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Abstract 

Strategies that successfully enhance the economic capacity of communities 

have high relevance in the current context of globalisation and digital 

transformation. With the rapid growth of technology and changes in the 

structure of the labour market, an in-depth understanding of effective 

methods to promote economic and social development is needed. The study 

conducted in this research uses the literature research method. The results 

show that investment in human capital development through education and 

training that matches the needs of the labour market is fundamental in 

increasing economic capacity. Infrastructure modernisation, which includes 

the development of physical and digital facilities, supports the efficiency of 

business operations and expands market reach. In addition, strategies that 

support the innovation ecosystem by facilitating collaboration between sectors 

encourage the development of new technologies and improve 

competitiveness. As a result, these strategies contribute to inclusive and 

sustainable economic growth. 
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Introduction 

Local economic transformation is a phenomenon that has a significant 

impact on the social, political and economic structure of a region. In the era of 

globalisation and rapid technological development, economic changes not only 

occur on a global scale but also affect the local economy to the most basic level. This 

transformation requires adjustments and adaptations by local communities in order 

not to be left behind. 

Globalisation opens the door for the entry of various forms of investment, 

goods and services from around the world, which can encourage the growth and 

diversification of local economies. However, globalisation also brings its own 

challenges as it can increase competition for local producers who may not be ready 

to face competition from larger and more efficient global players (Abad-Segura & 

González-Zamar, 2021). Therefore, local economic transformation is needed to 

improve competitiveness, maximise innovative potential, and seize opportunities 

to survive and thrive in the dynamic global market (Abisuga-Oyekunle et al., 2020). 

In the current era of digital economy, digitalisation and information 

technology have changed the paradigm of business and economic interaction from 

various aspects. Local economic transformation must involve the application of 

digital technology to modernise the industrial sector, improve market access for 

local economic actors, and stimulate innovation and entrepreneurship (Alamoush 

et al., 2021). The presence of the digital economy opens up opportunities for new 

business practices such as e-commerce, gig economy, and sharing economy, all of 

which require adaptation in terms of infrastructure, regulation, and people's digital 

skills (Ali et al., 2021). These initiatives not only accelerate local economic growth, 

but are also essential for economic inclusion, where the wider community can 

actively engage with and benefit from the economic transformation taking place. 

However, these changes also open up great opportunities for sustainable economic 

capacity building if managed with the right strategies (Anh et al., 2022). 

Economic transformation that takes place at the local level has a great 

influence on the economic capacity of communities. Structural changes in the 

economy, such as the shift from primary to secondary or tertiary sectors, often 

require communities to develop new expertise and skills (Aprianto & Syaipudin, 

2022). Investments in vocational education and training are important so that local 

labour can meet the demands of the changing labour market and secure more 

productive and quality jobs. This transformation can also trigger innovation and 

entrepreneurship among local people, giving them the opportunity to participate 
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in economic development based on knowledge and higher technical capabilities 

(Asongu & Odhiambo, 2020). 

On the other hand, economic transformation can expand local people's access 

and opportunities to participate in growing economic activities. With improved 

infrastructure and connectivity, such as better internet access and adequate 

transport infrastructure, local communities can reach wider markets and integrate 

with the global economy (Awan & Sroufe, 2022). This allows them to sell their 

products and services not only in local markets, but also regionally and 

internationally, increasing their income potential. However, economic 

transformation must also be carefully managed so as not to leave behind certain 

groups who may lack access to resources or adaptability, so as not to create wider 

economic disparities in local communities (Bag & Pretorius, 2022). 

The importance of local economic transformation is not only limited to 

improving people's quality of life, but also related to the sustainability of an 

inclusive and equitable economy. Although many studies have explored the impact 

of economic transformation at the macro scale, there is still a need to explore how 

this process takes place at the local level, what factors influence it, and how local 

communities can not only survive but also thrive in the face of such transformation 

(Baloch et al., 2023).  

On the other hand, community economic capacity building strategies are key 

to maximising the benefits of local economic transformation. Development policies 

designed to support economic transformation need to pay attention to improving 

people's capabilities and access to economic resources, education and technology. 

However, there is limited knowledge on what strategies are effective and how they 

can be implemented in different local contexts (Bauwens et al., 2022). 

Given these conditions, it is important to conduct an in-depth study of the 

dynamics of local economic transformation and strategies to improve the economic 

capacity of communities. This study is expected to fill a gap in the literature and 

provide guidance for policy makers, community empowerment organisations, and 

development practitioners in designing and implementing effective and inclusive 

economic development initiatives. 

 

Research Methods 

The study conducted in this research uses the literature research method. The 

literature research method is an approach used in academic studies, where 

researchers collect, analyse, and synthesise data from existing literature sources to 
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answer research questions. This process involves identifying, selecting, and 

evaluating publications relevant to the topic being researched, such as books, 

journal articles, conference papers, and online sources. The main purpose of the 

literature research method is to gain a comprehensive understanding of what has 

been previously investigated on a topic, identifying theories, methodologies, 

findings, and gaps in existing research. This not only helps in building a strong 

theoretical foundation for the research, but also in identifying new directions for 

further study (Barlian, 2018); (DEWI, 2019). 

This method allows researchers to critically appraise multiple sources of 

information, providing a basis for analysing complex issues or research questions 

that have not been fully answered. Data collection techniques include searching 

relevant keywords in databases and digital libraries to find appropriate material. 

Literature research is also considered effective for comparing existing research 

results and identifying congruence or contradictions between them, which is an 

important step in strengthening research arguments and recommendations (Fadli, 

2021); (Firman, 2018b); (Firman, 2018a). 

 

Results and Discussion 

Concept of Economic Transformation 

Economic transformation refers to the fundamental changes in the economic 

structure of a country or region, which accompany the process of economic growth. 

It is defined by a shift from the dominant economic sector, for example, from 

agriculture to industry or services, reflecting changes in resource allocation, 

productivity, and income distribution in society (Bennett et al., 2021). The essence 

of economic transformation lies in its ability to improve living standards through 

increased productivity, efficiency, and innovation. The main focus is on creating a 

dynamic, diversified and competitive economy, which can provide more and better 

jobs and reduce poverty. This transformation is often accompanied by urbanisation, 

modernisation of economic sectors, improved education and skills of the workforce, 

and infrastructure development (Bhuiyan et al., 2022). 

The scope of economic transformation encompasses various economic and 

social aspects. From a sectoral perspective, it involves a transition from low value-

added to higher value-added sectors of the economy. Macroeconomists postulate 

that for developing countries, this transformation is essential to move out of the 

low-income trap and towards long-term sustainable economic growth (Bristow & 

Healy, 2020). Meanwhile, economic transformation also includes technological 
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development and innovation, which play a role in increasing productivity and 

changing the way labour, production, and trade in goods and services exist. Its 

social aspects include improvements in income distribution, access to education 

and healthcare, as well as the creation of better employment opportunities and safer 

working conditions that overall improve the quality of life of the population. 

Economic transformation, therefore, is a multidimensional process that is 

fundamental in shaping the future of a country's economy and society (Calero & 

Turner, 2020). 

 

Community Economic Capability 

The concept of economic capability refers to the ability of individuals or 

communities to access resources and the ability to use them to create sustainable 

economic value. These capabilities include various aspects such as knowledge, 

skills, technology, and access to capital and markets (Cantarero, 2020). Economic 

capabilities do not only focus on material or financial assets but also include social 

and intellectual assets that strengthen the capacity of local actors to face economic 

challenges and pursue emerging opportunities. The concept recognises the 

importance of empowering local communities as agents of economic change who 

can bring innovation and adaptation to dynamic economic conditions (Cao & Shi, 

2021). 

The importance of economic capabilities for local communities is inseparable 

from resilience and sustainable inclusive economic development. With economic 

capabilities, local communities can make efficient use of available resources, 

identify and capitalise on new economic opportunities, and improve their quality 

of life (Carley & Konisky, 2020). Economic capability enhances the ability of local 

communities to survive and thrive in often uncertain economic situations. It helps 

in reducing dependence on external assistance and building a resilient economic 

ecosystem. Economic capability is thus the foundation for inclusive, dynamic and 

sustainable local economic development that benefits all members of the 

Community (Carmen et al., 2022). 

Strengthening economic capabilities is influenced by multiple factors that 

simultaneously interact in the socioeconomic ecosystem. One of the key factors is 

education and training, which play a role in improving the quality of human capital. 

Quality education can provide individuals with the knowledge and skills needed 

to innovate, increase productivity, and adapt to technological and market changes 

(Castro-Arce & Vanclay, 2020). Specialised vocational and technical training is also 
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important in developing the specific capabilities required by certain industries and 

economic sectors. Another factor is access to technology and information that 

enables individuals and firms to innovate and compete in the global marketplace. 

Technology can help create efficiencies, reduce operational costs and open access to 

new markets, while timely and relevant information can improve decision-making 

at all levels (Ceglia et al., 2020). 

Strengthening economic capabilities is influenced by various factors that 

simultaneously interact in the socioeconomic ecosystem. One of the key factors is 

education and training, which play a role in improving the quality of human capital. 

Quality education can provide individuals with the knowledge and skills needed 

to innovate, increase productivity, and adapt to technological and market changes 

(Centobelli et al., 2020). Specialised vocational and technical training is also 

important in developing the specific capabilities required by specific industries and 

economic sectors. Another factor is access to technology and information that 

enables individuals and firms to innovate and compete in the global marketplace. 

Technology can help create efficiencies, reduce operational costs and open up access 

to new markets, while timely and relevant information can improve decision-

making at all levels (Centobelli et al., 2021). 

 

Strategies to Increase Community Economic Capacity 

Community economic capacity building strategies are a set of plans and 

actions that aim to strengthen the ability of communities to manage their resources 

to improve their quality of life and create sustainable economic development. This 

strategy includes efforts to expand access to education, economic opportunities, 

technology, capital, and support local initiatives that can foster entrepreneurship 

and innovation in the community (Chankseliani et al., 2021). By increasing 

economic capacity, it is expected that the community will not only become a 

participant in the economy, but also become the main driver in local economic 

development that has been adapted to their conditions and needs. This strategic 

approach generally integrates local resources with policies and programmes from 

the government, private sector, and non-governmental institutions to create 

synergies in community economic development (Cheer et al., 2020). 

The components of a community economic capacity-building strategy 

include, first, human resource development, which is devoted to improving 

community access to education and training relevant to labour market needs and 

local conditions. This includes formal education, vocational training and 
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continuous learning (Chege & Wang, 2020). Second, support for access to capital 

and finance, such as microcredit, technical assistance in financial management, and 

investment in local businesses that can drive the local economy. Third, 

infrastructure development and access to technology that enables communities to 

access wider markets and adopt more efficient production methods (Chollisni et al., 

2022). Fourth, the creation of conducive policies, including regulations that support 

the growth of small and medium enterprises (SMEs), protection of intellectual 

property rights, and tax policies that support economic growth. Through the 

implementation of a comprehensive strategy involving these components, it is 

expected that the economic capacity of communities can be significantly enhanced 

(Christopherson & Clark, 2020). 

Fifth, community-based economic development focuses on utilising local 

resources and traditional wisdom to drive economic growth. This approach 

recognises the unique value and potential of local communities and seeks to 

integrate these aspects into broader development strategies (Compagnucci & 

Spigarelli, 2020). This amounts to building economic resilience from the bottom up, 

through empowering local communities. Sixth, support for innovation and 

technology, which not only focuses on the adoption of the latest technologies, but 

also the development of micro-scale innovations that suit the needs and capabilities 

of local communities. This includes facilitating collaboration between researchers, 

practitioners and local communities to develop sustainable solutions (Coy et al., 

2021). 

Seventh, improving market access through effective promotion and 

marketing and the development of distribution networks that make it easier for 

local products to reach a wider market. Improving market access is crucial to ensure 

that products and services produced by local communities can compete in national 

and global markets (Dell'Anna, 2021). Eighth, community engagement and 

participation in the planning and implementation of economic capacity building 

strategies. This includes a bottom-up approach to policy-making, where 

community input and needs are the basis for decision-making. This inclusion 

ensures that the strategies designed are relevant and in line with community 

conditions and aspirations (Diah et al., 2024). 

By implementing and integrating these components in a coherent and 

coordinated strategy, increased community economic capacity can be achieved. 

This strategy aims not only for short-term economic growth, but also to build a 

strong foundation for inclusive and sustainable economic development (Eakin, 
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2022). Thus, every individual in society is given the opportunity to contribute and 

fully utilise their economic potential, thereby creating a cycle of growth that is 

equitable and benefits all levels of society. 

 

Drivers of Local Economic Transformation 

Local economic transformation does not happen in isolation; several key 

factors work as key drivers in this process. First, innovation is an important driver 

of local economic transformation. Innovation can come from new technologies, 

business practices, management models, or entrepreneurial initiatives that remodel 

the way goods or services are produced, distributed, and consumed in a local 

economy (Eisenmenger et al., 2020). Efficient use of technology can increase 

productivity, while entrepreneurial initiatives can open new market opportunities 

and create jobs. Second, relevant labour education and skills make a major 

contribution to creating a competent workforce, which can increase productivity 

and support innovative initiatives. Investments in vocational education and 

training prepare individuals with skill sets that match market needs, enabling local 

economies to adapt to industry changes and drive economic growth (ElMassah & 

Mohieldin, 2020). 

The second driving factor is the quality of physical and digital infrastructure. 

Good infrastructure enables efficiency in the distribution of goods and services and 

facilitates seamless communication, which is vital for the integration of local 

markets with national and global markets. Good roads, effective public transport, 

high-speed internet access, and stable energy supply are some of the elements of 

infrastructure functionality that can accelerate local economic growth (Emery & 

Flora, 2020). Meanwhile, good leadership and governance at the local level are also 

crucial. Responsive local governments can respond to specific community needs 

with policies that support small and medium enterprise financing, labour training, 

and offer incentives for investment. Synergies between the government, private 

sector, educational institutions, and communities in a joint endeavour ensure that 

measures are taken that effectively promote sustainable economic transformation 

(Erwantoro et al., 2023). 

Furthermore, local competitiveness is another important factor in economic 

transformation. Competitiveness can be enhanced through smart branding, unique 

market niches, and quality products that capitalise on local distinctiveness. 

Initiatives such as these enable local economies to stand out and attract investment, 

tourism, and business partners (Fan & Zou, 2021). Regulatory support that favours 
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innovation and entrepreneurial timelines also plays an important role. Regulations 

that allow room for business experimentation, startups, and business incubators 

stimulate the business climate and pave the way for new ideas that can revitalise 

local economies (Fang et al., 2022). 

Finally, inter-community collaboration and the networks formed between 

regions are also key drivers. By working together, communities can share 

knowledge, expand access to markets and resources, and implement joint 

approaches to address larger issues such as climate change and circular economy 

(Gao et al., 2020). Such collaboration can increase the resilience of local economies 

and enable scalability of operations to compete on a broader level. Integrating these 

factors in growth strategies, then, can create a dynamic and adaptable economic 

landscape, while developing the potential within each community for a more 

prosperous future (Gherghina et al., 2020). 

 

Economic Capacity Building Strategy 

To increase economic capacity, there should be a focus on human capital 

development as one of the key strategies. This can be done through investments in 

education and skills training that focus on current and future labour market needs. 

Aligning education programmes with the latest industry trends, such as 

information technology, renewable energy and biotechnology, can prepare a 

workforce with the right skills to fill job vacancies in emerging sectors (Grdic et al., 

2020). In addition, retraining and continuing education programmes for the existing 

workforce are essential to ensure that they remain relevant and competitive in the 

changing labour market. Supporting entrepreneurs through incubation centres and 

access to venture capital can also foster innovation and job creation (Green & 

Gambhir, 2020). 

Infrastructure development and modernisation is also a key element in 

economic capacity building strategies. Efficient and modern infrastructure, whether 

physical such as transport and logistics, or digital such as internet connectivity, is 

vital to improve operational efficiency and facilitate business growth (Gupta & 

Srivastava, 2024). This enables companies to access wider markets, lower 

production and transport costs, and improve competitiveness. Increased 

investment in green and sustainable infrastructure can further optimise local 

resource utilisation and ensure economic growth that is not only rapid but also 

environmentally friendly (Hassink & Gong, 2021). 
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Finally, strengthening local innovation ecosystems with the establishment of 

innovation hubs or technology clusters can stimulate the creation and diffusion of 

innovations in the local economy. These hubs connect companies, universities, 

research centres and government sectors for collaboration in market-oriented 

research and development (Hrustek, 2020). Cluster initiatives can attract 

investment, strengthen industrial value chains, and accelerate the adoption of new 

technologies. Through close sectoral cooperation, resources can be allocated more 

effectively, enhancing research and development capacity and accelerating the 

commercialisation of innovations. This strategy can create conditions conducive to 

sustainable and inclusive local economic growth (Islahuddin et al., 2021). 

 

Conclusion 

To successfully improve the economic capacity of communities, the key 

strategies that must be prioritised are investment in human capital development 

and infrastructure modernisation. A focus on education and training tailored to the 

needs of current and future industries, such as digital technology and sustainable 

sectors, equips the workforce with relevant skills and improves the quality of 

human capital. This includes providing retraining for existing workers as well as 

supporting entrepreneurs through access to resources and financing. On the other 

hand, investment in modern and efficient physical and digital infrastructure is 

essential to optimise company operations, reduce costs, and open up access to new 

markets. The development of green and sustainable infrastructure also plays an 

important role in ensuring environmentally sustainable growth. 

In addition, strengthening the innovation ecosystem through the 

establishment of innovation hubs and technology clusters encourages collaboration 

among stakeholders, including industry, academia, and government, to foster 

market-oriented research and development. This approach stimulates innovation, 

accelerates the adoption of new technologies, and facilitates the diffusion of 

innovations within society, thereby enhancing overall competitiveness and 

economic capacity. With the incorporation of these strategies, an ecosystem 

conducive to inclusive and sustainable economic growth can be created, improving 

the welfare of society at large. 
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