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Abstract 

This study investigates the main determinants of income inequality across 
Indonesian provinces by employing dynamic panel data from 34 provinces over the 
2015-2023 period. The study is motivated by the persistent disparity in regional 
income distribution despite continuous economic growth in Indonesia. Income 
inequality is proxied by the Gini ratio, while the explanatory variables consist of 
Gross Regional Domestic Product (GRDP), Provincial Minimum Wage (PMW), Labor 
Force Participation Rate (LFPR), percentage of informal workers, and Mean Years of 
Schooling (MYS). Considering the dynamic nature of inequality and the possibility of 
endogeneity among variables, the analysis applies a dynamic panel regression 
approach estimated using the System Generalized Method of Moments (System 
GMM). The empirical results indicate that lagged income inequality, GRDP, and the 
percentage of informal workers positively and significantly influence income 
inequality, implying that regional growth and labor market conditions remain 
uneven and less inclusive. Conversely, Mean Years of Schooling exerts a negative 
and significant effect, highlighting the important role of education in reducing 
inequality. Meanwhile, PMW and LFPR are found to have no significant impact on 
income inequality in Indonesia. 
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INTRODUCTION 

Income inequality remains a major challenge in Indonesia’s economic 

development agenda, despite the country consistently recording positive economic 

growth over the past two decades. Economic growth that is not accompanied by 

equitable income distribution will lead to disparities among individuals and regions, 

potentially causing social instability, triggering political polarization, and weakening 

the foundations of the welfare state. High levels of income inequality can hinder 

poverty alleviation efforts, weaken human capital accumulation, and reduce public 

trust in institutions (OECD, 2021); (Milanovic, 2016); (World Bank, 2023). In Indonesia, 
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