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ABSTRACT

Relevance. This study examines how socioeconomic factors such as poverty, cap-
ital expenditure, and human development shape economic growth in East Java,
Indonesia. Understanding these relationships is important because they help ex-
plain how key development variables interact to influence regional economic per-
formance. As one of Indonesia’s most populous and economically diverse prov-
inces, East Java provides a critical context for analyzing the role of government in-
tervention and development disparities in shaping economic outcomes.
Research objective. This study investigates the relationship between the Hu-
man Development Index (HDI), poverty, General Allocation Fund (GAF), cap-
ital expenditure, and regional economic growth in East Java, Indonesia.

Data and methods. A fixed effects panel data regression model is employed us-
ing data from districts/cities in East Java over the period 2018-2023. The data
are obtained from Statistics Indonesia (BPS) and the Directorate General of Fis-
cal Balance, Ministry of Finance.

Results. The findings indicate that HDI and capital expenditure have a posi-
tive effect on regional economic growth in East Java, while poverty has a nega-
tive effect. In contrast, GAF is found to have no significant impact on economic
growth. The novelty of this study lies in its subnational panel approach, which
captures regional heterogeneity in growth determinants that is often masked in
national-level analyses.

Conclusions. The results provide relevant implications for both theory and pol-
icy in regional economic development, particularly regarding the limited effec-
tiveness of GAF in promoting economic growth in East Java.
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AHHOTAIIUSA

AKTyanbHOCTb. B JTaHHOM McCTIeOBaHUM U3y4yaeTcs, KaK COLMalbHO-3KOHO-
Muueckue GpakTopbl, Takye Kak 0eHOCTDb, KalMTalbHble PACXO/bI U1 YeloBe-
YecKoe pasBuTye, POPMUPYIOT SKOHOMUYECKMil pocT B BocTouHoit e, MH-
moHesus. [ToHnMaHMe 3TUX B3aMMOCBA3€ll BaYKHO, IOCKOIbKY OHU IIOMOTAIOT
00BSICHUTD, KaK KII0UeBble IepeMeHHbIe Pa3BUTUA B3aVIMOLEVICTBYIOT, BN
Ha pervoHaNbHble 5KOHOMMYECKME NOKa3aTenu. SBnAsach ofHOM U3 CaMbIX I'y-
CTOHACE/IEHHBIX Y SKOHOMMYECKV PasHOOOpasHbIX MPOBMHIMIT VIHOHE3NUM,
Bocroynas fIBa npepcraBiseT co60it KpUTUIECKY BaXKHBII KOHTEKCT /1 aHa-
7132 pOJU TOCYAAPCTBEHHOTO BMEIIaTeIbCTBA U JUCIIPOTIOPIUI B Pa3BUTUM,
(hopMUpPYIOINX S9KOHOMUYECKIE Pe3y/IbTaThL.
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Ienp mccnepoBanmsaA. JlaHHOE MCCIEOBaHNE U3y4YaeT B3aUMOCBA3b MEXIY
MHpexcom genoBedeckoro passutus (MYP), 6egHocTbio, O61muyM annokanmu-
oHHBIM (oHRoM (OAD), KanMTaNTbHBIMY PACXOfJaMI V1 PETrYOHAIbHBIM 9KOHO-
MMYeCKUM pocToM B BoctouHoit fBe, VInnoHe3us.

JJaHHBIe M MeTORBIL. VICIIONMb3yeTcs MOJieb ITaHEeTbHOI perpeccuy ¢ QUKCU-
poBaHHBIMU 3¢ eKTaMM Ha OCHOBE JAHHBIX II0 OKpyram/ropopaM BoctouHoit
SBbI 32 mepuon 2018-2023 rr. [lannble nonydeHs! 13 CTaTUCTUYECKOTO yIIpaB-
nenusi Vingonesnu (BPS) u lenepanbHoro gupexropara mo ¢puckanipbHoMy 6a-
naHcy MuHucTepcTBa PMHAHCOB.

PesynbraThl. IlomyyeHHble pe3ynbTaThl IOKa3bIBaloT, yTo VIYP 1 kanurans-
HbI€ PAcXOfbl OKa3bIBAIOT IIOIOXKUTENbHOE BIIUAHME Ha PETYOHAIbHBI 5KOHO-
MUYecK1it pocT B BoctouHoi1 SIBe, B TO BpeMs KaK 0€HOCTb OKa3bIBaeT OTPU-
LaTenbHOe BausAHMe. Hamportus, ycranosneHo, uto OAQ He oKasbIBaeT 3Ha-
YMMOTO BJIMSAHUA HAa S3KOHOMUYECKuI1 pocT. HoBu3Ha JaHHOTO MCCTef0BaHNA
3aK/II0YaeTCs B €r0 CyOHALMOHAIbHOM IIaHEe/IbHOM ITOJIXOfIe, KOTOPBIil yINTHI-
BaeT PErMOHANBbHYIO FeTEPOreHHOCTD JIETEPMIHAHT POCTa, OOBIYHO CKPBITYIO
IIpM aHa/IM3€e Ha HAI[MOHA/IbHOM YPOBHE.

BpiBopbl. Pe3ynbTaThl MMeEIOT aKTyajlbHble CTIEACTBUA KaK [ TEOPUMU, TaK
¥ IJIs1 TOMUTYKI B 06/IaCTY PETMOHATIBHOTO 9KOHOMIYECKOTO PasBUTHSI, 0CO-
O€HHO B OTHOIIEHMY OrpaHudeHHoN sddextusHoctu OAD B copeiicTBUM
9KOHOMIYECKOMY pOCTy B BocTo4yHo fBe.
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Introduction

Economic growth remains a central objec-
tive of Indonesia’s national development agenda,
particularly in achieving the vision of equitable
and sustainable development by 2045 (Ningrum
et al., 2024). Beyond increasing national income,
economic growth contributes to higher living
standards, poverty reduction, and overall socio-
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economic development (Boskin, 2019; Le et al,,
2022). However, growth performance varies con-
siderably across Indonesian provinces due to dif-
ferences in regional economic structures and de-
velopment capacities (Badriah, 2024). Among
these provinces, East Java plays a strategic role
as the second-largest contributor to the national
economy, making its growth performance partic-
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ularly important for Indonesia’s broader econom-
ic development (Mukhlis et al., 2025).

A growing body of literature suggests that
economic growth is shaped by both structural
and policy-related factors. Human development,
government capital expenditure, poverty, and fis-
cal transfers are frequently identified as key deter-
minants of regional economic performance (Alj,
2025; Ferraz et al., 2025). In particular, the Hu-
man Development Index (HDI) reflects the qual-
ity of human capital through education, health,
and living standards, which are widely recognized
as drivers of productivity and innovation. Consis-
tent with this perspective, improving human de-
velopment has become a major policy priority in
East Java. Although the province recorded an
HDI of 73.36 in 2023, classified as a high level of
human development (BPS, 2024), substantial dis-
parities persist across districts and municipalities.
Urban areas such as Surabaya, Malang, and Ma-
diun continue to outperform rural and coastal re-
gions, including Sampang and Sumenep, suggest-
ing uneven development outcomes that may in-
fluence regional economic growth.

Poverty remains another major challenge. Ex-
tensive evidence indicates that poverty constrains
economic growth by limiting access to education,
healthcare, and productive economic opportu-
nities (Thorbecke, 2013; Xiong et al., 2022). Re-
gions with persistent poverty often experience
lower productivity, weaker local markets, and re-
duced capacity to benefit from public investment.
Despite recent progress, poverty remains rela-
tively high in East Java. In 2023, approximate-
ly 10.77 % of the province’s population — more
than four million people — lived below the pov-
erty line (BPS, 2024), highlighting the continuing
need for inclusive development policies.

Fiscal policy also plays a critical role in re-
gional development. GAF serves as a key instru-
ment of Indonesia’s fiscal decentralization sys-
tem, aiming to strengthen local fiscal capacity
and reduce interregional disparities (Wirandana
& Khoirunurrofik, 2024; Yusri, 2022). Many dis-
tricts and municipalities in East Java remain high-
ly dependent on these transfers due to limited lo-
cally generated revenue and relatively weak eco-
nomic bases (Mukhlis et al., 2025). At the same
time, regional government capital expenditure is
expected to stimulate growth by financing infra-
structure and public services that enhance pro-
ductivity and connectivity (Amri et al.,, 2023;
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Mukhlis & Simanjuntak, 2018). However, the ef-
fectiveness of such spending depends on sound
planning, implementation, and oversight. Poorly
targeted investments can reduce the economic re-
turns of public expenditure and limit its contribu-
tion to growth (El Aissaoui & Dkhissi, 2024; Hus-
sain et al., 2022; Kolawole & Odubunmi, 2015;
Ngoc & Trang, 2024).

Given the importance of these factors, a sub-
stantial body of research has examined the de-
terminants of economic growth. Existing studies
have largely focused on infrastructure develop-
ment (Nugraha et al., 2020; Sianturi et al., 2023),
human capital (Windhani et al., 2023), or indus-
trial development (Salendu, 2021). While some
studies have investigated the effects of HDI and
poverty on economic growth at the national lev-
el (Asmara et al., 2024; Masduki et al., 2022), lim-
ited attention has been given to the combined ef-
fects of human development, poverty, fiscal trans-
fers, and capital expenditure at the regional level.
Consequently, little is known about how these fac-
tors interact to influence economic growth within
specific provinces.

This study addresses this gap by examining
the effects of HDI, poverty, General Allocation
Funds, and regional government capital expendi-
ture on economic growth in East Java. By focus-
ing on a province characterized by both strong
economic performance and significant regional
disparities, the study provides new empirical ev-
idence on the determinants of regional growth
and offers insights for designing more inclusive
and effective development policies.

Therefore, this study seeks to address existing
gaps in the literature on regional development by
providing a more context-specific analysis of eco-
nomic growth at the provincial level, offering in-
sights that are directly relevant for policymaking
at both provincial and district levels. Specifically,
the study addresses the following research ques-
tions:

RQ1. How do human development and pov-
erty influence regional economic growth in East
Java?

RQ2. What is the role of fiscal instruments,
particularly general allocation funds and regional
capital expenditure, in shaping regional economic
growth in East Java?

The research provides several substantial con-
tributions. First, it provides empirical evidence
to support more informed and context-sensitive
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policymaking in East Java. The findings highlight
that the effectiveness of fiscal resources depends
not only on their magnitude but also on how well
they align with human development conditions
and regional needs in driving economic growth
outcomes. Second, the study contributes to the
evaluation of fiscal decentralization by examin-
ing how central government transfers are utilized
by provincial and district governments and how
they influence development priorities. Overall,
the findings support the design of more equita-
ble, growth-oriented development policies, par-
ticularly in regions with structural disparities and
uneven development capacities.

The remainder of the paper is organized as
follows. The next section presents a comprehen-
sive literature review and methodology, followed
by the results and discussion, which compare the
findings with previous studies and relevant the-
ories. The final section concludes the paper and
outlines policy implications.

Theoretical framework
Human Development Index

The Human Development Index (HDI) is
a composite indicator that captures human devel-
opment across three main dimensions: a long and
healthy life (health), knowledge (education), and
a decent standard of living (income). According
to Becker’s (1964) human capital theory, improve-
ments in education and health enhance the qual-
ity of human resources, thereby increasing labor
productivity and fostering economic growth.

At the ASEAN level, HDI has shown a steady
increase from 0.611 in 2001 to 0.726 in 2020, with
Singapore, Brunei, Thailand, and Malaysia lead-
ing in performance, while Indonesia, Vietnam,
and the Philippines remain in the middle range
(Nam & Ryu, 2023). In most ASEAN countries,
economic growth positively influences HDI; how-
ever, there are exceptions, such as Indonesia and
Malaysia, where non-economic factors, including
governance and public awareness, play a stronger
role (Kaewnern et al., 2023).

In the Indonesian context, Arsyad (2019)
notes that higher HDI expands opportunities for
productive economic participation, reduces in-
equality, and enhances regional competitiveness in
the global economy. Improvements in HDI re-
flect better human resource quality, which in turn
strengthens productivity and regional econom-
ic performance. Empirical evidence from various
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regions supports this relationship. For instance, a
study in North Sumatra found that a one-unit in-
crease in HDI can raise gross regional domestic
product by 42.58 %, indicating a strong link be-
tween human capital and economic output (Sho-
bri et al., 2022).

In light of the above, the first hypothesis is
formulated as follows:

H1: HDI influences regional economic
growth in East Java.

Poverty

Poverty is a condition in which individuals or
households are unable to satisfy fundamental re-
quirements, including food, housing, education,
and health (Lister, 2021). In development eco-
nomics, high poverty levels are widely regarded as
a barrier to economic growth, as they reduce pur-
chasing power and increase the government’s so-
cial welfare burden (Thorbecke & Ouyang, 2022).
Todaro and Smith (2015) further argue that pov-
erty restricts access to productive resources, trap-
ping individuals in a cycle of deprivation that lim-
its their contribution to economic activity. As a
result, poverty reduction is not only a social ob-
jective but also a key economic strategy.

Comparative evidence from ASEAN coun-
tries shows that while nations such as Singapore,
Malaysia, and Thailand have achieved econom-
ic growth alongside relatively low poverty rates,
others, such as Cambodia, Laos, Myanmar, and
parts of Indonesia, continue to experience re-
gional inequality and uneven convergence de-
spite growth in certain provinces (Chen & Zhang,
2023; Mendez et al., 2021). In the context of East
Java, Dianti and Sishadiyati (2024) find that pov-
erty has a significant negative effect on econom-
ic growth, where higher poverty rates are associ-
ated with lower regional economic performance.
This highlights the importance of strengthening
community empowerment programs and devel-
oping the informal sector to accelerate poverty re-
duction.

Moreover, Cerra et al. (2021) emphasize that
the relationship between poverty and economic
growth is bidirectional: non-inclusive growth can
exacerbate poverty, while persistent poverty can
also constrain growth.

Based on this discussion, the second hypoth-
esis is formulated as follows:

H2: Poverty influences regional economic
growth in East Java.
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General Allocation Fund

The General Allocation Fund (GAF), also
known as Dana Alokasi Umum, is a form of inter-
governmental fiscal transfer from the central gov-
ernment to local governments in Indonesia that is
designed to support the financing of public ser-
vices and regional expenditures in promoting eq-
uity across regions (Wirandana & Khoirunur-
rofik, 2024; Wati et al., 2022). The General Allo-
cation Fund (GAF) is an important component
of Indonesia’s fiscal transfer system from the cen-
tral government to regional governments, de-
signed to reduce fiscal disparities across regions
and support the financing of basic public services
(Purdiono et al., 2025). In the context of eco-
nomic growth, GAF plays a crucial role in pro-
viding development financing, particularly for re-
gions with limited fiscal capacity (Arniati, 2023).
By supplying additional financial resources, GAF
has the potential to stimulate regional economic
growth through investments in infrastructure and
public services.

However, its effectiveness remains widely de-
bated. Regina et al. (2020) argue that while GAF
can positively influence economic growth, its im-
pact largely depends on how efficiently and ef-
fectively the funds are allocated. When a larger
share is directed toward recurrent expenditures
such as personnel costs rather than capital or de-
velopment spending, its contribution to growth
tends to be limited. Similarly, Firmansyah and
Nasih (2019), in a study of districts and cities in
East Java, find that GAF has a positive but statis-
tically insignificant effect on economic growth,
suggesting that fiscal transfers have not been fully
utilized for productive economic activities.

Based on this discussion, the third hypothe-
sis is formulated as follows:

H3: General allocation funds promote re-
gional economic growth in East Java.

Capital Expenditure

Capital expenditure (CPX) is a regional ex-
penditure used to acquire fixed assets, includ-
ing infrastructure, buildings, equipment, and oth-
er investments that provide long-term benefits
(Nsiah et al., 2025). In economic development
theory, CPX is regarded as a government invest-
ment that has the potential to stimulate econom-
ic development through increasing private sec-
tor activity and infrastructure. In several coun-
tries, including Nigeria (Kolawole & Odubunmi,
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2015), Vietnam (Ngoc & Trang, 2024), South Af-
rica (Gadinabokao & Daw, 2013), and Morocco
(El Aissaoui & Dkhissi, 2024), CPX is considered
as a key determinant for their economic growth.
A study in context Asean found that government
development expenditure and capital investment
have a positive long-term impact on economic
growth, though short-term effects can be negative
due to implementation lags (Nordin et al., 2024).

At the corporate level, ASEAN capital expen-
diture are driven by profitability, market value,
and macroeconomic conditions, with policy and
financial constraints shaping investment deci-
sions (Juhro et al., 2024). Concerning Indonesia,
Windhani et al. (2023) noted that capital expen-
diture has a significant and positive effect on eco-
nomic growth at the regional level. Infrastructure
built from CPX can improve connectivity, logis-
tics efficiency, and labor productivity. In addition,
CPX directed at the education and health sec-
tors also improves the quality of human resourc-
es which are the foundation of long-term growth.
Indeed, Isyandi and Trihatmoko (2022) remarked
on the importance of good budget governance so
that projects financed through CPX can provide
maximum economic impact and avoid budget
waste. Thus, the last hypothesis is provided below.

H4: Capital expenditure influences regional
economic growth in East Java.

Data and methods

This study applies a quantitative approach
with a panel data analysis method, which is
a combination of time series data and cross-sec-
tion data. The data used in this study cover 38 dis-
tricts/cities in East Java Province of Indonesia
during the period 2018 to 2023, thus forming
a panel data structure of 228 observations. The
panel data analysis method is employed in this
study due to its ability to capture both tempo-
ral dynamics and cross-regional heterogeneity.
Compared to cross-sectional or time-series ap-
proaches, panel data provides more robust esti-
mates by accounting for individual heterogeneity
and time effects, thereby improving the accura-
cy in identifying the relationship between inde-
pendent and dependent variables. The depen-
dent variable is economic growth, measured by
gross regional domestic product (GRDP) at con-
stant prices. The independent variables include
the HDI, poverty rate, GAF, and regional gov-
ernment capital expenditure (see Table 1).
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Table 1
Variable and Measurement
Code Variables Operational definition Source Unit
Economic growth is measured using the annual percentage % (per-
Economic change in real Gross Regional Domestic Product (GRDP). | Statistics Indonesia °p
EG . ‘ . . centage
Growth In the regression analysis, the variable is log-transformed, | (BPS) rowth)
while descriptive statistics are reported in percentage terms &
The Human Development Index (HDI) is a composite in-
gpy | Human Devel- | dex measuring average achievement in three basic di- Statistics Indonesia Index
opment Index | mensions of human development: a long and healthy life, | (BPS) score
knowledge, and a decent standard of living
Poverty refers to the inability of individuals or households Statistics Indonesia
POV | Poverty to meet basic food and non-food needs, as measured by ex- %
: . (BPS)
penditure-based poverty lines
Capital expenditure refers to regional government spending | Directorate Gener-
CPX Capital Expen- | used to acquire fixed assets such as infrastructure, public fa- | al of Fiscal Balance, Billion
diture cilities, and other long-term assets that support public ser- | Ministry of Finance | rupiah
vice delivery and economic activity (DGFB)
The General Allocation Fund is a central government trans- | Directorate Gener-
GAF General Alloca- | fer to regional governments intended to finance general re- | al of Fiscal Balance, Billion
tion Fund gional needs. It has a block grant nature and can be used to | Ministry of Finance | rupiah
fund both operational and capital expenditures. (DGFB)

Source: authors’ computations based on BPS and DGFB data. BPS. (2024). Available at: The Human Development Index
of East Java in 2024. Retrieved from: https://jatim.bps.go.id/ (date of access: 20.01.2026).

This study employs a linear panel data model
without logarithmic transformation. This choice is
guided by the nature of the variables used. Econom-
ic growth is expressed in percentage terms, while the
HDI is an index and the poverty rate is also mea-
sured in percentages; therefore, logarithmic trans-
formation is not considered necessary from a con-
ceptual standpoint. According to Gujarati and Por-
ter (2009), logarithmic transformation is typically
applied to address highly skewed data distributions
or to facilitate elasticity interpretation, neither of
which is the primary objective of this study. Accord-
ingly, a linear specification is deemed more appro-
priate. Based on the theoretical framework, the pan-
el data model is specified as follows:

EG, = a+ B HDI +B,POV, +
+ B,CPX. + B,GAF, + .. (1)

In this model, EG represents econom-
ic growth, HDI denotes the Human Develop-
ment Index, POV represents the poverty rate,
CPX refers to regional capital expenditure, and
GAF refers to the General Allocation Fund. The
subscripts i and t indicate cross-sectional units
(districts/cities in East Java) and the time period
(2018-2023), respectively.
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For estimation, this study applies panel data
techniques using either fixed effects (FE) or ran-
dom effects (RE) models. The Hausman test is em-
ployed to determine the most appropriate specifi-
cation. Following Baltagi (2008), a p-value below
0.05 indicates that the fixed effects model is pre-
ferred, whereas a p-value above 0.05 suggests that
the random effects model is more appropriate.

Regarding multicollinearity, diagnostics were
conducted using a correlation matrix among
the independent variables. The results indicate
no correlation exceeding conventional threshold
levels, although a relatively high negative correla-
tion is observed between HDI and poverty. This is
theoretically expected, as improvements in hu-
man development are generally associated with
reductions in poverty. As noted by Gujarati and
Porter (2009), multicollinearity is not considered
problematic unless it leads to unstable or counter-
intuitive coefficient estimates, which was not the
case in this study.

Results and Discussion

The descriptive statistics presented in Table 2
show that economic growth (EG) has a mean
value of 3.34 and a standard deviation of 3.25,
with values ranging from -6.46 to 8.88. The HDI
and poverty rate (POV) have mean values of
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Table 2
Descriptive Analysis
Variable Obs Mean Std. dev Min Max
EG 228 3.339254 3.248808 -6.46 8.88
HDI 228 72.23373 5.119525 61 83.45
POV 228 10.68737 4.410059 3.31 23.76
CPX 228 398.6942 360.2717 23.67 2754.3
GAF 228 926.2325 299.2461 367.58 1783.37
Source: calculated by the authors.
Table 3
The Hausman Estimation
Variable (b) FE (B) RE (b-B) Difference | sqrt (diag (V_b-V_B)) Std. error
HDI .5482495 .0050613 .5431882 2718676
POV -1.077587 -.1649715 -.9126155 5326277
CPX .0019024 -.0000456 .001948 .0011795
GAF .0291212 .0010655 .0280557 .0064336
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Note: b = Consistent under HO and Haj; obtained from xtreg; B = Inconsistent under Ha, efficient under HO; obtained from xtreg;

Test of HO: Difference in coefficients not systematic
chi2(4) = (b-B)’ [(V_b-V_B)A(-1)](b-B) = 62.29
Prob > chi2 = 0.0000.

Source: calculated by the authors.

72.23 and 10.69, respectively. Capital expenditure
(CPX) records an average value of 398.69, while
GAF has a mean of 926.23, with values ranging
from 367.58 to 1,783.30.

Table 3 presents the results of the Hausman
test, which yields a p-value of 0.000 (p < 0.01), in-
dicating statistical significance at the 1% level. Ac-
cordingly, the null hypothesis of the Hausman test,
stating that individual (cross-sectional) effects are
uncorrelated with the explanatory variables, is re-
jected. This result implies that the random effects
(RE) model would produce biased and inconsis-
tent estimates due to the presence of correlation be-
tween unobserved individual effects and the regres-
sors. This finding is particularly relevant in the con-
text of East Java, where districts differ in persistent
characteristics such as economic structure, level
of urbanization, fiscal dependence, infrastructure
availability, and administrative capacity. Although
these factors are unobserved and relatively time-in-
variant, they are likely correlated with human de-
velopment, poverty, and public expenditure vari-
ables. Failure to account for these district-specif-
ic effects could therefore lead to biased coefficient
estimates. Based on these results, the fixed effects
(FE) model is deemed appropriate for this study.

The FE estimation results indicate hetero-
scedasticity and autocorrelation, which are con-

R-ECONOMY J

firmed by the Modified Wald Test and Wooldridge
Test. To ensure the robustness of the estimation
results, this study uses the Feasible Generalized
Least Squares (FGLS) approach. Greene (2018)
remarked that feasible generilized least square
(FGLS) is an appropriate method for panel data
when there are violations of classical assumptions,
particularly heteroscedasticity and autocorrela-
tion. The FGLS results show that the signs and sig-
nificance of the main coefficients remain consis-
tent with the FE results, which shows the robust-
ness of this study’s findings (see Table 4).

The fixed effects (FE) estimation provides ev-
idence on the determinants of regional econom-
ic growth in East Java over the period 2018-2023.
The results indicate that the HDI has a positive
effect on economic growth (coeflicient = 0.5482,
p = 0.053). Poverty (POV) shows a negative and
statistically significant effect on economic growth
(coefficient = -1.0776, p = 0.047). In addition,
capital expenditure (CPX) has a statistically sig-
nificant relationship with economic growth (p =
= 0.000). In contrast, GAF does not exhibit a sig-
nificant effect on economic growth (coefficient =
0.0291, p > 0.10), suggesting that it does not ef-
fectively contribute to regional economic per-
formance during the study period. The signifi-
cance test for individual effects (F(37, 186) = 2.04,
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Feasible Generalized Least Squares

Table 4

EG Coefficient Std. err. z P>|z| [95 % conf. Interval]

HDI 0.5482495 0.2546447 2.15 0.031 0.0491552 1,047344
POV -1.077587 0.4865702 -2.21 0.027 -2.031247 -0.1239269
CPX 0.0019024 0.001236 1.54 0.124 -0.0005201 0.0043249
GAF 0.0291212 0.0058644 4.97 0.000 0.0176271 0.0406153
Banyuwangi Regency -24.60047 4.770836 -5.16 0.000 -33.95113 -15.2498
Blitar Regency -15.03952 4.477405 -3.36 0.001 -23.81508 -6.26397
Bojonegoro Regency -10.24287 3.635 -2.82 0.005 -17.36734 -3.118404
Bondowoso Regency -1.235924 3.305208 -0.37 0.708 -7.714014 5.242165
Gresik Regency -9.464822 3.795271 -2.49 0.013 -16.90342 -2.026227
Jember Regency -29.48174 4.506347 -6.54 0.000 -38.31401 -20.64946
Jombang Regency -14.52063 4.341585 -3.34 0.001 -23.02998 -6.011278
Kediri Regency -17.24105 3.65373 -4.72 0.000 -24.40223 -10.07987
Lamongan Regency -12.79271 3.040568 -4.21 0.000 -18.75212 -6.83331
Lumajang Regency -7.523395 5.131749 -1.47 0.143 -17.58144 2.534649
Madiun Regency -5.669103 4.144771 -1.37 0.171 -13.7927 2.454499
Magetan Regency -9.513511 4.420134 -2.15 0.031 -18.17682 -0.8502069
Malang Regency -30.06055 4.445268 -6.76 0.000 -38.77311 -21.34798
Mojokerto Regency -10.72035 4.262765 -2.51 0.012 -19.07522 -2.365489
Nganjuk Regency -11.15339 3.645152 -3.06 0.002 -18.29775 -4.009019
Ngawi Regency -6.379285 2.552292 -2.50 0.012 -11.38169 -1.376885
Pacitan Regency 1.385118 3.404137 0.41 0.684 -5.286868 8.057105
Pamekasan Regency 0.7624322 3.309514 0.23 0.818 -5.724097 7.248961
Pasuruan Regency -14.91255 4.490882 -3.32 0.001 -23.71452 -6.110588
Ponorogo Regency -12.27119 4.322051 -2.84 0.005 -20.74226 -3.800126
Probolinggo Regency 0.9941682 1.71956 0.58 0.563 -2.376107 4.364444
Sampang Regency 9.791219 1.84633 5.30 0.000 6.172477 13.40996
Sidoarjo Regency -26.70511 5.690161 -4.69 0.000 -37.85762 -15.5526
Situbondo Regency -0.9298908 4.405491 -0.21 0.833 -9.564494 7.704713
Sumenep Regency -3.511238 1.998951 -1.76 0.079 -7.429111 0.4066344
Trenggalek Regency -5.446805 4.11735 -1.32 0.186 -13.51666 2.623052
Tuban Regency -4.995979 2.334024 -2.14 0.032 -9.570582 -0.4213762
Tulungagung Regency -19,03773 5.263015 -3.62 0.000 -29.35305 -8.72241
Batu City -12.27119 4.322051 -2.84 0.005 -20.74226 -3.800126
Kota Blitar 0.9941682 1.71956 0.58 0.563 -2.376107 4.364444
Kediri City 9.791219 1.84633 5.30 0.000 6.172477 13.40996
Madiun City -26.70511 5.690161 -4.69 0.000 -37.85762 -15.5526
Malang City -0.9298908 4.405491 -0.21 0.833 -9.564494 7.704713
Mojokerto City -3.511238 1.998951 -1.76 0.079 -7.429111 0.4066344
Pasuruan City -5.446805 4.11735 -1.32 0.186 -13.51666 2.623052
Probolinggo City -4.995979 2.334024 -2.14 0.032 -9.570582 -0.4213762
Surabaya City -19.03773 5.263015 -3.62 0.000 -29.35305 -8.72241
_cons -42.94526 27.14445 -1.58 0.114 -96.1474 10.25688

Source: calculated by the authors.
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Table 5
Fixed Effect Model
Variable Coefficient Std. err t P>[t| [95 % conf. interval]
HDI .5482495 2819327 1.94 0.053 -.0079474 1.104446
POV -1.077587 5387117 -2.00 0.047 -2.140358 -.0148164
CPX .0019024 .0013685 1.39 0.000 -.0007973 .0046021
GAF .0291212 .0064929 4.49 0.166 .0163121 .0419303
_cons -52.47776 28.05802 -1.87 0.063 -107.8306 2.875102
sigma_u 9.8404373
sigma_e 2.946027
rho 91774424 (fraction of variance due to u_i)
Note: F test that all u_i=0: F(37, 186) = 2.04, Prob > F = 0.0011.
Source: calculated by the authors.
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Figure 1. The Scatter Plots for the Relationship Between Variables

Source: calculated by the authors using BPS and DGFB data. BPS. (2024). Available at: The Human Development Index
of East Java in 2024. Retrieved from: https://jatim.bps.go.id/ (date of access: 20.01.2026).

p =0.0011) confirms that fixed effects are present
and relevant (see Table 5).

The scatter plots in Figure 1 illustrate the bi-
variate relationships between economic growth
and each of the independent variables — HDI,
POV, CPX, and GAF across districts in East Java
from 2018 to 2023. HDI-EG plot indicates a weak
positive association — most data points cluster
around moderate HDI values (70-75) and EG val-
ues between 0 and 5, suggesting that higher HDI
slightly correspond with better economic growth,
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though variability is evident. Second, POV-EG
plot shows a mild negative relationship, indicating
that as poverty increases, economic growth will
decline. Next, the CPX-EG plot reveals a non-lin-
ear pattern with high concentration at low capital
expenditure levels (<1000), where both positive
and negative growth occur. Lastly, the GAF-EG
plot shows a dispersed pattern with no significant
linear relationship.

Economic growth is a key macroeconomic in-
dicator that reflects the success of a region’s devel-
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opment. The first finding indicates that the HDI has
a significant positive effect on regional economic
growth in East Java. The result aligns with a previ-
ous study by Tjahjanto et al. (2023), which shown
that enhancing the HDI directly influences work-
er productivity and contributes to economic val-
ue. This particularly can happen in the service sec-
tor and small and medium industries. The HDI is
a composite indicator that incorporates education,
health, and purchasing power. It shows how well
the human resources are, which are important for
long-term economic growth. In the context of East
Java, areas with high HDI covering Surabaya City,
Malang City, and Kediri City show a more stable
and positive economic growth trend compared to
areas with low HDI. This confirms that human de-
velopment is an important foundation for inclusive
and sustainable economic growth.

The results also indicate a negative effect of
poverty (POV) on economic growth, consistent
with Farida et al. (2021), who find that high pov-
erty rates constrain the mobilization of produc-
tive resources and reduce the efficiency of region-
al public spending allocation. In East Java, districts
such as Sampang, Bangkalan, and Sumenep, which
exhibit relatively high poverty levels, also tend to
experience low or stagnant economic growth. This
pattern reinforces the view that poverty is both a
consequence of development inequality and a fac-
tor that directly constrains local economic activity.
Hartwig and Nguyen (2023) further argue that ru-
ral poverty is closely associated with limited access
to basic infrastructure and public services, which
restricts both production capacity and household
consumption. Accordingly, poverty reduction pol-
icies should be integrated as a core component of
regional economic development strategies.

Capital expenditure is identified as a key deter-
minant of economic growth and is found to have a
positive and statistically significant effect on eco-
nomic growth in East Java Province. This finding is
supported by Prasetyo (2020) and Mukhlis and Si-
manjuntak (2018), who argue that capital expendi-
ture directed toward public infrastructure develop-
ment directly enhances productivity and econom-
ic efficiency. Local government capital expenditure
on infrastructure such as roads, bridges, traditional
markets, and educational facilities generates multi-
plier effects that stimulate local economic activity
(Kolawole & Odubunmi, 2015). In districts such as
Gresik, Sidoarjo, and Pasuruan, increases in capital
expenditure have been associated with the expan-
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sion of industrial and trade sectors, which serve as
key drivers of regional economic growth. However,
the impact of capital expenditure depends strong-
ly on the quality of planning and implementation.
Waweru (2021) emphasizes that effective capital
expenditure governance is essential to ensure that
public spending not only absorbs budget alloca-
tions but also generates sustainable development
outcomes. Inefficient capital expenditure, by con-
trast, may create fiscal burdens without delivering
meaningful economic benefits.

Interestingly, the results show that GAF does
not have a statistically significant effect on econom-
ic growth in East Java. This finding is consistent with
Wang and Tan (2025), who argue that GAF is often
allocated to routine expenditures rather than being
directed toward productive economic development.
As a central government transfer, GAF functions as
a block grant, meaning its utilization depends large-
ly on regional fiscal priorities and administrative ca-
pacity (Hoi & Van Tan, 2024). In many districts in
East Java, GAF is primarily used to finance per-
sonnel expenditures rather than long-term invest-
ments or poverty reduction programs. This pattern
may limit its contribution to sustainable econom-
ic growth. The result also supports the findings of
Wimba (2023), who emphasizes the need to reform
GAF policy toward a more performance-based allo-
cation system, particularly for regions that demon-
strate higher fiscal efficiency.

Conclusions

Socioeconomic factors and their influence on
economic growth have long been the subject of ex-
tensive debate among scholars, academics, and pol-
icymakers. The findings of this study indicate that
the Human Development Index (HDI) and cap-
ital expenditure (CPX) have significant positive
effects on economic growth in East Java. In con-
trast, poverty exerts a significant negative impact
on economic growth. Furthermore, the results sug-
gest that the General Allocation Fund (GAF) has
not been utilized effectively to support economic
growth across the provinces of East Java, Indonesia.

These findings offer important theoreti-
cal and practical implications. From a theoret-
ical perspective, the positive relationship be-
tween HDI and economic growth supports en-
dogenous growth theory, particularly the work of
Romer (1990), which emphasizes the critical role
of human capital and social development in driv-
ing economic performance. The negative effect
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of poverty on economic growth further corrob-
orates development theories advanced by Todaro
and Smith (2000), which identify poverty reduc-
tion as a fundamental prerequisite for sustainable
and inclusive economic development.

From a practical standpoint, the results under-
score the need for a strategic reorientation of re-
gional development policies in East Java. Policy-
makers should prioritize investments in human
development, particularly in education, healthcare,
and essential public services, given their strong
contribution to economic growth. Moreover, pov-
erty reduction efforts should remain a central poli-
cy objective through the implementation of target-
ed social protection measures and inclusive eco-
nomic development programs. Finally, the limited
effectiveness of the GAF in promoting economic
growth highlights the need to strengthen fiscal gov-
ernance, improve transparency and accountabili-
ty in public spending, and ensure that fiscal trans-
fers are allocated more efficiently to productive sec-
tors that generate sustainable economic benefits.

Limitations
Despite providing valuable insights, this
study has several limitations that should be ac-

knowledged. First, the study period is limited to
2018-2023, which may not be sufficient to cap-
ture the long-term effects of the variables exam-
ined on regional economic growth. Future re-
search could extend the time horizon to provide
a more comprehensive assessment of these rela-
tionships over time. Additionally, further meth-
odological robustness checks should be con-
ducted to strengthen the reliability of the find-
ings. Second, although a fixed-effects model
was employed to control for unobserved region-
al heterogeneity and reduce potential endoge-
neity concerns, the possibility of endogeneity
cannot be entirely ruled out. Therefore, the re-
sults should be interpreted with caution. More-
over, several potentially important determi-
nants of regional economic growth, such as gov-
ernance quality, institutional performance, and
private sector investment, were not included in
the analysis due to data limitations. The omis-
sion of these variables may affect the compre-
hensiveness of the model. Thus, future studies
should incorporate broader datasets, additional
relevant variables, and longer observation peri-
ods to enhance the robustness, validity, and gen-
eralizability of the findings.
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