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Abstract

This quantitative study employs a causal-explanatory design to examine the effects of public debt, economic growth,
and fiscal autonomy on budget deficits across ten local governments in Bali Province. Utilizing a census-based
approach on secondary panel data from audited Local Government Financial Reports (LKPD) and the Central Bureau
of Statistics (BPS) over the 2020-2024 fiscal years, the hypotheses were tested via multiple linear regression
analysis. The simultaneous test reveals that the independent variables highly significantly influence regional budget
deficits, yielding an Adjusted R *of 89.1%. Partially, public debt exerts a positive and significant effect on the deficit,
signaling a debt overhang condition and a deficit-debt spiral that constricts fiscal space. Conversely, economic
growth exhibits a negative but non-significant trajectory due to pro-cyclical spending policies and structural
expenditure rigidities. Meanwhile, fiscal autonomy has a negative and significant impact on mitigating deficits,
demonstrating that optimizing local own-source revenue (PAD) serves as a resilient fiscal buffer against financial
distress. To ensure long-term fiscal sustainability, local governments in Bali are advised to enhance expenditure
efficiency, direct public debt strictly toward productive investments, and proactively expand their own-source
revenue base.

Keywords : Regional Budget Deficit, Public Debt, Economic Growth, Fiscal Autonomy, Panel Data, Bali .

INTRODUCTION

The budget deficit is one of the most important macroeconomic issues (Nauman & Ahmad, 2024b) and a
key indicator in assessing a country's fiscal health (Prassoga & Soebagiyo, 2025). Persistent budget deficits have
become a hallmark of developing countries, raising serious concerns about macroeconomic stability, debt
sustainability, and long-term growth prospects (Anus et al., 2025). High deficits can lead to lower economic growth,
higher inflation, and crowding out private investment (Arif & Arif, 2023; Kasongo, 2023). Policymakers and
practitioners need to understand the key determinants of budget deficits to formulate more effective policies to
manage and reduce them (Nauman & Ahmad, 2024a).

Based on the audited Regional Government Financial Reports (LKPD) for 20202024, all regencies/cities
and the Provincial Government in Bali experienced fluctuating budget deficits due to the economic shock, with the
Bali Provincial Government recording the highest deficit. This was due to the collapse of Regional Original Income
(PAD) due to reliance on the tourism sector during the COVID-19 pandemic, as well as a surge in regional spending
on healthcare. Furthermore, the fiscal gap widened during the recovery period until 2024, with regional spending
outpacing regional revenue.

Macroeconomic factors such as government debt and economic growth are key determinants of the deficit
(Anus et al., 2025; Kasongo, 2023; Nauman & Ahmad, 2024b). Persistent deficits tend to be accompanied by a surge
in public debt, which can lead to inefficient resource allocation and divert funds from productive spending such as
infrastructure, education, or health, thus exacerbating the deficit (Kasongo, 2023; Anus et al., 2025; Nauman &
Ahmad, 2024a). Economic growth has a significant negative correlation with the fiscal deficit, as increasing GDP
can increase tax revenues and reduce the need for deficit financing (Nauman & Ahmad, 2024b; Anus et al., 2025).
In the Indonesian context, fiscal decentralization grants authority to regions, but many regions still rely on Regional
Transfers (TKD) such as the General Allocation Fund (DAU) and Special Allocation Fund (DAK) (Adhim et al.,
2023; Kusumawardani & Iswara, 2025; Yasrizal et al., 2023). Regional fiscal independence is an important measure
of the ability to finance government independently, where regions with high Regional Original Income (PAD) tend
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to be more fiscally stable, while dependence on TKD increases fiscal vulnerability and can burden the national
budget (Astiza et al., 2024; Kusumawardani & Iswara, 2025; Adhim et al., 2023). Therefore, this research is
important to identify and analyze how macroeconomic variables (debt and economic growth) and sub-national fiscal
variables (regional fiscal independence) collectively and dynamically influence the budget deficit in Indonesia, in
order to provide insights for sustainable fiscal policies at both the central and regional levels.

LITERATURE REVIEW
Keynesian Theory

The Keynesian view of deficit financing is central to modern economic theory, emerging as a direct challenge
to classical economic thought, particularly after the Great Depression. Keynes developed his theory, particularly in
his 1936 book, *The General Theory of Employment, Interest, and Money*, in response to the failure of the laissez-
faire economy, which held that the economy would correct itself (Zahariev, 2021). According to Keynesianism, the
budget deficit is a vital and necessary fiscal policy tool to stabilize and stimulate the economy during difficult times
(Abanikanda et al., 2023). The government should increase spending during economic downturns through deficit
financing to boost productivity growth, which has a beneficial impact on the economy (Zahariev, 2021). This
government spending creates a ripple effect throughout the economy, resulting in higher total spending and
increasing domestic production and aggregate demand (Eigbiremolen et al., 2015).

Keynesians also offer a counterargument to the crowding-out effect, arguing that budget deficits increase
domestic production and boost investor optimism, thus creating a "crowding-in" effect (Eigbiremolen et al., 2015).
Overall, Keynesians accept deficit financing as a way to manage the business cycle, where deficits are considered a
stimulating and beneficial factor for economic development (Bochkareva et al., 2023). This implies that deficits
should not be avoided annually but should be managed over the course of the economic cycle. The Keynesian view
is that budget deficits, particularly those driven by economic indicators and implemented through expansionary fiscal
policy, are a legitimate and effective tool to stabilize and promote economic growth during difficult times
(Abanikanda et al., 2023).

Budget deficit

A budget deficit is defined as a fiscal condition when expenditures (spending) exceed revenues within a
specific budget period (Prassoga & Soebagiyo, 2025). Specifically, in the context of government administration, this
deficit occurs when total state/regional spending exceeds revenue collected, either through taxes or other revenue
sources. This concept is also often referred to in the literature as a negative budget balance (negative budget balance
or negative fiscal balance) (Bochkareva et al., 2023; Kasongo, 2023). The Regional Budget (APBD) deficit has a
clear legal definition within the Indonesian regional financial framework, namely the difference between Regional
Revenue and Regional Expenditure in the same budget year (PMK No. 75 0of 2024, n.d.). The deficit reflects the ratio
between budget revenue and expenditure, which can be expressed in absolute and/or relative values (Bochkareva et
al., 2023), and can be planned from the outset or arise during budget implementation. Fiscal policy in Indonesia—
especially as a developing country—tends to focus on efforts to manage the budget deficit, but these efforts often
create tension because they clash with the demands of urgent development needs, which require large investment
allocations in key sectors such as infrastructure, education, and health (Huda et al., 2024).

Economic growth

The concept of economic growth is crucial in policy analysis, given that it serves as a primary indicator of a
country's or region's economic progress (Sondakh et al., 2023). Economic growth is defined as the process of
continuous change in a country's conditions toward better conditions over a specific period, representing a long-term
increase in real output per capita and closely correlated with improvements in social welfare, macroeconomic
stability, and the effectiveness of fiscal policy, including budget deficits. The main indicators used are Gross
Domestic Product (GDP) at the national level or Gross Regional Domestic Product (GRDP) at the regional level.
GDP represents the total market value of all goods and services produced in a region during a given period, serving
as a key economic indicator for measuring development performance, analyzing economic structure, and forming
the basis for formulating government policies, including Regional Fiscal Independence (Central Bureau of Statistics,
2024). GRDP is used at the regional level to measure regional economic development (Yuandina & Inayati, 2024),
and GDP per capita is used to compare living standards (Sondakh et al., 2023). However, GDP has limitations
because it does not include non-monetary aspects such as unpaid labor, black market activity, or qualitative
dimensions such as community happiness, and does not measure the quality of growth such as environmental impact.
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GDP growth and economic growth are generally driven by Capital and Technology Improvements, Higher Labor
Productivity, Population Increases that serve as a stimulus for capital investment (von Weizsdcker & Kramer, 2021),
Public Investment that triggers multiplier effects (Carvalho et al., 2024), and Institutional Quality that includes the
legal system, property rights, infrastructure, and political stability (Arif & Arif, 2023).

Fiscal independence

Regional fiscal independence fundamentally refers to a local government's capacity to finance government
activities, development, and public services by relying entirely on revenues derived from its internal resources,
thereby minimizing dependence on external assistance, whether from the central government or loans
(Miftahurrohman & Prasetya, 2024). This independence reflects the ability to self-finance, where the local
government can manage locally generated resources to support development and provide the best services to the
community (Kusumawardani & Iswara, 2025). The main dimension of fiscal independence is seen in the role of
Regional Original Revenue (PAD), which indicates the extent to which a local government is able to finance its
activities with its own collected revenue (Kusumawardani & Iswara, 2025). Ideally, PAD should be the largest
component in mobilizing operational funds for regional government implementation (Yuandina & Inayati, 2024).
Therefore, this independence is achieved by reducing dependence on transfer funds from the central government
(Astiza et al., 2024), where the lower a region's dependence on the central government, the higher its level of
independence (Adhim et al., 2023).

Efforts to achieve fiscal independence are heavily influenced by optimizing the components of Regional
Original Revenue (PAD), which specifically include regional taxes, regional levies, proceeds from the management
of separated regional assets, and other legitimate PAD (Astiza et al., 2024). This fiscal independence is a crucial
pillar within the framework of regional autonomy, which grants local governments the rights, authority, and
obligations to manage their own affairs (Adhim et al., 2023), and has implications for increasing capital expenditure
allocation, financial sustainability, and encouraging the maximization of local revenue potential (Kusumawardani &
Iswara, 2025; Ernawati & Prasetya, 2024; Adhim et al., 2023).

Hypothesis Development

H1: Government debt has a positive effect on the budget deficit.
H2: Economic growth has an impact on the budget deficit

H3: Fiscal independence has a positive effect on the budget deficit.

UTANG
PEMERINTAH
(X1)

PERTUMBUHAN DEFISIT
EKONOMI H2 > ANGGARAN

H3

FISKAL

KEMANDIRIAN
(X3)

Gambar 3. 1 Kerangka Konseptual Penelitian

METHOD

This research is a quantitative study with an explanatory approach that aims to explain the influence of
Government Debt, Economic Growth, and Fiscal Independence on Budget Deficits at the district/city level in Bali
Province. The research design is causal to identify the cause-and-effect relationship between the independent

variables (Government Debt, Economic Growth, and Fiscal Independence) and the dependent variable (Budget
Deficit).
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The research population comprised all district/city governments and the Bali Provincial Government,
comprising eight districts, one city, and one province, totaling 10 local governments. The entire population was
sampled (census) due to its limited number and complete data availability for the 2020-2024 fiscal year period,
resulting in a total sample of 50 units (10 x 5). The research variables consisted of three independent variables:
Government Debt (X1), Economic Growth (X2), and Fiscal Independence (X3), and one dependent variable: Budget
Deficit (Y). The data used are quantitative data in the form of Regional Government Financial Reports and GRDP
data published by the Central Statistics Agency. The data sources are external secondary data obtained from the
Audit Report of the Supreme Audit Agency of Bali Province Representative and publications of the Central Statistics
Agency. The data collection method uses non-participant observation through Regional Government Financial
Reports, Audit Reports of the Supreme Audit Agency of Bali Province Representative, and GRDP data from the
Central Statistics Agency. The data are arranged in panel data form (cross-section and time-series) using Microsoft
Excel and processed with SPSS.

Data analysis used multiple linear regression which includes descriptive statistics, classical assumption tests,
and hypothesis tests. Descriptive statistics are used to describe data through the average (mean), maximum,
minimum, mode, and standard deviation values. Classical assumption tests include normality tests using PP Plot and
Kolmogorov-Smirnov graphs, heteroscedasticity tests using Scatterplott, Glejser, and Spearman's Rho, and
multicollinearity tests. Multiple linear regression analysis is used to model the relationship between the dependent
and independent variables. Hypothesis testing is carried out using the t-test to determine the partial effect of each
variable, while the coefficient of determination test (Adjusted R?) is used to measure the model's ability to explain
the dependent variable.

RESULTS AND DISCUSSION

Bali Province is an archipelago in Indonesia located east of Java Island and west of Lombok Island, with
Denpasar City as its capital and largest city. Demographically, the population of Bali Island reached 4,275,894 in
2024. Known internationally as the Island of the Gods, Bali has unique characteristics where the life of the krama
(society) and its culture are closely integrated with customs, religion, artistic traditions, and noble local wisdom.
Behind its beauty and tourism potential, the management of the regional budgets (APBD) of all regencies/cities in
Bali Province faces significant challenges in maintaining fiscal stability, particularly related to the budget deficit
phenomenon. Throughout the period of 2020 to 2024, the dynamics of the fiscal deficit in this region experienced
very complex fluctuations due to economic shocks. The impact of the COVID-19 pandemic at the beginning of the
period crippled the tourism sector, which is Bali's core economy, thus triggering a drastic decline in Regional
Original Income (PAD) amidst soaring needs for healthcare spending. Entering the post-pandemic phase until 2024,
budget management challenges shift to accelerating economic recovery, improving tourism infrastructure, and
financing leading sectors such as agriculture and culture. The high pace of regional spending, disproportionate to the
normalization of regional revenues, has widened the fiscal gap, forcing local governments in all regencies/cities
across Bali to rely on alternative financing sources, including borrowing, to cover the resulting budget deficit.

Description of Research Variables
The budget deficits in Bali Province and its regencies/cities fluctuate annually. More details on the budget
deficits for Bali Province and its regencies/cities are presented in Table 5.1.
Table 5.1 1Province and Regency/City Budget Deficit 2020-2024 (Billion Rupiah)

No Province/District/City 2020 2021 2023
1 Bali 831,825 1,907,855 1,945,341 683,933 919,665
2 Badung 159,844 308,161 155,624 1,064,355 739,611
3 Bangli 56,917 140,122 178,524 39,855 1,306
4 Buleleng 71,432 59,551 56,390 49,925 62,113
5 Denpasar 233,301 304,102 367, 347 413,363 476,611
6 Gianyar 384,642 474,243 39,701 144,926 166,380
7 Jembrana 75,751 98,359 127,754 91,790 68,752
8 Karangasem 102,824 109,908 115,688 119,799 187,095
9 Klungkung 40,949 182,995 161,696 55,825 64,041
10 Tabanan 14,608 156,607 41,890 27,523 3,193

Source: Regional Government Financial Report for 2020 to 2024

Published by Radja Publika

openg) access 7251



THE EFFECT OF GOVERNMENT DEBT, ECONOMIC GROWTH, AND FISCAL INDEPENDENCE ON BUDGET
DEFICIT IN LOCAL GOVERNMENTS IN BALI PROVINCE
I Gede Wiprada Pasupati et al

Table 5.1 shows that Bali Province had the largest budget deficit from 2020 to 2024, while Bangli Regency had the
smallest deficit in 2024, amounting to Rp 1,306,298,802.69.

Government debt from 2020 to 2024 in Bali Province and regencies/cities has continued to increase every year except
for Gianyar, Bangli, Buleleng, and Tabanan regencies, while Badung and Bali province have experienced
fluctuations.

Table 5.2 2of the Bali Provincial Government and Regencies/Cities 2020-2024 (Billion Rupiah)
No Province/District/City 2020 2021 2022 2023 2024 |

1 Bali 160,015 1,426,567 1,918,450 2,316,395 1,563,448
2 Badung 64,320 132,529 168,857 249,589 186,737
3 Bangli 23,311 49,250 100,607 170,059 125,662
4  Buleleng 28,888 95,497 40,804 95,409 106,899
5 Denpasar 25,045 50,718 22,610 46,202 61,413
6 Gianyar 432,784 826,476 723,196 562,196 468,619
7  Jembrana 10,259 43,468 10,770 47,923 36,243
8 Karangasem 42,615 47,633 34,870 62,466 43,407
9  Klungkung 28,478 42,986 98,017 128,943 105,527
10 Tabanan 54,178 255,809 160,442 230,052 180,229

Source: Regional Government Financial Report for 2020 to 2024

Based on Table 5.2, it can be explained that the Regency/City and Province of Bali with the largest government debt
is Gianyar Regency in 2024 amounting to Rp. 468,619,480,374.78 and Jembrana Regency has the smallest
government debt in 2024 amounting to Rp. 36,243,175,478.00.

The economic growth of the regencies/cities and province of Bali from 2020 to 2024 fluctuated, where in 2020 and
2021 each regencies/cities and province of Bali experienced a decline in economic growth, even to the point of
negative economic growth caused by Covid-19, but starting from 2022 to 2024, economic growth began to increase.

Table 5.3 3Growth of Bali Province and Regencies/Cities 2020-2024 (Percentage)

No Province/District/City 2020 2021
1  Bali -6.17 -1.98 293 3.56 4.94
2  Badung -4.98 -0.65 2.98 3.65 4.98
3 Bangli -16.55 -6.74 9.97 11.29 5.94
4  Buleleng -8.39 -1.05 4.04 5.06 5.47
S  Denpasar -6.38 -0.23 3.12 4.70 5.08
6  Gianyar -4.10 -0.33 2.80 3.50 4.54
7  Jembrana -4.49 -0.56 2.58 3.10 4.33
8 Karangasem -5.80 -1.27 3.11 3.64 5.04
9  Klungkung -9.44 -0.92 5.02 5.69 5.55
10  Tabanan -9.34 -2.46 4.84 5.71 5.48

Source: BPS Bali Province 2025
Based on Table 5.3, it can be explained that the economic growth of each district/city and province of Bali fluctuates,
contractionary growth occurred in 2020 and 2021, the highest contraction occurred in Bangli district, namely -16.55
percent, while the highest economic growth occurred in Bangli district in 2023 at 11.29 percent.
The fiscal independence of each Regency/City in Bali province from 2020 to 2024 fluctuated, ranging from 0.12
percent in Bangli Regency in 2020 to the highest fiscal independence in 2023 in Badung Regency, which was 6.95
percent.
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Table 5.4 4Independence of Bali Province and Regencies/Cities 2020 - 2024 (Percentage)

Province/District 2020 2021
1 Bali 1.16 1.11 1.91 2.16 2.42
2  Badung 242 2.02 4.12 6.95 6.75
3  Bangli 0.12 0.17 0.15 0.21 0.20
4  Buleleng 0.20 0.25 0.25 0.27 0.26
5  Denpasar 0.65 0.71 0.74 0.94 1.14
6  Gianyar 0.48 0.40 0.69 1.41 1.31
7  Jembrana 0.16 0.22 0.19 0.25 0.18
8  Karangasem 0.19 0.21 0.24 0.30 0.31
9  Klungkung 0.26 0.30 0.37 0.34 0.40
10 Tabanan 0.22 0.26 0.32 0.34 0.35

Source: Regional Government Financial Report for 2020 to 2024

Based on Table 5.4, it can be explained that the highest fiscal independence occurred in Badung Regency,
followed by Bali Province, while the lowest fiscal independence of the 9 regencies/cities and Bali Province was
Bangli Regency with a value of 0.12 percent in 2020 and in 2024 had a fiscal independence value of 0.20 percent.

Inferential Analysis

Based on the description of the research results above, the researcher continued the data analysis using a
multiple linear regression model. This analysis aims to determine the effect of the independent variables, namely
government debt (X1), economic growth (X2), and fiscal independence (X3) on the dependent variable, namely the
fiscal deficit of districts/cities and Bali Province (Y). Statistical tests used to prove the research hypothesis include
partial tests (t-test) and simultaneous tests (F-test). Data processing was carried out using the SPSS (Statistical
Package for the Social Sciences) Version 24 program, which is a comprehensive and flexible software system for
statistical analysis and data management.

Classical assumption test

The test used to test that the data and regression line equation obtained are linear or BLUE (best linear unbiased
estimator) and can be used (valid) to find forecasts and estimates, before moving on to the hypothesis test, a classical
assumption test will be carried out, namely the normality test, multicollinearity test, autocorrelation test and
heteroscedasticity test.

1. Normality test

The normality test is a classic assumption test used to determine whether the obtained regression model has
normally distributed residuals. A good regression model is one where the residuals are normally distributed. To
determine whether research data is normally distributed, look at normal probability plots. This test is performed by
observing the distribution of data points relative to the diagonal line on a histogram .

Table 5.5 5Test
One-Sample Kolmogorov-Smirnov Test
Government Deficit (Y) | Economic Fiscal
Debt (X1) Growth (X2) Independence
(X3)
N 50 50 50 50
Normal Mean 25.3380 25.5111 3.5560 1.0888
Parameters *° Standard 1.63857 1.61030 3.11737 1.66203
Deviation
Most Extreme | Absolute .144 .146 .184 286
Differences Positive .093 .091 182 281
Negative -.144 -.146 -.184 -.286
Test Statistics .144 .146 .184 286
Asymp. Sig. (2-tailed) .011°¢ .089 ¢ 100 ¢ .090 ©
a. Test distribution is Normal.
b. Calculated from data.
c. Lilliefors Significance Correction.
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Source Appendix 2
Based on the results of the One-Sample Kolmogorov-Smirnov test in Table 5.6, the significance value (Asymp. Sig.
2-tailed) for the deficit variable (Y) was 0.089, economic growth (X2) was 0.100, and fiscal independence (X3) was
0.090. These three variables have a significance value greater than the 5% error level (o = 0.05), so it can be
concluded that the data for variables Y, X2, and X3 are normally distributed. Meanwhile, the government debt
variable (X1) shows a significance value of 0.011.

2. Multicollinearity test

The multicollinearity test aims to test whether the regression model finds a correlation between independent
variables. To test for multicollinearity by looking at the VIF value and tolerance value of each independent variable,
if the VIF value < 10 and the tolerance value > 10. Based on the results of the data analysis, the folerance value and
VIF value can be known from the results of the SPSS analysis, the meaning of these numbers is:

Model Tolerance VIF
1 (Constant)
Government Debt (X 1) .883 1,182
Economic Growth (X ») .891 1,122
Fiscal Independence (X 3) 979 1,021

Source: Appendix 2

a. tolerance and VIF values for government debt are 0.883 and 1.182, which means that the variable X;does not
experience symptoms of malticolinearity, because the tolerance value is greater than 0.10 or (0.883 > 0.10) and
the VIF value is less than 10 (1.182 < 10).

b. tolerance and VIF values for economic growth are 0.891 and 1.122, which means that the variable X,does not
experience multicollinearity symptoms, because the tolerance value is greater than 0.10 (0.891 > 0.10) and the
VIF value is less than 10 (1.122 < 10).

c. tolerance and VIF values for fiscal independence are 0.979 and 1.021, which means that the variable X3does not
experience multicollinearity symptoms, because the tolerance value is greater than 0.10 (0.979 > 0.10) and the
VIF value is less than 10 (1.021 < 10).

3. Heteroscedasticity test

The heteroscedasticity test aims to determine whether there is unequal variance in the residuals from one
observation to another in a regression model. There are several methods for conducting a heteroscedasticity test. This
study uses a plot graph. The following is a histogram of the data used in this model. This histogram shows whether
one observation is identical to another. A good regression equation is homoscedastic, while a poor one is
heteroscedastic.

Scatterplot
Dependent Variable: Defisit (Y)
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Figure 5.1 1of Heteroscedasticity Test Data Processing Results
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Based on the histogram above, it can be seen that the points resulting from data processing are spread out and
do not have a particular pattern, so it can be concluded that the multiple linear regression equation model obtained
does not show symptoms of heteroscedasticity.

4. Autocorrelation test
The autocorrelation test is the correlation between observation elements. Autocorrelation problems in a model
indicate a correlation between the confounding error in period t and the confounding error in period t-1 (previous)
within a single model. This phenomenon can be detected through the Durbin-Watson test, which is used to determine
the presence or absence of autocorrelation in a regression model. If autocorrelation occurs, the equation becomes
invalid or unsuitable for use as a prediction. According to Wirawan (2009), the Durbin-Watson test is used to
determine the presence or absence of autocorrelation symptoms, with the following provisions:
a. Positive autocorrelation symptoms occur if the Durbin-Watson value is below -2 (Durbin-Watson < -2).
b. Negative autocorrelation symptoms occur if the Durbin-Watson value is above 2 (Durbin-Watson > 2).
c. There is no autocorrelation symptom if the Durbin-Watson value is between -2 and 2 (-2 < Durbin-Watson < 2).

Based on the calculation results, the DW value is 1.851, meaning that this value is at a point where there are no
autocorrelation symptoms because the Durbin-Watson value is between -2 and 2 (-2 < Durbin-Watson < 2) or (-2 <
1.851 <2).

Multiple Linear Regression Analysis

The analysis model in this study uses multiple linear analysis, namely to analyze the effect of government debt
(X1 y, economic growth (X2 ) and fiscal independence (X3 ) on the Deficit (Y) Budget Deficit in Regional
Governments in Bali Province from 2022 to 2024. In addition to knowing the magnitude of the influence of the
independent variables on the dependent variable, the next step is to test whether the influence of the independent
variables on the dependent variable is significant, both partially and simultaneously.
Table 6Summary of SPSS Analysis Calculation Results

Model Unstandardized Standardized t Sig.
Coefficients Coefficients
B Std. Error Beta
1 (Constant) 5.124 1,281 4,001 .000
Government Debt (X1) 791 .049 .805 16,010 .000
Economic Growth (X2) -.020 .026 -.039 -.783 437
Fiscal Independence (X3) -.387 .046 -.399 -8,365 .000

Source: Appendix 2 SPSS Data Processing

Based on the results of the multiple linear regression analysis in Table 5.6 above, the following multiple linear
regression model equation can be obtained:

Y =5.124+0.791X ;- 0.020X >- 0.387X 3

Based on the multiple linear regression model equation above, each regression coefficient can be explained as
follows:

1. The value of B o (constant) of 5.124 means that the average Budget Deficit in the Regional Government in Bali
Province from 2022 to 2024 is 5.124 percent with the assumption that the variables of government debt (X 1),
economic growth (X ») and fiscal independence (X 3 ) are equal to zero.

2. The B 1 vawe of government debt of 0.791 means that if government debt increases by one percent, the Budget
Deficit in the Regional Government in Bali Province from 2022 to 2024 will increase by 0.791 percent, assuming
other variables remain constant.

3. The B2 value of economic growth of -0.020 means that if economic growth increases by one percent, the Budget
Deficit in the Regional Government in Bali Province from 2022 to 2024 will decrease by -0.0020 percent,
assuming other variables remain constant.

4. The B 3 vawe of fiscal independence of -0.387 means that if fiscal independence increases by one percent, the
Budget Deficit in the Regional Government in Bali Province from 2022 to 2024 will decrease by -0.387 rupiah
, assuming other variables remain constant.

Model Fit Test
The F test is used to assess the overall feasibility of the regression model ( overall model fit ). Based on the
results; the F test analysis ratio is 134.085 with a significance level of 0.000. The significance value is much smaller
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than the real level a = 0.05 (0.000 < 0.05). This means that the research model used in this study is appropriate or
fit.

Hypothesis Testing

A partial significance test (t-test) is conducted to examine the partial influence of independent variables on
the dependent variable, assuming other independent variables are held constant. This study partially examines the
effects of government debt (X1), economic growth (X2), and fiscal independence (X3) on the Budget Deficit in the
Regional Government of Bali Province from 2022 to 2024 (Y). The t-test is conducted by examining the significance
level < 0.05, then drawing conclusions. The t-test results show: Government Debt (X1) has a positive and significant
effect on the Budget Deficit (t-count 16.010; p-value 0.000 < 0.005; 1 = 0.791) so that H1 is accepted. Economic
Growth (X2) does not have a significant effect on the Budget Deficit (t-count -0.783; p-value 0.437 > 0.005; B2 = -
0.020) so that H2 is rejected. Fiscal Independence (X3) has a negative and significant effect on the Budget Deficit
(t-count -8.365; p-value 0.000 < 0.005; B3 =-0.387) so that H3 is accepted.
Multiple determination coefficient test (R2)
The collective relationship between these three independent variables is reinforced by the coefficient of
determination (Adjusted R2) of 0.891. This figure indicates that 89.1% of the variation, or fluctuations, in the
regional budget deficit in Bali Province can be explained simultaneously by debt conditions, economic growth rates,
and the region's fiscal independence capacity. Meanwhile, the remaining 10.9% is influenced by factors outside the
linear model estimated in this study Theoretically and practically, in the context of public financial management, the
results of this simultaneous test confirm that the budget deficit phenomenon cannot be viewed as the result of a single
factor. Financing policies through regional loans or debt, the capacity of the regional original revenue (PAD)
structure, reflected in fiscal independence, and local macroeconomic dynamics interact systematically to influence
the fiscal space of the regional budget (APBD).

Discussion
The Impact of Debt on the Budget Deficit

This study found that government debt positively impacted the budget deficit in local governments in Bali
Province. This means that as government debt increases, the budget deficit in Bali Province increases from 2022 to
2024.—In the economics and fiscal policy literature, these findings have several profound interpretations regarding
the government's financial health. First, the debt overhang effect is occurring . This finding indicates that debt levels
may have reached a point where they limit the government's flexibility to engage in productive spending (Anus et
al., 2025) . The government is forced to continue deficit financing due to high past liabilities.

Second, the government is trapped in a vicious cycle ( deficit-debt spiral ). These results provide empirical
evidence of a mutually reinforcing cycle between debt and deficit. Accumulated debt forces the government to incur
greater costs to service it, ultimately sucking up a significant portion of state revenue and creating a new, larger
deficit (Anus et al., 2025; Ubi et al., 2024) . This condition creates a recurring deficit-debt cycle: persistent deficits
lead to debt accumulation, and debt accumulation reinforces the cycle by increasing interest obligations, further
exacerbating the fiscal imbalance (Kasongo, 2023). Dependence on debt without a commensurate increase in state
revenue has narrowed the government's fiscal space (Anus et al., 2025) .

The most prominent driving factor behind the widening deficit due to debt is the cost of interest payments and
principal repayments on the debt itself (Anus et al., 2025) . Furthermore, research by Anus et al. (2025) also found
that in countries with high debt, a significant portion of government revenue is siphoned off solely to pay interest on
loans. Because the debt repayment portion is so large, the government lacks funds to finance essential development
expenditures, forcing it to borrow again to cover the shortfall (Nauman & Ahmad, 2024b) . Government debt should
be able to increase state revenue if allocated to projects that grow the economy. However, if accumulated debt is not
allocated efficiently (for example, leaking due to corruption, or allocated to unproductive spending), it will not
generate economic growth or additional tax revenue in the future (Anus et al., 2025) . As a result, debt continues to
grow while the government's capacity to service it (from revenue) remains stagnant, directly worsening the deficit.
This finding provides policy implications that the government needs to undertake fiscal consolidation, such as
expanding the tax revenue base and ensuring that debt funds are actually allocated to productive investments, to
break the debt-deficit cycle.
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The Impact of Economic Growth on Budget Deficit

The research results show that Economic Growth (GDP) has a negative but insignificant partial effect on the
fiscal deficit. This finding suggests that high or low economic growth does not affect the Budget Deficit in Regional
Governments in Bali Province from 2022 to 2024 A negative trend means that theoretically, when economic growth
increases, the fiscal deficit tends to decrease (Prassoga & Soebagiyo, 2025) . This aligns with Keynesian theory,
where an increase in Gross Domestic Product (GDP) indicates increased economic activity, which in turn generates
greater tax revenue for the government. With higher revenues, the government has more resources to cover budget
shortfalls (reducing the deficit).

Although negative, it is partially insignificant, meaning that economic growth, on its own, is not strong enough
to be the primary determinant of budget deficit reduction (Prassoga & Soebagiyo, 2025) . This means that even if
the economy is growing well, this does not automatically or immediately guarantee that the country's fiscal deficit
will shrink significantly. These results demonstrate that the fiscal deficit is a product of a complex economic
ecosystem. Economic growth will only show its impact on the deficit if it interacts with other macroeconomic
variables (such as the exchange rate, foreign exchange reserves, inflation, or government debt) (Prassoga &
Soebagiyo, 2025) .

Budget deficits are often driven more by the government's own fiscal policy choices than by GDP. For example,
even when GDP is rising and state revenues are increasing, the government may consciously decide to increase
spending even more for social or economic reasons, such as providing subsidies, financing aid programs, or building
large infrastructure projects (Prassoga & Soebagiyo, 2025) . As a result of this deliberate increase in spending, the
budget deficit will persist or not significantly decrease even when the economy is growing. Similar evidence is also
found in developed countries, such as a study of 27 European Union member states, which found no significant
impact of GDP growth on budget balance (Abanikanda et al., 2023).

Increasing GDP should lead to tax increases to cover the deficit. However, in many developing countries, tax
systems are often problematic due to high levels of tax evasion, a vast informal economy, and inefficient tax
collection administration (Anus et al., 2025) . As a result, high economic growth fails to translate into commensurate
state revenue, forcing governments to continue relying on deficit financing (debt) to fund their spending. The
structure of government spending in developing countries is often highly inflexible , dominated by routine mandatory
payments, such as civil servant salaries, energy subsidies, social assistance, and interest payments on past debt (Anus
et al., 2025) . When the economy grows and revenues increase, these funds are often immediately siphoned off to
finance these already bloated mandatory expenditures. As a result, fiscal space does not increase, and the budget
deficit does not significantly decrease.

The Influence of Economic Independence on Budget Deficit

This study found that economic independence negatively impacts the budget deficit. This finding suggests that
increased economic independence can reduce the budget deficit in the Bali Province Regional Government from
2022 to 2024. These results indicate that the regional government has successfully implemented the essence of
regional autonomy, namely having the capacity to self-fund government affairs, development, and public services
without having to borrow money or allowing the budget to run a deficit. These findings indicate that regions with
high levels of independence have a significantly lower risk of experiencing financial distress . These regions are
considered to have sufficient fiscal capacity to meet their obligations sustainably (Kusumawardani & Iswara, 2025)
. Fiscal independence that reduces the deficit is clear evidence that local governments are able to maintain and
improve community welfare without burdening future generations with past debts (Ernawati & Prasetya, 2024;
Miftahurrohman & Prasetya, 2024) .

Regional financial independence is measured by the proportion of Regional Original Income (PAD) compared
to total revenue (Kusumawardani & Iswara, 2025; Miftahurrohman & Prasetya, 2024) . Budget deficits generally
occur due to the failure of local governments to achieve revenue targets while spending continues (Amirullah et al.,
2024) . Therefore, regions that continue to stimulate regional tax and levy revenues (high independence) will have
sufficient cash availability at the end of the year, so that the gap between revenue and spending (deficit) can be
significantly closed (Kusumawardani & Iswara, 2025) . Empirically, an increase in PAD has a direct impact on
reducing the deficit.

Many regional deficits occur suddenly due to cuts, delays, or rationalization of Transfer Funds (such as the
General Allocation Fund (DAU) and Special Allocation Fund (DAK) from the central government due to
macroeconomic shocks (e.g., during the pandemic) (Handraini et al., 2024; Insani et al., 2023) . Regions with a high
level of independence are less vulnerable to these external shocks. Because they have a strong "cushion" of local
revenue (PAD), they will not immediately fall into a deficit when central funding is reduced (Handraini et al., 2024;
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Kusumawardani & Iswara, 2025) . Independent regions have greater flexibility in developing priority programs
because their funds are not tied to specific requirements (as is the case with DAK funds from the central government)
(Handraini et al., 2024) . This flexibility allows regions to align their expenditures proportionally with their projected
revenues, thus maintaining a balanced or even surplus budget (Kusumawardani & Iswara, 2025) .

This significant result also implicitly demonstrates that the increase in local revenue (PAD) in your sample
regions was accompanied by budget discipline. This means that local governments did not respond to the increase in
revenue by excessively spending on operational expenses. Fund allocation was directed more toward productive
investments and capital expenditures, thus maintaining financial health and avoiding deficits (Kusumawardani &
Iswara, 2025)  Fiscal independence acts as a lifeline, effectively reducing budget deficits. High levels of
independence (through optimizing local revenue (PAD) free regions from dependence on central government
funding, provide flexibility to manage spending within cash capacity, and significantly protect local governments
from the risk of financial distress . In short, high levels of financial independence serve as a strong fiscal buffer,
although its effectiveness depends heavily on the productive allocation of PAD within regional spending patterns
(Syarifudin & Suwandi, 2025).

CONCLUSION

Government debt has a positive impact on the budget deficit in the Bali Provincial Government from 2022
to 2024. This indicates that as government debt increases, the budget deficit in the Bali Provincial Government will
also increase. This condition indicates a debt overhang effect that limits regional fiscal flexibility due to high past
obligations. Furthermore, regional governments tend to be trapped in a vicious cycle of debt (deficit-debt spiral),
where the accumulation of past debt increases interest and principal repayments, which drain regional revenues,
forcing the government to again finance the deficit through new debt. Economic growth had no effect on the budget
deficit in the Bali Provincial Government from 2022 to 2024. This indicates that high or low economic growth (GDP)
alone is not strong enough to be a major determinant in significantly reducing or reducing the regional budget deficit.
This proves that the fiscal deficit is driven more by government spending policy choices (such as expansionary
spending on subsidies or infrastructure) than by GDP itself. Furthermore, structural issues such as inefficient tax
administration and a rigid (inflexible) regional expenditure structure mean that additional revenue from economic
growth is immediately siphoned off to finance mandatory routine spending, thus failing to significantly reduce the
deficit. Economic independence negatively impacted the budget deficit in Bali Province's regional governments from
2022 to 2024. This indicates that the higher a region's economic independence, the lower the budget deficit. This
indicates that optimizing Regional Original Revenue (PAD) can provide sufficient cash to cover spending gaps. This
strong fiscal independence serves as a fiscal buffer that protects regions from external shocks—such as cuts in central
government transfer funds—and also reflects budget discipline, where revenue increases are balanced by productive
and efficient spending allocations.
Suggestion

The government needs to optimize debt management by ensuring that debt is used for productive projects
and to increase regional revenues. Focus on government spending efficiency to reduce reliance on debt and improve
debt repayment capacity. Increase regional original revenue (PAD) by developing local economic potential and
increasing regional taxes, accompanied by regular monitoring and evaluation of debt use and its impact on the budget
deficit. Optimize economic growth through the development of the tourism and creative industries sectors, encourage
economic diversification, invest in infrastructure, and ensure government spending is aligned with economic growth
and supports long-term growth. Encourage increased fiscal independence by optimizing local revenue (PAD)
through effective taxes and levies, efficient government spending, development of local economic potential, and
transparent and accountable financial management. Further research can be conducted with an in-depth analysis of
the structure of regional expenditure, particularly the composition of routine operational expenditure and
capital/infrastructure expenditure as moderating variables to prove the types of expenditure that are most vulnerable
to causing deficit traps. In addition, further research can include other macroeconomic and institutional variables,
such as inflation, foreign exchange reserves, exchange rates, and institutional quality, including the level of
efficiency of tax collection administration, to explain the remaining variation in the budget deficit outside the
research model.
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