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Abstract: Economic growth is often perceived as a driving force of 

development; however, it can simultaneously lead to widening income 

inequality, particularly in resource-dependent regions. This study 

investigates the effect of economic growth on income inequality in the Papua 

Highlands, Indonesia, during the period 2022–2023. Using secondary data 

from the Central Bureau of Statistics (BPS), the analysis employs a simple 

linear regression model to examine the relationship between Gross Domestic 

Product (GDP) growth and the Gini coefficient. The findings reveal a positive 

and statistically significant relationship between economic growth and 

income inequality, with a regression coefficient of 0.019 and an adjusted R² of 

0.817. This indicates that regional economic expansion has contributed to the 

widening of income disparities across districts in the Papua Highlands. The 

results confirm the Kuznets hypothesis, which posits that inequality tends to 

increase in the early stages of economic growth before eventually declining. 

The study concludes that growth in the Papua Highlands has been 

concentrated in capital-intensive sectors such as mining and government 

administration, while local community participation remains limited. It 

recommends policies focused on equitable resource distribution, sectoral 

diversification, and inclusive development strategies. 

Keywords: Economic Growth, Income Inequality, Kuznets Hypothesis, 

Papua Highlands, Regional Development. 

 
 

Introduction 

 

Economic growth and income inequality remain central issues in regional 

development studies, particularly in provinces with structural disadvantages such as Papua 

Pegunungan Tengah. Although Indonesia has experienced steady economic expansion, the 

benefits of growth have not been evenly distributed, especially in newly formed and 

underdeveloped regions. Papua Pegunungan Tengah, characterized by high poverty rates, 

low fiscal independence, and uneven access to basic services, represents a critical case for 

examining whether economic growth contributes to income equalization or intensifies 

inequality. 

Empirical evidence shows that growth does not automatically reduce inequality. 

Studies across Indonesian provinces (Al Barabasi & Atmanti, 2025) confirm that rising GDP 
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per capita often coincides with widening income gaps, including in Papua. The special 

autonomy fund (OTSUS), intended to accelerate welfare improvement, has not significantly 

reduced inequality due to uneven distribution and weak institutional capacity (Wahyuni, 

2024). Likewise, the mining sector—although a major contributor to regional GDP—

generates limited spillover effects for local communities (Amalia, 2023). 

From a theoretical perspective, this condition aligns with the Kuznets hypothesis, 

which predicts that inequality rises in the early phase of growth before declining once 

development becomes more inclusive. However, recent studies show that inequality does 

not always decline automatically, especially when access to education, digital 

infrastructure, and fiscal capacity remains uneven (Risdiyanto et al, 2023) (Ifadah, 2025). 

This study analyzes the effect of economic growth on income inequality in Papua 

Pegunungan Tengah during 2022–2023, using GDP per capita as the growth indicator and 

Gini Index (or equivalent ratio) as the inequality measure. The analysis is limited to 

secondary data from BPS and regional government reports. 

Table 1. Expected Contribution 

Contribution Type Description 

Theoretical Enriches the literature on growth–inequality dynamics in post-autonomy provinces. 

Policy Provides input for OTSUS fund allocation, fiscal design, and inclusive development 

strategy. 

Academic Serves as a reference for inequality studies in geographically isolated regions. 

 

Theoretical Basis (Condensed) 

• Kuznets Curve (1955) → Growth initially increases inequality, later decreases when 

development becomes inclusive. 

• Trickle-Down Theory → Growth benefits all income groups, but proven weak in regions 

with high structural barriers. 

• Fiscal Decentralization Theory → Low fiscal capacity limits a region’s ability to reduce 

inequality. 

 

Hypotheses 

• H1: Economic growth (GDP per capita) has a negative effect on income inequality in 

Papua Pegunungan Tengah. 

• H2: Inequality is also influenced by unemployment, education level, and fiscal 

distribution policies. 
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Research Method 

 

The study is conducted in Papua Pegunungan Tengah Province, Indonesia, which 

comprises several districts characterized by heterogeneous socio-economic structures and a 

strong sectoral concentration, particularly in extractive industries such as mining. The 

province is selected due to the coexistence of relatively high economic growth episodes 

alongside persistent income inequality, making it a relevant case for examining the growth–

inequality nexus. The region is also chosen based on data completeness and policy 

relevance, enabling short-run assessment of trends in economic expansion and distributive 

outcomes during the 2022–2023 period. 

The research employs secondary macro-regional data at the district or provincial 

level, depending on indicator availability across years. Core datasets are sourced from 

Statistics Indonesia (BPS), including GDP per capita, the Gini Index, unemployment, and 

poverty rates. Additional information on fiscal transfers—such as Special Autonomy Funds 

(Otsus) and General Allocation Funds (DAU)—as well as sectoral economic composition, is 

obtained from regional government financial reports. Relevant policy documents 

concerning fiscal distribution and sectoral development are further utilized to contextualize 

institutional factors influencing inequality dynamics in the province. 
1. Literature review: peer-reviewed articles, books, and policy papers on growth–inequality 

dynamics in Papua Pegunungan Tengah. 

2. Secondary data extraction: BPS databases and regional annual reports (GDP per capita, 

Gini, unemployment, poverty). 

3. Policy document analysis: fiscal design (Otsus/DAU), sectoral priorities, and related 

regulations. 

Economic Growth (Growth): proxied by GDP per capita (constant prices). 

𝐺𝐷𝑃 𝑝𝑒𝑟 𝑐𝑎𝑝𝑖𝑡𝑎 =  
Regional GDP

𝑃𝑜𝑝𝑢𝑙𝑎𝑡𝑖𝑜𝑛
 

• Income Inequality (Inequality): Gini Index (0 = perfect equality; 1 = perfect inequality). 

• Optional controls (for extended model): Unemployment rate, poverty rate, and fiscal 

transfers (e.g., Otsus/DAU per capita). 

Table 2. Variables, Proxies, Units, and Sources 

Construct Variable (Proxy) Unit Expected Sign 

(β) 

Primary 

Source 

Economic growth GDP per capita 

(constant) 

currency/person – BPS 

Income inequality Gini Index 0–1 (dependent) BPS 

Labour market 

(control) 

Unemployment rate % + BPS 

Poverty (control) Poverty rate % + BPS 

Fiscal policy (control) Otsus/DAU per capita currency/person – Regional 

reports 
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Descriptive Analysis 

Compute and present means, medians, standard deviations, and distributions for GDP per 

capita, Gini, unemployment, and poverty; visualize annual trends (tables/plots) to establish 

context. 

Classical Assumption Checks 

• Normality of residuals: Kolmogorov–Smirnov and Shapiro–Wilk (p > 0.05 ⇒ fail to reject 

normality); confirm via histogram and Normal P–P plots. 

• Heteroskedasticity: Glejser and Breusch–Pagan tests (p > 0.05 ⇒ homoskedastic); 

corroborate with residual–fitted scatterplots. 

• Multicollinearity (if controls used): Variance Inflation Factor (VIF < 10) and tolerance > 

0.1. 

 

Regression Model 
 

𝑩𝒂𝒔𝒆𝒍𝒊𝒏𝒆 𝒎𝒐𝒅𝒆𝒍: 
𝑮𝒊𝒏𝒊_𝒕 =  𝜶 +  𝜷𝟏 𝑮𝑫𝑷𝒑𝒄_𝒕 +  𝜺_𝒕 

 
𝑬𝒙𝒕𝒆𝒏𝒅𝒆𝒅 𝒎𝒐𝒅𝒆𝒍 (𝒊𝒇 𝒅𝒂𝒕𝒂 𝒂𝒗𝒂𝒊𝒍𝒂𝒃𝒍𝒆): 

𝑮𝒊𝒏𝒊_𝒕 =  𝜶 +  𝜷𝟏 𝑮𝑫𝑷𝒑𝒄_𝒕 +  𝜷𝟐 𝑼𝒏𝒆𝒎𝒑_𝒕 +  𝜷𝟑 𝑷𝒐𝒗𝒆𝒓𝒕𝒚_𝒕 +  𝜷𝟒 𝑭𝒊𝒔𝒄𝒂𝒍_𝒕 +  𝜺_𝒕 

 

Inference and Goodness-of-Fit 

• 𝑡 − 𝑡𝑒𝑠𝑡𝑠 for individual coefficients (p < 0.05 ⇒  significant). 

• 𝐹 − 𝑡𝑒𝑠𝑡 for joint significance of the model. 

• 𝑅2 and adjusted 𝑅2 for explanatory power; report RMSE/SE of regression. 

• Robustness option: re-estimate with heteroskedasticity-robust (HC) standard errors. 

 

Result and Discussion 

 

Descriptive statistics show that economic growth across 16 regencies in the Papua 

Central Highlands during 2022–2023 ranged from 2.50% to 4.75%, with a mean of 3.47% and 

a standard deviation of 0.68. Higher growth was observed in regencies with stronger 

infrastructure and market access (e.g., Jayawijaya), while slower growth occurred in more 

remote areas such as Nduga. 

Income inequality, measured using the Gini Index, ranged from 0.28 to 0.32, with an 

average value of 0.299 and a standard deviation of 0.014, indicating relatively stable—but 

still persistent—income disparities across regencies. Although the variation is small, the 

higher Gini score in districts such as Yahukimo suggests unequal access to economic 

opportunities despite regional growth. 

Normality testing using the Kolmogorov–Smirnov test produced p = 0.980 (> 0.05), 

confirming that the residuals were normally distributed. The Glejser test yielded p = 0.512 

(> 0.05), indicating no heteroskedasticity. Thus, the regression model met key statistical 

assumptions and is valid for inference. 
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The simple linear regression model produced the following equation: 

Gini = 0.233 + 0.019(Economic Growth) 

The regression coefficient (0.019) is positive and statistically significant (t = 8.243; p < 0.001), 

indicating that a 1% increase in economic growth raises income inequality by 0.019 points 

on the Gini scale. The model fit is very strong (Adjusted R² = 0.817), meaning 81.7% of the 

variation in inequality is explained by economic growth. 

Table 3. Summary of Statistical Results 

Component Indicator Key Values 

Descriptive – Economic Growth (%) N / Min / Max / Mean / SD 16 / 2.50 / 4.75 / 3.47 / 0.68 

Descriptive – Gini Index N / Min / Max / Mean / SD 16 / 0.28 / 0.32 / 0.299 / 0.014 

Normality (K–S Test) Z; p-value 0.471; 0.980 → normal 

Heteroskedasticity (Glejser) Coef.; p-value −0.001; 0.512 → homoskedastic 

Regression Constant (α) B; t; p 0.233; 28.458; <0.001 

Regression Coefficient (β) B; Beta; t; p 0.019; 0.911; 8.243; <0.001 

Model Fit R² / Adj. R² / Std. Error 0.829 / 0.817 / 0.00614 

ANOVA (F-test) F; p 67.950; <0.001 

Final Model Equation Gini = 0.233 + 0.019 × Growth 

 

The results demonstrate a positive and significant relationship between economic 

growth and income inequality in the Papua Central Highlands. Increases in regional GDP 

per capita do not lead to equitable welfare distribution; instead, they widen the income gap. 

This pattern is consistent with Kuznets’ inverted-U hypothesis, which states that inequality 

tends to rise in the early stages of development when growth is concentrated in capital-

intensive sectors. 

In the local context, growth is largely driven by extractive industries and high-barrier 

formal sectors, while most of the population remains dependent on subsistence agriculture. 

This reinforces structural inequality, where economic gains are captured by a narrow 

segment of the population, echoing findings from Wahyuni (2015), Rismayanti & Syafitri 

(2021), and Al Barabasi & Atmanti (2025). 

The high Adjusted R² (0.817) indicates that growth alone explains most inequality 

variation, but the remaining 18.3% likely reflects other drivers such as education gaps, fiscal 

dependency, limited employment diversification, and weak redistributive policy. 

These findings suggest that growth without inclusion accelerates inequality, especially in 

resource-based regions with limited institutional capacity. Therefore, policy responses must 

move beyond GDP expansion and prioritize: 

• equitable fiscal transfer and public service expansion, 

• human capital investment (education, health, skills), 

• diversification beyond mining and state-led sectors, 

• community-based entrepreneurship and SME support. 
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Conclusion 

 

The findings of this study indicate that although the Papua Central Highlands 

experienced notable economic growth during 2022–2023, this increase in regional GDP per 

capita did not translate into a reduction in income inequality. Regression results confirm a 

positive and statistically significant relationship between economic growth and income 

disparity, where a 1% increase in economic growth raises the Gini Index by 0.019 points. 

This implies that economic expansion has been exclusive rather than inclusive, benefitting 

limited groups—particularly those linked to extractive sectors—while the majority of the 

population reliant on agriculture and informal activities remains marginalized. 

The study further reveals that Special Autonomy Funds (OTSUS), although designed 

to accelerate regional development, have not yet been managed effectively enough to reduce 

inequality. Limited access to quality education, healthcare, infrastructure, and stable 

employment continues to reinforce structural disparities. These results align with the 

Kuznets hypothesis, which states that inequality tends to rise during early development 

phases; however, inequality in Papua remains persistently high, indicating that the 

transition toward a more equitable economic structure has not yet occurred. Therefore, 

growth alone is insufficient—redistributive and capability-enhancing policies are required 

to ensure that development benefits are more evenly shared. 
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