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Abstract: Poverty is one of the goals of Indonesia's development program, as
stated in the first point of the Sustainable Development Goals (SDGs). East Java
Province has one of the largest poor populations in Indonesia, making poverty
reduction a major component of improving people's welfare. This study aims
to ascertain the effect of GRDP per capita, Human Development Index (HDI),
Open Unemployment Rate, and regional expenditure in East Java Province
from 2012 to 2022. The findings are expected to be a reference or policy-
making decision in poverty alleviation efforts. This study makes use of panel
data from East Java Province's 38 districts and cities from 2012 to 2022.
Quantitative analysis method is utilized with an error correction model (ECM)
regression analysis technique. The results showed that GRDP per capita, HDI,
unemployment, and regional expenditure simultaneously affect poverty in East
Java Province. Partially, GRDP per capita and HDI have a negative effect on
poverty both in the long and short-term. In the long term, unemployment has
a positive effect on poverty, but shows no effect in the short term . Meanwhile,
regional expenditure has no effect on poverty, either in the long or short term
in East Java Province. Reducing poverty can be achieved by increasing
economic output to increase per capita income, improving the quality of
human resources through investment in education and health, providing broad
employment opportunities to reduce unemployment, and increasing the
allocation of regional expenditure and allocation of regional expenditure with
the right target.
Keywords: Poverty; GRDP per capita; Human Development Index; Open
Unemployment Rate; Regional Expenditure
JEL Classification: 132; 011; 015’ E24; H72
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Introduction

One of Indonesia’s main goals in its national development agenda is
poverty alleviation. Poverty is a universal challenge, as many countries
grapple with poverty-issues (Xiao et al., 2022). Poverty poses a societal
challenge as individuals categorized as individual living poverty struggle
to fulfil their basic needs and responsibilities, engaging in social
functions, accessing quality education, maintaining a decent standard
of living, obtaining adequate healthcare, and accessing other essential
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services (Maipita, 2014). Limited access can lead to various social problems such as crime,
robbery, and other social challenges, potentiallycausing economic, social, and political
turmoil that can threaten domestic security and stability (Xiao et al., 2022).

Poverty is also a global issue and an important point in the sustainable development
program where poverty reduction is included in the first point in the 17 goals of the SDGs.
In Indonesia, poverty remains a complex issue in the development process. It is still
relevant to be studied continuously because overcoming it is still a challenge for the
government. According to data from the Central Statistics Agency (BPS) in 2022, East Java
Province had the highest number of people living in poverty, at 4.18 million. West Java
followed with 4.07 million, and Central Java with 3.83 million. While East Java has the
second-largest population in Indonesia after West Java, it has the highest number of
people living in poverty. The poverty rate in East Java decreased from 11.40% in 2021 to
10.38% in 2022. However, this remains above the target of 9.76% set by the 2019-2024
East Java Provincial Development Plan (RPJMD).

Table 1 Percentage and Number of Poor People in East Java Province

2018 10.98 4.332.59
2019 10.37 4.112.25
2020 11.09 4.419.10
2021 11.4 4.572.73
2022 10.38 4.181.29

Source: Central Statistics Agency (BPS)2023

One of the priorities of the development plan in East Java province is poverty alleviation
as stated in the 2019-2024 East Java RPJMD based on the SDGs goal to end all forms of
poverty everywhere. While the poverty rate has decreased, East Java Province still has a
high percentage of its population living in poverty (over 10%) and the highest number of
poor people compared to other Indonesian provinces (Ristika et al., 2021). Economic
inequality is a major contributor to high poverty rates, making it a pressing challenge that
requires immediate attention (Rifa’i & Listiono, 2021). Poverty in East Java creates
significant barriers to accessing education, health, social security, and social assistance
(Mellyndawati & Yuhertiana, 2023). Therefore, the East Java Provincial government plays
an important role in maintaining stability and actively works to reduce the poverty rate
each year by focusing on the decision-making process related to programs aimed at
alleviating poverty (Amami & Asmara, 2022).

Many factors can cause poverty, one of which is the Gross Regional Domestic Product
(GRDP) per capita, which is a reflection of the economy in a region. Research by Mahendra
(2017) suggests that GRDP per capita is a more accurate measure of a region's economic
welfare than GRDP alone. Per capita income serves as an indicator of purchasing capacity
in a particular region, providing a general picture of people's income. Therefore, a high
GDRP in a region indicates that its residents have the ability to fulfil their needs
(Rahmawati & Intan, 2020). In addition, the GRDP is a useful tool for analyzing a region's
annual economic growth. According to Todaro (2011), poverty may rise due to a number
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of factors, including slow economic growth brought on by population growth. Economic
growth has the potential to improve economic capacity, create jobs, increase per capita
income (thereby reducing poverty), stimulate increased demand and supply, and
harmonize with various economic mechanisms (Maipita, 2014).

The poverty cycle theory, proposed by Nurkse (1953), suggests that poverty can hinder
future development (Arsyad, 2010). In terms of capital supply, low levels of community
income due to low levels of productivity limit people's ability to save. Conversely, higher
community income allows people to meet their basic needs, potentially reducing poverty
and improving overall welfare. This is supported by research from Rahman et al. (2021)
who found a negative relationship between GRDP per capita and poverty. In other words,
an increase in individual production or real income can lead to a higher standard of living
and a lower risk of poverty. However, other research offers contrasting findings. Wau
(2022) studied the impact of economic growth (measured by GRDP per capita) on poverty
in Indonesia’s lagging regions. The study found no significant effect, suggesting that
development in these regions has not necessarily translated to poverty reduction.

In addition to GRDP per capita, one of the factors determining the poverty rate comes
from the quality of human resources (Handalani, 2019). According to Kuncoro (2010),
citing Sharp, a high poverty rate can be attributed to inadequate human resources from
an economic perspective. The Human Development Index (HDI) serves as an important
parameter to gauge the effectiveness of raising the quality of human life (Rahmawati &
Intan, 2020). It incorporates three important indicators: education level, health, and a
decent standard of living. When these three indicators are met, a community can be
considered prosperous (Fadila & Marwan, 2020). A high HDI reflects an enhanced quality
of human resources, contributing to the development of a skilled and effective workforce
capable of fulfilling their requirements (Setiadi & Mafruhat, 2023).

Nurkse (1953) stated a region’s HDI score affects the labor productivity of the population.
Alower HDl is associated with lower labor productivity. Improving living standards, health,
and education can be crucial strategies for breaking the cycle of poverty. Previous
research has shown that poverty reduction can be achieved through improving the
standard of human resources including health, education, and living standards as
measured by HDI (Fitriady et al., 2022; Nainggolan, Sembiring, & Nainggolan, 2021;
Purnomo, 2019). However, according to research by (Ipmawan et al., 2022), poverty is not
significantly affected by HDI, and therefore an increase in HDI is not invariably
accompanied by a decline in poverty. This is further highlighted by the case of East Java
Province, where the HDI increased between 2012 and 2015, yet the number of poor
people also rose. This contrasting evidence underscores the need for further research on
the influence of HDI on poverty in East Java.

The quality of human resources is related to employment since good quality resources
create a qualified workforce and are able to meet their needs. When a person works, they
earn income to fulfil their basic needs and avoid poverty. For most people, losing a job
lowers living standards and increases psychological suffering (Mankiw, 2006).
Unemployment hinders economic development as it does not contribute to the economy
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(Feriyanto et al., 2020). The real form of high unemployment is a decrease in income,
accompanied by a decrease in the level of community welfare, subsequently causing
poverty (Prayoga et al., 2021). Loka (2022) supports this, arguing that unemployment
leads to poverty as people without jobs lack income to meet basic needs. On the other
hand, in the research of Rahman et al. (2021), unemployment has no effect on poverty
because unemployed people are not necessarily poor and cannot fulfil their needs. In this
case, one of the solutions to overcoming poverty is to provide adequate wages and
employment opportunities for the poor. As Arsyad (2010) emphasizes, increasing
employment is a key element in development plans aimed at poverty elimination.

Government intervention plays a critical role in achieving poverty reduction goals.
According to Maipita (2014), citing Mankiw, fiscal policy is one way governments can
influence regional economies. A key driver of a region's economic growth is regional
expenditure, which is a government expenditure allocated in the regional budget (APBD).
Regional expenditure is a crucial component of the APBD as it allows the government to
invest in enhancing community welfare (Fitriyanti & Handayani, 2020). Effective allocation
of regional expenditure is an indication of successful regional development. Local
governments manage regional budgets and expenditures to achieve economic
development, which ultimately creates prosperity for the community and reduces poverty
(Risdiyanto et al., 2023). Research by Masduki et al. (2022) suggests a positive correlation
between increased local government spending and regional development, which can in
turn contribute to poverty reduction.

Research indicates that poverty in East Java Province remains high, ranking first among
Indonesian provinces with the largest poor population. Furthermore, previous studies on
the impact of four macroeconomic factors (GRDP per capita, Human Development Index
(HDI), unemployment rate, and regional expenditure) on poverty yield inconsistent
results. While extensive research explores the relationship between regional expenditure
and poverty in Indonesia (Evita & Primandhana, 2022; Fitriyanti & Handayani, 2020; Huda
& Karsudjono, 2021; Solikah et al., 2022), there is a gap in research on how regional
spending affects poverty specifically in East Java Province. Additionally, the influence of
GRDP per capita, HDI, unemployment rate, and regional expenditure on poverty in East
Java Province, particularly over the last 11 years, remains unclear in existing research. To
address this knowledge gap, this study investigates the aforementioned variables (GRDP
per capita, HDI, unemployment rate, and regional expenditure) and their influence on
poverty in East Java Province over the past 11 years. The findings aim to inform policy-
making for more effective poverty alleviation efforts in the region.

This study on the influence of GRDP per capita, Human Development Index (HDI),
unemployment rate, and regional expenditure on poverty in East Java offers several
benefits. It contributes to the advancement of knowledge, expands the body of research
on the topic, and provides valuable data for policymakers tackling poverty in the region.
This aligns with existing research suggesting that poverty reduction can be achieved
through strategies like income growth, improved human capital (as measured by HDI),
lower unemployment rates, and increased regional spending.
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Research Method

This study employs a quantitative research methodology, as defined by Creswell
(Kusumastuti et al., 2020). Quantitative research tests theories by examining relationships
between variables measured through research instruments and analyzed using numerical
data. The study focused on the 38 districts and cities of East Java Province, which has the
highest poverty rate in Indonesia. The chosen timeframe is 2011-2022 to capture the
dynamics of poverty in East Java Province, considering the potential gap between
theoretical understanding and real-world conditions. This 11-year period also reflects the
fluctuations in poverty levels within the province. Panel data was collected from the
Central Statistics Agency (BPS), the Directorate General of Fiscal Balance (DPJK), and other
relevant institutions. The data was then processed using E-views 12 software.

In this research, one dependent variable and four independent variables are employed.
The dependent variable in this study is poverty, defined as the inability of individuals or
groups to meet basic needs and live below the poverty line. Poverty is measured using
the number of poor people in East Java Province, expressed in thousands. Meanwhile, the
independent variables in this study are GRDP per capita, Human Development Index
(HDI), unemployment rate, and regional expenditure. GRDP per capita, measured in
thousands of rupiah, represents the average income earned by individuals in a region
during a specific period. It is calculated by dividing the total value of goods and services
produced (GRDP) by the region's population. The Human Development Index is an
indicator of the success of a region in the field of human development as measured
through three basic dimensions, namely education, health, and decent living standards.
The unit in HDI is points.

The open unemployment rate is a measure of the proportion of the labor force that is
unemployed and actively seeking work. It is expressed as a percentage. Regional
expenditure, measured in billions of rupiah using allocations from the regional budget
(APBD), represents government spending on activities and functions aimed at meeting
community needs.

This study employs the error correction model (ECM) with a dynamic panel regression to
analyze the data. The ECM method is based on cointegration between a model's variables
and stationarity tests on stationary research data at the same level of difference tested
using a variety of techniques, including Philips Perron, Augmented Dickey Fuller (ADF),
and Levin, Lin, and Chu (Wau, 2022). The choice of ECM aimed to prevent spurious
regression, which indicates that research variables do not relate to one another, even
though the regression results produce sizable coefficients and a high coefficient of
determination (Ekananda, 2014). Numerous prior investigations have demonstrated that
this methodology is suitable for examining how independent and dependent variables are
related to one another over both in the short and long terms (Payapo et al., 2023; Setiadi
& Mafruhat, 2023; Wau, 2022). Therefore, to avoid spurious regression between variables
in the model, ECM analysis was conducted based on the cointegration test to observe the
influence in the short and long run.
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The ECM regression panel equation model in the long run is as follows:
logKM;; = By + B1logPDRB;; + B,logIPM;; + B3logTPT;; + BalogBD;y + € (1)

Where, Y; is the number of poor people; 8 is a constant; logPDRB;; is GDRP per capita;
logIPM;; is the human development index; logTPT;; is open unemployment rate;
logBD;; regional expenditure, &;; residuals.

All variables were converted into logarithmic form due to differences in units and
guantities in the research variables and therefore not meeting classical assumptions, or
the presence of outliers. Data transformation was therefore carried out to ensure that it
fulfils the assumptions of the analysis and the data approaches a normal distribut

ion.

Meanwhile, the short-term ECM regression panel equation model is as follows:

AlogKM;; = fo + B14logPDRB;; + B,4logIPM;; + [34logTPTy + [4AlogBD;y +
ECT(—1) + €it (2)

ECT;; is an error correction term as the value of unbalance in the short term, and can be
formulated as follows:

ECTit = lOgKMO - ﬁo - ,BllogPDRBit - ﬁlegIPMl’t + ﬁ3lOgTPTit + ﬂ4l0gBDl't (3)

Since this study uses panel data, equation models (1) and (2) were estimated using three
approaches to obtain the best model, including: common effect model (CEM); fixed effect
model (FEM); and random effect model (REM). In addition, to select the best model,
model specification tests were conducted, including: Chow test; Hausman test; and
Lagrange multiplier test (Widarjono, 2018). The validity of the model equation's outcomes
was subsequently assessed through the t-statistic, F-statistic, and coefficient of
determination (R?) to evaluate the hypothesis’s correctness.

Result and Discussion

Poverty in a region can illustrate the level of development success in the region. Table 2
presents descriptive data, including 418 observations from 38 districts and cities in East
Java Province across an 11-year period (2012-2022). In East Java Province, poverty is
measured by the number of people living below the poverty line. GRDP per capita reflects
average income, while the Human Development Index (HDI) captures the state of human
resources. The open unemployment rate indicates unemployment levels, and regional
expenditure represents government spending. In East Java Province, the average number
of poor people from 2012 to 2022 was 120.48 thousand, with Malang City having the
highest number of poor people in 2016, at 293.74 thousand.

Jurnal Ekonomi & Studi Pembangunan, 2024 | 6



Falah & Rahmawati
The GRDP per capita, human development index, open unemployment rate, ...

Table 2 Descriptive Statistics

KM PDRB IPM TPT BD
(thousand (thousand rupiah)  (point) (percent) (billion
people) rupiah)
Mean 120.48 37043.66 70.22 4.45 2.224.643
Median 119.36 21311.45 69.85 4.27 1.935.070
Maximum 293.74 312824 82.74 10.97 19573.8
Minimum 6.63 9.653.900 55.78 0.85 105.9
Std.Dev. 72.664 45505.03 5.522 1.757 1.882.857
Observation 418 418 418 418 418

To ensure reliable regression results, all research variables were tested for stationarity
using the Augmented Dickey-Fuller, Phillips-Perron, and Levin-Lin-Chu tests. Non-
stationary data can produce significant regression results despite no actual relationship
occurring between research variables. The stationarity tests were utilized to prevent
spurious regression results.

Table 3 Data Stationarity Test Results

ADF PP LLC ADF PP LLC
logkM 0.8056 0.4103 0.0000 0.0000 0.0000 0.0000
logPDRB 0.9186 0.0000 0.0008 0.1665 0.0000 0.0000
logIPM 1.0000 0.0002 0.0000 0.0000 0.0000 0.0000
logTPT 0.3595 0.0008 0.0628 0.0000 0.0000 0.0000
logBD 0.0000 0.0000 0.0000 0.0012 0.0000 0.0000

The unit root test, including the Phillips-Perron test presented in Table 3, revealed that
the poverty variable was not stationary at the level (p-value = 0.4103 > 0.05). However,
all variables became stationary after differencing at the first level. This satisfies a key
requirement for the ECM approach, as it indicates a long-term equilibrium relationship
between the variables.

To select the most appropriate estimation method for the panel data, specification tests
were conducted using the Chow test, Hausman test, and Lagrange multiplier test.

Table 4 Specification Results of Long-Run Panel Model

Statistic 1949.370519 342.276818 526.5644
Prob. 0.0000 0.0000 0.0000

Table 4 presents the results of the specification tests for the long-run model selection.
The Chow test statistic (p-value < 0.0000) indicates that the fixed effects model (FEM) is
more accurate than the common effects model (CEM). Furthermore, the Hausman result
shows a probability value of 0.0000 < 0.05, which further supports that the fixed effects
model (FEM) is more accurate than the random effects model (REM). In this case, when
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estimating long-run models, the fixed effect model (FEM) is the most suitable model to
utilize.

Table 5 Long-Term Estimation Results (Fixed Effect Model)

(s 11.25198 0.495712 22.69863 0.0000
logPDRB -0.250239 0.044978 -5.563576 0.0000
logiPM -1.041630 0.197315 -5.279026 0.0000
logTPT 0.031342 0.009332 3.358618 0.0009
logBD 0.016912 0.009074 1.863800 0.0631
Effect Specifications
R-squared 0.998077 F-Statistic 4760.852
Adjusted R- 0.997868 Prob (F-statistic) 0.000000

Squared

Table 5 presents the estimation outcomes for the long-term equation at 5% significance
level using the FEM approach, indicating the R? value of 0.9980, or 99.80%. This means
that the GRDP per capita, HDI, unemployment rate, and regional expenditure, may
account for 99.80% of the variation in poverty. The remaining 0.2% is likely due to factors
not included in the study. Furthermore, the F-statistic value of 4760.852 and a probability
value of 0.0000 < 0.05 confirm a joint influence between the independent variables,
namely GRDP per capita, HDI, unemployment rate, and regional expenditure on the
dependent variable, namely poverty. The long-term estimation model's output yields the
following equation model:

logKM;; = 11,25 — 0,250logPDRB;; — 1,041logIPM;; + 0,031logTPT;; +
0,016logBD;; + €;;

The results show that GRDP per capita in the long run have a negative effect on poverty,
with a regression coefficient of -0.250, the t-statistic value of 5.563 > 1.965 from t-table
value with a probability value of 0.0000 < 0.05. Accordingly, poverty drops by 0.250% if
GRDP per capita rises by 1%. The HDI variable shows a long-term negative effect on
poverty with a regression coefficient value of -1.041 and a t-statistic value of 5.279 > 1.965
from t-table value of with a probability value of 0.0000 < 0.05. Accordingly, poverty drops
by 1.041% if HDI rises by 1%. The TPT variable in the long-term shows a positive effect on
poverty with a regression coefficient of 0.031, the t-statistic value of 3.358 > 1.965 from
t-table value with a probability value of 0.0009 < 0.05. Accordingly, poverty rises by
0.031% with every 1% growth in the unemployment rate. Meanwhile, in long-run
estimate, the regional expenditure variable has no meaningful impact on poverty as
shown by the positive regression coefficient value of 0.016, the t-statistic value of 1.863
< t-table value of 1.965 with a probability value of 0.0631 > 0.05. Accordingly, poverty
rises by 0.016% with every 1% growth in regional expenditure, but no discernible change
in poverty overall.
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Table 6 Cointegration Test

Statistic 142.100 158.520

Prob. 0.0000 0.0000
Source: Data processed, 2023
Table 6 presents the results of the cointegration test using the Augmented Dickey-Fuller
(ADF) and Phillips-Perron (PP) tests on the residuals from the long-term panel model (at
a 5% significance level) to see whether the residual values are stationary or not. The
findings show that the probability value in the ADF and Phillips Perron tests is 0.0000
<0.05, indicating that the residuals are stationary at the level. This suggests cointegration
among the variables, justifying the use of the error correction model (ECM) which is
appropriate when data series are integrated at the same degree.

Table 7 Specification of Short-Run Panel Model Results

Statistic 21.452440 13.661711 4.562335
Prob. 0.9807 0.0179 0.0327

Table 7 presents the results of the short-term model specification tests using the Chow,
Hausman, and Lagrange multiplier (LM) tests. The Chow test resulted in probability value
of 0.9807 > 0.05, indicating that the CEM model is superior to the FEM model. The
Hausman test resulted in probability value of 0.0179 > 0.05, suggesting that the FEM
model outperforms the REM model. As the results of the Chow test and Hausman test did
not provide the right decision, the Lagrange Multiplier (Breusch-Pagan) test was carried
out and resulted in probability value of 0.0327 < 0.05, indicating that the REM model is
better than the CEM model. Therefore, the REM is chosen as the most suitable model for
short-term estimations.

Table 8 Short-Term Estimation Results (Random Effect Model)

Cc 0.020747 0.004515 4.594861 0.0000
D(logPDRB) -0.360936 0.061672 -5.852553 0.0000
D(logIPM) -2.926701 0.514424 -5.689283 0.0000
D(logTPT) 0.010841 0.006862 1.579726 0.1150
D(logBD) 0.003781 0.005102 0.726837 0.4678
ECT(-1) -0.569039 0.046702 -12.18443 0.0000
Effect Specifications
R-squared 0.517875 F-Statistic 80.34643
Adjusted R- 0.511429 Prob (F- 0.000000
Squared statistic)

Table 8 shows the short-term model estimates using the random effects model (REM) at
a 5% significance level, leading to R? value of 0.517875, or 51.78%. This means that the
GRDP per capita, HDI, unemployment rate, and regional expenditure may account for
51.78% of the variation in poverty. The remaining 48.2% is likely due to factors not
included in the study. Furthermore, the F-statistic value of 80.3464 with a probability
value of 0.0000 < 0.05 indicates that there is a joint influence between the independent
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variables, namely GRDP per capita, HDI, unemployment rate, and regional expenditure on
the dependent variable, namely poverty in short-term. The short-term estimation model's
output yields the following equation model:

D(logKM;.) = 0,020 — 0,3609D(logPDRB;;) — 2,926D(logIPM;;) + 0,010D(logT PT;;) +
0,003D((logBD;;) —0,569ECT(-1) + €

The results show that GRDP per capita has a negative effect on poverty in the short-term
with a regression coefficient of -0.360, the t-statistic value of 5.852 > 1.966 from t-table
value with a probability value of 0.0000 <0.05. Accordingly, poverty drops by 0.360% if
GRDP per capita rises by 1%. The HDI variable shows a in short-term negative effect on
poverty with a regression coefficient value of -2.92, the t-statistic value of 5.689 > the t-
table value of 1.966 with a probability value of 0.0000 < 0.05. Accordingly, poverty drops
by 2.92% if HDI rises by 1%. The unemployment rate variable shows no impact on poverty
in the short-term with a regression coefficient of 0.010, the t-statistic value of 1.579 < t-
table value of 1.966 with a probability value of 0.1150 > 0.05. This indicates that while
there is no discernible impact on poverty, poverty rises by 0.010% with every 1% growth
in unemployment rate. Meanwhile, in short-term estimate, the regional expenditure
variable has no meaningful impact on poverty as shown by the positive regression
coefficient value of 0.003, the t-statistic value of 0.726 < t-table value of 1.966 with a
probability value of 0.4678 > 0.05. Accordingly, poverty rises by 0.003% with every 1%
growth in regional expenditure but has no appreciable impact on poverty. On the other
hand, the ECT variable shows a negative coefficient regression value of -0.569 and is
significant with a probability value of 0.0000 < 0.05. This means that the estimation in the
short term has met the community and the ECM panel model can be applied.

Table 9 Long-term and Short-term Estimates

Long Term (FEM) Short Term (REM)

C 11.25198 0.020747
(0.0000) (0.0000)

logPDRB -0.250239 -0.360936
(0.0000) (0.0000)

logIPM -1.041630 -2.926701
(0.0000) (0.0000)

logTPT 0.031342 0.010841
(0.0009) (0.1150)

logBD 0.016912 0.003781
(0.0631) (0.4678)

ECT(-1) - -0.569039
(0.0000)

Table 9 presents the results of a long and short-term data analyses. In both timeframes,
GRDP per capita has a negative impact on poverty in East Java Province. This suggests that
increasing GRDP per capita could be a contributing factor to poverty reduction in the
region. These findings align with previous studies by Rahman et al. (2021) and Sinaga et
al. (2023), which also reported a negative association between GRDP per capita and
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poverty. Generally, higher per capita income is associated with improved welfare, as it
increases purchasing power and allows individuals to meet their basic and non-essential
needs. Policymakers in East Java may consider strategies to enhance economic output
across districts and cities to achieve sustained growth in per capita income.

This finding aligns with Nurkse's (1953) poverty cycle theory, which suggests that low
income due to low productivity traps individuals in poverty. Limited capital formation
further hinders their ability to meet basic needs and improve well-being (Arsyad, 2010).
Therefore, increasing productivity to raise incomes is crucial to break the poverty cycle.
The positive growth in East Java's GRDP per capita from 2021 to 2022 (43.717,44 thousand
rupiah in 2022) signifies a rise in income levels and potential economic recovery post-
COVID-19. This income growth empowers individuals to fulfill their needs and improve
overall wellfare, potentially leading to poverty reduction.

The Human Development Index (HDI), which is a composite measure of education, health,
and living standards, serves as an indicator of aregion's human resource quality, alongside
GRDP per capita. Our long-term and short-term analyses show that HDI has a negative
impact on poverty in East Java Province. This suggests that improving HDI can contribute
to poverty reduction in the region. An increase in HDI increases labor productivity and
therefore the ability of the community due to improved capabilities of community and
individuals. These findings are consistent with the previous research by (Fitriady et al.,
2022; Rohmi et al., 2021), which also found a negative association between HDI and
poverty. The components of HDI are directly linked to community productivity. Good
health and education equip individuals with the skills and capacity to be productive
members of the workforce. Education enhances individuals' ability to adopt new
technologies, while good health allows them to participate fully in the labor market and
potentially secure better jobs and higher incomes. Higher incomes, in turn, improve
access to education and healthcare (Setiadi & Mafruhat, 2023).

The poverty cycle theory posits that underdevelopment of human resources is a factor
trapping individuals in poverty. HDI reflects human resource capacity, with a higher HDI
indicating a more qualified and efficient workforce. Conversely, a low HDI leads to low
productivity, low income, and a higher prevalence of poverty (Kartika et al., 2021). East
Java Province's HDI data from 2012 to 2022 suggests a possible correlation between rising
HDI and decreasing poverty rates. This aligns with the notion that investing in human
capital development, as measured by HDI, can contribute to poverty reduction.
Improvements in health and education, key components of HDI, can equip individuals
with the skills and knowledge necessary to be productive members of the workforce.

The estimation results on the open unemployment rate (OUR) variable show that
unemployment has a positive and significant effect on poverty in the long term. This
means that an increase in unemployment leads to a rise in poverty in East Java Province.
These findings are consistent with previous studies by Fahrizal et al. (2021) and Loka
(2022), which also reported a positive association between unemployment and poverty.
Unemployed individuals have no or limited income, leading to a decrease in purchasing
power and overall welfare. This can contribute to poverty, as demonstrated by Sinaga et
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al. (2023). Several factors contribute to unemployment, including job-labor force
mismatch, wage levels, and skills gaps (Adriyanto et al., 2020). Efforts to reduce
unemployment, such as job creation initiatives, are crucial to address poverty (Fahrizal et
al.,, 2021). Interestingly, East Java Province experienced a decline in both the
unemployment rate (4.88% in 2022) and poverty levels between 2021 and 2022. In this
case, a decline in poverty can be caused by a decline in unemployment.

In addition, the findings in the short-term show that in East Java poverty is not affected
by the open unemployment rate. This aligns with studies by Farida et al. (2022) and
Rahman et al. (2021) that reported an insignificant association between these variables
in the short term. There are several reasons why unemployment might not immediately
translate to poverty. Unemployed individuals may have savings, receive support from
family members, or engage in informal work to supplement their income. This is
evidenced by the fact that in 2022 the largest contributor to the unemployment rate in
East Java Province based on education level was high school graduates at 8.46% (BPS,
2022). Not all high school graduates are fully unemployed, and therefore it is not closely
related to poverty. Most fresh high-school graduates are in the process of looking for work
or preparing a business, thereby relying on the help of parents or families to meet their
needs. These findings are consistent with a study by (Prayoga et al., 2021), which found
that unemployed high school graduates are supported by their parents.

Government intervention through fiscal policy, such as regional expenditure, is a crucial
tool for tackling poverty. However, our findings show that regional expenditure has no
statistically significant impact on poverty in East Java Province, in either the long or short
term. This aligns with previous research by Fitriyanti & Handayani (2020) and Solikah et
al. (2022) which found no significant association between regional expenditure and
poverty levels.. These findings suggest that current regional spending strategies may not
be effectively addressing the root causes of poverty in East Java. The findings contradict
Adolf Wagner's theory which states that increased role of the government in economic
activity affects the increase in per capita income and government spending, which is
expected to reduce poverty in the area. The intended purpose of regional expenditure, as
outlined in the regional budget (APBD), is to improve public services and overall wellfare,
ultimately aiming to reduce poverty (Nany et al., 2022).

Our findings show that high levels of regional expenditure realization do not necessarily
translate to poverty reduction. In East Java Province, for instance, while expenditure
realization fluctuated and even declined in 2022, poverty also decreased. Furthermore,
the allocation of regional expenditure varies across districts and cities, reflecting their
differing financial situations. A significant portion of regional expenditure in East Java is
allocated to personnel costs, exceeding expenditures on capital projects, goods and
services, and other categories such as grants, subsidies, social assistance, and unexpected
expenses Malang District exemplifies this trend. Despite having a high poverty rate
(252.88 thousand people in 2022, BPS, 2023), a larger share of its regional expenditure
went towards personnel costs (1,399.10 billion rupiah) compared to capital expenditure
(575.71 billion rupiah), goods and services (1,191.29 billion rupiah), and other
expenditures (982.42 billion rupiah) (Kemenkeu, 2023). Investments in capital projects,
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goods and services, and social programs are generally considered more impactful for
promoting economic growth and improving community welfare (Fitriyanti & Handayani,
2020).

Our analysis also reveals potential inefficiencies in allocating regional expenditures for
social programs in East Java Province. For example, a study by Islamiyah et al. (2023) in
Sawo Village, Gresik Regency, found that social assistance distribution to beneficiary
families (KPM) was inaccurate and insufficient. Similarly, the National Team for the
Acceleration of Poverty Reduction (TNP2K) reported misallocation of social assistance,
with a significant portion reaching ineligible recipients (Fadhli & Nazila, 2023). These
findings suggest that current expenditure allocation practices may not be effectively
targeting those most in need. To improve the effectiveness of poverty reduction efforts,
district and city administrations in East Java Province should prioritize more targeted and
efficient allocation of regional funds for social programs.

Conclusion

Based on our regression analysis with the ECM approach for the 2012-2022 data of East
Java Province, GRDP per capita, Human Development Index (HDI), unemployment rate,
and regional expenditure have a simultaneous influence both in the long and short term.
GRDP per capita and HDI significantly influence poverty in both the short and long term.
The unemployment rate has a significant long-term impact on poverty but not a
statistically significant short-term effect. Regional expenditure does not have a
statistically significant impact on poverty in either the short or long term.

The study suggests several policy recommendations to address poverty in East Java
Province. The regional government needs to increase GDRP per capita, improve the
quality of human capital, and reduce the unemployment rate. These factors influence the
income of community members, enabling them to fulfill their basic needs and achieve
decent living standards. In addition, the government may increase the portion of the
allocation of goods and services expenditure, capital expenditure, and other expenditures
to improve the welfare of the community, as well as allocating more appropriate and
efficient regional expenditure toward poverty alleviation in East Java Province.

This study has limitations. Firstly, our finding that regional expenditure does not
significantly impact poverty suggests a need for further research using more specific
expenditure categories, such as regional expenditure by function. Secondly, the study
does not explore specific strategies or programs for long-term and short-term poverty
reduction. Future research can address these limitations by expanding on expenditure
analysis and evaluating poverty reduction strategies. By addressing these limitations,
future research can provide broader and more detailed information to assist policymakers
in formulating more effective development programs and poverty reduction strategies for
East Java Province.
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