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A B S T R A C T  

 
The research aims to analyze government expenditure on 

capital spending and bank loan as well as to determine whether it has 
positive and significant effects on the Human Development Index (HDI) 
in Papua Province. The method is a quantitative study using a quantitive 
approach (deductive) to test the hypothesis and explain the causal 
relationship among panel variables (explanatory research). Data 
analysis techniques in the form of pooled data. Time series data were 
taken from 2005 to 2012 and the cross  section data consisting of 19 
regioncies and 1 city in Papua Province. The research results about the 
local government expenditure indicate that 10 the capital expenditure 
has positive and significant direct effect on an increase in private 
investment, educational level, employment recruitment and HDI, 2) the 
bank consumer loan distribution has positive and significant effect on 
the labor absorption,  3) the private investment has positive but not 
significant impact on educational level; it has positive and direct 
significant impact in the labor absorption, 4) the level of education has 
positive and direct significant impact on the employment recruitment and 
HDI, 5) labor absorption has positive and direct significant impact in the 
HDI. 
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1. Introduction  

The paradigm shift in economic development occurred since the decade of the 1990s which was 
pioneered by Amartya Sen (2000). Economic development emphasizes the moral and ethical dimensions. 
The quality of development is people centered. So that, the quality of human resources is measured by the 
Human Development Index (HDI). Because economic growth is not merely the main indicator. It is not 
only meant to increase per capita income but also includes health, education, independence and freedom, 
(Neumayer, 2010). 

This phenomenon has occurred in the Papua Province, on the one hand, economic growth has 
increased a positive trend. Even in 2009 had grown rapidly and reached to  22.22%, (Central Statistics 
Agency, 2010). But the other hand, the achievement of HDI still places Papua Province as the last place in 
33 provinces in Indonesia. An overview of the achievement development of the Papua Province HDI for 8 
years by comparing the achievements of the national HDI as follows: 

 

 
 

Figure 1. Papua Province HDI to the National HDI since 2005-2012 
 
 Explanation: 
   : Graph for Papua Province HDI 

: :  Graph for National HDI 
       Source               :  www.bps.go.id, Bappenas dan BPS 
 

 The improvement in the performance of human resources is Indonesia constitutional mandate, 
namely to educate the life of the nation and promote public welfare. Therefore, the aspect of well being is 
the substance of development. As the opinion of Frederick Harbinson (Todaro, 2011) that human 
resources are the basic capital of a nation's wealth. This is deal with the goal of development is to enable 
humans to be able and free to do what they want. (Neumayer, 2010). So that as an alternative to 
development is achieving fast growth, as well as distributing the benefits of growth equitable, (World 
Bank 2001b, Dagdeviren, 2001). Because welfare as bonum common (the general betterment of 
humanity) has a universal value that is always championed for by every government. (Smith B. Kevin et al. 
2009). 

Capital expenditure is an important factor for the development of quality human resources through 
the education, health and infrastructure sectors. In addition, it is a factor of private investors to open jobs 
so that they can reduce unemployment rates. Also the role of banking institutions to finance sectors in 
driving economic activities in the Papua Province.  
 
Literature Review 

Human resource development is an effort to increase one's capacity to expand one's opportunities 
in order to achieve a proper life. This effort is a human capability approach asncapability to function, 
according to Amartya Sen (Anand, S. and Sen, A. 2000; Todaro, 2011). Human resource development is 
very relevant to the opinions of Gustav Ranis and Stewart (2001) that human development is broadly in 
an effort to make people live longer, healthier and full life. 

Increasing the human capability through improving education and health aspects, (Brata, 2005). 
So that they are able to utilize, develop and master science and technology to increase productivity, 
Mulyadi S. (2008). Human resource development is expressed in human capital concept by Theodore, W. 
Schultz (1961). Because the quality of human resources is a key factor in increasing high productivity and 
economic growth, (Barro, 1991). Then, Alfred Marshall asserted that "the most valuable capital  of all 
capital is invested in human beings" (Becker, 1975). 

http://www.bps.go.id/
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The combination of education and other physical investments that are very strong will contribute 
to productivity, (Psacharopoulos, 1989). For this reason, the government expenditure is needed, 
according to John Maynard Keynes (1936) that capital expenditure is a government financing post to 
finance public facilities in various economic activities. Expenditures through capital expenditure are part 
of the government's role in encouraging private investment as a highly recommended development 
strategy, (Hirschman, 1958). Furthermore, the opinion of Barro (1991) states that productive government 
expenditure will positively correlate with economic growth, while unproductive expenditure will 
negatively correlate. 

Also according to Soepangat (1991; Badrudin, 2012), an increase in capital expenditure budget 
has an effect on increasing public welfare. The results of emperical research by Ranis state that 
government spending has a positive impact on improvements in education and health, especially for 
women, (Ramires and Stewart, 1998). However, it is different from the results of empirical research 
conducted by Hajibabaei, Hamidreza and Alimohammad Ahmadi (2014) that fewer government financing 
expenditures on Gross Domestic Product (GDP) will increase HDI, whereas if greater government 
spending will reduce HDI. 

Likewise, banking loan is the driving force of economic growth functioning as a means to 
encourage the pace of the economy of a region. Similarly, consumer loan aims to buy consumer goods and 
services, (Stokes & Artt, 1955; Rahman, 2009). So that this loan allows households to consume better, 
such as financing higher education. Because loan facilities will facilitate the consumption process as an 
effective means for households. This process has been called smoothing consumption. As consumer loan 
aims to improve living standards, (Suneja, 1994; Rahman, 2009). Consumers use loan as a source of 
financing to enter the middle class and improve the quality of their standard of living, (Longman, 2008). 
So that consumer loan provides many benefits as a multiplier effects. This consumer loan increases 
aggregate demand and economic growth, (Rajan & Zingales, 2003; Longman, 2008). Dean Karlan and 
Jonathan Zinman (2007) state that an increase in loan distribution has a significant effect on welfare 
improvement. 

Base on the background with the theories and the results of previous research, a framework is 
developed as shown in the figure below: 

 

 
 

Figure 2.Research Framework 
 

2. Methods 
 

This type of research uses a quantitative (deductive) approach with an associative method which 
aims to test hypotheses and explain causality among variables. While the type of data used is pooled data 
which is a combination of time-series data and cross section with path analysis .Then the data panel 
regression model is used. 

Based on the framework previously stated, functional equations can be formed in Structural 
Equation Model (SEM) as follows: 

Y1 =  α0 + α1X1 + α2X2 + μ1 (4.1) 
Y2 =  β0 + β 1X1 + β2X2+ β3Y1  + μ2 (4.2) 
Y3 =  γ0 + γ1X1 + γ2X2 + γ3Y1 + γ4Y2 +  μ3 (4.3) 
Y4 =  δ0 + δ1X1 +  δ2X2 + δ3Y1 + δ4Y2 + δ5Y3 +  μ4 (4.4) 
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3. Result and Discussion  
 

Effects of Capital Expenditures on Private Investment 
Capital expenditure has a positive and significant effect on private investment with a path 

coefficient: 0.305 and p-value: 0,000. This indicates that the higher capital expenditure will encourage 
increased private investment in the Papua Province. Large capital expenditure in Papua Province is in line 
with the large size of block grant transfers from the central government in the form of General Allocation 
Funds and Special Allocation Funds. Therefore, Papua Province is the province that has the highest fiscal 
per capita in Indonesia. Whereas several regencies such as Mimika, Merauke, Jayapura Municipality and 
Jayapura Regence as developed regions in the Papua Province had an increase in revenue from Regional 
Original Revenues (PAD). 

The development of capital expenditure for 8 years from 2005-2012 in Papua Province has made a 
positive growth which increased by an average of 8.81% every year. Capital expenditure to finance road 
infrastructure as a public facility can facilitate the flow of distribution and mobilization of both goods and 
people. Sea transportation infrastructure facilities will affect low-cost such as Frans Kaisepo port in Biak 
Numfor, Jayapura, Merauke, Amamapare in Mimika and Sentani, Jayapura Regency. Therefore there is 
economic efficiency by pressing variable costs. 

In accordance with theory and opinion such as: Keynes (1936) that capital expenditure as a fiscal 
instrument to encourage aggregate demand can lead to multiplier effects and will contribute to increased 
investment. The development of investment value has made a positive trend in Papua Province which 
showed the volume of private investment value realization, namely domestic investment with an average 
growth of 8% per year and foreign investment average 11% per year during 2005-2012. Furthermore, the 
opinion of Tadaro (2011) says that public investment carried out by the government can encourage the 
investment climate and help facilitate production and trade. Then Musgrave and Hirschman (1958) state 
that spending through capital expenditure is part of the government's role in encouraging private 
investment. Likewise by Harrold-Domar (Sukirno, 2011) that government productive investment 
encourages economic growth and private investment in employment. 

The results of this study are consistent with the results of empirical research conducted by several 
researchers such as: Nwosa, Philip Ifeakachukwu et al. (2013) which states that capital expenditure has a 
significant effect on foreign direct investment (FDI). Research by Onakoya, Adegbemi B. and Russell O. 
Christopher Somoye (2013) states that public capital expenditure indirectly increases economic growth 
by encouraging private sector investment with the role of government facilities in the provision of public 
goods. The results of empirical research by Miar, Joko Mursinto (2014) state that the availability of 
infrastructure will help companies invest to reduce the average cost of infrastructure use. 

 
Effects of Capital Expenditures on Educational level 

Capital expenditure has a positive and significant effect on private investment with a path 
coefficient: 0.178 and p-value: 0.026. This indicates that the higher capital expenditure will encourage an 
increase in the level of education in the Papua Province. Allocation of capital expenditure to finance 
regional development in order to provide public facilities and basic services in the education sector. 
Education funds have a very large portion that is regulated in the constitution, namely a minimum of 
twenty percent (20%) from the national budget and regional budget to meet the needs and 
implementation of education. 

Government expenditures such as: for the construction of school buildings, educational support 
facilities and infrastructure in a number of regencies / cities of the Papua Province. In 2012 there were 
2,211 physical units for all levels of education. Most of the construction of school buildings from the 
elementary, middle and high school levels are in Merauke, Biak Numfor, Jayapura Regency and Jayapura 
Municipality, Nabire and Mappi Regency. There are 8 regencies / cities that have achieved high progress 
in educational level variables, namely Jayapura City, Merauke, Jayapura Regency, Mimika, Biak Numfor, 
Nabire, Boven Digoel and Mappi. The eight regencies have large capital expenditure budgets, especially for 
the construction of educational facilities and other supporting facilities. 

The results of this study are in accordance with the human capability approach by Amartya Sen 
(Anand, S. and Sen, A. 2000; Todaro, 2011). Also Sariyono (2010) states that government expenditure per 
capita in education and health sectors and purchasing power has a significant and positive impact on 
increasing human development. Likewise, Munawwaroh (2013) states that the education and health 
budget has a significant effect on the level of education and the economy together has a significant effect 
on the quality of human resources among regencies / city in the Papua Province. 
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Effects of Capital Expenditures on Labor Absorption  
Capital expenditure has a positive and significant effect on employment with a path coefficient: 

0.304 and p-value: 0,000. This indicates that the higher capital expenditure will encourage increased 
employment in the Papua Province. The allocation of capital expenditure aims to increase private 
investment and labor absorption. Because the way to increase output is to add production input factors 
such as labor. Infrastructure development to expand new job opportunities (job creations) by promoting 
pro-jobs policies, which have the aim of increasing labor absorption. Labor absorption in Papua Province 
has had a positive trend of improvement. Regenc/City areas that are able to absorb the highest labor force 
in Papua Province, namely Merauke, Paniai, Jayawijaya, Nabire, Mimika, Pegunungan Bintang, Yahukimo, 
Tolikara and Jayapura Municipality. 

In the agricultural sector, it is able to absorb workers which amounted to 1,133,982 people or 
77.85% of the total workforce in the Papua Province. Absorption of labor is like in Jayawijaya, 
Pegunungan Bintang, Yahukimo, Tolikara and Puncak Jaya Regency. The increasingly high absorption of 
labor in the Papua Province contributes positively to the decline in the open unemployment rate.  

The results of this study are in accordance with Keynes Theory (1936), namely that the increase in 
government expenditure for employment. Then Harrold-Domar (Sukirno, 2011) that government 
spending encourages economic growth and private investment in employment. Likewise, the Labor 
Absorption Theory that to absorb labor, the policy adopted by the government was jobs creations. While 
the results of this study are consistent with the results of empirical research conducted by several 
researchers such as Halim (2008) that government investment in the public sector has a strong impact to 
absorb labors. Then Hendarmin (2012), Momuat, Rosita C. M. (2013), Kairupan, Siestri Pristina (2013) 
and Mubaroq, Muhammad Rizal, et al. (2013) that the capital expenditure budget allocation has a positive 
and significant effect on employment and reducing unemployment. 

   
Effects of Capital Expenditures on Human Development Index  

Capital expenditure has a positive and significant effect on the human development index with a 
path coefficient: 0.368 and p-value: 0.00. This indicates that the higher capital expenditure will increase 
human development index in Papua Province. The increasing of the realization of the regional capital 
expenditure budget for financing the public sector reflects the seriousness of regencies/city in 
accelerating development. 

There are 11 regencies / city that are able to reach the HDI in the upper middle category in Papua 
Province such as: Biak-Numfor, Puncak Jaya, Mimika, Yapen Islands, Keerom, Jayapura City, Merauke, 
Nabire, Sarmi, and Supiori. Increasingly the achievement of HDI is more in urban areas and regencies / 
city that have developed in lowlands on the coast. Because in general lowland regencies face little natural 
challenges. Whereas in the mountainous regions the welfare level is lower than in the lowlands. The main 
cause is the lack of access to infrastructure and natural conditions in rural areas, many of which are 
isolated from other areas and extensive terrain and natural conditions. 

This is consistent with the theory of Keynes (1936) that fiscal policy is to finance infrastructure and 
public facilities, education and health for the public interest and public welfare. Then by Mahbub ul Haq 
with the Basic Needs Theory: (Fakih, 2001) that it is necessary to increase government expenditure in 
financing facilities directly related to basic needs for all levels of society. The results of this study are 
consistent with the results of empirical research conducted by several researchers such as: Wurarah, Ruly 
Novie, (2011) Munawwaroh (2013). Hendarmin (2012) Mirza, Denni Sulistio (2012) and Miar, Joko 
Mursinto (2014) that with the availability of infrastructure will have a positive effect on improving the 
quality of life by improving education and health services which will then improve the welfare of the 
community. 
 
Effects of Banking Consumer Loan Distribution on Private Investment  

The banking consumer loan allocation has a positive and significant effect on private investment 
with a path coefficient: 0.287 and p-value: 0,000. This indicates that the higher capital expenditure will 
encourage increased private investment in the Papua Province. As consumer loan expansion from banking 
financial institutions in Papua is able to spur the economic growth. Therefore, the large volume of money 
and the velocity of money circulation is very useful in accelerating transactions in economic activities. The 
allocation of consumer loan is an integral part of the modern economy characterized by consumptive 
society. So that due to this consumptive pattern of society is able to stimulate various types of economic 
activities including encouraging the private sector to carry out investment activities in this area. 

The Banking consumer loan allocation for 8 years from 2005 to 2012 had had positive trends. The 
regencies/city with the largest distribution of consumer loans in the high category are Mimika Regency, 
Jayapura City and Jayapura Regency. Then the upper middle category is Biak Numfor, Yapen Waropen and 
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Merauke Regency. Therefore, an increase of consumption loan had a positive and  significant effect on 
private investment in the Papua Province. This is in accordance with theories Malthus, (Jhingan, 2012) 
that high consumption will increase effective demand that drives economic growth. The results of this 
study are consistent with the results of empirical research conducted by several researchers such as: 
Rachman, et al. (2011) Nurkse (Sukirno, 2011) Utari et al. (2012) and Adewale, Aregbeshola R. (2014). 

 
Effects of Banking Consumer Loan Allocation on Educational level 

The banking consumer loan allocation has a positive and significant effect on educational level with 
a path coefficient: 0.209 and p-value: 0.009. This indicates that the higher the allocation of consumer loan 
will promote  level of education in the Papua Province. Expanding accessibility to the banking sector for 
the public will  accelerate economic development. Because loan expansion will increase the volume of 
money that can facilitate economic activities. It provides economic progress in various aspects to fulfilling 
various community needs such as consumption of durable goods and services like quality education. 

Consumption for financing education in more advanced regencies / city in Papua Province is a basic 
need for people to send their children pursuing higher levels and quality of education in outside the Papua 
Province and even in abroad. The Awareness of parents and their children interest to get quality 
education facilities,  so it increased the demand of consumer loans to support education. So that the 
increase in the consumer loan allocation has a positive and significant effect on increasing the level of 
education in the Papua Province. This is related with the results of research by Pitt and Khandker (1998) 
that credit has a positive effect on improving the quality of human resources. Likewise by Soman, Dilip et 
al. (2002) stated that the growth in the amount of consumer loan cards was used to finance education. 

 
Effects of Banking Consumer Loan Allocation on Labor Absorption  

The Banking consumer loan allocation has a positive effect but not significant on labor absorption 
with path coefficient: 0.074 and p-value: 0.322. This indicates an increase in loan allocation that does not 
push an increase in labor absorption in the Papua Province. Although the trend of increasing labor 
absorption during 8 years from 2005 to 2012, however,  labor absorbed in the traditional and subsistence 
agriculture sector and civil servants due to the expansion of the new autonomous region. 

This result is different from the hypothesis and theory which states that if the banking consumer 
loan allocation increases, it will increase labor absorption as Keynes (1936); (Jhingan, 2012) about the 
consumption theory which states that consumption will increase effective demand, thereby increasing 
labor absorption. Also the results of this study are not consistent with the results of empirical research 
conducted by several researchers such as by Rachman, et al. (2011) that consumer credit has an effect on 
economic growth (which will affect the absorption of labor and income). 

 
Effects of Banking Consumer Loan on Human Development Index  

The consumer loan allocation has a positive and significant effect on the human development index 
with a path coefficient: 0.176 and p-value: 0.010. This indicates that the higher the allocation of consumer 
loan will promote an increase in the human development index in Papua Province. Expansion of consumer 
loan in the Papua Province encourages households to consume to fulfull various needs of their lives, such 
as vehicles, houses, household furniture, equipment for work activities and to meet the needs of better 
health and education services and also for family entertainment and recreation needs. The high use of 
consumer loan supports the improvement of a better and more prosperous standard of living which 
means increasing the human development index. 

So that the increase in the consumer loan allocation has a positive effect to promote an increase in 
the human development index in Papua Province. This is in accordance with the theory and opinion such 
as: Pitt and Khandker (1998) that credit has a positive effect on improving the quality of human resources. 
Karlan, Dean and Yonathan Zinman (2007) consumer loans have significant benefits for borrowers in 
various economic segments and improve welfare. Likewise the results of research by Khandker, Shahidur 
R. and Rashidur R. Faruqee (2000), Rupelu (2008), Rachman, et al. (2011), Soman et al. (2002); (Sukirno, 
2011). Soman, Dilip, and Amar Cheema (2002) and Longman, (2008) that consumer loan is a source of 
funding to enter the middle class and improve the quality of living standards, a means of social climbing. 
 
Effects of Private Investment on Educational Level  

Private investment has a positive but not significant effect on education with a path coefficient: 
0.020 and p-value: 0.811. This indicates an increase in private investment does not encourage increased 
education in the Papua Province. The development of education levels in several regencies/city increased 
in the Papua Province from 2005 to 2012 but the growth was not evenly distributed among regencies. 
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There are still regiencies lagging behind ist development from other regions. The regencies in the highland 
areas, namely Keerom Regency, Pegunungan Bintang, Yahukimo and Tolikara.  

The lagging education of this region is more in cuases by a high level of poverty living in those areas 
so that the economic weakness ability of families was an obstacle to obtain higher education. Other factors 
such as private investment do not recruit many highly educated workers in the Papua Province. Therefore, 
the quality of workers from outside Papua and even from abroad more productive so companies tend to 
directly bring highly qualified workers to fill the middle and upper levels.  

This result is different from the hypothesis and the theory which states that if private investment 
increases so it will increase the level of education such as human capital investment by Shultz (1961), 
Chenery, Hollis B. (Tadaro, 2011) in the analysis of the pattern of development that the increasing of the 
industrial sector in the economy will increase in line with per capita income which is closely related to 
capital accumulation and increased human capital. Whereas Neumayer, Eric (2001) found that an increase 
in private investment has a positive effect on improving the quality of human resources. 

 
Effects of Private Investment on Labor Absorption 

Private investment has a positive and significant effect on employment with a path coefficient: 
0.205 and p-value: 0.008. This indicates that the higher private investment will encourage the increase of 
employment in the Papua Province. This is because more employment is absorbed by private companies, 
both foreign investment and domestic investment, which are absorbed more by workers to fill vacancies 
for plantation workers and field workers, and others that do not require many educational qualification 
requirements. The increase in private investment will have a positive effect to encourage labor 
absorption. This is in accordance with theories such as: Keynes (1936), that investment creates a 
multiplier effect that will be able to absorb a larger labor. Then by neoclassical flow (Sukirno, 2011; 
Jhingan, 2012), that labors will be absorbed along with the increase in capital invested. Likewise, Harrod-
Domar (Jhingan, 2012), that the rate of investment growth can solve structural unemployment. 
Furthermore, Arthur Lewis, (Sukirno, 2011; Jhingan, 2012) states that the role of capital formation for 
investments that can provide employment opportunities. The results of this study are also consistent with 
the results of empirical research conducted by several researchers such as: Situmorang, Elina (2007) 
stating that foreign investment is able to absorb labor. Similarly, Halim (2008), Suindyah, Sayekti, D. 
(2011) and Momongan, Junaidi E. (2013), that private investment have a significant effect on labor 
absorption. 
 
Effects of Private Investment on Human Development Index  

Private investment has a positive and significant effect on the human development index with a 
path coefficient : 0.143 and p-value : 0.048. This indicates that the higher private investment will promote  
the increase in the human development index in Papua Province. The role of private investment in a 
number of regions, especially in areas such as Timika, Merauke, Jayapura Regency and Jayapura City are 
advanced regions. The existence of private companies is one of the driving forces of economic growth and 
human development index. This is in accordance with theories such as: Malthus (Jhingan, 2012) which 
states that continuous investment will enhance a steady and sustainable welfare. Then by Neumayer, Eric 
(2001) states that the increase in private investment has a positive effect in improving the quality of 
human resources. Likewise, Hendarmin (2012) found that private investment has a significant effect on 
welfare. 

 
Effefcts of Educational Level on Labor Absorption  

The educational level has a positive and significant effect on employment with a path coefficient : 
0.179 and p-value : 0.014. This indicates that the higher the level of education will encourage increased 
labor absorption in the Papua Province. The progress of educational level in Papua Province opens a wide 
opportunity to access various employment opportunities. Economic progress especially in developed 
regions such as Jayapura City, Jayapura Regency, Mimika and Merauke Regency, which have informal 
sectors and small industries that can be managed by young entrepreneurs who have higher levels of 
education. 

This is in accordance with theory such as: Amartya Sen (Anand, S. and Sen, A. 2000; Todaro, 2011) 
with a human capability approach, capability to function. Human Capital Theory (Shultz, 1961) that the 
value of human capital is extremely determined by the intellectual workforce in increasing productivity. 
Furthermore, according to the Human Resources Development Theory, (Tjokroadjojo, 1980), that the 
growth of entrepreneurships, who have roles in development. They allow the growth of creating new jobs 
and self-employment. Likewise, Khadafih, Muhammad Fuad (2003) states that education level and wage 
variables have a positive effect on labor absorption. 
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Effects of Educational Level on Human Development Index  

The educational level has a positive and significant effect on the human development index with a 
path coefficient : 0.284 and p-value : 0,000. This indicates that the higher the educational level will 
promote an increase in the human development index in Papua Province. In human development capital 
there is a link between economic development and human resource development. Because people are the 
center and the ultimate goal of development which also means the subject and object in development. 

Therefore, the expected development is to create a prosperous human in terms of economy, namely 
income and better education and health. This is in accordance with theories such as: Human Capital 
Theory (Shultz, 1961) that a person can promote his/her income through a higher level of education. The 
results of this study are consistent with the results of empirical research conducted by McMahon, Walter 
W. and Terry G. Geske (1982) and Munawwaroh (2013) that the educational level has a positive effect on 
the quality of human resources. 

 
Effects of Labor Absorption on Human Development Index   

 Absorption of labor has a positive and significant effect on the human development index with path 
coefficients : 0.551 and p-value : 0.000. This indicates that the higher the labor absorption will promote an 
increase in the human development index in Papua Province. This increase in employment in all regencies 
/ city in Papua Province has caused opened unemployment rates to decline and to increase community 
income. 

This is in accordance with theories such as: Rosenstein-Rodan, (Sukirno, 2011) that labor 
absorption will increase income. Likewise, Amartya Sen (Anand, S. and Sen, A. 2000; Todaro, 2011) with 
human capability approach that capability to function is the most important thing to determine someone 
poor status or not. The results of this study are consistent with the results of empirical research 
conducted by several researchers such as: Wurarah, Ruly Novie (2011) and also Hendarmin (2012), that 
labor absorption has a significant effect on welfare. 
 
4. Conclusion  

 
Based on the results of the research analysis and discussion, some conclusions can be drawn as 

follows: 1. Capital expenditures have a positive and significant direct effect on the increase in private 
investment, education level, employment and HDI in Papua Province as well as indirectly on labor 
absorption through private investment and educational level, as well as the HDI through private 
investment, education and labor absorption, 2. The banking consumer loan allocation has a positive and 
significant direct effect on private investment, educational level and HDI but is not directly significant for 
labor absorption but through the educational level and private investment, 3. Private investment has a 
positive but not significant effect on educational level. Private investment has a significant and positive 
direct effect on labor absorption and HDI and indirectly through labor absorption, 4. The educational level 
has a positive and significant direct effect on employment and HDI and the educational level has an 
indirect and significant effect on HDI through labor absorption, and 5.  Labor absorption has a positive and 
significant direct effect on HDI. 
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