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Abstract

Since 2020, Indonesia has been facing the Covid-19 pandemic for 2 years. Many impacts caused by the Covid-19
pandemic, especially on the economy, have led to a recession. Regional revenues are disrupted during a recession
so local governments depend on central government transfer funds. From these issues, researchers suspect that
there was a change in the decentralization conditions in East Java province during the Covid-19 pandemic as it
was the province with the second largest GDP and has also experienced the greatest impact in Indonesia. This
research method uses multiple linear regression with cross-sectional data from 38 district/city data units in East
Java province. The results of this study are that the Decentralization Fund, Civil Service Capital Expenditure and
the Human Development Index did not change before and during the Covid-19 pandemic. While the vertical fiscal
imbalance has a positive influence on economic growth before the Covid-19 pandemic, the vertical fiscal
imbalance has no influence on economic growth. This shows that there is another shift in priority in the use of
central government finances, as state money is refocused and reallocated to deal with Covid-19. This makes
development programs in other health sectors postponed.

Keywords: Decentralization Fund, Vertical Fiscal Imbalance, Public Service Capital Expenditure, Human
Development Index, Economic Growth

1. Introduction

The COVID-19 pandemic that has hit the world has changed the order of various aspects of human life. According
to the official website of the Indonesian Ministry of Health, as of November 24, 2021, the total number of
confirmed cases of COVID-19 worldwide was 258,164,425 cases with 5,166,192 deaths (2.0% fatality rate) in
204 infected countries and 151 countries with a community transmission. This is the worst pandemic the world
has ever seen. Indonesia is no exception, the Government of the Republic of Indonesia has reported 4,254,443
people confirmed positive for COVID-19 and there have been 143,766 deaths (CFR: 3.4%) reported COVID-19,
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and 4,102,700 patients have recovered from the disease. This also impacts the economy of Indonesia. (Widiastuti

& Silfiana, 2021).
I A
\

Picture 1 Comparison of the Economy in Java Island with Indonesia
Source: East Java Province Economic Report, 2022

Based on the figure, it can be seen that the economy went into decline until in the second quarter of 2020 the
economy turned negative. In the fourth quarter of 2020, Indonesia was confirmed to be in recession. Even if at the
start of 2021 the economy will increase, this increase is still not stable. In addition, based on Statistics Indonesia
data, East Java Province is the province with the second highest GDP after DKI Jakarta province but has
experienced the largest positive case of COVID-19 in Indonesia (Hastuti, 2021)(Farisa, 2021). To facilitate the
implementation of development, Indonesia applies the concept of decentralization. Decentralization is a concept
that involves the delegation of authority from the central government to local governments to take care of their
domestic affairs. Decentralization aims to enable the government to further improve the efficiency and
effectiveness of its service functions at all levels of society. This means that decentralization shows a vertical
construction of the form of state power. In Indonesia, the adoption of the principle of decentralization then
materialized in the form of regional autonomy policies (Nurmiyati Niken et al., 2020)(Mulyaningsih &
Sedarmayanti, 2022).

The Constitution of the Republic of Indonesia of 1945 (UUD NRI 1945) Article 18, paragraph (1), states that "The
Indonesian state is divided into provincial areas and the province is divided into districts and cities, each having a
regional government, which shall be governed by law." Meanwhile, Article 18, paragraph (2) of the 1945
Constitution, as the fundamental norm of the regional government, expressly states: "Provincial, municipal/ of the
district regulate and manage their governmental affairs according to the principle of autonomy and co-
administration." The implementation of the regional government is then carried out based on the principle of the
widest possible autonomy, except for government affairs which are determined by law to be the affairs of the
central government. (Simandjuntak, 2015) In the policy of implementing regional autonomy and fiscal
decentralization, is based on the consideration that c e are the regions that best know the needs and service
standards for the inhabitants of their regions, so the granting of regional autonomy should stimulate the
improvement of the well-being of the inhabitants of the regions through a growth increased economy. In essence,
development is human development, so it is necessary to prioritize the allocation of expenditures for this purpose
when preparing the budget (Tarumingkeng et al., 2018).

In the context of governance, local governments question the continued use of regional revenues, in particular the
original regional revenue (PAD). A high DPA reflects advanced regional funding, so capital expenditure allowance
should be a concern. Developed regions tend to maintain the spending structure in maintenance spending, not just
capital spending. This shift in spending patterns is a critical issue for local governments given the importance of
financing capital expenditures. It is therefore natural that the regional budget should be allocated to the general
interest. Capital expenditure for public services is expenditure used to finance investment activities (addition of
assets) aimed at improving public equipment and infrastructure, the results of which can be used directly by the
community (Tamawiwy et al., 2016).
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Capital expenditures for public services are a way for the government to play a role in building good quality human
resources. Development should aim at the development of human resources because development is defined as a
process that aims to develop the choices made by humans. This hypothesis indicates that improving the quality of
human resources will be followed by opening up choices and opportunities to freely determine the path of human
life. In this regard, three components are calculated in the HDI (HDI) and are considered very decisive for
development, namely the average length of schooling, income per capita, and life expectancy. Human development
is closely linked to the increase of human capacities which can be summed up in the increase in knowledge,
attitudes, and skills, in addition to the health status of all family members and their environment (Hariani RS,
2018).

In Sosvilla-Rivero & Rubio-Guerrero (2022); Thiombiano et al. (2022); Dinh Thanh et al. (2020) research, to
examine Economic Growth they use variables like public expenditure, net revenues, and others. In Canavire-
Bacarreza et al. (2020); de Mendonga & Baca (2022); Arvin et al. (2021); Selvanathan et al. (2021); Choudhury
& Sahu (2022) research, to examine economic growth they use variables like Revenue Decentralization
(Decentralization Fund), Expenditure Decentralization and others. In Bansal et al. (2021); Bortolotti & Biggeri
(2022); Mohmmed et al. (2019) research, to examine economic growth they use variables like Human
Development Index, Foreign Direct Investment, and others. In Meloni (2016); Eyraud & Lusinyan (2013) research,
to examine economic growth they use variables like Vertical Fiscal Imbalance. From various previous studies, it
was found that there are many factors that influence economic growth. However, in this study it is limited to the
variables Vertical Fiscal Imbalance, Decentralization Funds, Public Service Expenditures, and the Human
Development Index because they focus on the impact of the Covid-19 Pandemic.

Based on the above explanation, the researcher assessed the state of decentralization of the economic growth rate
in East Java Province before and during the Covid-19 pandemic. Because researchers suspect that there will be a
significant change in the decentralization conditions of the economic growth rate when the Covid-19 pandemic
enters Indonesia, especially the province of East Java.

2. Method

The Method section describes in detail how the study was conducted, including conceptual and operational. The
type of research used is a quantitative research using multiple linear regression analysis using the One Least Square
(OLS) method. The decentralization variables used in this study are decentralized funds, vertical fiscal imbalance,
public service capital expenditure, and human growth index. With Economic Growth (EG) as the dependent
variable and Decentralization Fund (DF), Vertical Fiscal Imbalance (VFI), Public Service Capital Expenditure
(PSCE), and index development as independent variable (independent variable) ). The data collected is secondary
data in the form of a cross-section with 38 units, where many units correspond to many districts/cities of East Java
province. Data timing is selected based on the most recent year representing conditions before and during the
pandemic. To represent the last year Indonesia has not yet entered a pandemic, the researchers chose 2019, and To
represent the last year Indonesia entered a pandemic, the researchers chose 2021.

Economic growth rate and human development index data are taken from the official website of the Central
Statistical Agency of East Java Province. Civil service capital expenditure data is obtained from the East Java
Provincial Budget which is downloaded from the official website of the General Directorate of Balanced Budget.
The Tax and Non-Tax Revenue Sharing Fund is a tax revenue sharing and natural resource transfer fund from the
central government to regencies and self-governing cities. The amount of money in this fund is measured in billions
of rupees. The General Allocation Fund is a grant program that transfers funds from the federal government to
counties and self-governing cities. The amount of money in this fund is measured in billions of rupees. The Special
Allocation Fund is a federal government grant for autonomous districts and cities. The amount of money in this
fund is measured in billions of rupees. Decentralization funds are financial transfers from the central government
to autonomous regional governments in the form of balancing funds, such as the Tax and Non-Tax Revenue
Sharing Fund, General Allocation Fund, and Special Allowance Funds. The amount of the balancing fund is
measured in billions of rupees. The vertical fiscal balance indicator reflects the mismatch between central
government fiscal capacity/potential and fiscal needs (in this study, district and municipal governments). The
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following formula is used to calculate the magnitude of the vertical fiscal imbalance: Shah and Qureshi (1994),
Hunter (1977), and Hamid (2003):

VFI = 1 — [(GAF + SAF + TTRS)/EXP](1)

Where :

VFI = Coefficient of Vertical Fiscal Imbalance in each region
GAF = General Allocation Fund

SAF = Special Allocation Fund

TTRS = Tax and Non-Tax Revenue Sharing Fund

EXP = Total Expenditure on APBD

The analytical method used in this study is multiple linear regression with the method of least squares (OLS). The
analysis was carried out in 2019 and 2021, where the results of the analysis were compared to find out the
differences in the decentralization conditions that occurred before and during the Covid-19 pandemic in East Java
Province. However, before doing the regression analysis, the researcher performed a classic hypothesis test to
meet the BLUE (Best Linear Unbiased Estimator) standard. The classical hypothesis tests carried out were the test
of normality, the test of multicollinearity, and the test of heteroscedasticity. The autocorrelation test was not
performed because the data used was in Cross-Section form.

3. Results

3.1. Classic Assumption Test

The first step taken by the researcher was to test the classical hypotheses in the form of a normality test,
multicollinearity test, and heteroscedasticity test. The autocorrelation test was not performed because the data used
was Cross-Section data. After being tested, the test results show that the data used in 2019 and 2021 is free from
the classic hypothesis test.

3.2. F Test

The F test is used to determine the effect of all dependent variables on the independent variables simultaneously.
After being tested, the following results were obtained:

Table 1. F Test Result

F-Statistic P-Value
2019 23.177 0.000
2021 24.690 0.000

Source: Processed Data

In the data used, the F-Table value is 2.66. In 2019, since the F-Statistics 2019 value is higher than the F-Table
2019 value (23.177 > 2.66) and the P-Value is lower than the level (0.000 < 0.05), it can be concluded that the
estimated regression of The study model is appropriate and able to simultaneously explain the Decentralization
Fund, Vertical Fiscal Imbalance, Civil Service Capital Expenditure and Human Growth Index capable of affecting
growth economy before the Covid-19 pandemic. In 2021, since the value of F-Statistics2021 is greater than the
value of F-Table2021 (24690 > 2.66) and the value of P-Value is also lower than the level of (0.000<0.05), it can
be concluded that the estimated regression model of the study is appropriate and able to simultaneously explain
that decentralization funds, vertical fiscal imbalance, civil service capital expenditure, and growth index can affect
economic growth during the Covid-19 pandemic.

3.3. Coefficient of Determination Test (R?)
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The coefficient of determination test is used to determine the importance of the proportion of the influence of the
model. After being tested, the following results were obtained:

Table 2: Coefficient of Determination Test Result
Adjusted R-Square
2019 0.737
2021 0.750

Source: Processed Data

From Table 2, it can be seen that the adjusted R-Squared 2019 value is 0.737. This explains the proportion of the
influence of the variables of the Decentralized Fund, the vertical fiscal imbalance, the investment expenditure in
the civil service, and the human growth index on the economic growth of 73.7%. However, the excess, which is
26.3%, is influenced by other variables not included in this study. Then in 2021, the adjusted R-Squared2021 value
was found, which was 0.750. This explains the proportion of the effect of the Decentralization Fund, Vertical
Fiscal Imbalance, Civil Service Capital Expenditure, and Human Growth Index variables on the economic growth
of 75%. However, the 25% overshoot is influenced by other variables that are not included in this study.

3.4. T Test

The t-test is used to partially determine the effect of all dependent variables on the independent variables. After
being tested, the following results were obtained:

Table 3: t Test Result

2019 2021

Coefficient P-Value Coefficient P-Value
Constant -607187.96 0.000 -618705.59 0.000
DF -3.292 0.299 -6.716 0.727
VFI 302641.705 0.030 -5315.912 0.964
PSCE 151.071 0.000 205.366 0.000
HDI 6024.361 0.004 7031.520 0.002

Source: Processed data

Based on the results of the t-test in Table 3, it can be concluded that in 2019, the Decentralization Fund variable
does not affect economic growth. Meanwhile, the variables of vertical fiscal imbalance, civil service capital
expenditure, and human development index have a significant positive effect on economic growth. Meanwhile, in
2021, the Decentralization Fund and Vertical Fiscal Imbalance variables do not affect economic growth. While
the civil service capital expenditure and human development index variables have a significant positive effect on
economic growth.

4, Discussion

In 2019 and 2021, the Decentralization Fund has no effect because, in East Java Province, Surabaya City is the
largest contributor to the economy, accounting for 25% of the total East Java economy. According to Emil
Elestianto Dardak as Deputy Governor of East Java Province, Surabaya is the largest contributor to East Java's
economy with a record 25%. Also, one of the highest local revenue in East Java is supported by the payment of
motor vehicle tax. And the largest motor vehicle users in East Java Province are in Surabaya. This causes an
imbalance as the city of Surabaya has a high regional source of income. So that the city of Surabaya becomes an
independent city compared to the other districts/cities of the province of East Java (Kurnia, 2022; Tim detikcom,
2021). Therefore, data for the Decentralization Fund in each regency/city of East Java Province becomes
unbalanced as Surabaya city dominates compared to other regencies/cities.

In 2019, vertical fiscal has an effect on economic growth. This shows that the more money transferred by the
central government to local governments, which makes the government more supported, it actually increases
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economic growth. Of course, in accordance with the previous explanation, namely the purpose of giving money
from the central government to local governments for the benefit of regional development. Therefore, before the
Covid-19 pandemic, being supported by the regional government to the central government made the regional
economic growth increase.

In 2021, vertical fiscal has no effect on economic growth. This shows that the spending budget is for other things
than that used for the developing economy during the Covid-19 pandemic. At the time of the Cabinet Meeting on
January 6, 2021, with the agenda of Evaluation of the Implementation of the 2020 State Budget and the
Implementation of the 2021 State Budget Policy, the President had taken a policy of providing free Covid-19
vaccines for the community and instructed all levels of the cabinet, ministries, institutions, and local governments
to prioritize programs vaccination in the 2021 Fiscal Year. Following up on the directives of the President of the
Republic of Indonesia, the Minister of Finance then submitted a letter with the number S-30/MK.02/2021 dated
12 January 2021 on the Refocussing and Reallocation of Ministries/Institutions Expenditures for the 2021 Fiscal
Year to the Ministers and Institutional Leaders as Users Budget (Kementrian Keuangan, 2021). In addition, with
this budget, the central government provides assistance. Various assistance programs have been carried out such
as Program Kartu Sembako, Program Keluarga Harapan (PKH), Bansos Tunai, Program Kartu Pekerja,
Program Indonesia Pintar (PIP), Bantuan Langsung Tunai (BLT), Bantuan Pangan Non Tunai/Beras Sejahtera
(BPNT/Rastra), Penerima Bantuan luran-Jaminan Kesehatan Nasional (PBI-JKN) and Electric Discount
(Indriyani & Sulistiyawati, 2021). The impact of the policy of refocusing and reallocating the state budget has
made many other development programs postponed because state finances are focused on tackling Covid-19
(Ibrahim, 2021) (Saputra, 2021).

In 2019 and 2021, public service capital expenditure has a significant positive effect on economic growth. This is
because Indonesia has a large population. In developing countries, where there is a “surplus labor economy”,
development capital cannot depend solely on the availability or possibility of availability of investment funds.
Such development, in addition to being too costly, will also encounter obstacles if at some point the sources of
investment become limited, both from the government and from the community. Also, a large population as a
human resource should be used as an advantage, not the other way around. A very large population, if it can be
nurtured and deployed as an efficient workforce, will be an important development capital that will greatly benefit
development efforts in all fields (Safri, 2016). Therefore, before and during the Covid-19 pandemic, utility capital
expenditure remains high in East Java Province as the government still needs funds to encourage its people to
build a better economy.

In 2019 and 2021, the Human Development Index has a significant positive effect on economic growth. Indeed,
the Human Development Index (HDI) is an indicator that can be used to measure the level of physical and non-
physical quality of a population. The physical quality is reflected in life expectancy, while non-physical quality is
obtained by a combination of average years of schooling and literacy rates (Mugorrobin & Soejoto, 2017). The
increase in the human development index will boost the regional economy, especially in the industrial sector.
Because the increase in the human development index indicates an increase in the quality of existing human
resources. The human development index will encourage industry to increase its production and eventually the
level of public consumption will also increase (I1zzah, 2015). Therefore, before and during the Covid-19 pandemic,
the human development index remains an important element to increase economic growth. Moreover, in Table 3,
it can be seen that the coefficient in 2021 is the highest. This indicates that when the Covid-19 pandemic becomes
the most important problem to overcome.

5. Conclusion

The economy of East Java experienced a very sharp decline when it entered the Covid-19 pandemic, so it is
necessary to study the comparison of economic growth which is related to decentralization. The results of this
study indicate that the Decentralization Fund does not affect economic growth before and during the Covid-19
pandemic. Furthermore, public service capital expenditure and the human development index have a significant
positive influence on economic growth before and during the Covid-19 pandemic. While vertical fiscal imbalance
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has a positive influence on economic growth before the Covid-19 pandemic, during the Covid-19 pandemic
vertical fiscal imbalance does not affect economic growth.
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