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Persistently high income inequality may harm economic and
political stability.

Income inequality hampers economic growth (Stiglitz, 2012)

Extreme inequality may damage trust and social cohesion and
thus is also associated with conflicts (Bardhan, 2005)

Higher inequality across individuals and districts in Indonesia
potentially increases violence (Tadjoeddin et al., 2014)




HYPOTHESIS QUESTION

What is the relationship between FDI
and provincial income inequality in
Indonesia?



THE IMPACT OF FOREIGN DIRECT INVESTMENT ON
INCOME INEQUALITY IN INDONESIA

The benefits from FDI are not shared equally

among citizens.

FDI tended to recruit foreign workers or local workers

with particular skills, which might not be generally °
owned by those who were in the surrounding B E N E F | I
community |

(Helmi, 2015).

FDI paid high wages to their hired workers. Foreign-
owned companies used high technology so they would
retain their workers, given firms’ high investment in
training

(Helmi, 2015).



THE IMPACT OF FOREIGN DIRECT INVESTMENT ON =~
INCOME INEQUALITY IN INDONESIA

1800000 5000000
1600000 7000000 u
1400000 6000000 — —
1200000 - i
1000000 - =000000
800000 - 4000000 — = —
600000 - 3000000 HH —
A00000 - 4 -
500000 . 2000000
- e IR
O N 4 5 K 6 6 A S .9 0
& & &P F P & F P F P
S L I hcgghk@'xh@m'\@'béfégo {éa .SE_;} éﬁif’&
W Foreign-Owned Firms B Foreign-Owned Firms
O Domestic Firms B Domestic Firms




THE IMPACT OF FOREIGN DIRECT INVESTMENT ON =~
INCOME INEQUALITY IN INDONESIA

Gini vs FDI/RGDP

2013
0.4 -
¥ssL
Dy @ EKL
4 BAN
“There is a positive relationship oo b -
035 4 ¢ 4coft SKL 4 WNT
between FDI and Provincial w7
| . |t ” ‘QN;NSM 4 BAL M
ncome inequality Gini 03 64#  SM
L 2 RIS“BAB ¢ KL — Linear (Gini)
¢ )vB
0.25 -
an
“.‘
0.2

T T T T T T T T T 1
00 20 40 60 80 100 120 140 160 180 200
%FDI/RGDP



POLICY IMPLICATION

Government

S h ou |d Population 15 Years of Age and Over by Type of Activity

INCrease Type of Activity 2009 2010 2011 2012 2013 2014

prOdUCtIVIty Unemployment (Million People) 8.962 8.319 8.681 7.349 7.41 7.244
Rate (%) 7.87 7.14 6.56 6.14 6.17 5.94

of the

wWor ke rs. Less than normal working hours 31.569 33.268 34588 34289 37.736 35.767
Underemployment (Million People) 15.395 15.258  13.524 12.77 11 9.68
Part-time workers (Million People) 16.174 18.01 21.064 21519 26.736 26.087

Source: Statistics of Indonesia, Labor Force Situation in Indonesia
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