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Abstract - This study aims to analyze the composition of local government spending (education, health, marine and 
fisheries, agriculture, and general allocation funds), the number of poor people, and foreign direct investment. This study 
uses data from 18 provinces in Indonesia from 2010 to 2015. The analysis method used in this research is dynamic panel 
regression (dynamic VECM). Long-term analysis results are all variables affecting economic growth, except government 
spending on agriculture. In short-term relations, local government budget for health in lag 2, government budget for marine 
and fishery in lag 1 and lag 2, have a positive influence on gross regional domestic product. While foreign direct investment 
in lag 2, and total poverty in lag 1 and 2 have a negative effect on grossrfdf domestic regional product. 
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I. BACKGROUND 
 
One of the targets of Indonesia's national 
development is to create economic growth and equity 
of development outcomes, including the distribution 
of income among regions. Indonesia's national 
development of the next five years needs to prioritize 
efforts to achieve food sovereignty, energy adequacy 
and management of maritime and marine resources 
(Medium Term Development Plan 2014-2019). In 
order to achieve the national goal, the nation is faced 
with three main issues, namely: (1) the decline of 
state authority; (2) the weakening of the joints of the 
national economy; and (3) the outbreak of intolerance 
and personality crisis of the nation. 
 
The weakness of the nation's economic joints is the 
evident from the unresolved issues of poverty, social 
inequalities, inequality among regions, environmental 
degradation due to excessive exploitation of natural 
resources, food, energy, financial and technological 
dependence. The state is unable to utilize the 
enormous wealth of natural resources for the welfare 
of its people. The hope for the strengthening of the 
nation's economic joints becomes even further when 
the state is unable to provide health insurance and a 
decent quality of life for its citizens, failing in 
minimizing inequality and inequality of national 
income, through dependence on foreign debt and the 
provision of food that relies on imports, In the face of 
energy crisis problems due to the dominance of 
production tools and global corporate capital and 
reduced national oil reserves. 
 
The purpose of this study is to know the effect of 
population size, government expenditure on 
education, government expenditures for health, 
government expenditures on marine and fisheries, 
government expenditures for agriculture, general 
allocation funds, foreign investment and opinion of 
the Supreme Audit Agency against Local 

Government Financial Statements on growth regional 
economy. 
 
II. PREVIOUS RESEARCH 
 
Rapid population growth poses serious problems for 
the welfare of mankind throughout the world. The 
problems of population in many countries will be able 
to either support or hinder economic development. 
Fiscal policy is an economic policy undertaken by the 
government in the management of state finances 
(through spending on education, health spending, 
agricultural expenditures, etc.) to guide the economic 
conditions for the better. Fiscal policy is sourced 
from state revenues from tax or non-tax and allocated 
in the form of state expenditure contained in the 
Revenue Budget. 
 
Sylwester (2000), Dada (2013), Brempong (2002), 
Idrees and Siddiqi (2013), Muthui et al (2013), and 
Nwarji et al (2012) concluded that government 
spending on education has a positive influence on 
economic development.Research by Shora et al 
(2014) concluded that government spending on 
education has a negative effect on economic 
development. Olabisi et al (2012), Gisore (2014) and 
Al-Shafti (2014) in their research concluded that 
government spending on education allocation has no 
effect on economic growth. 
 
All researches on the effect of health budget on 
economic growth conclude that health budget 
increase economic growth, the increasing of health 
budget impact to the increasing of public health 
degree, increase public health cause increase of labor 
productivity and push economic growth rate. The role 
of agriculture in economic development is only 
considered as a supporting element, development is 
defined by the structural transformation of an 
economy that is based on agricultural activities into 
the industrial economy of goods and services. So the 
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role of government is needed, especially in 
encouraging activities in agriculture through the 
provision of agricultural facilities and infrastructure 
(such as irrigation, fertilizers and seeds). Oyinbo et 
al. (2013) in his research state that agricultural 
budgets have no impact on economic growth. Mean 
while Ebere, Chidinma and Osundina, Kemisola C 
(2012) stated in his research that the government 
budget for agricultural allocation could boost 
economic growth. 
 
Government expenditures that is used to influence the 
economic course of a region (eg educational, health, 
transport and other infrastructure) will result in 
increased economic activity and encourage economic 
growth and almost some research supports that 
effective government spending can promote 
economic growth. But there are also some researchers 
like Hendarmin (2012) and Dagur et al (2006) in his 
research concluding that the government budget has 
no effect on economic growth. While Srinivasan 
(2013) in his study concluded that the government 
budget has a negative influence on economic growth, 
this can occur because of government spending that is 
not right on target. 
 
In the theory of economic development there are 
supporting arguments and which are counter to the 
role of foreign companies in supporting economic 
development. Most researchers agree that foreign 
investment can drive economic growth through its 
role in filling shortages of resources between targeted 
investments and mobilized savings in the country. 
Other researchers Hendarmin (2012) and Olabisi and 
colleagues (2012) argue that foreign investment 
actually reduces economic growth through exclusive 
agreements in production with the government by not 
re-profiting them. Shora et al (2012) and Louzi & 
Abadi (2011) in their study concluded that foreign 
investment had no effect on economic growth. 
 
The relationship between poverty and economic 
growth can be drawn from the results of Okoroafor, 
et. al, (2013), Empirical results show no correlation 
between poverty and economic growth in Nigeria. 
This result is caused by the weakness of the 
government's attitude toward human capital 
development. While the results of research Afzal, M., 
et al. (2012) poverty has a strong relationship with 
education and economic growth and in the long term, 

poverty and economic growth are inversely and 
significantly. 
 
III. ESTIMATION PROCEDURE AND DATA 
COLLECTION 
 
This study specifies Gross Domestic Regional 
Product (GDRP) equation based on the literature 
discussed in previous section as follow : 
 
GDRP = f (EDUC, HEALTH, MARINE, AGRIC, 
DAU, POVERT, FDI) 
 
Where the GDRP represents gross domestic regional 
product, EDUC represents local government spending 
on education, HEALTH represents local government 
spending on health, MARINE represents local 
government spending on marine and fisheries, 
AGRIC represents local government expenditure on 
agriculture, DAU represents revenue sharing between 
central and Local government, POVERT symbolizes 
the number of poor people, and FDI symbolizes 
foreign investment. 
 
Model in this research is as follows: 
 
GDRPti = β0 + β1 EDUCti + β2 HEALTHti + β3 
MARINEti + β4 AGRICti + β5 DAUti + β6 POVERTti + 
β7 FDIti + et 

 
Then we turn the model into a double log model, so it 
becomes the following equation: 
 
Log (GDRPti) = β0 + β1Log(EDUCti) + β2 Log 
(HEALTHti) + β3 Log (MARINEti) + β4 Log 
(AGRICti) + β5 Log (DAUti) + β6 Log  (POVERTti) + 
β7 Log (FDIti) + et 
 
In order to get the precise result, there are steps to be 
done as the standard procedure. The following steps 
on Panel VECM procedures are: Unit Root Test, Co-
integration Test, and Panel Vector Error Correction 
Model (VECM).  
 

A. IV. RESULTS AND DISCUSSION 
 
Unit Root Test. 
From table 1  below we can see Levin, Lin and Chu 
t*,  IPS W-Stat, Fisher-ADF and Fisher-PP. The null 
hypothesis is the unit root test (not stationary) and the 
alternative hypothesis is stationary. 

Tabel 1. The Result of Sationer Test at Data First Difference 

Variabel Levin, Lin & 
Chu t* 

Im, Pesaran and 
Shin W-stat 

ADF - Fisher 
Chi-square 

PP - Fisher 
Chi-square Information 

GDRP -14.0494*** -4.65018***  72.8669***  100.912*** Stationer 
Prob.**  0.0000  0.0000  0.0003  0.0000 
EDUC -22.425*** -7.58585***  95.4745***  106.563*** Stationer 
Prob.**  0.0000  0.0000  0.0000  0.0000 
HEALTH -29.393*** -7.12529***  84.0338***  92.1190*** Stationer 
Prob.**  0.0000  0.0000  0.0000  0.0000 
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Variabel Levin, Lin & 
Chu t* 

Im, Pesaran and 
Shin W-stat 

ADF - Fisher 
Chi-square 

PP - Fisher 
Chi-square Information 

AGRIC -12.892*** -4.63263***  72.3377***  96.6567*** Stationer 
Prob.**  0.0000  0.0000  0.0003  0.0000 
MARINE -16.4511*** -5.23681***  75.8511***  88.9389*** Stationer 
Prob.**  0.0000  0.0000  0.0001  0.0000 
DAU -25.7702*** -8.11833***  99.9121***  107.133*** Stationer 
Prob.**  0.0000  0.0000  0.0000  0.0000 
FDI -25.7996*** -7.23695***  88.2735***  101.371*** Stationer 
Prob.**  0.0000  0.0000  0.0000  0.0000 
PROVERT -11.2457*** -3.60729***  63.5572***  80.1094*** Stationer 
Prob.**  0.0000  0.0002  0.0031  0.0000 

Source: data processed 
 
V. CO-INTEGRATION TEST 
 
Kao (1999) presented two type of cointegration test in 
panel data, the DF and ADF type tests. The ADF type 
test from Kao can be calculated from the estimated 
from table 2. 

 
Table 2. Calculation Results of Cointegrasi Kao Test 

Null Hypothesis: No cointegration 

   t-Statistic Prob. 
ADF   -3.23 0.0006 
Residual variance 6.09E+12  
HAC variance  7.89E+12  

           Source : data Processed 
 
The null hypothesis of the Kao test is that there is no 
cointegration, whereas the alternative hypothesis is 
cointegration. If we look at table 2, using alpha 5% 
we can conclude that states H null there is no co-
integration rejected and H1 that there is a co-
integration accepted. In conclusion, the result 
indicates that among the movement from all variables 
have stability relationship and the long-term equal 
movement. In other words, on each short-term period, 
all variables tend to adjust to reach the long term 
equilibrium. 
 
VI. PANEL VECTOR ERROR CORRECTION 
MODEL ESTIMATION 
 
Panel VECM shows the short-term and long-term 
relationship. On short-term relationship, one variable 
tend to adapt with other variables to form the long-
term equilibrium.  This estimation uses lag 2 based on 
lag length criteria. 

Table 3 Regression Analysis-Long Term 
Cointegrating Eq CointEq1 

LEDUC(-1) -0.900677*** 
(0.09141) 

LHEALTH(-1) 0.540412*** 
(0.14507) 

Cointegrating Eq CointEq1 

LAGRIC(-1) 0.204911 
(0.15809) 

LMARINE(-1) 0.390558*** 
(0.12318) 

LDAU(-1) 0.169827** 
(0.08414) 

LFDI(-1) -0.354731*** 
(0.02974) 

LPOVERT(-1) -1.063509*** 
(0.07931) 

Source : data processed 
Information:  
***  = significant in 1%   
**  = significant in 5%   
*  = significant in 10% 
 
Meanwhile in the long term estimation, all variables 
are influencing GDRP at α=5% Except for 
government budgets in agriculture. Except for 
government budgets in agriculture. Because in the 
long run there is a shift of development from agrarian 
to industrial sector, so that the role of industrial sector 
is increasingly dominant to replace agriculture role.  
 
The government budget for education (EDUC)  has a 
negatif impact on Gross Domestic Regional Product 
(GDRP). The government budget for health 
(HEALTH)  has a positive impact on Gross Domestic 
Regional Product (GDRP). The government budget 
for agriculture (AGRIC)  has no impact on Gross 
Domestic Regional Product (GDRP). The 
government budget for Marine and fisheries 
(MARINE) has a positive impact on Gross Domestic 
Regional Product (GDRP). The central government 
funding funds to local governments (DAU)  has a 
positive impact on Gross Domestic Regional Product 
(GDRP). Direct investment of foreign capital (FDI)  
has is negative impact on Gross Domestic Regional 
Product (GDRP). And total poor population 
(POVERT)  has is negative impact on Gross 
Domestic Regional Product (GDRP).  
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Table 4 Regression Analysis- Short Term 
Error Correction: DLGDRP Error Correction: DLGDRP 

CointEq1 -0.019648*** DLMARINE(-2) 0.034674*** 
(0.00793)  (0.01387) 

DLGDRP(-1) -0.300664*** DLDAU(-1) -0.020213 
(0.12648)  (0.04265) 

DLGDRP(-2) 0.583942*** DLDAU(-2) -0.016143 
(0.10354)  (0.01242) 

DLEDUC(-1) -0.003451 DLFDI(-1) -0.003504 
(0.00991)  (0.00382) 

DLEDUC(-2) -0.008047 DLFDI(-2) -0.006913* 
(0.00888)  (0.00382) 

DLHEALTH(-1) 0.052478 DLPOVERT(-1) -0.173453*** 
(0.02388)  (0.07055) 

DLHEALTH(-2) 0.039137** DLPOVERT(-2) -0.399639*** 
(0.02000)  (0.06625) 

DLAGRIC(-1) 0.015477 C 0.021346* 
(0.02023)  (0.01287) 

DLAGRIC(-2) -0.020212 R-squared 0.656670 
(0.01570) F-statistic 4.050324 

DLMARINE(-1) 0.040724*** 
(0.01654) 

Source : data processed 
Information:  
***  = significant in 1%   
**  = significant in 5%   
*  = significant in 10% 

 
In the short-term relationship, government budget for 
health (HEALTH)  in lag 2 which positive 
influencing for about 0.039137 percent. It explains 
that an increasing 1 percent of government budget for 
health on the previous two years will increase gross 
domestic regional bruto for 0.039137 percent.  
The government budget for marine and fisheris 
(MARINE)  in lag 1 and 2 which positive influencing 
for about   0.040724 percent and 0.034674 percent. It 
explains that an increasing 1 percent of government 
budget for marine and fisheris  on the previous one 
years will increase gross domestic regional bruto for 
 0.040724 percent.  
 
Direct investment of foreign capital (FDI)  in lag 2  
which negative influencing for about   0.006913 
percent. It explains that an increasing 1 percent of 
direct investment of foreign capital (FDI)  on the 
previous one years will decrease gross domestic 
regional product for  0.006913 percent.  The last 
variable which significant is total poverty  in lag 1 
and lag 2 which explaining an increase of total 
poverty on the previous one years will decrease gross 
domestic regional product for 0.173453 percent. 
 
CONCLUSION AND POLICY IMPLICATIONS 
 

From the analysis we can conclude as follows:  
1. Analysis results in the long run are all variables 

affecting economic growth except for 
government spending on agriculture. In the long 

run, in the literature of development economics 
means a process of change from the agricultural 
sector to the industrial and service sectors. This 
can be interpreted in the long run the role of 
agriculture will be reduced and replaced by the 
role of industry and services. 

2. In the short-term relationship, government 
budget for health in lag 2,  government budget 
for marine and fisheris  in lag 1 and lag 2, direct 
investment of foreign capital in lag 2, and  total 
poverty  in lag 1 and 2 which explaining on 
gross domestic regional product.  

 
From the results of the study, the central and local 
governments need to implement the following 
policies: 
1. Government needs to reevaluate basic education 

in terms of curriculum, teaching methods, and 
educational evaluation. So that not only the 
pursuit of quantity but also maintain the quality of 
basic education.  

2. Foreign investment companies tend to produce 
unsuitable goods (only consumed by certain 
groups), thus encouraging the luxury consumption 
pattern through advertising and the resulting 
goods tend to use as capital-intensive technology. 
Hence domestic resources tend to be allocated to 
socially unprofitable projects. Central and local 
governments should be selective in granting 
permits for foreign companies willing to invest in 
Indonesia. Especially in the case of the use of 
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waste, labor and supporting development that 
support environmental sustainability. 
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