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Abstract: Income inequality remains a development issue in the Special Region 

of Yogyakarta Province, despite relatively good economic growth and human 

resource quality. This study aims to analyze the influence of economic growth, 

average years of schooling, and the labor force participation rate (TPAK) on 

income inequality for the period 2014–2023. The study used a quantitative 

approach with panel data regression across five regencies/cities in Yogyakarta 

Special Region. The results show that average years of schooling significantly 

influence income inequality, while economic growth and TPAK do not. 

Simultaneously, all three variables influence income inequality. These findings 

indicate that educational improvement and economic growth in the Special 

Region of Yogyakarta are not fully inclusive, necessitating policies that are more 

oriented toward regional equity. 
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Introduction 

 

Income inequality remains one of the main problems in economic development in 

developing countries such as Indonesia, even though various economic indicators show an 

upward trend. Recent studies show that economic growth and improved human 

development in several regions have not been able to significantly reduce income inequality 

(Ardiani & Prabowo, 2024). This indicates that increased economic output does not 

automatically create equitable income distribution. 
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Figure 1. Provinces with the Highest Gini Index 2019–2023 

 

Figure 1 shows the provinces with the highest Gini Index in the 2019–2023 period. Thel 

Special Regionl of Yogyakartal (lDIY) isl included inl the categoryl lof provinces with relatively 

high levels of inequality. On the other hand, DIY has a Human Development Index (HDI) 

that is relatively high compared to the national average (Handayani & Hanifa, 2024). This 

condition reveals a development paradox, where the l quality ofl human resourcesl land 

economic activity has improved, but income distribution remains uneven. 

Theoretically, thel relationship betweenl economic growthl and inequalityl is explainedl 

by Simonl Kuznetsl' inverted lU-curvel lhypothesis. Inl the earlyl stages ofl ldevelopment, 

growthl tends tol increase inequality due to the concentration of economic activity in certain 

groups. However, in the long term, the expansion of economic opportunities is expected to 

reduce inequality. Nevertheless, various empirical findings show that this relationship is 

not always linear and is greatly influenced by the economic structure of the region (Febriyan 

& Hasmarini, 2024). 

In the neo-classical growth perspective proposed by Robert Solow, economicl growth 

isl determined byl the accumulationl of lcapital, llabor, andl technological ladvances, includingl 

the qualityl of humanl lresources. lEducation, asl part ofl human lcapital, asl explained byl Gary 

lS. Becker, playsl a rolel in increasingl productivity andl opportunities to earn higher incomes. 

However, if accessl to andl quality ofl leducation are not evenly distributed across regions, 

then an increase in average years of schooling can actually widen the income gap 

(Rahmawati et al, 2024). 

In addition, the Laborl Force Participationl lRate (LFPR) also hasl the potentiall to affectl 

incomel distribution. High labor force participation can increase community involvement in 

economic activities, but its impact on inequality is highly dependent on the quality of 

available jobs, particularly whether the labor force is absorbed in l the productivel formal 

sectorl or thel linformal sector with low wages (Azhar & Nuryadin, 2025). 

Based on these phenomena and theoretical foundations, this study aims to analyze 

the effects of economic growth, average length of schooling, and Labor Force Participation 

Rate on income inequality in the Special Region of Yogyakarta Province for the period 2014–

2023. Thisl study isl expected tol provide empiricall contributions tol the formulationl lof more 

inclusive development policies at the regional level. 
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Research Method 

 

Thisl study usesl a quantitativel approach withl secondary datal obtained froml the 

Centrall Statistics Agencyl (lBPS) ofl the Speciall Region ofl Yogyakarta forl the periodl l2014–

2023. Thils study aimsl to analyzel the effectl of Economicl lGrowth (lX1), Averagel Length ofl 

lSchooling (lX2), andl Labor Forcel Participation Ratel (lX3) onl Income Inequality (Y) asl 

measured byl the Ginil lRatio. Thel analysis methodl used isl panel datal regression because it 

combines the dimensions of time and region. Data processing was performed using EViews 

13. The regression model used is formulated asl lfollows: 
𝒀𝒊𝒕 = 𝜶 + 𝜷𝟏𝑿𝟏𝒊𝒕 + 𝜷𝟐𝑿𝟐𝒊𝒕 + 𝜷𝟑𝑿𝟑𝒊𝒕 + 𝒆𝒊𝒕 

Explanation: 

lY = Dependentl lvariable (Income Inequality) 

lα = Constantl 

lX1 = Indepelndentl lvariable l1 (Economic Growth) 

lX2 = Independentl variablel l2 (Average Length of Schooling) 

X3 = Independentl variable 3l (Laborl Force Participationl lRate) 

e = Error term  

t = Time  

i = Entity i 
 

Result and Discussion 

 

Chow Test 

The Chowll test isl used tol determine thel most appropriatel regression modell between thel 

Common Effectl Model (CEM) l and thel Fixed Effeclt Model (FEM) l in panell data lssanalysis: 

Table 1. Chow Test 

 

Based onl Table l1, the Chowl Test resultsl show al Cross-sectionl Chi-Square 

probabilityl value of 0.0365 < 0.05. l This resultl indicates thatl H0 isl rejected andl H1 isl 

accepted, so thel more appropriatel model tol use inl this studyl is thel Fixed Effectl Modells 

(FEM). 

Hausman test 

The Hausmanll test wasl applied tol compare thel regression modelsl between thel Fixed 

Effectl Model (FEM) l and thel Random Effectl Modellss (REM): 
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Table 2. Hausman test 

 

 

Based onl Table l2, the Hausmanl Test resultsl show al Cross-sectionl Random 

probabilityl value ofl 0.0237 < 0.05. l This meansl that H0l is rejectedl and H1 isl accepted, so 

thalt the Fixedl Effect Modell (FEM) isl the mostl appropriate modell to usel in thisl researchl 

analysis. This resultl is thel same asl the Chowl Test, which alsol chose lFEM, so itl can bel 

concluded thatl the Fixedl Effect Modell is thel best modell in thisl study. lThus, the Lagrangel 

Multiplier (LM) l test doesl not needl to bel performed becausel the modell selection hasl been 

determinedl through thesel twolss tests. 

 

Classical Assumption Test 

Multicollinearity Test 

Table 3. Multicollinearity test 

 

Based onl Table l3, the resultsl of thel multicollinearity testl show thatl the correlationl 

values betweenl the independentl variables, namely X1l (Economicl Growth), X2l (Average 

Lengthl of lSchooling), and X3l (Labor Forcel Participationl Rate), are belowl the specifiedl limitl 

(< 10). lThus, it canl be concludedl that therel is nol multicollinearity betweenl the independentl 

variables inl this researchlss model.  

Heteroscedasticity Test 
Table 4. Heteroscedasticity Test 

 

Based onl Tablel 4, the resultsl of thel heteroscedasticity testl show thatl variable X1l 

(Economic Growth) l has al probability valuel of 0.1685 > 0.05, variable X2l (Average Lengthl 

of Schoolingl) has al value ofl 0.9262 > 0.05, and variablel X3 (Laborl Force Participationl Rate) 

has al value ofl 0.0727 > 0.05. Since alll probability valuesl are greaterl than thel significance 
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levell of l0.05, it canl be concludedl that thel regression modell in thisl study doesl not 

experiencel heteroscedasticityl problems. 

 

Coefficient of Determination Test (R 2 ) 

Table 5. Coefficient of Determination (R 2 ) 

R-squared 0.774882 

Adjusted R-Squared 0.737362 

 

Based onl Tablel 5, the resultsl of thel coefficient ofl determination testl show anl R-

squared valuel of 0.774882l or 77.49%. This valuel indicates thatl the independentl variables, 

namely Economicl Growthl (X1), Average Lengthl of Schoolingl (X2), and Laborl Force 

Participationl Ratel (X3), are ablel to explainl 77.5% of thel variation inl incomel inequality. The 

remainingl 22.5% is influencedl by otherl factors outsidel the scopel of thisl study. 

 

F Test (Simultaneous) 

Table 6. F test 

F-statistic 20.65265 

Prob (F-statistic) 0.000000 

 

Based onl Tablel 6, the Probl (F-statistic) l value ofl 0.000000, which isl smaller thanl the 

significancel level ofl 0.05, indicates thatl the variablesl of Economicl Growthl (X1), Average 

Lengthl of Schoolingl (X2), and Laborl Force Participationl Rate (X3) l simultaneously havel a 

significantl effect onl incomel inequality. 

t-test (Partial) 

Table 7. t-test 

 

 

1. The significancel value ofl 0.4736 > 0.05l indicates thatl Economic Growthl does notl have al 

significant partiall effect onl Incomel Inequality. 

2. The significancel value ofl 0.0018 < 0.05l indicates thatl Average Lengthl of Schoolingl has al 

positive andl significant partiall effect onl Incomels Inequality. 
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3. The significancel value ofl 0.6254 > 0.05l indicates thatl Labor Forcel Participation Ratel does 

notl have al significant partiall effect onl Incomels Inequality. 

 

The Effect of Economic Growth on Income Inequality in the Province of DIY 

The resultsl of thel Fixed Effectl Model estimationl show thatl economic growthl has al 

probability valuel of 0.4736 > 0.05, so itl does notl have al significant effectl on incomel 

inequality inl the Provincel of DIYl for thel period l2014–2023. This meansl that changesl in 

economicl growth dol not significantlyl affect thel level ofl incomel inequality. This findingl is 

inl line withl the phenomenonl inl DIY, which hasl high economicl growth andlss HDI, but thel 

Gini Ratiol remains inl the moderatel to high lcategory, indicating thatl growth isl not yetl fully 

linclusive. lTheoretically, this conditionl can bel explained byl Simon Kuznets'l Hypothesis l 

(1955), which statesl that atl a certainl stage ofl development, growth canl increase orl indirectly 

reducel inequality. Inl addition, Robert Solow'sl (1956) neo-classicall growth theoryl explains 

thatl growth thatl is notl accompanied byl equitable distributionl of capitall and technologyl 

has thel potential tol maintain incomel gaps. 

 

The Effect of Average Length of Schooling on Income Inequality in the Province of 

Yogyakarta 

The regressionl results showl that averagel length ofl schooling hasl a positivel and 

significantl effect onl income inequalityl with al probability valuel of 0.0018 < 0.05. This 

indicatesl that anl increase inl average lengthl of schoolingl correlates withl an increasel in 

incomel inequality inl Yogyakarta inl the periodl 2014–2023. lTheoretically, this findingl is inl 

line withl Garyl S. Becker's Humanl Capital lTheory, which statesl that educationl increases 

individuall productivity andl income. lHowever, if accessl to andl quality ofl education arel 

uneven acrossl regions, such asl the differencesl between Yogyakartal City andl other ldistricts, 

then increasedl education canl actually widenl the incomel gap. lThus, equal accessl to 

educationl is anl important factorl in reducingls inequality. 

 

The Effect of Labor Force Participation Rate on Income Inequality in DIY Province 

The testl results showl that thel Labor Forcel Participation Ratel (TPAK) l has al 

probability valuel of 0.6254 > 0.05, so itl does notl have al significant effectl on incomel 

inequality. This meansl that increasedl labor participationl has notl been ablel to significantlyl 

reduce incomels inequality inl DIY duringl the 2014–2023l period. Inl theory, increased laborl 

participation shouldl expand income-earningl opportunities, as explainedl in N. Gregory 

Mankiw'sl labor market ltheory. lHowever, if thisl increase isl dominated byl the informall 

sector withl low productivityl andl wages, its impactl on incomel equality willl bel limited. This 

conditionl shows thatl the qualityl of workl is morel decisive thanl simply increasingl the 

numberl ofl workers. 
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Conclusion 

 

Based onl the resultsl of thel analysis testedl in thel 2014–2023l period, it wasl found thatl 

economic growthl had al significance valuel of 0.4736l (>0.05), so itl did notl have al significant 

effectl on incomel inequality inl the Speciall Region ofl Yogyakarta. The averagel length ofl 

schooling showsl a significancel value ofl 0.0018l (<0.05), which meansl it hasl a positivel and 

significantl effect onl income linequality, so thatl uneven improvementsl in educationl have 

thel potential tol widen thel gap. lMeanwhile, the Laborl Force Participationl Rate (LFPR) l has 

al significance valuel of 0.6254l (>0.05), indicating thatl this variablel does notl have al 

significant effectl on incomel inequality. These findingsl indicate thatl education isl a morel 

dominant factorl in explainingl the dynamicsl of inequalityl than economicl growth andl labor 

participationl in lDIY. 
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