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Balance between Budget and Fiscal Policy: Empirical Evidence in South Sumatra Province

Abstract. Introduction. Current budget balance is one problem encountered by the government which aims are to make
a country/region prosperous, fiscal policy is one of the government’s efforts to regulate budget balance. In the case of balance
budget and personnel expenditure, many governments have not been able to implement fiscal policies properly so that budget
imbalances often occur. This research was conducted to determine how the balance of the budget and its relationship with fiscal
policy in South Sumatra Province cause in each district/city has a unique area so that inequality often occurs. The data used in this
study are secondary data from the Central Bureau of Statistics and the Directorate General of Taxes and Finance. The data analysis
method which was seduced was panel data regression. The results of this study are expected to be a reference material for further
research and government considerations in planning budget expenditures in South Sumatra Province.

Purpose. This study analyzes fiscal expenditure which includes balance funds and personnel expenditure and economic
growth in budget balance in South Sumatra Province in 2009 - 2018.

Results. The results of this study indicate that (1) the balance funds and personnel expenditure have a positive effect on
budget imbalances in the Regency/City of South Sumatra Province, but the effect of the balance funds is not significant, (2)
economic growth has a negative and significant effect on budget imbalances in South Sumatra Province.

Conclusion. Based on the regression results of the balance fund variable, personnel expenditure and economic growth
are the determining variables for the balance of the budget in South Sumatra Province because it is seen from the R Square value
of 72.8 percent and the greatest influence of fiscal policy in determining the balance of a budget is personnel expenditure. The
implications of the research results can be a strategy to regulate the balance of the budget in each district/city South Sumatra
Province. In addition, by regulating sound fiscal policy by the government, we hope it can reduce the budget deficit and create
budget balance.

Keywords: budget balance; fiscal sustainability; budget deficit; budget surplus
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[HgoHe3ia

CyceTtbo [iaik, npodecop, JOKTOP EKOHOMIYHUX HaYK, BUKJIaJa4 aKyJbTeTy eKOHOMIKH, YHiBEpCcUTET
lpiBimxkas, [Tanembanr, IHAOHE3Is

CyKkaHTO, [0KTOp EKOHOMIYHHMX HayK, BUKJIaZad ¢akyJbTeTy eKoHOMikH, YHiBepcuteT llpiBimkas,
[TanembaHr, IHgOHE3ia

BasaHc mMixk 610/keTHOI0 Ta ¢icKkaJbHOI0 MOJIITUKOIO: eMIipuyHi AaHi B npoBiHii [liBgenHa Cymarpa

AHomayisa. [lomouHuli 6asaHc 610dxcemy — 00HA 3 Npobaem ypsdy, aKuli npazHe 3po6umu KpaiHy/pe2ioH ycniwuHuMu, a
dickasbHa nosaimuka - oduH i3 Hanpsmie JdisibHocmi ypsidy wodo pezyaweaHHs 6ldicemHoz0 6aaaHcy. B ymosax
36a1axHcosaHocmi 6r0dxcemy ma eumpam Ha nepcoHan 6azamo ypsdie He 3M02AU HAAEHCHUM YUHOM peaizyeamu gickanbHy
no/Aimuky, momy 4acmo GuHukaau ducébanaHcu 6rwdxcemy. [laHe docaidyiceHHs 6Y/10 Npo8edeHO 3 Memow YMOYHEHHS, SK
36asaHcosaxicmyb 610ddcemy ma tio2o 83a€M038 ‘30K i3 pickarbHoI0 noaimukoro 8 nposinyii [lisdenHa Cymampa enausaroms HA
me, Wo KodceH patioH/Micmo Mawoms yHIKAJAbHY Mepumopito, 00HaK Yacmo y HUX 8UHUKA€E HepigHicmb. /laHi, sukopucmaHi y
docaidxcenHi, € BmopuHHuMuU daHumu llenmpasnvHozo 6ropo cmamucmuku ma ['0108H020 ynpasaiHHs nodamkis i giHawHcie.
Ceped memodie aHanizy daHux 6y/10 BUKOPUCMAHO pezpecilo naHenbHUx OaHux. OviKyembcsi, wjo pesyabmamu Ybo2o
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docaidxceHHs: cmaHymb 008i0kogum mamepianoMm 0451 nodanabwux 00cAiddceHb ma 6ydyms eukopucmaui ypsidomM npu
n/aaHyeaHHi 6rodxcemuux eudamkie y nposginyii Iliedenna Cymampa.

Y docaidacenni npoanasizogaxo 6t0dxcemui sgumpamu, siKi karYaOmMe 6aaaHcosi oHAu i eumpamu HA hepcoHas, a
MaKoxic eKoHOMIYHe 3pocmaHHA y 6i0dxcemi nposinyii [liedenna Cymampay 2009-2018 pokax.

Pezynemamu docaidxceHHs1 8kazyiomes Ha me, wo: 6aaaHcogi oHOU ma sumpamu HA NEepcoHaa NO3UMuBHO
enausaroms Ha 60dxcemui ducbanaHcu 8 pezioHi IliedenHa Cymampa, odHak epekm 6anraHcosux PoHOie He € 3HAUHUM;
eKOHOMIYHe 3DOCMAaHHA MAE HeaamueHUll ma 3Ha4HUll enaue Ha 6t0dxcemHi ducbanaHncu 8 npoginyii IlisdenHa Cymampa.

Takum yuHoM, Ha nidcmasi pezyabmamis pezpecii 3miHHOI poHdy 6asaHcy, sumpam Ha NepcoHas ma eKOHOMi4HO20
3DOCMAHHS MOXCHA 3pO6UMU BUCHOBOK, W0 BOHU € BU3HAYANBHUMU 3MIHHUMU 0415 6aaaHcy 6r0dxcemy & nposinyii IliedeHHa
Cymampa. IIpo ye ceiduums 3HayeHHA nokasHuka R2 72,8 eidcomka. Halibinvwull enaue ickanrbHoi nosimuku Ha 6aaaHc
6r0dxcemy maromb eumpamu Ha nepcoHas. Bpaxosyrouu dani pezyssmamu docaidsiceHHs, mae 6ymu po3pobaeHa cmpamezis
pezyn08aHHs 6aaaHcy 600xcemy 8 KoxcHomy patioHi/micmi [TiedenHoi Cymampu. Kpim mozo, 30iticHorouu susasceHy @ickanbHy
noaimuky, ypso smodice smeHwumu degiyum 6rodxcemy ma 3abezneyumu 36a1aHCO8aHicmb 6100xcemy.

Kawuoei cnoea: 6r0dxcemuuii 6anauc; gickanvHa cmitikicms; degiyum 6rodocemy; npogpiyum 610dxcemy.

Formulation of the problem. Current budget balance
is one problem encountered by the government which has
aims to make a country / region prosperous, one of the
government’s efforts to regulate budget balance is by
regulating its fiscal policies [1].

South Sumatra Province in each district / city has a
unique area so that inequality often occurs in the districts
/ cities of this province [2]. The highest component of
government spending is in South Sumatra Province based
on annual data Anggaran Pendapatan dan Belanja Daerah
(2020) is personnel expenditure, where the allocation
reaches 9.4 trillion or 66% of other regional expenditure
components where each year personnel expenditure has
increased.

According to Sudarso (2018) the cause of the high
expenditure for employees in each Regency / City of South
Sumatra Province is due the payment of allowance ied fitri
(THR) for State Civil Apparatus (ASN) employees and non
State Civil Apparatus (ASN) employees because of the
payment of allowance ied fitri (THR) received from year to
year is the full value of the employee salary without piece.
The high increase in personnel spending has been proven
by the annual government work plan quoted from the

number of employees increases from year to year so in
this case, personnel expenditure is fixed expenditure,
according to Sudarso (2018) It is likely that the number of
permanent employees or State Civil Apparatus (ASN)
cannot be reduced because the government cannot
reduce the number of ASNs through the work termination
(PHK) mechanism as is done by private parties. The
number of civil servants will be reduced by the pension
mechanism.

According to UU nomor 33 tahun 2014 one
component to reduce the amount of personnel
expenditure is regulated by the balance fund, so
personnel expenditure is also regulated by the balance
fund, if the balance fund is properly regulated by looking
at the components of income and expenditure, it can
create a budget balance [1].

Economic growth has a relationship with fiscal policy if the
economic growth of a region is positive, showing that the fiscal
expenditure made by the regional government has been
successful so that in this case it creates a budget balance [7].

A budget deficit or surplus is the difference in
comparison between government revenue and its
expenditures, a budget deficit can occur if the government

website Kementerian Keuangan Republik Indonesia  spends more than its revenue so that a budget surplus can
(2017) which states that an increase in the salary of occur if the level of revenue exceeds the level of
honorary government employees is equivalent to the expenditure [8].
salary of permanent employees and the increase in the
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Figure 1 — Development of Balancing Funds, Personnel Expenditures, and Economic Growth to the Budget Balances in South
Sumatera Province in 2009-2018

Source: Directorate General of Tax and Finance and the Central Statistics Agency of South Sumatra Province, June 2020
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This condition can occur in South Sumatra Province,
following the trend of balancing funds, personnel
expenditure, and economic growth on the budget deficit
/ surplus during 2009-2018.

In general, described in Figure 1 shows overall the
relationship between all independent variables and the
dependent variable in South Sumatra has an on average
disproportionate relationship, for example, in 2014-2018
period, South Sumatra Province experienced a budget
surplus, but in terms of fiscal expenditure experienced an
increase as well as economic growth. This condition shows
that there is a budget surplus conditions, all this also
shows that there is an imbalance between implementing
fiscal policy and the balance of the budget. Conditions that
the budget surplus is achieved when there are conditions
of budget balance, this problem indicates that there is a
long-term relationship between fiscal spending and
budget balance [9] and according to Ocran (2011) fiscal
policy has varying effects on output, but the effect of fiscal
policy on budget input is relatively low but still exists;
however, the response is temporary and substantial in
most cases, for example according to Narayan & Narayan
(2006) if there is an increase in government spending,
especially in a fiscal context, it will have a significant
impact on reducing the balance of the budget. So in this
problem the government need to make limit the fiscal
budget, especially personnel expenditure [12] and
according to Khairani (2017) transfer funds have an
enormous influence on the balance of the budget.

Based on the results of the data, economic growth has
an unbalanced relationship in the long run. The
occurrence of budget imbalances caused by economic
growth has many factors, one of which is the high level of
government spending and revenue which is not followed
by a high rate of economic growth, this problem is based
by research Todorova (2019) which states that an increase
economic growth must be based on the level of spending
and income, and according to Ahmad & Rahman (2017)
GDP is proven to reduce budget deficit. Research Dao
(2014) who found that Economic Growth and Budget
Balance did not have a causal relationship, according to
him that budget restrictions were needed in achieving
budget balance and fiscal sustainability. Fiscal
sustainability is discussed Bui (2019) which reveals that
fiscal sustainability in the long term is determined by
economic conditions, especially sustainable economic
growth.

Analysis of recent research and publications. Siebel &
Pitsoulis (2011) explain the balanced budget theory which
states that the level of government spending must be
balanced with the level of revenue generated by the
government so that there is no budget deficit, meaning
that in this theory there is no budget deficit or it is
balanced budget. Furthermore, it is explained about the
government budget theory which describes the fiscal
strategy issued by the government to regulate a budget,
in line with the deficit strategy in this theory the
government tries to influence people’s behavior in using

the budget in line with direct and indirect expenditure
financing, the government does not spend all of it. The
budget is for social security and infrastructure but
eliminates the difference as additional rent, in this case
also according to this theory the government’s efforts
improve economic conditions by adjusting the conceptual
tax rate balance if GDP / GRDP (which is a benchmark for
economic growth) increases, it will impact an increase in
economic activity, mainly the real sector and the business
world so an increase in economic activity will influence
increasing government revenue through taxation because
economy so that the activity of the business world
increases and corporate profits increase. Increasing the
activities and profits of these companies will certainly
increase taxation both from income tax, value added tax,
and excise [18].Tax revenue is the key thing for domestic
revenue with an increase in tax revenue, which will result
in a decrease in the APBN / APBD deficit [19].

In line with this, many studies discuss budget balance
and the factors that influence it, among others, according
to Anggreni & Sri (2018) the allocation of government
expenditures contained in the balance fund component
has a positive effect on the occurrence of a budget deficit,
it means that in this case a budget surplus can occur if the
balance funds are of low value. According to Priatiningsih
et al., (2013) Personnel expenditure has a positive effect
which can lead to a budget deficit, meaning that in this
case a budget surplus can occur when personnel
expenditure is low. According to Amalia (2019), Fatima et
al., (2012), Oltjana Zoto & Berisha Msc (2016), Eka et al.,
(2019), Satrianto (2015), and Ramadhani (2014) economic
growth has a negative effect on the budget deficit but this
is contrary to research Nwanne (2014), Nwakobi et al.,
(2018), Arjomand et al. (2016) Nkechi & Gabriel (2017)
and Molocwa et al. (2018) which states that economic
growth has a positive effect on the budget deficit. Here,
the positive effect of economic growth on the budget
deficit is because a country / region implements a fiscal
deficit policy where the government always overcomes an
economy whose economic growth is experiencing
sluggishness by increasing its expenditure which is higher
than revenue it is resulted in a country / region
experiencing shortages of the budget [32]. Meanwhile, for
the negative effect, the government applies a balance of
tax rates under the theory of the government budget [18].

Formulation of research goals. The purpose of this
research is to analyze fiscal expenditures which include
balance funds and personnel expenditures and economic
growth on budget balance in South Sumatra Province.

Outline of the main research material. This research
consists of three independent variables and one
dependent variable, where the balance fund, personnel
expenditure, and economic growth are independent
variables and the budget deficit / surplus is the dependent
variable. The analysis used in this research is quantitative
analysis where all the variables are regressed first and
then a qualitative analysis is carried out, namely where
after regression, data analysis is carried out. The type of
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data in this study is secondary data where the publication
of this data is taken from the official website, namely the
Directorate General of Tax and Finance (DJPK), and the
Central Statistics Agency (BPS) for the 2009-2018 period.
The method of analysis used in this research is panel data
regression analysis, the goal is to see how the significant
effect of fiscal policy on budget balance in each District /
City Province in South Sumatra. The analysis model made
in this study is as follows:

BFit = a + B1 BFit + B2 PEit + B3 EGit

BB — Budget Balance or budget deficit/surplus;

BF — Balanced Fund;

PE — Personnel expenditure;

EG — Economic growth;

| — Individual;

t—time.

B1B2pB3: Coefficient for each related variable
research

Based on the results of the theory review above can
made the mindset as follows:

in

— Balance Fund
H;
H
o — Personnel Expenditure ( 2 Budget Balance / Imbalance (y)
1
i
1
[ .
] Economic growth (H3
1
1
1
1

Figure 2 — Conceptual Framework

Source: author’s calculations.

Figure 2 shows the theoretical framework analyzed to
see the relationship between balanced funds, personnel
expenditure and economic growth (fiscal policy) to budget
balance / imbalance in South Sumatra Province in 2009-
2018, as for the hypothesis that can be written based on
the results of theoretical analysis as follows:

1. Balanced funds have a positive effect on the budget
imbalance

2. Personnel expenditure have a positive effect on the
budget imbalance

3. Economic growth has a negative effect on the
budget imbalance

Based on the results of the model test, namely the
Chow and Hausman test, the most suitable model for
panel data regression in this study is the fixed effect
model.

Table 1 Model Summary Panel Data Regression Output Result

Variable Coefficient Std. Error t-Statistic Prob.

C -310237.3 91930.16 -3.374706 0.0010

DP? 0.074788 0.052744 1.417943 0.1593

BP? 0.311877 0.136607 2.283023 0.0245

PE? -13.18695 7651,524 -1.723441 0.0478
R-squared 0.728070 Mean dependent var 13360.73
Adjusted R-squared 0.699414 SD dependent var 100235.0
SE of regression 95122.20 Sum squared reside 26.31932
F-statistic 1.772721 Durbin-Watson stat 2.401758

Prob (F-statistic) 0.041822

Source: Data Processed, 2020

Based on the results of the regression analysis above,
it shows that the variable balance funds and personnel
expenditure are positive and the economic growth
variable is negative, in this case the regression results
above can be made the following equation:

KA =-310237.3 +0.074788DP + 0.311877BP -

13.18695PE

Based on the value of the coefficient of determination
(R2) shows that the value of the coefficient of

determination is 0.728 or 72.8 percent, which means that
72.8 percent of the variables of balanced funds, personnel
expenditure, and economic growth are able to explain the
remaining budget balance variable (27.2 percent)
explained by the other variable was not included in the
regression model.

Due to the results the regression model estimation
shows that the probability value of balanced funds is
0.1593 or a value> 0.05 means that the balanced fund
variable has a positive but insignificant effect on budget
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balance, based on the analysis of the government budget
theory analysis and research by Anggreni & Sri (2018) it
means the positive effect of balancing funds can cause a
budget deficit. The regression coefficient of the balance
funds is 0.074788, meaning that if there is an increase in
the balance funds by 1%, it will increase the budget deficit
by 0.074788 percent.

Our results which are based on the regression model
estimation shows that the probability value personnel
expenditure of 0.0245 or the value <0.05 means that the
personnel expenditure variable has a positive and
significant effect on budget balance based on the analysis
of the theory the government budget study and research
by Prihatiningsih et al. (2013) means that the positive
effect of personnel spending can lead to a budget deficit.
The regression coefficient for personnel expenditure is
0.311877, all this means that if there is an increase in
personnel expenditure by 1%, it will increase the budget
deficit by 0.311877 percent.

Based on the results of the regression model
estimation shows that the probability value economic
growth of 0.0478 or a value <0.05 means that the
economic growth variable has a negative and significant
effect on the budget deficit based on the analysis of the
theory the government budget study and research.
Amalia (2019), Fatima et al. (2012), Oltjana Zoto & Berisha
Msc (2016), Eka et al. (2019), Satrianto (2015), and
Ramadhani (2014) This means that the negative effect of
economic growth can cause a budget surplus where the
regression coefficient of economic growth is -13,18695,
meaning that if there is an increase in economic growth of
1% it will reduce the budget deficit by -13,18695 percent
and vice versa.

The F statistical probability value is 0.041822 <0.05,
which indicates that the variables of balanced funds,
personnel expenditure, and economic growth collectively
have a significant effect on budget balance.

Balanced funds have a positive but insignificant effect
on budget balance, or based on government budget
theory and research by Anggreni & Sri (2018) an increase
in balanced funds can cause budget deficits. This means
that an increase in balancing funds will not significantly
affect the increase in the budget deficit. The insignificance
of the balanced fund variable is in line with the
government budget theory which states that in
expenditure management in the direct and indirect
expenditure components the government does not spend
all its budget but eliminates the difference as additional
rent, so in this case the high and low budget deficit is
reflected by the balance funds so we can see it from how
the government manages its expenditures as best as
possible the allocation of government expenditure
balanced funds to be carried out [18]. This result is in line
with research of Anggreni & Sri (2018) states government
expenditures in the balance fund component have a
positive effect on implementing the budget deficit.

Personnel expenditure has a positive and significant
effect on the variable budget balance. Results of the
government budget theory analysis and research
Priatiningsih et al., (2013) the positive effect of personnel
expenditure can lead to a budget deficit. In general, this
means that any significant increase in personnel
expenditure will affect the increase in the budget deficit.
All this occurs personnel expenditure is a component of
government expenditure and if government expenditure
is higher than revenue it can cause a budget deficit [8]. So
in this case, the more personnel expenditure the
government releases, it will encourage a budget deficit.
These results are in line with the research by Priatiningsih
et al.,, (2013) states that personnel expenditure has a
positive effect which can lead to a budget deficit.

Economic growth has a negative and significant effect
on budget balance. In general, due to the results analysis
of the theory of the government budget, this condition
shows that an important increase in economic growth will
reduce the budget deficit and according to this theory, an
increase in economic growth based on government
revenue through tax revenue can reduce the budget
deficit [21].These results are in line with research by
Amalia (2019), Fatima et al., (2012), Oltjana Zoto &
Berisha Msc (2016), Eka et al., (2019), Satrianto (2015),
and Ramadhani (2014) states that economic growth has a
negative effect on the budget deficit, in this case it means
the economic conditions in South Sumatra Province to
reduce the budget deficit by applying a balance tax rate.

The positive effect of balancing funds and personnel
expenditures when linked to balanced budget theory that
is, government spending must be balanced with the level
of income so there will be no budget deficit [18]. However,
the results of this study state that on the contrary,
government spending is not balanced, causing a budget
deficit.

Conclusions. The results of analysis and testing,
carried by showed the researchers showed that balanced
funds and personnel expenditures have a positive effect
on imbalance budget, or in other words, the positive
effect of balanced funds and personnel expenditures can
cause budget deficit, but statistically balanced funds do
not have a significant effect and personnel expenditure is
statistically significant. Meanwhile, economic growth has
a negative and significant effect on imbalance budget, or
the negative effect of economic growth can reduce the
budget deficit. Based on the calculation of the value of R2
0.728070 or 72.8 percent the balance fund, personnel
expenditure, and economic growth are the determining
factors for budget balance in South Sumatera Province
and this situation is acceptable for the government of
South Sumatra Province to establish a budget policy to
create a prosperous economy and not cause regional
debt, in other words a budget deficit.
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