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1 Introduction

In considering the contribution that rural local institutions (RLIs) can make to sustainable
livelihoods (SLs), we bring together two important concerns that emerged among development
practitioners in the 1980s and 1990s, respectively.

In methodological terms, our consideration is grounded in the many influences of context and
also the effects of policies, laws and external interventions.

The introduction of livelihoods as a central concern in development planning and evaluation has
added concreteness and urgency to government, donor and NGO efforts to reduce poverty.
However, in our literature review we found less rigors in dealing with this subject than
anticipated. SLs are referred to variously in the literature as an objective, a criterion, or a
strategy. While there have been some systematic, analytical treatments of SLs *, for the most
part SLs are referred to rather abstractly in the literature, usually in the aggregate, and lacking
any systematic typology.

An important analytical element that is missing in the very fragmented literature that we have
been able to review on the relationships between RLIs and SLs is some specification of what are
the capabilities and functions of RLIs that can be expected — and enhanced — to increase the
number, productivity and sustainability of livelihood opportunities.

1.1 Rural Local Institutions

Institutions can make it easier, cheaper and more profitable for people to invest in activities that
produce more income and employment in rural areas, for themselves and/or for others. Also,
local environments are needed in which such investments become attractive and profitable
through service availability, personal security, and social stability.

RLIs are important for addressing and mitigating factors of insecurity and instability, dealing in
particular with various aspects of vulnerability. RLIs can also support participation (voice),
conflict mitigation (peace), and external linkage (market expansion). Generally they produce a
variety of public goods at local levels even if focused on narrower objectives®.

Households and communities are multiply linked, or potentially linked, having many economic,
social, information and other connections with distant kin, enterprises and diverse institutions
within the country and often internationally.

1.2 Issues to be Considered

What kinds of institutions -- in what combinations or networks -- can make desired
contributions to sustainable livelihoods and equitable development? Any generalizations need to
be qualified to take account of prevailing conditions, contexts and purposes as well as factors



like authorization, empowerment, and resources. The presentation is framed to address the
following issues and areas for decision-making.

Wherever there is primary production (agriculture, natural resource exploitation) and
associated production of goods and services (secondary and tertiary economic activity), it is
on empirical question whether the value-added that is continuously created at local levels
will be invested (in effect, recycled) there to create more income and employment
opportunities at those levels, or will move to district, regional, national or even international
centers for investment and utilization. Predominance of “centrifugal’ economic and social
forces over “centripetal’ ones will not drive and sustain broad-based development.

The transfer of value-added out of rural areas can result from location of ownership of factors
of production, particularly capital but also often land, in non-rural centers. Ownership
patterns are, however, only one influence. The partitioning, use and accumulation of value-
added is shaped certainly by institutional arrangements and capacities at local levels.

These factors should be understood better so that, at a minimum, they will not be diminished
or impaired by development projects, policies and initiatives. A better understanding of the
relationships between RLIs and SLs should make it possible to take effective initiatives and
make more positive contributions to local institutional arrangements and capacities.

Much of the literature on the role of RLIs in the creation of sustainable livelihoods has
focused primarily on service provision. Here we consider also the broader set of functions
that RLIs can perform in creating appropriate and conducive contexts for SL promotion,
recognizing that indirect effects of local institutions can often be more important with more
pervasive effects than more direct contributions.

There is long-standing interest in the respective value of supporting the creation of sector-
specific local organizations vis-a-vis multi-purpose local organizations. This we want to
assess as well as the merits of collaborating with or transforming existing local institutions,
either of more contemporary or more traditional origin, in comparison to introducing new
organizational forms.

Usually in any rural area there exists considerable variety of local institutions — local
government bodies, civil society organizations, private sector entities, and others. At least
some of these may be playing or can play positive roles in economic and social development.

The functioning of rural local organizations is often faulted for lack of internal democracy
and inclusiveness, a concern of development agencies. Accordingly, we will consider in the
concluding section, issues and experiences regarding the efficacy and breadth of
participation in membership and in institutions’ operations, along with issues of
accountability and equity of benefits. An overarching concern is how agencies can contribute
most effectively to the sustainability and institutionalization of local capacities as well as
to their effectiveness to enhance and maintain rural livelihoods.



It has been proposed that the theory of comparative advantage be modified to account for
differences in institutional advantage®. Richer countries, it is argued, have become more (or less)
successful based more upon their institutional infrastructure for supporting productivity activity
and for engaging in trade than upon their factor endowments.

This argument has been taken further to suggest that weak institutions deny less-developed
countries the comparative advantage in trade that neo-classical economic theory assigns to them®.
Whereas this theory predicts and justifies a gradual decline in the importance of the agricultural
sector, in the absence of appropriate institutional capacities, handling critical and increasing
transactional activities, there can be a precipitous collapse of output and incomes.

While evidence that better-functioning local institutions produce more pro-poor benefits is not
always conclusive -- the converse is certainly true: inadequate institutions diminish people’s
lives and life chances. IFAD’s background paper (2003) on this subject emphasizes:

Weak, ineffective, corrupt or narrowly-based institutions create uncertainty and
unfairness, discourage saving and investment, and lower growth rates. If the rule of law
and judicial institutions are seen as ineffective or biased and property rights are insecure,
they discourage investment for land improvements. Where markets and systems of
exchange and finance are inefficient and unreliable, or captured by narrow groups, they
engender distrust and raise the transaction costs of economic activities, which naturally
affects poor producers particularly harshly. Not only does this entrench poverty, but it
also reduces economic opportunities for all, the better-off as much as the poor...

[The poor] suffer from low productivity and poverty, not because they are without skills
but because they do not have available opportunities to raise their productivity and
incomes. In such countries, the best, and perhaps the only, way to accelerate the pace of
growth and development is to harness their underutilized capacity by creating an
institutional framework that offers them a greater voice in decision-making, and
improved access to assets and to the services that can raise the productivity of these
assets.

IFAD’s discussion refers to the full range of institutions that affect the well-being and
productivity of rural populations, including those that are diffuse and pervasive, lacking
organizational form.

In this paper we focus on institutions that in fact have some organizational structure, seeking
to make them more amenable to introduction and improvement. These are institutions that can
have leadership and purposeful direction. Those of which this cannot be said are certainly of
similar importance; however, they function very differently.



2 Mapping the Conceptual Terrain

We briefly consider definitions and typologies that make the variables of concern more
analytical and concrete. We start by addressing the distinction between institutions and
organizations, one that is seldom addressed explicitly but that is central for anyone working with
RLIs and seeking to strengthen their capacities.

2.1 Institutions and Organizations as Overlapping Sets of
Phenomena

In much of the literature, the terms institution and organization are used interchangeably. Some
institutions are also organizations, and vice versa, some organizations, though not all, are
institutions. On the other hand, there are some institutions which are not organizations -- and
some organizations that are not institutions.

Institutions can be usefully defined as complexes of norms and behaviors that persist over time
by serving socially valued purposes. Institutions understood this way can function either as
organizations -- defined as structures of recognized and accepted roles that serve particular
purposes -- or they can be diffuse, persisting patterns of behavior with a normative dimension,
i.e., some sense that people ought to cooperate or comply. The latter, not being structured in
terms of roles, do not function on the basis of such structure, but rather they depend on norms.

For example, Land tenure or the more general institution of private property is an institution that
is not an organization. There are many predictable behaviors associated with such a complex of
norms, beliefs, obligations, claimed rights, etc. Concurrently, a government’s land registry office,
if well-established and generally recognized and accepted, will have both institutional and
organizational characteristics. In contrast, a small or new surveying firm would be an example of
an organization that is not (yet?) an institution (ref. Annex A).

The focus here is on institutions that are relevant to RLIs and that have organizational form,
as these are relatively concrete and delimited and have capacities that can be enhanced for the
purpose of supporting SL creation. While we recognize that institutions without any
organizational form are important in rural development, and also for SL creation, they present
very different challenges for policy-making and project design and deserve separate treatment.

We thus consider organizations that are contributing or could contribute to RLIs and that could
become institutionalized or more institutionalized. For organizations to acquire qualities and
status that add to their institutional character makes them better able to operate effectively and
sustainably on behalf of RLIs, which in turn makes them of interest here.



2.2 ‘Local’ and ‘Rural’ as Intersecting Domains

‘Local’ refers to a level or levels, while ‘rural’ refers to a sector that has both economic and
geographic frames of reference.

The term local will be used to refer to three distinguishable levels of decision-making and
activity — the group level, the community level, and the locality level®. These three levels exist
and operate above the individual and household levels -- and below the sub-district, district,
provincial, national and international levels. The three intermediate ‘local’ levels — group,
community and locality - are all levels:

(a) where there is or can be face-to-face interaction on an ongoing basis, and thus
(b) where potential for collective action exists that can mobilize resources and solve
problems that individuals and households by themselves are less able to deal with.

These features capture what is usually meant by use of the word ‘local,” even if the term is used
often inconsistently or not explicitly defined (ref. Annex C).

That there is more than one local level complicates issues of institutional design. However, it
also creates more options and opportunities to tailor policies and investment to buttress
institutional capacity at the most appropriate levels for decision-making and action, rather than
pursue a one-size-fits-all approach. While “local’ refers to one or more levels of decision-making
and activity, all three levels share the basic characteristics of face-to-face relationships and
potential for collective action.

The term rural is generally defined operationally as referring to non-urban areas. The word
offers mostly a geographic delineation, although it has also an economic reference since certain
economic activities, mostly agricultural, are associated with rural areas. These boundaries are
becoming more permeable and less distinct®.

The increasing heterogeneity of economic activity in rural areas is one of the trends that should
be understood and capitalized on for enhancing SLs. As pointed out by Ellis (2000), livelihoods
particularly for the poor are more likely to be enhanced by diversification of economic activities
beyond the agricultural sector than by intensifying agricultural production in today’s world.

2.3 Expanding the Analysis of Institutional Sectors

To the normal use of the concepts of public and private sectors a third, or middle, sector can
be added, which has some characteristics of each of the other two sectors. We refer here to this
third sector as the civic sector, following the terminology of Flora (2001). However, it could just
as well be called the collective action sector, the participatory, sector, the voluntary sector, or the
membership sector’.

In the public sector, at local levels there are organizations/institutions that are variously referred
to as local administration (LA) and local government (LG). These designations can be and
often are ambiguous, being applied to each other. However,



e LA isan agency or arm of higher levels of government which is operating at local levels.
e LG represents an organization that is accountable to a local constituency through
elections or some other mechanisms.

LA decision-makers refer upward to political or administrative superiors, while LG decision-
makers refer downward to constituents. Both LA and LG operate with legal authority and can
impose penalties or sanctions backed by governmental powers of enforcement.

In the civic sector, there are two categories of local organizations that can have institutional
characteristics to varying extents:

e Membership organizations (MOs),
e Cooperatives.

Membership Organizations, which are constituted to advance some common interest of their
members, function socially and politically like companies in the economy with limited liability
as their members have committed only membership fees or other assets to the enterprise.

Cooperatives, on the other hand, function more like partnerships do in the economy, with their
members pooling resources and having joint liability. The resources that cooperative members
pool can be their

Products (marketing cooperatives),

Capital (savings cooperatives),

Labor (labor exchanges),

Purchasing power (consumer cooperatives or input-supply cooperatives),
Factors of production (producer coops).

It is recognized that companies and partnerships have different incentives and dynamics in
economic terms; similarly, MOs and cooperatives are different enough in their operation to
justify separating them analytically, even though both have direct accountability to
members/shareholders. This sets them apart from public sector institutions. These days, many
MOs are referred to as community-based organizations (CBOs).

In the private sector, there are also two broad categories, namely organizations operating on:

e Not-for-profit basis, or service organizations (SOs), which includes non-governmental
organizations (NGOs), private voluntary organizations (PVOs), charities, trusts,
foundations, etc., which we classify together generically as

e For-profit basis, i.e., private businesses (PBS).

When SOs have a membership base to which their managers and decision-maker are accountable,
they are really MOs (or cooperatives).

To the extent that the persons who receive SO services or other benefits are clients or
beneficiaries, rather than members, these SOs operate much like private enterprises. They are



accountable to a board of directors or maybe even a single director, who can make any decisions
they like so long as they stay within the law. Persons who are receiving or expecting benefits
from SOs that are not MOs have about as much ability to control operational decisions of SOs as
do the customers or investors in private for-profit businesses. Persons who do not like certain
policies or products are free to go somewhere else for benefits or to invest their money elsewhere.
SO beneficiaries have no right to replace an SO’s decision-makers if unhappy with its offerings
or results in the way that MO or cooperative members can do when dissatisfied.

These categories of local institutions are ideal types since specific organizations/institutions can
operate in a hybrid manner, having characteristics of more than one kind of institution.

e Service organizations can have some commercial activities while remaining basically
not-for-profit in their operations and objectives, for example.

e Local governments can have some local administrative responsibilities on behalf of the
central government while still functioning mostly as agents of local constituencies.

e Cooperatives can move beyond their economic activities to undertake advocacy and
function much like a membership organization.

e NGOs in particular may be hard to categorize since they can be membership
organizations which are working mostly with non-members in a charitable, non-profit
mode. As discussed above, in this case they have more in common with private
businesses, serving clients or beneficiaries rather than customers.

Rural producer organizations (RPOs) represent a hybrid category 8, which include a variety of
RLIs that qualify as MOs or cooperatives or PBs under the above classification. RPOs have the
following characteristics:

e They have emerged in different ways;

they aim to make profits but they perform multiple functions (of which some are not
profit-oriented);

they produce and manage different types of goods;

they can be multi-sectoral;

they can be organized in different ways and have varying degrees of [legal] recognition;
they may operate at both micro and macro levels; and

they evolve over time” (p. 9).

The Rondot-Collion report offers an excellent overview of RPOs as a large and diverse category,
giving a good summary of the origins and types of RPOs.? We think it is useful to differentiate
among types of RPOs however, as presented in Annex E.

2.4 Sustainable Livelihoods

In reviewing the literature on sustainable livelihoods, we found much of the thinking and writing
focused on sustainable livelihood approaches. Three analytical elements have been identified as
giving rise to livelihoods:

(a) the capabilities that people have for engaging in productive economic activity,



(b) the activities that produce value-added and also income or other benefits that make
people’s lives more satisfactory and secure, and

(c) the assets that underlie these activities. The latter have been delineated in terms of five
different and complementary kinds of capital:

e Natural capital — constituted from soil, water, flora and fauna, minerals and other things
not created by human design but rather representing a finite endowment from nature,
although some may be renewable and can be nurtured or enhanced by human activity;

e Human capital — strictly speaking, overlapping with the category of ‘capabilities” but
representing the accumulated knowledge and other personal assets that people have
which will make them more productive and thus better able to obtain gainful
employment;

e Financial capital — reserves of money or other assets that confer purchasing power to
acquire other resources for funding productive activity that can earn additional income;

e Physical capital — material assets that enhance productivity, such as equipment, tools,
transportation or communication infrastructure, housing and other facilities; and

e Social capital — relationships and norms that are conducive to cooperation and sharing
that give persons opportunity and security for economic and other well-being.

In light of what we have seen in our literature review, we would propose adding a sixth category:
Institutional capital — complementing social capital, but referring to institutional capacities.

Institutional capital is important for sustainable livelihoods because people need to be protected
from the vulnerability to disruption or displacement of livelihoods that is characteristic of the
circumstances of the poor. While possession of the other five forms of capital can help to

insulate people from the crises or vagaries which deprive them of livelihood, institutional capital,
especially at local levels, is important for buffering or mitigating those factors that endanger or
deprive people of their livelihoods (Devereau, 2001). We reiterate that institutional capital is not
held or controlled by individuals or households.

2.5 Value-chain’ perspective on activities

While discussions and analyses of rural livelihoods commonly dichotomize between
agricultural and non-agricultural activities, we favor a ‘that implies a continuum of activities
from primary to secondary to tertiary. The connectedness among activities is more important
than their separation. Also, there can be a multiplicity of service-sector livelihood opportunities
that arise in rural areas. These depend on value-added being generated in various primary
production activities that raise local incomes and thus boost effective local economic demand.
This interdependence among SL opportunities should never be lost sight of.




3 Local institutional capacities and functions for supporting
sustainable livelihoods

We will present here a very simple typology that maps out the important domain of RLI services
and support for SL. The capacities that local institutions can have for making contributions to
the creation and sustainability of SLs can be grouped in terms of four kinds of functional services
and support, calling attention to a range of ways in which SLs can be promoted *° :

e Information

e Direct provision

e Facilitated access

e Creating favorable environments

Information that helps individuals and enterprises to learn about income-earning opportunities
in rural areas — information about new products, new markets, new technologies, new sources of
supply for inputs ™. Information provision is a simple, low-cost but important service needed for
SLs. These include:

e Input availability — information on capital, skilled and/or unskilled labor, or raw
materials.

e Alternative/appropriate technologies that could be used for more successful
production.

e Market opportunities — information on kinds, places, and levels of demand for certain
products or services.

e Regulations, relevant laws, and taxes governing operations, expansion, etc.

Direct provision of resources/services and/or opportunities that enable enterprises to establish
and maintain income-earning activities in rural areas, through access to capital (credit), market
facilities, skilled labor, land for constructing factories or shops, etc. *2. These include

Market stalls/facilities, for sale or for lease.

Land for building production or sales facilities; industrial estates.

Public utilities that are reasonably priced and reliable: water, electricity.
Credit or loans on favorable terms; loan guarantees.

Hiring halls (or equivalent) to get quick and reliable access to labor.
Leasing or sale of rights to natural resources, renewable or non-renewable.

Facilitated access to resources/services and/or opportunities that facilitate local enterprises to
establish and maintain income-earning activities in rural areas, by training persons who can then
provide more productive labor, introducing or supporting activities like tourism that bring
potential customers into the region, managing and maintaining renewable resources like forests
that constitute inputs for enterprise, etc.™. These include

e Maintenance or improvement of good transportation and communication
infrastructure.



e Banking services for money transfer, secure savings, etc., which is different from
access to loans.

e Training programs that upgrade skills of local labor.

e Consultancy services that give advice on business operations.

e Regulation or management of renewable natural resources such as forests or fisheries
to ensure adequate and continued availability of raw materials.

e Advocacy with authorities on behalf of local enterprises or their sector to get
favorable government action or regulations.

e Pest control and disease prevention as a service to agriculture; in general, maintaining
good hygiene for humans, plants and animals is ‘good for business.’

e Facilitation of commerce through standardization and protection of weights and
measures, through mechanisms for quality control, or through promotion of local
product identities, e.g., a local appellation or trade mark for wines.

e Demand stimulation, such as through promotion of tourism to bring customers to the
area.

e Insurance programs, or access to insurance, for crops, facilities, investments, etc.

e Support for development of ‘niche’ markets for local products or services

Creating favorable environments for investment and entrepreneurship can expand enterprises
which establish and maintain income-earning activities in rural areas: by improving safety and
security; enriching the local cultural environment; increasing shopping, schooling and other
services that make an area more desirable to live and invest in; enhancing the future prospects of
an area as attractive and secure, etc. ** These include

e Local regulatory environment that is known, stable, and favorable for enterprises.

e Maintenance of a secure environment, ensuring personal and enterprise security.

e Protection against illegal/unwarranted interference or extractions; maintenance of the
rule of law.

e Maintenance of an attractive ambience that is good for attracting and keeping
employees, customers, managers, etc.

e Creation of an environment that offers apparent long-term stability and satisfaction,
such that persons are well-disposed to make investments, partly because it is a
desirable place to live, for the next generation as well; recreation facilities, good
communication access, education and cultural facilities, skilled support services, e.g.,
for repairs.

e A positive ‘community spirit’ that makes a place innovative and attractive and gives
it a distinctive identity.

The listing above shows the large number and variety of contributions that can be made to
enterprises indirectly, or that even more indirectly benefit the process of creating value-added
opportunities by making more conducive the environment in which they can be realized. Many
of these latter functions can, indeed, only be provided through local institutions because they
require too much local knowledge and fine-tuning to be undertaken at higher levels. Moreover,
their public-goods nature makes leaving their provision just to individuals, households or
enterprises unpromising, costly or simply dubious.
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3.1 Capacity-Building for Rural Local Institutions

Approaches to capacity-building of RLIs for SL span a wide variety of activities, which have and
can be applied depending on the context. A list of approaches is presented below in random
order:

Legal frameworks for local economic activity: developing laws, regulations, etc. -- within
the framework of national laws, regulations, etc. -- that are facilitative, encouraging and
protective for local enterprises, giving security of property and investment; also making these
frameworks transparent and widely known. As these require authoritative decision-making
and action, these capabilities will reside with either local administration or local government.

Enforcement capacities for legal/governmental decisions; these may be deficient even if
legal frameworks are satisfactory. These capacities are likely to be in the public sector,
although MOs and SOs could participate in monitoring, reporting and evaluation activities
that add to the effectiveness of whatever public-sector institutions at local (or higher) levels
undertake.

Conflict resolution — roles, rules, precedents and procedures for resolving conflicts over
contracts, property rights, labor agreements, etc. in ways that are quick, equitable and
reasonably predictable; creation/maintenance of equitable, non-conflictual relations between
employers and employees. This can be undertaken in any and all institutional sectors.

Banking services — institutions for saving, protecting and transferring money, handling
currency transactions, and making loans on reasonable terms. These are usually provided in
the private or public sectors, but banking can also be done through cooperatives of MOs.

Financial management services — access to training and advice for handling enterprise
finances; could be associated with banking services, or separate. This support is often best
provided by private-sector institutions, which have a more appropriate mindset than usually
found in the public sector.

Business management services — access to training and advice for managing economic and
personnel operations more broadly than just financial management. These services are also
likely to be provided best from the private sector, although a good example of this support
being provided by a cooperative institution in Sri Lanka is given in Box 3.

Training of all sorts — in particular skills that are in short supply and needed for certain
economic enterprises, possibly in management of various sorts, financial, personnel, etc.
Training on promising new technologies or for promising new markets is particularly useful.
This is often undertaken as a public-sector contribution to income and enterprise
enhancement, but any sector can do it.

Physical facilities — are often provided, but with uneven success. Construction of market
stalls, shops for rent, industrial estates with water, electricity and other utilities, warehouses
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or other buildings for storage are some examples, which could include also provision of
transportation facilities. These facilities and associated services are usually public-sector, but
they can be provided by for-profit enterprises if sufficient fees/prices can be charged.

Utilities are commonly provided as a stimulus for economic activity, particularly electricity
and piped water, being generally available rather than located just in designated development
areas. These are usually public-sector services, although privatization is increasingly
promoted. Waste removal as more than a public utility was considered in Box 1.

Information-rich environment — special efforts to make information relevant to local
economic enterprise widely available. This raises the issue of the general provision of
facilities, incentives, etc. vs. targeted provision. The latter creates stronger incentives because
it confers some market advantage to a few individuals or enterprises, but this is less likely to
result in the most efficient operations or greatest aggregate SL impact.

Venues for information/experience sharing — institutions like chambers of commerce or
commodity-oriented organizations could promote investment and expansion by reducing
uncertainty and by giving encouragement. These are often collective-action sector initiatives
although public and private sector participation is important in these for wide coverage.

Intellectual property rights — develop local expertise on these issues so that enterprises can
be advised on how to keep these from being constraining and how to use them to support
new activities. This is a new area of expertise that is being developed.

Credit/micro-credit — either direct provision of capital or facilitation of access to capital;
possibly mobilization and provision of venture capital. This is the area of greatest RLI
growth for SL promotion in recent years, thanks to the example of Grameen Bank in
Bangladesh.

Facilitation of commerce — monitoring and certification of weights and measures; inspection
of goods and monitoring of services to ensure quality control which makes penetrating other
markets easier. This has often been a public sector function (local administration or local
government), but it can be a collective-action or a private-sector initiative.

Public goods — assurance of public safety; maintenance of attractive environments for
shopping or otherwise transacting business; good signage; promotion of positive image of
locality in minds beyond the locality; promotion of positive morale and self-image in
locality; creation of cultural, social and ethical climate of cooperation, innovation, and public
service. These are usually public-sector responsibilities, but certain public goods can be
provided effectively through collective action or private activity.

Local leadership for economic activity — along with the promotion of business- and
commerce-friendly public goods, the undertaking of ‘bridge-building’ relationships and
partnerships across and within sectors, both within the locality and outside. This can come
from any, and preferably all, of the three institutional sectors.
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Fostering of horizontal and vertical linkages that reduce transaction costs, facilitate the
aggregation of larger volumes of resources, the entering and penetration of new/other
markets. This is related to local leadership, but it involves more than this. It requires the
forging of a shared vision of market integration and cooperation for economic development
that becomes part of local culture and expectations. By its nature, this process needs to
involve institutional participation from all three sectors.

These are all important in their respective ways, with many little-considered in policy or
planning processes.

3.2 Value-Added Retention and Investment
Availability of financial capital is one of the central factors in the process of increasing SL.

If production has been achieved with local factors of production, local residents control the
income and profits resulting from economic activity. If communities and localities are attractive
places to reinvest capital, there will be an expansion of economic activity and livelihood creation.
The same effect can result even when many or most factors of production are owned outside the
community or locality if, in response to economic incentives, favorable local conditions, and
good prospects for future growth, there is reason for outsiders to reinvest in the area where new
resources are being produced.

Local ownership of the means of production is thus an important -- but not the only -- condition
for dynamic rural economies. However, even if most local resources are locally owned, in the
absence of functions and services, local controllers of investment capital may prefer to utilize it
in other locations.

3.3 Vulnerability

How can RLIs address, in flexible and effective ways, the needs of individuals and households
who are victimized by the precariousness of living in poverty, enabling them to restart income
streams or to start new ones? Unfortunately, the literature mostly focuses on ‘safety net’
functions. Most of what documentation there is shows income, jobs and credit coming to the
poor usually through family or kinship institutions that do not come under our heading of RLIs.

RLIs can play important roles in countering the vulnerability that is so endemic in the life
experiences of poor individuals and households. There are many ways in which RLIs can
provide ‘safety nets’ to mitigate the consequences of job loss and income interruption, although
some of the institutions involved are without organizational foundation. For example,

tithing to accumulate funds to support the poor,

norms providing access to common property in times of distress,

obligations for making interest-free loans to relatives and acquaintances in need,
exemption of the poor from certain tax or other impositions.
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4 Changing opportunities for rural local institutions as
related to sustainable livelihoods

4.1 Migration

Already 25-30 years ago there was substantial migration between rural and urban areas, or often
seasonal migration that made communities into open rather than closed systems. Now most rural
households are affected indirectly if not directly by migration: the absence of family members,
the inflow of remittances, disruption of marriage patterns, changing status and other relations in
the village, etc.

Local organizations of migrants are not a new phenomenon. They have been reported from West
Africa for at least 50 years, where person who had left their “ancestral villages,” would meet
periodically when they returned, would remit funds for village improvements like schools and
water supplies, and often play a role in trying to modernize their home communities. Also, the
increasing number of returned migrants has an impact on how well and how ambitiously other
local institutions function.

A number of developing countries including Brazil, Mexico, India and Philippines offer
incentives to attract remittance transfers into in-country savings accounts and investment funds.
These countries have set up migrant pension plans, offer preferential loans or grants for business
ventures using remittances, and provide access to capital for recent returnees. As a result, they
are reaping economic development rewards from having a large pool of citizens living abroad.

Even without official facilitation, remittances to Africa find their way deep into rural areas where
the money may send a child to school, build a house, or buy food for those remaining at home *°.
Associations of migrants formed by expatriates in the countries that are the source of remittances
to developing countries have helped build up infrastructure. *°

Increased movement of people has blurred the line between “urban’ and “rural’ which was
previously a matter of culture as much as geography. Rural areas as a result of migration, as well
as of globalization and technological changes are increasingly engaged in ‘the world culture’
which is shaped by clothing styles, sports heroes, pop music, career aspirations and other
symbols and ideas shared widely. Previous satisfaction derived from the uniqueness of local
history and culture is superseded in many communities and localities by desires to partake of
material benefits and ‘modern’ characteristics. This can give impetus to reduced commitment by
rural residents to the maintenance and performance of their local institutions, particularly those
rooted in traditional values and roles (Baumgartner and Hogger, 2004). This could weaken RLIs.
On the other hand, there can be offsetting motivations resulting from migration to make local
situations more productive and more progressive. Migration is an important but not deterministic
factor.
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4.2 Communication technology

The most evident and widespread example is the introduction of cell phones and other modern
communication technologies. Internet and worldwide web access are spreading similarly, with
even more possibilities for changing horizons and behavior.

Having access to real-time communication provided conveniently and relatively low cost,
changes not just village life but also the capacities for RLIs to engage in or promote enterprise.
While this connectivity can perpetuate and reinforce male dominance in certain indigenous rural
households®’, it also can give leadership of RLIs access to information and funds not previously
available.

Satellite dish, video and DVD technologies have further transformed rural access to information
and images of the ‘outside world.” Digital cameras and video cams have made visual
communication possible that was hardly dreamed of 25 years ago. While the impacts of these
technologies have not been greatest for RLIs, they have changed the environment in which rural
residents relate to and participate in RLIs. They create possibilities for documenting and
publicizing malfeasance by RLI leaders or local businessmen that begins righting historic power
imbalances.

4.3 Globalization

Globalization in terms of trans-national movement of goods, services, resources and information
is affecting, in ways both positive and negative, the contexts of rural institutions and livelihood
creation. Two other aspects of this larger pattern are capital movement (paralleling the
movement of labor) and market expansion, incorporating more and more persons, farms and
enterprises into a world economy.

Price relationships are subject to supply and/or demand fluctuations from sellers or buyers
outside of the locality. People’s allegiances and aspirations are less fixed locally and more
attuned to external factors and opportunities. This can have adverse effects on local senses of
solidarity (although these may not have been terribly strong previously). In as far as there is a
disposition to resist adverse effects, local solidarity can be enhanced, as when people pull
together in the face of a common threat.

Participation in a more globalized economy requires a more developed ‘transactions
infrastructure’ to deal with the kind of integrated supply chains discussed below®®. This involves
not only physical infrastructure for transportation and communication but also organizational and
managerial capacities. Weakness in institutional capacities can lead to exclusion from the
opportunities potentially opened up by globalized markets.

There is no basis in the literature for generalizations about how globalization, itself a multi-
stranded phenomenon and not homogeneous, will affect RLIs one way or another. What can and
should be said is that RLIs must function in a very different environment now than previously
because of the many strands of what is referred to as ‘globalization.” Some strands may tie down
and even strangle, while others are a tow line or even an upward rope to be climbed.
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4.4 Education

Due to a large increase in educational opportunity and in the acquisition of literacy and at least
basic education the populations from which the membership and constituents of RLIs are drawn
have ever more access to knowledge about the world around them. This also means that the skills
and capacities of persons in and around RLIs are becoming greater.

Legitimate concerns can be voiced about the quality of education provided. But overall, rural
populations have become more knowledgeable and articulate, better able to make demands on
RLIs, and also better able to make them perform more competently. Thinking about and
expectations of RLIs should reflect this current reality of more educated and capable local
populations.

4.5 New Institutional Arrangements

4.5.1 Contract farming or out-grower schemes

While independent producers are still most common, the relationship that many have with
markets has been modified by the introduction of contract farming™ or out-grower schemes .

These bring a new set of private-sector actors into the agricultural sector that can cooperate with
or be in competition with LA, LG or cooperatives. The terms on which contracts or payments are
negotiated will affect what impact these new arrangements have on people’s livelihoods and on
equitable development. Consideration of RLIs and their contribution to SLs needs to include
these institutional forms also with new forms of coordination and negotiation among them?.

4.5.2 Retailer-dominated supply chains

A more recent development, making contract farming more tightly managed, is the rise of
retailer-dominated supply chains®. The backward linkages being established by supermarkets in
Asia, Africa and Latin America have enormous requirements for information, capital
requirements, and the governance and management of supply systems which are both
introducing new institutional arrangements and depreciating others. Thus the demand side is
becoming more structured institutionally.

4.5.3 Public Sector Roles and Capacities

Another trend over the past 20-25 years has been declining scope and capacity of public sector
institutions, due to relatively diminished fiscal resources and lowered public confidence in and
esteem for ‘government.” These effects have reinforced one another. It was prompted in large
part by a conviction that ‘the market” could provide more optimal solutions and contribute better
to development than ‘the state.” The pendulum of opinion has been swinging back toward a more
favorable view of the public sector, but state institutions are unlikely ever to enjoy again the
preeminent status they had during much of the previous century.
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Although rural local institutions can escape the opprobrium of ‘big government,” they are
affected by the strained financial circumstances of central governments which otherwise could be
more supportive.

With scaled-back expectations for what national government can and should do, there may be
now something of a revival of interest in what local governments (LG) can and should
undertake?.

For decades, LGs have been regarded as a kind of “stepchild,” not enjoying respect or resources,
with authority more nominal than functional. They have had innumerable responsibilities
delegated but without funding, personnel or expertise to handle them properly, tainted by mixed
reputations for corruption and lack of competence. But as the limitations of current national
government capacities become ever clearer, there seems to be a renewed interest in strengthening
and supporting LG bodies, not as sole actors but as part of the institutional framework for
governance at local levels.

When thinking about RLIs at present, the most tenable position is to support a mix and balance
among sectors with a concern for strengthening local government in conjunction with private-
sector and civil-sector institutions.

4.5.4 Civil Society Institutions and Capacities

Another important change over the past is the burgeoning of civil-society institutions. Whether
these qualify as institutions or organizations, their effect has been to give large numbers of the
public greater ability and confidence to speak up and to speak out in ways not possible with only
public-sector and private-sector entities dominating the institutional landscape.

The place and role of NGOs continues to be debated. One view is that they are grassroots
organizations (more likely SOs than MOs) devised to solve local problems?*; alternatively, they
may be viewed as opportunistic, donor-driven and ineffective institutions with little grassroots
representation, created and controlled by local elites.

In our analysis, we consider NGOs as operating in the private sector parallel with private
businesses, rather than in a middle sector with cooperatives and membership organizations
because of differences in mechanisms for accountability.

An NGO that operates as an MO has different controls and responsibility than one functioning as
a charitable organization (SO). We propose this distinction (or classification) to highlight issues
of accountability.

Civil society includes MOs and cooperatives, SOs and private businesses, who all are important
participants in what can be broadly understood as “civil society.” Civil society be comprehended
in terms of a continuum between citizens and state rather than in terms of fixed, mutually-
exclusive categories.

Civil society initiatives appear to be more effective where supportive cultural and historical roots
exist®.
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