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Abstract

The Indonesian government implemented a fiscal decentralization policy in order to encourage regional autonomy policies and
realize regional development. Regional Original Revenue (PAD) is a form of fiscal decentralization policy. This research aims to
determine the factors that influence regional original income in provinces throughtout Indonesia. This is quantitative research
with secondary data, and the data source comes from BPS reports for the 2021-2022 period. Data analysis used panel data
regression with the help of the Eviews g program. The results showed that the level of unemployment rate, human development
index, and investment had a negative and significant influence on regional original revenue, while the number of poor people
had a negative but not significant influence.
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INTRODUCTION

Regional development is an integral part
and foundation of national development to
realize development targets that are adapted to
regional development potential and problems.
also aimed at

Regional development is

overcoming the problem of disparities between

regions, between regions, between sectors, and

Fiscal
to the
delegation of regional autonomy in accordance

even between groups of society.

decentralization is the forerunner
with the targets to be achieved in order to
realize regional development. Through regional
autonomy and fiscal decentralization, regional
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governments have the authority to collect

revenues and carry out allocation roles
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independently in setting development priorities
in accordance with the needs of the region.
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Figure 1. PAD Provincial Government in Indoensia 2021-2022

Source: BPS, 2023

The of
decentralization provides optimal benefits if it is

implementation fiscal
accompanied by adequate financial capabilities
in autonomous regions. Autonomous regions are
intended so that a region can develop according
to its own capabilities and increase its potential
so that it does not depend on the central
government (Elly Karmeli, Wahyu Haryadi,
2020). One component of fiscal decentralization
is regional original revenue.

In general, regions are said to be ready to
implement regional autonomy if their PAD can
make a significant contribution to the Regional
Revenue and Expenditure Budget (APBD). A
region is said to be independent if its PAD
contribution is higher than the balance fund,
which comes from central government finances
(Elly Karmeli, Wahyu Haryadi, 2020). Apart

from coming from regional taxes, local revenue
can also come from levies.

A levy is a levy imposed in connection with
a service or facility provided by the government
directly and in real terms to the payer. Fiscal
policy became known when John Maynard
Keynes expressed his opinion that fiscal policy
was the most effective policy in influencing the
course of the economy, especially in eradicating
unemployment and increasing output through
the
(Carter, 2021). Fiscal decentralization has been

government intervention in economy
hotly discussed since the post-New Order
reform era began. The centralized government
system that has been adopted by President
Soeharto's government is considered incapable
of bringing prosperity and prosperity to the

wider community, giving rise to demands for
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greater authority from the regions to carry out
development. The demand for authority from
the regions to carry out development then gave
birth to the Regional Autonomy Law, namely

Law No. 22 of 1999 concerning Regional

Government and Law No. 25 of 1999 concerning
the balance of central and regional government
finances, as well as the beginning of a new era of
fiscal decentralization in Indonesia (Rusydi et

al., 2022).

12.00
10.00
8.00
6.00
4.00
0.00
ST F P ES D Y S vo‘*é\v‘z‘@o““@@v‘\v%%@ %@vo“
& Q @ RS L X Q& o G 3
vv‘) v‘b\? S e& @q <§\ @fb\\%@@v/&e*@ ,\\ P & v‘b\? ’\\@Q",{& &vs@;\;\‘z\s\‘?’\& g&yé’@o@%\%iﬁ 00 v‘b\? &
R N NSO FTRENFFEECS L FE TR
8 & & TS FESFFITITFTEESEF P
0@ S 0®v & Q &S S ¥ v&v vV\@ o (%)»V%Q\,VVS BN <~
. 2
T s F& TS g

m2021 m2022

Figure 2. Unemployment Rate in Indonesia 2021-2022 (%)

Source: BPS, 2023

Fiscal decentralization allows regional
governments, both provincial and district/city,
to explore their own regional potential and turn
it into a source of revenue called Regional
Original Revenue (PAD). Based on Figure 1, it
can be seen that the realization of PAD
continues to increase from 2021 to 2022. This
shows that the level of regional government
independence is increasing.

In addition, the greater the PAD value, the
smaller the role of the central government, in
this

governments.

case, transferring funds to regional
The trend of increasing PAD
values also shows that fiscal decentralization
makes regional governments more independent
and less dependent on the central government,

so it can be said that fiscal decentralization

makes regional governments increasingly able to
independently carry out their own regional
autonomy (BPS, 2023).

The greater the PAD, the more it indicates
that a region is able to implement fiscal
decentralization and reduce dependence on the
central government. However,
further,

income is dominated by provinces on the island

if you look
the proportion of original regional

of Java, while regions outside Java tend to be
much smaller and tend to give the impression of
very large inequality.

This means that there are factors that
influence regional original income, which can
vary in value. One factor that can influence local
revenue is the level of unemployment rate.
Conditions where the growth of new workers is
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than  the
unemployment (Hendri Doni et al, 2022).
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Unemployment in Indonesia is a continuous
problem and must receive serious attention.
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Figure 3. Human Development Index Province in Indonesia 2021-2022

Source: BPS, 2023

High population growth can cause
unemployment if the productive age population
cannot be absorbed by existing jobs (Nasution,
2019). Open unemployment tends to give the
impression that the more open unemployment
increases, the more sluggish the economy
becomes. This is because humans become a
resource in the production factor process. When
the labor used does not reach the optimal point
that should be employed in order to obtain
maximum output, the economy experiences a
setback or tends to be sluggish.

Figure 2 shows the dynamics of open
unemployment from 2021-2022, which tends to
be relatively constant, but provinces on the
island of Java such as DKI Jakarta, West Java,
and Banten dominate the unemployment rate
above 8% nationally, meaning an increase in the
number of residents in these provinces. is not
balanced with increase in

an adequate

employment opportunities, thereby encouraging
inequality between the labor force and the
working population or in other words

unemployment. When open unemployment
conditions increase, the ability to pay taxes and
levies will decrease. This will have an impact on
decreasing PAD.

Human capital is linguistically composed
of two basic words, namely human and capital,
which skills,

creativity that are realized in work abilities that

is knowledge, expertise, and
can be used to produce professional services and
economic value (Ibrahim, 2023). Human capital
can be seen from the Human Development
Index (HDI) and the unemployment rate.

HDI explains how residents can access
development results in obtaining income,
health, education, and so on. HDI is formed by
three basic dimensions, namely: 1) a long and

healthy life, 2) adequate knowledge or level of
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education, and 3) decent living standards (Ham
& Octaviani, 2022). Human capital as human
resources emphasizes the importance of quality,

IlTham A. N., Shanty O., Determinant Analysis of Fiscal Decentralization in Indonesia

in addition to quantity. In this research, what
will be discussed is human capital as seen from
the HDI value.
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Figure 4. Number of Poverty Population in Indonesia 2021-2022

Source: BPS, 2023

The quality of human resources also plays
an important role in the economy, where labor
plays a role in economic growth. The workforce
must have quality, the importance of quality is
the foundation for someone to be able to do

work  productively and increase their
productivity. Educated and trained workers are
more able to increase their productivity

compared to workers who are less educated and
trained. Increasing labor productivity can spur
faster economic growth and development and
encourage increased welfare, which in turn
contributes to supporting local original income
through the payment of taxes and levies will also
increase.

Figure 3 shows the human development
index figures for all provinces in Indonesia for

2021-2022. Human development in western

Indonesia tends to be higher compared to
provinces in eastern Indonesia. Differences in
the quality of human resources also determine
how far human capabilities can increase their
income and welfare. In this case, the better the
quality of humans, the more likely they are to
increase their income and welfare, which in turn
can contribute to local original income.

the
population that falls into the category of living

The number of poor people is

below the poverty line. The population's
inability to improve their welfare also affects
their ability to pay taxes and levies imposed by
the (Sihombing &

Sihombing, 2022). Figure 4 shows the number of

regional government
poor people by province in Indonesia in 2021-
2022. The largest contribution to the number of
poor people is dominated by provinces on the
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island of Java, where Java itself has the largest
population compared to other islands.

The provinces with the highest number of
poor people include West Java, Central Java, and
East Java. The large number of poor people
allows for reduced local revenue, this is caused
by reduced purchasing power and the level of
community welfare. In turn, the increasing
number of poor people can affect the amount of
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local revenue. Investment is an investment
activity carried out by investors both from
within the country and from abroad. Investment
is also an important component in encouraging
more exciting economic activity. The foundation
of an economy that moves through investment
not only drives the demand and supply of

goods/services, but also drives the demand and

supply of labor.
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Figure 5. Investment in Indonesia 2021-2022 (Billion IDR)

Source: BPS, 2023

Figure 5 shows the investment value by
province in 2021-2022. Investment value tends to
be concentrated on the islands of Java, Sumatra
and Kalimantan, where the investment value of
these islands is much higher than other islands,
meaning that the economsic driving potential of
these areas is much higher than others. In this
case, a productive economy encourages
increased distribution of income and an increase

in per capita income in a region. The higher the

community's income, the higher their welfare
and ability to contribute to their local revenue.
In research (Sihombing & Sihombing,
2022) the number of poor people and open
unemployment has a positive influence on
(Sri
Hartati, 2021), investment has an effect on

regional original revenue. In research
regional original revenue. In this case the
amount of capital invested in each economic

sector has stimulated an increase in production
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capacity, so that regional per capita income
automatically increases. An increase in per
capita income represents an increase in the
welfare of the people of a region, which in turn
increases the potential for regional sources of
original income.

Based on the description above, it can be
seen that there is a link between fiscal policy,
which in this research is represented in the local
original income variable, with human capital
variables (unemployment rate, number of poor
people, and HDI) and investment. This research
aims to determine the relationship between
fiscal policy as seen from Regional Original
Revenue and human capital and investment in
Indonesia.

RESEARCH METHODS

The dependent variable used is regional
original income. Data analysis uses panel data
regression with the help of the Eviews ¢
data
determine the effect of fiscal policy on human

program. Panel regression aims to
capital in Indonesia. The model used in this
research uses a logarithmic (log) model, this
aims to equate units and reduce the possibility
of heteroscedasticity due to transformations that
place variable measurement scales and slope
coefficients (Gujarati, 2015). The equation model

is as follows :

logPADit = Bo + P1 TPTit + B2 IPMit + 3
log]PMit + B4 logINVit + pit

Where logPAD s
revenue, TPT is the unemployment rate, HDI is

regional original

the Human Development Index, log]PM is the
logINV is the
investment value, B_o is a constant, B(1-) B_4 is

number of poor people,

the coefficient of each variable, log is the

logarithm, and pit is the error at time t for unit

cross section i. Because the data used is
secondary data and panel data, it is necessary to
test classical assumptions on the selected
models, including the Common Effect Model
(CEM), Fixed Effect Model (FEM) and Random
Effect Model (REM). Several methods can be
used to test and select the best estimation
model, these test methods include the Chow
Test, Hausman Test, and LM Test.
This

quantitative

research uses a  descriptive

approach, namely a research
approach with data in the form of numbers and
analyzed statistically (Jailani, 2023). The type of
data used in this research is secondary data
obtained from the Central Statistics Agency
(BPS). The independent variables used include
the open unemployment rate, the human
development index, the number of poor people,

and investment.

RESULTS AND DISCUSSION

The first test to select the best estimated
model is to carry out the Chow test. The Chow
test is carried out to select the best model
between the Common Effect Model (CEM) and
the Fixed Effect Model (FEM) (Igbal, 2015).
Based on the data that has been collected, data
analysis was carried out with the help of the
Eviews 9 program. The results of the Chow test
are as follows:

Table 1. Chow Test Result

Chi-Sq.

Effects Test ! . q_ Chi-Sq.d.f. Prob.
Statistic

Cross-

. 55.056051 (33,30) 0.0000

section F

Cross-

section Chi- 280.162666 33 0.0000

square

Source: Eviews 9, 2023
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The Chow test results show that the
probability value (Prob) of Cross-Section F is
0.00. A Cross-Section F probability value of less
than o.05 indicates that the Fixed Effect Model is
better than the Common Effect Model (Ghozali,
2018). Based on the Chow test results, the next
step is the Hausman test which aims to
determine the comparison of the Fixed Effect
Model with the Random Effect Model (Igbal,

2015). The Hausman test results are as follows:

Table 2. Hausman Test

Table 3. Coefficient of Determination Test

R-squared 0.999904

Test Chi-Sq. Chi-Sq.

L. Prob.
Summary Statistic d.f.
Cross-
section 34.124878 4 0.0000
random

Source: Eviews g, 2023

The Hausman test results show that the
Random Cross-Section probability (Prob) value
is 0.00. A Random Cross-Section probability
value of less than o0.05 indicates that the Fixed
Effect Model is better than the Random Effect
Model (Igbal, 2015). Based on the results of the
Chow test and Hausman test, it can be seen that
the best model for data analysis is the Fixed
Effect Model.

The classic assumption test for panel data
regression in this study does not use a normality
test because the normality test does not need to
be carried out if the number of observations is
more than 30 (Verbeek, 2005). The classic
assumption test for panel data regression also
does not use an autocorrelation test because
panel data regression uses the Generalized Least
Square (GLS) method, where GLS can overcome
autocorrelation symptoms that usually arise in
data analysis using the Ordinary Least Square
(OLS) method (Gujarati, 2022).

Source: Eviews g, 2023

If the R-Square value that appears is close
to one hundred percent, it can be interpreted
that almost all the variables used in the research
can fully explain what is needed to predict
variations in the dependent variable. In this
study, the R-Square result was 0.999904, which
shows that the variables TPT, HDI, JPM and INV
can explain the dependent variable, namely
PAD, of 99.99%, while the remaining 0.000096
is explained by other variables outside the model
in this study.

If the t-statistic value > t-table, then the
independent variable is considered significant in
influencing the dependent variable. In this study
using 68 data, the degree of freedom is
determined as follows: df=n-k (df=68-5), so the
degree of freedom used is 63 in the t-table, and
the t-table number in df 63 is 1.66940.

Table 4. Significance Test

Variable  Coefficient Std. t- Prob.
Error Statistic

C 23.12850 2.020118 11.44908 0.0000

TPT -0.122556 0.068358 -1.792847 0.0831

IPM -0.181772 0.013923  -13.05514  0.0000

LOG(JPM) -0.036873 0174048 -0.211858  0.8337

LOG(INV)  -0.034673 0.011276  -3.075050 0.0045

Source: Eviews, 2023

Table 4 shows that the TPT variable has a
negative and significant influence, the HDI
variable has a negative and significant influence,
the JPM variable has a negative but not
and the
variable has a negative and significant influence.

significant influence, investment
The estimation results can be seen in Table 4.

Based on the fixed effect model estimation
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results, the regression coefficient for each
variable in this study is as follows:

LOG(PAD) =
0.181772*1PM -
0.0346723*LOG(INV) + eit

23.1284970236 - 0.122556*TPT -
0.036873*LOG(JPM)-

From the estimation equation results
above it shows that the constant coefficient is
23.1284970236, which means that when the
Unemployment Rate, Human Development
Index, Number of Poor People and Investment
do not increase at all, the amount of Regional
Original Revenue is 23.1284970236 percent.

The influence of the Unemployment Rate
on Regional Original Revenue has a coefficient
of - 0.122556065947, which means that when
there is a decrease in the Unemployment Rate of
1%, Regional Original Revenue will experience
an increase of 0.122556065947 percent assuming
ceteris paribus.

The influence of the Human Development
Index on Regional Original Revenue has a
coefficient of - 0.181771945598, which means that
when there is a decrease in the Human
Development Index of 1%, Regional Original
Revenue will experience an increase of
0.181771945598 percent assuming ceteris paribus.

The effect of the number of poor people on
Regional Original Revenue has a coefficient of -
0.0368734744786, which means that when there
is a decrease in the number of poor people by
1%, Regional Original Revenue will increase by
0.0368734744786 percent assuming ceteris
paribus.

The effect of investment on Regional
Original Revenue has a coefficient of -
0.0346729672792, which means that when there
is a decrease in investment of 1%, Regional
Revenue will

Original increase by

percent assuming ceteris

0.0346729672792
paribus. From the estimation results above, it
shows that the unemployment rate variable has
a negative and significant influence on regional
original revenue, as evidenced by the calculated
t-statistic value of -1.792847>1.66940.

This in the

unemployment rate has an impact on increasing

means that a decrease

Regional Original Revenue. This is caused by
labor being absorbed into employment and the
distribution of income. When a lot of labor is
absorbed, it will increase the subject of taxes and
potentially increase sources of local revenue.

From the estimation results above, it
shows that the human development index
variable has a negative and significant influence
on Regional Original Revenue, as evidenced by
the t-statistic value of -13.05514>1.66940. This
means that an increase in HDI actually has an
effect on decreasing regional original revenue.

This can be possible for several reasons,
first, not being able to find regional advantages
that have the potential to be utilized as a source
of regional original revenue; second, relatively
low compliance and awareness of taxpayers or
levies; and third, weak legal and administrative
systems in monitoring regional original revenue.

In research (Todaro, 2016), the benefit of
HDI is to show that a country can perform better
even if a country's revenue is low. On the other
hand, when a country's revenue is high, it does
not necessarily mean that its human
development is also high.

From the estimation results above, it
shows that the variable number of poor people
has a negative and insignificant influence on
regional original revenue, as evidenced by the t-
value of -0.211858<1.66940. This means that
reducing the number of poor people will

increase regional original revenue. This is due to
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the large number of people getting out of the
poverty line or, more precisely, becoming more
prosperous.

When someone begins to prosper, they
have purchasing power and the ability to
improve their quality of life. On the other hand,
the more prosperous people are, the greater the
taxpayer's ability to pay their obligations. And
the more prosperous the community, the more
people will become taxpayers, in this case, it will
increase regional original revenue.

From the estimation results above, it
shows that the

negative and significant influence on regional

investment variable has a
original revenue, as evidenced by the t-value of -
3.075050>1.66940. This means that increasing
investment has the effect of decreasing regional
original revenue.

This can be caused by the fact that many
investments carried out in various regions of
Indonesia are still capital-intensive compared to
that
distribution of income through labor absorption

labor-intensive, so there is minimal
mechanisms in investment projects. So that
income received from taxpayers is reduced. In
this case, income distribution is an important
key to equalizing people's income and welfare
because it is related to purchasing power and the

ability to pay taxes or levies.

CONCLUSION

Based on the research results, it can be
concluded that the open unemployment rate,
human development index, and investment have
a negative and significant influence on regional
original revenue, while the variable number of
poor people has a negative but not significant
influence. These findings indicate the need to
decentralization

review fiscal policies in

Indonesia and economic policies, so that human

capital and investment problems can be resolved
as well as become a solution for increasing
regional original revenue in various provinces in
Indonesia. Future researchers are expected to be
able to use other variables outside the model
and/or use different analytical methods to

present new findings in future research.

REFERENCES

Anggraeni, R. M., Khusaini, M., & Prasetyia, F. (2022). Fiscal

Decentralization and Per Capita Income
Convergence between Regencies/Municipalities in
Java Island. Journal of International Conference
Proceedings (JICP), 5(4), 1-11.

Bird, R. M., & Vaillancourt, F. (1998). Fiscal decentralization
in developing countries: an overview. Fiscal
decentralization in developing countries, 1-48.

BPS (2021). Berita resmi statistik. bps. go. id, 27, 1-52.

Carter, Z. D. (2021). The price of peace: money, democracy,

and the life of John Maynard Keynes. Random House

Trade Paperbacks.
Dinarjito, A., & Dharmazi, A. (2020). Pengaruh
Desentralisasi  Fiskal, Investasi, dan Indeks

Pembangunan Manusia Terhadap Pertumbuhan
Ekonomi Regional di Provinsi Kalimantan Timur.
Jurnal Pajak dan Keuangan Negara, 2(1), 57-72.

Doni, A. H., Alfiona, F., Andespa, W., & Al-Amin, A. A.
(2022). Pengangguran Dalam Perspektif Ekonomi
Islam Dan Kovensional Jurnal Ilmiah Ekonomi,
Manajemen Dan Syariah (JIEMAS), 2(1), 1-10.

Elly Karmeli, Wahyu Haryadi, I. A. P. A. (2020). Analisis
Determinan Pendapatan Asli Daerah ( Pad )
Kabupaten Sumbawa. Jurnal Ekonomi Dan Bisnis,
8(2), 136-145.

Enami, A., Lustig, N., & Taqdiri, A. (2019). Fiscal policy,
inequality, and poverty in Iran: assessing the impact
and effectiveness of taxes and transfers. Middle East
development journal, 11(1), 49-74.

Gujarati, D. N. (2022). Basic econometrics. Prentice Hall.

Ham, U.,, & Octaviani, H. (2022). Dampak Kebijakan
Otonomi Khusus Terhadap Peningkatan Indeks
Pembangunan Manusia di Papua. Musamus Journal
of Public Administration, 5(1), 065-078.

Helvira, R., & Rizki, E. P. (2020). Pengaruh Investasi, Upah
Minimum dan IPM Terhadap Tingkat Pengangguran
Terbuka di Provinsi Kalimantan Barat. Journal of

Islamic Economics and Business, 1(1), 53-62.



140 ITham A. N., Shanty O., Determinant Analysis of Fiscal Decentralization in Indonesia

Ibrahim, 1. (2023). Indeks

Manusia, Inflasi,

Pengaruh Pembangunan
Dan Pengangguran Terhadap

Pertumbuhan Ekonomi Di Asia Tenggara Tahun

2006-2020 (Doctoral dissertation, Universitas
Siliwangi).
Igbal, M. (2015). Regresi Data Panel (2): Tahap

Analisis. Blog Dosen Perbanas, 2, 1-7.
Jailani, M. S. (2023). Teknik Pengumpulan Data Dan
Ilmiah Pendidikan Pada
Kuantitatif. IHSAN:

Instrumen Penelitian
Kualitatif dan
Jurnal Pendidikan Islam, 1(2), 1-9.

Pendekatan

Lau, E., & Lee, A. S. (2021). Tracing Fiscal Sustainability in
Malaysia. Journal of Asian Finance, Economics and
Business, 8(3), 91-98.

Lescano, R. M., Gallo, L. M., & Sagales, O. R. (2021). Human
Development and decentralization: The Importance
of Public Health Expenditure. Ann Public
Cooperative Economics, 94(1), 191-219.

Martynenko, V., Kovalenko, Y., Chunytska, I., Paliukh, O.,

M. & Plets, I.

Effectiveness Assessment Base on Cluster Analysis of

Skoryk, (2022). Fiscal Policy
Regions. International Journal of Computer Science
& Network Security, 22(7), 75-84.

McDonald, E., Francis, A. (2021). Fiscal Decentralization
and Macroeconomic Outcomes in Nigeria.
International Journal of Multidisciplinary Research
and Analysis, 4(5), 651-662.

Nguyen, H. T., Vo, T. H. N,, Le, D. D. M., & Nguyen, V. T.
(2020). Fiscal Decentralization, Corruption, and
Income Inequality: Evidence from Vietnam. Journal

of Asian Finance, Economics and Business, 7(11), 529-
540.

Rusydi, B. U., Maulia, C. N, & Hasbiullah, H. (2022).
Pengaruh Desentralisasi Fiskal Terhadap Indeks
Pembangunan Manusia di Kabupaten/Kota Provinsi
Sulawesi Selatan. Bulletin of Economic Studies
(BEST), 2(2), 97-110.

Salsabila, N. A., & Pramukty, R. (2023). Pengaruh Investasi,
Indeks dan Tingkat
Pengangguran Terbuka Terhadap Ketimpangan

Pembangunan Manusia,
Distribusi Pendapatan. Jurnal Ekonomi, Manajemen,
Akutansi (EKOMA), 2(2), 436-445.

Sandjaja, F. R, Nafisa, F., & Manurung, 1. N. (2020). The
Impacts of Fiscal Decentralization on Public Welfare
in Selected Provinces in Java Island. Jurnal Bina
Praja, 12(1), 21-31.

Sihombing, S. C., & Sihombing, D. A. (2022). Pengaruh
Pdrb, Tingkat Pengangguran Terbuka, Dan Jumlah
Penduduk Miskin Terhadap Pad Provinsi Riau.
Procuratio : Jurnal Ilmiah Manajemen, 10(2), 195-202.

Sri Hartati, Y. (2021). Analisis Pengaruh Tingkat Investasi,
Tenaga Kerja Dan Produk Domestik Regional Bruto
(Pdrb) Terhadap Pendapatan Asli Daerah (Pad) Di
Kota Jayapura. Jurnal Ekonomi Dan Bisnis, 8(1), 64~
73.

Suhendra, 1., Istikomah, N., Ginanjar, R. A. F., Anwar, C. J.
(2020). Human Capital, Income Inequality and
Economic Variables: A Panel Data Estimation from a
Region in Indonesia. Journal of Asian Finance,
Economics and Business, 7(10), 571-579.

Verbeek, P. P. (2005). What things do: Philosophical
reflections on technology, agency, and design. Penn
State Press.



