International Journal of Economic Literature (INJOLE) e-ISSN: 3026-0221
Vol. 2 No. 7 July 2024, page., 2081-2093

INNOVATION AND CREATIVITY: GROWING A SUSTAINABLE LOCAL ECONOMY

Dita Dismalasari Dewi *!
Universitas Negeri Surabaya
ditadewi@unesa.ac.id

Yunita Sopiana
Universitas Lambung Mangkurat
yunitasopiana2s@gmail.com

Amandio de Araudjo Sarmento
Universidade Nacional Timor Lorosa'e
amandioaraujo7o@gmail.com

lyad Abdallah Al- Shreifeen
Taibah University, Saudi Arabia
iyads8o(@yahoo.com

Abstract
Local economic growth through innovation is often faced with a number of
challenges that can hinder its adoption and development. These include
infrastructure, access to technology, human resources, financial and policy
support, and cultural barriers to change. The research method used in this study
is the literature research method. The results show that limited access to
resources, technology and specialized skills are the main factors limiting the
adoption of innovations at the local level. Inadequate infrastructure such as weak
internet connectivity, inefficient transportation networks, and unstable electricity
supply were found to be major barriers. In addition, inadequate financial support
and government policies that are less supportive of the innovation climate create
additional constraints for local businesses. On the human resources aspect, there
is a gap in the skills required for innovation, signaling a clear need for capacity
building through education and training. While from a cultural aspect, resistance
to change was identified as a significant barrier, requiring a more encompassing
approach to engage local communities in the innovation process.
Keywords: Innovation, Creativity, Local Economy, Sustainability.

Introduction

The world today is in the midst of an era of globalization and rapid technological
progress, in which each region strives to develop its local economy to compete and
survive on a global scale. Innovation and creativity have become two key elements that
not only drive economic growth, but also ensure its sustainability.
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Innovation, which involves the introduction of new products, more efficient
production processes, as well as disruptive business models, is often the key to
increasing the productivity and competitiveness of an economy. Creativity, as a source
of new ideas and innovative solutions, provides the foundation for innovation.
(Agustina et al. 2020). This synergistic relationship between creativity and innovation
creates significant added value, accelerating economic growth through the creation of
new jobs, the opening up of new markets, and improving the well-being of people. Thus,
innovation and creativity not only support sustainable economic growth, but also
strengthen economic resilience to various global changes and challenges (Aidara et al.
2021); (Ali, Anufriev, and Amfo 2021).

Moreover, innovation and creativity play a vital role in the transition to a more
sustainable and inclusive economy. Amid global challenges such as climate change,
social inequality, and the need for clean energy, innovation answers through the
development of green technologies, a circular economy, and inclusive solutions that
prioritize wider access and a fairer distribution of wealth. (Appolloni et al. 2022).
Creativity in design and approach is key in identifying local needs and formulating
innovative solutions that are not only effective but also efficient (Arici and Uysal 2022).
Therefore, innovation and creativity are key factors in achieving economic development
that is not only characterized by growth, but also by sustainability and inclusiveness.

However, challenges arise when efforts to implement innovation and creativity
at the local level frequently face various obstacles, ranging from limited resources often
becoming major obstacles; for example, a lack of capital for investment in research and
development, or a shortage of workforce with the skills needed to drive innovation.
(Arocena and Sutz 2021). Inadequate infrastructure can also hinder innovation
processes, especially in remote areas. Besides, innovation often requires changes at the
level of policy and regulation, but prolonged bureaucratic processes and resistance to
change can hinder development. Other challenges include difficulties in accessing new
markets, a lack of collaboration between local, academic institutions, and governments,
and a minimum level of knowledge and awareness of the importance of innovation
among local entrepreneurs. (Arslan et al. 2021). All of this requires a holistic approach
and a coordinated strategy to overcome barriers to the implementation of innovation
in the local economy. Therefore, it is important to understand how innovation and
creativity can be effectively applied to growing a local economy that is not only
flourishing but also sustainable. (Audretsch and Belitski 2021).

In the face of this era of the digital economy, local economies in many regions
are under pressure from increasing competition. Meanwhile, the world is also facing an
environmental crisis that drives the importance of sustainable practices. Thus, the local
economy needs to be empowered not only in terms of its competitiveness, but also in
its sustainability. (Avelino et al. 2022). Innovation and creativity, in this context, function
double: as a driver of growth and as a solution for integrating sustainability principles
into economic activities. (Awan and Sroufe 2022).
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The role of innovation in the context of the local economy includes the
application of new technologies, innovative business models, as well as the
development of unique products or services. Meanwhile, creativity plays a role in
identifying new opportunities, effectively solving problems, and adapting to change.
(Boar, Bastida, and Marimon 2020). However, to realize the full potential of innovation
and creativity, a supportive ecosystem is needed, which includes adequate
infrastructure, availability of investment capital, competent human resources, and a
conducive regulatory framework. (Bocken 2020).

Therefore, research into how innovation and creativity can be used as key tools
in growing and supporting a sustainable local economy becomes highly relevant.
Through this research, it is expected to find effective strategies in applying innovation
and creativity at the local level as well as identifying solutions to the challenges faced.
Thus, the study aims to provide insight into how local economies can thrive and adapt
in the midst of global change whileining high sustainability values.

Research Method

The review conducted in this study used the literature research method. The
literature research method, also known as literature review, is a systematic process of
searching, evaluating, and synthesizing published research results to answer specific
research questions or address specific topics. This research does not involve primary
data collection but relies on secondary sources (Abdul et al. 2024); (Alfaisal, Hashim, and
Azizan 2024).

Results and Discussion
The concept of innovation and creativity in the local economy

A local economy refers to all economic activities that take place within a limited
geographical area, usually at the level of a city, district, or particular area. In the local
economy, small and medium-sized play an important role and are often the backbone
of the economy. (Carayannis 2020). A characteristic feature of the local economy is the
proximity of interaction between producers and consumers, which allows for a
responsive exchange of goods and services in accordance with the needs of local
communities. This activity covers various sectors such as agriculture, manufacturing,
services, and trade, which collectively contribute to the economic well-being of the
region. (Castro-Arce and Vanclay 2020).

The scope of the local economy includes regional economic development, job
creation, and improvement in the quality of life of the population of the area.
Approaches in the local economy often prioritize sustainability, finding a balance
between economic growth and environmental conservation. Initiatives such as
sustainable industrial development, empowering small and medium-sized enterprises
(SMEs), as well as improving local infrastructure are some examples of policies
commonly implemented. (Cheng et al. 2021). Local economies also involve collaboration
among various stakeholders, including local governments, the private sector,

2083



educational institutions, and communities, to create ecosystems that are conducive to
growth and innovation. (Chollisni et al. 2022).

Local economic innovation can be categorized into several types, including
product innovation, process innovation, organization, and marketing. Product
innovation relates to the development or improvement of goods and services offered
in the local market. This can include the use of local raw materials, the use and use of
new technologies, or the adaptation of products to the taste and needs of the local
community (Ciasullo et al. 2020). Process innovation involves the improvement or
application of new production methods that are more efficient, environmentally
friendly, or that use digital technology to increase the productivity of local.
Organizational innovation involves changes in management practices, organizational
structure, or inter-business collaboration to improve performance and competition in
the market. (Coenen and Morgan 2020). Meanwhile, marketing innovation refers to an
attempt to market products in creative and different ways, for example through a
unique branding strategy or a digital campaign that reaches a wider audience.
(Compagnucci et al. 2021).

Local economic innovation models are usually implemented according to the
conditions and needs of local communities. One comprehensive model is the
development of economic clusters, where operate geographically interconnected and
sectors are regulated to maximize collaboration, innovation, and efficiency (Costa and
Matias 2020). Another example is a creative economy that emphasizes value creation
through sectors such as art, media, design, and entertainment. Circular economy
models are also beginning to be implemented to respond to sustainability needs, where
resource reuse, recycling, and rejuvenation are sought to reduce waste and increase
efficiency. These models focus on increasing local capacity and stimulating innovation
to bring inclusive and sustainable economic growth (Dagiliené, Varaniaté, and
Bruneckiené 2021).

The process of creativity and innovation in the local economy begins with the
identification of the needs and opportunities that exist in the community. It involves
gathering insights from a wide range of local stakeholders, including entrepreneurs,
consumers, government interests, and educational institutions, to understand the
specific challenges facing the region's economies. (Dana et al. 2021). The process also
includes mapping local resources, be they human, natural, or cultural, that can be used
to create added value. Provided with a deep understanding of the local context,
innovators can generate unique and relevant ideas and solutions. Creativity here serves
as a major driver, enabling the development of new approaches or adaptation of
existing models to meet the specific needs of the region. This creative thinking often
involves cross-sectoral multidisciplinary collaboration, leveraging diverse expertise and
perspectives to formulate innovative strategies. (Dias et al. 2023).

Furthermore, local economic innovation is realized through the implementation
of such creative ideas into real practice. This process involves the development of new
products, services, or business models that are tested and adapted to ensure their
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effectiveness in meeting the needs of the local market. This implementation phase
often requires experimentation and iteration, where feedback from consumers and
local stakeholders is the key to further improvement. (Diepenmaat, Kemp, and Velter
2020). Financing, both from government and private sources, also plays a vital role in
providing the capital support necessary for the realization of such innovations. In many
cases, entrepreneurship education and training are an essential part of this process,
strengthening local capacity for sustainable innovation. Thus, the process of local
economic creativity and innovation not only produces new solutions but also
strengthens the overall local economic ecosystem, promoting inclusive growth and
development (Ding et al. 2021).

Innovation, Creativity and Local Economy

Innovation and creativity play a crucial role in driving local economic growth and
sustainability. Through the implementation of creative and innovative ideas, local
economies can cope with challenges such as resource constraints, market competition,
and changing consumer needs. Creativity opens up opportunities to create added value
to existing products or services or to develop new ones that are better suited to the
needs and desires of the local market. (Distanont 2020). It not only improves the
competitiveness of local but also stimulates the formation of new economic activities,
which play a role in creating jobs and strengthening the regional economic base.
Technological innovations, for example, can maximize production and operational
efficiency, while innovations in marketing and distribution can expand market reach so
as to stimulate local economic growth. (Domanski, Howaldt, and Kaletka 2020).

Besides, innovation and creativity also help local economies adapt to rapid and
unexpected changes in a global scenario. For example, in the face of an economic crisis
or a pandemic, creative ideas can be used to modify a business model or implement a
more robust new business strategy. (Duxbury et al. 2020). These include providing
products and services through digital platforms or adopting environmentally friendly
business practices that meet global sustainability standards and enhance local brand
recognition. Creativity and innovation often open the door to collaboration between,
academic institutions, and governments, creating synergies that support the
development of sustainable innovation. (Edwards 2021). Thus, the role of innovation
and creativity is not only vital inining the relevance of local markets in a dynamic
economy but also important in building long-term economic resilience that can face a
variety of external challenges that may arise.

Innovation is a major motor of local economic growth, driving the wheel of
development through increased efficiency, the creation of new products, and the
opening up of fresh markets that local can explore. (EImo et al. 2020). By applying new
technologies, better production methods, or innovative business models, innovation
can boost the productivity and competitiveness of small and medium-sized enterprises
(SMEs) as well as local industries, giving them an edge in facing severe market
competition at both regional and global levels. (Endl et al. 2021). Innovation also drives
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economic diversification, avoids dependence on a single source of income and creates
wider employment opportunities, contributing to regional income and improving the
quality of life of local people. Therefore, investments in research and development, as
well as education and infrastructure that support innovative ecosystems, are critical for
sustained economic growth at the local level. (Fernandes et al. 2021).

Creativity plays an important role in solving local problems, offering new and
effective alternatives to overcoming obstacles as well as unique challenges within a
particular community. By encouraging different thinking and considering different
perspectives, creativity can be a catalyst for solutions that not only sustain and value
the cultural and environmental context of the region, but also encourage community
participation and local ownership of the process of change. (Gasparin et al. 2021).
Applying creative methods in solving specifically localized problems can lead to positive
and sustainable transformations, such as strengthening the local economy, improving
public services, and improving community well-being. In this scenario, individuals
oriented towards creativity and innovation are valuable assets, adapting knowledge and
technology to find solutions that are appropriate and adapted to local realities.
(Gherghina et al. 2020).

Sustainable Local Economy

The concept of sustainable local economy focuses on economic development
that prioritizes a balance between economic growth, social justice, and environmental
protection within the local scope. This approach involves the efficient use of local
resources, the development of local enterprises that respond to the needs and
situations of local communities, as well as efforts to preserve the survival of natural
resources for future generations. (Haddad et al. 2020). Sustainable local economies
emphasize responsible production and consumption, supported by environmentally
friendly innovations and technologies, as well as strengthening economic connections
within communities by creating jobs and providing sustainable goods and services.
Thus, it not only helps in creating greater economic resilience to external shocks, but
also builds social justice and preserves the environment, making sustainable local
economies animportant pillar of inclusive and equitable long-term development. (Halim
etal. 2021).

The criteria for a sustainable local economy cover some key aspects, the first
being economicindependence. This means that the local economy must be able to meet
its own needs through the production and distribution of goods and services within the
community without excessive dependence on the outside. (Hao and Fu 2023). The
second aspect is social justice, which emphasizes the equitable distribution of income
and employment opportunities for all members of society. It also includes equal access
to resources and participation in economic decision-making processes (Hermundsdottir
and Aspelund 2021). The third aspect is sustainable environmental management, that is,
the use of natural resources in a way that does not harm the ecosystem and ensures
that such resources remain available for future generations. Independence, social
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justice, and environmental sustainability are the foundations that keep local economies
sustainable in the long term (Hernita et al. 2021).

Sustainable local economic indicators include, among other things, the degree
of local economic dependence on imported resources, which should be minimal, and
the level of use of local products in economic activities. Another indicator is the
distribution of income within the community, where the gap between the highest and
the lowest income is awakened at a reasonable level, as well as low unemployment
rates. (Huang et al. 2022). Sustainable environmental indicators include the level of local
biodiversity, efficiency in resource use, and the minimum level of environmental
pollution or degradation resulting from economic activity. The health of local
economies can also be judged by the economic resilience to crises, local innovation, and
capacity to adapt to global and environmental change. These indicators help in
measuring not only the economic performance but also the social and environmental
resilience of alocal economy. (Igbal et al. 2020).

Sustainable local economy best practices often involve initiatives that integrate
principles of independence, environmental sustainability, and social justice. Examples
include a local seed bank programme that supports sustainable agriculture by
preserving the diversity of local crop varieties, a system of exchange of goods and
services that promotes a fair economy and reduces dependence on traditional
currencies, and small and medium-sized enterprises (SMEs) that prioritize the use of
local resources and local labour, while implementing environmentally friendly and fair
practices in their management. (Jonek-Kowalska and Wolniak 2021). Other approaches
include eco-ecosystems initiatives that exploit local environmental and cultural
potential without compromising its sustainability, and community education
programmes on the importance of sustainable consumption and a circular economy.
The success of these practices often depends on active community participation, cross-
sectoral cooperation, and policy support that drives innovation and local-international
partnerships. Thus, sustainable local economic practices not only improve economic
well-being but also build social cohesion and environmental sustainability for present
and future generations. (Joshi and Dhar 2020).

Challenges in Growing Local Economies through Innovation

Growing the local economy through innovation is not a simple process. Some key
challenges often arise, such as restrictions on access to resources and technology. Local
communities, especially in remote or underdeveloped areas, often find it difficult to
access the latest technologies that can accelerate growth and innovation. (Korsgaard
et al. 2020). Infrastructure constraints such as poor internet connectivity, inadequate
transportation networks, and limited electricity availability can hinder innovation
progress and its implementation at the local level. (Lange 2023).

Another challenge is the lack of financial and policy support from the
government. Although many local governments have a desire to drive innovation, they
often do not have supportive policies or sufficient funds to finance innovative projects.
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Without adequate fiscal incentives, subsidies, or regulatory support, small and local
start-ups may not be able to compete with large companies or develop their innovative
products well. (Lazarevic, Kautto, and Antikainen 2020).

Human resource capabilities and skills are also important challenges. Economic
development through innovation requires skilled workforce in areas such as
information technology, management, and marketing that are often not available in
local communities. These shortcomings can slow innovative initiatives or make
outcomes less optimal. Education and training are key to addressing this problem, but
it requires investment and time that may not be available immediately in the local
economy. (Leckel, Veilleux, and Dana 2020).

Finally, resistance to cultural change and adaptation can be a barrier to the
introduction of innovation in local communities. Innovation often requires a change in
the traditional way of working or in a long-standing business model. (Lee 2020). It can
provoke scepticism or reluctance from local communities who might be more
comfortable with their old ways. To overcome this, it is important for innovators to
involve communities in the development process, show clear benefits of change, and
build confidence through transparency and effective communication. (Lita, Faisal, and
... 2020).

In conclusion, growing the local economy through innovation requires not only
creative ideas and new endeavours, but also comprehensive solutions to address the
challenges facing. These challenges range from restricted access to resources and
technology, lack of financial support and government policy, constraints in human
resource skills, to cultural resistance to change. Effective solutions would involve
improving infrastructure, providing policies that support innovative initiatives, investing
in education and training, and communications efforts that encourage participation and
support at the community level. A holistic and collaborative approach by all
stakeholders is essential to ensuring that local economies can thrive through
sustainable and inclusive innovation.

Conclusion

The challenge of growing local economies through innovation reveals that one
of the main obstacles is limited access to resources and technology. Unsupporting
infrastructures such as weak internet connections, poor transportation, and unstable
power supply hinder innovation from reaching its potential in local communities.
Besides, the lack of financial and policy support from government entities often makes
it difficult for entrepreneurs to develop their innovative ideas that require capital
support and favourable regulation.

On the human resource side, the skills needed to drive innovation are often not
available at the local level, raising the need for investment in education and training to
enhance the capacity of the labour force. Locals may not have adequate skills in
information technology, management, or marketing, which are key elements for
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success in an innovation-based economy. Without skilled workforce, local will have
difficulty developing, implementing, and marketing innovations effectively.

Resistance to change is a significant cultural barrier, where innovation often
requires transformation in long-rooted working practices and business models. Failure
to engage the local community and show the real benefits of innovation can result in
failure to accept and integrate new ideas. Therefore, an approach that involves clear,
transparent communication, and trust-building with the community is essential to
successfully implement innovation in the local economy.

From a theoretical point of view, the challenge of building local economies
through innovation provides important insights into the dynamics of sustainable
economic development. Traditional economic theories that emphasize scalability and
efficiency through globalization may not be fully applicable to local contexts, where
resources and capacity are more limited factors. This calls for the development of a new
theoretical framework that focuses more on local resilience, adaptability, and inclusion.
Innovation in this context is measured not only by economic growth, but also by
improving the quality of life, reducing inequalities, and preserving resource
sustainability. Through this perspective, economic theory can further encourage a
holistic approach to developing local economies, instilling the importance of
cooperation, and appreciating diversity in problem-solving.

In practice, understanding these challenges leads to formulating more effective
strategies in supporting innovation at the local level. For companies, this means
strategically adapting technological innovation to meet the specific needs of the local
community, building partnerships with local stakeholders, and investing in the
development of SDM through training and education. For governments, there is a need
to create policies that support local innovation ecosystems, such as providing incentives
for small and medium-sized enterprises, facilitating access to capital, and building
supportive infrastructure. These implications highlight the importance of an integrated
and collaborative approach between governments, the private sector, and communities
in shaping a dynamic, resilient, and inclusive local economy, in which innovation acts as
a catalyst for growth and development.
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