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Abstract
Village economic development in Indonesia is hampered by the lack of
adequate infrastructure and human resources (HR). Improving both is
considered essential to facilitate sustainable economic growth at the village
level. This research utilises an in-depth literature research method, where data
and information are collected from various academic sources, including
journals, articles and research reports related to village economic
development. The main findings of this study show that infrastructure
improvements such as access to proper roads, stable electrification, and
internet connection trigger village economic growth by improving the
distribution of goods, expanding markets, and increasing efficiency.
Meanwhile, empowering human capital through non-formal education and
specialised skills training increases productivity and innovation. These
investments also show co-benefits, such as improved access to health and
education services, as well as strengthening the rural tourism sector.
Infrastructure and human capital limitations must be addressed
simultaneously to trigger inclusive and sustainable rural economic
development. This research confirms that strategic measures, including
appropriate investment and empowerment programmes, are important in
placing villages on an adequate growth trajectory and harnessing existing
local potential into a tangible economic force.
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Introduction

Local economic development in villages plays a crucial role in creating
broader socio-economic prosperity and stability for Indonesia (Aslan, 2019). A large
proportion of Indonesia's population lives in rural areas, where inclusive economic
growth can play an important role in closing the gap with urban areas, reducing
excessive urbanisation, and creating jobs (Xiong et al., 2024). Moreover, with the
right approach, local economic development can empower rural communities,
responsibly utilise and conserve natural resources, and revive the local wisdom that
characterises Indonesian culture. This demonstrates the importance of investment
and innovation in rural areas as part of the national strategy for sustainable and
inclusive economic development (Wulandari & Septian, 2024).

Local economic development in villages will encourage economic
diversification and reduce dependence on certain sectors. This is crucial to increase
the resilience of rural economies in the face of global commodity price fluctuations
and economic uncertainty (Diab, 2024). Increased economic activity in villages also
has the potential to improve the quality of education and health, along with rising
incomes and community awareness (Zainal et al., 2024). As villages become more
self-reliant and productive, opportunities to innovate and collaborate with other
sectors such as technology and tourism will open up, encouraging more dynamic
and integrative development that will ultimately contribute to national economic
growth (Larios-Hernandez, 2024). However, this great potential is often not
optimised, leaving many villages still struggling with poverty and economic
underdevelopment.

Indonesian villages face varying conditions, but in general, the challenges
they face in economic development are often rooted in inadequate infrastructure
and limited access to markets (Indiahono, 2024). Poor infrastructure, such as poor
roads, unstable internet connections, and non-existent or inadequate storage
facilities, often prevent village products from reaching wider markets or cause
product losses due to poor storage (Diandra et al., 2024). In addition, limited access
to financial services is a serious obstacle for rural small businesses to grow their
business, both for working capital and long-term investment. This condition makes
the village economy stagnant and difficult to develop (Santoso et al., 2024).

Another challenge comes from limited human resource capacity, with
education and skills training still a problem in many villages. These shortcomings
not only affect local productivity and innovation, but also the ability of villages to

manage their natural resources sustainably and effectively (Hernawan et al., 2024).

415



Furthermore, as the pressure on natural resources from overexploitation and
climate change increases, villages are hit by the dual challenge of maintaining
traditional ways of life while also adapting to the changing global environment.
Without innovative and adaptive solutions, these villages risk being left behind,
making sustainable economic development even more difficult to achieve
(Ferdinandus et al., 2024).

To address these challenges, the role of government and inter-agency
cooperation is key. Governments can increase support by building better
infrastructure, providing access to financial services, and offering training and
education programmes specifically designed to meet the needs of villages
(Hernawan et al.,, 2024). These programmes should not only focus on improving
skills, but also knowledge on natural resource management and climate change
adaptation that can support the sustainability of village communities (Santoso et
al., 2024).

In addition, the development of inter-village and inter-sectoral cooperation
is also very important. Through this co-operation, villages can share knowledge,
skills and resources, as well as open wider market access. The integration of village
enterprises with broader industrial sectors, such as agro-industry and tourism, can
open up new economic opportunities and reduce economic inequality. Strategic
partnerships with the private sector and NGOs can also be a way to bring
technological innovation and more professional emphasis to enterprise
management (Ferdinandus et al., 2024).

In doing all of this, it is important for the government and stakeholders to
listen to and involve village communities in every step of decision-making. This
participatory approach not only helps to ensure that interventions are relevant to
local needs and conditions, but also increases local people's sense of ownership and
commitment to the development process (Purmiyati et al., 2024). In other words,
empowering rural communities through a holistic and sustainable approach
actively contributes to inclusive and sustainable economic development (Mosavi et
al., 2024).

From the thesis of this discussion, it is clear that rural economic development
is not an easy task and requires multi-stakeholder cooperation. However, through
the right strategy and consistent implementation, villages in Indonesia can achieve
better welfare, contribute to national economic stability and growth, and face global

challenges more strongly and independently.
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Research on local economic development based on village potential is very
relevant to explore and evaluate the existing potential, and find the best solution so
that villages in Indonesia can develop themselves to become more independent and
competitive. This will open up new opportunities and improve the quality of life of
rural communities. Thus, this research aims not only to enrich the academic
literature but also to provide practical recommendations for policy makers and

practitioners in the field.

Research Methods

The study conducted in this research uses the literature research method. The
literature research method is an approach used in science and academia to collect,
analyse, and interpret data from relevant literature sources. It is a crucial method in
many disciplines, especially when studying broad or complex topics (Heijden,
2024).

Literature research methods are not just about gathering information, but
also about building a solid and critical understanding of the targeted research area
(Kraus et al., 2024; Haslam et al., 2024).

Results and Discussion
Local Economic Development Theory

Local Economic Development (PEL) is a strategic concept focused on
improving the welfare of people at the local level through the utilisation of existing
resources, the development of local economic potential, and increasing the capacity
of local institutions and communities in order to create jobs, reduce poverty levels,
and increase regional income (Wulandari & Septian, 2024). This concept supports
the idea that economic development should be inclusive, sustainable, and able to
accommodate the needs and aspirations of local communities. PEL highlights not
only the importance of economic growth but also the spread of the benefits of such
growth to all levels of local society (Diab, 2024).

Local Economic Development can be defined as a series of efforts designed
to improve economic conditions in a local area, through initiatives such as micro,
small and medium enterprise (MSME) development, infrastructure improvement,
effective utilisation of local natural and human resources, and investment
promotion (Zainal et al, 2024). The strategy focuses on discovering and
strengthening local economic identities, empowering local communities, and

developing partnerships between the public, private, and community sectors. The
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ultimate goal is to create an environment conducive to innovation and economic
growth, which in turn will improve the quality of life of local communities (Larios-
Hernandez, 2024).

In Local Economic Development (LED), there are various models and
approaches that can be applied according to the specific characteristics and needs
of a region. One popular model is the Cluster-based approach, where the focus is
on developing a group of related and mutually supportive enterprises within a
specific geographical zone (Ferdinandus et al., 2024). This model aims to create
synergies, increase productivity, and promote innovation through co-operation
between local businesses. Other approaches include community-based economic
development, which focuses on empowering local communities, and local
competitive advantage-based economic development, which focuses on utilising
region-specific comparative and competitive advantages to attract investment and
drive growth (Purmiyati et al., 2024).

In addition, the PEL approach also includes supportive policy strategies,
such as cutting red tape in the business licensing process, improving access to
capital and training for local entrepreneurs, and developing adequate infrastructure
(Mosavi et al., 2024). Initiatives in education and training of local labour to improve
the quality of human resources are also important to implement to support
sustainable economic growth. The use of technology and innovation is another
crucial aspect of the PEL approach, enabling local companies and industries to
compete in a wider market. This approach requires collaboration between the
government, private sector, and local communities to create an ecosystem
conducive to inclusive and sustainable economic development at the local level
(Wang et al., 2023).

Local Economic Development (LED) offers an integral strategy to improve
the well-being of local communities, address poverty, and expand employment
opportunities through the utilisation of local resources, development of economic
potential, and capacity building of local communities and institutions (Haris et al.,
2024). By applying various models and approaches tailored to the unique needs and
characteristics of each region, such as cluster-based approaches, community-based
economic development, and a focus on local competitive advantages, PEL enables
inclusive and sustainable economic growth (Hidayati & Siregar, 2024). The key to
successful PEL is effective collaboration between the government, private sector,
and local communities in improving the quality of infrastructure, education, and

technological innovation to produce a dynamic and competitive local economy
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(Amri et al., 2024). As such, Local Economic Development plays a vital role in
creating an economic environment that supports growth and improved quality of

life in local areas.

Local Economic Development Strategy

Local product development is a key strategy in economic empowerment at
the community level, which not only enhances local economic growth, but also
maintains the identity and cultural heritage of a region. This initiative focuses on
improving the quality, design, and marketing of products made by local producers
to meet both local and global market standards (Rahmadani & Putra, 2024).
Through local product development, small to medium-sized enterprises can
expand their market share, increase their income, and ultimately, contribute to the
improvement of the local economy. Supporting local products also encourages
innovation and creativity among local entrepreneurs, allowing them to compete in
the global economy by offering unique and high-quality products (KOGA, 2024).

To realise sustainable local product development, cooperation between the
public sector, private sector, and educational and research institutions is required
to provide the necessary resources, training, and support (Azhana et al., 2024). The
government can play a role through policies that support MSMEs, such as
facilitating access to capital, simplifying the licensing process, and tax incentives.
Meanwhile, collaboration with universities and research institutes can boost
innovation and technology development that supports efficient and
environmentally friendly production. By emphasising local and sustainable added
value, local product development can become one of the important pillars in
enhancing economic competitiveness at the local level as well as enriching national
and global economic dynamics (Buchari et al., 2024).

Empowerment and promotion of effective distribution networks are
important aspects in increasing the visibility and accessibility of local products. The
role of digital marketing is vital, allowing local products to reach a wider audience
and access new markets at a relatively lower cost (Charizah & Amrulloh, 2024).
Social media, eCommerce platforms and SEO-optimised websites can be leveraged
to tell the story behind local products, create emotional connections with consumers
and build brand loyalty. In addition, organising events and participating in

exhibitions both nationally and internationally can strengthen networks and
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increase opportunities for B2B (business-to-business) and B2C (business-to-
consumer) with a direct impact on increasing sales (Turmudi et al., 2024).

Thus, local product development not only contributes to the economic
strength of a region, but also the protection of cultural and environmental
sustainability. With the integration of innovation, technology utilisation, effective
marketing strategies and government policy support, local products can improve
the quality of life of local communities through job creation, skills development and
income generation. The success of local product development depends on solid
collaboration among stakeholders, including businesses, local governments,
educational institutions, and local communities themselves. With an integrated and
sustainable approach, local product development can be an important instrument

in realising a resilient and inclusive economy.

Village Potential in Indonesia

Villages in Indonesia have great potential in various aspects that are often
not fully utilised. Geographically, Indonesia's natural diversity provides an
incredible wealth of natural resources and biodiversity, from lush tropical forests,
rich oceans, to fertile soil. This potential provides great opportunities for the
development of agriculture, fisheries and forestry sectors with sustainable methods
(Xiong et al., 2024). In addition, Indonesian villages are also rich in cultural heritage
and unique local wisdom, including traditions, arts, crafts, and customs, which
offer great potential in the development of cultural tourism and ecotourism. By
optimising the utilisation of these natural and cultural resources, villages can
become the driving force of the local economy that promotes community welfare
(Wulandari & Septian, 2024).

However, realising this potential requires a comprehensive strategy and
support from various parties, including the government, private sector and local
communities. Adequate infrastructure, access to capital and technology, and the
capacity of qualified human resources are key to developing village potential.
Supportive infrastructure development, such as roads, bridges, and communication
facilities, will improve access to markets and ease product distribution (Diab, 2024).
Meanwhile, training and education for village communities is important to improve
their ability to manage resources efficiently and sustainably. With a synergistic
approach between tradition preservation and innovation, Indonesian villages can
optimise their potential to achieve inclusive and sustainable development (Zainal
et al., 2024).
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Continuing the discussion on the potential of villages in Indonesia, the
importance of implementing sustainable development principles cannot be
underestimated. In a global context that increasingly emphasises environmental
sustainability, villages in Indonesia have the opportunity to become examples of
responsible natural resource management practices. For example, organic farming
practices, community-based forest management, and biodiversity conservation can
be further developed (Larios-Hernandez, 2024). This will not only help preserve the
environment, but also increase the added value of village products in the eyes of
local and global markets, while creating a uniqueness that can be the basis for
tourism development (Indiahono, 2024).

Village economic development must also be balanced with the strengthening
of village institutions and active community participation. Bottom-up development
models, rooted in local needs and potential, are generally more sustainable because
they involve the community from planning to implementation (Diandra et al,,
2024). Community empowerment, especially of women and other marginalised
groups, should be an integral part of any village development programme.
Through a participatory approach, village communities can identify the best
solutions to the challenges they face, as well as capitalise on opportunities (Santoso
et al., 2024).

Inter-village collaboration is also important to increase economies of scale
and expand networks. Cooperation between villages can include sharing
knowledge, technology and product marketing. This will increase the
competitiveness of village products and open access to wider markets. The
government can facilitate such collaboration through supportive policies and
incentives (Hernawan et al., 2024).

Finally, the utilisation of information technology can accelerate the
development of village potential. From tourism promotion, local product
marketing, to natural resource management, information technology offers
effective and efficient tools. The use of digital platforms, for example, can help
village small businesses reach a wider market without the need for expensive
physical infrastructure.

With the right strategy and close collaboration between the government,
private sector, and community, villages in Indonesia can optimise their potential.
This is not just about economic development, but also about sustainable and
inclusive development, which will ultimately lift the dignity and well-being of

village communities across Indonesia.
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Obstacles and Solutions

Limited infrastructure is one of the main challenges faced by Indonesian
villages in developing their local economic potential. Inadequate infrastructure,
such as difficult road access, unstable electricity availability, and lack of
communication facilities can hinder village economic growth. This not only makes
it difficult to transport goods and services, but also affects the efficiency and
effectiveness of production and marketing activities (Purmiyati et al., 2024). For
example, farmers in villages may have difficulty in distributing their products to
wider markets due to road access constraints, or small businesses may struggle to
grow because they cannot utilise information and communication technology
properly. These infrastructure limitations often force rural communities to sell their
products at lower prices or suffer high post-harvest losses, which in turn affects
their income and welfare (Mosavi et al., 2024).

Limited human resources (HR) are also a serious constraint to local economic
development in many Indonesian villages. Low levels of education and skills
among villagers often result in low productivity and innovation capacity. Training
and skills development are not only important in improving the quality of village
products but also essential for effective business management (Wang et al., 2023).
For example, lack of knowledge on good and sustainable agricultural practices can
lead to inefficient utilisation of natural resources and negatively impact the
environment (Haris et al., 2024). In addition, limited understanding of digital
marketing and business management makes it difficult for village businesses to
compete in a wider and more dynamic market. For this reason, efforts to increase
human resource capacity, through formal education or skills training, are important
prerequisites for advancing the local village economy (Hidayati & Siregar, 2024).

To overcome the limited infrastructure in villages, significant investment
from the government and the private sector is needed. The development of quality
infrastructure, such as upgrading roads, installing stable electricity networks, and
providing internet access, will open up many opportunities for village economic
growth (Amri et al., 2024). This will not only strengthen current economic activities,
but also attract new investments and business activities to the villages. In addition,
good infrastructure will facilitate population mobility, improve access to education
and health, and support tourism activities that have the potential to become an

important source of income for the village (Cahyono & ..., 2024).
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Furthermore, improving human resources in the village can be done through
various training programmes that are tailored to the specific needs of the village
community. Programmes that focus on agricultural technical skills, small business
management, as well as marketing and management, can be particularly beneficial.
This non-formal education and training can be coordinated by the village
government in collaboration with NGOs, universities, and the private sector
(Rahmadani & Putra, 2024). This cooperation can also encourage the adoption of
new technologies and best practices that can improve productivity and
environmental sustainability (KOGA, 2024).

Addressing these two major limitations will not only bring about changes in
the scale of the village economy, but also in the quality of life of its residents. With
adequate infrastructure and competent human resources, Indonesian villages can
be transformed into more self-reliant, productive, and sustainable communities
(Azhana et al., 2024). These measures are part of a long-term strategy that needs to
be sustained and continuously improved to ensure that the growth that occurs can

be enjoyed by all levels of village society (Buchari et al., 2024).

Conclusion

Village economic development in Indonesia faces two main challenges,
namely limited infrastructure and human resources (HR). Infrastructure limitations
such as poor road facilities, unstable electricity availability, and limited access to
communication technology restrict the ability of villages to develop their economic
potential. This creates difficulties in product distribution, reduces production
efficiency and limits market access. Meanwhile, human capital issues revolve
around low levels of education and skills among villagers, which affect labour
productivity, innovation and the ability to compete in the wider market.

Addressing these challenges requires substantial investment in
infrastructure development as well as strengthening human resource capacity
through education and training programmes. Adequate infrastructure will facilitate
mobility, improve access to education and healthcare, and support the development
of new businesses. Correspondingly, human capital enhancement through
specialised skills training tailored to village needs can encourage the adoption of
new technologies and best practices to improve productivity and sustainability.
These measures are essential to ensure that villages in Indonesia can enjoy inclusive

and sustainable economic growth.
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