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ARTICLE INFO ABSTRACT

This research aims to (1) assess the efficiency of pro-poor growth spending by local
governments in Indonesia and (2) examine the factors influencing this efficiency.
This research is conducted in two steps. In the first step, employing the Data
Envelopment Analysis method, the efficiency level was assessed across local
governments in 34 provinces in Indonesia, spanning from 2015 to 2021. The
analysis considers five inputs: per capita spending on education, health, economy,
social protection, and infrastructure, with economic growth and poverty rates as
the outputs. The study examines efficiency determinants in the second stage
through the Tobit regression method. The efficiency determinants encompass
government splitting, GRDP per capita, intergovernmental transfers, and taxes.
Findings reveal that the average efficiency score is 0.96. However, only Jakarta,
Bali, and Banten provinces consistently demonstrate efficiency.

Moreover, Tobit regression underscores that regional expansion adversely
impacts spending efficiency, with local governments in burgeoning provinces
exhibiting lower efficiency levels. GRDP per capita and transfers also have a
negative influence on spending efficiency. Conversely, taxes exhibit a positive
effect on spending efficiency. Consequently, it is recommended that the
Indonesian government cease regional expansion and instead focus on
intensifying and extending tax efforts. Simultaneously, local governments should
strive towards reducing fiscal reliance on the central government, a crucial step
towards enhancing spending efficiency.

Keywords: Efficiency, GRDP per capita, government spending per capita,
regional expansion, taxes.

INTRODUCTION

As a developing country, Indonesia is continuing to carry out economic development in order to achieve a
prosperous society. For this reason, regional governments in Indonesia continue to strive to create policies that
can improve the welfare of people in the regions. One of the government policies in Indonesia that is used to
achieve increased community welfare is the regional expansion policy.

Although some countries carry out mergers for efficiency in government spending, Indonesia does the opposite,
namely regional expansion. Indonesia consists of 34 provinces, 26 of which are experiencing regional
expansion. It means that in these 26 provinces, new local governments have emerged. Several provinces
experiencing regional expansion include Bengkulu Province (Sumatra region) and NTT Province (Nusa
Tenggara region). Therefore, to achieve the goal of regional expansion, namely improving the welfare of the
people in the regions, regional governments in each province need to regulate the allocation of government
expenditure appropriately and efficiently so that the welfare of the people in the regions increases. For this
reason, it is necessary to measure the efficiency of regional government spending in Indonesia to improve
community welfare after regional expansion.

Measuring efficiency is a central issue in discussing public sector economics. How local governments allocate
spending efficiently has always been a hot topic of discussion, especially in efforts to improve community
welfare. Of course, achieving a prosperous society in each region takes quite a long time. One stage in this
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process is regional economic growth. For developing countries, including Indonesia, regional economic growth
is still an engine of development to improve people's welfare. Through economic growth, the problems of
unemployment and poverty in the regions can be slowly eliminated.

Local governments have an essential role in encouraging economic growth. Through government spending,
regional governments can build infrastructure and revive the business sector so that the regional economy can
grow. However, even though the regional economy is growing, the poverty level in the region still needs to
decrease. The poverty level is an indicator of low social welfare. Previous studies show that economic growth
influences poverty (Balasubramanian et al., 2023; Kouadio & Gakpa, 2021).

On the other hand, poverty affects economic growth (Zhu et al., 2022). There is a link between economic growth
and poverty, so local governments need to allocate expenditure that is pro-poor growth. Pro-poor growth
expenditures are government expenditures allocated to encourage pro-poor economic growth. With efficient
pro-poor growth expenditures, the regional economy grows, and the poverty rate decreases, so people's welfare
improves.

Indonesia has several expansion provinces with high poverty rates, such as Bengkulu and NTT. Meanwhile, the
poverty level in provinces such as Bali and Bangka Belitung is not lower (www.bps.go.id). It indicates that the
goal of regional expansion has yet to be achieved because poverty in splitting provinces tends to be higher than
in non-expanding provinces. Local governments in each province should be able to use pro-poor growth
expenditures efficiently so that the poor can enjoy regional economic growth, reducing poverty in their
respective provinces.

Not many studies have measured the efficiency of government spending in a pro-poor growth manner. Previous
research measured the efficiency of government spending in reducing poverty (Fonayet et al., 2020). Author’s
own measured the efficiency of pro-growth poverty reduction in districts and cities in Indonesia. This research
reveals that the highest average local government efficiency for districts and cities is in the Kalimantan region,
and the lowest is in Sulawesi. However, this research needs to reveal which provinces are more efficient than
other provinces after regional expansion. In other words, this research needs to explain the impact of regional
expansion on the efficiency of government spending in each province. Local governments in each province need
to be aware of their relative position among the 34 provinces in Indonesia—for example, NTT province. NTT
province has a high poverty rate. Suppose the regional government in NTT Province is not yet relatively
efficient. In that case, the regional government in NTT province needs to know which province is the
benchmark for becoming more efficient. In this way, the solution to the problem of inefficiency in pro-poor
growth expenditures in each province after regional expansion can be identified.

It is still rare to study the efficiency of local government pro-poor growth expenditures, especially those related
to regional expansion. For Indonesia, this research is essential because it is necessary to investigate the impact
of regional expansion on the efficiency of pro-poor growth expenditures. The results of this efficiency
measurement can be a basis for government policy in evaluating the benefits of regional expansion and whether
regional expansion can encourage increased efficiency of regional government. If the opposite happens,
namely, regional expansion does not encourage an increase in the efficiency of pro-poor growth expenditures
in regional governments, the central government will consider merging the districts and cities resulting from
the expansion. Therefore, measuring the efficiency of pro-poor growth expenditures between provinces is novel
in this research.

This efficiency driving factor needs to be paid attention to so that inefficient provinces can increase the
efficiency of government spending, which is pro-poor growth. Apart from regional expansion, another factor
driving efficiency is GDP per capita. Countries with high GDP per capita cause the government to use spending
more efficiently (Mohanty & Bhanumurthy, 2020; Moreno-Enguix & Bayona, 2017).

Another efficiency-driving variable is local government revenue. Some sources of local government revenue are
taxes and grants. Afonso and Venancio (2019) revealed that increasing taxes will increase municipal efficiency
in mainland Portugal. However, other research finds the opposite, where increasing taxes will reduce the
efficiency of government spending in 18 OECD economies (Afonso et al., 2021).

Another source of local government revenue is intergovernmental transfer. In contrast to taxes, it turns out
that grants are insignificant in influencing efficiency (Drew et al., 2015). However, Chalil (2020) stated that
grants from the central government have worsened the efficiency of village governments in Indonesia. These
findings should become a policy basis for the central government in Indonesia in providing grants to village
governments. Do central government grants similarly impact all local governments in each province? There are
no empirical studies that reveal this. For this reason, it is essential to analyze the role of grants in encouraging
increased efficiency of local government.

Based on this explanation, this research aims to (1) assess the efficiency of pro-poor growth spending by local
governments in Indonesia and (2) examine the factors influencing this efficiency.

This paper is explained in the following order. This paper starts with the background and reasons why pro-poor
growth spending efficiency measurements must be carried out. It is followed by a literature review that
underlies the selection of inputs and outputs in measuring efficiency and the determinants of efficiency. Then,
the research method is described. Then, the research results and discussion are described. This paper closes
with conclusions and research implications.
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LITERATURE REVIEWS

Local Government Spending Efficiency

Efficiency is a measure that shows the relationship between the use of input and output. Carrying out specific
treatments maximizes output or minimizes input. Government spending patterns are directed to suit their
functions as proposed by Musgrave's theory, namely allocation, distribution, and stabilization functions.
Efficient government spending needs to be realized to achieve optimal results.

As shown in Table 1, various studies related to government spending efficiency were carried out using different
input and output variables at both the central government and local government levels. In general, total
expenditure or per capita expenditure is more widely used by researchers as an input variable (Cordero et al.,
2017; Prasetyo et al., 2018; Tran & Noguchi, 2020; Tirtosuharto, 2021). Meanwhile, in several studies, the input
variables used are government spending per sector, such as social spending, education, and health (Lo Storto,
2016; Halaskova, Halaskova. Prokop, 2018; Antonelli & Bonis, 2018; author’s own). Apart from that, some use
input in the form of a proportion of GDP (Cyrek, 2019; Fonayet, 2020; Mohanty & Bhanumurthy, 2020),
welfare index (Shin et al., 2020; Fonayet, 2020), and costs of providing services (Perpina et al., 2020).

In contrast to input, output, which is used to measure the efficiency of government spending, does not have a
centralized reference that serves as a parameter for the government's achievements. Therefore, researchers use
various outputs as targets in calculating efficiency according to conditions in the research area. However, some
researchers prefer to use social issues as a reflection of government performance, such as poverty and
inequality (Cyrek, 2019; Fonayet, 2020; Shin et al., 2020), education (Mohanty & Bhanumurthy, 2020),
population (Lo Storto, 2016; Cordero et al., 2017) and welfare (Prasetyo et al., 2018; Halaskova, Halaskova.
Prokop., 2018; Thabrani et al, 2018). Judging from the method used to measure efficiency, DEA is still the
favourite approach, even though some use other methods, such as FDH.

Table 1. Previous studies of Government Spending Efficiency

Author Research Method | Input Output
Location
Lo Storto, 2016 | Italian Expenditures  for  welfare, | Spatial size of councils and

transport and roads, public | resident population.
education, culture, recreational
activities, sport, local police, and
the annual cost of territorial and
environmental management.

Cordero et al., | Portugal DEA Personnel expenditure and total | Total population, urban waste
2017 expenditures collected, water supplied,
building permits issued, street
lighting consumption, and school
buildings for preschool and

primary education.

Halaskova, European DEA Public expenditure on services GDP per capita, employment in
Halaskova, Union services.
Prokop, (2018). | Countries
Prasetyo, Indonesia DEA Government expenditure per | Human development index
Mulyono & capita
Nugroho, 2018
Antonelli & | 22 European | FDH Social protection expenditure Social Protection Performance
Bonis 2018 countries and Index:

DEA
Thabrani, et al | West Sumatra | DEA a. Per capita Health Expenditure | a. Life expectancy
(2018) b. Number of doctors, nurses, | b. Percentage of the population

and beds experiencing health complaints

Perpina et al., | Spanish DEA Budget expenditure Minimum specific services and
2019 and facilities (total population, street

FDH infrastructure  surface area,

number of lighting points, tons of
waste collected, length of water
distribution networks, length of
sewer networks)

Cyrek 2019 EU countries | DEA a. General government | a. Poverty

expenditure by function % of | b. Income inequality
GDP-social protection

b. General government
expenditure by function % of
GDP-Education

c. General government
expenditure by function % of
GDP-Health
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Author Research Method | Input Output
Location
Fonayet 2020 Europe a. Social Expenditure: | Poverty
Proportion of GDP
b. Gini Index (GI)
Mohanty & | India DEA Education: Education:
Bhanumurthy a. Education expenditure to | a. Gross enrolment ratio for
(2020) GDP ratio school education
b. Non-education expenditure | b. Gross enrolment ratio for
to GDP ratio higher education
Health: Health:
a. Health Expenditure to GDP | a. Infant mortality rate (IMR)
b. Non-health expenditure b. Life expectancy (LE)
Shin et al. | OECD DEA Public Welfare: Public Welfare: Gini coefficient,
(2020) Tobit a. Income distribution index Poverty rates, Poverty gap,
b. Employment index Disposable income, Employment
c. Public health index rate, Unemployment risk, Life
expectancy, Infant fatality rate,
Social overhead capital: Low birth weight rate.
Expenditure on transport about
GDP Social overhead capital:
Quality of roads, railroad, port,
air transport, density of roads,
railroads, air transportation,
railways, container port traffic
author’s own Indonesia DEA 1. Government Spending;: a. Economic growth
a. health shopping b.  Poverty rate
b.  education shopping
c. economic spending
d social protection spending
2. Infrastructure spending

Determinants of regional government spending efficiency

The next step of this study is the determinants (determining factors) of government spending efficiency.
Previous studies found several factors that still have uncertain relationships with efficiency. The first is regional
expansion. There is a contradiction regarding the impact of regional expansion on government performance;
on the one hand, regional expansion weakens the achievement of community welfare (Booth, 2011; Wibowo &
Muljarijadi, 2014). On the other hand, it can encourage increased government spending performance and
efficiency (author’s own).

Second, the GRDP/capita. GRDP/capita measures an area's population's average income, reflecting regional
prosperity. Previous studies explain that high GRDP/capita is associated with high government spending
efficiency (Antonelli & De Bonis, 2018; Mohanty & Bhanumurthy, 2020; Moreno-Enguix & Bayona, 2017).
However, different literature finds that GRDP/capita has yet to be proven to influence government spending
efficiency significantly (Badun et al., 2014). Likewise, Ou et al. (2020) explain the negative influence of the per
capita GDP growth rate on the efficiency of public spending. Author’s own also found a negative influence of
GDP per capita on the efficiency of government spending.

Third, the taxes show income capacity. In particular, the higher the tax, the more efficient the region is in
spending. Previous studies reveal a positive influence of taxes on efficient government spending (Afonso et al.,
2019; Balaguer-Coll et al., 2019). Meanwhile, Agasisti (2016) and Boetti (2012) state that contradictive that
taxes have a negative effect on efficiency.

Lastly, central government transfers to local governments are explained. Transfers are budgets issued by the
government to fund activities at the regional government level. This transfer aims to reduce government affairs
and public services gaps between regions. In some countries, transfers from central government to local
governments are the primary means of providing local services. A study conducted in Peru by Charles (2022)
shows the positive influence of transfers on the efficiency of government spending. Meanwhile, Alonso and
Andrews (2018) stated that external transfers to regions have a negative impact on efficiency levels. The same
thing applies in Spain; in a study conducted by Narbon-Perpina et al. (2020), both direct transfers and capital
transfers have a negative effect on efficiency.

METHODOLOGY

This research is conducted in two steps. The first stage was to measure the relative efficiency of local
government pro-poor growth spending in 34 provinces in Indonesia. The second stage is an analysis of the
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determinants of efficiency. The research data used is secondary data obtained from Statistics Indonesia and
the Ministry of Finance of the Republic of Indonesia.

In the first stage, the relative efficiency of pro-poor growth is measured by applying the Data Envelopment
Analysis (DEA) method. DEA was chosen for measuring efficiency because of several advantages of DEA, such
as not needing to explain the functional relationship between output and input. DEA also can measure the
relative efficiency of multiple outputs against multi-inputs (Cooper et al., 2002; Coelli et al., 2005; Bogetoft &
Otto, 2011). Efficiency measurement is a measurement of the output/input ratio. This research uses five inputs
with two outputs.

There are two outputs in measuring the relative spending efficiency in this research: economic growth and
poverty levels. One of the assumptions in the DEA application is that a higher output value indicates better
conditions, resulting in a higher efficiency level. However, the poverty level in this study shows otherwise. A
higher poverty level does not indicate better conditions. For this reason, adjustments are made to the values of
the three outputs to meet the DEA usage requirements. Adjustment of values for the poverty level is carried out
using the formula: 100% — poverty level = percentage of population who are not poor. The higher the
percentage of the non-poor population, the better the conditions.

Next, the input for measuring efficiency is described. There are five types of government spending as input:
education, health, economic, infrastructure, and social protection. Provinces in Indonesia have very diverse
populations. West Java Province is the province with the most dense population. This results in the government
in West Java province having enormous government spending because it takes care of a vast population.

On the other hand, some areas are sparsely populated and have smaller governments, such as Papua Province.
Therefore, this study uses per capita spending for the five types mentioned above. From this explanation,
efficiency measurements are carried out using multi-output against multi-input. In this research, output
orientation is applied to measure government efficiency using a variable return-to-scale approach.

The relative efficiency model of government spending for this research is as follows:
Objective function

Max E = Y + Yo + o (1
Subject to

UiXy + 02X + 03Xg + 0, Xy + 05X5 = 1 (2)
WY: + p2Ya + po - (0:X; + 0. X5 + 03X3 + 04X, + 05X5< 0 (3)
MU1,2, U1,2,3,4,5 = O (4)

Information: Y; is economic growth. Y, is the poverty rate. X, is education spending per capita, X, is health
spending per capita, X, is economic spending per capita, x, is social protection spending per capita, and X; is
infrastructure spending per capita. E is the efficiency score, y;, shows the output weight (Y), v shows the input
weight X, and p, is the cutoff, which can be positive or negative.

In the second stage, a Tobit regression approach was used to examine the influence of exogenous variables on
the level of government spending efficiency. The Tobit method uses maximum likelihood (ML), not least
squares. Instead of minimising the squared error value like the OLS method, the ML method maximises the
value of the likelihood function by looking for the regression parameters that give the highest value for the
likelihood function.

The Tobit method assumes that the independent variables have unlimited values (non-censored), and only the
dependent variables are censored. All variables (both independent and independent) are measured correctly;
there is no autocorrelation, no heteroscedasticity, and no perfect multicollinearity, so the mathematical model
used is correct.

The Tobit method is applied in this research because the data used is censored; that is, the value of the
dependent variable is limited to the range of 0 to 100. In this research, regional expansion is a dummy variable,
as seen from the status of the district/city and whether the area is expanding. In this research, the dependent
variable data, namely government spending efficiency, is between 0 and 1.

The standard Tobit model is written as the following equation (Gujarati & Porter, 2012):

yi =a+pBx;+§ (5)
where:

Yi =Y jikay; >0 (6)
yi = 0jikay; <0 )
Information:

yi*: the observed value of the dependent variable

xi: vector of observed independent variables

B: vector of unknown regression coefficients

€: error term

The transformation of the probability equation model is presented as follows:

portvey = [ (8] o (22 ®

4
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Based on n and observations yi, the standard Tobit regression model parameters have two interpretations: {3
and o”2. Due to the lack of linearity of the relationship between the dependent and independent variables,
least squares estimation cannot be used. Therefore, the standard Tobit model is estimated through maximum
likelihood (ML) analysis, which minimizes the value of the likelihood function by looking for the regression
parameters that give the highest value for the likelihood function.
The likelihood function of the Tobit model can be written with the following equation:

* 1 1 *
L=2X,ln [1 - (%)] +2ln [0_1(211)2_9(_ m(yi_x"ﬁ)z)] (9)
To see the partial influence of the independent variable on the dependent variable in the Tobit regression
model, use the z test which has the same function as the t-test in ordinary least square (OLS) regression,
comparing the z-statistic value with the z-table and looking at the p-value value. The significance level is seen
from the probability value of the error made to reject the null hypothesis when the estimate is correct, with
various significance levels in the form of 1 per cent, 5 per cent, and 10 per cent.
The equation model for this research is:
Effi = B, + B1Split; + B,GRDPpc; + BsGrants; + B, Tax; + u; (10)
Eff is the score for the efficiency of government spending. Split describes regional conditions as a result of
expansion using a dummy approach, 1 for expansion areas and 0 otherwise. Meanwhile, GRDPpc is the gross
regional domestic product ratio to the total population. Grants are transfer funds received by regions from the
central government, and tax is the total taxes received by regional governments in a certain period.

RESULTS AND DISCUSSION
The results of measuring the relative efficiency of local government pro-poor growth spending in 34 provinces
during 2015-2021 are shown in Table 1. The average efficiency score during 2015-2021 is 0.96. It means that,
on average, there is an inefficiency of 4% in using pro-poor growth spending in Indonesia. This 4% inefficiency

level is obtained from formula 1 — efficiency score (1- 0.96 = 0.04 (4%)).

Table 1. Pro-poor Growth Local Government Spending Efficiency Scores in 34 Provinces.

No Provinces 2015 | 2016 | 2017 2018 2019 | 2020 | 2021 | average
1 NAD 0.87 0.87 0.89 0.88 0.90 0.90 0.89 0.89
2 North_Sumatra 0.95 0.98 0.96 0.96 0.97 1 0.98 0.97
3 West_Sumatra 0.98 0.97 0.98 0.97 0.98 1 0.99 0.98
4 South_ Sumatra 0.92 0.93 0.97 0.95 0.99 1 0.93 0.96
5 Riau 0.96 0.97 0.97 0.97 0.97 1 0.99 0.98
6 Riau Islands 0.99 | 0.99 0.98 0.98 0.98 | 0.99 0.99 0.99
7 Jambi 0.96 0.95 0.96 0.96 0.97 1 0.98 0.97
8 Bengkulu 0.89 | 0.90 | 0.01 0.89 0.92 0.94 0.95 0.91
9 Bangka_ Belitung 1 0.99 0.99 0.99 0.99 1 1 0.99
10 Lampung 0.95 0.95 0.97 0.94 0.98 0.98 0.94 0.96
11 Jakarta 1 1 1 1 1 1 1 1
12 Banten 1 1 1 1 1 1 1 1
13 West_Java 1 1 1 1 1 1 0.99 0.998
14 Central_Java 094 |1 1 0.97 1 1 0.98 | 0.98
15 East_Java 0.96 0.98 0.99 0.96 1 0.98 0.96 0.98
16 Yogyakarta 0.93 0.94 0.99 0.96 1 0.95 1 0.97
17 Bali 1 1 1 1 1 1 1 1
18 NTB 1 0.97 0.89 0.89 0.92 0.95 0.90 0.93
19 NTT 0.84 0.94 0.92 0.84 0.92 0.92 0.84 0.89
20 West_Kalimantan 0.97 0.96 0.97 0.96 0.97 0.99 0.99 0.97
21 Central_Kalimantan 1 0.99 1 0.98 1 0.99 1 0.99
22 South_ Kalimantan 1 0.99 1 0.99 1 1 1 1
23 East Kalimantan 0.99 0.98 0.98 0.97 0.98 0.98 0.98 0.98
24 North Kalimantan 0.98 | 0.97 0.99 1 1 0.97 1 0.99
25 West Sulawesi 0.95 | 0.95 0.97 1 0.96 0.94 1 0.97
26 Central Sulawesi 098 |1 0.99 1 1 1 0.93 0.99
27 South Sulawesi 0.96 1 1 0.96 1 0.99 0.96 0.98
28 Southeast Sulawesi 0.93 | 0.96 0.98 0.95 0.97 1 0.94 | 0.96
29 North Sulawesi 0.97 | 0.97 0.98 1 0.98 | 0.98 1 0.98
30 Gorontalo 0.88 | 0.92 0.98 1 0.95 0.94 1 0.95
31 Maluku 0.87 [ 0.89 | 0.94 0.87 0.91 0.88 | 0.87 | 0.89
32 North_Maluku 0.98 | 0.98 1 0.98 0.99 1 1 0.99
33 Papuan 0.80 | 0.97 0.87 0.80 0.76 0.86 1 0.87
34 West_Papua 0.80 | 0.84 | 0.84 0.83 0.83 | 0.83 0.82 | 0.83
Average 0.95 0.96 0.97 0.95 0.96 0.97 0.96 0.96

Source: Research results.



Roosemarina Anggraini Rambe et al./ Kuey, 30(4), 1633 8580

Note: Red letters represent blooming provinces (25 provinces). Black letters represent non-blooming provinces
(9 provinces).

The 34 provinces in Indonesia are grouped into seven regions. The seven regions have been sorted in Table 1,
namely Sumatra (10 provinces, with serial numbers 1-10), Java (6 provinces, serial numbers 11-16), Bali and
Nusa Tenggara (3 provinces, serial numbers 19-21 ), Kalimantan (5 provinces, serial numbers 20-24), Sulawesi
(6 provinces, serial numbers 25-30), Maluku (2 provinces, serial numbers 31-32), and Papua (2 provinces,
serial numbers 33-34).

Efficiency scores between provinces vary. However, the Jakarta, Bali, and Banten provinces have been efficient
from 2015 to 2021. The low poverty rate and higher-than-average economic growth in these two provinces
make them relatively efficient yearly. Furthermore, the Jakarta and Bali provinces are not split, while the
Banten Province is split. Of the 25 splitting provinces, only Banten Province can always be efficient.
Regarding expansion status, the average efficiency score of governments in non-expanding provinces is higher
than that of governments in expanding provinces. The government's average efficiency score in non-expanding
provinces is 0.98, showing that the average inefficiency level in the eight expanding provinces is 2%.
Meanwhile, the government's average efficiency score in the expanding provinces is 0.95; this means that the
average level of inefficiency in the 25 expanding provinces is 5%.

After knowing the efficiency of the government in 34 provinces, the next stage is to evaluate the factors that
determine the level of efficiency of local government spending. Tobit regression is used to investigate this. The
explanatory variables used to predict the efficiency of government spending in this research are taken based on
variables widely used in similar literature and also refer to the situation in the research area during the 2015-
2021 period.

Table 2 presents the results of the Tobit regression. All explanatory variables statistically show a significant
effect on efficiency. Interestingly, there is an inverse relationship between gross regional domestic product per
capita and intergovernmental transfers on the efficiency level. The more funds that are disbursed to local
governments should encourage the budget use that is right on target, and the increase in the value of GRDP
per capita will increase the efficiency of government spending, but this is not the case.

Meanwhile, the estimated coefficient indicates that expanding areas are more inefficient than non- expanding
areas, with a percentage of 0.01%. Meanwhile, regions with higher levels of GRDP per capita experienced a
decrease in efficiency of 0.0002% compared to regions with lower GRDP per capita. Local governments that
received more transfers experienced a decrease of 0.0032 per cent in their efficiency score. On the other hand,
regions that have a greater level of tax revenue increase their efficiency by 0.009 per cent.

Table 2. Marginal Effects Tobit Regression

Coef. Std. Error  t p-value 95% Conf. Interval
Split -0.0181 0.0071 -2.54 0.012 -0.0321 -0.0040
GRDPpc -0.0002 0.0001 -2.01 0.046 -0.0005 -5.44e-06
Grants -0.0032 0.0006 -4.78 0.000 -0.0045 -0.0019
Tax 0.0098 0.0018 5.42 0.000 0.0062 0.0134

238 number of observations, 0 left-censored observations, 173 uncensored observations,
65 right-censored observation. Prob > chi2 = 0.000.
Source: Research results.

The research results, which show that regional expansion significantly negatively affects government spending
efficiency, align with previous research studies' results (Booth, 2011; Wibowo & Muljarijadi, 2014). According
to the explanation above, the average government efficiency score in non- expanding provinces is higher than
the average government efficiency score in expanding provinces. Expanding regions show a higher degree of
autonomy. In their research on local autonomy, D'Inverno et al. (2018) and Charles et al. (2022) revealed that
local autonomy increases spending efficiency. However, this research found that governments in expanding
provinces have lower spending efficiency.

Some reasons for lower spending efficiency in expanding provinces are because expanding provinces consist of
several expanding local governments, which have only been formed for about ten years. This expanding local
government is still in a state of improvement in government management. Some of them are still in the stage
of providing government infrastructure, such as office buildings, hospitals, roads, and others. This condition
resulted in some government funds being absorbed there. Apart from that, the quality of human resources in
expanding local governments still needs to be developed so that they can create appropriate pro-poor growth
programs. This condition can be seen from the higher poverty rates in the developing provinces.

Meanwhile, taxes have a significant positive effect on the efficiency of government spending. The results of this
research are parallel research conducted by Afonso & Venancio (2019), Afonso et al. (2019), Balaguer-Coll et
al. (2019), and Tran & Noguchi (2020).

The positive influence of taxes on spending efficiency in Indonesia can be explained as follows. In Indonesia,
taxes are the primary source of local government income. However, most provinces have low taxes. In such
conditions, local governments in provinces receiving higher taxes can also spend more. Taxes are obtained from
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local government efforts through tax intensification. Because local tax collections are obtained through their
efforts, local governments are becoming more careful in spending. They are trying to create pro-poor growth
programs that are right on target. Under these conditions, spending allocations for pro-poor growth programs
are on target, and the government can work more efficiently.

In contrast to taxes, intergovernmental transfers significantly negatively affect spending efficiency. The results
of this research align with the results of a study in Spain conducted by Narbon-Perpina et al. (2020), which
shows that local governments do not experience difficulties in increasing their revenues due to direct transfers
from higher levels of government. It is one of the reasons why increasingly large transfers to regions negatively
impact regional governments' performance. The existence of transfer funds disbursed by the central
government to regional governments creates lower incentives to manage them efficiently, as well as to provide
a level of public service appropriate to their constituents. On the other hand, Chalil (2020) stated in his study
regarding the efficiency of autonomous and non-autonomous village governments in Indonesia that increasing
direct transfers to villages would reduce inefficiency by around 2.67% to 2.77%. However, a comparison is made
of the magnitude of the impact of the transfer. In that case, it is known that the transfer positively impacts the
efficiency of government spending, especially for non-autonomous villages (sub-districts).

Meanwhile, in this research, although taxes and transfers are both sources of local income, the direction of
their influence is opposite on spending efficiency. Local taxes encourage local governments to work more
efficiently. On the other hand, transfers cause local governments to work inefficiently. The explanation for this
condition is as follows. Transfers in Indonesia are local government revenues sourced from the central
government, which can be fiscal equality for poor provinces. In other words, whether rich or poor, provinces
will receive transfers whose value is similar.

In addition, the allocation of most of these transfer funds is regulated so that local governments do not have
the authority to regulate and create programs that suit the needs of their regions. Examples of expenditure
obtained from transfers are employee salaries and activity costs not directly related to poverty alleviation
programs, not pro-poor growth expenditure, such as building school infrastructure. School construction does
not automatically directly impact economic growth and poverty reduction in the year in question. Thus, large
transfers require local governments to carry out all activities from the transfer funds. Even local governments
become busy with activities originating from transfers because the government is asked to be responsible for
using these transfers. Therefore, local governments should be more focused on implementing pro-poor growth
programs so that the efficiency of government spending decreases.

Likewise, GDP per capita has a significant negative effect on spending efficiency. The results of this research
are in contrast to research conducted by Mohanty & Bhanumurthy (2020), which suggests that GDP per capita
can sharpen the efficiency of local government spending in the social, education, and health sectors, or in other
words, countries with high GDP per capita cause the government to spend more efficient.

On the other hand, the study by Ou et al. (2020) strengthens the findings of this research, which explains in
their study that GDP per capita is negatively related to the efficiency of government spending. It is connected
to the contraction of economic growth, concentrated in sectors with more significant investment (capital
intensive), such as the industrial and service sectors.

In this research, increasing GRDP per capita can reduce the efficiency of pro-poor growth spending. In
Indonesia, many poor people work in the agricultural sector. However, several provinces are vital in the
industrial and service sectors. Provinces that dominate the industrial and service sectors have higher GDP per
capita than other provinces that are still dominated by the agricultural sector. The increasing income of the
industrial community has encouraged the government to begin directing the provision of infrastructure and
programs that support industrialization. These prosperous societies need infrastructure related to technology
and insurance related to welfare. These rich people can take advantage of the infrastructure provided by the
government even though it is paid for it. It causes local governments to prioritize providing infrastructure and
services for people with money. This condition does not encourage economic growth and cannot reduce
poverty, so the efficiency of local government spending is lower in rich provinces.

CONCLUSIONS

The research results show that regional expansion causes the efficiency of pro-poor growth government
spending to decrease. Another variable, namely taxes, has a positive effect on the efficiency of government
spending. On the other hand, transfers and GDP per capita significantly negatively affect government spending
efficiency.

This research implies that the central government in Indonesia should cease the regional expansion policy. If
further regional expansion occurs, the possibility of inefficiency in using pro-poor growth spending will be
greater.

Meanwhile, taxes' positive influence on government spending's efficiency has implications for local
government efforts to optimise local taxes through tax intensification and extensification. Efforts to extend
taxes require strict analysis and consideration to maintain the business world's power to develop due to high
taxes.
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Vice versa for intergovernmental transfers. Because transfers have a negative effect on the efficiency of
government spending, the implication is that local governments need to increase financial independence so
that in the future, transfers from the central government can be reduced. The government should also create a
pro-poor growth program from the intergovernmental transfer.

Finally, the negative influence of GRDP per capita on the efficiency of government spending has implications
for the decreasing efficiency of government spending if GRDP per capita increases. The aim of administering
government is to improve community welfare, which is reflected in an increase in GDP per capita. Therefore,
the government should integrate the industrial sector into the upstream sector. Communities in the industrial
and service sectors are still encouraged to progress, and communities in the agricultural sector are also built to
support industrialization.
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