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ABSTRACT

This study aims to explain the relationship between rural-urban migration and economic growth, further explaining
the effect of regional minimum wages on rural-urban migration, labor force participation rates on rural-urban
migration, government spending on economic growth, and human capital on economic growth. between provinces in
Indonesia. The data used are panel data (cross section and time series) consisting of 34 provinces in Indonesia during
the 2015 to 2018 period, the method used is the 2SLS (two stages least square) simultaneous equation model. The
results of the study found that economic growth, regional minimum wages, and labor force participation rates have a
positive and significant effect on rural-urban migration, then government spending, human capital, and rural-urban

migration have a positive and significant impact on economic growth between provinces in Indonesia.

Keywords: Rural, Urban migration, Economic growth, Two stages least square.

1. INTRODUCTION

Rural-urban migration is an indication of a change in
community groups from low-income residents to
middle-income groups. If the Village-City Migration is
properly managed, it will encourage the economic
growth of a country and reduce the poverty gap.

The economy is an economic activity that cannot be
separated from human life anywhere in the world. And
in its development the economy undergoes
transformation, modernization and even innovation in
its application. And of course, based on existing
economic theory or basis. However, in practice
economic theories are flexible according to the needs of
a country or the scope of application. Because of its
changes, the general changes in the economy that a
country experiences are often the subject of discussion,
both among scientists, economists, government officials,
and people who are interested in observing the economy.

According to[1] in the macro analysis of
measurements in a country's economy, namely the
Gross Domestic Product (GDP). Gross Domestic
Product measures the flow of income and expenditure in
the economy over a certain period. Economic growth is
related to the process of increasing the production of
goods and services in people's economic activities. To
measure economic growth, the value of GDP used is
GDP which is based on constant prices (real GDP).

Rural-Urban Migration refers to the movement of
rural people to urban centers in search of better
jobs. Rural-Urban migration and growth go hand in
hand; no country has ever achieved middle income
status without significant population displacement to
cities. Rural-Urban migration has a strong relationship
with unemployment, economic growth. The increase in
unemployment is likely to hamper Rural-Urban
Migration. While employment opportunities tend to fall
in urban centers, rural people see no incentive to
migrate to urban areas [2].

The relationship between Rural-Urban Migration
and economic growth has been a source of great
concern. At one time it was the view that greater Rural-
Urban Migration inevitably leads to economic disease
rather than economic growth. This is based on the
argument that government policies are often biased in
favor of urban areas at the expense of rural areas which
have encouraged Rural-Urban Migration and thereby
increased the size of urban areas. While this can
temporarily promote economic growth in poorer
countries, it will not result in the long-term equitable
development that is only possible through agricultural
assistance [3]. To see the development of rural - urban
migration, see Figure 1.
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Source: West Sumatra Central Statistics Agency
Figure 1. Development of Village - City Migration
between Provinces in Indonesia in 2015 — 2018

Based on Figure 1. It can be seen that the
development of rural-urban migration between
provinces in Indonesia varies widely, rural - urban
migration generally occurs on the island of Java, the
highest province of rural - urban migration is West Java
Province, where West Java Province is also a province.
which has a large population compared to other
provinces. The province with the lowest rural-urban
migration is in the province of West Papua, among other
provinces, the province of West Papua is not a favorite
for people to move to the province. Furthermore, to see
the development of economic growth between provinces
in Indonesia can be seen in Figure 2.
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Source: West Sumatra Central Statistics Agency
Figure 2. Development of Economic Growth between
Provinces in Indonesia in 2015 - 2018

Based on Figure 2, it can be seen that the
development of economic growth between provinces in
Indonesia fluctuates from 2015 to 2018. The highest
economic growth is in Central Sulawesi province,
economic development in this province is very fast, and
the lowest economic growth is in East Kalimantan
province, Kalimantan province. east economic growth is
often at a minus. One of the phenomena contained in
Figures 1 and 2, which occurs in the province of West
Nusa Tenggara, where rural-urban migration always
increases from 2015 to 2018, but the economic growth
of West Nusa Tenggara province has decreased
economic growth every year. Basedon this
phenomenon, there are the mismatch of economic
growth and migration with research [4] that economic
growth and rural-urban migration are positively related.
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1.1.Economic Growth

Economic growthis aprocess of change in
economic conditions of a country that is continuous
toward a better state for a certain period. Economic
growth can also be interpreted as a process of increasing
the production capacity of an economy which is
manifested in the form of an increase in national
income. Economic growth shows the growth in the
production of goods and services in an economic area
within a certain period of time [5]. According to [6]
Economic growth is the addition of gross domestic
product (GDP) which also means an increase in national
income. Economic growth and rural-urban migration or
urbanization are interconnected with each other [7], [8],
and [9].

1.2.Rural Urban Migration

Rural-urban migration is a response to variations in
the environmental conditions in  which they
live. Changing natural conditions, changes in social life,
fluctuations in economic conditions and population
development, through the process of the life cycle, have
resulted in population mobility from one place to
another [10]. Rural-urban migration or urbanization has
a positive relationship with economic growth [11], [12],
[13] and [14].

1.3.Provincial Minimum Wage

The determination of the minimum wage aims to
increase the wages of workers who still earn below the
minimum wage. However, the minimum wage policy
not only affects the wages of workers with wage levels
around the minimum wage, but also affects the entire
wage distribution. Therefore, the minimum wage policy
will ultimately have an impact on prices, the business
climate and employment. The determination of the
minimum wage still faces many obstacles, namely the
mechanism for determining the minimum wage is ad
hoc and uncertain and the increase in the minimum
wage is difficult to predict and calculate. The policy of
increasing the UMP should be placed in a
comprehensive and not partial industrial policy
framework and macro policy framework [15].

According to [16], the elasticity of labor supply is
very high in response to wage increases. Wages
generally exceed the minimum level of living. Wages
are paid out of capital, therefore wages are limited by
the existing capital reserves that are prepared to pay
wages. So the wage per head can be calculated by
dividing the total rotating capital by the working
population.

1.4.Labor Force Participation Rate

The labor force participation rate itself is an
employment indicator that provides an overview of the
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population who is economically active in their daily
activities, referring to a time during the survey
period. The greater the number of people who are
classified as non-labor force, the smaller the number of
the workforce which results in the smaller the
TPAK [17].

1.5.Government Expenditure

Government spending is part of fiscal policy, namely
a government action to regulate the running of the
economy by determining the amount of government
revenue and expenditure each year, which is reflected in
the National State Budget (APBN) document and the
Regional Budget (APBD) for regions or regional. The
purpose of this fiscal policy is to stabilize prices, the
level of output, and job opportunities and to spur or
encourage economic growth [18]. Government spending
has a positive influence on economic growth [19],
and [20].

1.6.Education and Health (Human Capital)

Education and health is human capital, according to
the World Bank 2019, working man consists of
knowledge, skills, and collected human health
throughout their lives, which enables them to know their
potential as productive members of society.

Education is the sum of the average length of
schooling (RLS) using a new method in the human
development index plus the expected length of school
(HLS) using a new method in the human development
index divided by two by units of years. Furthermore,
Health uses life expectancy at birth (AHH) with a new
method in the human development index, AHH is the
estimated average number of years that a person can
take from birth in units of years. Education and health
have a positive effect on economic growth
[21], [22], [23], [23], [24], and [25].

2. METHOD

This research is classified as descriptive and
associative research, because the author will describe
and analyze a close relationship about the influence of
one variable on another or exogenous variables
on endogenous variables. This study uses a model which
considers a two-way relationship as well as an indirect
relationship between one variable and another. This
happens if in the case of variable Y is influenced by
variable X, and in other cases variable X is influenced
by variable Y. In this model, there will be more than one
equation, each of which is called mutually or jointly
dependent/ endogenous variable. If the parameters in the
equation are estimated using OLS (Ordinary Least
Square), the potential results obtained will not only be
biased, but also inconsistent, namely by increasing the
number of samples that are getting bigger, the
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estimation results do not lead to the actual (population)
value.

The OLS method cannot be applied to estimate an
equation that has a relationship in a simultaneous
equation system. If there are independent variables that
have a correlation with disturbance, it will result in the
estimator being inconsistent.

This simultaneous model equation where there is
more than one dependent variable (dependent variable)
and more than one equation. One of the unique features
of simultaneous equations is that the dependent variable
in one equation may appear as an explanatory variable
in other variables of the system. Therefore, the variable
describing  the dependent becomes  the stockiest and
usually correlates with the disturbance of the equation in
which it appears as the explanatory variable.

In the simultaneous model, there are two variables,
namely endogenous variables and exogenous
variables. Endogenous variables are variables whose
values are set or determined by the model as a result of
the relationship between variables, while exogenous
variables are variables whose values are set outside the
model.

The structural similarities in this study are as follows:
Yi=agtai1YotaXi1+tasXoten (1)
Yo=PotP1Y1+P2Xs+PsXa+PaXs+ean (2)
Where:

Y 1= Rural-Urban Migration

Y »=Economic Growth

X 1= Indonesian Provincial Minimum Wage (UMP)

X 2= Labor Force Participation Rate (TPAK)

X 3= Government Expenditure

X 4= Education

X 5= Health

a. ldentification Test

While the identification test with the order condition in
this study is as follows:

Equation1: Kk=5-2>m-1=2-1

3 = 1— (over identified)

Equation2: Kk=5-3>m-1=2-1

2 = 1— (over identified)

From the results of the identification test using the order
condition for the two equations above, it can be
concluded that the 2 equations that are exactly identified,
so to estimate the parameters of the existing equation is
using the Two Stage Least Squared (TSLS) method, so
the coefficient estimation is still not would be biased as
this is an advantage of the Two Stage Least
Squared model.

Two Stage Least Squaredis an estimate that is
carried out in two stages using OLS, which of course
with certain rules. The first stage, estimate the
parameters using OLS between endogenous variables
and all exogenous variables. Thus, we will get the
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estimated endogenous variable values. The second stage,
re-estimate the parameters using OLS, which now
includes endogenous variables, but these variables are
replaced with endogenous variables as estimated results.

b. Reduce Form

After conducting an identification test with order
conditions, the nextstepis to carry out the reduce
form process from each of  the equations
above. The reduce form process iscarried out to
determine the exogenous (predetermine) variable in the
simultaneous equation system. The reduce
form process from each of the equations above is as
follows:
Y 1=+, X1 +3X+14 X3+ 15X s+
MegXs5+v, (3)
From the rural-urban migration equation above, it can
be seen that the exogenous variables (predetermine) are
the Indonesian Provincial Minimum Wage, Labor Force
Participation Rate, Government Expenditure, Education,
and Health.
Yo=II7+TIgX 1+l oX o+ 1T 10X 3+ 1TogX 4+
MoXs5+v, (4)
From the economic growth equation above, it can be
seen that the exogenous variables (predetermine) are the
Indonesian Provincial Minimum Wage, Labor Force
Participation Rate, Government Expenditure, Education,
and Health.

3. RESULTS AND DISCUSSION
Heteroscedasticity Test

To detect heteroscedasticity disorders in the

estimation model, a heteroscedasticity diagnostic
residual test is carried out provided that if the
probability value of the independent variable used is
below a significant value at a = 0.05, it means
heteroscedasticity occurs.

Table 1. Results of the Heteroscedasticity of the
Village-City Migration Equation

Dependent Variable: RESABS
Method: Least Squares Panel
Date: 10/14/20 Time: 12:39
Sample: 2015 2018

Periods included: 4
Cross-sections included: 34

Total panel (balanced) observations: 136

Variable Coefficient  Std. Error t-Statistic Prob.
C 5.852027  3.211980 1.821938 0.0707
X1 -1.73E-07  3.58E-07  -0.483911 0.6292
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X2 -0.059393  0.045594  -1.302654 0.1949

Source: E-views 10 (2020, processed)

Based on Table1. The equation of rural-urban
migration can be seen that there is no independent
variable whose probability value is below the significant
value o = 0.05, it can be concluded that there is no
heteroscedasticity.

Table 2. Results of the Heteroscedasticity Test for
the Economic Growth Equation databases

Dependent Variable: RESABS
Method: Least Squares Panel
Date: 10/14/20 Time: 12:39
Sample: 2015 2018

Periods included: 4
Cross-sections included: 34

Total panel (balanced) observations: 136

Variable Coefficient ~ Std. Error t-Statistic  Prob.
C 2757192  5,000540 0.551379 0.5823
X3 -1.17E-08 1.55E-08 -0.755266 0.4514
X4 0.048537  0.164229 0.295543 0.7680
X5 -0.026785  0.079220 -0.338110 0.7358

Source: E-views 10 (2020, processed)

Based on table 2. The economic growth equation can
be seen that there are no independent variables whose
probability value is below the significant value a = 0.05,
it can be concluded that there is no heteroscedasticity.

Two Stages Least Square Model

Two Stage Least Squaredis an estimate that is
carried out in two stages using OLS, of course with
certain rules. Two stage Least Square model estimates
can be seen in Table 3 and Table 4

Table 3. TestResults for the Two Stages Least
Square Model of the Village-City Migration Equation

Dependent Variable: Y1

Method: Panel Two-Stage Least Squares
Date: 10/14/20 Time: 12:04 pm

Sample: 2015 2018

Periods included: 4

Cross-sections included: 34

Total panel (balanced) observations: 136
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Instrument specification: C X1 X2 X3 X4 X5

Constant added to the instrument list

Variable Coefficient ~ Std. Error t-Statistic ~ Prob.
C 72336698 23709586 3.050947 0.0028
Y2 4622586. 2022247. 2.285866 0.0239
X1 5.427585 2.705486 -2.006141 0.0469
X2 1046733.  388225.0 -2.696201 0.0079

Source: E-views 10 (2019, processed)

Based on Table 3, it can be written that the estimation

model of this study is as follows:

(Y1) = 72336698 +4622586(Y2)+5.427585(X1)+10467

33(X2)+ 1 (5)

From equation (5) it can be seen that:

1. Economic growth (Y2) has a positive and significant
effect on rural-urban  migration (Y1) with a
regression coefficient of 4622586 This means that
when there is an increase in economic growth (Y2)
of 1 unit, it will increase rural-urban migration (Y1)
of 4622586 units.

2. Indonesia‘s Provincial Minimum Wage (UMP) (X1)
has a positive and significant effect on rural-urban
migration (Y1) with a regression coefficient
of 5.427585. This means that when there is increase
inthe  Provincial Minimum Wage (UMP)
Indonesia (X1) of 1 unit it will be me raise migration
village - city (Y1) of 0. 326 782 units.

3. The Labor Force Participation Rate (X2) has
apositiveand  significant  effect on rural-urban
migration (Y1) with a regression coefficient
of 1046733.This means that when the Labor Force
Participation Rate (X2) is 1 unit, will increase rural -
urban migration (Y1) by 1046733 units.

Table 4.Test Results Model Two
Square Equation Economic Growth

Stages Least

Dependent Variable: Y2

Method: Panel Two-Stage Least Squares
Date: 10/14/20 Time: 12:12

Sample: 2015 2018

Periods included: 4

Cross-sections included: 34

Total panel (balanced) observations: 136
Instrument specification: C X1 X2 X3 X4 X5

Constant added to the instrument list

Variable Coefficient Std. Error t-Statistic  Prob.
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C 20.76394 6.706033 3.096307 0.0024
Y1 3.50E-08 4.87E-08 0.718751 0.0436
X3 1.74E-08 2.98E-08 0.5823890.0103
X4 0.083335 0.273292 -0.304930 00409
X5 0.234740 0.124517 -1.885205 0.02 16

Source: E-views 10 (2019, processed)

Based on Table 3, it can be written that the estimation
model of this study is as follows:
(Y2)=20.76394+3.50E08(Y1)+ 1.74E08(X3)+0.083335
(X4) +0.234740(X5)+ 1 (5)
From equation (5) it can be seen that:

1. Rural-urban migration (Y1) has apositive and
significant effect on economic growth (Y2) with a
regression coefficient of 3.50E-08 This means that
when there is anincrease inrural - urban
migration (Y2) by 1 unit, it will increase economic
growth. (Y2) of 3.50E-08 units.

2. Government spending (X3) has a positive and
significant effect on economic growth (Y2) with a
regression coefficient of 1.74E-08. This means that
when the increase in government spending (X3) of 1
unit it will be me raise economic growth (Y2)
of 1.74E-08 units.

3. Education (X4) has apositive and significant
effect on economic growth (Y2) with a regression
coefficient of 0.083335. This means that when there
is anincrease in education (X4) by 1 unit, it
will increase economic growth (Y2) by 0.083335
units.

4. Health (X5) has  apositiveand  significant
effect on economic growth (Y2) with a regression
coefficient of 0.234740. This means that when there
is anincrease in Health (X5) of 1 wunit, it
will increase economic growth (Y2) by 0.234740
units.

4. CONCLUSION

Based on the results of research and discussion
of the determinants of rural-urban migration and
economic growth between provinces in Indonesia, it can
be concluded that. Economic growth has a positive and
significant effect on rural-urban migration between
provinces in Indonesia. This indicates that economic
growth is a determining factor for rural-urban migration
between provinces in Indonesia. Indonesia's Provincial
Minimum Wage has apositiveand significant
effect on rural-urban migration between provinces in
Indonesia. This condition indicates that the Provincial
Minimum Wage is a determining factor for rural-urban
migration between provinces in Indonesia. The Labor
Force Participation Rate (TPAK) has a positive and
significant effect on rural-urban migration between
provinces in Indonesia. This indicates thatthe Labor
Force Participation Rate is a determining factor in rural-
urban migration between provinces in Indonesia.
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Rural-urban migration has a positive and significant
effect on economic growth between provinces in
Indonesia. This condition indicates that rural - urban
migration is a determining factor for economic
growth. Government  spending has  a positive and
significant  effect on economic  growth  between
provinces in Indonesia, this situation indicates that
government spending is a determining factor for
economic growth. Human capital has a positive and
significant effect on economic growth between
provinces in Indonesia. This condition indicates that
human capital is a determining factor for economic
growth between provinces in Indonesia.
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