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“u ABSTRACT

is research aim to know impact of the public investment local by government expenditure allocation
policy on the human resources sector for the economie, social and enviromental aspects. Econometric
model at this research can divide onto 7 blocks within 50 behavior and 8 identity equations. The result of
simulating and forecasting impacts of the local government expenditure policies on the human resources
sector using were; (1) economic aspects, will be driven factor to structural transformation of output and
labor market, support to increase the growth rate of output and output per caput, and improve the output
distribution, (2) social aspects, will be support for increasing the labor force participation and decline the
unemployment, (3) ecological aspects, will have to decline of the land resources pressure, and land cover
degradation of the buffer zone and national park, and (4) for sustainable benefit, the local government
must be consistent to implement this expenditure policy. It can be conclude that local public investment
on the human resources will be support the social welfare and decline the pressure for the land resources
and national park degradation.

Keywords: government expenditure, human resources sector, and degradation.

1. Introduction

The regional public investment on the human resources indicated the local govermnment expenditure
(LGE) on the labor and education sector. The both public investment used to labor skill capacity, formal,
informal and state education. The UUD 1945 at the article 33 (4) have been devote the 20% from fiscal
expenditure to financing of the human resources especially to education sector but implementation can
be stage by stage. One of the negative impact fiscal decentralization policies on the UU No. 33 tahun
2004 was increase the routine gevernment expenditure allocation (RGE), therefore lower ability the
development expenditure allocation (DGE) to support the role of the government as accelerator and
motivator of the regional development. The development expantion to get the higher economic growth
and maximize the nature regional revenue have been supporting of the resources exploitation.

In the developing state likely Indonesia, the negative impact of the growth oriented was environmental
degradation (Bunasor, 2001). Many economic factors likely the low welfare and exploitation of the forest
resources (wood) to get nature revenue resources has been support the forest convertion and illegal
loging by government, small and big scale of the estate (FWI and GFW, 2001). Definition of the poverty
as an environmental degradation on the developing countries was a condition where is the communities
not participate on the process of the change because they have not accessible to production factors
(quantitiy and quality. On the traditional agriculture. the supporting factors of the natural or cultural
poverties were low of the communities knowledge and skill, and weakness of the development strategies
policy as a supprting factors of the structural poverty.

Increasing of the community productivity by education and healthy improvement wfireasonable by
expert to cutting the poverty cycle. Based on this reason, we interested doing this research to
analyze the impact of the local government expenditure at the human resources on the social,
economic and ecological aspect in the regency around the Kerinci Seblat National Park (KSNP).
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Hoping from the research result can be justified of the 20% fiscal allocation policy on the
sustainable development.

2. Empirical Evidence of the LGE Policies.

The local government expenditure (LGE) on Indonesia was to finance the routine (RGE) and
development (DGE) activities. Based on the regional financial statistic, the DGEs divided on the 21
sectors but on the research will be aggregated on 10 sectors were regional development (RDA), research
and development (R&D), transportation (TRA), industry and business (IBA), water resources (WRA),
agricultural (AGA), small business and cooperation (SBA), human resources (HRA), social welfare
(SWA), and the other sectors (OSA). The direct and indire?effects of the change of the sector
allocation at DGEs on social, economic and ecology aspect were illustrated in Figure 1.

Figure 1,

LR LT LT T T T ]

The Path Effect of the RDEs Alloction on the Social, Economic and Ecologycal Aspects

The illustration show that the indirect impact of change of all sector allocation on the national park
reservation but the impact by social economic develop likely credit allocation, land-use, farm business
pattern (commodities choice), output and labor market, and welfare. The regional economic progress can
be divided onto three periods were centralization before economic crisis (1994 — 97), centralization post
crisis period (1998 — 2000), and decentralization period (2001 — recently). The structure of the RGE on
the area studies at centralization and decentralization period show that Figure 2.

Figure 2.
The LGE Structure to Human Resources Sector (HRA) at the Centralization (C) and Decentralization (D)
Period (%)

The figure 2, show that although the value of the DGE will be increase but the trend of the DGE
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allocation especially human resources (HRA) sector is decline because the growth of the DGE values
lower than RGE. This variation of HRA among the region will be indicating of the different paradigm
among the local government. The full authorities to design expenditure and declining of the trend DGEs
on the decentralization implementation therefore can be influence of the regional development. The
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effect of public expenditure allocation policies on the social, economic, and ecology indicators at the
crisis and decentralization implementation showed in Table 1.

Table 1.
The Evaluation Result of the Crisis and Decentralization Impact (%)

Implemented of the fiscal decentralization policies able to increase the growth of output but no able to
improve declined of the growth on the crisis period. This is no enough significant to improve the social
welfare because the incapability on the economic to supplied the job opportunities and the
unemployment rate stay increasing. The gap of agricultural and non-agricultural sector will be increase
because declining of the share of the agricultural output followed by increasing of the share labor market
of agricultural sector. This reas?ble to talk that rising pressure to natural resources can be supporting
factor to increase the rate of the deforestation and degradation at the buffer zone and national park. Jambi

; Crisis Decentralization

Mo Indicators BG I ws BG M WS
Economic (Output Marlet)

1 Share of Agncultural Sector (ECS) -110 0.36 -054 -0.54 -133 -0.36
2 Growth (ECG) -4.92 -7.27 -6.85 2506 299 1.60
3 GDP/caput (GDC) 1.78 4.05 383 0.22 3406 3.00
Socdal (Labor Market)

1  Working Age Participation (WAF)  -0.32 -1.27 -0.95 0.65 -0.06 0.30
2 Unemployment Rate (UNE) 046 1.17 076 0.31 0.03 0.75
3  Share of Agricultural Labor (LAS) -008 -0.98 -230 5.13 5.55 4.23
Ecology (Forestry)

1  FRegional Deforestasi Rate (RDR) 11.05 22.06 085 12.47 1936 814
2 Degradation the Buffer Zone (BZD)  9.96 10,19 018 2.29 0.92 2.01
3 Degradation of the KSNP (K.5D) 1.77 1.24 1.58 -0.22 0.12 -0.05

Mote: BG = Bengloau, JM = Jambi and WeE = Wes Sumatera
Bold= the expected result impact evaluati on.

want to protect the buffer zone as a conservation area, but the others region who want to explore this area
to economic function. The economic oriented have been the rate of forest degradation in Bengkulu and
West Sumatera higher than Jambi. This is one of reason the local governments on 2001 make the
statement to reservation of the KSNP and buffer zone areas.

3. Analytical Framework and Research Methodology
3.1. Research Method

This research survey using the pooling data was combined the cross section data at 3 regions and time
series data from 1994 to 2003. The region around the Kerinci Seblat National Park (KSNP) divided onto
the Bengkulu, Jambi and West Sumatera region.

3.2. Model Specification and Estimate Methods

The econometric model in the research divided onto 7 blocks within 58 behavior equation and 8 identities
equation. The estimation methods are different for any structural equation in the econometric model. The

Local G overmment Fegional Land I Regional Cormodities Stucture of Regional
E >nenditure ILGE] Use (RLL Choice (ROC) ' GDP ISREAY

Seerming by Un related E quation [SLUE) ]
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Histories >.} Forecasting } P olicies Sustainable
2 SLS Sirmulati Simulatio Mode |
= ¥
[ Trangle Recursive | I_.[ Struchural Equation H
Afiocanon of Bankng Fegional E conormic Fegional Forest and
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Seemingly Unrelated Equation estimated by SUR, and the both Triangle Recursive and the Structural
Equation using Two Stage Least Square (2SLS) methods (Figure 2).

Figure 2
The Equation Model, Estimate Methods and Stage to Find Out the LGEs Sustainable Model

3.3. Policies Simulating and Forecasting

The impact of the public policies simulation divided onto history and forecasting simulation. The history
simulation are reallocation the others financial development to rising the human resources with and
without RGEs reallocation. The forecasting simulation method used the stepart method to get forecast
value of the exogenous variable. This value will be used to forecast the impact on the endogenous
variable on the next years using the regression methods. The program tools to estimate and simulate used
SAS/ETS 6.12.

4. Result and Discussion
4.1. 'What Happen on 2010 if There’s not Any Changes the LGE Allocation

The DGEs trend as long 2007 to 2010 is decline, especially supporting by decrease the allocation for
transportation sector in Bengkulu and West Sumatera region. The forecasting of the local public
financing allocation at the 2010 showed in Table 2.

N Expenditure FProportion (%) Growth (262
° Sector BG JIV WS BG JiI WS
A RGE 7736 7241 FT7A3 0.29 016 0.27
B DGE 22.64 27.529 22.57 -0.29 -0.16 -0.27
1 TRA 3.83 8.66 6.55 -0.22 0.06 -0.15
2 RDA 298 232 3.06 -0.01 -0.10 - 0.04
3 HRA 2.03 3.35 2.57 - 0.04 - -0.03
4 osAa 1380 13.27 10.38 - 0.0z -0z -0.05
Table 2

The Forecasting Result of the LGE Allocation and Growth on 2010

Data compare among regions indicated that the variety the pattern allocation and this is one of factor
variety the value of the social, economic and ecology indicator. Using bases data on the fiscal
decentralization period (2001 - 2003) show that the indicator in three aspects on the sustainable
development (see Table 3).
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Table 3.
The Impact of the LGEs Allocation on the Study Indicators as long 2007 to 2010

The new paradigm on the LGEs allocation needed to find out the economic welfare in the fiscal
decentralization period. The forecast show that the economic growth will be decline because the high
dependency of the regional economic on the agricultural sector. The rising of the agricultural sector in
output and labor markets will be increase the pressure of the natural resources, and so supporting factor
the higher of the forest convert and land national park degradation. There is unsustainable economic
growth caused the economic transformation is not running with perfectly.
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4.2,  The Impact Evaluation of the HRA Allocation
4.2.1. Increasing of the HRA without Changes the RGE and DGE Ratio

The impact of the human resources allocation (HRA) rising but not followed the RGE and DGE
allocation was indirectly. The transmition impact by the change of the DGE allocation among
development sector. The effort to rise HRA must be subtited from the other sector expenditure likely
transportastion (TRA), region development (RDA) and the others sector (OSA) (Table 4).

o Secto r D ev elop rnent Kawasan
F inance BG VI WS
Secitor Allocation in D GE
1 HEA =24 =24 =21
=2 TR & -1 .09 -0 oo -0 .94
= RID.A -0 s -0 .42 -0 a0
=3 S A -0 5= -0 .52 -0 .50
Banlk Credit Distyribution
1 CIC 1 .85 1.=1 1.7a
=2 =sBC -2 4= -2 28 -2.19
= Pl e = .99 = .41 = .31
Hote: I EFank Credit &llocaton foo IrvFrestrnent axyd O apatal

Bank Credit fAllocation forr Small and Medbarm Business
Bank Credit Allocaton foe Agsnocaltaral Sectoes

SBC
o

Table 4.
The Impact Increasing of the HRA Allocation on the DGE and Private Finance Structure (%)

The policy not able supporting to develop the small and medium business where indicated by declining
of the credit allocation for this sectors (SBC) but only to support the agriculture sector cause the increase
of the AGC. This trend of development finance behavior will be influence the social, economic and
ecology in this region (Table 5). The agricultural output portion (ECS) and output percaput (GDC) will
be increase but the economic growth will be weakness. The others negative impact of policy was the
unemployment rate (UE) increasing and more higher rate of region deforestation and buffer zone
degradation. The agricultural sector expantion estimate as one of factor to support the forest convertion
and the short run will be decline pressure to national park. This is indicated by declining of the rate of
KSNP degradation (KSD) but if decreasing the natural resource stock in region and buffer zone forest on
the long run the KSNP will be increasing.

Table 5.
The Impact of HRA Rising on the Social, Economic and Ecology Indicators

This fenomena show that the rising allocation for human resources without restructurisation of the RGE

o Fariabel Faw=asan
indilator B o T A=
F coluosrvkac
1 EcC= o177 o.1= o, 13
=2 EC -0.351 -O.30 -0o. 2o
= L= - - . 45 T 4= T ==
Socimal
1 AT -0 o9 -0, 07 -0 0a
=2 TIE 0. 21 o, 19 o.1=
= L= —O .0 —O .o —o.x7
EF coloosices
1 FI>F 1.19 0.9 1.17
=2 B = 0. 05 o.o1 oo
= E =SI> O . 1= - 1= - A=
IMote: Boeld= indchcate the expected owutppiat of the policies
RPDEFE — F Rate of the Region Defor estatior
BEID — Rate of Borsfffer Zorne De sradats o
F S — FRate of Flerizwi Seblat Degradati os

and DGE is no good for sustainable development on the local development.
4.2.2. The RGE Reallocation to Priority Increasing of the HRA Sector

The alternative policy to increasing of the HRA able to rising the DGE by reallocation from RGE about 5
and 10%. The impact both reallocation within the HRA priority on the others sector allocation and the
private financial by banking credit distribution (BCD) showing at Table 6.
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Sector The of Paolicies Impact
Mo  Puablic Sea 105
Finance BG T S BG I ATS
DGEs Sector 720 752 7S1 10 .07 ooz o 75
1 HEA EP-2 32 ES-5 4 & & & <5 & #£3
= TR A =239 =28 =21 1.84 1.77 1.71
3 RDA 1.01 0.95 093 o.7= o.74 o.72
4 OS A 128 1.20 117 097 093 o200
E ankins Credat
1 cIC zEee 292 -294 -1.77 -1.81 -1.24
= sSBC 338 S.1= zZ9s 1.2 1.63 1.50
3 AGC -5.46 -550 -553 -3.35 =.41 S.4&

Table 6.
The Direct Impact of the RGE Reallocation within HRA priority on the DGE and BCD Structure

The direct impact of RGE reallocation policies are the change of the financial development structure.
The priority of the HRA indicated with the increasing this sector is bigger than others sector. In the
private sector effect of the policies can be decline the investment and agricultural banking credit
propotion, but the small and medium business can be rising. Decreasing of the investment credit
proportion indicate that the rising of the consumption credit supporting by GDC rising. The stuctural
tranformation of region economic with in the decline dependency on the output and labor market able to
acceleration of the economic growth, increasing the GDP percaput and labor demand (see Table 7).

Table 7.
The Indirect Impact of the RGE Reallocation within HRA priority on the Development Indicators
Aspect and The Changes of Policies Inpact
Mo Imndicator 5% 10%%
Developimertd BS T TS B JII WS
Econosrmies Aspect
1 ECS -0.50 0.47T -0.45 -0.44 -4l 0.0
2 ECG 0.75 0.7E5 0.7TE 0.61 el LLE ) §
= GDC .24 .32 Z.19 +.68 4 T4 441
Social Aspect
1 WTAP 0.7l 0.8 06T 0.74 | B4 071
2 UE -0.65 0.63 -0.62 -0.57 -L56 -0.56
= LAS -0.53 0.43 -036 -0.78 -7l -0.65
Ecologies Aspect
1 RDR -3.9Z -3.49 -4.35 -3.5Z = -3.97
2 EBZD -0.ZZ 0.13 -0.08 -0.Z1 -1 -0.09
= ESD 0.12 0.12 011 .05 0.03 Doz

IMote: "Beolds™ show that expected impact of policy

Therefore on the social aspect was improve the working age participation and employment rate
especially on the non-agricultural sector. This is good for conservation program where is low pressure
on the natural resources will be increase the regional forest and KSNP buffer zone conservation.
Althought the national park degration still rising the more allocation of the RGEs feasible to get the
sustainable of the region development by restruction of the LGEs.

4.2.3. The LGEs Structure for Sustainable Development

The sectored policy or only focused on the any aspect where is indicated at the LGEs allocation can be
find of the opportunity cost atau”trade off” among the three aspect. The reallocation of the RGE policy
to support the human resources development is the best result to get the sustainable criteria but there
policy must be followed the others sectors, especially on the transportation to improve the infrastructure
and regional development. To find out the sustainable development with restructure of the LGEs can do
it by 20% reallocation of the Es to increasing the DGEs. The indicator target at the regional
sustainable development (RSD) can be seen at Table 8.
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Table 8. The Evaluation Impact of the LGEs Policy Allocation on the Socials, Economies and

Ecologies Indicator

Indicators Target of Regional Sustainable Development

No Region Value Socials Economies Ecologies
WAP UE LAS ECS ECG GDC RFA BZD KSD
Base 64.30 506 7323 4459 3.16 1.17 3937 1782 483
1 BG Simulation 6528 434 7210 4405 3.89 1.25 4206 1756 484
Changes 098 072 -112 -054 073 7.06 268 026 001
Base 5943 3.17 7362 4520 3.56 1.17 3593 870 743
2 M Simulation 6038 247 72359 4468 4.30 1.25 3850 851 743
Changes 096 071 -103 -052 074 713 257 019 000
Base 54 .84 413 6641 3490 3.83 1.26 5081 732 7.8
3 WS Simulation  55.78 343 6545 3440 4.58 1.34 5329 7.19 7.8
Changes 094 070 -095 -050 075 6.62 248 013 0.00

The sustainable target indicators were the rising of the working age participation (WAP), economic
growth (ECG) and output per-caput (GDC), regional forest areas (RFA) and declining of the
unemployment (UE) and proportion of the agricultural labor (LAS) and output (ECS), buffer zone
deforestation (BZD) and KSNP degradation (KSD). This target reliable if the balances ratio between
RGEs and DGEs (50:50) and the allocation of the priorities sector are HRA, TRA and RDA (see Table
9). The LGEs structure find out from 20% reallocation of the RGEs to take the increase about 13.5% of
the DGEs. There DGEs allocated to increase HRA about 9%, and followed of the other sectors likely
TRA and RDA about | and 2%, respectely.

Development Changes (%6) E.SD Allocation (%6)
No  Sector BG LY WS BG I WS
Financing
DGEs
1 HER A 9.71 9.72 9.64 14 .08 14.52 14.53
2 RDA 0.92 0.89 0.86 T 48 F.15 5.01
3 TRA 219 2.10 2.04 1379 13.75 15.85
<4 OSA 1.16 1.11 1.08 15.88 15.62 10.96
S 13207 13.82 1362 s0.76 sSD.25 S0.65
Banlking Credit
1 CIC -1.86 -1.92 -1.97 82.10 80.88 74.10
2 =B C 1.75 1.53 1.30 29.a63 30.10 40 409
3 AGC -3.53 -3.62 -372 60.53 63 86 50.32
Table 9.

The Structure of the LGEs and Banking Crefit Allocation on the RDA

Varieties among the region show that the allocation for HRA not always the biggest. The biggest LGEs
allocation in Bengkulu and Jambi region were HRA, but in West Sumatra was TRA. This fenomena
show that the regional development must be do it simultaneously among the human resources and
improving of the transportation infrastructure to rise a regional accesibilities. On the private sector there
policy must be followed to suppoting of the small and medium business sector especially non-farm
business. The local government must be support to create a condusive investment and optimally role of
ga goverment as a development motivator.

Conclusion and Policy Implication
5.1. Conclusion

Based on this research we can conclude that the regional sustainable development reliable to find if the
local government able to manage the local public expenditure. The strategies to improve the development
quality can be done by decline of the routine expenditure to finance the development sectors priorities.
Three sector priorities what can be achieve this target are human resources, transportation and regional
development.
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5.2. Policies Implementation

The impact of public investment at human resources has a characteristic as the long run effected and
there effectively if supported by another sector. The ideal of the local government expenditure can be
found if there implemented the policy to efficient of the RGEs. The both effectively and efficiently
policies at the LGEs, and so optimally the regulated and motivate role of the local government can be
order condition to achieve the regional sustainability development.
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