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ABSTRACT  

Poverty rate in Indonesia is currently relatively high that requires 
real action from the government to reduce it. The government 
efforts to reduce the poverty rate are reflected in the government 
expenditure. This research reveals the regional government 
expenditure effectiveness in reducing poverty and unemployment 
rate in South Sulawesi Province. Data used in the research are panel 
data, which is a combination of cross-section data of 24 regencies 
and city and time series data in 2009-2018. The data will be analyzed 
using econometric models with simultaneous equation system. The 
research finds that private investment has a significant influence in 
reducing poverty rate, whereas capital expenditure has a significant 
influence in increasing private investment. Moreover, investment 
has a significant influence in improving gross regional domestic 
product in industrial sector as well as other sectors. Population has 
a positive influence in improving poverty rate indicating that 
regional government should support the planned family policy. The 
result of policy simulation indicates that an increase in capital 
expenditure, total government expenditure, and goods and services 
expenditure by the regional government, brings positive impact on 
economic growth and poverty reduction. 
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I. INTRODUCTION 

Poverty in Indonesia is currently considered a serious issue despite the continuous decrease in 
the number of poor populations in several years. Better economic condition along with controlled 
price of goods and services as well as increased in community income brings a gradual decrease 
in the number of poor populations by 25.67 million people or 9.66 percent in 2018. Of the number 
of poor populations, 15.4 million people or 13.10 percent are in rural areas and 10.13 million or 
6.89 percent in urban areas (BPS, 2019). The high number of poor populations puts poverty as a 
serious issue that requires real efforts from the government in the future (Solikatun et al., 2014). 
The government has issued various policies, general and specific, to overcome the poverty issue 
(Akhmad, 2015). 

Todaro and Smith (2015) express that poor people are those who are unfortunate with flaws in 
their daily lives and the number is more than 6 billion people. They don’t have a home or if they 
do it is in a relatively small size. They have inadequate food availability (International Movement 
ATD Fourth World, 2013). Their health condition is generally not good or poor. Some of them 
are illiterate and unemployed. Their future life is bleak and uncertain (World Bank, 2007). 

Poverty issue is more than the lack of income. It includes work field issue, clothing, food, 
shelter, and human resource quality (Sen, 1981). The point is that poverty is a common 
phenomenon in rural areas, and it generally occurs in agricultural sector, and it is a completely 
lacking condition (Annur, 2013; Lin et al., 2020). 

Law on Regional Autonomy has been enacted since January 2001. Governance since then starts a new 
era with the enactment of UU No. 22/1999 on Regional government and is revised with UU No.32/2004 
and UU No. 25/1999 on Financial Balance between Central Government and Regional Government. The 
law is then revised with UU No.33/2004 (Hasan, 2021). 

Regional government in Indonesia currently manages more than 36 percent of the government 
expenditure compared to 24 percent in the 1990s era (Harry, 2009; Akhmad et al., 2013). Moreover, 
regional government at present has full authority over the use of their regional budget. 

Fiscal policy, theoretically, is a form of government intervention in economy so that it will not diverge 
from the intended condition. Fiscal policy instruments include government expenditure (G), tax (T), and 
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government transfer (Tr). The fiscal policy or known as a budget policy is made in the form of State Budget 
(APBN) (Romer, 2012; Dornbursh et al., 2018). Therefore, Donalson (2004), Cullis and Jones (2009), 
Kamaroellah (2017), and Stiglitz and Rosengard (2015) state that government expenditure policy should 
be directed to poor and vulnerable-to-poor societies.  

Population of South Sulawesi Province is the largest in Indonesia east areas. Agricultural sector 
is the population main livelihood. The poverty level in the province is still high, which is 9.06 
percent or 792.640 people in 2018 (BPS, 2020). Although the number is under the national average 
level (9.82 percent), it becomes a serious issue, and it requires alignment from the regional 
government to reduce the poverty rate.  

Various studies, among others (Rasyid, 1998; Iimi, 2005; Claeys, 2008; Guimaraes, 2010; Park; 2010; 
Costa & Dixon, 2011; Fatima, 2012; Rauf, 2015) find that fiscal policies by the government play an 
effective role in the economy. 

Research results in Indonesia suggest that fiscal policies play an important role in improving economic 
growth and reducing unemployment and poverty (Hasan, 2021). Similar results found by Rindayati (2009), 
Mardiasmo (2009), Sumardi (2014), and Surjaningsih et al. (2012) showed that an increase in government 
capital expenditure has a positive impact on economic growth. 

Therefore, the research aims to examine the impact of regional government expenditure on poverty and 
unemployment in regencies and cities in South Sulawesi Province, Indonesia. 
 

II. DATA AND METHODOLOGY 

Data used in the research were panel data in 2009-2018 of 24 regencies and cities in South Sulawesi 
Province. The data used was sourced from the Ministry of Finance of the Republic of Indonesia and Bureau 
of Statistics of regencies and cities in South Sulawesi Province. The data consisted of poverty rate, 
unemployment rate, regional government revenue, regional government expenditure, gross regional 
domestic product (PDRB), employment, inflation, and other data. 

The analysis model employed in the research was an econometric model using simultaneous equation 
system. The simultaneous equation system developed consisted of 28 equations, namely: 20 structural 
equations and 8 (eight) identity equations that were grouped into three blocks: fiscal, aggregate demand, 
and economic performance.  

A. Fiscal Block 
1) Regional government revenue 
Regional Tax is shown in (1). 
 

𝑃𝐽𝐷𝑖𝑡	 = 	𝑎0	 + 	𝑎1𝑇𝑃𝐺𝑃𝐷𝑖𝑡	 + 	𝑎2𝑀𝑇𝑅𝑖𝑡	 + 	𝑎3𝐽𝐾𝐻𝐿𝑖𝑡	 + 𝑎4𝐿𝑃𝐽𝐷𝑖𝑡	 + 	𝑢1                                (1) 
 

Result of parameter estimation: a1, a2, a3, a4>0 
 
Regional Retribution is shown in (2). 
 

𝑅𝐸𝑇𝐷𝑖𝑡	 = 	𝑏0	 + 	𝑏1𝑇𝑃𝐺𝑃𝐷𝑖𝑡	 + 𝑏2𝑃𝐷𝑅𝐵𝑖𝑡	 + 	𝑏3𝑃𝑂𝑃𝑖𝑡	 + 𝑏4𝐿𝑅𝐸𝑇𝐷𝑖𝑡	 + 	𝑢2														           (2) 
 

Result of parameter estimation: b1, b2, b3, b4>0 
 
Revenue Sharing Fund is shown in (3) 
 

𝐷𝐵𝐻𝑖𝑡	 = 	𝑐0	 + 	𝑐1𝑃𝐷𝑅𝐵𝑖𝑡	 + 	𝑐2𝑇𝑅𝐸𝑁𝑖𝑡	 + 	𝑐3𝐿𝐷𝐵𝐻	 + 	𝑢3														                                           (3) 
 

Result of parameter estimation: c1, c2, c3>0 
 
General Allocation Fund is shown in (4) 
 

𝐷𝐴𝑈𝑖𝑡	 = 	𝑑0	 + 	𝑑1𝐿𝐷𝐾𝑖𝑡	 + 	𝑑2𝑀𝐼𝑆𝐾𝑖𝑡	 + 	𝑑3𝑃𝑂𝑃𝑖𝑡 + 	𝑑4𝑃𝐴𝐷𝑖𝑡	 + 𝑑5𝑃𝑁𝑆𝑖𝑡	 + 	𝑢4													(4) 
 

Result of parameter estimation: d1, < 0 ; d2, d3, d4,  d5>0 
 
Regional Own Source Revenue is shown in (5) 
 

𝑃𝐴𝐷𝑖𝑡	 = 	𝑃𝐽𝐷𝑖𝑡	 + 	𝑅𝐸𝑇𝐷𝑖𝑡	 + 	𝐵𝑈𝑀𝐷𝑖𝑡	 + 	𝑃𝐴𝐷𝐿𝑖𝑡	                                                                      (5) 
 

Total Regional Revenue is shown in (6) 
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𝑇𝑃𝐷𝑖𝑡	 = 	𝑃𝐴𝐷𝑖𝑡	 + 𝐷𝐵𝐻𝑖𝑡 + 	𝐷𝐴𝑈𝑖𝑡	 + 	𝐷𝐴𝐾𝑖𝑡	 + 	𝑃𝐿𝐷𝑖𝑡		                                                        (6) 
 

B. Regional Aggregate Demand Block 

Household Consumption is shown in (13) 
 

𝐾𝑂𝑁𝑆𝑖𝑡	𝑗0	 + 𝑗1𝑃𝐷𝑅𝐵𝑖𝑡	 + 𝑗2𝐵𝐵𝐽𝑖𝑡	 + 𝑗3𝐵𝑃𝐺𝑊𝑖𝑡	 + 𝑗4𝐼𝑁𝐹𝐿𝑖𝑡	 + 𝑗5𝐿𝐾𝑂𝑁𝑆𝑖𝑡	 + 𝑢10      (13) 
 

Result of parameter estimation: j1, j2, j3 , j5 ,> 0; j4< 0 
 
Private Investment is shown in (14) 
 

𝐼𝑁𝑉𝑆𝑖𝑡	 = 	𝑘𝑙0	 + 	𝑘1	𝐵𝑀𝐷𝑖𝑡	 + 	𝑘2𝑃𝐴𝐷𝑖𝑡	 + 	𝑘3	𝐾𝑂𝑁𝑆	 + 	𝑘4𝐿𝐼𝑁𝑉𝑆𝑊𝑖𝑡	 + 	𝑢11						              (14) 
 

Result of parameter estimation: k1, k3, k4, > 0; k2 < 0 
 
Total Government Expenditure is shown in (15) 
 

𝑇𝑃𝐺𝑃𝑖𝑡	 = 	𝑇𝑃𝐺𝑃𝐷𝑖𝑡	 + 	𝐷𝐷𝑇𝐵𝐿𝑖𝑡						                                                                                          (15) 
 

Regional Export is shown in (16) 
 

𝑇𝐸𝑋𝑃𝐷𝑖𝑡	 = 	𝑙0	 + 	𝑙1𝑁𝑇𝑅𝑃𝑖𝑡	 + 	𝑙2𝑃𝐷𝑅𝐵𝑖𝑡	 + 	𝑙3𝐼𝑁𝐹𝐿	 + 	𝑙4𝐿𝐸𝑋𝑃𝐷𝑖𝑡	 + 	𝑢12							                (16) 
 

Result of parameter estimation: l1, l3 < 0; l2, l4> 0 
 
Regional Import is shown in (17) 
 
𝐼𝑀𝑃𝐷𝑖𝑡	 = 	𝑚0	 + 	𝑚1𝑃𝐷𝑅𝐵𝑖𝑡	 + 	𝑚2	𝐾𝑂𝑁𝑆𝑖𝑡	 + 	𝑚3	𝑁𝑇𝑅𝑃𝑖𝑡	 + 	𝑚4𝐿𝐼𝑀𝑃𝐷𝑖𝑡	 + 	𝑢13      (17) 
 
Result of parameter estimation: m1, m2, m3, m4> 0 
 

Net Export is shown in (18) 
 

𝑁𝐸𝑋𝑃	 = 	𝐸𝑋𝑃𝐷𝑖𝑡	 − 	𝐼𝑀𝑃𝐷𝑖𝑡						                                                                                                 (18) 
 

C. Regional Aggregate Demand Block 
PDRB of Agricultural Sector is shown in (19) 
 

𝑃𝐷𝑅𝐵𝑆𝑃𝑖𝑡 = 	𝑛0 + 	𝑛1	𝑃𝑇𝐾𝑆𝑃𝑖𝑡	 + 	𝑛2𝐵𝑀𝐷𝑖𝑡 + 	𝑛3𝐾𝑂𝑁𝑆𝑖𝑡 + 	𝑛4𝐿𝑃𝐷𝑅𝐵𝑆𝑃𝑖𝑡	 + 	𝑢14      (19) 
 

Result of parameter estimation: n1, n2, n3, n4> 0 
 

PDRB of Industrial and Trade Sector  is shown in (20) 
 

	𝑃𝐷𝑅𝐵𝐼𝑃𝑖𝑡 = 	𝑜0 + 	𝑜1	𝑃𝑇𝐾𝑁𝑃𝑖𝑡	 + 	𝑜2𝐵𝑀𝐷𝑖𝑡 + 	𝑜3𝐼𝑁𝑉𝑆𝑖𝑡	 + 	𝑜3𝐿𝑃𝐷𝑅𝐵𝐼𝑃𝑖𝑡	 + 𝑢15          (20) 
 

Result of parameter estimation: o1, o2, o3,o4> 0 
 

PDRB of other sectors is shown in (21) 
 

𝑃𝐷𝑅𝐵𝑆𝐿𝑖𝑡 = 	𝑝0 + 	𝑝1	𝑃𝑇𝐾𝑁𝑃𝑖𝑡	 + 	𝑝2𝐼𝑁𝑉𝑆𝑖𝑡 + 𝑝3𝐾𝑂𝑁𝑆	𝑖𝑡 + 	𝑝4𝐿𝑃𝐷𝑅𝐵𝑇𝐵	𝑖𝑡	 + 	𝑢16      (21) 
 

Result of parameter estimation: p1, p2 , p3, p4,> 0 
 
Gross Regional Domestic Product is shown in (22) 
 

𝑃𝐷𝑅𝐵𝑖𝑡 = 	𝑃𝐷𝑅𝐵𝑆𝑃𝑖𝑡	 + 	𝑃𝐷𝑅𝐵𝐼𝑃	𝑖𝑡	 + 	𝑃𝐷𝑅𝐵𝑆𝐿𝑖𝑡                                                                           (22) 
 

Employment in Agricultural Sector is shown in (23) 
 

𝑃𝑇𝐾𝑆𝑃𝑖𝑡	 = 	𝑞0 + 	𝑞1𝐴𝐾𝐾𝑖𝑡	 + 	𝑞2𝐵𝑀𝐷𝑆𝑃𝑖𝑡	 + 	𝑞3𝐿𝑃𝑇𝐾𝑆𝑃𝑖𝑡	 + 	𝑢17                        (23) 
 



 RESEARCH ARTICLE 

European Journal of Development Studies 
www.ej-develop.org  
 

   
DOI: http://dx.doi.org/10.24018/ejdevelop.2022.2.4.129   Vol 2 | Issue 4 | October 2022 93 
 

Result of parameter estimation: q1, q2, q3 > 0 
 
Employment in non-Agricultural Sector is shown in (24) 
 

𝑃𝑇𝐾𝑁𝑃𝑖𝑡	 = 	𝑟0 + 	𝑟1	𝐼𝑁𝑉𝑆𝑖𝑡	 + 	𝑟2𝐴𝐾𝐾𝑖𝑡 + 	𝑟3𝐿𝑃𝑇𝐾𝑁𝑃𝑖𝑡	 + 	𝑢18        (24) 
 

Result of parameter estimation: r1, r2, r3> 0 
 
Total Employment is shown in (25) 
 

PTKit	 = 	PTKSPit	 + 	PTKNP						                                                                                                   (25) 
 

Unemployment is shown in (26) 
 

𝑈𝑁𝐸𝑃𝑖𝑡 = 	𝐴𝐾𝐾𝑖𝑡	 − 	𝑃𝑇𝐾𝑖𝑡						                                                                                                                    (26) 
 

Human Development Index is shown in (27) 
 
IPM	 = 	s0	 + 	s1PDRBit	 + 	s2POPit	 + 	s3BSOSit	 + s4LIPMit	 + 	u19					                                 (27) 
 

Result of parameter estimation: s1, s2, s3 > 0 
 
Poverty is shown in (20) 
 

𝑀𝐼𝑆𝐾𝑖𝑡	 = 	𝑡0 + 	𝑡1𝑃𝐷𝑅𝐵𝑖𝑡	 + 	𝑡2𝑃𝑂𝑃𝑖𝑡 + 		𝑡3𝐼𝑁𝑉𝑆𝑖𝑡	 + 	𝑡4𝐼𝑃𝑀𝑖𝑡 + 	𝑡5𝐵𝑆𝑂𝑆𝑖𝑡 +
	𝑡5𝐿𝑀𝐼𝑆𝐾𝑖𝑡 + 𝑢20                                                                                                                        (28) 

 
Result of parameter estimation: t2, t5 > 0; t1, t3, t4 < 0 
Model estimation was carried out using the 2SLS (two-stage least squares) method. The method was 

chosen as it is an appropriate method for over-identified equations. The 2SLS method is not sensitive to 
modification and can be used for a relatively small sample. It is also suitable for structural analysis as well 
as simulation and forecasting (Koutsoyiannis, 1977; Intriligator, 1978; Sitepu & Sinaga, 2006). Data were 
processed using SAS 9.3 computer software. 

 

III. RESULTS 

The simultaneous equation system model used had experienced several modifications as some of the 
estimation results were inconsistent with the existing theories. The modification continued until a model 
was found that was representative in describing the effectiveness of regional government expenditure 
against poverty in South Sulawesi Province. 

The estimation results from 20 structural equations indicated good results. It was found that the 
coefficient of determination (R2) was above 0.60. In addition, most of the explanatory variables used in the 
structural equation had a sign that was consistent to the theories or hypotheses proposed. There were, 
however, several explanatory variables with inconsistent sign yet their influence were insignificant. 
Moreover, some of the explanatory variables used had a significant influence on endogenous variables. 

T-test carried out in a certain significance level (α) to find out whether the explanatory variables had a 
significant influence on the endogenous variable. The research used a significance level of 5 percent. F-test 
was employed to find out the simultaneous influence of the explanatory variable. The estimation results 
implied that the explanatory variables were simultaneously and significantly capable of explaining the 
endogenous variable indicated by the (Prob>F) value where all equations had a probability of 0.0001. 

A. Fiscal Policy 
The result of model estimation of the regional government expenditure policy could be seen in Table I. 

Table I indicates the model estimation results: (1) regional tax (PJD) was significantly and positively 
influenced by previous year’s regional tax and number of hotel room, number of motor vehicles, and total 
government expenditure had a positive sign but had no significant influence. This finding is in line with 
Lisna et al. (2014) in agricultural areas in Indonesia where all variables were irresponsive to the regional 
tax, (2) regional retribution (RETD) was significantly and positively influenced by previous year’s regional 
retribution and PDRB, whereas population and total regional government expenditure had a positive yet 
insignificant influence on regional retribution revenue and all variables were irresponsive to both short-
term and long-term regional retribution; (3) general allocation fund (DAU) was positively and significantly 
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influenced by number of civic servant and population, while number of poor population and area of 
regencies and cities had a positive sign yet insignificant influence and all variables were irresponsive to 
both short-term and long-term general allocation fund revenue; and (4) revenue sharing fund (DBH) was 
positively and significantly influenced by previous year’s revenue sharing fund, whereas trend and PDRB 
had a positive yet insignificant influence and all variables were irresponsive to both short-term and long-
term revenue sharing fund. 

 
TABLE I: ESTIMATION RESULT OF REGIONAL FISCAL REVENUE EQUATION PARAMETER 

Variable Estimation Prob>[T] 
Elasticity 

F Adj R-Sq 
Short Term Long Term 

Regional Tax Equation (PAJD) 
Intercept -421,102 0,1942 - - 

74,01 0,9021 
TPGPD 0,0136 0,4141 0,0322 0,2134 

MTR 0,02182 0,5135 0,2185 0,7784 
JKHL 1,88904 0,0017 0,3145 0,2144 

LPAJD 0,82179 <,0001 - - 
Regional Retribution (RETD) Equation 

Intercept -232,32 0,0432 - - 

107,42 0,9121 
TPGPD 0,032178 0,1111 0,2432 0,7654 
PDRB 0,00211 0,0224 0,0321 0,1177 
POP 0,013222 0,8213 0,1324 0,8784 

LRETD 0,643374 <,0001 - - 
General Allocation Fund (DAU) Equation 

Intercept 43255,47 <,0001 - - 

151,72 0,8741 

LDK 0,473232 0,4211 0,1437 0,3217 
MISK 0,132134 0,119 0,1323 0,4321 
POP 0,072189 0,0013 0,1547 0,1213 
PAD -0,23111 0,1921 0,3213 0,1323 
PNS 0,99255 <,0001 0,2321 0,14325 

Revenue Sharing Fund (DBH) Equation 
Intercept 791,779 0,146 - - 

117,22 0,8432 PDRB 0,01247 0,4448 0,1262 0,1961 
TREN 3,15079 0,6123 0,0321 0,2141 
LDBH 0,722104 <,0001 - - 

 
TABLE II: ESTIMATION RESULT OF REGIONAL FISCAL EXPENDITURE EQUATION PARAMETER  

Variable Estimation Prob>[T] Elasticity F Adj R-Sq Short term Long term 
Personnel Expenditure (BPGW) 

Intercept 542,3 0,3449 -  

91,41 0,7321 
PNS 0,4159 0,0018 0,2121 0,3211 
PAD 0.02131 0,6919 0,1231 0,2211 
DAU 0,02115 0,9676 0,0532 0,1143 

LBPGW 0,32121 0,0046 - - 
Capital Expenditure (BMD) 

Intercept 901,91 0,5432 -  

74,31 0,7801 

PAD 0,3213 0,2135 0,1515 0,2231 
DAU 0,1324 0,2133 0,2311 0,7321 
DAK 0,9421 <,0001 0,1322 0,2231 
DBH 1,4321 0,4321 0,1321 0,3211 

LBMD 0,7621 <,0001 - - 
Goods and Services Expenditure (BBJ) 

Intercept 132,431 0,5432 - - 

114,2 0,8921 
PAD 0,3212 0,0222 0,1129 0,3427 
DAU 0,04321 0,0421 0,1132 0,3011 
DBH 0,11215 0,3315 0,1121 0,20332 
LBBJ 0,83219 <,0001 - - 

Social Expenditure (BSOS) 
Intercept 301,71 0,1021 - - 

44,52 0,6321 

DAU 0,1269 0,32131 0,1532 0,4321 
DBH 0,12106 0,23142 0,0752 0,2213 
PAD 0,22151 0,21421 0,1532 0,1321 

MISK 0,21321 0,08932 0,3211 0,2311 
LBSOS 0,6231 <,0001 - - 

Other Expenditures (BL) 
Intercept 934,67 0,2107 - - 

51,24 0,6431 
DAU -0,11269 0,4231 0,1031 0,2111 
DBH 0,11326 0,5211 0,4111 0,1321 
PAD 0,21713 0,2110 0,1211 0,1244 

LBLL 0,115984 0,0011 - - 
 

The model estimation results of the regional government expenditure: (1) personnel expenditure was 
significantly and positively influenced by previous year’s personnel expenditure and number of civic 
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servant, whereas general allocation fund and regional own source revenue had a positive yet insignificant; 
(2) capital expenditure was significantly and positively influenced by specific allocation fund and previous 
year’s capital expenditure; moreover, regional own source revenue, general allocation fund, and revenue 
sharing fund had a positive yet insignificant influence on capital expenditure; (3) goods and services 
expenditure was significantly and positively influenced by previous year’s goods and services expenditure, 
general allocation fund, and regional own source revenue, whereas revenue sharing fund had a positive yet 
insignificant influence on goods and services expenditure; (4) social expenditure was positively and 
significantly influenced by previous year’s social expenditure and number of poor population, whereas 
regional own source revenue, general allocation fund, and revenue sharing fund had a positive yet 
insignificant influence; this finding is consistent with Qomariyah et al.’s (2016) finding in Indonesia, (5) 
other expenditures was only significantly and positively influenced by previous year’s other expenditure, 
while regional own source revenue, general allocation fund, and revenue sharing fund had an insignificant 
influence. 

A. Aggregate Demand 
The model estimation results on aggregate demand in South Sulawesi Province are presented in Table 

III. The model estimation results indicated that: (1) household consumption was significantly influenced 
by personnel expenditure and previous year’s household consumption. It is in line with Yurianto (2018) in 
Jakarta. The result implied that if previous year’s household consumption and current personnel expenditure 
increased, then household consumption in the current year will increase; (2) investment was positively and 
significantly influenced by household consumption, capital expenditure, and previous year’s private 
investment; however, private investment was significantly and negatively influenced regional own source 
revenue. 

The result indicated that if previous year’s investment, current household consumption, and current 
capital expenditure increased, then current private investment will increase, whereas if regional own source 
revenue increased, then private investment will decrease. This finding is consistent with Kurniawan et al. 
(2017) in Kutai Barat Regency. Therefore, tax and regional retribution as the main source of regional own 
source revenue collected by the regional government indicate a high-cost economy (Kharisma, 2013), (3) 
Export was positively and significantly influenced by previous year’s regional export and current gross 
regional domestic product; on the other hand, export was negatively and significantly influenced by Rupiah 
exchange rate. Hence, if the gross domestic product and previous year’s regional export increased, then 
current regional export will increase. On the other hand, if Rupiah exchange rate increased, then export will 
decrease. This finding is supported by Silitonga’s (2017) finding in Indonesia. (4) Regional import was 
significantly and positively influenced by previous year’s regional import, whereas gross regional domestic 
product and household consumption had a positive yet insignificant influence. 
 

TABLE III: ESTIMATION RESULT OF REGIONAL AGGREGATE DEMAND EQUATION PARAMETER 

Peubah Estimation Prob>[T] Elastisitas F-hitung Adj R-Sq J. Pendek J. Panjang 
Household Consumption (KONS) 

Intercept 11521.12 0,4985 - - 

1021,21 0,9901 

PDRB 0,1231 0,1211 0,0432 1,0211 
BBJ 0,2131 0,2311 0,1231 0,5321 

BPGW 0,4321 0,0321 0,2131 0,2102 
INFL 0,6521 0,5211 0,3211 0,8721 

LKONS 0,9832 <,0001 - - 
Private Investment (INVS) 

Intercept -5321,21 0,1231 - - 

112,21 0,9121 
BMD 0,2132 0,0342 0,7621 0,2321 
PAD -0,3211 0,0431 -0,3211 -0,2311 

KONS 0,1523 0,0211 0,5321 0,6521 
LINVS 0,6521 <,0001 - - 

Regional Export (EXPD) 
Intercept 43213,21 0,2112 - - 

52.57 0.6924 
NTRP -0,7211 0,0421 -0,4211 -2,2311 
PDRB 0,2131 0,1211 0,0121 0,2341 
INFL -0,2311 0,5211 -0,1231 -0,2311 

LEXPD 0,8732 <,0001 - - 
Regional Import (IMPD) 

Intercept -5158 0,3421 - - 

28,63 0,6211 
PDRB 0,2312 0,4321 0,3213 0,8721 
KONS 0,3421 0,2341 0,4521 0,7521 
NTRP 0,4231 0,231 0,2311 0,2341 

LIMPD 0,7623 <,0001 - - 
 



 RESEARCH ARTICLE 

European Journal of Development Studies 
www.ej-develop.org  
 

   
DOI: http://dx.doi.org/10.24018/ejdevelop.2022.2.4.129   Vol 2 | Issue 4 | October 2022 96 
 

B. Economic Performance 
The estimation result of PDRB in the agricultural sector indicated that it was positively and significantly 

influenced by agricultural employment and the previous year’s PDRB in agricultural sector, whereas capital 
expenditure and household consumption had a positive yet insignificant influence. This finding is in line 
with Faiziah and Sofyan (2014) in Aceh Province. PDRB in the industrial sector and trade, however, was 
significantly influenced by private investment, capital expenditure, and PDRB of the industrial and trade 
sector in the previous year, whereas non-agricultural employment had a positive yet insignificant influence. 
The PDRB of other sectors was positively and significantly influenced by non-agricultural employment, 
private investment, and regional domestic of other sectors in the previous year, while public consumption 
had a positive and insignificant influence. 

The analysis results also indicated that the agricultural sector employment was significantly and 
positively influenced by number of workforces and the previous year’s agricultural employment, while 
capital expenditure had a positive yet insignificant influence. As regards non-agricultural employment, it 
was positively and significantly influenced by number of workforces, private investment, and non-
agricultural employment in the previous year. This finding is consistent with Faraha et al. (2018) in 
Indonesia. 

The model estimation yielded that poverty was positively and significantly influenced by total population 
and number of poor population in previous year; it is in line with Hambarsari and Inggit (2016) in East Java 
Province. Private investment had a negative and significant influence on poverty rate reduction, whereas 
gross regional domestic product had a negative yet insignificant influence on poverty rate reduction. The 
model estimation results on human development index indicated that human development index was 
significantly and positively influenced by gross regional domestic product and health expenditure. 
Moreover, the total population had a negative and significant influence on human development index, 
whereas social expenditure had a positive yet insignificant influence on human development index. 

 
TABLE IV: ESTIMATION RESULTS OF ECONOMIC PERFORMANCE EQUATION PARAMETER 

Variable Estimation Prob>[T] 
Elasticity 

F Adj R-Sq Short-term Long-term 
PDRB of Agricultural Sector (PDRBSP) 

Intercept -23121,4 0,0321 - - 

106,11 0.9424 
PTKSP 0,0342 0,0442 0,0231 0,3213 
BMD 0,1213 0,3213 0,0861 0,2312 
KONS 0,0321 0,0812 0,1121 0,3211 

LPDRBSP 0,8765 <,0001 - - 
PDRB of Industrial and Trade Sector (PDRBIP) 

Intercept -432132 0,6543 - - 

76.95 0.7911 
PTKNP 0,5432 0,3214 0,0332 0,4023 
BMD 0,3214 0,0432 0,0431 0,6009 
INVS 0,0542 0,0351 0,0092 0,1279 

LPDRBIP 0,5432 <,0001 - - 
PDRB Other Sectors (PDRBSL) 

Intercept -76013,5 0,3241 - - 

95,12 0.9512 
PTKNP 0,4213 0,1231 0,1311 0,9876 
INVS 0,1321 0,0321 0,0654 0,5432 
KONS 0,0672 0,3214 0,0873 0,5421 

LPDRBSL 0,8642 <,0001 - - 
Agricultural Employment (PTKSP) 

Intercept -95,877 0,8621 - - 

291,23 0.9742 AKK 0,1234 0,0451 0,0021 0,6721 
BMD -0,0021 0,8732 0,1211 0,4321 

LPTKSP 0,8732 <,0001 - - 
Non-Agricultural Employment (PTKNP) 

Intercept -1021,67 0,6437 - - 

315,42 0.9842 INVS 0,1321 <0,0321 0,1212 1,6742 
AKK 0,0642 0,0112 0,0932 2,8521 

LPTKNP 0,7062 <,0001 - - 
Human Development Index (IPM) 

Intercept 69,3472 <,0001 - - 

53,21 0,6421 
PDRB 0,0432 0,0321 0,3211 0,5432 
POP -0,0421 0,3211 0,2312 -0,4321 

BSOS 0.09421 0,7652 0,1132 0,4321 
LIPM 0,0007 0,0009   

Poverty (MISK) 
Intercept 10521,96 0,0213 - - 

672,41 0.9521 

PDRB 0,1231 0,2452 0,8732 0,8732 
POP 0,0321 0,2312 0,0432 0,3214 

INVS -0,0212 0,0041 -0,2131 -0,6532 
IPM -0,1231 0,0421 -0,3421 -0,3214 

BSOS -0,0431 0,2311 -0,2411 -0,4521 
LMISK 0,930431 <,0001 - - 
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C. Policy Simulation 
A fiscal policy simulation was carried out to find out the impact of regional government expenditure on 

unemployment and poverty in South Sulawesi Province. The simulation conducted based on economic 
consideration as the fiscal policy issues currently discussed among economists. The fiscal policy simulation 
included: (1) increased government expenditure by 10 percent, (2) increased capital expenditure by 25 
percent, and (3) increased goods and services expenditure by 25 percent. 

Table V indicates the impact of simulation by increasing total government expenditure by 10 percent. 
The increased instigates an increase in household consumption by 1.89 percent, private investment by 0.04 
percent, regional export by 5.01 percent, and regional import by 0.03 percent; thus net export decreased by 
1.22 percent. Therefore, it can be inferred that if the government increases its expenditure by 10 percent, it 
has a positive impact on overall aggregate expenditure. Regarding the gross regional domestic product 
based on sector, there was an increase in PDRB of the agricultural sector by 0.40 percent, industrial and 
trade sector by 0.38 percent, and other sectors by 0.22 percent. As regards the employment sector, there 
was an increase in agricultural sector employment by 0.26 percent and non-agricultural sector employment 
by 0.22 percent; thus, unemployment and poverty decreased by 1.72 percent and 0.31 percent, respectively, 
and human development index was increased by 0.1 percent. 

The policy simulation result of increasing capital spending by 25 percent triggered an increase in 
household consumption by 0.01 percent, private investment by 3.10, total government expenditure by 0.11 
percent, regional export by 0.31 percent, and import by 0.21 percent. 

As a consequence, net export decreased by 0.24 percent. It indicated that an increase in capital 
expenditure by 25 percent had a positive impact on aggregate demand. In terms of gross regional domestic 
product based on sector, there was an increase in PDRB of agricultural sector by 0.42 percent, industrial 
and trade sector by 0.41 percent, and other sectors by 0.47. Hence, an increase in capital expenditure had a 
positive impact on all sectors although the increase was relatively small, which was less than 1 percent. 
Considering the employment sector, there was an increase in agricultural sector employment by 1.12 
percent and non-agricultural employment by 1.23 percent. This policy initiated a decrease in unemployment 
and the number of poor populations by 1.61 percent and 0.24 percent, respectively; however, human 
development index increased by 0.3 percent. 

The simulation of increasing goods and services expenditure by 25 percent caused an increase in 
household consumption by 0.01 percent, total government expenditure by 0.08 percent, regional export by 
0.24 percent, and regional import by 0.18 percent. The increase had caused net export to decrease by 0.12 
percent. It can be inferred that an increase in goods and services expenditure by 25 percent had a positive 
impact on overall aggregate demand. Based on the gross regional domestic product, there was an increase 
in PDRB of agricultural sector by 0.25 percent, industrial and trade sector by 0.31 percent, and other sectors 
by 0.21. It suggested that by merely increasing goods and services expenditure by 25 percent, it had positive 
impact on all sectors. In terms of employment sector, an increase occurred in the agricultural sector 
employment by 0.21 percent and non-agricultural sector by 0.41 percent; therefore, unemployment 
decreased by 0.02 as well as the number of poor populations decreased by 0.05 percent.  
 

TABLE V: RESULT OF POLICY SIMULATION 
Variable Basic Value S1 S2 S3 

Regional Tax 2832,1 5,27 3,42 1,85 
Regional retribution 3642,3 11,21 6,34 1,12 

General allocation fund 152885,0 0,11 0,04 0,05 
Revenue sharing fund 14551,4 1,22 0,87 0,97 
Personnel expenditure 102034,2 1,23 0,19 0,14 

Goods and services expenditure 43235,7 0,86 0,17 0,35 
Social expenditure 12311,2 1,21 0,11 0,09 
Other expenditure 23122,4 0,21 0,15 0,02 

Household consumption 805632 1,89 0,01 0,01 
Private investment 203121 0,04 3,10 0,01 

Total regional revenue 2216720 0,29 0,16 0,01 
Total regional expenditure 2342110 0,57 0,11 0,08 

Regional export 300132 5,01 0,31 0,24 
Regional import 310215 0,03 0,21 0,18 

PDRB of agricultural sector 474341 0,40 0,42 0,25 
PDRB of industrial and trade sector 300121 0,38 0,41 0,31 

PDRB of other sectors 344234 0,22 0,47 0,21 
Agricultural employment 58231,5 0,26 1,12 0,21 

Non-agricultural employment 57421,3 0,22 1,23 0,41 
Poverty 38732,1 -0,31 -0,24 -0,05 

Human development index 78,94 0,05 0,03 0,01 
Unemployment 11135,1 -1,72 -1,61 -0,02 

Employment 119929 2,81 1,91 0,65 
Net export 4922,2 -1,22 -0,24 -0,12 

Gross regional domestic product 1153873 1,02 0,77 0,52 
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IV. CONCLUSION AND POLICY IMPLICATION 
A. Conclusion 
The research results indicated that regional government expenditure policies, especially capital 

expenditure had a positive influence on investment. Investment had a positive and significant influence on 
non-agricultural sector employment, gross regional domestic product of industrial sector and other sectors, 
and a decrease in poverty rate in South Sulawesi Province. The analysis result also suggested that gross 
regional domestic product had a positive and significant influence in improving human development index, 
whereas human development index had a significant influence in reducing poverty rate. 

The policy simulation results signified that an increase in total government expenditure, capital 
expenditure, and goods and services expenditure by the government of South Sulawesi Province had a 
positive impact on economic growth and poverty reduction. Nevertheless, the impact was relatively small 
on economic growth, especially on the decrease of unemployment and poverty rate. 

B. Policy Implication 
The analysis results indicate that an increase in social expenditure had a negative influence on poverty 

rate. It shows that if the regional government increases its social expenditure, poverty rate will decrease. 
Thus, efficiency in goods budget utilization in all sectors is necessary to be used in improving social 
expenditure to reduce the number of poor. 

The research results also suggest that regional government expenditure was less responsive to 
unemployment and poverty rate reduction. It indicates that the regional government expenditure policy is 
not completely in favor of unemployment and poverty reduction. To improve the government expenditure 
response, the regional government needs to be impartial and more focus. Therefore, alignments and 
significant efforts are required that are intended for poor population, especially labor and poor farmers, that 
experience food insecurity. 
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