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ABSTRACT

This study aims to describe the economic performances of Central
Java province and analyze the effects of economic performances, dependency ratio, employment, and fiscal
decentralization to welfare in the region. This study uses panel data between 2010 and 2013. The data is
analysed using descriptive analysis and multiple linear regression analysis.

Descriptive analysis of the Economic Performance Index indicates that the economic performance
of regencies/cities in Central Java province has improved. The city administrative regions generally show
better economic performance than the regency administrative area. The improved economic performance
of the region during the study is not consistent with development inequality. The inequality remains the
same.

The results of multiple linear regression analysis indicate that the economic performance, the
young dependency ratio, and Regional Own-Source Revenue provide positive and significant influence to
welfare. The employment in the agricultural sector, the Special Allocation Fund, and Regional Sharing
provide negative and significant influence to welfare, while the old dependency ratio, employment in the
industry, and General Allocation Fund provide no influence to welfare. It is recommended that local
governments reduce the development inequality by directing the regional development towards its main
characteristics. Local governments need coherence, consistency, and synchronization between development
planning and funding, and between the Local Government Unit in which the accountability of local
government performance is based on well-defined indicators and mechanisms rather than simply juridical.

Type of Paper: Empirical

Keywords: Economic Performance, Development gaps, HDI, Dependency Ratio, Employment, Fiscal
Decentralization

1. Introduction

Indonesia as an archipelagic country possesses unequal distribution of natural resources, where
one area is rich in resources such as minerals while another is poor. It is caused by differences in
endowments factors such as geographic location and the characteristics of its human resources
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(Ehtisham et al., 2002: 212). The ability of local governments to manage the development process
is tested in their region. They are required to make the appropriate policies in promoting
development equality to improve the welfare of the community, increase community participation
in local development, improve and manage local financial potentials, and optimize the local
economy performance.

Local governments are not simply executing the instructions of the central government,
but actually possess the discretion to increase creativity in developing the potential that was largely
restricted during the centralization era (Mardiasmo, 2002: 57). This policy is a challenge and an
opportunity for local governments to manage their resources effectively and efficiently. For areas
with reliable resources, both human resources and natural resources, the policy is welcome, given
the nature of autonomy is an indication of the regional authority rather than delegation (Saragih,
2003: 34).

Economic growth is generally the main target in the process of economic development. It
reflects the increase in production capacity or output of an area in a given time period. This
indicator is used to measure the economic progress of national and regional development results
and as a basis for development planning. The rate of economic growth in Central Java during 2009
- 2013 increased in line with the increase in GDP per capita. Table 1.1 shows that economic growth
in Central Java increased from 5.14 percent in 2009 to 5.81 percent in 2013, and during this period
the average economic growth rate of 5.83 percent per year.

Table 1.1 The RGDP, RGDP per capita and Growth Rate of Central
Java Province Year 2009 - 2013 (Based on Constant Prices

2000)
. Unit Year
Details .
Rupiah 2009 2010 2011 2012 2013 *
@) &) ®) Q) ©) (6) ©

RGDP billion  176,673.5 186,993.0 198,270.1 210,848.4 223,099.7
RGDP
without oil billion  166,176.2 176,187.0 187,244.9 199,838.6 212,304.9
and gas
RGDP growth  percent 5.14 5.84 6.03 6.34 5.81
RGDP growth
without oil percent 5.66 6.02 6.28 6.73 6.24
and gas
Ea(;:?: per thousand 54622 57739 61129 64944  6909.3
RGDP per

capita without  thousand 5137.6 5440.2 5770.1 6155.3 6574.9
oil and gas

Source: Central Bureau of Statistics, 2009-2013.

Remarks: *) Preliminary figures

The development goal is to improve the welfare, which can be achieved by, among others,
reducing the level of poverty. The percentage of poor people is one of the social indicators
frequently used to see the success of regional economic development.



Poverty, as defined by basic needs approach, is economic inability to meet the basic needs
of food and non-food measured based on expenditure (CBS, 2008; 29). Poor population is the
population with the level of expenditure per capita per month below the poverty line.

Table 1.2  Number of Poor Population in Central Java Province

Year 2002 — 2013

Year Poor Population
@) (2)
2002 7.308.330
2003 6.979.800
2004 6.843.800
2005 6.533.500
2006 7.100.600
2007 6.557.200
2008 6.122.551
2009 5.655.412
2010 5.215.403
2011 5.256.000
2012 4.952.056
2013 4.811.343

Source: Central Bureau of Statistics, 2002-2013.
The gap between districts/cities is also shown by a comparison of GDP per capita (current

market prices for non-oil) between districts/cities in Central Java.
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Figure 1.1 shows that out of 35 (thirty five) regencies/cities in Central Java, only 6 (six)
districts/cities have higher GRDP per capita than Central Java, namely Pekalongan City, Magelang
City, Surakarta City, Cilacap District, Semarang District and Kudus District, whereas the other 29
districts/cities have lower GDRP, six (6) of which have less than half of the GDRP per capita of
Central Java.

Differences in resources potential owned by each region lead to different results of
development performance between regions. Such differences have an impact on the success of
development across the country. Positive economic performance of a region can improve people’s
welfare, hence local governments need to optimize the economic performance of the region by
developing specific programs tailored to the needs and abilities of each region so that development
quality can be improved.

The wide per capita income inequality among districts/cities in Central Java province
shows that the regional economy performance has not been able to narrow the gap among regions
and improve quality economic growth, the economic growth that can improve people's welfare.
Bappenas (2008: 5) states that there are two important issues relating to improving the welfare of
society: how the government implements it and how it impacts on society.

Referring to the Bappenas statement, the implementation of regional autonomy in
districts/cities needs to be evaluated where evaluation 'output’ will focus on the main aspects of
the public interest in maintaining their life, namely the economic condition. Bappenas (2008: 5)
states that if economic conditions improve, it indirectly improves people's access to public
services, such as education and health.

2. Methods
2.1. Scope of Research
The research was conducted in all regencies/cities in Central Java province from 2010 to 2013.

The research object selection was based on the premises that:

1. Central Java Province is one of the provinces that is not experiencing regional administrative
expansion after the implementation of regional autonomy policy. Bappenas and UNDP (2007)
states that the evaluation of regional autonomy implementation shall not be performed to
regions experiencing expansion area because they show results that do not support the
achievement of their people welfare.

2. The center of regencies/cities in Central Java province lies in one expanse of the island of
Java. It is expected that transportation and communication do not encounter significant
barriers and the differences in resources and culture are not too great, so that all development
processes run smoothly.

3. Central Java Province is not a special region.

4. Between 2010 and 2013, regional autonomy policy has been implemented for more than a
decade. It is assumed that the policy has run properly and the results of regional development
have been felt.

Data collection in this study is intended to obtain relevant and accurate materials. The data
used are time series and cross section secondary data, which has been reprocessed. Secondary data
is data that is obtained in the form of ready-made data, collected and processed by the other parties
(Supranto, 2000).

The research data is annual data from 2010 to 2013 from all regencies/cities in Central Java
province. The data were fully obtained through literature review, so sampling and questionnaires
were unnecessary. The data were obtained from literature published by authorities such as the
Central Bureau of Statistics and the Directorate General of the Central and Local Fiscal Balance.

2.2. Data analysis techniques
2.2.1 Analysis methods



a. Descriptive Analysis
This is the first part of data analyses in this study. Descriptive analysis is used to analyze
the processing results of the Economic Performance Index as indicators for economic performance
and Williams Index for development inequality in all regencies/cities in Central Java province.
b. Multiple Linear Regression Analysis
This is the second analysis in this research used to analyze the panel data of regencies/cities
in Central Java province from 2010 to 2013. Panel data is a combination of time series and cross
section.
Threeapproachesare used in the processing of panel data analysis:common effect, fixed
effect, and random effect.
1) Common Effect
Common Effect approach combinestime series and cross section data by combining the two
types of data so that OLS can be used to estimate the panel data model. This approach does
not pay attention to individual and timedimensions, and it can be assumed that the data
behavior between individuals is identical in a variety of timescales. These assumptions are
far from actual reality, because the characteristics between individuals in terms of territorial
are evidently different.
2) Fixed Effect
Fixed effect model assumes that differences between the units of cross-sectional and time
unit are shown in the various interceptsof the respective units. In the two-way fixed effects
model, the intercept difference results from the two units:the cross-sectional unit and time
unit, thus the difficulty of fulfilling consistent intercept and slopeassumptions, which can be
done by inserting a dummy variable. The fixed effect modelling is generally performed
using Least Square Dummy Variable (LSDV), which is the estimation method of linear
regression parameter using OLS on models involving dummy variables on one of the
explanatory variables (Greene, 2007).
3) Random Effect
The addition of dummy variables will reduce the degree of freedom, which will subsequently
reduce the efficiency of the estimated parameters. Error component model or random effect
model can be used indata panel model that involves the correlation between error terms due
to the changing times because of different observation. This model assumes that the influence
of cross-sectional unit and time unit is a random variable that is included in the model as a
form of error (Judge et al., 1980).
2.3 Estimation Model
Research on the effect of Economic Performance (EP), Dependency Ratio (DR),
Workforce (Wina, Wemen, and Fiscal Decentralization (FDD1, FDD2, FDD3, FDD4) variableson
Welfare (HDI) using time series data for four years from 2010 to 2013 and cross section dataof 35
regencies/cities in Central Java with 140 observations.

The model used is:
HDI = f (EPI, DRyoung, DRotd, Wind, Wtarmer, FDD1, FDD2, FDD3, FDD4)
Or translated into:
HDIit = oo + B]_Epllit + BZDRyoung + B?,DRold + B4Wind +
BsWrarmert BsFDD1it + B7FDDait + BsFDDsit + BoFDDait
+ Eit

Where: HDI = Human Development Index
EPI = Economic Performance Index
DRyoing = Dependency Ratio Young
DR.i« = Dependency RatioOld
Wiing = Percentage of Workforcein Industrial Sector
W mery = Percentage of Workforce Agricultural Sector



FDD1 = Regional Own-Source Revenue/Total Regional Revenue
FDD2 = General Allocation Fund/Total Regional Revenue
FDD3 = Special Allocation Fund/Total Regional Revenue

FDD4 = Revenue Sharing Fund/Total Regional Revenue

o = intercept/coefficient

B = constant/slope

e = error term

I = regencies/cities

t = year

3. Results and Discussions

The economic performance of the region during the study has improved. Regencies/cities in
Central Java seek to improve their economic performance in harnessing the potential of their
respective regions. This condition is reflected in the rate of economic growth that continues to
increase accompanied with an increase in per capita income and a reduction in poverty as
shown Table 3.1.






Table3.1 Economic Growth Rate and RGDP contributions of Regencies/Citiesin

Central Java 2010 - 2013

LPE (%) Kontribusi (%) In

Kabupaten/kota general, the

2010 2011 2012 20_13 2010 2011 2012 2013 city

(1) (2) (3) ) 5} (6) (7} (3) (%)

1 Cilacap 565 578 559 575 1146 11,76 11,78 11,83
2 Banyumas 577 595 588 671 300 297 301 3,00
3 Purbalingga 567 603 626 566 1.68 171 171 172
4 Banjarnegara 4,89 492 525 528 195 195 194 194
5 Kebumen 415 423 559 424 1.88 1.86 187 1386
6 Purworejo 501 502 504 499 1.88 1,87 186 134
7 Wonosobo 429 452 514 498 .14 113 113 112
8 Magelang 451 427 584 560 233 230 230 228
% Bovolali 360 3528 566 543 235 236 235 236
10 Klaten 1,73 196 554 579 327 319 319 321
11 Sukoharjo 465 459 503 501 2838 288 239 290
12 Wonogiri 587 224 587 463 196 1588 187 186
13 Karanganyar 542 550 582 538 268 269 271 271
14 Sragen 609 653 660 664 1,94 198 202 204
15 Grobogan 505 359 616 4359 1.89 187 190 188
16 Blora 519 259 499 493 124 122 120 121
17 Rembang 445 440 488 503 144 142 140 139
18 Pat 511 543 s92 572 272 274 272 272
19 Kudus 417 421 433 468 914 886 872 869
20 Jepara 452 544 579 577 265 265 265 264
21 Demak 412 448 464 462 .72 171 169 168
22 Semarang 490 556 602 562 321 323 327 332
23 Temanggung 431 465 504 502 1,47 147 146 146
24 Kendal 597 599 554 524 313 318 3,17 315
25 Batang 497 526 502 517 1.53 154 153 152
26 Pekalongan 427 477 532 545 210 210 211 211
27 Pemalang 494 483 528 sS4l 231 232 231 230
28 Tegal 483 481 525 560 230 230 231 230
29 Brebes 494 497 521 506 425 430 425 426
71 Kota Magelang 6,12 548 6§48 591 061 061 062 061
72 Kota Surakarta 594 604 612 589 289 288 287 287
73 Kota Salatisa 501 526 594 614 054 053 053 032

74 Kota Semarang 587 6.41 6,42 620 1260 1269 1283 1288

75 Kota Pekalonga 551 545 5,60 5,89 1,10 1,10 1.09 1,10

76 Kota Tegal 4.61 4.58 5.07 4,93 077 075 0,73 0.72

Jawa Tengah 6,02 628 6,73 6.24 100,00 100,00 100,00 100,00

Rata-rata 492 489 555 540 286 2B6 2B6 286

Disparitas 4390 457 240 247 1206 1216 1231 1236

Sumber - Badan Pusat Statistilc, 2014 data diclah.

administrative areas showed better performance than the regencies. It is influenced by factors such
greater number of inhabitants and stagnant contributions to the economy of Central Java.
Regencies/cities contributions remained unchanged, and Semarang is the city with the most stable




economic performance among regencies/cities in Central Java, which may be caused by the
existence of not one but many dominant sectors.

The improving economic performance has apparently not been able to reduce development
inequality between regencies/cities. It can be seen from Williamson Index that remained high
throughout the study at approximately 0.69 as presentedin Figure 3.1.

Figure 3.1 illustrates thatfrom 2010 to 2013 Williamson Index value decreased so slightly
that it can be viewed as stagnant. In 2010, Williamson Index of equality was 0.697 and decreased
to 0.695 in 2011 and 0.692 in 2013. The slight decline shows that the improved economic

performance was not followed by a decrease in development inequality among regencies/cities in
Central Java.

0.75
0.70 e e p—
0.65 : o
0.60 T T T
2010 2011 2012 2013

e=g==|ndeks Williamsons ADHB

=@=|ndeks Williamsons ADHK
Figure3.1 Williamson Index Development in Central Java

Province 2010 — 2013
Source: Central Bureau of Statistics, 2014.

Data processed.
The city of Semarang has the most stable economic performance during the study. This stability
can be seen in all constituent variables of EPI such as economic growth rate, RGDP per capita,
poverty level, and the contribution to the economy of Central Java from year to year. The stability
of Semarang is the result of multi-sector economy, unlike other regencies/cities that generally
focus on only one sector of the economy.
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Figure3.2 The average RGDP contributions of Semarang
City based onEconomic Sectors in Central Java
Province 2010 — 2013



Source: Central Bureau of Statistics, 2014.
Data processed.

The analysis on the correlation between regional economic performance, dependency ratio,
employment, and fiscal decentralization and welfare in Java Island using fixed effect model is as
follows:

HDIk=  72,82155 + 0,278559EPliit+ 0,022743DRyoung +

0,007709DRO|d + 0,010664 Wind' 2,830820Wfarmer+

2,422754FDDyit- 1,216373FDDgit- 13,63182FDDsit-

4,399037FDDyit + sit
The nine independent variables included in the equation are able to explain the variations in HDI
or, overall, the influence of the nine independent variables to welfare is 99.49 percent. The
remaining 0.51 percent is influenced or explained by other variables outside the model. Of the nine
independent variables in the model, six variables show significant influence to welfare. Regional
economic performance and fiscal decentralization of Regional Own-Source Revenue show a
positive and significant correlation include while the other four variables- workforce in agricultural
sector, fiscal decentralization of General Allocation Funds, fiscal decentralization of Special
Allocation Fund, and fiscal decentralization of Revenue Sharing Fund- show a negative and
significant relationship to welfare.
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ABSTRACT

This study aims to describe the economic performances of Central
Java province and analyze the effects of economic performances, dependency ratio, employment, and fiscal
decentral @} ion to welfare in the region. This study uses panel data between 2010 and 2013. The data is
analysed using descriptive analysis and multiple linear regression analysis.

Descriptive analysis of the Economic Performance Index indicates that the economic performance
of regencies/cities in Central Java province has improved. The city administrative regions generally show
better economic performance than the regency administrative area. The improved economic performance
of the region during the study is not consistent with development inequality. The inequality remains the
same.

The results of multiple linear regression analysis indicate that the economic performance, the
young dependency ratio, and Regional Own-Source Revenue provide positive and significant influence to
welfare. The employment in the agricultural sector, the Special Allocation Fund, and Regional Sharing
provide negative and significant influence to welfare, while the old dependency ratio, employment in the
industry, and General Allocation Fund provide no influence to welfare. It is recommended that local
governments reduce the development inequality by directing the regional development towards its main
characteristics. Local governments need coherence, consistency, and synchronization between development
planning and funding, and between the Local Government Unit in which the accountability of local
government performance is based on well-defined indicators and mechanisms rather than simply juridical.

Type of Paper: Empirical

Keywords: Economic Performance, Development gaps, HDI, Dependency Ratio, Employment, Fiscal
Decentralization

1. Introduction

Indonesia as an archipelagic country possesses unequal distribution of natural resources, where
one area is rich in resources such as minerals while another is poor. It is caused by differences in
endowments factors such as geographic location and the characteristics of its human resources




(Ehtisham et al., 2002: 212). The ability of local governments to manage the development process
is tested in their region. They are required to make the appropriate policies in promoting
development equality to improve the welfare of the community, increase community participation
in local development, improve and manage local financial potentials, and optimize the local
economy performance.

Local governments are not simply executing the instructions of the central government,
but actually possess the discretion to increase creativity in developing the potential that was largely
restricted during the centralization era (Mardiasmo, 2002: 57). This policy is a challenge and an
opportunity for local governments to manage their resources effectively and efficiently. For areas
with reliable resources, both human resources and natural resources, the policy is welcome, given
the nature of autonomy is an indication of the regional authority rather than delegation (Saragih,
2003: 34).

Economic growth is generally the main target in the process of economic development. It
reflects the increase in production capacity or output of an area in a given time period. This
indicator is used to measure the economic progress of national and regional development results
and as a basis for development planning. The rate of economic growth in Central Java during 2009
- 2013 increased in line with the increase in GDP per capita. Table 1.1 shows that economic growth
in Central Java increased from 5.14 percent in 2009 to 5.81 percent in 2013, and during this period
the average economic growth rate of 5.83 percent per year.

Table 1.1 The RGDP, RGDP per capita and Growth Rate of Central
Java Province Year 2009 - 2013 (Based on Constant Prices

2000)
i Year
Details Unit
Rupiah 2009 2010 2011 2012 2013 *
(1) (2 3) ) (5) (6) %
RGDP billion 176,6735 1869930 198,270.1 210,8484 223,099.7
RGDP
without oil billion 166,1762 176,1870 187,2449 199.8386 212,3049
and gas
RGDP growth  percent 514 584 6.03 6.34 581
RGDP growth
without oil percent 5.66 6.02 6.28 6.73 6.24
and gas
Ef;[:f pet thousand 54622 57739 61129 64944 69093
RGDP per
capita without  thousand 51376 5440.2 5770.1 61553 65749
oil and gas

Source: Central Bureau of Statistics, 2009-2013.
Remarks: *) Preliminary figures

The development goal is to improve the welfare, which can be achieved by, among others,
reducing the level of poverty. The percentage of poor people is one of the social indicators
frequently used to see the success of regional economic development.
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Poverty, as defined by basic needs approach, isgonomic inability to meet the basic needs
of food and non-food measured based on expenditure (CBS, 2008; 29). Poor population is the
population with the level of expenditure per capita per month below the poverty line.
Table 1.2  Number of Poor Population in Central Java Province
Year 2002 - 2013

Year Poor Population
(1) @)
2002 7.308.330
2003 6.979.800
2004 6.843.800
2005 6.533.500
2006 7.100.600
2007 6.557.200
2008 6.122.551
2009 5.655412
2010 5.215403
2011 5.256.000
2012 4.952.056
2013 4.811.343

Source: Central Bureau of Statistics, 2002-2013.
The gap between districts/cities is also shown by a comparison of GDP per capita (current

market prices for non-oil) between districts/cities in Central Java.
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Figure 1.1 GRDP (current market prices for non-oil and gas) per
capita by Regency/City in Central Java province in 2013
(Rp. 000)
Source: Central Bureau of Statistics, 2013 .
Data processed.




Figure 1.1 shows that out of 35 (thirty five) regencies/cities in Central Java, only 6 (six)
districts/cities have higher GRDP per capita than Central Java, namely Pekalongan City, Magelang
City, Surakarta City, Cilacap District, Semarang District and Kudus District, whereas the other 29
districts/cities have lower GDRP, six (6) of which have less than half of the GDRP per capita of
Central Java.

Differences in resources potential owned by each region lead to different results of
development performance between regions. Such differences have an impact on the success of
development across the country. Positive economic performance of a region can improve people's
welfare, hence local governments need to optimize the economic performance of the region by
developing specific programs tailored to the needs and abilities of each region so that development
quality can be improved.

The wide per capita income inequality among districts/cities in Central Java province
shows that the regional economy performance has not been able to narrow the gap among regions
and improve quality economic growth, the economic growth that can improve people's welfare.
Bappenas (2008: 5) states that there are two important issues relating to improving the welfare of
society: how the government implements it and how it impacts on society.

Referring to the Bappenas statement, the implementation of regional autonomy in
districts/cities needs to be evaluated where evaluation 'output’ will focus on the main aspects of
the public interest in maintaining their life, namely the economic condon. Bappenas (2008: 5)
states that if economic conditions improve, it indirectly improves people's access to public
services, such as education and health.

2, Methods

2.1. Scope of Research

The research was conducted in all regencies/cities in Central Java province from 2010 to 2013.

The Bsearch object selection was based on the premises that:

1. Central Java Province is one of the provinces that is not experiencing regional administrative
expansion after the implementation of regional autonomy policy. Bappenas and UNDP (2007)
states that the evaluation of regional autonomy implementation shall not be performed to
regions experiencing expansion area because they show results that do not support the
achievement of their people welfdZ®.

2. The center of regencies/cities in Central Java province lies in one expanse of the island of
Java. It is expected that transportation and communication do not encounter significant
barriers and the differences in resources and culture are not too great, so that all development
processes run smoothly.

3. Central Java Province is not a special region.

4. Between 2010 and 2013, regional autonomy policy has been implemented for more than a
decade. It is assumed that the policy has run properly and the results of regional development
have been felt.

Data collection in this study is intended to obtain relevant and accurate materials. The data
used are time series and cross section secondary data, which has been reprocessed. Secondary data
is data that is obtained in the form of ready-made data, collected and processed by the other parties
(Supranto, 2000).

The research data is annual data from 2010 to 2013 from all regencies/cities in Central Java
province. The data were fully obtained through literature review, so sampling and questionnaires
were unnecessary. The data were obtained from literature published by authorities such as the
Central Bureau of Statistics and the Directorate General of the Central and Local Fiscal Balance.

2.2. Data analysis techniques
22.1 Analysis methods




a. Descriptive Analysis
This is the first part of data analyses in this study. Descriptive analysis is used to analyze
the processing results of the Economic Performance Index as indicators for economic performance
and Williams Index for development inequality in all regencies/cities in Central Java province.
b. Multiple Linear Regression Analysis
This is the second analysis in this resef£%bh used to analyze the panel data of regencies/cities
in Central Java province from 2010 to 2013. Panel data is a combination of time series and cross
section.
Threeapproachesare used in the processing of panel data analysis:common effect, fixed
effect, and random effect.
1) Common Effect
Common Effect approach combinestime series and cross section data by combining the two
types of data so that OLS can be used to estimate the panel data model. This approach does
not pay attention to individual and timedimensions, and it can be assumed that the data
behavior between individuals is identical in a variety of timescales. These assumptions are
far from actual reality, because the characteristics between individuals in terms of territorial
are evidently different.
2) Fixed Effect
Fixed effect model assumes that differences between the units of cr@-sectional and time
unit are shown in the various interceptsof the respective units. In the two-way fixed effects
model, the intercept difference results from the two units:the cross-sectional unit and time
unit, thus the difficulty of fulfilling consistent intercept and slopeassumptions, which can be
done by inserting a dummy variable. The fixed effect modelling is generally performed
using Least Square Dummy Variable (LSDV), which is the estimation method of linear
regression parameter using OLS on models involving dummy variables on one of the
explanatory variables (Greene, 2007).
3) Random Effect
The addition of dummy variables will reduce the degree of freedom, which will subsequently
reduce the efficiency of the estimated parameters. Error component model or random effect
model can be used indata panel model that involves the correlation between error terms due
to the changing times because of ditferent observation. This model assumes that the influence
of cross-sectional unit and time unit is a random variable that is included in the model as a
form of error (Judge et al., 1980).
2.3 Estimation Model
Research on the effect of Economic Performance (EP), Dependency Ratio (DR),
Workforce (Wia, Wemen, and Fiscal Decentralization (FDD1, FDD2, FDD3, FDD4) variableson
Welfare (HDI) using time series data for four years from 2010 to 2013 and cross section dataof 35
regencies/cities in Central Java with 140 observations.

The model used is:
HDI = f (EPI, DR}-ouug, DRnId, Wind, Wfarmer_.FDDI, FDD?, FDDL FDD4)
Or translated into:
HDIit = oo + BiEPLi + P2DRyoung + PaDRoa + PaWina +
BsW tarmert PeFDD it + B7FDDaj; + BsFDD3j + BoFD Do
+ &

Where: HDI = Human Development Index
EPI = Economic Performance Index
DR, = Dependency Ratio Young
DR, = Dependency RatioOld
W.na = Percentage of Workforcein Industrial Sector
W amen = Percentage of Workforce Agricultural Sector




FDDI1 = Regional Own-Source Revenue/Total Regional Revenue
FDD2 = ggneral Allocation Fund/Total Regional Revenue

FDD3 = Special Allocation Fund/Total Regional Revenue

FDD4 = Revenue Sharing Fund/Total Regional Revenue

o = intercept/coefficient

[3 = constant/slope

€ = error term

i = regencies/cities

t = year

3. Results and Discussions

The economic performance of the region during the study has improved. Regencies/cities in
Central Java seek to improve their economic performance in harnessing the potential of their
respective regions. This condition is reflected in the rate of economic growth that continues to

increase accompanied with an increase in per capita income and a reduction in poverty as
shown Table 3.1.







Table3.1 Economic Growth Rate and RGDP contributions of Regencies/Citiesin

Central Java 2010 - 2013
In
" —
R LPE (%) Kontribusi (%) ge sl , ihe
2010 2011 2012 2013 2010 2011 2012 2013 City
2 @ 3) @ ) (6) Q)] 8 )
1 Cilacap 5,65 5,78 559 5,75 11,46 11,76 11,78 11,83
2 Banyumas 5,77 5,95 5,88 6.71 3.00 297 3.01 3.00

3 Purbalingga 5.67 6,03 6.26 5.66 1.68 1.71 1.71 1.72
4 Banjarnegara 489 492 525 5,28 1,95 1,95 1,94 1,94

5 Kebumen 415 423 5.59 424 1.88 1.86 1.87 1.86

6 Purworejo 5.01 5.02 5.04 499 1.88 1,87 1.86 1.84

7 Wonosobo 429 4,52 5.14 4,98 1,14 1,13 1,13 1,12

8 Magelang 451 427 5.84 5.60 233 230 230 228

9 Boyolali 3,60 528 5,66 543 2,35 2,36 2,35 2,36
10 Klaten 1,73 1.96 5549 5,79 3.27 3.19 3,19 321
11 Sukoharjo 4.65 459 5.03 5.01 2.88 2388 289 2.90
12 Wonogiri 5,87 224 5,87 4,63 1,96 1,88 1,87 1,86
13 Karanganyar 542 5.50 5.82 538 2,68 2,69 21 27
14 Sragen 6.09 6,53 6,60 6.64 1.94 1,98 2,02 2,04
15 Grobogan 5,05 3,59 6,16 4,59 1,89 1,87 1,90 1,88
16 Blora 5,19 259 499 493 124 122 1.20 121
17 Rembang 445 4,40 488 5.03 1,44 1,42 1.40 1,39
18 Pati 5.11 543 592 5,72 2,72 2,74 2,72 2,72
19 Kudus 4.17 421 433 4.68 9.14 8.86 8.72 8.69
20 Jepara 4,52 544 5,719 577 2,65 2,65 2,65 2,64
21 Demak 412 448 464 4,62 1,72 1.1 1.69 1.68
22 Semarang 4.90 5.56 6,02 5.62 321 323 327 332
23 Temanggung 4,31 4,65 5,04 5,02 1,47 1,47 1,46 1,46
24 Kendal 2 i 299 3.9 524 513 318 3.17 3.15
25 Batang 497 526 5.02 517 1,53 1.54 1.53 1,52
26 Pekalongan 427 4,77 532 545 2,10 2,10 2,11 2,11
27 Pemalang 494 483 528 541 231 232 241 230
28 Tegal 483 4,81 525 5,60 2,30 2,30 2,31 2,30
29 Brebes 4,94 497 5.21 5,06 4,25 4,30 425 4.26

71 Kota Magelang 6,12 548 648 591 0.61 0.61 0.62 0.61
72 Kota Surakarta 5,94 604 6,12 5,89 2,89 2,88 2,87 2,87
73 Kota Salatiga 5.01 5,26 5.94 6.14 0.54 0,53 0.53 0,52
74 Kota Semarang 5,87 6.41 6,42 6.20 1260 1269 1283 1288
75 Kota Pekalonga 5,51 545 5,60 5,89 1,10 1,10 1,09 1,10

76 Kota Tegal 461 458 5.07 493 0,77 075 0.73 0,72
Jawa Tengah 6,02 6,28 6,73 6.24 100,00 100,00 100,00 100,00
Rata-rata 492 489 555 540 286 28 2,8 2,86
Disparitas 439 457 240 247 1206 12,16 12,31 12,36

Sumber : Badan Pusat Statistik, 2014 data diolah.
administrative areas showed better performance than the regencies. It is influenced by factors such
greater number of inhabitants and stagnant contributions to the economy of Central Java.
Regencies/cities contributions remained unchanged, and Semarang is the city with the most stable




economic performance among regencies/cities in Central Java, which may be caused by the
existence of not one but many dominant sectors.

The improving economic performance has apparently not been able to reduce development
inequality between regencies/cities. It can be seen from Williamson Index that remained high
throughout the study at approximately 0.69 as presentedin Figure 3.1.

Figure 3.1 illustrates thatfrom 2010 to 2013 Williamson Index value decreased so slightly
that it can be viewed as stagnant. In 2010, Williamson Index of equality was 0.697 and decreased
to 0.695 in 2011 and 0.692 in 2013. The slight decline shows that the improved economic
performance was not followed by a decrease in development inequality among regencies/cities in
Central Java.
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Figure3.1 Williamson Index Development in Central Java

Province 2010 — 2013
Source: Central Bureau of Statistics, 2014.
Data processed.
The city of Semarang has the most stable economic performance during the study. This stability
can be seen in all constituent variables of EPI such as economic growth rate, RGDP per capita,
poverty level, and the contribution to the economy of Central Java from year to year. The stability
of Semarang is the result of multi-sector economy, unlike other regencies/cities that generally
focus on only one sector of the economy.
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Figure3.2 The average RGDP contributions of Semarang

City based onEconomic Sectors in Central Java
Province 2010 — 2013




Source: Central Bureau of Statistics, 2014.
Data processed.

The analysis on the correlation between regional economic performance, dependency ratio,
employment, and fiscal decentralization and welfare in Java Island using fixed effect model is as
follows:

HDLi= 7282155 + 0278559EPLix+ 0022743DRyoune +

0,007709DRoa + 0,010664 Wing- 2,830820Wrarmer+

2422754FDDyj- 1,216373FDDaj- 13,63182FDDs;e-

4,399037FDDait + &t
The nine independent variables included in the equation are able to explain the variations in HDI
or, overall, the influence of the nine B&ldependent variables to welfare is 99.49 percent. The
remaining 0.51 percent is influenced or explained by other variables outside the model. Of the nine
independent variables in the model, six variables show significant influence to welfare. Regional
economic performance and fiscal decentralization of Regional Own-Source Revenue show a
positive and significant correlation include while the other four variables- workforce in agricultural
sector, fiscal decentralization of General Allocation Funds, fiscal decentralization of Special
Allocation Fund, and fiscal decentralization of Revenue Sharing Fund- show a negative and
significant relationship to welfare.
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