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ABSTRACT 

 
The aim of this study is to identify the 
determinant of inclusive economic growth 
in Banten Province based on the Three 
Stages Least Squares (3SLS) method 
using panel data from 8 
regency/municipality during 2011-2020 
(except 2016). The results show that the 
government’s role through capital 
expenditure doesn’t have a significant 
effect on inclusive economic growth directly 
but it has an indirect effect through 
increasing economic activity and 
decreasing the unemployment rate. Based 
on regional financial performances, there is 
only the Audit Board’s opinion that has a 
significant positive effect on inclusive 
economic growth, while the independence 
ratio and effectiveness ratio have no effect. 
In accelerating inclusive economic growth 
in Banten, the local government has to 
increase economic growth and reduce the 
unemployment rate. The number of labor 
and higher education labor positively 
impact economic activity, while high 
investment can reduce the unemployment 
rate. However, Banten’s economy is capital 
intensive. Hence, the equitable distribution 
of appropriate capital expenditure 
allocations to support labor-intensive 
investment needs to be improved, besides 
enhancing the caliber of human resources 
and regional financial performances. 
 
Keywords: Banten, Economic Growth, 
Inclusive Economic Growth, Three 
Stages Least Squares, Unemployment.  
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INTRODUCTION 
 

As high-quality economic growth became more widely recognized, the idea of inclusive 
economic growth evolved. Inclusive economic growth is a process and results when all 
parties participate and obtain equal benefits from economic growth (UNDP, 2017). Thus, 
a region’s higher economic growth should be followed by a decline in unemployment, 
inequality, and poverty.  
 
Banten is one of the provinces in Indonesia with a fairly high average economic growth 
rate compared to the national level. However, based on the value of the Inclusive 
Economic Development Index (IDEI), which is a measure of the inclusiveness of 
development in Indonesia, shows the opposite. Banten's low inclusive economic growth 
is due to the low Gross Regional Domestics Products (GRDP) per capita and high 
unemployment rate. In 2020, the unemployment rate of Banten was 10.64 percent, much 
higher than the national. It was ranked the second-highest in Indonesia after DKI Jakarta 
Province. This condition indicates that Banten's economic growth is not yet inclusive due 
to community participation in economic development not being utilized optimally. 
Economic growth that is not inclusive will be more vulnerable to shocks (Bappenas, 
2020). This was evident when the Banten economy was hit by the Covid-19 pandemic in 
2020, which led to a sharp fall in the rate of economic growth, rising unemployment and 
poverty rates, and a weakening of the GDRP per capita. Therefore, the inclusiveness of 
economic growth needs to be increased so that the economy is stronger from shocks, 
crises, and disturbances in the future. 
 
Figure 1. Development Indicators for Banten Province and Indonesia 

 
Source: BPS-Statistics and Bappenas 
 
Several previous kinds of researches have attempted to determine the factors that 
contribute to inclusive economic growth by evaluating various inclusive growth indices, 
like those conducted by Azwar (2016), Oluseye & Gabriel (2017), Yaru et al. (2018), 
Long & Pasaribu (2019), Prasetya (2019), Safitri et al. (2021), Fitrianasari (2021), and 
Fitrianasari et al. (2022). Meanwhile, Prabandari & Santoso (2018), Wibowo (2019), and 
Hidayat (2020) identify the determinants of inclusive economic growth by describing the 
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simultaneous relationship between the achievements of inclusive economic growth 
indicators. 
 
An essential component affecting inclusive economic growth is the role of government. 
The government’s role through government expenditure affects economic growth 
(Keynes in Mankiw, 2007), as well as income redistribution in balancing efficiency and 
equitable distribution of resources (Hyman, 2011). As a result, all spheres of society can 
experience the effects of economic development. In general, previous studies such as 
Azwar (2016), Prabandari & Santoso (2018), Long & Pasaribu (2019), Safitri et al. 
(2021), Fitrianasari (2021), and Fitrianasari et al. (2022) have proven this. However, 
Oluseye & Gabriel (2017) prove that government expenditure significantly hinders 
inclusive growth. Yaru et al (2018) prove that the increase in government expenditure 
does not seem to be able to increase inclusive economic growth. Meanwhile, Prasetya 
(2019) attempts to analyze the government’s role in inclusive economic growth, not only 
from a quantity viewpoint but also by the efficacy of the government in overseeing the 
regional finances. The study’s findings suggest that local government performances, as 
measured by fiscal condition and good regional financial reporting, will have a favorable 
effect on inclusive economic growth.  
 
Based on the problem and prior research, this study seeks to identify the determinants 
of inclusive economic growth in Banten by describing the simultaneous link between 
economic growth, unemployment rate, and inclusive economic development index. The 
government’s role in inclusive economic growth is measured based on the realization of 
capital expenditure and the performance of regional financial management. 
 

 
LITERATURE REVIEW 

 
Inclusive Economic Growth 
Inclusive economic growth is a process and results in all parties participating and 
obtaining equal benefits from economic growth (UNDP, 2017). At least three main 
aspects are the focus of attention on inclusive growth, namely income inequality, poverty, 
and work participation (Ali & Son, 2007). World Bank (2009) mentions inclusive economic 
growth as economic growth that can absorb a lot of workers. An important component in 
achieving inclusive economic growth is the growth of labor-intensive industries and 
improving the quality of the labor force. This is in line with Felipe (2012) in Prasetya 
(2019), who states that inclusive economic growth is economic growth that is able to 
encourage increased absorption of labor to reduce poverty. Therefore, it follows that 
inclusive economic growth is defined as economic growth that fairly generates 
opportunities to improve prosperity for all communities while necessitating the 
engagement of all stakeholders. So that the higher economic growth will be followed by 
the decreasing level of inequality, poverty, and unemployment.  
 
Economy Activity in Inclusive Economic Growth 
Klasen (2010), high economic growth is needed to achieve inclusive economic growth. 
Economic growth that is labor-intensive and that concentrates on results to benefit more 
people are two features of inclusive economic growth.  
 
The accumulation of capital, population and labor force growth and technological 
progress are important components of economic growth (Todaro & Smith, 2011). 
According to the growth endogenous theory (Rommer, 1986), capital is not only physical 
but also human capital. Endogenous growth theory tries to include technological 
processes as an endogenous variable to obtain better output results. Endogenous 
growth theory can explain the potential benefits of investing in human capital through 
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education, infrastructure, and research development. As a result, this theory proposes 
that public policy plays a proactive role in promoting economic development through 
direct and indirect investments in the creation of human capital.  
 
Unemployment Rate in Inclusive Economic Growth 
Unemployment occurs because of a labor market imbalance, which is defined as the link 
between supply and demand for labor associated with the level of wages (Mankiw, 2007). 
Economic growth, the government's role through expenditure, investment, and human 
resource capacity are some elements that can have an impact on the unemployment 
rate. The inverse link between the unemployment rate and GDP is described by Arthur 
Okun. This is driven by the idea that more workers will be needed to produce more 
manufactured items, which will lower the unemployment rate. 
 
The number of people in the labor force who are of working age will have a significant 
impact on the labor supply. As a result, the labor supply will rise as more people join the 
labor force. This causes a shift in the labor supply curve, thereby widening the labor 
surplus and raising the unemployment rate. 
 
According to the notion put forth by Harrod Domar in Kurniawan & Affandi (2014), 
investment not only creates demand but also increases production capacity. With the 
assumption of full employment, the greater production capacity will increase the need for 
labor. This is because the investment will cause additional factors of production, one of 
which is labor. Susanti (2020), when investment increases, the demand for labor will 
increase. This causes the demand curve for labor to shift upward, which reduces 
unemployment. 
 
The Role of Government in Inclusive Economic Growth 
The government’s role through government expenditure is important in realizing inclusive 
economic growth.  Government expenditure is useful for increasing economic growth 
and redistribution of income in balancing efficiency and equitable distribution of 
resources so that the whole community can feel economic development results. Based 
on Keynes’s theory in Mankiw (2007), an increase in government expenditure can shift 
the aggregate demand curve to encourage the growth of the wider community's 
economic activity, leading to increased economic growth. Economic growth is an 
illustration of the achievement output from each production, which can increase the 
demand for labor so that it reduces the unemployment rate, which is not only due to 
business expansion but is also driven by an increase in the wage rate (Sabir, 2015). The 
role of government expenditure in income redistribution can be seen in the government's 
efforts to balance efficiency and equity in resource allocation. In public decision-making, 
there is often a trade-off between efficiency and fairness (Hyman, 2011). On the one 
hand, the government wants to obtain maximum results from the use of limited 
resources. On the other hand, the ability of the government to administer these resources 
in an equitable manner for all parties is essential. Because it has the potential to both 
directly improve people’s income by implementing labor-intensive initiatives and 
indirectly stimulate the private economic activity. The availability of several 
infrastructures can encourage the development of private investment. This will lead to 
expand employment opportunities, ultimately improving community’s welfare (Sabir, 
2015). 
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RESEARCH METHOD 
 
This study uses panel data from 8 regency/municipality in Banten Province during 2011-
2020, except for 2016 data due to the unavailability of employment data. Sources of data 
were obtained from Statistics-Indonesia, The Ministry of Development Planning of  
Republik Indonesia, Audit Board of Republik Indonesia, and Directorate General of  
Fiscal Balance Ministry of Finance Republic Indonesia. The analysis method used in this 
study is a simultaneous equation model of Three Stages Least Squares (3SLS) panel 
data. The stages of analysis in this study include model identification test, model 
selection test, and simultaneous equation estimation. There are three structural 
equations to be estimated in this study: 
 
Economic Activity Equation: 
𝐿𝑛_𝐺𝑅𝐷𝑃𝐶𝑎𝑝𝑖𝑡 = 𝑎0 + 𝑎1𝐿𝑛_𝐿𝑖𝑡 + 𝑎2𝐸𝐷𝑈𝐿𝑖𝑡 + 𝑎3𝐿𝑛_𝐶𝐸𝑖𝑡 + 𝑒1 𝑖𝑡 (1) 
Unemployment Equation: 

𝑈𝑅𝑖𝑡 = 𝑏0 + 𝑏1𝐿𝑛_𝐺𝑅𝐷𝑃𝐶𝑎𝑝𝑖𝑡 + 𝑏2𝐿𝑛_𝐶𝐸𝑖𝑡 + 𝑏3𝐿𝑛_𝑊𝐴𝑃𝑖𝑡 + 𝑏4𝐿𝑛_𝐼𝑁𝑉𝑖𝑡 + 𝑒2 𝑖𝑡  (2) 
 
Inclusive Economic Growth Equation: 

𝐼𝐸𝐷𝐼𝑖𝑡 = 𝑐0 + 𝑐1𝐿𝑛_𝐺𝑅𝐷𝑃𝐶𝑎𝑝𝑖𝑡 + 𝑐2𝑈𝑅𝑖𝑡 + 𝑐3𝐿𝑛_𝐶𝐸𝑖𝑡 + 𝑐4𝐼𝑅𝑖𝑡 + 𝑐5𝐸𝑅𝑖𝑡 (3) 
+ 𝑐6𝑂𝑃𝐼𝑖𝑡 + 𝑒3 𝑖𝑡 

 
In which: GRDPCap is GRDP Per capita, UR is the Unemployment Rate, IEDI is the 
Inclusive Economic Development Index, L is Labor, EDUL is Higher Education Labor, 
WAP is Working Age Population, CE is Regional Government Capital Expenditure, INV 
is Investment, IR is the Regional Financial Independence Ratio, ER is the Regional 
Financial Effectiveness Ratio, and OPI is the opinion of the Audit Board. 
 

RESULTS 
 

Model Identification Test 
The model identification test is conducted to determine whether the estimated value of 
structural equations can be obtained from the estimated reduced form coefficients. There 
are three possible results obtained from the model identification test, namely unidentified, 
exactly/fully identified, and overidentified (Gujarati & Porter, 2012). Simultaneous 3SLS 
equation estimation can be done if the result of the model identification test is exactly/fully 
identified or overidentified. 
 
The three structural equations in this study were overidentified, according to the findings 
of the model identification test using order conditions (necessary conditions) and rank 
conditions (sufficient conditions). Hence, the simultaneous equation estimation using the 
3SLS method can be carried out. 
 
Table 1. The Results of Model Identification Test 

Equation (K-k) > (m-1) 
Order 

Condition  
Rank 

Condition 

Economic Activity 8 > 0 Overidentified Identified 

Unemployment 8 > 1 Overidentified Identified 

Inclusive Economic Growth 7 > 2 Overidentified Identified 

 
Notes: K denotes the number of exogenous variables in the simultaneous equation 
model including the intercept, k is the number of exogenous variables in the estimated 
equation, and m is the number of endogenous variables in the estimated equation. 
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Model Selection Test 
The Chow, Hausman, and Lagrange Multiplier (LM) tests make up the sequential panel 
data model selection test (Gujarati & Porter, 2012). The Fixed Effect Model (FEM) is 
shown to be the best model of three structural equations based on the findings of the 
Chow and Hausman tests, necessitating the elimination of the necessity to do the LM 
test once more. As a result, the FEM and 3 SLS approach will be used to estimate 
simultaneous equations in this study.  
 
Table 2. The Results of Model Selection Test 

Equation 
Chow Test 
(Prob > F) 

Hausman Test  
(Prob > Chi2) 

Conclusion 

Economic Growth 0,0000*** 0,0015*** FEM 
Unemployment 0,0000*** 0,0304** FEM 
Inclusive Economic 
Growth 

0,0000*** 0,0000*** FEM 

Notes: significant at: *) α=0,1; **) α=0,05; ***) α=0,01 
Simultaneous Equation Estimation 
The results of the simultaneous equation estimation using the 3SLS method and FEM 
are shown in table 3. 
 
Table 3. Simultaneous Equation Estimation  

Variable Coefficient 
Standard 

Error 
t P > ІtІ R2 

Economic Activity 

CE 0,0555 0,0232 2,39 0,0170** 0,6148 
L 0,8753 0,1281 6,83 0,0000*** 
EDUL 0,0081 0,0027 3,01 0,0020*** 
CONS 4,6417 1,6301 2,84 0,0040*** 

Unemployment 

GRDPCap 14,7130 5,2869 2,78 0,0050*** 0,1441 
CE -1,2684 0,4758 -2,67 0,0080*** 
INV -10,2305 2,4904 -4,11 0,0000*** 
WAG -7,1329 5,9253 -1,20 0,2290 
CONST 33,5525 41,6039 0,81 0,4200 

Inclusive Economic Growth 

GRDPCap 0,7893 0,2413 3,27 0,0010*** 0,5208 
UR -0,0621 0,0223 -2,78 0,0050*** 
CE -0,0025 0,0497 -0,05 0,9590 
IR -0,0011 0,0009 -1,18 0,2370 
ER 0,0001 0,0004 0,31 0,7550 
OPI 0,0576 0,0227 2,53 0,0110** 
CONST -7,9383 4,1236 -1,93 0,0540* 

Notes: significant at: *) α=0,1; **) α=0,05; ***) α=0,01 
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DISCUSSION 
 
Economic Activity Equation 
The relationship between local government capital expenditure allocation and GRDP per 
capita is a significant positive. It illustrates the impact of capital expenditure on increasing 
economic activity in Banten due to the multiplier impact of government spending. It 
confirms Keynes' theory regarding the role of government in boosting economic growth. 
The finding of this study is similar to Fan et al (2002), Sabir (2015), and Saputra et al 
(2019). 
 
The relationship between the labor force and GRDP per capita is positively significant. A 
positive association between the labor force and GRDP per capita demonstrates the 
impact of labor on economic activity. The finding of this study is similar to Prabandari & 
Santoso (2018), Utami et al (2021), and Hellen et al (2017).  
 
The relationship between the quantity of higher education labor and GRDP per capita is 
a significant positive. It demonstrates the impact of higher education labor in increasing 
economic activity. The finding of this study is similar to Lubis (2014), Sari (2021), and 
Maneejuk & Yamaka (2021). The finding of this study also lends support to the notion of 
endogenous growth, which holds that labor with a higher level of education plays a 
significant role in boosting productivity. Because of this, having more workers with higher 
education will boost the economy. 
 
Unemployment Equation 
The GRDP per capita and unemployment rate have a significant positive relationship. It 
demonstrates how economic activity affects the jobless rate. The finding of this study is 
similar to Wibowo (2019). However, does not support Okun's law which explains the 
inverse link between the unemployment rate and GDP. This is because Banten's 
economic growth is capital intensive, which is indicated by the increasing trend of the 
gross added value of the industrial sector (which is the main contributor to Banten's 
economy), but is not followed by an increase in the number of labors in this sector. 
 
The allocation of local government capital expenditure and the unemployment rate has 
a significant negative relationship. It illustrates the impact of capital spending on the 
jobless rate. The finding of this study supports those of Sabir (2015) and Wibowo (2019). 
The result of this study also supports Keynes’s theory about the role of government, 
where capital expenditure is a form of public sector investment made by local 
governments because of its benefits for the community. Public sector investment through 
capital expenditure has a direct effect on increasing people’s incomes and indirectly 
through the development of economic business activities for companies. In addition, the 
availability of several infrastructures will encourage the development of private 
investment to create jobs that will improve the community’s welfare.  
 
The relationship between investment and the unemployment rate is shown to be a 
significant negative. This indicates that the increase in investment will be responded by 
the decreasing unemployment rate in Banten. The finding of this study is similar to  
Wibowo (2019), Kurniawan & Affandi (2014), and Ogbeide et al (2015). 
 
The relationship between the number working for age population and the unemployment 
rate is shown through a negative but not significant. The finding of this study is similar to 
Geli et al (2021), who found that large population growth does not always result in an 
increase in unemployment but depends on the quality of the population. 
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The Inclusive Economic Growth Equation 
The relationship between GRDP per capita and IEDI growth is a significant positive. This 
indicates that the increase in economic activity will be responded by increasing inclusive 
economic growth in Banten. This study is consistent with Prabandari & Santoso (2018), 
Oluseye & Gabriel (2017), Prasetya (2019), and Safitri et al. (2021). Based on the 
simultaneous equation estimation, the significant positive relationship between GRDP 
per capita and IEDI also indicates that the variable of labor, the number of higher 
education labor, and capital expenditure affect the inclusive economic growth of Banten 
Province indirectly through increased economic growth. As a result, the province of 
Banten can improve inclusive economic growth by accelerating economic activity. 
 
The relationship between the unemployment rate and IEDI is a significant negative. This 
indicates that the increasing unemployment rate will be responded by decreasing 
inclusive economic growth in Banten. This study is consistent with Sholihah (2014) and 
Safitri et al (2021). Based on the simultaneous equation estimation, this significant 
negative relationship between the unemployment rate and IEDI also indicates that the 
GRDP per capita, capital expenditure, and investment variables indirectly affect inclusive 
economic growth in Banten through the unemployment rate. Therefore, lowering the 
jobless rate can help Banten’s attempts to accelerate inclusive economic growth. 
 
The relationship between capital expenditure and IEDI is negative but not significant. 
The finding of this study is similar to Sabir (2015) and Aryasthini & Sri (2021). However, 
according to the estimation of the economic activity and unemployment equations, the 
allocation of capital expenditures has a significant positive impact on economic activity 
and a significant negative impact on the unemployment rate. Therefore, it can be 
concluded that the allocation of capital expenditures doesn't directly have a substantial 
impact on Banten Province's inclusive economic growth. It does so indirectly by spurring 
economic activity and lowering the unemployment rate. 
 
The relationship between the financial independence ratio and IEDI is negative but not 
significant. It illustrates that the financial independence ratio does not impact the 
inclusive economic growth in Banten. The finding of this study is not consistent with 
Prasetya (2019) and Hay (2017). However, this research backs with Kurniasih (2020) 
conclusion that decentralization and inclusive economic growth are unrelated in Java 
and Bali. 
 
The relationship between the financial effectiveness ratio and IEDI is positive but not 
significant. It illustrates that the financial effectiveness ratio does not impact the inclusive 
economic growth in Banten. The finding of this study is similar to Alam & Adib (2017), 
who states that although local governments have been able to meet the target or even 
exceed the locally-generated revenue target, it is not necessarily able to meet the full 
expenditure needed to provide better services and facilities for the community. 
 
The effect of the Auditor Board's opinion on inclusive economic growth is shown through 
a significant positive relationship between the Auditor Board's opinion on the local 
government financial reports audit and the IEDI of Banten Province. The finding of this 
study is consistent with Prasetya (2019), who showed that better quality financial reports 
describe the financial performance of local government and have a favorable influence 
on inclusive economic growth. 
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CONCLUSION 
 
Based on the findings and analysis, this study comes to the conclusion that while the 
government's role in allocating capital expenditure does not directly have a significant 
impact on inclusive economic growth, it does have an indirect impact by spurring 
economic activity and lowering the unemployment rate. Based on regional financial 
performances, there is only Auditor Board’s opinion has favorable impact on Banten’s 
inclusive economic growth, while the regional financial independence ratio and regional 
financial effectiveness ratio don’t have impact. The local government has to increase 
economic activity and reduce the unemployment rate in order to accelerate inclusive 
growth in Banten. The number of labor and those with higher education both contribute 
to economic activity, while the high investment can reduce the unemployment rate. 
However, Banten’s economy is capital-intensive. Hence, the study’s implication implies 
that the local government has to improve the equitable distribution of appropriate 
allocation of regional government capital expenditure to support labor-intensive 
investment and enhance the caliber of human resources and regional financial 
performances.  
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