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ABSTRACT

This research aims to analyze nine models of poverty determinants in seven regions in Indonesia. The formation of the
model is based on model 1, namely the poverty trap, economic growth, DAK, and spending on government functions
which consists of spending on education, health, economic functions, social protection, as well as housing and public
facilities. The next model was formed by combining the economic growth variables and DAK with GDP per capita
and real GDP, as well as DAK with DAK for 1 year and DAK for the previous 2 years, while the poverty trap and
government function spending remained the same and were not combined. In this way, nine poverty determinant
models were obtained which were applied to seven regions in Indonesia, namely Sumatra, Java and Bali, Kalimantan,
Sulawesi, Nusa Tenggara, Maluku and Papua. This research uses secondary data from BPK and BPS. The data used is
panel data from 509 districts/cities (cross section) in 2014-2020 (time series). The method used is panel data
regression analysis. This research produces a model of the determinants of poverty in each region. The determinant
model for the Sumatra region is model 1, Java and Bali are models 6 and 9, Kalimantan is models 2 and 3, Sulawesi is
models 4 and 7, Maluku is models 1 and 2, and Nusa Tenggara and Papua are models 2 and 3. The poverty trap
variable is significantly has a positive direction in all regions, which means that the worse the poverty level was in the
past year, the current poverty level will increase. Therefore, to overcome poverty levels in the coming year, the
significant variables produced in this research model can be used as a reference.

Keywords: Poverty, Regional Expansion, Economic Growth, Government Spending, Special Allocation
Funds.

1.INTRODUCTION 2020), poor handling of youth (Amina & Ibrahim,
2020), and high rates of crime, violence and crime

Poverty is a major problem that is a problem in all (Fagqiri et al., 2020 & Parks, 2014).

countries in the world, including Indonesia. The causes

are unemployment, length of schooling, and disability
(Fransman & Yu, 2019), low education, lack of access
to water and sanitation, violence and crime (Bissonette,
2019), low income, addiction, mental illness, violence,
sedentary life , poor health, and unsafe environments
(Desmond & Western, 2018). The impact of poverty
results in slow economic growth due to low savings,
investment, and income (Loria, 2020 and Islam et al,
2017). Besides that, poverty also results in loss of access
to development and lack of basic facilities (Chaturvedi,
2019), poor health (Bukari et al., 2021 and Ngoma &
Mayinbo, 2017), low education (Buck & Deutsch,
2014), minimal educational achievement ( Farid et al.,
2014), lack of educational attainment (Silva-Laya et al.,
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In Indonesia, in general there was a reduction in poverty
in all regions until 2019. However, on the island of Java,
due to the Covid-19 pandemic, the government
implemented PSBB (Large-Scale Social Restrictions)
which resulted in the economy declining so that poverty
increased. Under normal conditions, poverty decreases
very slowly in some areas, but decreases rapidly in other
areas. During the pandemic, there were areas that
experienced an increase in poverty, but there were
others that experienced a decline, although very slowly.
Why are there differences in poverty reduction between
regions? This indicates that there are differences in the
determinants of poverty which are very interesting to
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research, what determinants influence poverty on the
island of Sumatra?

Data from 2014 to 2020 obtained from BPS shows a
very slow decline in poverty in all regions, only
decreasing by around 1% during 2014-2020. This
indicates the existence of a poverty trap, namely those
who are poor are trapped in poverty. Poverty breeds
poverty. So past poverty is a direct cause of future
poverty (Kraay & McKenzie, 2014; Todaro & Smith,
2015). According to Kraay & McKenzie (2014) the
poverty trap is a self-reinforcing mechanism, so that
poverty breeds poverty and becomes the cause of
poverty in the future. Several research results explain
the causes of the poverty trap. Among them, Barrett &
Carter (2013) explain that the cause of the poverty trap
is household income that consistently falls below the
poverty line. Carrera (2019) added that the poverty trap
is a form of coordination failure as an evolutionary
game between companies and workers.

Other causes of poverty are poor assets over time and
unresponsive agricultural land due to extensive soil
degradation (McKay & Perge, 2013; Tittonell & Giller,
2013). Meanwhile, according to Gweshengwe & Hassan
(2020), poverty has six dimensions, namely financial,
material, seasonal, environmental, social, and economic
dimensions. However, the poverty trap does not only
occur in rural areas, but also occurs in urban areas (Wu
& He, 2018). In this way, the poverty trap becomes the
cause of poverty in the future. In other words, poverty in
the past year is the cause of poverty in the following
year.

Poverty is a complex condition. Apart from the poverty
trap, there are other determinants of poverty which state
that economic progress can reduce poverty levels
(Ebunoluwa & Yusuf, 2018; Nakabashi, 2018; Nyasha
et al.,, 2017). The indicator that is often used in the
analysis of economic progress is economic growth.
Economic growth data for 2014 — 2020 shows that the
most stable district/city economic growth occurs in
Java, in fact it is always above national economic
growth. On the other hand, economic growth fluctuates
greatly in Bali & Nusa Tenggara and Papua & Maluku.
From Figure 1 and Figure 2 three different conditions
occur. First, the lowest average poverty level is in
districts/cities in Kalimantan, with slightly fluctuating
economic growth. Second, the poverty rate in Java is
higher than Kalimantan, but economic growth is stable.
Third, high levels of poverty are in Papua & Maluku
and Bali & Nusa Tenggara. It turns out that economic
growth in these two regions fluctuates greatly. In 2020,
during the Covid-19 pandemic, five regions in Indonesia
experienced negative economic growth, indicating an
impact on the slow reduction in poverty levels. For this

reason, it is necessary to analyze the role of economic
growth in reducing poverty.

Several research results have found that economic
growth can reduce poverty levels (Cruz & Ahmed,
2018; Nguyen-van et al., 2019; Santos et al., 2019).
Chaturvedi (2019) also revealed that higher economic
growth helps reduce poverty in India. These findings
have previously been discussed by Skare & DruZeta
(2016) who found that when economic growth occurs,
the poverty rate decreases. However, they added that
economic growth alone is not enough, it depends on the
speed and pattern of growth.

A different opinion was put forward by Dauda (2017)
who corrected the role of economic growth in reducing
poverty. He argued that the substantial economic growth
that occurred in Nigeria was not able to stem poverty.
The same finding was also stated by Lee & Sissons
(2016) where economic growth is not able to reduce
poverty in cities in England. According to him, this
paradox is caused by growth that is not pro-poor. This
contradiction raises the question of how real the role of
economic growth is in poverty. This is based on the
phenomenon of success and failure of countries in
overcoming poverty by using economic growth
variables. Thus, the research hypothesis is that
economic growth has a negative effect on poverty.

Another determinant for reducing poverty is
government spending. Previous research reveals the
influence of government spending in reducing poverty
(Abubakar, 2015; Anderson et al., 2018). The
government's role in reducing poverty is demonstrated
by the allocation of regional government spending,
especially pro-poor programs. It is hoped that the
appropriate allocation of government spending through
pro-poor programs will be successful in alleviating
poverty. Based on PP number 12/2019, of the 9 function
expenditures, there are 5 function expenditures that are
in direct contact with the needs of the poor (pro poor
program), namely the functions of education, health,
economy, social protection, and housing & public
facilities. For this reason, the focus of the research is
five expenditure functions that are pro-poor programs.

Apart from increasing economic growth, government
spending intended for poverty alleviation programs
(pro-poor programs) is also able to reduce poverty
levels (Boldeanu & Ilanu, 2016). However, Abubakar
(2015) and Anderson et al. (2018) found that
government spending on pro-poor activities was still
low. Ebunoluwa & Yusuf (2018) also found that it turns
out that the poor do not benefit from government
spending.
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Government spending is allocated into several
functions. Several functional expenditures that play an
important role in efforts to reduce poverty are education
expenditure (Simeon & Odior, 2014), health
expenditure and infrastructure expenditure (Agénor,
2015). Social spending in the form of cash transfers can
also overcome poverty (Ghatak, 2015).

A review of regional spending by function was also
carried out by Dinarjto & Kusumaningtyas (2020) who
concluded that government spending on public services,
health, education, and social protection had an effect on
reducing long-term poverty. Meanwhile, in the short
term, spending on social protection and public services
has no effect, but for health, education, and the
economy it does. Because of that the hypothesis in this
study is that government spending by function affects
poverty.

The government's role in alleviating poverty is also
demonstrated by the large amount of special allocation
funds (hereinafter referred to as DAK) from the central
government to the regions. Local governments that
receive DAK mean they receive additional spending that
can be used for physical and non-physical development,
for example school buildings. Under these conditions,
DAK has an influence on poverty alleviation. Previous
research found the influence of DAK in reducing
poverty (Fitriyanti & Handayani, 2020). An urgent
study of the determinants of poverty is carried out so
that poverty does not get worse. Therefore, it is
necessary to design poverty determinant models for
each region so that poverty alleviation strategies are not
"averaged" for all regions. Each region may have
different determinants of poverty, so that poverty
alleviation solutions in each region will be ineffective
and inefficient if they do not pay attention to the
determinants of poverty in each region.

Apart from government spending, Special Allocation
Funds (DAK) also play a role in reducing poverty
levels. Previous research found that DAK had a positive
effect on reducing poverty levels (Fitriyanti &
Handayani, 2020; Paulus et al., 2017). However, there
are also those who argue that DAK has no effect on
poverty levels (Fajri et al.,, 2020; Fikri et al., 2019;
Widianto et al., 2016). Thus, the hypothesis of this
research is that DAK has a negative effect on poverty.

It is urgent to study the determinants of poverty,
because a high poverty rate indicates poor economic
development performance. A poverty determinant
model is needed for each region in Indonesia, so that the
poverty alleviation model is not 'averaged' for all
regions. Each region may have different determinants of
poverty, so that poverty alleviation solutions in each
region will be ineffective and inefficient if they do not

address the problems of poverty determinants that exist
in each region.

This template, modified in MS Word 2007 and saved as
a “Word 97-2003 Document” for the PC, provides
authors with most of the formatting specifications
needed for preparing electronic versions of their papers.
All standard paper components have been specified for
three reasons: (1) ease of use when formatting
individual papers, (2) automatic compliance to
electronic requirements that facilitate the concurrent or
later production of electronic products, and (3)
conformity of style throughout a conference proceeding.

2. RESEARCH METHODS

The research design is explanatory by analyzing and
comparing the determinant model of poverty in seven
regions in Indonesia. The seven regions are Sumatra
with 154 districts/cities, Java and Bali with 123
districts/cities, Kalimantan with 56 districts/cities,
Sulawesi with 81 districts/cities, Maluku with 21
districts/cities, Nusa Tenggara with 32 districts/cities,
and Papua has 42 regencies/cities with a total of 509
regencies/cities in Indonesia. Data collection was
carried out using panel data documentation techniques
from 2014 to 2020. This research uses the panel data
regression analysis method carried out with the Eviews
application. In this method, several tests will be carried
out to obtain the best model in each region, whether the
fixed effect model (FEM), random effect model (REM)
or common effect model (CEM) is the best model
(Wooldridge, 2013). While the observed variables
consist of nine poverty determinant models as follows:

1. Model 1 consists of the poverty trap variable as
measured by the previous year's poverty rate (TKqi),
economic growth (PE), DAK, and government spending
(education spending (BPdd), health spending (BKes),
economic spending (BE), spending on social protection
(BPS), and spending on housing & public facilities
(BPFU)}.

2. Model 2 consists of variables in model 1 and replaces
DAK with DAK 1 year earlier (DAK(.1)

3. Model 3 consists of variables in model 1 and replaces
DAK with DAK 2 previous years (DAK:.)

4. Model 4 consists of variables in model 1 and replaces
economic growth (PE) with GRDP per capita
(GRDP/cap)

5. Model 5 consists of variables in model 1 and replaces
economic growth (PE) and DAK with GRDP per capita
and DAK 1 year earlier (DAKt-1)
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6. Model 6 consists of variables in model 1 and replaces
economic growth (PE) and DAK with GRDP per capita
and DAK 2 previous years (DAKt-2)

7. Model 7 consists of variables in model 1 and replaces
economic growth (PE) with real GRDP (GRDP)

8. Model 8 consists of variables in model 1 and replaces
economic growth (PE) and DAK with real GDP
(PDRBEriil) and DAK 1 year earlier (DAKt-1)

9. Model 9 consists of variables in model 1 and replaces
economic growth (PE) and DAK with real GDP (GRDP
Real and DAK 2 previous years (DAKt-2).

3. MATH AND EQUATIONS

TK(i0)1 = atf TK w1yt f2PEict f3DAK ¢
+£4BPddi+psBKesitfsBEi+S7BPS;+SsBPFUj: +&i¢
TK(i0)2 = at+f TK it f2PEictS3DAK -1y it
+ﬂ4BPddil+ﬂ5BKCSiL‘FﬂgBEit+ﬂ7BPSit+ﬁgBPFUit +&it
TK(i0)3 = at+f TK 1yt f2PEitS3DAK (1) it
+£4BPddi+psBKesitSsBEit7BPSict fsBPFUj: +&i¢
TK(it)4 = at+f:TK g1yt f2PDRB/capit+f3DAK ¢
+44BPddi+psBKesitfsBEit+7BPSitfsBPF Uy +eic
TK(i0)s = atf TK eyt S2PDRB/capitf3DAK (e1yic
+£4BPddi+psBKesitfsBEit+7BPSit+fsBPFUs +eic
TK(i)s = atf TK i+ f2PDRB/capit+f:DAK (2t
+44BPddi+psBKesitSsBEitS7BPS;ct+fsBPF U +&it
TK(i0)7= at+f; TK 1yt fS2PDRBriili+A3DAK
+4:BPddic+fsBKesi+feBEictfBPS - fsBPFU +ei
TK(i0)s = at+f TK e1yict fS2PDRBriili 3D AK (- 1ic
+£4BPddi+psBKesitSsBEitS7BPSict+fsBPFUj: +eit
TK(i0)o = a8/ TK ¢ 1)ict f2PDRBriilictfs D AK 1-2)it
+£4BPddi+psBKes;i+fsBEitS7BPS;c+SsBPFUj: +eit

Note: TK is the poverty level; TKt-1 is the poverty trap
as measured by the previous year's poverty rate (time
lag t-1); PE is economic growth; BPdd is education
spending; BKes is health spending; BEko is economic
spending; BPS is social protection spending, DAK is
Special Allocation Funds, DAK(t-1 and t-2) is DAK 1
year and 2 years earlier, GRDP/capit is GRDP per
capita, Real GRDP is REAL GRDP, BPFU is housing
and facilities spending general; And. Next, € is the error
term; B1,..p8 are the coefficients of the independent
variables; t is time; and i is the district/city. The
significance level at the level of confidence of 95% or a
= 5% is used for the accuracy of calculations while
reducing human error. This test involves a significance
test either partially (t test) or simultaneously (F test).
Determination of the best determinant model in each
region is based on the results of the partial test and the
highest number of significant variables in each model.

3.1. Coefficient of Determination Value and
Simultaneous Test Results

The results of statistical tests using the coefficient of
determination show that the nine poverty determination
models have an R2 value of more than 97 percent. This
means that more than 97 percent of all variables
observed in the nine poverty determinant models are
considered capable of explaining variations in poverty
levels in seven regions in Indonesia. The partial test
results are shown in table 1. Furthermore, the results of
the simultaneous test via the F test carried out on nine
poverty determinant models in seven regions have a
probability value of 0.00000. This means that
simultaneously the nine observed models influence the
poverty rate in seven regions in Indonesia. With these
results, in each model there is at least one variable that
partially influences the poverty level in seven regions in
Indonesia.

Table 1. Coefficient of determination of nine poverty
determinant models in seven regions

Model | Sumatera fi Kalmantan | Suawea | Mahio Aoz Papua Il
Bal Tengmn i
j 1

3

N ] T [ S
[ U Y IV (PR (PORY PSR PO
P S QA PSS [ [P P

[ U Y Y [P P P )
[ U P S S ) T e
[ U [P [ [P R Y P
JUPPY US [UD PRIY [FUP) [DY

Source: processed data

Through partial testing with the t test, the probability
values for nine poverty determinant models in seven
regions in Indonesia were obtained. The probability
value determines the significance level of each variable
at alpha = 0.05 as shown in Appendix 1. The results of
the partial test applied to nine models of poverty
determinants show that each region responds differently
to the same model. This response can be seen from
significant variables whose numbers differ from one
region to another. Apart from that, there are areas that
have the same significant variables and in other areas
they are different. This condition is shown in table 2.
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Table 2. Number of significant variables according to
the model in seven regions in Indonesia

3.3. Regression Coefficient

Table 3. Regression coefficients of the determinant
model for seven regions in Indonesia

Jawa dan Nusa

Modd  Sumatera B Kalmantan — Suawed  Malu Taggn P
Mol 09I 0mwnd 0976 DSBS OSGA3 DSEATS U% Tahel3, Koefisen tegtest model deterurinan tujuh kawasan di ndonesia
Modeld 0991764 038R DT OSBG0T  09%63T  090MM (0%
Model3 0901762 086l 09TA%ed  O3BATY  09%37 090 0% . —
Vel )OS OUEN DWER O DUNE (B vaw O “ﬁ“m“';ah Kfm:n f”h“m, lml"l‘“, Tloggn P
Model3 0991980 0384099 Q9T 08369 09%64 09308 0% G TR P B Ty 1S R T TR
Modd§ 0910 0%EI  09UH DM D90 03T 0% T;“““‘ T T T T O T
Mokl OMNE0RS OOESOEE 09T M 08 P — — o —
Model§ 0992097 0983031 097340 096ME  09%2 09938 0% T - — ! : .
Modld 0902074 088077 DTSR OS6MAD  0S%630 0739 0% ¢ m 2% 0 A7
Sumber : hasil penghitungan PTG B END

DAK Rl 03 0k 0l
Based on the information in the table, model 2 has the gﬁ’ - Al - A AW A AW
highest number of significant variables in seven regions ) o M 0 A
in Indonesi37 namely 31 variables. Each region has at BRdd NS5 5 1 1 v O 1 R 1} @‘-ﬁ! R T G A
least 3 — 5 significant variables. This means that the g?s -t 0‘?: LT L L i 1 U
variables contained in model 2 generally play a role in VI g LEDIOLIE LD MBS D08 e W AT
influencing the level of poverty and are determinants of BB T O T o T O R T
poverty in Indonesia. These variables are the poverty B gy g JUDEOUE DUl s A A der de
trap, economic growth, previous year's DAK, and five -
government function expenditures (education, health,

4. DISCUSSION

economy, social protection, and changes and public
facilities).

3.2. Determination of the Determinant Model

The difference in the number of significant variables
contained in certain models indicates that the significant
variables in these models are able to influence the level
of poverty in certain areas. Therefore the appropriate
model as a determinant of poverty in an area is a model
that has the most significant variables in an area as
shown in table 2.

The table shows that model 1 is the right determinant of
poverty in Sumatra and Maluku with a significant
number of variables 5 and 4. Model 2 is right in
Kalimantan, Maluku, Nusa Tenggara and Papua with a
significant number of variables 5, 4, 5 and 5, and so on.
The information in the table also shows that none of the
regions received model 8. This means that the variables
in the model are not appropriate as determinants of
poverty in all regions.

The poverty trap variable in each model shows a
positive direction and has an influence on poverty levels
in seven regions. This means that the poverty trap is the
cause of poverty in the following year. This is also
explained by (Kraay & McKenzie, 2014 and Todaro &
Smith, 2015) that poverty will give birth to poverty and
is the cause of poverty itself. Therefore the government
must try to reduce the level of poverty so that people are
not always stuck with poverty from time to time.

Steps that can be taken to overcome the poverty trap are
to use significant variable determinants in each region.
Variable economic growth that is significant and has a
negative direction is only found in the Sumatra and
Maluku Regions. This means that if economic growth
increases, the poverty rate will decrease. This condition
is caused because economic growth will increase the
production of goods and services and will provide
remuneration for the owners of production factors,
namely society. As a result, people's income increases
so that the poverty rate decreases.

GRDP per capita is significant with a negative direction
only in three regions, namely Java and Bali, Sulawesi
and Papua. GRDP per capita is individual income
obtained from the production of goods and services
produced in an area. If the GRDP per capita increases, it
indicates the ability to produce goods and services is
higher and provides income for the owners of factors of
production of goods and services. This increase will
result in a decrease in the poverty rate.
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Significant real GRDP only occurs in the Java and Bali
and Sulawesi regions. Real GDP reflects a measure of
the value of economic output that has been adjusted for
price changes. When there is an increase in real GDP, it
means that the market value of all goods and services
produced is measured at constant prices. In this study,
real GRDP has a negative direction, which means that if
real GRDP rises, the market value of all production will
rise. As a result, people whose factors of production are
used appear to be getting additional income with the
increase in real GRDP.

Furthermore, significant DAK with a negative direction
only occurs in the Sumatra Region. This means that
when the DAK increases, the poverty rate decreases.
Meanwhile in the Sulawesi Region, although the DAK
is significant, the direction is positive so that it has no
effect on poverty. It is suspected that this is because the
DAK given this year has not shown results this year.
DAK has an effect on poverty when the data used is
DAK for the previous year which is significant in a
negative direction in the Kalimantan, Maluku, Nusa
Tenggara and Papua regions. Meanwhile, the DAK for
the previous 2 years was significant in a negative
direction in the Java and Bali, Kalimantan and Nusa
Tenggara regions.

Government spending on functions varies between
regions. Expenditures on government functions are
expenditures issued by regional governments to finance
government facilities in order to improve the quality of
human resources through expenditures on education,
health, economy, social protection, housing and public
facilities. With the increase in spending on government
functions, it reflects the government's ability in terms of
spending to improve the facilities and infrastructure
needed by regions to serve their people. In the end,
government spending will flow to the community whose
factors of production are used to increase people's
income and reduce poverty.

5. CONCLUSION

The poverty determinant model is a measure used to
measure the ability of various economic variables to
reduce poverty. From the results of the study it was
found that each region has different determinants of
poverty. This difference is due to differences in
allocating government spending and activity targets for
each government expenditure. One variable that is
accepted by each region is the previous year's poverty
trap which significantly affects the poverty rate this
year. This means that if the poverty trap this year is
successfully reduced, then the poverty rate in the
coming year will certainly decrease. Therefore, to
reduce the poverty rate in the coming year, the

government can apply a poverty determinant model in
each region that specifically differs between regions.
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