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Stepwise Product Innovation in Rural Tourism
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Abstract: Despite the effectiveness of the economic approach to studies of rural tourism, the
economic approach has not been fully applied in the arena of rural tourism. Thus, this paper
explores the hypothesis of stepwise rural product innovation under a microeconomic frame-
work by focusing on rural tourism that accompanies educational externalities. Rural tourism is
defined here as an economic activity that internalizes externalities generated as multifunction-
ality in agriculture, which is a positive by-product of agricultural activity. This hypothesis has
three steps starting from the private optimal point in which externalities are not internalized
at all initially. The second stage is the average cost optimal in which operators are partially
compensated to the level of average cost. The final stage is that a social optimal is achieved
in which operators are fully compensated, meaning that externalities are fully internalized as
new income. This stepwise approach is fully consistent with microeconomics and enables rural
entrepreneurs to attain product innovation eventually along with accumulation of experience

and confidence under strict rural resource constraints.
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