[image: ]Proceeding International Conference on Economic Business
Management, and Accounting (ICOEMA)-2023
Program Studi Doktor Ilmu Ekonomi 
Universitas 17 Agustus 1945 Surabaya-2023


[image: ]Proceeding International Conference on Economic Business
Management, and Accounting (ICOEMA)-2024
Program Studi Doktor Ilmu Ekonomi 
Universitas 17 Agustus 1945 Surabaya-2024 
 

[bookmark: _Hlk180580919]The Impact of Monetary adn Fiscal on Poverty in Indonesia: Analyze Error Correction Model

Al Bina
Faculty of Economic, Universitas Asahan Indonesia
E-mail:  @gmail.com

Received: August, 2024; Accepted: August, 2024; Published: November, 2024
Permalink/DOI: 

Abstract (12 Bold)

This research aims to analyze the impact of monetary and fiscal policy on poverty in Indonesia using the estimation method error Corretion model. The data analysis used uses secondary data from the agency a Indonesian statistics and banking center. The research results show Economic growth has a significant negative impact on Indonesia  poverty monetary policy has a significant negative impact against poverty. fiscal policy has an insignificant impact on poverty, exchange rates and inflation have a significant positive impact on poverty in Indonesia. Poverty reduction in Indonesia is dominated by monetary policy.
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INTRODUCTION
Poverty can be defined as a condition where a person or group of people is unable to fulfill their basic needs such as food, clothing, shelter, education and health services. In Indonesia, the definition of poverty usually refers to the poverty line set by the Central Statistics Agency (BPS), which includes the minimum income needed to meet basic needs.
The main goal of Indonesia's development is to provide prosperity for all Indonesian people (Tanjung et al. 2017). There is a need for policies that can reduce the lives of people, especially the poor. Poverty is a major problem for all countries. The high and unresolved poverty rate has a negative impact on the country's government, especially the high unemployment rate.
Some experts argue that there are only a few types of literature studies regarding the monetary impact on poverty (Tanjung, et al. 2019), different from other studies which discuss inequality and the causes and trends of poverty (Goshit and Longdut 2016). Many researchers only study poverty from fiscal policy. Meanwhile, solving the problem of poverty requires the synergy of all stakeholders. So, to look in depth at the impact of monetary, fiscal policy and other macroeconomic variables on poverty in Indonesia, a more in-depth study is needed regarding the impact of monetary and fiscal policy on poverty in Indonesia.
Based on BPS data, the COVID-19 pandemic has resulted in a re-increase in poverty levels. In March 2020, the poverty rate was recorded at around 9.78%, but increased to around 10.19% in September 2020 due to the impact of the pandemic. BPS data shows that the poverty rate in Indonesia has decreased significantly in the last few decades, although challenges such as the economic crisis and pandemic continue to have an impact that requires adaptive and effective policy responses. Even though the poverty rate has decreased, income inequality is still a serious problem in Indonesia. The Gini Index, which measures inequality, was around 0.381 in March 2023, indicating quite high levels of inequality. Several literatures that study poverty show that there are many factors that influence poverty reduction. 
Elisa, et al. 2023 analyzes the comparative role of the monetary policy transmission mechanism between the interest rate channel and the exchange rate channel in Indonesia for the 2011-2020 period. The research results show that the exchange rate channel is more effective than the interest rate channel because all variables in the exchange rate channel, both short term and long term, have a significant effect. The exchange rate and inflation variables can provide a positive response to economic growth, while net exports and real interest rates provide a negative response. Meanwhile, in the interest rate channel, both short-term and long-term, the variables of savings interest rates, real interest rates, inflation and credit interest rates have a significant effect in providing a negative response to economic growth.

METHOD 
The data analysis used in this study is time-series data used are from 1993 to 2023. The data comes from Bank Indonesia, Central Bureau of Statistics (BPS). According to Agus Widarjono (2013: 336) the right model for time series data that is not stationary is the error correction model (Error Correction Model).
This study used Engle Granger's Error Correction Model (ECM) analysis method to process the data in this study. The reason for using the ECM analysis method is because this method can analyze the short-term and long-term.The ECM test steps are data stationarity test, cointegration test, and ECM test. Data meliputi the poverty rate (POV), monetary policy is measured by interest rate(IR), fiscal policy is measured by aggregate government expenditure (AGS), exchange rate policy (kurs) is measured by the average official US Dollar/Rupiah exchange rate, gross domestic product (GDP) and inflation rate (IR).

Error Correction Model (ECM)
Error Corection Model developed by Domowitz and Elbadawi which is a testing tool used to correct and analyze the short-term and long-term balance of each variable (Nachrowi, 2006: 371). In addition, ECM can also be used to explain why economists face imbalances in the event that phenomena that economists expect do not correspond to reality.
The following is a long-term estimation model in linear form used in this study as follows: : 
Log(POVt) = β0 + β1 log(IRt )+ β2 log(AGS )+ β3 KURSt + β4 log(PDBt )+ β5 INFt + β7 ECM_POVt

While the short-term estimation model using the Engle-Granger ECM approach used in this study:
d(log(POVt)) = α0 ECM_POVt-1 + α1 d(log(IRt) )+ α2 d(log(AGSt ))+ α3 d(log(KURSt )+ α4 d(log(GDPt ))+ α5 d(log(INFt))+ α6 ECT(-1)

RESULTS AND DISCUSSION 
A stationarity test can be done by testing the unit squares developed by Dickey-Fuller. The alternative of the DickeyFuller test is Augmented Dickey-Fuller (ADF) which tried to minimize autocorrelation. This test consists of regression of the first difference of time-series data on the lag variable, lagged difference terms, constant and trend variable. The stationarity test result of time series for all studied variables can be seen in the estimation result described by the following Table 1. 
Table 1 mentioned above shows that there is one stationarity variable datum on level INF because the value of Augmented Dickey-Fuller is bigger than the critical value of McKinnon on a belief degree of one percent. Some other variables are not stationary yet on the level because the statistic value of Augmented Dickey-Fuller is smaller than the critical value of McKinnon, such as POV, IR, AGS, KURS, PDB, and INF.
The solution for this in stationary issue is by performing a test on the first difference level and retest on ADF. Based on table 1 above, it is shown that POV, IR, AGS, KURS, PDB, and INF. variables are stationary on the first difference level because the value of Augmented Dickey fuller is bigger than the critical value of McKinnon on belief degree of one percent. 

Table 1. Stationarity Test
	No 
	Variable 
	ADF Value
	Critical Value
	Probability 
	Stasionary

	1
	POV
	-3.831964
	-3.679322
	0.0142
	1 st Difference

	2
	IR
	-3.889414
	-3.737853
	0.0174
	1 st Difference

	3
	AGS
	-3.859152 
	3.661661
	0.0001
	1 st Difference

	4
	KURS
	-5.232619
	-3.679322
	0.0002
	1 st Difference

	5
	PDB
	-5.189937
	-3.679322 
	0.0002
	1 st Difference

	6
	INF
	-5.828627
	-3.737853
	0.0001
	1 st Difference


Source: Authors’ estimation using e-views 10

Table 2. Cointegration Test
	Hypothesized No. of CE(s)
	Eigenvalue
	Trace Statistic
	0.05 
Critical Value
	Prob.**

	None *
	 0.856427
	 113.2484
	 69.81889
	 0.0000

	At most 1
	 0.585497
	 47.25743
	 47.85613
	 0.0568

	At most 2
	 0.263868
	 17.31447
	 29.79707
	 0.6168

	At most 3
	 0.158897
	 6.898692
	 15.49471
	 0.5895

	At most 4
	 0.029420
	 1.015301
	 3.841466
	 0.3136

	At most 5
	0.203150
	3.045597
	5.507744
	0.2660


Source: Authors’ estimation using e-views 10

Table 2 based on the table above, it shows the occurrence of cointegration or long-term relationship seen from the trace statistic value of 113, 2484> the value of keritis 69.81889 with a probability of 0.0000.  Because there is a cointegration relationship in variables, research can be continued in the ECM test.

Table 3. Long-run model
	Dependent Variable: POV

	Variable
	Coefficient
	Std. Error
	t-Statistic
	Prob.  

	C
	11.39833
	2.069511
	5.507744
	0.0000

	IR
	0.618713
	0.203150
	3.045597
	0.0054

	AGS
	-1.465607
	1.676106
	-0.087104
	0.9313

	KURS
	7.481306
	7.401306
	1.011181
	0.0216

	PDB
	-4.115106
	3.623506
	-1.137835
	0.0260

	INF
	-0.111312
	0.074759
	-1.488945
	0.0490


Source: Authors’ estimation using e-views 10

Table 4. Short-run model
	Dependent Variable: D(POV)

	Variable
	Coefficient
	Std. Error
	t-Statistic
	Prob.  

	C
	-0.119647
	0.322747
	-2.029890
	0.0000

	D(IR)
	0.152171
	0.135871
	1.119967
	0.2743

	D(AGS)
	-2.331107
	1.471106
	-0.158745
	0.8753

	D(KURS)
	4.441607
	8.231506
	0.053983
	0.0474

	D(PDB)
	-4.761807
	4.115106
	-0.115738
	0.0089

	D(INF)
	0.020010
	0.041403
	-0.483294
	0.0005


Source: Authors’ estimation using e-views 10

In the ECM model analysis, changes in independent variables are not only explained by changes in the dependent variable but also by past inequality variables which indicate the rate of adjustment of past inequality to current equality. Changes in poverty levels are determined by monetary policy, fiscal policy, economic growth, exchange rates and inflation, as well as adjustments due to past inequality. Every percent of past inequality will be responded to by adjusting the poverty rate by 11.9647% in the first year so that all inequality will be covered in two years.
Monetary policy, namely interest rates, has a positive effect, meaning that an increase in interest rates (IR) as a proxy for monetary policy reduces poverty by 15.21% in the short term. This research is in line with research by Kashi and Tash (2014) and Tanjung, et al (2019).
Fiscal policy, namely government spending (AGS) on poverty levels, has a negative impact and has no significant impact on reducing poverty in Indonesia. In the short term, aggregate government spending has an impact on reducing the poverty rate by 2.33% and in the long term by 1.46%. This shows that government spending to overcome poverty has not been able to make a significant contribution to reducing poverty, this research is in line with Tanjung, et al (2019). On the other hand, government programs such as village fund allocation, productive family programs, electricity for the poor, social security cards, family hope programs, social assistance and others, still need time to see their impact on reducing poverty rates. This is in line with the findings of Khatibu and Cheyo (2014) who stated that invested government spending takes time to be implemented in reducing poverty rates. The above results are also in line with the results of Oriavwote and Ukawe (2018) who found that fiscal policy with government spending instruments that focus on education spending has a significant effect on poverty alleviation.
The influence of the exchange rate (KURS) on the poverty level has a significant positive impact in the short and long term of 4.44% and 7.48%. The results are in line with Tanjung, et al (2019) and Supriyadi and Kausar (2016) who state that there is a significant impact of the depreciation of the Rupiah value on reducing poverty.
The influence of gross domestic product (GDP) on poverty levels has a significant negative impact in the short and long term of 4.76% and 4.11%. This research is in line with research by Kashi and Tash (2014) and Tanjung, et al (2019).
The impact of inflation (INF) on poverty levels has a negative impact in the long term of 0.11% and a positive short term of 0.02%. This shows that the government's ability to maintain stable economic conditions, although in the long term it has a negative effect, is small. Economic stabilization can have various positive impacts on poverty, such as increasing investment, sustainable economic growth. Consistent economic growth will increase employment opportunities and income for the community, which can ultimately reduce poverty.

CONCLUSION 
This research aims to empirically test the influence of monetary and fiscal policies and other economic variables on poverty in Indonesia from 1993 to 2023. This research also tests inflation and interest rates as monetary policy variables and aggregate government spending as a fiscal policy variable. The results show that the effect of interest rates (IR) on poverty is negative. the effect of government spending (AGS) on poverty is negative. The influence of (KURS) on poverty is positive. The effect of economic growth (GDP) on poverty is negative. Inflation (INF) has a negative impact on increasing poverty in Indonesia. Fiscal policy contributed little to reducing poverty, although the government budget for community empowerment programs was very large but did not reach the target. 
Recommended policies could include adjusting social assistance targets, improving and expanding social assistance programs to make them more targeted. Implement more progressive tax reform, so that people with higher incomes pay more taxes. This increase in tax revenue can be used to finance poverty alleviation programs. Increase transparency and efficiency in the use of the state budget to ensure that allocated funds actually reach the target and are used effectively.
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