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Analysis of Potential

INTRODUCTION

Economic growth can be mea-
sured from the economic development of a
country. Increasing output production in an
economic activity is called growth (Nuraini,
2017). Economic development in potential
sectors plays a major role in providing a
positive influence on other sectors (Mili,
Lapian, & Siwu, 2021). Development in the
economic sector requires capital as sup-
port through the natural wealth owned by
each region (Muljaningsih, Hendrati, & Wa-
hed, 2019). The large role of investment in
the economy of a country or region makes
investment and economic growth insepa-
rable, investment can influence the level
of economic development and growth of a
country or region (Purwadi & Jamaluddin,
2020).

Investment is the key to economic
growth because investment can create in-
come and can expand production capacity
by increasing capital stock. Investment is
an important factor in supporting economic
development and development of a region
(Manampiring et al., 2023). Investment is
useful for measuring the performance of
an economic activity, which is one of the
important indicators in the economy, so
careful calculations are needed about the
amount of investment needed to achieve
economic growth goals (Ngahu, Lapian, &
Siwu, 2021).

Investment allocation can be more
efficient when a region knows the invest-
ment needs in the economic sector, espe-
cially in potential economic sectors. Invest-
ing in these sectors can increase economic
growth through increasing output. So, the
right strategy for local governments to al-
locate investment more efficiently and ac-
cording to objectives is that an analysis of
the amount of investment needed is very
necessary.

The phenomenon that occurs is the
economic condition of East Java Provin-
cerecorded growth of 5% between 2017-
2019, but in 2020, the East Java Province
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economy’s growth rate fell by -2.33%, a
significant decrease compared to the pre-
vious year. Most business sectors experi-
enced negative growth or reduction due to
the Covid-19 pandemic. A total of 3.57%
positive growth in 2021, illustrates that in
East Java there has been economic im-
provement thanks to the easing of activi-
ties (BPS East Java, 2022).

Investment is the main means of
encouraging economic growth. From 2017
to 2021, investment in East Java Prov-
ince fluctuated and decreased in 2017 and
2018. However, investment realization in
East Java Province in 2019 grew positively
by 14.16%. Investment realization in 2019
and 2020 has a positive trend. However,
even though the trend is positive, invest-
ments made in 2019 and 2020 are unlikely
to have a positive impact on East Java’'s
economic progress. It is proven that the
economic growth rate in 2020 has a nega-
tive trend of -2.33%.

This may be caused by inaccura-
cies in a region in the allocation of invest-
ment funds. The allocation of investment
funds must be reviewed so that investment
funds can increase productivity effectively
and efficiently (Mujib, 2019). The economic
situation in East Java still needs to be im-
proved. Improving the investment climate
to encourage economic growth in East
Java is very important to improve commu-
nity welfare. Thus, developing an appropri-
ate strategy is very necessary by analyz-
ing potential sectors in East Java as well
as investment needs in potential sectors
in East Java. In planning investment in a
region, ICOR analysis is needed as a de-
terminant of future investment projections
(r Jumiyanti & Hasan, 2021).

Based on research conducted
(Wulandari & Nasikh, 2022) analysis In-
cremental Capital Output Ratio (ICOR) is
used as an indicator of the effectiveness
of investment use and allocation in a pe-
riod. In research (Setiyanto, 2016). It was
also explained that ICOR can be used to
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calculate the target amount of investment
required based on the economic growth
target to be achieved. In this case, what
needs to be done is to calculate invest-
ment needs according to each subsector
after the economic growth target has been
set. So that achieving economic growth
targets and meeting investment needs
can be done together. ICOR can also be
used by the government to create various
policies and estimate investment needs in
the next period. With this background, it is
certain that investment is an important part
that can support the accelerated economic
growth of a region.

Based on research (Yollit Permata,
2022) that economic growth can cause
the environment to be degraded, and that
government policies play a role in transfer-
ring resource-saving and clean production
technologies from developed countries
to developing countries. Next is research
(Evanthi et al., 2023) that investors pre-
fer options that provide favorable results
and are consistent with their expectations.
Research result (Assidikiyah et al., 2021)
states that the basic sectors include the
processing industry sector, water supply,
waste management, waste and recycling,
wholesale and retail trade, provision of ac-
commodation and food and drink, informa-
tion and communication. Before the Co-
vid-19 pandemic there were more sectors
that drove National GDP growth and loca-
tional profits compared to during the Co-
vid-19 pandemic. Furthermore, research
conducted by (Purwadi & Jamaluddin,
2020) that the ICOR ratio from 2010 to
2019 has a positive trend value, however
there is a minimum ICOR value of -1.75
which is the ICOR coefficient in 2019. The
increase in GRDP in Papua Province has
experienced a fluctuating increase and has
an effect on ICOR (Jamaluddin et al., 2020)
those with positive values are not signifi-
cant. The higher the GRDP, the investment
provided by investors will increase, but the
increase will not be too significant in the
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economy.
Research conducted (Rohmah,
2021) states that a potential economic sec-
tor is a sector that has a greater produc-
tion value compared to other sectors. The
results of this research show that there are
four basic sectors in Bangkalan Regency,
namely the agricultural sector, mining sec-
tor, construction sector and transportation
sector. This research is supported by the
results of research conducted by (Manam-
piring et al., 2023) that there are 9 leading
sectors in Minahasa Regency, namely the
agriculture, forestry and fisheries sectors,
which are the sectors with the greatest in-
vestment needs. Next is research (Muijib,
2019) also stated that there are eight lead-
ing sectors in Lamongan Regency, namely
(1) the agriculture, forestry, fisheries sec-
tor, (2) the water supply sector, waste
management, waste and recycling, (3)
the construction sector, (4) the information
sector and communications, (5) real estate
sector, (6) government administration, de-
fense and mandatory social security sec-
tors, (7) health services and social activi-
ties sectors, (8) other services sectors.
Meanwhile, research conducted
by (Rajab & Rusli, 2019) that at constant
prices in 2010, the sectors with the domi-
nant contribution were the Agriculture, For-
estry and Fisheries sectors with a value of
46.81%. Likewise, based on current sector
prices, Agriculture, Forestry and Fisher-
ies have a high contribution with a value
of 49.25%. Research conducted by (Wa-
hidin et al., 2023) that the Klassen typol-
ogy shows that there are two potential sec-
tors, namely the Agriculture, Forestry and
Fisheries sectors; and the Transportation
and Warehousing sector. Furthermore,
research conducted by (Ernawati et al.,
2022) that the base sectors are the Agri-
culture, Forestry and Fisheries Sectors;
Electricity and Gas Procurement Sector;
Water Supply, Waste Management, Waste
and Recycling Sector; Construction Sec-
tor; Wholesale and Retail Trade Sector;
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Car and Motorcycle Repair; Real Estate
Sector, Government Administration Sec-
tor, Defense and Mandatory Social Secu-
rity, Education Services Sector and Other
Service Sectors. The Construction and
Real Estate sectors are basic sectors, sec-
tors that are advanced and growing rapidly
and are competitive compared to the same
sectors at the East Kalimantan Province
level.

Apart from the agricultural sector,
based on the Klassen Typology analysis
with research conducted by (Napitulu et al.,
2021) shows that there is one sector that
is advanced and growing rapidly, namely
the industrial sector. Next are the research
results (Baransano et al., 2020) that there
are superior sectors, namely the construc-
tion sector, government administration sec-
tor, defense and mandatory social security,
wholesale and retail trade sectors; car and
motorbike repairs and there are also po-
tential sectors, namely the agriculture, for-
estry and fisheries sectors. This research
is in line with research conducted by (Ve-
ransiska & Imaningsih, 2022) with the re-
sults of the LQ analysis, it is concluded
that there are 10 basic sectors in the city
of Semarang. The one that got the high-
est LQ score was in the construction sector
with an F score of 2.503. Other research
was also conducted by (Mulyanto & Rach-
mawati, 2021) which analyzed industrial
potential based on the Location Quotient
(LQ) method in the East Java region, con-
cluded that the economic structure of the
agricultural, forestry and fisheries sectors
had shifted or changed to manufacturing.
For the information and communication
sector, it is hoped that all related aspects,
especially the government, will pay more
attention to this area.

Next are the research results (Mas-
biran, 2019) that typology analysis based
on economic indicators shows that there
are 7 (seven) districts in the Disadvan-
taged Regions quadrant, 5 (five) districts in
the Developed Regions quadrant, 4 (four)
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districts in the Developed But Depressed
Regions quadrant, and 3 (three) districts
in the Developing Regions quadrant Fast.
Based on welfare indicators, regions with
high per capita income and HDI are City
administrative regions, while regions with
low per capita income and HDI are domi-
nated by district regions. Research con-
ducted by (Purwadi, 2020) also shows that
the ICOR value in a district/city can be cal-
culated based on the efficiency classifica-
tion which is divided into high, medium and
low according to the ICOR value.
Research conducted by (Wikan-
tioso, 2020) stated that investment produc-
tivity and efficiency are still low, develop-
ment of quality infrastructure, workforce,
good institutions, and intensification of in-
vestment marketing need to be given top
priority in the development agenda to at-
tract and improve investment productivity
and efficiency. Furthermore, research con-
ducted by (Yamani, 2022) that investment
activities are relatively less efficient or that
developing economic activities tend to be
capital intensive. This is influenced by,
among other things, unsupportive human
resources as well as suboptimal logistics
routes and complicated licensing process-
es which also cause high ICOR values.
ICOR improvements need to be carried
out, among other things, through invest-
ment reconfiguration, namely encourag-
ing investment in export-oriented sectors,
supporting human resource development,
and supporting digitalization. Based on re-
search conducted (Murjoko et al., 2020)
regarding the efficiency and investment
needs of the agricultural sector in Central
Java Province, the policies implemented
by the Regional Government to support
the entry of investment in the agricultural
sector in general are providing ease of li-
censing through One Stop Integrated Ser-
vices (PTSP), Acceleration of Business
Implementation (Ease of Doing Business),
and improving the increasingly conducive
investment climate. This is in line with re-



Ajeng Putri Nugrahani & Ignatia Martha Hendrati. MediaTrend 19 (1) 2024 p.17-32

search (Setiyanto, 2016) states that both
the central government and regional gov-
ernments can coordinate regarding the
policies needed to focus investment on
sub-sectors or low-level sectors in order to
increase investment both from private gov-
ernment and community investment.

Research conducted by (Reje-
ki, 2019) that high income potential can
be seen from the average sectoral GDP
growth rate which is higher compared to
the average GDP growth rate per sector.
High income potential exists in almost all
business sectors, except for two sectors,
namely the Mining and Quarrying Sec-
tors. Other research was also conducted
by (Devi, 2014) in Buleleng Regency which
shows the results that the sub-sector that
requires the greatest investment is the
private sub-sector which includes social,
community and individual sub-sectors and
household sub-sectors.

Different from previous studies by
(Gurning & Wake, 2020) which states that
the efficiency of investment in improving
the economy for districts/cities in North
Sumatra has decreased (the ICOR value
was high in 2018. This is due to the abil-
ity of district/city areas to receive tech-
nology and the ability to innovate is inad-
equate. The same thing also happens In
the Mojokerto area, the Mojokerto ICOR
coefficient value in the last 5 years shows
a figure above 6% so it can be said that
investment in this city is still not effective
(Wulandari & Nasikh, 2022). However, this
is different from the Jambi region where
investment efficiency has a greater influ-
ence on ICOR (low value) (Marissa et al.,
2019). These results are in accordance
with research (Yulianita et al., 2019) which
states that Riau Province, Jambi Province,
Bengkulu Province and Lampung Province
have grown better than other provinces on
the island of Sumatra at the same stage
of development without any increase in the
proportion of investment to gross income.

Research conducted by (Pattilouw,
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2023) shows that the lowest or most effi-
cient ICOR value in making investments at
the district/city level is Ambon City, Central
Maluku Regency and Aru Regency, while
the highest ICOR value (inefficient invest-
ment) is East Seram Regency (SBT), fol-
lowed by Southwest Maluku Regency |,
and Tanimbar Islands Regency (KKT). Dif-
ferent from the study results (Purwadi &
Jamaluddin, 2020) in Papua which states
that the ICOR ratio from 2010 to 2019 has
a positive trend value, however there is a
minimum ICOR value of -1.75 which is the
ICOR coefficient in 2019 and the increase
in GRDP in Papua Province has experi-
enced a fluctuating increase, this also has
an influence the ICOR which has a positive
value is not significant.

Study conducted by (Koyongian et
al., 2019) in Manado on different variables
states that in the last ten years (2006-
2015) government spending, investment
and labor have had a small and insignifi-
cant influence on economic growth in Ma-
nado City. In line with research (Munifah
& Daryono, 2019), based on ICOR results
in Indonesia for the 2000-2017 period, it
shows efficient results in the use of output
(investment) in Indonesia. The results of
the correlation analysis show that there is
a negative relationship between ICOR and
economic growth. Meanwhile, different
research conducted by (Ramadin, 2022)
said that the development of Pekanbaru
City’s ICOR experienced fluctuations in
value from 2016 to 2020. Based on fluctua-
tions in ICOR values that occurred on in-
vestment efficiency in Indonesia, dynamic
ICOR values to increase efficiency can be
done through improving performance and
increasing development efficiency, as well
as improving investment climate condi-
tions. accompanied by conducive policies
and their implementation (Shinta & Solikin,
2022).

The gap in this research is that the
results of previous research on the leading
sectors are different and there are even dif-
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ferences with the results of preliminary sur-
veys in the field in the research carried out,
this can be caused by the potential that
a region has which is different according
to geographical conditions and even eco-
nomic growth. The most recent research
carried out is analyzing investment needs
to increase economic growth, so each sec-
tor is analyzed to find out whether it has
potential or not with the encouragement
of investment needs for that sector to be-
come potential.

There are several theories related
to increasing investment efficiency on the
ICOR value, including planning, calcula-
tion, investment and potential sector theo-
ries. Planning isa process of determining
organizational goals and also presenting
them more clearly with various strate-
gies, tactics, and operations needed to
achieve the main goals of the organization
as a whole (Suandy, 2021). The function
of planning is a systematic preparation of
various activities that need to be carried
out in order to achieve goals (Handoko,
2019). The three main things in planning
theory are: a) the meaning of planning, b)
substantive planning, namely what and for
whom to plan, and c¢) normative planning,
namely how and for what reasons the plan
will be implemented. Some basic concepts
related to planning include (Mahi & Trigu-
narso, 2017):

1. From the perspective of basic human
activities which are manifested in human
actions at all levels of society, planning is
“a system of human thought and behavior
that is oriented towards the future”.

2. From a rational choice perspective, plan-
ning is “a system of determining behavior
for the future appropriately using selection
steps”.

3. From a problem solving perspective,
planning is “a problem solving process that
targets a specific problem.”

Economic growth is a continuous
increase in average product over a long
period of time. In order to sustain eco-
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nomic development and improve people’s
welfare, a condition is required, namely
high economic growth (Machmud, 2016).
According to his theory, Harrod Domar has
stated that the conditions that need to be
met so that growth can be strong and stable
over a long period of time can be achieved
is through investment (Pure, 2016).

Harrod-Domar’s growth theory is
an extension of Keynes’ analysis of nation-
al economic activity and labor problems.
The Harrod-Domar theory analyzes the
conditions necessary for the economy to
grow and develop in the long term. In other
words, this theory tries to show the condi-
tions needed for the economy to grow and
develop steadily (Lincolin, 2018).

The Harrod-Domar theory has sev-
eral assumptions, namely:

a) The economy is in a state of full employ-
ment and the capital goods that comprise
society are used in full.

b) An economy consisting of two sectors,
namely the household and the corporate
sector, means that government and foreign
trade do not exist.

¢) The amount of public savings is propor-
tional to the amount of national income,
meaning that the savings function starts
from zero.

d) The propensity to save (marginal pro-
pensity to save = MPS) is constant, as is
the ratio between capital-output (capital-
output ratio = COR) and the capital-output
increase ratio (incremental capital-output
ratio = ICOR)

According to Todaro in (Hapsari &
Zakiah M, 2018) Harrod Domar’s model
deals with the effect of additional capital on
a product, referred to as ICOR. In order to
achieve improvement goalsincome or eco-
nomic growth of a region, so it is necessary
to know the amount of investment required
using the Incremental Capital Output Ratio
(ICOR) which is an economic indicator. Be-
cause ICOR is an economic indicator that
links a region’s income with investment, by
using ICOR you can estimate the amount
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of investment needed so that a predeter-
mined economic level can be achieved.

According to Fitzgeral, investment
is an activity that involves withdrawing re-
sources (funds) used to procure current
production equipment and to produce new
product lines that will be created in the
future. According to this definition, invest-
ment is constructed as an activity aimed
at: (1) withdrawing from capital sources
used to purchase means of production;
(2) Production equipment will create new
products (Sudirman & Alhudhori, 2018). In-
vestment activities carried out by the com-
munity continuously will increase econom-
ic activity and employment opportunities,
increase national income and increase
the level of prosperity of the community
(Sukirno, 2018). This role originates from
three important functions of investment
activities, namely (1) investment is a com-
ponent of aggregate expenditure, so that
an increase in investment will increase ag-
gregate demand, national income and em-
ployment opportunities; (2) the increase in
capital goods as a result of investment will
increase production capacity; (3) invest-
ment is always followed by technological
developments.

Potential sectors are certain to
have greater potential to grow faster than
other sectors in a region, especially the
supporting factors for these potential sec-
tors, namely capital accumulation, growth
in the workforce absorbed, and technologi-
cal progress. Creation of investment op-
portunities can also be done by empower-
ing the potential of superior sectors owned
by the region concerned. Potential sectors
in an area (region) are closely related to
GDP data from the area concerned (Ari-
fin, 2019). Economic sectors will be con-
sidered potential sectors if they fulfill the
following conditions, namely 1) potential
sectors can produce products with high
demand; 2) can creatively adopt existing
technological advances; 3) the occurrence
of additional investment in potential sectors
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of the products produced; and 4) potential
sectors must continue to develop(Pratiwi &
Warnaningtyas, 2017). The Klassen Typol-
ogy analysis technique is useful for analyz-
ing potential sectors in an area.

METHODOLOGY
Analysis Method

A quantitative research approach
was used in this research, namely using
statistical formulas to help the process of
analyzing the data obtained. The definition
of a quantitative method is a method that is
based on positivist philosophy, statistically
aims to investigate a population or sam-
ple, collect data using research tools, and
answer existing hypotheses, or analyze
quantitative data (Sugiyono, 2018). This
research was conducted to analyze the
amount of investment needed by potential
sectors to encourage economic growth in
East Java. This research was conducted in
East Java becauseEast Java Province has
regional characteristics that have the po-
tential to be developed because of its stra-
tegic location, various tourist attractions on
offer ranging from mountains, cliffs, caves
to waterfalls which can be found in almost
every district/city in East Java. East Java is
also known as the industrial and financial
center of Eastern Indonesia. This research
uses secondary data, namely data from
related institutions, or data that has been
published by related agencies/institutions
so that it can be taken for reprocessing.
The agencies in question are BPS Indone-
sia and East Java Province.

The analysis techniques of Klassen
Typology, Semi Average, and ICOR were
used in this research. East Java’s poten-
tial sectors were analyzed using the Klas-
sen Typology analysis technique, to project
growth targets for potential sectors using
the Semi Average analysis technique and
to analyze investment needs using the
ICOR analysis technique. Klassen typol-
ogy analysis is used in this research be-
cause it suits the research topic being stud-
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ied. Klassen typology analysis is used to
determine the characteristics of the pattern
and structure of economic growth in each
region by dividing regions based on indi-
cators of economic growth rate and GDP
per capita. The ICOR analysis technique is
used by researchers because ICOR analy-
sis makes it easier for development plan-
ners to determine the amount of invest-
ment needed to achieve the expected level
of economic growth. The time period used
in ICOR analysis in this research is 2012-
2021.

Variable Definition

This research uses three types of
variables, namely:
1. Investment needs
Investment is an activity that involves with-
drawing resources (funds) used to procure
current production equipment and to pro-
duce new product lines that will be created
in the future. Investment needs are ana-
lyzed using the ICOR technique, namely:
The ICOR technique for calculating the
investment coefficient can use the ICOR
(Incremental Capital Output Ratio) for-
mula, which is a comparison of addi-
tional capital/investment with increased
production(Masri, 2022). To calculate the
ICOR value, use the formula below, name-

ly:
ICOR=-"=—*

AY  PDRE;—FPDRBs_,

where I is Investment Value, 4Y is Increase
in Output

In the future, economic activities
will require investment, which is an impor-
tant factor for economic development. So,
in order to achieve the expected economic
growth for the future, the amount of invest-
ment needed must be planned. The for-
mula used to determine investment needs
if the ICOR value is known is as follows
(Kornita & Taryono, 2016):

AKt=ICORxgtx ¥V,_;
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where AKt is investment requirements for
year t, ICOR is ICOR coefficient, gt is eco-
nomic growth rate year t, Y=-1 is output in
year t-1

2. Potential Economic Sectors

A potential economic sector is a
sector that has comparative advantages
and is highly competitive compared to oth-
er sectors in a region. The potential eco-
nomic sector is able to provide high added
value so as to encourage regional eco-
nomic growth. Analyze potential economic
sectors using semi average analysis tech-
niques. The half-average technique is data
that is divided into two members, namely
member one and member two. Then, the
basis for calculating the projection uses
these two parts. The Semi-Average Meth-
od has the following formula:

Y'=a+b(x)

where Y’ is results projection, a is base
year (middle years) b is semi average Il -
semi average I/n, n is the amount of data in
a part, x is time

3. Economic growth

Economic growth is an increase in
the amount of output (goods and services)
produced by a region within a certain pe-
riod of time. Economic growth is a measur-
ing tool to determine the level of prosperity
of a region. A region that has a high level of
economic growth is considered to have a
high level of welfare. The economic growth
of a region reflects an increase in people’s
income in that region. Analyzing economic
growth in this research uses the Klassen
typology analysis technique. Using Klas-
sen’s typology, the potential of economic
sectors on the basis of GRDP can be
found. Klassen’s typology divides sectors
through the growth rate (r) and contribution
(y) of one or more particular sectors to the
total GRDP of a region (Masri, 2022).
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RESULTS AND DISCUSSION
Klassen Typology

To find out East Java’'s potential
economic sectors using the Klassen Ty-
pology analysis technique. The Klassen
typology is seen through a comparison
of the growth of the East Java economic
sector (gi) with the growth of the national
economic sector (g) and a comparison of
the contribution of the East Java economic
sector (si) with the contribution of the na-
tional economic sector (s). The results of
the analysis are below, namely:

It is known in Table 1 that there are
four sectors classified as potential sectors
in East Java. The four potential sectors are
(1) the mining and quarrying sector, (2) the

information and communications sector,
(3) the real estate sector, and (4) the edu-
cational services sector. Of the four poten-
tial sectors, the sector is one that contin-
ues to develop or is not saturated.

Of the four potential sectors, the in-
formation and communication sector is the
main contributor to the formation of East
Java Province’s GRDP in 2012-2021. The
information and communication sector in-
creased by 6.89% during the Covid-19
pandemic. The rise of work-from-home
learning activities has caused demand for
credit and data packages to increase sig-
nificantly, thereby accelerating the devel-
opment of the information and communi-
cations sector.

Table 1.
Results of Klassen Typology Analysis

Criteria

Sectoral Growth (gi=g)

Sectoral Growth (gi=g)

Cluadrant |

Advanced Economic Sector
« Processing Industry Sector

« Wholesale and retail trade
sector; car and motorbike

Sectoral Contribution (sizs)

repair

Cluadrant Il

Advanced But Depressed

Economic Sector

« Water supply, waste
management, waste and
recycling sectars

o Accommaodation and food and
drink provider sector

Cluadrant Il

Cluadrant IV

Sectoral Confribution (si=s)

Fotential Economic Sectors or

Still Developing

« Mining and quarrying sector

« [nformation and
communication sector

« Real estate sector

« Educational Services Sector

Relatively

Underdeveloped

Economic Sector

Agriculture, forestry and
fisheries sectors

Electricity and gas procurement
sector

Construction Sector
Transportation and
warehousing sector

Financial services and
insurance sector

Corporate Services Sector

The government administration,
defense and social security
sectors are mandatory

Health services and social
activities sector

Other Service Sectors

Source: Klassen Typology Calculation Results, 2022

25



Analysis of Potential

Furthermore, there are potential
sectors which are sectors that have great-
er production value compared to other sec-
tors (Rohmah, 2021) which includes the
mining and quarrying sectors. The mining
and quarrying sector includes oil, gas and
geothermal extraction; mining metal ore;
and other mines and quarries. In 2021 the
mining and quarrying sector will contribute
3.94% to the East Java economy. The role
of this sector increased by 0.42 percentage
points from 3.52% in 2020. The increasing
contribution of this sector was due to high-
er world crude oil prices in 2021. According
to (Murti & Sahara, 2019) the mining and
quarrying sector contributes 29% per year
to the largest contributor to East Java’'s
PDRN.

Furthermore, in East Java there is
a potential sector, namely real estate. The
contribution of the real estate sector in the
last 5 years has not changed much. The
amount of contribution is 1.59% in 2017;
increased 1.63% in 2018; increased 1.66%
in 2019; in 2020 as much as 1.79%; and
decreased by 1.72% in 2021. Meanwhile,
in 2021 the growth rate was 2.29%, slower
than the increase in 2020 of 3.95%.

The last potential economic sector
in East Java is the education services sec-
tor. The education services sector in 2021
grew by 1.26%, slower than 3.96% in 2020.
Compared to 2020, the role of this active
sector also fell from 2.83% to 2.70%.

Based on the results, it shows that
the information and communication sector
is the main contributor to the GRDP of East
Java Province in 2012-2021 because cur-
rently many people use internet data for so-
cial media, online transactions and so on.
The use of information and communication
technology is one of the drivers of econom-
ic transformation, technological advances
have changed the way of production. In-
creasingly developing technology makes
the information and communication sec-
tor superior because many things can be
done easily, for example many people can
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work online at home, children go to school
online, even shopping online has become
a habit for people. The results of this study
are in accordance with the research results
(Fitriansyah, 2021) that the information and
communication sector is a potential sector
that can absorb labor.

Incremental Capital Output Ratio(ICOR)

Making a comparison between
the increase in the total amount of invest-
ment and the increase in the total number
of products is the ICOR calculation in an
area. Calculating the ICOR value is very
important and useful for obtaining informa-
tion that can be used as a basis for cal-
culating how much investment is needed
to achieve the desired economic growth
(Shinta & Solikin, 2022). Analysis Incre-
mental Capital Output Ratio (ICOR) is
used as an indicator of the effectiveness of
investment use and allocation in a period
(Wulandari & Nasikh, 2022). In research
(Setiyanto, 2016)It was also explained that
ICOR can be used to calculate the target
amount of investment required based on
the economic growth target to be achieved.
The efficient level of investment in eco-
nomic sectors is known through the results
obtained, if a high ICOR result means the
less efficient investment in the economic
sector, while a sector with a low ICOR re-
sult indicates that investment in that sector
is more productive. Below are the results
of the ICOR calculation, namely:

Table 2 shows the four potential
sectors of East Java Province in 2012-
2021 whose ICOR values are calculated.
These sectors show the ICOR values that
have been calculated, namely (1) the min-
ing and quarrying sector at 16.88, (2) the
information and communication sector at
3.82, (3) the real estate sector at 5.90, and
(4) educational services sector of 6.61.
Sectors with a low ICOR value indicate
that they are producing goods and servic-
es efficiently. One of the potential sectors,
namely the information and communication
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Table 2.
ICOR Value of Potential Sectors of East Java Province
Average

No Sector ICOR Value

1 Mining and excavation 16.88

2 Information and 382

communication
3 Real estate 590
4  Educational services 6.61

Source: Processed Data

sector, is a potential sector with the lowest
ICOR value, namely 3.82. The meaning of
the ICOR value is that the information and
communication sector requires an invest-
ment of 3.82 in producing a product. Com-
pared to the other four potential sectors,
this sector is the most efficient sector.
However, the sector with the high-
est ICOR results is the mining and quarry-
ing sector with an average ICOR of 16.88.
The high ICOR results indicate that invest-
ment in this sector is inefficient because
larger investments are required to produce
a product. Additionally, according to (Shin-
ta & Solikin, 2022) The high ICOR value or
low level of investment efficiency that oc-
curs in Indonesia is caused by waste.
Sectors that have low ICOR values
indicate that these sectors are efficient in
producing goods and services. These sec-
tors only require relatively lower invest-
ment to produce one unit of goods and ser-
vices, while sectors that have high ICOR
values can be said to mean that the invest-
ment invested in this sector is less efficient
in its use, because it requires relatively
more investment to produce one unit. units
of goods and services in that sector. Not
all potential sectors in East Java Province
have low ICOR values, which means that
not all potential sectors have a good level
of efficiency. This indicates that developing
potential sectors also requires large invest-
ments until the sector experiences growth.
The role of leading sectors is very neces-
sary in encouraging economic growth in
East Java Province. Increasing the total
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investment value can be one of the strate-
gic plans to boost economic growth in East
Java Province in the future. The results of
this study are in accordance with the re-
search results (Ngahu, Lapian, & Siwu,
2021) that the information and communi-
cation sector is an efficient sector.

Potential Sector Investment Needs

The allocation of investment funds
is also something that needs to be studied
by the East Java Provincial government.
The aim of allocating investment funds is
to avoid inefficiencies in investment ac-
tivities. Inappropriate allocation of invest-
ment funds will reduce the rate of return
(profit) obtained by investors and can slow
down the rate of economic growth in East
Java Province. Therefore, it is necessary
to know the sectors that have the potential
to provide greater returns or income. East
Java Province has four potential sectors.
The output from these sectors has cooper-
ative advantages so that it is able to com-
pete with output from other regions. These
sectors are sectors that can provide higher
added value than other sectors. Therefore,
allocating investment funds in potential
sectors can provide higher profits and re-
turns so that these sectors must be made
a top priority in investment activities.

In accelerating the economic
growth of East Java Province, it is nec-
essary to know the amount of investment
required. The investment required must
be known in order to facilitate the achieve-
ment of the economic growth targets de-
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sired by East Java Province. The results of
the ICOR value show the minimum invest-
ment a region has in order to achieve its
growth goals. Regarding efficiency and in-
vestment needs, the policies implemented
by the Regional Government are expected
to be able to prioritize the economic sec-
tor to be managed and developed and to
be more focused in handling it so as to
produce sectors that can become priori-
ties and provide added value to improve
the welfare and economy of the commu-
nity. This is in line with research (Setiyanto,
2016) states that both the central govern-
ment and regional governments can coor-
dinate regarding the policies needed to fo-
cus investment on sub-sectors or low-level
sectors in order to increase investment
both from private government and commu-
nity investment.
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Before calculating how muchThe
amount of potential sector investment
needs, it is necessary to know the pro-
jected growth targets for potential sectors
in East Java Province in 2022. The semi
average method is useful for projecting
potential sector growth targets in 2022.
Below are the results of the semi average
calculation in table 3.

Table 3 shows the estimated po-
tential sector growth targets, namely the
mining and quarrying sector at 2.12%, the
information and communications sector at
6.76%, the real estate sector at 3.27%, and
the education services sector at 2.70%.

East Java Province has four poten-
tial sectors. This sector can add more value
than others. As a result, investment plan-
ning in potential sectors can produce large
returns and profits, so prioritizing these

Table 3.
East Java Potential Sector Growth Projection Results in 2022 (percent)
Growth
No Sector Projections
1 Mining Elll'ld 3142
excavation
2 Information and
Communication 6.76
3 Real Estate 327
4 Education Services 2.70

Source: Processed Data

Table 4.
Investment Needs in Potential Sectors of East Java Province in 2022
Pertum 2022
Potential ICOR Sector GRDP Investment
Sectors value supplies 2021
Meeds
(%]
g Miningand .00 54 T 1079
Excavation 91
Information
and 113,95
2 Communicatio 382 6.76 6.03 29 42733
n
3}  Real estate 590 327 3[]‘32041' h 834 45
Educational 46 335,
4 Services 8.81 2.70 09 8,269 42

Source: Processed Data
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sectors must be considered in investment
activities. Below are the results of calculat-
ing investment needs for potential sectors,
in table 4.

Table 4 shows the investment
needs for the mining and quarrying sec-
tor amounting to IDR 27,650.79 billion, the
information and communications sector
amounting to IDR 29,427.33 billion, the real
estate sector amounting to IDR 5,834.45
billion, and the education services sector
amounting to IDR 8,269.42 billion.

Based on the 2019-2024 East Java
RPJMD, East Java Province targets eco-
nomic growth of 3.42%-5.12% in 2022. So
the role of potential sectors is needed to
increase economic growth by 5.12%. Ana-
lyzing investment needs is one of the plans
to increase economic growth in 2022 in
East Java.

East Java’'s economic growth in
2022 is targeted at 5.12%, so the total
investment required is IDR 317,052.09
billion. So, knowing the amount of invest-
ment required by potential sectors must be
known so that these sectors can increase
East Java’s economic growth.

Table 4 shows that the East Java
economic growth target for the mining
and quarrying sector in 2022 is 2.12%, so
an investment of IDR 27,650.79 billion is
needed to increase growth. The informa-
tion and communications sector’s growth
target of 6.76% requires an investment of
IDR 29,427.33 billion. The real estate sec-
tor with a growth target of 3.27% requires
an investment of IDR 5,834.45 billion. And
the educational services sector’s growth
target of 2.70% requires an investment of
IDR 8,269.42 billion. So the total invest-
ment need for potential sectors to increase
economic growth is IDR 71,181.99 billion
in East Java.

The policy recommendations pre-
sented are to support the existing func-
tions of the East Java Province economic
sub-sector which can be pursued by de-
veloping potential sub-sectors that can be

29

operated in the East Java Province region,
thereby further increasing the economic
growth of the East Java Province and de-
termining the future functions of the East
Java Province. developed must be based
on the potential economic sub-sectors of
East Java Province.

CONCLUSIONS

There are several sectors, namely
(1) the excavation and mining sector, (1)
the information and communications sec-
tor, (3) the real estate sector, and (4) the
educational services sector, which are po-
tential sectors to support economic growth
in East Java. The information and commu-
nication sector is the main contributor to
East Java Province’s GRDP in 2012-2021
because currently many people use inter-
net data for social media, online transac-
tions and so on. The use of information
and communication technology is one of
the drivers of economic transformation,
technological advances have changed the
way of production. Increasingly develop-
ing technology makes the information and
communication sector superior because
many things can be done easily, for exam-
ple many people can work online at home,
children go to school online, even shop-
ping online has become a habit of society.

The potential sector that is already
efficient is the information and communi-
cation sector. Not all potential sectors in
East Java Province have low ICOR values,
which means that not all potential sectors
have a good level of efficiency. This indi-
cates that developing potential sectors also
requires large investments until the sector
experiences growth. The role of leading
sectors is very necessary in encouraging
economic growth in East Java Province.
Increasing the total investment value can
be one of the strategic plans to boost eco-
nomic growth in East Java Province in the
future.

There is a large amount of invest-
ment needed in potential sectors to en-
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courage economic growth in East Java.
The investment need for the mining and
quarrying sector is IDR 27,650.79 billion,
the information and communications sec-
tor is IDR 29,427.33 billion, the real es-
tate sector is IDR 5,834.45 billion, and the
education services sector is IDR 8,269.42
billion. So, the total investment need for
potential sectors to improve the economy
of East Java Province is IDR 71,181.99 bil-
lion.
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