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Abstract:

This study aims to analyze and empirically prove the effect of economic growth, fiscal decentralization, trade,
and the basic sector on inequality in Sumatra Island, Indonesia. The data used is panel data with 154
regencies/cities on the Sumatra Island for ten years (2011-2020), and the data processing technique used is the
econometric model of multiple linear equations (multiple regression) for panel data. The results of the study found
that the variables of economic growth and fiscal decentralization were negatively and significantly correlated with
inequality on the Sumatra Island. Meanwhile, the trade variable is positively and significantly correlated with
inequality. There are the base sector dummy variable shows a significant effect on inequality. This study has
limitations, that is using only four independent variables (economic growth, fiscal decentralization, trade, and the
basic sector) so that there are other factors or variables outside the model that can also affect the dependent variable
(inequality). The contribution given from this research is as input as well as evaluation for interested parties in
making policies so that they can produce more targeted policies in an effort to reduce inequality, especially for
regional governments on the Sumatra Island.
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Introduction

Inequality in real cannot be eliminated in the development of a district. This inequality occurs
because the main district sectors are only concentrated in certain district(Soenandar, 2005).
Fleisher, et. al. (2010) said that the determinants factor of regional disparities include
investment in physical capital, human capital, and infrastructure capital. While, Cherodian &
Thirlwall (2015) mentioned that inequality between districts would result in the migration of
working people and the transfer of capital from underdeveloped areas to developed areas.

Generally, the results of studies on inequality in Indonesia that have been carried out by several
experts show that development inequality between districts in Indonesia is higher than the
developed countries. In fact, development inequality between districts in Indonesia are higher
among developing countries (Akita, 1988). Williams, et. al. (2003) stated that one of the
triggers for inequality in income distribution is regional disparity. Indonesia consists of 34
provinces with different economic structures related to the various endowment factors they
have.This has led to the problem of disparity in regional economic performance caused by
differences in the speed of economic growth between provinces, where the output of provinces
that are richer with endowment factors is certain to be higher than provinces with rarer
endowment factors.

In 2020 Indonesia’'s Gross Domestic Product (GDP) reached 10,722 trillion rupiah, while the
value of GDP per capita was 39,557 million rupiah. The GDP value is formed from the output
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figures of all provinces in Indonesia.On the other hand, if viewed from the Gross Regional
Domestic Product (GRDP) per capita, it turns out that the GRDP per capita value between
islands in Indonesia shows differences. During the period between 2016-2020, there are only
2 islands that have GRDP per capita above GDP per capita, that are Kalimantan and Java
Islands.Meanwhile, other islands have GRDP per capita value below GDP per capita.
Kalimantan Island has the highest GRDP per capita, which is 53,560 million rupiah in 2020,
while the smallest GRDP per capita in 2020 is Bali and Nusa Tenggara with a value of 20.576
million rupiah.

Inequality not only happens between islands in Indonesia but also between provinces in
Sumatera Island. Economic growth and unemployment rates between provinces in Sumatera
Island tend to vary from 2016 to 2020—there were regions with prolonged growth (on average
1%), while some regions showed growth by 6%. The same situation applied to
unemployment—some regions showed an unemployment rate under 3%, while others showed
a figure of more than 10% from 2016 to 2020. The data are presented in Table 1.

Table 1: Economic Growth and Unemployment per Province in Sumatera Island from

2016 to 2020
Economic Growth (%) Unemployment Rate (%)

No. Province 2016 | 2017 | 2018 | 2019 | 2020 | 2016 | 2017 | 2018 | 2019 | 2020
1 [ Aceh 329 | 418 | 461 | 414 | -037 | 757 | 657 | 6.34 | 6.17 | 6,59
2 | Sumatera Utara 518 | 512 | 518 [ 522 | -1.07 | 584 | 56 | 555 | 539 | 6,91
3 | Sumatera Barat 527 | 53 | 514 [ 501 | -1.6 | 509 | 558 | 5.66 | 538 | 6,88
4 | Riau 2.18 | 2.66 | 235 | 2.81 [ -112 [ 7.43 | 622 | 598 | 576 | 6,32
5 | Jambi 437 | 46 | 469 [ 437 | -046 | 4 | 387 | 373 ] 406 | 513
6 | Sumatera Selatan 504 | 551 | 6.01 [ 569 | -0.11 | 431 | 439 | 427 | 453 | 551
7 | Bengkulu 528 | 498 | 497 [ 494 | -002 | 33 | 374 | 335 | 326 | 4,07
8 | Lampung 514 | 516 | 523 [ 526 | -1.67 | 462 | 433 | 4.04 | 403 | 467
9 | Bangka Belitung 41 | 447 | 445 | 332 [ -23 | 26 | 378 | 361 [ 358 | 525

10 | Kepulauan Riau 498 | 198 | 447 | 484 | 38 | 769 | 716 | 8.04 | 75 | 10,34
11 | Sumatera 428 | 428 | 452 | 455 | -119 [ 543 | 52 | 511 [ 5.04 | 6.14
12 | Indonesia 503 | 507 | 517 [ 502 | -207 | 561 | 55 | 53 [ 523 | 7.07

Source: Gross Regional Domestic Product of Provinces in Indonesia according to

Business Fields 2016-2020, 2021, and the Workforce of Indonesia August 2020, 2020 (data
analyzed)

On the other hand, indications of inequality not only occur between islands in Indonesia but
also between provinces in the Sumatra Island. The economic growth rate between provinces in
the Sumatra Island tends to various in the 2016-2020 periods. In that period, the economic
growth between provinces on Sumatra Island was relatively unequal because there were
districts that had very low growth (around 1%) and there were districts that had growth more
than 6%. Even in 2020 none of the provinces experienced economic growth.

Furthermore, the level of inequality in an district can be shown by the Williamson Index. If the
value of the Williamson Index is getting higher close to 1, it means that the level of inequality
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in an area is getting higher. Otherwise, if the value of the Williamson Index is getting lower
and closer to 0, it means that the level of inequality in an area is getting lower.The Williamson
Index value between provinces in the Sumatra Island the period between 2016-2020 can be
said to be quite unequal. It is said, because there are provinces with high Williamson Index
such as Riau Province and Riau Islands (more than 0.2). Meanwhile, on the other side, there
are provinces with low Williamson index such as Jambi Province (around 0.001) and Bangka
Belitung Islands (range 0.02). This can be seen in Figure 1.
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Figure 1: Williamson Index of Provinces in Sumatra Island 2016-2020
Source: Processed from Statistics Indonesia 2017-2021, 2017-2021

Thornton (2007) stated that the decrease of income disparities between districts was caused by
the implementation of regional autonomy and fiscal decentralization. Regional autonomy and
fiscal decentralization provide significant changes to equity and welfare because policies are
determined according to the potential of each districts and better able to calculate regional
conditions in the provision of goods, such as infrastructure, education, and health. Meanwhile,
according to Brodjonegoro (2003) Fiscal decentralization is a manifestation of the 'money
follow function' from the implementation of regional autonomy policies in Indonesia. The
underlying spirit of regional autonomy and fiscal decentralization is to more optimize the
implementation of development and its outcomes. The development policy that was centered
in the previous era has caused various problems in development, including one of the
development inequality between districts. Therefore, another orientation of fiscal
decentralization is to reduce the development inequality between regions.

Another factor that causes inequality in a district is the lack of expeditious mobility of goods
and services. The mobility of goods and services shows the performance of trade that occurs
in district. Thomas (2009) said that trade liberalization has been shown to increase growth and
decrease inequality. If see at the inter-provincial trade condition in Sumatra Island, which are
seen from the value of exports and imports produced by each province, it is known that the
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value of exports and imports between provinces is very varied. Moreover there are provinces
that experience a trade surplus or deficit.

The various trade performances between provinces in the of Sumatra Island occur due to
differences in the relative comparative advantage owned by each districts, thus encouraging
the specialization of production in certain commodities. The occurrence of production
specialization indicates that there are differences in the basis of the economic sector owned by
each district, which at the same time also shows the economic potential of each district.
Therefore, the economic base/potential is also an important factor to accelerate the
development of a district and decrease inequality. This is as stated by Kuncoro (2004) that
inequality between districts can be decrease if the government in the area concerned
implements development policies based on the potential of each region.

Several empirical studies that aim to analyze the effect of economic growth variables on
inequality have produced strong findings of a relationship between economic growth and
inequality. Lundberg & Squire (2003), Huang, et. al. (2009), Kefi & Zouhaier (2012) prove
that simultaneously both inequality and growth have a negative impact on each other. Chemli
& Smida (2013) find that economic growth and inequality go in opposite directions. In line
with that, Easterly (2007) also proves that there is a significant negative relationship between
inequality and long-term economic growth.

Thus, the main aims of this research is to examine the effect of economic growth, fiscal
decentralization, trade, and the basic sector on the inequality of districts/cities in the Sumatra
Island.

Literature Review and Hypothesis Development

The theoretical basis for the analysis of regional inequality uses the neoclassical hypothesis
(Kuznets). According to the neoclassical hypothesis, at the beginning of a country development
process, development inequality between district tends to increase or uneven. This process will
occur until the inequality reaches a peak/divergence (Todaro& Smith, 2006). This theory was
born in 1955 by observing the phenomenon of regional disparity as the relationship between
economic growth and per capita income which is depicted in an inverted “U” shaped curve
relation. The relationship between per capita income and even distribution of income is that at
the beginning of development stage, the distribution income between households will tend to
be uneven, but after reaching a certain level of development the distribution of income will be
more even (Kuncoro, 2006).

@ 1377|V17.107



Seybeld

REPORT

SRR DOI 10.5281/zen0d0.6939264

Gini
coefficient

Income
per capita

0 Threshold income

Figure 2: Kuznetz curve
Source: Hossain, 2013

Based on Figure 2, the Kuznets curve shows that at low income levels, further economic growth
tends to create more inequality, which occurs before reaching the threshold level of income.
However, once the threshold level of income (the top of the curve) has been reached, income
inequality will decrease through increased economic growth. In other words, poor countries in
the early stages of economic development can expect a decrease in income inequality after the
threshold level of income is reached (Hossain, 2013).

Williamson (1965) findings with a pattern that is in accordance with the hypothesis of Simon
Kuznets, which analyzes the income inequality in the spatial dimension, that is the income
inequality between districts at the per capita income level. With the measure of inequality in
the weight coefficient of variance or the Williamson index, the results of his study found a
systematic relationship between the level of economic growth and regional disparities.
Meanwhile, the same result was also found by Adelman & Morris (1973) using cross section
data. This study concludes that there is a negative relationship between economic growth and
differences in social welfare. Further, it was found that when the initial stage of new
development begins, the level of prosperity among the people tends to be unbalanced, but if
development has been going on for a long time then the inequality in prosperity will decrease.

The explanation why in the early stages of development the income distribution tends to
deteriorate but then getting better mostly related to the basic conditions of structural change.
According to the Lewis model, the early stages of growth will be concentrated in the modern
industrial sector, which has limited jobs but high levels of wages and productivity. The Kuznets
curve can be generated by a continuous growth process stemming from the expansion of the
modern sector, along with the development of a country from a traditional economy to a
modern economy. The underdeveloped economy consists of two sectors, there are:

1. The traditional sector is the subsistence rural sector which is overpopulated and
characterized by a marginal productivity of labor equal to zero. This is a condition of surplus
labor as a fact that if some of the workforce is withdrawn from the agricultural sector, the
sector will not lose its output.
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2. The modern urban industrial sector which has a high level of productivity and becomes a
shelter for workers who are transferred little by little from the subsistence sector.

The main concern of this model is directed at the process of shifting labor, as well as output
growth and increasing employment in the modern sector. The transfer of labor and the growth
of employment opportunities were made possible by the expansion of output in the modern
sector (Todaro& Smith, 2006).

Myrdal (1957) explains that inequality between districts by building his theory of
underdevelopment and economic development around the regional inequality idea at the
national and international levels. To explain that, the ideas of the spread effect and backwash
effect are used as a form of propagation influence from the growth center to the surrounding
area. The spread effect is defined as a favorable effect which includes the flow of investment
activities from growth centers to surrounding areas. The backwash effect is defined as an
infavorable effect which includes the flow of people from the surrounding area including the
flow of capital to the main area, resulting in reduced development capital for the suburbs which
is actually needed to balance the development of the main area. Furthermore, it is argued that
regional inequality occurs due to the large backwash effect compared to the spread effect in
underdeveloped countries.

There are three popular measures that are generally used to measure regional inequality, that
are the coefficient of variation (CV), the Gini coefficient, and the Theil index (Fan & Sun 2008;
Li & Wei 2010). Statistically, the Williamson Index is actually a coefficient of variation which
was originally used in Jeffrey G. Williamson's study as a measure of development inequality
between regions. The Williamson Index uses the value of Gross Regional Domestic Product
(GRDP) per capita as the basic data because what is being compared is the level of development
between regions and not the level of income distribution between groups of people.

According to Sjafrizal (2018) Inequality in a district is caused by many factors that are:

First, differences in the content of natural resources in each district. There are districts that
have oil and natural gas, but other district does not. This difference in the content of natural
resources will clearly affect production activities in the area concerned. District with a fairly
high content of natural resources will find it easier to increase production at a relatively low
cost compared to district with a lower content of natural resources.

Second, large differences in demographic conditions between districts. The demographic
conditions means are differences in growth rates and population structure, differences in
education and health levels, differences in employment conditions, and differences in behavior
and habits, and the work ethic of the people in that district. Demographic conditions affect
economic inequality between regions because this will affect the work productivity of the
people in the area concerned. Regions with good demographic conditions will tend to have
higher levels of work productivity. This condition will further encourage increased investment
to the region concerned so that it will also tend to increase the provision of employment and
economic growth of the region concerned.
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Third, lack of fine mobility of goods and services. The mobility of goods and services includes
inter-regional trade activities and migration, whether sponsored by the Government
(transmigration) or spontaneous migration. If the mobility is not fine then the excess production
of one district cannot be sold to other district in need. As a result, economic inequality between
districts will tend to be higher because the advantages of a district cannot be utilized by other
district in need, so that it is difficult for underdeveloped district to encourage their economic
activities. Furthermore, the effect of the mobility of goods (trade) between regions on regional
development inequality is shown by the Hecksher-Ohlin theory that if international and
interregional trade activities are not smooth, the process of factor price equalization will be
disrupted. As a result, the distribution of regional development processes will be hampered and
the disparity in development between regions will tend to be high. Meanwhile, the allocation
of investment between regions will clearly affect the development gap between districts
because investment is one of the main factors that determine the district development process.

Fourth, allocation of development funds between districts and government systems. If the
government system adopted is autonomy or decentralization, more government investment
funds will be allocated to districts so that economic inequality between districts will tend to be
lower. According to Oates (1972) fiscal decentralization can create efficiency and effectiveness
to encourage growth and changes in economic structure, as well as reduce inequality between
districts. This is in line with Akai & Sakata (2005) who revealed that fiscal decentralization is
a tool used to increase the efficiency of the public sector and to reduce disparities between
districts. Meanwhile, Rodriguez-Pose, et. al. (2009) stated that fiscal decentralization provides
significant changes to equity and welfare. This is because Regional Governments (assuming
closer to the people) are more capable in making policies that determine the public goods
needed in their regions. Thus, local governments produce a more efficient allocation function.

Fifth, a fairly high concentration of economic activity in certain district. The high
concentration of inter-regional economic activity tends to encourage an increase in inter-district
development inequality because the district development process will be faster in areas with a
higher concentration of economic activity. Vice versa, occurs in areas with a lower
concentration of economic activity. The concentration of district economic activities can be
measured using the Location Quotient (LQ) index or the Industrial Concentration Index (ICI).

Research Methodology

The data used for this research is secondary data sourced mainly from the Central Statistics
Agency which includes data on Gross Regional Domestic Product (GRDP) per capita,
population, economic growth, realization of regional income, GRDP by business field, as well
as the value of exports and imports from all over the districts/cities on the Sumatra Island from
2011 to 2020. The data processing technique used in this study uses the econometric model of
multiple linear equations (multiple regression) for panel data which is a combination of cross
sections that are 154 districts/cities on the Sumatra Island with time series is ten years (2011-

@ 1380 |V 17.107



Seybeld

REPORT

SRR DOI 10.5281/zen0d0.6939264

2020). To obtain an estimate of each variable and parameter, statistical data and models were
processed using Stata 15 software.

According to Baltagi, Jung, & Song (2010) some of the advantages of using panel data are as
follows:

a. Able to control the heterogeneity of variables that are not included in the model (unobserved
heterogeneity),

b. Can provide intensive data, reduce collinearity between variables, increase degrees of
freedom and be more efficient,

c. Better for study dynamics of adjustment,

d. Able to identify and measure effects that simply cannot be resolve in only cross section data
or only time series data,

e. Can minimize the bias generated by individual aggregation due to more data units.

The form of the multiple linear regression model that will be used in this study is multiple
linear regression with the dependent variable, that are the inequality variable and the
independent variable, namely the variable economic growth, fiscal decentralization (proxied
by the realization of regional income), trade (proxied by the value of net exports), and base
sector dummy variable (grouped into two, namely the non-agricultural sector base area with
code 1 and the agricultural sector base area with code 0). The equation function that is
formulated is as follows.

INEQ = f(PDRB, FD, TRD, BS) (1)
Where:
INEQ . Inequality
PDRB  : Economic Growth
FD : Fiscal Decentralization
TRD : Trade
BS : Basic Sector (dummy variable)

To estimate the panel data regression model, there are three commonly used approaches,
namely the common effect model (CEM) or also known as Pooled Least Square (PLS), fixed
effect model (FEM), and random effect model (REM) (Widarjono, 2009). Statistical results
obtained from data processing are used to test hypotheses. This hypothesis test is useful for
checking or testing if the regression coefficient obtained is significant (significantly different).
The meaning of this significance is a regression coefficient value which is not statistically equal
to zero. If the slope coefficient is equal to zero, it means that there is not enough evidence to
state that the independent variable has an influence on the dependent variable (Nachrowi,
2006). Thus, in detail the test of the criteria is carried out with the following stages:
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a. Economic criteria (signs and quantities) of economic theory;
b. Statistical criteria consisting of the following:

ot test (test for individual parameter significance/partial test), to test each explanatory
variable that significantly affects endogenous variables.

e Fisher's test/F (simultaneous significance test), to test the explanatory variables together/as
a whole is able to explain the variation of endogenous variables.

e The coefficient of determination (R2), to see the model's ability to explain the behavior of
endogenous variables.

Results

Based on the results of data processing that has been done, this study produces an equation
model that is considered the best by using the variables of inequality, economic growth, fiscal
decentralization (proxied by the realization of regional income), trade (proxied by the value of
net exports), and the base sector dummy variable. Thus, the equation formulated is as follows:

In_INEQ;¢ = B, + B,In_PDRB;; + B,FDj; + B, TRD;¢ + B,BS;¢ +&¢ 2
Where:
In_INEQ : Williamson Index
In_PDRB : Gross Regional Domestic Product growth (%)

FD : Realization of Total Regional Income (Billion Rupiah)

TRD : Net Exports (Billion Rupiah)

BS : Base Sector (1: base area for non-agricultural sector; 0: base area for agriculture
sector)

After obtaining the equation of the model, then the right approach for panel data must be
determined, that are using pooled least squares, fixed effect models (FEM) or random effects
models (REM). Therefore, the first step is to choose between pooled least square or fixed effect
models (FEM). Based on the results of the F-test conducted, the probability F-statistical
equation of the model is 0.0000, which is smaller than the 5% real level so Reject HO, which
means that the FEM approach is more appropriate to be chosen for the model equation.

Then, the next step is to choose between FEM and REM which is carried out with the Hausman
test. Based on the Hausman test which was done on the equation was obtained p-value by
0.0000. This indicates that the test results are significant (p-value < 5%) so that Ho is rejected,
which means that the correct approach is Fixed Effect Model (FEM) for the model equation.
The estimation results carried out on the model equations can be briefly shown in Table 1.
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Table 2: Estimation Results of Equation

Variable Coef. Std. Err. t P>|t|
In_pdrb -.1601994 | .0588148 | -2.72 | 0.007 (**)
fd -.000099 .0000496 | -2.00 0.046 (*)
trd .0000355 8.83e-06 4.02 | 0.000 (***)
bs -.4594204 1110416 -4.14 | 0.000 (***)
C -2.157217 | .4951432 | -4.36 | 0,000 (***)
R-squared 0.0446
Prob> F 0.0000
Total observation 1.540

Source: Data processed using Stata version 15

Based on the tests above on the estimation of the model equation, the F-statistical probability
results are less than 1%, which means that the regression model used is good/significant or in
other words, the independent variables together have a significant effect on the dependent
variable. Meanwhile, based on the test, the R-squared (R2) value is 0.0446 which indicates that
the model obtained is able to explain the variation of economic growth of 4.46 percent.

Discussion
Analysis the Effect of Economic Growth on Inequality

In this study, the variable of economic growth uses the GRDP growth indicator. Based on the
regression results, it is known that economic growth has a negative and significant effect on
inequality with a coefficient of -0.16. This means that the variable economic growth has an
effect on reducing inequality. Thus, the meaning is if there is an increase/growth of GRDP by
1 percent, inequality will decrease by 0.16 percent. The coefficient value obtained can be said
to have a significant impact on reducing inequality in the Sumatra Island.

The trend of economic growth in districts/cities on the Sumatra Island in recent years is quite
stable in the range of an average of 4 to 5 percent, although it is relatively fluctuating in its
development. Therefore, if there is a higher acceleration of economic growth in the coming
year, it can certainly produce better changes in reducing inequality on the Sumatra Island. For
example, if there is an increase/growth in GRDP by 5 percent, the range for decreasing
inequality is around 0.80 percent. The average value of the Williamson index as an indicator
of inequality in regencies/cities in the Sumatra Island is around 0.0356 points, so with a
decrease of 0.80 percent it can be 0.0353 points. For this reason, in order to achieve the goal
of reducing inequality more significantly, great attention is needed from all Regional
Governments in the Sumatra Island to encourage quality economic growth that can be felt by
all levels of society.

GRDP growth must be maintained, so that it continues to increase and the number is higher
than population growth. Because if population growth is higher than GRDP growth, then
GRDP growth does not have a positive impact on people's welfare. Through the progress of
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the economy in an area, it certainly indicates an improvement in infrastructure, public services,
and an increase in people's income. This ultimately creates a decrease in inequality in a region
due to the fulfillment of service standards and equitable development.

Analysis the Effect of Fiscal Decentralization on Inequality

Local government fiscal policies are considered important in the current era of decentralization
and regional autonomy. Regional governments have the authority to manage regional finances.
One of the important instruments in the regional fiscal framework is local government revenue
which is contained in the Regional Revenue and Expenditure Budget (APBD) every year. In
this study, the variable of fiscal decentralization uses the Realization of Total Regional
Revenue as a proxy. Based on the regression results, it is known that fiscal decentralization has
a negative and significant effect on inequality with a coefficient of -0.000099. This means that
the variable fiscal decentralization has an effect on reducing inequality. Thus, the meaning is
that if there is an increase in the Realization of Total Regional Income by 1 billion rupiah, the
inequality (Williamson index) will decrease by 0.000099 percent.

Basically, the realization of the total regional income of regencies/cities on the Sumatra Island
is relatively diverse, but on average the value is around 1.117 trillion rupiah in the last few
years. Therefore, if there is a significant increase in regional income in the coming year, it will
certainly have an effect on reducing inequality in the Sumatra Island. For example, if there is
an increase in the realization of regional income by 100 billion rupiah, the range for decreasing
inequality is around 0.0099 percent. The average value of the Williamson index as an indicator
of inequality in regencies/cities in the Sumatra Island is around 0.0356 points, so with a
decrease of 0.0099 percent it can be 0.035596 points. For this reason, in order to reduce the
level of inequality, synergistic and targeted efforts are needed in managing regional fiscal, one
of which is in the aspect of regional income. It is undeniable that the fiscal independence of a
region can be seen from the ability of regional income to increase. Through an increase in
income, the Regional Government can also increase regional spending so that it functions to
carry out equitable and fair development in order to reduce inequality between regions.

Analysis the Effect of Trade on Inequality

In essence, the wheels of the economy of a district cannot be separated from the existence of
interregional trade activities. This is because in the production process inputs are needed and
output marketing is done. Therefore, these two things become an important part in the trade
process and become an interaction between districts. In this study, the trade variable uses the
net export proxy, that is the number of exports and imports. Based on the regression results, it
is known that trade has a positive and significant effect on inequality with the coefficient
obtained is 0.0000355. This means that the trade variable has an effect on increasing inequality.
Thus, the meaning is that if there is an increase in net exports of 1 billion rupiah, inequality
(Williamson index) will increase by 0.0000355 percent.

Generally, most of the net export value of regencies/cities in the Sumatra Island is positive
which indicates that the value of trade is dominated by exports which are greater than imports.
The trend of the net export value of districts/cities in the Sumatra Island in recent years has
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relatively increased with an average figure of 1.315 trillion rupiah. Therefore, if there is a
significant increase in the coming years, it will certainly have an effect on increasing inequality
in the Sumatra Island. For example, if there is an increase in net exports by 50 billion rupiah,
the range for the increase in inequality is around 0.001775 percent. The average value of the
Williamson index as an indicator of inequality in regencies/cities the Sumatra Island is around
0.0356 points, so with an increase of 0.001775 percent it can be 0.035601 points.

The phenomenon of increasing inequality is caused by the lack of fine trade mobility in the
midst of increasing net export conditions. For this reason, in order to reduce the level of
inequality, an increase in net exports must be able to achieve a balanced quality of trade. This
means that each district is able to show trade mobility in accordance with its economic
concentration. Thus, export and import activities can be distributed and move evenly despite
an increase in net exports.

Analysis the Effect of the Base Sector on Inequality

Based on the regression results, it is known that the base sector dummy variable has a
significant effect on inequality with the coefficient obtained is -0.459. The negative sign on the
coefficient indicates that in regions with a non-agricultural basis the inequality rate
(Williamson index) is smaller/lower by 0.459 percent than in district with an agricultural base
sector. The base sector dummy variables in this study are grouped into two that are the non-
agricultural sector base area and the agricultural sector base area. This shows that there are two
categories of regional division in the Sumatra Island that are regions with leading sectors and
having high competitiveness on the basis of the agricultural sector, while other district are the
district with leading sectors and having high competitiveness on the basis of the non-
agricultural sector.

The research findings which show that district with a non-agricultural basis sector have less
inequality than district with an agricultural base sector can be said to be quite relevant based
on observations of the pattern of distribution of the characteristics of the level of inequality
between regencies/cities based on the agricultural and non-agricultural sectors in the Sumatra
Island. If viewed from the classification, most of the regencies/cities belonging to the non-
agricultural sector base group are urban areas. This is because urban areas predominantly have
economic conditions that rely on the service sector, trade, or industry. On the other hand, the
majority of districts on the island of Sumatra belong to the basic group of the agricultural sector.
Nevertheless, there are still a number of regencies on the island of Sumatra which is included
in the non-agricultural sector base group.

Conclusion

The conclusions that can be given in this study that economic growth variable and fiscal
decentralization variable (proxied by the realization of the amount of regional income) has been
shown to have a negative (reducing) and significant effect on inequality in the Sumatra Island.
Meanwhile, the trade variable (proxied by net exports) has a positive (increasing) and
significant effect on inequality in the Sumatra Island. Furthermore, researches results have
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shown that district with a non-agricultural basis sector have a lower level of inequality than
district with an agricultural base sector. Thus, this variable is relevant to be a concern and focus
for Regional Governments as a determinant in reducing the level of inequality in the midst of
district economic conditions that are experiencing a recession due to the COVID-19 pandemic
that has hit all countries including Indonesia.

Limitation and Study Forward

This study has limitations that are using only four independent variables (economic growth,
fiscal decentralization, trade, and the base sector dummy variable) so that there are other factors
or variables outside the model that can also affect the dependent variable (inequality). This
assumption is supported by the R-squared results obtained in the model equation, which is
4.46%. Therefore, for further research, it is better to be able to conduct research by using or
adding variables other than those in this research model in order to see other variables that also
have an influence on inequality. In addition, the object of research analyzed can be developed
at another regional level or wider in scope.
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