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Abstract: Entrepreneurship is generally acknowledged as a major engine of economic

development, especially at the local level. In Indonesia, the growth of entrepreneurial activity
has resulted in the formation of businesses, the generation of jobs and the spread of economic
opportunities in urban and rural areas. Entrepreneurship is increasingly being seen as a
powerful tool for the promotion of productive economic activities and community well-being.
As local governments continue to seek strategies to bolster regional economies,
entrepreneurship has become an important piece of local economic development. In this paper,
we examine the role of entrepreneurship in enhancing local economic growth in Indonesia. The
study uses the approach of the narrative literature review by reviewing academic publications,
policy documents, government reports and other relevant literature on entrepreneurship, small
and medium-sized enterprises (SMEs), employment and local economic development. The
collected literature was analyzed to find out the contribution of entrepreneurial activities to job
creation, income generation, business development and regional economic performance. The
discussion shows that entrepreneurship contributes to local economic growth by creating new
business opportunities, expanding employment and using local resources. In addition, the
development of SMEs contributes to strengthening economic resilience and increasing the
participation of communities in economic activities. Access to capital, entrepreneurial skills,
technology adoption and market access continue to be a challenge for business growth.
Therefore, improving entrepreneurship entails supportive policies, capacity-building
programs, improved access to finance, and the establishment of an enabling business
environment. Entrepreneurship remains a vital tool in fostering sustainable local economic
growth and improving socio-economic development in Indonesia.
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Introduction
Economic development remains one of the main priorities of many countries in their quest
for improved social welfare and sustainable growth. Development is not merely the growth of
national income or economic output. Development is also about a country’s capacity to create
employment opportunities, to reduce regional disparities and to improve the quality of life of
its people. In this case, the local economic growth has an important role because economic
development at the regional level will have an impact on community welfare and contribute
to a broader national development goal (Anggadwita et al., 2021; Tan et al., 2019). Local
economic development is dependent upon several factors, namely investment, infrastructure,
human resources, technological advancement and the business environment. Government
policies and public investment remain important elements of economic development, but
entrepreneurship has been increasingly recognized as a significant driver of economic activity.
Entrepreneurship has thus become an important ingredient in modern economies promoting
the creation of businesses, innovation, enhancement of productivity and generation of jobs
(Hendratmi et al., 2022; Situmorang et al., 2019). Individuals, through entrepreneurial
activities, can convert ideas, skills and resources into productive ventures that contribute to
economic growth. Entrepreneurship and economic development: a popular topic in economic
literature. Entrepreneurs are normally perceived as change agents who identify opportunities,
introduce innovations and create value through business activities. New enterprises not only
generate income for business owners but also generate demand for labour, goods and services.
Therefore, entrepreneurial activities can have multiplier effects beyond individual businesses
and contribute to the development of local economies (de Mendonça & Peçanha, 2020; Manik
et al., 2022). Entrepreneurship is increasingly being recognized as an important strategy for
tackling economic challenges in many developing countries. Governments have been spurred
to support entrepreneurial development to foster economic inclusion and job creation due to
limited employment opportunities, growing labor force participation and structural shifts in
the economy. Small businesses and entrepreneurial businesses are an important source of
income for many households. At the same time, they contribute to other economic activities
in local communities. Indonesia offers an interesting context to examine the relationship
between entrepreneurship and local economic growth. Indonesia is one of Southeast Asia’s
largest economies and has huge economic potential thanks to its large population, abundant
natural resources and growing domestic market. At the same time, Indonesia still faces
challenges in regional development disparities, job creation and economic competitiveness.
Economic conditions often vary widely between provinces and regions, creating different
opportunities and constraints for local economic development (Bobryk, 2020; Zheng & Chen,
2020).
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In this context entrepreneurship becomes an increasingly important part of economic
development. Entrepreneurial activities are present inmany sectors such as agriculture, trade,
manufacturing, tourism and services. Small and medium-sized enterprises (SMEs) form the
backbone of local economies in many areas, providing jobs and contributing to local incomes.
These businesses create varied sources of economic activity and reduce dependence on a few
industries, thus providing economic resilience. SMEs have been a major concern for
Indonesian researchers and policy makers. SMEs contribute significantly to employment and
are playing a central role in supporting the economic activities at the local level. Because of
their flexibility, they can respond more quickly to changing market conditions than larger
enterprises. In addition, SMEs frequently utilize local resources, employ local labor, and
promote the circulation of economic activity within communities. These features make
entrepreneurship and SME development especially relevant to the discussions of local
economic growth (Alkaabi, 2023; Jan et al., 2023). Entrepreneurship is not only creating jobs.
Entrepreneurship promotes innovation, enhances competitiveness and helps to develop new
products and services. Entrepreneurs often see an unmet need in markets and develop a
solution that generates economic value. This process helps entrepreneurship to grow business
and increase productivity and diversify the economy. Areas with vibrant entrepreneurial
ecosystems are generally more resilient to economic shifts and have better long-run growth
potential. The entrepreneurship in Indonesia still has several challenges despite its potential
benefits. Access to finance remains a key concern, particularly for small-scale entrepreneurs
and start-ups. Many entrepreneurs face the challenge of getting access to capital to grow their
operations or invest in technology and innovation. Limited financial literacy, lack of collateral,
and restricted access to formal financial institutions often pose barriers to the growth of
businesses (Li & Pang, 2023). Entrepreneurial development is also influenced by education,
managerial capabilities, technological readiness, market access, and regulatory conditions
beyond financial constraints. Business owners may be very motivated but not skilled at
managing growth well. Rapidly changing technology also forces entrepreneurs to constantly
change their business practices to stay competitive in changing markets. Such challenges
highlight the importance of creating enabling environments for entrepreneurship to flourish.
Therefore, government support has been an important aspect of entrepreneurship
development. Different programs have been launched to foster the formation of enterprises,
the competitiveness of SMEs and to improve their access to financial resources and business
development services. Educational institutions, financial organizations and private-sector
actors also offer training programs, mentoring activities and innovation support initiatives.
Collaboration among these stakeholders can strengthen entrepreneurial capacity and improve
local economic performance. The increased emphasis on entrepreneurship is indicative of a
broader change in development perspective. Economic growth is increasingly seen as a process
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where there is the involvement of a variety of actors and not only government interventions
or large investments. Local entrepreneurs, SMEs and community-based enterprises are
important actors in creating economic opportunities and strengthening local resilience. This
makes entrepreneurship a viable mechanism to promote inclusive and sustainable economic
development (Mehta & Ali, 2021; Saxena et al., 2022).

Entrepreneurship has been widely debated in development studies, but the bulk of the current
literature focuses on business performance, SME competitiveness or national economic
growth. However, relatively little attention has been paid to the larger role of entrepreneurship
in local economic growth, particularly in the Indonesian context, where regional economic
conditions are quite different. Understanding this relationship is important to identify
strategies that can strengthen local economies and support sustainable development. Based
on these considerations, this paper discusses entrepreneurship and its role in promoting the
local economic growth in Indonesia. The discussion is on the contribution of entrepreneurial
activities to business development, employment creation, income generation and regional
economic performance. In addition, the paper points out several challenges that are still
affecting the development of entrepreneurship and discusses the need to establish supportive
conditions that allow entrepreneurship to contribute more effectively to the sustainable
growth of the local economy (Ullah et al., 2021).

Research Method
his research used a qualitative approach with a narrative review of the literature to analyze the
role of entrepreneurship in local economic growth in Indonesia. The method was chosen, as
the study aims to offer a conceptual understanding of the relationship between
entrepreneurship, business development, employment creation, and local economic
performance, rather than testing specific hypotheses. The study is based on secondary sources
acquired from academic journals, books, government reports, policy documents, and other
relevant publications on entrepreneurship, SMEs, employment, and local economic
development (Awang Ali et al., 2023; Maher et al., 2023). The literature identified was
reviewed to highlight the key themes and perspectives on the contribution of entrepreneurial
activities to economic growth at the local level. The analysis was conducted through descriptive
and analytical methods. The relevant information retrieved from the literature review was
organized and interpreted to assess the contribution of entrepreneurship to business creation,
job creation, income improvement, and regional economic development. We paid particular
attention to the opportunities and challenges faced by entrepreneurs in Indonesia and their
implications for local economic growth. This approach provides a broader discussion of
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entrepreneurship as a development tool and stresses its potential contribution to sustainable
local economic growth in Indonesia (Costa Melo et al., 2023; Erdiaw-Kwasie et al., 2023).

Result and Discussion
Opportunity: Entrepreneurial and Economic
In many countries entrepreneurship is an important part of economic development.
Entrepreneurial activities can be a way for people to convert what they have into productive
economic activities that yield income and create value. Entrepreneurs’ presence contributes
to economic dynamism by the introduction of new products, services and business models
responding to market demands. Therefore, entrepreneurship is important in increasing
economic opportunities in local communities. In Indonesia, entrepreneurship has developed
in various sectors including agriculture, trade, manufacturing, tourism and services. Such a
variety of activities may lead to local economies that are less dependent on a small number of
industries. Entrepreneurial activities are often related to the economic characteristics of some
regions, since they normally arise from local needs and local resources. This situation enables
entrepreneurship to promote economic participation and stimulate local economic activities.
The importance of entrepreneurship is especially pronounced in places with limited formal
employment opportunities. Entrepreneurs create alternative sources of income to themselves
and to the community members by establishing small businesses and self-employment
activities. Entrepreneurship thus plays an important role in the creation of economic
opportunities and in the promotion of local development.

Business and employment creation
One of the most visible contributions of entrepreneurship is the ability to generate
employment opportunities. New businesses need workers to help them make products,
advertise, run the business, and do other daily tasks. As businesses expand, so does the need
for workers, leading to job creation in local economies. Creating jobs is especially important
in developing countries, where the growth of the labor force is frequently faster than the
growth of opportunities for formal employment. Under such conditions, entrepreneurship
can absorb labor and reduce economic vulnerability of communities. Small businesses also
tend to hire people who have difficulty breaking into the larger or more formal economy.
Entrepreneurial activity can generate indirect economic benefits, not only direct employment.
Business operations often create demand for suppliers, transportation services, raw materials
and associated industries. These linkages generate further economic activities that add to
employment and income generation. Thus, entrepreneurship is an activity that benefits not
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only the business owners but also facilitates broader participation in the economy in
communities.

SMEs and Economic Growth at Local Level
One of the most important types of entrepreneurship in Indonesia are small and medium-
sized enterprises (SMEs). They are present in nearly all geographic and economic sectors.
SMEs are the backbone of local economies because they generate income, create jobs and
promote the flow of goods and services at the community level. The strength of SMEs is that
they can tap into local resources and adjust to changing market conditions. SMEs usually
operate on a smaller scale than large corporations, and they have close relationships with local
consumers. Because it is flexible, it can react more quickly to market demands and economic
changes. The growth of SMEs also helps to make the economy more resilient. The spread of
economic activities over a range of sectors and businesses means that the entrepreneurial
activities within these sectors are better able to withstand economic shocks. The growth of
SMEs is therefore good for both economic growth and the long-term viability of local
economies.

Entrepreneurial Challenges in Indonesia
Entrepreneurs are important players in economic development but entrepreneurs in
Indonesia are still faced with many challenges. One of the main problems is limited access to
financial resources. Many small businesses struggle to access the capital they need to expand,
invest in new technology or improve productivity. Such constraints are often detrimental to
business growth and competitiveness. Other challenges of entrepreneurs are managerial
skills, technological adaptation and market access. A business owner may be technically
skilled in the product or service provided, but lacking experience in financial management,
marketing, or strategic planning. Furthermore, the rapid pace of technological change
demands constant adaptation to remain competitive in increasingly dynamic markets.
Regulatory and institutional factors can also influence entrepreneurial development.
Complicated administrative procedures, limited services of support for business and unequal
access to infrastructure can create supplementary barriers for entrepreneurs. Overcoming the
above challenges requires collective efforts of government institutions , educational
organizations , financial institutions and private sector.
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Fostering Entrepreneurship for Local SustainableDevelopment
The role of entrepreneurship in local economic growth can be strengthened through
appropriate policies and development programs. Access to education and entrepreneurial
training can equip individuals with the necessary skills to start and run thriving businesses.
Human resource development is still a key pillar for enhancing entrepreneurial capacity and
innovation. Another important factor is the access to finance. Financial institutions have a
vital role to play in offering funding opportunities that are available to small businesses and
start-up enterprises. The promotion of innovation and technology adoption programs can
improve productivity and competitiveness of entrepreneurs at the same time. The
development of entrepreneurial ecosystems also involves collaboration of multiple
stakeholders. Creating an environment that supports entrepreneurship is a shared
responsibility of government agencies, educational institutions, private-sector organizations
and local communities. Such collaboration can make entrepreneurship more effective in
generating employment, increasing incomes and fostering sustainable local economic
development. Entrepreneurship is more than just a business activity in general. It’s a way to
generate opportunities, stimulate innovation and strengthen local economies.
Entrepreneurship is likely to remain important to drive local economic growth and community
welfare as Indonesia continues its journey towards sustainable economic development.

Conclusions
Entrepreneurship is an important element to boost local economic growth in Indonesia.
Entrepreneurial activities, through creating new businesses, stimulate job creation, generate
income and expand economic opportunities in local communities. Entrepreneurs and SMEs
also contribute to economic diversification, as well as to the resilience of local economies, by
utilizing available resources and responding to changing market conditions. The discussion
in this paper highlights that the contribution of entrepreneurship goes beyond business
creation. Entrepreneurial activities induce innovation, boost productivity and produce
economic interactions that benefit a wider group of society. Thus, entrepreneurship has
become an important part of local economic development and a possible driver of sustainable
economic growth. Despite its significant contribution, entrepreneurship in Indonesia still
faces several challenges such as limited access to finance, managerial constraints,
technological adaptation, and market access. These factors may hinder business growth and
diminish entrepreneurs’ ability to contribute fully to local economic development. Hence,
fostering an enabling environment for entrepreneurship remains an important policy priority.
To promote entrepreneurship, it is necessary to have cooperation among government
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institutions, educational organizations, financial institutions and the private sector.
Enhancing entrepreneurial skills, increasing access to financial resources and promoting
innovation can contribute to establish a more favorable environment for business
development to flourish. A robust entrepreneurial ecosystem in the long term can lead to
sustainable local economic growth,more jobs and improved community welfare in Indonesia.
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