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 Increasing the rate of economic growth is one of the biggest goals for 
an area, because it affects macroeconomic conditions in the aggregate 
especially the level of public welfare. Law Number 32 of 2004 
becomes empirical evidence that there is a transfer of responsibility 
from the central government to regional governments in carrying out 
economic development. This research is conducted to determine the 
condition of economic growth in East Java Province with a population 
of 29 districts and 9 cities in the 2014-2018 observation period, the 
number of samples was 190 samples. The data analysis technique is 
carried out through the econometrics model with two stages, namely 
conducting a simultaneous regression analysis of the ordinary least 
square method, then for the second stage, an Arellano-Bond 
Generalized Method of Moment (GMM) analysis is carried out on the 
grounds that many economic variables are dynamic, This means that 
the value of a variable can be influenced by the value of other 
variables and is influenced by the value of the variable concerned in 
the past or previous period,in addition to knowing the short-term and 
long-term effects of economic growth. The findings of the study 
reveal that simultaneous economic growth in East Java Province is 
influenced by agglomeration, fiscal decentralization, poverty rates and 
human development index. Based on the results of the generalized 
method of moment arellano-bond analysis, the researchers find that 
fiscal decentralization have a partial effect on economic growth in the 
province of East Java with the impact of the elasticity of short-term 
and long-term economic growth values. In addition, researchers find 
that economic growth in East Java Province is influenced by the value 
of the variable itself (economic growth) in the previous period. 

This is an open access article under the CC–BY-SA license. 
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1. Introduction 

The rate of economic growth that always increases becomes one of the biggest goals for a 

government. Increased economic growth continuouslywill have a positive impact on all aspects of 

economic development in it, including reducing the ratio of poverty levels and improving people's 

welfare. Maintaining economic growth that always increases becomes an obligation that must be 

implemented by the government. One of the efforts of the Government of Indonesia in improving and 

maintaining economic development stability and improving people's welfare is carried out through the 

role of regional autonomy, including the policy of fiscal decentralization as stipulated in Law No. 23 of 

2004. The existence of fiscal decentralization is expected that local governments can increase regional 

economic development(Rosdyana&Suhendra, 2015); (Sabilla& Jaya, 2014). The implementation of 

sustainable economic development shows the process of improving the welfare of the people in an area 

(Razaq&Christiawan, 2019); (Habibah& Hariyanto, 2018); (Hasanah& Mustofa, 2016). 

The implementation of regional economic development needs to be improved, because it reflects 

the regional economic competitiveness (Wulandari, et. al 2019). This can be done through increasing 

the productivity of goods and services that will have an impact on increasing the Gross Regional 

Domestic Product (GRDP) (Mukhlis, et. al 2019); (Mauleny, 2015). GRDP is an indicator in 

measuring the rate of economic growth(Sardiyo & Dhasman, 2019). In macroeconomic analysis, the 

rate of economic growth is seen from the level of income of a region significantly (Winanto, 2019). 

The rate of GRDP growth in each region needs to be realized as evidence that economic growth can be 

achieved well. The Central Bureau of Statistics noted the economic growth in East Java in 2010-2018 

as follows: 

Table 1. Comparison of Economic Growth in East Java and Indonesia in 2010-2018 

Year East Java Indonesia 

2010 6,68% 6,1% 

2011 7,22% 6,5% 

2012 7,27% 6,11% 

2013 6,55% 5,78% 

2014 5,86% 5,07% 

2015 5,71% 5,8% 

2016 5,48% 5,02% 

2017 5,45% 5,07% 

2018 5,50% 5,17% 

Source: Central Bureau of Statistics2020 

East Java's economic growth rate is higher when compared to Indonesia. This means that East 

Java Province is able to improve the welfare of the community which can be demonstrated through the 

Human Development Index (HDI) and reduce the level of poverty. The following is the HDI data in 

East Java: 

Table 2. Human Development Index in East Java Province 2010-2018 

Year East Java Province 

2010 65,36 

2011 66,05 

2012 66,74 

2013 67,55 

2014 68,14 

2015 68,95 

2016 69,74 

2017 70,27 

2018 70,77 

Source: Central Bureau of Statistics 2020 
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Empirically the fluctuating rate of economic growth in East Java in 2010-2018 is able to have a 

positive impact on the continuous increase in HDI from 2010-2018. Economic growth will have an 

impact on reducing poverty (Pratama&Utama, 2019); (Sari &Nurdin, 2018); (Chen & Wang, 2015). 

The following is the condition of poverty levels in East Java Province in 2010-2018: 

Table3. Provincial Poverty Level in East Java in 2010-2018 

Year East Java Province 

2010 15,26% 

2011 14,23% 

2012 13.08% 

2013 12,73% 

2014 12,28% 

2015 12,34% 

2016 12,05% 

2017 11,77% 

2018 10,85% 

Source: Central Bureau of Statistics 2020 

The living standard of the people of East Java from the aspect of HDI always increases and the 

poverty rate decreases. This is a determining factor for the success of regional economic development 

through economic growth. East Java as one area that can carry out the role of regional autonomy by 

maintaining the stability of the GRDP and fiscal decentralization in the implementation of economic 

development. Economic growth is a process of increasing the capacity of products and services in the 

long run (Muqorrobin&Soejoto, 2017). Regions that have high industrial activity will develop more 

rapidly than regions that have low industrial activity (Mukhlis, et. al 2019). Agglomeration as 

concentration in a certain location, agglomeration saving theory reflects the equilibrium spatial 

configuration of all economic activities in a region (Mauleny, 2015) 

Agglomeration can be interpreted as gathering various types of industries in a particular location 

so that it will have an impact on external savings (agglomeration). Agglomeration is expected to 

provide benefits for one industry to other industries because of the interrelationship between industries 

in productivity. Shandika, et al (2012) measurement of agglomeration can be done in various ways, 

among which is the concept of production agglomeration which can be identified through regional 

GRDP against regional GRDP. Mukhlis, et. al (2019) regions that agglomerate will be able to carry out 

economic development improvement than regions that do not agglomerate. Agglomeration will support 

an increase in industrial productivity in a region (Santoso&Prabatmodjo, 2012). These conditions will 

have an impact on increasing economic growth (Hasanah& Mustofa 2016); (Mukhlis, et. al 2019). The 

study of agglomeration analysis has been conducted by several researchers including Wetwitoo & Kato 

(2017); Hasanah& Mustofa (2016); Wulandari, et. al (2019); (Habibah& Hariyanto 2018) that 

agglomeration has a positive impact on economic development efforts and its role in the economic 

growth of a region. 

The implementation of fiscal decentralization is able to bring changes in the economic 

community of a region. Independence of the rights, authority and obligations in the transfer of all 

government affairs from the central government must be carried out to the maximum by the 

autonomous region in achieving the welfare of society. The more effective the implementation of 

government affairs in the autonomous region in the aspect of economic development, the better the 

welfare of the community. Fiscal decentralization has had the effect of increasing investment in 

infrastructure and development for disadvantaged regions (Kis-Katos&Sjahrir, 2017). Sun, et. al 

(2016); Chaudhry (2014) have identified a very close relationship between fiscal decentralization and 

economic growth. Miri, et. al (2017) analyzes the relationship between fiscal decentralization of 
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income and fiscal decentralization of expenditure on short-term and long-term economic growth. The 

results show that fiscal decentralization can increase economic growth only in the long term.  

Fiscal decentralization is an important issue that shows the effectiveness and efficiency of 

relations between the central government and regional governments (Sabilla&Jaya, 2014); (Malicka, et. 

al 2017). The government is very instrumental in determining the level of economic growth 

(BiyasedanRooderick, 2017). Several studies have shown that the existence of fiscal decentralization 

has a higher expenditure impact than local governments (He & Sun, 2014); (Jia, et. al. 2014). Whereas 

fiscal decentralization has contributed to economic growth (Sun, et. al. 2016). In other cases, 

government revenue plays a very important role in economic growth, because local governments 

cannot depend solely on the region's original revenues. 

Problems regarding poverty are still the target of development policies in each region. Poverty 

level is an indicator of the measurement of success and effectiveness of development performance 

carried out by the government(Pratama&Utama, 2019). Economic growth and poverty levels are very 

complex problems and become important issues in a government(Novriansyah, 2018). The level of 

poverty becomes a multidimensional problem, because in its case it involves a variety of problems that 

are not limited (Purnama, 2016). So that it requires the formulation of government policies as a 

solution to the problem of poverty (Dariwardani, 2014). Therefore, studies on poverty levels must be 

carried out continuously(Rahman, 2017); (Chen & Wang, 2015). Studies on poverty and economic 

growth show dependency on one another in the short and long term (Nyasha, et. al 2017). High levels 

of poverty in an area indicate the inability of people to meet the needs of both goods and services. This 

will have an impact on the minimum level of production of goods and services. The problem occurs 

because people's income is at the minimum level. Increased public demand for goods and services is 

largely determined by the level of community income, this condition has an impact on the level of 

economic growth. 

The increase in economic development is marked by efforts to increase Human Resources (HR) 

carried out by the government, this can be shown through the HDI ratio of an area that is always 

experiencing an increase(Sari &Nurdin, 2018); (Marhaeni, et. al 2014). In one case, quality HR 

investment contributed to economic growth (Ghazo, et. al 2017). Basically, qualified human resources 

can influence the rate of economic growth, so increasing HDI will have an impact on increasing 

economic growth (Syaifullah& Malik, 2017). HDI is an indicator of overall development measures 

(Salim, et. al 2018). The quality of human resources owned by an area is able to determine 

competitiveness through capabilities, expertise and education, so that there is a balance of human 

development and infrastructure development that will have an impact on economic growth(Lengkong, 

et. al 2017); (Muqorrobin&Soejoto, 2017); (Dewi, 2017); (Panggabean, 2014). Nair (2018) in his 

research showed that, in certain conditions an area has a high HDI, but the level of economic growth is 

in a low condition. Babiarz (2018) explained that HDI viewed from economic, technological, 

educational and health conditions can determine the level of community welfare. HDI has an important 

role in the economic growth of a region (Izzah, 2015). Thus, HDI becomes one of the focuses of 

development policies that must be carried out by the government (DewidanSutrisna, 2014). 

Several studies on the analysis of factors that influence economic growth are continuously 

conducted to obtain empirical results. Some of the results of previous studies found that agglomeration, 

fiscal decentralization, poverty levels and the human development index had a significant positive 

effect on economic growth through a multiple linear regression approach with panel data so that only a 

static model was obtained. While empirically many economic variables are dynamic, which means the 

value of a variable can be influenced by the value of other variables and is influenced by the value of 

the variable concerned in the past or previous period. Based on these problems, this study was 

conducted using dynamic panel data regression through the Arellano-Bond Generalized Method of 
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Moment (GMM) approach,with the aim of forming an appropriate model on economic growth in East 

Java and knowing the short-term and long-term impacts of an economic policy. 

2. Literature Review 

Economic Growth 

The development carried out is a process of continuous improvement for the community 

towards a better life (Todaro& Smith, 2006). Classical growth theory explains that natural resources 

become the most basic container in production activities in society, because the available natural 

resources have a maximum limit for the growth of an economy, while human resources (population) 

have a passive role in the process of output growth (Sari &Nurdin, 2018). While the Solow growth 

theory or often called the neoclassical growth model uses two main factors of production namely 

capital and labor as well as a new element namely technology, capital and labor are two things that 

substitute each other (Mubaroq, et al. 2013). In realizing the development of an area requires capital 

and experts as the most important factor (Sukirno, 2006). Economic performance in a region or 

province can be seen through macroeconomic indicators, such as increased employment, community 

income and income distribution (Tarigan, 2004). 

Economic growth is the development of economic activity that causes increased community 

production of goods and services (Sukirno, 2011). Economic growth shows the extent to which all 

economic activity can result in additional income to the community in a certain period (Mankiw, et al. 

2013). One indicator as a benchmark to determine the level of economic growth in a region is the 

Gross Regional Domestic Product (GRDP), as well as one of the important concepts in regional 

economic development and is a measure of the economic success of all economic activities 

(Adisasmita, 2014). GRDP becomes a function of quantitative indicators of the level of community 

welfare in an area and in a certain period (Anita, et al. 2014). Low economic growth in each period 

will have a negative impact on the level of overall community welfare (Sendouw, et al. 2017). Thus, 

the rate of economic growth is highly dependent on the factors of production produced by the region. 

Several studies on factors that can influence the economic growth of an area have been 

conducted to obtain empirical research results. Research conducted by Xiao-Ling, et al (2013) shows 

that agglomeration has a positive influence on economic growth. Sabilla & Jaya (2014) and Mubaroq, 

et al. (2013) conclude that fiscal decentralization has a significant and positive influence on economic 

growth. Novriansyah (2018); Pratama & Darsana (2019) conclude that the poverty rate has a 

significant negative effect on economic growth. Lengkong, et al. (2017); Muqorrobin & Soejoto 

(2017); Izzah, (2015) conclude that the human development index has a significant and positive 

influence on economic growth. 

Agglomeration 

The development of industrial zones (agglomeration) is one way for the government to 

industrialize in its area (Faisal, 2019). Policies related to industrial development based on industrial 

(regional) agglomeration, based on Law no. 3 of 2014 mandates that industrial development must be 

within an industrial area. Thus, industry is the most important element in collaboration with the 

government for the implementation of development of an agglomeration-based industry based on 

applicable regulations. The important role of agglomeration will have a positive impact on the 

exchange of information and easy access to production in an area (Asmawan & Hariyanto, 2017). 

While other impacts arising from the agglomeration are the benefits resulting from the location of 

adjacent industries in certain areas so that the result is low transportation costs (Habibah & Hariyanto, 

2018). A good approach in developing industrial activities can be done through a group approach and 

building interconnected business networks between industries while maintaining fair business 

competition (Wulandari, et al. 2019). Kuncoro in Mauleny (2015), agglomeration saving theory and 
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optimal size theory for a region can describe the equilibrium of spatial configuration of all economic 

activities, classical perspective believes that agglomeration is a spatial form and is associated with a 

form of savings based on the concept of externalities to estimate the amount of economic value that is 

generated. Seeing the importance of the role of GRDP as a benchmark of economic growth in a 

region, the production agglomeration can be done by using the concept of the proportion of sub-

regional GRDP to regional GRDP. 

Research conducted by Mukhlis, et al (2019) explains that industrial agglomeration has a 

significant positive effect on economic growth, the more agglomerated the industry of a region will 

increase economic growth. Wibowo (2013) concludes that agglomeration has a significant positive 

effect on economic growth. Razaq & Christiawan (2019) explain that industrial development has an 

impact on economic development. Research conducted by Xiao-Ling, et al (2013) shows that 

agrolmeration has a positive effect so that it can drive higher economic growth rates. Mauleny (2015) 

explains that agglomeration has a significant and positive influence on economic growth.  

Fiscal Decentralization 

The implementation of fiscal decentralization has become one of the focuses of government 

policy based on Law no. 23 of 2014 which explains that decentralization as the transfer of authority, 

rights and obligations of the central government to autonomous regional governments in regulating 

and managing all government affairs (Khusaini, 2013). The policy is carried out to bring the 

government closer to the people, with fiscal decentralization it is hoped that the government can work 

better. The relatively better level of regional growth has a better level of readiness, the experience and 

capability in managing finance is the main capital to increase regional independence in the era of 

fiscal decentralization (Bashir, 2011). The theory of fiscal decentralization can be seen through two 

approaches, namely the Musgrave and Neo Classical approaches. In Musgravian's view, the existence 

of the public sector (government) to carry out its main functions. Whereas Neo Classic uses a political 

economy approach to find out which local governments are perceived as individuals, local 

government choices are closer to or in line with individual choices than central government choices 

(Parhah, 2019). In economics, fiscal decentralization is the most important issue to be examined in an 

effort to find out the effectiveness and efficiency of the relationship between the central government 

and autonomous regional governments (Sabilla & Jaya, 2014). Fiscal decentralization can encourage 

per capita income in an area (Yushkov, 2015). In a case of fiscal decentralization, the existence of 

Revenue Sharing and Original Regional Revenue will increase government spending through 

increasing per capita income, Government expenditure aims to increase production capacity through a 

project that refers to economic growth (Pratama&Utama, 2019). Fiscal decentralization policy has an 

important role in increasing the welfare of the community through government programs while at the 

same time affecting economic growth (Priyono, et al. 2019). 

Research conducted by Sabilla & Jaya (2014) concludes that fiscal decentralization has a 

significant and positive influence on economic growth. Mubaroq, et al. (2013), the results of his study 

explain that fiscal decentralization has an influence on economic growth with a confidence level of 1 

percent. Bashir (2011) explains that fiscal decentralization has an impact on increasing economic 

growth in a region. Penelitian-penelitian sebelumnya menunjukkan bahwa desentralisasi fiskal 

mempunyai pengaruh signifikan dan positif terhadap pertumbuhan ekonomi, it means that the more 

effective and efficient implementation of the role of fiscal decentralization, the more it will increase 

the economic growth of a region (Anita, et al. 2014); (Priyono, et al. 2019); (Salim, et al. 2018). 

Poverty Level 

Poverty level is one of the targets in development in an area with the aim of getting a smaller 

income gap, poverty is a multidimensional problem in development that involves preferences, values 

and politics (Purnama, 2016). Poverty is one indicator in measuring the success of development 
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implementation (Pratama&Utama, 2019). Poverty is not only limited to economic inability, but the 

failure to fulfill basic rights and the differences in the treatment of individuals or groups in living a 

dignified life (Novriansyah, 2018). Poverty is one of the fundamental problems because it involves 

meeting basic needs in life and poverty becomes a global problem faced by each region (Yacoub, 

2012). High levels of poverty will adversely affect macroeconomic aspects such as economic growth 

and other macroeconomics (Dewi, et al. 2017). The poverty level shows the extent to which the 

community can meet their basic needs. Mirza (2011) Poverty can be seen from residents who are 

economically unable to meet the needs of 2100 calories equivalent and other basic needs that can be 

seen from the percentage of poor people below the poverty line of an area and can be accessed 

through the Central Bureau of Statistics. 

Previous research conducted by Novriansyah (2018) concludes that poverty rates has a 

significant negative effect on economic growth, in his research explaines that the increasing level of 

poverty will have an impact on reducing the rate of economic growth. Jafar (2017) explains that high 

levels of poverty will have an impact on low economic growth rates. Pratama & Darsana (2019) 

explain that the level of poverty has a significant negative effect on economic growth, high levels of 

poverty in an area will have an impact on reducing the rate of economic growth. 

Human Development Index (HDI) 

United Nation Development Program (UNDP) explains that the main purpose of development 

is to create an environment that allows people to enjoy healthy living, long life and lead productive 

lives, in response to criticisms of the previous HDI in November 2010 UNDP introduced the HDI 

method with indicators health index (life expectancy at birth), education index (length of school 

expectancy, average length of school) and expenditure index (adjusted per capita expenditure). 

Human development is one measure of overall development performance that can be seen from 

several dimensions, including longevity and healthy living, knowledge and a decent life 

(Noviatamara, et al. 2019). The human development index is an index that explains how the 

population can access the results of development in an effort to obtain health, education, health and 

others (Badan Pusat Statistik, 2020). Human development index is one way to determine the quality 

of life of the community and to find out the level of success of development in the long-term (Fajar & 

Azhar, 2018). The number of human development index between 0-100, the higher the number of 

human development index in an area, it will show that the better human development in the area. 

Erwin, et al. (2013) explain that the human development index is divided into three groups including 

the first group is <50 which shows that the human development index is in the low category, the 

second group is 50-80 which shows that the human development index is in the middle / medium 

category and the third group is > 80 which indicates that the human development index is in the high 

category. The human development index based on the Central Bureau of Statistics (2020) explains 

that the human development index is a composite index calculated through a simple average of life 

expectancy index, education index and decent living index, the calculation of the human development 

index can use the following formula: 

HDI = 1/3 (X1 + X2 + X3) 

Information: HDI : Human development index 

  X1 : Life expectancy index 

X2 : Education index 

X3 : Decent standard of living index 

Previous studies conducted by Lengkong, et al. (2017) conclude that the human development 

index has a significant and positive influence on economic growth, the increasing quality of the 

development index, the more impact on increasing economic growth. The results of the study are 

consistent with research conducted by Fajar & Azhar (2018) which find that the human development 
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index haa a significant and positive effect on economic growth. Some previous studies that find that 

the human development index has a significant and positive influence on economic growth include 

research conducted bySyaifullah & Malik (2017); Muqorrobin& Soejoto (2017); Izzah, (2015). 

3. Research Method 

This research uses descriptive quantitative analysis with secondary data types sourced from the 

Central Bureau of Statistics. The population in this study are 29 districts and 9 cities in East Java 

Province with an observation period of 2014-2018 so that this study uses panel data, thus the number of 

samples in this study are 190 samples. While the measurement scale in this study uses a nominal scale. 

Data collection techniques are carried out by searching and downloading files on the official website of 

BadanPusatStatistik in 29 Regencies and 9 Cities in East Java Province and the official website of 

BadanPusatStatistikJawa Tengah dalamangka/tahun2014-2018. The data analysis technique was 

carried out with the econometrics model through two stages, namely conducting a regression analysis 

simultantly with the Ordinary Least Square (OLS) method, sThen for the second stage, the Arellano-

Bond Generalized Method of Moment (GMM) analysis is performed with the software version of the 

stata version 14. Equations of the research model are as follows: 

EGi,t= β0 +  δEGi,t-1 + β1AGi,t + β2FDi,t + β3PLi,t + β4HDIi,t +ɛi,t 

the following is a measurement of each variable in this study: 

 

Table 4. Measurement of Research Variables 

Variable Variable Measurement Scale of 

Measurement 

Dependent 

Variable 

  

Economic 

growth 

Percentage of gross regional domestic income 

based on constant prices obtained from the 

Central Statistics Agency in 29 Regencies and 9 

Cities in East Java Province in 2014-2018 

 

Nominal scale 

Independent 

Variable 

  

Agglomeration 
𝐴𝑔 =

𝐺𝑅𝐷𝑃𝑅𝑒𝑔𝑒𝑛𝑐𝑦 / 𝑐𝑖𝑡𝑦

𝐺𝑅𝐷𝑃𝑝𝑟𝑜𝑣𝑖𝑛𝑐𝑒
× 100% 

 

Nominal scale 

Fiscal 

decentralization 
𝐷𝑓 =

𝑅𝑆𝐹 + 𝐿𝐺𝑅

𝐺𝑜𝑣𝑒𝑟𝑛𝑚𝑒𝑛𝑡 𝐸𝑥𝑝𝑒𝑛𝑑𝑖𝑡𝑢𝑟𝑒𝑠
× 100% 

 

Nominal scale 

Poverty level Percentage of poverty level obtained from the 

Central Statistics Agency in 29 Regencies and 9 

Cities in East Java Province in 2014-2018 

 

Nominal scale 

Human 

development 

index 

Human development index values obtained from 

the Central Statistics Agency in 29 Regencies and 

9 Cities in East Java Province in 2014-2018 

 

Nominal scale 

Source: Data processed in 2020 

4. Results and Discussion 

This study uses two steps of data analysis namely simultancy testing with ordinary least square 

to determine the effect of exogenous variables such as agglomeration, fiscal decentralization, poverty 

level and human development index on economic growth. The next step is to conduct an arellano-

bond generalized method of moment analysis to find out endogenous variables of economic growth 

that are influenced by the values of other variables and the values of the relevant variables in the 
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previous period, besides that, it can know the short-term and long-term effects arising from the 

influence of other variables and the variables concerned. 

The following are the results of simultaneous data analysis with ordinary least square: 

Table 5. Estimation results simultaneously with ordinary least square 

Predictor Coefficient 
Standard 

Error 
t P-value 

δEGi,t-1 0.8590176 0.0477657 17.98 0.000 

AGi,t -0.0088437 0.0127803 -0.69 0.490 

FDi,t 0.1850618 0.0706587 2.62 0.010 

PLi,t 0.0226214 0.0485663 0.47 0.642 

HDIi,t 0.0189387 0.0313212 -0.60 0.546 

β0 3.7114 2.0314 1.83 0.069 

 R2 = 0.626432 Prob (F-statistic)= 0.00000 Durbin Watson =0.086732 

Source: Data processed by researchers based on Stata v output. 14 

Based on the results of simultaneous data analysis with ordinary least square in table 5 above it 

can be explained that the results of data analysis show the value of Prob. F-statistic of 0.00000 with a 

significance level in this study was 0.05 or 5 percent. This means that there is a simultaneous 

influence of exogenous variables of agglomeration, fiscal decentralization, poverty rates and human 

development index on economic growth. R-Square value of 0.626432 indicates that the overall 

influence of exogenous variables on economic growth is 62.64 percent. While the remaining 37.36 

percent endogenous variables of economic growth are influenced by other variables not discussed in 

this study with a low Durbin Watson value of 0.086732. Seeing these results then the next is the 

generalized method of moment analysis.  

The following are partial test results with generalized method of moment in this study: 

Table 6. Partial Test Results with the Generalized Method of Moment Model 

Predictor Coefficient Standard Error Z P-value 

δEGi,t-1 1.086477 0.0055415 196.06 0.000 

AGi,t -2.9106 5.2706 -0.55 0.581 

FDi,t 0.0683876 0.0304997 2.24 0.025 

PLi,t -0.0034911 0.0035998 -0.97 0.332 

HDIi,t 0.0008497 0.0015065 0.56 0.573 

β0 -0.9315477 0.8123993 -1.15 0.252 

Source: Data processed by researchers based on Stata v output. 14 

Partial test results with generalized method of moment show that the p-value of exogenous 

variables include agglomeration of 0.581, fiscal decentralization of 0.025, poverty rate of 0.332 and 

human development index of 0.537. Thus, partially the exogenous variables in this study indicate that 

only the fiscal decentralization variable has a significant and positive influence on the endogenous 

variables of economic growth as indicated by the p-value of 0.025 which is less than 0.05 with a 

positive coefficient of 0.0683876. In addition, the influence of exogenous fiscal decentralization 

variables has a significant effect on alpha 0.05 so H0 is rejected. This shows that the predictor model 

can be used. 

Table 7. Arellano-Bond Test Results 

Order Z Prob 

1 -1.9596 0.0500 

2 0.44824 0.6540 

Source: Data processed by researchers based on Stata v output. 14 
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Based on the results of the Arellano-bond test in Table 7 above shows that the use of the 

dynamic panel data method with the arellano-bond generalized method of moment analysis approach 

has met the criteria of the best model statistically, which is consistent and the instrument variables 

used in this model are valid. The Arellano-Bond (AB) results in order 1 show p-value of 0.0500 and 

order 2 of 0.6540. 

Table 8. Sargan Test Results 

Sargan Test 

Chi2(5) Prob > Chi2 

10.68572 0.0580 

Source: Data processed by researchers based on Stata v output. 14 

 

The sargan test results in table 8 above show that the probability value is 0.05, this study uses 

an alpha level (α) of 5 percent, so the decision is H0 rejected. Then, the estimation can be said to be 

consistent and there is no autocorrelation in the first difference order error. The following is a model 

of the arellano-bondgeneralized method of moment: 

Table 9. Generalized Method Of Moment Arellano-Bond (GMM-AB)Model 

Predictor Coefficient P-value 
Elasticity 

Short-term Long-term 

δEGi,t-1 1.086477 0.000   

AGi,t -2.9106 0.581 -0.0000132 7.4206 

FDi,t 0.0683876 0.025 0.0086093 0.1281659 

PLi,t -0.0034911 0.332 -0.0105466 0.0035644 

HDIi,t 0.0008497 0.573 -0.0021029 0.0038023 

β0 -0.9315477 0.252   

Source: Data processed by researchers based on Stata v output. 14 

The equation model in the Arellano-Bond Generalized Method Of Moment (GMM-AB) is as 

follows:  

EGi,t = -0.9315477    +  1.086477   EGi,t-1 + -2.9106   AGi,t + 0.0683876   FDi,t  - 0.0034911   PLi,t + 

0.0008497   HDIi,t + ɛi,t 

 

Partial test results with the generalized method of moment model based on table 6 above shows 

that the exogenous variable agglomeration, poverty level and human development index do not affect 

economic growth in East Java Province. The results of this study empirically show that the increase in 

economic growth in the province of East Java can be influenced by other economic variables broadly. 

Agglomeration, poverty level and development index in East Java Province are not the only factors 

that can determine the level of economic growth better. The condition of economic growth in East 

Java Province in this study is conducted with the 2014-2018 observation year showing fluctuating 

data, while the percentage of poverty level and human development index always increases for the 

better. This situation shows that the focus of the East Java Provincial Government is more on reducing 

the percentage level of poverty and increasing the human development index. Whereas the 

agglomeration conditions in East Java Province in this study are calculated by comparison between 

Regency / City GRDP against Provincial GRDP with percent unit showing insignificant results. This 

phenomenon empirically shows that increasing economic growth in the province of East Java is 

carried out with a variety of alternatives not only to the effectiveness and efficiency of the industry 

but in the aggregate more emphasis on the implementation of fiscal decentralization. Based on the 

findings of the researchers supported by empirical evidence that economic growth in the province of 

East Java show a fluctuating percentage results, the East Java provincial government emphasizes 
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more on economic aspects in improving economic growth, among others increasing industries and 

industrial areas with a focus on agglomeration. 

Based on the results of the Arellano-bond generalized method of moment test in table 9 above, 

it can be seen that the lag coefficient of economic growth has a significant positive effect on economic 

growth. This means that economic growth in the previous period has an influence on the economic 

growth of the current period in this study. In this model, it shows that the exogenous variable fiscal 

decentralization has a significant and positive influence on the endogenous variable of economic 

growth, which is partially characterized by a positive coefficient of 0.0683876 and a p-value of 0.025, 

which is less than the significance level of 0.05. Exogenous variables of fiscal decentralization have 

an elasticity of short-term and long-term effects on economic growth. In this model every 1 percent 

increase in fiscal decentralization will increase economic growth in the short term by 0.008 percent 

and in the long run increase economic growth by 0.128 percent. 

Exogenous variables in this study simultaneously have a significant effect on economic growth 

which is shown based on the results of OLS analysis. These results indicate that economic growth in 

East Java Province is largely determined by several factors including agglomeration, fiscal 

decentralization, poverty rates and the human development index. The findings of this study indicate 

that in an effort to increase economic growth in the province of East Java can be done through more 

than one alternative that is related in the aggregate and have a good impact on improving economic 

growth. Economic growth in this study is seen through the proportion of gross regional domestic 

income based on constant prices obtained from the Central Statistics Agency in 29 Regencies and 9 

Cities in East Java Province in 2014-2018, these results indicate that each district and city in East Java 

Province has a contribution in increasing economic growth. 

Arellano-bond generalized method of moment analysis is done on the grounds that empirically 

many economic variables are dynamic, which means the value of a variable can be influenced by the 

value of other variables and is influenced by the value of the relevant variable in the past or previous 

period. The analysis shows partially economic growth in the province of East Java is influenced by 

fiscal decentralization and economic growth in the previous period with an increase that is indicated 

through the short-term and long-term influence. This study find that this year's economic growth in 

this study is influenced by fiscal decentralization and economic growth in the previous year. The 

increase in economic growth in the province of East Java is largely determined by the role of fiscal 

decentralization and economic growth in previous years. The Government of East Java Province in an 

effort to increase economic growth based on the findings of this study can be done by further 

improving the performance of local governments in 29 Regencies and 9 Cities in East Java Province 

to be more effective and efficient in implementing their role as an autonomous region, besides that 

economic growth in East Java Province must be maintained from year to year. 

Solow growth theory or often called the Neoclassical growth model uses two main factors of 

production namely capital and labor and a new element namely technology. Rostow's theory explains 

that in accelerating economic growth can be done by strengthening national saving. Rostow's theory is 

made clear by the Harord-Domar theory which explains that the higher savings and capital stock will 

increase economic growth. Referring to the theory, the East Java Provincial Government in 

accelerating and increasing economic growth can be carried out based on the role in carrying out 

autonomous regions through the Regional Revenue and Expenditure which is managed effectively 

and efficiently in an effort to improve the welfare of the community. Some positive impacts of the 

government's role in implementing fiscal decentralization through development programs include 

increasing employment so that it can reduce the unemployment rate, increase people's income so that 

it will have an impact on increasing economic growth. This phenomenon indicates that there is a need 

for government synergy in optimizing development programs by adjusting community problems and 

needs so that the level of community welfare can be achieved. Law No. 32 of 2004 shows that the 
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government or autonomous region has full rights to the rights and authority in regulating and 

managing the affairs of the regional government as a form of delegation of responsibility from the 

central government. The theory of fiscal decentralization can be seen through two approaches, namely 

the Musgrave and Neo Classical approaches (Parbah, 2019). In the view of Musgravian explained that 

the existence of the public sector (government) to carry out the main functions, Neo-Classic is a 

political economy approach to find out that local government is considered as an individual, the 

choices of local government are closer to or in accordance with individual choices than the choices of 

the central government. 

Fiscal decentralization has an important role in economic growth in East Java Province, the 

more effective and efficient role of fiscal decentralization carried out by the Government of East Java 

Province, the more it will have an impact on increasing economic growth. This research shows that 

fiscal decentralization affects economic growth both long term and short term. These findings are 

consistent with research conducted by Yushkov (2015) which explains that fiscal decentralization can 

encourage per capita income in an area. In a case of fiscal decentralization, the existence of Revenue 

Sharing and Original Regional Revenue will increase government spending through increasing per 

capita income, Government expenditure aims to increase production capacity through a project that 

leads to economic growth (Pratama dan Utama, 2019). Fiscal decentralization policy has an important 

role in increasing the welfare of the community through government programs while at the same time 

affecting economic growth (Priyono, et al. 2019). Several studies have shown that the existence of 

fiscal decentralization has a higher expenditure impact than local governments (He & Sun, 2014); 

(Jia, et. al. 2014). Whereas fiscal decentralization has contributed to economic growth (Sun, et. al. 

2016). In other cases, government revenue plays a very important role in economic growth, because 

local governments cannot depend solely on the region's original revenues. 

In addition to the influence of fiscal decentralization on economic growth both short and long 

term,this study finds that through the analysis of the arellano-bond generalized method of moment 

economic growth in East Java Province was influenced by the economic growth of the previous year. 

The findings in this study confirm that empirically economic growth in East Java Province is not only 

influenced by the value of other variables but is influenced by the value of the variable itself 

(economic growth) in the previous year. Economic growth in this study is seen through GRDP in 29 

Regencies and 9 Cities in East Java Province in the period 2014 to 2018. Thus, the efforts of the East 

Java Provincial Government in increasing economic growth are carried out by taking into account the 

increase in GRDP in each Regency and City and continuing to strive for optimization and economic 

growth from year to year.  

Economic growth indicates the extent to which the development of economic activity is causing 

an increase in community production of goods and services (Sukirno, 2011). Economic growth shows 

the extent to which all economic activity can result in additional income to the community in a certain 

period (Mankiw, et al. 2013). In realizing the development of an area requires capital and experts as 

the most important factor (Sukirno, 2006). Economic performance in a region or province can be seen 

through macroeconomic indicators, such as increased employment, community income and income 

distribution (Tarigan, 2004). Thus, economic growth in the province of East Java can be done with 

various efforts to increase GRDP, including improving the quality of human capital owned in the 

implementation and development of industries to increase the productivity of goods and services, an 

increase in capital and investment as a form of improving the quality and quantity of the industry so 

that the high absorption of labor and increasing income per capita of the community which has an 

impact on increasing consumption of goods and services each period. 
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5. Conclusion 

Based on the results of data analysis and discussion in this study, it can be concluded that 

simultaneously economic growth variables in East Java Province are influenced by agglomeration, 

fiscal decentralization, poverty rates and human development index through the ordinary least square 

approach. Based on the Arellano-bond generalized method of moment approach using panel data as 

well as being the focus of this research, the researchers find that fiscal decentralization has a partial 

effect on economic growth in the province of East Java with the impact of the elasticity of the value of 

economic growth both short and long term. In addition, researchers find that economic growth in East 

Java Province was influenced by the value of the variable itself (economic growth) in the previous 

period. The findings in this study can contribute knowledge and as a basis for economic policy 

making by the government on economic growth that is strongly influenced by the implementation of 

fiscal decentralization and the value of economic growth in the previous period, sso that it is 

necessary to improve the quality of the implementation of fiscal decentralization through programs 

that lead to increased economic growth from year to year. Thus, the suggestions for further research 

are more broader research objects and extended periods of observation, besides using other 

macroeconomic variables as exogenous variables. 
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