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Abstract

The quality of human development in the territory of Indonesia is experiencing a slowdown, from the
comparative position of each province there are not many shifts and the condition of human development is
still uneven. If these conditions are observed, the government's role is urgently needed through human capital
investment and wage policies. This research is directed to determine the influence of human capital
(expenditure on education and health functions) and minimum wages on the quality of human development.
The data used is panel data from 33 Provinces in Indonesia in the period 2010 — 2020. The analytical model
used is the Structural Equation Model (SEM) with the help of Rstudio Software. The findings of this study
indicate that human capital has different effects on the quality of human development, either directly or
through labor absorption. Directly, education expenditure has a positive and significant effect, on the contrary,
health expenditure has a negative and insignificant effect. Meanwhile indirectly, education expenditure has a
negative and significant effect and health expenditure is not significant. The minimum wage has a positive and
significant effect both directly and indirectly. Then it was found that there were differences in the quality of
human development between the western and eastern regions of Indonesia, either directly or through
employment, with the estimation of the western regions of Indonesia being larger.

Keywords: Quality of Human Development, Labor Absorption, Education Expenditure, Health Expenditure
and Minimum Wage.

Introduction investment in people such as spending on
education and health is the main cause of the
increase in real income per worker. In line with
[2], investment in human capital increases
individual productivity and income. The basic idea
is that a highly educated and healthier workforce is
expected to be relatively more productive. In the

long term, in order to increase human

When viewed from the distribution of human
development at the level of the territory of
Indonesia, there are still gaps in the achievement
of the quality of human development between
regions in Indonesia. The quality of human
development between Western and Eastern region
of Indonesia where the Western has a higher

quality of development than the Eastern. The
Western Region which includes Sumatra, Java and
Bali has an HDI that continues to increase between
73.74 to 74.83, in contrast to the Eastern Region
which includes Nusa Tenggara, Kalimantan,
Sulawesi, Maluku and Papua, although it also
increases every year but the value is still much
lower. Departing from this phenomenon,
government intervention is needed through
investment in human capital and wages.

Human capital has long been recognized by
economists [1] [2] [3] [4] [5] [6]. [1] asserts that

development, it is necessary to channel capital
expenditures to the education and health sectors
[7] In line with [8] [9] [10] government spending
on the social sector affects the success of human
development.

Empirically, the Western and Eastern Regions of
Indonesia have different budget allocations for
education and health. For example, 2019 shows
that the Sumatra, Java and Bali regions have the
largest proportions of 28.68 percent and 30.28
percent, respectively, which have an impact on the
high quality of human development, but this is not
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followed in the Nusa Tenggara region, which has a
high spending allocation. Large but low HDI, on
the other hand, Kalimantan has the second smallest
expenditure allocation after Maluku and Papua but
still has a high HDI. This condition also occurred
in the previous year. This indicates that there is an
inconsistency in the pattern of movement of
human capital data with improving the quality of
human development. Theoretically different from
[2], the expenditure used to improve the quality of
the population will give better results. That is,
government spending can be used as an instrument
in an effort to improve the quality of life of the
community. As previous studies, both education
and health spending have been shown to provide
reinforcement built by [2] [9] [10] [11] [12] [13].

Another policy that is usually carried out by the
government to increase labor absorption is that the
government is expected to correct market failures
so that they can be more efficient and equitable, as
a means of distribution of income or wealth. In this
case, the government makes a policy related to
setting minimum wages which is an important
measure of a country's social and economic
policies [14]. In line with Bentham in [15], the
government has a responsibility and becomes a
mechanism to help improve the welfare of its
citizens through various policies both in the
economic and social fields. It is hoped that this
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will avoid competitive pressures and employers
will not force the workforce, improve labor and
industry efficiency, reduce strikes and increase
consumer purchasing power [16]. Thus, it can
increase the number of goods produced, consumed
and increase employment opportunities [17].

In line with that, it is different from the labor
theory which explains that the amount of labor
demanded is inversely proportional to wages,
while companies that want maximum profit can
choose the amount of labor that makes the
marginal value added of labor multiplied by the
selling price of goods produced per unit equal to
wages. Furthermore, the company will adjust the
amount of labor used with changes in labor costs
[18].

The minimum wage, which has increased
significantly every year with different magnitudes,
as happened in Maluku and Papua, has the largest
minimum wage compared to other regions in 2019
of 2,994.45 thousand rupiah. However, high wages
do not have an impact on the high quality of
human development in the region. On the other
hand, Java and Bali have the lowest minimum
wages but the quality of human development is in
the high category
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Source: Central Bureau of Statistics Data Processed, 2021
Figure 1.1 Minimum Wage Development in Indonesia, 2018 — 2020 (Thousands/Rp)

In connection with this phenomenon, both
theoretically and empirically it is interesting to
study further, in an effort to determine the
direction of public policy in order to improve the
quality of human development [11] [19] [20] [21]
[22] [23] especially human capital (particularly for
education and health spending). Therefore, human
development becomes very important, considering
humans as agents of change in the development
process of a country. As well as, Government
policies related to the determination of minimum
wages are also important, as an effort to increase
the distribution of people's income. However,
when referring to previous empirical studies, HDI

as a measurement of the quality of human
development adopted by a country and a region,
has led to a distorted perspective that is unable to
present a comprehensive view of the dimensions of
human development [24]. Although the HDI has
changed from time to time, with changes in
technical calculations and indicators/dimensions
[25] one of them is the issue of environmental
sustainability. This study develops a measurement
of the quality of human development that is
integrated ~ with  economic, social, and
environmental [27] [28]

Literature Review

The Human Development Quality Paradigm
and Its Measurement
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The HDI has been widely adopted, has also been
the subject of much criticism and modification.
HDI leads to a distorted perspective that is unable
to present a comprehensive view of the dimensions
of human development [24]. Similar to [29] the
HDI reflects the average, ignoring the population
group that has not benefited from the HDI
achievement. There are other issues of criticism
and debate, such as the need for combined and
gualitative educational measures, adequate income
logarithms and normalization processes, as well as
the need to consider additional dimensions of
human development such as gender and income
inequality, safety and homicide, democracy,
environmental variables, living conditions of
refugees, and discrimination [27].

In line with these criticisms, there are several
studies that have developed new indices as
modifications in the measurement of HDI [30].

In general, HDI already has a comprehensive
approach to analyze the condition of everyone in
society, but there are some problems, both
substantial and technical, as described [25] [26]
[27]. Although the HDI has changed from time to
time, with changes in technical calculations and
indicators/dimensions [25], one of them is the
issue of environmental sustainability.

Several studies have tried to integrate
environmental dimensions in HDI [25]. Thus, to
realize the vision of the 2030 agenda, a consistent
measurement methodology is needed on how a
sustainable human development paradigm, namely
the Advanced Human Development Index
(AHDI), combines social and economic
dimensions with environmental dimensions [28].
The AHDI has been designed, which ensures the
unity and conformity of all included
comprehensive dimensional indices. Calculations
confirm the accuracy and simplicity of
measurements. The proposed methodology and
AHDI, as a simple and balanced index based on
results-oriented major news indexes, provide a big
picture, which is transparent, acceptable and can
be used by experts, politicians and the global
community to assess the level of development
achieved and to make strategic decisions for the
future.

Human Capital Theory

The new economic growth theory has corrected the
weakness of the classical theory which emphasized
the importance of education and innovation
(elements of human capital) in long-term
economic growth [1] [2], explained that human
capital is just like physical capital and one can

invest in it through education, health and training
which in turn will increase output and contribute to
economic growth. Thus, human capital can be
considered as one of the most important factors in
economic growth [31]. Human capital formation is
the process of obtaining and increasing the number
of people who have the skills, education and
experience that are decisive for the economic and
political development of a country [32]. Human
capital formation is closely related to investment in
people.

However, there is debate about the channels that
human capital uses to drive economic growth. On
the one hand, human capital is defined as an
independent factor of production, which increases
productivity for a given level of technology [31].
On the other hand, human capital is seen as an
input in the innovation process and therefore as a
complement to technology [32]. Therefore, higher
levels of human capital lead to the generation or
diffusion of new technologies or more efficient
adoption of certain technologies, thereby shifting
the defined limits of production possibilities
outward.

[34] Revealed that the output growth rate depends
on the accumulation of human capital and
innovation. The stock of human capital through
education level affects labor productivity. This
finding is supported by [35] who studied the
impact of human capital on growth across multiple
channels. This study found that an increase in
human capital directly affects economic growth by
increasing the productivity of labor in production.
Then, human resources through increasing labor
productivity is an important input for research &
development that accelerates technological change.

Human capital is a productive investment that
includes knowledge, skills, abilities, ideas, health
and location resulting from spending on education,
on-the-job training programs, and health care [36].
Human development efforts are related to the term
human resource investment. [2] further explains
that humans are not only a resource but also an
investment that generates returns and its
expenditure is intended to increase the quality and
quantity of human beings. Value added in humans
is created when education and skills are useful.
Human capital is measured by education and
training. Ultimately, this health and education will
contribute directly to well-being. Investment in
human capital in a broad sense is expenditure in
the fields of health, education, and social services
in general.
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Besides education, health is also recognized as
another fundamental element of human capital [1]
[37] [38]. Increased productivity of the workforce,
where health can affect economic growth. Using
the health variable as a capital good in his model
[39] argues that people are born with an initial
health endowment that declines over time but can
grow with investment in health. Grossman points
out that improving health capital reduces time lost
to illness and thus, health enables more effective
performance that increases productivity.

Points out that the productivity of a workforce
depends on investments in human capital as well
as on the physical and mental abilities of the
workforce [40]. Workers who are physically and
mentally healthier are more energetic and strong.
They are more productive and earn higher wages.
They are also less likely to be absent from work
because of illness (or illness in their family).
lliness and disability reduce hourly wages
substantially, with particularly strong effects in
developing countries, where a higher proportion of
the workforce is engaged in manual labor than in
industrialized countries. [41] the relationship
between productivity and health.

While increases in health spending improve the
quality of life of individuals, they also provide
social services that benefit the entire community.
The increase in production that occurs due to
higher consumption by healthy individuals
contributes to both individuals and society.
Reduction of social production by unhealthy
individuals also means reduction of national
income at the macro level and downsizing of the
economy. Therefore, Expenditures spent on health
are important among public expenditures. Any
increase in resources allocated to healthcare will
ensure individuals live longer, increase their
productivity and keep them productive in their
working lives longer. These individuals will
contribute to increased economic growth. As a
result, it can be argued that an economy with a
possible budget expansion will allocate more
health resources.

Minimum Wage Theory

The minimum wage policy is still a matter of
debate, some agree and some disagree with this
policy [42]. Those who agree with this policy
argue that the government's policy regarding the
determination of the minimum wage is one way to
increase the income of workers in order to fulfill a
decent standard of living. As the income of
workers increases, the level of consumption of
workers also increases. Increased consumption
levels encourage the emergence of new types of

businesses that have the potential to add new jobs
[43].

On the other hand, those who do not agree with
this policy argue that the fixing of wages above the
market  equilibrium  point encourages the
emergence of young people who want to find
work, but it is not comparable to the company's
ability to employ them. This causes labor not to be
absorbed optimally, in other words it causes
increased unemployment [44].

Wages are remuneration received by households
for the delivery and utilization of production
factors for the production process. Wages given
can be in the form of money, goods, or services as
well as public facilities. Wage theory is
inseparable from the wage fund theory developed
by John Stuart Mill (1806 — 1873). According to
Mill, that high or low wages depend on the
availability of the amount of capital used to pay
wages. The large supply of labor will cause the
wage level to be low, as well as when the
company's profits decrease, the wage level will
also decrease. Mill also believes that the
government has no role in the affairs of economic
activity, further explaining that if a wage fund is
available in the community for payment of wages,
which by the time the investment has been
implemented, the amount of the fund is fixed so
the wage level does not change much from the
allocation.

According to efficiency wage theory, firms will
operate more efficiently if wages are above
equilibrium, so it will be more profitable if firms
keep wages high even though there is a surplus of
labor. According to efficiency wage theory paying
high wages may benefit the company because it
can increase the efficiency of workers. The reason
the company wants to provide high wages, is a
decision that is not commonly heard because
wages are a large part of the company's costs. But
what we usually hear are companies that maximize
profits by reducing costs, including wages as
efficiently as possible. The efficiency wage theory
explains that paying high wages can be profitable
because it can increase the efficiency of the
company's work [45]. explain that there are several
types of efficiency wage theories, to explain why
companies are willing to pay higher wages to
workers, including: Workers' Health, Worker
Turnover , Worker Hard Work and Worker
Quality. In line with [46] the compensation given
to workers can be used to improve nutrition so that
they can work optimally to achieve their
production targets while the wages received by
workers have not had an effect on production
value, because they are still related to market
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demand. [47] with the Gift-Exchange Model
Theory, because higher wages are a reward for
workers, and workers will return these gifts with
higher productivity. The same thing with the Fair
Wage-effort Model theory by [48], if workers are
paid low wages, or unfairly, workers will retaliate
with low productivity. Then [49] asserted, the
compensation factor for labor is an input or

Conceptual Framework and Hypotheses

determinant of the value of production. The same
thing The theory of ethical wages developed by the
Utopians, people who crave an ideal society,
wages are given ethically, so that the wages
received must be able to encourage workers to live
decently. In addition, this theory also encourages
companies to provide benefits to their workers.
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Figure 1. Conceptual Framework

Hypothesis 1: Education Expenditure affects the
guality of human development either directly or
through Labor Absorption.

Hypothesis 2: Health Expenditure affects the
quality of human development both directly and
Labor Absorption.

Hypothesis 3: The minimum wage affects the
guality of human development either directly or
through Labor Absorption.

Hypothesis 4: There is a difference in the quality
of human development between Western and
Eastern Region of Indonesia either directly or
through Labor Absorption.

Hypothesis 5: Labor Absoprtion has a direct
positive effect on the quality of human
development

Methods

This study was designed with an explanatory
approach to find out and analyze whether the
increase in human capital (education function
expenditure and health function expenditure) and
wages affect the quality of human development

either directly or through labor absorption by using
the Structural Equation Model (SEM) with the
help of Rstudio Software. The data coverage is 33
provinces in Indonesia for the period 2010 — 2020.
The secondary data used is sourced from the
Directorate General of Fiscal Balance of the
Republic of Indonesia, the Central Statistics
Agency, the National Development Planning
Agency and the Directorate General of Pollution
and Environmental Damage Control at the
Ministry of Environment.

Thus, variables can be defined as follows; (1)
Education expenditure is defined as the realization
of provincial and district/municipal expenditures
for the education function, measured in units of
rupiah; (2) Health expenditure is defined as the
realization of provincial and  district/city
expenditures for health functions, measured in
units of rupiah; (3) The provincial minimum wage
refers to the Regulation of the Minister of
Manpower of the Republic of Indonesia Number
15 of 2018, namely the lowest monthly wage
consisting of basic wages including fixed
allowances set by the governor as a safety net,
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measured in units of rupiah; (4) Dummy of
Western or Eastern Region of Indonesia is a
regional dummy, where 1 is for Western and 0 is
for Eastern; (5) Labor absorption is defined as the
number of working population, measured in units
of soul” (6)Quality of human development is
defined as sustainable human development,
balanced development paradigm integrated with
three  dimensions:  economic, social and
environmental proxied by the Advanced Human
Development Index (AHDI) developed (Karnitis et
al., 2021) .

Ahdi can be calculated by the following formula:

Ahdi =
{Life index x Education index x Income index x Enviromental index

1)
Model Specification

The influence between the variables of this study
is shown in Figure 1, this is intended to answer the
formulation of research problems that were
developed based on concepts, theories and
previous empirical studies. Thus, referring to
Figure 1, a structural equation can be developed,
namely:

Labi =f(Edu i, Healti, Ump i, Dummy i)

)
Ahdi i =f(Lab i, Edu it, Healt i, Ump i, Dummy
it) @)

Then proceed with determining the form of a
nonlinear function and then transforming it into a
linear form which is used to explain the analytical
framework described in the form of a linear
equation as follows

InLabit= 0o o+ o 1 InEdu it + a 2 InHealt it + a 3
INUmp it+ o 4 Dummy i+ et (4)

Ahdii =0+ 1InLab i+ 2 InEdu it + 3 InHealt i + 4
InUmp it + s Dummy i+t » 5)

Where:

Ahdi = Human Development Quality
Lab = Labor Absorption

Edu = Education Expenditure
Health = Health Expenditure

Ump = Provincial minimum wage

Dummy = Dummy for Western Region or Eastern
of Indonesia is a regional dummy, where 1 is for
Western and O is for Eastern.

€ = error term
i = cross section (Province)
t = time series

Before testing the hypothesis, it begins with an
Evaluation of the Goodness Of Fit model whether
it is acceptable or not as required by the structural
Equation model (SEM). the method used is Chi-
Square, RMSEA, GFI, AGFI, RMR, SRMR, NFI
(TLI) and CFI

Results and Discussion
Model Fit Test

Assessing the Goodness of Fit Index from Square
Multiple Correlations (R 2)

Evaluation of goodness of fit is done by looking at
the size of R2 can be presented in Table 1 as
follows:

Table 1. Square Multiple Correlations

Variable R Square
Labor Absorption (Lab) 0.951
Quality of Human Development (Ahdi) 0.284

The R square value of labor absorption (Lab it ) is
0.951 which means the regression model has a
good goodness-fit where the labor absorption
variable can be explained by the variables of
education  expenditure, health  expenditure,
provincial minimum wage, Western or Eastern
dummy, of 95.1 percent and 4.9 percent is
explained by other variables not examined in this
model. The R square value of the quality of human
development (Ahdi it ) is 0.284, which means the
regression model has a good goodness-fit where
the variable quality of human development can be
explained by the variables of labor absorption,

education  expenditure, health  expenditure,
provincial minimum wage, and the Western or
Eastern dummy of 28.4 percent and 71.6 percent
are explained by other variables not examined in
this model.

Full Model Test Results

In table 2, testing of the suitability of the model is
carried out through a study of various goodness of
fit criteria. Table 2 shows the goodness of fit index
value parameter, all indicators are said that the
overall analysis model is fit and there is a match
between the model and the data.

Table 2. Goodness of fit Model
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Model Test User Model Cut — Off Value RStudio output
Chi Square (A2) Expected small 3,841 0.000
RMSEA <0.08 0.000
GFI 0.9 1,000
AGFI 0.9 1,000
RMR <0.08 0.000
SRMR <0.08 0.000
CFlI 0.95 1,000
TLI 0.95 1,000
and significant effect on the quality of human
Hypothesis Test development with an estimated value of 0.045 with

In accordance with the hypothesis proposed in this
study, to determine the effect of exogenous
variables on endogenous variables, namely the
influence of education expenditure, health
expenditure, provincial minimum wage, western or
eastern dummy on the quality of human
development either directly or through labor
absorption. This can be described in detail based
on the estimated coefficient values listed in Figure
2 and Table 3. Testing the direct influence between
variables, it was found that education expenditure
and the provincial minimum wage had a positive

a significance of 0.000. education expenditure was
obtained at 0.013 with a significance of 0.086 for
the provincial minimum wage. There are also
significant differences in the quality of human
development between the western and eastern
regions of Indonesia. However, it is different with
health expenditure which has a negative and
insignificant effect with an estimate value of -
0.007 with a significance of 0.421. Meanwhile,
labor absorption has a negative and significant
effect, the estimate is -0.040 with a significance of
0.000.

Education

Expenditure
(Edu)

1.095%%**

Health

Expenditure [
(Health) 0.004
Wage
(Ump)

0.176™"

el

Dummy

[

Labor
Absorption
(Lab)

0.007 if

r'y
0.013°

0.020"

Quality of Human
Development
(Ahdi)

Figure 2. Estimated Result of Direct Effect
Table 3. Coefficient Estimation Results of Direct and Indirect Effects on the Quality of Human Development

Effect of Intervariable / Research

Estimation Coefficient Notation for Variable Effect

Hypothesis

Direct

Indirect

Hypothesis 1

Edit — Ahdit

-0.045%**

Through Labit

-0.044%%*

Hypothesis 2

Healthit — Ahdit

0.007

Through Labit

0.000

Hypothesis 3
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Umpit — Ahdit

0.013*

Through Labit

0.031***

Hypothesis 4

Dummyit — Ahdit

0.020***

Through Labit

-0.007***

Hypothesis 4

Labit — Ahdit

-0.040***

Source: Rstudio output processed by the author

Description: ***) Significant at 1% level;, **)
Significant at 5% level; *) Significant at 10% level

Indirect effect through labor absorption, education
expenditure was found to have a negative and
significant effect with an estimated value of -0.044
with a significance of 0.000. Meanwhile, health
expenditure is not significant to the quality of
human development. In contrast to the provincial
minimum wage that has a positive and significant
effect, the estimated value is 0.031 with a
significance of 0.000. The same thing found
differences in the quality of human development
between western and eastern regions through the
labor absorption.

The Influence of Education Expenditure on the
Quiality of Human Development, Either
Directly or Through Labor Absorption

The results of this study found that there was a
direct positive and significant effect on education
expenditure on the quality of human development.
Empirically, this finding is supported by the
realization of education expenditure that was
allocated to the total education expenditure of 33
(Provincial, Regency/City governments) except for
North Kalimantan amounting to 2,326,927,147.35
million or 28.04 percent of the total expenditure of
Rp.8,298,846,551.65 million, during In the last 10
years (2011 - 2020), this shows that the
government is committed to allocating 20 percent
of the State Revenue and Expenditure Budget.
These funds are allocated to finance educational
programs/activities, such as educational facilities,
purchase of textbooks for schools, educational
aids, Early Childhood Education, scholarships for
outstanding children. This is in line with the
findings of [50] which suggests that government
spending in education is one of the different
indicators of the quality of human development.
[51] also explained the same thing that investment
in human development through education is the
best plan to face development challenges in the
future, especially reducing poverty. The same
thing was found BY [52] who found that public
spending on education had a positive and

significant effect on human development in 28
European Union countries.

[53] Suggest that the government needs to
intervene in education spending to encourage
human capital . This is also supported by the
theory of Musgrave and Rostow which explains
that economic development is a proportion of state
spending. The state will determine sector priorities
in government spending policies. This will show
the direction of development of a country. [10]
stated the same thing, that education increases
people's ability to contribute more to the
development process and increase productivity
levels. Education ensures that people live longer
and healthier lives, are knowledgeable and
improve the quality of the environment.

This finding is in line with the theory proposed by
[54] explains that spending in the social sector
including education will increase the ability of
citizens, and will encourage human development.
Bhatia and Dash (2011) also support this finding
that education spending is an essential component
in enhancing human development. This is in line
with [10] finding that the sectoral expenditures
studied, including education spending, encourage
human development.

The results of this study indicate that education
expenditure affects the quality of human
development through labor absoprtion. Where
education expenditure has a positive and
significant effect on labor absorption, then
followed by a negative and significant effect on
labor absorption on the quality of human
development. The increase in  education
expenditure has an impact on increasing labor
absorption, but has a negative effect on the quality
of human development. the advantages of a skilled
and educated workforce for efficiency and
economic growth. More than that, human
resources are one of the factors of production in
addition to natural resources, capital and
entrepreneurship to produce output. The education
level of the workforce is a determining factor in a
region's ability to compete and make efficient
technological advances. Quality human resources
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will have a greater opportunity to enter the labor
market, which in turn will have an impact on
increasing employment.

The same thing is explained by Psacharopoulus in
[36] proving that education does have a positive
influence on the promotion of economic growth.
Improving health, education and nutrition is not
only capable of increasing capabilities, but is also
an important means of increasing human capital in
the future. An increase in education in general can
also increase productivity and the ability to earn
higher (economic) incomes both now and in the
future.

This finding is also different [55] education
spending will encourage an increase in labor
absorption, having an impact on increasing
people's income. This influence is closer to the
guality of human development. On the other hand,
this study is in line with [56] labor absorption has
a negative and significant effect on people's
welfare, the same thing found by [57] labor
absorption has a positive and insignificant effect
on social welfare.

The Effect of Health Expenditure on the
Quality of Human Development, Either
Directly or Through Labor Absorption

The research findings indicate that health
expenditure has a negative and insignificant effect
on the quality of human development. This is due
to the fact that most of the budget still relies on
curative spending rather than preventive. There are
3 priority programs of local governments in
Indonesia, namely: increasing the number and
guality of health service facilities and
infrastructure, waiving the cost of health services
and improving maternal and child health. The
health budget from the regional government
budget is used, among others, for assistance for
health  contributions for the poor, new
developments, improvement and maintenance of
health infrastructure facilities (such as hospitals,
health centers), regional health insurance. In
addition, the health budget is also allocated to the
Special Allocation Fund of Physical in the Health
Sector with outputs including procurement of
pharmaceutical vehicles, ambulance vehicles,
construction of office buildings, procurement of
health infrastructure, construction of mobile health
centers, wastewater treatment, procurement of
medical equipment, procurement of medicines,
motorcycles, the construction of the Family
Planning Extension Center and so on.

This finding is supported by [21] who find that
government spending is inefficient and has a

negative impact on the human development index.
Likewise, the findings of [58] in Pakistan explain
that the impact of government spending on the
health sector is not significant. This finding is
supported by [59] explaining that health spending
was found to have an insignificant relationship
with HDI in a positive direction. Through these
findings, we argue that inefficient public health
provision played an important role in producing
these outcomes. empirically shows that the 17
provinces with low HDI levels in Indonesia tend to
spend higher on public health expenditures than
provinces with higher HDI levels. It is also evident
that these 17 provinces have high infant mortality
rates and are categorized as provinces with low
health status despite having public health
expenditures.

In line with the findings of [60] they found that 20
provinces were inefficient in increasing HDI
including health spending. Thus, it is hoped that all
provinces, especially those that have not been
efficient, can improve their performance in the use
of government expenditure budgets that have been
used to increase the HDI value and the government
can make decisions or policies regarding the
problem of achieving the HDI value. [50]
explaining the same case in Africa, spending on
social services tends to support the elite rather than
the poor, less than 40% of budgeted social
spending is for social services that benefit the poor
directly. However, findings from other studies
show a negative relationship between public
spending and health and education outcomes
caused by differences in spending effectiveness,
one of which is high levels of corruption [21] [61].
The same research was conducted [62] that health
spending has a negative and insignificant effect on
the results of the millennium development goals
(MDGs).

While different findings [12] [9] suggested that a
higher health budget for health care has a positive
and significant effect on increasing the human
development index.

The indirect effect of health expenditure on the
quality of human development through labor
absorption is negative and insignificant. This
shows that health expenditure does not
significantly affect the quality of human
development through labor absorption. Although,
health is one of the basic human needs, so it needs
excellent health services and improved nutrition to
support the improvement of the quality of human
resources. The effect of improving health can
encourage labor participation to find suitable and
decent work. However, the fact that the absorbed
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workforce in Indonesia still relies on the primary
sector with low productivity, so that the quality of
life cannot be maximized because the wages they
receive are relatively low. In line with [63],
community welfare will be achieved if the
workforce gets wages that can be used to meet
their life needs, both economic needs and non-
economic needs and not just being able to meet
decent needs.

The Influence of The Provincial Minimum
Wage on The Quality of Human Development,
Both Directly and through Labor Absorption

The provincial minimum wage has a positive and
significant effect on improving the quality of
human development. This effect requires that an
increase in wages will directly improve the quality
of human development. This minimum wage is
part of efforts to increase income distribution,
encourage purchasing power, and expand job
opportunities. In addition, being able to meet the
minimum standard of living of the community,
both in the education and health sectors. If the
provincial minimum wage level meets human
needs, then the community will also be able to
obtain education so that it will create an education
literate population and reduce dropout rates and
access to health care.

This finding is also supported by several empirical
studies which explain that minimum wages will
increase the welfare of individuals who have low
incomes, improve a better diet and access needed
health services and reduce workers' income
inequality [43]. In addition to income, the
minimum wage also has an impact on life
expectancy, especially on health performance [64].

This finding also shows that indirectly, the
provincial minimum wage has a positive and
significant effect on the quality of human
development through employment. Where the
minimum wage has a negative and significant
effect on employment and employment has a
negative and significant effect on the quality of
human development. when the minimum wage is
imposed, the wages of workers will increase so
that producers will reduce the use of the labor
substitution effect used to increase the use of
machines [65]. This indicates that when wages
increase, the supply of labor will increase but the
demand for labor decreases, causing
unemployment. In line with the findings of [66], it
is explained that the minimum wage can reduce
employment in the long term.

Likewise, the findings from [67] explain that the
minimum wage policy is a government instrument
in an effort to improve employee welfare, not

always in line with the main goal of creating
national welfare. The minimum wage is an
obstacle for companies to be able to absorb all
available labor in the market. In other words, it
creates price rigidity in the labor market so that the
price of labor is above the equilibrium price. This
creates conditions where supply exceeds demand
for labor, resulting in unemployment. In addition,
it also creates conditions for a decrease in labor
absorption due to the disproportion between the
growth of the workforce (that is, the number of the
workforce that continues to grow) with the
capacity of the business world which absorbs labor
slowly.

Although wages have a negative effect on
employment, on the other hand, an increase in
wages can increase workers' income. Because it
can improve the welfare of low-income individuals
such as better diet and access to health care and
reduce income inequality through high incomes
[43]. The implication is the determination of
wages that are able to absorb labor-intensive
workers. The government also encourages the
absorbed workforce to be able to improve their
quality of life, especially the necessities of life and
the wages received are above the Non-Taxable
Income.

Differences in the Quality of Human
Development Between Western And Eastern
Regions of Indonesia, Either Directly or
Through Labor Absorption

The research findings indicate that there are
differences in the quality of human development
between the characteristics of the Western and the
Eastern Region of Indonesia. In general, western
region experienced faster economic development
compared to eastern. This gap occurs due to basic
service factors, in the form of fulfilling access to
education, health, housing, drinking water,
sanitation, which are crucial and directly affect the
quality of human development.

Based on the HDI measurement developed by
United Nations Development Programme and
Central Bureau of Statistics, it shows that there are
2 out of 16 provinces in eastern region or around
15.38 percent which have an HDI below the
national average HDI (69.48) while in western
region 9 out of 17 provinces or 45 percent have an
HDI below the national HDI. Then through the
tests carried out by adding the environmental
dimension as part of developing the HDI
measurement, the same results were also found,
where Aceh, West Sumatra, Riau Islands,
Yogyakarta, Bali, represented the western region
as having high development quality. In contrast to
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the eastern region, only East Kalimantan and
North Sulawesi are represented. On average,
western region has a human development quality
of 67.61, which is still below the western region
of 68.29.

This finding also shows that there are differences
in the quality of human development between
western and eastern region through labor
absorption, where the effect of labor absorption in
western is greater than in eastern. Taking into
account the effect of absorption of labor as a whole
can reduce the quality of human development.
Descriptively also illustrates that the absorption of
labor in Eastern Indonesia is not followed by an
increase in the quality of human development, on
the contrary, in western region, low labor
absorption has a high quality of development. This
is indicated because of the different factors of
different labor productivity factors. Indonesia is
still experiencing problems related to regional
economic disparities, including in terms of labor
productivity [68]. In line with [69] explained that
regional disparities in labor productivity will be an
obstacle to increasing national income because it
can trigger income distribution disparities. So this
is the effect of labor absorption in western is
greater than in eastern. The implication is that the
government is expected to be able to solve the
problem of inequality in labor productivity in
western and eastern where intervention should be
more directed at areas with lower levels of labor
productivity.

Conclusion

The findings of this study indicate that human
capital has different effects on the quality of
human development, either directly or through
labor absorption. Directly education expenditure
has a positive and significant effect, while
indirectly it has a negative effect. The government
continues to increase the allocation of the function
of education expenditure both at the state budget
and local budget levels, with this increase in
spending it will open access to education for all
people so that the public school participation rate
increases, ultimately having an impact on
improving the quality of education which creates
guality, innovative and empowered Indonesian
human resources. competitiveness in facing the
2030 agenda and Indonesia's vision and mission in
2045; Health expenditure has a negative and
insignificant effect directly or indirectly. This
expenditure allocation should be directed towards
preventive  activities rather than curative
expenditure allocations and is expected to remain
in line with Law No. 36 of 2009. The provincial

minimum wage has a positive and significant
impact both directly and indirectly. Although
wages show a negative effect on labor absorption,
especially workers who have low productivity.
There are differences in the quality of human
development between the western and eastern
regions of Indonesia, either directly or through
labor absorption, with the estimation of the
western regions of Indonesia being greater than the
eastern.
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