn new markets and products are
essential today. Persson et al. (1997) found that difference in reach between
traditional and ex-urban rural households were ®ewrkn the Western European
countryside and could explain why it was mainlyamers that were involved in new
business developments. A “counterurbanisation-lduisiness development was
distinctive. In the study regions counterurbanmatis not a strong phenomenon.
However, it is increasingly the little group of omers in the countryside such as
incoming production businesses and urban sawmnall #re running rural businesses
other than small scale farm related activities.SEhgroups have access to investments
and information from outside while many local peoplust leave businesses because of
no access to investments and information on newiiges. Few local households are
involved in business that has found a market oettie local area. Such activities are
taken on by outside businessmen and incoming besase Therefore integrating into a
new labour market is a necessity for most ruraabitants. Physical reach and mobility
is especially important for the unskilled farm werk as unskilled employment is
mainly found in the urban areas. Even in the Lat\daeea where incomers were people
with less resources compared to incomers in thenkzst area they often have better
contacts to the urban labour markets and therafayee possibilities to find salaried
employment than many locals.

Those who rely exclusively on devalued capitals likkely to become marginalized.
Extending the individual “action space” for rurahabitants is therefore essential.

7.8 Network diversification

The local organisation, which existed in connectigth the collective farms, has not
been replaced by many new associations and puididutions. The collective farms
organised public services, social events and hydidand people were part of working
brigades and local clubs etc. (see article 2). ydda civic engagement and a limited
number of institutions characterises the ruralarea

Western European studies on non-farm employmergesigd that a distinctive feature
of rural regions that had experienced a rise in-fiaom activities were local networks
between public institutions, businesses and thal Ipopulation. Such local networks
could provide information on new products and meker the local population.
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In the study areas only few people and businessem@anised in associations or
actively seek information on non-farm opportunitiddany people do not trust the
government, banks or official institutions (seecét2). But there are also only few
institutions to approachrhe agricultural institutions are just like befonglependence
the only public actor concerned with rural issudge main institution people have been
in contact with is the agricultural advisory seevicThere are some people with a
specific trade such as baking, riding or pottergt tare members of a national trade
organisation. And it is noticeable that people tmate attended local meetings held by
the agricultural advisory service or people thatrmember of associations have in many
cases been inspired and now have plans to buliddisds or have started new activities
in riding, baking and pottery. So it is possiblespyead information in the rural areas.

But for many people when the organised activitinssthe collective farms have
disappeared, only neighbours and family are leftrély on. These networks are
important for survival but they cannot provide istraents or much information on new
markets. The network of “old” business managersrofeached further outside the very
local area to other managers and mayors in therwatgonal context. This kind of
“political capital” were important after independen but those who only depend on
relations to local former managers or Russian lssincontacts have difficulties in
finding markets and financing and information fagwn services or products. These
“business networks” can become too closed and teddas local mayors and
transformed businesses loose influence. These edstdgnating networks” (article 2).
However, these networks are still important butncarstand alone. The managers of the
incoming businesses find investments, productsaaivice mainly from outside the area
while local personal relations to influential loceatill make it easier to find inexpensive
production facilities and to “get things done” ldga

In these areas rural inhabitants and businessds isaated from official institutions,
and only a few attend local meetings. As the nundmel kinds of organisations and
institutions are few, possibilities for informati@amd learning about other opportunities
than farm diversification are limitecome people have the capacity to convert their
devalued capitals into valuable ones through watatto outside the area. They can find
own contacts and information in the capital arealavbthers depend on that such
information is spread in the local area throughaargations and networks. Unemployed
or retired farm workers make up a large proportdthe rural population and they are
economically weak and socially little organisedefnidfore many people and also many
businesses have few possibilities to change thapitals and extend their reach. In
especially the Latvian area participation in morgamised activities are limited. In the
Estonian area more people are organised as tharévilage movement” locally. The
“village movement” provides some more possibilittes courses in entrepreneurship
and organising child care when public serviceseclos

Those who rely exclusively on now devalued capitalere likely to become

marginalized. But when the institutions and netwotk change them are few, the
“action space” for engaging in new non-farm aci@dtis for many people ever
diminishing.
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7.8 Summing up — What new roles?

The national figures showed that the rural incomvese diversified but also that rural
areas experienced high unemployment and poverig. stady also shows that the rural
incomes are diversified. Farming has very littlgportance in household incomes. But
the local perspective of this project gives anghsiinto why diversification does not
mean higher incomes and prosperity in these ruedsa The non-farm economy is
weak and does not provide incomes or employmentafdarge part of the rural
inhabitants. Many people cannot exploit the few repportunities and the regional
conditions are changing. The two study regions wespectively an “agricultural
region” and an “industrial region” but today thegve lost these roles and new roles are
only emerging slowly.

7.8.1 Processes of diversification

Some “business diversification” has taken placentmainly being in farm service and
processing, the rural business is now also in sesvand industrial production. But only
some businesses and branches show viab&reas others experience great difficulties
and create little incomes. The more traditional pladte specific rural business in farm
related activities and processing of local prodwge diminishing. Farm related
activities and also local timber production aredominantly small scale depending on
the local market and providing little incomes. Thmain opportunity for business
development is to find a service or product thataats a larger market than the local.
As described in figure 7.1 it is the industrial gwotion and some services that attract a
broader market than the local. However, it is enidbat these business developments
demands great investments and information fromiaeitsOften it is outsiders to the
areas that are involved in such activities.

Until now such new business developments have emeabme new employment
possibilities which, however, can be difficult tetgor many local people because of
lack of required skills. The “employment divers#tmon”, thus, depends on whether
local people can integrate into the new local labmarket but even more so on the
possibilities for commuting to employment in théoam areas. Urban employment is
essential for rural incomes.

The time dimension is important here as the comastihave changed over time.

What is apparent is that the non-farm economy lesged markedly over the last
decade. The drivers and conditions for the rurahemy changed at independence and
are still changing. The rural economy has becomeerdiversified from mainly being
connected to local farming activities to now begenerated by demands for services,
production for outside markets and urban labourketar But non-farm incomes are
often unstable and small and pensions are a vepgriiant income in the rural area. A
process of marginalisation takes place alongsideéw processes of diversification.
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External
markets

Industry Broader service
diversification diversification
Production Services
Farm diversification Local service
diversification

Local
markets

Figure 7.1: The types of business diversification divided is¢ztors and markets.

7.8.2 Roles and function

New roles for the rural areas are emerging slowhe rural areas are still places of
production. However, the production activities hatanged markedly. The role of the
study regions as suppliers first of agriculturabgurcts and at the moment of wood is
declining. They do no longer provide much inputttoe local manufacturing businesses
such as timber, fish and agriculture. The areast@some extent suppliers of cheap
production facilities. Large stables, tiled nonafaproduction units, poultry farms and
slaughterhouses from the Soviet period house wamgfig businesses but have also
attracted new manufacturing businesses; a “rurdustrialisation”. The production
activities in the rural areas are today in manufiaicy of imported supplies of timber
and food products based on investments from out§itleap production facilities are
important for incoming businesses locating in theaa but just as important are local
factors such as a skilled labour force and relattorocal administrations.

The rural areas as places of consumption are angrging slowly. The market for
services is still mainly made up of locals. Towigisiting the areas are still few and not
enough to fill up the present facilities. Countéamisation of urban people searching
for the “rural idyll” cannot be observed. Theressme “middleclass” urban sawmill
owners that have been attracted by restituted piop€hey are very important for
business developments in tourism but the areasareesidential areas for middleclass
ex-urban commuters. The skilled urban people engaglog new jobs in the rural areas
mostly commute from the urban areas. In-situ udston in the rural area is a
possibility in areas with urban labour markets gdsaviding unskilled employment.

7.8.3 Conditions; regional and individual
The development of a service society and new exparkets in Western Europe add
new structures potential to influence and changecthuntryside to a more diversified
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economy but locally the non-farm economy is soméwiak. The extent to which

new processes of diversification gains foothold arehte employment and income in
the areas depends very much on the distance aaiibnsl to the urban markets and
labour markets and the skills and capacities ofpf@eoFigure 7.2 summarizes the
changes in role and function of the rural areas thedmain regional and individual

conditions for the development of a non-farm ecopamthe study regions.

The difference in regional context between the saoeen explain some of the differences
in the extent and strength of the non-farm econoihe two study regions were
respectively an “agricultural region” and an “inthied region”. The agricultural
production and employment has dramatically decoeaseboth areas and so has the
industrial production activities both in the ruralea and also in the city that was
characteristic of the Latvian industrial region dref independence. The regions have
not developed into “recreational regions”; tourisaem still not make a living for many
of the rural households involved. Neither are tbgians A- areas that experience a
rising population of “middle-class” incomers frommeturban areas. The regions are B-
areas that lie outside the main commuting zonéefcapital areas. However, it is very
much urban development that influences the rureérdification in the areas. The
regional setting especially the distance to a gngwirban area is increasingly crucial
for opportunities for exports and urban salariegpleyment and also somewhat for the
slowly emerging tourism. The orientation towards tapital areas has placed the rural
municipalities even more in their differential regal context. Even none of the study
regions neighbours capital areas it is still théokigan area that lie closer to a capital
city than the Latvian area. And the district cdpitathe Estonian area offers more
employment than the Latvian that is characteriselddavy unemployment. The Latvian
area is becoming more peripheral in social and @oanterms while the Estonian area
Is integrating with urban areas.

The role and function of the countryside; from
Global suppliers and processing o&éladaw materials to mainly local service,
some rural industrialisatiorsitu-urbanisation and tourism.

National
Differentiation between rural areas; distance
_ to growing urban areas, ctiadiof production facilities, skilled labour
Regional and local networks
Local Local action space; from political capital to
“reach”
Past Present Future

Figure 7.2: The conditions for rural diversification in spaaad time.
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The drivers for the present non-farm economy arg weuch exogenous to the areas.
The scope for rural diversification seems to beuali@egrating into the new economy.
It is from outside the area investments are fowrddénovation of production facilities.

Markets are outside the rural areas and informabiorproducts comes from outside.
But what is clear is that diversification in arddee this is not something that just

develops but a process that needs an active effartspecific local capacities. So the
endogenous capacities are important. But the emdage potential and more place
specific conditions like production facilities, mbtructure, skills and very much the
local institutions and organisation of people appeeak. The difference in quality of

infrastructure and the production facilities frone tSoviet times is evident between the
two areas. Besides the long distance to Riga thkiffaastructure is a reason why
production businesses leave the Latvian area.

The rural areas and inhabitants are to find neesral a more open system, where rural
diversification is about learning new skills andeigrating into the broader society and
urban development. In these areas parts of thd cormmunities become “hidden
economies” as proposed by Raagmaa (1997) that dmtegrate into the new labour
markets and markets. It is obvious that many peaptebusinesses have difficulties in
exploiting the new opportunities. Many people Iatklls and relations to outside the
areas. Som@eople are pulled by new opportunities while mang pushed by low
incomes. The local capacity for withholding, deyehg and inducing new activities is
therefore weak.

7.8.3 Policy

Today most support for rural areas is financialpgupto modernisation of agriculture
through the EU SAPARD funds. In SAPARD there arsoakome support for
“economic diversification of rural areas”; suppamtinly for farm diversification and
tourism at individual households.

The diversification found in the study areas doefsraflect the vision and expectations
for tourism development and farm diversificatioeating employment and alleviating
poverty. In the rural economies in the study regitnaditional farm diversification is
not important for employment or household incomes ib is essential for survival.
Several people in the local areas have or have spln invest in tourism
accommodation. But tourism needs high investmerghwmake it only very few
people that is able to start such activities bab dhe number of tourists needs to be
promoted. The development of tourism businessemare supply than demand driven.
Tourism is mentioned in regional development pléms both areas as the main
opportunity. But tourism seems as a too fragilanelet of rural diversification. The
Regional Development Plans for the counties alstBe wood industry as a major
future perspective. Small sawmills are disappeaouigiarge firms might move into the
areas with foreign investments if there is a sHill@bour force, production facilities in
good conditions and helpful local administrations.

Promoting a stronger non-farm economy needs to d&reyraided. Policies must include

investments in infrastructure and old productioailifiies but must also help people
obtain new skills and contacts to outside the drearder to encourage diversification,
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policies and programmes must work to extend théidacspace” for exploiting new
opportunities. Support for on-farm activities nesal$e accompanied by education and
mobilisation of local people.

There are different people in the rural area amdefiore different policies are needed.
Some people respond to financial support and bletées where others need to get new
skills and support networks before they can resgortdaditional support programmes.
When learning about new sectors, markets and sgppbme from outside the district
and when most people are not organised and theréwar institutions for advice and
information, the potential for dissemination of nglgas is low. In order to convert the
devalued skills and even the “political capitaltanvaluable capacities, learning about
the new situation is essential. The possibility doange capitals is essential but
unfortunately the institutions for supporting thlsange are not in place.
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8. Concluding remarks

The rural economy has changed dramatically durigsition. Before independence the
rural economy in the two study regions was cenaredind large-scale farming. Besides
agriculture, non-farm activities like mechanical rkghopsgave technical assistance
and service to agriculture, while processing umitsk care of processing of local
agricultural produce or other local raw materiake Igravel, timber or fish. During
privatisation assets from the large farms and saterprises were distributed among
the rural population. Most people got land backrastitution or privatised their
household plot while some privatised buildings, ketilops or processing plants. After
privatisation the rural population was dominatedshyall farmers with varying assets
and income opportunities and some people runninvggsed businesses.

Today the rural incomes are diversified. From sashployment in collective and state
enterprises people make a living from multiple meosources. Even if many people are
involved in farming, farming only makes up a snsllare of the rural incomes. Farming
is mainly small-scale and for own consumption. Nam incomes make up most of

household economies. The main income source fal inhabitants is pensions and

salaries from construction and services.

The rural business activities are in local serviaed industrial production. The areas
are still places of production but the more tradh#l rural business in farming and farm
related activities like farm services, mechanicarkshops, food processing of local
products and also timber production are diminishifepay activities related to farming
and local timber production are predominantly snsathle and for sale in the local
market or for own consumption. Production actigitage in manufacturing of food and
wood processing. The industrial production is stidthe capital area and abroad.
Supplies for the production are no longer locaffgroduce or raw materials but found
outside the rural area.

Service businesses are mainly local services etand repair while there are some
activities oriented towards a larger market of igtsrand businesses. The rural areas as
places of consumption are only emerging slowly. frtagket for services is still mainly
made up of locals. Tourists visiting the areas s few and far between and not
enough to fill up the present facilities.

The local labour market has decreased markedl simdependence. Jobs in traditional
rural industries and farm work have diminished wthere has been some increase in
mainly skilled employment in wood processing, actowy and services.
Manufacturing and services have taken over as th&n focal employer. Salaried
employment is a key income source for householdstha distinctive that the local
labour market is of minor importance in householcomes. The new businesses have
created few employment possibilities for local ibit@ants. New local jobs are often for
outsiders that commute out to the rural area tdkvesrthey have the skills in services
and bookkeeping.

Salaries from unskilled employment in constructama services in urban areas provide
a major income source for local rural householdsweéler, common for much salaried
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employment is its casual and unstable character.

The rural economy works within changed frame coondg. The agricultural markets
have diminished. With the development of a sergoeety and new export and labour
markets come new possibilities for a more divesdifieconomy but locally the
diversification processes are weak. The local matsge of this project allows an
insight into why a non-farm economy in transitisnvulnerable and weak. Many people
cannot exploit the few new opportunities becauséack of skills and assets and the
regional conditions are changing. The two studyiomg were respectively an
agricultural and industrial region but today thegvé been stripped of these roles of
which new ones are only emerging at a slow rate.

The difference in regional context between the sagiaes different conditions for the
development of the non-farm economy. The distamcea tgrowing urban area is
increasingly crucial for opportunities for employmhéut also for businesses settling in
the area. The possibilities for commuting are aomdifference between the two areas.
In the Latvian area unemployment in the countytehpneans that people that have lost
their employment in the rural area have few pobgés to find replacement. Incomers
from the urban area are moving to rural areas tapkor possibilities of a subsistence
income and cheaper living. A process of marginabsatakes place and pensions are
the main income source in this area. The Latviaa & becoming more peripheral from
the capital area of Riga while the Estonian ardgesoming part of the labour market of
the county capital but also of the capital areaghiEstonian area unskilled people and
former farm workers have the possibility to find@oyment in the urban area. People
commute to Tallinnlt is also only the Estonian area that has seernamase in
incoming industrial companies and urban sawmill ekgnstarting tourism activities.
These are attracted by good roads to Tallinn ksat @ary much local conditions such as
production facilities in good condition and the iadaility of trained staff. It is therefore
essential that people have the skills so they cehdmployment in the new businesses
or start businesses in related activities.

The individual conditions for exploiting new acties also differ between people in the
rural areas. For some people the income in thedole farm has been substituted by
private business activities or a steady wage jal, rbany people have only found

unstable employment or selfemployment providintielitncomes and often depend on
pensions. The population and activities are moverde but an increasing inequality
between people can also be observed. Certain thdiviskills and assets have been
necessary to possess in order to find employmehtastart business.

Finding employment or starting business was aftedependence based in the
distribution of assets in the privatisation of eglive farms and state enterprises.
Buildings and machinery were important for startawgivities. Specific non-farm skills
or relations to local influential people were alsssential. The people involved in
business was people that received farm machinefgrest and in many cases managers
from the local collective or state enterprises wiiivatised the enterprise or whose
personal contacts made it possible to attain mgklior machinery to start up activities
like grocery stores, sawmills or production actest
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Increasingly contacts to capital areas and Westarkets and suppliers are necessary
for rural business development as local and Russiarkets are diminishing and local
influential people have lost power. Managers thepgeshd mainly on the local market
often experience low sales and income while itusifesses that have found a product
that can be sold to urban areas or abroad or &edhat attracts a larger market than
the local that expand. But developing and financngroduct and service that can
attract a larger market need investments and @ft®m supplies and information from
outside the local area. Today there are privateaterprises, local businessmen and
some local selfemployed engaged in rural businassnbreasingly urban businessmen
and incoming businesses with external capital aminess networks are taking over.
The areas are not residential areas for many exauniovers but increasingly the little
group of incomers in the countryside such as inognproduction businesses and urban
sawmill owners are running most rural businessvaiets. These groups have access to
investments and information from outside while malogal people must leave
businesses because of few means and little infasmadn new activities. Local
inhabitants are mainly involved in small scale fawtated activities and local services
and unskilled employment while it is incoming buesees and outside businessmen that
engage in exports and tourism and find employmemtew rural businesses. Business
activities only add a small part to local househnttbmes.

A crucial point is that many rural inhabitants haliculties in exploiting the few new
opportunities for non-farm activities. As many pkopave mainly skills in agriculture,
few means and assets and no contacts to marketialamagr markets outside the area,
they cannot find employment or start business aietss

The conditions for non-farm activities and incontepend much on the presence of
non-farm activities before independence, in botbdpction facilities but also in the

skills and relations people have. But since inddpane markets for farming and

traditional rural services and products have desa@and the “old” labour markets have
diminished. Therefore the extent to which busingds#ve found markets outside the
local area, people have been able too integratethiet new labour market of service and
construction jobs and the areas maintain to badive for incoming businesses and
people are essential for the diversification ofrilm@l economy.

The transition from centrally planned economy torkea economy has had an
enormous impact in the rural areas. Agriculturabdoiction and employment has
decreased dramatically. The rural economy is difreds however, the diversification
does not mean higher incomes and prosperity for ymamal inhabitants. The
population, the activities and incomes are moreerdi® but rural areas suffer from
unemployment and low incomes and a strong depeeden@ensions. The non-farm
economy does not provide incomes or employmentafolarge part of the rural
inhabitants. The diversification found in the stuahgas does not live up to the vision
and expectations for tourism development and fam@rsification creating employment
and alleviating poverty. In the rural economiesvéots taking place on-farm is not
important for employment or household incomes big essential for survival. Several
people in the local areas have invested in toubsisinesses. But tourism needs high
investments which make it only very few people tisaible to start such activities but
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also the number of tourists is also small. Theeenaore tourism businesses than tourists
in the areas.

Encouraging a stronger non-farm economy needs tonaey-sided. Support must

include investments in infrastructure and old puiotun facilities but must also help

people obtain new skills and contacts to outside #nmea. In order to promote

diversification, policies and programmes must wiarlextend the possibilities for local

inhabitants for exploiting new opportunities. Furglineeds to be complemented by
education and the local population’s self motivatio
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Annex 1
The Latvian case study — List of interviews

Village survey — List of household interviews, Spreeva village, Griskanu
municipality, 5-8" of October 2001, Listed are people present at theterview**

N

17.
18.
19.
20.
21.
22.
23.
24.

25
26

Unemployed woman and retired mother (age B, 6

Couple (age 45, 49); wife working in farm ceogtive and husband in occasional
farm work and own sausage making and retired father

Couple (age 55, 52); husband supervisor inhar@cal workshop and wife
unemployed kindergarten teacher and retired moftagyed)

Man and daughter (age 52, 18); man occasswoordd in mechanical workshop and
daughter in hairdressing in Rezekne City and m@tmether. (English)

Man (age 47); unemployed mechanic and refatgbr.

Couple (age 69,65); retired and built a fisighand homebrew.

Man (age 49); occassional work in agro-senatation.

Woman (age 56) work in farm cooperative.

Woman (age 80); retired and selling knitweat sausages.
. Couple (age 69, 73); both retired and sellmmes farm produce. (taped)
. Man and retired mother (age 47, 80); man ogmaaisconstruction work and
mother retired.
. Woman (age 35); cleaner living with her retipadents.
. Man (age 47); railway attendant and retiredhaiot
. Couple (age 57, 56); husband truckdriver arfd imilocal trade and retired mother.
. Woman (age 29, 32); shop assistant, husbandplaged construction worker, built
a sauna (English)
. Couple (age 46); man economist in county céwame wife working in the local
council. (English) (taped)

Man (age 40); bus driver. (English) (taped)

Woman (age 56); worker in industrial bakerjRigzekne City.

Man (age 45); owns a van and do transport jobs.

Man (age 39); unemployed and selling occasipotiéry.

Couple (age 78, 69); retired and have beelsimdanake sausages.

Couple (age 29, 32); unemployed living in estiparents’ house.

Woman (age 32); unemployed living with parents.

Man (age 43); temporary construction work aglting) of vegetables, sausages and
agro-services and retired mother.
. Couple (age 32, 37); woman unemployed and Imaksteing cars.
. Pottery workshop; potter.

“4 The first person listed is the "head of the hoodgh
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List of business interviews, Griskanu municipality,1°“5" of October, 2001.

27. Grocery store; daily manager of shop and ow(grglish)

28. Gas station; shop assistant.

29. Post office; postal employee. (English)

30. Family grocery store; mother and grown-up déergiiEnglish)
31. Grocery store; owner. (English)

32. Agro-service station; director.

List of business interviews in Rezekne county 811" of October.

33. Freight company; one of owners.

34. Hardware store; one of owners. (English)

35. Heating and maintenance services; owner.

36. Mechanical works; owner.

37. Dairy company; daily manager.

38. Riding school; owner. (English)

39. Fish processing; owner in Rezekne City (English
40. Repair workshop fixing radios and cars; owner.
41. Pasta sauce manufacturer; daily manager.

42. Bakery; owner.

43. Mechanical workshop; owners.

44. Sawmill, guesthouse and hydroelectric plantenw
45. Sawmill and hotel; owner.

46. Family tourism business; owner.

47. Mechanical workshop; owner.

List of Interviews with key persons in Rezekne disict

48. Griskanu municipality, head cler, #™, 7" of October.

49. Inara Skudra, Business development servicasata municipality, ® of October.
(English)

50. Sandra Tucs, Head of the Local Womens Orgamisa” of October

51. Mr. Arbidane, Working in the local administratiin Nagli municipality, 9 of
October.

52. Ligita Lebeda, Rezekne District Tourism Infotioa Centre, % of April and 16" of
October. (English)

53. Sandra Ezmale, Regional Development Ager€yf#\pril. (English)

54. Maija Muceniece, Latgale Business Support @efft of October. (English)

55. Inese Kursite, Project leader of Rural Partripr®rogramme, 3 of October.
(English)

56. Mushroom farm; owner"&f October. (English)
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List of interviews with key persons in Daugavpils ad Riga, April, 2001

57. Inga Goldberga, Director, Latgale Region Depeient Agency, ' of April.
(English)

58. Inara Stalidzane, Head of Rural Partnershigrome, Latgale Region"%of
April. (English)

59. Hans Kurt Rasmussen, Pre-assessing AdvisoalesBjstrict, 2° of April.

60. Baiba Rivza, Professor, Latvia University ofrisglture, Jelgava, 8of April.
(English)

61. Zaiga Krisjane, Dr. Researcher at the Institdit€eography, University of Latvia,
9™ of April. (English)
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Annex 2
The Estonian case study — List of interviews

Village survey - List of household interview®’, Ulde Village, Olustvere
municipality, Estonia 16th-19th of October 2001.

. Female pensioner and unemployed daughter (ade2Y.6

. Construction worker and unemployed wife with chéd (age 28, 29).

. Schoolteacher and unemployed wife and one ¢agd 45, 39). (English, taped)

. Sawmill worker and unemployed wife and two cteld (age 43, 37).

. Retired man and wife (age 76, 80).

. Sawmill worker and unemployed wife (age 45, 4&ped)

. Retired man (age 71).

. Unemployed teacher (age 48). (taped)

. Construction worker and teenage son (age 43, 17)

10. Masseuse and zonetherapist and constructiokew(age 45, 47).

11. Man (age 78); running a slaughterhouse business

12. Woman (age 42); family run shop and husbammbirstruction work.

13. Shop assistant and construction worker anctbité (age 32, 31). (English, taped)

14. Unemployed textile worker and construction vesr&nd two children (age 28, 30).
(taped)

15. Unemployed kindergarten teacher and construgtmrker (age 45, 47).
(English/taped).

16. Receptionist in Viljandi hotel (age 36). (Esgl

17. Man in occassional farm and construction wart eetired mother (age 48, 75).

18. Farm and construction work and unemployed (@ 49, 52).

19. Farmer and wife (age 46, 48).

20. Man and wife; both unemployed and three childege 43, 49). (taped)

21. Textile worker and construction worker, son egtdted mother Parents (age 42, 47).

22. Construction worker and unemployed wife (age5@3.

OCOoO~NOOUIhAWNEPE

List of business interviews, Olustvere municipalityl8"-20* of October

23. Mechanical workshop; owner.
24. Mobile shop; owner. (English)
25. Wood processing; daily manager.
26. Sawmill services; owner.

27. Berry and ochard farming; owner.
28. Second hand shop; owner.

List of business interviews, Two neighbouring munigalities, 21st-24" of October

29. Furniture manufacturer; managing director. (Ehg

“5 The people participating in the interview aredist The person mentioned first is the main respande
in the questionnaire survey.
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30. Spring water manufacturer; daily manager.

31. Swiss candle manufacturer; daily manager. (Emgl
32. Sawmill and mechanical workshop; owner.

33. Hotel and bar; owner. (English/taped)

34. Electrician. (English, taped)

35. Homepage designer. (English, taped)

List of interviews with rural tourism businesses, " of October, 2001

36. Guesthouse for church groups; owner.
37. Hunting and pheasants; owner.

38. Bed and breakfast; owner.

39. Conference centre, owner. (English)

List of interviews with key persons in Viljandi district,

40. Head secretary, Olustvere municipality” b6 October.

41. Kaja Kaur, Head of Viljandi District Village Mement, 18 and 28’ of October.
(English)

42. Peter Aree, Mayor Suure-Jani Town™26 October. (English)

43. Piia Kask, Karski-Nuia Tourist Information Cent3£' of March and 25 of
October. (English)

44. Ivar Lepmets, Head of Business and Developmwiice, Viljandi district, 30th of
March. (English)

45. Andres Roigas, Regional development officelja¥di District, 30th of March and
15" of October. (English)

List of interviews with key persons in Tallinn afdrtu, 27-29th of March 2001

46. Kadri Kreisman, Rural Development Specialistoian Fund for Nature, 9of
March

47. Renate Poder, Estonian Farmers FederatidhoP®larch

48. Kaidi Némmerga, Estonian Rural Tourism Assaorgtproject manager, 28th of
March

49. Rivo Norkoiv, Consultant, 3%f March

50. Riin Saluveer, Bureau of Rural Policy, MinistifyAgriculture, 28 of March

51. Dr. Garri Raagma, Researcher, Institute of Gy, Tartu, 28 of March.
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