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ABSTRACT
This study aims to analyze the effect of Total Population, Government Spending and
Gross Regional Domestic Product (GRDP) towards Local Revenue in 12 Districts/Cities in
Riau Province in 2010-2014. This Study uses a quantitative approach. The research data
were secondary data from 12 Districts/Cities in Riau Province in 2010-2014. The analysis
model was data panel analysis with Fixed Effect Model. The results showed that Total
Population has no effect to Local Revenue. While, Government Spending and Gross Regional
Domestic Product (GRDP) have positive significant effect to Local Revenue.
Keywords: Local Revenue, Total Population, Government Spending, Gross Regional
Domestic Product (GRDP).

RESEARCH BACKGROUND
With the implementation of governance reforms in the form of regional autonomy in
every county and city in Indonesia, then each region is expected to be ready in facing the
implementation of regional autonomy by the central government as responsible for the
implementation of the reform. Implementation of Regional Autonomy implemented with
the support of personnel, equipment, and adequate financing. In the Constitution of
Republic of Indonesia number 32 of 2004 explained that Regional autonomy is the
devolution of government power from central government to autonomous regions to
organize and manage the system of government in the Republic of Indonesia.

One indicator to measure the level of local capacity to implement regional autonomy
is the Local Revenue (PAD). Regional Autonomy itself can have a positive impact for the
district / city that has the potential of natural resources, but not so with the district / city
are poor in natural resources, which is one of the problems facing the government district
/ city in general is limited funding originating from the region itself (PAD), so that the
process of regional autonomy has not been able to run as it should (Aziz in Datu K.,
2012).
Local Revenue is the essential partner in the implementation of Development, because
the funds used are owned by the local government itself. So the government has the
authority to manage the fund. The local government is also responsible for managing the
funds derived from local revenues, obtained from the local communities who have the
right to get back the funds in the form of development in the area. According to the study
(Datu K, 2012) explained that the Local Revenue (PAD) is based on article 157 paragraph
a of Law Number 32 Year 2004 on Central Government suggests that local governments
in taking care of their own household needs to be given the sources of income or receipts
of local finance for finance all activities within the framework of the implementation of
the tasks of administration and development for the welfare of society as a fair and
equitable, that component is derived from the results of local taxes, levies Results, wealth
management area results that are separated and Other Local Revenue results are valid.
Variables that can be controlled are the variables and institutional policies set by local
governments, including the initial conditions of a region, increased expansion and the
intensification acceptance of Local Revenue (PAD), the procurement of new
development, the search for new sources of revenue, regulatory changes and tariff
adjustments. While the variables, that cannot be controlled are the macro variables to be

studied by the author, such as, population, government spending and Gross Regional
Domestic Product (GRDP).
Riau is a Developing Province in Sumatra that has a lot of potential in all aspects such
trade aspect, management of industry, agriculture and tourism. All of these aspects can
support economic growth in Riau. There are 12 areas. The twelfth Districts / cities in
Riau can increase the income of the area, which later twelfth the area can be independent
by utilizing the aspects mentioned above in each district / city. So that local governments
could no longer rely on the revenues from the central government and the results can be
directly felt by the local community.
The level of acceptance in Riau, make them as the top three Provinces in Sumatra
with the largest number of admissions. Thus, the authors assume that the amount of
revenue can be increased more for the implementation of economic development in Riau
Province. And it also will affect Local Government to boost revenues of the
Districts/Cities in Riau Province.

Research Purpose
So, from the problem formulation above, we conclude there are several purposes from
the research, such as:
1. To analyze the effect of Total Population towards Local Revenue (PAD) in the
districts/cities Riau Province on 2010-2014.
2. To analyze the effect of Government Spending towards Local Revenue (PAD) in
the districts/cities Riau Province on 2010-2014.
3. To analyze the effect of Gross Regional Domestic Product (GRDP) towards Local
Revenue in the districts/cities Riau Province on 2010-2014.

RESEARCH METHODOLOGY
1. Object of Research
This study is aimed at districts / cities in Riau Province. Pekanbaru municipal
elections as the study area due to facilitate the collection of data, in addition
Pekanbaru is the capital of Riau province.
2. Types of Data
The data used in this study are primary and secondary quantitative method which
is the time series data from 2010-2014. About the Local Revenue (PAD), Total
Population, Government Spending and Gross Regional Domestic Product (GRDP) is
obtained from the Office of the Department of Revenue, the Central Statistics Agency
(BPS) Riau, literature-literature / books and reports related to this writing.
3. Data Collecting Technique
Data collecting was done in this study by way author proposes permit research to
agencies associated with this author in a study area, after being given permission
research and obtain the data required, and then the data will be processed and used as
materials analysis to prove the hypothesis that has been put forward.
4. The Variables Operational Definition of Research
a. Local Revenue (PAD)
A source of local revenue derived from the results of local taxes, levies result, the
results of companies belonging to the region and other areas of wealth
management results were separated and others Local Revenue (PAD) legitimate in
Riau Province. Unit in thousand rupiah, data is taken from the Central Statistics
Agency of Riau Province 2010-2014.

b. Total Population
The number of people whos lives in Riau Province. Data is taken from the Central
Statistics Agency of Riau Province 2010-2014.
c. Government Spending
The Expenditure that include the government sector and purchase of goods and
services. Which used for the payment of subsidies which implements the functions
of government. Government Spending data is taken from the Central Statistics
Agency of Riau Province 2010-2014.
d. Gross Regional Domestic Product (GRDP)
The total value of production of goods and services produced in the region
(regional) within a certain specified time (one year) in the province of Riau. Data
is taken from the Central Statistics Agency of Riau Province 2010-2014.

5. Analysis Method
This study uses panel data. Panel data regression is used to answer the purpose of
this study is to determine whether the number of Total Populations, Government
Spending and Gross Regional Domestic Product affect Local Revenue in
districts/cities in Riau Province. Panel data is a combination of time series data (time
series) and data cross (cross section). There are several advantages of using panel data
in economic research.
The data used in this panel data is a combination of cross section data and time
series. Time series data used are annual data for 5 years from 2010 to 2014, and the
cross section consists of 12 districts/cities in Riau Province which consists of Kuantan
Singingi, Indragiri Hulu, Indragiri Hilir, Pelalawan, Siak, Kampar, Rokan Hulu,
Rokan Hilir, Meranti Islands, Pekanbaru, Dumai.

In the regression model estimation method using panel data can be performed
through three approaches:
a. Common Effect Models
Panel data model approach is the simplest because only combines the data time
series and cross section. In this model neglected dimension of time as well as
individuals, so it is assumed that the behavior of corporate data together in
different periods. This method can use the approach Ordinary Least Square (OLS)
or a least squares technique for estimating panel data model.
b. Fixed Effect Models
This model estimates that the differences between individuals can be
accommodated on the difference intercept. To estimate the Fixed Effects panel
data models using the technique of dummy variables to capture the difference
between the company's intercept, the intercept differences can occur due to
differences in the work culture, managerial, and incentives. Nevertheless, it slopes
equally between the companies. The estimation model is often called the Least
Squares Dummy Variable technique (LSDV).
c. Random Effect Models
This model will estimate the panel data where possible disturbance variables are
interconnected across time and between individuals. In the Random Effects Model
intercept differences are accommodated by the error terms of each company. The
advantages of using a model are remove heteroscedasticity of Random Effect.
This model is also called the Random Error Component Model (ECM) or
technique Generalized Least Square (GLS).

6. Selection of Model
a. Chow Test
Chow test is a test to determine the model Fixed Effect or Random Effect most
appropriately used in estimating panel data. When the value of F-Statistic is
greater (>) then F table, means H0 is rejected. So, the most appropriate model
used is Fixed Effect Model.
b. Hausman Test
Hausman test can be defined as statistical tests to select whether the model Fixed
Effect or Random Effect most appropriately used. Hausman test statistic follows
the Chi Square statistic distribution with a degree of freedom as much as k, where
k is the number of independent variables. If the value of the Hausman statistic is
greater than the critical value, H0 is rejected and the right model is a model Fixed
Effect
Classsic Assumption Test
a. Multicollinearity Test
Multicollinearity can be defined as a situation where one or more independent
variables collinear expressed as a combination of other variables. This test aims to
determine whether the regression found a correlation between the independent
variables. If there is a correlation, then it called the problem of multicollinearity.
b. Heteroscedasticity Test
A regression model is said to be exposed in the event of inequality
heteroscedasticity residual variance from one observation to another observation.
If the variance of the residuals and the observations of the other observations
remained, then it called homoscedasticity. If the variance is different, it is called
heteroscedasticity.

7. Statistical Analysis Regression Test
a. Coefficient of Determinant Test (R-Square)
In essence, the coefficient of determination R2 measures how far the ability of the
model is to explain variations in the independent variables to measure the
goodness of a model (goodness of fit).
b. F-Statistic Test
F-statistic test is done to see how much influence the independent variable as a
whole or together on the dependent variable.
c. T-Statistic Test (Partial Test)
The t-test was conducted to see the significance of individual independent
variables on the dependent variable to consider other independent variables are
constant.

ANALYSIS RESULT
1. Best Analysis Model
The chosen model form the best analysis test can be seen in the table below:
Tabel 1.1
Estimation Results of Independent Variables towards Local Revenue
in Districts/Cities in Riau Province
Dependent Variable:
Local Revenue
Constant
Std. Error
T-Statistic
Probability
Total Population
Std. Error
T-Statistic
Probability
Gov. Spending
Std. Error
T-Statistic
Probability

Fixed Effect
-9.341005
4.191211
-2.228713
0.0309
-0.601143
0.384706
-1.562605
0.1252
1.824001
0.315956
5.772952
0.0000

Models
Random Effect
9.169051
1.120828
8.180605
0.0000
-0.310091
0.108310
-2.863010
0.0059
0.509185
0.101537
5.014762
0.0000

Common Effect
10.52990
0.970080
10.85467
0.0000
-0.237861
0.094218
-2.524568
0.0144
0.717566
0.100600
7.131849
0.0000

0.387503
GRDP
Std. Error
0.053798
T-Statistic
7.202888
Probability
0.0000
2
0.965932
R
91.13615
F-Statistic
0.000000
Prob (F-Stat)
1.582948
Durbin-Watson Stat
Source: All Results Processed with Eviews8.0

0.405490
0.039985
10.14108
0.0000
0.707995
45.25916
0.000000
0.669860

0.083274
0.059433
1.401141
0.1667
0.756498
57.99240
0.000000
0.554047

From the results of tests performed on both the analysis, with Chow Test or
Likelihood Test and Hausman Test, the best model used is Fixed Effect Model. The
selection of using Fixed Effect Model is based on the significance of the variables instead
of using two other models (Random Effect Model and Common Effect Model).

2. Estimation Result of Data Panel Model
After selecting model that used in the test statistic and the election of Fixed Effect
Model as the model used in this study (panel data model approach that combines
cross-section and time series). In this model, the dimensions of time and individuals
data in the districts/cities, assumed to be the same in every period. So here is the
estimation of data with the number of observations by 12 districts/cities in Riau
Province in 2010-2014.
Tabel 1.2
Fixed Effect Model
Variables
Coefficient Std.Error t-Statistic
-9.341005
4.191211
-2.228713
C
-0.601143
0.384706
-1.562605
Total Pop.
1.824001
0.315956
5.772952
Gov. Spending
0.387503
0.053798
7.202888
GRDP
2
0.965932
R
Prob(F-statistic)
91.13615
F-statistic
Durbin-Watson Stat
Source: Processed with Eviews8.0

Prob.
0.0309
0.1252
0.0000
0.0000
0.000000
1.582948

With this result estimation of Fixed Effect Model, we conclude the factors that
affect to Local Revenue (PAD) for districts/cities in Riau Province in 2010-2014 are
with following equation:
Local

Revenue

(PAD)

=

-9.341005

+

(-0.601143Total_Population)

1.824001Government_Spending

+
+

0.387503GDRP

3. Statistic Test
a. Coefficient of Determination Test (R-Square)
The test results of using Fixed Effect Model, the value of R-Square is 0.965932
means that 96.5932% of independent variables (Total Population, Government
Spending and GRDP) affect to Local Revenue of districts/cities in Riau Province,
while the remaining 3.4068% are influenced by other independent variables,
outside this research.
b. F-Statistic Test
F-statistic test is done to see how much influence the independent variables as a
whole or together on the dependent variable.
The test results from Fixed Effect Model, explain the value of F-statistic in
0.000000 with α = 5%, so it can be concluded that the independent variables (Total
Population, Government Spending and GRDP) was influenced the dependent
variable (Local Revenue) significantly, because 0.000000 < 0.005 which means,
H0 is rejected and H1 is accepted.

c. T-Statistic Test
The t-test was conducted to see the significance of individual independent
variables on the dependent variable to consider other independent variables are
constant.
To determine whether independent variables (Total Population, Government
Spending and GRDP), has an influence on Local Revenue, we can conclude rom
the table below:
Tabel 1.3
T-Statistic Test
Variables

Coefficient

t-Statistic

Prob.

C

-9.341005

-2.228713**

0.0309

Total Population

-0.601143

-1.562605

0.1252

Government Spending

1.824001

5.772952***

0.0000

GRDP

0.387503

7.202888***

0.0000

Source: Processed with Eviews8.0
Note: *** denotes significant at α = 1%, ** denotes significant at α = 5%,
* = denotes significant at α = 10%.

Based on the regression results with Fixed Effect Model the probability value of
Total Population is 0.1252 > 0.05, then H0 is accepted and H1 rejected, it means Total
Population has no significant influence to Local Revenue.
Based on the regression results with Fixed Effect Model, the probability value of
Government Spending is 0.0000 < 0.05, then, H0 is rejected and H1 is accepted, it
means Government Spending has significant influence to Local Revenue.
Based on the regression results with Fixed Effect Model, the probability value of
Gross Regional Domestic Product is 0.0000 < 0.05, then H0 is rejected and H1 is
accepted, it means Government Spending has significant influence to Local Revenue.

DISCUSSION

1. The influence of Total Population towards Local Revenue
From the results above, Total Population has no impact to Local Revenue for
districts/cities in Riau Province. Total Population has a negative coefficient, it means,
Total Population not correlate positively to Local Revenue. The coefficient value of
Total Population is -0.601143, which if there is an increase of 1% while other
variables are constant, the changes are in the dependent variable (Local Revenue)
which is a decreasing of 0.601143%. So, we see that the negative value from Total
Population has no correlation to Local Revenue, it means, when the variable in the
right side (Dependent Variable) is increase/decrease, then the variable in the left side
will follow the opposite direction such increase/decrease. And Total Population in this
research is not affect to Local Revenue for districts/cities in Riau Province.
In comparison with previous studies conducted by Kusrini (2015) on title
“Analisis Pengaruh Belanja Langsung, Produk Domestik Regional Bruto dan Jumlah
Penduduk Terhadap Pendapatan Asli Daerah” using panel data regression model with
four variables which consists of Local Revenue (dependent variable) and Direct
Expenditure, Gross Regional Domestic Product and Population (independent
variable). In this study also determined that the variable Population does not
significantly affect to Local Revenue.
With the results of this study, explains that there is no significant correlation
between Total Population and Local Revenue. From this, in the period ahead, the
local government in collaboration with the central government for binding quality of
the population in Riau Province, especially in the introduction and implementation of
business economics, especially for people who do not get the job. Coupled with the

reduction of the migrants who are mostly become a farmer. Due to the improved
quality of the population in conducting business economy will affect the outcome of
the productivity of the population itself.
Therefore, indirectly, the first hypothesis which assumes that Total Population has
positive and significant impact to Local Revenue, can already be answered and
demonstrated in this chapter, which is the absence of positive and significance impact
of Total Population to Local Revenue.

2. The influence of Government Spending towards Local Revenue
In the above results, Government Spending showed a significant and positive sign
on Local Revenue in districts/cities in Riau Province. Government Spending has a
positive coefficient, which mean, Government Spending has a positive correlation
towards Local Revenue. It has coefficient 1.824001, which if there is an increase of
1% while other variables are constant the changes are in the dependent variable
(Local Revenue) which is an increasing of 1.824001%. With the correlation between
Government Spending and Local Revenue, means when independent variables are
increasing or decreasing, then dependent variable is following to the same direction,
increasing or decreasing.
Comparing to previous research which conducted Indra Rindu Datu K (2012)
concluded that the increase experienced in Government Spending has positive effects
on Local Revenue due to the increase in Government Spending has a multiplier effect
on the increase in Local Revenue from local taxes and levies through the construction
of schools, health facilities and infrastructure, so that the increase in Government
Spending will be a positive impact to Local Revenue. Therefore, if the government
wants to increase in Local Revenue, the government is required to use Government

Spending as well as possible in order to improve the facilities and services for the
communities. So it is easy for people to pay taxes and levies to local authorities
(Local Government).
So that the results of this second analysis, which considered that the existence of
positive and significant influence of the Government Spending on Local Revenue can
be answered and proved in this section with their positive and significant effect of
Government Spending on Local Revenue.

3. The influence of Gross Regional Domestic Product towards Local Revenue
From the results above, the Gross Regional Domestic Product (GRDP) showed a
positive and statistically significant for all districts/cities in Riau Province. The GRDP
has a positive coefficient and significant correlation between GRDP and Local
Revenue. The Coefficient of GRDP is 0.387503, which if there is an increase in the
value of GRDP on 1% while other variables are constant, then the changes in
dependent variable (Local Revenue) was increased on 0.387503%. The positive
correlation that occurred between GRDP and Local Revenue, explained when
independent variables are increasing/decreasing, then variable dependent is following
to the same direction, increasing or decreasing.
If we see from previous research, that conducted by Indra Rindu Datu K (2012),
which use GRDP as independent variable, has positively effect and significant
correlation between GRDP and Local Revenue in Makassar.
So based on the analysis above, the assumption for the third hypothesis, it is
assumed that there is a significant and positive impact from Gross Regional Domestic
Product towards Local Revenue.

CONCLUSION AND SUGGESTION
A. Conclusions
Based on analysis results and discussion, it can be drawn several conclusions from
this study are:
1. Total Population
From the above results using the Fixed Effect Model, revealed that the Total
Population does not affect the Local Revenue. These results are not consistent
with the hypothesis put forward in the study. Due to the quality and productivity is
less than the people of Riau, as well as its high level of consumption of Riau.
With assumption, the lack of quality of the population due to the quality of
education is still far compared with education in Java. And most people work as
farmers. And in this study, a population with a probability value on -0.601143 not
effect to Local Revenue in the districts/cities in Riau Province on period 20102014.
2. Government Spending
In this study, Government Spending with a probability value on 1.824001 is
positive and significant impact to Local Revenue in the districts/cities in Riau
Province on period 2010-2014. These results are consistent with the hypothesis
proposed in this study.
With assumption, that local government has taken the right decision in
developing the potential of the region and promoting the development of facilities
and infrastructures which required by people in carrying out the daily activities.
3. Gross Regional Domestic Product (GRDP)
In this study, GRDP variable with a probability value on 0.387503 also have a
positive influence and significant impact to Local Revenue in the districts/cities in

Riau Province on period 2010-2014. These results are also consistent with the
hypothesis proposed in this study.
With assumption, that the distribution of taxes and levies is a big potential.
Especially taxes derived from the processing industry and forestry. As well as
natural factors that cannot be predicted or could not be included in economic
assumption.

B. Suggestions
After interpreting on this study with some conclusions, the author give some
suggestions relating to this research that can be used as input and consideration for
the parties concerned and further research.
1. Barriers are derived from the low quality of the people and his lack of
education on the importance of entrepreneurship. So in this study are expected
that Local governments must take a lead in the introduction and education
about the economic business for community with the support of infrastructure
and facilities required, and provide assistance to Small and medium Enterprise
(UKM) in the development and improvement of productivity. So, the people
are more interested in being seller than buyer.
2. The government should be able to balance the needs of the government
priority that will be implemented by way of the realization of the construction
on infrastructure and facilities that can benefit the public. As well as the
transparency related of Government Spending from the government to avoid
misunderstandings between government and public.
3. In a way, the government has to analyze the various sectors that should be in
particular concern. So that, government can implement policies in these

sectors, with the intention of these sectors can give more influence to increase
Local Revenue in subsequent years. Beside to increase the value of GRDP,
Government has to provide the society with any facilities and infrastructures
in accordance with their needs in improving the regional potential. Especially
from areas that dominated in primary sector, which there are so many investor
for that sector, with an agreement for appropriate and fair sharing between
local communities and investors.
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