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Abstract

This study aims to analyze the effect of the regional minimum wage (UMR), human development
index (IPM), labor force participation rate (TPAK) and poverty on economic growth in districts/cities
in Central Java Province during the period 2017 -2021.The analytical tool used in this study, namely
panel data regression. The data used in this study are time series and cross section data obtained
from the Central Bureau of Statistics(BPS) of Central Java. The model chosen in this study is REM.
Based on the results of theanalysis, it is known that the UMR has a positive and significant
relationship, HDI has a positive and significant relationship, while TPAK has a negative and not
significant relationship, meanwhile, poverty has a negative and significant relationship. Based on
theresearch that has been done, the government can increase the UMR and liveability as wellas
guarantee public education to increase economic growth.
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1 Introduction

Economic development activities in a country aim to increase per capita income which boilsdown
to improving people's welfare. The main objective of economic development is to producea high growth
rate of economic plants, followed by poverty alleviation, reduction of income inequality, decent
employment opportunities, health standards, improvement of environmentalconditions, equality of
opportunity, equal distribution of individual freedom and refreshment ofcultural life [1]. Meanwhile,
economic growth is an increase in people's per capita income regardless of changes in economic
structure.

A country's economic growth can be seen from the annual change in gross domestic product(GDP)
at the level of the country. The development success of a region or country can be measured by the
rate of economic growth. Each region always sets a higher growth rate than theprevious year in its
regional development plan. It aims to increase economic growth in the nextperiod with the hope that
the community can receive a positive impact from the increase in economic growth that occurs.

Economic growth is one of the very important indicators to assess the performance of an
economy, especially to analyze the results of economic development carried out in a country orregion.
The economy is said to be growing as the production of goods and services increases from the previous
year. Economic growth thus indicates the extent to which economic activity can generate additional
income or wealth for people over a period of time. The increasing economic growth of a country or
region indicates that the economy of the country or region is doing well [2].

An important indicator for assessing the condition of a country's economy over a period oftime is
gross domestic product (GDP) data. GDP is basically the sum of the added value generated by all
business units in a country, or the sum of the final products and services produced by all business units.
GDP on the basis of prevailing prices is the added value of goodsand services calculated based on annual
prices, and GDP on constant prices calculates the addedvalue of these goods and services based on
prices in a given year (BPS Central Java).
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Table 1. Central Java Province's economic growth rate from 2017 to 2021

5,26% 5,30% —5,36%

3,32%

2017 2018 2019 2020 2021

-2,65%

Source: Central Statistik Agency of Central Java

Based on the data above, economic growth in Central Java has increased for 3 consecutiveyears.
However, in 2020 economic growth in Central Java contracted by -2.65% due to the Covid-19
pandemic which made the economy experience a decline. Economic growth in CentralJava increased
by 5.26% in 2018-2019. According to Bank Indonesia, the overall economic performance of Central
Java in 2019 was better than in 2018. Then economic growth in CentralJava began to improve in 2021
with a figure of 3.32%.

Economic growth and development have different definitions, namely, economic growth isa
process by which per capita output continues to increase in the long term [3]. Economic growthis one of
the indicators of successful development. Therefore, the higher the economic growth,the higher the
welfare of the people, although there is another indicator, namely incomedistribution. Economic
development is an effort to increase per capita income by processing thepotential of economic power
into a real economy through investment, the use of technology,increasing knowledge, improving
skills, increasing organizational and administrative capacity.One of the indicators of the success of
development implementation that can be used as a macro reference is economic growth, but even
though it has been used as an indicator ofdevelopment, economic growth is still general in nature
and has not reflected the ability of thecommunity. Individually. Regional development is also
expected to have a positive impact oneconomic growth. Regional economic growth can be reflected
in changes in the gross national product of the regions [3].

According to Kuznets, economic growth is the process of increasing a country's long-term
productive capacity to provide its people with economic goods. There are several tools to measure
economic growth, namely: Gross domestic product and gross domestic product per capita of a region.
The neoclassical economic growth put forward by Solow assumes that the supply of capital and labor
and the assumption that output has a constant return are things that affect the quantity of output.
Solow's growth model is also designed to determine whether capital stock savings, population levels,
and technological advances impact economic growth [3].

District/city minimum wage factors also affect economic growth. Economic growth is a means of
enhancing the long-term ability of the country concerned to provide various economicgoods for its
people [4]. Raising the minimum wage of workers will increase their purchasing power, which will
ultimately encourage morale and possibly increase labor productivity. However, for employers who
see wages as a burden, this increase forces them to adjust the wages they pay to workers to the
minimum wage set by the government. So, with this increasein the minimum wage, employers tend
to reduce the amount of labor they use in the productionprocess. This further narrows the labor market
in terms of labor, but on the other hand, workerswho earn higher wages can increase their productivity
[5].

Human resources (HR) are one of the resources needed for the economy of a region or country.
The stage of the Industrial Revolution 4.0 presents current and future challenges, including job
opportunities. The level of labor force participation (TPAK) and education is oneof the human resource
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factors that contribute to the formation of a region's gross domestic product (GRDP) that can
encourage regional economic growth.

One way to measure the success or performance of a country or region in human development is
through the Human Development Index (HDI). Human development and economic growth are closely
related and are prerequisites for the achievement of human development. Efforts to increase human
development support increased productivity and productive efforts that ultimately increase income.

Poverty that occurs in a society is measured using indicators of ability to meet basic needsboth
food and non-food (basic needs approach), also called the poverty line [6]. The World Bank's poverty
measurement uses income and wealth indicators (lack of income and wealth) tomeet basic needs such
as food, clothing, housing, acceptable health care and education.

Several previous studies have shown a positive and significant relationship between the regional
minimum wage, human development index and economic growth [7] [8] [9]. Meanwhile, the labor
force participation rate does not have a significant effect on economic growth [10]. And research that
shows a negative relationship between poverty and economic growth is research [10].

The difference between this study and previous research is the modification of independent
variables used in previous studies, the location of the study and the year used. This study aims to
analyze the effect of the regional minimum wage, human development index, labor force participation,
and poverty rate on economic growth in Central Java province from 2017 to 2021

2 Literature review

2.1 The Theory Economic Growth

According to Adam Smith, the classical theory argues that to increase economic growth by
emphasizing existing factors of production. Adam Smith thinks that economic growth actuallyrests
on population growth. With the increase in population, there will be an increase in outputor results.
Adam Smith’s theory is contained in his book entitled An Inquiry Into the Nature andCauses of the
Wealth of Nations [11].

Simon Kuznets, one of the great economists who won the Nobel Prize in Economics in 1971,
defines economic growth as a long-term increase in a country's ability to provide its citizens with a
variety of economic goods. Capacity building itself is determined or made possible by technical,
institutional and ideological progress or adaptation to existing needs [12].

2.2 Economic Growth

Economic growth generally describes economic activity in an area that generates additionalincome
for a society over a period of time. According to [3], economic growth is defined as thedevelopment
of economic activity that leads to an increase in the number of goods and servicesproduced by a society
and increase the community’s wealth.

Economic growth is the process of continuously changing the state of a country's economyfor the
better over a period of time. Economic growth can also be interpreted as the process of increasing the
production capacity of an economy which is manifested in the form of increasingnational income. their
economic growth is a sign of successful economic development [13].

Economic growth is one of the very important indicators in assessing the progress or not ofan
economy, the economy is said to experience growth if the production of goods and services increases
from the previous year. Thus, economic growth shows the extent to which economic activity can
generate additional income or increase the level of public welfare at a certain period.Because basically
economic activity is a process of using production factors to produce output,the process will in turn
produce a flow of reciprocity to the production factors owned by society. With economic growth,
people's income as owners of production factors is also expected to increase. Economic growth can
usually be measured using Bruto Domestic Product (GDP) dataof final goods and services generated
from an economy over a period of time (usually one year).

2.3 Regional Minimum Wage

The minimum wage is a wage set at a regional, regional and sub-sectoral minimum. The purpose
of providing a minimum wage is to meet the minimum standard of living in order to increase the
number of low-income residents. In general, wages occupy a strategic position forboth workers and
their families, the business world and the national interest. Wages, on the other hand, are a means for
the government to level incomes and improve people's welfare [5].
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2.4 Human Development Index

One of the main objectives of HDI is to show that countries can do much better with lowerincome
levels. On the contrary, high income is not necessarily followed by high performance inhuman resource
development. HDI shows that income inequality is greater than different income indicators, at least in
health and education. Furthermore, the Human Development Index reminds us that development
actually means not only increased income, but human developmentin a broader sense. Health and
education, in their role as components of human capital, are inputsto the production function of the state.
5 Improving health and education is an important individual goal of development efforts [14].

Human development is defined as the process of expanding the choice of the population. The
main goal of development is to create an environment where people can live healthy, longand
productive lives (United Nations Development Plan). The Human Development Index, on the other
hand, measures the development outcomes of people based on many basic componentsof quality of life.
As a measure of quality of life, HDI is built with a fundamentally three- dimensional approach. These
aspects include longevity and health, knowledge, and a decent life. These three dimensions are very
broad because they relate to many factors. Life expectancyat birth is used to measure aspects of health.
In addition, for the dimension of knowledge, a combination of averages and indicators of the expected
length of service for school is used. Tomeasure the dimensions of decent living, purchasing power
indices are used for various staple commodities, not per capita as an income approach that represents
development services for adecent life [15].

2.5 Labor Force Participation Rate

The Labor Force Participation Rate (LFPR) is the ratio of the number of workers to the working-
age population of the same group [16]. The higher the labor force participation rate, the higher the
number of workers in the same group. On the contrary, the more people who go to school and maintain
their household income, the more people are inactive, the less the laborforce, and the lower the labor
force participation rate.

2.6 Poverty

According to BPS, it defines the poor as residents who have an average per capita expenditure
per month below the poverty line. Poverty is one of the economic diseases that is very difficult to treat.
Many factors cause people to fall into poverty. Poverty is no longer understood only as economic
incompetence, but also as non-fulfillment of basic rights and differences in the treatment of a person
or group of people in a decent life. Generally recognizedbasic rights are to meet the needs of food,
health, education, employment, housing, clean water,land, natural resources, the environment, feel
safe from the treatment or threat of violence, andthe right to participate in sociopolitical life.

3 Research Method

The analysis method used in this study is to use the Panel Least Square (PLS) regression analysis
method using the Chow Test and Hausman Test to determine the selected model.

The data that has been found in this study is secondary data sourced from the Central Statistics
Agency (BPS) of Central Java from 2017 to 2021. This study uses data panel analysiswhich includes
a combination of time-series data and cross-section data. The data used in the time-series for the last
5 years, namely 2017 to 2021 and cross-section data as many as 35 datathat mention regencies / cities
in Central Java. The processing tool use Software eviews 10.

The equation of the panel data regression model can be formulated in the model as follows :

LOG PE ;= By + p1LOG UMRy, + B,LOG IPM ;, — BsTPAK; — B4POVERTY i1+ &3

Information:
PE : Economic growth
UMR : Regional Minimum Wage (million rupiah’s)
IPM : Human Development Index (index) TPAK
: Labor Force Participation Rate (percent)
POVERTY : Percentage of the Poor (percent)
€ : Error term
Bo : Constanta
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B1.Pa : Independent variable regression

i : Cross Section (35 Regency/City entire Central Java)
t : Time Series (Periods of 2017-2021)

LOG : Log

4 Results of Research and Discussion

To determine the magnitude of the influence of the Regional Minimum Wage, Human
Development Index, Labor Force Participation Rate, and Poverty on economic growth in Central Java
Province, it can be seen from the results of a regression analysis whose processingis assisted by using
the eviews 10 application with the following results.

4.1 Eliminated model selection test

The chow test along with the Hausman test used serves as a better estimated model selectorthan
PLS (pooled least square), then for the FEM (fixed effect model) it is done if you are goingto test the
chow. Then a Hausman test will be carried out for the selection of REM (random effect model), so
that additional tests must be carried out, namely the LM test (lagrange multiplier) used in choosing a
model with a good estimation, namely using PLS (pooled least square) or can be done using REM
(random effect model).

Table 2. Results of Econometric Model Estimation of Panel Data Regression

Variable Regresission Coeficiency
PLS FEM REM
C 6,382555 5,904032 6,141605
LOG (UMR) 0,413821 0,185413 0,191191
LOG(IPM) 1,074417 1,977455 1,902482
TPAK -2,4E-05 -2,42E-06 -2,40E-06
POVERTY -0,004166 -0,012752 -0,012764
R 0,030981 0,999093 0,794868
Adjusted. R’ 0,008180 0,998840 0,790041
Statistics F' 1,358773 3942,516 164,6838
Prob. Statistics F' 0,250361 0,000000 0,000000
Model Selection Test
(1) Chow

Cross- Section F (34,136) = 4269,705763;
Prob.F (34) = 0,0000
(2) Hausman
Cross-Section random y? (4) = 0,523062;
Prob. = 10,9712
Source : Attachments

e The Chow Test

The chow test is done to determine the best match between common effect model (CEM) orfixed
effect model (FEM) when estimating panel data. The Chow test is a comparative test modelcommon-
effect dan fixed-effect. The Chow test aims to determine the most suitable model between the
approaches common effect or fixed effect which is used to perform panel data regression. The
decision criteria for the Chow test are given by the value probabilitas cross sectionF.

From Table 2, you can see the p-value, probability or empirical significance of the F statisticof
0,0000 (< 0,01), Thus, Hp is rejected. So that the estimated model is FEM.

e The Hausman Test
The Hausman tests are usually performed to allow for a choice between FEM or REMmodels.
The hypothesis of hausman test is Hy: The Estimation Model is a form of REM and its Ha: Estimation
Model i.e. REM. H)is acceptable if p-value, probability or statistics significant 2 < a. The Hausman
test results are shown in the Table 3. From Table 3 can be seen the p-value,probability or statistical
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significance > as much as 0.0010 (< 0,01), jadi Ho rejected. So, the model is estimated that is REM .

Table 3. Estimation Random Effect Model (REM)
LOG PE;=6,141605 + 0,191191 LOGUMR;; + 1,902482LOGIPM;; — 2,40E —
06TPAK;: — 0,012764 POVERTY ;;
(0,0000)* (0,0002)* (0,4871) (0,0000)*

R?=0,794868; DW= 1,617615; F. = 164,6838; Prob. F = 0,000000

information: *Significant on a = 0,01; **Significant on a = 0,05; ***Significant on a = 0,10.
Numbers in parentheses are statistical empirical probabilities ¢

e The Existence of an Estimated Text Model REM

The model is present when at least one independent variable affects the dependent variable (not all
regression coefficients are zero). The F test is if the model is real. Given that there are Sindependent
variables in the best estimation of REM (Fixed Effect Model), the hypothetical wording is: Hy: f1 =
B2 = B3 = B4 = B5 = 0 (the fourth regression coefficient of zero variables or non-existent models);
Hef1#0VE2#0V L3 #0V La#0V s # 0 (there is at least one regression coefficient not equal
to zero or the model exists). Hy will be accepted if p value, probability, or statistical empirical
significance F > a; Hy will be rejected if p value, probability, or statistical empirical significance F <
a.”

From Table 3, it can be seen that the p value, probability, or statistical empirical significance/” worth
0f 0,0000 (< 0,01); So, the Ho conclusions of the model used againts the existing research.

e Interpretation of Coefficient Determination(R2)

Coeffitient determination (R?) determine the forecasting power of the estimated model. Fromthe
Table 3 it appears that the value of R’ againts the model Random Effect Model (REM) of 0,794868
means 79,48% variation of economic growth variables are clarified by the variables of regional
minimum wage, human development index, labor force participation rate and poverty. The remaining
20.52% was influenced by variables or other factors that were not included in the model.

o The Test Validity of the Effect from Independent Variables of EstimatedModels
REM

The effect of validity test evaluates the significance of the individual or partial effects from
independent variables. Test the validity of the usability using ¢ fest. Hyt test is i = 0, the variable
independent to i to the estimated model has no significant effect; the H, of §: # 0: independen t
variable to i of estimated model has significant influence. Hy will be accepted if the p value,
probabilitas, ataupun kesignifikansi empirik statistik ¢ > a; Hy akan ditolak apabila nilai p p(value),
probability, or statistical empirical significance of # < a.. The results of the validity test can be found
at Tabel 4.

Table 4. Independent Variable Influence Validity Test Results

Variable Sig.t Criteria Conclusion
LOG (UMR) 0,0000 <0,10 Significant on o = 0,10
LOG (IPM) 0,0002 <0,10 Significant on a = 0,10
TPAK 0,4871 >0,10 Not Significance
POVERTY 0,0000 <0,10 Significant on a = 0,10

328
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5 Discussion

5.1 Effect of regional minimum wage on economic growth

The results of the study determined that minmum wages had a positive influence on economic
growth when the regression coefficient was 0,191191 along with empirical qualification ¢ of 0,0000
(< 0,01). This means that if the minimum wage increases, then economic growth also experiences a
significant increase. The acquisition of this research is in accordance with the results of research
conducted [7] which found that the minimum wage hada significant influence on economic growth in
Central Java Province in 2011-2019. Increasing the minimum wage can increase the economic growth
in an area because increasing wages for workers will improve their purchasing power which will
eventually encourage the desire to workand can increase work productivity. With an increase in work
productivity, in the long run, it will affect regional economic growth.

5.2 Effect of human develepmont index on economic growth

The results of the study determined that the human development index had a positive influence
on economic growth when the regression coefficient was 1,902482 along with empirical significance
t0f0,0002 (<0,01). This means that if the HDI increases, thus economicgrowth will also increase. HDI
is more interpreted as the ultimate goal on improving well-being. What corresponds to the study [9]
which states that the human development index has a positiveeffect on short-term economic growth in
Indonesia for the period 1995-2017.

5.3 The effect of labor force participation rates on economic growth

The results of the study determined that the labor force participation rate had a negative influence
on regression economic growth of -2.40E06 and was not significant with empirical ¢z of 0,4871 (>
0,01). TPAK has no effect on economic growth because population growth is closely related to the
number of workers employed and is one of the factors that will affect economic growth. In addition
to production factors, the number of workers working will also increase from year to year so that if
utilized optimally, it will increase economic growth. This research is in line with the research
conducted by [16] that the labor force participation rate hasno significant effect on economic growth
in Jambi Province.

5.4 The effect of poverty on economic growth

The results showed that poverty has a negative influence on economic growth with a regression
of -0,012764 along with empirical signification ¢ of 0,0000 (<0,01). Which means that if the poverty
rate falls, economic growth will go up. It can be concluded that economic growth is closely
proportional and directly proportional to the income of people per capita, andif the poverty rate is
high, society’s income will decrease and it causes the rate of economic growth to also decrease. Also
a country is said to experience economic development if economicgrowth is through increasing per
capita income and can reduce the poverty rate. This research is in line with the research conducted by
[10] that poverty has a significant effect on economic growth in East Java.

6. Conclusion

Based on the research that has been carried out, it can be concluded that the best Chow testand
Hausman test models are Random Effect Model (REM). The F test shows if the model usedexists with
a level of statistical empirical significance F is worth 0,0000 (< 0,01). The value of the coefficient
determination (R?) of 0,794868 means valuable 79,48% variable variations of the regional minimum
wage, human development index, labor force participation rate and poverty. The remaining 20.52% is
influenced by variables or other factors that are not includedin the model. The results of the influence
validity test show that the regional minimum wage and human development index have a positive
impact on economic growth, while the variablesof labor force participation rate and poverty have a
negative impact on economic growth in Central Java Province during the period of 2017-2021.

7. Suggestion
The government can prepare other excellent programs to prepare the readiness of the

workforce in entering the world of work as well as entrepreneurship training and others in order to open
new jobs in order to be able to innovate and contribute to economic growth in Central Java Province
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so that the cost of daily necessities can be fulfilled, health and welfare can be guaranteed which in the
end will make the level of human development index increase accompanied by Economic growth will
also increase due to the maximum support power fromseveral sources that support economic growth.
These three things cannot be separated from theelements of economic growth so that the government
can carefully take into account programs that can improve the ability of the workforce to work with
the aim of reducing poverty and end up with an increase in the human development index and autopilot
economic growth can growautomatically.
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