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 Income inequality is a serious challenge facing the world, 

including Indonesia. This study aims to analyze the factors 

affecting income inequality in Indonesia from 2014 to 2023, 

using panel data from 34 provinces. The random effect model 

(REM) regression method assesses the impact of economic, 

social, and geographic variables on income distribution. The 

results show that economic growth significantly impacts 

inequality, while GRDP per capita and domestic investment 

have a significant negative impact. Factors such as 

population and education also have a positive effect on 

inequality, while poverty has no significant effect. The results 

support the Kuznets Curve hypothesis, which states that 

inequality increases in the early stages of development, 

increased equitable investment, and access to education as 

efforts to reduce income inequality. By promoting inclusive 

growth this study contributes to a deeper understanding of 

the dynamics of inequality in Indonesia. 

 

Keywords:  

Income inequality, Economic 

Growth, GRDP Per Capita, 

Population, Education, Poverty, 

Domestic Investment, and 

Regional Minimum Wages. 

 

 

INTRODUCTION 

Income inequality is a global challenge that threatens economic stability and 

hinders development. The issue has been prioritized in the 2030 Agenda for Reducing 

Inequality due to its far-reaching implications for social and economic transformation 

(Acheampong et al., 2021; Kavya & Shijin, 2020; Vo et al., 2023). Based on data from 

the World Inequality Database for 2023, the distribution of national income taken by the 

richest 10% of the population in different countries, where red indicates very high 

inequality (a larger share of income is held by the richest 10% group) and yellow indicates 

lower inequality. The distribution of income inequality shown in the map below provides 

a clear picture of the variation in inequality across different regions of the world, which 

is often linked to structural differences in economies, policies, and social systems. 

mailto:ysuntra@gmail.com1
mailto:fikrihadi@umri.ac.id2
mailto:m.hidayat@umri.ac.id3
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Fig 1 :10% of the Richest Group Holding National Income 

Source  : World Inequality Database 

Latin America and some African countries highlighted in red have very high levels 

of income inequality. Asia also has relatively high levels of income inequality, as seen in 

several regions, particularly South Asia, Southeast Asia (ASEAN), and the Middle East. 

ASEAN, a region consisting mostly of developing countries, also faces similar problems. 

Inequality conditions in ASEAN are still relatively high (Suratman et al., 2022) because 

the financial system and international trade among countries in the ASEAN region have 

not been able to provide equal benefits to increase income or reduce inequality, income 

inequality in ASEAN is a complex and serious issue, especially given the significant gap 

between high and low-income groups and the large number of people living below the 

poverty line. Although some countries in the region have experienced improvements in 

economic growth, income inequality remains a major challenge. Gini index data released 

that there are large differences in income between different areas and social groups 

(Anasta & Sylviana, 2024). 

In Indonesia, income inequality is still a serious problem that hinders inclusive 

growth. Based on data from Badan Pusat Statistik (BPS), Indonesia’s Gini ratio index has 

tended to fluctuate over the past 10 years, indicating that income inequality in various 

provinces is still high despite efforts to accelerate equitably development. 

 

Fig 2  : Indonesia's Gini Ratio Index 

Source  : (BPS, 2024) 
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Income inequality in Indonesia is not only between individuals, but also between 

regions. Based on the data presented in (Panggarti et al., 2022), it is shown that 

government spending varies between islands in Indonesia and tends to be concentrated in 

Java and Sumatra. The difference in spending will have an impact on uneven develompent 

between regions, which can trigger inequality between regions. This has the potential to 

worsen social conditions, such as increased poverty and limited economic opportunities 

in remote areas, which in turn can hinder overall national development. 

Previous studies have shown that income inequality in Indonesia is caused by 

various factors such as differences in education, poverty, wage rates, and investment 

(Baskoro et al., 2024; Janah, 2022; Maesza et al., 2022; Nursahid & Mintarti, 2018). The Kuznets 

Curve, which states that inequality often increases in the early stages of development 

before decreasing at a certain stage, provides an important theoretical basis for 

understanding the dynamics of income inequality in developing countries such as 

Indonesia (Ananda & Prabowo, 2021). In additions, factors such as technological change 

and urbanization also affect inequality by widening the gap between urban and rural areas. 

In the past 10 years, the income inequality index in Indonesia has been fluctuating, 

which indicates that the government’s policy in addressing inequality in Indonesia is 

inappropriate. Tharefore, this study was conducted to look at the decade 2014-2023. This 

study also uses panel data covering 34 provinces in Indonesia to assess the influence of 

economic, social and geographic factors on income distribution. Therefore, in 

understanding these factors. It is expected to provide more appropriate policy 

recommendations to reduce income inequality in Indonesia and support more inclusive 

and sustainable development. This study also aims to analyze the extent of Indonesia’s 

position in the Kuznets Curve. 

 

LITERATURE REVIEW 

Income Inequality 

Income Inequality is the unequal distribution of income in society, which affects 

social welfare, economic development, and sociopolitical stability (Weber, 2024). 

Inequality is exacerbated by globalization and technological automation, which favor 

highly skilled worked (Acemoglu & Restrepo, 2019). India, for example, faces a major 

challenge due to growing economic inequality, which often results in low or no wages for 

unskilled workers (Akshita Sheoran, 2024). Kuznets theory explains that inequality 

increases in the early stages of industrialization due to labor migration to urban sectors, 

but decreases in later stages due to income retribution, inclusive policies, and equitable 

access to education (Yusuf et al., 2021). To address inequality, retributive policies such 

as progressive taxation are needed to create a more inclusive system (Weber, 2024). In 

(Azam & Raza, 2018a) describes the Kuznets Curve as follows. 
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Fig 3: "Inverted U" Kuznets Curve 

Source :(Azam & Raza, 2018b) 

Empirical studies in Thailand show that the theory does not always apply nationally, 

but is quite relevant in certain regions such as the North and Northeast (Maneejuk et al., 

2021). In the Indonesia context, Kuznets theory can be used to analyze the relationship 

between economic growth and income inequality. 

Economic Growth 

Economic have long belivied that economic growth solves the problem of 

inequality and poverty. Early literature dating back to Kuznets (1955) assumsed that 

sustained economic growth would eventually lead to lower levels of income inequality 

(Kuznets hypothesis) (Hidayat & Karimi, 2020). Economic growth is often criticized for 

not always reflecting real living standards (Piętak, 2014). Kuznets’ theory suggests that 

growth can sustainably reduce income inequality (Nunoo et al., 2024). The relationship 

between economic growth and income inequality is influenced by the stage of 

development on the Kuznets Curve. If only high-income groups benefit from growth, 

inequality will increase (Rahmawati et al., 2024). Previous research shows mixed results 

on the relationship between economic growth and income inequality. In contrast to these 

findings, another study in Indonesia by (Purusa et al., 2024) found that economic growth 

has a positive relationship and significant effect on income inequality. 

GRDP Per Capita 

GRDP per capita is the result of GRDP divided by population and the average 

income of individuals. High GRDP does not always mean high per capita income, 

depending on the population. An is a measure of the average income of a country’s 

population, calculated by dividing national income by population (Lestari et al., 2024). 

This indicator has a strong impact on income inequality. Based on the research results of 

(Ahmad et al., 2024; Lestari et al., 2024), there is a positive and significant relationship 

between GRDP per capita and income inequality. However, research by (Setiawan et al., 

2024) states that GRDP per capita does not affect income inequality in 34 provinces in 

Indonesia. 
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Population  

Residents are individuals who live in Indonesia for at least 6 months or intend to 

stay ecen if less than that (Al Aqilah et al., 2024). Population affect inequality betweeen 

regions, where rapid population growth without economic equalization can increase 

inequality and reduce per capita income (Chatra et al., 2019). According to the Kuznets 

Curve theory (1955), income inequality increases in the early stages of economic 

development due to economic growth and urbanization, but decreases as the economy 

reaches a more mature stage of development (Lestari et al., 2024). Research by (Purusa 

et al., 2024) found a negative and significant relationship between population and income 

inequality, while research by (Lestari et al., 2024) found a positive and significant 

relationship between the two. 

Education 

Inequality in education also plays an important role in income inequality in India 

(Akshita Sheoran, 2024). The level of education is an organized long-term prosess of 

improving the theoretical and conceptual knowledge of the workforce, especially the 

managerial workforce (Dai et al., 2023). Education play an important role in improving 

productivity, skills, and quality of human resources, thereby contributing to increasing 

national income and reducing economic backwardness (Sari et al., 2021). However, 

unequal education can exacebate inequality, as higher education provides greater earning 

opportunities. One study finds that educational inequality has a significant impact on 

income inequality (Lutfiani & Yuniasih, 2021). However, research in Nigeria (Owolabi 

et al., 2024) finds that education does not have a significant effect on income inequality 

and considers education to be an inappropriate indicator for studying inequality. 

Poverty 

Poverty is state of economic inability to meet the average community standard of 

living, characterized by insufficient income to meet basic needs such a food, clothing, 

and shelter (Dai et al., 2023). People are considered poor if their per capita expenditure is 

below the poverty line (Al Aqilah et al., 2024). Research by (Demand, 2023; Zulkarnain 

& Satrianto, 2023) found that poverty level has a positive and significant effect on income 

inequality. In contrast, research by (Dai et al., 2023) states that poverty has a negative 

relationship with income inequality but no significant effect. 

Domestic Investment (DI) 

Domestic investment as explained in (DPMPTSP, 2023) is an investment activity 

business in the territory of the Republic of Indonesia carried out by domestic investors 

using domestic capital. According to Jhigan (2004) in (Silalahi et al., 2024), the Harrod-

Domar growth theory emphasizes that investment plays a key role in economic growth 

by generating income and expanding production capacity through increashing capital 

stock. Investment is important for economic development because it supports the 

sustainability of economic activity, increases production, and absorbs labor (Hartini, 

2017). However, investment also has the potential to cause income inequality, especially 

when it is concentrated in certain regions (Julihanza & Khoirudin, 2023). Investment, 

both from the private sector (FDI and DI) and the government, promotes regional 

economic growth, but its uneven distribution can exacerbate interregional inequality. 

(Demand, 2023) found in his research that investment has a positive and significant effect 

one income inequality. 
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Regional Minimum Wages 

According to neo-classical economic principles, minimum wage regulation can 

increase income inequality because it creates a wage floor that raises the value of workers’ 

wages (Al Aqilah et al., 2024). Minimum wages levels affect worker morale, firm 

productivity, and production costs. While inequality in regional development can lead to 

improved quality of life, it can also exacerbate income inequality. Minimum wage 

monitoring is needed to support economic justice and reduce income inequality in 

Indonesia (Julihanza & Khoirudin, 2023). Differences in people’s abilities in terms of the 

amount of wages and the fulfillment of capital will further increase the income gap 

(Wijayanti & Putri, 2023). In (Zulkarnain & Satrianto, 2023), wages have a negative and 

significant relationship with income inequality. 

 

METHODOLOGY 

This research method uses a quantitative appoarch, which is based on the 

philosophy of positivism as a scientific method that is concrete, empirical, objective, 

measurable, rational, and systematic (Silalahi et al., 2024). The data used in secondary 

data sourced from the Badan Pusat Statistik (BPS). The following is a description of the 

variables used in this study. 

igr : Income inequality 

pdrb : Economic Growth 

lpdrbpk : GRDP Per Capita 

ljp : Population 

aps : Education 

jpm : Poverty 

ldi : Domestic Investment 

ump : Regional Minimum Wages 

This study uses a combination of time series methods for 10 years (2014-2023) and 

cross-section with 34 provinces in Indonesia. The analysis used in this study is panel data 

analysis, which is data that has both time series characteristics and cross-section 

(Ariefianto, 2012). The regression model used in panel data analysis is the two-way 

model, which considers the time effect or includes variables. According to Basuki, the 

estimation of regression model with panel data can be done through three approaches, 

namely common effect model (CEM), fixed effect model (FEM) and random effect model 

(REM) (Rifkhan, 2022). Based on the results of Chow test, Hausman test and Lagranger 

Multiplier test, REM is selected as the best model. Then, the static equation of the REM 

model in the book (Ariefianto, 2012) is as follows. 

𝑌𝑖𝑡 = 𝛽0 + 𝛽1Xit1 + … + 𝛽kXitk + vit 

 

 

RESULT AND DISCUSSION 

Selection Of The Best Model 

Based on the Chow test results, it is known that the p-value is 0.00 < 0.05, which 

means that the FEM model is better than CEM. After that, the Hausman test was 

conducted to select a model between FEM and REM, the Hausman test results showed a 

p-value 0f 0.92 > 0.05, which means that the REM is better than FEM. To ensure REM 
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is the best choice model, the last test is the Lagranger Model test to determine the model 

between REM and CEM, the result is a p-value of 0.00 < 0.05, which means that the REM 

is better than the CEM. The regression results are shown in Table 1. 

Table 1. 

Summary of Regression Results 

Variabel 

CEM FEM REM 

Coef 
std. 

err 
t prob Coef 

std. 

err 
t prob Coef 

std. 

err 
t prob 

pdrb 4,830 1,010 4,78 0,00  3,820 1,850 2,07 0,03 3,311 1,250  2,65 0,00 

lpdrbk -0,008 0,005 -1,45 0,14 -0,032 0,011 -2,79 0,00 -0,018  0,009 -1,99 0,04 

ljp 0,016 0,002 5,88 0,00 0,002 0,001 1,62 0,10 0,003  0,001 2,16  0,03 

aps 0,001 0,000 3,76 0,00 0,004 0,000 18,91 0,00 0,004  0,000 17,95  0,00 

jpm -3,150 3,770 -0,84 0,40 0,000 9.740 1,70 0,09 4,865  5,540 0,88  0,38 

ldi -0,017 0,001 -6,21 0,00 -0,002 0,000 -2,28 0,02 -0,002  0,001 -2,88  0,00 

ump 9.210 3,990 0,23 0,81 -2,044  2,920 -7.00 0,00 -2,036  2,690 -7.58  0,00 

cons 0,292 0,065 4,44 0,00 0,381  0,120 3,15 0,00 0,256  0,096 2,67  0,00 

R2 0,294 0,610 0,605 

F 0,000 0,000 0,000 

  Uji Chow = 0,000 < 0,05 → FEM Uji Hausman = 0,922 > 0,05 → REM 

 Uji Lagranger Multiplier = 0,000 < 0,05 → REM 

Source: Results of Data Processing (STATA 17)     Legend: * p<0.05; ** p<0.01; *** p<0.001 

Panel Data Regression Result 

To identify the factors affecting income inequality among provinces in Indonesia, panel 

data regression using the REM approach is used. A summary of the regression results is shown in 

Table 1. Based on the result, the regression equation is as follows. 

igr =  0,256 + 3,311 pdrb – 0,018 lpdrbpk + 0,003 ljp + 0,004 aps + 4,865 jpm 

– 0,002 ldi_log – 2,036 ump_log 

Based on the result of regression analysis shown in Table 1, the R2 value is 0.605 indicating 

that the effect of economic growth, GRDP per capita, population, education, poverty, domestic 

investment and regional minimum wages on income inequality is 60,5 %, the rest is influenced 

by other variables outside this study. The result of the F-test in this study is 0.00 as seen from the 

prob value, which means that all independent variables have a simultaneous effect on income 

inequality. For individual analysis, the t-test results show the relationship of each independent 

variable with the dependent variable. 

Economic growth has a significant positive effect on income inequality with a coefficient 

of 3.311 and a prob value of 0.00 < 0.05. this result is consistent with the research (Purusa et al., 

2024) that shows a unidirectional relationship between economic growth and income inequality 

in Indonesia. These results indicate that Indonesia is in the early to middle stage of the Kuznets 

Curve, where the higher the economic growth, the income inequality. Growth is mostly felt by 

developed regions, such as urban areas, while underdeveloped regions, especially rural areas, 

have not benefited significantly. Therefore, policies are needed to equalize the economic benefits. 

GRDP per capita has a significant negative effect on income inequality with a coefficient 

of -0.018 and a prob value of 0.04 < 0.05, which means that an increase in GRDP per capita will 

reduce income inequality. These results are different from the findings of (Sari et al., 2021) and 

(Lestari et al., 2024) which show a significant positive effect on income inequality with a 
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coefficient value of 0.003 and a prob value of 0.03 < 0.05. This result is consistent with the 

research (Lutfiani & Yuniasih, 2021) which indicates that an increase in population is followed 

by an increase in income inequality. Education also has a positive and significant effect on income 

inequality, which can be seen in the coefficient of 0.004 and a prob value of 0.00 < 0.05. 

Poverty has no effect on income inequality in this study. This result is consistent with the 

findings of (Dai et al., 2023) who state that the effect of poverty on income inequality is not 

significant. This finding may occur because social assistance, which is a government program to 

eradicate poverty, has been proven to reduce poverty (Lindiasari & Ramadhani, 2019). Social 

assistance can reduce inflation because people’s purchasing power continues to improve due to 

the social assistance program, which is distributed in cash and in-kind (Agus Triono et al., 2023). 

Social assistance plays a role in reducing poverty by providing a safety net for vulnerable groups, 

thus covering the direct impact of poverty on income inequality. 

Domestic investment (DI) has a significant negative effect on income inequality with a 

coefficient of 0.002 and a prob value of 0.02 < 0.05. this means that an increase in domestic 

investment can reduce income inequality in Indonesia. This result is different from (Demand, 

2023) who found a positive relationship between the two. Finally, regional minimum wage also 

has a significant negative that a decrease in minimum wages tends to increase income inequality. 

This result is consistent with the research of (Zulkarnain & Satrianto, 2023). This suggests that 

wages are one of the factor affecting income inequality in Indonesia. 

 

CONCLUSIONS 

 Income inequality is a problem faced globally, including Indonesia. Factors such 

as economic growth, GRDP per capita, population, education, domestic investment, and 

regional minimum wages affect income distribution among regions. Based on the 

analysis, economic growth has a significant positive relationship with income inequality. 

The higher the economic growth, the more income inequality tends to increase. The 

benefits of growth are left more in urban areas than in rural areas, supporting the Kuznets 

Curve hypothesis that inequality tends to increase in the early stages of development. 

Minimum wage and education, while the minimum wage helps reduce inequality, unequal 

education can reduce its effectiveness, as workers with low education still have limited 

access to high-paying jobs. Domestic investment and GRDP per capita, both play a key 

role in reducing inequality by expanding economic opportunities and distributing 

economic benefits more equitably. This conclusion confirm the importance of policies 

that support equitable development, equitable investment, and improved access to 

education to reduce income inequality and achieve inclusive and sustainable economic 

development in Indonesia. 

 

SUGGESTION 

Overall, the results of this study suggest that various factors, both those that increase 

and those that reduce income inequality, need to be considered when formulating policies 

to achieve greater economic equity in Indonesia. This study could examine the impact of 

urbanization on income inequality in Indonesia, especially in regions with high 

urbanization rates such as Java and Sumatra. With the finding that minimum wage has a 

negative relationship with inequality, further research can examine the optimal boundary 

of minimum wage policy to effectively reduce inequality. Using a one-period time series, 

this study can test whether Indonesia has moved towards reducing inequality according 

to the Kuznets Curve pattern. It is suggested for future research to try new variables such 
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as social assistance and inflation to see the effect of poverty on income inequality, and 

further researchers can try to use correlation analysis to analyze the relationship between 

these new variables. 
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