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INTRODUCTION   

Indonesia's economic development in accordance 

with the mandate in the Preamble to the 1945 

Constitution is to create a just and prosperous society. 

This is achieved through economic development 

policies with the main target of reducing poverty, 

income inequality, and the unemployment rate. 

Development is also directed at creating employment 

opportunities for residents in various regions in a 

sustainable manner. The economic growth is not the 

only main goal of development efforts, but it reaches 

out to socio-economic development, equitable 

development, and eliminates inequality. 

Poverty and inequality are at the core of general 

economic development problems (Arsyad, 2010). 

Poverty alleviation and income inequality are currently 

the main problems in development in many countries.  

Inequality between regions is a common aspect 

including poor countries, developing countries, and 

even developed countries. Inequality between regions 

is caused because each region has differences in 

resources, labor, and technology  (Berg & Ostry, 2017; 

Chen & Groenewold, 2019). 
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ABSTRACT 

Bali Province shows a prominent performance in the development of the tourism 
sector. However, essential problems were found related to inequality in the 
distribution of income between regions. The aim of this study was to analyze the 
effect of locally-generated revenue, education spending, health spending, 
investment and infrastructure on economic growth and inequality in income 
distribution between regencies and cities in Bali province. This study used a 
quantitative approach. The study explored panel data that combined time series 
and cross section data from the Regency/City of Bali Province during 2010 - 
2017. The data analysis method used was path analysis. The results showed that 
local revenue, education spending, government spending on health, investment, 
and infrastructure have a positive effect on economic growth and reduced 
income inequality between regions. Economic growth is also able to mediate the 
influence of variables on inequality. The findings of this study emphasize the 
importance of planning coordination from each district and city to mutually 
commit in mobilizing all local resources such as human resources, finance, 
investment and infrastructure; to generate economic growth and reduce 
inequality between regions. 
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The relationship between income inequality and 

economic growth and related issues has been 

extensively researched in the literature. A typical study 

is that of Barro (2000); Forbes (2000), followed by 

various other studies (Fawaz, Rahnama, & Valcarcel, 

2014; Hong Vo, Van Nguyen, Minh Nguyen, The Vo, & 

Cong Nguyen, 2020; Huang, Fang, Miller, & Yeh, 

2015; Madsen, Islam, & Doucouliagos, 2018; Wahiba 

& Weriemmi, 2014).   

Kuznet (1955) and Berg & Ostry (2017) 

emphasized that inequality is a consequence of 

economic growth. Thus, inequality increases at the 

early stages of the economic development process 

before decreasing with later stages of development. 

Since then, most studies related to inequality and 

economic growth have been conducted and show a 

positive relationship (Lundberg & Squire, 2003; Rubin 

& Segal, 2015; Wahiba & Weriemmi, 2014) while some 

analyzes support a negative relationship (Majumdar & 

Partridge, 2009; Nissim, 2007). Several studies also 

offer mixed results (Chambers, 2010; Huang et al., 

2015). 

The awareness that income inequality affects 

economic growth has been considered, along with the 

findings of Kuznets (1955). Various studies have 

investigated whether inequality contributes to 

economic growth and have revealed a positive 

relationship (Forbes, 2000; Li & Zou, 1998) or a 

negative relationship (Cingano, 2014; Wahiba & 

Weriemmi, 2014). For instance, Fawaz et al. (2014) 

confirmed the negative impact of income inequality on 

economic growth in low-income developing countries. 

Bali Province is an area known as a tourism 

destination, where the tourism sector is the backbone 

of economic growth in Bali Province. The development 

of tourism in Bali has made the structure of the 

Balinese economy experience a shift from primary to 

tertiary. The sector of providing accommodation, food, 

and beverage, which is the sector with the largest 

linkage to tourism, and gives the most dominant 

contribution to the GRDP of Bali Province. 

Urban areas continue to display higher economic 

growth as potential resources continue to shift to 

developed regions as growth centers with higher 

economic growth. This condition in turn causes growth 

centers to experience accumulated growth, supported 

by the potential of migratory resources. If a region is 

unable to compete to keep up with regions with high 

economic growth, this can result in the unequal 

distribution of income between regions. Therefore, 

planned and oriented development efforts to reduce 

inequality of income distribution between regions is 

very important. 

 

Table 1. Williamson Index in Bali Province, in 2013-2019 

Regency/City 2013 2014 2015 2016 2017 2018 2019 
Jembrana 0.11 0.11 0.10 0.10 0.10 0.13 0.13 
Tabanan 0.08 0.07 0.07 0.06 0.06 0.08 0.08 
Badung 0.55 0.54 0.52 0.51 0.51 0.62 0.61 
Gianyar 0.02 0.02 0.01 0.01 0.01 0.04 0.04 
Klungkung 0.12 0.13 0.12 0.11 0.11 0.13 0.13 
Bangli 0.47 0.47 0.47 0.46 0.46 0.47 0.47 
Karangasem 0.30 0.30 0.29 0.29 0.29 0.30 0.30 
Buleleng 0.08 0.07 0.06 0.06 0.06 0.08 0.08 
Denpasar 0.05 0.05 0.04 0.03 0.03 0.01 0.01 
Bali province 0.14 0.13 0.12 0.10 0.10 0.16 0.15 
Source: Author’s calculation  

 

Inequality in income distribution between regions 

occurs due to the high concentration of economic 

activity in certain areas (Berg & Ostry, 2017).The 

process that causes inequality is very complex, 

influenced by differences in economic growth, regional 

financial capacity, investment allocation, infrastructure 

availability, the quality of human resources in a region 

(Bappenas, 2014; Tambunan, 2007; Rahmawati et al., 

2020). The occurrence of inequality between regions 

is caused by differences in resources, differences in 

demographic conditions, less smooth mobility of goods 

and services, the concentration of regional economic 

activities, and allocation of development funds 

between regions. 

The greater the inequality figure indicates that the 

distribution of income between regions is not even. 

Badung, Bangli, and Karangasem regency have high 

inequality rates when compared to the inequality rate 

in Bali Province (Table 1). This is a problem that needs 

to be resolved immediately, so it is not to cause 
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widespread negative impacts. Investment in Bali 

Province is very dominant in developed areas such as 

Denpasar City and Badung Regency. The amount of 

investment in this area cannot be separated from the 

influence of the tourism sector, which is the backbone 

of the economy in the area.  

Investments in Bali Province are predominantly 

carried out in developed areas such as Denpasar City 

and Badung Regency. The amount of investment is 

inseparable from the tourism sector activity which is 

the backbone of the economy in the area. In general, 

the tourism sector provides a major contribution to the 

economy in Bali Province, especially in these three 

areas. This flow of investment or economic activity has 

resulted in other regions not getting the results of 

development and they becomes underdeveloped 

regions. 

Investors' reluctance to invest in other sectors 

such as agriculture makes it difficult for other districts 

to compete with the three regions in attracting 

investment. Research conducted by Danawati et al. 

(2016) stated that investment has a positive and 

significant effect on the economic growth of 

regencies/cities in Bali Province. This shows that 

increased investment will increase economic growth. 

According to Samuelson & Nordhaus (2006), 

investment is needed as a supporting factor to 

improve the production process. 

Efforts to reduce inequality are carried out by 

accelerating development in disadvantaged areas (Elia 

et al, 2020). One important aspect of the 

implementation of regional autonomy authority is to 

strengthen the level of regional independence and 

increase the potential for regional income to finance 

government administration and development activities 

(Enceng, Irianto, & Purwaningdyah, 2014). Regional 

financial independence can be measured from the 

receipt of Locally Original Revenue (PAD) against total 

regional income. PAD is a source of local revenue 

originating from local taxes, local levies, BUMD 

products and other legitimate local revenue. 

Increasing PAD will provide flexibility to local 

governments to provide the best services for the 

community and develop new economic potential. 

One of the causes of inequality between regions is 

the difference in the quality of human resources. 

Government spending on education and health is the 

government's effort to improve the quality of human 

resources in the regions. According to Garcia & 

Soelistianingsih (1998), education is needed to reduce 

regional inequality and health is needed to optimize all 

the potential that the community has in order to be 

able to make a positive contribution to the regional 

economy. Investment is the accumulation of capital 

that can later be used to boost the economy of a 

region. According to Zulyanto (2010), increased 

investment will increase revenue multipliers in the 

regions. It is hoped that increased investment in 

underdeveloped areas will boost the economy in these 

areas so that inequality between regions can be 

reduced. Infrastructure is the main support in the 

implementation of business processes, development, 

and projects (Berg & Ostry, 2017; Chen & 

Groenewold, 2019). Infrastructure is an important 

element in the development of a region because 

infrastructure facilitates and integrates economic 

activities. The study by Maryaningsih et al. (2014) 

stated that the provision of basic infrastructures such 

as the availability of quality roads and access to 

remote areas has a positive impact on economic 

development in these areas. 

The relative availability of infrastructure in the 

Denpasar and Badung regions is relatively better 

compared to other areas in Bali Province which is also 

a driving force for investment in these regions 

(Danawati et al., 2016). This shows that the efforts of 

local governments to direct investment more fairly 

have not shown optimal results. If this happens in the 

long term, the existing regional income gap will widen 

in Bali Province. Economic activity in Bali Province 

shows serious imbalances. Economic activities in Bali 

Province are mostly concentrated in the southern part 

of Bali Island. 

Inequality in the availability of infrastructure can 

lead to disparities between regions (Chen & 

Groenewold, 2019). The right infrastructure functions 

to encourage various economic activities, streamline 

the production process and the mobility of people, 

goods and services. Equitable road infrastructure will 

improve the smooth mobility of goods and services to 

support regional economic activities. The road density 

ratio shows the level of accessibility between regions. 

The greater the road density ratio reflects the ease of 

reach between areas connected to road infrastructure 

in region and vice versa. 

Maryaningsih et al. (2014) stated that the 

availability of adequate road conditions both in quality 

and quantity is one way to achieve sustainable 

economic growth. It is hoped that the improvement in 

the quality and quantity of road infrastructure in 
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Locally-

Generated 

Revenue (X1) 

Education 

Expenditure (X2) 

Health 

Expenditure (X3) 

Investment (X4) 

Infrastructure 

(X5) 

Economic 

growth (Y1) 

Inequality of 

income 

distribution 

between 

regions (Y2) 

underdeveloped areas will have a positive impact on 

economic development in these areas to spur 

economic growth. 

This study aims to study the effect of local 

revenue, government spending on education and 

health, investment, and infrastructure on the 

inequality of income distribution between regencies/ 

cities in Bali Province.  

RESEARCH METHOD  

The research elaborated on the regencies and 

cities data in Bali Province, Indonesia. There were 

indications of regional imbalances in Bali region as 

shown by Williamson index numbers in several 

regencies. This research is quantitative research, with 

the research design aims to explain the relationship 

between the differences or the influence of one 

variable with another.  This study used panel data 

which is a combination of time series and cross-section 

data. By accommodating information related to both 

cross-section and time-series variables, panel data can 

substantially reduce the problem of omitted-variables, 

a model that ignores relevant variables (Gujarati, 

2004). This research was conducted in the 

regencies/cities of Bali Province for the period from 

2010 - 2017.  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Figure 1. Relatonship between variables 

 

The selection of variables is motivated by efforts to 

reduce the inequality between regions by reducing the 

distance between the richest and poorest regions, 

through special efforts to significantly elevate the 

poorest regions (Bappenas, 2010). The variables 

include locally-generated revenue (PAD),  government 

spending in the education and health sector, 

investment (from domestic and foreign), road 

infrastructure, economic growth, and inequality 

between regions (measured using the Williamson 

index).  The relationship between variables presented 

in Figure 1 and Equations 1 and 2. 

Y1 = 1X1 + 2X2 + 3X3 + 4X4 + 5X5 + e1  …. (1) 
Y2 = 6X1 + 7X2 + 8X3 + 9X4 + 10X5 + 

                                      11Y1+ e2            .… (2) 
 

in which Y1, Y2, X1..5, are variables (Figure 1);  1..11,  

is coefficient; e1, e2 is error.   

The data analysis technique used in this study was 

Path Analysis, which was analyzed using Smart PLS 

software. The choice of path analysis is based on the 

consideration that the form of the causal relationship 

and form of relationship of simultaneous systems.  

RESULT AND DISCUSSION 

Inequality  in Bali Province 

Efforts to increase PAD are carried out as much as 

possible to realize the spirit of regional independence. 

Realization of PAD regencies/cities in Bali Province 

during the period 2010 to 2017 continued to increase 

(Figure 2 and Table 2). Badung Regency is the district 

with the highest PAD in Bali Province, sourced from 

tax revenue especially from hotel and restaurant taxes 

as the main economic activity. 

Education is one of the determining factors for the 

quality of human resources which will later contribute 

to development in an area. The government should 

prioritize the education sector by allocating spending 

on education. District and municipal education 

spending in Bali Province has fluctuated. In several 

regions, government spending on education has 

decreased. This decline was likely caused by weak 

coordination between budget planning and 

implementation which resulted in low budget 

absorption. 

The health sector is an important part in efforts to 

improve the quality of human life. Fulfilling health 

need by the government is one of the provisions to 

meet basic needs. Without health, an area cannot 

generate productivity. Economic activities will run if 

there is certainty about health insurance for the 

community. 
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Figure 2. Variables related to inequality between region in Bali Province, 2010-2017 

 

Investment 
 (billion rp) 

Education expenditure 
(billion rp) 

Locally-generated revenue (APBD)  
(billion rp) 

Health expenditure 
(billion rp) 

Inequality of income distribution  
(Williamson indekx) 

Economic growth (%) 

Infrastructure (km/km2) Information:  
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District and municipal health sector spending in 

Bali Province from 2010 to 2017 shows various 

developments. Regions such as Tabanan, Gianyar, 

Klungkung, and Karangasem districts show a decline 

in government spending on health. In 2012, there was 

a decline in health sector financing but then increased 

in subsequent years. Meanwhile, health spending in 

Karangasem Regency has decreased in a row, namely 

2013 and 2014. 

Investment is important in economic development 

to support an increase in the production process. The 

investment ensures that the community continues to 

increase economic activity, employment opportunities, 

national income, and the level of community welfare. 

Investment also encourages capital accumulation. The 

addition of the stock of buildings and other important 

equipment will increase the potential output of a 

nation and promote long-term economic growth. 

The highest investment occurred in 2015 in 

Denpasar City with a value of 15.7 trillion rupiahs 

(Figure 2), on the other hand, the lowest investment 

was in Bangli Regency at 30.7 billion rupiahs. Bangli 

Regency has always received the lowest investment 

value during the period 2010 to 2017. There is a 

tendency for investment in southern Bali to have a 

relatively high attractiveness. This cannot be 

separated from the activities of the tourism sector 

which are concentrated in the area. 

Road is important infrastructure to support 

transportation, which has a strategic function to 

connect one area to another. Road infrastructure 

development has an accessibility function to open up 

disadvantaged areas and a mobility function to spur 

developed regions. The availability of infrastructure 

and other facilities in southern Bali is better than in the 

northern part. Thus, it can provide a significant 

incentive to invest in economic activity. 

The development of the road density ratio in 

regencies and cities in Bali Province has increased. In 

2017 the highest road density ratio was in Denpasar, 

namely 5.46 km per km2; and the lowest was in 

Buleleng Regency, namely 0.98 km per km2. Buleleng 

Regency is dominated by hilly areas. This causes road 

infrastructure development to experience and 

obstacles more. 

The economic growth of regencies and cities in Bali 

Province varies. All districts and cities in Bali Province 

show fluctuating economic growth. The highest 

economic growth occurred in Badung Regency in 

2012, namely 7.64 percent and the lowest economic 

growth occurred in Jembrana Regency in 2010, 

namely 4.57 percent. From 2010 to 2017 Bangli 

Regency had the lowest economic growth, namely, 

5.70 percent, and Denpasar City had the highest 

economic growth, namely 6.74 percent. 

The Williamson index for districts and cities in Bali 

Province is varied and relatively low. The higher the 

index, the higher the inequality of income distribution 

in a region. Income inequality between regions occurs 

due to the high concentration of an economic activity 

in certain areas. This has resulted in many regions not 

getting economic benefits so that they become 

underdeveloped regions. In general, the tourism 

sector provides a major contribution to the economy 

in Bali Province, especially in Badung, Gianyar, and 

Denpasar City Regencies. 

Economic Growth and Inequality   

The results showed that PAD had a positive and 

significant effect on the economic growth and 

inequality of income distribution of regencies/cities in 

Bali Province (Table 3 and 4). Table 3 indicates a direct 

relationship between PAD and economic growth. 

Generally, PAD in all regions in Bali Province has 

increased so that it has an impact on increasing 

economic growth. This finding is consistent with the 

results of Bratakusumah (2001) which states that PAD 

has a positive effect on economic growth in the 

regions. PAD also shows a negative and significant 

effect on the inequality of income distribution between 

regencies/cities in Bali Province (Table 4). The 

increasing PAD causes the inequality reduction of the 

income distribution. This is in line with a research 

conducted by Nurhuda (2013) which revealed that 

PAD has affected inequality reduction in 38 regencies 

and cities in East Java Province.   

Regions with high PAD growth tend to have higher 

per capita income. One of the main objectives of fiscal 

decentralization is the creation of regional 

independence so that local government can explore 

regional financial sources and strengthen local 

revenue. High PAD will be used to finance regional 

development expenditures which will ultimately 

increase regional economic growth (Tambunan, 

2007), and also reduce economic inequality among 

regions.  
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Table 2. Variables Related to Inequality between Region in Bali Province in 2017. 

Regency/City 
Locally-

Generated 
Revenue 

Education 
expenditure 

Health 
Expenditure 

Investment 
Road Infra-
structure 

Economic 
growth 

Inequality of 
income 

distribution 
between 
regions1 

 .................................... billion rp ................................. km/km2 %  
Jembrana 121.34 551.92 313.81 276.07 1.40 5.28 0.10 
Tabanan 426.64 514.62 362.71 189.99 1.27 5.37 0.06 
Badung 4172.46 767.28 562.02 5910.93 1.93 6.08 0.51 
Gianyar 662.75 572.33 288.56 186.99 2.08 5.46 0.01 
Klungkung 153.21 385.23 208.25 2980.99 1.72 5.32 0.11 
Bangli 104.59 379.46 180.98 26.45 2.02 5.31 0.46 
Karangasem 198.58 576.13 240.48 393.88 1.72 5.06 0.29 
Buleleng 455.20 703.69 382.69 1126.41 0.98 5.38 0.06 
Denpasar 1008.71 527.06 383.37 6366.39 5.46 6.05 0.03 
1 measured by Williamson index 

 

 

Table 3.  Variable Affecting Economic Growth of 
Regions in Bali Province 

Variable 
Coeffi-

cient 
  t p value 

(Constant) 1.923 2.246 0.025 
Locally-generated revenue 0.231 2.598 0.012 
Education expenditure 0.715 2.410 0.019 
Health Expenditure 0.700 3.373 0.001 
Investment 0.628 4.851 0.000 
Infrastructure 0.126 2.223 0.030 
 

Table 4. Variable Affecting Inequality of Income 
Distribution of Regions in Bali Province  

Variable 
Coeffi-

cient 
  t p value 

(Constant) 3.536 2.695 0.009 
Locally-generated revenue -0.167 -6.897 0.000 
Education expenditure -0.239 -2.343 0.031 
Health Expenditure -0.138 -2.310 0.024 
Investment -0.041 -2.745 0.028 
Infrastructure -0.054 -3.429 0.001 
Economic growth -0.040 -4.634 0.000 

 
Education is a vital component to contribute to 

economic growth.   Huang et al. (2015) and Li & Zou 

(1998) stated that spending on the education sector 

has a positive impact on economic growth. This finding 

implies that an increase in government spending on 

education has proven capable of driving economic 

growth (Elia et al, 2020). 

Government spending on education has a negative 

and significant effect on inequality in income 

distribution between regions. Income inequality 

between regions can be caused by the quality of 

human resources. Low-quality of human resources are 

neither unable to produce progress in economic 

development nor develop the potential for creating 

new economic activities. Therefore, education 

spending needs to be optimized to encourage 

improvement in the quality of human resources. 

Education is an approach to uplifting human dignity 

and achieving social and economic welfare. Education 

at all levels will increase people's income and 

economic productivity. According to Schweke (2015), 

education will not only produce quality human 

resources (HR), knowledge, and skills in the use of 

technology but it can also foster a healthy business 

climate to support economic growth. 

Government spending in the health sector has a 

positive and significant effect on the economic growth 

and income inequality between districts and cities in 

Bali Province for the period 2010 - 2017. Government 

spending in the health sector will increase the 

coverage of health services so that the quality of public 

health is more secure and better. Better health will 

support people to be more productive and live longer 

so that economic activities will increase.  With 

increasing longevity, savings and investment in 

education and pensions increase. This will attract a 

higher investment in health. This leads to the 

accumulation of capital, which in turn leads to the 

efficiency of the aggregate economy and an increase 

in the level of economic activity (Aísa & Pueyo, 2006; 

Cervellati & Sunde, 2011; Lopez-Casasnovas et al., 

2005).  Furthermore, an increase in spending in the 

health sector will reduce inequality in income 

distribution, as the study by Ospina (2014) of similar 

findings in Latin American countries.   

Bloom et al. (2004) found that improving health 

increases output not only through labor productivity 

but also through capital accumulation. There is a 

positive impact of health and health spending on the 
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economy. There are four ways in which health affects 

economic growth. This increases labor productivity, 

creates a greater supply of labor, acts as a catalyst for 

skills-boosting education and training, and saves more 

savings for investment in physical and intellectual 

capital. Bloom & Canning (2008) further revealed that 

health also affects life expectancy and life cycle 

behavior. Insofar as income is a health consequence, 

investment in health is a priority. The argument for 

health as an investment is particularly relevant 

because inexpensive and easy-to-implement health 

policies can dramatically improve health. 

The results showed that the infrastructure variable 

had a positive and significant effect on the economic 

growth and inequality in income distribution between 

regions. Investment is needed as a supporting factor 

in improving the production process  (Danawati et al., 

2016; Samuelson & Nordhaus, 2006). Additional 

investment in various sectors will have an impact on 

production expansion and a growing economy and 

reduce income inequality.   Barro (2000) stated that 

investment affects reducing income inequality 

between regions. Investment plays an active role in 

determining the rate of output growth and the amount 

of output (Arsyad, 2010). Investment is an important 

asset to develop a more advanced region. New 

investment in underdeveloped areas will increase the 

capacity of the regional economy to produce goods 

and services. 

Road infrastructure is an important infrastructure 

in supporting land transportation to connect one area 

to another. It has an accessibility function to open up 

disadvantaged areas and spur more developed areas. 

The availability of adequate roads will ensure a faster 

and more efficient distribution of goods and services, 

and lowering income inequality between regions. This 

study is the same as what was done by Maryaningsih 

et al. (2014) that the road infrastructure reduces 

regional economic development inequality. The 

development of road infrastructure will ensure the 

efficient movement of goods and services, and 

increase the added value of the economy as well as 

become a factor driving regional productivity. 

Regional financial policies are always directed at 

realizing an independent regional economy by 

adhering to the principles of economic democracy 

based on Pancasila and the 1945 Constitution. 

According to Elia et al (2020), regional development 

requires development financing that involves the 

development of fiscal activities, particularly allocation, 

distribution and stabilization, a bigger source of 

financing (Tangkilisan, 2013). 

During the period of 2010 to 2017, economic 

growth showed a negative and significant effect on 

inequality in income distribution between regions. In 

line with increased economic growth, the inequality of 

income distribution between regions will decrease. 

This is in line with Yasa & Arka (2015) that economic 

growth in a region can reduce income disparity 

between regions (Chen & Groenewold, 2019). 

Direct and Indirect Effect 

This study also shows the direct and indirect 

effects of each variable on inequality in income 

distribution (Table 5). The indirect effect can be 

observed from the role of economic growth as a 

mediation for the effect of any variable on income 

inequality. As the findings have been presented, all 

variables have a significant effect on economic growth 

(Table 3). Meanwhile, economic growth also 

significantly affects income inequality (Table 4). This 

shows that economic growth can be a significant 

mediating variable or an indirect effect of economic 

growth in the working model. 

PAD has an indirect effect on the inequality of 

income distribution between regions through 

economic growth. This mediation of economic growth 

increases the influence of PAD in reducing the 

inequality of income distribution between regions in 

regencies/cities in Bali Province. 

Moreover, economic growth is proven to work to 

mediate the role of the government in the fields of 

education, health, investment, and infrastructure in 

reducing income inequality among regions in Bali 

province.  Road infrastructure and investment flow will 

help increase the mobility of goods, services, and 

people. Road infrastructure as a link between regions 

will help spread economic activity. This will lead to the 

emergence of new economic growth points so that 

other regions will also grow and develop 

simultaneously in accordance with the potential of 

their respective regions.  Banister & Berechman 

(2001) stated that increasing transportation 

accessibility will reduce travel time and costs, increase 

mobility volumes and cause financial and allocative 

externalities which in turn lead to economic growth 

and spatial redistribution of economic activity. 
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Table 5.  Direct and Indorect Relationship between Variables 

Variable Relationship 
Direct 
Effect 

Indirect 
Effect 

Total 
Effect 

PAD  Economic growth (X1 Y1) 0,468 - 0,468 
PAD  Income inequality (X1 Y2) -1,111 -0,245 -1,356 
Education Expenditure  Economic growth (X2 Y1) 0,527 - 0,527 
Education Expenditure  Income inequality (X2 Y2) -0,436 -0,276 -0,712 
Health Expenditure  Economic growth (X3  Y1) 0,695 - -0,695 
Health Expenditure  Income inequality (X3  Y2) -0,449 -0,364 -0,813 
Investment  Economic growth (X4 Y1) 0,080 - 0,080 
Investment  Income inequality (X4 Y2) -0,384 -0,042 -0,426 
Infrastructure  Economic growth (X5 Y1) 0,259 - 0,259 
Infrastructure  Income inequality (X5  Y2) -0,359 -0,136 -0,495 
Economic growth  Income inequality (Y1 Y2) -0,524 - -0,524 

 
 

These findings indicate that all potentials in each 

region need to work optimally by coordinating 

economic, financial, investment, infrastructure, and 

human resources, to jointly plan for the creation of 

economic growth in each region. The allocation of 

resources in a balanced manner between 

regencies/cities will encourage higher economic 

growth so that it has an impact on reducing inequality 

between regions. 

Research Implication 

The government needs to work hard to increase 

PAD from a local resource and implement policies that 

make it easier for people to carry out economic 

activities, especially in the service sector such as 

hotels and restaurants, as well as manufacturing 

industries and agriculture that have significant 

economic contributions in regencies/cities in Bali 

Province. 

Research shows that government spending on 

education encourages increased economic growth in 

regencies/cities in Bali Province. The education budget 

of 20 percent of the APBN and APBD is the realization 

of the government to improve education. A large 

budget for the education sector provides opportunities 

for everyone to be able to access education properly. 

Supervision needs to be carried out in an orderly 

manner to prevent budget leakage and to achieve 

better and evenly distributed targets for the quality of 

human resources. 

The existence of a free education program 

financed or facilitated by the government will help the 

community to gain access to education services. 

Education should be able to produce quality human 

resources who have knowledge, understand 

technology, have adequate technical and life skills. 

According to Schweke (2015), education will not only 

produce quality human resources but it can also foster 

a healthy business climate to support economic 

growth.   

Government spending in the health sector provides 

opportunities for the community to get better health 

services to create healthier and more productive 

human resources. The quality of human resources can 

further create and develop economic activities to 

generate economic growth in the region (Rahmawati 

et al., 2020). Increasing and equalizing the quality of 

human resources in underdeveloped areas will spur 

the emergence and growth of innovation in 

underdeveloped areas so that they can catch up with 

more developed regions. Sachs (2002) states that 

health expenditure policies affect the welfare of 

present and future generations which in turn affects 

economic growth. 

Investment is one element of the production that 

actively determines the level of output and can be a 

starting point for the success and sustainability of 

future development. Investment and strengthening of 

infrastructure will further increase the economic 

growth of regencies/cities in Bali Province. The 

investment climate will also be developed optimally 

when the quality of human resources and 

infrastructure is conditionally available.  The tourism-

based economy in Bali Province desperately needs the 

support of good road infrastructure that will help 

smooth the mobility of resources between regions. 

Road infrastructure as a link between production 

centers and marketing areas is very useful to improve 

the economy of a region. Furthermore, improving 

infrastructure will reduce the inequality of income 

distribution between regions in regencies/cities in Bali 

Province. 
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CONCLUSION AND SUGGESTION 

Locally-generated revenue, education 

expenditure, government spending on health, 

investment, and infrastructure have a positive effect 

on economic growth and inequality reduction of 

income distribution in regencies/cities in Bali Province.   

The research further shows that economic growth can 

work to mediate the role of the government in the 

fields of education, health, investment, and 

infrastructure in reducing income inequality among 

regions in Bali province.  This study emphasizes local 

governments to cooperate and coordinate in planning 

to mobilize human resources, finance, investment, and 

infrastructure; to generate economic growth and 

reduce inequality between regions. 

The research provides a suggestion that the 

government needs to increase local revenue from 

PAD, allocate funding for education and health, which 

reach all the population equally with the provision of 

adequate facilities and services. The government has 

also found breakthroughs to promote the investment 

climate in the region, as well as strengthen road 

infrastructure to access economic resources 

throughout the region.  
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