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ABSTRACT 

This study investigates the determinants of the Human 

Development Index (HDI) in Java Island from 2014 to 2022, 

emphasizing the roles of government expenditures on education, 

government expenditures on health, gross regional domestic product 

(GRDP) and Islamic bank financing. Employing a quantitative 

approach with panel data regression analysis, the research analyzes data 

from six provinces in Java: DKI Jakarta, West Java, Central Java, DI 

Yogyakarta, East Java, and Banten. The findings indicate that 

government expenditure on education, Islamic bank financing, and 

GRDP have a significant positive impact on HDI. Education 

expenditure is shown to enhance access to quality infrastructure, better-

trained teachers, and improved learning resources, which collectively 

contribute to a skilled and productive workforce. Islamic bank 

financing supports inclusive economic development by fostering 

productive investments and equitable wealth distribution. GRDP, as a 

reflection of regional economic growth, demonstrates its importance in 

raising income levels and improving living standards. Government 

expenditure on health exhibits a positive but insignificant effect on 

HDI. 

Keywords: Government Expenditure, Health, Education, GRDP, 

Islamic Bank Financing, Java Island.  
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CHAPTER I 

INTRODUCTION 

A. Background 

In the era of globalization human development is one of 

the important factors in determining the level of welfare of a 

country (Barus et al., 2021). One of the indicators often used 

to measure the quality of human development is the human 

development index (HDI). The human development index is 

an aggregate measure of overall progress in key aspects of 

human development, focusing on three main areas: life 

expectancy (health), expected years of schooling (education), 

and purchasing power parity (standard of living). It is 

calculated as the geometric mean of the normalized scores 

from each of these dimensions. The HDI was developed to 

highlight that the true measure of a country's development 

should be based on the well-being and potential of its people, 

rather than solely on economic growth (UNDP, 2024). 

In Indonesia, Java Island dominates human and 

economic growth activities. The group of provinces on the 

island of Java significantly influenced the spatial structure of 

Indonesia's economy, contributing 57.89 percent to the 

national economy and achieving an economic growth rate of 

3.66 percent in 2021 (BPS, 2022). DKI Jakarta had the 

highest HDI on Java Island, with an average of 81.15% it is 
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because Jakarta is the center of economic activity, growth and 

government activity in Indonesia.  A higher Human 

Development Index (HDI) indicates greater achievements in 

human development for a country or region. Human 

Development Index (HDI) outcomes in a region can be 

classified into four levels: Low (HDI below 60), Medium 

(HDI between 60 and 70), High (HDI ranging from 70 to 80), 

and Very High (HDI 80 or above). This composite index 

evaluates human development across three fundamental 

dimensions: life expectancy and health, education and 

knowledge, as well as economic living standards(BPS, 

2023).  

In the development of quality human resources, 

education is the main foundation. According to Riana and 

Khafid (2022) in strengthening the Human growth Index 

(HDI), government expenditure on education plays a crucial 

role by providing access to quality education, supporting the 

growth of knowledge and skills, and eventually improving 

overall human development. Article 31, paragraph (4) of the 

1945 Constitution, amended in 2009, mandates that the state 

must prioritize allocating at least 20% of the national and 

local budgets for education to ensure the fulfillment of 

national education needs. Minister of Finance Sri Mulyani 

stated that the budget allocation in the 2024 state budget for 

the education sector reached IDR 665.0 trillion or 20% 
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budget from APBN. Consists of central government 

expenditure of IDR 241.5 trillion, transfers to Regions IDR 

346.6 trillion, financing of IDR 77.0 trillion.  

 

 

 

 

 

 

Source: Kemenkeu (2023) 

Based on Figure 1, The Special Region of Yogyakarta 

has the lowest education expenditure among the provinces on 

Java Island. The structure and content of APBD are designed 

to align with the administrative needs of the government and 

the projected regional revenue within a single fiscal year 

(Angi et al., 2022). Article 49, paragraph 1 of Law No. 20 of 

2003 on the National Education System specifies that 

education funding, excluding educator salaries and official 

education expenses, must devote at least 20% of the State 

Budget (APBN) and a minimum of 20% of the Regional 

Budget to the education sector. 

2014 2015 2016 2017 2018 2019 2020 2021 2022

DKI Jakarta West Java Central Java

DI Yogyakarta East Java Banten

Figure 1. 1 Government Expenditure on Education in 

Java Island From 2014 to 2022 

 

Figure 1. 2 Islamic Bank Financing in Java Island From 

2014 to 2022 

 

Figure 1. 3 Islamic Bank Financing in Java Island From 

2014 to 2022Figure 1. 4 Government Expenditure on 

Education in Java Island From 2014 to 2022 

 

Figure 1. 5 Islamic Bank Financing in Java Island From 

2014 to 2022 

 

Figure 1. 6 Islamic Bank Financing in Java Island From 

2014 to 2022Figure 1. 7 Government Expenditure on 

Education in Java Island From 2014 to 2022 

 

Figure 1. 8 Islamic Bank Financing in Java Island From 

2014 to 2022 

 

Figure 1. 9 Islamic Bank Financing in Java Island From 

2014 to 2022Figure 1. 10 Government Expenditure on 

Education in Java Island From 2014 to 2022 

 

Figure 1. 11 Islamic Bank Financing in Java Island From 

2014 to 2022Figure 1. 12 Government Expenditure on 

Education in Java Island From 2014 to 2022 
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In addition to government expenditures on education, 

government expenditure in health services also contribute to 

an improvement in the Human Development Index (Maryozi 

et al., 2022). According to law no. 36 of 2009 concerning 

health, article 171 regulates the allocation of expenditure in 

the health sector, The government allocates a minimum of 

5% of the State Budget (APBN) for health, while provincial 

and district/city governments dedicate at least 10% of their 

Regional Budget (APBD) to the health sector. Government 

spending in the health sector is an effective means of 

enhancing the quality and quantity of public health, which 

subsequently raises the Human Development Index (HDI), 

particularly by increasing life expectancy. A good level of 

health allows individuals to pursue higher education, while 

healthy people have the potential to be more productive at 

work (Damayanti & Suryaningrum, 2023). 

Meanwhile, Gross Regional Domestic Product (GRDP) 

is anticipated to represent a region's economic growth, which 

subsequently influences the quality of life within the 

community. Gross Regional Domestic Product (GRDP) 

serves as a key indicator of the gross income levels within a 

province. A strong Gross Regional Domestic Product 

(GRDP) can significantly influence consumer spending 

habits, thereby effectively meeting their needs. Importantly, 

individuals' purchasing power, which is closely linked to 
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2014 2016 2017 2018 2019 2020 2021 2022
DKI Jakarta West Java Central Java

DI Yogyakarta East Java Banten

Figure 1. 22 Islamic Bank Financing in Java Island From 2014 to 

2022 

 

Figure 1. 23 Islamic Bank Financing in Java Island From 2014 to 

2022 

their ability to consume, is intricately connected to the 

Human Development Index (HDI). This relationship exists 

because purchasing power, as a measure of income, is a key 

indicator within the Human Development Index (HDI) 

framework(Al Fian & Bintoro, 2024). 

As a measure of development success, human 

development relies on a combination of economic, social, 

and governmental factors (Wardani & Al Arif, 2021). 

Economic growth serves as the foundation for raising living 

standards. In this context, Islamic banking plays a crucial role 

by providing financing aimed at improving economic 

welfare, particularly by fostering the growth of productive 

sectors. This financing is expected to enhance community 

well-being by supporting sustainable and inclusive economic 

development through Sharia-compliant principles. 

 

 

 

 

 

 

Source :Otoritas Jasa Keuangan (2024) 
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According to Junaidi (2024) islamic banks' financial 

development plays a significant role in increasing 

community wealth and reducing poverty through their 

intermediation role. By providing Sharia-compliant 

financing, Islamic banks support productive investments 

and entrepreneurship, while avoiding interest-based 

lending and speculation. This ethical financial model 

encourages inclusive economic growth and equitable 

wealth distribution, helping to alleviate poverty and 

improve living standard.  

Indonesia has adopted a dual banking system 

(Wardani & Al Arif, 2021), which integrates both 

conventional and Islamic banking. This system allows 

for the coexistence of traditional banking practices 

alongside Sharia-compliant banking, offering consumers 

a choice between interest-based services and those that 

adhere to Islamic principles, such as profit-sharing and 

ethical investment. The prohibition of interest rates and 

certain activities in Islam, along with the avoidance of 

speculation (maysir) and uncertainty in contracts, 

objects, and outcomes (gharar), and the promotion of 

justice, are seen as key principles for addressing income 

and wealth inequality (Novreska & Arundina, 2024).  
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To adequately discuss economic growth, it is 

crucial to consider the dimensions of human 

development, particularly within the framework of 

regional economies. The presence of quality human 

capital is widely regarded as a key factor that enhances 

economic performance. High levels of education, health, 

and skills among the workforce contribute significantly 

to productivity, innovation, and overall economic 

resilience (Hasan 2015). Based on the background of this 

research, the author wishes to identify the factors that 

influence the human development index in the island of 

Java by examining government expenditure on 

education, government expenditure on health, Islamic 

bank financing, and gross regional domestic product. For 

this reason, the author's research title is "Determinant 

of Human Development Index in Java Island 2014-

2022". 

B. Research Questions 

Based on the previous background, this research raises 

the following questions: 

1. How does government expenditure on education effect 

human development index? 

2. How does government expenditure on health effect 

human development index? 
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3. How does gross regional domestic product effect human 

development index? 

4. How does Islamic bank financing effect human 

development index? 

C. Research Objective  

1. To analyze the effect of government expenditure on 

education on human development index in java island 

2014-2022. 

2. To analyze the effect of government expenditure on 

health on human development index in java island 2014-

2022. 

3. To analyze the effect of GRDP on human development 

index in java island 2014-2022. 

4. To analyze the effect of Islamic bank financing on 

human development index in java island 2014-2022. 

D. Research Contributions 

1. For local government 

This research can serve as a reference for local 

governments in shaping more effective policies and 

management strategies. The findings, particularly the 

factors that contribute to improving the Human 

Development Index (HDI), can be applied to enhance 

HDI in other regions. 
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2. For author 

This study aims to deepen the author's 

understanding of the relationship between government 

spending on education, government spending on health, 

Islamic bank financing, and Gross Regional Domestic 

Product (GRDP) with the Human Development Index 

(HDI). 

3. For future research 

The results of this study are expected to serve as a 

reference for future research on themes related to the 

Human Development Index (HDI) in Java Island, 

incorporating further updates and developments. 

E. The Outline 

This research is structured into five interconnected 

chapters, designed to provide a systematic understanding of 

the influence of government expenditure on education, 

government expenditure on health, gross regional domestic 

product (GRDP) and , Islamic bank financing on the human 

development index (HDI). Each chapter has a specific focus 

and plays a critical role in supporting the overall analysis, 

outlined as follows:: 

Chapter I Introduction. In this introduction consist of the 

background, problem formulation, research objectives, 

research contributions, and the writing structure. It provides 
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an explanation of the phenomena and issues to be addressed 

in the study, supported by relevant data, theories, and 

previous research. 

Chapter II Literature Review. In this chapter will be 

discussed about concepts and definitions of the variables 

used in this study. In addition, hypothesis development will 

be carried out hypothesis and depiction of the framework. 

Chapter III Research Metodology. This chapter will 

explain the type of research, data sources, and analysis 

techniques used in processing research data used in 

processing research data. 

Chapter IV Result and Discussion. This chapter will 

discuss the results of data processing and answer the 

questions in the research question. 

Chapter V Conclusions. In this chapter will discuss 

conclusions and suggestions for interested parties. 
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CHAPTER V 

CONCLUSION 

A. Conclusion  

This study examines the impact of government 

expenditure on education, government expenditure on health, 

Islamic bank financing, and GRDP on the human 

development index on Java Island between 2014 to 2022. 

The analysis employs panel data regression with the fixed 

effect model as the estimator. Based on the analysis results 

presented earlier, the following conclusions can be drawn. 

1. Government spending on education has a positive and 

significant influence on the Human Development Index 

(HDI) in Java Island in 2014-2022. Every 1% increase 

in education expenditure increases HDI by 0.002642%. 

This indicates that investment in education directly 

contributes to an increase in the human development 

index. This indicates that increased allocation of 

education budgets contributes to better access and 

quality of education, thereby improving the quality of 

human resources in Java Island. The increase in 

educational attainment supported by sufficient funding 

enhances individual skills and workforce productivity, 

which are essential for achieving higher levels of human 

development. 
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2. Government spending on health has a positive but 

insignificant effect on HDI. This insignificance is due to 

suboptimal health infrastructure, poor service quality, 

and inadequate medical personnel. Nevertheless, 

increasing health spending remains relevant to support 

human development. This is consistent with Ardini and 

Sitorus (2023), who found similar results in other 

regions.  

3. Islamic bank financing has a positive and significant 

influence on HDI. This financing supports the 

improvement of community economic activities, such as 

the production of goods and services, which in turn 

improves the economic and religious welfare of the 

community. The sharia-based approach provides 

comfort because it is free from usury and in accordance 

with maqashid sharia. 

4. GRDP has a positive and significant effect on HDI. An 

increase in GRDP reflects high economic growth and the 

ability of the region to improve community welfare 

through greater consumption and investment. GRDP 

also shows the capacity of the regional economy to 

provide basic services that support human development. 

Increased GRDP reflects economic growth that drives 

improved quality of life through job creation, income 

growth, and better access to basic services. Higher 

GRDP levels enable governments to invest more in 



90 

 

 

 

public services, further enhancing human development 

outcomes across the region 

B. Recommendation  

1. Future research could explore other factors that may 

affect HDI, such as urbanization rate, poverty rate and 

unemployment. 

2. Future research can compare the effectiveness of Islamic 

and conventional financing on HDI, by considering 

indicators such as social and economic impacts on 

society. 

3. There are significant disparities in HDI, government 

spending, and Islamic financing among provinces in 

Java. Future research can focus on regional studies to 

assess the effectiveness of development policies in 

provinces with low HDI, Analyze barriers to equitable 

development. 
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