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Abstract - Income inequality is a phenomenon that is often found in the development process of a region. Income inequality 

between regions is expected to decrease along with the increase in economic growth. This study aims to analyze the ability of  
economic growth in decreasing income inequality, poverty, and unemployment inter-region in Kalimantan Island. This study 
used cross-section data from four provinces in Kalimantan within 9 years which then analyzed using panel data regression 
method. Study findings show that economic growth does not give a significant impact on decreasing income inequality and 
poverty in Kalimantan. Economic growth only has a significant impact on unemployment, but the impact is positive which 
means when the economic growth increases, the unemployment increases as well. 
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I. INTRODUCTION 

 

Inclusive growth is supposed to solve the 

macro-economical problems in a country such as 

income inequality, poverty, and unemployment. 
Income inequality problem has long gained attention 

because its impact may affect other macro-economical 

aspects. The classical Kuznets curve model depicts an 

inverted U-curve relationship between Gross 

Domestic Product per capita and income inequality 

which is measured with the Gini coefficient. 

According to Kuznets, in the beginning, the economic 

growth will be followed by the increase of income 

inequality until a certain level but then the income 

inequality will begin to decline. 

Many studies have revealed different findings in 

several countries regarding economic growth effect on 
income inequality. A study by Niyimbanira (2017) 

showed that the economic growth in Mpumalanga 

province in South Africa can only reduce poverty, not 

income inequality. Wahiba (2014) studied the 

relationship between income inequality and economic 

growth in Tunisia within 1984-2011 periods. 

Economic growth and transparency in trading gave a 

positive impact on income inequality, which means 

economic growth and transparency in trading were 

becoming factors that worsen income inequality in the 

country. However, human resources and financial 
development have successfully contributed to settling 

the problem.  

 

A study by Bahmani-Oskooee and Gelan (2007) 

provided a different result. In the short term, economic 

growth in the USA might be able to decrease income 

inequality but in the long term, it will increase income 

inequality instead. According to an inverted-U 

hypothesis by Kuznets (1955), in the first phase of 

development, especially in middle income, income 

inequality will incline until it reaches a turning point 

and afterward, income distribution will prevail as the 
poverty rapidly vanished. Piketty (2014) explained 

that Kuznets idea was income inequality would 

increase in the first phase of industrialization because 

only small parties could take benefit from the creation 

of the new wealth brought by industrialization process. 

Kalimantan Island as a part of Indonesia is also facing 

the income inequality problem. Kalimantan Island 
consists of five provinces, but in this study, only four 

provinces included which are West Kalimantan, 

Central Kalimantan, South Kalimantan, and East 

Kalimantan provinces. Based on published data of 

Central Bureau of Statistics, in average nine years, 

Central Kalimantan is the only province that has 

higher economic growth in national level while East 

Kalimantan has the lowest economic growth, although 

in those nine years the economic growth in all 

Kalimantan provinces significantly increases. 

However, when measured by other indicators, all 

provinces in Kalimantan fluctuate in their income 
inequality, poverty, and unemployment aspects. 

Relationship between economic growth, poverty, and 

income inequality can be positive or negative. Some 

researches recently show that high and sustainable 

development is a prerequisite to reduce poverty and to 

reach equal distribution of income. Therefore, when 

economic development has been reached, poverty and 

income equality are not automatically affected. The 

efficiency of growth in reducing poverty and its 

sustainability from time to time much depends on the 

inequality level. Development may reduce poverty 
and income inequality for more sustainable 

development in the future. Several occurrences in 

some countries show the different result in describing 

the ability of economic growth in tackling such 

problems.Coming from the background, this study 

aims to examine and analyze how far the economic 

growth affects income inequality, poverty, and 

unemployment inter provinces in Kalimantan.
 

 

II. LITERATURE REVIEW 

 

Niyimbanira (2017) found that economic growth 
occurred in Mpumalanga province in South Africa 

was only able to reduce poverty but not income 
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inequality. Panel regression analysis was applied 

using Mpumalanga province data. The result showed 
that on one hand, there was a negative relationship 

between economic growth and poverty, and on the 

other hand, there was a positive relationship between 

the growths with income inequality as measured by 

Gini index. Consequently, South Africa seems to need 

a strong socio-economic development model to 

overcome those both poverty and income inequality 

problems, such as human resources development.
     

Wahiba (2014) studied the relationship between 

income inequality and economic growth in Tunisia 

within 1984-2011 periods. Economic growth and 

transparency in the trade have a positive effect on 
income inequality, which means economic growth and 

transparency in the trade have been a factor that 

worsens income inequality in the country. However, 

human resources and financial development seem to 

have contributed to solving this problem.
 

Coll (2014) examined the relationship between 

income inequality in Mexico and validated using the 

Kuznets hypothesis. Income inequality is important to 

growth. Governments that want to encourage 

economic growth must add redistributive policy; not 

only as a part of social agenda but also as an important 
element of growth strategy. This empirical study also 

showed another fact that income inequality 

determined its effect on growth. Ismail (2010) 

examined the income inequality problem and 

economic independence effects on economic growth. 

World development indicator and economic 

independence index 2009 were used in this study. 

Study findings showed that the relationship between 

income inequality, economic independence, and 

economic growth was not significant. Economic 

growth can only happen if there are enough rich 

people in the community. Production growth was not 
possible without sufficient demand. Thus, income 

inequality will still occur.          

Luan (2017) examined the linear relationship between 

income inequality and annual GDP growth level of 

developed countries compared to developing 

countries. The more developed the country is 

economical, the less income inequality that supposed 

to occur. Fosu (2010) studied how far income 

inequality affects the effectivity of income growth in 

eliminating poverty. The cross-sectional study found 

that poverty responsiveness to income is the decline of 
income inequality function. The results also implied 

significant variation in African countries.
 

 

Fereira (2010) found that the decline of Brazil's 

poverty rate which was very low during the year 

1980-2000 was not only accountable for weak 

economic growth. It also reflected the low flexibility 

of poverty alleviation growth and was consistent with 

the high-income inequality of the country. A study by 

Skare (2011) showed that economic growth is good for 

poverty. Growth is important but is not sufficient to 

alleviate poverty.  Zaman, K. et al (2014) surveyed 21 

households and it was revealed that although 

agricultural growth occurred, it would not necessarily 
benefit the poor.
 

Skare (2016) studied and examined the relationship 

between growth and poverty. This study found a 

remarkable variation in the effectivity of poverty 

alleviation in China in India. Analysis result supported 

the fact that when growth happened, poverty was 

reduced, regardless of income inequality. Identically, 

a similar growth pattern may have a different effect on 

poverty alleviation. Growth benefits poverty 

alleviation but is not adequate. The extent to which 

growth reduces poverty depends on how we measure 

poverty, on the absorption power of the poor, as well 
as the speed and pattern of growth. Hence, it is 

important to lay the poverty alleviation strategy on 

rapid but sustainable economic growth.
 

Okun Law (1963) is an economic model that describes 

the relationship between unemployment and economic 

growth. It examined growth and unemployment rate 

for US economy and found that the unemployment 

rate decreased when the real growth rate was high 

while the unemployment rate had been increased on 

years when the real economic rate remained low or 

even negative. Andrei et al (2009) examined the 
validity of Okun’s Law in Romania. There is a 

negative relationship between unemployment and 

growth. Lal et al (2010) have shown a long-term and 

short-term relationship between economic growth and 

unemployment in Bangladesh, China, India, Pakistan, 

and Sri Lanka in the 1980-2006 periods.
 

Kreishan (2011) reviewed the relationship between 

economic growth and unemployment in Jordania's 

economy. Kreishan estimated the Okun coefficient 

from 1970 to 2008. As a result of the analysis, it was 

stated that Okun's Law did not apply to Jordania's 

economy. Al-Habees and Abu Rumman (2012) 
investigated the relationship between growth and 

unemployment in Jordiania economy and several 

Arabic countries. The findings showed that there was a 

positive tendency between unemployment and 

economic growth rate. Fatai and Bankole (2013) used 

the Okun's Law for Nigeria's economy in the 

1980-2008 periods. The empirical result showed that 

Okun's Law did not apply to Nigeria's economy.
 

Akram, Hussein dan Raza (2014) have analyzed 

whether the Okinawa's Law applied for Pakistan 

economy. In the study within 1972-2012 periods, they 
reached to a conclusion that the Okun's Law was not 

valid for Pakistan's economy. Lozanoska and 

Dzambaska (2014) studied the relationship between 

economic growth and unemployment in Macedonia's 

economy. Lozanoska and Dzambaska (2014) stated 

that Okun's Law was not important for Macedonia's 

economy. Makun and Azu (2015) analyzed the 

relationship between economic growth and 

unemployment in Fiji's economy over the years 

1982-2012. The long-term relationship between 

economic growth and unemployment was identified as 

the result of the analysis. Ruxandra (2015) observed 
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the relationship between economic growth and 

unemployment for the post-2007 period. It has been 
determined that Okun's Law applied to Romania's 

economy.
 

Increase (2015) examined the impact of 

unemployment on Nigeria's economic growth from 

1985 to 2010 using Ordinary Least Squares (OLS) and 

Augmented Dickey-Fuller methods to estimate a one 

dependent variable model (real GDP growth rate) and 

two variable explanations (inflation and 

unemployment). It was found that unemployment did 

not have a significant impact on Nigeria's economic 

growth. Inflation significantly affected Nigeria's 

economic growth. To accelerate the growth rate, the 
government should manage organizations throughout 

the country and employ young workers.  

Soylu (2018) investigated the relationship between 

economic growth and unemployment in Eastern 

European countries for the period 1992-2014 in a 

panel data framework. The result showed that 

unemployment was much affected positively by 

economic growth, or in other words, a 1% increase in 

GDP will reduce the unemployment rate by 0.08% 

because of Okun's coefficient for Eastern European 

countries and because there is co-integration between 
these important macroeconomic variables. Kreishan 

(2011) investigated the relationship between 

unemployment and economic growth in Jordania 

through the application of Okun's Law. Empirical 

findings revealed that the Okun's Lat could not be 

confirmed for Jordania. Therefore, it can be concluded 

that economic growth cannot overcome the 

unemployment problem in Jordania. Misini (2017) 

found that economic growth did not reduce poverty 

and unemployment in Kosovo. The lives of Kosovor 

residents stayed troubled so they immigrated to 

various European countries. As the solution, the 
government should keep making radical changes in 

the approach to economic growth based on the 

regulation to increase foreign investments which will 

absorb labors and aid agricultural businesses. All of 

these factors will affect unemployment and these 

reductions will consequently affect the poverty 

alleviation in general as well as reduce emigration.  
 

Based on the literature and empirical study of the 

effect of economic growth on income inequality, 

poverty, and unemployment, a conceptual framework 

of this study is formulated as follows:
 
 

 
Graphic 1. Conceptual Framework 

 

According to the conceptual framework, the 

hypotheses that are examined in this study are: 
1. Economic growth has a significant effect on 

income inequality between provinces in 

Kalimantan 

2. Economic growth has a significant effect on 

poverty between provinces in Kalimantan 

3. Economic growth has a significant effect on 

unemployment between provinces in Kalimantan 

 

III. RESEARCH METHODS 

 

This study used secondary data obtained from 

publication data of Central Bureau of Statistics in a 
form of panel data; a combination of cross-section data 

from four provinces in Kalimantan and time-series 

data within 2009-2017 periods, making a total of 36 

samples to observe. Provinces that became the objects 

of this research were West Kalimantan province, 

Central Kalimantan province, South Kalimantan 

province, and East Kalimantan province. North 

Kalimantan province was not included because its data 

was not available until the year 2012.
 

The independent variable in this study was economic 

growth which is calculated from changes in GRDP 
value from year to year, stated in percentage. The 

dependent variable in this study consisted of income 

inequality, poverty, and unemployment. Income 

inequality was a measure of inequality of population's 

income, measured using Gini index ratio with values 

ranging from 0 (perfect evenness) to 1 (perfect 

inequality). It means, the closer the value to 1, or the 

higher the Gini index ratio, the higher the income 

inequality is. Conversely, the closer the value to 0, or 

the lower the Gini index ratio, the more equal the 

income distribution is. Poverty level was the total 

percentage of the poor population in an area as 
presented by the percentage of the population that was 

below the Poverty Line. The unemployment rate was 

calculated based on the ratio between the number of 

unemployed and the workforce stated in percentage.
 

The analytical model used in this study was: 

InEq   = β0 + β1Gr 

Pov   = β0 + β2Gr 

Unemp = β0 + β3Gr 

Note: 

Gr   = Economic Growth 

Ineq  = Income Inequality 
Pov  = Poverty 

Unemp = Unemployment 

β0   = Constant 

β1  = Coefficient 

 

To obtain the best equation model, several tests were 

used, such as the Chow test, the Hausman test, and the 

Lagrange Multiplier test. Afterward, a t-partial test 

was performed to show how far the influence of one 

explanatory variable individually in explaining the 

variation of the dependent variable and the coefficient 

determination test (R2) to measure how far the model 
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was able to explain the variation of the dependent 

variable. 

 

IV. RESULT AND DISCUSSION 

 

Effect  of Economic Growth on Income Inequality 

Based on the statistical test finding as shown in Table 

1, economic growth has a positive effect with the 

coefficient value 0.31 and R2 value of 36.46%, which 

means economic growth could only explain the 

income inequality of 36.46% and the rest 63.54% was 

influenced by other factors. Economic growth had an 

effect, but insignificant, on income inequality, which 

means economic growth occurred did not directly 
reduce income inequality between provinces in 

Kalimantan. This finding is in accordance with 

empirical studies conducted by Nyimbanira (2017), 

Wahiba (2014), Coll (2014), Davtyan (2015), Ismail 

(2010), and Luan (2017). There are many cases in 

which several countries have experienced an increase 

in economic growth but were followed by income 

inequality increase. 

 

 
Table 1: Regression Results 

Source : data processing results 

 

Sectorally, economic growth in a region is driven by a 

certain sector that is dominant, be it the primary, 

secondary, or tertiary sectors. The dominant sector 

will become the base sector and has the opportunity to 

be exported as the main source of regional economic 

growth. The role of each economic sector was 
different in each province. West Kalimantan and 

Central Kalimantan province were dominated by the 

growth of secondary and tertiary sectors, while the 

primary sectors declined. Conversely, in South 

Kalimantan province, the sector that encouraged 

economic growth was the primary sector but in the last 

4 years, economic growth was dominated by 

secondary and tertiary sectors, while in East 

Kalimantan province, the sector that encouraged 

economic growth was mining sector (primary).  

Sectorally, the tertiary and secondary sectors 

experienced rapid growth in all provinces in 
Kalimantan except East Kalimantan which still relied 

on mining which dominated economic growth. In the 

past 9 years, the demand side of the economy 

continued to rely on domestic demand. Whereas from 

the sectoral side, it also appeared that the non-oil and 

gas sectors were playing a bigger role in the economic 
growth of East Kalimantan. The difference in the 

growth source or the sectoral structure, as well as 

fluctuating growth rate,  resulted in the GDRP per 

capita income between provinces was dominated by 

the growing sector, which is the tertiary sector. This 

caused income inequality, reflected by the high 

secondary and tertiary GDRP per capita. Thus, 

economic growth was not able to reduce income 

inequality.
 

 

Effect of Economic Growth on Poverty 

The findings of statistical tests resulted in economic 
growth has a positive effect with the coefficient of 

6.33 and R2 of 55.55%, which means economic 

growth was only able to explain poverty by 55.55% 

and the rest 44.45% was influenced by other factors. 

Economic growth had no significant effect on poverty, 

as seen on the statistical t probability value of 0.3493, 

which was greater than α = 5% (0.05). This finding is 

in line with previous researches conducted by Ferrira, 

Leite, and Ravallion (2010), Fosu (2010), Skare 

(2011), and Zaman (2014) who suggested that high 

economic growth was not able to directly affect 
poverty reduction. 

These findings indicated that over the past 9 years, 

economic growth in Kalimantan island affected, but 

insignificant, on poverty, which means it could not 

entirely reduce poverty. The relationship between 

economic growth and progress among the poor did not 

necessarily imply a causal relationship. Part of that 

progress might be a result of the increase of income, 

education, and health level of the poor which 

accelerated the overall growth. Thus, the increase in 

economic growth and poverty reduction is a parallel 

objective. 
 
In the inter-provincial analysis of the Kalimantan 

Island, the average poverty of West Kalimantan was 

still above the average poverty of Kalimantan Island, 

but over the past 9 years, it tended to decline, which 

means that the economic growth rate indirectly 

impacted the poverty reduction in West Kalimantan 

province. In Central Kalimantan, South Kalimantan, 

and East Kalimantan province the poverty level was 

below the average poverty rate of Kalimantan Island 

and was declining for 9 years. In South Kalimantan 

province, the growth rate that was above the average 
growth rate of Kalimantan Island also indirectly 

affected the poverty reduction. In this case, South 

Kalimantan had the lowest average poverty rate 

among other provinces, but during the analysis period, 

it was fluctuating. While in East Kalimantan, the 

growth rate and poverty rate were below the average 

of Kalimantan Island. However, over 9 years, poverty 

in East Kalimantan province decreased.
 

In average, within 9 years, the poverty rate in 

Kalimantan was still high, especially in a rural area, 

where the dominant sector was the primary sector. The 

sector which rapidly grew from year to year was the 
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tertiary sector. This shows that the rate of economic 

growth in an area driven by primary sector growth was 
not able to directly reduce poverty, especially in rural 

areas that have more poor people.
 

Effect of Economic Growth on Unemployment 

Statistical test findings showed that economic growth 

had a positive effect on unemployment with 

coefficient value of 3.81% and Statistical test findings 

showed that economic growth had a positive effect on 

unemployment with coefficient value of 3.81% and R2 

of 81.33%. It means that economic growth was not 

able to affect the unemployment rate by 81.33% while 

the rest 18.67% was influenced by other factors. 

Economic growth had a significant effect on 
unemployment, as seen on its statistical t probability 

value of 0,021 ≤ α (0.05). This finding is in line with 

previous researches conducted by Kreishan (2011), Al 

Habees (2012), Fatai (2013), Lozanoska and 

Dzambaska (2014), Akram (2014) Misini (2017) in 

which economic growth had not been able to reduce 

unemployment occurred. 

Study findings showed that for 9 years economic 

growth had a positive and significant effect on 

unemployment. This means that economic growth had 

an influence on unemployment and had a positive 
relationship; an increase in economic growth would be 

followed by an increase in unemployment as well. 

According to neoclassical growth theory, growth of 

output always comes from one or more of three 

factors, which are quality and quantity increase of 

labors, capital (saving and investment) increase, and 

technological improvements. Thus, high economic 

growth that cannot be followed by a productive quality 

workforce will result in growth that has a significant 

positive effect, which means when the growth 

increase, the unemployment will also increase. 

Workforces are one of the most important factors in 
improving the production process, so it is safe to say 

that employment opportunities will increase if output 

increases.
 

Almost every province had the highest employment in 

the primary sector, followed by the tertiary and 

secondary sectors. This showed that economic growth 

in each region dominated by certain factor turned out 

to be able to gain workforce, such as in West 

Kalimantan, Central Kalimantan, and South 

Kalimantan provinces. Economic growth was mainly 

driven by the primary sector, which was also the sector 
that absorbed the most workforces. East Kalimantan 

provinces experienced economic growth dominated by 

processing industry in the last 3 years, as well as 

agriculture and mining, but they had not been able to 

absorb workforces in those sectors.
 

If the results of Klassen Typology were compared, we 

would find that Central Kalimantan province had 

succeeded, reflected by the high economic growth that 

reduced inequality in its people's income and reduced 

unemployment as well. On the other hand, East 

Kalimantan province's low economic growth and 

high-income inequality consequently affected poverty 

and unemployment. In general, the economic growth 

ability in reducing income inequality, poverty, and 
unemployment was greatly varied between provinces 

in Kalimantan. Improvement in economic growth did 

not automatically solve other economic issues. West 

Kalimantan province is one of the provinces that still 

needs to increase its economic growth considering that 

with the current achievements, the province still has 

income inequality and unemployment problem that are 

real and worrying.
 

 

V. CONCLUSION 

 

Based on the findings and discussions, it can be 
concluded that economic growth does not have a 

significant effect in reducing income inequality and 

poverty in Kalimantan. This might be due to an 

imbalance of growth and contribution between sectors 

in GDP. The fast-growing sector was tertiary sector, 

which also contributed the largest income in the 

economy, causing inequality of income with other 

sectors. The tertiary sector which tended to grow fast 

was generally located in urban areas, while the highest 

level of poverty was in rural areas which were still 

supported by the primary sector. Economic growth 
only had a significant effect on unemployment, but it 

was a positive effect, which means when economic 

growth occurred, unemployment also increased. This 

is due to the fast-growing sector was the tertiary 

sectary, which was generally capital intensive so it did 

not need many workforces. Klassen Typology 

findings showed that economic growth that could 

reduce income inequality between provinces and 

decrease unemployment level only occurred in Central 

Kalimantan, while in general, we still conclude that 

economic growth still has not been able to 

significantly reduce income inequality, poverty, and 
unemployment in  Kalimantan.
 

Since most of the poverty occurs in a rural area, with 

the dominant sector of agricultural, more efforts 

should be made to direct the industrial-based 

agriculture sector, even in the level of small and 

medium industries, as well as digitalization of 

agricultural product marketing. 
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