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Abstract 

This study aims to find empirical evidence of the role of Village Owned Enterprises 

(BUMDes) in village development, calculated through the Village Development Index 

(IDM) value. The econometric analysis uses panel data regression at the level of all villages 

in Indonesia from 2018 to 2020. The results showed that BUMDes has a positive and 

significant relationship to the level of village development, with the average IDM value of 

villages with BUMDes being higher than villages without BUMDes. BUMDes, which has 

an economic business and an environmental sector, contributes significantly to the increase 

in IDM value. 
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I. Introduction 

The goal of national development is the achievement of justice, prosperity, and well-

being for the entire community. The National Medium-Term Plan (RPJMN) 2020–2024 

highlights rural and urban development as two of the government's top priorities 

(Regulation of the President RI No.18, 2020).  Furthermore, regional inequality between 

rural and urban areas in Indonesia remains a significant issue (Puri & Khoirunurrofik, 2021) 

According to 2022 data from Statistics Indonesia, more people in rural areas live in poverty 

than in urban areas. As of March 2022, the rural population living in poverty was 14.34 

million, compared to 11.82 million in urban areas (Statistics Indonesia, 2022). Given these 

conditions, village development remains the government's priority policy following the 

2020–2024 RPJMN to alleviate 10,000 underdeveloped villages while encouraging 5,000 

independent villages in Indonesia. The enactment of Village Law No. 6/2014 paved the way 

for villages, as the lowest administrative unit of government actively as subjects in village 

development. 

Rural development remains a key agenda for many countries in the world. Some 

village development policies that have been implemented in other countries, including India 

with the Model Village program that aims to encourage villages in India, have succeeded in 

encouraging villages in India to reach advanced categories in agriculture, public services, 

education, health, banking facilities, waste management, and greening efforts 

(Bhattacharyya et al., 2018). Social Enterprise (SE) has been able to mobilize ideas and 

resources to increase cooperation with outside parties and become a source of strength to 

encourage the development and welfare of rural communities in case studies in rural Austria 

and Poland (Richter, 2019). In South Korea, there is a Saemaul Undong policy, which means 

the New Village Movement, which emphasizes the role of local leaders as key actors in the 

village to mobilize village communities to participate and contribute to village development 

programs (Yang, 2018). 

In contrast to the Saemaul Undong movement, which relies on community 

participation and local values, Japan has successfully implemented a village development 

program with the concept of One Village, One Product (OVOP), which means one village, 

one product. The OVOP concept emphasizes increasing the competitiveness of local superior 

products to increase the income of villagers and the local economy. The OVOP program has 

been widely applied in several Asian and developing countries, including Africa and Latin 

America, as an alternative path to economic development (Thanh et al., 2018). The Thai 

government has also adopted the concept through OTOP (One Tambon, One Product), 

which means one sub-district, one product, with a focus on exploring the potential and 

promotion of regionally superior commodities and services (Bureekhampun & Maneepun, 

2021). 

Unlike OVOP, which is based on regions and products, China's village development 

program is based on rural industrialization run by township and village enterprises (TVEs). 

This rural development program through TVEs is a form of delegation of authority from 

the central government to local governments, with the aim that local governments can 

develop rural industries in China. The establishment of TVEs aims to enable local 

governments to implement economic policies following the characteristics of their region. 

TVEs has become one of the primary sources of income for rural communities in China after 

the fiscal reform in 1980, considering that TVEs are one of the most dynamic sectors in the 



Trinanda Ultari  and Khoirunurrofik 

258 

Chinese economy due to their rapid growth and the need for regional economic independence 

after fiscal decentralization (Oi, 1999). TVEs have played a key role in China's rural-based 

industrialization through the absorption of rural labor, which in turn increases rural income 

(Wang, 2005).   

In order to support the village development process and strengthen village 

development quality, the Government of Indonesia allocated the Village Fund directly 

sourced from the national budget as mandated by Village Law No. 6/2014. Village Law No. 

6/2014 explicitly stated that the village fund program's goals are to reduce poverty and 

inequality, promote rural infrastructure development, and raise local and village community 

revenue by developing local economic institutions. The government has carried out various 

programs for village development since the rollout of village funds. However, there are still 

several challenges in their implementation, including the need for more human resources, 

low participation of the community, and compliance with laws and policies (Masbiran et al., 

2021). The mapping and tagging analysis of village fund spending shows that the share of 

economic spending in eastern Indonesia is lower than in other regions. In contrast, the share 

of economic spending in Java and Bali shows a higher figure (Yusuf & Khoirunurrofik, 2022). 

Furthermore, economic mechanisms and institutions in the village have yet to function 

effectively, resulting in dependence on grants and assistance from the government, thus 

undermining the spirit of village independence (Zulkarnaen, 2016; Srirejeki, 2018).  

Rural business institutions are essential in economic development and contribute to 

national prosperity and welfare. On the other hand, rural institutions are still a weak point 

in rural development (Phillipson et al., 2019). However, globally, the OECD (2020) states 

that rural economies continue to contribute significantly to employment and national 

prosperity. Increasing the capacity of village institutions is essential to achieving economic 

progress in a rural village. It will enable the village to manage its resources effectively and 

create local community networks that will enable it to become resilient regarding social, 

economic, and environmental aspects (Saefulrahman, 2015). 

In Indonesia, one of the central government's efforts for village development is 

establishing local economic institutions called Village-Owned Enterprises (BUMDes). 

BUMDes, as a multifunctional institution, can play a role in the economic sector, which is 

realized by meeting the villagers' needs and providing social services to the community 

(Khoirunurrofik, 2020). Ultimately, the existence of BUMDes is expected to encourage 

programs to improve village superior products, drive local economic growth, and improve 

the welfare of rural communities through the active role of village community participation 

through the intervention of the Central Government and Local Government. Rural 

entrepreneurship has become one of the leading forces driving GRDP, especially in 

developing countries (Arifin et al., 2020). Entrepreneurial strategy is crucial in improving 

regional economic development. (Rokhim et al., 2017). BUMDes is a form of village 

entrepreneurship expected to encourage village empowerment and independence (Kania et 

al., 2021).  

BUMDes can be developed through a neo-endogenous village development approach, 

combining bottom-up and top-down development (Gkartzios & Lowe, 2019). The 

government and community can develop BUMDes as a forum for implementing village 

entrepreneurship, which will ultimately improve the village's economic level and be the 

source of economic strength for the local community. 
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BUMDes seeks economic benefits and provides social and non-economic benefits for 

village development. The economic benefits are increasing village revenue, employment, and 

economic activity in rural areas. The social and non-economic benefits are that BUMDes can 

strengthen the sense of togetherness among villagers, strengthen the sense of cooperation, 

foster community pride in the village, become a forum for community in the village, and 

encourage the growth of initiatives and cohesion of village communities to build villages 

independently (Larasdiputra et al., 2019).  

There has been a substantial growth in the quantity of BUMDes (Village-Owned 

Enterprises) across Indonesia. In Indonesia, the number of BUMDes (Village-Owned 

Enterprises) experienced a significant rise from 14,463 units in 2015 to 63,067 units in 2020. 

The rise in the number of BUMDes corresponds to an increase in the allocation of village 

funding directed toward each village. The transfer of village funds in 2015 totaled IDR 20.76 

trillion, and afterward, there was a nearly threefold rise in 2020, reaching IDR 71.2 trillion 

(Ministry of Finance, 2022).  

The growing number of BUMDes will enhance the Village's Original Income 

through the growth of local rural products and the establishment of local companies, hence 

promoting economic autonomy at the village level (Nugroho et al., 2022). Several previous 

studies have shown that BUMDes in Indonesia has a positive effect on the village economy 

through the presence of micro and small industries, savings and loan cooperatives, and stalls 

for selling agricultural inputs and village original income, as well as empowering the village 

agricultural economy (Puri & Khoirunurrofik, 2021; Nugroho et al., 2022). The majority of 

research that looks at the existence of BUMDes on village development through the IDM 

value is still primarily qualitative and limited to one particular area (Larasdiputra et al., 2019; 

Dolfriandra Huruta et al., 2020; Sudrajat, 2020).  

The study of Iftitah & Wibowo (2022) shows that capital participation of BUMDes 

through village funds has a positive and significant effect on the value of the Village 

Development Index through the business of managing markets in the village, providing 

clean water, channelling credit, and providing distribution services in Gowa Regency. The 

existence of BUMDes has received much attention from the public agenda in Indonesia due 

to their ability to provide and encourage sustainable employment opportunities in rural 

areas, but based on previous research, the increasing number of BUMDes has not been able 

to provide employment opportunities for villagers (Feher, 2014; Arifin et al., 2020). 

Another study also shows that the development of BUMDes in Pejarakan village, 

Buleleng Bali, has been able to open new local jobs and business units and encourage the 

entrepreneurial spirit of the village community through savings and loan businesses, rental 

of agricultural equipment (Larasdiputra et al., 2019). The success and progress of BUMDes 

are also reflected through the Village Development Index (IDM), which indicates the 

progress of village development. From 2018 to 2020, the three villages had the status of 

Advanced Villages with details of the IDM value for Panggungharjo Village as 0.8640, 

Ponggok Village as 0.7121, and Pejarakan Village as 0.7337. 

One of the indicators that indicates the level of village development is the value of the 

Village Development Index (IDM). IDM is a composite index formed from the Village Social 

Resilience Index (IKS), Economic Resilience Index (IKE) and Environmental Resilience 

Index (IKL), which is compiled to support the government's efforts to alleviate 

Disadvantaged Villages and increase the number of Independent Villages. One of the 
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indicators that plays a role in supporting IDM is Village-Owned Enterprises (BUMDes). 

BUMDes has a role in encouraging village economic resilience, which will support the 

increase in the value of IKE as a component of the IDM value. Ultimately, BUMDes can 

contribute to village development. Given that BUMDes has a multifunctional role, namely 

in the social, economic, and environmental aspects, which is in line with the objectives of 

IDM, which are also multidimensional (social, economic, and environmental), the existence 

of BUMDes is expected to contribute to driving the IDM value through the various 

businesses of BUMDes. 

BUMDes is one of the pillars of economic activity that fulfills the needs of village 

communities for goods and services (Larasdiputra et al., 2019; Kania et al., 2021). Previous 

studies have shown a relationship between BUMDes and the Village Development Index. 

However, they are still limited to qualitative aspects and case studies in certain areas. The 

results of research conducted by Sudrajat (2020) show that BUMDes in Panggungharjo 

Village, Yogyakarta, provides benefits for community empowerment through increasing 

community economic businesses and community income through the "Kampoeng 

Mataraman" tourism village program, improving environmental quality through the Waste 

Management Business Group (KUPAS), developing local MSMEs, and building rental 

business units. Research conducted in Ponggok village in Central Java shows that BUMDes 

plays a role in creating new jobs in the village through various business units developed 

among tourism businesses, trading businesses, and savings and loan businesses (Huruta et 

al., 2020). 

The success of BUMDes as village entrepreneurship is highly dependent on the active 

role and involvement of the village government, so synergy and cooperation are needed by 

placing the village government on the supervisory board of BUMDes implementation (Amri, 

2019). BUMDes can reflect the village community's economy based on the needs, desires, 

and potential of the village. The Ministry of Villages strives to establish new BUMDes as 

economic agents to sustain the village economy (Srirejeki, 2018). Therefore, the government 

can establish programs and activities to develop BUMDes performance, including by 

increasing the capacity of human resources in the village in order to manage and develop 

BUMDes performance (Kania et al., 2021), increasing community participation in BUMDes 

utilization (Arifin et al., 2020), harmonizing work programs between BUMDes managers 

and village officials (Firdaus, 2018), mapping BUMDes business units following village 

assets and village potential, improving financial reporting integrity (Raharjo et al., 2022), 

and increasing BUMDes business diversification (Agunggunanto et al., 2016). 

Based on several previously described studies, most research focused on explorations 

of BUMDes on the outcome, such as Village Original Revenue (Puri & Khoirunurrofik, 

2021), employment (Arifin et al., 2020) or the relationship between BUMDes and village 

development through the IDM value, which is only limited to one region (Larasdiputra et 

al., 2019; Huruta et al., 2020; Sudrajat, 2020; Iftitah & Wibowo, 2022). This research seeks 

to fill the existing gaps through empirical analysis examining the relationship between the 

existence of BUMDes and the overall level of village development as measured by the Village 

Development Index (IDM) value. This research aims to analyze the association between the 

presence of BUMDes and the type of business field with the level of village development as 

measured by the Village Development Index (IDM) value. It is expected to contribute to 

providing empirical evidence of the role of BUMDes in the level of village development 

throughout Indonesia as measured by the IDM value in the 2018-2020 timeframe. 
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Furthermore, this research is expected to complement previous qualitative research and case 

studies. Furthermore, this research is expected to provide government input to formulate 

BUMDes development activity programs in Indonesia. 

 

II. Literature Review 

2.1. Village development 

The approach model in rural development consists of exogenous, endogenous, and neo-

endogenous approaches. In the exogenous approach, the primary power source for rural 

development comes from outside the village. According to Lowe et al. (1998), this exogenous 

model places the function of rural areas as food sources and primary sector production 

centers to support urban economic development so that the focus of rural development tends 

to be directed towards industrialization and agricultural specialization as well as the 

provision of labor and capital. In addition, in terms of policy-making, the exogenous model 

is top-down, so the Central Government has a decisive intervention in rural development. 

In contrast to the exogenous approach, in the endogenous model, the primary source of rural 

power is the local rural resources themselves, and the focus of rural development is on 

increasing local capacity, including skills, institutions, and infrastructure. Besides, the village 

area's function is to provide various economic services for village development. The 

endogenous approach is bottom-up through utilizing local resources to make the village 

development more participatory. 

The combination of exogenous and endogenous models gave birth to the neo-

endogenous approach, where village development is included in the relationship between 

external parties and local resources. The source of strength for village development in the 

neo-endogenous model is the interaction between rural and urban areas through inclusive, 

multiscale, and multisectoral governance arrangements (Gkartzios & Scott, 2014). Rural 

development through the neo-endogenous model is best achieved through a combination of 

local resources and local actions integrated within a broader network that offers an 

alternative to dualistic "top-down" or "bottom-up" perspectives so that it can ultimately 

benefit entrepreneurship and economic development in rural areas (Atterton, 2007; 

Bosworth et al., 2016). 

2.2. Social Enterprise and Village Entrepreneurship  

Social Enterprise is a hybrid social and economic business model that catalyzes social 

change by creating new business fields or innovations in organizational management (Zahra 

et al., 2009). Social entrepreneurship is related to sustainable development, where there are 

social, economic, and environmental goals in order to improve the overall welfare of society 

and ultimately create an independent and empowered society (Díaz-Foncea & Marcuello, 

2012; Farmer et al., 2016; Galindo-Martín et al., 2020; Thelken & de Jong, 2020). Village 

entrepreneurship is one of the strategies to develop and grow welfare, ultimately improving 

the village economy (Ansari et al., 2013). Village entrepreneurship can accelerate village 

growth and has the potential for job creation and women's empowerment in rural areas 

(Elkafrawi et al., 2022). 
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III. Methods 

3.1. Data and Identification 

The data in this study includes data on all villages in Indonesia in the 2018-2020 

period. This study uses balanced data (the number of village samples per year is the same) 

with 74,949 villages each period. The data sources are from the Ministry of Villages, 

Development of Disadvantaged Regions and Transmigration (Ministry of Village PDTT), 

Statistics Indonesia, Ministry of Finance, and Ministry of Home Affairs. This research uses 

a quantitative approach with an econometric approach. The quantitative approach to the 

method uses descriptive and inferential statistics. Descriptive statistics for each variable 

explain the characteristics of villages that have BUMDes and villages that do not have 

BUMDes. The merging of village codes from each data uses an ID in the form of a 10-digit 

village code. Overall, the authors managed to match data for 74,949 villages for all variables 

in 2018–2020. 

3.2. Estimation Strategy 

This research uses a quantitative approach with an econometric approach. The 

quantitative approach to the method uses descriptive and inferential statistics. Descriptive 

statistics for each variable explain the characteristics of villages that have BUMDes and 

villages that do not have BUMDes. The merging of village codes from each data uses an ID 

in the form of a 10-digit village code. Overall, the authors managed to match data for 74,949 

villages for all variables in 2018–2020. 

The dependent variable in this study is the value of the Village Development Index 

(IDM), which measures the development of village development levels. The Ministry of 

Villages PDTT published an IDM to determine the independence status of each village. This 

research uses the IDM value from 2018 to 2020 to see the role of BUMDes on village 

development. The IDM value is a composite of three resilience indices, namely the Social 

Resilience Index (IKS), the Economic Resilience Index (IKE), and the 

Ecological/Environmental Resilience Index (IKL).  

The main independent variable for this study consists of the presence of BUMDes in 

each village. BUMDes can run several types of businesses in the social, economic, and 

environmental fields. Furthermore, this study also includes interaction variables between 

BUMDes and each type of business, consisting of social, economic, and environmental 

businesses. The interaction approach can empirically see and analyze whether the presence 

of BUMDes in IDM can be of higher value if combined with each type of business field. If 

the result of the interaction variable shows a positive number, the presence of BUMDes and 

its business fields will be more effective in increasing the value of IDM. The control variables 

used in this study are village funds, population, village head education, and social capital. 

Village funds are the largest source of village revenue for physical and non-physical village 

development. They are also the primary source of capital for establishing, growing, and 

developing BUMDes (Arifin et al., 2020). The village head's role as a local leader is closely 

related to the success of village development. Villages managed by village heads with a 

higher educational background (at least upper secondary level) tend to have a more 

independent, developed, and advanced status than villages managed by village heads with a 

lower educational background (Nadia & Mahi, 2023). The population variable is also 

essential in community empowerment programs that act as human capital to develop local 

products and businesses and beneficiaries of village development activities (Nugroho et al., 
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2022; Iftitah & Wibowo, 2022). Furthermore, the social capital variable is one of the pillars 

of neo-endogenous development that contributes to the development of rural industries, 

entrepreneurship, and the welfare of rural communities, which is a source of strength for 

sustainable rural development (Meador, 2019; Adit & Qibthiyyah, 2022). 

This research uses panel data analysis to provide more efficient parameter estimation 

(Hsiao, 2007; Baltagi, 2005). Panel data (pooled data) contains sample data of individuals at 

a certain period. A balanced panel containing the number of observation periods is equal for 

each cross-section unit. Conversely, if the number of observation periods differs for each 

cross-section unit, it is called an unbalanced panel. In this study, the dataset used is a 

balanced panel. 

This study uses fixed-effect panel data regression, considering that fixed effects can 

overcome the bias derived from time-invariant variables or factors that cannot be observed 

(unobserved heterogeneity) in the model. Fixed-effect models can also allow individual or 

time-specific effects to correlate with explanatory variables (Hsiao, 2007). This research 

model adds control variables, such as the village's demographic, economic, and social factors, 

that may affect the relationship between BUMDes and the Village Development Index. 

These control variables are to reduce the risk of endogeneity, which is when the independent 

variable is biased because of the influence of the dependent variable. 

Referring to Nugroho et al. (2022) and Iftitah & Wibowo (2022), the empirical research 

model used is formulated as follows: 

𝐼𝐷𝑀𝑖𝑡  = 𝛽0 + 𝛽1𝐷𝐵𝑖𝑡 + 𝛽2𝐷𝐵𝑖𝑡 ∗ 𝑆𝑂𝑆 + 𝛽3𝐷𝐵𝑖𝑡 ∗ 𝐸𝐶𝑂𝑖𝑡 + 𝛽4𝐷𝐵𝑖𝑡 ∗ 𝐿𝐾𝐺𝑖𝑡 +  𝛽5𝑋𝑖𝑡  + 𝛿𝑖 + 𝜂𝑡 + 𝜀𝑖𝑡 

Where: 

𝐼𝐷𝑀𝑖𝑡 : Indeks Desa Membangun (IDM) Value of village i year t 

𝐷𝐵𝑖𝑡  

 

: Dummy the existence of village BUMDes i year t, worth 

one if there are BUMDes  and worth 0 if there are no 

BUMDes 

𝐷𝐵𝑖𝑡 ∗ 𝑆𝑂𝑆 : The variable of interaction between the existence of the 

field of social enterprises and the existence of village 

BUMDes i year t 

𝐷𝐵𝑖𝑡 ∗ 𝐸𝐶𝑂 : The variable of interaction between the existence of 

economic business fields and the existence of village 

BUMDes i year t 

𝐷𝐵𝑖𝑡 ∗ 𝐿𝐾𝐺 : The variable of interaction between the existence of 

environmental business fields and the existence of village 

BUMDes i year t 

𝑋𝑖𝑡 : Control variables consisting of the village fund, village 

head education, population, and social capital 

𝛽0 : Constant 

𝛿𝑖 :  Individual Fixed Effect  

𝜂𝑡 : Year Fixed Effect  

i : Village 

t : Year 

𝜀𝑖𝑡 : Error term 
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IV. Results, Analysis, and Discussions 

4.1. Descriptive Statistics 

 The merging of village codes from each ministry uses an ID in the form of a 10-digit 

village code. Overall, the authors managed to match data for 74,949 villages for all variables 

in 2018–2020. Table 1 summarizes the statistical research variables from 2018–2020, divided 

by the characteristics of villages with BUMDes and villages that do not have BUMDes. 

Table 1. Descriptive Statistics of BUMDes Villages and Non-BUMDes Villages  

in 2018-2020 

Variables BUMDes Village  Non-BUMDes 

Village  

 Observation Mean Observation Mean 

IDM Value 187.319 0,6310 37.528 0,5208 

BUMDes Business in the Social Sector 187.319 26% 37.528 - 

BUMDes Business in the Economic 

Sector 

187.319 66% 37.528 - 

BUMDes Business in the 

Environmental Sector 

187.319 8% 37.528 - 

Village Fund 

(million) 

187.319 Rp861 37.528 Rp824 

Village Head Education 187.319 92% 37.528 71% 

Population (thousands) 187.319 3,856 37.528 1,743 

Social Capital  187.319 98% 37.528 96% 

Source: Ministry of Village PDTT. 

Table 1 shows that villages with BUMDes have a higher average IDM value than 

villages without BUMDes. Villages with BUMDes have an average IDM value of 0.6310, 

and villages that do not have BUMDes have an average IDM value of 0.5208. The average 

value of the Social Resilience Index (IKS), Economic Resilience Index (IKE), and 

Environmental Resilience Index (IKL) is higher for villages that have BUMDes than villages 

that do not have BUMDes. When compared among the three resilience indicators, villages 

with BUMDes and villages that do not have BUMDes both have a low proportion of IKE 

values when compared to IKS and IKL values. It indicates that both BUMDes villages and 

non-BUMDes villages need a lot of support from the government for village economic 

resilience. 

Based on business fields, as many as 66% are economic businesses, followed by social 

and environmental businesses. Table 1 shows that until 2020, villages with BUMDes had an 

average village fund of IDR 861 million. The value of the village fund is greater than the 
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value of village funds obtained by villages that do not have BUMDes of Rp 824 million. Until 

2020, an average of 92 percent of village heads in villages with BUMDes have completed 

their education up to high school level and above, which is higher than in villages that do 

not have BUMDes, where only 71 percent of village heads have completed their education 

at the high school level and above. 

Based on the population aspect in 2018–2020, it can be seen that the average number 

of people in villages with BUMDes is higher at 3,856 compared to villages that do not have 

BUMDes, which is 1,743 people. A larger population can be a potential market for BUMDes 

business units. Social capital in the community, in the form of mutual assistance, is still well 

maintained in rural areas. Villages that have BUMDes and do not have BUMDes, where the 

percentage of social capital until 2020 is above 95 percent. 

4.2. Overview of Village Development Index (IDM) 

According to the Ministry of Villages PDTT Regulation No. 2/2016, the IDM is a 

composite index formed from three dimensions: social (IKS), economic (IKE), and 

environmental/ecological (IKL). 

Specifically, the resulting Village Development Index (IDM) can be used to: 

1. As a database (baseline) of village development as a basis for measuring and assessing 

village progress and independence;  

2. As input material in formulating strategic issues and main problems related to village 

community development and empowerment;  

3. As an input for achieving national development targets, 

4. The instruments in the coordination framework between ministries and institutions and 

regional and village governments to effectively achieve national development targets. 

The IDM consists of 23 variables and 54 indicators with the following details: 

1) The Social Resilience Index consists of the Health Dimension (health services, 

community empowerment, and health insurance), Social Capital Dimension (social 

solidarity, sense of security of the population, having tolerance, Settlement Dimension 

(social welfare, indicators of access to sanitation, access to clean water, access to 

information, access to electricity, and communication) and Education Dimension (access 

to primary, secondary, knowledge, and non-formal education).  

2) The Economic Resilience Index consists of the Economic Dimension (diversity of 

village community production, access to financial and credit institutions, availability of 

trade service centers, access to distribution/logistics, regional openness, and economic 

institutions).  

3) The Environmental / Ecological Resilience Index consists of the Ecological Dimension 

(environmental quality, disaster-prone potential, and disaster response). 

The success of village development can be shown by the development of village 

independence status as measured by the Village Development Index (IDM). Figure 4.1 

shows the average IDM value from 2018–2020. In 2018, the average IDM value was at 

0.5866, increased to 0.6162 in 2019, and increased again in 2020 to 0.6352. It shows a 

positive direction for village development. 
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Figure 1. IDM value in 2018-2020 

Source: Ministry of Village PDTT data. Processed. 

 

Figure 2 displays the IDM value by island division, with Java having the highest IDM value 

at 0.6914 and Maluku and Papua having the lowest IDM value at 0.5022. It shows that there 

is still inequality between Java and non-Java, especially in Maluku and Papua. 

 

 

Figure 2. IDM value on each Island in Indonesia in 2020 

Source: Ministry of Village PDTT data. Processed. 

4.3. Overview of Village-Owned Enterprises (BUMDes) 

BUMDes as an economic institution in rural areas has intensified since the issuance of 

the Village Law in 2014. At the beginning of the rollout of village funds in 2014, rural 

development focused more on physical development, such as rural infrastructure 

development. In 2018, rural development began to focus on non-physical development, such 

as village community empowerment. The number of BUMDes in Indonesia in 2018 was 
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61,606, then increased to 62,646 in 2019, and in 2020 continued to increase to 63,067. Figure 

3 shows that by 2020, 84% of villages already have BUMDes, and 16% do not yet have 

BUMDes. 

 

Figure.3 The number of BUMDes in Village in Indonesia in 2018-2020 

Source: Ministry of Village PDTT data. Processed 

 

Based on Figure 4, the most significant number of BUMDes is in Java, with 21,442 

BUMDes, and the lowest number is in Maluku and Papua, with 3,165 BUMDes. This 

shows that the eastern part of Indonesia needs to be the focus of BUMDes' development. 

BUMDes can manage various business sectors, including social, economic, and 

environmental.  

 

 

Figure.4 The number of BUMDes in Indonesia on each Island in 2018-2020 

Source: Ministry of Village PDTT data. Processed 
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Figure 5. BUMDes Business Fields in 2018-2020 

Source: Ministry of Village PDTT data. Processed 

 

Figure 5 shows the business sectors managed by BUMDes. Figure 5 clearly shows that 

BUMDes manages most of the economic business sector—which has a total of 45,271 

units—while the social business sector has 18,389 units and the environmental business 

sector has 5,990 units. 

4.4. Estimation Results 

4.4.1. Estimation of the Effect of Village-Owned Enterprises (BUMDes) on the Village 

Development Index (IDM) Value 

This research has five models of estimation. The first model is a basic model 

regression without using control variables; the second model is a regression model by 

including the interaction variable of BUMDes and its business field; the third model is a 

regression by including interaction variables and control variables; the fourth model is a 

regression model by including interaction variables and control variables with cluster 

standard errors; and the fifth model is a regression model by including interaction variables 

and control variables with cluster standard errors and time-fixed effects. It aims to test the 

consistency of the direction and significance level of the correlation between the presence of 

BUMDes and its business field on the IDM value. Table 2 displays the coefficients of the 

dependent, independent, and control variables used in the study. 

Table 2. Regression Results of BUMDes and IDM Panel for 2018-2020 

 (1) (2) (3) (4) (5) 

 FE1 FE2 FE3 FE4 FE5 

dummy 0.048794*** 0.048877*** 0.036492*** 0.036492*** 0.014819*** 
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BUMDes (0.001531) (0.001703) (0.001652) (0.003955) (0.003596) 

      

BUMDes  -0.004641*** -0.002593* -0.002593 -0.000491 

Social  (0.001563) (0.001512) (0.002847) (0.002815) 

      

BUMDes  -0.007782*** -0.000234 -0.000234 0.010631*** 

Economy  (0.001035) (0.001004) (0.003605) (0.003082) 

      

BUMDes  0.013203*** 0.010977*** 0.010977*** 0.005650* 

Environment  (0.002214) (0.002142) (0.003611) (0.003342) 

      

Village Fund   0.000140*** 0.000140*** 0.000012** 

   (0.000001) (0.000014) (0.000005) 

      

Head Village   0.005863*** 0.005863*** 0.000227 

Education   (0.000701) (0.001134) (0.001117) 

      

Population   0.000643*** 0.000643*** 0.000045 

   (0.000103) (0.000142) (0.000108) 

      

Social Capital   0.009004*** 

(0.001678) 

0.009004*** 

(0.002168) 

0.003034 

(0.002888) 

2018bn.     . 

     . 

2019     0.024493*** 

     (0.004046) 

      

2020     0.038216*** 

     (0.007205) 

_cons 0.572036*** 0.576752*** 0.446193*** 0.446193*** 0.549921*** 

 (0.001281) (0.001426) (0.002511) (0.011993) (0.007303) 

N 224847 224847 224847 224847 224847 
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r2 0.006733 0.007455 0.071144 0.071144 0.199532 

r2_a -0.489904 -0.488850 -0.393352 0.071111 0.199493 

Standard errors in parentheses 

* p < .1, ** p < .05, *** p < .01 

Description: (1) estimation results without control variables, (2) estimation results with 

BUMDes business control variables, (3) estimation results with BUMDes business control 

variables, Village Fund, Village Head Education and Population, (4) estimation results with 

BUMDes business control variables, Village Fund, Village Head Education and Population 

and cluster standard error at the Regency level, (5) estimation results with BUMDes 

business control variables, Village Fund, Village Head Education and Population Variables 

and cluster standard errors at the Regency level and Year Fixed Effect. 

Source: data processing result with StataMP17. 

In Table 2, the regression results from models one to five show a consistent direction 

regarding the correlation of the presence of BUMDes to the IDM value. Adding the time-

fixed effect into model five makes the adjusted R-squared value more significant. Therefore, 

model five is the best estimation model in this study. The regression results based on model 

five show that the presence of BUMDes is positively correlated and statistically significant 

at α =1% to the IDM value with a coefficient of 0.0148. It indicates that villages with 

BUMDes have a higher average IDM of 0.0148 points than villages without BUMDes. 

Looking further, BUMDes, in the economic and environmental sectors, are positively and 

significantly correlated to the IDM value compared to social business sectors. Furthermore, 

the control variables include village fund, village head education, population, and social 

capital. The estimation results show that the village fund positively and significantly 

correlates with village development. 

The positive and significant influence of BUMDes on village development is in line 

with the results of research (Steiner & Atterton, 2015), which shows that Social Enterprise 

(SE) in the form of rural institutions that also have economic and social goals, such as 

BUMDes, can improve social, economic, and environmental resilience in a case study in 

South Australia. SE positively influences community economic resilience through village 

income, providing added value, increasing community cohesion, and creating jobs for rural 

communities (Steiner & Teasdale, 2019). SE can also drive local development through social 

innovation by providing products, services, and infrastructure or assets that are difficult for 

rural communities to access (Steiner et al., 2023). SE also plays a positive role in providing 

goods and, or services to meet the needs of rural communities (Olmedo et al., 2021). 

The positive influence of BUMDes on village development in Indonesia based on the 

results of this study is also in line with the findings of Puri & Khoirunurrofik (2021), who 

found that villages with BUMDes have a more significant influence than villages without 

BUMDes in improving the economies of village communities. BUMDes, as a village 

enterprise, has a positive effect on micro and small industries, saving and loan cooperatives, 

farming shops, and sales kiosks. The positive impact of BUMDes is also in line with the 

findings of Iftitah & Wibowo (2022), which state that capital participation for BUMDes can 

significantly and positively affect the value of IDM in Gowa Regency, which manages 

markets in the village and provides clean water, channel credit, and distribution services. 
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Although the BUMDes social business sector in the estimation results has not shown 

a significant contribution to encouraging village development, its existence has excellent 

potential in the long-term considering that, in addition to economic value, the main focus of 

BUMDes as village social entrepreneurship also includes a social mission (Besley & Ghatak, 

2017). The social benefits of BUMDes will be prioritized through its contribution to 

providing social services such as necessities, clean water facilities, waste management, and 

employment for residents (Widiastuti et al., 2019). BUMDes Abiantuwung Winangun in 

Tabanan Regency, Bali, is one of Indonesia's most successful BUMDes, positively impacting 

the village economy. It has been able to change the consumptive pattern of villagers into a 

productive pattern. The most noticeable impact is the reduction in unemployment as 

villagers start to undertake creative business activities and small businesses following the 

business fields run by the BUMDes (Febryani et al., 2018).  

Another example is BUMDes Amarta in Pandowoharjo Village, which provides social 

benefits through waste management. The business runs through a waste collection model 

by building partnerships with independent waste collectors. Inorganic waste is sold to waste 

collectors, while inorganic waste is helpful for fertilizer. The social benefit approach in 

developing BUMDes succeeded in convincing the community that BUMDes can show 

positive impacts, including environmental sustainability, provision of employment, 

increasing partnership networks with the private sector and banks, as well as business 

expansion in the form of MSMEs selling local village products, organic fertilizer 

manufacturing businesses, and organic plant products (Nurussa’adah & Santoso, 2022). 

BUMDes could form village entrepreneurs who can drive the village economy, which 

can attract investment to reduce dependence on government assistance (Khoirunurrofik, 

2020). BUMDes, as a village-based economic organization, has a close relationship with and 

is in line with neo-endogenous rural development, where there is an exploration and 

utilization of local resources to meet the needs of local communities involving bottom-up 

and top-down forces (Gkartzios & Lowe, 2019). In this context, the development of BUMDes 

involves the cooperation of the village government and the central government. 

BUMDes can function as a tool to improve the empowerment and welfare of villagers 

through the creation of a business ecosystem that can encourage the development of 

community economic activities, foster an entrepreneurial spirit, and encourage the 

community to seize business opportunities that can be developed (Kania et al., 2021). 

BUMDes operations are not only limited to economic benefits but also include support for 

improving village community welfare services. BUMDes is required to optimize business 

unit utilization of the economy so that the community becomes independent and less 

dependent on government assistance (Badaruddin et al., 2021). 

BUMDes has to proactively make various innovation breakthroughs to attract 

investors to invest their capital so that BUMDes can be financially independent. It is in line 

with the research of Cagarman et al. (2020) and Defourny & Nyssens (2021), which state 

that social enterprises require innovation to attract investment, diversify their funding 

sources, and rely on their income for business continuity. Based on the research results of 

Arifin et al. (2020), the number of BUMDes that have consistently increased has yet to be 

matched by optimal utilization from the village community. Therefore, there is a need for 

village government support so that BUMDes can contribute significantly to the village 

economy (Nuraini et al., 2021). 
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The success of village entrepreneurship will be related to the support of local figures 

and leaders. In the context of BUMDes, the village head is the policyholder for village 

development. Alignment between the objectives of BUMDes and the village government 

will facilitate BUMDes's development of its business units (Rutherford et al., 2016). 

BUMDes and Village Government can overcome these challenges through business 

planning, HR training support relevant to business planning, involving the community in 

determining the BUMDes business model, and developing transparent, accountable, and 

targeted village economic data and information systems (Steiner & Teasdale, 2019; Arifin et 

al., 2020; Steiner et al., 2023; Musinguzi et al., 2023; Espasandín-Bustelo et al., 2023; 

Budiantoro et al., 2023). 

In the long run, social entrepreneurship is important to success in various dimensions 

and financial independence (Civera et al., 2020). If BUMDes' excessive dependence on 

external support, such as village funds, has a negative impact, it will reduce its 

entrepreneurial spirit. Therefore, BUMDes, as a business entity in rural areas, must have 

financial independence as its main goal so that the existence of village funds can be optimized 

for other village development programs. 

4.4.2. Estimation of the Effect of Village-Owned Enterprises (BUMDes) on the Village 

Development Index (IDM) Value on Each Island 

The estimation consists of six regions, namely Sumatra (Code 1), Java (Code 2), 

Kalimantan (Code 3), Sulawesi (Code 4), Bali and Nusa Tenggara (Code 5), and finally, 

Maluku and Papua (Code 6). The estimation includes village fund, village head education, 

population, and social capital as control variables 

Table 3. Regression Results of BUMDes and IDM Panel for 2018-2020 on each Island 

 (1) (2) (3) (4) (5) (6) 

 Sumatera Jawa Kalimanta
n 

Sulawesi Bali dan 
Nusa 
Tenggara 

Maluku 
dan Papua 

Dummy 0.009149*
* 

0.002383 0.013804 0.005770 0.003798 0.059006*
** 

BUMDes (0.004023) (0.005358) (0.008298) (0.004333) (0.016768) (0.015412) 

       

BUMDes 0.003711 -0.002133 0.008963* 0.001566 -0.045099* 0.000594 

Social (0.003715) (0.002953) (0.005048) (0.005021) (0.026664) (0.011171) 

       

BUMDes 0.010900*
** 

0.013273*
* 

0.006095 0.016670*
** 

0.014687* -
0.029453*
** 

Economy (0.003222) (0.005859) (0.004896) (0.002958) (0.008062) (0.010325) 

       

BUMDes 0.005210 0.002272 0.018189* -0.008249 0.045763* 0.025362*
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 (1) (2) (3) (4) (5) (6) 

 Sumatera Jawa Kalimanta
n 

Sulawesi Bali dan 
Nusa 
Tenggara 

Maluku 
dan Papua 

* ** * 

Environme
nt 

(0.005298) (0.004350) (0.008049) (0.009562) (0.014649) (0.012178) 

       

Village 0.000043*
** 

0.000001 0.000006 0.000023*
** 

0.000038 -0.000010 

Fund (0.000013) (0.000006) (0.000014) (0.000008) (0.000023) (0.000021) 

       

Head 
Village 

0.000660 0.000347 -0.002614 -0.000261 -0.007995 0.002233 

Education (0.001825) (0.001485) (0.002491) (0.003255) (0.005496) (0.003457) 

       

Population 0.000005 0.000026 0.000144 0.000270 0.000649 0.000089 

 (0.000337) (0.000119) (0.000482) (0.000349) (0.000442) (0.001354) 

       

Social 0.001754 0.005861 0.008254 0.003072 -0.016082 0.004185 

Capital (0.002638) (0.003810) (0.005606) (0.006098) (0.013065) (0.007543) 

 

Fixed 
Effect 

Yes Yes Yes Yes Yes Yes 

Year       

_cons 0.536106*
** 

0.637292*
** 

0.538972*
** 

0.542488*
** 

0.547173*
** 

0.440066*
** 

 (0.010552) (0.007995) (0.019864) (0.009300) (0.025663) (0.018142) 

 

 

N 69132 67425 19845 26238 13971 28236 

r2 0.223025 0.115147 0.405630 0.344946 0.230750 0.173463 

r2_a 0.222912 0.115016 0.405330 0.344697 0.230199 0.173170 

Standard errors in parentheses 

* p < .1, ** p < .05, *** p < .01 

Notes: cluster standard errors at the Regency level. 

Source: data processing result with StataMP17. 
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Table 3. shows that BUMDes has a positive correlation and statistically significant 

results with the IDM value, specifically for Sumatra and Maluku-Papua islands. The support 

of economic business sectors has further increased the value of IDM on several islands in 

Indonesia. BUMDes with economic business fields show positive and significant results, 

including Sumatra, Java, Sulawesi, Bali, and Nusa Tenggara regions. In contrast, the region 

of Maluku Papua has yet to show significant results for the economic business sector. On the 

other hand, BUMDes in the Kalimantan region shows a positive and significant relationship 

between social and environmental enterprises. BUMDes in Bali, Nusa Tenggara, and 

Maluku-Papua regions also show positive and significant results for the environmental 

business sector. In contrast, BUMDes in Bali and Nusa Tenggara regions have not shown a 

positive relationship for the social sector. Papua also has yet to show a positive relationship 

between the existence of BUMDes in the economic sector and the value of IDM. 

Village entrepreneurship can form added value based on local potential, including 

peculiarities, resources, and characteristics that empower local labor and services (Pato & 

Teixeira, 2016). Geographical differences in an area will determine different planning 

patterns between village areas with different emphases according to local conditions (Han et 

al., 2021). Geographical aspects in the form of landforms and differences in natural resources 

will affect the direction of development of BUMDes. Islands with abundant natural resources 

in the agricultural sector tend to have BUMDes engaged in agriculture. In contrast, islands 

with natural beauty advantages tend to have BUMDes engaged in tourism. Tourism 

businesses, as a source of local livelihood, can provide favorable economic, social, and 

environmental benefits for the welfare of rural communities (Sheldon et al., 2017; Dahles et 

al., 2020).  

 

V. Conclusion and Recommendation 

 This research is an empirical study that aims to show that the presence of BUMDes 

and the type of business field positively correlate with the Village Development Index (IDM) 

value, which measures the level of village development. The descriptive analysis results 

show that villages with BUMDes tend to have a higher average IDM value than villages 

without BUMDes. Villages with BUMDes tend to have more significant support from 

village funds, village head education, population, and social capital. The estimation method 

for this study uses two-way fixed effect panel data regression with sample data from villages 

throughout Indonesia for the period 2018–2020. The estimation results show that BUMDes 

has a positive and significant relationship with the level of village development, where the 

average IDM value of villages with BUMDes is higher than that of villages without 

BUMDes. BUMDes with economic and environmental business fields also have a positive 

and significant relationship with the level of village development, where the average IDM 

value of villages that have BUMDes with economic and environmental business fields is 

higher than that of villages without BUMDes with economic and environmental business 

fields. 

 The results show that the village fund, as a control variable, shows a positive and 

significant correlation to the IDM value. The positive role of BUMDes as a village-based 

economic organization aligns with neo-endogenous rural development theory. Exploration 

and utilization of local resources to meet the needs of local communities involve bottom-up 

forces (Local Government) and top-down forces (Central Government). BUMDes, as a form 
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of village social entrepreneurship, is closely related to social, economic, and environmental 

resilience as part of village development.  

Geographical and landscape differences will determine the pattern of BUMDes 

development in each village in Indonesia. Therefore, BUMDes development can be carried 

out based on the potential and characteristics of each village. The results of this study also 

identify that the role of BUMDes differs between islands in Indonesia. The estimation results 

for each Island show that the presence of BUMDes correlates positively to the IDM value, 

specifically for Sumatra and Maluku-Papua Islands. The estimation results of BUMDes 

presence show statistically significant results. BUMDes, in the economic business field, 

shows positive and significant results on the Sumatra, Java, Sulawesi, Bali, and Nusa 

Tenggara islands. BUMDes in social business fields show positive and significant results on 

Kalimantan Island. In contrast, BUMDes, which has environmental business fields, shows 

positive and significant results in Kalimantan, Bali, Nusa Tenggara, and Maluku, Papua 

Islands.  

The results show that the village fund control variable shows a positive and 

significant correlation to the IDM value. Based on the conclusions previously described, the 

policy suggestions for the government are: the Central Government and Village 

Government can assist villages that already have BUMDes so that they can focus their 

business activities following the potential of the region from social, economic, and 

environmental aspects and the Central Government and Village Government can assist the 

villages that do not yet have BUMDes through village potential mapping, business planning, 

and Human and Resource training in order to run the BUMDes better. 

The limitations in this study consist of several things, namely: the period used in this 

study is relatively short, which is only three years, so the estimation results obtained have 

not shown too much influence; this study has limitations in terms of the existence of 

BUMDes, which has not focused on the aspects of capital and income. This study only 

identifies the existence of BUMDes and does not include details on the classification of the 

progress of each BUMDes due to the limited data and information obtained. The use of a 

dummy for the presence or absence of BUMDes in each village as a reference for treatment 

intensity is not sufficient to prove that BUMDes contribute significantly to village 

development; this study still has limitations in overcoming endogeneity issues even though 

the estimation by using the Fixed Effect Panel Model. The results are still potentially biased, 

which may lead to reverse causality between the independent and dependent variables. In 

other words, the presence or absence of BUMDes can affect the IDM value of a village, and 

the IDM value of a village can affect the presence or absence of BUMDes. 

Based on the previously described research limitations, further research can 

implement an empirical analysis with an Instrumental Variable approach that can overcome 

endogeneity issues in the research model to minimize the reverse causality relationship 

between the independent and dependent variables. The following future research can add 

more data variables with not only the existence of BUMDes and their business fields but 

also equipped with data on the amount of capital, human resources of BUMDes managers, 

income, and profits from BUMDes to strengthen and sharpen the results of the analysis of 

BUMDes management. 
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