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evelopment theory and practice have often 
treated rural and urban spaces as separate 
environments with distinct growth and 

development trajectories. A growing appreciation for 
the myriad links between rural and urban areas has 
spurred efforts to better understand and support their 
connections. Yet the importance of market towns to 
rural livelihoods remains sorely under-researched. 
Knowing more about the nature of links of rural 
households to local market towns and cities may be 
particularly useful for guiding regional development 
policies and poverty-reduction strategies. 

Importance of Rural Links to Urban Areas 
Links to local and regional urban centers—here 
meaning mostly towns and small- and medium-size 
cities, as opposed to large cities and metropolitan 
areas—convey numerous benefits to rural localities. 
These benefits include a larger market for agricul-
tural and nonagricultural goods produced by rural 
households; improved access to the inputs needed 
for production of these goods and to a wider variety 
of commodities; additional opportunities for em-
ployment; and improved access to health care, 
education, and the legal system. 

Purpose of this Paper 
This paper draws on longitudinal 
data from 15 areas in rural Ethiopia 
to address the following questions: 
(1) How significant are urban cen-
ters, particularly market towns, to 
the economic activities of rural 
households? (2) How does better 
access to these centers affect house-
hold economic activities? (3) Do 
better connections to these locales make rural house-
holds better off? 

Methodology 
To explore these questions, this paper analyzes 
longitudinal data from the Ethiopia Rural Household 
Survey (ERHS) from 15 villages. These villages 

usually have a primary school but other amenities 
are only rudimentary. On the other hand, the local 
market towns and cities usually have electricity, tele-
phone service, and a post office. They are one-half 
to 20 kilometers away and range in size from a few 
thousand to about 60,000 people. 

Data collection began in 1989 in six areas of 
rural Ethiopia but expanded in a subsequent round of 
data collection in 1994 to encompass nine more 
villages. This allowed for better representation of the 
diversity of farming systems in the country. The 
1994 survey round comprised 1,477 households; the 
sample was updated in later studies in 1995, 1997, 
1999, and 2004. 

Population shares within the sample were broadly 
consistent with the population shares in the three 
main sedentary farming systems—the plough-based 
cereals-farming systems of the Northern and Central 
Highlands; mixed plough/hoe cereals-farming sys-
tems; and farming systems based around enset, a 
root crop also called false banana, grown in southern 
parts of Ethiopia. Descriptive statistics detailed loca-
tion of purchases and sales, disaggregated by dis-
tance to the local market towns and by road access. 

Regression analysis was then 
used to evaluate the extent 
and location of the various 
economic activities under-
taken by rural households—
such as the selling of live-
stock or crops or the purchase 
of fertilizer—as affected by 
factors such as the relative 
distance of the home village 
from the local market town, 
the availability and quality of 

transport, and the condition of local roads. Re-
gression methods allowed for control of the effects 
of confounding factors such as the possibility that 
higher levels of economic activity were actually 
correlated with higher agricultural potential of the 
area rather than only better access. 
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Results 
Three core findings emerge from the study: 
 
(1) Local market towns and cities are extremely 

important to the economic activities of rural 
households. In fact, these localities are largely 
the only urban locations where rural households 
undertake economic activities. Apart from remit-
tances, rural households have few direct links 
with more distant urban centers or the capital 
city. Rural households purchase about half their 
inputs for agricultural production in these local 
urban centers, and more than half of other 
household items, such as batteries, matches, and 
food. Although the proportion of crops sold in 
these local market towns and cities varies widely 
(from about 25 percent of eucalyptus to about 60 
percent of wheat), rural households sell about 75 
percent of their livestock there. These towns and 
cities are also the primary locations for the sale 
of artisanal products, particularly those produced 
by women. 

(2) Proximity to a market center affects the extent of 
economic activity, even after controlling for 
other factors. The closer the village is to a 
market town, for instance, the more likely rural 
households are to purchase inputs or sell a 
variety of products there. 

(3) Improved access to market towns and cities has 
a positive effect on welfare. Improving the pres-
ence and quality of roads and widening transport 
options increase consumption. Communities 
with better roads have higher growth rates than 
others. More remote communities have a 

tendency to grow somewhat slower, beyond any 
effects related to infrastructure. 

Policy and Program Challenges 
Development debates are predicated on the 
separateness of urban and rural spaces. Although one 
should be cautious in extrapolating the results from 
this study, given the relatively few villages it covers, 
the results suggest that local market towns and cities 
play a key role in providing space for the economic 
activities of rural households. Their role in con-
necting urban and rural areas suggests that drawing 
too strong a divide between “rural” and “urban” 
localities, and envisioning that most economic 
activities take place within those respective rural and 
urban areas, is misleading. 

The study shows that market towns and cities are 
an important source of demand for products pro-
duced in rural areas, and rural residents are a source 
of demand for goods sold in urban areas. Improving 
the presence of roads and their quality and the range 
of transport options available will make important 
contributions toward further bringing these spaces 
together and improving rural welfare. 
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economic activities of rural households. In fact, these 
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