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Analysis of Economic Improvement
to Reduce Poverty in 2016-2020

ABSTRACT

Being helpless, unwelcome, and lacking a sense of freedom are the three
characteristics of poverty. A country that is said to be prosperous can be seen
from high economic growth. Economic growth influences reducing the problem
of poverty. The lower the level of poverty will cause various kinds of socio-
economic problems in a country. This study aims to find the direct and indirect
effect of the independent variables, namely the effect of the General Allocation
Fund (DAU), Regional Original Income (PAD), and Special Allocation Fund
(DAK) on Poverty through Economic Growth. The research is a quantitative
study using the regression analysis method by combining cross-section and time
series data using Eviews 9.0 Software. This study took the object of research in 29
regencies in West Java Province for the period 2016 - 2020. Panel data source from
the provincial annual report, Director General of Balance, Ministry of Finance,
West Java BPS. The results of the study show that general allocation funds have
a significant effect' on economic growth. Special allocation funds have a
significant effect on economic growth. However, local revenue does not have a
significant effect on economic growth. This study contributes that the economic
improvement plays an important role in reducing poverty.
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ABSTRAK
Menjadi tidak berdaya, tidak disukai, dan tidak memiliki rasa kebebasan adalah
tiga ciri kemiskinan. Suatu negara yang dikatakan makmur jika mempunyai
pertumbuhan ekonomi dengan kategori tinggi. Pengurangan masalah
kemiskinan berpengaruh terhadap pertumbuhan ekonomi. Semakin rendah
tingkat kemiskinan akan menimbulkan berbagai macam masalah sosial ekonomi
di suatu negara. Penelitian ini bertujuan untuk mengetahui pengaruh langsung
dan tidak langsung variabel bebas yaitu pengaruh Dana Alokasi Khusus (DAK),
Pendapatan Asli Daerah (PAD) dan Dana Alokasi Umum (DAU), yang berkaitan
dengan pertumbuhan ekonomi melalui faktor kemiskinan. Metode yang
digunakan adalah analisis regresi dengan menggabungkan data cross section
dan time series dengan menggunakan Software Eviews 9.0. Kajian ini mengambil




objek penelitian di 29 kabupaten di Provinsi Jawa Barat periode 2016 - 2020.
Sumber data panel dari Kementerian Keuangan, BPS Jabar, Dirjen Perimbangan
dan laporan tahunan provinsi. Hasil penelitian menunjukkan pertumbuhan
ekonomi secara signifikan dipengaruhi oleh dana alokasi umum. Pertumbuhan
ekonomi secara signifikan dipengaruhi oleh dana alokasi khusus. Namun,
pertumbuhan ekonomi secara signifikan tidak dipengaruhi oleh pendapatan asli
daerah. Penelitian ini berkontribusi bahwa berdasarkan analisis data,
pertumbuhan ekonomi berperan penting untuk mengurangi tingkat kemiskinan.

Kata Kunci: Dana Perimbangan, Pertumbuhan Ekonomi, Kemiskinan

INTRODUCTION

Economic growth can measure a country's economic development's success
(Khan, 2019; Manzoor et al., 2019). Economic development consists of changes
in economic growth rate, poverty eradication, and income inequality reduction
(Erlando et al., 2020). One indicator of a country's growth is seen from gross
regional domestic product to measure economic growth (Coscieme et al., 2020;
Stoica et al, 2020). Reflects the amount of added value generated from all
production activities in the economy (Moutinho et al., 2020). Economic
infrastructure that is used to facilitate economic growth, increase resources and
increase economic productivity provided by the government (Wang et al., 2022).
Government spending is more associated with accelerating economic growth
and greater poverty reduction (Ahmad et al., 2019).

Regional economic growth must receive support from the Government, for
this a policy is needed. In Indonesia, supported policies regarding regional
autonomy are mentioned in Law no. 33 of 2014 (Nachrawi et al., 2022). According
to Onafowora and Owoye (2019), the law states that the central government gives
local governments the freedom to manage their own households.

The ability to reduce poverty is one of the indicators of a country's success
(Kwilinski et al., 2020). The problem of poverty can be an obstacle to development
in the future. Hunger, homelessness, and lack of money for medical care are all
signs of poverty (Jamieson & van Blerk, 2022). Poor people frequently struggle to
read because they cannot attend school, lack employment, fear the future, or lose
their children to disease. Poverty means being helpless, unwelcome, and without
a sense of independence (Bray et al., 2020).

A country that is said to be prosperous indicates high economic growth. In
other words, economic growth influences reducing the problem of poverty
(Dhrifi et al., 2020). The poverty rate tends to rise in the early phases of economic
development and progressively declines as the process concludes. Poverty and
economic growth are strongly associated (Erlando et al, 2020). The better the
economic development in a region (reflected by, among other things, a high
GRDP growth rate with a low level of inequality in income distribution), the
lower the poverty rate in the region ceteris paribus, other factors that also affect
directly or indirectly the level of poverty do not change or are constant.




Local governments must adhere to the public accountability, transparency,
democracy, and community engagement ideals of regional autonomy. Broad,
genuine, accountable, and appropriate responsibility is granted to local
governments for managing national resources, allocating them among
themselves, and balancing national and local budgets. Regional economic
development is a process in which local governments and every aspect of the
community work together to manage available resources, foster the growth of
local businesses, and create new employment (Avdikos & Merkel, 2020).

The ability of local governments to manage their finances is stated in the
Regional Revenue and Expenditure Budget (APBD) either directly. Mallick and
Fukumi (2021) say that the source of these funds is listed in the APBD, which
includes the transfer of balancing funds from the central government. This
reflects the government's ability in independent in each region by looking at the
income side, namely Special Allocation Fund (DAK), Regional Original Income
(PAD), General Allocation Fund (DAU), and Development Expenditures.
Therefore, the assessment of economic growth on overcoming the poverty gap in
the regions can be minimized for equitable distribution of economic
development.

The goal of development is to bring about positive change. Development is
essentially a multifaceted process that involves different fundamental
adjustments to social structures, societal perceptions, and institutional
frameworks while pursuing quicker economic development, addressing income
disparity, and reducing poverty (Liu et al., 2017). Because one of the national
priorities is to suppress or reduce poverty. The problem of poverty in West Java
is the high poverty rate in Indonesia. Therefore, for West Java to serve as a
benchmark for the government's efforts to combat poverty, it is vital to seek
factors that may impact the degree of poverty there.

A country is said to be prosperous can be seen from high economic growth
or in other words economic growth has an influence in reducing the problem of
poverty. Poverty and economic growth are closely related, in the early stages of
a process of economic development the poverty rate tends to increase and as the
number of poor people is approaching the final stage, the number of poor people
gradually decreases. The better the economic development in a region (reflected
by, among other things, a high GRDP growth rate with a low level of inequality
in income distribution), the lower the poverty rate in the region ceteris paribus,

Table 1. GDP Growth Rate

Year GDP Growth Rate
2016 7.35
2017 9.14
2018 4.64
2019 7.37
2020 -15.72

Source: BPS, West Java GRDP Growth Data (2021)




Table 1 describes the growth rate of PDRD in the province of West Java from
2016-2020. In the table, the percentage of GRDP growth in West Java province
from 2016 to 2021 has fluctuated. Local governments must adhere to the public
accountability, transparency, democracy, and community engagement ideals of
regional autonomy. The regulation, sharing, and utilization of national resources
as well as the balance of central and regional finances are all tasks that fall under
the wide, genuine, accountable, and appropriate power that local governments
are granted.

Omar and Inaba (2020) investigated poverty reduction through inclusion
impacts. It was found that maximizing social welfare can be done by using
financial services through marginalized segments of the population. Collin and
Weil (2020) researched poverty alleviation through improving the human
capacity sector. Folarin and Adeniyi (2020) said reducing poverty can be done
through improving the quality of institutions. In contrast to this research, the
novelty is connecting poverty reduction and economic improvement.

THEORETICAL REVIEW
Economic growth

Regional economic growth is measured using GRDP (Canavire-Bacarreza et
al., 2020). The gross added value produced by production units in a region during
a specific period may be seen using GRDP. One indication that may be used to
evaluate the effectiveness of a region's development is the growth of GRDP value.
In other words, an area's economic development may be shown in the increase
in GRDP value (Guru & Yadav, 2019).

The GRDP of one year is compared to the prior year using ADHK to
determine the rate of economic growth (Wilantari et al., 2022). Economic growth
may be broadly defined as the expansion of economic activities that lead to a rise
in the quantity of goods and services generated in society as well as the well-
being of its citizens (Surya et al., 2021). The word "economic growth" refers to or
assesses an economy's success and development.

Economic growth refers to a country or region's capacity to meet the
community's demand for products and services in large quantities, hence
enabling long-term increases in living standards and declines in unemployment
rates that will influence lowering poverty.

Poverty

Individuals or groups, including men and women, who cannot exercise
their fundamental rights to preserve and advance a decent existence are in
poverty (Nisak & Sugiharti, 2020). Chambers' theory explains that poverty is
divided into four types: relative, absolute, structural, and cultural. Eliminating
poverty may never be possible. It is possible to drastically reduce it if influential
professionals take an active role in society, develop stronger relationships with
poor individuals, understand more about their experiences, and act on what they
discover (Chambers, 2007).

The community's fundamental rights include the ability to meet its
requirements for food, shelter, water, land, and other natural resources, and it is
needed for health, education, employment, and participation in socio-political




affairs. One measure of a nation's success is its capacity to reduce poverty
(Kwilinski et al., 2020). The issue of poverty may hamper future development.
Poverty can be identified by hunger, homelessness, and a lack of funds for
necessary medical treatment (Jamieson & van Blerk, 2022). Because they are
unable to attend school, are unemployed, are afraid of the future, or have lost
children to illness, poor individuals commonly fail to read. Being poor entails
being dependent, undesired, and without a sense of freedom (Bray et al., 2020).

RESEARCH METHOD

The research is a quantitative study using the regression analysis method
by combining cross-section and time series data. This study took the object of
research in 29 regencies in West Java Province for the period 2016 - 2020. Panel
data source from the provincial annual report, Director General of Balance,
Ministry of Finance, West Java BPS. In this study, researchers tried to find the
direct and indirect effect of the independent variables, namely the effect of DAU,
PAD. and DAK on Poverty through Economic Growth. Panel data source from
the provincial annual report, Director General of Balance, Ministry of Finance,
West Java BPS. Analysis of research data using the help of Eviews 9.0 Software.

RESULTS AND DISCUSSION

This study combines cross-sectional and time series data in a panel data
regression analysis method utilizing Eviews 9.0 software. The common effect
model, fixed effect model, and random effect model are the three regression
models that may be employed in panel data regression.

To see the effect on the two models, we used regression analysis of fixed
effect estimation panel data on model 1 and estimation of common effects on
model 2. The following table 2 displays the outcomes of the regression analysis
performed using the Eviews 9.0.

Table 2 Panel Data Regression Analysis Model 1

Variable Regression Coefficient t-Stat Prob
Model 1 (Y=Economic Growth)
Constant -597,350 -13.764 0.000
DAU 16,524 10,681 0.000
PAD -0.005 0010 0.992
DAK 5912 4457 0.000

Based on Table 2, it is possible to formulate an equation for the panel data
regression model that describes the value of the regression coefficient on the
independent variables. This equation states that the dependent variable's value
is expected to increase if the independent variable is projected to increase by one
unit while the other independent variables remain constant or equal to zero. It
may increase or decrease depending on the direction of the independent
variable's regression coefficient. The constant value in model one is -597.350
according to the panel data regression equation above, meaning the dependent
variable.




The average value of the dependent variable (Y), if it is not affected by the
independent variable (X), will be -597.350. The general allocation and special
allocation funds have a positive regression coefficient for the independent
variables in the model, indicating a one-way relationship between general
allocation and special allocation funds and economic growth. Accordingly, for
every unit increase in general allocation and special allocation funds, economic
growth will increase following the value of the coefficient on each variable.

In the model for local original income, a negative value indicates that there

is a unidirectional relationship between local original income and economic
growth, meaning that for every one unit increase in local original income, it will
cause a decrease in economic growth according to the coefficient value of local
original income.

Table 3 Panel Data Regression Analysis Model 2

Variable Regression Coefficient T-Stat Prob

Model 2 (Y=Poverty)
Constant 389,372 5.334 0.000
Economic growth 0.197 1438 0.153
DAU -1.757 -0.642 0.522
PAD -6918 -17493 0.000
DAK -5.722 -3.045 0.003

The panel data regression model's equation, which describes the value of
the regression coefficients on the independent variables and describes what
happens when the value of one independent variable is estimated to increase by
one unit while the values of the other independent variables are estimated to
remain constant or equal to zero, can be developed based on the data in Table 3
above. Depending on the direction of the independent variable's regression
coefficient, it may increase or decrease. The constant value in model two is
389,372 according to the panel data regression equation above, meaning if the
dependent variable

If the dependent variable (Y) is not affected by the independent variable (X),
the average value will be -389,372. The regression coefficient for the economic
growth independent variable in model 2 is positive, showing a unidirectional
association between economic growth and poverty, which means that for each
unit of economic growth, poverty will rise in proportion to the economic growth
coefficient's value.

In the model for general allocation funds, local original revenues and
special allocation funds have a negative value indicating that there is a
unidirectional relationship between general allocation funds, regional original
revenues and special allocation funds with poverty, meaning that for every
increase in general allocation funds, regional original revenues and the special
allocation fund of one unit will cause poverty reduction in accordance with the
coefficient values for each of the variables of general allocation funds, regional
original income and special allocation funds.




Developing countries must develop efficient plans to fight poverty (Khan,
2019). Fighting poverty through several sectors, one of which is support from the
economic sector (Leal Filho et al., 2020). The use of regional funds is a pillar for
reducing poverty. Although the results of the study show PAD does not show
any effect on economic growth to reduce poverty. However, in general the
allocation of regional funds contributes to reducing the poverty rate. The correct
allocation of regional funds contributes to reducing poverty (Purwaningsih et al.,
2022). Regional economic development is a process in which local governments
and every aspect of the community work together to manage available resources,
foster the growth of local businesses, and create new employment (Avdikos &
Merkel, 2020).

CONCLUSION

Economic Growth and the General Allocation Fund (DAU), the general allocation
fund variable, as determined by statistical analyses, has a probability value of
less than 0.05 (= 5%). Therefore, the general allocation fund has a significant
impact on economic growth. Economic Growth and Regional Original Income
(PAD), the regional original income variable, has a probability value larger than
0.05 (= 5%) based on statistical analyses. It leads to the conclusion that special
allocation funds has no significant impact on economic expansion. Economic
Growth and the Special Allocation Fund (DAK), the special allocation fund
variable, according to the statistical analysis findings, has a probability value of
less than 0.05 (=5%). Therefore, special allocation funds have a significant impact
on economic growth. The economic improvement plays an important role in
reducing poverty
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