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Abstract

The purpose of this study is to analyse the factors that cause poverty and the effects of various
fiscal policies on poverty in the Aceh Province. The data used in this research is secondary panel
data on the cause of poverty with 23 regencies/cities in the Aceh province. While to examine the
fiscal policy, we apply the data on 18 districs/cities for 5 years during 2010-2014. The research
model employs is Fixed Effect Model (FEM). The results show that the cause of poverty using
FEM are indicated by the average length of the previous school, unemployment and capital have
a significant negatif effect on the poverty. The estimation results of fiscal policy using FEM
approach showed that only BKPG’s Program has a significant negatif effect on the number of
poverty. However, the fiscal policy through governmenet expenditure on Raskin’s Program has a
positive impact on it with the accuracy point of 95 percent. The final results of estimation of
poverty and fiscal policy stated that the number of poor people in each area are still exist, it is
impossible to eradicate, but it is only able to reduced. Poverty will derive an issues of lack of
education and employment. Therefore, training, empowerment and entrepreneurship programs

are needed.
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1. INTRODUCTION

Poverty is an economic development issues, it is not only in less developed countries
but also in developed countries. The problem of poverty became one of the targets of
development policy in each country. To overcome poverty requires the development efforts and
policies that support the implementation of such development. The effort that has been done
directly can be seen in the form of an increasing income per capita. However, Sen (1983) found
that the increasing of income per capita is not guarantee the relative distribution of welfare.

Most of the societies in Aceh Province remains below the poverty line. This condition
is more affected by the ongoing local conflict. Moreover, the earthquake and tsunami disaster on
December 26, 2004 has destroyed people's economic activities. due to this problem, the number
of poor people continues to grow. Until now, the process of rehabilitation and reconstruction
after the tsunami had not been able to reduce the number of poverty. In 2006, around 45 percent
of the total population of the province could be classified as a poor people (foyer Inonesia,
2006). The poverty rate in Aceh Province and National level are shown in the table below:

Table 1. Poverty in Aceh Province and National Over the Period of 2008 to 2013 (%)

Year Poverty rate in Aceh Poverty rate in National Level
March 2008 23,53 15,42
March 2009 21,80 14,15
March 2010 20,98 13,33
March 2011 19,57 12,36
March 2012 19,46 11,96
September 2012 18,58 11,66
March 2013 17,60 11,37
September 2013 17,72 11,47

Source: www.bps.go.id, 2008-2013 (Data Processed)

Table 1 illustrates that the poverty in 2008 reached about 23,53 percent, then on 2013 it
decrease but still in the position of 17.72 percent. Accoding to yearly trend indicates that the rate
of poverty keep shrinking until the end of 2013. However, Aceh positioned as priority areas by
the percentage of poverty which is greater than the national level which stand on 11.47 percent in
2013. Thus, there is a solution to solve poverty problem by using the fiscal policy. Fiscal policy
is a government policy that is intended to influence the way or the economic life of the societies
through the State Budget or APBN.

The fiscal policy was established to earn the funds and spend it in order to carry out the
construction. It is one of economic policies which tend to drive the economic atmosphere being
condusive by arranging the income and expenditure of the government. In fact, Aceh Province is
also implementing the fiscal policies that could be beneficial to the welfare of society. In the
framework of the implementation of Aceh Development Plan 2007-2012 has been implemented
and it will be continued eight programs as strategic activities which based on societies approach.
The programs are; Health Insurance Aceh (JKA), scholarships for orphans, scholarships for
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students whose study in domestic and aboard, housing aid orphans and victims of conflict,
development funds and operational funds for islamic institution, accomodation for religions such
as mosques and financial support for villages (BKPG).

Based on the explanation above can be concluded that the societies in Aceh Province still
remains below the poverty line. It is proven by the percentage of poverty level documented by
BPS. However, there are an efforts has been done to reduce the poverty rate, either by local
government or central government. There are several types of fiscal policies has been
implemented in Aceh Province to reduce the poverty rate, among others: Direct Cash Assistance
(BLT), Rice for the Poor People (Raskin), Community Empowerment Program (PNPM
Mandiri), Aceh Health Insurance (JKA), Scholarship for poor students. Every year, the budget of
Aceh Province keep growing but the poverty rate is not declining. Regarding to the background
of the poverty condition in Aceh, this research will analyse the poverty problem which is related
to fiscal policy with the title: ” Influence of Fiscal Policy on The Poverty In Aceh Province”.

2. LITERATURE REVIEW

According to Nanga (2006) fiscal decentralisation has very strong indication to exacerbate
rural poverty rate. Hence, fiscal policy has an important role, both to economic growth and
poverty reduction nationally. Economic recovery quickly and unusually large compared with
fiscal response during the economic downturn (Hong, 2010). Poverty reduction depends on the
financial condition of an area, especially the developing countries. The better the country then,
the financial share will be greater. The credit distribution is one of the solution to reduce poverty.
Results showed economic growth rotates very slowly by the financial sector and the number of
poverty. When the economic growth is increasing very high, it will reduce the percentage of
poverty (Uddin, et al., 2014).

However, if the labor forces equally have higher education it will significantly contribute
to economic growth. But the selection of the education investment will reduce the risk of
poverty. Then, the selection of education effected the people health. Therefore, it is necessary to
do a high sacrify. The analysis indicated that the education and health have impact in reducing
poverty (Gounder and Xing, 2012). In addition, economic potention able to decrease the poverty
rate significantly. Government involvement is very important factor in order to shrinking the
poverty. Hence, Akambit and Toit (2011) noted that the raising of fiscal policy around 10
percent is the best tool for encouraging the economic growth, especially the impact of political
stability and government effectiveness and poverty reduction policies should be a priority. The
poverty rate will increase due to structural changes. In line with the model of Sen Index explains
the growth of poverty in the Scandinavian began to slowly decline. It caused by proper growth of
economic tend to establish jobs based on the needs of societies (Mussard and Alperin, 2011). On
the other hand, the distribution of income in China, both rural and urban is very equal, so there is
no difference in some groups even against some of the high income (Hajargasht and Griffiths,
2013).

3. RESEARCH METHOD
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The data required to analyse corresponding problems above is a panel data with cross
section area as much as 23 districts/cities regarding to the causes of poverty and 18 districts/
cities regarding to the effects of fiscal policy in the Province of Aceh. Hence, in this research
time series data are used for 5 years over the period of 2010 to 2014. Then, for the variable
factors that cause poverty, namely; consumption (CONS), the average length of deases per
month (LKIT), the average length of the school (YOS), unemployment (UN) and capital (CAP).
While fiscal policy variables are PNPM Mandiri, PKPG, Raskin, scholarships for pauper/orphan
(BEA). The model used in this study is the Fix Effect Model (FEM). To simplify the study,
researchers formulate these variables into two models as follows:

POVt = 0p+ 01CONS;; + axLKI Tt + a3 YOSt + 0sUNi; + asCAP;: + €t (l)

POVit = BO + B]_PNPM“ + BZPKPGit + B3RaSkinit + B4Beait + €t (2)

For the first model, there is an expansion lag variable -1 on YOS and LKIT. According
to the theory, the increasing of education is a tool to decline the poverty. However, in order to
push the education it needs large amount of funds, so that the people will think hardly about
continuing a study. It is similar to the average length of deases as a health factor’s needed to be
care. If the length of deases too long, it will decrease the productivity of labor and impact on the
its salaries. Therefore, the third model is formulated as follows:

POVii = g+ ©1CONS;; + © o LKITit.1 + 13YOSit.1 + m4UNjt + msCAPj: + €t (3)

4. RESULTS AND DISCUSSIONS

Panel regression analysis is completed to review the causes of poverty regarding to
consumption, lenght of disease, length of education, unemployment, and capital to the poverty in
23 regencies/cities in Aceh Province using FEM models. The results of the FEM as follows:

Table 2. The Factors that Influence The Poverty Using FEM
Variable  Coefficient  Std. Error T-Statistic Prob.

C 70689.79 13778.99 5.130259 0.0000
CONS -90.26863 78.27899 -1.153165 0.2531
LKIT(-1) 335.9866 238.6255 1.408008 0.164
YOS(-1) -2821.441 1292.566 -2.182821  0.0327**
UN -0.284789 0.064232 -4.433724 0.0000***
CAP -0.000914 0.000506 -1.805093 0.0758*

Description: a = *10%, **5%, ***1%

The poor are generally the inability of a person to meet daily need due to lack of
education, and skill, it impacts on lower income and employment. If the poor societies do not
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change the economic structure of the two causes of the poor will certainly continue in a vicious
circle. If it is seen an average coefficient value of the school and greater unemployment
reduction impacts of poverty. But the completion of the study on the poverty factors it is not the
same from one region to another with the same factor.

Table 2 demonstrates that the improvement of consumption for the main factors gave
negative results. Adequacy of food consumption increases will pull out of the circle of the poor
but the results of these estimates do not significantly influence. Moreover, between health and
education give great results with the initial theory. The longer a person is going to get sick, the
more difficult it out of poverty. Education and health has a strong correlation, higher education
carries a high income so that the ability to have better health will be met. In Aceh Province, there
is health insurance program for the poor people but the services are not as high as middle income
people because they pay for health. It means that if someone gets sick and the poor people want
to recover it is not possible with low income. Nevertheless, it is proven that education as a
powerful solution in reducing poverty according to the previous research (Gounder and Xing,
2012).

Unemployment has a negative and significant relationship to poverty. There are so many
prior researches mention that, unemployment and poverty are very close and gave positive
results, both are negative social economy. It is true, but only in the long term unemployment
leads to poverty. While in the short-term unemployment and poverty are very different from the
skilled unemploys and residual income from a previous job. The estimation of the results above
explains that the rise of the status of poor people becoming unemployed will give a significant
effect on unemployment. Meanwhile, capital is significantly influence as an alternative to reduce
poverty.

Based on the estimation on the several districts/cities which reducing the poverty using the
factors above, they are: Banda Aceh, Aceh Tenggara, Pidie Jaya, Aceh Selatan, Nagan Raya,
Bener Meriah, Lhokseumawe, Langsa, Aceh Barat Daya, Gayo Lues, Aceh Singkil, Simeulue,
Aceh Jaya, Subulussalam and Sabang. Finally, there is the results of the area mapping by the
poverty factors are as follows:

Table 3. Mapping Area Based on The Poverty Factors Using
Fixed Effect Model (Person)

No. Area POV; pB+POV; No. Area POV; B+ POV;
1 Aceh Utara 89278 159968 13 Nagan Raya -9963 60727
2 Pidie 51043 121733 14 Bener Meriah ~ -10315 60374
3 Bireuen 39531 110221 15  Lhokseumawe  -11797 58893
4 Aceh Besar 35281 105971 16 Langsa -14029 56661
5 Aceh Timur 28229 98918 17 Aceh Barat Daya -17228 53461
6 Aceh Tamiang 4106 74796 18 Gayo Lues -21953 48737
7 Aceh Barat 3339 74029 19 Aceh Singkil -22820 47870
8 Aceh Tengah -4126 66563 20 Simeulue -23330 47360
9 Banda Aceh -5793 64897 21 Aceh Jaya -25507 45183
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10 AcehTenggara -7243 63447 22 Subulussalam  -28622 42067
11 Pidie Jaya -7630 63060 23 Sabang -30626 40064
12 Aceh Selatan -9826 60864

The table 3 above states that the five regions of North Aceh, Pidie, Bireuen and Aceh
Besar have the number of poor people exceeds 100,000. Meanwhile, the number of poor people
in the area of East Aceh reached 98,918 people. While there are 74,796 people in Aceh Tamiang
and Aceh Barat there are 74,029 people. The results of Cross-Effect explained by looking at the
poverty factor, it is only 16 areas capable of a reduction when all the variables are used. But
seven regions ranked from 1 to 7 illustrate the variable factor of poor do not provide a solution to
reduce the amount of poverty in the region. Nevertheless, Aceh Barat and Aceh Tamiang are has
been changed the amount of poverty, but it is not far from five other regions.

Table 4. Fiscal Policy and Its Impact on Poverty Using FEM

Variable Coefficient  Std. Error T-Statistic Prob.

C 43806.84 2146.585 20.40769 0.000
PNPM -8.57E-09 2.55E-08 -0.335732 0.7381
BKPG -2.15E-07 3.51E-08 -6.134885 0.0000***

RASKIN 0.000883 0.00013 6.763906 0.0000***
BEA 1.50E-07 1.68E-07 0.894859 0.374

Description: a. = *10%, **5%, ***1%

The estimation results of PNPM explained by -8.57E-09, if the government increased
spending on PNPM of 100 billion rupiah, the number of poor declined around 857 people but
had no significant effect (0.7381> 0.05). For variable BKPG of -2.15E-07, it is explained if
expenditures of BKPG rise to 100 billion rupiah, the number of poor people will drop further to
21,500 and it is statistically with the prob 0.000 less than 5 percent, mean that BKPG significant
negative effect on the poverty. While Raskin with the coefficient value 0.000883, it states that
the increase in expenditure of 1 million rupiah would decrease the number of poor as many as
883 people and statistically significant (0.000 <0.05). The last, for BEA variables of 1.50E-07, it
indicates that the increase in expenditure for BEA as much as 1 billion it gave the effect of
decreasing the number of poor as many as 150 people.

In the economy, poor is view as a problem that often occurs in various regions. The
government has role to and obligation to reduce the poverty. Otherwise, the increase in the
number of poor people would destabilize the economy. Hence, the government programs such as
PNPM, BKPG, Raskin and Scholarship as the solution of the various policies. The results found
that BKPG program able to reduce significantly and sharply against the amount of poverty.
However, the program Raskin otherwise will increase the number of poor people, if it increased
government spending for the sector. Therefore, it is not the proper solution because Raskin is
consumptive or only effect in short run.

Table 5. Area Mapping by Fiscal Policy Using
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Fixed Effect Model (person)

No. Area POV; pB+POV; No. Area POV, p+POV;
1 Aceh Utara 74801 118608 10 Nagan Raya -11038 32769
2 Pidie 44292 88099 11 Bener Meriah -11908 31899
3 Bireuen 30770 74577 12 Aceh Tenggara -13753 30054
4 Aceh Besar 23299 67106 13 Aceh Selatan -14228 29578
5 Aceh Timur 20623 64430 14 Aceh Barat Daya -19909 23897
6 Aceh Barat -87 43720 15 Aceh Singkil -24077 19730
7 Aceh Tamiang -2140 41667 16 Gayo Lues -24856 18951
8 Aceh Tengah -8484 35323 17 Simeulue -25219 18588
9 Pidie Jaya -10260 33547 18 Aceh Jaya -27826 15981

The results of cross sectional data in Table 5 illustrates that the change in fiscal policy
can reduce the amount of poverty in some areas but the rest area are not striving. However, based
on the 18 regions observed, it shows only 15 regions has progress of poverty reduction, they are
Aceh Barat, Aceh Tamiang, Central Aceh, Pidie Jaya, Nagan Raya, Bener Meriah, Aceh
Tenggara, South Aceh, Southwest Aceh, Aceh Singkil, Gayo Lues, Simeulue and Aceh Jaya.
While another 5 regions of North Aceh, Pidie, Bireuen, Aceh Besar, and East Aceh still remains
in the positive poverty. From both sides of the cross-section of poverty and fiscal factors, namely
the area of North Aceh, Pidie, Bireuen, Aceh Besar, and East Aceh quite better with their fiscal
effect on the amount of poverty. Then Aceh Barat and Aceh Tamiang is better with fiscal
approach compared to the poverty in which the coefficient of the two regions is negative. In the
total it indicates better fiscal approach. But fiscal approach and poverty are still left the number
of poor people in each region. Therefore, the poor people can not be eliminated but only able to
be reduced.

5. CONCLUSION

The result of estimation on the factors that caused poverty using Fixed Effect Regression
Models indicate that variable consumption negatively affect the amount of poverty but not
significant. Further, the length of diseases are positively impact on the poverty but not
significant. The average length of the previous school, unemployment, and capital affected
negative significantly on the estimated number of poverty. The result of fiscal policy with Fixed
Effect Model illustrates that PNPM and BKPG have negative effect on the number of poverty
(effective policies). But it only BKPG that has a significant negative effect on the amount of the
poverty (the policy is very effective). Between Raskin and Scholarships for orphans have
positive effect on the number of poverty (the policy is not effective). With a 95 percent
confidence level, variable Raskin has significant effect on poverty (the policy is not very
effective). Then, the results of a cross-section poverty in the five regions of North Aceh, Pidie,
Bireuen and Aceh Besar have the number of poor people exceeds from 100,000 people.

Furthermore, the results of a cross-section on the Fiscal in 15 regions of Aceh Barat,
Aceh Tamiang, Central Aceh, Pidie Jaya, Nagan Raya, Bener Meriah, Aceh Tenggara, South
Aceh, Southwest Aceh, Aceh Singkil, Gayo Lues, Simeulue and Aceh Jaya are reducing a
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poverty (effective fiscal policy) while the remaining non-impaired (not effective fiscal policy).
But considering to the fiscal approach and poverty, the number of poor people in each region
remain the same. Therefore, the poor people are can not be eliminated but it only able to be
reduced. Anywhere, as good as addressing poverty program drawn up by the central government,
if it is not supported by the local government or out of sync poverty program drawn up by the
local government, the poverty reduction program far from the expectations. The poverty
reduction program each area are differences from one region to another. It is related on the
problems/causes of poverty by the region.

The recommendation for the government is poverty has the same problem of lack of
education and employment opportunities. Thus, it is necessary the training, empowering and
entrepreneurship programs. Then, when there is a development of the infrastructure using r
labor-intensive approach, so that the society has employment opportunities and increase
incomes. Meanwhile, the government should increase the funding for programs that are not
consumptive but productive. For instance BKPG because the program is able to empower the
local economy and it is needed to be continued as well as PNPM-Mandiri program. Although the
program are needed to be improvement in its implementation.
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