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ARTICLEINFO ABSTRACT

This study observes that there is a slowdown in poverty reduction in
Indonesia, so that in order to realize the achievement of no poverty in 2030

gj\f:::rlniz.t Expenditure it is necessary to carry out further research related to the determinants of
Investments. ’ poverty in Indonesia. Researchers used panel data from 34 provinces in
wages Indonesia for the 2015-2020 period. The model used is panel data regression
Econo'mic Growth using panel data r.egresgion analysis. T.he .r.esults of the study are that
Unemployment, ’ government spending directly has a significant effect on poverty and
Poverty ! indirectly through unemployment has a significant effect but government
spending does not have a significant effect on poverty through economic
growth, investment has a significant effect on poverty but indirectly both
through growth and unemployment have no significant effect,
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1. INTRODUCTION

Poverty is indeed a controversial term in many fields, from several points of view that is why it is
said to be multidimensional, multisectoral etc. Some people are of the view that poverty is in the eye of the
beholder. Some describe poverty as an elephant that can be easily seen but difficult to define(Kware, 2015).

Poverty alleviation has become a fundamental development goal and has become a measuring tool
for assessing the effectiveness of the implementation of various types of development programs. However,
one thing that bothers us when faced with the phenomenon of poverty is that there are so many theories
to explain and provide solutions to poverty alleviation, but it is undeniable that the phenomenon of poverty
is still around us.(Jellyfish, 2011). This condition raises the question, why is poverty always there? Is the
existing theory not enough to explain poverty?Are the efforts made by the government and society not
optimal in overcoming poverty?

Poverty is not a new problem, but until now it has become a major issue, indicated by the placement
of the issue of poverty as the first goal in the SDGs, which is stated as no poverty, which is the priority point
of the SDGs, namely ending poverty in all its forms everywhere, whose target is to create a policy
framework at the national, regional level. and internationally, based on pro-poor and gender-sensitive
development strategies, to accelerate investment in poverty alleviation actions (SDG Indonesia, 2022).
Indonesia is of course committed to overcoming this poverty problem where at Labor20 in the G20
presidency which was held in January 2022 also encouraged the eradication of poverty and unemployment
and fought for benefits for vulnerable groups (www.ekon.go.id, 2022).

From the data from the Central Statistics Agency (BPS) after the Covid-19 pandemic, the number of
poverty has also decreased gradually, from the Central Statistics Agency (BPS) data, although it has
decreased in the last 5 years, the decline has tended to slow down so that the numbers are still large, even
though in 2020 has seen an increase, but the number and percentage of poor people is still higher than
before the Covid-19 pandemic.If we look at the development of the percentage of poor people in Indonesia
and each province, the poverty rate in the provinces is still higher than the national poverty rate. According
to BPS, one of the factors influencing the increase in poverty in Indonesia is the increase in rice prices so
that the speed of reduction in poverty in 2018 is not as fast as in the 2017 period. One of the things that has
caused an increase in poverty in the provinces is that the policies made by the government still do not
differentiate between space or regional conditions, as is the case with the basic electricity tariff policy or
the increase in the price of fuel oil (BBM) is the same.

Poverty is closely related to the lack of assets and access which is characterized by limitations,
incapacity, and deprivation(Ramli, Jamil, and Karmila. 2020). Poverty and unemployment are like twin
problems which are still confusing as to whether poverty causes unemployment or vice versa, according to
Obadan inOsinubi (2005), unemployment has been identified as one of the main causes of poverty in sub-
Saharan Africa.Paramita and Purbadharmaja (2015);Feriyanto, et al. (2020);Puspita (2015); andNurdiana
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etal. (2020)The results of his research show that unemployment has a positive and significant relationship
to povertySumiyaarti (2022)reveals open unemployment has no significant effect on poverty,Akwara et al.
(2013)examining the relationship between unemployment, poverty, and insecurity in Nigeria this study
found that unemployment causes poverty, while poverty causes insecurity.Define (2002)states that the link
between unemployment and poverty is strongly influenced by how poverty is measured.

Unemployment is not limited to people who have not worked. People who are looking for work and
people who work but whose work is not productive can also be categorized as unemployed (Fahri, Jalil and
Kasnelly, 2020). Unemployment is a labor problem that will have an impact on social and economic
problems because unemployment will make a person enter poverty, and it is very possible for someone to
work and remain poor(Mohammed and David 2019).0sinubi (2005);Chen et al. (2014)in his research
revealed that when people become poor they tend to accept jobs with very low wages. The main mechanism
for worker poverty is due to low income, so the government's first task is to increase workers' wages or
income(Faharuddin et al. 2022), so that government intervention is needed through its policies, for this
reason one of the government's policies to fulfill welfare is the minimum wage policy regulated in the Labor
Law which is expected to increase productivity and can help the poor get out of poverty. Study(Kurniawati,
Gunawan, and Ratna Indrasari 2017)minimum wage has a significant negative impact on poverty, every
1% increase in wages (Ceteris paribus) will reduce poverty by 5.7%, which is also in line with
research(Corolina and Panjawa 2020).

Basically economic growth is the main condition for poverty alleviation, and the second is pro-poor
economic growth(Tahir and Hasan 2018)According to Oband(Osinubi, 2005)Although economic growth is
necessary for unemployment reduction and poverty alleviation, it is not sufficient, because growth alone
cannot overcome all the important factors causing unemployment and poverty. Good economic growth will
not result in a reduction in the number of poor people if it is not accompanied by equal distribution of
income(Misini and Pantina, 2017)

Much can be done to eradicate poverty, namely increasing access to food, services and education for
the poor. Create more and better jobs for the poor. Invest in social safety nets to protect vulnerable citizens
(World bank, 2014). Efforts to reduce poverty are also inseparable from the amount of government
spending issued by the government. Government spending is one of the important instruments to reduce
poverty(Ketaren, 2018).Adegboyo (2020)social spending, transfer spending reduces poverty in Nigeria,
temporarilyMustamin, et al. (2015)government spending has a negative effect on poverty in
Makassar,Mehmood and Sadiq (2010)also disclose government spending or spending and appropriate
sources of financing, certain subsidies for a certain period of time that are productive and efficient can
increase private investment, employment opportunities, human resources through education and health
reduce poverty. Investment cannot be separated from economic activities in increasing prosperity. Private
investment can come from within and outside the country. Government investment is made to provide
public goods and private investment both from within and outside the country can create jobs. So that
people's income will increase and the number of poor people will decrease(Achyarnis, et.al 2020).

Poverty reduction efforts have been pursued by the government with government spending that
continues to increase every year and adopts policies and programs aimed at reducing poverty and
unemployment. However, is this effective in reducing poverty in Indonesia. For this reason, further
research is needed regarding the relationship between government spending, investment and how wage
stimulation is in poverty alleviation efforts.

2. METHODS

The type of data analyzed in this research is secondary data in the form of panel data with
characteristics using the 2015-2020 period and cross sections of 34 provinces in Indonesia so that a total
of 204 observations. The data used in this research is in the form of secondary data obtained from
publication documents issued by the Central Statistics Agency (BPS), the Directorate General of Financial
Balance (DJPK) and other institutions.
The structural functional model is as follows:

NERLTR 0. ST 310 €113 ) 2 (3.1)
NOATR . ST 310 €113 ) 2 (3.2)
Y3it = (X1it, X2it, X316, YLIE Y2IE) oottt (3.3)

Y1 = economic growth

Y2 = unemployed

Y3 = Poverty

X1 = government spending
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X2 = investment
X3 = Wages

i = cross-section
t = time series

3. RESULT AND DISCUSSION
Table 1 Best Model Estimation Results

Equality Chow test Results Hausman test Results
Equation1 prob 0.0000 FEM prob  0.0000 FEM
Equation2 prob  0.0000 FEM prob  0.0000 FEM
Equation3 prob  0.0000 FEM prob 0.0123 FEM

From the test results it is concluded that the results of the model selection test show that the best
model in equation 1, equation 2, and equation 3 is the Fixed Effect Model or abbreviated as FEM. FEM
proved to be the best model based on the results of the Chow test and was strengthened by the Hausman
test.

Table 2. Results Direct influence between independent variables to the dependent variable

Varlgble Coefficient t count Prob Information
Relations
LnX; —> LnY; 0.0433 5.3955 0.0000 Significant
LnX, —> LnY,; 0.0035 1.3138 0.1907 Not significant
LnX; —> LnY; 0.4238 34.5203  0.0000 Significant
InX, —> Y, -0.5572 -3.4999  0.0006 Significant
InX, —> Y, -0.0007 -0.0144 0.9885 Notsignificant
LnX; —> Y, -0.6763 -2.6939  0.0078 Significant
InX,—>Y; -0.2348 -2.6848  0.0080 Significant
LnX, —> Y, -0.0820 -2.4470  0.0154 significant
LnX;—> Y, -2.3320 -14.4585 0.0000 Significant
LnY, —> Y, 0.0136 0.0721 0.9426 Not significant
,—>1; 0.2355 8.7826 0.0000 significant
Table 3. Results Indirect effect using the Sobel test
Val.'lable. Coefficient tcount Prob Information
relationship
LnX; —> LnY;—> Y, 0.0006 0.0720 0.9425 Not significant
LnX; —=> LnY,—> Y; -0.1312 -3.3215 0.0011 Significant
LnX, —> LnY;—> Y;  0.0004 0.0719 0.9423 Not significant
nX, —>Y,—> Y, -0.0001 -0.0128 0.9897 Not significant
InX; —>Y—> Y, 0.0057 0.0720 0.9425 Not significant
InX; —>Y,—> Y, -1.5722 -2.5760 0.0099 Significant

In observing the results of economic growth estimation, the variable that shows no significant effect
is the investment variable. While the variables of government spending and wages have a significant effect
with a significant level of 5 percent. And for the F test with a probability of 0.00, it means that the
independent variables together can explain economic growth.

In observing the results of unemployment estimation, the variable that shows no significant effect is
the investment variable. Meanwhile, government expenditure and wage variables have a significant effect
with a significant level of 5 percent. And the F test with a probability of 0.00 means that the independent
variables together can explain the unemployment rate

In observing the results of poverty estimation, the variable that shows no significant effect is the
variable economic growth. While the variables of government spending, investment, wages and
unemployment have a significant effect with a significance level of 5%. And the F test with a probability of
0.00 means that the independent variables together can explain the percentage level of poverty
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Government spending and poverty

The significant negative effect of government spending on poverty means that increasing
government spending in the form of capital can reduce poverty. Government spending shows that the
allocation of capital expenditure is pro-poor. Government expenditure, in this case capital expenditure, is
expected not only to be used for the construction of toll roads, flyovers, large buildings which will only be
enjoyed by most of the middle and upper class, but government spending is used for productive capital
expenditure which is pro-poor and provides many programs. -programs that can touch the poor such as
the construction of education and health facilities and infrastructure to facilitate access to school
affordability, training and health as an effort to improve the quality of human resources, development of
access to electricity, sanitation and clean water for the poor and improvement of slums, as well as bridge
and road rehabilitation projects in the regions which of course will be directly felt by the poor. in
accordance with Nurkse's theory that poverty is limited access to it, with government intervention it will
open access so that slowly the poor will get out of the cycle of poverty.

Then the significant and negative influence of government spending on poverty through
unemployment. Of course, infrastructure development will absorb labor through these development
projects which will reduce unemployment and will certainly have an impact on reducing poverty. This is in
line with researchBudiarto. & Kartika I. (2019)namely capital expenditure has a significant negative effect
on poverty through unemployment and then researchMustamin, et al. (2015);Nursini, et al.
(2020)government spending has a significant negative effect on poverty.Mehmood & Sadiq (2010)that
government spending is productive and efficient can increase private investment, employment
opportunities, human resources and of course reduce poverty.

Meanwhile, the effect of government spending on the percentage of poor people through economic
growth shows insignificant results. This shows that the size of changes in government spending, in this case
capital expenditure, does not have an effect on changes in the poverty rate through economic growth, even
though the results of the estimation of government spending are able to increase economic growth in
linewith Barro (1990) and endogenous growth theory. However, in the results of this study an increase in
economic growth will not necessarily reduce poverty, this is evidenced by the absence of the effect of
economic growth on poverty.These results are in line with researchSasana and Kusuma, (2018)economic
growth has a positive effect on poverty, the implication is that higher growth is not followed by the quality
of the growth itself which can cause inequality between provincesAs statedPerkins et al., (2015)related to
the pro-poor growth strategy,pro-poor growth does not represent a pro-growth and pro-poor choice, the
strategy calls for combining faster growth with increased opportunities for the poor to participate in that
growth.

Investment and poverty

The estimation results show that investment has a significant negative effect on poverty, which
means that a decrease and increase in investment has an effect on reducing and increasing poverty. With
the entry of investment into 34 provinces in Indonesia, it can help the community to continue to increase
economic activity and of course will reduce poverty, one of which is with infrastructure investment and
labor-intensive investment which requires more human resources that prioritize physical capital which is
the main capital of the poor so that people those classified as poor can be absorbed and have income and
can meet their needs. This significant negative effect is also in line with the researchersAchyarnis et al.
(2020) explained that investment activities enable people to continue to increase economic activity and
employment opportunities. increase income and increase the level of community prosperity. led to a
reduction in poverty. And also in line withYolanda et al. (2020)that investment can reduce poverty.

However, the results of the indirect effect of investment on poverty through unemployment have a
negative but not significant effect. This is due to the fact that investment is not significant for
unemployment, every time there is a 1 percent increase in investment there is a decrease of 0.0007 in
unemployment, while unemployment has a significant effect on the poverty rate, which means that every
1 percent increase in unemployment will increase poverty by0.2355. investment has a negative effect but
does not have a significant effect on unemployment because one of the reasons is that investment is not
evenly distributed in 34 provinces in Indonesia, this is evidenced from BPS data which shows investment
across provinces is disproportionate.These differences related to investment create different jobs in each
province,and also because most provinces in Indonesia still record high open unemployment rates
compared to the national open unemployment rate and some open unemployed are educated unemployed,
they will only look for jobs that are truly in line with the desired field and level of income, and there is a gap
between the skills needed and the skills possessed by the unemployed, choosing to be unemployed is a
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luxury that only those who have savings and income outside of work have. The poor and near-poor with
little education and those with physical means cannot be unemployed. They have to work anything to
survive.(Mohammed & David, 2019).According to obadain Osinubi (2005)Unemployment has been
identified as one of the main causes of poverty in sub-Saharan Africa.

While research finds that investment has no significant effect on poverty through economic growth.
This is because investment does not have a significant effect on growth and economic growth does not have
a significant effect on poverty. These findings are not in line with Harrod Dommar and Mankiw's theory
that investment is the main key to economic growth. Investment can help increase the production capacity
of goods and services so that it will increase the need for human resources and will increase per capita
income while at the same time increasing welfare. This is also not in line with researchOcaya et al., (2012)
which reveals that investment is a strong link for growtheconomy and poverty reduction. in modern growth
theory it is explained that it is not only the number of K and L that is considered but the quality as well as
various elements including elements of policy makers such as guarantees of legal certainty, of course with
investment if the determination and proper allocation will be able to increase employment opportunities
and open up many jobs and can create quality economic growth so as to reduce poverty.

Wages and poverty

The results of the estimation of wages on poverty show a negative and significant effect, which
means that any changes in wage increases will reduce the percentage of poverty by 2.3320 percent or vice
versa if there is a decrease in wages it will increase the percentage of poverty by 2.3320 percent. Wages are
intended as a means of protection for the poor, with wages the poor are able to meet their needs and with
wage improvements it will certainly help the poor get out of poverty and can help low-income workers not
enter poverty. in line with what Todaro found thatstrategies to increase the incomes and living standards
of the poor will contribute not only to their material well-being but also to the productivity and incomes of
the economy as a whole(Todaro and Smith, 2013).The findings of this finding are in line withFebriandika
etal. (2022);Marina et al. (2017);(Sasana and Kusuma, 2018).

This is reinforced by the findings of the results of the effect of wages on poverty through
unemployment which has a significant negative effect. This significant negative effect comes from the
significant negative effect of wages on unemployment and then continues with the positive effect of
unemployment on poverty. which means that when wages increase by 1 percent (ceteris paribus) it reduces
unemployment by 0.6763 percent. Furthermore, when unemployment falls by 0.6763 percent, it will be
directly proportional to the reduction in poverty by 1.5722 percent and vice versa when wages fall,
unemployment will increase and will be directly proportional to the increase in poverty. The negative effect
of wages on unemployment means that increases and decreases in wages will have an impact on increases
and decreases in unemployment. This shows that the policy of improving and increasing wages in
accordance with the KHL will have an impact on reducing unemployment and poverty, the size of wages is
very important because workers want a decent income so they can meet their needs and those of their
families. These findings are in line withBudiarto. & Kartika I. (2019)that wages have a significant negative
effect on poverty through unemployment, according to sukirnoin Yolanda et al., (2020)one of the important
factors that determine the prosperity of a society is the level of income, the maximum income if the level of
full employment is realized.The main mechanism for worker poverty is due to low income, so the
government's first task is to increase workers' wages or income.the government must support productivity
growth simultaneously with upgrading workers' skills through education and training Faharuddin et al.
(2022), as well as research conducted by Res (2018) using observational datal6 OECD countries between
1995 and 2011, found that an increase in the minimum wage could increase social welfare by increasing
labor productivity, or an increase in labor productivity could lead to an increase in the minimum wage(Res,
2018).

Meanwhile, the effect of wages on poverty through economic growth has no significant effect. This
is because even though the effect of wages has a significant positive effect on economic growth, economic
growth does not have a significant effect on the percentage of poverty. the effect of wages on economic
growth is appropriatethe theory of efficiency wages which says that an increase in the minimum wage will
increase the work productivity of employees to increase, so that it will increase output growth and then
will encourage the opening of employment in line with research. However, growth has not been able to
reduce poverty, this is due to the lack of access of the poor to production factors,so growth is needed that
is not only pro towards accelerated growth but must be accompanied by quality growth that is pro-poor,
which also involves the poor.
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4. CONCLUSION

The results of the study are that government spending directly has a significant effect on poverty
and indirectly through unemployment has a significant effect but government spending does not have a
significant effect on poverty through economic growth, investment has a significant effect on poverty but
indirectly both through growth and unemployment have no effect significant, wages directly affect poverty
and indirectly through unemployment have a significant effect, but indirectly through economic growth
have no significant effect.The government should sort out capital expenditures that are really important by
prioritizing spending on public facilities and infrastructure that can be enjoyed by all levels of society,
especially those that are felt directly by the poor and will have an impact on poverty alleviation and the
allocation of capital expenditures should be realized in development programs in the regions who really
need it like poor areas in Indonesia.The government needs to review wages or income for both formal and
informal workers so that low-income workers, especially poor workers, can meet their needs by increasing
workers' income. As well as the government must support productivity growth simultaneously with
increasing worker skills through education and training and providing access to information.
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