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Abstract. Underdeveloped areas in Indonesia are less developed in six criteria, economy, 

human resources, facilities and infrastructure, financial capacity, accessibility, and regional 

characteristics. This condition can exacerbate inequality between regions in Indonesia, then 

worsen Indonesia's performance in achieving the SDGs goals. This study aims to provide an 

empirical contribution on things that can help underdeveloped areas to develop more with a 

focus on the discussion on the economic side, namely analyzing the relationship between 

investment, human resource conditions, and village funds on the regional economy. The tool 

used to achieve this goal is panel data with observation years from 2017 to 2021 for 

underdeveloped districts. The result are gross fixed capital formation, labor force 

participation rate, and village funds can help increase the GDRP of underdeveloped 

regions if their amount or use is increased. 
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1   Introduction 

Underdeveloped regions are districts with less developed communities, facilities, and 

infrastructure than other districts [1]. The phenomenon of underdeveloped regions is closely 

related to the conditions of inequality and poverty because there are regions that grow better 

than other regions. This is a common phenomenon in developing countries, including India [2]. 

This condition may be a problem because it can affect the lives and welfare of the population 

from several aspects of life such as health, resource availability, economic, social, political, and 

environmental aspects [3].  

The purpose of this study is to determine the effect of investment, labor force participation 

rate, and village funds on the GDRP of underdeveloped regions in Indonesia. Many variables 

can be used to observe economic conditions in underdeveloped regions, but this study uses three 

variables: investment, labor force participation rate, and village funds. The selection of variables 

is related to the literature that observes regional economic growth with the main variables of 

capital and labor. Capital in this study is gross fixed capital formation or expenditure used by 

the government to purchase capital goods other than military expenditure. This variable is often 

used to analyze economic growth [4], [5] or to analyze regional income [6]. The village fund 

variable was chosen as a variable because it is considered to describe the role of the government 

in village development. Hur [7] used this variable as one of the components to analyze 

government policies. 
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Empirical research on the role of village funds has been conducted with a variety of research 

areas. Handayani and Badrudin [8] observed all regions that received village funds, but the 

majority of studies focus on one region or province level only [9]–[13]. If it is associated with 

disadvantaged areas, Fazri et al. [14] have conducted research but by comparing the role of 

village funds for underdeveloped and not underdeveloped areas in the period 2015 to 2019. The 

difference between this research and Fazri et al. [14] is the number and research areas that are 

classified as underdeveloped. 

 

2   Methodology 

The underdeveloped regions used in the study were 62 districts in accordance with 

Presidential Regulation Number 63 on the Determination of Underdeveloped Regions for 2020-

2024. The process of filling in the data and finding the best model reduced the number of 

research areas to 35. Details about the disadvantaged areas are as follows. 

 
Table 1.  Research Area 

Province Number of Disadvantage Region 

North Sumatera 

South Sumatera  

East Nusa Tenggara 

Maluku 

West Papua 

Papua 

2 

1 

9 

6 

2 

15 

  

The data used as dependent variable is Gross Domestic Regional Product (GDRP) in Rupiah 

from the publication of Central Bureau of Statistics (BPS). Data for the independent variable is 

capital using gross fixed capital formation (GFCF) in units of Rupiah from BPS. Labour force 

participation rate (PR) in percent from BPS, and village funds in Rupiah from the Ministry of 

Finance website. These variables are then regressed using panel data analysis. 

 

𝐿𝑜𝑔 𝐺𝐷𝑃𝑖𝑡 = 𝛽0 + 𝛽1𝐿𝑜𝑔𝐺𝐹𝐶𝐹𝑖𝑡 + 𝛽2𝑃𝑅𝑖𝑡 + 𝛽3𝐿𝑜𝑔𝐷𝑑𝑖𝑡 + 𝜀𝑖𝑡 

 

GDRP is Gross Domestic Regional Product at constant 2010 prices, GFCF is investment 

denoted by gross fixed capital investment, PR is labor force participation rate and Dd is village 

fund. All variables were collected for lagging regions in Indonesia from 2017 to 2021. 

The hypothesis proposed is that the Capital variable has a positive effect on GDRP, the labor 

force participation rate variable has a positive effect on GDRP, and the village fund variable has 

a positive effect on GDRP. 

3   Result 

The following are the results of panel data regression with the fixed effect model method. 
 

Table 1.  Regression Result 



 

 

 

 

Variabel Coefficient Std.Error t-statistic Prob. 

C 3.4447 0.3922 8.7825 0.0000 

GFCF 0.4530 0.0728 6.2229 0.0000 

PR 0.0008 0.0003 2.1763 0.0318 

Dd 0.1599 0.0289 5.5319 0.0000 

R-squared 0.9932 

 

The data used is normally distributed and free from classical assumptions. The Chow and 

Hausmann test results tell us that the best model is the fixed-effect model.  

The error rate used is five percent and the variables of GFCF, labor force participation rate, 

and village funds are statistically proven to have a positive effect on the GDP of lagging regions.  

This result is in line with the research expectation stated in the hypothesis. In other words, 

underdeveloped regions can increase their GDP by increasing the value of gross fixed capital 

formation, labor force participation in the labor market, and the use of village funds. 

Gross fixed capital formation is taken from GDRP data on expenditure on the investment 

component. The definition of this variable is expenditure on capital goods that are not consumer 

goods and have a useful life of more than one year. Military capital expenditure is not included 

in this breakdown because it is government consumption [15]. Gross fixed capital formation can 

not only increase GDRP but can also help the economic growth of a region [4], [16], [17], but 

there are also studies that find the opposite result [5]. 

The labor force participation rate measures the labor force relative to the working-age 

population [15]. The higher the proportion of the labor force, the lower the dependency rate, but 

it must be accompanied by quality so that it can become a reliable human resource for economic 

growth [18].  All workers will try to stay as long as possible in the labor market to earn a decent 

living in terms of finance food and shelter [19]. 

Village funds come from the state revenue and expenditure budget, which is provided through 

the transfer mechanism of the district or city regional revenue and expenditure budget. Several 

empirical studies have found different things about the impact of village funds on the economy. 

Village funds were found to increase unemployment in Ulee Kareng Sub-district, Banda Aceh 

City because village funds have only succeeded in reducing unemployment in the short term 

through ongoing development programs [20]. Different things were found in research in 

Purwakarta Regency, where village funds statistically had a positive effect on economic growth 

and the expansion of employment and business opportunities [21]. 

4   Conclusion 

The results of the panel data regression with the fixed effect model method provide 

information that gross fixed capital formation, labor force participation rate, and village funds 

can help increase the GDRP of underdeveloped regions if their amount or use is increased. 
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