INTERNATIONAL JOURNAL OF FINANCIAL ECONOMICS (1JEFE) e-ISSN: 3063-3648
Vol. 1 No. 5 November 2024, page 990-1000

THE IMPACT OF INFRASTRUCTURE ON RURAL ECONOMIC GROWTH: A
COMPREHENSIVE LITERATURE REVIEW

Loso Judijanto *
IPOSS Jakarta, Indonesia
losojudijantobumn@gmail.com

Al-Amin
Universitas Airlangga, Surabaya, Indonesia
al.amin-2024@feb.unair.ac.id

Abstract

This study examines the impact of infrastructure on economic growth in rural areas
through a comprehensive literature review. Good infrastructure, including roads,
bridges, clean water supply, and electricity, is proven to play an important role in
promoting economic growth. Improved access and connectivity brought about by
infrastructure development facilitate the distribution of goods and services, reduce
transport costs, and expand access to markets. This not only increases the
productivity of the agricultural sector and small and medium enterprises, but also
opens up opportunities for economic diversification and attracts investment. In
addition, adequate infrastructure contributes to improvements in the social aspects
and welfare of rural communities. Public facilities such as schools, clinics and access
to information technology improve people's quality of life, providing greater
opportunities for better education and health services. As such, these improvements
in the quality of human capital strengthen the foundation for long-term inclusive and
sustainable economic growth. The study emphasises the importance of consistent
investment in infrastructure development to achieve this goal.
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Introduction

Infrastructure development is a key element in driving economic growth and
social welfare. Adequate infrastructure not only facilitates economic activities, but
also improves people's quality of life. In many countries, both developed and
developing, infrastructure improvements have been proven to have a positive impact
on improving production efficiency, distribution of goods and services, and creating
new economic opportunities.

Infrastructure is an important foundation in a country's economic
development. The existence of adequate infrastructure such as roads, bridges,
harbours, airports, and communication networks not only facilitates the flow of
goods and services, but also improves production and distribution efficiency. For
example, good roads and bridges allow for faster and cheaper transport of goods
and raw materials, reducing logistics costs for firms. (Ovung & Ezung, 2023). Good
infrastructure also attracts domestic and foreign investments as they reduce risks
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and operational costs for businesses. Not only limited to physical infrastructure, soft
infrastructure such as reliable legal and financial systems are also crucial in ensuring
smooth economic operations and global competitiveness of a country. (Purwanto,
2023).

In addition, infrastructure plays a big role in improving people's quality of life
and promoting social development. A stable electricity network and clean water
supply have a direct impact on the health and productivity of workers. In the field of
education, adequate facilities such as schools and internet access enable people to
gain the knowledge and skills needed in an increasingly competitive labour market.
(Park & Yi, 2024). In the health sector, infrastructure such as good hospitals, clinics,
and ambulance services improve access to healthcare, reduce mortality, and increase
life expectancy. Thus, investment in infrastructure not only fuels economic growth,
but also supports sustainable human development. (Gao & Tong, 2024).

However, there are significant disparities between infrastructure conditions
in urban and rural areas. Urban areas generally have better access to various types of
infrastructure such as quality roads, stable electricity networks, clean water supply,
health facilities, and excellent educational institutions. In contrast, rural areas often
suffer from infrastructure deficiencies that can hinder their economic growth. This
gap is a major concern in efforts to improve the welfare of rural communities and
reduce regional inequality. (Waberi, 2024).

The importance of infrastructure to rural development cannot be overlooked,
as villages are often significant reservoirs of food and natural resources. Agriculture,
which relies heavily on roads and irrigation infrastructure, is one sector that is
particularly affected by infrastructure conditions. In addition, the availability of
electricity and clean water in rural areas can increase the productivity of household
industries and small and medium enterprises (SMEs), which are the backbone of the
local economy. (McCall, 2021).

Previous studies have examined the relationship between infrastructure and
economic growth, but studies that specifically highlight the impact of infrastructure
on rural economies are relatively limited. A comprehensive literature review is
needed to understand how different types of infrastructure (such as roads,
electricity, water, education, and health) affect economic dynamics in rural areas. This
study aims to fill this gap by analysing the existing literature on the impact of
infrastructure on economic growth in rural areas. (Aldashev & Batkeyev, 2021).

With a deeper understanding of the role of infrastructure in spurring rural
economic growth, it is expected that the results of this study can provide useful
recommendations for policy makers in increasing infrastructure investment in rural
areas. This will ultimately result in more inclusive and sustainable economic growth.
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Research Methods

The study in this research uses the literature method. The literature research
method is an approach used to collect, critique, and analyse information from various
existing written sources to gain an in-depth understanding of a particular topic
without conducting field data collection. (JUNAIDI, 2021); (Abdussamad, 2022). This
approachinvolves steps such as identifying research questions, searching for related
literature through academic databases, reading and recording important information
from reliable sources such as scientific journals, books, and articles, and analysing and
synthesising the information to answer research questions or find gaps in previous
research. As such, literature research can provide a strong theoretical foundation for
further research and support hypotheses or arguments based on existing
information. In addition to helping formulate a conceptual framework, this method
is also useful in understanding the historical context or background of the issue being
investigated. (Wekke, 2020).

Results and Discussion
Impact of Road and Transport Infrastructure on Rural Economic Growth

Infrastructure is the fundamental set of physical and organisational facilities
and systems necessary to support the economic and social functions of a society.
Infrastructure includes essential elements such as roads, bridges, harbours, airports,
railways, power grids, irrigation systems, and communication facilities, such as
telephone and internet networks. (Yanagisawa et al., 2022).. In addition,
infrastructure also includes basic public services such as education systems, health
services, and waste management designed to support people's daily lives. The
existence of adequate and well-functioning infrastructure is critical to ensuring the
smooth running of production activities, distribution of goods and services, and
improving the quality of life, by providing better access to basic services and
economic opportunities for all communities (Subagyo & Sulisnan, 2022). (Subagyo &
sulisnaningrum, 2021).

Physical infrastructure is the set of physical facilities and systems needed to
support the economy and the convenience of people in their daily activities. This
category includes roads, bridges, airports, ports and railways that facilitate transport
and mobility. In addition, physical infrastructure includes electricity and gas
networks, water supply and waste management systems and telecommunication
facilities such as telephone networks and the internet, all of which support economic
productivity and efficiency. Good physical infrastructure improves the efficiency of
business operations, expedites the distribution of goods and services, and reduces
logistics costs, ultimately contributing to economic growth and improved quality of
life. (zhang, 2023).
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Meanwhile, social infrastructure refers to facilities and services designed to
support the social and cultural well-being of the community. This category includes
health facilities such as hospitals and clinics, educational institutions ranging from
primary schools to universities, and social services such as shelters and nursing
homes. In addition, social infrastructure also includes cultural and recreational
facilities such as libraries, museums, parks and sports centres. (ZHOU, 2022). Social
infrastructure plays an important role in developing quality human resources,
improving health outcomes, and building more cohesive and highly competitive
communities. By providing better access to basic social services, people can enjoy a
more prosperous life and have the potential to make a more significant contribution
to economic and social development (Prabheesh et al., 2022). (Prabheesh et al,,
2022)..

Economic growth is the increase in an economy's capacity to produce goods
and services over a period of time, measured as a percentage of gross domestic
product (GDP) in the previous period. This growth reflects an increase in economic
activity resulting from various factors such as increased productivity, investment,
technological innovation, infrastructure renewal, as well as anincrease in the number
of skilled labour. Sustainable economic growth is characterised by an increase in per
capita income, people's welfare, and a country's ability to provide better public
services. Therefore, economic growth indicates not only an increase in production
capacity but also improvements in the quality of life and social welfare of the people.
(Moozhiyan, 2024)..

Road and transport infrastructure development has a significant impact on
economic growth in rural areas. One of the main impacts is increased accessibility.
With good roads and adequate transport systems in place, rural communities can
more easily access markets, health facilities, educational establishments, as well as
employment opportunities in the wider area. This not only helps in accelerating the
mobility of goods and services but also enables villagers to sell their agricultural
products and crafts more efficiently to larger markets, which in turn can increase
household income. (Winikoff, 2024).

In addition, good road and transport infrastructure can also attract
investment to rural areas. Adequate infrastructure increases the economic
attractiveness of an area so that investors are more keen to invest. For example,
agro-processing or simple manufacturing industries may be more inclined to set up
factories or production facilities in areas that have good road access. This will create
new jobs and stimulate the local economy. Investment also encourages
improvements in other complementary infrastructure such as electricity, clean water,
and telecommunications. (Johnson, 2021).

Improved road and transport infrastructure also contributes to efficiency and
reduced logistics costs. In rural areas, transport costs are often a major barrier to the
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distribution of goods and services. With better roads, journey times are shorter, fuel
and vehicle maintenance costs are reduced, and operational efficiency is improved.
This allows local products to be more competitive in the market, which has a positive
impact on community income and regional economic growth. (Jones et al., 2021).

The positive impact of roads and transport infrastructure on rural economic
growthis also seenin the improvement of people's quality of life. Good infrastructure
allows easier access to basic services such as schools and health facilities, which in
turn improves the education and health levels of the local population. This creates a
more qualified and productive human resource, capable of fuelling innovation and
creativity in new fields. (Zhu, 2024). This overall effect creates a positive cycle where
infrastructure improvements lead to an improvement in the economy and quality of
life of rural communities, ultimately strengthening economic growth in a sustainable
manner.

Impact of Electricity and Water Infrastructure on Rural Economic Growth

The development of electricity and clean water infrastructure has a very
important impact on economic growth in rural areas. Adequate electricity availability
enables the development of various economic sectors, including household
industries, agribusiness, and small and medium enterprises (SMEs). Electricity boosts
productivity by supporting the use of modern technologies, such as electric farming
equipment, automated irrigation systems, and other heavy equipment. It reduces
reliance on time- and labour-consuming traditional methods, thereby increasing
production efficiency and economic output. (Olaoye, 2023).

In addition, good clean water infrastructure is crucial to the health of rural
communities. Clean water reduces the risk of spreading diseases often associated
with dirty water, such as diarrhoea and gastrointestinal infections. With reduced
disease incidence, quality of life and labour productivity improve. Access to clean
water also increases agricultural yields, as crops can grow better and farmers can
manage irrigation more efficiently. All of these factors directly contribute to
household income and economic well-being. (Hobbs, 2021).

Furthermore, the development of electricity and clean water infrastructure
can attract investment to rural areas. Investors often look for locations that have
adequate basic facilities for efficient business operations. Good infrastructure
enables stable economic activity and provides assurance for production and
operational continuity. For example, food processing plants, plantation businesses,
or rural tourism are more likely to thrive in a favourable environment and access to
vital facilities such as electricity and water. (Chakraborty, 2020).

Overall, the impact of electricity and clean water infrastructure on rural
economic growth creates a positive cycle of growth and development. Communities
that have access to these facilities can take advantage of various economic
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opportunities and improve their quality of life. Education and training can be more
easily accessed, preparing a more skilled and competitive human capital. These
improvements ultimately strengthen rural economic resilience, reduce the gap
between rural and urban areas, and promote more inclusive and sustainable
economic growth.

Impact of Education and Health Infrastructure on Rural Economic Growth

The development of education infrastructure in rural areas plays a crucial role
in driving economic growth. Access to adequate education allows villagers to acquire
the knowledge and skills needed to improve labour productivity and efficiency. Good
schools and competent teachers provide a strong foundation for the younger
generation to develop and become a more skilled workforce. This increases their
competitiveness in the labour market, both locally and globally, which in turn
increases household income and overall quality of life. (Leistritz & Murdock, 2021)..

In addition, good health infrastructure also plays an important role in rural
economic growth. Access to adequate health facilities and trained medical personnel
ensures people get the care they need, reducing mortality and disease rates that are
generally high in remote areas. Good health increases labour productivity as people
are more fit and able to work optimally. By reducing the burden of disease and
improving quality of life, villagers can focus on economic development and
participation in productive activities. (Kumbam, 2024).

The availability of both infrastructures also has a positive impact on attracting
investment to rural areas. Investors and businesses tend to seek locations with
adequate basic infrastructure to ensure smooth and efficient business continuity. The
presence of good schools and health centres indicates the stability and growth
potential of the area. This can increase the attractiveness of villages as business and
industrial locations, create new jobs, and increase local revenue. (Nandwani &
Roychowdhury, 2024)..

Overall, the impact of education and health infrastructure development on
rural economic growth creates a sustainable development cycle. Access to good
education and health leads to more productive, healthy and well-trained people,
which in turn leads to economic improvement and poverty reduction. These
improvements strengthen the foundations of rural economies and help reduce the
gap between urban and rural areas, creating more equitable and inclusive growth.

Inhibiting and Supporting Factors of Infrastructure Development in Rural Areas
Infrastructure development in rural areas often faces a complex set of
constraining factors. Firstly, budget constraints are one of the main issues. Financial
resources allocated to rural areas are often inadequate, resulting in infrastructure
development, such as roads, bridges, schools and health facilities, not being
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optimised. In addition, corruption and misuse of funds can also reduce the
effectiveness of the existing budget. (Du & Jiao, 2023). The second obstacle is
geographical challenges, where difficult terrain, such as mountains or forests, makes
the construction process more expensive and time-consuming. (Abdulkadir, 2024).

Limited human resources are also a significant constraining factor. In many
rural areas, the lack of skilled and expert labour in infrastructure construction and
engineering is a constraint. The lack of education and training for the local population
leaves them without the ability to participate directly in development. This results in
reliance on external labour, which is often more expensive and logistically more
complicated. (Brueckner, 2021).

However, there are also various supporting factors that can encourage
accelerated infrastructure development in rural areas. Government support and
policies that focus on the development of remote areas is one important example.
Village improvement programmes, village funds, and decentralisation policies can
provide a significant boost to rural infrastructure development. In addition,
technological innovation and the use of modern construction methods can overcome
some of the existing geographical and logistical constraints. The utilisation of
technologies such as drones for area surveys or the use of lighter and more
transportable building materials can accelerate the development process. (Proag,
2020).

Collaboration between various stakeholders is also crucial. Partnerships
between the government, private sector and local communities can create the
synergies needed to achieve optimal results. Contributions from the private sector
can be inthe form of direct investment or technical assistance, while the participation
of local communities can ensure that infrastructure development is in line with local
needs and conditions. With good collaboration, barriers can be overcome more
effectively, and rural infrastructure development can run more smoothly and
sustainably. (Kahyarara, 2022).

In addition to the aforementioned constraining and supporting factors, the
active participation of local communities is a crucial element in rural infrastructure
development. Communities that are directly involved tend to have a greater sense of
responsibility towards the project at hand, ensuring that the infrastructure built
actually suits their needs. Education about the importance of infrastructure as well
as basic training for residents can improve the quality of the local labour force and
reduce dependence on external resources. (Pan, 2024). On the other hand, attention
to local social and cultural issues should also be prioritised to ensure that
development not only benefits, but also has an overall positive impact on the
community (Kriesel et al., 2024). (Kriesel et al., 2021)..

External support, such as from non-governmental organisations (NGOs) and
international aid agencies, can also provide a significant boost to rural infrastructure
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development. This could be in the form of funding, technical expertise, or assistance
with project planning and implementation. At the same time, the use of
environmentally friendly materials and technologies is becoming increasingly
important to ensure that development is sustainable and does not damage local
ecosystems. Green and sustainable solutions, such as renewable energy and water
treatment technologies, can provide long-term benefits to rural communities.
(Grimes, 2021).

Thus, although there are many challenges to be faced in rural infrastructure
development, various measures and strategies can be implemented to overcome
these obstacles. With political support, the right policies, active community
participation, and the participation of various other stakeholders, infrastructure
development can run more effectively and have a significant positive impact.
Sustainable development, in which all parties contribute, will open up opportunities
to improve the quality of life and overall welfare of rural communities. Joint
commitment and a holistic approach are key to achieving this goal.

Conclusion

Infrastructure development has a significant impact on rural economic
growth. Good infrastructure, such as roads, bridges, clean water supply, and
electricity, not only facilitates access and connectivity but also accelerates the
distribution of goods and services. With adequate infrastructure in place, transport
costs can be reduced, access to markets improved, and agricultural productivity and
small and medium enterprises can be boosted. Furthermore, it also opens up
opportunities to diversify the economy, reduce dependence on agriculture alone, and
attract investment.

In addition, infrastructure development also has a positive impact on the
social and welfare aspects of rural communities. The availability of public facilities
such as schools, clinics, and access to information technology not only improves the
quality of life but also provides greater opportunities for people to get better
education and health services. Higher education levels and better health conditions
ultimately increase human capital capacity, which is the main driver of long-term
economic growth. This conclusion confirms the importance of consistent attention
and investment in infrastructure development to achieve inclusive and sustainable
economic growth in rural areas.
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