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Abstract. Poverty is one of the problems that humans always face. Poverty is as old as
humanity itself, and the implications of the problem can involve all aspects of human life.
This study aims to determine and analyze the effect of people's business credit (KUR),
Provincial Minimum Wages (UMP), and PMDN investment on Poverty in Indonesia. The
data used in this study are secondary in the 2016-2020 period. The method used is multiple
linear regression with a panel data approach with Eviews. The regression output with the
fixed-effect model shows that the KUR, UMP, and PMDN variables hurt the poverty level
in Indonesia. The UMP variable significantly affects the poverty level, while the KUR and
PMDN variables have no significant effect on the poverty level. This finding implies that
the government can provide business capital, increase wages and provide vast opportunities
for investors, which will reduce Poverty in Indonesia
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1 Introduction

Poverty is a problem in almost all countries in the world, especially in developing countries.
Poverty has a multidimensional nature which means that humans have various needs. So Poverty
can be viewed from primary aspects such as inferior because of assets, knowledge, skills, and
secondary elements, namely in the form of poor social networks, financial resources, and
information [1]. BPS data [2], in the period 2010 to September 2020, the poverty rate in
Indonesia has decreased, both in terms of numbers and percentages, except in September 2013,
March 2015, March 2020, and September 2020. the portion of poor people in September 2020
increased to 10.19 percent, an increase of 0.41 percent in March 2020, and a rise of 0.97 percent
in September 2019. The number of poor people in September 2020 amounted to 27.55 million
people, an increase of 1.13 million people against March 2020 and an increase of 2.76 million
people against September 2019.

The complex nature of the poverty problem demands integrated policies and strategies for
overcoming, for example, through programs to expand productive employment opportunities,
human empowerment, and easy access to various existing socio-economic options. Due to
various government limitations, poverty alleviation programs or policies oriented to poverty
problems require a priority scale. Poverty has been exposed and is a matter of debate. Poverty
has been defined differently and reflects a spectrum of ideological orientations. Even a
quantitative approach to defining Poverty has been debated extensively by several researchers
interested in this issue [3].

Reducing the level of Poverty that occurs in society is one of the main objectives of public
policies carried out by each region and nationally. Government public policies are essential in
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overcoming Poverty, namely fiscal or budget policies. One aspect of budget policy is partiality,
namely taking sides with all levels of society, including the poor. The pro-poor government
budget is an essential instrument for policymakers to overcome the problem of Poverty [4].

The government implements various poverty reduction programs by providing subsidies to
the community as a government tool in the context of income retribution for equalization;
however, at the implementation stage, this is very doubtful if it is related to the facts that occur
in the life of Indonesian people which are still very far from the prosperous category. UMKM
has a substantial contribution to the national economy. UMKM is dominated by micro-business
actors, amounting to 98.68%, with a workforce absorption of around 89%. Meanwhile, the
contribution of micro-enterprises to GDP is only about 37.8%. Microbusinesses also have fast
transaction turnover, use domestic products, and are in contact with the primary needs of the
community. To that end, the GovernmentGovernment adopted several policies, including
subsidizing loan interest, restructuring credit, providing working capital guarantees, and tax
incentives. Interest subsidies are provided to strengthen the capital of UMKM through People's
Business Credit (KUR).

KUR is the Government'sGovernment's step in encouraging the expansion of access to
formal financial services for the adult population in Indonesia. Through these programs, it is
hoped that the poverty rate will further decline and economic growth will be more evenly
distributed, as stated [5], [6], [7]. Some of the efforts being made by the Indonesian
GovernmentGovernment are to move the real sector through the UMKM sector with the KUR
program policy, which will ultimately result in reducing the poverty rate.

Another effort to understand Poverty in Indonesia is through the production approach. The
production approach can be reflected in the minimum wage policy, which gives each region the
freedom to determine the size of the UMP/UMR. Unlike previous years, at the end of 2020, the
GovernmentGovernment announced not to increase the 2021 minimum wage increase.

In several empirical studies, there are several studies against minimum wage policies,
including [8] states that the minimum wage will depress the distribution of income and generate
debate whether labor absorption will be subject to high labor costs, reduced profits, and reduced
labor or increase the price of output which in turn burdens the poor. Several researchers stated
the same thing ([9], [10], [11], and [12]). In addition, the low level of public capital formation
is alleged to be one of the Causes of Poverty. Capital is interpreted as an investment, as quoted
by Nurkse [13]: that, "The transfer of some of the existing resources in society to increase the
supply of goods in such a way as to expand output in the future,” then [14], states that "the
change in time capital is an investment”. The effect of investment on growth and welfare is the
empirical finding of several researchers, such as [15], [16], [17], [18]. The discussion of
investment to Poverty and yields mixed conclusions [19] dan [20]. So it is interesting to see the
effect of the KUR subsidy policy, minimum wages, and pro-poor investment in a province on
the quality of poverty management in Indonesia.

2 Literature Review

Poverty becomes an effect relationship, and a causal relationship forms a paradigm circle
of Poverty. This poverty paradigm circle illustrates that Poverty is caused itself, "The vicious
circle of Poverty." This Poverty paradigm circle is a picture of infinite causality so that can be
explained as follows; low domestic people's income due to low productivity results in increased
Poverty, causes the household saving rate to below, cause the level of domestic investment to



down, domestic capital flowing to below in an area resulting in a region lack of money. Results
in a decrease in domestic productivity to be low, low domestic productivity resulting in low
domestic income, and so on, thus forming a circle of poverty paradigm. This Poverty paradigm
circle is a picture of infinite causality so that can be explained as follows; low domestic people's
income due to low productivity results in increased Poverty, causes the household saving rate
to below, cause the level of domestic investment to down, domestic capital flowing to below in
an area resulting in a region lack of money. Results in a decrease in domestic productivity to be
low, low domestic productivity resulting in low domestic income, and so on, thus forming a
circle of poverty paradigm.

Ragnar Nurkse (1953) in [21] argues that an emerging country is poor because it is deficient
(an emerging country is poor because it is imperfect); Poverty in a country has no end, meaning
that an emerging country is because it has nothing, and by having nothing causes a state
suffering from Poverty. Argues that an emerging country is poor because it is deficient (an
emerging country is poor because it is imperfect); Poverty in a country has no end, meaning that
an emerging country is because it has nothing, and having nothing causes a state suffering from
Poverty.

Not all Poverty means that people or groups considered flawed are the people who suffer
the most on the earth's surface. Poverty is then divided into several types [22], namely; Relative
Poverty is a condition of Poverty due to the influence of development policies that have not
reached all levels of society, which causes inequality in income distribution. Absolute Poverty
is a condition that is determined based on the inability to fulfill the minimum basic needs such
as food, clothing, and health necessary to live and work. Structural Poverty is Poverty caused
by unfavorable life structure or structure conditions and causes Poverty and perpetuates Poverty
in society. Cultural Poverty is a condition of Poverty caused by the customs and culture of a
particular area that is shackled and closely attached to the poverty indicator.

The Government'sGovernment's role in poverty alleviation is urgently needed,
Government'sGovernment's role, namely allocation, distribution, and stabilization. This role is
a condition that must be fulfilled if the development goal, namely poverty alleviation, is to be
resolved. The budget issued through spending for poverty alleviation becomes a stimulus in
reducing Poverty and several other development issues. [23], emphasizes the role of the funding
for poverty alleviation. The findings of this study explain the negative relationship between
budgetary income and the number of poor people. This means that the higher the amount of the
income budget, the lower the poverty level. Of course, the funding in question is allocated to
create poverty alleviation programs, both short and long-term. What Hasibuan discovered was
corroborated by [24]. Alawi found that budget allocations for community empowerment
programs have a negative correlation with the severity of Poverty. This means that the higher
the budget allocation for community empowerment programs, the lower the severity of Poverty.
(Erwan, 2010) in [25], which further explains that a subsidy is a provision (contribution) in the
form of money or finance provided by the government or a public body.

At the beginning of the implementation of the KUR Program, it was part of a pro-poverty
policy by encouraging the expansion of access to capital informal financial institutions. In this
program, the government made various policy changes by the direction of the procedure for
empowering micro and small businesses. These multiple changes touched different aspects of
basic policies, including changes to the KUR distribution scheme, expanding the coverage of
KUR program recipients, expanding the channeling institutions of the KUR Program. Efforts to
broaden were also carried out by encouraging the active role of local governments to make
various facilitation efforts to optimize the distribution of KUR [26]. These multiple efforts, of
course, resulted in changes and dynamics in distributing the KUR Program [27] found that an



increase in the minimum wage increased welfare loss; in addition, it was also found that the
minimum wage reduces equity for people with high and low education. Previous [8] states that
the minimum wage will depress the distribution of income and generate debate whether labor
absorption will be subject to high labor costs, reduced profits, reduced labor, or increased output
price. Investment is defined as spending to buy capital goods and production equipment to
produce goods and services in the future [28]. Keynes also used this definition [29] added that
a large stock of physical capital resulting from high investment ratios would lead to high GRDP.
Increased investment also tends to lead to high income.

3 Research Methods

The method in this research is using panel data regression. Panel data is a combination of
time series and cross-section data. The data used is secondary data from BPS. The object of this
research is Poverty, KUR, UMP, PMDN against Poverty in Indonesia in 2016-2020. The
following is the definition of the research variables:

1. Poverty is a measure of the average expenditure gap of each poor person against the
poverty line. The higher the index value, the farther the population's average
expenditure is from the poverty line (Poverty Depth Index = P1), measured in percent.

2. KUR is the amount of people's business credit realized in the province, measured in
rupiah.

3. UMP s, according to the Ministerial Regulation Manpower and Transmigration No. 7
of 2013, namely, the lowest monthly wage consisting of the basic salary including a
fixed allowance which the governor determines as a safety net, measured in rupiah.

4. Investment is the amount of private investment in a province measured by domestic
investment, measured in rupiah.

Panel data multiple linear regression is a combination of time series data and cross-section.
The following is the research equation formula:
KEMit = B0 + B1KURL1it + B2UMP2it + B3PMDNB3it + eit

Where:

KEM = poverty that is P1 (Persen)

KUR = KUR t realized (Rupiah)

UMP = Provincial Minimum Wage (Rupiah)
Investment = PMDN (Rupiah)

B0 = Constanta

B1, B2, B3=regression coefficient

€ = error term

There are units and quantities of independent variables in this study, so a natural logarithmic
model is created. Natural logarithms aim to avoid heteroscedasticity and can determine the
coefficient that shows elasticity. From these considerations, the equation in this study becomes:
InYit = 0 + f1InKURL1it + f2InUMP + 3InPMDNS3it + it



Model estimation technique has three techniques: the OLS (Common Effect) method,
the Fixed Effect model, and the Random Effect model. Then using a better design, done with
the Hausman Test [30]

4  Results and Discussion

The regression analysis results were carried out using the fixed-effect model and had passed
the classical assumptions. It can be described further about the effect of each independent variable
on the dependent. The following Table 1 shows a summary of the regression output used in this
study.

Table 1. Fixed Effect Model Regression Output

Variabel Koefesien TStatistik Prob.
KUR -0,030 -0,547 0,585
UMP -0,449 -2,020 0,045

PMDN -0,032 -1,366 0,174

R-Square = 0,982
Adjusted R-Squared = 0,977

With the regression result formula
Y = 10,355 - 0.030KUR - 0.449UMP - 0.032PMDN

The value of the KUR regression coefficient is -0.030, which means that KUR hurts
Poverty, meaning that if the KUR increases, it will reduce Poverty. The variable which
significantly affects Poverty is slang. Less than 0.1 with a confidence level of 90%, so KUR is
an insignificant variable on Poverty. As stated [5], [6], [7] that KUR is a government step in
encouraging the expansion of access to formal financial services for the adult population in
Indonesia. Through these programs, it is hoped that the poverty rate will further decline and
economic growth will be more evenly distributed; some of the efforts being made by the
Indonesian government are to move the real sector through the UMKM sector with the KUR
program policy, which will ultimately result in reducing the poverty rate.

At the beginning of the implementation of the KUR Program, it was part of a pro-poverty
policy by encouraging the expansion of access to capital informal financial institutions. In this
program, there have been various policy changes made by the GovernmentGovernment by the
direction of the policy for empowering micro and small businesses. These multiple changes
touched different aspects of basic procedures, including changes to the KUR distribution
scheme, expanding the coverage of KUR program recipients, expanding the channeling
institutions of the KUR Program. Efforts to broaden were also carried out by encouraging the
active role of local governments to make various facilitation efforts to optimize the distribution
of KUR [26]. These multiple efforts, of course, resulted in changes and dynamics in distributing
the KUR Program.

The UMP regression coefficient value is -0.449, which means that the UMP hurt Poverty,
meaning that it will reduce the poverty rate if the UMP increases. The variable which
significantly affects Poverty is slang. Less than 0.1 with a confidence level of 90%, so the UMP
is a variable that significantly affects Poverty. Contrary to [8], who states that the minimum



wage will depress the distribution of income and generate debate whether labor absorption will
be subject to high labor costs, reduced profits, and reduced labor or increase the price of output,
which burdens burdens the poor. Several researchers stated the same thing ([9], [10], [11], and
[12]).

The PMDN regression coefficient value is -0.032, which means that PMDN hurt Poverty,
meaning that if the PMDN increases, it will reduce Poverty. The variable which significantly
affects Poverty is slang. Less than 0.1 with a 90% confidence level, PMDN is an insignificant
variable on Poverty. By the low level of community capital formation, which is believed to be
one of the causes of Poverty, this capital is interpreted as an investment, as quoted by Nurkse.
[13] : "The transfer of some of the existing resources in society to increase the supply of goods
in such a way as to expand output in the future,” then [14], states that “the change in time capital
is an investment. The adjusted R-squared value shows that 97.7% of the independent variables
can explain the dependent variable, and outside the model, explain the remaining 2.3%.

5 Conclusion

This study concludes that the variables KUR and PMDN do not significantly affect the level
of Poverty. At the same time, the UMP has a significant adverse effect on the level of Poverty
in Indonesia. This result implies that the provincial government also needs to increase people's
income through the capital provided and domestic investment, namely by creating job
opportunities and giving easy procedures for investors. The provision of money will create
business opportunities and will Reduce Poverty. Making policies related to the ease of credit
procedures to make it easier for small businesses to get capital will encourage an increase in the
economy to reduce Poverty.
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