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INTRODUCTION

Economic growth positively affects the level of welfare. Economic growth positively affects
welfare by increasing individual income, contributing to overall GDP. The study showed that
a 1 (one) unitincrease in income per capita led to an increase in GDP of 0.93 billion, indicating
a direct link between growth and well-being. [1, 2]. Poverty can be reduced with economic
growth, as in South Africa, people can reduce poverty gaps and improve welfare [3].
Economic growth is the result of economic activities that can improve the region’s ability to
reduce poverty [4].

Regional Original Income has a positive contribution to economic growth. Regional
taxes and levies are important in Regional Original Revenue. Studies have proven that local
taxes and levies contribute substantially to the increase in Regional Original Revenue, which
drives the local economy’s development. For example, in the West Java region, regional taxes
and levies positively impact Regional Original Revenue [5].
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Revenue sharing funds are an important part of regional revenue. The central
government allocates transfer funds to the regions, consisting of revenue sharing, general
allocation, special allocation, incentive, and village funds. These funds are used to Finance
central and provincial government programs, so the provincial government cannot freely have
programs [6]. Regional original revenue, revenue sharing, and general allocation funds are
important for increasing the regional self-reliance index, especially in provinces outside Java
and Bali, such as Sumatra, Kalimantan, Sulawesi, and Papua. Regional independence
depends on each region’s geographical conditions and infrastructure [7]. In China, the local
income level is higher than that of other provinces, followed by higher regional economic
growth [8]. This increase is due to infrastructure spending and other economic activities. Local
governments’ financial resources include profit-sharing funds that can increase regional
independence so that local governments can manage their activities, but in Indonesia, regional
fiscal independence is influenced by local revenue and general allocation funds [9]. In addition,
the regional tax rate becomes higher because it adjusts the revenue sharing fund [10].

The high HDI index is reflected in the high per capita income. Several studies have
analysed that there is a positive relationship between HDI and per capita income. A study
shows that Gross Regional Domestic Product (GDP) per capita positively impacts HDI, i.e.,
areas with higher per capita income will show a higher HDI score. A region’s high level of
income inequality is not always followed by a high level of HDI, even though the level of per
capita income is high [11, 12]. HDI is significantly influenced by per capita income [13].

Per capita income is a formulation of the economic growth rate, regional original income
and revenue sharing funds. The increase in per capita income is influenced by economic
growth; for example, China will increase per capita income in 2020, so a growth of 7.2% per
year is needed [14]. Institutional conditions and economic models affect the relationship
between local revenue, revenue-sharing funds, and per capita income [15].

However, there is a gap in HDI between provinces in Java and outside Java and between
western and eastern Indonesia. Also, there is a gap in HDI in West Java because educational
factors are influenced other than economic growth; poverty and unemployment factors also
affect it [16].

Some provinces have high economic growth, but the HDI is not high. Data in Indonesia
shows that economic growth does not necessarily make HDI higher, so there is no significant
influence between economic growth and HDI. As in Central Sulawesi, poverty has a long-
term negative relationship with economic growth, but poverty has a positive relationship with
HDI, suggesting that improving HDI is essential to reducing poverty levels [17]. In China, the
HDI level is influenced by urbanization and human resource development; in urban areas, the
HDI is high due to better education and health services [18].

Some provinces have high local incomes but do not have high HDI. Income does not
always drive an increase in HDI; in China, at first, income significantly influences HDI, but the
influence decreases in line with the increase in income according to the law of marginal
increase [19]. The difference in HDI is due to the uneven benefits of urbanization [20]. In
addition, the difference in HDI is due to the difference in income [11, 21].
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Some provinces have high revenue sharing funds but have low HDI. A high revenue
sharing fund does not automatically have a positive impact on HDI; in Banten province, the
revenue sharing fund has a negative impact on the regional minimum wage [22]. In reality,
HDI is also affected by governance and government funds; poor governance and inefficient
use of government funds can cause the HDI level to be suboptimal [23].

Some provinces have high economic growth, local income, and revenue sharing funds,
but high HDI is lower. In reality, the distribution is uneven due to a gap in the HDI level. Short-
term HDI gaps can also continue long-term [24]. In addition, other variables, such as the
regional minimum wage and capital expenditure, affect the HDI level [22].

This research is important because economic growth, local real income, and profit-
sharing funds have not fully formed a high HDI. This study offers a new approach to analysing
factors affecting HDI, namely economic growth, local revenue, and profit-sharing funds,
through strategies for making policies to increase HDI.

METHOD
This study is quantitative research with secondary data. The dependent variable in this study
is the Human Development Index. The independent variables in this study are the economic
growth rate, regional original income and revenue sharing funds. Data on the Human
Development Index and economic growth were obtained from the Central Statistics Agency.
Meanwhile, the data on Regional Original Revenue and revenue sharing funds are obtained
from the Directorate General of Financial Balance, Ministry of Finance.

This research will use provincial panel data throughout Indonesia from 2017 to 2022.
Regional Original Revenue data and revenue sharing funds combine provincial and all district
data in the province. Using panel data, estimating the appropriate model in advance using the
Chow, Hauman and Lagrangian Multiplier tests is necessary. After that, a classical
assumption test was carried out, including autocorrelation and heteroskedasticity tests. After
the classical assumption test is carried out, the variable and model significance tests are
carried out. This study uses Stata to process data.

The models in this study are as follows:

IPM = B0 + B1Pert + B2PAD + B3DBH + ¢

IPM = Human Development Index
O = Constanta

B1, B2,dan B3 = coefficient

Pert = Economic Growth

PAD = Regional Original Income
DBH = Revenue Sharing Fund

E = error

RESULTS AND DISCUSSION
Results
Based on the results of the regression test of the panel data, it is known that economic growth
has a negative and significant influence on the Human Development Index with a variable
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coefficient value of -0.045. The Regional Original Revenue variable is known to have a
positive and significant relationship with the Human Development Index with a variable
coefficient value of 1.726. The last variable, the Revenue Sharing Fund, is known to have a
positive and significant relationship with the Human Development Index with a variable
coefficient of 1.230. It can be concluded that the independent variables in this study can be
explained by 24.6%, and variables outside the research explain the rest. the positive
coefficient on Regional Original Revenue and Revenue Sharing Fund indicate that
government intervention has a positive and significant effect on the Human Development
Index in Indonesia
1. Economic Growth and HDI
The panel data regression resulted in a coefficient for economic growth of -0.05. It can
be interpreted that economic growth is inversely proportional to HDI. This may be
because negative growth in 2020 did not affect HDI. In fact, in that year, most provinces
in Indonesia experienced an increase in HDI.
2. Regional Original Revenue and HDI
Regional Original Revenue has a significant effect on HDI in Indonesia. The variable
coefficient of Regional Original Revenue in this study is 1.73, meaning that a 1%
increase in Regional Original Revenue affects HDI by 1.73%. This study follows the
previous study [25], which demonstrate that human development benefits from fiscal
decentralization, which gives local governments the authority to create and oversee
their own money because local governments can modify their expenditures to better
suit the unique requirements of their constituents, therefore raising HDI.
3. Revenue Sharing Fund and HDI
The variable coefficient of Revenue Sharing Fund is 1.23. This means that an increase
in Revenue Sharing Fund by 1% will increase HDI by 1.23%. This study’s results align
with the previous study [26].

Dependent Variable: IPM ‘

Method: Panel EGLS (Cross-section random effects)

Periods included: 6 ‘

Cross-sections included: 34

Total panel (balanced) observations: 204

Variable Coefficient | Std. Error | t-Statistic | Prob.

C 69.24680 | 0.702211 | 98.61246 | 0.0000

PU -0.045305 | 0.014222 | -3.185499 | 0.0017

PAD 1.73E-13 | 3.69E-14 | 4.682356 | 0.0000

DBH 1.23E-13 | 2.95E-14 | 4.164746 | 0.0000

S.D. Rho

Cross-section random 3.734676 | 0.9680

Idiosyncratic random 0.678894 | 0.0320
Weighted Statistics

R-squared 0.246155 Mean dependent var | 5.249524
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Adjusted R-squared | 0.234847 S.D. dependentvar | 0.775250

Prob(F-statistic) 0.000000
Unweighted Statistics
R-squared 0.145519 Mean dependent var | 70.93147

Sum squared resid | 2731.765 Durbin-Watson stat | 0.022321

With the estimation equation from the model above, it is as follows:

IPM = 69.2467985766 - 0.0453048868441*Pert + 1.72599991335e-13*PAD +
1.23041993105e-13*DBH + [CX=R]

Where:

IPM = Human Development Index
Pert = Economic Growth

PAD = Regional Original Income
DBH = Revenue Sharing Fund
Discussion

There is a gap in HDI between provinces in Java and outside Java and between western
and eastern Indonesia, primarily related to the use of regional revenues to improve welfare.
Because of its superior infrastructure, economic activity, and government investments, this
region—which includes portions of Java and Sumatra—generally has higher HDI rankings.
Central Java, for instance, has sustained a higher HDI growth rate than the national average
(16]. Regarding human development, the eastern regions—including provinces like West
Papua—face formidable obstacles. These places frequently have lower HDI scores because
of their lower economic activity, worse infrastructure, and restricted access to healthcare and
education [27].

Some provinces with high economic growth but low HDI are not high, and This shows
the need for programs that support improving welfare. Economic expansion in Indonesia has
a detrimental effect on HDI, indicating that human progress cannot be achieved through
growth [24]. Regional differences still exist despite overall HDI gains; income growth
significantly contributes to HDI and emphasizes the need for balanced development in the
health and education sectors [19].

Some provinces have high local incomes but do not have high HDI. They need for
programs that support improved welfare. HDI is significantly impacted by education
spending. Higher HDI ratings are typically found in provinces with larger budgets for
education. Improvements in the HDI do not always correspond with health spending,
suggesting that more efficient health policies are required [28]. HDI is influenced by income
growth, but as income levels rise, its marginal impact diminishes. Therefore a balanced
strategy incorporating advancements in health and education is required [19]. Targeted
initiatives in low HDI areas that emphasize infrastructure, health, and education. [29]

Some provinces have high revenue sharing funds but have low HDIs. They need for
programs that support improved welfare. Higher HDI ratings in Indonesia are not always
correlated with the distribution of funds, including general and special allocation funds. For
example, despite large funding allocations, Papua has the lowest HDI. The suggestion that in
order to improve human growth, these expenditures need to be used more efficiently [30].
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Better results in human development can result from giving local governments the authority
to manage and distribute resources effectively [31]

Some provinces have high economic growth, high local income, and high profit-sharing
funds but not high HDI. They need for programs that support improved welfare. In order to
achieve sustainable development, programs should strive to balance economic, social, and
environmental factors. Alongside economic endeavours, this entails enhancing healthcare,
education, and the environment [32]. Regions with consistently low HDI despite rapid
economic expansion require special attention. Programs specifically designed to solve local
issues, such as as enhancing the infrastructure for healthcare and education, are required
(30]. Reducing poverty and income disparity can be significantly impacted by improving
institutional quality. Crucial actions include enhancing the legal system, lowering bureaucratic
restrictions, and fortifying democratic institutions [33].

CONCLUSION

Based on the study's results, it can be concluded that economic growth has a positive but not
significant influence on the increase in HDI. Regional original income has a positive but
insignificant influence on the increase in HDI. Revenue sharing funds have a positive but
insignificant influence on the increase in HDI. Economic growth, local revenue, and profit-
sharing funds have a positive but insignificant effect on the increase in HDI. The results of
negative coefficients on economic growth variables and positive coefficients on Regional
Original Revenue and Revenue Sharing Fund indicate that government intervention has a
positive and significant effect on the Human Development Index in Indonesia. The
contribution of this research not only provides a clearer picture of the influence of economic
growth, local real income, and profit-sharing funds both partially and simultaneously on HDI
but can also provide an overview for formulating policies that impact increasing HDI. This
study only analysed one variable out of three variables that affect HDI.
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