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Abstract. This research examines how regional transfers influence economic
growth in South Sulawesi Province, focusing on three primary types of
government allocations: the Revenue Sharing Fund (DBH), the General
Allocation Fund (DAU), and the Special Allocation Fund (DAK). The study aims
to test and provide empirical insights into the roles of these transfers in fostering
economic growth. Specifically, the population of this study is agencies/cities in
13 within South Sulawesi Province, each experiencing economic growth of less
than 4% in 2023. Data for this analysis were collected from reliable sources,
namely the Central Bureau of Statistics and the Directorate General of Fiscal
Balance, covering a five-year period from 2019 to 2023. Employing a
quantitative approach, the study utilizes panel data regression to analyze
relationships between these funds and economic growth. Preliminary findings
indicate that both the Revenue Sharing Fund and General Allocation Fund
contribute significantly to economic growth, suggesting these transfers play an
essential role in regional economic stability and development. In contrast, the
Special Allocation Fund appears to have no significant effect on growth,
implying that its impact may be less direct or influenced by other variables.
Overall, the study underscores the importance of regional transfers particularly
DBH and DAU in supporting economic growth, while also highlighting potential
areas for further investigation regarding the role of DAK.

Keywords: Transfer to Regions, Revenue Sharing Fund, General Allocation
Fund, Special Allocation Fund, and Economic Growth.

1 Introduction

The main objective of government administration, both at the central and regional
levels, is to realize harmony between economic growth and the improvement of the
welfare of a fair and equitable society. Therefore, to support good governance, it must
be accompanied by an element of funding that comes from the collection of revenue
and from the allocation of the expenditure budget, both in the APBN and APBD.

The highest authority holder of state financial management is the President, while in
the regions is the Governor / Regent / Mayor. Therefore, at the level of fiscal policy
implementation, synergy and harmonization of policies and management of the APBN
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and APBD are needed so that development goals and objectives can be achieved effec-
tively and efficiently as mandated by Law Number 1 of 2022 [1], namely in the 4th
(fourth) pillar, Harmonization of fiscal policies between the Government and Regions
for optimal public service delivery and maintaining fiscal sustainability.

Based on data from the Regional Financial Information System (SIKD), which be-
longs to the Directorate General of Fiscal Balance of the Ministry of Finance, the AP-
BD's posture in South Sulawesi Province, especially revenue realization, was domi-
nated by transfers to regions and village funds (TKDD) with a percentage of 68.43% of
the total percentage of revenue realization in the period from 2023 to December. This
shows that fiscal policy, in this case transfers from the centre to the regions, plays a
very important role in overcoming fiscal constraints and meeting the needs to accelerate
development in South Sulawesi Province.

Furthermore, fiscal policy as a government tool to achieve development goals and
public welfare is the responsibility of the centre and regions in ensuring its efficiency
and effectiveness. With three main functions as allocation, distribution, and stabiliza-
tion tools, effective fiscal policy is expected to improve welfare in the regions. There-
fore, effective fiscal policy can be seen from improvements in macroeconomic indica-
tors, especially in Economic Growth.

Table 1. Economic Growth of Regency / City in South Sulawesi Province in 2023.

District/City Economic Growth (%)
Makassar 5,31
Gowa 5,82
Takalar 3,86
Maros 5,00
Pangkajene Islands 4,75
Pinrang 2,18
Barru 3,51
Pare-Pare 3,88
Sidrap 3,28
Enrekang 2,33
Luwu 5,64
North Luwu 5,12
East Luwu 9,66
Palopo 4,34
Tana Toraja 3,66
North Toraja 3,94
Selayar 3,68
Bulukumba 4,11
Bantaeng 5,56
Jeneponto 1,90
Sinjai 5,71
Bone 3,77
Soppeng 3,33
Wajo 1,43

Source: Central Bureau of Statistics, processed
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Based on the data above, most of the regencies/cities in South Sulawesi Province
have economic growth rates below 4%, including Takalar 3.86 per cent, Pinrang 2.18
per cent, Barru 3.51 per cent, Pare-Pare 3.88 per cent, Sidrap 3.28 per cent, Enrekang
2.33 per cent, Tana Toraja 3.66 per cent, North Toraja 3.94 per cent, Selayar 3.68 per
cent, Jeneponto 1.90 per cent, Bone 3.77 per cent, Soppeng 3.33 per cent, and Wajo
1.43 per cent.

When economic growth is not achieved, the impact on a region can be detrimental
and widespread. This in turn has a direct impact on people's incomes, as limited em-
ployment opportunities lower people's purchasing power and reduce overall welfare
levels. In the long run, regions that do not achieve their economic growth targets will
experience a slowdown in the development of infrastructure, education, and health ser-
vices, which are important foundations for improving the quality of life of residents. In
addition, investment attractiveness decreases as investors tend to avoid regions with
low growth prospects. This creates a negative cycle where the economy continues to
stagnate and the gap between more developed and less developed regions widens.

Regardless of this, the first thing that must be the basis for the formulation of effec-
tive and efficient fiscal policies is that the regions must first map the regional challenges
faced both in terms of economic, socio-population, and regional challenges so that fis-
cal policy interventions through priority programmes can directly answer the regional
challenges faced. Regional Heads are also expected to see opportunities for regional
potential so that fiscal policies taken are in line with the potential / excellence of the
region for the welfare of its people.

The results of the study explain the significant effect of transfers to regions on eco-
nomic growth including Marya, Ariyanto, and Handra [2] who conducted research in
West Sumatra Province. Trianto and Panggabean [3] who conducted research in West
Kalimantan Province. Nanga and Hudang [4] conducted research using time series data
from 1985 to 2014 in Indonesia. Hartadi [5] conducted research in Cities in the East
Java Region in the period 2010-2019. Mokorowu, Rotinsulu, and Engka [6] conducted
research in Southeast Minahasa Regency. Kresnandra [7] conducted research in Bali
Province.

Among the research results that explain that not all types of transfers to regions have
a significant impact on economic growth are the research conducted by Sulaeman and
Silvia [8] using the population of local governments of regencies and cities in Indone-
sia, which shows that the results of the analysis of DAU and DBH have a significant
impact on economic growth, while DAK has no significant impact on economic growth.
Pohan and Yuliana [9] conducted a research in North Sumatra, the results of which
show that DAK has a significant impact on economic growth, while DBH and DAU
have no significant impact on economic growth.

2 Literature Review

2.1  Transfers to Regions

According to Law Number 1 of 2022 [1] on Financial Relations between the Central
Government and Regional Governments, transfers to the regions, hereinafter referred
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to as TKD, are funds derived from the APBN and are part of government expenditure
allocated to and managed by the regions to finance the implementation of government
affairs that fall within the competence of the regions. The Government shall determine
the policy on transfers to the regions with reference to the national medium-term de-
velopment plan and related laws and regulations, in accordance with the Government's
work plan and as set out in the financial memorandum and the draft APBN for the
following financial year. The TKD policy will, as intended, be discussed in the forum
of the regional autonomy consideration council prior to the submission of the Finance
Memorandum and the draft APBN to the House of Representatives.

The enhancement of the execution of financial relations between the national gov-
ernment and subnational administrations is undertaken in a bid to attain an effective
allocation of national resources through transparent, accountable, and equitable finan-
cial interactions between the national government and subnational administrations,
with the aim of realizing a just distribution of public services and a subsequent elevation
in the welfare of the populace across all regions of the Unitary State of the Republic of
Indonesia. To fulfill these aims, the fiscal relationship between the national government
and subnational administrations is underpinned by four principal pillars, which include:
the establishment of a fiscal system that facilitates the efficient allocation of national
resources, the development of the fiscal relationship between the national government
and regional authorities to mitigate both vertical and horizontal disparities through the
TKD and regional debt financing policies, the promotion of enhancements in the quality
of regional expenditures, and the harmonization of fiscal policies between the national
government and regions to ensure optimal public service delivery while preserving fi-
nancial sustainability.

2.2 Economic Growth

Classical Economic Growth Theory. The classical theory of economic growth was
first introduced by Adam Smith in 1776 in his work The Wealth of Nations. One of the
theories put forward by Adam Smith, namely the theory of free markets and then often
referred to as the economic system of decentralized capitalism. In this system, the gov-
ernment should not interfere in regulating the economy at all. This theory believes in
the existence of an invisible hand that can regulate the economy of a country. Everyone
will be considered self-satisfied if everyone is given the freedom to pursue their respec-
tive interests so as to finally achieve general welfare [10].

Neoclassical Economic Growth Theory. The neoclassical economic growth model is
often called the Solow growth model. Neoclassical economic growth theory empha-
sizes the importance of production factors and technological progress in driving eco-
nomic growth. These factors of production include capital accumulation, labor supply,
and technological progress. This theory also emphasizes the importance of investment
in increasing production and economic growth. In the context of economic develop-
ment, according to Trevor Swan, this theory can be used to analyze the growth rate of
national income and the level of income per capita. Therefore, economic policy can
improve factors of production and technological progress can promote economic
growth [11].
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New Economic Growth Theory. The new growth theory was initially pioneered by
Paul M. Romer in 1986 and Robert Lucas in 1988 as a consideration of the neoclassical
growth theory pioneered by Solow because his theory could not explain economic
growth in the long run. The new or endogenous economic growth theory states that one
of the failures of the neoclassical model in explaining long-term growth patterns is due
to the wrong specification of the model so far [12].

Rostow's Theory of Economic Growth. According to Rostow's growth theory, a
country's economic development occurs gradually. Increasing national savings is one
strategy to accelerate economic growth. This idea is further explained by the Harord-
Domar theory, which states that a higher percentage of GDP saved will increase the
capital stock and thus increase economic growth [13].

3 Research Methods

This research employs secondary data encompassing the annual timeframe from 2019
to 2023. Such data were sourced from the official platforms of the Central Bureau of
Statistics and the General Directorate of Fiscal Balance. This investigation constitutes
a form of quantitative research that incorporates the application of numerical data
alongside statistical analysis. Within this analysis, the independent variables are defined
as the Revenue Sharing Fund (X1), General Allozion Fund (X2), and Special Alloca-
tion Fund (X3). The dependent variable is designated as economic growth (Y1). The
analytical technique applied is the regression analysis of panel data.

Simultaneous Test (F Test). Simultaneous testing, often referred to as simultaneous
tests, is a statistical method used to analyze multiple hypotheses or variables concur-
rently. It is commonly applied in contexts such as multivariate regression and analysis
of variance (ANOVA), helping researchers assess the impact of various parameters or
coefficients within a model at the same time. Common techniques used for simultane-
ous testing include the F-test for ANOVA and the Wald test in regression analysis. One
of the primary advantages of simultaneous testing is its efficiency in data analysis,
which helps reduce the risk of Type I errors that may arise from conducting numerous
individual tests separately. Results from simultaneous tests provide evidence for deter-
mining whether there is sufficient grounds to reject the null hypothesis related to all
tested variables. This testing approach is widely utilized across diverse fields like sci-
entific research, economics, and public health to evaluate the effects of different factors
on a single outcome.

Hypothesis:

Null hypothesis (HO): B1 = B2 suggests that there is no impact from the realization
of the Revenue Sharing Fund (X1), the General Allocation Fund (X2), and the Special
Allocation Fund (X3) on economic growth (Y) concurrently in the regencies or cities
of South Sulawesi Province.

Alternative hypothesis (H1): Bl # B2 indicates that the realization of the Revenue
Sharing Fund (X1), the General Allocation Fund (X2), and the Special Allocation Fund
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(X3) collectively has an effect on economic growth (Y) in the regencies or cities of
South Sulawesi Province.

Decision:

The null hypothesis (HO) is retained and the alternative hypothesis (H1) is dismissed
when the p-value exceeds the significance level (o), indicating that the independent
variables do not significantly affect the dependent variable at the same time. Con-
versely, if the p-value is less than o, HO is dismissed and H1 is supported, signifying
that the independent variables have a significant simultaneous impact on the dependent
variable.

Partial test (t-test). A partial test, also known as a partial analysis, is a statistical
method used to evaluate the influence of a specific independent variable on a dependent
variable while controlling for other variables. The main objective is to identify the
unique contribution of that variable within a broader model. This approach is com-
monly utilized in regression analysis, where researchers can isolate the effect of, for
example, education on income, while taking into account factors like age and work
experience. Although partial tests provide valuable insights into the relationships be-
tween variables, careful interpretation is essential, as assumptions about linearity and
the potential for multicollinearity can impact the accuracy of the findings. Conse-
quently, partial tests are particularly useful across various fields, especially in social
sciences and economics, for delving deeper into the dynamics of specific phenomena.

Hypothesis:

HOI1: B1 = B2 indicates that there is no partial effect of the realization of revenue
sharing funds (X1) on economic growth (Y) in the regencies or cities of South Sulawesi
Province.

HO2: B1 = B2 suggests that the realization of the General Allocation Fund (X2) has
no partial effect on economic growth (Y) in the regencies or cities of South Sulawesi
Province.

HO3: B1 = B2 means that there is no partial effect from the realization of the Special
Allocation Fund (X3) on economic growth (Y) in the regencies or cities of South Sula-
wesi Province.

Hal: B1 # B2 implies that the realization of the Revenue Sharing Fund (X1) has a
partial effect on economic growth (Y) in the regencies or cities of South Sulawesi Prov-
ince.

Ha2: B1 # B2 indicates that the realization of the General Allocation Fund (X2) has
a partial effect on economic growth (Y) in the regencies or cities of South Sulawesi
Province.

Ha3: Bl # B2 shows that there is a partial effect of the realization of the Special
Allocation Fund (X3) on economic growth (Y) in the regencies or cities of South Sula-
wesi Province.

Decision:

The null hypothesis (HO) is retained and the alternative hypothesis (H1) is dismissed
when the p-value is greater than the significance level (). This indicates that at least
one of the independent variables does not have a significant impact on the dependent
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variable. Conversely, if the p-value is less than o, HO is rejected and H1 is accepted,
suggesting that at least one of the independent variables significantly affects the de-
pendent variable.

4 Discussion

4.1 Chow Test

Eftects Test Statistic d.f Prob.
Cross-section F 6.949838 (12,49) 0.0000
Cross-section Chi Square 64.609524 12 0.0000

The probability value associated with the cross-section F statistic is 0.0000, which is
significantly lower than the established significance level (o)) of 0.05, or 5%. This result
indicates strong evidence against the common effects model (CEM), leading to its ac-
cepted in favor of the fixed effects model (FEM) during the Chow test. The finding
suggests that the fixed effects model is more appropriate for capturing the variations in
the data, as it accounts for individual-specific effects that are not observed in the com-
mon effects model. Consequently, this decision underscores the importance of choosing
a model that accurately reflects the underlying dynamics of the data, enhancing the
reliability of the results obtained from the analysis.

4.2 Hausman Test

Test Summary Prob.

Cross-section random 0.0000

The choice to utilize the fixed effects model (FEM) in the Chow test serves as a critical
foundation for advancing to the Hausman test, which is employed as a subsequent step
to clarify the most suitable model between the random effects model (REM) and the
fixed effects model (FEM). Upon conducting the Hausman test, the findings revealed a
cross-sectional random probability value of 0.0000, which is significantly lower than
the predetermined significance threshold of 0.05. This outcome provides compelling
evidence to reject the random effects model (REM) in favor of the fixed effects model
(FEM). Therefore, based on these results, the fixed effects model (FEM) is deemed the
appropriate choice for conducting panel data regression analysis on data pertaining to
13 urban districts within South Sulawesi Province. This selection enhances the robust-
ness of the analysis, ensuring that individual-specific effects are adequately captured,
which is essential for drawing meaningful conclusions from the data.
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4.3  Output Panel Data Regression: Fixed Effect Model (FEM)

Variable Coefficient Prob.

C -44.87387 0.0000
X1 0.277974 0.0000
X2 0.064296 0.0000
X3 0.011781 0.1039

Effects Specification

Cross-section fixed (dummy variables)

R-squared 0.634426
Adjusted R-squared 0.522515
F-statistic 5.669041
Prob(F-statistic) 0.000002

The fixed effect model (FEM) output for the panel data regression shows an R-squared
value of 0.634426, meaning that 63.44% of the variation in the dependent variable Y is
explained by the independent variables X1, X2, and X3 in this model. This indicates
that the selected independent variables provide a substantial explanation for the varia-
bility observed in Y, though 36.56% of the variation is attributed to other factors outside
of this model. The equation for the model is presented below. In addition the model
equation is as follows:

Y =-44.87387 +0.277974X1 + 0.064296X2 + 0.011781X3 (1)

The impact of Revenue Sharing Funds (X1) on Economic Growth (Y). An increase
of 1% in the DBH variable (X1) leads to a corresponding rise of 0.277974 in the eco-
nomic growth variable (Y), demonstrating a positive association between these varia-
bles. This suggests that as DBH realization improves, economic growth also experi-
ences a measurable increase, affirming the role of DBH as a contributory factor in eco-
nomic outcomes. The statistical analysis further reveals that the probability value for
the DBH variable (X1) is 0.0000, which is below the conventional significance thresh-
old of 0.05 (5%). This result is statistically significant, providing strong evidence to
reject the null hypothesis (HO1) and accept the alternative hypothesis (Hal). Conse-
quently, these findings confirm that DBH realization has a meaningful impact on eco-
nomic growth, emphasizing its relevance as an influential independent variable in this
model.

The impact of the General Allocation Fund (X2) on Economic Growth (Y). An
increase of 1% in the DAU variable (X2) results in a corresponding 0.064296 increase
in the economic growth variable (Y), suggesting a positive, though more modest, asso-
ciation between DAU and economic growth when compared to the effect size observed
with the DBH variable. This positive relationship implies that higher DAU allocations
contribute to the growth of the economy, albeit at a lower rate than DBH. The statistical
analysis further supports this finding, revealing a probability value for the DAU varia-
ble of 0.0000, which is well below the accepted significance threshold of 0.05 (5%).
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This statistically significant result allows for the rejection of the null hypothesis (H02)
in favor of the alternative hypothesis (Ha2), affirming that DAU has a meaningful and
statistically significant impact on economic growth. Such findings underscore the rele-
vance of DAU as a predictor within the model, highlighting its role in shaping economic
growth, though with a relatively smaller effect compared to DBH.

The impact of the Special Allocation Fund (X3) on Economic Growth (Y). An in-
crease of 1% in the DAK variable (X3) is associated with a slight increase of 0.011781
in the economic growth variable (Y), indicating a positive correlation between DAK
and economic growth. However, this relationship is relatively weaker compared to the
impact of DBH and DAU. The statistical analysis provides a probability value for the
DAK variable of 0.1039, which exceeds the conventional significance level of 0.05
(5%). As aresult, this finding is not statistically significant, supporting the acceptance
of the null hypothesis (H03) and the rejection of the alternative hypothesis (Ha3). This
outcome suggests that, although there is a positive association, DAK does not exert a
statistically meaningful influence on economic growth within this model. These results
imply that, while DAK might contribute to economic activity, its impact does not reach
the level of significance necessary to confirm a robust effect on economic growth in
this analysis.

The impact of Revenue Sharing Fund (X1), General Allocation Fund (X2), and
Special Allocation Fund (X3) simultaneously on Economic Growth (Y). The com-
bined impact of the DBH (X1), DAU (X2), and DAK (X3) variables on the economic
growth rate (Y) proves to be statistically significant, as evidenced by an F-statistic prob-
ability value of 0.000002. This probability is well below the 5% significance threshold,
providing strong justification to reject the null hypothesis (H0) and accept the alterna-
tive hypothesis (H1). Consequently, these results confirm that DBH, DAU, and DAK
collectively exert a meaningful influence on economic growth, highlighting their im-
portance as predictors within this model. The Adjusted R-squared value of 0.522515
further supports these findings, indicating that these independent variables explain
52.2515% of the variation in the economic growth rate. This percentage signifies that
just over half of the growth rate can be attributed to fluctuations in DBH, DAU, and
DAK allocations, while the remaining 47.7485% is explained by other factors not in-
cluded in this study. Therefore, while DBH, DAU, and DAK significantly contribute to
economic growth, external variables also play a substantial role, pointing to the poten-
tial for further research to identify additional determinants impacting economic growth
outside of these three variables.

5 Conclusion

The statistical analysis reveals that Revenue Sharing Funds (DBH), General Allocation
Funds (DAU), and Special Allocation Funds (DAK) each impact economic growth dif-
ferently. DBH shows a strong positive and statistically significant effect, with a 1%
increase in DBH boosting economic growth by 0.277974. DAU also contributes posi-
tively, though modestly, with a 1% increase leading to a 0.064296 rise in economic
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growth. Although DAK has a positive correlation, its effect on growth is not statistically
significant. Collectively, DBH, DAU, and DAK significantly influence economic
growth, with an Adjusted R-squared of 52.25%, suggesting that these funds explain
over half of the growth variation. This highlights the critical role of fiscal policy in
driving economic growth, as effective allocation and management of these funds can
create substantial impacts on economic outcomes, while other external factors also con-
tribute significantly.
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