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ABSTRACT 

This study empirically examines the effect of government expenditures, government investments and private 

investments on economic growth in regional goverments (regencies and cities) in the South Sumatra Province 

(Sumsel) from 2010 to 2018. Out of a population of 17 regencies and cities in South Sumatra, there are 2 regencies 

that do not became the research sample, because the division of Pali and Muratara regencies was carried out in 2013. 

The results showed that government expenditures and private investments had positively affected the economic 

growth. However, government investments did not affect the economic growth in regencies and cities in the province 

of South Sumatra. 
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1. INTRODUCTION 

Sustainable economic growth can improve people's 

welfare because economic growth is an indicator to 

measure the increase in a country's development. In 

essence, economic development is a process of 

continuous improvement of a society or the entire social 

order towards a better life, where the development 

process aims to improve the people's welfare and human 

dignity, including the improvement of various needs, 

improve living standards and expand economic and 

social options for communities.  

1.1. Background 

The government is obliged to contribute to 

improving the economy in general, the government 

which plays a role in controlling and helping the 

economy. However, in this case, the task of increasing 

the level of welfare is not only the obligation of the 

government but also of all components of society. For 

this reason, the government must encourage and 

empower all components of society, including the 

private sector, to play a bigger role in improving 

people's welfare. So, economic conditions are higher, 

fairer, and more equitable can be achieved better and 

faster. 

The economic development of a country can be 

measured by economic growth, which shows the growth 

of goods and services in an economic area within a 

certain period. This product is measured in terms of 

added value created by economic sectors in the region 

which are known in total as Gross Domestic Product 

(GDP). So, GDP can be used as an indicator to measure 

the economic performance of a country or as a 

government building in driving economic sectors. GDP 

is presented in two price concepts that are shared prices 

and constant prices. 

The role of the government in terms of economic 

development can also be studied from the National 

Revenue and Expenditure Budget (APBN) at the central 

government level and the Regional Revenue and 

Expenditure Budget (APBD) at the regional government 

level. The APBN and APBD structures are divided into 

revenue and expenditure sides. Government expenditure 

on major activities in accelerating the economy where 

this economy is running well will certainly open more 

job opportunities or business opportunities in the 

economy. 

In addition to government expenditure, another 

important instrument to drive the economy is 

investment. According to Hartono (2013), investment is 

the cessation of the current consumption of productive 

assets for a specified period. The next form of private 

investment in domestic investment (PMDN). Rostow 

(2017) argues that a country's economic growth must 

rely on domestic capabilities, while external resources 

should only stimulate and assist internal forces. 

According to Handayani (2014), the relationship 
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between investment, that are PMA and PMDN with 

economic growth is the existence of investment in the 

form of purchasing of capital goods and completeness 

of production to raise the ability in producing goods and 

services needed in the economy so that this can increase 

Indonesia's real GDP. So, it will have a positive effect 

on economic growth. Meanwhile, Sutawijaya (2010) 

states that increased investment will increase production 

capacity which in turn will lead to the opening of new 

job opportunities, which in the next stage will encourage 

economic growth. The Central Bureau of Statistics 

(BPS) noted that in 2014 the realization of foreign 

investment was IDR 354.91 trillion and increased to 

IDR 403.86 trillion in 2015. Meanwhile, PMDN in 2014 

amounted to IDR 156.13 trillion and in 2015 it 

increased to IDR 179.47 trillion. In 2016, the realization 

of investment, both PMDN, and PMA, amounted to Rp. 

612.8 trillion or exceeded the 2016 investment target of 

3% of the target figure of Rp. 594 trillion. A positive 

trend occurred again in 2017, the realization of 

investment, both PMDN, and PMA, was the highest 

investment realization since 2014, which reached 

Rp.692.8 trillion, exceeding the target of 2017 PMDN 

and PMA investment realization of Rp. 678.8 trillion. 

The increase in investment realization in 2015 did not 

have an impact on overall economic growth. The 

Central Statistics Agency (BPS) recorded economic 

growth figures. In 2015, it experienced a slowdown to 

4.79% from the previous year which was 5.02%. The 

slowdown in the growth rate in 2015 according to 

Suryamin (2015) was due to a slowdown in both the 

production and consumption sides. The slowdown in 

economic growth from the production side was due to 

the late realization of infrastructure expenditure. 

Meanwhile, from the expenditure side, there are several 

causes, one of them is the low expenditure component 

and slower consumption expenditure. The purpose of 

this study is to empirically examine the effect of 

government expenditures, government investments and 

private investments which are factors that could affect 

the economic growth in South Sumatra. 

1.2. Main Problem 

Based on the background above, this study will 

discuss the following problems: 

1. Do government expenditures affect the economic 

growth of regencies and cities in South Sumatra? 

2. Do government investments affect the economic 

growth of regencies and cities in South Sumatra? 

3. Do private investments affect the economic growth 

of regencies and cities in South Sumatra? 

4. Do government expenditures, government 

investments and private investmenst affect the 

economic growth of regencies and cities in South 

Sumatra? 

 

2. LITERATURE REVIEW 

For regional governments, based on Government 

Regulation Number 58 of 2005 which is later elaborated 

in Permendagri Number 13 of 2006, expenditures are 

classified by type of expenditures as indirect 

expenditures and direct expenditures. The indirect 

expenditures are budgeted expenditures not directly 

related to the programs and the activities. The direct 

expenditures are the budgeted expenditures directly 

related to the programs and the activities. 

There are many things that the government must 

consider in making decisions about expenditures. The 

government should not only achieve the ultimate goal of 

each of its spending policies, but also have to consider 

the intermediate targets who will enjoy or be affected by 

the policy. If the government has established a policy 

for purchasing goods and services, then government 

spending reflects the costs that must be incurred by the 

government to implement the policy. 

Government expenditure according to Sukirno 

(2011) in the Government Expenditure Development 

model by Rostow and Musgrave, is an early stage of 

economic development, the percentage of government 

investment to total investment is large because at this 

stage the government must provide infrastructures such 

as education, health, transportation infrastructures and 

so on. 

In the middle stage of economic development, 

government investment is still needed to increase 

economic growth so that it can take off, but at this stage 

the role of private investment is getting bigger. The role 

of the government is still great in the medium stage, 

because this growing role of the private sector causes 

many market failures, and also causes the government to 

provide public goods and services in large quantities 

and better quality. In addition, at this stage, economic 

development causes inter-sectoral relations to become 

increasingly complex. 

Investments made by the private sector are aimed at 

seeking profit and earning income and are driven by the 

motive of increasing income. If income increases, 

consumption will increase and effective demand will 

also increase. Investments arise as a result of increased 

demand, whose source lies in increasing income, called 

induced investment. In developed countries such as the 

United States, foreign capital, especially from Japan and 

Western Europe, is still needed to spur domestic 

economic growth and avoid market sluggishness and the 

creation of job opportunities. Especially in developing 

countries such as Indonesia, foreign capital is needed, 

especially to meet the lack of domestic capital. For this 

reason, various policies in the investment sector need to 

be created in an effort to attract private, both foreign and 

domestic parties to invest in Indonesia. According to 

Kuznets (2010), economic growth is an increase in the 

long-term capacity of a country to provide various 

economic goods to its population. The increasing 
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capacity is made possible due to advances or 

adjustments in technology, institutional and ideology to 

various existing conditions. Economic development has 

a broader meaning and includes changes in the overall 

economic structure of society. In general, economic 

growth is an increase in the ability of an economy to 

produce goods and services. Economic growth is one of 

the most important indicators in analyzing the economic 

development of a country. 

3. RESEARCH MTHODOLOGY 

This study used quantitative method. The population 

of the study were all cities and regency in South 

Sumatra province. However, only 4 cities and 11 

regencies were sampled because Pali and Muratara 

regency were new regency that were founded in 2013. 

The empirical data analysis technique used multiple 

regression with equations; 

 

 

4. RESULTS AND DISCUSSION 

The results of multiple regression analysis are as 

follows: 

Table 4.1 Model Summary 

Model R 

R 

Square 

Adjusted R 

Square 

Std. Error of the 

Estimate 

1 .726a .527 .509 2676.4098 

a. Predictors: (Constant), X3, X2, X1 

Based on Table 4.1, R2 is 52.7%. That means the 

variation of the independent variables is able to explain 

the dependent variable by 52.7%, while the rest is 

explained by other factors outside the study. 

Next are the results of the F test: 

Table 4.2 ANOVAa 

Model Sum of Squares df Mean Square F Sig. 

1 Regression 623526121.770 3 207842040.590 29.015 .000b 

Residual 558727208.278 78 7163169.337   

Total 1182253330.049 81    

a. Dependent Variable: Y 

b. Predictors: (Constant), X3, X2, X1 

Based on table 4.2, the independent variables jointly 

affect the dependent variable. 

The partial test results are shown in the following 

table: 

Table 4.3 Coefficientsa 

Model 

Unstandardized Coefficients Standardized Coefficients 

t Sig. B Std. Error Beta 

1 (Constant) -2792.364 803.514  -3.475 .001 

X1 .003 .001 .581 2.454 .016 

X2 .000 .002 .027 .120 .905 

X3 .001 .000 .198 2.120 .037 

a. Dependent Variable: Y 

 

Based on the test results, the equation is obtained: 

Y = -2792,364 + 0,581X1 + 0,027X2 + 0,198X3 + e. 

Based on table 4.3, the government expenditure and 

private investment both affect the economic growth. It 

means that the increase in expenditure and private 

investment is in line with economic growth. 

Government investment has no effect. One of the 

reasons that government investment does not affect to 

the economic growth is the investment in the form of 

capital expenditures is already contained in government 

expenditure. Investments in the form of portfolios 

cannot be enjoyed directly by the community. 

In general, the highest economic growth in regency 

and cities in South Sumatra occurred in 2014. Economic 

growth in Ogan Komering Ilir (OKI) regency was 91%. 

The lowest economic growth occurred in 2013 in Musi 

Rawas Regency, namely –17% and Muara Enim by –

8%. In 2013, in Musi Rawas regency was divided into 

Musi Rawas and Musi Rawas Utara regency. Muara 

Enim Regency also experienced a division into Muara 

Enim and Penukal Abab Lematang Ilir regency. 

Private investment is not intended for all regencies 

and cities in South Sumatra. Regency and city that 

receive continuous private investment are OKI, Muara 

Enim Regency and Palembang City. 

RESEARCH CONTRIBUTION 

The contribution of researchers to this research is the 

result of data analysis which can be concluded that 

government investment has no effect on economic 

growth, because investment in the form of capital 

expenditure is already contained in government 

expenditure. Investments in the form of portfolios 

cannot be enjoyed directly by the community. 
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