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INTRODUCTION

Economic development essentially
aims to improve people's welfare. So far,
Indonesia's economic growth has expe-
rienced a significant increase, but in real-
ity it has also had an impact on increasing
the uneven distribution of people's income
both between groups and between regions.
Therefore, a new paradigm of economic
policy is needed that is more based on lo-
cal economic capabilities by recognizing
the potential, economic, social, and physi-
cal characteristics of each region, including
its interaction with other regions (Syadzali
2020). In the context of Indonesia, the dis-
parities in economic development across
various regions are stark. While urban ar-
eas, particularly Jakarta, have flourished
with rapid industrialization and investment,
rural regions continue to struggle with lim-
ited access to resources, infrastructure,
and opportunities. This uneven growth not
only perpetuates poverty in underdevel-
oped areas but also fuels social tensions
and migration to cities, where people seek
better livelihoods. To address these issues,
economic policies must prioritize inclusive
development strategies that consider the
unique needs and potentials of each local-
ity.

One effective approach is the pro-
motion of local entrepreneurship and small-
to-medium enterprises (SMEs). By invest-
ing in training programs, providing access
to credit, and creating supportive regula-
tory environments, local governments can
empower communities to harness their
strengths and create jobs. Encouraging in-
novation and utilizing local resources can
lead to sustainable economic growth that
benefits a broader segment of the popu-
lation. Furthermore, fostering partnerships
between local governments, businesses,
and educational institutions can enhance
skills development and ensure that the
workforce is equipped to meet the de-
mands of the local economy.

Additionally, regional integration

and collaboration can play a crucial role in
addressing disparities. By fostering inter-
regional partnerships, regions can share
resources, knowledge, and best practices.
This collaborative approach can enhance
economic resilience and ensure that no re-
gion is left behind in the pursuit of develop-
ment. For instance, regions with abundant
natural resources can collaborate with
those that have a strong industrial base,
creating a balanced economic ecosystem
that benefits all parties involved. Economic
growth is one of the important parts of eco-
nomic development, so economic growth
is one of the main targets that must be
achieved. In general, economic develop-
ment is defined as a multidimensional
process that includes various fundamen-
tal changes in social structures, societal
attitudes, and national institutions, while
still pursuing the acceleration of economic
growth, handling income inequality, and
poverty alleviation (Suryana 2020).

Based on Bl data (2024), it is stat-
ed that the Indonesian economy remains
resilient amid increasing global uncertain-
ty. Data from the Central Statistics Agency
(BPS) shows economic growth in the first
quarter of 2024 at 5.11% (yoy), an increase
compared to growth in the previous quarter
of 5.04% (yoy). Looking ahead, econom-
ic growth in 2024 is projected to remain
strong in the range of 4.7-5.5% (yoy) sup-
ported by domestic demand, especially
from the continued growth of consump-
tion and building investment in line with
the continued development of the National
Strategic Project (PSN).

There is a positive influence of
population growth on economic develop-
ment, where the condition and progress of
the population are very closely related to
the growth and development of economic
businesses. On the one hand, the popu-
lation can be actors or resources for pro-
duction factors; on the other hand, it can
be a target or consumer for the products
produced. Population conditions, popula-
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tion data, and information will be very use-
ful in calculating how much labor will be
absorbed, as well as the specific qualifica-
tions needed and the types of technologies
that will be used to produce goods or ser-
vices (Siagian et al., 2019).

As the population grows, it creates
alarger labor force that can drive economic
activities. A larger workforce can enhance
productivity, foster innovation, and stimu-
late demand for goods and services. This,
in turn, encourages businesses to expand
and invest in new technologies, ultimately
leading to economic growth. Furthermore,
a diverse population with varying skill sets
can contribute to a broader range of indus-
tries, promoting specialization and enhanc-
ing competitiveness in the global market.

However, the relationship between
population growth and economic develop-
mentis not solely positive. Rapid population
growth can strain resources, infrastructure,
and public services. If economic develop-
ment does not keep pace with population
growth, it can lead to unemployment, un-
deremployment, and social unrest. There-
fore, it is essential for policymakers to
create strategies that ensure sustainable
development, balancing the needs of a
growing population with the capabilities of
the economy to absorb this growth.

Investing in education and skills
training is crucial for maximizing the ben-
efits of population growth. By equipping
the workforce with the necessary skills and
knowledge, countries can ensure that their
populations are not only labor resources
but also active contributors to innovation
and productivity. This investment can lead
to higher wages, improved living standards,
and a more dynamic economy. Addition-
ally, data on population demographics can
help guide these educational initiatives,
aligning training programs with the specific
needs of industries and ensuring that the
labor market can adapt to technological
advancements.

In order to increase economic

growth, economic development also con-
tinues to be harmonized. As one of the
programs of the Masterplan for the Accel-
eration and Expansion of Indonesian Eco-
nomic Development (MP3El), the develop-
ment of Special Economic Zones (SEZs).
Over the past 44 years, Indonesia has un-
dergone an evolution in the development
of strategic areas located in different peri-
ods and locations. Briefly, the history of the
development of strategic areas in Indone-
sia began in 1970, with the initiation of the
establishment of the Free Trade Zone and
Free Port (KPBPB) or also known as the
Free Trade Zone (FTZ). Further develop-
ments were followed by the establishment
of Industrial Estates in 1989, Integrated
Economic Development Areas (KAPET) in
1996, and most recently Special Economic
Zones (SEZs) in 2009 (Suryana & Febriani
2019).

SEZ is defined as an area with cer-
tain boundaries within the jurisdiction of the
Republic of Indonesia that is determined to
carry out economic functions and obtain
certain facilities. SEZs will be the basis for
industrial activities, exports, imports, and
other activities with high economic value,
to support national competitiveness. The
development of Special Economic Zones
(SEZs) is one of Indonesia's strategies in
encouraging investment and increasing
Indonesia's competitiveness. For this rea-
son, a policy is needed that includes de-
termining the main criteria for selecting the
location of an area that meets the require-
ments for the development of SEZs.

The Government of Indonesia is
committed to accelerating the equitable
distribution of economic development in all
regions as one of its primary goals. One ef-
fective strategy for achieving this is through
the development of Special Economic
Zones (SEZs) in various regions. SEZs
are designated areas that possess specific
territorial boundaries and significant geo-
economic and geostrategic advantages.
These zones are equipped with special
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facilities and incentives aimed at attracting
both domestic and foreign investment (Na-
tional Council of Special Economic Zones,
2022).

SEZs play a crucial role in foster-
ing regional economic development by
creating a conducive environment for busi-
nesses to thrive. They offer various incen-
tives, such as tax breaks, simplified regu-
lations, and improved infrastructure, which
can significantly lower the barriers to entry
for companies. By concentrating resources
and support in these areas, the govern-
ment can stimulate local economies, gen-
erate employment opportunities, and en-
hance the overall investment climate. This
targeted approach not only boosts eco-
nomic activity in the designated zones but
also has the potential to uplift surrounding
regions through job creation and increased
demand for local goods and services.

Moreover, the establishment of
SEZs can promote innovation and tech-
nological advancement. By attracting a
diverse range of industries, from manufac-
turing to technology, SEZs can facilitate
knowledge transfer and collaboration be-
tween companies. This can lead to the de-
velopment of new products, services, and
processes, enhancing Indonesia’s compet-
itiveness in the global market. Additionally,
as businesses flourish within SEZs, they
can serve as hubs of economic activity that
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attract further investment and talent, creat-
ing a positive feedback loop of growth and
development.

However, it is essential to ensure
that the benefits of SEZs are distributed
equitably across regions. While these
zones can drive economic growth, there
is a risk of exacerbating regional dispari-
ties if the surrounding areas do not receive
adequate support. Therefore, the govern-
ment must implement complementary poli-
cies that promote infrastructure develop-
ment, education, and capacity building in
adjacent regions. By adopting a holistic ap-
proach to economic development, Indone-
sia can harness the potential of SEZs while
ensuring that all communities share in the
benefits of economic progress.

SEZ managers can be in the form
of state-owned or regional enterprises, co-
operative-owned enterprises, private busi-
ness entities, or joint ventures between the
private sector and/or cooperatives with the
government, provincial local governments,
or district/city local governments. As of
March 2022, there are 19 SEZs in Indone-
sia; one SEZ that has been revoked its sta-
tus, namely the Tanjung Api-Api SEZ, four
new SEZs, and fourteen SEZs that have
been operating. SEZs are categorized into
two types: Industrial SEZs and Tourism
SEZs. (National Council of Special Eco-
nomic Zones, 2022).

Table 1.1
Categorized Special Economic Zones
No. SEZ Industry No SEZ Tourist
1 Arun Lhokseumawe SEZ 1 Mongsa SEZ*
2 Sei Mangkei SEZ 2 Tanjung Kelayang SEZ
3 Batam Areo Technic SEZ* 3 Tanjung Lesung SEZ
4 Galang Batang SEZ 4 Lido SEZ*
5 Kendal SEZ 5 Singhasari SEZ*
G Gresik SEZ* 6 Mandalika SEZ
7 METK SEZ 7 Likupang SEZ*
8 Palu SEZ 8 Morotai SEZ
9 Bitung SEZ
10 Sorong SEZ
11 Tanjung Api-Api SEZ*

Source: National Council of Special Economic Zones, 2022
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Based on the 2021 Special Eco-
nomic Zone Development Report released
by the National Council of Special Eco-
nomic Zones of the Republic of Indone-
sia, out of a total of 19 Special Economic
Zones (SEZs) in 2021, there are four SEZs
that are considered to have optimal perfor-
mance by the National Council of SEZs.
The SEZs are the Galang Batang SEZ,
Kendal SEZ, Mandalika SEZ, and Sei
Mangkei SEZ. (National Council of Special
Economic Zones, 2022).

Various theories posit that other de-
velopment goals can be achieved through
high economic growth, primarily via a trick-
le-down effect. According to these theories,
economic growth influences every aspect
of development, suggesting that the pace
of economic expansion is indicative of im-
provements in people’s living standards.
However, this notion holds true only when
all productive members of society are ac-
tively engaged in economic activities. In
reality, much of the economic growth is
often driven by a small elite group, primar-
ily composed of capital owners, leading to
significant disparities in wealth distribution.

Moreover, the situation becomes
more problematic when economic growth
is pursued at the expense of community
interests and environmental sustainability.
This scenario highlights the limitations of
traditional growth models, which may pri-
oritize profit over social equity and ecologi-
cal health. As economic activities expand,
they can lead to environmental degrada-
tion, displacement of communities, and a
loss of cultural heritage, ultimately under-
mining the very foundations of sustainable
development.

To mitigate these adverse effects,
it is crucial to adopt a more holistic ap-
proach to economic development, particu-
larly in the context of industrial estates like
Sei Mangkei. This necessitates a socio-
economic perspective that considers the
needs and rights of local communities, as
well as environmental sustainability. Stake-

holder engagement is vital in this process,
allowing communities to voice their con-
cerns and aspirations, which can lead to
more equitable outcomes. By involving
local populations in decision-making pro-
cesses, the development initiatives can be
aligned more closely with the interests of
those affected.

Furthermore, integrating social
and environmental considerations into the
planning and implementation of industrial
developments can enhance their sustain-
ability. For example, initiatives aimed at
promoting local entrepreneurship, creating
job opportunities, and investing in educa-
tion can empower communities and con-
tribute to more inclusive growth. By ensur-
ing that economic development does not
come at the cost of community well-being
and ecological integrity, Indonesia can
pave the way for a more balanced and sus-
tainable future that benefits all its citizens.
(Ghifary et al., 2022).

The Sei Mangkei SEZ located in
Simalungun Regency began operating
on January 27, 2015 with a land area of
2,002.77 hectares (Kiser, 2020). In 2021,
this area has attracted investment of IDR
6.22 trillion and absorbed a workforce of
1,889 people. The main goal of the Sei
Mangkei SEZ is to become a center for
the development of the downstream palm
oil and rubber industry, and this area is lo-
cated around the center of agro-raw ma-
terials, close to the Strait of Malacca and
has logistics and tourism businesses, with
an area of 2,007 hectares with a land use
of 295 hectares or 15.27%, thus opening
up additional industrial potential. (National
Council of Special Economic Zones, 2022).

Conceptually, SEZs are designed
to accelerate regional development and
become an innovative model in encour-
aging economic growth. The results of
research by Widianto et al., (2021) show
that the Sei Mangkei SEZ has a significant
impact on increasing the GDP of Simalun-
gun Regency by 2,798.66 billion rupiah.
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The development cost of the Sei Mangkei
SEZ reached 5,384 .4 billion rupiah, with a
benefit-to-cost ratio of 0.52. This less-than-
optimal impact can be an evaluation ma-
terial for the Government to increase the
effectiveness of SEZ policies.

Then in the study, Customs and
Excise Perspective et al., (2023), showed
that the Sei Mangkei SEZ had a significant
impact on the growth of GDP in the sub-
districts in Simalungun Regency, the GDP
per capita in the sub-districts in the Sei
Mangkei SEZ increased by 0.06 percent
higher than the sub-districts in Pematang
Siantar City that did not have SEZs, in the
period after the SEZ operates. However,
the impact of this increase in GDP growth
is relatively small. The results of these two
studies show that the Sei Mangkei SEZ
has a significant impact even though it is
relatively small. Based on the description
above, there are two studies with different
years, so the researcher wants to evalu-
ate the current economic growth of the Sei
Mangkei SEZ.

As the results of Silvia's (2015) re-
search show that the Sei Mangke SEZ has
a positive impact on the community. With
the existence of the Sei Mangke SEZ, it
expands employment opportunities so that
unemployment is reduced. In the past year,
unemployment has decreased by 780 peo-
ple, in line with the TPT which fell to 5.10%
in August 2018. Judging from the level of
education, TPT for public high schools
(SMA) still dominates the results of the Na-
tional Socio-Economic Survey (Susenas)
conducted in March 2018 showing that
the number of poor people in Simalungun
Regency is 80,300 people or 9.31% of the
total population. This condition shows that
the number and percentage of poor people
in Simalungun have decreased There is
a decrease in the number of poor people
by 11,050 people with a decrease in the
percentage of poor people by 1.34 points.
(Devi S.S 2018). Therefore, this research
was carried out as a discussion related to

the potential for economic development
based on the Sei Mangkei Simalungun
SEZ.

Hariyoko & Puspaningtyas (2019)
ased on the Location Quotient analysis, it
can be seen that the three main potentials
of the local economy are the company’s
service sector (LQ = 3.056); and the sector
of providing accommodation and food drink
(LQ = 2,818); financial and insurance sec-
tor (LQ = 1,937). While the three main sec-
tors that are competitive are large and retail
trade (SS = 11,172.2); car and motorcycle
repair sector (SS = 8,113,6); and the sector
of providing accommodation and fooddrink
and processing industries (SS = 7,616,7).
It can be concluded that the leading sec-
tors and competitive sectors can be used
as the basis for accelerating the economic
development of Surabaya City. Economic
development essentially aims to improve
people's welfare. The analysis of local eco-
nomic potential is crucial for understanding
and fostering regional development. One
widely used method for identifying poten-
tial economic sectors is the Location Quo-
tient (LQ) analysis. Chiang (2018) said that
LQ is a simple ratio used to determine the
concentration or dominance of an industry
in a region compared to a larger reference
area (Morrissey, 2014).

Flegg & Tohmo (2016) said that
Several studies have employed LQ analy-
sis to assess regional economic potential.
For instance, Crawley et al. (2013) used
LQ in combination with shift-share analy-
sis to identify growing regional industries in
the United States. Their findings highlight-
ed the importance of understanding local
industrial structures for effective economic
development strategies.

In the context of Indonesian region-
al development, Susanto (2020) applied
Location Quotient (LQ) analysis to iden-
tify leading sectors in East Java Province.
This analytical approach allowed for the
assessment of economic activities relative
to the national average, providing insights
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into sectors where East Java holds a com-
petitive advantage. The study revealed
that the manufacturing industry and trade
sectors emerged as the most dominant
contributors to the region's economy.

These findings suggest that policy-
makers should prioritize these sectors in
their development strategies. For instance,
enhancing support for the manufacturing
industry could involve investing in infra-
structure improvements, promoting tech-
nology adoption, and providing training
programs to boost the skills of the work-
force. By fostering innovation and efficien-
cy within the manufacturing sector, East
Java could increase its production capacity
and competitiveness on both national and
international stages.

Similarly, the trade sector's promi-
nence highlights the importance of improv-
ing logistics and distribution networks. Ef-
ficient transportation systems and access
to markets are crucial for facilitating trade
activities. Policies aimed at reducing trade
barriers and improving market access can
further stimulate growth in this sector. Ad-
ditionally, encouraging local entrepreneur-
ship in trade-related businesses can di-
versify the economy and create more job
opportunities for the local population.

Overall, Susanto's analysis under-
scores the need for a targeted approach in
regional development initiatives. By focus-
ing on the identified leading sectors, East
Java Province can leverage its strengths,
address challenges, and promote sustain-
able economic growth that benefits all seg-
ments of society. This strategic alignment
can contribute to a more equitable distribu-
tion of economic gains across the region,
ultimately supporting broader national de-
velopment goals.

Similarly, Puspa et al. (2018) uti-
lized LQ and shift-share analysis to exam-
ine the economic base and competitive-
ness of sectors in Banyumas Regency.
Their research provided valuable insights
into sector-specific growth patterns and

regional specializations. Isserman (2017)
in the application of LQ analysis in Special
Economic Zones (SEZs) like Sei Mang-
kei can provide crucial information about
the concentration of industries and poten-
tial areas for development. As Zheng et
al. (2016) demonstrated in their study of
Chinese SEZs, understanding the indus-
trial composition and specialization within
these zones is key to maximizing their eco-
nomic impact.

Arsyad & Violin (2021) and Agarwal
& Datta (2017) The focus of this research
is to analyze the potential of the economic
sectors in Maros Regency by looking at
the role of the sector/industry in the parent
region/upper region in this case South Su-
lawesi Province and to find out changes or
shifts in certain sectors in the regional and
local economy compared to the economy
of the parent region/overlying region in the
2015-2019 period. By using the Location
Quotient (LQ) approach and shift-share
analysis, the objectives of this study are
to find potential economic sectors in Ma-
ros Regency and determine the basic eco-
nomic sector and non-basic economic sec-
tor also to determine changes and shifts
in certain sectors in the economy. The re-
gional economy of Maros Regency is com-
pared with the wider economy in this case
South Sulawesi Province in order to map
the focus of sectoral economic develop-
ment in Maros Regency. The stages in this
research include preparation and prepara-
tion of proposals, preparation of research
instruments, implementation of research,
collecting data, then preparing reports and
discussing research results.

METHODOLOGY

The approach used in this research
is a qualitative approach in which a quali-
tative approach is a research process and
understanding based on a methodology
that investigates a social phenomenon
Qualitative research is an approach in con-
ducting research that is oriented towards
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natural phenomena or symptoms. Quali-
tative research is basic and naturalistic or
naturalistic in nature. (Batubara, 2017).

According to Sugiyono, (2017), De-
scriptive research aims to determine the
value of independent variables, either one
or more (independent) variables, without
making comparisons or connecting with
other variables. Sugiyono also stated that
qualitative research methods are used to
examine the conditions of natural objects,
where the researcher acts as the main in-
strument.

Data collection procedures are a
strategic step in research, as the primary
objective is to obtain relevant and reliable
data. In qualitative research, data collec-
tion occurs under natural conditions, allow-
ing for a deeper understanding of the so-
cial context. In this study, the data source
is secondary data, and the collection is pri-
marily based on literature review. Accord-
ing to Sugiyono (2018), literature study en-
compasses theoretical studies, references,
and various scientific literature that relate
to the culture, values, and norms preva-
lent in the social situation being examined.
The introductory phase of this research in-
volves gathering written data through ex-
tensive reading of literature that supports
the research, including related journals
and academic articles.

Ensuring data validity is crucial for
the credibility of research findings. In this
study, data validity was achieved using the
Source Triangulation method. This method
involves collecting data from a variety of
different sources and employing the same
technique to verify the credibility of the
data. As noted by Ule et al. (2023), triangu-
lation helps to confirm the accuracy of the
information gathered by cross-referencing
it against multiple sources.

Source ftriangulation allows re-
searchers to explore the ftruthfulness of
specific information through diverse meth-
ods and sources of data acquisition. For in-
stance, besides relying on interviews and

observations, researchers can incorpo-
rate participant observation, written docu-
ments, archival data, historical records,
official documents, personal notes, and vi-
sual materials such as photographs. Each
method yields unique evidence or data,
contributing distinct insights into the phe-
nomenon being studied. This multifaceted
approach enhances the overall validity and
reliability of the research findings, allowing
for a richer and more nuanced understand-
ing of the cultural and social dynamics at
play.

By combining various data sources,
researchers can build a comprehensive
picture of the subject matter, addressing
potential biases that may arise from rely-
ing on a single source. This thorough ap-
proach not only strengthens the research
outcomes but also ensures that the find-
ings reflect a broader range of perspec-
tives and experiences. Ultimately, robust
data collection procedures, coupled with
effective triangulation strategies, play a vi-
tal role in achieving credible and insightful
research results.

RESULTS AND DISCUSSION
Suparmoko (2002) defines regional
economic potential as the inherent eco-
nomic capacity of a region that is both pos-
sible and feasible to develop. This potential
serves as a foundation for creating sus-
tainable livelihoods for the local community
while fostering overall regional economic
growth. By tapping into these resources
and capabilities, regions can enhance their
economic independence, allowing for self-
sustained development that aligns with the
needs and aspirations of their inhabitants.
The identification of regional eco-
nomic potential involves assessing vari-
ous factors, including natural resources,
labor availability, infrastructure, and exist-
ing industries. By recognizing and lever-
aging these assets, local governments
and stakeholders can formulate targeted
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development strategies that capitalize on
the unique characteristics of the region.
This strategic approach not only boosts
economic activities but also ensures that
growth is inclusive, benefiting a broader
segment of the population.

Moreover, the development of re-
gional economic potential can lead to the
creation of jobs, improved quality of life,
and increased competitiveness in the glob-
al market. It encourages innovation and
entrepreneurship by fostering an environ-
ment where local businesses can thrive.
Ultimately, a well-defined understanding of
regional economic potential is crucial for
implementing policies that promote sus-
tainable economic growth while address-
ing local needs and challenges.

Development not only focuses on
economic aspects, but also non-econom-
ic aspects. The interrelated relationships
between so-called economic factors and
non-economic factors are called social
systems. Included in non-economic factors
are the attitudes of people and individu-
als in viewing life (cultural norms), work,
and authority: administrative, legal, and
bureaucratic structures in the government
sector, the level of people's participation in
the formulation of decisions and develop-
ment activities; as well as flexibility or ri-
gidity of economic and social stratification
(Todaro, 2006).

According to Rachbini (2001), sys-
tematic social change is also very neces-
sary so that human and non-human factors
can be integrated towards the expected
self-sustained growth. Social change is
also an effort to aggregate all the potential
of the existing community.

Several previous studies have
discussed the potential for economic de-
velopment in various regions. Research
conducted by Suhana (2012) entitled The
Impact of Medan Star Industrial Estate on
the Social and Economic Development
of the Surrounding Community (Tanjung
District) which stated that this develop-

ment has an impact on the welfare of the
community from the increase in living stan-
dards both in terms of health, education
and per capita expenditure has shown a
significant influence on the social and eco-
nomic development of the community near
the Medan Star area.

Another research, S. Enny Niatta
S.L (2010) conducted a study with the
same topic entitled Analysis of the Role of
Oil Palm Plantations in Regional Develop-
ment, stating that PTP Nusantara Il contrib-
uted to increasing the country's foreign ex-
change, reducing the unemployment rate
in the regions by providing jobs, as well as
increasing community income and being
able to encourage changes in other sec-
tors besides regional development. Such
as socio-cultural and economic changes in
the community, both positive and negative
changes.

Sei Mangkei is one of the villages
(nagori) located in Bosar Maligas District,
Simalungun Regency, North Sumatra Prov-
ince. Nagori Sei Mangkei is located right on
the border between Bosar Maligas District
and Bandar District. This area is located
about 165 kilometers to the southeast of
Medan City. The Sei Mangkei Special Eco-
nomic Zone has an area of 2,002.77 Ha,
with the following boundaries:

a) The North is bordered by the Sacred Vil-
lage of Cuba,

b) The South is adjacent to PTPN IV (Per-
sero) Kebun Mayan

c) The East is bordered by PTPN IV (Per-
sero) Gunung Bayu Plantation

d) The West is bordered by the Bah Bolon
River

The Special Economic Zone (SEZ)
that has been determined by the govern-
ment is the Sei Mangkei SEZ, through
Government Regulation Number 29 of
2012, which is located in Bosar Maligas
District, Simalungun Regency, North Su-
matra Province, with an area of 2,002.77
hectares. The Sei Mangkei SEZ is planned
to consist of three zones, namely industry,
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logistics, and tourism. Suryana 92 The de-
termination of the Sei Mangkei SEZ is in
accordance with the government's policy in
developing new industrial estates that are
directed at natural resources- and mineral-
based industries and take advantage of
strategic geographical locations.

According to the Directorate Gen-
eral of Industrial Regional Development of
the Ministry of Industry, the Sei Mangkei
Industrial Estate (KISM), which is part of
the Sei Mangkei SEZ, is part of the devel-
opment of industrial estates in the Sumatra
economic corridor (Director General of In-
dustrial Regional Development 2013).

Economic development in the Sei
Mangkei Special Economic Zone (SEZ) in
Simalungun Regency is a clear example of
regional efforts in increasing its economic
potential. The Sei Mangkei SEZ, which fo-
cuses on downstream industries such as
palm oil and rubber, plays an important
role in regional economic development.
The development of infrastructure and in-
dustrial facilities in the Sei Mangkei SEZ
aims to attract investment, increase pro-
duction, and create new jobs.

According to the Deputy Minister of
Trade, the Sei Mangkei SEZ is projected to
absorb 84,000 workers by 2025 (Ministry of
Trade, March 2012). Based on the latest in-
formation, seven investors will soon invest
their capital in the Sei Mangkei SEZ. The
investors include PT Unilever Oleochemi-
cal Indonesia (investment in oleochemi-
cals), PT Sinergi Oleo Nusantara (invest-
ment in edible oil plant and methyl ether/
biodiesel plant), PT Cipta Buana Utama
Mandiri (biomicronutrient NPK fertilizer
factory), PT JVL Varanasi Nusantara Per-
tama (for refinery construction), PT Energy
Uni Resources Pte Ltd (for refinery con-
struction), PTPN IlI-PTPN IV (CPO-Crude
Palm Qil Processing Plant). The total land
demand for all these investments is 140.35
hectares.

Advantages of Agglomeration and
Spread Effects The development of the Sei

Mangkei SEZ can produce agglomeration
benefits that provide three forms of ben-
efits:
1. Economies of Scale: Occurs due to
the availability of raw materials in the Sei
Mangkei SEZ and the creation of markets
in related locations
2. Localization Economy: Transportation
costs that were initially borne by them-
selves in the surrounding area became
cheaper because they were borne togeth-
er.
3. Advantages of Using Shared Facilities
(Urbanization Economy): Facilities such
as electricity, warehouses, transportation
fleets, and water become agglomeration
centers, increasing efficiency and reducing
costs.

Local governments, including the
North  Sumatra Provincial Government
and the Simalungun Regency Govern-
ment, have largely depended on the Cen-
tral Government for the management and
development of the Sei Mangkei Special
Economic Zone (SEZ). This dependency
has resulted in promotional and marketing
activities not being executed optimally. As
a consequence, awareness of the SEZ's
potential among investors remains limited,
hindering its growth and development.

Moreover, the involvement of the
private sector, particularly through PT
KINRA as a subsidiary of PTPN llI, has
not proven effective in promoting invest-
ment opportunities within the Sei Mangkei
SEZ. The lack of proactive strategies and
marketing efforts from PT KINRA has led
to a missed opportunity in attracting poten-
tial investors who could contribute to the
region's economic development. Without
a robust promotional campaign, the SEZ
risks underutilization of its facilities and re-
sources, which could otherwise serve as a
catalyst for regional economic growth.

To enhance the effectiveness of the
SEZ, itis crucial for local governments and
PT KINRA to adopt a more collaborative
and proactive approach. This could involve
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developing targeted marketing strategies
that highlight the unique advantages of the
Sei Mangkei SEZ, such as its strategic lo-
cation, available infrastructure, and incen-
tives for investors. Additionally, fostering
partnerships with local businesses and
community stakeholders can help create
a more inclusive environment that encour-
ages investment and supports local eco-
nomic development initiatives.

Ultimately, addressing these chal-
lenges requires a shift in strategy from reli-
ance on central government support to a
more autonomous, localized approach that
prioritizes effective promotion and stake-
holder engagement. By doing so, the Sei
Mangkei SEZ can realize its full potential
as a driving force for economic growth in
the region, benefiting both local communi-
ties and investors alike.

The development of the Sei Mang-
kei SEZ is also constrained by the lack of
integration of the area with other industrial
estates such as the Kuala Tanjung Industri-
al Estate, especially in terms of accelerat-
ing the development of the Kuala Tanjung
Port. In addition, the Sei Mangkei SEZ is
quite close to international shipping lanes,
but it still needs better integration to maxi-
mize its logistical potential.

The production process in the Sei
Mangkei SEZ needs to pay attention to the
negative impacts that may arise on soci-
ety and the environment, such as produc-
tion waste, environmental pollution, noise,
and other disturbances. The concept of
Environmental Impact Analysis (EIA) must
be applied to manage chemicals such as
Biological Oxygen Demand (BOD), Chemi-
cal Oxygen Demand (COD), and Social
Benefit Ratio (SBR) so that the Sei Mang-
kei SEZ can become an environmentally
friendly industrial area.

Economic activities that are extrac-
tion, fabrication and consumption will affect
the ability of nature in natural resource pro-
viders (Gupito, 2012). This means that the
carrying capacity of the environment does

not only lie in the ability of the environment
to meet human needs, but also in the ability
to accept the burden of pollution in the de-
velopment process and production activi-
ties (Ministry of Environment, 2010). The
process of economic growth that occurs in
Indonesia leads to public awareness about
understanding how important the quality of
a good environment is. At this time, there is
an increase in income accompanied by the
use of high natural resources, this will cer-
tainly lead to environmental damage and
the demand for the rate of reducing envi-
ronmental damage is very slow.

Wang & Hofe (2018) In overcoming
this problem, there needs to be good coop-
eration between government agencies and
the surrounding community to keep each
other safe so that economic development
runs safely so that it does not interfere with
community activities around the Sei Mang-
kei SEZ area. This is because the poten-
tial for the development of the Sei Mang-
kei SEZ in the community tends to have a
positive impact in the future. In public per-
ception, Sei Mangkei has the potential to
become a growth center area by making
the area a SEZ, where the existence of the
Sei Mangkei SEZ will stimulate the growth
and development of areas around the Sei
Mangkei SEZ. In relation to the social and
economic development of the community,
the existence of the Sei Mangkei SEZ will
improve the standard of living of the com-
munity.

To further analyze the economic
potential of the Sei Mangkei Special Eco-
nomic Zone, we can apply the Location
Quotient (LQ) method. This technique al-
lows us to identify which sectors are poten-
tially leading in the region compared to the
larger reference area (in this case, North
Sumatra Province).

Ismail (2018) utilized Location Quo-
tient (LQ) analysis to examine the econom-
ic base of Medan City, revealing that the
financial services and information-commu-
nication sectors were the most concen-
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trated. This analytical approach is valuable
not only for urban contexts but can also be
effectively applied to rural areas, such as
Simalungun Regency, to gain insights into
its economic structure, especially in rela-
tion to the Sei Mangkei Special Economic
Zone (SEZ).

By conducting an LQ analysis in Si-
malungun Regency, researchers can iden-
tify key sectors that exhibit a comparative
advantage and are crucial for local eco-
nomic development. This involves compar-
ing the share of each sector's employment
or output in Simalungun with the corre-
sponding share at a broader regional or
national level. Such an analysis can high-
light which sectors are thriving, potentially
indicating areas for investment and growth,
as well as informing policy decisions aimed
at enhancing local economic resilience.

Understanding the economic struc-
ture of Simalungun in the context of the
Sei Mangkei SEZ can help stakeholders
leverage the SEZ's advantages—such as
infrastructure improvements, investment
incentives, and enhanced market access.
This strategic alignment can stimulate eco-
nomic activities in Simalungun, facilitat-
ing job creation and contributing to overall
regional development. Additionally, it pro-
vides a basis for designing tailored inter-
ventions that support the growth of key
sectors while ensuring that the benefits of
development reach local communities.

In a study of industrial clusters in
Java, Maryunani and Mirzanti (2015) used
LQ to identify potential sectors for cluster
development. Their findings emphasized
the importance of understanding regional
specializations for targeted economic poli-
cies.

Tian (2021) goes with that he LQ
method, when combined with other analyti-
cal tools, can provide a more comprehen-
sive picture of regional economic potential.
For instance, Stimson et al. (2006) propose
integrating LQ with shift-share analysis
and input-output models for a more robust

regional economic analysis framework.

In the context of SEZs, Zeng (2019)
highlights the importance of understand-
ing local industrial structures and potential
linkages. An LQ analysis of Simalungun
Regency, focusing on the industries pres-
ent in Sei Mangkei SEZ, could reveal po-
tential synergies and areas for further de-
velopment.

Moreover, as Morrissey (2016)
points out, LQ analysis can be particularly
useful in identifying potential export indus-
tries. This could be crucial for Sei Mangkei
SEZ, given its focus on palm oil and rub-
ber industries, which are significant export
commodities for Indonesia.

However, it's important to note the
limitations of LQ analysis. As Billings and
Johnson (2012) argue, LQ should be used
in conjunction with other methods for a
more accurate picture of regional econom-
ic dynamics. They suggest complement-
ing LQ with measures of absolute size and
growth of industries.

CONCLUSIONS

The conclusion in this article is that
urbanization presents challenges such as
overcrowding and infrastructure deficien-
cies, which require infrastructure develop-
ment solutions. The establishment of Sei
Mangkei SEZ in Simalungun aims to attract
investment, increase foreign exchange and
create jobs. Despite these positive contri-
butions, the impact has not fully met the
expectations of the community. In 2023,
Simalungun's economy grew by 5.07 per-
cent, dominated by the agriculture, forestry
and fisheries sectors. Challenges to SEZ
development include promotion, integra-
tion with other industrial areas, labor is-
sues, and land issues.

The implementation of AMDAL is
important to ensure environmentally friend-
ly industries. Agglomeration advantages of
the Sei Mangkei SEZ include large scale,
localization, and use of shared facilities.
Simalungun's economic potential can con-
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tinue to grow through the development
strategies in the RPJPD and RPJMD, en-
couraging sustainable and self-sustaining
economic growth, and providing benefits to
local communities.

The focus on economic develop-
ment in Sei Mangkei is relevant to increase
the added value of local agricultural prod-
ucts through downstream palm oil and
rubber industries. The development of Sei
Mangkei SEZ can generate key agglomer-
ation benefits such as large scale from the
availability of raw materials, cheaper trans-
portation costs, and the use of shared facil-
ities that increase efficiency. This develop-
ment strategy will strengthen Simalungun's
leading sectors, promoting sustainable and
self-sustaining economic growth.
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