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ABSTRACT 

The purpose of this research is to analyze the effect of education expenditure, 

health expenditure, Islamic bank financing, and economic growth on the HDI of 

Indonesian provinces during the period 2013–2023. Using a quantitative 
approach, the study employs panel data regression on secondary data from 33 

provinces obtained from BPS, OJK, and the Ministry of Finance. The most 

appropriate estimation model is selected through the Chow and Hausman tests, 
which both support the use of a fixed effect model, followed by multicollinearity 

and heteroscedasticity diagnostics to ensure model validity. The results show that 

education expenditure, health expenditure, Islamic bank financing, and economic 
growth each have a positive and statistically significant impact on HDI, while 

jointly explaining approximately 85% of its variation across provinces. These 

findings suggest that increased education and health budgets effectively enhance 
human capital through longer schooling, better health outcomes, and higher life 

expectancy, whereas expanded Islamic bank financing and robust economic 

growth raise adjusted per capita expenditure and overall welfare. The study 
concludes that optimizing human development in Indonesia requires a coherent 

policy mix that strengthens pro-poor and pro-human capital public expenditure, 

deepens Islamic financial inclusion, and sustains inclusive economic growth, 

particularly in lagging regions, in order to narrow HDI disparities and support 
long-term sustainable development. 

 

Keyword: Human Development Indeks, Education Expenditure, Health 
Expenditure, Islamic Bank Financing, Economic Growth 

 
INTRODUCTION 

The paradigm shift in development from a focus on economic growth to 
human development explains that the quality of life of the people is crucial to a 

country's economy. This change is marked by a postulate among scientists that 

development has its center and purpose in humans (Mahri et al., 2021). Making 
the people both the object and subject of development make human development 
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very important in a country. People are needed to drive the economy and help 

implement development so that it can run according to target. Human 
development in Indonesia is quite high, ranking 112th, but the problem with 

human development in Indonesia is that there are disparities in human 

development between provinces in Indonesia. These uneven HDI values illustrate 

the different levels of community welfare in each province. The following is data 
on the HDI conditions in several provinces in Indonesia. 

 

 
 

 

 

 

 

 

 

 

Figure 1. Human Development Index Data for 15 Provinces in Indonesia in 2023 
Source: BPS (processed by the author), 2025 

 

Figure 1 illustrates how Indonesia's HDI conditions are inconsistent. The 
HDI conditions in western Indonesian provinces such as North Sumatra, DKI 

Jakarta, and East Java tend to be higher than those in eastern Indonesian 

provinces such as NTB, Maluku, and Papua. This disparity is due to Indonesia's 
poor and uneven development system in each province (Akbar, 2016). Papua, as 

the easternmost province in Indonesia, has the lowest HDI value of 62.25. The 

government must strongly encourage more equitable development among 

provinces in Indonesia so that human development can be evenly distributed. 
Important aspects such as education, health, and employment opportunities must 

continue to be promoted by the government in order to improve human 

development. 
Conceptually, human development is the process of giving people more 

options (UNDP, 1990), is measured using the Human Development Index (HDI). 

This indicator is based on three fundamental dimensions: health, education, and 
decent living standards. According to the 2024 Human Development Report 

(HDR), Indonesia ranks 112th out of 199 countries with a high human 

development classification. In the national context, the methodology for 
calculating the HDI has been refined by BPS since 2014. This new methodology 

details each dimension with specific indicators: The health dimension is evaluated 

by Life Expectancy (AHH); the knowledge dimension is estimated by Expected 
Years of Schooling (HLS) and Mean Years of Schooling (RLS); and the decent 

standard of living dimension is represented by the adjusted per capita spending 

indikator. 

The government's focus on public health and education, which are 
fundamental necessities, is crucial to improving the quality of human development 

in the areas. Government spending in these two areas is considered essential to 
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influence human development (Rahmadian, 2016). Through education 

Expenditure, the government seeks to create quality and quantity of education, 

which directly affects the Mean Years of Schooling (RLS) and Expected Years of 
Schooling (HLS), which in turn have an impact on the HDI. This opinion is 

reinforced by a study by (Damayanti & Suryaningrum., 2023), which shows the 

positive effect of education expenditure on the HDI. These results are not always 
consistent, though; some research, such that done by (Pake et al., 2018) and (Alif 

& SBM., 2021), finds that the HDI appears to be unaffected by government 

investment on education. 

Public health can reveal a nation's level of development. Government 
spending on education and health is an important determinant of improvements 

in the HDI (Rahmadian, 2016). The link between health and education is very 

clear because in order to produce intelligent human beings, a strong mind and 
body are needed (Rahim et al., 2021). The state of public health is a focus of 

government attention in an effort to create perfect human development. To 

achieve a high quality of public health, the government must allocate spending on 
health functions to ensure that health services for the community run smoothly 

and are on target. 

However, by lending money to the community, the financial industry also 
assists the government in advancing human development. This financing is 

channeled to community businesses and community consumption needs. The 

majority of the business and financial sectors in Indonesia are highly dependent 
on bank financing as their main source of capital (Risyadi, 2018). In proportion to 

the rise in the production of goods and services, this financing will increase 

community productivity, which will have an impact on community welfare. 

The relationship between human development and economic growth is also 
closely linked and bidirectional. Economic growth provides essential resources for 

sustainable human development, while improvements in the quality of the 

workforce, which are the result of human development, are important contributors 
to economic growth itself (Ranis et al., 2000). The contribution of economic growth 

to human development occurs through two main mechanisms. First, household 

consumption, where economic development is vital for eliminating poverty and 
ensuring that individuals can afford essential needs such as food, education, and 

health. 

Second, through government activities, where increased economic growth 
will increase government revenue and expenditure, enabling the government to 

fulfill its obligations to provide basic services such as education, health, and social 

assistance. Therefore, increasing household consumption and government 
spending power are two ways that economic growth influences human 

development. These findings are consistent with a research by (Darnawaty & 

Purnasari, 2019), which demonstrates that the HDI is significantly improved by 

economic growth. By analyzing the partial and simultaneous effects of 
independent factors on dependent variables, this study investigates the 

contribution of education expenditure, health expenditure, Islamic banking 

finance, and economic growth to Indonesia's human development index.  
 

RESEARCH METHOD 

In order to examine the link between variables, a quantitative method with 
a focus on statistical analysis was used in the design of this study. The Human 

Development Index (Y) is the dependent variable, and the research model 

examines the impact of four independent variables: Economic Growth (X4), 
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Islamic Bank Financing (X3), Health Expenditure (X2), and Education Expenditure 

(X1). The analysis was conducted using secondary data for the 2013-2023 period 
collected from various official institutions, including BPS, OJK, and the Ministry of 

Finance. 

This study defined a population consisting of 34 provinces in Indonesia. 

Samples were taken using purposive sampling. The criteria used for sample 
selection were provinces that received education expenditure, health expenditure, 

Islamic bank financing, and economic growth during the 2013-2023 period. After 

the selection process based on these criteria, North Kalimantan Province did not 
meet the requirements and was therefore excluded from the study. Thus, the 

sample in this study included 33 provinces. 

The sample used consisted of 33 provinces, namely Aceh, North Sumatera, 
West Sumatera, Riau, Jambi, South Sumatera, Bengkulu, Lampung, Bangka 

Belitung Islands, Riau Islands, DKI Jakarta, West Java, Central Java, Special 

Region of Yogyakarta, East Java, Banten, Bali, NTB, NTT, West Kalimantan, 
Central Kalimantan, South Kalimantan, East Kalimantan, North Sulawesi, Central 

Sulawesi, South Sulawesi, Southeast Sulawesi, Gorontalo, West Sulawesi, Maluku, 

North Maluku, West Papua, and Papua. 
This study's analysis applies panel data regression, beginning with 

determining the most relevant estimation model among the three models, namely 

the fixed effect model, random effect model , and common effect model. The Chow 

test and Hausman test are used as the basis for determining the model. After the 
optimal model is obtained, classical assumptions are tested through 

multicollinearity and heteroscedasticity tests. Using model that passed the test, 

panel data regression analysis is next implemented. The coefficient of 
determination, partial significance test, and simultaneous significance test are 

used to assess hypotheses based on the estimation results. 

 
RESULTS AND DISCUSSION 

1. Data Analysis Results  

The estimation model must be selected before conducting data analysis to 
ensure the most appropriate reference model is used. This selection involves 

considering various panel data approaches, including the common effect model, 

fixed effect model, and random effect model. Determining the correct model is 
essential because each approach carries different assumptions and implications 

for the results. To identify the best-fitting model, statistical tests such as the Chow 

test are employed to compare the common and fixed effect models. Meanwhile, 
the Hausman test is used to decide between the fixed and random effect models 

based on consistency and efficiency. These diagnostic tests guide researchers in 

choosing the most reliable method. Ultimately, selecting the appropriate 

estimation model enhances the validity and accuracy of the analytical findings. 
 

Table 1. Chow Test Results 

Test Results Prob 

Cross-section Chi-square 0.0000 

Source: Author's processed data, 2025 

 

Table 1 of the Chow Test results shows a Cross-section Chi-Square 
probability value of 0.0000. Since this value is lower than the significance level α 

= 0.05, it indicates a statistically significant difference between the common effect 

and fixed effect models. Therefore, the null hypothesis is rejected, confirming that 
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the fixed effect model is more appropriate for this study. The extremely small 

probability value (0.0000 < 0.05) reinforces the robustness of this conclusion. 

Based on this outcome, the fixed effect model is selected as the optimal method 
for panel data analysis. This choice ensures more accurate estimation by 

accounting for unobserved heterogeneity across cross-sectional units. Thus, the 

fixed effect approach provides a better representation of the underlying data 
structure. 

 
Table 2. Hausman Test Results 

Test Results Prob 

Cross-section random 0.0000 

Source: Author's processed data, 2025 

 

The Hausman test findings of this investigation are shown in Table 2, 
proving that the cross-section random probability value is 0.0000. The Fixed Effect 

Model (FEM) is better suited for the panel data analysis of this study than the 

random effect model since the probability value is less than the significance level 
α=0.05. After determining that the fixed effect model was the most appropriate 

and acceptable estimating model to use, the next phase in the study analysis was 

to conduct diagnostic tests. To verify the validity and dependability of the 
regression results, these tests addressed a number of traditional presumptions, 

including multicollinearity and heteroscedasticity tests. 

 
Table 3. Multicollinearity Test Results 

 

Source: Output from Eviews 13 (processed data), 2025 

 
The multicollinearity test results presented in Table 3 show that all 

independent variables have Variance Inflation Factor (VIF) values below the 

commonly accepted threshold of 10. This indicates that the variables do not exhibit 

strong linear relationships with one another. Since each VIF value remains well 
within the acceptable range, the regression model is free from multicollinearity 

issues. The absence of multicollinearity ensures that the estimated coefficients are 

stable and reliable. It also confirms that the independent variables contribute 
uniquely to the model without excessive overlap. Therefore, the regression 

analysis in this study can be interpreted with greater confidence. 

 
Table 4. Heteroscedasticity Test Results 

Heteroscedasticity Test: White Value 

Prob. Chi-Square 0.2347 

Source: Output from Eviews 13 (processed data), 2025 

 

The test results indicate that the Chi-Square Probability value is 0.2347, 

which exceeds the significance level of 0.05. This outcome confirms that the data 

used in the study meets the heteroscedasticity assumption, as no 
heteroscedasticity is detected. Following this, the coefficient of determination test 

is conducted as a fundamental hypothesis evaluation. This test aims to identify 

the extent to which the independent variables influence the dependent variable. 

Variable Uncentered VIF 

Education Expenditure 9.548824 

Health Expenditure 7.219138 

Islamic Bank Financing 3.942423 

Economic Growth 9.600028 
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The adjusted R-squared value serves as the primary indicator for measuring this 

explanatory power. A higher adjusted R-squared reflects a stronger contribution 
of the independent variables. Thus, this measure provides an essential overview 

of the model’s overall fit. 

 
Table 5. Coefficient of Determination Results 

Test Result Value 

Adjusted R-squared 0.851284 

Source: Author's processed data, 2025 

 
Table 5 shows an adjusted R-squared value of 0.851284, indicating that the 

variables incorporated in this research model education expenditure, health 

expenditure, Islamic bank financing, and economic growth collectively account for 
85% of the variation in the Human Development Index (HDI). This high value 

demonstrates a strong explanatory power of the model. Meanwhile, the remaining 

15% of variation in HDI is attributed to other factors not included in this study. 
This suggests that although the model is robust, additional variables could further 

enhance its explanatory capacity. Overall, the adjusted R-squared value confirms 

that the selected independent variables significantly influence HDI.To determine 

the individual or partial influence of each independent variable on the HDI, use 
the partial significance test (t-test). Table 6 shows a complete description of the 

panel data regression findings projected using the fixed effect model approach, 

which is the basis for this test. 
 

Table 6. Panel Data Regression Results 

Variable Coefficient Prob. 

Education Spending 3.02E-13 0.0005 

Health Spending 1.11E-13 0.0132 

Islamic Bank Financing 5.49E-15 0.0240 

Economic Growth 5.08E-06 0.0018 

Source: Output from Eviews 13 (processed data), 2025 

 
The partial significance test (t-test) results displayed in Table 6 illustrate 

how each independent variable individually influences the Human Development 

Index (HDI) in Indonesia. All variables demonstrate a positive and statistically 
significant effect on HDI. Education expenditure shows strong significance with a 

probability value of 0.0005, while health expenditure also proves significant at 

0.0132. Islamic bank financing contributes positively with a significance level of 
0.0240. Additionally, economic growth exhibits a highly significant impact, 

reflected in its probability value of 0.0018. These findings collectively confirm that 

each variable plays an important role in improving HDI outcomes. 

 
Table 7. Simultaneous F Test Results 

Test Results Value 

F-statistic 58.56022 

Prob(F-statistic) 0.0000 

Source: Author's processed data, 2025 

 

A probability value (F-statistic) of 0.0000 was obtained from the 
simultaneous significance test (F-test). The study model can be considered 

statistically significant as this probability value is less than the significance 

criterion of α = 0.05. This suggests that the HDI in Indonesia is significantly 
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impacted by the independent variables education expenditure, health expenditure, 

Islamic banking financing, and economic growth either jointly or concurrently. 

 
2. The Effect of Education Expenditure on the HDI 

The study's findings verify that education spending significantly affects the 

HDI. Law Number 20 of 2003 on the National Education System, which mandates 
that at least 20% of the state budget and 20% of the regional budget, excluding 

educators' wages, must be allocated to education. With this stipulation, education 

Expenditure has only decreased slightly compared to other types of spending. As 

a result, the absorption of the education budget remains effective in all 
circumstances to ensure that education services continue to run normally. 

 

 

 

 

 

 

 

 

Figure 2. Education Expenditure Chart in Indonesia for the Period 2013-2023 
Source: BPS (author's processed), 2025 

 

The period 2013–2023 shows an increase in education Expenditure of 
94.91%. This budget allocation, particularly at the provincial level, covers 

secondary education (SMA/SMK/MA) and special education (SLB). The use of 

funds is not limited to teacher salaries, but is also directed towards the 
professional development of educators, regional School Operational Assistance 

(BOS) funds, and the procurement and maintenance of educational facilities and 

infrastructure.   
 

 

 
 

 

 

 
 

 

 
 

 

 
 

Figure 3. Mean Years of Schooling in Indonesia for the Period 2013-2023 
Source: BPS (author's processed), 2025 
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The average and anticipated length of education in Indonesia have 

significantly changed in tandem with the government's annual budget increase for 
education expenditures. As components of the HDI, the rise in RLS and HLS 

suggests that higher education spending is a key element in the HDI's overall 

improvement. Therefore, a significant improvement in the quality of education is 

positively correlated with increased investment in education spending. Thus, the 
more the amount spent on education, the higher the HDI will rise. 

 

 

 

 

 

 

 

 

Figure 4. Expected Years of Schooling in Indonesia for the Period 2013-2023 

Source: BPS (author's processed), 2025 

 

The findings of this study indicate that government investment in education 

plays a significant role in influencing the Human Development Index (HDI) and its 
core components. This suggests that education expenditure effectively supports 

improvements in overall human welfare. It further shows that government funding 

is directed toward strategic programs that enhance educational access and quality. 
Such investments contribute to strengthening human capital and promoting 

sustainable development. The consistency between this research and previous 

studies highlights the importance of education-related spending in shaping HDI 
outcomes. Overall, well-targeted public investment has a meaningful impact on 

raising human development standards (Damayanti & Suryaningrum, 2023). 

 
3. The Impact of Health Expenditure on the HDI 

The findings of this study demonstrate that Health Expenditure has a 

positive and significant effect on the Human Development Index (HDI). This 
relationship occurs through various government-funded health programs that 

directly enhance public health quality. Such programs play a crucial role in 

increasing access to healthcare services and improving overall well-being. The 

regulatory framework established under Law No. 36 of 2009, which mandates a 
minimum allocation of 5% of the national budget and 10% of regional budgets for 

health (excluding wages), further supports this impact. This policy ensures 

consistent and sustainable investment in the health sector. As a result, adequate 
health spending becomes a key driver of improved human development. Overall, 

sustained health investment serves as a fundamental pillar for strengthening HDI 

outcomes. 
The 31.91% increase in Health Expenditure during the 2016-2023 period, 

triggered by the COVID-19 pandemic, has significantly impacted the improvement 

of public health quality. The budget allocation is not only for health workers, but 
also for other strategic priorities such as vaccination, community empowerment, 
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and the procurement of pharmaceuticals and medical equipment. Investment in 

these facilities and services directly improves health quality, which is the 

foundation for improving welfare in other aspects such as education and decent 
living standards, and ultimately contributes to an increase in the HDI. 

 

 

 

 

 

 

 

 

Figure 5. Health Expenditure Chart in Indonesia for the Period 2013-2023 

Source: Ministry of Finance (processed by the author), 2025 

 
In the 2013-2023 period, there was a substantial increase in Health 

Expenditure of 458%. This dramatic increase is mainly attributed to the need for 

large allocations of funds to deal with the COVID-19 pandemic that hit Indonesia 
starting in 2020. At the provincial level, the health expenditure budget is used to 

finance health facilities managed by provincial governments, including Class B 

regional general hospitals, specialized hospitals, health laboratories, and forensic 
medical services. The realization of this budget not only covers the payment of 

health worker remuneration, but also prioritizes the procurement of vaccines and 

immunizations, Health sector community empowerment initiatives, as well as the 

accessibility of medications and medical supplies. Increased investment in Health 
Expenditure, including the procurement of advanced medical equipment and 

facility development, has had a significant impact on improving the quality of 

services and overall public health. 
 

 

 

 

 

 

 

 

 

Figure 6. Life Expectancy Development in Indonesia for the Period 2013-2023 

Source: BPS (author's processed), 2025 
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The life expectancy in Indonesia grew by 2.45% between 2013 and 2023. 

Even in the face of major obstacles like the COVID-19 epidemic, this rise shows 
ongoing improvements in the standard of public health and the efficacy of 

government initiatives. The rise in life expectancy suggests that the government's 

distribution and utilization of the health budget has significantly improved the 

quality of the country's health. According to science, life expectancy is a crucial 
part of HDI. As a result, the observed relationship demonstrates a positive 

correlation: an increase in the health budget directly raises life expectancy, which 

in turn raises the HDI. In conclusion, the increase in human development in the 
health sector is positively correlated with fiscal investment. 

This result is in line with earlier research that highlights the critical impact 

that health spending plays in raising HDI. The efficiency of government budget 
allocation as a tool for policy is highlighted in a study by (Sumiyarti & Pratama, 

2024). Research suggests that investments in physical infrastructure, including 

health facilities, generate long-term improvements in human development. Such 
investments enhance access to essential services and strengthen the overall well-

being of the community. Improved infrastructure also supports the effectiveness 

of health programs implemented by the government. The findings of this study 
align with this perspective, showing that actions within the health sector play a 

crucial role in shaping HDI outcomes (Nurvita et al., 2022). 

 

4. The Effect of Islamic Banking Financing on the HDI 
According to the study's findings, Islamic bank financing significantly and 

positively affects the HDI. Its dual role in enhancing welfare helps to explain this. 

The goal of financing offered by Islamic commercial banks and Islamic corporate 
entities is to boost community output. Based on data from the Financial Services 

Authority (OJK) in 2023, the composition of fund distribution is dominated by the 

consumptive segment with a total of Rp 290 trillion. This consumptive financing 
includes the acquisition of assets such as residential properties and motor 

vehicles, which facilitate the fulfillment of basic and secondary needs of the 

community. Conversely, productive financing was allocated for working capital 
amounting to IDR 144 trillion and for investment amounting to IDR 132 trillion. 

This productive financing is channeled to key economic sectors, particularly 

agriculture, manufacturing, construction, trade (wholesale and retail), 
transportation, and financial intermediary services. 

 

 
 

 

 

 
 

 

 
 

 

 
 

 
Figure 7. Total Financing Distribution in Indonesia for the Period 2013-2023 

Source: OJK (author processed), 2025 
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The amount of credit given by Islamic commercial banks and Islamic 

business units increased significantly by 208% between 2013 and 2023. It is 
anticipated that this boost in funding will spur productivity development across a 

range of industries. The Adjusted Per Capita Expenditure indicator measures the 

rise in community revenue that results from increased productivity. These results 
show a positive correlation: a rise in Islamic bank financing leads to an increase 

in Adjusted Per Capita Expenditure. It can be inferred that an increase in Islamic 

bank funding causes an increase in the HDI, as Adjusted Per Capita Expenditure 

is a crucial component of the HDI. 
 

 

 
 

 

 
 

 

 
 

 

 
 

 
Figure 8. Adjusted Per Capita Expenditure in Indonesia for the Period 2013-2023 

Source: Source: BPS (author processed), 2025 

 

The findings of this study align with the research conducted by Wardani 
(2021), which demonstrates that Islamic bank funding has a significant positive 

effect on the Human Development Index (HDI). Increased Islamic bank financing 

supports capital development for productive and profitable business activities. This 
financial support enhances economic opportunities and promotes the growth of 

small and medium enterprises. As businesses expand, income levels rise and 

employment opportunities increase within the community. Such improvements 
contribute to reducing unemployment and strengthening overall economic 

stability. Ultimately, these mechanisms illustrate how greater access to Islamic 

banking finance can lead to substantial progress in human development. Thus, 
increased Islamic financial support plays a crucial role in advancing Indonesia’s 

HDI. 

 

5. The Effect of Economic Growth on the HDI 
The analysis in this study demonstrates that economic growth exerts a 

significant and positive influence on the Human Development Index (HDI). This 

relationship can be understood through two main pathways by which economic 
expansion contributes to improvements in human development. First, rising 

economic activity increases household consumption, enabling families to access 

better education, healthcare, and overall living standards. Second, stronger 
economic performance enhances government fiscal capacity, allowing for greater 

public investment in social services and development programs. These combined 

effects create a reinforcing cycle that uplifts community welfare. Consequently, 
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economic expansion becomes a key driver in advancing human development 

outcomes. 
Increased economic growth enhances productivity, which subsequently 

raises household income levels and strengthens the ability of families to meet 

essential needs such as education and healthcare. At the same time, stronger 

economic performance increases government tax revenues, allowing for a larger 
budget allocation toward public services. These funds are utilized to improve 

education, health facilities, and social assistance programs that directly benefit 

communities. Through these dual mechanisms household consumption and 
government expenditure economic growth elevates living standards, education 

quality, and public health, which represent the core components of the HDI. As 

these conditions improve, the overall social and economic well-being of the 
population also advances. Therefore, economic growth serves as a critical driver 

of enhanced human development outcomes (Retnasari & Cahyono, 2015). 

 
 

 

 
 

 

 

 
 

 

 
 

 
 

 
Figure 9. The Impact of Economic Growth on Human Development Index 

Source: Author processed, 2025 

  

The pattern illustrated in Figure 9 confirms that higher economic growth is 

generally associated with improved human development outcomes; however, it 

also highlights that the quality and inclusiveness of growth are critical 
determinants of HDI gains. Provinces experiencing similar growth rates do not 

always achieve comparable HDI levels, indicating that structural factors such as 

labor market absorption, sectoral diversification, institutional quality, and the 
effectiveness of public spending mediate the translation of growth into welfare 

improvements. 

This suggests the presence of diminishing returns and threshold effects, 
where beyond a certain point, additional growth yields smaller HDI improvements 

if not accompanied by investments in education, health, and social protection. The 

figure also reveals that regions with more inclusive and pro-poor growth patterns 
tend to register faster progress in education and health indicators, thereby 

accelerating overall human development. 

 
CONCLUSION 

According to the study's findings, Indonesia's HDI is determined by a 

number of factors, including economic development, Islamic banking funding, 

health spending, and education spending. According to statistics, every 
independent variable significantly raises Indonesia's HDI. The HDI in Indonesia 
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may be significantly impacted by all independent factors taken together for 

simultaneous impacts. Based on the research findings, several policy implications 

and recommendations for further research were formulated. From a policy 
perspective, the government can also change the DAU transfer scheme, which still 

uses a block grant system, to a specific grant system so that local governments 

can only use the budget for approved areas that are more in line with the needs 
of their respective regions. 

The government must continue to encourage the construction of schools in 

3T areas to create inclusive education. The government is advised to increase 

Health Expenditure allocations by prioritizing preventive efforts through the 
provision of preventive vaccines to the community and focusing on the 

development of health facilities in 3T (underdeveloped, frontier, and outermost) 

areas. The Islamic finance sector is expected to accelerate financial inclusion by 
reaching underserved communities so that more financing can be channeled. 

The government can increase exports of goods and services from Indonesia 

by creating a favorable investment climate and providing tax incentives for export 
industries. In line with this, the government must improve income equality by 

improving the government's spending budget so that it is effective and reaches 

the community as a whole. For further research, it is recommended to expand the 
scope of data by adding the latest provinces in 2024 and extending the analysis 

period. The research model can also be enriched by adding other variables such 

as Health Expenditure, social assistance, and credit from conventional banks to 
produce a more comprehensive analysis. 
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