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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…

…and massive decrease in the absolute 
poverty incidence more than half, in 

headcount ratios... 

…these growth is not inclusive, as the inequality has 
been increasing and steady, ever since.

…BUT…
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Trend of Structural Transformation, Poverty and Inequality during 1985-2014 

Source: World Development Indicators and Central Statistical Agency (BPS)

Industrial sector remains 
ambiguous… 

…while service 
sector rises fastly… 

…and agriculture falls

Latest Data 2016Q2 (BPS, 2016)
% of Agriculture = 14.32%
% of Industry = 38.90%
% of Services = 46.78%

Poverty Index = 10.86%
Gini Index = 0.396
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• Pure inequality effect 
(unexplained) dominated the 
explanation of growing inequality 
in Indonesia;

• During 1996-2014, increasing 
income of those working in 
agriculture, and informal sector, 
and living in rural area has 
contributed to curb inequality in 
Indonesia, but its impacts has 
been cancelled out by other 
components. 

Partition	
Year	 Change	

1996	 2005	 2014	 1996-2005	 2005-2014	

Sector	of	Occupation	

	 	 	 	 	Within	Group	(Iw)	 0.207	 0.219	 0.241	 0.013	 0.022	

Between	Group	(Ib)	 0.046	 0.024	 0.031	 -0.022	 0.007	

Theil	Index	(I0)	 0.253	 0.243	 0.272	 -0.010	 0.029	

Ratio	(Ib/I0)	in%	 18.29	 9.84	 11.39	 -8.45	 1.55	

	 	 	 	 	 	Employment	Status	

	 	 	 	 	Within	Group	(Iw)	 0.233	 0.221	 0.252	 -0.011	 0.031	

Between	Group	(Ib)	 0.020	 0.022	 0.020	 0.002	 -0.002	

Theil	Index	(I0)	 0.253	 0.243	 0.272	 -0.010	 0.029	

Ratio	(Ib/I0)	in%	 7.97	 9.01	 7.32	 1.04	 -1.69	

	 	 	 	 	 	Location	

	 	 	 	 	Within	Group	(Iw)	 0.191	 0.190	 0.235	 -0.001	 0.045	

Between	Group	(Ib)	 0.061	 0.053	 0.037	 -0.008	 -0.016	

Theil	Index	(I0)	 0.253	 0.243	 0.272	 -0.010	 0.029	

Ratio	(Ib/I0)	in%	 24.24	 21.88	 13.60	 -2.36	 -8.28	

	 	 	 	 	 	Education	Attainment	

	 	 	 	 	Within	Group	(Iw)	 0.198	 0.176	 0.246	 -0.022	 0.071	

Between	Group	(Ib)	 0.055	 0.067	 0.025	 0.013	 -0.042	

Theil	Index	(I0)	 0.253	 0.243	 0.272	 -0.010	 0.029	

Ratio	(Ib/I0)	in%	 21.63	 27.71	 9.37	 6.09	 -18.35	

	 	 	 	 	 	Household	Member	

	 	 	 	 	Within	Group	(Iw)	 0.229	 0.224	 0.253	 -0.004	 0.029	

Between	Group	(Ib)	 0.024	 0.019	 0.019	 -0.005	 0.000	

Theil	Index	(I0)	 0.253	 0.243	 0.272	 -0.010	 0.029	

Ratio	(Ib/I0)	in%	 9.56	 7.76	 6.86	 -1.80	 -0.90	
	

Static Decomposition
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Concluding remarks
• 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;

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