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ABSTRACT

Village-owned Enterprise (VOE) in Indonesia provides a promising contribution
to the rural empowerment program in Indonesia. VOE was designed to create
more jobs and help market Village products to solve the rampant problems of
unemployment, poverty, and inequality in the villages. Despite the enormous
funding and support, most VOEs do not perform well and fail to create social
value. This study uses the New Institutional Theory and Institutional Analysis
and Design (IAD) to underpin the emergence and development of VOE in
Indonesia. This study aims to examine the institutional contexts of the
emergence and development of VOE in Indonesia, investigate the business
model, the governance and the sustainable value creation of VOE in Indonesia.
This thesis used a qualitative study, specifically a single case study method in
discussing the objectives. VOE Panggung Lestari the winner of the ASEAN
Leadership Award 2019 in Social Change is chosen as a single case study. Three
stages of study are carried forward, first preliminary study by literature review
and interviewing five VOEs management to understand the nature and
phenomenon of VOE, second observation and in-depth interview to the key
informants in Panggungharjo Village and third focus group discussion in
national and local level and triangulation to the written documents and reports.
The research divides the period of observation of the institutional context of the
emergence and development of VOE into two periods. In the period 1 2004-
2014, this research finds evidence of institutionalisation of Village Owned
Enterprise (VOE) in the form of isomorphism in the business models and
governance. In the Period II of 2014-2021, the exogenous shocks of the
regulation change, cognitive cultural shifting, and market failure triggered the
institutional change in VOE. The institutional change is the evidence that a
village such as Panggungharjo Village can identify, interpret, and modify the
local institution to adapt to the institutional context change and to fit the new
environment. This finding is consistent with the Institutional Analysis and
Development and contrary to the New Institutional Theory. The role of the local
leader and the supportive Village’s local arena is the major contributor to the
institutional change in Panggungharjo Village. Participative governance and
professional management are effective in confronting legitimacy issues and
maintaining public trust and support. This research noted the importance of
cognitive cultural shifting toward open, trusting each other, cooperative, self-
help, and persistence to ensure the Village's local actors work together toward
the same goals. This research also outlines the VOE Panggung Lestari
Sustainable Value Creation framework and checklist to help other VOEs
manage the challenges and thrive in the establishment, growth, and maturity
phase.

Keywords: Village-owned Enterprise, Institutional Entrepreneur, Social

Enterprise Business Models, Participative Governance, Rural Empowerment,
Sustainable Value Creation

v



ACKOWLEDGMENT

All praise to Allah for the strength and His blessings, so I finally completed this
thesis. Through this journey, I gained valuable knowledge, experience, insights
and learned to be persistent, humble and thankful. This journey would not have
been possible without the help, support and guidance from my supervisors, ARI
management, UMY, family and friends.

First and foremost, I would like to express my sincere gratitude to my
supervisors Prof Nafsiah Mohammed, Prof Ayub Md Som and Prof Rizal Yaya,
for your enduring support, motivation and guidance. Without your advice, I
would never have started and finished this program. I would also like to thank
Prof Dr Normah Omar, Prof Jamaliah and all ARI management and staff who
have always been helpful and cheerful.

I would like to express special thanks to the management of UMY, especially
Rector Prof Gunawan Budiyanto, who has always been my inspiration, and
Vice-Rectors, who always put trust and provided scholarship and support. My
appreciation goes to Dean of Faculty of Economics and Business UMY, Head of
Accounting Department UMY and all of my colleagues for your encouragement
to finish this study. My special thank goes to Dr Suryo Pratolo, who has always
been the best superior and best friend.

Special thanks also to all of my friends in GOT 1, especially Dr Moh. Mahsun,
who initiated this program and with his leadership, we all can come through this
far. Our journey together, especially in Section 18, is unforgettable and
meaningful, and your presence always lightened my day and made this journey
more wonderful and enjoyable. After finishing this study, we have not only a
title, but we have a new family.

I am greatly indebted to the VOE Panggung Lestari and all of VOE in Indonesia
for their spirit and inspiration. I have faith that Indonesia's future will be built on
the strength of the villages. VOE will and always plays a significant role in
increasing the quality of life of people in the villages. The story of VOE
Panggung Lestari had inspired thousand of other VOE and would be recorded as
one of the most successful empowerment programs in Indonesia and the world. I
would like to express gratitude to Prof Gunawan Sumodiningrat, who taught me
for the first time about the Village Empowerment Program and the Ministry of
Villages that provided all the data and support to complete this thesis.

Finally, this thesis is dedicated to my wife, lin, and my daughters, Marsya, Audi
and Ameera. Thank you very much for your patience, care and prayers. Thank
you for being so understanding that we missed a lot of time together, and I
would only join family activities when I had spare time. I hope that all of you
will be proud someday.

Many other people and institutions contributed directly or indirectly to the
completion of this thesis, which is unmention. I thank you all for your kindness
and contribution. May Allah bless you. ii



TABLE OF CONTENTS

Page
CONFIRMATION BY PANEL OF EXAMINERS ii
AUTHOR’S DECLARATION iii
ABSTRACT iv
ACKOWLEDGMENT v
TABLE OF CONTENT vi
LIST OF TABLES xi
LIST OF FIGURES xii
CHAPTER ONE INTRODUCTION 1
1.1 Research Background 1
1.2 Problem Statement 7
1.3 Research Objectives 9
1.4 Research Questions 11
1.5 Scope and Limitations of Study 14
1.6 Significance of Study 15
1.7 Thesis Overview 17

CHAPTER TWO EXPLORATORY REVIEW OF VILLAGE-OWNED

ENTERPRISE 18
2.0 Introduction 18
2.1 The History of Village Regulation and Development in Indonesia 18
2.1.1 The Village in The Pre-Colonialisation Era 18
2.1.2  The Village Regulation In The Colonialisation Era 21
2.1.3 The Village Position In The Soekarno Era 22
2.1.4 The Village administration in the Suharto era 23
2.2 Indonesian Reformation Era and Public Sector Reforms 25

2.2.1 The Financial Crisis and The End of the New Order Era 25

Vi



2.2.2  Public Sector Reform in Reformation Era

2.2.3 Local Government Decentralisation and Village Government
2.3 The Village Fund and VOE Regulation

2.3.1 The Village Fund Policy

2.3.2 The VOE Regulation Pre and Post Law No 6/ 2014

3.0 Introduction

3.1 [Institutional Theory and Institutional Context of VOE

3.1.1 The Development of Institutional Theory

3.1.2 The Basic Concepts of Institutional Theory

3.1.3 Legitimacy and Institutional Logics

3.1.4 Institutional Pillars

3.1.5 Insitutionalisation, Isomorphic and Divergence

3.2 Institutional Context Change and Institutional Entrepreneur
3.2.1 The Institutional Analysis and Development Framework
3.2.1.1 The Concept of Rules in Institutional Analysis and Development
3.2.1.2 The Concept of Goods and Market Failure

3.2.1.3 The Action Arena in Institutional Analysis and Development
3.2.1.4 The Prediction of Outcome in Institutional Analysis and Development
3.2.2 The Institutional Entrepreneur capacity and constraints

3.3 The Hybrid Organisation and Social Enterprise

3.3.1 The Hybridity of VOE

3.3.2  Social Entrepreneur and Social Enterprise Characteristics
3.4 Social Enterprise and VOE Govenernance

3.4.1 Participative Governance

3.4.2 Co-Ownership of Social Enterprise

3.4.3 Managing tensions of Multi Stakeholders

3.4.4 Structure and Management of Social Enterprise

3.4.5 Performance and Accountability of Social Enterprise

3.5 Social Enterprise Business Models

3.5.1 The Characteristics of Social Enterprise Business Model
3.5.2 Integrating Social Mission in Business Process

3.6 Social Enterprise Sustainable Value Creation

3.6.1 Social Enterprise Challenges and Sustainability
vii

27
29
33
34
37
40
40
40
46
49
51
53
54
55
56
58
59
60
62
65
65
66
68
69
70
71
73
74
76
77
81
84
84





