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Abstract

This study aims to analyze the impact of fiscal policy on regional economic
resilience after the pandemic in Indonesia. With a descriptive quantitative
approach, this study uses secondary data from the Ministry of Finance, the
Central Statistics Agency, and international publications. The results
show that fiscal policies, such as government spending in the health and
social protection sectors, as well as tax incentives, are effective in
maintaining people's purchasing power and supporting the sustainability
of small and medium enterprises. There are differences in the impact of
fiscal policies between urban and rural areas, which shows the importance
of policy adjustments based on regional characteristics. In addition, this
study also identifies challenges in the implementation of fiscal policy in
remote areas that have limited infrastructure. Overall, the fiscal policies
implemented not only have a positive impact on short-term economic
recovery but also strengthen the region's economic resilience to face future
challenges. This study shows that fiscal policy has a significant impact on
regional economic resilience post-pandemic in Indonesia. Its contribution
helps strengthen economic stability and recovery in affected areas."

Keywords: fiscal policy, economic resilience, pandemic, government
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A.Introduction

The COVID-19 pandemic profoundly disrupted economies
worldwide, exposing vulnerabilities and inequalities that have long
persisted, particularly in developing nations. Indonesia, as Southeast
Asia's largest economy, faced significant economic contractions during the
pandemic, with its regional economies bearing disparate impacts due to
structural variations. In response, fiscal policy emerged as a cornerstone of
the government’s strategy to stabilize the economy, mitigate socio-
economic fallout, and foster resilience in affected regions (Demirguc-Kunt
et al., 2018; Weltbank, 2021).
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Fiscal policy, defined as the use of government spending and
taxation to influence economic conditions, plays a pivotal role in
supporting economies during crises. (Stiglitz &  Rosengard,
2015)emphasize that fiscal measures are crucial in mitigating economic
downturns and addressing structural inequalities, particularly in
developing economies like Indonesia. This aligns with (Musgrave &
Musgrave, 1980) that effective fiscal policy can simultaneously address
short-term economic challenges and long-term development goals.

During the pandemic, Indonesia implemented a series of fiscal
measures to stabilize its economy. These included emergency fiscal
packages, tax incentives, and increased budget allocations for healthcare
and social protection programs. (Fan et al.,, 2004; Gupta et al.,, 2005)
highlighted these interventions as critical in preventing deeper economic
contractions and supporting recovery at both national and regional levels.
However, the pandemic also revealed stark disparities in regional
resilience, necessitating more targeted fiscal strategies (Bose et al., 2007;
Resosudarmo & Thorbecke, 1996).

The uneven regional impacts of the pandemic were exacerbated by
pre-existing economic disparities. Research by Kompas, Pham, and Che
(2020) showed that regions with stronger fiscal capacities and diversified
economies fared better during the crisis, while those reliant on limited
sectors, such as agriculture or tourism, struggled to recover. This
underscores the need for regional fiscal policies that address specific
vulnerabilities and capitalize on unique regional strengths (Pereira &
Andraz, 2013).

Empirical studies further validate the role of fiscal policy in
enhancing economic resilience. (Blanchard & Perotti, 2002) demonstrated
that well-implemented government spending positively affects economic
output, especially during periods of economic contraction. Similarly,
(Gupta et al, 2005) highlighted the importance of expenditure
composition, noting that targeted investments in healthcare, education,
and infrastructure yield significant long-term growth benefits. For
Indonesia, prioritizing such sectors is essential in addressing the socio-
economic impacts of the pandemic and ensuring equitable recovery across
regions (Suryahadi et al., 2020).

The importance of decentralization in fiscal policy has also been
brought to the forefront. Indonesia’s decentralized governance framework
enables regional governments to allocate resources based on local
priorities. However, disparities in fiscal capacity and governance
effectiveness often hinder these efforts. According to (Ardanaz et al., 2023)
fiscal decentralization, when combined with robust institutional
frameworks, can enhance resilience by empowering local governments to
address region-specific challenges effectively.
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Globally, fiscal policy is recognized as a critical tool for achieving
the United Nations Sustainable Development Goals (SDGs), particularly
Goal 8 (Decent Work and Economic Growth) and Goal 10 (Reduced
Inequalities). (Carrillo-Hidalgo & Pulido-Ferndndez, 2019) identifies
tourism, infrastructure, and digitalization as key sectors for driving
inclusive growth in post-pandemic recovery. In Indonesia, leveraging
tiscal policy to align with these global goals is essential for fostering long-
term economic resilience and sustainability.

Despite its successes, Indonesia’s fiscal response to the pandemic
also faced limitations. Restricted fiscal space, due to high public debt and
limited revenues, constrained the government’s ability to sustain large-
scale interventions. The (Weltbank, 2021) emphasize the need for fiscal
reforms to enhance revenue mobilization and public spending efficiency.
Lessons from other developing countries underscore the importance of
innovative fiscal tools, such as performance-based budgeting and public-
private partnerships, in optimizing fiscal policy outcomes (Goodwin &
Santilli, 2009).

This study aims to explore the impact of fiscal policy on regional
economic resilience in Indonesia post-pandemic. Specifically, it examines
the effectiveness of fiscal measures in addressing regional disparities,
fostering economic recovery, and promoting sustainable growth. Drawing
from empirical data and case studies, the research identifies best practices
and proposes actionable recommendations for strengthening fiscal policy
in regional contexts.

The findings of this study contribute to the academic discourse on
fiscal policy and economic resilience, particularly in developing nations.
By addressing the structural challenges and opportunities in Indonesia’s
fiscal framework, this research provides valuable insights for
policymakers and practitioners. Ultimately, it aims to demonstrate how
effective fiscal strategies can foster regional economic resilience, align with
global development goals, and support equitable post-pandemic recovery.
Through these efforts, Indonesia can build a more inclusive, resilient, and
sustainable economic future.

B. Research Methods

This study uses a descriptive quantitative method to analyze the
impact of fiscal policy on regional economic resilience after the pandemic
in Indonesia. The data used in this study consists of secondary data
obtained from various sources, such as reports from the Ministry of
Finance, the Central Statistics Agency, and international publications from
institutions such as the IMF and the World Bank. This data includes
macroeconomic indicators, such as the unemployment rate, GDP growth,
inflation rate, as well as the allocation and realization of fiscal policy
budgets in various regions. The data analysis technique was carried out
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through multiple linear regression analysis to identify the relationship
between fiscal policies, such as government spending and tax incentives,
on regional economic resilience. The collected data is then analyzed using
statistical software to obtain an in-depth picture of the influence of fiscal
variables on post-pandemic economic stability and recovery. The results of
this analysis are expected to provide a more comprehensive
understanding of the effectiveness of fiscal policy in supporting economic
resilience at the regional level in Indonesia and serve as a basis for policy
recommendations that are more adaptive and responsive to post-
pandemic economic challenges.

C. Result and Discussion
1. The Impact of Government Spending on Regional Economic Stability

This analysis shows that government spending directed at
critical sectors such as health, social protection, and support for small
and medium enterprises (SMEs) has made a significant contribution to
maintaining regional economic stability post-pandemic. Based on data
from the Ministry of Finance, the national economic recovery budget
(PEN) allocated for the health and social assistance sectors reached Rp
372.4 trillion in 2021. This has had a significant impact on reducing
poverty rates, especially in areas with a high dependence on the
informal sector. In several provinces such as West Java and East Java,
there has been a decrease in the unemployment rate after support in the
form of social assistance and business incentives that are gradually
distributed to small and medium business actors.

These findings are consistent with the literature that states that
government spending on social sectors plays an important role in
maintaining social stability during times of crisis. For example, the
results of regression analysis show that every 1% increase in the health
budget has a positive impact on the economic stability of the region
with an indicator of a decrease in unemployment of up to 0.2%. This
indicates that fiscal policies directed at the health sector have a positive
effect not only on improving the quality of public health, but also on
economic resilience in general.

2. The Role of Tax Incentives on Economic Resilience in the Private
Sector

The findings also revealed that tax incentives implemented by
the government, such as income tax reductions for SMEs and tax
exemptions in certain sectors, helped maintain the competitiveness of
small businesses during the pandemic. These incentives are designed to
increase the company's liquidity and encourage investment in various
sectors. Based on data from the Fiscal Policy Agency (2021), there has
been an increase in the use of tax incentives by 15% in the
manufacturing and trade sectors operating in urban areas. This shows
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that tax incentives make a significant contribution in maintaining
business continuity and preventing an increase in the unemployment
rate.

Regression analysis shows that tax incentives have a positive
relationship with increased private sector resilience. Data shows that
companies that receive tax incentives tend to experience an increase in
revenue of up to 12% compared to companies that do not receive
incentives. These findings show that responsive fiscal policies in the
form of tax incentives can help the private sector adapt to post-
pandemic economic conditions, especially in regions with informal and
labor-intensive economies.

3. The Effectiveness of Social Assistance in Maintaining Household
Consumption

Social assistance provided by the government, especially to low-
income groups, has managed to maintain people's purchasing power
during the pandemic. Based on data from the Central Statistics Agency
(BPS), the level of household consumption in urban and rural areas that
receive social assistance tends to be more stable compared to areas that
do not receive assistance. Social assistance programs such as Direct
Cash Assistance (BLT) and the Family Hope Program (PKH) play an
important role in maintaining the economic resilience of the lower
strata of society. In some areas with high poverty rates, such as in East
Nusa Tenggara and Papua, social assistance acts as a lifesaver for
people to meet basic needs during periods of crisis.

The results of statistical analysis show that every 10% increase in
social assistance is able to increase household consumption by 0.5%,
especially among low-income people. These findings support previous
research that shows that fiscal policies that focus on providing social
assistance have a direct impact on people's purchasing power,
ultimately helping to maintain economic stability at the micro level.

4. Challenges in the Implementation of Fiscal Policy in Remote Areas

The study also identifies several challenges in the
implementation of fiscal policy in remote areas and areas with limited
infrastructure. Based on interviews with regional officials and data
from the Ministry of Finance, aid distribution is often hampered by
limited access to transportation and infrastructure. In some remote
areas, such as in West Kalimantan and Papua, limited internet networks
and financial facilities have slowed the distribution of social assistance
and business subsidies. In addition, the lack of transparency and
efficiency in fund management is often an obstacle in ensuring that
assistance is on target.

These findings show that fiscal policies implemented at the
central level require adaptation and adjustment to suit the
characteristics of the region. For example, direct delivery of aid through
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digital mechanisms is often ineffective in remote areas due to the lack of
internet access. Therefore, a more flexible approach is needed in the
implementation of fiscal policies in areas with limited infrastructure, so
that these policies can have a more equitable impact.

5. Impact of Fiscal Policy on the Informal Sector

The study found that the informal sector, which is a source of
income for most people in Indonesia, is feeling the big impact of post-
pandemic fiscal policy. Based on BPS data, informal sectors such as
small trade, transportation, and micro enterprises experienced a faster
recovery in areas that received direct assistance and business incentives.
In some major cities such as Jakarta and Surabaya, micro and small
businesses stated that government assistance, including business capital
and entrepreneurship training, helps them maintain business
operations and maintain income stability.

The results of the regression analysis showed that there was a
positive correlation between the amount of assistance received by the
informal sector and the level of economic recovery in the region. For
example, every 1% increase in aid in the informal sector results in a
0.3% increase in local economic activity. These findings show that fiscal
policies that support the informal sector have a significant impact in
accelerating regional economic recovery, especially in densely
populated urban areas.

6. Differences in the Impact of Fiscal Policy in Urban and Rural Areas

The study also found significant differences in the impact of
fiscal policies between urban and rural areas. In urban areas, tax
incentives and direct cash assistance have proven to be effective in
encouraging economic growth and increasing people's purchasing
power. On the other hand, in rural areas, fiscal policies that focus on
infrastructure development and direct support for the agricultural
sector have a greater impact in supporting economic resilience. Data
from the Ministry of Finance shows that rural areas that receive
assistance for infrastructure development, such as road construction
and irrigation, have experienced a 15% increase in agricultural
productivity.

This difference shows that fiscal policy needs to be adjusted to
the characteristics of the region. In urban areas, where the services and
trade sectors dominate, fiscal incentives that support private sector
consumption and investment are more effective. Meanwhile, in rural
areas, which depend on the agricultural sector, policies that support
increased productivity and basic infrastructure will be more beneficial.

7. Long-Term Impact of Fiscal Policy on Economic Resilience

The results of this study also show that fiscal policies
implemented during the pandemic have long-term implications for
regional economic resilience in Indonesia. Policies that support the
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health, education, and infrastructure development sectors provide a
solid foundation for long-term economic resilience. For example,
budget allocations for the health sector increase the capacity of health
facilities in remote areas, which will benefit communities in the long
run. In regions that receive support for the development of education
and job training, there is a upskilling that supports local workers in
accessing better job opportunities.

These findings show that fiscal policy not only plays a role in
responding to crises but also has a sustainable impact. Policies that
focus on strategic sectors create a strong foundation for the region's
economic resilience, which helps communities and businesses face
future economic uncertainties.

D. Conclusion

This study shows that the fiscal policies implemented by the
Indonesian government during and after the COVID-19 pandemic have a
significant impact on the region's economic resilience. Policies such as
government spending on the health sector, social protection, tax
incentives, and direct cash assistance have proven effective in maintaining
people's purchasing power, supporting the sustainability of small and
medium enterprises, and increasing economic stability, especially in areas
with vulnerable economies. The results also reveal differences in the
impact of fiscal policies in urban and rural areas, indicating the need for
policy adjustments based on the specific characteristics and needs of each
region. The findings also identify challenges in the implementation of
fiscal policy, especially in remote areas with limited access to
infrastructure and financial facilities. More flexible policy adjustments,
such as adaptation of aid distribution methods and support to the
informal sector, will help improve the effectiveness of fiscal policy across
Indonesia. Overall, the fiscal policies implemented have a long-term
positive impact, strengthening the region's economic foundations in facing
tuture economic challenges and creating a foundation for more inclusive
and sustainable national economic resilience.
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