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Abstract 

This study aims to determine and analyze the influence of economic growth, government capital expenditure, and human 

development index on the inequality of income distribution in Metropolitan Cities in Indonesia. This type of research is descriptive 

associative research, where the data used is secondary data from 2012 to 2021 obtained from relevant agencies, which were 

analyzed using the panel data regression method. The findings of this study indicate that the human development index has a 

negative and significant effect on the inequality of income distribution in Metropolitan Cities in Indonesia, capital expenditures 

and economic growth have a positive and insignificant effect on the inequality of income distribution in Metropolitan Cities in 

Indonesia. Taken together, only the human development index has a significant effect on the inequality of income distribution in 

Metropolitan Cities in Indonesia. 
 

Keywords: Capital expenditure, economic growth, income inequality distribution, human development index. 
 

 

1. Introduction* 

Inequality is one aspect that is considered in achieving the level of welfare. Reducing inequality is one of the focuses 

that all countries in the world want to achieve. With equal distribution of income, everyone will get the same amount 

of income. One way to reduce income inequality is by implementing economic development (Irawan & Santoso, 

2019). Economic development is a process that causes the income per capita of the population or society to increase in 

the long term. Therefore, there is a need for sustainable and well-executed economic development so as to encourage 

economic growth and reduce unequal income inequality (Agusalim & Pohan, 2018). 

Aspects of economic inequality and economic indicators to measure the level of economic inequality is the Gini Index 

(Gini Ratio). Ironically, the Gini index is included in the category of moderate inequality that occurs in the 5 largest 

metropolitan cities in Indonesia, namely Jakarta, Surabaya, Medan, Bandung, and Semarang. The Gini index is an 

indicator of the level of inequality in income distribution where the coefficient value ranges from 0 to 1, which means 

that if the coefficient value is closer to 1, it is categorized as the largest inequality so that it can be said to be the worst 

level of inequality in the economy (Irawan & Santoso, 2019). 

Table 1. Income Inequality in the 5 Largest Metropolitan Cities in Indonesia 2019-2021 (Gini Index) 

City 2019 2020 2021 

Jakarta 0,39 0,40 0,41 

Surabaya 0,37 0,34 0,34 

Medan 0,35 0,32 0,40 

Bandung 0,44 0,40 0,43 

Semarang 0,33 0,33 0,35 

 

* Corresponding author. 
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Based on table 1, income inequality that occurs in the 5 largest metropolitan cities in Indonesia has increased and 

decreased in the past 3 years. The Gini ratio in the City of Jakarta has increased every year, where in 2019 it was 0.39 

then increased to 0.41 in 2021. Meanwhile, in Surabaya, the level of inequality has decreased, where initially in 2019 

it was 0.37 and then decreased. to 0.34 in 2021. Medan city has increased by 0.35 in 2019 to 0.40 in 2021. In addition, 

the city of Bandung has a fairly high level of inequality compared to the other four cities of 0.44 in 2019 then 

decreased to 0.40 in 2020 and increased again in 2021 by 0.43. Finally, the city of Semarang experienced a similar 

increase, namely by 0.33 in 2019 then reaching 0.35 in 2021. 

There are several things that cause income inequality to occur, namely the inequality of development in each region, 

the budget issued by each local government in carrying out development, and population growth, giving rise to a new 

thing, namely increasing unemployment (Zulaikha et al., n.d.). The government spending in carrying out development 

in each region varies as follows. 

 

Fig 1 . Government spending in Billion rupiahs (2021) 

 

Based on figure 1, it can be seen that the government of each city spends different budgets in carrying out 

development. The Surabaya City Government issued the highest capital expenditure of the four other cities, 

amounting to Rp 1,184,939.19. The Medan city government spends a minimum of Rp 178,910.00 for capital 

expenditure. In other words, the government has a very important role in carrying out development as a catalyst and 

facilitator. The development can be through the budget where government spending is partly used to carry out 

development in various types of infrastructure (Kurniati et al., 2018). 

Another factor that can influence the occurrence of inequality in income distribution is the Human Development 

Index (HDI). The Human Development Index that is not evenly distributed between regions will cause regions that 

have a higher HDI to prove that the region has good quality human resources so that it can encourage economic 

growth in the area. And vice versa, where the region has a low HDI level, it will be one of the inhibiting factors in 

economic growth. An increase in HDI in an area that is not accompanied by an increase in HDI in other areas will 

trigger an inequality in income distribution (Shah, 2016). 

Based on the phenomena that occur based on the description of the data above, the authors are interested in 

conducting research related to the effect of economic growth, government spending and the level of the human 

development index on the inequality of income distribution in the 5 largest metropolitan cities in Indonesia. 

2. Literature Review 

2.1. Income Distribution Inequality 

In analyzing inequality, measurements can be made using the Gini Index coefficient which is a measure of aggregate 

inequality from a value range of zero to 1. Kurtez stated that economic growth in developing countries tends to lead 
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to very high levels of poverty and income inequality (Mubarrok et al., 2020). This is explained in the inverted U 

hypothesis by Simon Kuznets, where if there is a movement in development, then the inequality of income 

distribution will be more uneven, but if it is at a certain point then income will be more evenly distributed. Basically 

inequality occurs due to differences in several aspects such as the quality of human resources, natural resources, and 

differences in the demographic structure of each region. Sirojuzilam (2010) states that the characteristics in Indonesia 

are very diverse so that they have a strong influence on the creation of economic development, so it is not surprising 

that there are differences in development patterns. HDI and income distribution inequality also have a relationship 

with each other (Putri & Mintaroem, 2020). Therefore, with these differences, this becomes an impetus for a different 

development. 

2.2. Human Development Indeks (HDI) 

The concept of the Human Development Index (HDI) or the Human Development Index (IPM) was first put forward 

by the United Nations Development Program in 1990 (Herianingrum et al., 2019). The Human Development Index is 

an aggregate indicator to measure people's welfare that focuses on basic abilities or central human functional abilities 

which are part of all abilities and are the determinants of human survival in life (Anto, M., 2013). According to 

UNDP in 1990, the Human Development Index has two sides, the first is related to human abilities such as health and 

knowledge, while on the other side is the use of these acquired abilities for productive purposes such as in social, 

cultural and political activities (Almasi-Hashiani et al., 2016). 

2.3. Government Spending 

According to the Minister of Home Affairs No. 13 of 2006, regional expenditures are all regional obligations that are 

recognized as a reduction in the value of net assets in the period of the relevant fiscal year. Regional expenditures 

associated with work programs and activities are categorized into two types, namely direct expenditures and indirect 

expenditures. Included in the direct expenditure category are personnel expenditures, goods and services 

expenditures, and capital expenditures (Kashif et al., 2019). Indirect expenditures are budgeted expenditures that are 

not directly related to the implementation of programs and activities. These were Included in the indirect expenditure 

category are personnel expenditures (salaries, allowances, and representation money), subsidy expenditures, interest 

expenditures, grants expenditures, social assistance expenditures, profit sharing expenditures, financial aid 

expenditures, and unexpected expenditures. Regional spending aims to advance the region and prosper the 

community (Faizah & Husaeni, 2018). 

2.4. Economic Growth 

Economic growth indicates an increase in the economic capacity of a region within a certain time. To measure 

economic growth, the concept of GRDP at the Provincial/District/City level can be used. According to Adam Smith, 

there are two main aspects of economic growth, namely (1) total output growth and (2) population growth (Ratnasari 

et al., 2020). These two main aspects are related to each other. Where the growth of total output, in terms of the 

production system consists of three main elements, namely natural resources, human resources, and the existing stock 

of capital goods. Economic growth is also influenced by several important factors, namely capital accumulation, 

population growth, and technological progress (Pratiwi et al., 2022). However, the emphasis on regional economic 

growth is focused on differences in regional characteristics of economic growth. According to Robinson Taringan 

(2006), the main important factors in regional economic growth are location advantage, migration agglomeration, and 

capital traffic flows between regions. Therefore, each region has a different level of economic growth. 

2.5. Previous Research and Hypothesis 

Several previous studies have discussed the effect of the human development index, government spending, and 

economic growth on the inequality of income distribution. Anggina and Artaningtyas (2017) examined the effect of 

economic growth and the human development index on income distribution inequality in the Special Region of 

Yogyakarta from 2007 to 2014. The results show that economic growth has no significant effect on income 

distribution inequality. Meanwhile, the human development index has a significant positive effect on the inequality of 

income distribution (Sinaga, 2020). 
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Nangarumba (2015) examined the effect of capital expenditures on the inequality of income distribution in all 

provinces of Indonesia in the period 2005 to 2014. The results show that capital expenditures have a significant 

negative relationship to income distribution inequality. In addition, Ansari et al. (2018) examines the effect of capital 

expenditure on income distribution inequality in all provinces in Indonesia. The results show that capital expenditure 

has a positive and significant effect on the inequality of income distribution (Bahmani-Oskooee & Ardakani, 2020).  

On the other hand, Hariani (2019) examines the effect of HDI on the inequality of income distribution in East Java 

Province. The results show that the human development index has a positive and significant effect on the inequality 

of income distribution. However, research conducted by Nurhuda (2013) in East Java Province had different results. 

Where the results show that the human development index has a negative and significant effect on the inequality of 

income distribution. 

In the following year, study by  (Barata, 2019) examined the determinants of income inequality in Indonesia, where 

there were independent variables used, namely the human development index, economic growth and local 

government spending. The results show that the human growth index and local government expenditures have a 

significant positive effect on income distribution inequality, while economic growth has a significant and negative 

effect on income distribution inequality (Iman et al., 2022). 

In the same year, Kiak (2020) examined capital expenditure, the human development index, and economic growth on 

the inequality of income distribution between regions in East Nusa Tenggara Province. The results show that capital 

expenditure and human development index have no significant effect on income distribution inequality. Meanwhile, 

economic growth has a significant effect on the inequality of income distribution. 

Based on the background, literature review, and previous research above, the hypothesis for this research can be 

formulated as follows. 

H1: Human Development Index has a positive and significant effect on Inequality of Income Distribution 

H2: Government Expenditure has a positive and significant effect on Inequality in Income Distribution 

H3: Economic Growth has a positive and significant effect on Inequality of Income Distribution 

When described in the analysis model, it can be seen in the figure 2. 

 

Figure 2. Analysis Model 

3. Research Method 

This study uses a quantitative research approach. The reason the author uses a quantitative approach is because it 

aims to re-examine the theory or previous research and analyze the results by deductive reasoning (Bungin, 2005). On 

the other hand, according to (Bryman, 2006), quantitative research is used to examine data processed with statistical 

tools and test predetermined hypotheses. 

This study uses endogenous variables, namely the Gini index (gini ratio) as a proxy for inequality in income 

distribution and exogenous variables using capital expenditures by local governments as a proxy for government 

spending, GRDP as a proxy for economic growth and the human development index (IPM). The research period in 

this study starts from 2012 to 2021, adjusted to the availability of data. The population in this study are the 5 largest 

metropolitan cities in Indonesia (Brynjolfsson et al., 2018). 
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The data analysis technique in this study uses panel data regression with Eviews 12 software. According to Gujarati 

and Porter (2013), panel data has the same cross-sectional data unit over a certain period of time. When described in 

the equation of the econometric model in this study, it will appear as follows: 

GIit = 1 + 2LNGRDPit + 3LNCAPEXit + 4HDIit + uit 

The initial stage of this research is to test the panel data estimation model where in Gujarati & Porter (2013) states the 

Hausman Test to test the choice between the FEM (Fixed Effect Model) and REM (Random Effect Model) models. 

Then after selecting which model is the best to use in panel data regression, then the t hypothesis test of the regression 

model is carried out. 

4. Results and Discussions 

4.1. Chow Test Results 

The Chow test was conducted to select the model between the Fixed Effect Model or the Common Effect Model to be 

used. If the Chi-Square Probability shows less than 5 percent alpha (0.05), then H0 is rejected. And if the Chi-Square 

Probability shows more than 5 percent alpha (0.05) then H0 cannot be rejected. The results of the estimation using the 

Chow test are as follows on table 2. 

Table 2. Chow Test 

Effects Test d.f. Prob. 

Cross-section F (4,42) 0.0000 

Cross-section Chi-square 4 0.0000 

Based on the Chow test, the two probability values of Cross Section F and Chi Square are smaller than alpha 0.05, 

thus rejecting H0 and accepting H1. It can be concluded that the best model used is the model using the Fixed Effect 

Model method. Based on the results of the Chow test which rejects H0, then the data testing continues to the 

Haussman test. 

4.2. Hausman Test Results 

According to Gujarati & Porter (2013), to choose a random effect or fixed effect estimation model, the Hausman test 

can be used. The following are the results of the Hausman test in table 3. 

Table 3. Hausman Test 
 

Correlated Random Effects – Hausman Test 

Equation: Untitled 

Test cross-section random effects 

Test Summary Chi-Sq. Statistic Chi-Sq. d.f. Prob. 

Cross-section random 2.284210 3 0.5156 

Referring to Gujarati & Porter (2013), based on the results of the Haussmann test above, the value of Probability 

score of 0.5156, where this number is above the significant value of 0.05, so it can be interpreted that the random 

effect model is better than the fixed effect model. Based on these results, the next panel data regression analysis will 

use the random effects model. 

4.3. Lagrange Multiplier Test Results 

This lagrange multiplier test is used to compare the common effect model and the random effect model. If the Chi-

Square probability value is more than 0.05 then H0 is accepted and H1 is rejected, this means that the model 

chosen is the common effect model. If the opposite happens, namely the Chi-Square probability value is less than 

0.05, then H0 is rejected and H1 is accepted, which means that the selected model is a random effect model. 

Based table 4, the results of the lagrange multiplier test show the prob value. Breusch-Pagan cross-section 0.0000 

is smaller than alpha 0.05 then H1 is accepted then the model to be used is the random effect model. 
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Table 4. Lagrange Multiplier Tests 
 

Lagrange Multiplier Tests for Random Effects 

 Test Hypothesis 

Cross-section 

Breusch-Pagan 91.67032 

(0.0000) 

4.4. Panel Data Regression Test Results 

The results of the panel data regression test using a random effect model of the influence of economic growth, 

government spending, and HDI on income distribution inequality can be seen in table 5. 

Table 5. Random Effect Model 

Dependent Variable: GI 

Variable Coefficient Std. Error t-Statistic Prob. 

C 0.726882 0.227261 3.198453 0.0025 

HDI -0.006613 0.002845 -2.324751 0.0246 

LNCAPEX 0.002800 0.004724 0.592717 0.5563 

LNGRDP 0.011681 0.018539 0.630089 0.5318 

Based on table 5, it can be seen that the coefficient for the independent variable of the human development index 

(HDI) is 0.006613 where it has a negative effect and the probability level. at 0.0246 (below 0.05) so that the negative 

effect is significant on the level of inequality of income distribution proxied by the Gini Ratio, meaning that in this 

study H1 is accepted where an increase in the level of the human development index will reduce the level of 

inequality in income distribution. On the other hand, the coefficient for government spending is actually positive at 

0.002800 towards the inequality of income distribution with the prob level. 0.5563, where the number is more than 

0.05 so that the effect is not significant. Because of these results, it can be interpreted that H2 is rejected in this study. 

The coefficient for positive economic growth at 0.011681 on the inequality of income distribution with the level of 

prob. 0.5318, where the lift is more than 0.05 so that the effect is not significant. So in this study H3 was rejected. 

When described in the regression equation model it will look like this: 

Inequality of Income Distribution = 0.7268 - 0.006 Human Development Index + 0.002 Government Expenditure + 

0.0118 Economic Growth 

4.5. Discussion 

Based on the results for the human development index of the 5 largest metropolitan cities in Indonesia, namely 

Jakarta, Surabaya, Medan, Bandung, and Semarang, it can be seen that it shows a significant negative relationship to 

inequality in income distribution. This is in line with the findings of Nurhuda (2013) showing that the human 

development index has a negative and significant effect on inequality in income distribution. In this case, it can be 

analyzed that with an increase in the human development index this will reduce the level of inequality in income 

distribution. Human resources are one of the important factors in encouraging economic growth which will create 

community welfare so that it can reduce the level of inequality in the distribution of income (Bahmani-Oskooee & 

Ardakani, 2020). One of the important concerns is the existence of advantages in areas where access to all 

information, infrastructure, and needs can be obtained easily. Jakarta, Surabaya, Medan, Bandung and Semarang are 

the 5 largest metropolitan cities in Indonesia where people will find it easier to get facilities to improve their quality 

(Barkah et al., 2022). 

Government spending (capital expenditure) shows a positive and insignificant relationship to the inequality of income 

distribution. This finding is in line with Kiak (2020) that government spending on capital expenditure does not have a 

significant effect on income distribution inequality. In this case, it can be analyzed that capital expenditures are issued 

to increase economic development in order to reduce the level of inequality in the distribution of income in each 

region equally (Rahman et al., 2022). According to Karl Mark, at each initial stage of development there will be an 

increase in the workforce. Where when there is an increase in the demand for labor, it will be followed by an increase 

in the level of wages. This will affect the increase in capital expenditure for labor so that there will be a decrease in 

labor (Brunkhorst, 2020). If there is a decrease in the workforce, this will lead to a return to inequality in the 
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distribution of income. Where these 5 metropolitan cities are also among the 5 largest cities that are target cities for 

unemployed people to find work, so that with the large demand for labor it will increase the level of company 

expenditure which is followed by an increase in the wage level (Juliansyah et al., 2021). 

Economic growth shows a positive and insignificant relationship to the inequality of income distribution. This finding 

is in line with Anggina & Artaningtyas (2017) that economic growth has no significant effect on inequality in income 

distribution. In this case, it can be analyzed that the higher the level of economic growth, this has not been able to 

provide an impetus in reducing the level of inequality in income distribution in the 5 metropolitan cities. The absence 

of the effect of economic growth on the inequality of income distribution is due to uneven economic growth in which 

only certain regions or a group of rich people are present (Taiwo & Olalekan, 2021). This can mean that economic 

growth is only felt or can be used by the upper class (rich) only so that existing developments are not followed by 

other areas which can encourage inequality in income distribution. (Febriyanti et al., 2022). 

5. Conclusion 

Based on the results of panel data analysis and the discussion that has been described, there is one variable that has a 

negative and significant effect on the Inequality of Income Distribution, namely the Human Development Index. 

Variables of Economic Growth and Government Expenditure (Capital Spending) have a positive and insignificant 

effect on the Inequality of Income Distribution in the 5 Largest Metropolitan Cities in Indonesia. 

The implication of this research is that it can be a consideration for local governments in taking policy steps in 

building the quality of human resources and increasing government spending (capital expenditures) so that they can 

have an influence on economic growth in order to reduce the inequality of income distribution that occurs. 
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