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ABSTRACT

Inequality of income in East Java is still considered high as indicated by the high value of the Gini ratio in
most districts / cities. Local government capital expenditure is one of the triggers of the high disparity, in
addition to the high per capita spending and open unemployment in East Java. Therefore, this study aims to
analyse how influence the capital expenditure, per capita expenditure and unemployment rate have on
inequality is implied in the Gini coefficient. Quantitative analysis, explanatoryfhethod with panel data. The
panel data selection process with data normality test through the estimation of common effect, fixed effect or
random effect model parameters and the selection of the right model using panel data regression model which
is processed using e-views software 10. The resulfifshow the level of income inequality of each district / the
city has a moderate stage gap. The Gini index of regency / city in East Java is quite volatile, the highest value
is Madiun City, Malang City, Blitar City, and Pasuruan City. Capital expenditure and per capita expenditure
have insignificant effect on the gini ratio, while the open unemployment rate partially influences the Gini
ratio. Government capital expenditure is realized in the form of expenditure in the education sector, health
sector expenditure, goods / services expenditure is no less important than infrastructure spending such as

roads, bridges, airports, terminals, ports.
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1. INTRODUCTION

The existence of regional autonomy requires each local
government to be able to manage the ability of the region
for the welfare of society. the government as an agent of
development for the welfare of society [1]. Utilization of
resources owned by the region to provide facilities for
community needs such as infrastructure through
government capital expenditure. Government capital
expenditure is allocated in the form of provision of
transportation facilities, educational infrastructure, and
fulfillment of health infrastructure, etc. Different capacities
between regions have led to differences in welfare which
results in per capita spending which in turn results in
inequalityfefif community income. Different infrastructure
between districts and cities in East Java wiggered the
rgence of inequalities.

East Java Province which consists of 28 districts and 9 cities
has different characteristics, population and economic
potential. Differences in potential and capability between
regions indicate a gap both in terms of incona and
community expenditure. expenditure per capita of the
people of East Java Province. Gini Ratio is one model to
measure the extent to which inequality connoisseurs of
economic growth can be felt by the entire population. The
higher the value of the Gini ratio shows the higher level of
incqua.liaot‘ an area and shows an uneven distribution of
income between high-income and low-income people [2].
In the last 5 years based on Gini data the ratio shows that
East Java inequality has increased and decreased in recent
years.

Table 1 Gini Ratio of East Java Province 2014-2018

| Gini Ratio 2014 2015 2016 20017 2018 |
| East Java 037 0.42 0.40 040 038 |

There are areas in East Java that call themselves fertile
areas, there are dry areas. That is a designation for regencies
/ cities that have a number and quality of population and
economic potential which is lame. These differences also
lead to differences in tax revenues, regional levies, regional
own-source revenues and different expenditure budget
plans. Capital expenditure is one part of the regional
expenditure income budget.

Govemment policies related to labor in also indicate a gap
between districts / citicsa' he existence of labor market
policies has the overall goal of labor market policies is
income redistribution, therefore, can be effective in
reducing income inequality. Labor market institutions
include (1) social protection systems (programs and
unemployment benefits, early retirement, systems, and
various forms of social income support); (2) various aspects
of childbirth (laws on minimum wages, labor pmt&ion
laws and enforcement law): (3) implementation of active
labor market policies, and (4) participation in trade unions
and collective bargaining [3].

Referring to BPS data, that East Java Province has a
contribution of 30 pereent to Indonesia's total national
GRDP. Secondary sector and tertiary sector from
manufacturing, industry and services / trade. The
dominance of the trade, financial, banking and services
sectors in the total GRDP of regencies / citi§ in East Java
is concentrated in cities / cities such as Surabaya City.
Sidoarjo Regency, Gresik Regency, Pasuruan Regency,
Malang Regency, Malang Regency, Kedoj Regency and
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Kediri City. Circulation and accumulation of goods, capital,
and services are in the district-city area. Therefore, districts
/ cities in East Java are interesting to study further. Based
on the background above, it is felt that studies are needed:
(a) At what stage / level of inequality does income gaps in
each district / city in East Java; (b) partial capital
expenditure, per capita expenditure and open
unemployment rate have an influence on the Gini ratio of
regencies / cities in East Java, (c) capital expenditure, per
capita expenditure and open unemployment rate together
have an influence on the Gini ratio regency / city in East
Java.

2. RESEARCH METHODS

2.1. Research Types and Data Sources

The object studied was 38 regencies / cities from 2010 to
2016. Secondary data sources were obtained from the
Central Statistics Agency of East Java Province. Data
collected and processed capital expenditure data by the
government, per capita expenditure and open
unemployment rate as exogenous variables and the value of
the Gini index ratio as endogenous variables. Using
quantitative analysis, explanatory method with panel data.
The process of selecting panel data by conduclin
normality test through estimating the parameters of the
common effect model, fixed effect or random effect as well
as selecting the right model using the Regression Model is
processed using e-views 10. assumption test and
interpreting the model chosen exogenous variables affect
the endogenous variables.

2.2. Data Analysis

This section showed the resta of the data analysis used.
The analysis used Eviews 10 to choose the best regression
model between common effects, fixed effects, and random
effects [16].

The multiple linear regression equation model in this
research that was done by transforming the regression
equation into a logarithmic form. The main purpose of
transformation was to change the scale of measurement of
the original data into a semi log form, was a form of
logarithms used for several independent variables that were
positively correlated so that it was ecasy to test ta
hypotheses in this study. The equation model was written as
follows:

Y =o0+b1 X1+b2 X2+b3 X3+ b4 X4 + b5 X5+ e

The classic assumption test was done as a requirement for
processing multiple linear regression d with panel data
by using the e-views program 10. The classic assumption
test conducted in this resecarch was the normality test,
multicollinearity  test, heteroscedasticity test, and
autocorrelation test.
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3. RESULTS AND DISCUSSION

This Gini Ratio is famous for the Lorenz curve which
explains how the importance of economic growth is
distributed equally to the entire population. At least close to
even distribution. Evenly leveling igiibsolutely not possible,
but don't even leave it uneven. [7]relationship between the
level of income distribution and level of economic
development takes the form of an inverted U-curve.
Beginning wi economic  development, income
distribution will cause higher income inequality, but as the
economy matures, the income gap will decrease slowly after
passing the peak point.

Do not let economic growth only be enjoyed by a group of
people, call it a conglomerate or the bourgeoisic. The
govemment in accordance with Keynesian
recommendations must participate in regulating economic
activities through regulatory intervention, allocation,
distribution and stability of economic resources owned.
Government expenditure is one of the expenditure ratios of
total regency / city GRDP in East Java. This expenditure
consists of education sector expenditure, health sector
expenditure, also physical infrastructure expenditure.
Although these are all independent factors that can
influence the distribution of population income. It is
possible that economic growth and population welfare are
linked to the distribution of economic growth results with
the Gini ratio as the affected factor. Conceptually the
framework of the analysis can be described.

The Relationship between Investment and Inc{ER
Disparity, Harrod-Domar through his theory explains that
there is a positive relationship between the level of
investment and the pace of the economys, it can be said that
lack of investment can reduce the rate of economic growth
and low growth per capita[4]. This is because there are no
productive economic activities, with the investment
discontinuation of a region will experience disparity
because natural resources cannot be optimized without any
investment that is not received by each region
Harrod-Domar defines capital formation as an important
factor that determines gbnomic growth. In theory he said
that investment affects cooma: growth in the long mn. It
can be concluded that the increase in investment will
increase economic growth which is also accompanied by
disparities in the opinions of the people, because not every
region can receive these investment funds. Each investor
will provide regional criteria which according to investors
have adequate natural and human resources to benefit the
investors. Relationship of Government Expenditures with
Income Disparity, Based on Law Number 23 of 2014 one of
the objectives of decentralization is to reduce disparity in
income between regions with a transfer mechanism and
enlarge regional authority to implement development
policies that are in accordance with the needs, potential, and
owned resources.

The implementation of decentralization each region has the
right to take care of all the interests of the region included
in the determination of regional govgiment expenditure in
the APBN. In accordance with the role of the government
in the economy, the govemment has a stabilizing role, an
allocation role, a distribution role, and a dynamics pran.
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Likewise, regional expenditure must be based on these
roles.

Descriptively, the Gini ratio in each regency / city in East
Java shows that the level of income inequality in the East
Java province between each regency / city has a gap at a
moderate stage, which is indicated by an average value
between 0.2 - 0, 5 The highest occurred in 2016 of 0.35. The
Gini index of regencies / cities in East Java is quite volatile
with the highest value in 2016 even occurring in cities,
namely Madiun City 0.42, Malang City and Blitar City 0.41,
and Pasuruan City 0.40.

Regression Analysis of Panel Data of Regency / City of East
Java Province through the likelihood ratio test obtained a
probability value of 0,000 then the fixed effect model is
more appropriate to use than the common effect. Followed
by the hausman test and obtained a probability of 0,000 or
less thmm significance value of 0.05, the random effect
model is more appropriate to use than the fixed effect, so
that through the exogenous random effect variable approach
to endogenous results.

Table 2 Qutput of random effect analysis

Dependent Variable: Gini Ratio

Independent Coefficient t-stat Prob.
Capital expenditure 4.040535 1.573913 0.1167
Per capita expenses -(0L.022888 -4.381633 0.0000
TPT 0.284861 3.409685 0.0008
R-square 0.087144

Adjust R-square 0.076692

F-stat 8.337114

Prob. F-stat 0.000026

Through the table 2, we get the panel data regression
equation; Gini Ratio = 0.076 + 4.04 capital expenditure -
0.022 expenditure per capita + 0.284 TPT + e. Partial test (t
test) at the 0.05 significance level, if the significance level
is below 0.05 then it has a significant effect on the
dependent variable. Based on the table II, the probability
value of capital expenditure of 0.11 is more than 0.05,
which means that capital expenditure has no significant
effect on the Gini ratio [8]. The findings of this study refute
previous research that is research from Samuelson [9] and
supports research from Kuznet [10] which concludes that
public facilities that are the result of govemnment spending
have a significant influence on the evenness of the measured
income distribution through the Gini ratio. The probability
value of per capita expenditure of 0.000 is less than 0.05,
which means that per capita expenditure has a significant
effect on the Gini ratio. This result supports research
conducted by Monteiro and Tumovsky [11]. Which
concludes that government spending has a significant
influence on income distribution disparities in the Districts
of the Province of Bali. The next variable is the open
unemployment rate has a probability of 0.008 less than 0.05,
which means that the open unemployment rate has a
significant effect on the Gini ratio. These results indicate
support for research from Fauzi [12] which concludes that
community per capita income is one of the factors that gives
a significant effect on the Gini ratio.

Simultancous test (F test) from the analysis obtained F-
statistical probability value of 0.000026 or less than 0.05
shows capital expenditure, per capita expenditure, and the
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level of open unemployment together have an influence on
the Gini ratio. From the R-square test it is known that the R-
square value of 0.087 explains that capital expenditure, per
capita expenditure, and open unemployment rate affect the
Gini ratio of 8.7% and the rest is 92% influenced by other
variables not examined in this study.

Capital cxpcndilurc,capita expenditure, and the level of
open unemployment have a significant positive effect on the
Gini ratio of regencies / cities in East Java, both partially
and simultagdously. Even though accumulated the effect is
small. This shows that the district / city government in East
Java nceds to increase the amount in allocating the
govemment budget to the education sector and the health
sector and the product / service sector. This supports the
theories of economic growth and economic development
that have been put forward by previous experts that human
development is as important as physical infrastructure
development. It even seems that human development needs
to be a priority in development. In accordance with the
allocation of the state budget for education by 30 percent.
Improving education and health can increase innovation and
accelerate the transfer of production technology. The
existence of technology, production becomes more
efficient, increasing the volume and production capacity. In
Malthus's theory states that even though the increase in the
number of population develops in a series while the
production capacity will encourage economic growth in a
series of arithmetic [6]. More important how to balance
between the two. More precisely the economic growth
implemented in the economic development program is more
meaningful in equity, proportional justice. The increase in
goods and services continues to be increased, but also
followed by an increase in the human development index
through increased spending on education, health and
welfare of the population through disparity in income.
Reducing inequality between one another. The Gini ratio is
the model. Sufficient population can subsidize
disadvantaged populations. The main objective of economic
growth is to increase the welfare of the population in various
sectors equally.

4. CONCLUSION

Based on the results of research and discussion can be
concluded that the level of income inequality in each district
/ city has a moderate stage gap. The Gini index of regency /
city in East Java is quite fluctuating, with the highest value
being in Madiun City, Malang City, Blitar City, and
Pasumuan City. Partially capital expenditure and per capita
expenditure each have insignificant influence on the Gini
ratio of districts/cities in East Java. While the open
unemployment rate has a significant effect on the Gini Ratio
of districts/cities in East Java. Capital expenditure, per
capita expenditure, and the level of open unemployment
together have a significant positive effect on the Gini of the
district’s ratio in East Java. Gini Ratio is one approach
model for economic growth and equitable development
through tax instruments and subsidies to the population.
Capital  expenditures deemed important include
infrastructure spending such as roads, bridges, airports,
terminals, ports. Education and health sector expenditure is
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the most important for increasing economic growth and
equitable development in the region.
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