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Abstract- This paper exploresthe relationship of income inequality withtax policy, globalization and technological 
development of Indonesia. The analysis also includes a number of control variables that can be important causes of 
inequality, that aregrowth of GDP per capita, government expenditure for education, education enrollment, interest rate and 
inflation. As a part of ASEAN and in order to have a large data, the author estimates by using panel data techniques for 
ASEAN countries over the period 1995-2014, that focuses an analysis on Indonesia. Overall, the result suggests that the 
increasing of individual tax rate, FDI and internet access have been responsible for the increasing of income inequality in 
Indonesia. In the other hand, the raises of corporate tax rate and trade policy seem to have been more favorable to equality. 
Other factors, including the raising of GDP per capita growth, government expenditure for education, education enrollment 
and interest rate can be the solution for reducing inequality. 
 
Indexterms- Indonesia income inequality, panel data approach among ASEAN 
 
I. INTRODUCTION 
 
Recently, increasing inequality across most countries 
over two decades has been a lot of concern among 
economists and policymakers, both in developed and 
developing countries. 
 

Table 1. Trends in Inequality in Developing Asia 

 
Source: ADB (2012), WorldbankPovcalNet,CIA,2012 

 
Southeast Asia, particularly Indonesia, as a dynamic 
economic region during last 25 years, empirically has 
gradually increasing of its inequality. There are 10 
ASEAN member countries, namely Indonesia, 
Malaysia, Thailand, the Philippines, Singapore, 
Brunei Darussalam, Cambodia, Lao PDR, Vietnam 
and Myanmar. 
This study has skippedBrunei Darussalam and 
Myanmar because ofits low sufficient data.  

 
Figure 1.Gini Coefficient and poverty headcount ratios in 

Southeast Asia 
 
Lao PDR = Lao People’s Democratic Republic.  
Sources: PovcalNet, http://iresearch 
.worldbanl.org/PovcalNet/index.htm (Accessed 4 
January 2012);and World Development Indicators, 
http://data.worldbank.org/data-catalog-development-
indicators (accessed 4 January 2012) 
In table 1 and figure 1 show that the Southeast Asian 
countries included in the ADB report, noted that two 
countries have significant rising in inequality 
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respectively: Indonesia and Lao PDR. Although the 
other countries have decreasing in inequality trend, 
but the number of its inequality coefficient are 
relatively high, such as Malaysia, Philippines, 
Thailand, and Cambodia.  
The main feature of these study is that, unlike 
previous studies, our study focuses on Indonesia’s 
inequality among other ASEAN countries. Why 
Indonesia? Because Inequality in Indonesia has 
significantly positive trends. 

 
Figure 2.Gini Coefficient of Indonesia, 1980-2013 

 
Among ASEAN, Indonesia has similarities with other 
ASEAN member countries as developing countries, 
except Singapore. Moreover, Indonesia has 
considerable a large area with a huge ethnic diversity 
and socio-economic stratification, which makes 
income distribution and wealth always be an 
important policy issues. 
Starting in mid 1997, the East Asia region was 
attacked by financial crisis and subsequent recession. 
The countries, particularly Thailand, Malaysia, South 
Korea and Indonesia had been hard hit by the crisis. 
The effects of this financial crisis on the real sector of 
the countries economies have been significant. 
Interestingly, after more than one decade of the crisis, 
relatively Indonesia still has significant positive trend 
of its inequalitycomparing with other Southeast Asia 
countries, such as Malaysia and Thailand.In the 
figure 2. depict that after Asia crisis in1996 until 
2000 the inequality of Indonesia was decrease, but 
since 2001 it has grown rapidly year to year. 
Aizenman, Lee and Park (2012), noted that structural 
change in economy has a far-reaching impact on 
inequality, particularly in developing Asia, because 
its structural change have been unprecedented in its 
scale and speed. The impact of structural change in 
inequality is the complex interaction outcome 
between initial condition of country and five broad 
time-varying channels: incentives; technological 
change; accumulation of physical and human capital; 
and access to capital markets and education; social 
change; and political changes. 
Dabla-Norris, Kalpana Kochhar in IMF staff 
dicussion meeting (2015), mentioned the possibility 
of several factors driving higher income inequality. 
First, global trend, that rapid growth process has 
reduced poverty, but in the other hand it generated 
higher inequality.Second,technological change. 

Third, trade globalization, that trade openness could 
potentially have mixed effects on the wages of 
unskilled labor in advanced countries. Fourth, 
financial globalization, that increasing of financial 
flow. Fifth, financial deepening can provide 
households and firms with greater access to resources 
to meet their financial needs,such as saving for 
retirement, investing in education, capitalizing on 
business opportunities, and confronting shocks. Sixth, 
changes in labor market institutions. Seventh, 
redistributive policies by the government. The last 
one is education. 
Through another discussion, these study also resume 
the factor behind the rise incomeinequality in case 
Indonesia are, first, inequality opportunity in  
education and health that effected by a tight fiscal 
policy after the Asia crisis. Second, unequal jobs. 
Third, high wealth concentration. The last, low of 
endurance among poor. In which, those factors 
influenced by globalization, free trade, market-
oriented reform and privatization. 
These different views motivate us to rethink and 
reinvestigate the actual nexus relationship between 
government policy, globalization and technological 
change with income inequality. 
 
II. PREVIOUS LITERATURE 
 
1.1 Income inequality and taxation 
Tax and transfer systems can reduce overall income 
inequality is due to transfers, the rest to direct 
household taxation. Taxes and transfers, for instance, 
do not only affect the distribution of income but also 
on GDP per capita by influencing labor use and 
productivity (OECD, 2012) 
1.2 Income inequality and globalization 
Generally globalization refers to how connected or 
open a country is to the rest of the world. The most 
widely used proxies in globalization is trade to GDP 
ratio and FDI. The Heckcher-Ohlin-Samuelson 
(HOS) model (1919) predict that openess will be 
beneficial for unskilled labor in developing countries. 
Furthermore, Goldberg and Pavcnik(2007) point out 
the relationship between globalization and inequality 
is ambivalent. Several studies have found different 
policy contradictory results giving rise to different 
policy implication. Demirgüc-Kunt and Levine 
(2007) has found that globalization can reduce 
inequality through financial integration. Suryahadi 
(2001) on their part have found that globalization 
effect inequality in mixed effect. In the other hand, 
Fallon and Lucas (2002)and Choi (2006) noted that 
financial integration and FDI effect the enhancing in 
inequality.  
 
1.3 Income inequality and technological 
development 
Over the past 20 years many researcher measured the 
technological change by the share of information and 
communications technology (ICT). New information 
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technology can be developed by using internet access. 
Thus, number of internet access by each country can 
be used as a proxy of technological change. 
The reduction in unit price dispersion of internet 
access has improved the welfare of millions of poor 
people as traders use mobile phones to search and sell 
in more markets. Some tax reforms might be win-win 
options for narrowing the income distribution while 
improving growth prospects. Others, however, tax 
reform might imply a trade-off between these 
objectives. (Aker, 2010).  
 
1.4 Income inequality and others factors 
The empirical literature provides evidence for 
important links between inequality and other factors 
such as GDP growth, interest rate, inflation rate, 
education enrollment, and goverment consumption. 
According to Unal and Yener (2016), mentioned that 
GDP growth, inflation rate, education enrollment and 
government consumption has impact on inequality. 
Moreover, a study by Areosa (2016) noted a 
contractionary interest rate shock enhances 
inequality. 
 
III. METHODS 
 
1.5 The data set 
Most of the main data set is derived from the World 
Bank – Main Economic Indicators Database, with the 
exception of few cases discussed here. Specifically, 
data for the individual and corporation tax were 
obtained from Trading Economics, interest rate was 
obtained from ADB - Key Indicator and Indonesia 
income inequality (measured by Gini Index) was 
obtained from Chartbook of Economic Inequality. 
The time period spans from 1995 to 2014. As a part 
of ASEAN and in order to have a large data, this 
research uses annual observations from the set of the 
eight ASEAN member countries to analyze the causes 
of Indonesia income inequality. 
 
1.6 Empirical methodology 
This research estimates panel regression models in 
order to explain income inequality that measured by 
Gini Index as a function of tax policy measures 
(individual and corporate taxrate), globalization 
measures (FDI and percentage of trade to GDP), 
technological development measure (internet access), 
and a number of control variables including GDP 
growth, interest rate, inflation rate, education 
enrollment, and government expenditure for 
education. 
 
1.7 Empirical results 
For empirical analysis, the study conducts 
econometrics model by using Panel Regression. This 
study uses fixed effect identification strategy to 
estimate the impact of government policies, 
globalization, and technological change on income 
inequality. Fixed Effect controls for possible time 

invariant unobserved countries spesific factors or 
characteristics. Fixed effect identification strategy 
could decompose composite error term into a random 
term and a time unvarying term.  
The equations are identified below: 
 
INQ =  β +  β TAX + β GLO + β TEC +
β X + θ + ε  . . ..(1) 
 
Where: 
INQ = Inequality level, measured by Gini Index by 
each country (i) in year (t)  
TAX =  Government policy, meausured by income 
and corporate tax rate by each country (i) in year (t) 
GLO  = Globalization, measured by a quantity of 
FDI, trade to GDP ratio by each country (i) in year (t) 
TEC =  Technological change, measured by a 
quantity internet access by each country (i) in year (t) 
Xit      = Control variables, that consist of GDP 
growth, interest rate, inflation rate, education 
enrollment, and goverment transfer by each country 
(i) in year (t) 
θ         =  time dummies 
ε        =  error term 
 
IV. RESULT AND DISCUSSION 
 
This research start the empirical analysis by 
estimating panel regression model for all variables 
that are predicted to effect income inequality 
according the theoretical expected. 
The dependent variable is Ginicoefficient; therefore a 
positive coefficient indicates an increase in 
inequality. From the regression result in table 2, we 
see that regarding tax policy, the result is opposite 
between individual and corporation tax. Thus, 
individual tax increases income inequality. In the 
other hand corporation tax reduces income inequality 
in Indonesia. 
Also, globalization that measured by FDI and trade to 
GDP have opposite effect on income inequality. FDI 
raises income inequality and trade to GDP reduces 
income inequality.  
Interestingly, regarding technological development 
by internet access has significantly increases income 
inequality in Indonesia. 

 
Tabel 2. Panel Regression result - Fixed Effect 
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Among the other control variables, growth of GDP 
per capita, government expenditure for education, 
education enrollment and interest rate  were found to 
be significant reduces the income inequality. While, 
inflation rate insignificantly increase the income 
inequality. 
 
CONCLUSION 
 
This paper investigates the relationship between 
income inequality (measured with Gini Index) and 
tax policy (measured with both individual and 
corporate tax rate), globalization (measured with both 
FDI and percentage of trade to GDP), technological 
development (measured with internet access), and a 
number of control variables including GDP growth, 
interest rate, inflation rate, education enrollment, and 
governmentexpenditure of education. As a part of 
ASEAN and in order to have a large data, this 

research uses annual observations from the set of the 
eight ASEAN member countries to analyze the causes 
of Indonesia income inequality over the period 1995-
2014. 
 Overall, this paper suggests that the 
increasing of individual tax rate, FDI and internet 
access have been responsible for the increasing of 
income inequality in Indonesia. In the other hand, the 
raises of corporate tax rate and trade policy seem to 
have been more favorable to equality. Other factors, 
including the raising of GDP per capitagrowth, 
government expenditure for education, education 
enrollment and interest rate can be the solution for 
reducing inequality. 
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