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In the past three decades, along the structural
transformation, the socio-economic conditions in
Indonesia has been improving rapidly...

...with GDP per capita increases almost
4-fold between 1980 — 2015...

I ...and massive decrease in the absolute
poverty incidence more than half, in
headcount ratios... r
...BUT...

b Y

...these growth is not inclusive, as the inequality has
been increasing and steady, ever since.
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Trend of Structural Transformation, Poverty and Inequality during 1985-2014 ok
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. Year@® Changel —_—
PartitionR

19960 20058 20147  1996-20052 2005-20147
SectorbfDccupation? * Pure inequality effect
WithinGroupdiw)z 0.2078 0.2197 0.241F 0.013E 0.022 ) .
Between@rouplilb)a 0.0468 00248  0.031F -0.022 0.0078@ ( unexp lained ) dominated the
TheildAndexdI0)2 0.253 0.2437) 0.2720 -0.010@ 0.0293 . . . .
Ratiolb/10)An %8 18.29@ 9.847 11.39@ -8.450 1.550 explanatlon of growing mequallty
EmploymentiStatus? in Indonesia ;
Within&Groupiw)a 0.233% 0.2217 0.2520 -0.0118 0.0317
Between@Grouplb)a 0.020@ 0.0220 0.020@ 0.002@ -0.002 . . .
TheildndexdI0)2 0.253( 0.243E 0.2720 -0.010% 0.0293 e Durl ng 1996-20 14, INCreasing
Ratiolb/10)An %8 7.970 9.01( 7.320 1.048 -1.697 ) ) .

, income of those working in

Locationp
Within@GroupIw)& ? 0.191 0.190 0.235 :0.001 _0.045 angCU|tU re, and mfo rma| secto r,
Between@rouplb)a 0.0612 0.0537 0.0378 0.0082 0.0168
TheilAndexI0)@ 0.2530 0.2430 0.2720 -0.0108 0.0298 an d | Vi ng in rura | area h as
Ratiodlb/10)An%E 24.247 21.887 13.608 -2.360 -8.287
E ducationttainments contributed to curb inequality in
WithinGGroupiw)z 0.1982 0.1768 0.2460 -0.0228 0.0718 . ey
Between@rouplb)? 0.0550 0.0672 0.0250 0.013% -0.0428 Indonesi d, but its im Pd cts has
TheildAndexdI0)2 0.253F 0.243F 0.2720 -0.0102 0.0297
Ratiolb/10)An %8 21.630 27.718 9.370@ 6.097 -18.350) been cancelled out by other
Household@Member? CO m pO n e ntS .
WithinGroupdiw)a 0.229 0.2240) 0.253F -0.0042 0.0297
Between@rouplb)a 0.0248 0.0197 0.0197 -0.005 0.0002
TheildAndexdI0)a 0.253F 0.2430 0.2720 -0.0100 0.0297

Ratiof{Ib/10)@An%E 9.560 7.760 6.860 -1.80E -0.90B




- - - - - - - - - - - -
Pure  Allocatiom  Allecation Income Pure Allocation  Allecation Income Pure Allocation  Allocatiom  Income
Inequa effect on  Effect on  Effect | Imequali effect on  Effect on  Effect | Inequality effect on  Effect on  Effect
Partition hity within between ty within between within between
group group group group group group
component component component component component component
. _ _ _ . _ _ _ _ _ _
Period of 1886-2014 (A Theil = 0.018) Period of 1996-2005 (A Theil = -0,009) T period of 2005-2014 (A Theil = 0.028)
Sectoral Occupation | g gag 0.017 -0.005  -0.010 D024 -0.0180 -0.001  -0.021 0.001 0.021 -0.003  0.009
( Total)
Agricutture 0.017 -0.019 0138 -0.314 0.033 0.013 0.087  -0.200 -0.010 -0.039 0223 -0.100
Ingustry -0.003 0.008 0.029  0.032 |  -0.007 0.015 0.060  0.048 0.004 -0.007 0030 0.018
Service 0.005 0.028 0104 0272 | -0.002 -0.038 0148 0131 0.007 0.066 0.250  0.091
Location (Total) 0022 0.022 0.004 -0.026| -0.013 0.013 9.003 -0.011 0.037 D008 0.000 -0.016
Rural 0.019 -0.025 0167 0338 | -0.001 -0.013 -0.099  -0.234 0.018 -0.010 -0.068  -0.163
Urban 0.003 0.047 0171 0363 |  -0.013 0.026 0102 0223 0.01% 0.018 0.068 0152
Employment Status | 5 g2z -0.001 s.000 0000 | -D.006 -0.004 -0.001  0.003 0.028 0002 0.001 -0.003
( Total)
Informal 0.027 0.002 0.009  -0.351 0.001 0.009 0.045  -0.144 0.027 -0.008 0036  -0.111
Formal -0.005 -0.003 -0.009 0251 -0.008 -0.013 -0.046 0147 0.002 0.010 0.037 0108
Education 0.037 0.013 0.023 -0.046 | -0.029 0008 0.008  0.005 0.060 0.011 0.021 -0.055
Attainment (Total)
Mot Completed 0.041 -0.010 -0.050  -0153 | -0.005 -0.014 0102 -0.136 0.040 0.010 0.050  -0.062
Compuisory (SD-5MP) | -0.007 0.006 0.020 -0.135 |  -0.020 0.007 0.040  -0.066 0.014 -0.002 0012 -0.088
Secondary (SMA) -0.002 -0.017 -0.080 0109 | -0.004 0.009 0.044  0.106 0.000 -0.026 0121 0.045
Tertiary (University) 0.005 0.035 0124 9132 0.000 0.006 0.027  0.100 0.006 0.029 0.103  0.049
Household Size
(Total) D024 0.003 0.001 -0.006 | -0.004 0.002 9.001 -0.006 0.029 o000 0.000  ©.000
£=3 HH Mamber -0.004 0.015 0.054 0182 | -0.007 0.011 0.041  0.105 0.003 0.003 0.013  0.084
32-£=5 HH Member 0.018 0.012 0.053  -0.087 |  -0.003 0.008 0.038  -0.045 0.022 0.003 0.014  -0.045
> 5 HH Mamiber 0.010 -0.024 -0.106  -0.112 0.005 -0.017 0078 -0.067 0.004 -0.007 0027 -0.039
_ _ _ _ _ _ _ _ _ _ _
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Structural Transformation and Income Inequality: Fixed Effect Estimations

Dependent Variable Inequality s
Agriculture-Industry transition Agriculture-Service transition R
Independent Variables (D (2) (3) (4) (5) (6)
Agriculture share in GDP -1.627 *** 0,784 ** -0.789 * -1.436 *** -0.603 ** -0.408
0.196 0.339 0.397 0.178 0.238 0.331
Industrial share in GDP -0.671 x** -0.181 -0.139
0.082 0.117 0.155
Service share in GDP 0.689 *** 0.291 0.389 *
0.100 0.188 0.221
Economic growth 0.069 * 0.086 * 0.069 * 0.063 *
0.036 0.043 0.037 0.036
soc,o_demograph,cfactors ............................................................................................................................................................................................................................................................................
Poverty rate -0.006 *** -0.002 -0.006  *** -0.004
0.001 0.003 0.001 0.002
Senior high school net enroliment 0.001 0.001 *
0.000 0.000
Log of foreign direct investment 0.004 ** 0.005 ***
................................................................................................................................................................................. 0.002 e 0002
Government factors
Infrastructure share in expense -0.077 ** -0.073 **
0.033 0.033
Human capital share in expense 0.078 0.095
0.092 0.109
Intercept ....................................................................................... 0309 ...... P 0 YT 0261 ...... e 0873 ...... P 0648 ....... - **0471 ...... e
............................................................................................................ 0.039 ...00069 . ...0103  ...» 064 ......9007.. ... .01 .
R-square (within) 0.513 0.567 0.502 0.495 0.559 0.481
FStat (Waldchi) e 3604 TFE 4013 WX 2045 wer | 34A7 e BLOL Wer 2508 e
No. obs 288 288 171 288 288 171




Concluding remarks
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 The Inverted-U Kuznet curve exists in Indonesia;

* The root of increasing inequality in Indonesia is still “mysterious” since pure inequality effect
(unexplained effect) is dominated the explanation of increasing inequality;

* The static decomposition also confirmed the similar one that Between Group inequality
could only explain less than 25% of inequality;

* Population shifts from agriculture sector to either industry to service sector, from rural to
urban and from informal to formal is the second contributor to increase inequality during
the last two decades;

* The contribution is cancelled out, the growing income of those working in agriculture sector,
in informal sector, those living in rural area and those without formal education and with
compulsory education has curbed inequality increasing;

* QOur econometric estimations could provide evidence that support the idea of structural
transformation lead inequality increasing in Indonesia.



