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ABSTRACT

Indonesian authority put the fiscal decentralization as one of the policies
established to delegate the authority of the central authority to each region
to explore sources of income, to benefit the merit in receiving allocations
from the higher level of authority, and to organize routine and investment
spending. Poverty alleviation is an important agenda for a country to
realize the welfare of its people so that poverty alleviation becomes an
abroad and massive issue in implementing Sustainable Development
Goals (SDGs). This study aims to see how big the influence of fiscal
decentralization is, in terms of authority spending, in the form the
allocation funding consisting of the General Allocation Funding (DAU),
the Special Allocation Funding (DAK) and the Village Funding (DD) on
the Poverty Rate in 34 provinces in Indonesia. This paper used a dynamic
panel data analysis through the approach Generalized Method of Moment
(GMM). The results of this study concluded that the DAU, DAK, and
Village Funding variables becoming significantly influencing the rural
poverty reduction in Indonesia.

Keywords: General Allocation Funding (DAU), Special Allocation
Funding (DAK), Village Funding (DD), Poverty.

INTRODUCTION

The purpose of economic development is to improve the welfare of the community
and create an equitable distribution of income (Todaro & Smith, 2016). The success
of the authority in achieving development goals can be assessed from changes in
poverty levels. The concept of decentralization contains three main missions, namely
creating efficiency and effectiveness in the organization of the regional asset,
improving the quality of public services and community welfare, empowering and
creating a space for people to participate (participate) in the development process
(Barzelay, 1991). So anstudy analytical of poverty which is a reflection of people's
welfare in the era of decentralization is important to do.



Based on the issuance of Law Number 22 of 1999 concerning Regional Authority and
Law Number 25 of 1999, Indonesia has established the era of regional autonomy and
fiscal decentralization which was marked by concerning Financial Balance between
Central and Regional Authority. In this era, the local authority had their own mandate
and initiative to organize the regions and the authority to organize their finances to
support the performance of regional autonomy. Following the trend of fiscal
decentralization policy became a challenge as well as an opportunity for the local
authority to organize their asset more effectively and efficiently.

Decentralization is a public policy in order to fulfill public goods more efficiently at
the local authority level (Tiebout, 1956). Meanwhile, according to Musgrave (1958)
explained that the main role of authority in the economy is as a function of
distribution, stabilization, and allocation. The role of authority in maximizing social
welfare through the provision of public goods (allocation) must be assigned to lower
levels of authority following the principle of subsidiarity also referred to as efficiency
criteria which state that goods and services must be provided to the lowest level of
authority.

William and Vyasulu (Arini, 2008) suggested that decentralization is expected to be
able to reduce poverty if it is directed towards changing political structures and
improving governance or changing attitudes between the authority towards the poor.
Although the funding allocation annually increases, if not followed by commitment
from the authority in its organization, the effort to reduce poverty becomes difficult to
achieve maximum results. The performance of fiscal decentralization in Indonesia
will produce the expected results if each local authority can implement it in
accordance with established regulations. Meeting the basic needs of the community in
order to reduce poverty is a significant impact of decentralization policies (Risalam,
2013).

If fiscal decentralization prioritizes public spending, then decentralization will have a
direct impact on GRDP, which reflects the economic growth of a region.
Infrastructure and social sector spending by regional authority spurs economic growth
more than central authority policies. Regions have advantages in making expenditure
funding so that they are more efficient by satisfying the needs of the community
because they are more aware of the condition of their own regions (Vasquez, 2001).

Based on the importance of fiscal decentralization while on the other hand public
welfare tends not to improving significantly, it is necessary to further research how
the influence of fiscal decentralization on poverty levels in Indonesia.
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Fiscal Decentralization; there are three variations of fiscal decentralization in a
connection to the degree of independence of regional decision making. First,
decentralization means the relinquishment of responsibilities within the central
authority environment to vertical agencies in the region or to regional authority.
Second, the delegation deals with an agency, that is, the region acts as an authority
representative to carry out certain functions on behalf of the authority. Third,
devolution relates to a situation that is not only performance but also the authority to
decide what needs to be done (Bird, 1998).

How far decentralization can be clearly assessed, it depends on whether someone
observes it from the top down (bottom down) or (bottom up bottom up). The fiscal
decentralization approach from the bottom up generally emphasizes political values,
for example improving governance in relation to the willingness to accept
suggestions and local political participation and allocation efficiency in terms of
improving welfare (Oates, 1972).

Oates (1972) has formulated his idea in a theorem of The Decentralization Theorem.
The underlying point is that if there is no cost advantage (scale of results) associated
with centralized conditions, then a decentralized pattern of public goods that
illustrates the different tastes among regions that will increase welfare compared to
the results obtained from decentralization which illustrate a uniform level of output
for all regions.

In general, decentralization policies are divided into 3 types (Litvack, 1998): (1)
Political decentralization, namely the delegation of greater authority to the regions
regarding various aspects of decision making, including setting standards and various
regulations. (2) Administrative decentralization, namely the delegation of authority,
responsibilities and asset between various levels of authority. (3) Fiscal
decentralization, namely the granting of authority to the regions to explore sources of
income, the right to receive allocations from a higher levels of authority, and to
determine routine expenditure and investment. These three types of decentralization
are related to one another and are prerequisites for achieving the goal of
implementing decentralization, namely to realize the welfare of the people.

Fiscal decentralization is one of the mechanisms for allocation funding from the State
Funding in relation to state financial policies, namely to create sustainable (fiscal
sustainability) and provide stimulus for community economic activities (Rahayu,
2014). By then, it is expected that fiscal decentralization will create equal distribution
of financial capabilities between regions commensurate with the magnitude of the
authority of authority affairs delegated to the autonomous regions.

The Relationship of Fiscal Decentralization with Poverty Rate



The results of the research of Oates (1993), Martinez and McNab (2001) state that
fiscal decentralization can encourage economic efficiency and will dynamically
encourage economic growth in a region. They argued that spending on infrastructure
and the social sector would be effective in driving the economic growth of a region,
because the regions knew the characteristics of their respective regions. So according
to this view local authority are believed to be able to allocate funding to the economic
sector more efficiently than the central authority does. However, this will not happen
if fiscal decentralization does not work effectively (Martinez and McNab, 2001).
Furthermore, economic growth and poverty have a very strong correlation, because in
the early stages of the development process the poverty level tends to increase and as
it approaches the final stage of development the number of poor people gradually
decreases (Tambunan, 2011).

The concept of decentralization contains three main missions, namely creating
efficiency and effectiveness in the organization of regional asset, improving the
quality of public services and community welfare, and empowering and creating a
space for people to participate (participate) in the development process (Barzelay,
1991). Arguments in favor of decentralization, among others, were raised by Tiebout
(1956), Oates (1972), Musgrave (1958) and as quoted by Litvack et al (1998) who
said that the most efficient public services should be carried out by regions that have
the most geographical control minimum because the local authority is fully aware of
the needs of the community, the decision of the local authority is very responsive to
the needs of the community, thus encouraging local authority to make efficiency in
the use of funding from the community, competition between regions in providing
services to their communities will encourage local authority to increase their
innovation. This is the reason why this fiscal decentralization node is at the level of
authority that is closest to society geographically. The geographical closeness
provides great potential for the region to improve the welfare of its people.

According to Bird and Vaillancourt (1998), the reason that decentralization can help
solve national economic problems starts from the basic principle that local authority
can provide public services to their people at a lower or more efficient cost compared
to the central authority, because local authority know better the needs of their people
as well as how to meet these needs in the most efficient manner and the regional
authority is closer to its people, so that it will react more quickly when those needs
arise, and in the end the community will feel satisfied with the services of the local
authority. With the performance of fiscal decentralization the possibility of local
authority to accelerate the resolution of the problem of poverty is even bigger.

According to Zulyanto (2010) states that in fiscal decentralization the amount of
funding allocations in the regions can have a positive relationship to improving



people's welfare. Fiscal decentralization can encourage per capita income in the
regions so that it can reduce the poor population and conversely low per capita
income will increase the number of poor people.

Poverty reduction strategies can be done through income allocations (cash
allocations) and growth strategies that favor the poor (pro-poor growth) (De Janvry
and Sadoulet, 2010). But what needs to be considered is the decentralization (fiscal)
policy which is not automatically pro-growth, pro-poor and pro-jobs need
infrastructure support for accessibility and connectivity (Paddu, 2010). This means
that there are several conditions for making fiscal decentralization an effect on
poverty alleviation in regions that must be met by local authority. Minimum
allocation of large amounts of allocation funding is directed to create community
empowerment programs or directed to investment in the sectors pro-job and pro-
poor.

Likewise, Sidik (2002) stated that the success of decentralization will depend on the
design, performance process, political support both at the level of decision making at
each level of authority, as well as the community as a whole, the readiness of
authority administration, institutional development and human asset , coordination
mechanisms to improve the performance of the bureaucratic apparatus, changes in the
value system and bureaucratic behavior in meeting the wishes of the community,
especially in public sector services.

In preparing funding allocations, the authority must not get out of the funding
objectives. Based on trilogy Musgraves on the purpose of funding allocation, among
others are the function of allocation, distribution and stabilization. The allocation
function relates to the stock of social goods and the overall process of utilizing asset
for the production of private goods, social goods, and combinations of selected social
goods. The distribution function is related to the equality of welfare and income
distribution in society. While the stabilization function is aimed at stabilizing or
maintaining low levels of unemployment, prices or inflation rates, and targeted
economic growth.

METHODS

The type of data used in this study is secondary data. Secondary data used in this
study is a combination of time series data and cross section data or what we call pool
panel data. Time series data is the period 2015 - 2018 and cross section data is data in
34 provinces in Indonesia. The data collected is in the form of Poverty Level data as
the dependent variable and General Allocation Funding (DAU), Special Allocation
Funding (DAK), and Village Funding as Source of data derived from the publication
of the official website of the Central Statistics Agency (BPS), the Ministry RI's



finance, and other sources in the form of books, journals, and articles. The data used
are DAU, DAK, Village Funding data and Poverty Rate data for 2015 - 2018 in 34
provinces in Indonesia.

The analytical method used in this research is quantitative analysis. The quantitative
analysis used in analyzing fiscal decentralization variables on poverty levels in
Indonesia is the dynamic panel method. Data processing in this study was carried out
using analysis tools in the form of computer software program Eviews 9 with the
dynamic panel method (dynamic panel data) through the approach Generalized
Method of Moments (GMM).

The following equation is a research model in analyzing variables that affect poverty
levels in 34 provinces in Indonesia based on the research model of Caporale et al.
(2009):

TKijt = 1 TKijt-1 + f2 DAUijt + f3DAKit + paDAK (-1)it + f5DDit + either.......... 1)

According to Nachrowi (2006), to make the value of the variables to be analyzed to
be balanced while showing the coefficient of slope on the results of the regression
output which is the level of change in the dependent variable (percent) if there is a
change in the independent variable (percent), then the model will be transformed into
log-natural form so that the model becomes:

InTKjt = #1 InTKit-1 + 2 INDAUjt + 3 INDAKit + f4InDAK (-1)it + #5 InDDit

Where:

TKit = Poverty Rate in Indonesia for 2015-2018
TKit-1 = Poverty Rate in year t-1 in Indonesia

B = Regression coefficients

DAUIt = General Allocation Funding

DAK(-1)it = Special Allocation Funding previous year
DAK:It = Special allocation Funding

DDit = Funding Village

eit = Standard error

RESULTS



GMM Specification Test estimated through the approach Generalized Method of
Moment (GMM) in this study uses dynamic panel data. This test is carried out on
data that will be used to analyze the effect of fiscal decentralization on poverty
levels. To find the best model, it must meet several criteria, namely consistent
estimators, valid tools, and unbiased predictors (Firdaus, 2011). The consistency of
the estimator is shown by the Arellano-Bond (AB) estimation results.

Based on Table 1, the AB estimation results are shown by the statistical value of m;

(-2.671792) which is significant at 5% significance level and the value statistics
of m2 (NA or Not Available) which is not significant at the 1%, 5% or 10 %. The

insignificant statistical value of m2 indicates the lack of a second order serial

correlation in the residuals from the different specifications, so the estimator can be
said to be consistent.

Table 1. Serial Correlation of Arellano-Bond

Test Order m-Statistic Prob.
AR(1) -2,671792 0,0075
AR(2) NA NA

Source: Results of Data Processing with Eviews 9

Furthermore, the validity of the tool can be carried out using the civic test. The tool
validity test is used to see the possibility of bias in the estimation parameters due to
incorrect use of tool variables in the equation. To test the validity of tool variables,
this study uses the Sargan Specification Test as suggested by (Arellano and Bond,
1991), with a null hypothesis that is found to conditions of moment have valid in the
model. The following table shows the results of the validity test on the tool variables
used in the analysis:

Table 2. Test Validity of Tool

Methods Prob (J-statistic)
Hiptesis null (H,) : Condition of Moment Valid
Sargan Spesification Test 0,104841

Source: Results of Data Processing with Eviews 9

Based on the results of the tool validity test using the Sargan Specification Test
shows the probability value (J-statistic) above 5%, ie 0.104841> 0.05 then HO is
accepted. This means that the finding of condition of moment in the tool variable
used (the tool used is valid). While the properties are not biased(Unbiased)on the
probe can be seen from the results of the estimated coefficient values which are



among the pooled least square (PLS) and fixed effects (FE). In Table 3., the
coefficient values from the estimated results lag Ln Tk. Poverty using GMM is
0.299148 which is greater than the value of the coefficient lag Ln Tk. Poverty on FE
(0.249338) and smaller than the coefficient value lag Ln Tk. Poverty in PLS
(0.993080). So it can be said that the estimator is unbiased.

Table 3. Results of Estimated Parameters and Allocations to the Poverty Level

Indonesian

Parameter Koefisien Std. Error Prob.
FD-GMM
Ln Tk. Kemiskinan (-1) 0,299148 0,103162 0,0051
Ln DAU 0,581076 0,167773 0,0010
Ln DAK -0,130237 0,051451 0,0139
Ln DAK (-1) -0,057227 0,011032 0,0000
Ln Dana Desa -0.103851 0,025024 0,0001
Pooled Least Square
Ln Tk. Kemiskinan (-1) 0,993080 0,008587 0,0000
Fixed Effect
Ln Tk. Kemiskinan (-1) 0,249338 0,115004 0,0339

Source: Data Processing with Eviews 9

While the properties are not biased (Unbiased) on the probe can be seen from the
results of the estimated coefficient values which are among the pooled least square
(PLS) and fixed effects (FE). In Table 3., the coefficient values from the estimated
results lag Ln Tk. Poverty using GMM is 0.299148 which is greater than thief value
the coefficient lag Ln Tk. Poverty on FE (0.249338) and smaller than the coefficient
value lag Ln Tk. Poverty in PLS (0.993080). So it can be said that the estimator is
unbiased.

Hypothesis testing was carried out in this study through the approach Generalized
Method of Moment (GMM). The hypothesis test decision is partially based on the
probability value obtained from the results of data processing. The probability value
is if the significance level <5% then Ho is rejected while Ha is accepted then if the
significance level of >5% then Ho while Ha rejected.

Table 4. Estimated Results of Generalized Method of Moment (GMM)

Variabel Koefisien t-statistic prob.
LN_TK__KEMISKINAN(-1) 0,299148 2,899783 0,0051
LN_DAU 0,581076 3,463467 0,0010




LN_DAK -0,130237 -2,531299 0,0139
LN_DAK(-1) -0,057227 -5,187186 0,0000
LN_DANA_DESA -0,103851 -4,149993 0,0001

Source: Results of Data Processing with Eviews 9

Reporting Research Results

1. Variable General Allocation Funding (DAU) to Poverty Level

Test results Generalized Method of Moment, General Allocation Funding variable
(DAU) ) the current period (t) obtained a coefficient value of 0.581076, has a t-
statistic of 2.899783 with a significance of 0.0051. Significance value is greater than
0.05 indicated that the General Allocation Funding (DAU) of the current period (t)
has a positive and significant effect on the current Poverty Rate (t), so the first
hypothesis is accepted.

The phenomenon found in this study indicates that increasing DAU each year tends
to increase poverty in Indonesia. The results are contrary to the expectations of this
authority there is a possibility that the increase in DAU is more used to pay salaries
of local authority officials who do not have a direct impact on poverty reduction.
Increasing the income of the regional authority apparatus is not followed by an
increase in the quality of public services provided to the community.

This is supported by the research of Heru Syah P. (2017) who said that the utilization
of DAU is not used effectively to reduce poverty, but rather is used more for regional
authority expenditure, such as regional apparatus salaries. Increasing the income of
the regional authority apparatus is not followed by an increase in the quality of public
services provided to the community. This phenomenon also made it possible that the
influence of DAU on poverty levels is not immediately felt in the same year, it could
be in the next year or the next 2 years.

2. Variable Special Allocation Funding (DAK) of the current period (t)
and the Special Allocation Funding (DAK) of the previous period (t-1)
to the current period of Poverty Rate (t).

Based on the results of the analysis regression using the Generalized Method of
Moment (GMM) approach for the current Special Allocation Funding (DAK)
variable and the Special Allocation Funding (DAK) variable in the previous period (t-
1) shows that every 1% increase in the Special Allocation Funding (DAK) will
reduce the current Poverty Rate (t) by 0.130237% and 0.057227%, so that the second
hypothesis is accepted. The findings of the analysis show that the research hypothesis



which suggests that there is a negative and significant relationship between the
funding allocations of the Special Allocation Funding (DAK) to the level of poverty
in Indonesia is proven.

Based on the details of its use, DAK Physical and Non-Physical has more direct
impact on the community than DAU. The provision of public facilities and
infrastructure as well as operational support in the administration of public services
has an important contribution in alleviating poverty in Indonesia. Therefore, an
increase in the DAK funding has an effect on reducing poverty levels in Indonesia.
The results of this study also reinforce previous research conducted by Dewi, et al
(2016) which states that DAK has a significant negative relationship to poverty levels
through regional spending.

3. Village Funding Variable (DD) on Poverty Rate

The results of the Generalized Method of Moment test, the Village Funding variable
for the current period (t) obtained a coefficient value of -0.103851, has a t-statistic of
- 4.149993 with a significance of 0.0001. Significance value less than 0.05 indicates
that the current Village Funding (t) has a negative and significant effect on the current
Poverty Rate (t), so the third hypothesis is accepted.

The Village Funding that are allocation to the regions through the regency / city
Regional Revenue and Expenditure Funding (APBD) are directed to be used to
finance governance, development, community development, and community
empowerment. The allocation of the Village Funding is one of the commitments of
the Authority to develop Indonesia from the periphery by strengthening regions and
villages within the framework of the unitary state of the Republic of Indonesia. To
improve the quality of the more equitable distribution of Village Funding, in 2018 a
reformulation of the Village Funding distribution has been carried out which aims to
accelerate poverty alleviation of the village. AD: AF ratio changes to AD: AF:
Affirmation Allocation (AA) with each portion of 77: 20: 3. The existence of
Affirmation Allocation (AA) is to take into account the additional allocation to
underdeveloped and very villages disadvantaged that have high numbers of poor
people . The policy aims to accelerate the reduction of rural poverty.

Apart from the various obstacles encountered in implementing the Village Funding
policy, this condition proves that the increase in the Village Funding has an effect on
reducing poverty levels in Indonesia. The results of this study also strengthen
previous research conducted by Intan and Faisal (2017) which concluded that the
Village Funding has a significant influence in reducing poverty levels.



4. Variable Poverty Rate of the previous period (t-1) toRate of
Poverty The current period (t)

The results of the Generalized Method of Moment test, Poverty Rate variable of the
previous period (t-1) obtained a coefficient value of 0.299148, has a t-statistic of
2.899783 with a significance of 0.0051. Significance value less than 0.05 indicates
that the Poverty Rate of the previous period (t-1) has a positive and significant effect
on the Poverty Rate of the current period (t), so the fourth hypothesis is accepted.

In this study, it was found that in terms of poverty reduction there were significant
inequalities between provinces in Indonesia. Papua Province in the study period had a
poverty rate that far exceeded the national average of 28.40% in 2018. On the other
hand, DKI Jakarta was at 3.55% below the national average of 9.66%. This shows
that the increase in allocations to regions and village funding (TKDD) every year has
not been able to reduce poverty evenly.

With the performance of fiscal decentralization policy, this poverty problem can be
solved effectively and efficiently. This is caused by the authority's inability to carry
out community welfare programs in accordance with national priorities, namely
poverty alleviation in Indonesia effectively and efficiently. The authority must be
able to optimize in terms of policy formulation, performance, and supervision of the
performance of policies to alleviate poverty in Indonesia.

DISCUSSION

Current allocation funding in the form of General Allocation Funding (DAU) (t) have
a positive and significant effect on reducing rural poverty in the current period (t).
This phenomenon indicates a linear relationship between the distribution of DAU
with the level of poverty. Increasing DAU each year tends to increase poverty in
Indonesia. This condition is against the authority's expectation that increasing DAU
can reduce poverty, especially in rural areas.

This result is contrary to the expectations of the authority, the possibility of
increasing DAU is more used to pay salaries of local authority officials that do not
have a direct impact on poverty reduction. Increasing the income of the regional
authority apparatus is not followed by an increase in the quality of public services
provided to the community. This is supported by the research of Heru Syah P. (2017)
who said that the utilization of DAU is not used effectively to reduce poverty, but
rather is used more for regional authority expenditure, such as regional apparatus
salaries. Increasing the income of the regional authority apparatus is not followed by
an increase in the quality of public services provided to the community. This



phenomenon also makes it possible that the effect of DAU on poverty levels is not
immediately felt in the same period. It would be follow up in the next year or the next
2 years.

Allocation funding in the form of the Special Allocation Funding (DAK) of the
current period (t) has a negative and significant effect on the reduction of rural
poverty in the current period (t). Based on the use details, physical and non-physical
DAK have more direct impacts on the community compared to DAU, both in the
same period and in the previous period. This finding indicates that physical and non-
physical DAK aimed at alleviating poverty, especially in rural areas has been proven.
The results of this study also reinforce previous research conducted by Dewi, et al
(2016) which states that DAK has a significant negative relationship to poverty levels
through regional spending.

Allocation Funding in the form of Village Funding (DD) in the current period (t) has
a negative and significant effect on the reduction of rural poverty in the current period
(t). The Village Funding that are allocation to the regions through the regency / city
Regional Revenue and Expenditure Funding (APBD) are directed to be used to
finance authority  administration, development performance, community
development, and community empowerment. These findings indicate that the increase
in the Village Funding in the past 3 years has had a major impact on alleviating rural
poverty. The results of development and community empowerment directly affect
poverty reduction in rural communities which can aggregately reduce poverty levels
in Indonesia. The results of this study also strengthen previous research conducted by
Intan and Faisal (2017) which concluded that the Village Funding has a significant
influence in reducing poverty levels.

CONCLUSION

1. Optimizing the income of the local authority apparatus is not followed by an
increase in the quality of public services provided to the community. The effect
of the General Allocation Funding (DAU) on poverty reduction in Indonesia.
The phenomenon found in this study reflects that increasing DAU each year
tends to increase poverty in Indonesia. Though, the results are contrary to the
expectations of this authority there is a possibility that the increase in DAU is
more used to pay salaries of local authority officials who don't have a direct
impact on poverty reduction. The findings of this study is to follow up the
previous research conducted by Nanga (2006) who found that fiscal allocations
in various forms such as tax revenue-sharing, non-tax revenue-sharing, and DAU



have an impact that tends to exacerbate poverty in Indonesia.

2. Special Allocation Funding (DAK) is aimed to reduce poverty levels in
Indonesia. Based on the details of the use of Physical and Non-Physical DAK. It
has more direct impact on the community compared to DAU. Next, The
provision of public facilities and infrastructure as well as operational support in
the administration of public services has a meaningful input in mitigating
poverty in Indonesia. Therefore, an increase in the DAK funding has an effect on
reducing poverty levels in Indonesia. The results of this study also reinforce
previous research conducted by Dewi, et al (2016) which states that DAK has a
significant negative relationship to poverty levels through regional spending.

3. The influence of the Village Funding on easing the level of poverty in Indonesia
shows that the Village Funding policy is proven that the increase in the Village
Funding has an effect on reducing the level of poverty in Indonesia. The results
of this study also enrich previous research conducted by Intan and Faisal (2017)
which concluded that the Village Funding has a significant influence in reducing
poverty levels.
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