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Revisiting Rural Economic Structural Transformation
from the Viewpoint of Regional Linkages:

Regional studies, particularly in rural areas, have attracted great attention from scholars and policy-mak-
ers. However, almost all existing literature focused on the growth of these areas while giving little considera-
tion to converting economic activities or economic structural transformation, which plays the main role in sus-
tainable development. Additionally, the studies about economic structural transformation mainly mention the
factors, which are changes inside certain economic areas and ignore the outside effects while any geographical
area also has spatial relationships. To fill this gap, this study blends the economic structure and regional link-
ages theories to supply a comprehensive view of the relationship between inside and outside factors that influ-
ence rural structural transformation by using systematic reviews and meta-analysis methods. The study’s find-
ings consolidate the importance of urban areas and regional linkages, especially spatial interaction, in rural
economic structural transformation. More specifically, this study shows that the motivation for structural trans-
formation of rural areas is emanated from urban areas and is transmitted through spatial flows, which are then
absorbed in rural areas. The mechanisms through which the motivation affects rural economic structure are
productivity, income, and agricultural land. Based on the review, the study lists several further research ques-
tions regarding empirical research of rural economic structural transformation through the relationship be-
tween rural and urban areas.

Keywords: rural structural transformation, rural-urban linkages, regional linkages, spatial flows, economic struc-
ture, rural areas, structural change, non-farm activities, REST, structural transformation mechanism
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UccnepoBaHue CTpyKTypHOI TpaHcopMaLMK CeNbCKO SKOHOMUKHU
C TOUKM 3peHUs perMoHabHbIX CBSI3eM

PezuonansHsle uccnedosaus, 8 0COOEHHOCMU AHANU3 CEJIbCKOLI MECIMHOCMU, HAX00AMCs 8 YeHmpe 8HU-
MAHUS KAK YYeHblX, Mak u noaumuxos. OOHaxKo npakmuuecku 8cs cywecmeyouwas aumepamypa cocpedomo-
YeHa HAa UBYUEeHUU POCMA CeNbCKUX PatioHos, Yoeass Maio 6HUMAHUS 80NPOCAM NPeoOpa308aHUSt IKOHOMU-
ueckoli dessimenbHOCIMU UAU IKOHOMUUECKOLI CMPYKMYypHOUl mpaHchopmayuu, Komopdas uzpaem 8aicHy posib
8 ycmotiuueom pazeumuu. ITpu smom ucciedosanus 8 ob6aacmu cmpykmypHot mpaqcopmayuu I3KOHOMUKU
8 0CHOBHOM AHAIUUPYIOM 6HYMPEHHUE U3MEHeHUs, 803HUKaoujue 8 onpedesieHHbIX IKOHOMUUECKUX 30HAX,
UzHOpuUpYs BHeWHUe 8030elicmaus U NPOCMPAHCIMBEHHbIE 83AUMOCBS3U MeXCOY 2e02papuuecKuMuU peeuoHamu.
ZanHas cmames 3anonxsem 3mom npobesn, 006e0uHU8 MeopuUll IKOHOMUUECKOLl CMPYKMYypsl U pe2uoHANb-
Hbix ceés3ell, 0eMOHCMpUpYyem 83aUMOC8s3b Mexdy 6HYMPEHHUMU U BHEWHUMU (Pakmopamu, 8AUsUUMU
HA CMPYKMYypPHYI0 MPAaHCcHopmayuio cenbCkux patioHos. B npouecce ucciedosanus 0bLiu UCN0Ib308aAHbI Me-
modsl cucmemamuueckozo 063opa u memaavanusa. ITonyuentsie danHsie nodmeepxcdaiom, Umo pezuoHa -
Hble C8513U € 20pO0CKUMU PALioOHaMU (BKAHOUAS NPOCMPAHCMBEHHble 83aumodelicmaus) 3HauumebHsIM 00pa-
30M 8JIUSIOIM HA CMPYKMYPHbIE NPE0OPA308AHUS 8 CENbCKOU IKOHOMUKE. B uacmHocmu, NposedeHHbIll aHANU3
noxassieaem, 4mo MOMuUayUs K CmpyKmypHsiM npeodpas0e8aHusim CeabCKux patioHos8 ucxooum u3 20p00ckux
patioHos, nposodum K uameHeHUusIM (NPOCMpPAHCMBEHHbIM COBU2AM), KOMOPble 3ameM CmMaHossimcst 00cmyn-
HbIMU 8 CeNbCKUX pationax. Takue pakmopst, Kax npou3sooumensHocms, 00xX00 U CebCKOX03STCMEeHHble Y20-
0bsl, ABNAMCA BAHCHBIMU MEXAHUSMAMU BJIUSHUSL HA CENbCKYI0 IKOHOMUKY. Ha ocHosanuu ananusa cpopmy-
JIUPOBAHbLI ONOJIHUMENBHBIE B0NPOCHL, KACAWUECS IMNUPUUECKUX UCCIe)08aHUTI CMPYKMYPHOUI mpancop-
Mayuu cenbCKoli IKOHOMUKU Uepe3 83aumocesizb Mexcdy CebCKUMU U 20p00CKUMU patioHamu.

KitroueBble ¢j10Ba: CTPYKTypHast TpaHCHOPMAIIMsS CETbCKUX PAIOHOB, CBSI3U MEXIY TOPOACKUMM U CETbCKUMU
pajioHaMM, PerMOHAJIbHbIE CBSI3U, TEPPUTOPUAIbHBIE ITePEMeIleHNsT, SKOHOMUUECKAsT CTPYKTYPa, CeTbCKUE PaliOHbI,
CTPYKTYpHbIE M3MEHEHNSI, HeCeTbCKOXO3SIMICTBEHHASI JesITeIbHOCTD, CTPYKTYPHAs TpaHCGhOPMAIys CeIbCKOM 9KOHO-
MMKY, MEXaHM3M CTPYKTYPHOM TpaHCchopMaImm

BaarogapHoOCTb

Hccnedosanue evtnonneHo hpu QuHarcosoli noddepiicke XoWUMUHCKOZO yHueepcumema 3KOHOMUKU U npaed,
Bvemnamckozo HayuoHansHo20 yHusepcumema.

[Ona uutnpoBanua: YoioHr KoHr b. MccnegoBaHme cTpyKTypHOM TpaHChOpMaLMM CENbCKOM 3KOHOMMKM C TOUYKM 3PEHMS permo-
HanbHbIX CBsA3eM // IKOHOMMKA pernoHa. 2022. T. 18, Bbin. 2. C. 312-323. https://doi.org/10.17059/ekon.reg.2022-2-1.

L. Introduction productivity is problematic for several reasons: it

The contribution of rural to the global econ-
omy cannot be debated, but the importance of ru-
ral sustainable development has not received ap-
propriate attention. Worldwide, over 3.3 billion
people, approximately 45 % of the total popula-
tion, live in rural areas that are also the residence
of about 80 % of the extremely poor!. Rural areas
cover most global land, while productivity in rural
areas is less than 80 % of the average productiv-
ity in urban areas within the same country?. Low

! World Bank. (2018). Poverty and Equity Database. In: The
World Bank. Washington, DC. Retrieved from: http://poverty-
data.worldbank.org/poverty. (Date of access: 04.09.2019).

2 OECD. (2019). OECD Regional Outlook 2019: Leveraging
Megatrends for Cities and Rural Areas. OECD Publishing,
Paris. Retrieved from: https://www.oecd.org/regional/oecd-re-

hampers the rate of wage growth that is sustain-
able in the long term; if poor productivity per-
sists, it may reduce the rate of economic growth.
It also restricts the country’s ability to improve
its standard of living over time. An essential and
long-standing recommendation to address low
productivity has been known as economic struc-
tural transformation, which provides incentives
to economic actors to engage in more productive
activities.

The surge of interest in economic structural
transformation has indeed fed discussions and in-
vestigations. Most of these studies have focused

gional-outlook-2019-9789264312838-en.htm. (Date of access:
06.09.2019).
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on the main driving forces of transformation,
which are components of inside rural areas while
the outside relationships are neglected. However,
in the natural environment, the rural areas are the
subjects that do not exist independently; by con-
trast, rural areas include diverse patterns of set-
tlement, infrastructure, and livelihoods and re-
late in complex ways with urban areas (Dasgupta
et al., 2014; Castle, Wu, Weber, 2011). Any discus-
sion on development needs to consider rural-ur-
ban linkages with regard to both economic devel-
opment and structural transformation (Truong
Cong, 2021; Evans, 1990). In a different direction,
several development theories and practices have
explained the linkages between rural-urban areas.
Still, almost all this literature aimed at developing
each area or whole regions with limited mention of
economic structural transformation. Furthermore,
urban-rural linkages are usually investigated from
the sector linkages perspective, while the spatial
interaction is not considered sufficiently.

To make up this gap, this study’s main objec-
tive is to connect the existing relative literature
about economic structure, and regional linkages
then draw up a complete picture of the rural eco-
nomic structural transformation (REST) based on
rural-urban linkages, especially spatial interac-
tion. Besides that, this article highlights future di-
rections for rural economic research. The paper is
organised as follows. Section 2 explains the main
concepts explored in the regional linkages and
economic structural transformation literature.
In section 3, the overview of theories of regional
linkages and REST are presented. Framework of
the analysis of the relationship between spatial
interaction and REST is offered in Section 4. The
conclusion is in Section 5, and the final section
gives the future research directions.

2. Conceptual Background

2.1. How to define rural areas?

The definition of «rural areas» can be ap-
proached in different ways, depending on the pur-
pose of using this definition. The policy-makers
and statistics offices in each country usually define
rural areas based on special criteria that are char-
acteristic of these countries. However, these defi-
nitions are not without flaws. For example, Ireland
considers rural areas as human settlements with
less than 1500 inhabitants, whereas this thresh-
old is 2000 inhabitants in Israel and 5000 inhab-
itants in Ghana'. The broad array of different cri-

! International Labour Office. (2018). Rural-urban labour sta-
tistics. Geneva. Retrieved from: https://unstats.un.org/unsd/de-
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teria applied in national definitions of rural-ur-
ban presents a serious challenge when making
cross-country comparisons. Table summarises the
criteria used in defining «rural areas» and some
suggested criteria for building common concepts
by various international organisations.

Besides the approaches of policy-makers, sta-
tistical officers in the country and international or-
ganisations, there is a different approach, namely,
scholars’ viewpoints. The rural area concept has
been perceived as farming areas, and rural peo-
ple get restricted from accessing the social infra-
structure (von Braun, 2007). In contrast, an advan-
tage over urban areas is beautiful nature, fresh air,
an abundance of water, and low rent; however, ru-
ral areas are characterised by the lack public spir-
its and amusement, long walking hours and low
wages (Howard, 2013). The «rural» is also under-
stood as a society and the space it occupies, where
agriculture and other primary activities account
for a significant proportion of land use, employ-
ment, income, and economic output, and where
population densities are distinctly lower than
those of large cities in the same country (Berdegué,
Proctor, Cazzuffi, 2014; Jennings et al., 2015;
Guastella, Pareglio, 2016). Rural areas are places
where people live in dispersed spaces with limited
access to social services (Gebre, Gebremedhin,
2019). In reality, the urban and the rural coexist
along a continuum with many in-between stages
varying from metropolitan regions, networks of
medium- and small-sized cities, and densely pop-
ulated areas with market towns (Sietchiping et al.,
2014).1 summary, in any approach, the rural is de-
fined concerning the urban areas as the inverse of
the residual of urban (Lerner, Eakin, 2011).

2.2. Understanding of Economic Structural
Transformation

The economic structural transformation, which
is usually known as another term like structural
transformation or structural change, is mentioned
very early in economic development history. In his
Nobel Prize lecture, Kuznets (1973) refers to major
aspects of structural change, including the shift
away from agriculture to non-agricultural pur-
suits and away from industry to services. Similarly,
Herrendorf, Rogerson and Valentinyi (2014) define
structural transformation as the reallocation of
economic activity across the broad sectors of ag-
riculture, manufacturing, and services. The struc-
tural transformation is the reallocation of eco-
nomic activity from low productivity to high pro-

mographic-social/meetings/2019/newyork-egm-statmeth/docs/
bd-01-ILO.pdf (Date of access: 10.09.2019).
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Table
Definitions of “rural areas” in selected international organisations
International T ... o .
.. Criteria in Definition Suggested Criteria for building common concepts
organization
. . e Population density, percentage of the population engaged
UN DESA Depend on different national definitions™ . p . P g. .- pop s gag
in agriculture, the general availability of facilities
Population size, population density and travel .
World Bank P » POP Y ) Agglomeration index
time by road to a sizeable settlement
Settlement, land cover and use, and .
FAO ’ s Unit of geography (Same-sized parcels
remoteness from urban areas geography ( p )
Physical distance to major markets, economic . .
OECD Y .. . J ) ., | Spatial scales (grid cell typology)
competitiveness, specific economic structures
European Physical distance to major markets, economic . .
.o L . . .s | Land use or land cover information
Commission | competitiveness, specific economic structures
ILO Depend on different national definitions™ Administrative areas

I UN Department of Economic and Social Affairs. (2018). World Urbanization Prospects: 2018 Revision. Key Facts. Retrieved from:
https://www.un.org/development/desa/publications/2018-revision-of-world-urbanization-prospects.html. (Date of access: 10.09.2019).
2 World Bank. (2009). World Development Report: Reshaping Economic Geography. Office of the Publisher. The World
Bank. Washington, DC. Retrieved from: https://documents.worldbank.org /en/publication/documents-reports/documentde-
tail/730971468139 804495/world-development-report-2009-reshaping-economic-geography (Date of access: 10.09.2019).

3 FAO. (2018). Guidelines on defining rural areas and compiling indicators for development policy. Rome. Retrieved from: http://
gsars.org/wp-content/uploads/2018/12/GS-GUIDELINES-RURAL-AREAS-EN-FINAL-2018.pdf (Date of access: 10.09.2019).
“t OECD. (2016). OECD Regional Outlook 2016: Productive Regions for Inclusive Societies, OECD Publishing, Paris. Retrieved
from: https://www.oecd.org/regional/regional-policy/oecd-regional-outlook-2016-9789264260245-en.htm (Date of access:
10.09.2019).

*5 Dijkstra, L., & Poelman, H. (2014). Regional Working Paper 2014. A harmonised Definition of Cities and Rural Areas: The
New Degree of Urbanisation. European Commission’s Directorate General (DG) for Regional and Urban Policy: Working Papers,
1-24. Retrieved from: https://ec.europa.eu/regional_policy/sources/docgener/work/2014 01 new_urban.pdf (Date of access:
10.09.2019).

*¢ International Labour Office. (2018). Rural-urban labour statistics. Geneva. Retrieved from: https://unstats.un.org/unsd/demo-
graphic-social/meetings/2019/newyork-egm-statmeth/docs/bd-01-ILO.pdf (Date of access: 10.09.2019).

Source: compiled by the author.

dustrialisation. Specifically, agricultural growth
exerts a positive effect on rural service sector
growth (Balisacan et al., 2011). Rising labour pro-
ductivity on the farm increases per capita food
supplies, which allow the industry to become

ductivity activities and sectors (McMillan, Rodrik,
2011; Sen, 2019; Diao, McMillan, Rodrik, 2019).

3. Theories of Rural Economic Structural
Transformation and Regional Linkages

3.1. Rural Economic Structural Transformation
(REST)

In some studies that deeply investigate the ru-
ral areas, the economic structural transforma-
tion is also analysed based on determinants like
the aggregate economy. From the productivity as-
pect, Saha and Verick (2017) argue that in some
areas, agricultural growth has spurred non-farm
activities and hence led to non-farm employment.
In reverse, lack of agricultural growth has pushed
people into non-agricultural sources of liveli-
hood, and, in this sense, non-farm activities were
viewed as a «residual» sector. However, employ-
ment opportunities created in these sectors have
been casual in nature, and the motivation of this
push effect is the higher wages in the non-agri-
cultural sector. According to Gollin, Parente and
Rogerson (2002) and FAO (2017), agricultural pro-
ductivity improvement was a precondition for in-

more competitive (Gollin, 2018), and releases
farm family workers to undertake non-farm activ-
ities (Hazell, Haggblade, Reardon, 2007). From the
income aspect, the increase in rural households’
wealth is generally associated with a decreased
engagement in agriculture and diversification to-
ward rural non-farm activities (Barrett, Reardon,
Webb, 2001). More clearly, Hossain (2004) shows
that as farm income grows, the demand for non-
farm goods and services increases. As a result, to
meet this growing demand, rural households in-
creasingly diversify into the production of rural
non-farm goods and services (Haggblade, Hazell,
Reardon, 2010).

3.2. Urban-Rural Linkages

Regional Linkages

For the past six decades, much literature has
been generated about the relationship and in-
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teraction between rural and urban. In 1955, the
growth pole theory or theory of polarised devel-
opment was first presented. This theory shows
that development is unbalanced; it does not ap-
pear everywhere all at once but appears in points
or development poles with variable intensities
and spreads along diverse channels and with var-
ying terminal effects to the whole of the econ-
omy (Perroux, 1955; Boudeville, 1966). Also, in
the same way, Friedman (1966) created so-called
theories of uneven development in the core-pe-
riphery relationship. The core dominates, whilst
the periphery is dependent. This dependence is
structured through the relation of exchange be-
tween core and periphery. In many cases, the re-
gional space economy experiences four stages,
from discrete equilibrium, aggregated non-equi-
librium, to a diffused stage, and network equilib-
rium, which corresponds to pre-industrial, transi-
tional, industrial, and post-industrial stages, re-
spectively. Along with regional development de-
scription, two scholars, Hirschman (1958) and
Myrdal (1957), deal with how growth pole strat-
egy affects the development of surrounding areas.
They both talk about a process whereby one region
is the growth centre, being advanced and devel-
oped, influencing or controlling the nearby areas
negatively or positively. Positively, Hirschman’s
trickle-down effects (or spread effects in Myrdal’s
terms) indicate an increase of the centre’s pur-
chases and investments in the nearby areas and
the absorption by the centre of some of the nearby
areas underemployed, thereby raising per capita
incomes in the surrounding areas. On the other
hand, Hirschman’s polarisation effects (or back-
wash effects respectively in Myrdal’s terms) in-
clude severe competition from the nearby areas’
relatively inefficient industries and a tendency for
selective migration of the young, skilled, educated
people from nearby areas to centre in search of the
greater opportunities and apparently higher sal-
aries available in the latter. Because the centre’s
industry is productive, what little capital nearby
areas possess is likely to migrate to the centre,
where interest rates are high and security guaran-
teed. Therefore, these effects can be seen as neg-
ative influences from the centre to surrounding
areas.

Spatial Interaction

After these studies, scholars discuss whether
urban areas played parasitic or generative roles
in the development of rural areas for a long time.
These discussions remained abstract and without
united conclusive empirical evidence in different
countries. In the 1990s, Mike Douglass sketched

Ekonomika Regiona [Economy of Regions], 18(2), 2022

the regional planning framework’s outlines that
incorporated rural-urban linkages and adjusted
to various local situations (Douglass, 1998). He
suggests that rural-urban relations should be di-
vided into two components: structures and flows.
The development of rural areas is linked to urban
functions and roles through flows: people, pro-
duction, commodities, capital, and information
between rural and urban areas. In independent re-
search, Tacoli (2003) gets similar results that ru-
ral-urban linkages include spatial flows. This
study also explains the direction of these flows:
from rural-based producers, flows of agricultural
and other commodities to urban markets, in re-
verse, flows of manufactured and imported goods
from urban centres to rural settlements. Flows of
people moving between rural and urban include
commuting, visiting urban-based services, admin-
istrative centres, and migrating. Information on
market mechanisms, price fluctuations, consumer
preferences, employment opportunities for po-
tential migrants is included in information flows.
Financial flows include remittances from migrants
to relatives and communities in sending areas,
transfers such as pensions to migrants returning
to their rural homes, and investments and credit
from urban-based institutions. In later studies
(Gebre, Gebremedhin, 2019; OECD, 2013; Habitat,
2017; Hatcher, 2017), spatial interaction becomes
the main mechanism in analysing the relationship
between urban and rural areas on different aspects.
Rosegrant and Hazell (2000) argue that the rural
poor also lack access to technology and credit; ag-
ricultural marketing costs are high because of dis-
tance to markets and poor rural infrastructure. In
empirical research, the urban centres’ distance
imposes a strong burden on remote populations,
as demonstrated in North America (Partridge et
al., 2008) and Germany (Redding, Sturm, 2008). In
India, Asher and Novosad (2020) found suggestive
evidence that non-agricultural workers’ growth is
due to greater access to jobs outside the village.
Newly paved roads lead to increased transporta-
tion services and a large reallocation of labour
out of agriculture. Partridge, Olfert and Alasia
(2007) showed clear evidence that major centres
in Canada are engines of growth. Specifically, ru-
ral benefits from being closer to major centres,
consistent with regional attractiveness, are en-
hanced by closer proximity to higher-ordered ser-
vices and amenities. In Ghana, Diao, Magalhaes
and Silver (2019) found that many rural house-
holds in the areas close to cities have shifted their
primary employment from agriculture to non-ag-
riculture. With larger cities, surrounding rural ar-
eas get a higher probability of solely engaging in

www.economyofregions.org
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rural non-farm and the lower probability of being
solely in agriculture.

4. FrameworKk in the Analysis
of the Relationship Between Spatial
Interaction and REST

4.1. Models of Relationship
between Spatial Interaction and REST

The model of the relationship between spa-
tial interaction and REST is summarised in Figure
1, which shows that REST is affected by three ob-
jects: urban area, rural area, and spatial flows be-
tween rural and urban areas. Each object plays a
different role in the economic structural change
in rural areas.

— Urban areas: Create motivation through
specific characteristics of the urban area. Cities
are seen as the engine of economic growth, as a
progressive process with the characteristics of fa-
cilitating technological innovations, economic
development and socio-political transformation
(Reddy, 2017). Compared to rural areas, the urban
areas’ fundamental advantage is the dominance of
capital- and knowledge-intensive sectors typically
enjoying high labour productivity and technologi-
cal advancement in their economies (Smetkowski,
2015). Besides that, urban areas are the human
settlement with a high population density, the
large scale of economic and dominance of indus-
trial and service sectors. Therefore, urban areas

are the sources of input supply and output mar-
ket for rural areas. Also, the scale of urban econ-
omy shows the level of motivation that urban can
create to rural transformation.

— Rural areas: Receive motivation through
specific characteristics of rural areas. The entry of
rural people into non-farm activities is only possi-
ble if there is the availability of non-farm employ-
ment opportunities of the type that arise from ur-
banisation, innovations, sectoral transformations,
and national and international trade (Akkoyunlu,
2015). As discussed in section 2, rural areas have a
low population density and small economic scale
with the agricultural sector’s dominant propor-
tion. Therefore, the economic structural transfor-
mation in rural areas takes place slowly or even
does not happen at all. Rural areas lack the mar-
ket for products and agglomeration economics,
enhancing income and productivity through tech-
nological innovations. In reverse, rural areas will
perform the transformation process based on ur-
ban areas that satisfy rural areas’ needs. The scale
of the rural economy signifies the ability to ab-
sorption the motivation from urban.

— Spatial flows between rural and urban ar-
eas: Transmit motivation from urban to rural ar-
eas. These flows include people, capital, goods,
and information (discussed in the next part) and
depend on the distance from urban to rural areas.
Rural households in the areas close to cities have
shifted their primary employment from agricul-

Urban area

_

Notes:
Agricultural sector share ]
Industry and Service sectors share 227
Threshold of sector share [ ——
Direction of flows =
Geoeranhic bamiers =]

Fig. 1. The model of relationship between spatial interaction and REST
Source: compiled by the author
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ture to non-agriculture (Diao, Magalhaes, Silver,
2019). Closer proximity to cities and towns can
influence the type and intensity of rural activ-
ity. It can also create new opportunities for rural
livelihoods. Lower transport costs should result
in higher output prices and lower costs for man-
ufactured inputs at the farm gate. Price changes
should raise returns to the farm, thereby stimu-
lating more production, especially through in-
tensified use of fertilizer, agro-chemicals, tools,
and machinery (Wiggins, Sabates-Wheeler, Yaro
2018). Agricultural productivity promotes rural
non-farm employment only in the presence of
nearby urban centres (Deichmann, Shilpi, Vakis,
2009). In this case, the distance is the physical
distance from the urban to the rural area and the
total geographical characteristics. It represents
the effects, which restrict the motivation trans-
mission from an urban to a rural area. These ef-
fects contain the range, quality of road systems,
development of transportation, topography,
weather, etc. Infrastructure and transport are
bridging the urban and the rural. Transport costs
make up a significant proportion of total costs to
link urban and rural areas. An improvement in ru-
ral road quantity (length or density) and quality
increases the inter-linkages between urban and
rural areas (von Braun, 2007). Construction of a
new road may lead to changes in economic ac-
tivity patterns, including in prices, wages, move-
ments of labour and capital, and the prevalence
of different economic activities (Adam, Bevan,
Gollin, 2018). Improved roads can facilitate the
development and/or expansion of industries lo-
cated in the countryside by lowering the cost of
bringing in inputs and moving goods to final mar-
kets (Renkow, 2007), which is certainly beneficial
to rural non-farm enterprises. However, perhaps
even more important is that improved road qual-
ity reduces cargo damage and creates a more pre-
dictable flow of transportation (Briones, 2017).
Besides that, improved roads, rail service, and
other vital communication linkages help rectify
the undersupplied and underdeveloped sharing
of knowledge and technology between the two
spheres (Srivastava, Shaw, 2016). The impacts of
distance to REST basically are the influence on
spatial flows.

4.2. Mechanism of REST through Spatial
Interaction

As discussed above, the spatial flows are im-
portant components in spatial interaction, which
are determinants in REST. However, how can the
spatial flows do this? It is the question about the
mechanism, which will be discussed in this part.
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| Flows |
| Distances |
/—_
\4
Productivity in e—3
agriculture
|

Labor

W

Capital

y

\ 4

Lack of Investin non-farm Expenditure in
agricultural (=3 activities non-farm activities
land (Supply) (Demand)
Rural Area

Economic
structural
trasformation

Fig. 2. The mechanism of REST through inflows (source: com-
piled by the author)

Flows of People

The flows of people between rural and ur-
ban have two directions, and they affect REST in
some way, but rural-urban migration is the largest
stream (Reddy, 2017).

— Rural-to-urban direction: People move
from rural to urban areas searching for better
employment opportunities, education, medical,
social and basic services, and improved liveli-
hoods, known as migration. In particular, young
and skilled people leave rural areas for urban
centres, leaving behind older adults, women,
and children and causing a so-called brain drain
(Habitat, 2017; Woods, Heley, 2017). However,
the exact impact of migration on REST is highly
context-specific, varying across both space and
time. The migration includes temporary (sea-
sonal), semi-permanent and permanent migra-
tion, and it has both positive and negative ef-
fects on rural areas and households (Berdegué,
Proctor, Cazzuffi, 2014). As for temporary migra-
tion, workers migrate from rural to urban in the
lean season of the rural labour market to engage
in some urban activities without severing their
link to the land in their rural homeland, and they
decide to go back to their village after collecting
good savings (Atkinson, 2014). Therefore, season-
ally unemployed will be attracted by urban areas
through rural-urban migration. This will even-
tually free the rural sector from surplus labour
burden and relieve an overcrowded labour mar-
ket (Berdegué, Proctor, Cazzuffi, 2014). Besides,
remittances have an important role in migrant
households, and these flows are expected to pro-
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duce multiple positive impacts (they will be an-
alysed later). The skill up-gradation can be an-
other positive outcome of migration by transfer-
ring knowledge, skills, and technology. If migrant
workers can learn new skills, they will enjoy up-
ward mobility in the place of destination. They
can also use these skills in the place of origin to
gradually improve their earnings and contrib-
ute to steadily developing farm and off-farm ac-
tivities of origin (FAO, 2017). In the case of mi-
gration to Gujarat, among migrant construction
workers, 22 % reported that they gained work-
ing skills after coming to the city. Skills im-
proved among 35 % of textile workers and 70 %
of migrant diamond workers. These skills are ac-
quired on the job, as there are no formal train-
ing courses for new workers, except in large dia-
mond units, where special training is given. It is
important to add that the skills are improved in
the case of those with some basic skills (Hirway,
Singh, 2017). As for semi-permanent and per-
manent migration, out-migration leads to a de-
cline in agricultural production and productivity,
owing to the loss of farming knowledge and, in
many cases, to the absence of labour-saving tech-
nologies (FAO, 2017). The loss of labour available
for agricultural activities decreases productivity,
and the off-farm income earned by migrants in
urban areas partially compensates for the nega-
tive lost-labour effect. In China’s case, each ad-
ditional migrant decreases rice productivity by
20.89 kg per worker per day and increases 22,116
yuan in off-farm income. In addition, each yuan
earned by a migrant is associated with 0.00037 kg
per worker of additional rice yield. Even though
the indirect positive effect of off-farm income is
large, the lost-labour effect on rice productivity
is still larger (Shi, 2018).

— Urban-to-rural direction: Households mov-
ing from urban areas into rural communities later
in life, for retirement, or lifestyle or consumption
reasons (Woods, Heley, 2017). The area of agricul-
tural land is, therefore, reduced and replaced by
buildings. People migrating in this direction usu-
ally bring certain savings accumulated from urban
areas, thus increasing the demand for rural prod-
ucts, especially non-farm products. Moreover,
people from urban areas are trained, skilled, and
experienced so they can help spillover the knowl-
edge and technology that is important to increase
agricultural productivity.

Flows of Capital

Flows of capital into rural areas that help in-
crease rural households’ wealth can be catego-
rised into income from trading activities and mi-

grant remittances. Primarily, remittances from
migrants to relatives and communities in the ru-
ral areas they originate from. Remittance may fa-
cilitate family members’ reconversion at home
to the rural non-farm economy (Hossain, 2004;
Adger et al., 2002). In Malawi, areas with larger
capital flow experienced more structural transfor-
mation, as labour reallocated away from agricul-
ture into the non-farm sector. This reallocation
reduced the concentration of employment in ag-
riculture within areas. The average value of the
Herfindahl index is 0.8. In areas with larger capi-
tal shocks, this index fell between 0.006 and 0.015
in the decades following the end of migration, in-
dicating a larger reduction in the concentration
of work — or more diversification — in these ar-
eas (Dinkelman et al., 2017). Specifically, remit-
tances play a major role in financing innovation
and industrial investment (Tiffen, 2003; Eppler,
Fritsche, Laaks, 2015). Besides that, capital flows
also raise farmers’ purchasing power, which in-
creases the demand for agricultural inputs that
can enhance their agricultural production (Gebre,
Gebremedhin, 2019) and contribute to establish-
ing the market for non-farm activities (Hirway,
Singh, 2017; FAO, 2017). As their incomes grow,
farm households increase their expenditure on
non-food items, thereby accelerating demand for
non-farm goods and services such as housing,
clothing, schooling, health, prepared foods. To
meet this growing demand, rural households in-
creasingly diversify into the production of rural
non-farm goods and services (Haggblade, Hazell,
Reardon, 2010). In India and Bangladesh, many
remittances are used for immediate consumption,
health, and education. Only a small proportion,
around 10-12 %, is invested in agriculture (Syed,
Miyazako, 2013).

Flow of Goods and services:

The flows of good and services include two di-
rections, which are different in content and role
in REST:

— Rural-to-urban direction: Includes food for
urban populations, raw and processed materials,
even parts or preliminary products for urban man-
ufacturing units (Habitat, 2017; Srivastava, Shaw,
2016). Raw materials are unprocessed natural ma-
terials used to produce goods and services. Due to
the commercialisation of food and raw materials
in urban areas, rural products are sold at higher
prices, leading to the revitalisation of rural econ-
omies by increasing farm income. In addition, ap-
proaching the modern market in urban areas cre-
ates jobs related to resource use, the processing
of raw commodities, and the production of new
products (Gebre, Gebremedhin, 2019).
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— Urban-to-rural direction: In the opposite di-
rection from urban-to-rural, manufactured and
processed goods and inputs for the agricultural
sector find the market in the rural areas (Habitat,
2017; Srivastava, Shaw, 2016). As for the rural area,
trade with larger urban centres also expands, and
more urban goods become available. These often
displace many traditional rural products, forcing
structural changes in the rural economy’s com-
position and its towns (Rosegrant, Hazell, 2000).
These inputs and services such as seeds, fertiliz-
ers, pesticides and insecticides, veterinary prod-
ucts, credit, pumps, farm machinery, market-
ing, and processing of farm produce help to in-
crease productive modern agriculture (Haggblade,
Hazell, Reardon, 2010; Berdegué et al., 2014).
Effects of remoteness and poor transportation in-
frastructure limit the adoption of productivity-en-
hancing technologies like chemical fertilizer from
regional hubs (Aggarwal et al., 2018). Moreover,
importing machines, equipment, and tools neces-
sary for manufacturing also contributes directly to
enhancing the productivity and expansion of non-
farm activities.

Flow of information and knowledge:

Flows of information and ideas between ru-
ral and urban areas include information on mar-
kets—from price fluctuations to consumer pref-
erences—and on employment opportunities
for potential migrants in urban and rural areas
(Sietchiping et al., 2014; Habitat, 2017; Hatcher,
2017). Inequity in access to information allows
those with information to take advantage of
those without it (often farmers), even though this
information is technically available in the pub-
lic domain. With flows of information, house-
holds in rural areas can hold the availability of
timely and necessary information that restricts
selling their harvests below fair value and helps
to predict the time to sell products at a high
price (Miller, Saroja, Linder, 2013). Besides the
flow of information on markets, innovations and
new technologies are also elements of the flow
of information and knowledge (Srivastava, Shaw,
2016). Urban areas are seen as “the engines of
growth and hubs for creativity and innovation”
(European Commission, 2010), and they provide a
favourable environment for knowledge diffusion
(Glaeser et al., 1992). The new technology was
seen to have resulted in higher agricultural pro-
ductivity, higher income of farmers, and a spurt in
demand for consumption goods produced in the
non-farm sector (Saha, Verick, 2017). Technology
change increases labour productivity when it re-
quires very little additional labour to harvest a
larger crop (Mellor, 2017), increases agricultural
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productivity when genetically engineered plants
create more crop yields that can foster industri-
alisation (Bustos, Caprettini, Ponticelli, 2016).

5. Conclusions

This literature review aims to uncover the eco-
nomic theories used to understand REST. Although
REST has been studied for a long time using dif-
ferent approaches, the transformation process is
almost always explained from the viewpoint of
internal rural areas. In contrast, rural areas have
a close relationship with the urban area. Besides
that, the existing studies of linkages between ru-
ral and urban areas focus on the development and
ignore the quality of development, which is rep-
resented by economic structure. This paper fills
this gap by blending regional linkages and eco-
nomic structure theories as the groundwork then
explaining the mechanism of REST through draw-
ings and comments. The literature suggests that
REST is the process in which motivation of rural
transformation is created from urban, then trans-
mitted through spatial flows, and received by ru-
ral areas. In transmission, each component of spa-
tial flows always exists in opposite directions with
different magnitude and impacts. This motiva-
tion will mostly affect economic activities based
on the change in income and productivity after
approaching rural areas. From this review, a the-
oretical framework to guide the analysis of REST
is systematised. Besides that, the growing aware-
ness about each object’s role in the transforma-
tion mechanism gives some policies suggestion
that helps accelerate REST. Increasing investment
in technological development, education in urban
or shortening distances from rural to urban areas
by building more roads and improving the trans-
portation system’s quality are the solutions that
policy-makers should consider.

6. Future Research

Although the paper provides the overview of
REST and fills the theoretical gap about analy-
sis of transformation in an external relation-
ship context, it also offers several follow-up re-
search questions that can be considered in future
research:

(1) The different definitions of rural/urban ar-
eas in different countries, as mentioned in the be-
ginning, cause various empirical research results
based on this approach. This requires the stand-
ardisation of definition in similar areas (or at least
in hierarchy of areas).

(2) Theoretically, how will REST happen in the
case when many urban areas simultaneously af-
fect rural areas?
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(3) The speech of REST in different peri- pacts in spatial interaction when two di-
ods deserves further theoretical and empirical rections of each flow exist simultaneously,
elaboration. and what will be the best method to capture

(49) Methodologically, the key ques- theimpacts?
tion arises: How to separate each flows’ im-
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