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ABSTRACT

This study attempts to find the relationship betwgevernment expenditure and
poverty rate in Indonesia, by examining effectsthad budget expenditure groups
before and after budget reform in 2004. Furthermbr@ms to determine which
government expenditure allocations that have aifgignt influence on poverty
reduction. However, this study failed to compare ttelationship of sectoral
(functional)-based government expenditures and nppveate before and after
budget management reform due to lack of seriesiaf. d

The significant increases in the amount of expemed by the Indonesian
government have not been followed with a signifitadecrease in poverty rate after
budget reform. An examination is needed to resalveliable budget allocation,
based on the previous studies which concluded that government should
emphasize on budget allocation rather than budget The allocation of budget is a
key instrument for the government to promote ecdnatavelopment and to reduce
absolute poverty.

The literature review identified a negative relatbip between government
expenditures and poverty in some developing caemtrin addition, the studies
about specific relationship between sectoral exjperes (i.e. education, health,
tourism) and poverty revealed similar results.

This study employe®rdinary Least Squareegression to analyze the relationship.
The data collection involved the use of both gquatitie and qualitative research
methodology. Before running the regression, dasiing (stationer and unusual

data) was conducted. To obtain a good-fit estimatsmme tests were carried out to
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ensure statistical assumptions, such as lineariamables, residuals to be normally
distributed, no correlation among independent Wée® the disturbances to be
constant, and no omitted variable problem.

The structure of analysis was organized in theovalhg ways: (1) general
relationship, (2) relationship prior to budget mefio (3) relationship post budget
reform, and (4) relationship post budget reclassifon. The one-sided (left-side)
hypothesis testing was performed to test the hygsishstatement about those four
types of relationships.

This research found that the government expenditareverall did not have a
negative relationship with poverty rate; this réswhs opposite to the previous
studies on the similar field. Prior to budget refioout of 8 sectors, the government
expenditure in education and in industry sectorsl hlagnificant negative
relationships with poverty rate. Post budget refonone of expenditure functions
had a negative relationship with poverty rate. Pesfassification, out of 9 functions,
the government expenditure in general service anorder and security functions
showed significant negative relationships with poyeate.

Furthermore, the expenditure in education was tilg expenditure which had a
stable negative relationship with poverty rate. T$tedy also indicated that
population growth and economic growth were the mniariables which had a
robust negative relationship with poverty rate lwseatheir relationship was always
significant. The poverty rate in 2011 is predictatl either 14.59% (general
relationship estimations) or 16.77%post reclassification estimations).

In the final section, the paper recommends tortdemesian government to give more

attention to expenditure in general service, oashel security, and education to reduce
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poverty rate. In addition this study also sugg#sas family planning programs may
be promoted again to support poverty alleviatiorsides maintaining a high

economic growth.
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CHAPTER|

INTRODUCTION

1.1  Background

Poverty is a critical issue and a persistent pralite Indonesia. Poverty still exists
and seems difficult to be eradicated although th@omesian government has
increased its budget every year to solve the pnoblaccording to Indonesia
Central Bureau of Statistics (2007), out of 224lioml people, 34.9 million people
(16.7%) live under the poverty line. The numbepobr people is bigger when it is
measured with the World Bank’s poverty standardcokding to the World Bank
(2007), around 59% of Indonesian people live withrcome under $2 a day.
Statistically, the majority of poor people liverural areas. The data of the National
Team on Poverty Reduction Acceleration (2009) shthas in the last decade, in
average, more than 60% of poor people lived inlrar@as and highly depended
upon the agricultural sector. Most of them areegitthoing agriculture in a small
land size or doing a job as off-farm labor.

As declared in the Middle National Development PK2910), one of the
development goals is creating welfare for Indormegi@ople. To achieve the goal,
every year the government has allocated expendittoefinance development
activities and programs. Those activities and @ogr are primarily aimed at
increasing people’s welfare and to reduce abspioterty.

Starting from 1970, the amount of budget to finagogernment activities and

programs has increased significantly. AccordinthesGovernment Financial Note,



government budget in 2009 increased more than 1j5@s compared with the
budget in 1970. In the beginning of 1970’s, theolmesian government only
financed its activities around Rp334 billion, butlhe end of 2000’s the total budget
was not less than Rp699,684 billion. The sharpeim®e happened in 2008 when
Rupiah depreciated against US$ and inflation re&@86, the worst in the last 3
decades. However, this situation indicated a n@ease in the government’s role
and an opportunity for social development programs.

The expenditures, afterward, were allocated intotase or functions which
reflected government priorities to achieve its gbrategard with poverty reduction,
the Indonesian government has different experiemceallocating budgets to
finance activities and programs to lift up poor jpleofrom below poverty line.
Before the year 2000, most of the budgets wereatal in the 20 sectors which
reflect the development sector, such as agricyltuading & industry, education,
health, local development, etc. A very small numtfebudgets were allocated to
specific poverty alleviation programs. The polieymhasized economic growth as a
primary engine to boost economics. It was expethed by giving priority to
economic growth, poverty would automatically beusstl due to trickle-down
effect of economic development.

Since 2005 government has implemented budget marageeforms to encourage
efficiency and effectiveness on budget utilizatidhe reform includes three budget
laws that cover the overall financial managemenpeets, such as budget
arrangement, budget implementation, and budgetuat¢ability. This reform was
expected to contribute to Indonesia’s poverty a&ion program in form of

functional budget allocation. According to Budgeiw (2009) the government



budgets are allocated into 11 functions, as tHeviahg: general service, defense,
public security, economics, environmental, hous8gpublic facility, health,
tourism & culture, religion, education, and socsgcurity. In addition, the
government also provided larger budget allocatmmtérgeted poverty reduction
programs compared with previous periods, such @s for poor (raskin), cash
transfer (BLT), National Program on Self CommunBEmpowerment (PNPM
Mandiri), etc.

The Indonesian government has had different dewsdop priorities before and
after budget reform. Prior to budget reform, imtesf amount of budget allocated,
the government gave higher priority to trading &ioal business and finance,
local development, irrigation, and education sectdwccording to Budget Law
(1998), expenditures in trading and business, ldeakelopment, education, and
agriculture sectors enjoyed Rp132 trillion (59%)2R trillion (10%), Rp10 trillion
(4.6%), and Rp?7 trillion (3%) respectively. In temh budget per capita, those
sector-based budget allocations still are robustrelgard with specific poverty
alleviation programs, according to Alatas (199&) government only allocated, for
instance, less than Rp400 billion for Left Behindage program in 1996.

The budget reform in 2004 changed the budget dlmtaystem. The new system
followed a function-based approach rather than etosdased approach in
allocating the budget. As a consequence, the busigmihed to be allocated in
development support functions. According to Law Bb@idget (2009), the
government gave higher priority to general servieducation, and economic
functions by allocating to those sectors a buddgeRmi72 trillion (68%), Rp87

trillion (13%), and Rp64 trillion (9%) respectivelin term of targeted poverty



reduction program, according to Royat (2009) theegoment allocated no less than
Rp5 trillion for Community Empowerment program @QZ. The number of budget
was more than 12 times compared with a similar ranog(Left Behind Village
program) in 1996.

Post budget reform, the Indonesian government gawe attention to supporting
functions. The government allocated more budggeteeral service function (68%)
rather than the other functions, such as educahiealth, economic, and public
facility. Although the government, in the same tjrpeovided a bigger budget on
targeted poverty program, the decreasing trenthefpbverty rate started to slow
down. According to Indonesia Central Bureau ofiStias, between 2000 and 2009
the Indonesian government only succeeded to reumeerty for less than 5% point,
from 19.15% to 14.3%.

On the contrary, in the previous period, the stiectof budget focused on
development sectors. It was shown from higher atioa to sectors such as
national business and finance, local developmengation, and education. This
allocation was alleged to support the Indonesiamegoment in reducing the
poverty rate significantly. According to Tulung (&) the poverty rate could be
reduced from 40% to 11.3% or about 30% point iy&frs between 1976 and 1996.
According to Wilhem and Fiestas (2005), allocatddmgovernment budget is a key
instrument for government to promote economic dgwelent and reduce absolute
poverty by analyzing 9 “Operationalizing Pro-Pooro®th” (OPPG) countries
during 1980s and 1990s period. Another study bysBehn in Indonesia (2002)
also reveals the importance of allocation of gowent expenditure as well as

geographic attributes and local institutions ongytw reduction by utilizing sub



national level data. In addition, by utilizing 48wkloping countries panel data, Fan
and Rao (2003) investigated the impact of sectallef government expenditure
on GDP and poverty reduction. They found the miyacts of sector level of
expenditure on poverty reduction.

The studies on the importance of the allocatioe @i government expenditure
show, no matter what the size of budget is, ithis &ppropriate allocation that
matters. Regarding the poor achievement of povedgluction after the
implementation of the budget reform, it is intemegtto study what would be a
reasonable and appropriate budget allocation toceegoverty rate by comparing
the relationships between allocation of governnmexgenditure before and after

budget reform in 2004 with the level of poverty.

1.2  Research Problem

By considering poverty trends after budget reform2D04 and the significant

increase in the government’s budget expendituns, bsearch focused on the

following problems:

a. The sharp increase in the amount of Indonesia gavent spending is not
followed with a significant decrease in povertyeratfter budget reform. The
data reveals that poverty rate decreases more\skftdr budget reform was
implemented.

b. What is a reasonable allocation of government edipere to support poverty
alleviation? The seriousness of government to ate\poverty rate is reflected
from how well the expenditure is allocated in orttesupport poverty reduction

goal. Studies show that no matter what the sizmidfet is, it is the appropriate



allocation that matters. Balisacan (2002), Fan BRad (2003), Wilhem and
Fiestas (2005) explained that allocation of govesninbudget is a key
instrument for government to promote economic dgwelent and reduce
absolute poverty. The other research carried o@aryo (1990) suggests that it
is not a matter of total size of government spegdint the composition of the
spending that would have differential effects oovgth and poverty reduction.
Regardless of other important determinant factargaverty reduction in Indonesia,
a reasonable budget allocation should be consideredler to support the poverty
alleviation goal. Since it is possible to compdue allocation prior and after budget
reform through budget reclassification process, dbeernment can learn what
sector may succeed to reduce poverty rate significhy monitoring the previous

budget allocation system.

1.3  Research Objective

The study focused on an examination of the relatignbetween the Indonesian

government expenditure and poverty considering ipusvresearch in this area.

This research had the objectives to:

1. examine the relationship between government expaediand poverty
reduction in Indonesia,

2. compare the relationship of classification of goweent expenditure and
poverty reduction in Indonesia before and aftearficial management reform,
and

3. determine which government expenditure allocatianBuence poverty

reduction significantly.



14  Research Scope

This research is focused on hypothesis testing tath@i relationship between
government expenditure and poverty rate in Ind@ndshas employed time series
regression analysis to determine the relationsbtpvéen government expenditure
(sector and function) and poverty rate. As restiltegression analysis, the study
shows (1) the relationships between government rekpge (prior to and post
budget reform) and poverty, and (2) which sectarsfions have significant
relationship.

This study carried out statistical examinationgnsure the data was valid and the
model was reliable. Therefore, data diagnosticati(ster and unusual data) and
good-fit model specification test (normality testinearity test, multi
multicollinearity test, autocorrelation test, andktdroscedasticity test) were
established.

In order to improve our understanding, this studs lalso defined variables
included in the analysis. The government expenglitariable was defined as the
growth of annual budget spent including allocationthe major sectors and
functions. The allocation sector was regarded psoRy of government’s priority
in alleviating poverty problem. However, this studlg not employ an analysis on
government expenditure either on targeted povemdgnams (cash transfer, rice
for poor, Community Empowerment program, Left Behiwillage program,
Presidential Instruction, etc) or indirect programsbsidy for instance. It also did
not highlight government policy on poverty reduntsuch as National Strategy on
Poverty Alleviation. However, this study kept prdwig some information about

those expenditures in order to support analysis.



The term “poverty” was limited as the absolute ptweate issued by Central
Bureau Statistics. The poverty rate is obtainean@asuring minimum basic need
components per capita consumption. Thus, this sulidynot utilize poverty
measurement in broader concepts, such as humaropeent, accessibility,
capability, etc.
The study contained some limitation since the detents of poverty reduction
were not completely included, such as human dewedop index, trade openness,
number of public facilities, etc. In addition, thssudy used a different proxy
compare with previous studies in term of governmegenditure. Furthermore
the study employs government expenditure as anrectdivariable which
influences poverty reduction. It means that itifiallt to ensure that the amount
of sector-based budget allocated have an effegbawerty reduction since the
analysis employed was a relationship analysis rdtfa causality analysis. Thus,
| recommend other researchers to do further ingastin about that relationship.
However, regardless of the limitations, this paperphasizes the relationship
between government expenditure and poverty rapecesly to acquire a picture
about the relationship of those variables pricarid post budget reform.
The analysis consisted of:
a. Relationship between total government budget avénpprate.
b. Relationship between sector-based government buadgkpoverty rate (prior
to budget reform).
c. Relationship between function-based government éuagd poverty rate (post
budget reform).

d. Relationship between function-based government &ualgd poverty rate (post



budget reclassification).

1.5 Conceptual Framework

To understand how the government spending affemterpy reduction, Figure 1.1

explains a flowchart relationship of those variable

Figure 1-1:
The Conceptual Framework of Relationship between
Government Spending and Poverty Reduction
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Government spending is driven by the objective dsitpvely affect growth and/or
poverty reduction as a result of improved provisodrsocial services, public goods
spending in agriculture, and infrastructure accisdearly shows that government
spending has an indirect relationship with poveeguction. To achieve its effect in
poverty reduction, as listed in the left table @stinants of effective and efficient

outcomes), the government spending works througendipg level (budget




allocation) that result in outcomes, such as l@graate, Infant Mortality Rate,

agricultural productivity, and access to road. Afterd, the outcomes could have

direct effects in the same and opposite directioitls poverty reduction (see figure

1-1).
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CHAPTER 2

LITERATURE REVIEW

This chapter will review the definition of importaterms and the existing
researches on government spending and poverty.eThags are presented in

sequence (1) Poverty, (2) Government Expendituré, §3) Prior Research.

21 Poverty

The concept of poverty is very diverse, rangingrfnmere incompetence to meet
basic consumption needs and improve the situattbe, lack of business
opportunities, up to a broader sense that inclademl and moral aspects.
Indonesian official dictionary (KBBI) gives meanind poverty as “a situation of
either all or partially of individuals in a commiywwho can only meet their needs in
food, clothes, and house that are very essentiagbotdinue their minimum lives
standard”.

Ravallion (2001) suggests that the dimensions ekpy include political, social,
cultural and psychological, economic, and accegesesssets. Dimensions are
interrelated and mutually locking / limiting. Potseis hunger, having no place to live,
and when there is pain, a lack of the funds to leetment. Poor people generally
cannot read because they are not able to attenodlsclo not have a job, are afraid to
face the future, or for loss of children due tmeks. Poverty is powerlessness,
marginalized and not having a sense of freedom.

The famous definition about poverty was made by, Sé&d in World Bank Institutes

11



(1987), who argues that “well-being comes from jgatality to function in society”.
Thus poverty arises when people lack key capadslitand thus have inadequate
income or education, or poor health, or insecuntylow self-confidence, or a sense

of powerlessness, or the absence of rights sufileedom of speech.

Poverty is also a political issue because it rel&tehe allocation or distribution of
resources, and reflects the impact of past andeptgmlicy choices (Meth, 2006).
The ways in which politicians, citizens and experse the concept of poverty
have very divergent and diverse roots in sociallitipal and philosophical

discourses.

Similar with a personal-based definition, we alstamed other definitions issued

by popular international and local organizations¢chs as World Bank, Asian

Development Bank, and National Planning Board. fitgt definition was come

from World Bank (2000) which stated poverty as anpunced deprivation in

well-being.

Asian Development Bank (2006) defines poverty thi@e categories: (1) human
poverty, which is a lack of essential human caj#s| notably literacy and

nutrition (2) income poverty, which is a lack offfstient income to meet

minimum consumption needs (3) absolute povertyciwis a degree of poverty
below the minimal calorific requirement plus esgsdnhonfood components.
However, Asian Development Bank also emphasizesitha now increasingly

realized that poverty is a multidimensional concaptl should encompass all

important human requirements. Poverty is causedusecsome sections of the

12



society have so little income that they cannots$atheir minimum basic needs as
defined by the poverty line. But lack of incomen the only kind of deprivation
people may suffer. Indeed, people can still sudfarte deprivation in many aspects
of life even if they possess adequate incomes.  Timeent thinking on poverty
argues that poverty should be viewed in terms ahadequate standard of living,
which is more general than a lack of income. Livet@gndards are influenced by the
degree to which households have access to supaibléc goods. Therefore, one
aspect of non-income poverty has to do with a patpn’s access to basic services.
A second dimension includes social deprivations:imiability to fully participate in
communities and, perhaps, in religious life. Otlaspects relate to physical
deprivations, such as those caused by disabiliseade, and under-nutrition, or

vulnerability to a catastrophic loss.

A local government institution, National Planningdsd (2002), defines poverty
as a situation or condition experienced by a pecsagroup of people who are not
able to organize her life up to a level which isi@idered humane. Furthermore
National Planning Board (2004 in Susanto, 2005)nésf poverty as a condition
where a person or group of persons, not able fdl thieir basic rights to preserve
and develop life of dignity. These rights includke t fulfilment of basic
community food needs, health, education, employnenising, clean water, land,
natural resources and environment, safety of treatior threats of violence and the

right to participate in the life social and poljttoth for women and men.

13



Poverty and Poverty Line

World Bank defines people whose life is supportgdubder $1 a day as poor. The

local government institution, Indonesia Central é&aur of Statistics (2008) also

defines its own poverty as inability of people tdfifl their basic needs both food

and non-food which are measured from expenditute. 3iVhile minimum of food

consumption is determined as 2,100 kcal per ca@taday, non-food consumption

is based on expenditure combination of 51 basicneodities.

Sometimes the definition will be expressed in teofs ‘poverty line’ by reference to

the income required to avoid poverty (however cpheaized): this is sometimes

referred to as amdirect definition of poverty (Ringen, 1988). Poverty mdgaabe

defined using a set of poverty indicators, whichuldacomprise airect definition of

poverty (and in some instances, the set of povadicators are then combined to

create an index). Therefore, it is possible to eeomhether poverty is to be defined

indirectlyin terms of number of Rands, directly, using a set of indicators. There are

strengths and weaknesses with both approachesinandepoverty and the following

two chapters contain examples of both approaches.

Sumodiningrat (1999) classifies the understandihgowerty into the four classes,
namely absolute poverty, relative poverty, povedyitural, chronic poverty and

temporary poverty.

14



a. Absolute poverty, exists when a person's levehobine is below the poverty line
or his income is insufficient to meet minimum ligimeeds (Basic needs),
including food, clothing, health, housing and edwranecessary to live and
work.
b. Relative poverty, exists if a person has incomevabthe poverty line, but
relatively lower than the income of the surroundmognmunity. Relative poverty
is closely related to the development problems d@inatstructural; the gap due to
development policy which has not reached entireraamty.
c. Cultural poverty refers to the attitude of a persorsociety caused by cultural
factors when they do not want to try to improve stendard of living despite the
efforts of outsiders to help them.
d. Chronic poverty, is caused by several things, ngmel
= socio-cultural conditions that promote attituded habits of life that are not
productive

= limited resources and isolation (critical areagure resources and remote
areas), and

= |ow educational level and degree of health camitdd employment
opportunities and the powerlessness of the commumiparticipating in a
market economy.

e. Temporary poverty, is the result of:
= changes in economic cycles from normal conditi@nsconomic crisis,
= changes which are seasonal, such as encounterdée icase of poverty

fishing and agricultural crops, and

= natural disasters or the effects of a particuldicpevhich causes a decreased
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level of prosperity of a society.

Poverty Line

According to the Dervish and Nurmanaf (2001), tledioally the poverty line can be
calculated by using three approaches: productioprosgh, income and
expenditure. The poverty line is determined basegdroduction levels, for example,
rice production per capita, only to describe thivdes of production regardless of
subsistence. Calculation of poverty line with asedshousehold income approach
will result in the best estimate. However, this Inoet is not easy to do because of
difficulties to obtain accurate household incom&ad&o overcome these difficulties,
the poverty line is determined by an expenditurpr@gch used as a proxy or an
estimate of household income.

Based on the poverty line used, a different nundfepoor population may be
calculated in a region. Generally, the poverty Imarban areas is higher than in rural
areas according to differences in materials pmckex of basic needs of society in
both regions. Poverty line also changes from yeaetr, corrected according to the
price level developments basic needs (Sumedi apdds2004).

Central Bureau Statistic’s poverty line is exprelsae the number of dollars issued or
expended to meet the consumption needs which iwvadgaot to 2100 calories per
capita plus the fulfilment of other needs in mimim such as clothing, housing,
health, education, transport and fuel. The usaloiic needs expenditure approach as
a basis for determining the poverty line, was eariintroduced by Sayogyo
1977. This concept is considered more closely ® ¢bnditions of life of real

community because spending beyond basic needsifoatto taken into account
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(Yusdja et al., 2003).

Indicators commonly used to measure poverty in @ogbistudies are as follows

(Yudhoyono and Harniati, 2004; Nanga, 2006; anddfa al., 1984):

1.

Incidence of poverty

This indicator describes the percentage of poprdiving in families with per
capita consumption expenditure below the line pgvémndex is called the
poverty headcount index, which is a rough meastiqgowerty because it only
adds up how many poor people exist in the economy taen makes the
percentage to the total population. With this measevery poor person has equal
weight, with no differences between the populatbthe poorest and the richest
people among the people poor.

Depth of poverty

This indicator illustrates the depth of povertyain area that is measured by the
poverty gap index. This index estimates distana#ftarence in average incomes
of the poor from the line poverty, expressed asrgpgrtion of the poverty
line. The weakness of this index is to ignore drpay attention to the distribution
of income among the poor.

Severity of poverty

This indicator shows the severity of poverty iregion, which is the average of
guadratic poverty gap (squared poverty gaps). ifldigator in addition to taking
into account the distance separating the poor ttmrpoverty line also looks at
the inequality of income among these poor peogiés ihdex is also often named

as the severity index poverty (poverty severityeixd
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2.2 Government Expenditure

A few of researches have defined what governmepérmditure is. This study only
provided two definitions related to government exptire. Suparmoko (2002)
defines government expenditure as an expendituiednce government’s activities
which is aimed to gaining overall social welfareuiyizing some resources, product,
and money.

According to Budget Indonesia Law (2008), governmexpenditure is “overall
national expenditure which is used to finance @rdgovernment expenditure and
local government expenditure”. Furthermore, thisngjing could be divided into
three groups, based on organization, function,tgpel. Government spending based
on function is “overall national expenditure whishused to employ general service
function, security function, safety function, ecamo function, environmental
function, house & social facility function, healflanction, tourism and culture

function, religion function, education function,dasocial safety function”.

2.3 Prior Researches

To understand the underlying idea on this reseatdh,very important to provide

the prior researches in the following ways: (1l)atieinship between government

expenditure and poverty (2) relationship betwedacation government expenditure

and poverty. In the last part of this chapter, $oakummarize (matrix) prior

researches to provide a more complete picture efuthderlying idea about this

paper.
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2.3.1 Reationship between government expenditure and poverty

Fan et.al (2008) conducted a quantitative reseatthh was aimed to analyze the

marginal returns of different types of Thailand gowment expenditure on

agricultural growth and rural poverty reductionidstudy utilizes regional level data

from 1977 — 1999 from various agencies, especiatlyjn Thailand Development

Research Institute database. The authors use th#ediog functional forms for all

equations. Rather than only using single-equatiethods (two-stage least square),

this study employs both full information likelihooghaximum system approach

(assuming normal distribution of error terms inteaguation) and two-stage least

square. Because of the nature of two-stage leaatas@nd full information likelihood

maximum techniques, the authors perform diagnassits on serial correlation and

heteroscedasticity. They used Pagan-Hall test faterbscedasticity and

Cumy-Huizinga test for serial correlation. The s$e$ail to reject the null of

homoscedasticity in all equations. Furthermore tfiag that there is no serial

correlation in the error terms. To measure thecefté marginal return of public

investment, the authors employ either returns imeyo(baht) or number of poor

brought out from poverty per unit spending in 1§9&e. These measures provide

useful information for comparing the relative betsefof additional units of
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expenditure. In addition it is useful to set futpreorities for government expenditure

to further increase production and reduce rurakpyvThe analysis shows the public

investments reduce poverty and increase agricllpraduction at the same time.

However, there are sizable differences in prodacgjains and poverty reductions

among various expenditure items and across reghgscultural research has the

largest return in agricultural productivity. Foregy baht invested in agricultural

research, 6.8 baht is gained. Rural electricity addcation investments also have

favorable returns (5.11 baht and 4.09 baht, resmdg), ranking second and third.

Irrigation investment still has a positive and istatally significant return, but its

effect is only one-quarter to one-third of the effefrom agricultural research, rural

education and electricity. Investment in roadshmastatistically significant return in

agricultural productivity. In terms of poverty redion effects, government

expenditure on rural electricity has the largestgimal return for the country as a

whole. For every million baht spent on rural eletty, 272 poor are lifted out from

poverty. The poverty reduction effect of agricudtiresearch ranks second. For every

million baht invested, 130 poor would be lifted ooft poverty. Its impact is

approximately 50 percent of that of rural electyicEducation ranks third (77 per

million baht), mainly through its agricultural pnactivity enhancement impact.
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Irrigation and roads have similar effects on poyeeduction, and their effects are

much smaller than other types of investments (38 &@ per million baht,

respectively). However, the result is supposedaieelan effect on future government

spending allocation. Since the agricultural redeanaly accounts for 0.1% of total

spending comparing with all type spending (roadslectdacity, and

telecommunication) which account for more than 3@B&, Thailand government

could reallocate its spending to activities thatengreater impact on growth and

poverty rate, such as agricultural research.

Ostensen (2007) explains in her study of povertiNarway that “the addition of

public services in the income definition has a gregact on the result of poverty

analysis”. In addition she asserts that health ediects substantially to income

distribution.

According to Krueger (2009), economic growth isidetd as a main policy to

achieve significant reduction in poverty. Howeueremphasize growth effect over

poverty reduction, it is important that the poowéaccess to social and economic

services that enable them to become more produdtwehermore, it also entails

concentration on policies that will enable mosizeihs of society to become more

productive (pro growth). Pro-growth policies are@lartaken with attention to poverty
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alleviation through education, health care, andvision of means for increasing

productivity.

Balisacan (2002) reveals that economic growth istine sole variable for poverty

reduction. He conducts correlation analysis researt Indonesia that aims to find

an appropriate approach to socioeconomic dispanidquires a clear understanding

of policy and institutional factors that account ftifferences in the evolution of

growth and poverty in the various districts of Indsia. Furthermore it also seeks to

understand how important government policies andgmms are, as well as

geographic attributes and local institutions, imedily influencing poverty. He

employs such explanatory variables including ovgel capita income, relative price

incentives, human capital, and access to infrastrectechnology, and finance to find

determinants of poverty reduction. His researchwshthere is a strong positive

correlation between district-level average expemdiand average welfare of the poor

(the bottom 20 percent of the population basedaoking by per capita expenditure).

The education variable shows a mixed direct eféectvelfare of poor. The mean

years of schooling is insignificant (regression dlthough it is significant if the

variable is defined for the poor only (regressiai Adult literacy also appears not to

have a direct impact on the welfare of the poogr@ssion 2). However, it exerts a
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significant influence on overall growth, suggestitigat improvement in human

capital reduces poverty principally via the growtiocess. Price incentive is said to

have a positive and significant coefficient on \&edf of the poor. The technology

access variable is positive and significant, suippgthe expectation that it matters to

the incomes of the poor. The study also providesrprising result which shows that

the finance variable is insignificant. The roadgiatde does not appear to be

significant, but it has a strong impact on ovegaiwth. This is consistent with the

observation (e.g., Hill 1996) that the public pgign of roads has not been designed

as a vehicle for achieving intra district (or pmoee) redistribution but rather as a part

of a development strategy for spurring economiacmiino The variable representing

natural wealth is also not significant, althoughffects overall growth significantly.

This supports the observation of Tadjoeddin et(2001) that there is no strong

correlation between natural resource endowmenicaminunity welfare, defined in

terms of human development indicators.

There is an interesting variable which is used bthk~an, Shenggen et al (2004)

and Siregar, Hermanto&Wahyuni, Dwi (2006), whenytlseek to use population

growth, inflation, and dummy crisis as additionakiables when they generate the

model. They believe that population growth, infbati and crisis would affect
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positively to poverty.

2.3.2 Reationship between allocation of gover nment expenditure and poverty

Wilhem and Fiestas (2005) explore in their studst thllocation of government

budget is a key instrument for government to pr@retonomic development and

reduce absolute poverty. By analyzing 9 “Operafiamagy Pro-Poor Growth”

(OPPG) countries during 1980s and 1990s periody tkgeal that government

spending as a share of GDP and in per capita téecisie over the analyzed period,

for example. In addition trends in sectors are higéfecting growth and poverty

reduction (education, health, infrastructure, agicalture).

Fan and Rao (2003) explained poverty reduction gravth in their study by

exploring three related issues: composition of govent spending, determinant of

government expenditure, and the impact of govertnmegpenditure to growth. They

employed cross countries analysis involving 1982968 data from 43 developing

countries across Asia, Africa, and Latin Americatlr than analysing the impact of

total government expenditure and overall growtk, dhthors attempt to analyze the

impact at the sector level of government spendimy@verall GDP. They estimate a

production function with national GDP as the demsmid/ariable, and labor, capital
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investment, and various government expendituraadependent variables. Results

show that the labor and capital coefficients argtpe and statistically significant for

all regions. For government expenditures on aguce] coefficients are positive and

statistically significant in Africa and Asia. Foratin America, the coefficient is

insignificant although positive. For education exgiéure, the coefficients are

positive and statistically significant only in Asidhis indicates that continued

education investment in Asia will contribute grgatt GDP growth. Coefficients for

Africa and Latin America are negative.

The coefficient for health expenditures is positemed statistically significant in

Africa and Latin America. In Asia, the coefficiestnot statistically significant. The

coefficient for social security spending in all i@t is statistically insignificant.

Similar to social security, transportation and camiation expenditures did not

have a positive and statistically significant impaa economic growth. Defense

expenditure had a very strong negative impact @am@wnic growth in Africa and

Latin America. Finally, structural adjustment pragys increased GDP growth in Asia

and Latin America but not in Africa.

Njong (2010) shows that probability of being po@ckases when education level

increases. The author conducts the regression ntodahalyze the relationship
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between education level and poverty in Cameroo. dirpose of this study is to

evaluate the impact of different levels of schoglon poverty in Cameroon. The

inter-relationship between education and poverty lba understood in two ways.

Firstly, investment in education increases thelsk#nd productivity of poor

households. It enhances the wage level as wellhasoverall welfare of the

population. Secondly, poverty may constitute a majonstraint to educational

attainment.

Duggal (2007) asserts that how healthcare is fiedne critical to healthcare system

and poverty within society. He seeks to show toisctusion by capturing what has

already happened in India. He found India’s healtbsystem is mostly privatized. In

addition, more than 80% of health expenditure comésof pocket, while 15% is

covered by public finance. He believes that coestivhich have universal or near

universal access to healthcare would have low I®fepoverty and equity in

healthcare because the system decreases the teralttost.

Sumarto et.al (2004) examines the impact of gover@aractices in Indonesia on

poverty reduction. They employ bivariate and maitiste analysis to determine the

relationship between the decrease in the numbeoaf people at district/city level

and bureaucratic culture. They reveal that thera ear indication that good
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governance affects districts’ performance on pgveatiuction. The districts which

have less bureaucratic culture reduced poverty .89 3n average, while those

districts with a very conducive one reduced povbstyaround 15%.

Justino (2007) believes that there is two-way ciétydaetween conflict and poverty.

On the one hand, conflict would positively affecivprty and on the other hand

poverty is one reason why a conflict exists. Bglgzring and comparing studies of

many scholars, he delivers a message that priagtimvestment in education and

health may signal government’'s commitment to pdaceeeping the population

content. Furthermore, increases in equal opporésninh the access of excluded

groups to education may decrease social tensions.

Khan et.al (2009) illustrated in their study théatienship between environment,

population, and poverty as follows:

1. The causal relationship between poverty and enmisorial works in both

directions. That is, an increase in poverty may aotpnegatively on the

environment and the deterioration in the naturairenment leads to increased

poor people.

2. The linkages between poverty and the environmeanafork through changes in

GDP, population, etc. The relations are only pastigerstood. There is a lack of
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understanding of the role of institutions in meiigtthe linkages.

3. Human development, however, highlights on socioreooc and environmental

attributes. For example, better health improvesetgiion of life, urbanization,

per capita income, and demand for ground waternTaeest degradation may

take place, solid wastes may increase and so @iollowing responses are more

important regarding this issue, such as provisiobetter health care, improved

educational facility, income earns opportunitiespnitoring pollution and

hazardous environmental commissions and efflueagsilating ground and other

water resources, and so on.

The last generation of scholarship on the poveutyuce relationship was primarily

identified, for better or worse, with the “cultuoé poverty” model of Lewis (1966)

and the report on the Negro Family by Moynihan B)96ewis argued that sustained

poverty generated a set of cultural attitudeselfglivalues, and practices, and that this

culture of poverty would tend to perpetuate itseler time, even if the structural

conditions that originally gave rise to it weredisange. Moynihan argued that the

black family was caught in a tangle of pathologgttresulted from the cumulative

effects of slavery and the subsequent structuralenpy that characterized the

experience of many African Americans.
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Jamieson, W et al study (2004) showed some indieadated to pro-poor tourism

program with poverty reduction. They show that pom+ tourism program intervenes

with poverty at economic, social, environment, atgltor aspects. Among those

aspects, the tourism would affect poor people iwnemic aspect in the following

ways: increase of employment, business creatioh asosendor, goods and service

production, and improvement of transportation, awwmdation, and service

facilities.

Winters et al (2004) examines relationship betwieade liberalization and poverty.

By accumulating and analyzing theories and previtusglies related to this issue,

they found that the evidence demonstrates no siggheral conclusion about the

relationship between trade liberalization and ptywalthough many theories support

a strong and positive relationship. However, thayotude that there are many causes

for optimism that trade liberalization will conttite positively to poverty reduction,

the ultimate outcome depends on many factors, deduits starting point, the precise

trade reform measures undertaken, who the poor amd, how they sustain

themselves.
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Table 2.1: The Matrix of Prior Researches Geneedhftonship between
Government Expenditure and Poverty

No

Research Title

Objective

Conclusion

Fan, et. Al (2008), Does Alloaction of
Public Spending Matter in Poverty
Reduction? Evidence from Thailand

To analyze the marginal returns of differ

fie public investments reduce poverty and incragseultural

types of Thailand government expendituferoduction at the same time. However, there abtez

on agricultural growth and rural poverty
reduction

differences in production gains and poverty redunstiamong
various expenditure items and across regions

Fan, Marit (2007), The Effect of Local
Government Spending on Poverty in
Norway

To analyze the impact of local governme
spending on poverty

fithe addition of public services in the income déibn has a
great impact on the result of a poverty analysis

To Hope: The Challenge of Promoting
Poverty Reduction

poverty

Krueger, Anne O (2009), “From Despgio analyze how the economic growth affEconomic growth is a main policy to reduce povestfocusing

on pro growth policy (education, health care, armigion of
means for increasing productivity)

Balisacan, Arsenio M., et.al (2002),
“Revisiting Growth And Poverty
Reduction In Indonesia; What Do
Subnational Data Show?"

To find an appropriate approach to
socioeconomic disparities requires a cle
understanding of policy and institutional
factors that account for differences in the
evolution of growth and poverty in the
various districts of Indonesia.

Astrong positive correlation between district-leaeerage
expenditure and average welfare of the poor (thiio20
percent of the population based on ranking by ppita
expenditure). Variables indicate strong correlatireduce
poverty are; education (mix), price incentive, tealhgy access
human capital.

Quoted by Siregar (2006). Impact
Economic Growth on The Reduction
Poor People.

Siregar, Hermanto & Wahyuniarti, Do find relationship between growth and

ofher variables and poverty in Inconesia
of

Economic growth was a main factor affected povénaddition
population growth, inflation, and crisis are vategtwhich affec
positively to poverty.
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Table 2.2 The Matrix of Prior Researches
Relationship between Particular Allocations of Goweent Expenditure and

Poverty

No

Research Title

Objective

Conclusion

Wilhem, Vera & Fiestas, Ignacio. (200,
Exploring the Link Between Public
Spending and Poverty Reduction:
Lessons from the 90s

To find relationship between governemnt
expenditure and poverty by analyzing 9
OPPG countries.

Allocation of government budget is a key instrurrfent
government to promote economic development ancceedu
absolute poverty.

Fan, Shenggen and Neetha Rao. (2

(@®) monitor trends in the levels and

Public Spending In Developing Coutripsomposition of government expenditures}

Trends, Determination, and Impact.

various expenditures to production gro
and poverty reduction by analyzing 43
developing countries (Asia, Africa,
America)

and to analyze the relative contribution wjfagriculture, coefficients are positive and staéty significant i

The labor and capital coefficients are positive statistically
significant for all regions. Government expendituoa

[Africa and Asia. Education expenditure, the cofits are
positive and statistically significant only in Asiehe coefficient
for health expenditures is positive and statistjcsignificant in
Africa and Latin America.

Njong, Aloysius Mom. (2010).The
Effects of Educational Attainment On
Poverty Reduction in Cameroon

To evaluate the impact of different levels
schooling on poverty in Cameroon

e probability of being poor decrease when edandéivel
increases

Duggal, Ravi. (2007). Poverty and
Health: Critically of Public Spending

To asserts that how healthcare is financg
critical to healthcare system and poverty|
within society

@ untries which have universal or near universeéssto
healthcare would have low level of poverty and gojni
healthcare because the the system decreases iy loeat

Sumarto, Sudarno, Asep Suryahadi, A
Arifianto.  (2004). Governance
Poverty Reduction: Evidence from Ne!
Decentralized Indonesia.

[Bx examines the impact of governance

aJ'Au;/actices in Indonesia on poverty reducti

considering Blaxall and Eid's studies
2000.

There is a clear indication that good governanfeeisfdistricts’
fperformance on poverty reduction. The districtsohtiave less
itonducive bureaucratic culture reduced less poverty

Justino, Patricia. (2007). On The Lin
Between Violent Conflict and Househ
Poverty: How Much Do We Real
Know?

i proposes a conceptual framework ab)
[glationship between violent conflict and
jiousehold poverty

PLitere is two-way causality between conflict andgsti On the
one hand, conflict would positively affect poveatyd on the
other hand poverty is one reason why a conflicitexi

Khan, Himayatullah, Ehs:

o find how environment, population, an

Population, Environment, and Povert
Pakistan:  Linkage

Evidence.

and  Empiri

in
a

Inamullah,and Khadija Shams. (ZOT))verty work interlinkage in Pakistan

fiThe causal relationship between poverty and enviemal
works in both directions. 2. The linkages betweevepty and
the environment often work through changes in GRWulation
etc.

Lewis, Oscar. Quoted by Small, Marig
Luis et al. (1966). La Vida: A Puerto
Rican Family in the Culture of Poverty|
San Juan and New York

To identified culture as a determinant of
poverty

A sustained poverty generated a set of culturilidits, beliefs,
values, and practices, and that this culture obptgwvould tend
to perpetuate itself over time, even if the streadteonditions
that originally gave rise to it were to change

Jamieson, Walter, Harold Goodwin an
Christopher Edmunds. (2004).
Contribution of Tourism to Poverty
Alleviation. Pro-Poor Tourism and the
Challenge of Measuring Impacts

0 indicate some indicators relate to pro
poor tourism program with poverty
reduction

The tourism would affect poor people in economizegsin the
following ways: increase of employment, businessiton such
as vendor, goods and service production, and inepnent of
transportation, accommodation, and service faegliti

10

Winters, L. Alan, et al (2004). Trade

To examine relationship between trade

Liberalization and Poverty: The Evider liberalization and poverty

So Far.

Although no simple general conclusion about thatihship
between trade liberalization and poverty, they katethat ther
are many causes for optimism that trade liberadimatill
contribute positively to poverty reduction

h
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CHAPTER 3

RESEARCH METHODOLOGY

This research undertakes a quantitative approachbgerving the relationship
between government expenditure and poverty raténdionesia. Punch (2005)
states that quantitative research is typically aled at theory verification and
related to numerical data. Besides analyzing nwakdata, this study confirms
the previous studies on budget allocation in adleng poverty rate with
Indonesian’s government expenditure and povertylitiom.

3.1 DatacCollection

Both quantitative and qualitative secondary data atilized in this study.
According to Panneerselvam (2006) secondary datates collected from sources
which have already been created for the purposestitime use and future uses.
This study gathers quantitative data in form of gxoyw rate, amount of budget
spent by government (total and sectoral), populatemd economic growth. In
addition, | also collected data of poverty line,employment, inflation, and
exchange rate to support the analysis. On the dihad, the qualitative data
consists of government regulation, journal, andkivgy paper.

The quantitative data, primarily were used to deped regression model and to
support the sequence analysis. The qualitative, @ath as journal and working
paper were utilized to generate literature reviemalytical framework, model
construction and to enhance analysis. In additib@,government regulation and

policy were used to provide comprehensive enviratmeghere the poverty

32



alleviation program works in term of government getdallocated.

The data were collected from many sources; the majaf data are from National
Planning Board, World Bank, National Team for Poyéleviation Acceleration,
Central Bureau Statistic, Ministry of Finance, bsofiublications, and internet. By
visiting the official website of those institutignscollected the data needed for
this study. For example, the National Planning HBoawebsite is
http://www.bappenas.go.id and National Team for d?tyv Alleviation
Acceleration is http://www.tnp2k.wapresri.go.id. &ddition, this research also
exploited APU portal’'s online database to colleatadsuch as from EBSCO Host
and JSTOR.

The government expenditures from 1976 to 2009 \weceimulated from National
Planning Board website. Those data were obtaireed &nnual Budget Law which
presents realization of government expenditure (RHB. The poverty rates
(Head Count Index) with similar period were colegttfrom two sources, World
Bank (2006) and National Team for Poverty AllewoatiAcceleration website
because neither of them provide complete data 3éis. remaining data were
collected from various resources, including GDP population from Budget Law,
inflation and unemployment from Central Bureau iStats, and inflation from
Central Bank of Indonesia.

To collect qualitative data from journal and wokipaper, | used keywords such as
poverty, government expenditure, spending, allocatand relationship, when |
was searching the internet or APU portal’'s onliagadase. Specially while using
the google search engine, | utilized google boo#t google scholar in order to

narrow searching process. In addition, the keywaitsls embrace words related to
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specific budget sectors, as follows education,thettbding, defense, bureaucracy,

decentralization, etc.

3.2  DataProcessing

This paper carried out time series regression aisalyy utilizing ordinary least

squaremethod in order to see the relationship betweerguaent expenditure and

poverty rate in Indonesia. According to Mason (1)9%8&gression analysis is a

technique in developing linear equation to make rediption. The data were

processed with statistic processing software Statsion 10.0. The data processing

was conducted as the following:

1. Variable Definition

After collecting the secondary data, the subsegsteptis determining and defining
variables. To estimate regression analysis, theréwa major variables utilized in
constructing the model, (1) poverty rate and (2yegoment expenditure. The
poverty rate variable constitutes to Head Counexncegarding national poverty
line. The government expenditure is defined asramual growth of realization of

government expenditure. The value was derived faodivision of net additional

budget over budget in previous year.

This study employed growth of budget for the foliogvreasons. The first is that
the growth of budget provides a more real pictuseud what Barro (1990) and
Fan and Rao (2003) meant by “it is not a mattdotsl size but the composition”.

The growth of expenditure, in my opinion, will elimate the bias in trend of
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government expenditure. Because the trend commoatgases, utilizing the real
amount of budget will not provide the real meanghe increase of expenditure.
Therefore, it is better if growth of budget is ugedshow how the government

plans its activity, especially to reduce poverty.

Secondly, the real amount of budget statisticalg wot stationery. Therefore it was

very important to transform it into an approprigteiable. After some trials, it was

decided to use growth of budget rather than theameunt of budget as a proxy

variable. However, the government budget transféonastill remained a research

problem since it caused the relationship betwe@emditure and poverty to become

positive.

In term of the cut off to differentiate before aafer the budget reform, this study

defines 1976 to 1996 data as before the budgetmefbhe data between 2005 and

2009 constitutes the after reform data. This pdpes not use data between 1997 and

2004 since there are many disturbing factors astatiwith this analysis, such as

financial crisis, hyperinflation, and unstable eaomc condition that might lead the

analysis into bias.

2. Data Testing

Before estimating the regression, the data willdsted to make sure that the data is

valid and reliable for the next analysis. There tare major tests, unusual data test

35



and unit root test. The unusual data test is adedetect whether there is outlier and
leverage data. On the other hand a unit root $eattest to detect whether there is

non-stationery variable or not.

According to Agresti and Finlay (2007) aatlier is an observation with large
residual. In other words, it is an observation vehdgpendent-variable value is
unusual given its values on the predictor varialA@soutlier may indicate a sample
peculiarity or may indicate a data entry error threo problem. On the other hand
leverage is an observation with an extreme value on a ptedvariable, called a

point with high leverage. Leverage is a measuteowf far an independent variable
deviates from its mean. These leverage points aaa an effect on the estimate of
regression coefficients. To identify the outligney suggest giving attention on
residuals that exceed +2.5 or -2.5. On the othedlia detect whether there is
leverage or not, | determine minimum point by folatimg (2k+2)/n wherek is

the number of predictors amds the number of observations.

Ganger and Newbold (1974) suggested that in theepoe of non-stationary
variables, there might be a spurious regressiogpusious regression usually has a
high R and t-statistics that appear to be significantthetresults are without any
economic meaning. The paper conducts AugmentedeRi€killer (ADF) unit root
test in order to know the characteristic of obsdmata whether the data is stationer or

not.
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Following the unit root test, this study employgee of integration test if the result

of unit root test shows the data was not statioaatgvel 0. The non-stationary data

will be differentiated in the particular level unaill of variables are stationary. The

variable is stationary at first difference if ADEst value is lower than McKinnon

critical value in the first difference.

3.3  Hypothesis

Based on the analytical framework and previousisfjdhis study defines the

hypothesis as the following:

a. Government expenditure has a negative relationsiitip poverty rate. This
hypothesis is derived by considering studies byhéf and Fiesta (2005) and
Fan et al (2004 and 2008).

b. Relationship in term of allocation of governmenpemditure
Either sector-based or function-based governmepérditure has a negative
relationship with poverty rate. The commonly aceeptationale behind the
hypothesis is that the purpose of government imd&ipg money is to promote
economic and social development, thus finally redoaverty rate. In addition,
it is also supported by previous studies which stigate either relationship or
impact of specific sector with poverty rate as fbkowing: Jamieson et al
(2004), Fan et al (2004 and 2008), Njong (2010)gdza (2007), Sumarto et al
(2004), Justino (2007), Khan et al (2009), Lewi86@), and Winters (2004).

In regard with estimated regression analysis, wed=fine the hypothesis as the
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following:
Ho: there is no negative relationship between gawent expenditure and poverty
rate

(Ho: Bn>0)
Ha: there is a negative relationship between gawent expenditure (total or
sector-based) and poverty rate.

(Hapn< 0)

34  Mode Construction

The model is constructed by considering two reaséimstly, it follows the
conceptual framework. According to Wilhem and Fass{2005), the government
expenditure has a negative indirect relationship woverty rate reduction (Figure
1.1). In addition government expenditure works tbge with other variables
(growth, population, inflation, etc) in affectingoyerty rate. Secondly, it is
inspired from Fan’s model (2004 and 2008) whichsuderivatives of types of
government spending to calculate marginal returterm of poverty reduction.
Fan's model is a multistage model where povertyucadn is a function of
accumulation of output as an effect of governmegrgnging and other related
factors.

Related to model specification on government exjperedand poverty reduction,

Fan (2008) constructed his model as the following:
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dP/ARDS = (dP/dLPYJLP/dRDS)
+ (dP/INFE ) dNFEIJLP)dLP/dRDS)
+ (0P/JAWAGE Y dAWAGE/dLPY dLP/ARDS)
+ (dPIONAWAGE W NAWAGEQLPY o LP/9RDS))
+ (dPIOURBANPY dURBANP/OLPYALP/ARDS)
+ (DPITTYITT/LP)ILPIARDS);

dP/dRLITE = (dP/0LP)dLP/ORLITE)
+ (dP/ONFE )(dNFE/OLP)dLP/ORLITE)
+ (dP/JAWAGE (0 AWAGE/JLP)JLP/ARLITE)
+ (dPIONAWAGE Y(dNAWAGE/OLP)dLP/dRLITE )
+ (PIJURBANP)Y dURBANP/JLP) dLP/ORLITE)
+ (dP/ITTNITT/OLP)OLPIALITE)
+ (QPIONFE ) ANFE/QRLITE)
+ (OPIJAWAGE Y dAWAGE/ORLITE)
+ (OP/ONAWAGE Y(ONAWAGE/JRLITE )
+ (dP/OURBANP)(0URBANP/IRLITE).

Those two equations above measured impact of paépital on poverty. The first
eguation measured impact of public capital in rdelelopment sector on poverty
reduction and the latter equation measured impfapublic capital in increasing
literacy rate on poverty reduction.

However, this research simplifies the model by alyerelating poverty rate and
government expenditure without considering the aute of each government
expenditure, such as literacy rate, growth of adgucal product, length of road,
urbanization, nonfarm economic, and etc. Regardiésther related variables and
its indirect relationship, | believe that it is ctherable to define poverty rate as a
function of government expenditure since the gowemt expenditure has an
indirect relationship with poverty rate reductioim addition, this study still
considers other poverty reduction determinants,hsas GDP, inflation,
unemployment, and population to minimize a biadya

To estimate the relationship between overall gavemt expenditure and poverty
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rate, it is necessary to put those variables intmaalel (regression equation).
According to Algifari (2000) a regression equatigna mathematics formula to
expose a relationship between one or some knowablas and one or some
unknown variables. This research develops the emuas the following:
Where:
P: poverty rate
GOV: government expenditure
The first function shows the overall government engliture in money term
related to poverty rate. In this equation, thisdgtwvill differentiate the data
utilized in analysis into three categories: (1atieinship between all time series
government expenditure and poverty rate (2) relahgp between government
expenditure before budget reform and poverty ranel, (3) relationship between
government expenditure after budget reform and gpvate.
In order to obtain the relationship between buddassification of government
expenditure and poverty rate, this paper definesribdel as the following:
P = f(IND,AGRI,IRR,LB,TRF,TRD,MIN,TOUR,LD,ENV,EDU,®/,
HEAL,HOU,REL, TECH,LAW,GA,FA,SD) ...ciiiiiiiiiiiieaes (2)
Where: Industry (IND), agricultural (AGRI), irrigan (IRRI), LB (Labor),
trading, finance, business (TRF), transportatioRD), mining (MIN),
local development (LD), environment (ENV), educati(EDU), civil &
family (CIV), health and social (HEAL), housing (K religion (REL),
technology (TECH), law (LAW), government apparat{@A), foreign

affair (FA), and security & defense (SD).
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P = f(GS,DEF,PS,ECO,ENV,HOU,FACI,HEAL, TOUR,RELI,SOC.. (3)
Where: general service (GS), defense (DEF), puBkcurity (PS),
economic (ECO), environment (ENV), housing (HOUyblic facility
(FACI), health (HEAL), tourism (TOUR), religion (REB, and social
security (SOCI).
The second function explains the relationship betwédudget sector-based
classification before budget reform and povertg.ré&egarding some duplication,
20 sectors will be re-classified into smaller nunsbm order to obtain a better
analysis.
The third function explains the relationship betwedudget functional
classification after budget reform and poverty rdte order to obtain a better
comparison, the sector-based budgets are reckbsib functional budgets
following the rule based on Law of Financial Managat Reform.
To produce the best possible estimation, this palserseeks to develop long term
effect and lag effect of variables. Thus, | alsa aphadratic variables, such as
education, religion, technology, and environmensée the long term effect of
those variables to poverty rate. In order to obthebest possible estimate of the
effect of indirect investment, such as governmemieaditure in physical facility,
irrigation, and housing, this paper also coverditaghose variables.
After constructing the model, the next step is mafi the equation. The most
important thing in this step is determining thens{g and -) of each independent
variable. The sign is determined from previous tiiewesearch, or logical
assumption. Since all sector-based or functiondbgseernment expenditures are

dedicated to support economic development and dacee poverty reduction, |
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determine a negative sign for the coefficient.
The complete equation model for regression analgsis be drawn as the
following:

P=a-BLGOV t [ ottt e 4)

P = a -B1IND - B2AGRI - B3IRR(-1) - BALB - B5TRF -B6TRD - B7MIN -

BSTOUR —BILD - B1OENV - B11EDU $12CIV —B13HEAL —B14HOU(-1)

— BP15REL —B16TECH —B17LAW — B18GA —B19FA - p20SD -PLOENV -

BLLEDU*- PISREL? —BLBTECH "I .oiiieeie oo (5)

P = a $1GS —p2DEF —p3PS —B4ECO —p5ENV —p6HOU(-1) —B7FACI(-1)

— BS8HEAL — B9TOUR - B1ORELI - p11SOCI - B5ENV? - BSRELF *

(6)

3.5 Diagnostic Testing
According to Gujarati (2004) a good model of OLyression meets some
econometrics assumptions, such as linearity oabéas, the residuals are normally
distributed, there is no multicollinearity amongriadles, there is no correlation
among independent variables, and the disturbanmeesoastant. This test aims to
determine whether the model fits to econometrigderia in order to generate an
unbiased linear model. Finally the result will eatl a good conclusion and

interpretation.

a. Linearity test
When we do linear regression, we assume that tlagiareship between the

response variable and the predictors is linears ®hthe assumption of linearity.
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According to Agresti and Finlay (2007), if this asgption is violated, the linear

regression will try to fit a straight line to ddkeat does not follow a straight line. A

linearity problem usually exists when the predict@riable is not normally

distributed. Therefore to detect and transform a-marmally variable, Tukey

(1977) introduced a subset of the ladder of powertransform variable into a

normally distributed variable. The other way alstvaduced by Hamilton (1992),

suggested drawing a graphic “acprplot” to detectlinearity. The graph shows

the augmented component plus residual againstatiegar examined variable.

When the result departs away from the linear lihendicates a nonlinearity

problem. He also introduced a log transformatiofixéhe linearity problem.

b. Normality test

One of the assumptions of classical normal linegrassion model is that the

residual has to be normally distributed. AccordiogAgresti and Finlay (2007),

although normality is not required in order to abtanbiased estimates of the

regression coefficients, for valid hypothesis tagtithe normality assumption

assures that the p-values for the t-tests andtfwiktde valid.

This paper uses the Shapiro WilkW test of normaiitgrder to find out whether the

residual is normally distributed or not. If thevalueis statistically not significant, we
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do not reject the normality assumption. Therefdre tesidual of the estimated

regression is normally distributed.

c. Omitted Variable
A model specification error can occur when one orenrelevant variables are
omitted from the model or one or more irrelevantiatales are included in the
model. If relevant variables are omitted from thedel, the common variance
they share with included variables may be wrongfisauted to those variables,
and the error term is inflated. On the other hahdirelevant variables are
included in the model, the common variance theyeskath included variables
may be wrongly attributed to them. Model specifmaterrors can substantially
affect the estimate of regression coefficients.

There are a couple of methods to detect specificairors. The linktest command

performs a model specification link test for singbpuation models. The linktest is

based on the idea that if a regression is progégified, one should not be able to

find any additional independent variables thatsgaificant except by chance. The

linktest creates two new variables, the variablpretliction,_hat and the variable of

squared prediction,hatsq The model is then re-fit using these two variabdes

predictors. The hatshould be significant since it is the predictetligaOn the other
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hand, hatsgshould not, because if our model is specified exily, the squared

predictions should not have much explanatory powkEnat is we would

not expect hatsqto be a significant predictor if our model is Sfied correctly. So

we will be looking at the p-value fohatsq

The ovtest command performs another test of reigressodel specification.

The ovtest command indicates that there are omittedables. It performs a

regression specification error test (RESET) for ttedi variables. The idea

behind ovtest is very similar to linktest. It alspeates new variables based on the

predictors and refits the model using those nevatsls to see if any of them would

be significant.

d. Multicollinearity test

The other assumption of classical normal lineareggjon model is that there is

no linear relationship among the independent viagalAccording to Agresti and

Finlay (2007), when there is a perfect linear refeghip among the predictors, the

estimates for a regression model cannot be uniqoemputed. The primary

concern is that as the degree of multicollinearitreases, the regression model

estimates of the coefficients become unstable ardstandard errors for the

coefficients can get wildly inflated.

45



According to Gujarati (2004), the statistical camsences will arise when

multicollinearity problems occur, as the following:

1. Although BLUE, the OLS estimators have large vazemand covariances

making precise estimation difficult.

2. Because of consequence 1, the confidence intaeradso be much wider,

leading to the acceptance of the “zero null hypsiie(i.e., the true

population coefficient is zero) more readily.

3. Also because of consequence 1, thatio of one or more coefficients

tends to be statistically insignificant.

4. Although thet ratio of one or more coefficients is statisticafigignificant,

R2, the overall measure of goodness of fit, candyg kigh.

5. The OLS estimators and their standard errors casebsitive to small

changes in the data.

In order to detect the multicollinearity problerhjst paper uses Variance Inflation

Factor (VIF) as an indicator whether the problenstexi or not. As a rule of thumb, a

variable whose VIF values are greater than 10 mayitnfurther investigation.

Tolerance, defined as 1/VIF, is used by many rebeas to check on the degree of

multicollinearity. A tolerance value lower than Qi4¢ comparable to a VIF of 10. It
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means that the variable could be considered asearlicombination of other

independent variables.

According to Gujarati (2004) a researcher can ey following rules of thumb to
address the problem of multicollinearity, however success depends on the severity
of the multicollinearity problem.

1. A priori information

2. Combining cross-sectional and time series data

3. Dropping a variable(s) and specification bias.

4. Transformation of variables

5. Additional or new data.

6. Reducing multicollinearity in polynomial regressson

7. Employing multivariate statistical techniques sashfactor analysis and

principal components or techniques such as ridgeesssion.

e. Auto Correlation test
The time series data of economics is usually tereat by a serial correlation. The
consequences of serial correlation is that variahtiee parameter is no longer the
smallest, so it will make standard error becomegeland the estimation is not
BLUE (Best Linear Unbiased Estima)anymore.

This paper utilizes Durbin Watson (DB) to detectoaorrelation problem. The

autocorrelation does not exist if the DB is 2, othise there is autocorrelation

problem. To correct autocorrelation problem, thisdg employs Prais Winston
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regression with specifying the Cochran Orcutt aptidccording to Stata description,

this command is used to correct for first-orderiadlgrcorrelated residuals by

transforming the regression estimator. The CocRramutt option is used to estimate

the equation. With this option, the Prais Winstoansformation of the first

observation is not performed and the first obs@mwais dropped when estimating

the transformed equation.

f. Heteroscedasticity test

Another important assumption of the classical linegression model is that the

variance of each disturbance at conditional on thesen values of the

explanatory is some constant number equals.

The consequence of heteroscedasticity is that #mance of parameter is not a

minimum, and it leads to inefficiency and the estied regression is not BLUE

anymore. This paper implies Bruce Pagan heterostieita test in order to find out

whether the heteroscedasticity is present or hah application op valueis high, at

a chosen level of significance, we accept the hytlethesis.

3.6  Hypothesis Testing and Interpretation
After model verification, the last steps are td the hypothesis and to interpret the

result of regression model. According to Gujar20d4), there are two common
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hypothesis tests:

(1) ttestis used to test the significance of regressoefficient. The test aims to
understand the effect of each independent vari@bliependent variable.
This test can be written in the following equation:

Ho: B1=P23n=0

Ha: B # 0; B2 3nare constant.
However since this study employed one-sided tguotiyesis, especially negative
direct hypothesis, the construction of hypothegst tcan be defined as the
following:

Ho:B1>0

Ha: B1< 0, B2 3nare constant.

(2) F test is used to test the significance of methmglpl The goal of the test is
to understand the influence of all independentaldeis to the dependent
variable.

Ho: B1=PB23n=0

Ha:B1# P23t 0
The similar formula with t test is used to defingpbthesis in term of negative
one-sided ail hypothesis. The construction of higpsis test can be defined as the
following:

Ho:B12n>0

Ha:B12<0
Before interpreting the regression analysis, weukhaonsider the level of
significance in interpreting the developed hypohesThis paper utilizes

significant level 5%. If thg valueof variables indicates less than 0.05, it means
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we reject Ho and accept Ha.

However to run one-sided t test using Stata, acegrib MacDonald (2006), we
should ensure whether F test (two-sided Wald tea$) 1 numerator degree of
freedom or not. As long as the F test has 1 numedatgree of freedom, the square
root of theF statistic is the absolute value of th&atistic for the one-sided test. To
determine whether thisstatistic is positive or negative, we need to whetee
whether the fitted coefficient is positive or nagat To do this, we can use the
sign function. Then, using thikail function along with the returned results from
thetest command, we can calculate hw&alues for the one-sided tests.

In a simple way, to determine Ho and calculateptiialuein one-sided t test, we can
simply follow this way:

If the sign of coefficient in regression estimatisr{-) negative:

Ho: B1 <= Op-value = 1 — (any valuein regression output /

Ho: B1 >= Op-value = anyp valuein regression output /2
If the sign of coefficient in regression estimatisr{+) positive:

Ho: B1 <= Op-value = anyp valuein regression output /2

Ho: B1 >= Op-value = 1 — (any valuein regression output /2)

Besides the significance level, we should consmlestrength and direction of
relationship. The direction of relationship can ibterpreted by identifying the

sign (+ or -) either result of correlation testomefficient of independent variable
in regression model. The strength of relationskipleétermined by measuring the
result of correlation test, whether it goes tow@uar 1. If the result shows going to
1, it means that the correlation between variablestrong, otherwise if result

shows going to 0, it means that the correlatiombenh variables is weak.
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Figure .1 Flows Chart of Statistical Procedures
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Figure 3.1shows comprehensive prdures carried outin this study. It wa:
started by datadiagnostic and was followed with regression. Aft@oing
regression, we carried out goodness fit of modekifigation which containe
statistics classical assumption to ensure the moa@s free of the statistic
problems (linearity, nonality, heterocedasticity, etc). Aftethe modeiwas fixed,
we summarized and mgpartial correlation test. And the last step wasying out
hypothesis teqstatistical inferenc.

51



CHAPTER 4
FINDINGS

41  Poverty Mapping

For the last three decades Indonesia was not @alelscape the high rate of poverty,
although the Indonesian government has spent afldiudgets to overcome
poverty issue since New Regime era. Economic ¢msiiral disaster, and a sharp
increase in fuel price have been alleged as caninidp to the high rate of people
living under poverty line.

Table 4.1
The Distribution of Poverty in Indonesia (1976 -08)

Vear Poverty line MNumber of poverty (million) Percentage of poverty (%)
Urban Rural Urban Rural Total Urkan Rural Total
1978 4.522 2.840 10,00 44,20 54,20 38,78 40,37 40,08
1020 6.831 4.440 B.50 32,80 42,30 26,04 28,42 28,56
1024 13.731 T.704 B.30 25,70 35,00 23,14 21.18 21.684
1987 17.381 10204 B.70 20,30 30.00 20,14 16,14 17.42
1890 20.6814 13.204 B.40 17.80 27.20 18,75 14,33 15.08
1098 38.044 27415 T.20 16,30 22,80 8,71 12,30 11,34
1098 oF.050 72.780 17,80 31,80 45,50 21,80 25,70 24,70
2000 91.832 73.648 12,31 26.43 38.74 14,60 2238 19,14
2001 100.011 80.382 B.80 28,30 37.10 8,76 24 95 18.41
2002 130,405 96.512 13,32 25,08 38.40 14,46 21,10 18.20
2003 138.803 105.528 12,26 25.08 3734 13.57 20,23 17.42
2004 143.455 108725 11,37 24.78 38,20 12,13 20,1 16,68
2005 150.799 117258 1240 22,70 35.10 11,37 18.51 15,87
20086 175.324 131256 14,28 24.76 38.05 13,36 21,80 17.75

Source: Swastika and Suprayitna (2008)
According to Table 4.1 between 1976 and 2006, duple who live under poverty
line declined both in number and in percentage. él@f when we set apart the
period between 1976 and 1996 as “before budgetm&f@nd the period between
2004 and 2006 as “after budget reform”, the talblews different movements.

Before budget reform, the poverty rate decreasedosh The number of people
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living under poverty line diminished more than dfh&om 54 million to 22
million people. As a percentage, it changed 75%mfAd0% to 11%. After budget
reform, the performance was not as good as befodgdi reform. Recorded,
between 2004 and 2006, number of poor people isetkalightly from 36 to 39
million (16% to 17%).

In term of location, the numbers of poor people wWive in rural areas were
greater both in number and in percentage compaitsthose living in urban
areas. However, the significant decrease also cetuin rural areas. Statistically,
in 1976 the number of poor people who lived in rar@as was about 44 million.
It was 4 times compared with people who lived ibaur areas, who were only 10
million. At the end of 2006, while the rural pooeqple decreased to 24 million,
the urban poor people moved to different directiprto 14 million.

However in term of percentage, urban areas enjaoyede poverty reduction
compared with rural areas. In 1976, 38% of peogie lived in urban areas were
poor. But then it reached 13%, or almost 2/3 ofrel@sed, in 2006. Rural areas
still enjoyed a half reduction in poor people beawd 976 and 2006, from 40% to
20%.

Prior to budget reform, both urban and rural aergsyed a sharp decrease in term
of percentage. However, after budget reform bottheim had to face an increase
in both number and percentage of people who livdeupoverty line.

According to Hendrayana and Darmawan (1995) angaineand Romdiati (2000),
the success in reducing poverty was contributeda byjassive development of
agricultural based and non-agricultural based itrékss construction, finance, and

services during the era 1970s until 1990s. Althailhgise developments were done
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by using foreign debts, however, they have creatéat of job opportunities. The
social, economic, and political stabilities as wetl high potential of domestic

market have encouraged many domestic and foreigesiars to invest in

Indonesia.
Table 4-2
The Number of Poverty by Type of Job in Indone&@00 — 2004)
Type ofjob Mumber of poverty (000 persons and %)

2000 2001 2002 2003 2004
Jobless 3.500,53 2,348,988 3.072,03 3.061,80 3.0687,70
(%) 9,28 6,33 8,61 8,20 5,48
Agriculture 20.108,85 23.374.81 20.604,50 22 250,860 21.285,50
(%) 51,73 62,98 57,75 59,50 58,83
Industry 5.380,01 4.401,08 4.470,50 2.147,00 2102480
(%) 13,84 11,26 12,53 575 5,60
Services 8.784,31 G.883,81 7.571.37 B.87E6,20 B.788,80
(%) 25,17 18,82 21,22 28,45 27.08
Total 37.256,80 3710844 35.680,50 37.330.40 36.146,80

(%) 100 100 100 100 100

Snures CAS 2003 25|

As mentioned earlier, the poor who are mostly iralrareas highly depend upon
agricultural sector. Most of them are either damggiculture in a small land size or
doing a job as off-farm labor. Their incomes areeagally low. The dependency of
the poor upon agricultural sector is shown by tigg Iproportion of the poor who
work in agricultural sector. During the period @ — 2004, most of the poor
(52% in 2000 and 59% in 2004) were working in agtigral sector, as shown in
Table 4-2.

The poor working in industrial sector declined fra4% in 2000 to less than 6%
in 2004. In absolute numbers, they declined fromrgillion in 2000 to about 2
million people in 2004. This decline was mainlyriatited to two factors
according to Swastika and Suprayitna (2008), namn{é&lysubstantial contraction
of industrial sector, so that, its ability to alds¢abor also drastically declined; and

(2) the quality of human resource declined, duénsbility of people to pursue
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higher education and skill training that was neellgdhe industrial sector. The
poor working in services slightly increased fron®2t 2000 to 27% in 2004.
Table 4.2 also shows the presence of transformati@b opportunity for the poor.
There was a decrease in industrial sector, whilmemease in agricultural sector. It
could be that the poor who lost their job in inda$tsector moved to agricultural
sector. Therefore, agricultural sector has moreléns to absorb the job-less labor
from other sectors. In order to improve its capad absorb more labor,
agricultural development should be given a higlnt.

Human Development Index (HDI) is also an indicatbrpoverty measurement
that shows an achievement of human development. islDheasured in three
dimensions, namely: (1) life expectation at bi(@); level of formal education and
literacy; (3) standard of living, represented bye@xditure for consumption per
capita per month. In contrast, Human Poverty In(t¢Rl) measures a failure of

development in the same time dimension with HDI.

Table 4.3
Human Development Index in Indonesia (1999 — 2004)

Powverty Indicator 16894 2002 2004 Trend
Life expectation (years) 8620 6620 G7.60 0.42
Literacy rate (%) 8840 88.55 20.40 045
Level of education (years) 670 T.10 7.20 1.45
Consumption/capita (Rp D0Qyear) 578.80 581.20 G§14.10 1.18
Human Development Index (HDI) B4.30 B5.83 G8.70 1.33

Source: CAS, 2003.

Table 4.3 shows that life expectancy slightly imsed from 66 years in 1999 to
67.6 years in 2004, or increased by 0.42% per ydaanwhile, the literacy rate
was relatively high; it was 88.4% in 1999 and 90.422004, or it increased by
0.45% per year. The average level of formal edanaticreased 1.45% per year.

Although increased, the level of education of tle®rpwas still low, at the first
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grade of Junior High School.

The per capita expenditure for consumption wagively low. If the rural poverty
line in 1999 was Rp891,260/capita, then the consiompvas about 65% of rural
poverty line, or Rp 578,800/capita. It became wans2004. In general, the HDI

was 64.3 in 1999, slightly increased to 68.7 inLQ# it grew by 1.33% per year.

Table 4.4

Human Poverty Index in Indonesia (1998 — 2002)

Poverty Indicators 1988 2002 2004 Trend
FPeople dead before 40 years old (%) 15.20 15.00 11.20 -4.98
lliteracy rate (%) 11.60 10.50 B.60 -3.10
People not access to clean water (%) 51.80 44.80 23.00 -12.68
Peaple living in >5 kmn from public health service (%) 21.60 23.10 nda 1.88
Children below 5 years with low nutritional status (%) 30.00 25.80 28.00 -1.14
Human Poverty Index (HPI) 25.20 2270 18.50 -5.02

Source: CAS, 2003; UMDP, 2005.

Table 4.4 shows the percentage of people dead ébdidryears declined from
15.2% in 1998 to about 11.2% in 2004. It indicaaasmprovement especially in
health care. The illiteracy rate also declined atite of 3.1% per year during
period of 1998 — 2004, indicating improvement otieation. People not having
access to clean water and children below 5 yedts laiv nutritional status were
also decreasing at rate of 12.68% and 1.14% per sespectively. In general, the
HPI declined by 5.02% per year indicating an imgment in the welfare of the

poor during 1998 — 2004.

4.2  Thelndonesian Government Budget

Development program to realize a just and prosgesmgciety, as outlined in the
Constitution of 1945, has been implemented thrologig-term development, as
stated in Outlines of State Policy (Guidelines)d amedium-term program of

Five-Year Plan. The programs were further elabdratehe annual operating plan of
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the State Budget (APBN). Implementation of theseettgment programs requires
substantial development funds, which among othexscallected through the state
budget revenue and expenditure savings.
To help with its understanding, the government exlgare in this research is
limited to Central Government Expenditure. Thisteecwill be explained in the
following ways:
4.2.1 Government Budget before Budget Management Reform in 2005
This period is signed with budget classificationiat as dual budget classification
format as follows:
a. Fiscal year
The fiscal year for government budget started ofpfil and ended on 31
March until 2000 when it changed to follow a cal@entdase starting on 1
January and ends on 31 December.
b. Budget classification
The budget spending is divided into two categoaksoutine expenditure
and development expenditure. According to Law odoimesia National
Budget, the routine expenditure is allocated toarite a variety of
government operational activities and sustainaldeeldpment, to meet
government obligation, and other government aadwit Functionally, the
budget is allocated into government apparatus &imagn operational and
maintenance financing, debt financing, and subsitgtrategic basic needs.
Furthermore, the routine expenditure is also engaoyo create more
independent development expenditure structure gfir@overnment saving

accumulation.
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The development expenditure describes governménmtiseto realize development
targets as planned in the Five Year Development. Pianeans that all development
programs and indicator targets are expanded indiweelopment projects both
physical and nonphysical and their financing. Thpeaditure is used primarily to
support economic growth and economic equity, andemgourage community
economic activity. The expenditure is dedicatedb&sic facilities development,
poverty alleviation, and human resources developmErerefore, the community
economic activities, such as trade, investment, @hdr activities can support job
creation and accelerate economic growth. This edipae is in the form of local
development assistance, Presidential Instructiogrpm, etc.
c. Organization classification

This character means that the expenditure is dafdcto the government

institutions which utilize and are responsible fmrdget utilization. The

numbers of institutions depend on the number ofisttinand other national

institution which are stipulated and establishedha beginning of fiscal

year.
During this period, the administration and accobitityg of government institutions
are not attached explicitly in the budget law ratihan in the lower level regulation,
such as Presidential Decree.

d. Sector allocation

The spending classification experiences severaliffnation during period

fiscal year 1969/1970 to 2004. The chronologicasedtor allocation can be

described at Table 4.5

Table 4.5 shows distribution of sector-based gawemt expenditure through the
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Six Development Plan. The classification of goveenm expenditure was a
reflection of the government policy and strategyorder to aim for its objectives.
From time to time, the number of sectors includethe budget has changed. In the
first Plan, there were 16 sectors included in thelget. In this period, some
government expenditures were joined into a bigsdiaation. The expenditure
irrigation was included in agricultural sector, ahé internal affair expenditure was

included in government apparatus sector, for ircgan

Table 4.5
Government Expenditure by Sector (Prior to BudgefoRn)
5 Yearly Plan | — VI (Pelita I-VI)

No|Sectors
5Yearly | 5Yearly Plsa\r:z?rc:); 5Yearly
Plan 1st | Plan 2nd Plan 6th
5th
1 |[Industry | | | |

2 |Agriculture, Marine, and Forestry I | | |

w

Irrigation X X X I
Labor | | I |
5 [Trading, Finance, Nationjal X | | |
Economic Development, and

Cooperatio
6 | Transportation, meteorology, gnd | I | |

geophysice
7 |Mining and energy | | | I
8 | Tourism, telecommunication, ahd X | | |

informatior
9 [Local development I | | |

10| Environment and natural resoufce X X | |

N

11| Education, cultural, youth, aphd | | | |
spor
12| Civil and Family X | | |

13| Social welfare, health, and | | | |

women empowerme
14| Housing | | | |

15] Religion | | | |
16| Knowledge and Technology X I | I
17| Law | I | I
18| Government apparatus | | | |
19| Internal and foreign affair X X X |
20| Security and defer | | | |

Source: Indonesian Budget Law (1970 — 2004) llulhe X: Exclude
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When the problems rose dramatically in the follayiperiods, the government
expanded the classification in order to providetipalar attention for the special
issues. For example, the environment and foreigiairaf expenditures were
introduced in the third Plans to meet with domeatid international interests. Thus,
in the late of Sixth Development Plans, there w2@esector-based government
expenditures included in the budget.

Table 4.6

Summary of Government Expenditures Prior to BudRgform
(5 Yearly Plans | - IV)

Sect 5Yearly | 5Yearly | 5Yearly | 5Yearly
ors
Plan 1st | Plan 2nd | Plan 3rd | Plan 4th

Agriculture 219.t 1558.! 404¢ 6994..
Industry 16.1 353 2429.. 2705.:
Mining 95.¢ 640.4 4582.: 8486."
Transpor 212.¢ 1169.¢ 4013.. 8185.¢
Trade 0 25.t 378.¢ 1477t
Labot 3.2 123.¢ 1649.¢ 1693.¢
Local De\ 189.¢ 100t 2863.: 4698.¢
Religior 3.8 26.¢ 181.: 207.2
Educatiol 77.2 687.¢ 323: 5812.¢
Healtt 25.1 215.1 1028.¢ 1444 ¢
Housing 37.¢ 164.2 649.7 1286.¢
Law 5.t 30.¢ 210.¢ 244.:
Defens 27.¢ 284.¢ 2120.¢ 2523.7
Informatior 9.¢ 65.4 220.¢ 172.7
Technolog 0 137.¢ 56¢ 1296.:
Aparatu: 35.k 212.¢ 964.2 1471 .«
Business De 121.1 779.¢ 175C 1512t
Environmen 0 0 862.¢ 1079.:
Total 1080.4 7479.2| 31753.8] 51293.2

The government’s priority also could be seen framdamount of budget spent every
year. For example, Table 4.6 which shows a summbagovernment expenditures
by sector through 4 periods of 5 Yearly Developnfélans. The Table indicates that
the government gave priority on sectors such aguwdgiral, transportation, and
local government. Through 4 periods, those thretose occupied more than 40%

of all budget in average. However, the trend ofdmidhllocated for those sectors
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decreased from 57% in the first period to less tB8% in the last period. Starting
from the third period, expenditures in educationning, and industry rose to be
more important for the government when the allaratfor those sectors also

increased.

4.2.2 Government Budget after Budget Management Reform in 2004

Changes in the format of government expendituresiggerway in the preparation

of the Budget 2005 in accordance with Law No. 17arY003 on State

Finance. These changes are applied at its corap(lying an integrated budgeting

system (unified budget), by integrating the routinelget and development budget

previously separated, and (2) reclassifying thaitiebf government expenditures

by organization, function and type of expenditymeviously by sector and type of

expenditure.

The purpose of changing the format are firstly,iforease transparency and

accountability in the management of government edjperes through (a)

minimization of duplication of work plans and butigg in government

expenditures, and (b) improve the linkages betwaaiput (output) and results

(outcomes) by budgeting organization. Secondlgdjost with a classification that

is used internationally.
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The format of government expenditure is divided ithiree classifications:

a. Type of spending
The spending is allocated into 8 types which ataff,sgoods, capital, debt
installment, subsidize, grant, social assistanoe athers.

b. Function of spending
The spending is allocated into 11 functions andsid functions. The main
functions are: general service, defense, publicurdgc economic,
environmental, housing & public facility, healtlmurism &culture, religion,
education, and social security.

c. Institution of spending
Basically the allocation is determined based on thal government
institutions responsible as budget user. Differiragn the previous format,

the users of budget are included in the FinanctdeNind Law of Budget.

Besides those allocations, the regulation alsadsfiocal government budget into

8 types of spending which are: staff, goods, tiawgl maintenance, capital, profit

sharing, unexpected, and others.

According to Law No. 17 Year 2003, the classifioatiof the government

expenditure was complied with Classification of tRenction of Government

(COFOG) which is stipulated by United Nations.

Table 4.7 shows the classification of function-lsagevernment expenditure used

by the Indonesian government. There are 11 funstamopted by the Indonesian
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government by separating religion function indemamdrom culture function.

Table 4.7

Classification of the Function of Government (COBOG

Functions of Government
Expenditure

Description

General public services

affairs, external affairs; Foreign economic aid;n€mel
services; Basic research; R&D General public sesyi
Public debt transactions; Transfers of a generalaxtter
between different levels of government.

Executive and legislativgans, financial and fiscal

(g}

Defense

Military defense; Civil defense; Foreignlitany aid;
R&D Defense; Defense n.e.c.

Public order and safety

Prisons; R&D Public order and safety; Public orded
safety n.e.c.

Police services; Fire-mtode services; Law courts;

Py

Economic affairs

General economic, commercial armbold affairs;

energy; Mining, manufacturing and constructi
Transport; Communication; Other industries; R¢
Economic affairs; Economic affairs n.e.c.

Agriculture, forestry, fishing and hunting; Fuel dan

Environmental protection

Waste management; Wastenmaanagement; Pollutio
abatement; Protection of biodiversity and landst:
R&D  Environmental protection; Environment
protection n.e.c.

ater
ity

Housing and community Housing development; Community development; Wi

amenities supply; Street lighting; R&D Housing and commun
amenities; Housing and community amenities n.e.c.

Health Medical products, appliances and equipn@utpatient
services; Hospital services; Public health seryiB&D
Health; Health n.e.c.

Culture Recreational and sporting services; Cultsexvices;

culture;

Broadcasting and publishing services; R&D Recreatio
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Religious Broadcasting and publishing services;igrals and
other community services; R&D religion
Education Pre-primary and primary education; Seapnd

education; Post-secondary
Tertiary education; Education not definable by Ig
Subsidiary services to education; R&D Educati

Education n.e.c.

non-tertiary  education;

e

Social protection

children; Unemployment; Housing; Social exclus

n.e.c.; R&D Social protection; Social protection.n.

Sickness and disability; Old agervivors; Family and

on

Table 4.8

Allocation of Function-based Government Expendiiiest Budget Reform)
Year 2005 2006 2007 2008 2009 2010
General service 255603| 283343.1| 316139.3( 534567.2| 472097.2( 495319.9
Defense 21562.2| 24426.1| 30685.9| 9158.5| 11665.3| 20968.2
Order and security 15617.3| 23743.1 28315.9 7019.2( 13729.6 14926
Economic 23504 38295.6 42222| 50484.8| 64963.9| 57358.8
Environmental 13339 2664.5 4952.6 5315.1 6683.8 7889.2
Housing and Public Facility 4216.5| 5457.2 9134.6| 12448.7| 17704.4| 20906.6
Health 5836.9| 12189.7| 16004.5| 14038.9| 16437.8 18001.8
Tourism and Culture 588.6 905.4 1851.2 1293.7| 14153 14161
Religion 1312.3| 14112 1884.2 745.7 788.8 913.1
Education 29307.9| 45303.9| 50843.4|  55298| 87463.4| 84086.5
Social Security 2103.8|  2303.3 2650.4| 2986.4| 3151.8| 3456.7
Total 360987| 440043.1] 504684| 693356.2| 696101.3| 725242.9

Table 4.8 shows that the government has allocatwe than 60% for general and

service function. According to COFOG classificatiahis function includes

administrative expenditure, debt repayment, trangfelocal government, basic

research and development, etc. However, we figwe tbe composition of

administrative expenditure (salary, supplies, ata) transfer to local government

were very dominant. Those expenditures reachedstlif@o of General Service
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function. This indicates the government gave piyoon supporting function to

achieve its goals. During this period, the govemimetensively implemented two

major programs, bureaucracy reform and power deaéeggtion.

However, the government still provided big budg#ibcation for education

function after budget reform. The proportion ofthiinction increased from 8% in

2005 to 12% in 2010. This budget increase was calgehe compulsory law for

the government to increase the education budget.
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CHAPTERS

RESULTS

This chapter includes the following parts: (1) ddtagnostics (2) unusual and
stationer data (3) descriptive analysis (4) regoessdiagnostics, and (5)
relationship between poverty and government experedi The last part will be
divided into four sections: (a) general relatiops{b) relationship by considering
classification of expenditure prior to budget refiofc) relationship by considering
of the classification of expenditure post budgetonra (d) relationship by

considering budget reclassification.

5.1 DataDiagnostics

To obtain valid and reliable data for analysiss thiudy simulated several kinds of
data manipulations since many statistical problemisted at the following steps.
Therefore, the final data set actually differednirdhe planned data. At the
beginning, this study sought to correlate povedate rwith the actual amount of
government expenditure. This resulted in a nonestaty of government
expenditure data. In addition linearity and mullicearity problems existed,
especially when | analyzed sector-based governexgenditures.

Although | did data transformation and data sebegtithe stationarity and
multicollinearity problems existed. The data tramsfation was carried out based
on Guijarati (2004), which said that data havingnadrity problem require to be
transformed into other different type of data, sashlogging, quadratic, cubic,

square root, etc.
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The second experiment was conducted by includingerditure transformation
either as a percentage of budgets over GDP orcemge of budgets over GDP
per capita. However, after the transformation, stationary data and
multicollinearity problems were still occurred.

Finally, 1 used growth of government expenditureaaproxy. It was generated
from current expenditure minus the spending lasir ydivided by last year’s
expenditure. This number, actually, produced statip data. In addition the
growth of government expenditure also overcame theearity and
multicollinearity problems.

After data transformation, there were remaininguéss related to model
construction: (1) time series limitation, (2) cantivariable, and (3) lag and
guadratic variables. The time series limitationuwsoed when | carried out budget
analysis (after reform). The available series wialy 6 years which started from
2005 to 2010.It did not enough to cover 11 predistriables (the functions of
government expenditure). To overcome the problese]dcted the third biggest in
total amount of budget as main variables (genemaVice, economic, and
education) and accumulated the remaining functiagssother. However, this
limitation affected the purpose of this researchaose the comparison between
before and after budget reform analysis could eatlet.

The second issue was whether control variables weressary or not to be
included in the model. After conducting Ramsey esgion tests for omitted
variable and test for non-relevant variables (davéesl linktest), | found that the
initial models were not well be constructed. Thet tshowed that there were

omitted variables. Therefore, | considered addingnemic growth, inflation,
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population growth, and unemployment as controlaldes because in common
sense those variables affect poverty. In additoany studies support the concept
that these control variables have high relationship poverty (Barro (2002), Fan,

Shenggen et al (2004) and Siregar, Hermanto&Wahyuui (2006)).

The last issue involved the lag variable. The lagiable is necessary to fix

autocorrelation problem. The other rationale ofgesaf this variable was when an
independent variable affects a dependent variableim the same time. For

example transportation expenditure should be tdeatelag variable because the
character of transportation does not directly affemor people in the same time. It
usually affects the following year. On the othendhathe quadratic issue shows
that | want to present a long run relationship aftigular sector to poverty. For

example, education investment could be treated qusadratic variable to show a
long run relationship with poverty. Apart from tlag variable issue, this research
preferred to carry out Prais Winston regression dolgling Corchrane-Orcutt

transformation when it fixed autocorrelation prable

52 Unusual and Stationer Data

All of data included in the model were usual d&Bm the observation, the test
showed that there was no outlier and leverage iddtath of general relationship
and relationship considering classification of goweent expenditure. The
residuals of general relationship were in a ramgef-0.731 to 0.005. In addition
the residual of relationship after considering ketdglassification ranged from
-1.508 to 1.08. Those ranges are in-between thgeranggested by Agresti and

Finlay (2007), +2 and -2, which means the data wee contaminated with
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outliers. Furthermore, the investigation shows tin@re is no leverage number
greater than the number generated from formulaZ2R+or each relationship. It
means that there was no leverage data includdeiddta set.

The unit root test revealed stationer data in thaonty of variables. By
transforming government expenditure to growth ofpexditure, this study
obtained stationer data. Before transformationy @nfee out of 32 government
expenditure variables were not stationer. On th@raoy, after transformation, it
resulted in only 6 remaining non stationer data.

Table 5.1 shows the comparison of data stationafitgovernment expenditure
before and after transformation. The left columnjl Rmount of Budget,
represents before transformation, while the rigblumn, Growth of Budget,
represented after transformation. Before transfaona only 3 out of 32 of
government expenditure variables were stationet, &ter transformation, only 6
remaining non stationer variables were DefenseeOatid Safety, Environment,

Housing, Religion, and Social Security.
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Table 5.1
Summary of Unit Root Test of Government Expenditure

Variables Critical Riil Amount of Budget Growth of Budget

Value Z(t) |pvalue|Lag| Description Z(t) |pvalue| Lag| Description
Total Budget -2.98 3.739 | 1.000 | 3 | Non Stationer | -9.7941 0.000 | O Stationer
Before Budget Reform
Agriculture -3.000 | -1.121 | 0.7068 | 3 | Non Stationer | -6.608 | 0.000 | 0 Stationer
Industry -3.000 |-0.3091| 0.0272| 3 Stationer -5.859] 0.000 | O Stationer
Mining -3.000 | 0.595 | 0.9875| 3 | Non Stationer | -6.195] 0.000 | 0 Stationer
Transportation -3.000 | 0.441 | 0.983 | 3 | Non Stationer | -4.989 ] 0.000 | 0 Stationer
Trade -3.000 | -1.81 | 0.3753| 3 | Non Stationer | -5.52 | 0.000 | 0 Stationer
Labor -3.000 |-0.2295] 0.1735| 3 | Non Stationer | -3.511] 0.0077| 0 Stationer
Local Development -3.000 | 5.195 | 1.000 | 3 | Non Stationer | -2.911]0.0441| 0 Stationer
Religion -3.000 | -0.467 | 0.8983 [ 3 | Non Stationer | -3.796 | 0.0029| 0 Stationer
Education -3.000 | -0.442 | 0.9029 [ 3 | Non Stationer | -3.885] 0.0021| 0 Stationer
Health -3.000 | 2.233 | 0.9989 3 | Non Stationer | -3.848 | 0.0025| 0 Stationer
Housing -3.000 | 1.038 | 0.9947 | 3 | Non Stationer | -9.361| 0.000 | O Stationer
Law -3.000 | -1.172 | 0.6857 | 3 | Non Stationer | -4.092| 0.001 | O Stationer
Defense -3.000 | -0.546 | 0.8826 [ 3 | Non Stationer | -2.959] 0.0389| 0 Stationer
Information -3.000 |-0.1805] 0.3779 | 3 | Non Stationer | -4.233 | 0.0006| O Stationer
Technology -3.000 | -1.665 | 0.4494 | 3 | Non Stationer | -6.138 | 0.000 | 0 Stationer
Aparatus -3.000 | 1.032 | 0.9946 | 3 | Non Stationer | -4.945] 0.000 | O Stationer
Business Development -3.000 | -0.738 | 0.8367 | 3 | Non Stationer | -5.459 ] 0.000 | O Stationer
Natural Resource -3.000 | -1.789 | 0.3858 | 3 | Non Stationer | -4.137] 0.0008| 0 Stationer
After Budget Reform
General Service -3.000 |-0.0894] 0.7901 | 3 | Non Stationer | -3.4221 0.0102]| 0 Stationer
Defense -3.000 | -1.551 | 0.5079 | 3 | Non Stationer | -1.628 ] 0.4685| 1 [ Non Stationer
Order and Safety -3.000 | -1.742 | 0.4094 | 3 | Non Stationer | -1.262 | 0.6466 | 1 [ Non Stationer
Economic -3.000 | -2.372 | 0.1497 | 3 | Non Stationer | -3.009 | 0.0341| O Stationer
Environment -3.000 | -1.215 ] 0.6669 [ 3 | Non Stationer | -1.262 | 0.6466 | 1 | Non Stationer
Housing -3.000 | 1.349 | 0.9969 [ 3 | Non Stationer | -1.262 | 0.6466 | 1 | Non Stationer
Health -3.000 | -4.395 ] 0.0003( 3 Stationer -4.395 1 0.0003| 3 Stationer
Tourism -3.000 | -3.299 | 0.0149( 3 Stationer -3.299 1 0.0149( 3 Stationer
Religion -3.000 | -1.296 | 0.631 | 3 | Non Stationer | -1.262 ] 0.6466 | 1 [ Non Stationer
Education -3.000 | -0.717 | 0.8422 | 3 | Non Stationer | -3.088 ] 0.0275]| 0 Stationer
Social Security -3.000 | 0.216 | 0.9731| 3 | Non Stationer | -1.262 ] 0.6466 | 1 | Non Stationer

5.3 DescriptiveAnalysis

The data structures were very difficult to be amatl, In order to develop a good
model, as explained in the methodology sectiorrethee some requirements to be
fulfiled, such as data stationer, outlier& levesag linearity, free of

multicollinearity and heteroscedasticity problerasd etc. The summary below is
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the final data after conducting some attempts tainbeliable data and model.
Being aligned with the explanation at the sectiof, Bhis study summarizes the
data in the following ways:
a. General Relationship
This study employed data of poverty rate and groovttotal government
budget between 1976 and 2010. The growth of tadabgment budget
was obtained by subtracting current government rdipgre from the last
year’s number. The result, then, was divided bylélsé year's number of
government expenditure. Because the governmennhdkpes datawas in
term of Rupiah, thus, | changed the period of aalynto 1977 — 2010 in
order to obtain “growth” of government expenditure.
Table 5.2 shows a summary of poverty rate, growthtatal government
expenditure, and control variables between 197728@. All of the variables are
positive in average. The average of poverty ratewth of total expenditure,
economic growth, population, inflation, and unenyph@nt (percentage of primary
education unemployment as a proxy variable) ar6%9.19.2%, 5.8%, 1.62%,
11.01%, and 37.04%, respectively.
Table 5.2

Summary of Poverty, Total government expenditunel, @ontrol variables
(1977-2010)

Variable Obs Mean Std. Dev. Min Max

year 33 1993.394| 10.09313 1977 2010
povertyrate 33 19.6297 6.09944 11.8 36.7
gbudget 33 0.192079| 0.234515| -0.14012 1.19067
growth 33 5.801805| 4.005851] -13.1267| 9.205558
population~h 33 1.621796| 0.353777| 1.159832| 2.223372
inflation 33 11.01165 9.24816 3.71838| 58.38709
unemployem~™t 24 37.04583| 9.063111 23.2 49.9

71



Table 5.3
Detail of Poverty, Total Government Expenditured &ontrol Variables
(1977-2010)

Population . Unemplo

Year |Poverty gBudget gEco Growth I nflation vement
1977 36.7 0.15677607[7 8.636465 2.2233721 11.0B654A
1978 33.3 0.23371936f 9.205858 2.1945233 8.10P46%IA
1979 30.9% 0.532386342 7.092622 2.1694237 16.26029A
1980 28.6 0.43105061p 8.724999 2.146001 18.0[171%A
1981 26.9 0.21069196fL 8.148191 2.1222195 12.2W438BIA
1982 25.2 0.03184993R 1.104(Q74 2.0930475 9.48[1448IA
1983 23.1 0.40401136fL 8.449908 2.0539489 11.7B729 29.9
1984 21.¢ -0.037681736 7.172152 2.0027502 10.4p552 28.6
1985 20 0.1818092f4 3.477539 1.9435p14 4.729397 23.2
1986 18.9 -0.036280119 5.964316 1.8831911 5.82[f197 26.6
1987 17.4 0.21633363P 5.300Q03 1.8256754 9.275491 37.4
1988 16.2 0.23980626[f 6.355479 1.7694295 8.04B3166 4(.4
1989 15.7 0.19478469 9.084714 1.715p97 6.41y661  36.7
1990 15.1 0.192372845 9.001373 1.6644555 7.81p677  38.3
1991 14.4 0.10038862[f 8.927796 1.6144807 9.41p542 29.9
1992 13.7 0.16084024fr 7.220802 1.5669684 7.53[1229 2.7
1993 12.52 0.1356150 7.254(075 1.5251247 9.68R745 26.4
1994 11.8 0.087934748 7.540Q067 1.4900569 8.52Pp612  26.5
1995 17.6 0.05959013p 8.396358 1.4609196 9.43B363 35.6
1996 17.47 0.1995387 7.642786 1.4053645 7.970047 37.6
1998 24.23 1.1906699 -13.1467 1.3842082 6.22Pp896 37.4
1999 23.43 -0.029604246 0.79113 1.3688478 58.3B709  38.3
2000 19.14 -0.073762346 4.919997 1.3574184 20.48912 445
2001 18.41 0.392303581 3.643%35 1.34674427 3.7[L838 6
2002 18.2 -0.1401151€43 4.499472 1.3342183 11.5p386 49.3
2003 17.42 0.1433035711 4.780371 1.3179265 11.87876 49.9
2004 16.66 0.1714174 5.030471 1.296325 6.585719 48.4
2005 15.97 0.2032886 5.692%75 1.2703164 6.243521 49.4
2006 17.7% 0.2190012 5.500952 1.2437196 10.45196 48.7
2007 16.58 0.1468967 6.278135 1.2164154 13.11042 44.4
2008 15.42 0.3738422 6.062472 1.1834192 6.320494A
2009 14.1 0.003959148 6.262472 1.1698324 10.0P808IA
2010 13.33 0.0418640 6.424725 1.159§4324 6.3R11NA

Table 5.3 presents a steady negative trend of povate. Only in 1995, 1996,
1998, 2002, and 2006 the poverty rate increasedhdtudget column, by far,
budget growths are positive. The table shows thategnment expenditure

experienced negative growth only in 1984, 1986912900, and 2002.
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b. Relationship by considering classification of exgi¢ure (Prior to Budget
Reform)
Similar with the general relationship, this pagakemployed growth of
government budget between 1977 and 2010. Becaesuauthicollinearity
problem existed, | selected appropriate varialdfethe VIF was greater
than 10, | dropped the variable. And | accumulatesl variable to the
“Other” variable. In addition, if the variables veeagriculture, industry,
education, health, or transportation, | decidethétude although the VIF
was greater than 10 but less than 15, becausevir@yprimary variables.

Table 5.4

Detail of Poverty and Growth of Sector-based Gowvent Expenditure
(Prior to Budget Reform)

Year Poverty | Agriculture | Industry | Mining | Transportation | Local Development | Education | Health | Defense [ Other
1977 36.7| 0.0673968 | -0.28681 | 0.023842 | -0.172807836 0.318947368 0.55424354 | 0.481328 | -0.05378 | 0.112739
1978 33.3| 0.18468824 | 0.132374 | 0.430363 | 0.164928108 0.097765363 0.19230769 | 0.112045 | 1.831261 | -0.04354
1979 30.95| 0.12858095 | 1.263659 | 0.17846 | 0.127299129 0.220647037 0.43926722 | 0.793451 | 1.071518 | 1.526316
1980 28.6| 0.82821724 | 0.164749 | 0.345909 | 0.675611851 0.436569387 0.59020476 | 0.531601 | 0.450636 | 0.345552
1981 26.9] 0.0266925 | 0.275663 | 0.633439| 0.03420884 0.276741294 0.26274578 | 0.309033 | 0.179749 [ 0.064807
1982 25.2|-0.02390188 | -0.04326 | 0.407613 | 0.084985134 0.154895275 -0.03100455( -0.09177 | -0.15626 | 0.061906
1983 23.1/-0.01954677( 0.012636 | 0.97433 | 0.744348025 0.052579783 0.467719 | 0.074817 | 0.103188 [ 0.19049
1984 21.6| 0.86121152 | 0.175473 | -0.50093 | -0.065065131 0.0562308 0.19271388 | 0.148188 | 0.335171 | -0.0149
1985 20]-0.33052793 | 0.596948 | 0.457785 | 0.039207449 0.074734446 0.14776604 | 0.243438 | -0.15962 | 0.164893
1986 18.9]-0.21767033 | -0.51714 | -0.29699 | -0.237755171 0.104718202 -0.16172411] -0.18095 | -0.06134 [ -0.29524
1987 17.4] 1.17676143 | -0.53818 | 0.024996 [ 0.41205586 -0.009266163 -0.00303951 -0.30868 | -0.07238 | 0.003481
1988 16.2|-0.16679573 | 1.081043 | 0.719808 [ 0.258450175 0.222747796 0.36009485 | 0.505104 | 0.079977 | 0.476199
1989 15.7] 0.26976456 | -0.10519 | -0.31644 [ 0.49515046 0.203973976 -0.0618929 | 0.385727 | 0.297477 | 0.173101
1990 15.1] 0.12613448 | 0.368434 | 0.322444 | 0.245276114 0.41499927 0.36180804 | 0.538412 | 0.383419 | 0.129532
1991 14.4] 0.17557087 | -0.00475 | 0.314251 0.044639756 0.278887341 0.17799873 | 0.232121 | 0.027103 | 0.169097
1992 13.7] 0.19427961 | 0.047199 | 0.353022 | 0.160290507 0.178362455 0.30195705 | 0.07466 | 0.176407 | 0.105282
1993 12.52(-0.08126042 | -0.37689 | 0.035105 [ 0.144229922 0.243964248 0.03724537 | 0.197033 | -0.0471 | 0.064283
1994 11.8] -0.2717928 | 1.642556 | 0.163193 [ 0.222224362 0.203000688 -0.15389565 | 0.072613 | -0.15187 | 0.266923
1995 17.6| 0.65365809 | -0.39823 | 0.098283 | -0.108269113 0.249799767 0.08237978 | 0.725468 | 0.313734 | -0.0366
1996 17.47{-0.25278956| -0.22761 | 0.069998 [ 0.021031052 0.074082212 -0.00424877| -0.01735 | 0.044523 | -0.11229

Table 5.4 shows the final selected variables ofvtitoof government expenditure
by sector (before budget reform) after considetimg multicollinearity problem.
From 20 sectors, | reduced the variables into 8ose@nd added sector “other”

sector which accommodated the remaining sectors.aRalysis purposes, this
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study limited the series from 1977 to 1996 in orteravoid outlier problem,
especially the situation affected by the finanaakis in 1997 and 1998. In
addition, that limited period also represents glsipolicy of government in which
the New Regime under Soeharto became the rules iBhimportant because
between 1999 and 2004 Indonesia was ruled by thifésrent presidents. The
three different presidents more and less haverdiitestrategies and policies in
combating poverty in Indonesia.
Expenditures in agriculture and industry are thestnftuctuating expenditures
compared with other expenditures. During 20 yeaggjculture and industry
experienced had negative growth for 8 and 9 timespectively. On the other hand
local development and health enjoyed positive gnoatt most, 19 and 16 times,
respectively.

Table 5.5

Summary of Poverty, Growth of Sector-based Govemnrg&penditure, and
control variables (Prior to Budget Reform)

Variable Obs Mean Std. Dev. Min Max

year 20 1986.5| 5.91608 1977 1996
poverty 20 20.857| 7.229635 11.8 36.7
agriculture 20 0.166434| 0.412221]| -0.33053| 1.176761
industry 20 0.163134| 0.58857| -0.53818| 1.642556
mining 20 0.221924] 0.355879]| -0.50093| 0.97433
lagtranspo~n 19 0.172053| 0.262841| -0.23776| 0.744348
laglocalde~t 19 0.198963| 0.11966] -0.00927| 0.436569
education 20 0.187632| 0.226458] -0.16172| 0.590205
health 20 0.241314 0.2933| -0.30868| 0.793451
growth 20 7.234979| 2.042396| 1.104074| 9.205558
population~h 20 1.843503| 0.274768| 1.405565| 2.223372
inflation 20 9.602311| 3.195357| 4.729397| 18.01715

Table 5.5 shows that all expenditure sectors edj@asitive growth in average.

The biggest growth was at health and mining sebtring growth of in average
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0.241 and 0.221, respectively. On the other hamplicuture, industry, and
transportation sectors were the sector havingaiwedt growth in average, 0.166,
0.163, and 0.174, in a row.

The picture of growth indicates a concern and thau$ of government in the
social and economic development. In other wordssehdata show that between
1977 and 1996 the government gave more attentidreaith and mining sectors
than other sectors. This situation was differemtafonly consider the total amount
of government expenditure. As explained in the @drag, before budget reform,
the government had allocated big money at agriceiltaransportation, local
development, mining, and education sectors.

To read this situation, we should take into accdhet character of government
budget. Because the budget was annually stipul@tesl,more important if we
consider growth of budget rather than the total amhof the budget. It means the
growth of the budget was simultaneous with the tstime government strategy.
Thus, we can say that although the agriculturenspartation and local
development sectors have the biggest portion, Hmigbvernment was not gave a
sustain priorities. This is true, when we look tregative trend of agriculture and
transportation portion out all budgets. In the bagg of 1970s, both of
agriculture and transportation had not less thaé 40t of budget, but in the last

of 1990s, the portion reached less than 28%.

c. Relationship by classification of expenditure (PBstiget Reform)
The limitation of number of time series has anuefice on variable

selection for analysis purpose. Thus, between g&@i®5 and 2010 only 3
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functions (general service, economic, and educpti@ne selected because

they enjoyed the biggest allocation. The remainiogctions were

accumulated into the function “other”.

Table 5.6 Detail of Poverty and Growth of Functlmsed Government

Expenditure (Post Budget Reform)

Year Poverty | General service | Economic|Education| Other
2005 15.97 0.38585792| -0.08847| 0.795618| 0.827678
2006 17.75 0.108527202| 0.629323| 0.545791| 0.390497
2007 16.58 0.115747304| 0.102529| 0.122274( 0.306137
2008 15.42 0.690922957| 0.195699| 0.087614| -0.44484
2009 14.1 -0.116860892| 0.286801| 0.581674| 0.350348
2010 13.33 0.049190506| -0.11707| -0.03861| 0.236123

Table 5.6 shows that all government expendituresvgpositively. The biggest
growth occurred in 2006 when general service, etiocioeducation, and other
expenditures reached growth in 0.108, 0.629, 0.%24fl 0.3904, respectively.
However, in the same year the poor people growth also positive, 1.25% that
indicated the increase of government budget coatdeduce the number of poor
people at that year.

Table 5.7 Summary of Poverty and Growth of Funebased Government
Expenditure (Post Budget Reform)

Variable Obs Mean | Std. Dev. Min Max

year 6 2007.5| 1.870829 2005 2010
poverty 6 15.525| 1.61996 13.33 17.75
generalser~e 6 0.205564| 0.287741| -0.11686| 0.690923
economic 6 0.168136] 0.275327] -0.11707| 0.629323
education 6 0.34906| 0.335351| -0.03861| 0.795618
other 6 0.277657| 0.411115| -0.44484| 0.827678

Table 5.7 shows that the education function enjdiiedbiggest growth in average
after budget reform and was followed with other aysheral service functions,

0.349, 0.277, and 0.205, respectively. Especialydther function, the biggest
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contributors were: defense, health, and environaiextairs.
d. Relationship after budget reclassification
Table 5.8 shows a list of government expenditurgs flnction after
reclassification. The idea was to re-classify gawegnt expenditures by sector
(before reform) to fit with the prevailing governmeexpenditure (after
reform). To re-classify, | developed guidance asfdtlowing:
* Routine budget was regarded as General Servicéidanc
» Economic function consists of budgets: agricultunglustry, mining,
labor, trade, local development, and business dpuatnt;
* Order and security function consists of budgets;, laformation, and
apparatus;
» Education function consists of budgets: educatmhtachnology; and

» Health function consists of budgets: health andassecurity.

Table 5.8 Summary of Poverty and Growth of Funebased Government
Expenditure (Post Reclassification)

Variable Obs Mean Std. Dev. |Min Max

poverty 33 19.6297( 6.09944 11.8 36.7
generalser~e 33 0.212095| 0.261984| -0.1471] 1.291585
defense 33 0.284204] 0.500938| -0.70154| 1.831261
orderandse™y 33 0.297478] 0.622491| -0.75211] 2.523759
lageconomic 32 0.210652| 0.616619| -0.42481| 3.357138
environmen~r 33 0.19987| 0.405118| -0.54142] 1.103954
healthands™y 33 0.252691| 0.356298| -0.50584| 1.297245
tourismand~e 33 0.141083] 0.430029| -0.81191| 1.251168
religion 33 0.519519] 1.367123| -0.94182| 6.905422
education 33 0.259086| 0.385351| -0.34871| 1.648982
growth 33 5.801805( 4.005851| -13.1267| 9.205558
population~h 33 1.621796| 0.353777] 1.159832| 2.223372
inflation 33 11.01165| 9.24816] 3.71838| 58.38709
unemployem~t 24 37.04583( 9.063111 23.2 49.9
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Table 5.8 shows that religion and housing functienfoyed the biggest annual
growth in average between 1977 and 2010 after hudgkassification, 0.519 and
0.379, respectively. In the medium performancereth@ere economic, general
service, defense, order & security, health, anccation functions, which ranged
from 0.212 to 0.297. The lowest annual growth wapeeenced by tourism,

environment, and economic, with 0.141, 0.199, a@@@respectively.

Table 5.9 Detail of Poverty and Growth of Functimsed Government
Expenditure (Post Reclassification)

Year Poverty | General Service | Defense IE7Ent Economic iR CErmiEent Health. and | Tourism and Religion |Education
security Affair Public Facility Social Culture
1977 36.7 0.295744813( -0.05378 -0.230921705| 0.02514538 0 1.944078947| 0.481327801) -0.17280784| 0.363636| 0.55125
1978 333 0.285075488( 1.831261 -0.019329897| 0.17521572 0 -0.37877095( 0.112044818( 0.16492811 0] 0.182514
1979 30.95 0.496314588( 1.071518 1.164257556( 0.51940989 0 1.10971223| 0.793450882| 0.12729913| 1.533333| 0.428961
1980 28.6] 0.387652531( 0.450636 0.544019429| 0.41013021| 0.231727575 0.625745951( 0.531601124| 0.67561185| 0.668421( 0.578445
1981 26.9 0.251103703( 0.179749 0.096342902| 0.20269713| 0.250168577 -0.127949659( 0.309032554| 0.03420884| 0.274448( 0.240332
1982 25.2 0.003499928( -0.15626 0.287661406| 0.09811888| 0.04368932 -0.093806374( -0.091768827( 0.08498513| 0.257426( 0.012666
1983 231 0.466163363( 0.103188 0.116155989| 0.28857335| -0.001550388 0.465826145( 0.074816815| 0.74434802| 0.062992( 0.605171
1984 21.6] -0.079225076( 0.335171 -0.325430497| -0.01249231( 0.188923395 0.014938886( 0.148188016| -0.06506513| 0.107407( 0.064659
1985 20 0.276475404( -0.15962 0.693673696| 0.05762513| 0.058772312 0.492417484 0.2434375( 0.03920745| 0.280936| 0.187192
1986 18.9 0.142449027( -0.06134 -0.459807776| -0.25741319( -0.289473684 0.005977286( -0.180949987| -0.23775517| -0.49478| -0.19046
1987 17.4 0.264196199( -0.07238 -0.327537404| 0.19364843( 0.155092593 0.282234106( -0.308683645| 0.41205586| -0.52196| -0.00454
1988 16.2 0.207276565( 0.079977 0.234515935| 0.22654126| 0.127755511 0.115152919( 0.505104305| 0.25845018| -0.04324( 0.711512
1989 15.7 0.162422558( 0.297477 0.210910862| 0.07661866| 1.103953798 0.027633493( 0.385726924| 0.49515046| 0.40678( -0.20917
1990 15.1 0.196665735( 0.383419 0.385760257| 0.18666972| 0.140202703 0.369187222( 0.538412428| 0.24527611| 0.690763( 0.415901
1991 14.4 -0.002338511 0.027103 0.156748911| 0.27332785| -0.187962963 0.183845245( 0.232120625| 0.04463976| 0.109264( 0.092922
1992 13.7 0.15669294( 0.176407 0.212045169| 0.18179065| -0.108779932 0.313583635( 0.074660379| 0.16029051| 0.48394( 0.310799
1993 12.52 0.198911484( -0.0471 0.177846791| 0.05350188| 0.394831116 -0.182698699( 0.197033013( 0.14422992| 0.186147 0.0142
1994 11.8 0.093797701| -0.15187 0.583055018| 0.12375957| 0.580994313 0.107935401( 0.072613021| 0.22222436| -0.06569( -0.1292
1995 17.6 0.144455286( 0.313734 -0.023984011| 0.1938763( -0.541424925 0.188338926( 0.72546786| -0.10826911| 1.157552( 0.02439
1996 17.47 0.220739566( 0.044523 0.057906712| -0.07307743| -0.045546559 0.031062478( -0.017353579| 0.02103105| -0.14243| 0.063344
1998 24.23 1.291584914| 0.590306 0.479298849| 3.35713773| 1.067868505 3.805888394| 1.297245417| -0.79557925 2.34905| 1.648982
1999 23.43 0.111360758( 0.072778 -0.065934865| -0.42481413( 0.195769231 -0.536597094( 0.124127846( -0.22260796| 0.318344( -0.02418
2000 19.14 0.029336735( -0.17151 -0.472410304| -0.26367912( -0.408920339 -0.723838438( -0.50583513| -0.21054351| -0.94182( -0.34871
2001 18.41 0.356257745( -0.00122 0.346658799| -0.2770133| -0.157990205 0.105204564( 0.578858303| 0.03325055| 2.736986( 0.617442
2002 18.2 -0.147099132( 1.078695 1.199255121( 0.24897261| 0.406074968| 0.43062201( 0.246492795| 1.25116838| -0.3695( 0.229371
2003 17.42 0.001071237( 1.209022 1.314588833( -0.0088812| -0.22154129| 0.420436543( 0.465873046| -0.81191055| 0.610465( 0.436237
2004 16.66 0.220438737( 0.239027 -0.046266408| 0.13021166( 0.530801023 0.010781337( 0.017714919| 0.20403658| 0.198556( -0.05457
2005 15.97 0.120575186( 1.011062 2.523759025]| -0.17907737| 0.714965287 1.58474836| 0.017073546( 0.54164484| 6.905422| 0.795618
2006 17.75 0.108527202( 0.13282 0.520307608| 0.62932267| 0.997526051 0.294248785( 0.825153954| 0.5382263| 0.075364( 0.545791
2007 16.58 0.115747304( 0.256275 0.192594901| 0.10252875| 0.858735222 0.673862054( 0.287166218| 1.04462116| 0.335176| 0.122274
2008 15.42 0.690922957( -0.70154 -0.752111005| 0.19569892( 0.073193878 0.362807348( -0.087355065| -0.30115601| -0.60424| 0.087614
2009 14.1 -0.116860892( 0.273713 0.956006382| 0.28680118| 0.257511618 0.422188662( 0.150617023| 0.09399397| 0.057798| 0.581674
2010 13.33 0.049190506 0.797485 0.087140193] -0.11706656| 0.180346509 0.180870292( 0.095402663| 0.00056525] 0.157581( -0.03861

Table 5.9 shows that the general service functias the most stable function in
positive growth compared with other functions. Beéw 1977 and 2010, it only
experienced 4 times in negative growth, 1984, 12902, and 2009, respectively.

The list was followed with housing and health fuowes which experienced
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negative growth in 5 times. However, economic, deée and order & security
functions were the most unstable in positive growthce they experienced

negative growth at least 9 times between 1977 ai@.2

54  Regression Diagnostic
After the data was confirmed to be stationery ard bf unusual data problem, the
next step was constructing the model. However, litain reliable and valid
regression estimations we have to ensure the mdellso free of model
construction problem by conducting regression diatins. This study explained
the result of regression diagnostics as the folguwi
a. Linearity Problem
The linearity problem did not exist when | employgdwth of budget as
an independent variable. Tipevalueof chi square of each independent
variable after conducting ladder command shows biggest number
among other possibility transformation. Thus, itame that the variables

were normally distributed.

Table 5.10
Alternative Variable Transformation of Total Expé&nde, Agriculture and Local
Development Expenditure

. ladder total

Transformation formula chi2(2) P(chi2)
cubic totalA3 11.97 0.003
square totalA2 18.40 0.000
identity total 1.86 0.394
square root sqrt(total) . .
log log(total)

1/(square root) 1/sqrt(total) . .
inverse 1/total 25.00 0.000
1/square 1/(totalA2) 48.01 0.000
1/cubic 1/(totalA3) 50.53 0.000
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. ladder agriculture

Transformation formula chi2(2) P(chi2)
cubic agricu~eA3 23.61 0.000
square agricu~eA2 17.57 0.000
identity agricu~e 5.29 0.071
square root sqrt(agricu~e) . .
Tog Tog(Cagricu~e) .
1/(square root) 1/sqrt(agricu~e) .
inverse 1/agricu~e 8.47 0.014
1/square 1/(Cagricu~eA2) 16.85 0.000
1/cubic 1/Cagricu~eA3) 19.68 .000
. ladder generalservice

[Transformation formula chi2(2) P(chi2)

cubic genera~eA3 49.83 0.000

square genera~eA2 45.83 0.000

identity genera~e 23.90 0.000

square root sqrt(genera~e) . .

Tog Tog(genera~e)

1/(square root) 1/sqrt(genera~e) . .

inverse 1/genera~e 35.98 0.000

1/square 1/(genera~eA2) 48.69 0.000

1/cubic 1/(genera~eA3) 50.66 0.000

Table 5.10 shows availability of variable transfatian for growth of total budget,
agriculture and general service. The table showiaba which a representative of
each model (general relationship, relationship rptio budget reform, and
relationship post budget reclassification). Theé&taport showed that the identity
of each variable had the bigggsvalueof chi square, 0.394, 0.071, and 0.744 for
total, agriculture, and local development expenditespectively.
b. Normality Problem

A normality problem existed in the model. Howevedid not fix the

problem although it would affect the hypothesigtites because of the

limitation on how to fix the normality problem bging Stata.
This study utilized Shapiro Wilk test to detect matity problem in the model.
Table 5.11 shows the normality problem only existethe relationship between
poverty and classification of government expenditby function (after budget
reform), thep value of which is significant, 0.0496. It might have paped

because of insufficient series of data.
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Table 5.11- Result of Shapiro Wilk Test on Normaktroblem

Type of poverty and expenditure relationship Prob > Z Description
General Relationship 0.72504 [Normal
Relationship before budget reform 0.86783 |Normal
Relationship after budget reform 0.04967 |Normality Problem
Relationship after budget reclassification 0.16378 [Normal

c. Multicollinearity Problem
The multicollinearity problem existed in all of &9 of relationships,
except for the general relationship. Stata helpeel tm detect the
multicollinearity by running thevif command. When the VIF value of a
particular variable was greater than 10, | droppeohtil all the variables
became free of multicollinearity.
Table 5.12

Comparison of VIF value before and after VariabddeStions
(Prior to Budget Reform)

w1
wardable wIF 1 wIF \
Anformaticon I .85 O_002726
Arnddu sty 191 .75 O_00521%
apar atus 169 _14 O_005912
bhaturalr es—~—ea oF .89 O_.010215
1 abor F1_8BS Oo_ 013918
1 G191 0.016152
mﬁniﬁg 61 _48 0_016266 Before
busines sdew B0 _69 O_01647F8 >
T4 g4 4z A8 Q.02 3706 :
edocation 41 .79 0_0Z 3932 Variable
techne To gy 40 67 O_ 024589
= T 35 .77 0O_0Z27956 :
agr??ﬂ%iﬁ:e Z6_49 0O_0377 50 Selection
houwusdn Z1.81 0.045858
healt 16 11 O_06Z0B0
trade B8.63 O_.115857
Toecaldeaw B_27 0O_120922
deftense B_02Z O_17296 75 -/
Mean wWIF F3I _9a
i )
variable wIF 1/vIF
health = e 0_.266611
other 3.06 0.327079 After
education 2.66 0.375489 > :
localdeawveal~t 2.38 0.420544 Variable
Andustiry 2_34 0_427132 .
mi ni ng 2.33 0.428552 Selection
agriculture 1.89 0_527892
Er ansporta~n 1.70 0_589473
defense 1.29 0_.774133 D,
Mean wWIF 2 .38
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Table 5.12 shows that there were 12 governmentiseatere dropped because the
VIF of those sectors were greater than 10. Howewethis case, rather than
completely dropping the variables, | transformea@ ttiropped variable into
variable “other”. Then, | regressed and found thes®s no multicollinearity

problem.

Table 5.13 VIF value after Variable Selections (isdget Reform)

Wl T
variable wIF 1/vIF
other 5.53 0.180674
education 428 0.233630
neneralser~e 2.18 0.458544
economc 2.15 0.465814
Mean WIF 3.54

Table 5.13 shows that the multicollinearity probleid not exist at relationship
between Poverty and Government Expenditure aftelgBuReform because the

VIF value of each variable was less than 10.

Table 5.14 VIF value after Variable Selections (Fsdget
Reclassification)

w1 T

wvardiable WIF 1/vIF
economc 7.88 0.126982
education 4_.32 0.231377
orderandSEHE 3.89 0.257243
growt 3_8B4 0_260335%
generalser~ea 3.73 0_268212
religion 3.19 0_313147
healthands -~y 2.53 0.394719
anwl ronmeansr 2.20 0.453525
tour 1smand-~e 2.02 0.495623
defense 1.66 0.603173
inflaticon 1.37 0.730728
populaticn~h 1.35 0_7F3E312

Mean YWIF 3.17
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Table 5.14 shows that multicollinearity problem didt exist at relationship
between Poverty and Government Expenditure aftedgBu Reclassification

because the VIF value of each variable is lowen tHa

d. Autocorrelation Problem
The models suffered autocorrelation problem. BasedDurbin Watson
diagnostic, this study had autocorrelation problemthe majority of
models: general relationship, relationship by cdelshg budget sector
(before reform), and relationship by consideringdpet reclassification.
At first, the model showed autocorrelation problevhen the Durbin Watson
(DW) value was less than 1.5. Therefore, | did sesimaulation to fix the problem.
According to many literatures, | introduced lagightes for both dependent and
independent variables to fix the problem. Unforteha the lag variables failed to
fix the autocorrelation problem. The first diffetems an alternative also been
carried out, but the problem still existed. Finatlye problem could be eliminated
when | employed Prais Winston test by selectingooptased on Durbin Watson”
and “Corchcrane-Orcutt Transformation”.
Table 5.15 shows the DW value of each model wagiddhan 2 which indicated
an autocorrelation problem. Only relationship attedget reform did not suffer

from autocorrelation problem because the DW vaduz 25.
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Table 5.15 Summary of Durbin Watson Value of théaRenship Model

(Autocorrelation Problem)

Type of poverty and expenditure relationship

DW value

Description

General Relationship

1.70333

Partial autocorrelation

Relationship before budget reform

1.519455

Partial autocorrelation

Relationship after budget reform

2.250249

No autocorrelation

Relationship after budget reclassification

1.55383

Partial autocorrelation

e. Heteroscedasticity Problem

The models suffered heteroscedasticity problemerAdbing Bruce Pagan

diagnostic, this study found there was no heteestecity problem at all

of models: general relationship,

relationship bynsidering budget

sector/function, and relationship by considerinddet reclassification.

Table 5.16 shows that the heteroscedasticity proldel not exist at all models

because the values of Bruce Pagan analysis were not significant é@nihian

0.05).

Table 5.16 Summary of Heteroscedasticity Test

Type of poverty and expenditure relationship P value Description
General Relationship 0.3256 [Homoscedasicity
Relationship before budget reform 0.5986 |Homoscedasicity
Relationship after budget reform 0.4151 |Homoscedasicity
Relationship after budget reclassification 0.6374 |Homoscedasicity

f. Model Misspecification (Omitted Variable)

Table 5.17 Summary of Omitted Variable Test

Type of poverty and expenditure relationship

Pvalue

Description

Pvalue

Description

Additional Variable

General Relationship

0.0023

Omitted problem

0.3632

No omitted variable

Relationship before budget reform

0.0075

Omitted problem

0.6776

No omitted variable

Relationship after budget reform

0.065

No ommited variable

0.065

No omitted variable

Relationship after budget reclassification

0.000

Omitted problem

0.8794

No omitted variable

Economic Growth,
Population Growth,
Unemployment, Inflation

Table 5.17 shows that after control variables &oltii (economic growth,
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population, inflation, and unemployment), the motield no omitted variable
problem because thevaluewas not significant.
55 Reationship Between Poverty and Government Expenditure

a. General Relationship

Table 5.18 Correlation of Poverty Rate and GrowtBudget, Economic
Growth, Population, Inflation, and Unemployment

Fartial correlaticon of powvertyrate with
wardahle Corr . =ig.
gbudget 0O_ 0054 0O_982?
gr owith —0._. 5597 0010
o pulatiocn~h 0_ 6930 0O_001
Antflation 0. 5091 0022
Linam p | oy em~t 0O_5277F 0_017

Table 5.18 shows the growth of budget has a pesdivd weak correlation with
poverty rate. However, the correlation is not digant since thep value of
correlation is 0.982. All other control variablesvie strong correlation with
poverty rate. In addition all of them have sigrafit correlation with poverty rate,
in which thep values are lower than 0.05. Economic growth has a negati
correlation with poverty rate. Otherwise, populatiflation, and unemployment
have positive correlation.

Table 5.19 Regression Estimation of Total Budget
(After Autocorrelation Correction)

Frals-wWinsten AR(C1) regression -- 1terated estimates
Source 55 df MS Humber of ohs = 24
F{ &5, 1By = 22.45%
Model 262 _078162 5 52.4156324 Prob = F = 0.0000
Residual 42 .0302951 18 2.33501639 R-squar ed = 0.8B618
Adj R-squared = 0.8234
Total 304 108457 23 13.2221068 Root MSE = 1.5281
powvertyrate Coef. Std. Err. t =E [85% Conf. Interwall]
ghudget - 3049055 2 .06068 0.15 0.884 -4.024423 4.634234
growth -.3422261 1570209 -2.18 0.043 -.6721148 —-.0123374
population~h 10.02816 3.949926 2.54 0.021 1.729678 18. 32665
inflation .0896243 -0339171 2._64 0.017 0183672 - 1608815
Linemp | oy emet .1526609 0857613 1.78 0.092 —. 027517 - 3328388
_Cons -2.080612 7.8B59206 -0.26 0.794 -18.59219 14_.43097
rho . 7400045
Durbin-Watson statistic {original) 0_.755892
Durbin-Watson statistic (transformed) 1.703303
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Table 5.19 exposes the regression estimation aérppwn growth of total budget
and the variable controls. The model is good endaggtause the Fand adjusted
R? are 0.8618 and 0.8234, respectively. After engufiee of multicollinearity
problem, the high value ofRndicates that the variance of estimator (budget,
growth, population, inflation, and unemploymentg&eeds to explain the variance
of poverty rate.
Because the valueof F is significant (0.0000), we can write dowre tlegression
estimation in the following way:
Poverty = -2.080612 + 0.3049055gBudget — 0.342286g
+ 10.02816gPopul +0.0896243infl + 0.1526609

unemployment(5.1)

b. Relationship by Considering Classification of Exgieure (prior to

budget reform)

Table 5.20 Correlation of Poverty Rate and GrowtBudget (Prior to Budget
Reform), Economic Growth, Population, and Inflation

Fartial correlation of powverty with
variahle Corr. 5ig.
agriculture -0.3114 0.415
industry -0.4266 0.252
M i ng 0.1838 0.636
lagtranspos~n 0.0961 0_806
Taglocal de~t -0.1244 0.750
defense 0.6884 0.040
education -0.2811 0.464
health 0.2184 0.572
growth -0_.3400 0.371
population~h 0.7921 0.011
inflation 0.5995 0.088
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Table 5.18 shows that each budget sector has elfferorrelation with poverty
rate. Agriculture, industry, local development, aatlication sectors have negative
correlation. On the other hand, mining, transpatatdefense, and health sectors
have positive correlation. However, all budget secthave a weak correlation,
except defense sector, because ghealues are not significant. Between period
1977 and 1996, other control variables (growth,utaon, and inflation) have
similar correlation with the correlation at the dmm period (1977 — 2010).
However, only population growth sector has strorgitve correlation with

poverty rate, where thevalueis significant.

Table 5.21 Regression Estimation Prior to BudgdboRRe
(After Autocorrelation Correction)

Prals-Winsten AR(1) regressicn -- S5E search estimates
Source 55 df M5 Mumbher of chs = 19
FC 11, 7y = 28.49
Model 2173.04651 11 197.549683 Prob > F = 0.0001
Residual 48.5341914 7 6.93345592 R-squared = 0.9782
Ad] R-sguared = 0.9438
Total 2221 .5807 18 123.42115 Root MSE = 2.6331
poverty Coef. std. Err. t Pt [95% Conf. Interwval]
agriculture -.9683332 2.422495 -0.41 0.693 -6.726624 4 _729958
industry -3.84002 1.786328 -2.15 0.069 -8.064015 . 3839751
mining 2.226954 3.183289 0.70 0.507 -5.300329 9.754237
lagtranspo~n 1.148262 4_407256 0.26 0.802 -9.273243 11.56977
Taglocalde~t -1.171284 6.973018 -0.17 0.871 -17.65985 15.31728
defense 6.480942 2.718144 2.38 0.049 0535523 12.90833
education -10.49404 5.523603 -1.90 0.099 -23.55589 2 .566603
health 6. 306852 3.603855 1.75 0.124 -2.214911 14.82861
growth -.8226321 6591707 -1.25 0.252 -2.381323 . 736059
nopulation~h 14 .39003 4.420339 3.26 0.014 3.937587 24.84247
inflation .B054517 .3010964 2 .68 0.032 .0934719 1.517432
_cons -9.006714 10.19071 -0_88 0.406 -33.10392 15.09049
rho -.8052292
purbhin-watson statistic (originall 0.915855
[urbin-watson statistic (transformed) 1.519455%

Table 5.21 presents the regression estimation wénppon growth of each budget

classification (before budget reform) and the J@aacontrols. The model is good

87



enough because thé Bnd adjusted Rare 0.9782 and 0.9438, respectively. After
ensuring free of multicollinearity problem, the higalue of B indicates that the
variance of estimator (budget, growth, populatiofiation, and unemployment)
succeeds to explain the variance of poverty rate.
Because the valueof F is significant (0.0001), we can write dowre tlegression
estimation in the following way:
Poverty = -9.006714 - 0.9983332gAgri — 3.84002gidut
2.226954gMine
+1.148262gTrans - 1.171284gLocal + 6.48gnse
-10.49464gEdu + 6.3068gHeal - 0.8G260 + 14.3900Gpopul
+ 0.0896243INfl oo
(5.2)
c. Relationship by Considering Classification of Exgiwmre (post budget
reform)

Table 5.22 Correlation of Poverty Rate and GrowtBudget
(Post Budget Reform)

Fartial correlation of poverty with
variable | Corr. 514,
neneralser~g 0.9041 0.281
economic 0.9309 0.238
education -0.7954 0.414
other 0.BB7S 0.305

Table 5.22 shows that the majority of budget flordi have positive correlation
with poverty rate. General services, economic,@her have positive correlations
but they are not significant because phealues are bigger than 0.05. On the other

hand, education function has negative correlatdthough thep valueis also not
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significant (0.414).

Table 5.23 Regression Estimation of Post BudgebiRef

. reg poverty generalservice economic education other
Source 55 df M5 Number of ohs = 6
FiL 4, 1= 2.08
Model 11.715815 4 2.92895375% Frob » F = 0.4734
Residual 1.4055343 1 1.4055343 R-squared = 0.8929
Ad] R-sguared = 0.4644
Total 13.1213493 5 2.62426986 Root MSE = 1.185%6
poverty Coef. std. Err. t P>t [95% Conf. Interwvall]
generalser~a 5.757951 2.721097 2.12 0.281 -28.816E7 40.33277
economic 7.190307 2.8215 2.55 0.238 -28.66025 43.04087
education -4.293196 3.270938 -1.31 0.414 -45.8544 37.26801
other 5L.84278 3.034061 1.93 0.305% -32.70862 44.39418
_cons 13.00872 1.074787 12.10 0.052 -.6477456 26.66518

There is a problem in developing a model for regjoesafter budget reform. The
most probable reason is the limitation of time esrimodel. It affected the
insufficient number of variables included in thedab This is supported while the
p valueof F test is not significant (0.4734). Therefole tmodel is not good

enough although the’Rs high, 0.8929.

d. Relationship after reclassification

Table 5.24 Correlation of Poverty Rate and GrowtBudget
(Post Reclassification), Economic Growth, Populateand Inflation

Fartial correlation of powverty with
vardiable Corr. Sig.
generalser~e -0.0521 0._872
defense 0.2338 0_464
orderandseaesy -0.2826 0.374
lageconomic -0.1341 0.678
2w PO nm e n ~r -0.2736 0_.389
healthands~y 0.1943 0.545
cour ismand~ea 0.2429 0.447
reldgion 0.2846 0.370
education —-0.0904 0.780
gr owth —0.4971 0.100
populaticen~h 0.6533 0.021
inflation 0. 3515 0.263
Linem p ] oy aem~t 0_3917 0_208
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Table 5.24 shows each budget function has a diftex@relation with poverty rate.
This correlation was obtained after dropping hogisexpenditure and lagging
economic expenditure. Defense, health, tourism, seidjion functions have
positive correlation. On the other hand, generalvise, order & security,
economic, environment, and education functions haegative correlation.
However, all of budget functions have weak correfet because the values are
not significant. Between period 1977 and 1996, ottuntrol variables (growth,
population, inflation, and unemployment) have samilcorrelations with the
correlations at the previous analysis. Howevery gapulation growth sector has
strong positive correlation with poverty rate, thealueof which is significant.

Table 5.25 Regression Estimation of Post BudgetaRsification (After
Autocorrelation Correction)

Frat=s-winsten AR(1) regressiocn -- 5%E search estimates
SouUrce 55 df Ms Humber of ohs = 24
FC 13, 103 = 25.07
Model 2845_52533 13 21B.8B6564 Prob = F = 0.0000
Residual 87.3045177 10 8.73045177 R-squared = 0.9702
Adj R-squared = 0.9315
Total 2932 _82985 23 127.514341 Root MSE = 2.9547
poverty Coef. Std. Err. t Pt [9%% Conf. Interwall]
generalser~e -14_.51007 E. 396038 -1.73 0.115 -33.21761 4.197473
defenszea 4.677321 3.058547 1.53 0.157 —-2.137547 11.49219
o derandse~y —-6.B38808 3.30242 -2 .07 0.065 -14.19715% .5193517
lageconomic -1.768628 3.152553 -0.56 0.587 -8.792953 5.255696
enw ronmen~r -.0114695 2 .20815 -0.01 0.99% -4.931534 4 _908595
healthands e~y 4_280999 2.420407 1.77 0.107 -1.112005 9.674003
tour Tsmand-—e .79334 2_.403875 0.33 0.748 —4_562827 6.149507
religicn 2.327872 .8172455 2 .85 0.017 .5069361 4 .148809
educaticon -1.860743 3.424137 -0.54 0.599 -9.490195 5.768709
growth -1.023793 -3097575 -3.31 0.008 -1.713975 -.33361
population~h 9_789159 3.080505 3.18 0.010 2.925366 16.65295
inflation .1515663 - 1848044 0._.82 0.431 —-.2602034 -5633361
unemp 1oy em~t .0439 1040375 0.42 0.682 -.1879099 27571
_cCons 6.513562 9._.2388B79 0.71 0.497 -14.07194 27.09907
rho -1
Durhin-Watson statistic (originall 0.657317
Durbin-watson statistic (transformed) 1.553838

Table 5.25 shows the regression estimation of pypwear growth of each budget

classification (after budget reclassification) dhe variable controls. The model is
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good enough because thé @&d adjusted Rare 0.9702 and 0.9315, respectively.
The high value of Rindicates that the variance of estimator (budgeswth,
population, inflation, and unemployment) succeealsexplain the variance of
poverty rate.

Because the valueof F is significant (0.0000), we can write dowre th

regression estimation as the following ways:

Poverty = 6.513562 - 14.51007gGS + 4.677321gDe838&BgOrder

-1.7686gLageco - 0.0114gEnv + 4.2809gHeal+0.7938gTo

+ 2.3278gRelig — 1.8607gEdu - 1.0237 gEco + 9.788gP

+ 0.15156infl + 0.0439unemploy ............. (5.3)
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CHAPTERG

DISCUSSION

This chapter will include the following parts: (I)ypothesis testing and
interpretation, (2) prediction of the poverty rédddowing the budget plan 2011,
and finally (3) limitations of the research.

6.1. HypothesisTesting & Interpretation

This paper carried out “one-sided left side testaghypothesis testing because the
hypothesis statement was “there is a negativeioakdtip between government
expenditure (totally and sectorally) and poverty réccording to Gujarati (2004)
if we have a strong a priori or theoretical expgota(or expectations based on
some previous empirical work), the alternative Higgsis is one-sided or
unidirectional rather than two-sided.

To examine hypothesis testing, this study conduttedsided Wald test to test
whether numerator degree in F test is 1 or nothdf numerator is 1, the square
root of thep valueis thep valuefor one-sided test. This study exercised thasF te
has 1 numerator degree of freedom (Figure 6.1)s,Thiollowed to use the square
root of F statistic to determine the t statistiome-sided tail test.

Figure 6.1 Wald Test of growth of expenditure

. test ghudget
¢ 13 gbudget = 0

F{ o1, 1873
Probh = F

0.02
0.8840

In addition, since there are 4 models which havenb&nalyzed in the previous
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chapter, the hypothesis testing also will be ex@dias the following:
a. General Relationship
Recalling the hypothesis in chapter 3, this stuayntilizes the hypothesis
as the following:
Ho:B1>0

Figure 6.2 One-sided (left side) tail Test of Takabwth of Expenditure

. local ghudget=sign{_h[ghudget])

. display "H_0:coefs=0 p-value=" 1-ttail(r{df_r), ‘ghudget'*sgrt{r{F)))
H_0: coef>=0 p-value=.55799178

The other way to determine tbevalueof t test is directly calculating fromvalue
at regression estimation. Since the sign of cdefficof growth of budget was
positive (+), therefore we calculate thevaluewith this formula (1- [ valueof
regression/2)). The result was 0.558 (1-(0.884/2)).

Since thep valuewas insignificant (0.558), which was greater th&4, the test
failed to reject Ho. Therefore, it means that theyeno negative relationship
between government expenditure and poverty rate.

If we look at the sign of the coefficient of palt@orrelation, it was clear if the
government expenditure had positive correlationhwioverty rate. But, the
correlation was not significance. Although it wa significant, but the regression
result showed a contradiction with the previousdigs which underlies this

research.
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However, since the value of F test was significant (0.0000) we recall the
equation 5.1 in chapter 5 and combine with ghealueof each variable to obtain
the equation as the following:
Poverty = -2.080612 + 0.3049055gBudget — 0.342286g
(0.794) (0.558) (0.043)
+ 10.02816gPopul + 0.0896243infl + 0.15ZA&8=mploy

(0.021) (0.017) (0.p92

The interpretations of the equation (assuming othenables constant) are:

* The intercept was -2.080612. It means if otheraldeis have zero value,
the poverty rate is -2.08%. In this study, the d¢tiowl does not make sense
since the lowest rate of poverty is 0%.

» The coefficient of growth of budget was +0.30490B5neans that every
1% growth of budget be accompanied by a higher ipvate of 0.3049%.
However this study showed that the&aluewas not significant.

» The coefficient of economic growth was —0.342226Ineans that every
1% economic growth be in line with a lower poveawdie of 0.3422%.

* The coefficient of population growth was + 10.0281i6means that if
population growth changes 1%, poverty rate chabgel.028%.

» The coefficient of inflation was + 0.0896243. It ams that every 1%
additional inflation rate be in line with povertgte by 0.0896%.

* The coefficient of unemployment rate was + 0.152660 means that
every 1% additional primary educated-unemploymatd be accompanied

by a higher poverty rate by 0.1526%.
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The regression estimation showed two important tgoiRirstly, the government
expenditure had a positive correlation with povedte. Although thg@ valuewas
insignificant, | think we should not ignore the ults It seemed that the
government expenditure did not work as what it weapected. When many
previous studies proved that the government exparedivas negatively correlated
with, even negatively affected to (Wilhem and Fasst2005), poverty rate, this
study shows the Indonesia government had a diffevas.

There is a possible explanation about the unexgecétationship between
government expenditure and poverty rate. Firsheés additional budget was not
utilized efficiently and effectively. Therefore th®g amount of budget was not
completely reached the development goals. Accortbirfgumitro (1993), the leak
of development budget between periods 1989 — 1983akout 30%. The World
Bank in the Suara Pembaruan newspaper (22 Aug@&) #so issued a report
which stated that the budget leak reached 45%.

The second reason was, my analysis utilized of tira# expenditure rather than
real amount of expenditure. Figure 6.3 shows atesesmt graph of comparison
between relationship of expenditure and povertg.rahe left figure is a graph of
relationship between real amount of budget and qpypwate. On the other side

was the relationship between growth of budget ancny rate.
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Figure 6.3 Comparison of Relationship between Rg\Rate and expenditure
(real amount of budget and growth of budget)

Piviarty Flabs
¥l 0
®a e e * 0
-
FPoverty Rate
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-
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Q 26000 n-:g]un RED000 20000 =
Total Budgat

5
gBudget

The left figure shows a negative relationship betw@overty and total budget.
Otherwise, the right figure shows a positive relaship between poverty and
growth of budget.

This study employed growth of budget for the foliogvreasons. The first is, the
growth of budget gives real picture the seriousméggvernment in development
finance. It was about what Barro (1990) and FanRad (2003) meant with “it is
not a matter of total size but the composition @ie growth of expenditure, in my
opinion, will eliminate a bias trend of governmexipenditure. Because the trend
commonly increases, utilizing the real amount odiget will not provide the real
meaning of the increase of expenditure. Therefibis,better if growth of budget
is used to show how the government plans its agtiaspecially to reduce
poverty.

Secondly, the real amount of budget statisticalgswot stationer data. Thus, it
was very important to transform into appropriatéatde. After some trials, it was

decided to use growth of budget rather than realusminof budget as a proxy

variable.
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The second important point of regression estimagaie population growth and
the economic growth. The population growth hashliggest positive estimation
coefficient (+10.02816)and statistically signifitarOn the other hand, the
economic growth has the biggest negative estimata&fficient (—0.3422261) and
statistically significant.

Those two control variables are still relevancelétermine poverty in Indonesia.
Khan et.al (2009) illustrated how the populatiofieeting poverty. The high
growth of population would create high unemploymamdl increase landlessness.
It would be followed with the lower of wages becaws$ high competition within
labor work. And it finally would dilute overall enomic. In addition, the
overpopulation would urge an overstretching of aloservices (school, health,
sanitation, etc) because of limited resources aatlitfes provided by government.
The main issue related with population growth fog thdonesian government is
how to keep the population growth in low level.tlie government succeeds to
reduce the population growth by 0.5%, the poveatg is expected to be reduced
by 5%. It would be a big achievement. Thereforgsaesnatic and persistent effort
can be pursued, such as a continuous family plgn@acording to Siregar (2003),
National Family Planning program was successfusdtve population growth
problem in Indonesia. The program limited a famity have maximum two
children. In addition, the study also showed thatia perspective on having
many children was one of factors to encourage mpgipulation growth in
Indonesia. Thus, the author recommended educasiogl@ intensively in order to
change social mindset on that issue.

The economic growth is still an important varialbbecombat poverty problem
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since its coefficient showed negative with sig@fitp value This result was
aligned with Krueger (2009) which said that ecoromrowth is believed as a
main policy to achieve significant reduction in pay. However, he emphasized
that to bring effect over poverty reduction, itngportant that the poor have access
to social and economic services that enable theme¢ome more productive.
b. Relationship before budget reform
Recalling the hypothesis in chapter 3, this stuayntilizes the hypothesis
as the following:
Ho:B1232 0
Ha: B1,23< 0

Table 6.1 One-sided (left side) tail Hypothesist Bé<Growth of Budget
(Prior to Budget Reform)

sign of p value one
. i p value . . L.
Variables regression L. sided left Description
. origin )

coefficient tail
Agriculture negative 0.693 0.3465 |Ho failed to be rejected
Industry negative 0.069 0.0345 [Ho rejected
Mining positive 0.507 0.7465 |Ho failed to be rejected
Lagtransportation positive 0.802 0.599 |Ho failed to be rejected
Laglocal development negative 0.871 0.4355 |Ho failed to be rejected
Defense positive 0.049 0.9755 |Ho failed to be rejected
Education negative 0.099 0.0495 [Ho rejected
Health positive 0.124 0.938 |Ho failed to be rejected

Table 6.1 shows only industry and education sedtak® significanp values to
reject Ho. It means that government expenditur@duistry and education sectors
have negative relationship with poverty rate. Oa tither hand, the value of
other variables (agriculture, mining, transportatitocal development, defense,
and health) failed to reject Ho. Thus, it means thare is no negative relationship

between those government expenditures with povatéy
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However, since the value of F test was significant (0.0001) we recall the
equation 5.2 in chapter 5 and combine with ghealueof each variable to obtain
the equation as the following:
Poverty =-9.006714 - 0.9983332gAgri — 3.8400dgk+ 2.226954gMine
(0.406) (0.3465) (0.0345) 0.7465)
+1.148262gTrans - 1.171284gLocal + 6.4809gD=fen10.49464gEdu
(0.599) (0.4355) (0.9755) (0.0495)
+ 6.3068gHeal - 0.8226gEco + 14.3900Gpefu0896243Infl

(0.938) (0.252) (0.014) @2

The interpretations of the equation (assuming othenables constant) are:

* The intercept was -9.006714. It means if otheraldeis have zero value,
the poverty rate is -9.01%. In this study, the ¢tol did not make sense
since the lowest rate of poverty is 0%.

* The coefficient of growth of expenditure in agritme sector was -
0.9983332. It means that every 1% growth of butbgedccompanied by a
lower poverty rate by 0.99%. However the analys®mged that the value
was not significant.

* The coefficient of growth of expenditure in indyssector was —3.84002.
It means that if growth of budget changes 1%, theepty rate changes by
-3.84%.

» The coefficient of growth of expenditure in miniagctor was + 2.226954.
It means that every additional 1% growth of budgetin line with higher

poverty rate by 2.23%. However the study showedttiep valuewas not
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significant.

The coefficient of growth of expenditure in trandgption sector in
previous year was +1.148262. It means that evergddth of budget be
accompanied by a higher poverty rate by 1.15%. Hewdhe Stata’s
output showed that thevaluewas not significant.

The coefficient of growth of expenditure in locavelopment sector in
previous year was - 1.171284. It means that ewvadjtianal 1% growth of
budget be in line with lower poverty rate by 1.174%wever the analysis
showed that thp valuewas not significant.

The coefficient of growth of expenditure in defersgetor was +6.4809. It
means that if growth of budget changes 1%, the nypvate changes by
6.48%. However the result showed thatphealuewas not significant.

The coefficient of growth of expenditure in eduoati sector was
—10.49464. It means that every 1% growth of butbgeiccompanied by a
lower poverty rate by 10.49%.

The coefficient of growth of expenditure in heatidctor was + 6.3068. It
means that every 1% growth of budget be in lindrwaigher poverty rate
by 6.31%. However the result showed thatghaluewas not significant.
The coefficient of economic growth was -0.8226.nieans that if
economic growth changes 1%, the poverty rate clarge -0.82%.
However the Stata’s output showed thatgh&luewas not significant.
The coefficient of inflation was + 0.0896243. It ams that every 1%

additional inflation rate be accompanied a highearepty rate by 0.0896%.
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» The coefficient of population growth rate was +3B00. It means that
every 1% additional population growth be accompa@ehigher poverty
rate by 14.39%.

The regression estimation showed two importanttgoirirstly, only expenditure
at education and industry sectors had significaegative relationship with poverty
rate during period 1976 and 1996 (before budgermaf. As discussed in Chapter
5, the government bigger spent expenditures incaljuire, transportation and
local development sectors. However, by this stualy expenditures in education
and industry sectors were significant to reduceeptyv Therefore, the result also
ascertains that the allocation matter is important.
Regarding the significance role of expendituresdncation and industry sectors,
this paper found the rationale of those sectongowerty alleviation based on the
literature review. The role of education to com#h poverty problem has been
studied by many researchers. Njong (2010) showtsptimdability of being poor
decrease when education level increases. He &straited the inter-relationship
between education and poverty. Firstly, investniereducation increases the skills
and productivity of poor households. It enhances wlage level as well as the
overall welfare of the population. Secondly, poyermhay constitute a major
constraint to educational attainment.
Related to this study, the greater amount of gowvent’s investment in education
resulted in the easier of access to obtain cheapagidn. Figure 6.5 shows the
government’s achievements in education sectorsdmstvit975 and 1990 (before
budget reform). It was cleared that between 1978 4882, the Indonesian

government paid more attention on the quality dgwelent. During that period,
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teacher trained was reached 421,970 in average rhigtter compared with

135,681 as overall average. In addition in thatiggerthe procurement for

textbook and education tools were very high, alm®dimes compared with

overall average.

The achievement in infrastructure, such as schoidling, additional classroom,

and school maintenance, were shown in the lowerdigBetween 1973 and 1990,
there were more than 141,000 primary school wetile Bine interesting thing was

more than 60% were built between 1978 and 1982.

Figure 6.4 Education Achievements of the Indonegmrernment
(1975 - 1990)

Activities 1975 | 1976 | 1977 | 1978 | 1979 | 1980 | 1981 | 1982 | 1983 | 1984 | 1985 | 1986 | 1987 | 1988 | 1989 | 1990
Teacher Trained

a) |Elementary B100| 3726000 369161| 364522 385157 479524 547467 299393) 304068 274500 130480 59980 13760| 9078 44520 123020
b) |High School 575 6565  7176|  6376| 18032 23512 25877 25204) 17292 21368 78002 53447 56933 49288 43705 58047
¢) |University 1088 15051 1015 489 4812  3879]  4140[ 10000{ 10360[  3120{  S115(  6778] 9569 4044
Books & Material

a) |Elementary 43823|  60000f 58960 105810] 41468 68800] 45400[ 56488 162001 20000f 7000 15400  2338] 2000 6361
b) |High School A7) 11048 214000 20441 19946 17913 16500 16100 18004 19225 4586 11018 1928 4261 7000 1200
Wyisical Building

a) |Elementary 10000 10000] 15000{ 15000| 10000| 14000{ 15000 22600 13140{  2200( 30| 273 831 500 185 408
b) [High School 125 13 155 162 26 3900 1150 878 610 254 120 3 251 66 673
¢) |University ) 10 1 1 1 1 1 10

Source: Government Budget (1991/1992)
If we look at the poverty rate movement between61@ad 1984, we will find an
interesting relationship. Between the periods, gbheerty rate decreased sharply,
from 40% to 21% (almost a half). This situation vedieged that the outputs of
expenditure in education, both quality developmantl infrastructure, were

contributed to poverty reduction in Indonesia. Thandition also aligns with
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framework outlined by Wilhem and Fiesta (2005) tgaternment expenditure
works through its output and outcome to reduce pgve

This study also highlighted government expenditureindustry sector had
negative relationship with poverty rate. AccordiegHendayana and Darmawan
(1995), one factor contributed to reduction was riessive development of non
agricultural based on industries during the era0%9until 1990s. Although this
development was done by using foreign debt, howetvbas created a lot of job
and products that might encouraged many domesti¢darign investors to invest
in Indonesia.

The Indonesian government set the industry priguidy to development of export
industry, stability of domestic industry, and deprhent small industry.
Furthermore, an agricultural industry developmeas\&lso innovated as a linkage
with agricultural sector development. An importanticator of an industry
improvement was increase of production for expaurppse. According to
Government Budget (1991), export of industry prddiuc 1989 reached
US$11,068 million or 17.9% higher than previousry@atal export in that year
was dominated by small industry subsector, whiathed sales accumulation to
US$1,020.0 million and followed by various indussib
sector of US$7,315.0 million.

Another indicator of the development of the indiastsector is the increasing
number of investment. In 1989, the amount of chpmeested in this sector was
amounted Rp1,771.4 billion and US$4,037.5 million.

The second important issue of regression estimatias the population growth

has the biggest positive estimation coefficient4(8B) and statistically significant.
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This result was similar with the general relatidpsiwhich also showed the

population had the biggest positive estimated coefft.

c. Relationship after budget reform
Recalling the hypothesis in chapter 3, this stuayntilizes the hypothesis
as the following:
Ho: B123=> 0

Ha B1,2,3,< 0

Table 6.2 One-sided (left side) tail Hypothesist TésGrowth of Budget (Post
Budget Reform)

sign of p value one
. . p value . ..
Variables regression .. sided left Description
. . origin .
coefficient tail
General service positive 0.281 0.8595 [Ho failed to be rejected
Economic positive 0.238 0.881 Ho failed to be rejected
Education negative 0.414 0.207 [Ho failed to be rejected
Other positive 0.305 0.8475 [Ho failed to be rejected

Table 6.2 shows that theevalueof all government expenditures after reform failed
to reject Ho. Thus, it means that there is no negatlationship between those
government expenditures with poverty rate post budgform (2005 — 2010). In
addition this study also do not support with regi@s estimation because of the
poor of requirement to construct a good model.

Although the model was not good-fit enough to expthe relationship between
the government expenditure and poverty reductionwever, we still can see at

government expenditure at education function whieking negative sign. This
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relationship was similar with the relationship @iose variables before budget

reform.

d. Relationship after budget reclassification
Recalling the hypothesis in chapter 3, this stuayntilizes the hypothesis
as the following:
Ho: B1232=> 0
Ha: B1,23< 0
Table 6.3

One-sided (left side) tail Hypothesis Test of Griowt Budget (Post Budget
Reclassification)

sign of p value one
. : p value . _
Variables regression .. sided left Description
L origin .

coefficient tail
General service negative 0.115 0.0575 [Horejected *
Defense positive 0.157 0.9215 [Ho failed to be rejected
Order and security negative 0.065 0.0325 [Horejected
Lageconomic negative 0.587 0.2935 [Ho failed to be rejected
Environment negative 0.996 0.498 [Ho failed to be rejected
Health and sosial protection positive 0.107 0.9465 [Ho failed to be rejected
Tourism positive 0.748 0.626 [Ho failed to be rejected
Religion positive 0.017 0.9915 [Ho failed to be rejected
Education negative 0.599 0.2995 [Ho failed to be rejected

*) 10% level of significance
Table 6.3 shows only order and security functios &aignificanp valueto reject
Ho. In addition, when we utilized the level of diftgance to 10%, the valueof
general service function became significant. It nseihat government expenditure
in both general service and order security funstibave negative relationship

with poverty rate
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On the other hand, thevalueof other variables (defense, economic, environment
health, tourism, religion, and education) failedrégect Ho. Thus, it means that
there is no negative relationship between thosesmgonent expenditures with
poverty rate.
However, since the value of F test was significant (0.0000) we recall the
equation 5.3 in chapter 5 and combine with ghealueof each variable to obtain
the equation as the following:
Poverty = 6.513562 - 14.51007gGS + 4.677321gDe#3&gOrder
(0.497) (0.0575) (0.9215) (0.0325)
- 1.7686gLageco - 0.0114gEnv + 4.2809gHeal+0.7983gT
(0.2935) (0.498) (0.9465) (0.626)
+ 2.3278gRelig — 1.8607gEdu- 1.0237gEco + 9.789gPop
(0.9915) (0.2995)  (0.008) (@p1
+ 0.15156infl + 0.0439unemploy
(0.431) (0.682)
The interpretations of the equation (assuming othenables constant) are:

* The intercept was 6.513562. It means if other &g have zero value,
the poverty rate is 6.5%. In this study, the cdoditmakes sense since the
lowest rate of poverty is 0%.

» The coefficient of growth of expenditure in genegatvices function was -
14.51007. It means that every 1% growth of budgktascompany lower
poverty rate by 14.51%.

» The coefficient of growth of expenditure in defemgection was 4.677321.

It means that every 1% growth of budget be accompagher poverty rate
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by 4.677%. However the result showed thatgh@luewas not significant.
The coefficient of growth of expenditure in ordedasecurity function was
-6.8388. It means that if order and security exjtenel growth changes 1%,
the poverty rate changes by -6.83%.

The coefficient of growth of expenditure in econorfunction in previous
year was -1.7686. It means that every 1% growtbcohomic expenditure
in line with lower poverty rate by 1.768%. Howewre Stata output
showed that thp valuewas not significant.

The coefficient of growth of expenditure in envinoent function was -
0.0114. It means that every 1% environment budgetwip will
accompany lower poverty rate by 0.011%. Howeverrdsearch showed
that thep valuewas not significant.

The coefficient of growth of expenditure in hedlitimction was + 4.28009.
It means that if health expenditure growth chantf#s the poverty rate
changes by 4.28%. However the analysis showedhkat valuewas not
significant.

The coefficient of growth of expenditure in tourisamction was +0.7933.
It means that every 1% growth of tourism budget adcompany higher
poverty rate by 0.793%. However the research shdhatdhep valuewas
not significant.

The coefficient of growth of expenditure in religifunction was + 2.3278.
It means that every 1% expenditure in religion gtow line with higher
poverty rate by 2.32%. However the Stata’s outpoired that the value

was not significant.
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* The coefficient of growth of expenditure in eduoatifunction was —
1.8607. It means that every 1% population growthabeompanied by a
higher poverty rate of 1.86%. However the analydiswed that the
valuewas not significant.

» The coefficient of economic growth was - 1.0237mkans that for every
1% higher level of growth there will accompany avgrby rate which is
lower by 1.02%.

* The coefficient of inflation was + 0.15156. It meathat every 1%
additional inflation rate be accompanied highergyoyrate by 0.1515%.

» The coefficient of population growth rate was +®.78 means that every
1% additional population growth will in line withigher poverty rate by
9.789%.

» The coefficient of unemployment rate was + 0.048%neans that every
1% change of unemployment rate, the poverty ratngés by 0.044%.

However the analysis showed that fhealuewas not significant.

The regression estimation showed three importamtsd-irstly, only expenditure
in general service and order functions had sigaificnegative relationship with
poverty rate during period 1976 and 2010 (post budegclassification). The
estimation shows that the government was very econabout good governance
implementation. The impact was the better admigiistn and service for public.
Sumarto et.al (2004) examines the impact of gover@aractices in Indonesia on
poverty reduction. Their study revealed that theas a clear indication that good

governance affects districts’ performance on pgveatiuction. The districts which
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have less conducive bureaucratic culture reduceerpoby 3.4% on average,
while those districts with a very conducive oneuestl poverty by around 15%.
One of bureaucracy reformation program goal is tadieate corruption in
government institution. By eradicating it, the dtyabf government service was
expected increase. Furthermore the degree of bsgpgeding will effectively and
efficiently be utilized. According to Gupta et.4P08) corruption increases income
inequality and poverty through lower economic gioviiased tax systems favoring
the rich and well-connected; poor targeting of abpgrograms; use of wealth by the
well-to-do to lobby government for favorable padisithat perpetuate inequality
asset ownership; lower social spending unequalsadmeeducation; and a higher
risk in investment decisions of the poor.

According to Setiawan (2010),the problem of conaptmaking Indonesia become
the most corrupt country in the world. Researchultedby Transparency
International in 1999, resulted the index was LiZIpdonesia in order of 97 out of
99. However, when the government run bureaucrafmymg it was successfully
increased the index. By 2009 the index reachedl&i8.position, however, still put
Indonesia under ASEAN'’s countries such as Singapdfialaysia, Brunei
Darussalam, and Thailand.

Before budget reform, this expenditure was deditdte increase civil servant
welfare. Therefore, most of allocation was absotbealil servant salary. Table 6.4
shows the proportion of salary over routine budgetween 1970 and 1990.
Between those periods, it was clearly if salarynglavith subsidy was more than

50% in average of routine budget.
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Table 6.4 Proportion of Salary over Routine Budd@é70 — 1990)

Subsidi

Vear Salary 9y 05 Tatal Foutine Budget
3 o
-1.0 -2.0 (3302308 4.0 (EEE) (-2 7,0 (B={E):(T)
PELITAI
106:170 1038 70,2 441 208 1478 2165 683
197071 131.4 70.0 56.2 300 187.6 2882 65,1
197172 163 4 71.0 65.8 290 230,2 3491 65.9
1872173 2004 70.5 839 29.5 2843 4381 645
187374 268.9 712 108.6 288 3775 7133 529
FELITAII
197475 420,1 67.5 2019 325 622.0 1.016.1 61.2
1975176 5939 67.7 2845 324 8784 1.3326 639
197677 636,6 67.0 313.0 33.0 940.6 1.620.8 583
197778 8932 65,1 478.4 349 13716 2.148%9 638
197879 1L.00L6 657 5223 343 1.5239 27437 55.5
PELITA IIT
197980 1.419.2 67.9 669.9 321 2.089.8 40618 515
198081 20233 67.5 &76.1 325 29994 5.800.0 517
1981782 22771 63,3 1.209.1 34.7 34862 69776 30,0
1982/83 2.418,1 64.8 1.3154 352 3.733.5 6.996,3 534
1983784 27570 64.1 1.547.0 359 4.3040 24118 512
PELITA IV
1984/85 3.046.8 64.5 1.680.1 355 47265 54250 50,1
1985/86 4.0183 64.1 22476 359 6.265.% 11.951.5 324
1986/87 43106 64.1 24102 359 6.720.8 13.559.3 456
1987/88 46169 64.0 25923 360 T.2092 174815 41.2
198889 49982 643 27786 35.7 T.776 8 20,7390 37.5
PELITAYV
198590 1) 6.201.5 63.0 33381 350 8.539.6 24.331.1 392
1990791 6.909.3 63.5 3.954.0 364 108633 26.648.1 408

Source: Budget Plan (1992)

Note: Pelita is abbreviation of 5 Yearly Developmitan
After budget reform, the Indonesian government gawere attention to
bureaucracy reformation program. It was proved wkien Ministry of State
Aparatus’s officers initiated to sign Integrity Ctex as a proof of their integrity to
conduct the job properly. It then followed with amdatory to sign an Integrity
Charter at goods and service government procurebased on letter of Ministry of
State Aparatus No. SE/06/M.PAN/4/2006 about Impletakgon of Integrity
Charter. Beside the integrity charter, the Indceresgovernment step by step
implemented higher remuneration at the selectegtutisns. By 2010, there are 6
institutions which have already received a new eystMinistry of Finance,
Ministry of State Aparatus, Corruption EradicatiGommission, Supreme Court,

Police, and Army.
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The second issue of regression estimation was expes in order functions had
significant negative relationship. This is relatedhe conflict and internal security
that had to be maintained by policemen. This fuimcts very important because
Indonesia is a big country with big population. thermore Indonesia comprises
into hundreds of tribe, culture, religion, and m&la that potentially stimulate
conflict horizontal and interest. Before budgetoref, the function was less
prominent than defense function. This was causetbmusoeharto regime, the
political and government controls were centralidticaddition there was a limited
freedom to express own thinking. However, aftertiwal reformation in 1998,
this security function started prominent. It wagng&d when Indonesia decided to
implement decentralization, direct general elegtimmd to acknowledge freedom
of expression. The impact was many horizontal ecisfland separatism because
the some ‘free riders” who utilize whatever oppaity to reach their own goals.
In this situation, the role of policemen to prevestdbilization and security was
very important.

The relationship between conflict and poverty wadl wtudied by Justino (2007).
He believes that there is two-way causality betwamstilict and poverty. On the one
hand, conflict would positively affect poverty aod the other hand poverty is one
reason why a conflict exists. By analyzing and parmg studies of many scholars,
he delivers a message that prioritizing investmeneéducation and health may
signal government's commitment to peace by keepireg population content.
Furthermore, increases in equal opportunities énatcess of excluded groups to
education may decrease social tensions.

The second important issue of regression estimatias the population growth
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has the biggest positive estimation coefficient {89) and statistically significant.
On the other hand, the economic growth has theeBiggegative estimation
coefficient (—1.02) and statistically significaithese results were similar with the
general relationship and before budget reformiaiahip.

The similarity in the relationship between popuatgrowth and economic growth
and poverty rate in the 3 types of relationshipgwahthat those 2 variables are
robust related to poverty rate. Moreover, thoseéabées are also appropriate to be
considered since the values of their coefficiergsenquite big.

The third important issue of regression estimati@s the education function had
negative estimation coefficient (-1.8) although thevalue was not statistically
significant. However, this information was importdoecause if we compare with
the government sector before budget reform, thaltregas quite similar. The
similarity relationship between education and ptvemate in the 2 types of
relationship shows the education variable, canéai, sobust related to poverty

rate.

6.2. Poverty Rate Prediction by Utilization of Budget Planning 2011

By utilizing some indicators in the Budget Plannigg11, | will show the
estimation of poverty rate in 2011. However, | usieel 2010 unemployment rate
(percentage of unemployment with primary educatianyl population growth,
44.4% and 1.15% respectively, because there watateo of those variables for
2011.

According to Budget Planning 2011, there are soraersmeconomic assumptions

as the following: economic growth (6.3%) and inflatrate (5.3%). In addition
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we have to calculate the budget growth by compatieggovernment expenditure

planning in 2010 with the previous year. The resuthown at Table 6.5.

Table 6.5 Budget Plan 2011 and Its Growth

Budget Functions 2010 2011 Growth

General Service 495319.9] 525430.6f 0.06079
Defense 20968.2| 45168.7| 1.154152
Order and safety 14926| 19746.9| 0.322987
Economic 57358.8] 95647.4] 0.667528
Environmental 7889.2] 11090.6| 0.405795
Housing and Public Facility 20906.6] 23381.8] 0.118393
Health & Social Protect 21458.5| 17258.6| -0.19572
Tourism and Culture 1416.1 2274.1] 0.605889
Religion 913.1 1639.6| 0.795641
Education 84086.5| 81988.6| -0.02495
Total 725242.9] 823626.9| 0.135657

General Relationship

Poverty =-2.080612 + 0.3049055gBudget — 0.3422E6&g
+10.02816gPopul + 0.0896243infl + 0.1526609unemplo
=-2.080612 + 0.3049055(0.135657) — 0.342228)(6.
+10.02816(1.15) + 0.0896243(5.3) + 0.1526609(44.4)
=14.59%
Regarding this estimation, the poverty rate willdséimated at 14.59% or increase
1.29% point compare with poverty rate in 2010.

Relationship by government expenditure functions

Poverty = 6.513562 - 14.51007gGS + 4.677321gDe838BgOrder
- 1.7686gLageco - 0.0114gEnv + 4.2809gHeal + 0.g98Gr
+ 2.3278gRelig — 1.8607gEdu- 1.0237gEco + 9.789gPop

+ 0.15156infl + 0.0439unemploy
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= 6.513562 - 14.51007(0.06) + 4.677321(1.158388(0.32)
- 1.7686(0.66)- 0.0114(0.405) + 4.2809(-0.195) +
0.7933(0.605)
+2.3278(0.795) — 1.8607(-0.024) - 1.0237(6.3)A89(1.15)
+0.15156(5.3) + 0.0439(44.4)
=16.77%
Regarding this estimation, the poverty rate willdséimated at 16.77% or increase

3.47% point compare with poverty rate in 2010.

6.3. Limitation of research
The research revealed some different results froammyntheories and previous
studies. These differences from big stream of npoodessional researchers may
lead one into some questions whether the papebéas conducted properly or
not. Therefore, | seek to list some possibilitigsck might cause the differences
and limitation of this study, such as:
» Directly regress the relationship between goverrinegpenditure and the
poverty rate
The previous studies investigated the relationdiepveen poverty and
government expenditure by utilizing intermediargtéas to develop the
model. The intermediary factors included output aadtcome of
government expenditure which directly affected twgrty rate. However,
this research directly related the government edipere and poverty rate.
* Limitation to explain the causal relationship betwe government

expenditure and poverty rate
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Although the conceptual framework describes that tpovernment
expenditure has a negative causal relationship potrerty rate, this study
did not cover the causality analysis. The resuttited at relationship
analysis. Thus, this study cannot conclude if theegnment expenditure
affect to poverty rate.

This paper utilized different proxy variables topkin government
expenditure

An inappropriate proxy variable will lead the arsa$yinto bias from the
objective of research. Since the usage of growtbxpkenditure as a proxy
variable was a new trial, therefore it needs afrinvestigation to ensure
the correct proxy variable.

Data limitation

The problem existed when it conducted post budgfetm regression. The
limitation of series of data had an implication thaiable included in the
model also limited. Thus, the model developed wagire good-fit model.
Mistakes in budget allocation, omission, and acdatran

This study simulated some budget allocation, omigssand accumulation
to determine the best model. However, these simukataffect on some
budget omission. In addition, this study also caneéd reclassification
from sector based allocation to function basedcation that more or less
affect on the accuracy of budget allocation.

Lack of analysis on efficiency and effectiveness gbvernment
expenditure utilization

According to Wilhem and Fiesta (2005), the effiagmnd effectiveness of
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budget utilization is an important factor to purghe government’s goal
set up whether will be achieved or not. Therefoce pgrovide a
comprehensive analysis, the analysis of this determ is much
recommended.

External factors, such as government policy andjbtichechanism

The budget can be seen as a “toy” whether can ée useither bad or

good purpose. Therefore, the role of governmentaaprovider and

community as a recipient is very vital. Lack of lyse in those two factors

also will lead the analysis into bias.
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CHAPTER 7

CONCLUSIONS

This chapter will include the following parts: (1¢onclusion and (2)

recommendations.

7.1

Conclusion

Based on the findings and discussion in the prevahapters, this study concludes

8 important points, as the following:

1.

While using expenditure growth as a proxy variablee government

expenditure overall did not have a negative retestinip with poverty rate. The
study showed an opposite result with the previaudys There is a possibility
that the opposite result came because governmegrgndiure growth was
studied rather than the real amount of governmem¢mditure.

This study failed to compare the relationship betwgovernment expenditure
and poverty at the time before and after budgetrmef It was due to lack of
data when doing analysis of relationship after adgform.

Prior to budget reform, out of 8 sectors, the goweent expenditure in

education and industry sectors had a significamatiee relationship with

poverty rate. With the Indonesian government spendi% more than

previous year in the education and industry, it b accompanied with lower
poverty rate by 10.49% and 3.84% respectively.

Following the budget reform, none of expendituractions had a negative

relationship with poverty rate. There is a posgipithat the result came
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because of a lack of data series to generate afgastimation.

5. Following a reclassification of expenditure sectarsit of 9 functions, the
government expenditure in general service and oader security functions
showed a significant negative relationship with by rate. When the
Indonesian government spends 1% more than preweas in the general
service and order and security expenditure, it bgllaccompanied with lower
poverty rate by 14.51% and 6.83% respectively.

6. The expenditure in education was the only experglituhich had a stable
negative relationship with poverty rate. The estioracoefficient of education
expenditure at relationship prior budget reformstpoudget reform and post
budget reclassification, were as the following:.4B864, -4.2931, and -1.8607
respectively.

7. The population growth and economic growth werecietrol variables which
had a robust negative relationship with povertg facause their relationship
was always significant. In term of general relasioip and relationship post
budget reclassification, when population grows B, it is accompanied with
higher poverty rate by 10.02% and 9.78% respegtiv@h the other hand, the
additional economic growth by 1% will be accompdnveth lower poverty
rate by 0.34% and 1.02% respectively

8. By utilizing some macro assumption indicators ie Budget Plan 2011, the
estimation for poverty rate in 2011 consideringhbtite general relationship
and relationship post reclassification are 14.59% ¥6.77%, respectively.

However, there are some research limitations whitcted the reliability of the

above conclusions such as: using growth of budget proxy, limitation of data
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series, lack of output and outcome analysis, aokl ¢td analysis on how budget

mechanism may affect the poverty rate.

7.2  Recommendations

This study provides recommendations as the follgwin

1. The Indonesian government should consider invedtmegducation sector as
a persistent effort to reduce poverty since it hagtable negative relationship
with poverty rate. The government can employ bottucation quality
improvement and infrastructure development. By riegy from what the
government did between 1978 and 1984, the oppdytuni overcome the
poverty problem in the future is more.

2. In the near future, the government should contirthe bureaucracy
reformation program. The General Service expenglituais proven to support
implementation of good governance in Indonesia. Hfect of good
governance is reducing corruption and finally bimggimpact to poverty
eradication.

3. Horizontal conflict and fighting crime problem swlg should become the
Indonesian government’s priority. After the decalwation and democracy
system were implemented in 2000, the temporary @igplof misleading the
new system was very high. This issue is import&aaahse the victims of the
horizontal conflict are usually the poor. The gawaeent expenditure in Order
and Security is still relevant in the near future.

4. To achieve a low poverty rate, it is very necesdarythe government to

achieve a population growth under 1%. Since thigetas manageable and has
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a big impact on poverty rate compared with otheraldes, it is very proper to
consider this factor as the way to reduce povditerefore, the government
should re-promote family planning program througlieational or policies to
support restriction of number of children.
It is hoped that this research will be followed twiturther investigations to
overcome research limitations. For example, rebeean be performed by panel
data analysis rather than time series analysis tiizing sub national data
(province). The other alternative way is expandihg factors affecting the
relationship between government expenditure andegppvreduction, such as
effectiveness, efficiency, poverty alleviation pgli organization, budget

mechanism, etc.
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