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Chapter O N E

INTRODUCTION

1.1. General Background and the Relevance of the Study

The over increasing income 'gap between the rich and the poor has attracted a growing
concern in development literature and government interventions, especially after the Second
World War. It has been recognized that the wide differences between incomes of the rich and
of the poor are no longer held to be unavoidable. This argues against what is commonly
treated as the Pareto’s Law; that'is, income distribution does not change across regions and
times. According to Pareto’s view, one may not be better off without making at least another
person worse off. There are some doubts on the belief that people are poor because they were
born from poor families. Governments may play important roles in increasing the income of
the poor by introducing such policies which are likely to improve the welfare of the lowest
income class of the population. "

The earliest studies and models of income distribution (classical theories including
Marx, neoéclassical, etc.) were concerned with the ‘functional’ distribution of income and
they attempt to explain the way in which national incomes (or outputs) are to be distributed
throughout the primary factors of production: land, labour and capital in the forms of rents,
wages and profits, respectively. This approach assumed that the distribution of income ambng
individuals or households depends on the ownerships of those factors of production, their
productivity and their scarcity. Many theories, therefore, cannot explain the present situation
in which individuals or households derive incomes from various income sources, including a
combination of productive factors as well as interest, dividend, and inherited incomes.

The other approach, that is the ‘personal or size" distribution of incomg- has drawn
interest in explaining the distribution of income among individuals or households. The reasons
behind this interest in the Develdpéd Countries (hereafter DCs) differ from those in the Less
Developed Countries (hereafter LDCs). In the DCs, it has been realized that government’s
intervention could influence the works of distributional mechanisms of economic growth and
could be altered somehow in favour of them (especially those of the lower income classes).

Such direct and indirect government transfers as the provision of public services (health,

1
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education, etc.) could play important roles to modify the status of the poor. On the contrary,

the LDCs have struggled to alleviate the existence of large proportion of the population who
live under poverty line. The economic grwoth they achieved, if there were, was seen not to
successfully reduce the number of the poor. The research problems in DCs, therefore, differ
to those in LDCs.

Regarding policy formulation, the reseach about the distribution of income in LDCs,
like Indonesia, would be more valuable than that in the DCs. The study of income distribution
in the country would give more informative background for the policy formulation of thc
country’s development, especially as regard to the poverty alleviation programmes. ’'In fact,
development is viewed by some writers primarily in terms of securing a more [equal]
distribution of income’ (Sundrum, 1990: p. 2).

Two general distinctions are commonly considered in explaining the persistence of wide
poverty in LDCs. The first approach holds that it is the low level of total national income
which contributes to the wide existence of mass poverty. The policy following this approach
emphasized the strategy to achieve high economic growth which 15 assumed to trickle down
to the entire population in the later stage of the development paths. Many evidences, however,
showed that the number of the poor remained the same, or even increased during the periods
of rapid economic growth. Due to this fact, many scholars believe that uneven distribution
of income becomes the major reason of the existing mass poverty in LDCs. If incomes are
proportionately in favour of the small part of the population, the bulk of the population will
remain poor. As an alternative, development economists have considered the evenness of
distribution of national incomes among individuals and hgusehold as a pron;isihg way of
alleviating poverty. When incomes are equally distributed to ’the entire population, ‘thc,
majority of the people increase their income. This would eventually result in the sum of
increases in national income. The policies which follow this thought, therefore, emphasize
more equitable distribution of income and participation of individuals or households in the
developmeht proéeés.’ , | g

The New Order Government of Indonesia has also shifted the policy strategy from
emphasizing economic growth to more equally distributed development gains. The fundamental

objectives of the first short-term development policy (1969/1970 - 1973/1974), included: i).

1) After the violence of the Communist Party in 1945, the Mew Order under the Soeharto's Presidency
has governed the country, The most fundamental economic differences between the new government and the
older one is that, the New Order government give mores chance to the private ssctor to take advantage from
the sconomy. In 1967 and 1968, for instance, the government fssued the Foreign Investment Lsw and Domestic
Investment Law, respectively. Starting in 1969, the New Order Govermment also adopted the short term
development policy covering 5 fiscal years (REPELITA, Five-Year Development Plan), in which each year
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a sound and dynamic national stability, ii). a sufficiently high economic growth, and iii). a
more equitable distribution of development gains, leading to the welfare of the entire
population. This Trilogi Pembangunan (Three Fundamental Objectives) changed the order in
the second REPELITA (1974/1975 - 1978/1979), whereby the first and the second changed
the order. During these two REPELITASs the country achieved remarkable economic growth:
over 7% annual growth of GDP at 1973 constant prices. The exploration of natural resources
and promotion of industrial activities as the major engine of economic development resulted
'in high growth in these sectors during the decade: 8.23% annually for mining and quarrying
sector, and 14.17% for manufacturing industry?. Another factor contributing to economic
growth during that decade was the increase in government revenues as a result of increases
in oil prices in 1973 and 1979. This made possible to the government to invest in public
infrastructures, such as roads, education and health services to support the development efforts
in the economy.

It was found, however, that this remarkable economic growth was not followed by the
reduction of income inequality, as found by Hughes and Islam (1981); Oshima (1982); Yoneda
(1985); and Asra (1989), just to mention a few. This pattern also holds true in a regional
context, in which higher income inequality emerged in urban areas than that in rural areas.
Other information also suggests that the number of the poor increased during the period,
especially in rural Java (World Bank 1990).

Cognizant of this problem, the government has shifted the emphasis of the national
development plan from growth and stability in the first two REPELITAs to equitable
distribution and growth in the third REPELITA (1979/1980 - 1983/1984). In order to
implement this change in priority, the government introduced eight "paths to equal
distribution” (delapan jalur pemerataan), which presumably will improve the welfare of the
lower income population in the country better than the previous periods. The eight paths to
equal distribution of development gains are as followed: .~

1. an Qqust.bt. distribution of access to means of fulfilling basic human needs, pnrti/cularly food,
clothing snd shelter;

2. an equitable distribution of access to education and health services;
en equitable distribution of income;

an equitsble distribution of employment opportunities;

5. an oquitable distribution of access to business opportunities;

starts in April and ends in March of the following year, snd long term development policy covering 25-30 -

years.

2) Ceolculated ¢rom Biro Pusat Statistik (BPS): Laporsn Perekonomisn Indonesis 1982, Biro Pusat
Statistik, Jakarta, August 1983 (Table 4, p. 8).
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6. en equiteble distribution of access to participation in davelopment, particularly of the young
generation and women; ‘
an equitable distribution of development efforts throughout the various regions of the country;
an equitable distribution of justice.

A few studies have been made in measuring income distribution during the last
decade, especially with regard to the patterns of intra-regional income distribution, within and
between sectors of the economy. Generally, as a rule, the size distribution of total income
among individuals or households depends on three principal factors: the levels of average
incomes in the various sectors of the economy, the importance of the sector as indicated by
the share of population engaged in each sector, and the distribution of income within a sector
(Kuznets 1963; Adelman a.md Morris 1974; Lydall 1976; Lecaillon et.al. 1984; Sundrum 1990).
By dividing the economy into two sectors: agricultural (A) and non-agricultural (non-A)
sectors, they found that the former had a lower level of average incomes than the latter one.
In a number of cases, the rate of returns in the "A" sector tends to be less than that in the
"non-A" sector. Secondly, given the differences in average income between the sectors, the
reallocation of labour from agricultural to non-agricultural activities led to unequal
distribution of income in the early stage of economic development. They also found that
income distribution within the agricultural sector tends to be less unequal than that in the
non-agricultural sector, especially in the LDCs; while in developed countries, there is a
tendency of decreasing overall income inequality due in part to the reduction in inequality
within the non-agricultural sector.

Based on these findings, it would have been desirable to attempt a parallel analysis of
the distribution of incomes within and between sectors of the economy in a single country
by interregional analysis, or in a single region by intraregional analysis. The study will focus
on the assessment of income distribution in a single region in Indonesia, i.e., Java region
(hereafter including Madura island), since the intraregional income differential in LDCs is
more crucial than interregional differential (Richardson 1980). S

During the development process, interregional inequality may decrease dué in part to
increases in regional comparative advantage. Each of the regions becomes specialized in its
production activities of which it has more advantage than the other activities. However, this
may not effectively result in intraregional parity. The growth achieved by each region usually
takes place in few urban centres within a region, and may not be enjoyed by the poor
especially those who live in rural areas. Consequently, intraregional inequality cannot be

resolved even though each of the regions achieve high economic growth.




1.2. The Scope and Limitation of the Study

The main aim of this study is to analyze trends in personal or size distribution of income in
Java region during the period of 1978-1987. Because of the limited data available on
individual and household incomes (in the sense of time-series data) the paper is limited to the
discussion on the measurement of the pattern of personal income distribution in 1978 and
1987, both in rural and urban areas. It is assumed that the assessment would show changes
that occurred in terms of income distribution prior to the introduction of "eight path” to
equitable distribution strategy and after the implementation of the policy during the third and
fourth REPELITAS.

The reason for taking Java as the focus of the study is that it has become the most
densely populated region, covering some 61% of the 1985 population located in some 6.9% of
the total land areas of the country. Any analysis concerning this region, therefore, will show
general condition of the majority of the people in the country. Furthermore, the development
of the island has started long before that of the outer islands, or even before the
independence of the country, which resulted in better facilities including infrastructures and
the institutions to support its development. This situation makes the region become more
attractive, leading to the flow of people and capital into the region. As shown in Table 1.1.
the distribution of regional population, investment, employment in agriculture and
manuf acturing industries, and the distribution of regional Gross Domestic Product (GDP) are
more concentrated in the region.

The concentration of people and investment in the region influences the diversity of
economic activities in the region. Though manufacturing industries have been concentrated
in the region, agricultural activities, rice farming in particular still dominate the Javanese
economy. In other words, Java can be characterized with the existence of dualism, especially
between agricultural activities with their inherited-traditional method of productioﬂ, and non-
agricultural activities which employ modern production technology, i.e., more capital intensive
than labour intensive.

Many studies on income distribution in Indonesia, and in Java region to a lesser
extent, use -various methods of measurement. In most cases, the studies use single measure
separately, like Gini Coefficient, Kuznets Total Disparity Measure (TDM), Theil Index, etc.,
while others employ a family of indices. Hughes and Islam (1982), Islam and Khan (1986) use
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Table 1.1:

Distribution of
Selective Socio~Economic Indicator
in Java ax(xqcz)lndo‘nesia

Seloctive Socio-economic Java Outer Total
Indicators Region lslends Indonesia
(1) | (2) (3) (%)
1. Population (1985) 60.87 39.43 100.00
2. Investment approved
- Domestic investment 60.29 39.71 100.00
(1968 up to 1988)
- Foreign investment 62.27 37.73 100.00

(1967 up to 1988)

3. Population 10 years of age
and sbove who work in

- Agriculture 53.42 46.58 100.00
- Manufacturing industry 75.78 24.22 100.00
4, Distribution of GDP
1988
- Current prices 56.13 43,87 100.00
- Constant 1983 prices 51.49 48.51 100.00

Source : 1) BPS: Statistical Yearbook of Indonesis 1988
2) and 3) BPS: Indicator Ekonomi; Monthly Statistical
Indicator, April 1989 (re-calculated)
4) Colculated from BPS: Statistical Yearbook of Indonasia

1990 (pp.574-75).

such indices as Gini Coefficient, Theil Index, Atkinson Index, etc., and combine them to give
an overview on the pattern of income inequality within the region. BPS (1987) and Asra
(1989) used Gini Coefficient and TDM index separately in order to show the pattern of
income distribution in Java, Outer Island and Indonesia.

Almost all of the studies, however, did not take into account'such factors as intra-
and inter-sectoral inequality which are expected to contribute in shaping personal income
distribution. Even though decomposition analysis has been done by many authors, they are

merely concerned with the measures separately. BPS (1987), for instance, analyzed-the

[}

e
distribution of income within sectors of the economy, although it did not look at these factors

to indicate overall inequality.

Given the above accounts, the study will compare different methods of measurements.
On the one hand, the study will measure overall income inequality indices directly among
income classes in both urban and rural areas. On the other hand, it will also assess the present
situation of income distribution in Java by taking into account such factors as intra sectoral

inequality, intersectoral inequality as well as intra regional inequality.
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Based on the previous calculations, the study will also attempt to answer the following
questions:

1. Whether income inequality within a sector in the region decreased over the period
under study, indicating the positive effects of priority change in Three Fundamental
Development Objectives (Trilogi Pembangunan) on income distribution in the region.

2. Whether or not intersectoral income concentration decreased during the period under
study.

1.3. Data Sources and Method of Analysis

In order to answer these questions, secondary data on household surveys conducted by Central
Bureau of Statistics (CBS) will be used as the major data sources. However, information
concerning per capita incomes are very limited, in the sense that there is no time series data.
Furthermore, data on incomes have been reported under-estimated due to many reasons,
including the bias of the information taken from respondents. The population in the upper
income classes tend to underestimate their incomes in order to avoid the envy of the others,
or for fear of raising their tax liabilities, or provoking government policies that might affect
them adversely. On the other hand, the lower income group tends to report their incomes
more than that of the actual earnings so as not to reveal the extent of their poverty.

3 as the

Furthermore, the lower income groups usually have various income sources
supplementary sources of income, so it is difficult to account for incomes they received
during the survey periods. Yet, in a number of cases incomes from subsistence activities,
especially in rural areas, were not enumerated, leading to under-estimated the rural income.

For the above reasons many analysts suggest the use of expenditure as a proxy variable
for individual or household incomes, or adjusting the income level to fit the consumption
data. In the Indonesian case, the income data on household survey have been adjusted with
the level of expenditure data. The data, however, do not avoid the bias of the’;nf ormation
at all. In many cases, the propensity to consume in the upper income classes tends to be lower
than that in the lower groups, especially regarding food expenditure. As a consequence,

expenditure data tend to under-estimate the upper income clusters. ‘But, if the saving

behaviour is [relatively] stable, the trends of expenditure [or adjusted income] share should

3) Many studios show that the lower income classes Like small farmers in rural sreas also derive
income from non-fare employment, especially from the wage Labour in smell urban centres. More study in rural
Javenese economy cen be found in Benjamin White (1986).
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still be satisfactory indicators of changes in income distribution” (Uppal 1985: 326). In this
paper, therefore, adjusted income data will be used.

In order to analyze the trends of income distribution, the assessment of any change
in income within the lower income group seem to be more favourable. Whether or not the
lower income level benefits from the policies, and whether or not the poor increase their
income, may be indicated by the measures which explain more changes in the lower income
brackets. Therefore, one has to take into account the effects of any changes in the lower part

of the population.

1.4. Organization of the Paper

This research paper is structured in five chapters. Chapter one presents an Introduction which
emphasizes the general background and the relevance of the study for policy formulation.
Chapter Two deals with outlining the theoretical framework of the study. As various
theoretical models of income distribution have been built around the concept of "functional”
distribution, while the study is concerned with the "personal or size" distribution of income,
Chapter Two starts with the general view on income distribution theories with emphasis on
the weakness of the functional distribution theories to explain the patterns of personal income
distribution in LDCs. It will be seen that functional distribution theories require various
assumptions which are hardly being met in the present situation in LDCs. Yet, it is recognized
that individuals or households receive their income from various sources, including from
various productive activities as well as inheritance or gift. Moreover, this Chapter will look
at the general patterns of income inequality usually found in LDCs. It starts with the
discussion on the patterns of income differential, accompanied by the factors underlying
different patterns of inequality with emphasis on different sectors of the economy and
different regions (urban and rural areas). Departing from the pattern discussed eérlier, the
framework of the analysis will be built-up-around-them. -~ e

In Chapter Three, the paper will take a look at the development process in Java
region, by investigating such development achievement as regional incomes (output) and
employment creation, the pattern of industrialization, agricultural development, and finally the
spatial development.

In Chapter Four, the study will put emphasize on the results of the models (or

calculations), and show whether or not the outcome of the methods of calculation will differ
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from one anoiher. It will also look at the trend of income inequality within sectors of the
economy, then the intersectoral income concentration.

Finally, conclusions derived from the previous chapters will be presented in Chapter
Five. This chapter will also give some policy recommendations based onm the previous

conclusions.







Chapter T WO

THEORETICAL FRAMEWORK

2.1. Theories of Income Distribution

Two distinctions are commonly considered in the theories of income distribution, namely
functional or factor share and personal or size distribution of income. The functional
distribution of income seeks to explain the share of total national income that each primary
factor of production (land, labour and capital) receives. The labour earnings are determined
by the level of wages, the returns of land are measured by the rates of rents, and the returns
of capital are set by the rates of interest and profit. On the other hand, theories on the
personal distribution of income attempt to explain the size of income acquired by various
income classes, regardless of the sources of incomes received by the recipients. The recipients
can be classified as individuals, households, or group of society. Whether incomes are received
primarily from one of the productive factors or a combination of various factors of
production is not the concern of the personal or size distribution theory. Some writers adds
to these two distinction with the extended functional distribution of income, which attemp
to link the relationship between the functional and personal distribution.(see, for instance,
Adelman and Robinson 1989). '

A sizable body of distribution theory has been developed around the concept of
functional income distribution. The models built up around this concept try to explain the
share of incomes that goes to the factors of production in the country and assume that supply
and demand curves determine the unit prices of each productive factor. The/differences
among schools of thought lie on the basic assumptions underlining the models. However, in
general they have similar assumptions with some adjustment to the earlier developed theories.
To mention a few, the classical theories (Ricardo’s corn model, Marx’s model and Lewis’s
dualistic model) and the neoclassical theories assumed the existence bf diminishing returns due
to the fixed supply of land. By such conditions they assumed, they also believed that they
have explained the size distribution of income (See: Ahluwalia and Chenery 1974; Lydall
1979; Brenner 1988; Adelman and Robinson 1989; Hilhorst 1990; Sundrum 1990).

10
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Most of the theories assume that the use of factors of production tends towards full
employment, and factors of production as well as prices paid to them are homogeneous. In
other words, the owners of the factors of production have the same rates of return to their
‘ownerships of these factors. In this view, if the unit price of the factor of production is
multiplied by the amount of each factors of production in the country, one can get measure
the share of each factor of production. The theories, therefore, cannot explain the present
situations, especially in LDCs, such as a widespread open and disguised unemployment, and
the existence of disproportionate ownership of productive factors.

Moreover, most of the theories of functional distribution were based on the assumption
of perfect market competition (Lydall 1979:2; Sundrum 1990:7), in the sense that only demand
and supply behaviour do determine the unit price of each productive factor. In practice,
especially in LDCs, there are many market institutions which influence the different prices
of the same factor of production®, so that individuals recejve different rates of return for
each factor they own. Since the market competition is very imperfect in these countries,
‘persons supplying the same factor of production receive very different prices for it’ (Sundrum
1990:175). In other words, individuals receive different income level over time, even though
they work at the same sector and have the same level of education and length of works.
Luck, chance, ability, thrift and fraud modify individuals incomes over time. (c.f. Adelman
and Robinson 1989).

On top of the above weaknesses, the theories of functional distribution cannot explain
the fact that individuals earn income from various sources, because they are ‘linking a higher
wage share with increases in relative equality’ (Adelman and Robinson 1989:971). In other .
words, most of the functional distribution theories assume that increasing wage share reflects
the rise of individual income of the majority of population, because they also assume that a
stable relationship exists between functional and size distribution. A reasonable egplanation
for this proposition is that, in most cases, the majority of people are assumed to enter the
economy as wage labourers, while only the small parts of the populatibn provides/ capiiély ‘and‘
land. If the large share of increasing income accrues to the proprietors of land and to the
owners of capital, there will be a tendency towards disequalizing income distribution (Lydall
1979:2), because individuals owned these factors would share disproportionately the generating

incomes.

4) Yo may take an example of differences in wage labour raceived by individuals in diffarent
economic activities, and in diffarent places of the jobs, even thouph they mey have the seme sducation level
and Length of works.
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In practice, however, the recipient units derive income from a variety of assets: land,
privately owned capital, access to public capital goods, and human capital embodying varying
degrees of skills. (See Ahluwalia and Chenery 1974). As far as the distribution of incomes
among individuals is concerned, many income sources such as those from property accrues to
the retired people. In a number of cases, even in DCs, their incomes are higher than the
people in employment who are capable to derive income from productive sector.

Furthermore, the wage labourers in a number of cases are also in the middle income
classes. So any change in wage earnings only explains change in the upper end of the
distribution. Thc available evidences show that half of the poor are self-employed and do not
enter the wage economy. In other words, the emphasis of income distribution among wage,
profit and rent does not take into account the share of lower end of income distribution. In
addition, the theories which concern mainly on the distinction of shared incomes among
factors of production do not explain the nature of the size distribution of income in the
present LDCs, where uneven distribution of property, as well as the degree of labour supply
and capital exist.

Finally, empirical models from the extended functional distribution of income, models
which attempt to link the functional and size distribution, find no stable relationship between
functional and personal distribution of income. In this case, the assumption of explaining the
relationship between factor share and personal distribution of income cannot be held true.
Consequently, when the size distribution is concerned, one has to analyze it directly (Adelman
and Robinson 1989: 971).

Direct analysis of personal distribution of income can be classified into two schools
of thought. The first approach may be called as the "theoretic statistical® groups which seek
to explain the generation of income with the help of certain stochastic models. This approach
states that chance, luck, and random occurrences are the main factors causing the skewed
shape of income distribution. This school of thought, however, fails to explain the pattern of
personal distribution of income in the present situation in LDCs, because it explains only
partial factors contributing to income distribution. Mincer, for instance, claims that this
approach does not take into account the economic of the distribution process ( i958:p. 167-
68).

The second group is the so-called "socio-economic school” of thought, which attempts
to illustrate the distribution of income by decomposition analysis. In this view, sex, education,
age, occupation, regional differences and the distribution of wealth are the major factors

explaining different levels of average income between income classes. Belonging to this group
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is-the theory of human capital, which was started by Mincer (1958). He explains that income
inequality is the result of differences in life time of their work, and of schooling and
training. He observed that differences in income according to occupation is due in part to
differences in education and age. This approach, however, has a limitation as it is mainly
concerned with the supply side of the market, such as labour supply according to the level
of education. The other scholars also attempt to explain the pattern of income distribution
from the demand point of view. According to this group, the production function is assumed
to determine demand for labour. The last approach attempts to build up the models by
integrating supply and demand of the productive factors in the economy. The “price”
associated with such attributes as race, sex, social status, geographical location, and aptitudes,'
is determined by the interaction of supply and demand forces. The applied general
equilibrium model using Social Accounting Matrix (SAM) is developed based on the this spirit.
(see, Kakwani 1980; Adelman and Robinson 1989).

) To sum up the discussions, wé may consider the specific policies that follow both
functional and personal theories of income distribution. In the functional distribution theory,
capital accumulation and economic growth are assumed to generate equitable distribution of
incomes. It is assumed that growth will trickle down and spread out from such potential
sectors as manufacturing industry and agricultural sectors to the rest of the economy. "Growth
oriented” strategy, therefore, becomes a major drive in government policy that presume to
generate more employment. According to this strategy, growth is assumed to generate more
saving, hence the availability of funds for further investment.

The relevance of this policy strategy, however, has been argued since the mid 1960s
(Chenery et.al. 1974; Todaro 1982; Adelman and Robinson 1989; Sundrum 1990)‘ The wide
poverty in LDCs remained the same, if not increased during the periods of the rapid
economic growth, indicating insufficient results of the strategy to achieve high economic
growth. The questions posed to this occurrence include, first, what rate of growth should be
achieve and secondly how long this rate should be maintained to reach the stage of declining
income inequality (Saith 1989).

On the other hand, the personal distribution theory has implication on the roles of
equitable distribution of income to generate more rapid growth. The equitable distribution of
wealth, and participation of individuals or households in the development process have been
seen as promising ways to alleviate poverty. The improvement on socio~-economic condition
of the lower income classes, such as education, health, and employment opportunities, etc.

have been the concerns of government policies in many developing countries. It is assumed
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that increasing welfare condition of the lower income classes would result in better quality
of labour forces who enter the market. Therefore, the chance to have job would increase,
which in turn would also generate more individual income. In sum, national income would
also grow without leaving aside the ultimate problem of development, i.e. unequal distribution

of income and the existence of mass poverty.
2.2. General Patterns of Income Distribution

Before developing the framework of analysis, it seems important to note the common patterns
of income distribution found in the analysis on personal income distribution. The reason is
. that the factors associated with observed inequality can be taken into account before the data
can be put into any use.

Various studies, both inter-country and within country analysis, suggest‘ that general
pattern of income distribution during the development course depends on three main factors:
intersectoral inequality indicated by the relative average income between sectors; the
importance of the sector in the economy as measured by‘ the share of population engaged in
the sector; and, intrasectoral inequality or differences among income classes within a sector
(see, e.g. Kuznets 1963; Lecaillon et.al. 1984; and Sundrum 1990). Under the assumption of
the dominance of agricultural sector in rural areas and of non-agricultural sector in urban
area, the first two factors affect the pattern of urban-rural or interregional income
inequality®. Yet, when this assumption holds true, the last factor determines different pattern
of income distribution within urban and rural areas. Subject to these reservations, the general
distribution of income can best be viewed from the combination between rural-urban disparity
and intersectoral inequality on the one hand, and intrasectoral income differentials on the

other hand.
2.2.1. Urban-Rural and Intersectoral Income Differentials 7/

The common feature of income distribution in a single country is the fact that average urban

incomes are higher than average rural incomes. This interregional imbalance is one, and

5) The original hypothesis of this proposition s based on the patterns of income distribution in
developed and less developed countriss. Kuznets (1963) arguss that in a single country this pattern can be
applied in the differences between more doveloped region and less developad region. Moving to intraregional
enalysis, this hypothesis cen be applied to the pattern of urbsn-rural income disparity.
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probably the most marked phenomenon in the regional development of the country, as

Williamson (1965) stated:

Economists have long recognized the existence and stubborn persistence of regional

dualism at all level of national development and throughout the historical expenence

of almost all presently developed countries (p.4).

This spatial inequality, is among other things, a consequence of spatially segregated
functions within the economic system during the development process, which may eventually
lead to a spatially differentiated quality of life. In this regard, Hirschman stated:

. we may take it for granted that economic progress does not appear everywhere at
the same time and that once it has appeared forces make for a spatial concentration

of economic growth around the initial starting points. (1958: p.183).

In the early stage of the development, Hirschman further argues, growth tends to
concentrate within some region, and the result is ‘the split of the country into progressive and
backward regions’ (ibid: p.184). When the development proceeds, different types and size of
sectoral activities emerge in each region. Increasing returns to scale exists in the more
progressive region, leading to better exercise on entrepreneur, capital and labour in the region
by opportunities to expand economic activities, compare to those in the backward regién.
Kuznets (1963), for instance, pointed out that agricultural (A) sector dominates
underdeveloped (or backward) region, while non-agricultural (non-A) sector operates in the
more developed region. He takes one example of the patterns of personal distribution of
income in Italy, and finds that average incomes in the less industrialized region keep lower
than that in more industrialized one. Moreover, activities which are relatively dynamic, use’
modern technology, and are relatively big, tend to emerge in the more prosperous regién,
while those in the backward region tend to be among the activities that use inherited-
traditional method of production, and relatively small in size and market scale. This structural
dualism has been considered as an overriding factor used in many studies to explain the
presence of regional imbalance.

This structural dualism is characterized by rapid economic growth in the industrial
sector, in which modern technology is developing more rapidly than in thg dominant
agricultural sector, where conventional techniques of production prevail. This fact has a
consequence on the presence of intersectoral differences in factor productivity, hence the
differences in average income accrues from each sector. As modern industrial activities tend
to cluster in urban area, while traditional agricultural activities and small-scale industries tend
to dominate rural area, this consequently leads to differences in average income between

urban and rural areas.
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Moreover, different response to economic opportunities, such as price changes and
increases in supply and demand, result in different level of income between the two sectors
(Lewis 1976). The modern sectors tend to take up these opportunities faster than the
traditional sector, which in turn lead to different rates of growth of these activities. Whereas
the incomes in modern sector grew more rapidly, those in the traditional sector remained the
same. As a consequent, individuals and households engaged in this dualistic economy accrued
different level of income across times. For these reasons, Lewis argues that ‘the tremendous
regional diff erential are not ... the failure of the benefits of development to ‘trickle down’
... vertically, [bui' because of] the failure of horizontal spread from enclave to the traditional
sectors’ (1976: p.28).

Finally, differences in unit prices paid to the products of each sector also influence
the average incomes in each activity. On the one hand, price of food is kept artificially low
by price control in many developing countries, to subsidize the urban consumer -~ especially
the wage labourers. Highly protected industrialization strategy adopted in these countries
usually influences the low wage rates in urban areas. When the food price is low, the wage
labour in urban manufacturing industry could also be kept low. On the other hand, the prices
of urban manufactured goods are held artificially high as a result of tariffs to stimulate
import substitution and of other forms of protection. Consequently, when the quantity of
agricultural produce required by the accumulation of non-agricultural products increases over
the years, the terms 'of trade for vagricultural produce worsen. Furthermore, the relative
purchasing power of the farmers declines relative to those of the urban inhabitants (cf.
Lecaillon et.al., 1984). In other words, farm incomes are lower relative to non-farm incomes,
especially to those of in manufacturing sector. This situation induces rural households to
migrate or send their family members to take job opportunities in urban area.

The process of rural to urban migration also affects the presence of ru;al—urban
imbalance, especially in the early phase of the migration process (Lecaillon et.al., 1984: 60).
The example from Colombia described by Fields and Schultz (1980) suggests that '51e migrants
are among those of the better-off rural population. If rural production (outputs) increases or
even reméins unchanged due to this out migration, income per capita in rural area will be
higher than in the earlier periods, so the gap betWeen average urban income and rural income
would decrease. On the other hand, it is also likely that labour force left in rural area has
a negative effect on rural production. Low level of labour productivity tend to emerge in the

area, because they are among the less productive persons, such as women, and old people.
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To these economic factors, addition can be made with regards to the bias of

government policies. In most cases, the policies tend to be bias against the traditional sector
such as agricultural activities in rural areas. Taxes are levied on the exportable agricultural
goods or on goods and services consumed by farmerS, but these revenues are used widely to
finance investment benefiting non-—agriculmral sectors. Consequently, income in rural
traditional society tends to be lower than that in urban area. Moreover, the development of
such infrastructure as roads, health service centre, and education facilities tend to concentrate
in urban centres. This also prevent the ability of rural people to increase the human capital,
and consequently leads to relatively lower quality of labour force. This situation eventually
results in the difference between the rates of labour earnings in urban and rural areas.

Lastly, different forces that influence income generation also exist between the two
sectors. Whereas market forces are quite powerful in affecting the generation of income in
modern activities, social forces are quite dominant in traditional sector (Sundrum 1990). In
this regard, Cromwell (1977) points out’that ‘the social relations of production cbncomitant
with the introduction of large scale capital are clearly different from those in the'traditional
(agriculture and handicrafts) sectors’ (p.299).

To sum up: it is obvious that if intersectoral dualism and market imperfection exist,
inequalities in terms of income between sectors and areas will also be present, given the intra-
sectoral inequality is nil. However, this situation may only explain partial situation of general
pattern of income distribution, because it was assumed that any person engaged in each sector
derived income at the same level. When the development proceeds, for instance, with the
introduction of new production techniques, and when the economy becomes integrated
sectorally and spétially, there is no doubt that individual firms within the same sector does
not respond at the samé rates. In other words, intra-sectoral income inequality also exist

during the course of economic development.

_~ 2.2.2. Intra-sectoral Income Inequality : s

Income generation in such sectors as manufacturing industry and agriculture, varies across the
size of the firms. In the manufacturing sector, the mix of traditional, semi-modern, and
modern technologies exist. Large scale .manufacturing industry uses more capital and modern
technology, while those of the small scale units hire more labour and traditional method of
production. Similarly, are those in the agricultural sector when the large plantation uses more

capital and small farmers hire more labour. This differences in technological uses, indeed, will
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generate different level of average incomes. Consequently, people engaged in each productive
sector derive different level of income depending upon the modes of production; whether they
are employed in capitalist mode of production or pre-capitalist mode of production.

Cromwell (1977) shows how the division of activities according to the mode of
production gives different pattern of income distribution across the countries. ‘Incomplete
spread of capitalist sector to a few industry’, he argues, ‘shows the disequalizing impact on

the size distribution of income in underdeveloped countries’.(p.301). Lydall (1979) also came
to the similar conclusion in the case of manufacturing industry. He found that different level
of output per worker exist across the size distribution of the firms in both developed and
underdeveloped countries.®

More explanation of this pattern can be found in Helmsing (1987) and Hilhorst (1990).
They highlight the existence of two types of competition; horizontal competition among firms
at the saine degree, and vertical competition among different degree or size of the firms. In
order to show the effects of these types of competition, Helmsing (1987) distinguishes
activities at the micro level into four major groups with different characteristics in the size,
type of iabour, and more importantly the market scale. The first category is "household units"
which hire mainly family labour and only have local market scale. The second typology is
"Owner-Operated” units, enterprises which employ family labour and some third persons, and
have wider markets than the former one (local and regional market scale). The third degree
is "Owner-managed" firms which hire non-family labour, and have both regional and national
markets. The last category is "manager-managed” corporation which have national and
international market scale. What distinguishes the last type to the third one is that the
hierarchical salaried managers in the last category of the firms alter the decision-making
pro.cess of such units in a bureaucratic direction, while in the third category the family play
more role in last decision.

For Helmsing (1987), the horizontal competition, both in terms of demand pr;d supply
sides, exists among various firms at the same level. This type of competition tends/ to generate
the equalizing effects on income distribution, in which every firm in the same degree will
specialize its activities in producing the most productive goods and services. What has been
seen as a major problem affecting income differential within the same sector is the vertical

competition, that is competition among classes of the firms which produce the same goods and

6) For more exploration of the models and the results, see Lydall (1977): Income Distribution Buring
ths Development Process, WEP working paper, ILO; and Lydall (1979): A Theory of Income Distribution,

Clarendon Press, Oxford; Chapter 13 onward.
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services, such as the firms which produce man-made clothing and those which provide factory

clothing. This type of competition affects imbalance development among firms at different
degree, and income accrued by the participants engaged in each firm category. The higher
the degree of organization of the firms, the more likely the increasing market scale it gains.
Consequently, this gives more opporiunities for people engaged in the higher firm category
to derive higher income than those employed in the lower’units.

In addition, the availability of capital across regions and sectoral activities is also less
possible for the smaller firms (Gertler 1984, and Hilhorst 1990). The capital is immobile in
the sense that different prices (interest rates) exist across the regions and the size distribution
of the firms. In the rural backward region, capital is less available than in the urban areas.
Even though the costs of transporting the capital decrease as the rural region integrated into
the national economy, there are some doubt that smaller firms operated in rural region are
able to gain smaller amount of capital. Indeed, for the largest firms capital may be fully
available across the space, but for the smalle; firms this simply is not so (Gertler 1984: p.53).

This situation worsens by the effects of rural to urban migration, which changes the
demand patterns for different goods and services produced by each size of the firms.
Helmsing (1987: p. 72-78) show how the distribution of demand, accompanied by the

ribution of condition for profitable production, and of conditions for exchange and
coordination influence to the development of microeconomic organizations. Such conditions
are more favourable to the firms which operate in urban areas; especially for those which
have national as well as international market scales. As the migration process tend to be step-
wise, that is from rural to small town and from small town to the larger cities, rural to urban
migration does not guarantee any increase in demands patterns for goods and services
~rovided by household units and owner-operated firms located in rural areas and small urban

*s (cf. Helmsing 1987; and Hilhorst 1990).

All in all, the differences in the size of the production units, refleéting differences
ini technology they use and in their market scale; the availability of capital across'{hese units;
and rui'al to urban migration, affect different level of incomes in each_mode of production.
Consequently, intra-sectoral income inequality exist, and it would shape the patterns of
general persohal income distribution. If the assumption of two sector model between
agriculture and non-agricultural sectors (Kuznets hypothesis) holds true, there is no doubt that
intrasectoral effects generate different pattern of personal distribution of income within urban

and rural area.
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2.3. Framework of the Analysis

As pointed out earlier, the general pattern of income distribution depends upon three principal
factors, namely the levels of aVerage incomes in the various sectors of the economy or
intersectoral eff ects, the relative importance of the sector in the economy shown by the share
of population or labour engaged in the sector, and differences in relative incomes within the
sector or intra-sectoral effects. The intersectoral effect is caused by the differences in
productivity, structural dualism, policy bias, and different intensity of various factors of
production (capital/labour ratio) used in each sector. The second factor is more pronounced
when the economy is developing and labour is reallocated from the traditional to the more
modern sector, which in turn resulted in the expansion of modern sector while the more
traditional sectors shrink.

In a society in which the share of popﬁlation is highly concentrated in agricultural
sector, income distribution is less unequal. Assuming that the agricultural average income is
the same for all persons, the higher the proportions of the population in the sector resulted
in relatively equal distribution of income. When the dualism between agricultural and non-
agricultural sectors exists, income may be less equally distributed, since labour is spread in
different sectors with different level of average income. Yet, when the non-agricultural sector
is predominant in the economy, income may be more equal as the same level of incomes is
assumed to be derived from the same sector. Finally, intrasectoral effect can be caused by
various causative elements, but its principal cause is heterogeneity of firm sizes within a
sector leading to differences in market scale and investment accessibility. The intensity of
technological uses and factor of production in a given sector are varied depending upon the
microeconomic units in each sector. The greater the size of enterprises, the less the labour
uses, and conversely the higher the capital uses. Therefore, the rates of return of factors of
production in the sector differ from the traditional activities to those of the modern units.
The distribution of firm size as described earlier plays important roles in shapirl’é different
level of income among the firm size, hence the individuals and households engaged in each
categories of the firms.

For these reasoﬁs, ‘income distribution analysis in LDCs need to be disaggregated. As
long as the great differences among sectors in productivity and in other aspect remain, these
cannot be aggregated, since that would make the differentiation, which really is the object
of the analysis’ (Bigsten 1983:37). In other words, decomposition analysis has to be done in

order to give more precise indicator of income inequality.
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To fulfil this end, decomposition analysis has to be done at least between rural and
urban areas. Furthermore, as within the area various sectoral activities exist, it would be
desirable to decompose the analysis according to the sectoral activities. Bigsten also argues that
the distinction between two activities is too simple to give overall vigws on the nature of
intersectoral income distribution in LDCs (ibid). Keuning (1985) further suggest the needs for
decomposing income recipients.into more broad categories, at least according to one digit U.N.
International Standard Industrial Classification (ISIC).

Decomposition according to one digit ISIC has been done, for example in Hong Kong,
by Hsia and Chau (1978). They argue that the decomposition into three broad sectors
(agriculture, industry preper and service sectors) does not show the precise indicator on
intersectoral inequality. Within each sector, agricultural sector for instance, heterogeneous
average income exist between fishery and farm household. The same pattern holds to be true
among activities within other two sectors. | -

In the case of Indonesia, Keuning’s (1985) study is in agreement with the case of Hong
Kong. His further analysis on the functional distribution of income shows that the share of
each productive factor (profits, and wage incomes) differs across sectors under one digit ISIC.
He also found the differences in the patterns of value added distribution within the sectoral
activities across the ownership of capital in each sector, of which is assumed to give
indication on differences in technological uses. In other words, intrasectoral inequality also
exist in the Indonesian economy.

Departing from these phenomena, it is necessary to decompose the individuals income
not merely on the basis of sectoral dualism, but also into more broad category. Instead of
dividing the economy imo,ytwo activities (Agriculture and Non-agriculture), it is necessary to
cluster households and individuals in both urban and rural areas into their main income
sources according to one digit ISIC: i). Agriculture; ii). Mining and Quarrying; iii).
Manufacturing; iv). Electricity, Gas and Water; v). Construction; vi). Trade, Restaurant and
H&Jtel; vii). Transport-and Communication; viii). Finance, Real Estate and Busingés Services;
ix). Community and Personal Services; and x). Others (Non-classified). Moreover, as many
households and individuals have main income as transfer receipts, the classification of
individuals and households advances with "Transfer Income” category. In sum, individuals and
households are classified into 11 categories according to their main income sources.

The second step is to calculate intrasectoral income inequality or distribution within
a sector; i.e., income differences among income classes within a sector. The same calculation

will be done in accordace with income distribution among income classes of the overall
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population’. The study will use the Gini Index (Coefficient) for income group data. This
assessments will be done separately in both rural and urban areas, and (Urban + Rural) area.
The Gini coefficient is the measure based on the differences between the quantities

Q (the cumulative share of income received by each income classes) and the proportion of
income they would have under an egalitarian distribution P (Sundrum 1990). In this study the

Gini index will be calculated at the "lower bound” of the inequality index for.the group data;
that is by calculating the area under the Lorenz curve first, and subtracting the result from
the egalitarian distribution (the area under the diagonal line, equal to 1). The Lorenz curve
is the line drawn by joining the plotted points of each individual observations. The X-axis
indicates the cumulative proportion of population in each income classes, while the Y-axis
corresponds to the cummulative share of income received by each income classes (see Figure
1). The data used to draw the curve can be either individuals or a group of household or

individuals.

In a simple equation the Gini index for

the group data can be approximated as
follows:
- G=1- X [pi (Q‘ + Q§-1)]

i where: pi: the share of population in each
income classes

Q;: the cummulative share of .
. incomes received up to the i*
income class

’ Q,.,: the cummulative share of incomes
0. ., Q; “received up to the (i-1)* income
i i- class
1 (Quoted from Sundrum 1990:68).
o T T p' ' The reason in choosing this index is that,
Figure 1: The Lorenz Curve first, the Gini index is commonly used in

many countries. Secondly, this index can be
used with the group data, even though the result would be smaller than that of using the
individual data. ‘However’, Sundrum argues, ‘this method does not make much difference if

data are available for 10 or more income group’ (1990:52). Finally, the Gini index also has

7) For the rest of the paper this outcome will be called as “the direct messure or estimates"”
interchangebly, that is the distribution among income classes without any sectoral allowance.
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an interesting economic interpretation. This index is about a transfer from the rich to the

poor in order to make all incomes equal®.

The second step is to estimate the overall income distribution in the respective areas
(Urban, Rural and Urban + Rural), with the weighted average of intra-sectoral inequality, the
weight being the share of income in :ach sector to total incomes in the respective areas. The
weights, therefore, indicate the share of population in the respective sectors, and the relative
differences among average income in each sectors. Sundrum (1990) shows in his three sectoral
model (Agriculture, Industry and Services) that ‘overall inequality is the weighted average of
the sectoral inequalities, [where] the weights being the respective shares of total
output’.(p.239). This estimate, therefore would indicate intersectoral ineqality with intra
sectoral allowance.

The following formula will be used to derive overall income distribution in the
respective areas within the regions.

G, =Y w; * G
In which : G. : Rural and Urban Gini coefficient (j= 1 for

rural area, and 2 for urban area).
w,.: Weights (=Share of income of category i in region j,
reflecting the share of population In each sector and
intersectoral differences in average income)

G, : Sectoral Inequality in category i

i 1,2,..,11

Moreover, in order to show whether the outcomes of the "weighted index" will differ
to the "direct measure” of income distribution in the respective areas, the study will also use
the Kuznets Total Disparity Measure (TDM) which was refined by Harry T. Oshima, for both
intrasectoral and intersectoral inequality indices. This index is simply the sum of the
difference between the share of income received by each decile of population and the
proportion of incomes they would have received if incomes are equally distributed, that is
equal to 10. In mathematical terms, the TDM index for intrasectoral inequality measure can

b{é written as follows: : : /
TDM = § [(Q; = 10)/100]

where: Q, : The share of incomes received by ith decile.
i :1,2,3,.,10.

B8) For the proof see for instance, Sundrum (1990); Chapter 3: Heasurement of Income Inequality and
Poverty, pp. 36-70. '
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In oi'der to measure an intersectoral inequality, the weighted TDM index will also be
estimated. The same formula as in the case of the weighted Gini index will be employed to
arrive at this proposition.

The réason for taking the TDM index as the comparative study include the ease in
calculating and interpreting this index. After grouping the households or individuals according
to their share of incomes into 10 classes (or decile), it is easy to calculate this index even
with a pocket calculator (Oshima 1982). It is also easy to interpret the outcomes as it shows
?‘the differences beﬁveen the share each decile of population received their income and the
share they would have under the egalitarian distribution.

These purposed study, however, cannot be applied completely for the whole inquiry
in the rest of this research paper. The available data used in this study are not propérly
compatible with what have been discussed, especially as regard to the trends analysis of
intraregional income inequality within ;he regions in Java. The household sample in each of
the regions did not support the framework of the analysis, so, in order to test the outcomes
of the proposed method of measurement, the study will emphasize in analyzing the pattern
of intraregional income distribution within Java, Outer island and Indonesia, for Urban, Rural
and (Urban + Rural) areas.

' Furthermore, for the purpose of intraregional analysis within the regions in Java, the
study will limit on the comparison between the direct method of calculation (the distribution
among income classes within the region, without any sectoral allowance) and the weighted
indices with the weights of income share in the "A" and "Non-A" sectors. This limitation,
however, would not lessen the relevance of the study for policy formulation, since the study
will also compare this method with the proposed framework of the study for the Total Java.

In order to support intraregional analysis within Java, the five provinces in the island
will be clustered into three broader regions. Many studies of personal income distribution
based on the cross country analysis indicates that both within and between country inequality
contribute to overall inequality in the non-socialist developing countries as a grcn'.xp. ‘Within
country inequalify is the most important factor in explaining total inequality, but the
reduction in either source of inequality can make important contributions to reducing poverty
in these economies’ (Adelman and Robinson 1989:963). It is likely that within a country,
intraregional inequality would play more rbles in shaping overall inequality. If intraregional
inequality is na‘x"rower, it is plausible to say that income inequality in the country will tend

to decrease.
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The first region is Western region, which covers the national capital city, Jakarta, and
West Java provinces. The reasons to combine these two provinces are many. In a ’number of
cases, the development in Jakarta spills over through the West Java province. Many of the
large infrastructure projects in the West Java province have been developed primarily for the
needs of Jakarta (Hardjono and Hill 1989). Moreover, a greater Jakarta planning region has
existed with the acronym Jabotabek (Jakarta, and three other ka_b_u_p_a_tm in West Java, Bogor,
Tanggerang and Bekasi, plus the municipality of Bogor) since 1977 (Castles 1989). The Jakarta
industrial and service economy might be expected to spread to neighbouring kabupaten in
West Java, as due to its close proximity to a rapidly expanding high-income capital city.

In terms of out migration from Jakarta, West Java province becomes the major
destination. It is found that some 66 per cent of the 1980 West Java population was born in
Jakarta, indicating out migration from this capital city to the surrounding areas. Another
evidence shows that a large numbgr of West Java population derive income in Jakarta on the
basis of daily commuting migration, and circular migration (Castles 1989).

The most striking feature of these two ﬁrovinces relatiohship lies in the foreign trade
sector. Due to lack of seapovrt, the West Java goods, such as oil and manufactured-goods, are
exported via Jakarta, the seaport Tanjung Priok, and the airport Cengkareng. Though oil and
gas sector from the southern coast of Java accounted in West Java province, the value exports
of these commodities recorded in Jakarta. Imported goods in Jakarta, then would also spill
over through the West Java province, the closest region to the admini’strative centre of the
country.

Meanwhile, the Central Java province and Special Region of Yogyakarta (Daerah
Istimewa Yogvakarta) are combined in the Central region. These'two regions have similar
characteristics in ternis of manufacturing activities. While the small scale industry are more
prevalent in these two regions (UNIDO 1987; Hill 1990a), there existed less industrial
concentration as regards to large and medium scale industry (Jones 1984). In thése two
provinces, employment in large- and medium- scale industry in‘,1980 was located in the
kabupaten distant frorn large cities (over 150,000). In terms of poverty prbblems, the tWo |
provinces recorded highest proportion of population live under poverty line than the majority
of other provinces in Indonesian (World Bank 1990; Both and Damanik 1989). Similarity
between these two provinces also shown in terms of income per capita in 1988 as recorded
in the regional account statistics, i.e., Rp. 363,306 in Central Java and Rp. 322,069 in
Yogyakarta. Accounted to these dimilarity, income distribution in these two provinces can be

expected to have similar pattern.
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Besides, Yogyakarta is being transformed increasingly into a post industrial stage,
centred on its tourism, health and education service industries (Hill 1990a:105). This situation
would be expected to affect the population in Central Java, the closest province to
Yogyakarta. Tourism in the Central Java has also play role in generating regional income. In
this regards, household transfers from the rest of the countries and trade sectors could be
expected to play important roles in contributing to regional income. Moreover, the two regions
has been a most densely populated regions, becoming a major source of migrants to the rest
of Java and the outer island.

The last region, Eastern Region, covers the East Java province. The characteristic of
this province is similar to that of the Western region. The main industrial development takes
place in the area between Surabaya, the second important port of Indonesia, Kediri and
Malang. In the peripheral part of the province, like the north-west limestone area, the Madura
island and the southern area the economic development lags far behind those three kabupaten
(district) in relative terms, partly due to physical conditions (less fertile soils) and partly due
to the location and lack of transport connections. This means that East Java alone can be
qualified as a region with large contrasts between prosperity and poverty. So, the study of
income distribution pattern within the East Java province alone would be interesting and

relevant for policy formulation.







Chapter THREE

GENERAL POLICY AND
SPATIAL DEVELOPMENT EFFORTS IN JAVA

3.1. The Policy towards the Development of the Key Sectors

Macro policies towards Indonesian development can be differentiated into two major efa: the
Old Order started at the time of independence in 1945 and the New Order begun in 1966.
In the earlier periods, Government played important roles in the economic activities, especially
with regard to the investment in the sectors producing essential goods and services needed by
the entire population. The needs for foreign exchange earnings encouraged the Government
of Indonesia to invest in the Mining sector in order to explore the natural resources such as
oil, coal, tin, etc. Moreover, the role of government can also be seen from such activities as
electricity, water supply, oil and gas, and communication (Post and Telecommunication), and
financial sectors. These sectoral activities were operated under the government enterprises
called Badan Usaha Milik Negara (BUMN) in the national level, and Badany Usaha Milik
Daerah (BUMD) in the regional level.

Yet, the New Order Government increased the roles of private investors, both foreign
and domestic ones, especially regarding the development of manufacturing industries. This
was marked by the introduction of three sets of policy reforms. Firstly, the foreign trade
regime was liberalized and simplif ied and imports of raw materials and capital goods became
more easily available. Sgcondly, the role of state enterprises in the producing sectors was
reduced, and lastly two important policies towards private sectors’ development were launched:
Act No. 1 of 1967 that regulates foreign investment, and Act No. 6 of 1968 that directs
domestic investment (Mynt 1983).

To this industrial development policy, a strategy has been added, emphasizing supports
for the development of the agricultural sector. As the majority of the population derive
incomes from this sector --rice farming in particular-- the government intended to accelerate
the rate of growth of its output'and to support the industrialization strategy. While the Old
Order Government implemented the land-reform policy, the Government of New Order

introduced Green Revolution Technology (the introduction of high yielyding variety (HYV),
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fertilizer,-pesticide -and some irrigation)-through-the programmes such-as-BIMAS (Bimbingan
Massal, Mass Guidance) and INMAS (Intensifikasi Massal, Mass Intensification)®.

These two basic development elements of the key sectors (manufacturing and
agriculture) will be presented separately. Their effects on the structural transformation of the
economy and on the spatial patterns of development will be treated as the main feature.
Moreover, as the mining sector, especially the oil/gas sector) plays important roles in
Indonesian economy, this sector will also be seen as to give more picture on the over all
development patterns in Indonesian. To mention a few, the main products bf this sector (oil
and gas) contribute some 60 per cent of government revenue and some 70 per cent of the

total exports (Tampubolon et.al. 1986).

3.2. Manufacturing Development

Regarding the development of manufacturing industry, the Government of New Order
introduced three sets of policy reforms: trade liberalization, reducing the roles of state
enterprises, and the introduction of new investment laws. These three policy instruments,
coupled with oil boom in 1973/74 and 1979 have resulied in the success story of industrial

~lopment in the country during the 1970s and the beginning of the 1980s. This sector’s

.¢ added increased annually at 12.26 per cent (at 1975 constant prices) during the period
of 1975-1983, leading to an average increase in the Indonesian economy to achieve 7.93 per
cent during the period (see Table 3.1.). This sector contributed 14.08 per cent annually to
average national growth during the period (see Table 3.2.).

The nature of manufacturing industry during this period, however, was mostly based
on the highly protectionist Import Substitution Strategy (Mynt 1983; UNIDO, 1987; 'Thee,
1989), To a large extent, the high industrial growth rate during thé 1970s was due to the fact
that the initial industrial base in the 1960s was still small. Secondly, there were high potential
domestic markets due to the severe shortage in the previous decade. To these condition,
additional demand from the government sector took place during the periods, as a result of
increases in oil prices in 1973/1974 and 1979, influencing the rise of government revenue.

The questions then are posed to what extent the development of this sector has been during

§) Sea for instance Loekman Soetrisno (1981): Agrarian Problems and Rural Development; the Case from
Central Java; Eddy Lee (1983): Agrarian Change and Poverty in Rural Java; Benjamin White (1986): Rural Non-
farm Employment in Jeva; Recent Developments, Policy Issues snd Research Needs; Benjamin White (1989):
Java's Greoan Revolution in Long Term Porspective (PRISHA Ho. 48, December); and Sediono H.P. Tjondronegoro
(1990): Revolusi Hijeu dan Perubahan Sosial di Pedesasan Jawa (PRISHMA No.2, Vol. 1%, 1990).
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the 1980s, when the economy was affected by world recession during the first half of the
decade, and when the oil prices continuously decreased until it was less than US$ 10 per
barrel in August 1986.

During the last decade, the industrial policy in Indonesia has shifted to export-oriented
industrial strategy (UNIDO, 1987; Thee, 1989; -Pangestu, 1990). Such policy instruments as
trade policy, monetary policy and fiscal policy'®, were introduced to support this changing
priority. The effects of these policy packages appeared to have increased industrial value
 added, as shown .in Table 3.1. This sector’s value added grew at 12.84 pér cent (at 1983
constant prices) during the period 1983-1988, slightly lower than the rate in the first period.
This influenced Indonesian economy to grow at 6.01 per cent annually during the period, of
which the manufacturing sector contributed to 30.40 per cent annually (see Table 3.2.).

Many reasdns were underlying the lower growth rate during the second period under
study. In the first place was the differences i.n the demand patterns. While in the first period
large potential domestic demand existed, the purchasing power of fixed income earners such
as wage labourers and the oi} prices decline during the first half of the decade. These can be
expected to reduce the demands for industrial products, particularly from the government
sector.

The effect of devaluation in March 30, 1983 (28%) and September 12, 1986 (31%)
which were not followed by such policies until 1986 (Pangestu 1990) were also likely to
contribute to the slowing down of the growth rate of manufacturing value added. In the first
instance, devaluation increased prices of the imported intermediate inputs (in Rupiah terms).
Secondly, it also resulted in more burden for the firms that borrowed money from abroad,
because they needed more rupiahs to pay their debt. Consequently, they tended to increase
their product price that would cause the decline of domestic demand. At the same time, the
real purchasing power of fixed income earners such as wage labourers, especially the civil
servant, also declined due to this devaluation.

Besides, the reduction and eventually the removal of subsidies on domestic fuel could
have also contribute to the increases in production costs. Immediately after the policy
implemchtation. domestic fuel prices raised. Coupled with increasing transportation fate. this

policy led to the rise of intermediate inputs, hence reduce the profits and value added.

10) These policy instruments include: Devaluation of the Currency in March 1983, and September 1986;
Foreign Trade Policies launched in January 1982, and custom reforms in April 1985, Simplification of Textile
quota in July 1987, etc; Banking Dersgulation in June 1983; rescheduling such government big projects, etc.
For more information about these policy reforms during the New Order Government, see: Anwar Nasution (1990):
“Recent Economic Reforms”, in The Indonesian Quarterly, Vol. XIX, No. 1.; end Mari Pangestu (1990):
“Economic Policy Reforms in Indonesia".
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Table 3.1.

Annual Growth Rate of Sectoral Value Added,
~Java and Indonesia .
(Average Current Prices, 1975 - 1988)

AVERAGE 1975-1983 (Constant 1975 prices)

WESTERN CENTRAL EASTERN TOTAL TOTAL
SECTORS REGION REGION REGION _ JAVA INDONESIA
1) (2) (3 (%) (5) (6)
1 ABRICULTURE 4.83 5.18 5.12 4.99 5.31
2 HININHG 5.24 3.93 31.84 5.87 3.37
3 MANUFACTURING 15.22 12.67 11.45 13.18 12.26
& UTILITIES 22.68 18.31 18.36 21.30 20.76
5 COHSTRUCTION 20.06 19.37 15.28 19.31 18.40
6 TRADE 4.88 9.08 11.34 7.44 7.7%
7 TRANSPORT 12.01 14.46 9.40 11.34 12.03
8 FIMANCE 18.52 13.59 8.85 15.86 13.81
9 SERVICES 14.03 11.16 6.90 11.21 10.94
10 Oil/6as GDP 5.07 0.00 0.00 5.07 C 3,26
11 Non-oil/gas GDP 10.07 9.04 8.15 9.22 9.09
12 60P Total 9.74 9.04 8.15 9.08 7.93
(Continued)
AVERAGE 1983-1988 (Constant 1983 prices)
WESTERN CENTRAL EASTERN TOTAL TOTAL
SECTORS REGION REGION REGION JAVA INDONESIA
1) 7 (8) ¢))] (10) (11)

1 AGRICULTURE 5.98 5.72 4.04 5.1 5.53
2 HINING 3,81 13.60 6.26 4,04 0.65
3 MANUFACTURING 12.93 14.14 9.20 11.98 11.6%
4 UTILITIES 14,15 16.67 4.49 12.59 12.84
5 CONSTRUCTION 5.91 6.6% 4.15 5. 64 4.85
6 TRADE 7.61 5.10 7.19 6.57 7.04
7 TRANSPORT 7.81 6.53 4.88 6.80 6.76
8 FINANCE 7.90 5.46 10.52 7.8 7.7
9 SERVICES 4.89 6.31 3.88 4.95 5.27
‘40 0il/Gas GDP 3.74 31.27 8.37 . 6.99 2.7
11 Mon-oil/gas GDP  8.03 6.40 5.91 7.02 6.91
12 6DP Total . . 7.62 7.02 5.91 6.99 6.01

Hote: - Western Region covers Jakarta and West Java provinces.

- Central region covers Central Java and Yogyskarta provinces.
N = Eastern Region included Hadura island.
Source: Calculated from Bappenas: DATA BANK FILES.

Similar patterns of industrial development appeared to have taken place in Java island,
in which the majority of manufacturing firms have operated. Industrial concentration in the
region are high, leading to uneven distribution of industrial activities. The 1986 Economic
Census recorded that 70.29 per cent of industrial firms located in Java island. Moreover, some
53.5 per cent of industrial output in 1985 (large/medium- and small-scale units) were
generated in Java island. Further information concerning industrial employment also suggests
that 78.2 per cent of manufacturing employment in Indonesia was sited in Java island alone

(Hill 1990a:102). Departed from the above account, the development of manufacturing industry
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Table 3.2.
Sectoral Share to Regional Growth

in Java and Indonesia
(Average 1975-1988)

AVERAGE 1976-1983 (Constant 1975 prices)

L T TR LY Y T P T Y T Y P T L T

WESTERN CENTRAL EASTERN TOTAL TOTAL
SECTORS REGIDN REGION REGION JAVA INDONESIA
¢ ) 3 (4) 5y (&)
1 AGRICULTURE 8.26 19.14 15.38 - 14.51 17.90
2 NINING 2.65 0.03 1.35 2.1 7.40
3 MANUFACTURING 17.13 14.64 16.58 16.37 14.08
& UTILITIES 3.12 0.76 1.76 2.17 1.70
5 CONSTRUCTION 10.61 10.95 2.2% < 8.13 7.70
6 TRADE 14.09 19.34 35.40 20.56 18.36
7 TRANSPORT 7.64 7.00 12.82 7.63 8.80
8 FINANCE 16.%6 8.346 §.64 11.46 9.08
9 SERVICES 19.54 19.714 8.84 17.03 14 .97
10 0il/Gas GDP 2.h6 0.00 0.00 1.69 7.80
11 Hon-oil/ges GDP 97.54 4100.00 100.00 98.31 92.20
12 GDP Total 100.00 100.00 160.00 100.00 100.00
(Continued)

AVERAGE 1984-1988 (Constant 1983 prices)

----------------------------------------------------------

WESTERN CENTRAL EASTERN TOTAL TOTAL
SECTORS REGION REGION REGION JAVA INDONESIA
1) ¢! (8) %) (10) (1)
1 AGRICULTURE 9.55 26.14 20.97 15.77 20.98
2 MINING -0.49 0.84 0.45 0.76 -3.10
3 MANUFACTURING 31.99 28.68 26.72 29.58 30.40
4 UTILITIES 4.49 1.55 0.62 2.77 2.43
5 CONSTRUCTION 6.34 .47 3.3 4£.89 4.09
6 TRADE 22.81 14,60 24 .52 21.49 21.24
7 TRANSPORT 9.91 4,27 5.33 7.14 7.27
8 FINANCE 7.36 4,75 8.60 7.67 6.45
9 SERVICES 8.04 14,64 9.47 9.91 10.24
10 0il/Gas GDP ~0.68 11.47 0.11 2.95 h.14
11 Hon-oil/gass GDP 100.68 88.53 99.89 97.05 95.86
12 GDP Total 100.00 100.00 100.00 100.00 100.00

Note

Source :

: As Table 3.1,

The share was calculated from the asbsolute incresses in esch sector
divided by the absolute increases of Total GDP
As Table 3.1.

in Java (especially those producing non-oil/gas) would reflect the bulk of Indonesian

manufacturing industries.

In Java, the regional

account statistics recorded 13.18 per cent annual increases in

manufacturing value added during the periods of 1975-1983 (at 1975 constant prices), little

bit higher than the national average. Yet, this sector’s value added increased annually at 11.98

per cent (at 1983 constant prices) during the periods of 1983-1988, more slowly than the

previous period but still higher than the national growth rate. (see: Table 3.1.)
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Meanwhile, the contribution of this sector to overall increases in the economy of Java

region, is slightly different to that of in Indonesian case. During the first period (1975-1983)
this sector endowed 16.37 per cent to total Java economic growth, slightly higher than the
national figure. However, in the second period it only Supported énnually 29.58 per cent, a
little bit lower than the national annual average.

The arguments of declining industrial performance presented above seemed to be the
major reasons for lowering share of this sector to contribute to the Javanése growth rate.
Besides, in this region, especially in Jabotabek, the structure of the manufacturing industries
are highly concentrated in producing consumer goods such as food, beverage and tobacco, and
those of producing goods for domestic demands like motor vehicle, chemical products, paper,
etc. While in the Outer Islands they are more natural based in nature, such as ferﬁlizer, oil
refinery, gas processing, wood processing, etc., which are to a large extent used for exports.
In this regards, Tampubolon et.al. (1986) argues:

... a depreciation of the rupiah in terms of non-US dollar currencies does not affect

the dollar exports earnings from the oil/lng provinces and ’agricultural’ oriented

rovinces, since most of the export commodities of these provinces are traded for in
S dollars, but it can affect [adversely] the export earnings of the 'manufacturing’
provinces,which export a considerable part of their exports to the Western Europe and

Japan. (p. 6).

As a manufactured-goods producing region, Java were much more affected by such decreasing
value of Rupiahs against the non-US dollar currencies.

The question then arise to the extent of spatial distribution of this sector development

within the island. The investigation of this patterns will be presented in Section 3.5.
3.3. Agricultural Development

bulk of Indonesian population live in rural areas. The 1980 Population Census recorded

: per cent rural population in that year, while Intercensal Survey 1985 kaccoumed them to
73.8 per cent. They are predominantly engaged in agricultural sector, of which rice farming
is a dominant activity. The ’government policy has intended to support the development of this
sector, in order to support economic growth and to sustain industrial growth. Increasing rice
production became the priority of the policies, in order to relieve rice imports which
amounted to some 628 thousand tons in 1968 and about 955 thousand tons in 1970 (Affandi
1987:23). The policy instruments also aim at augmenting the yields and quality of production

in order to meet the needs of foods and raw materials for industries, boost exports, improve
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income of farmers, expand employment and business opportunities, and also to support
regional development.

As mentioned in the first part of this Chapter, the development of agricultural sector
in Indonesia, in Java and Bali to a greater extent, can be characterized as the introduction of
green revolution technology. Many have noted the success story of this strategy to increase
its production, leading to high economic growth in the country. (Lee 1983; White 1986 and
1990; Affandi 1987; Tjondronegoro 1990). Table 3.1. also shows that agricultural value added
m Indonesia grew at 5.31 per cent annually during the periods of 1975-1983 (at constant 1975
prices), contributing 17.90 per cent to absolute growth of the national economy. Meanwhile,
those in Java increased at 4.99 per cent annually, resulting in its share to contribute 14.51 per
cent to Javanese economic growth.

Moreover, the growth rate of agricultural value added during the period of 1983-1988
appeared to be slightly higher than the first period, that was 5.53 per cent annually at
constant 1983 prices. Similar situation was observed in Java where this sector’s value added
increased at 5.11 per cent annually. These patterns influenced the absolute growth of this
sector to contribute 20.98 per cent to the national economic growth, and 15.77 per cent
annually to Javanese growth, respectively. Besides, these annual increases allowed Indonesia
to become a self-supporting country in terms of food production in 1986, especially regarding
to rice production (Affandi 1987:23).

These progresses affected an increase in rice consumption, and its extension to regions
where rice has not been the staple food. In view of the efforts to diversify staple food, this
situation were considered contrary to the idea. The government policies then were formulated
to promote food diversification, to encourage people to use more frequently non-rice
carbohydrate such as corn, cassava, etc., and to use animal and vegetable protein from the
domestic markets. This policy package was also likely to improve value added of the livestock,
as about 11.7 per cent annually during the periods 1987 to 1983, and more than 6 per cent
annually during the period 1983 to 1988. The development of this sub-sector seems to be
higher in Java, in which its value added annually increased at average 15.7 per cent and more
than 7 per cent, respectively, during the same periods.

Before going further to the effect of this pattern in the context of balance
development between region and within the region, their effects on the structural
transformation of the economy will be presented first. The discussion will limit with the

context of the share of each sector in incomes and in employment.
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3.4. Btructural Transformation -

The process of economic development in Indonesia aims at transforming the economy from
predominantly traditional agricultural activities into more balanced development between this
sector and the rest of the economy, especially manufacturing industry. Increasing value added
of agricultural and manufacturing sectors as already investigated, led to the structural
transformation in the national economy, as shown in Table 3.3. The share of agricultural
sector’s value added decreased during the periods, while the share of value added of the
combined sectors (manufacturing and mining) increased.

For over all Indonesia, the share of agricultural value added decrease from 28.11 per
cent (average 1975-1983) to 23.11 per cent (average 1983-1988). Meanwhile, the share of the
other two sectors (mining and manufacturing) increased from 31.30 per cent to 31.24 per
cent. The lower share of the last two sectors was due to decreasing share of mining sector
(minus 5.28 per cent point), while for the manufacturing sector, the share of its value added
to total Gross Domestic Product (GDP) increased 6.72 per cent point. The continuous decline
of oil prices during the second periods was the main reason why the mining sector decreased
its value added share. Increasing share of
non-oil/gas sector (line 11) support this argument. The last category increased its share from
76.71 per cent to 80.96 per cent, while the share of value added share of oil/gas sector (line
10) decreased from 23.29 per cent to 19.04 per cent.

This structural transformation has also taken place in Java. The share of agricultural
sector decreased from 29.43 per cent to 22.27 per cent, while manufacturing sector increased
its share from 12.30 per cent to 17.28 per cent (increases in 4.02 per cent point). The overall
non-oil/gas sector, however, decreased during the same periods. The major reason for this
decline was decreasing share of the trade sector, from 24.04 per cent to 20.85 per cent.

Declining share of trade sector in Western and East regions seems to be the ultimate
reason. In these two regions indeed, the first and second major seaport of Indonesia are sited,
i.e., Jakarta in the West and Surabaya in the East Region. As the national capital city, Jakarta
becomes the main port of such goods and services to be imported from and exported to the
rest of the worlds. Similarly is Surabaya, the second largest urban centre to Jakarta which
used to be the main seaport during the colonial periods. Moreover, Jakarta also play important
roles in distributing such goods and services to the western part of Indonesia (Sumatera island
in particular). Similarly is Surabaya, which is as the main port of goods distribution from and

to Eastern Indonesia.
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Table 3.3.
The Distribution of Sectoral Value Added

in Java and Indonesia
(Average 1975-1988)

AVERAGE 1975-1983

SECTORS 2 wocowmccvan P Y Ty . I L re mResEmee. CE Y T A

WESTERN CENTRAL EASTERN TOTAL TOTAL
REGION REGION REGION JAVA INDONESIA

(1) (2) (3) (%) (5) (6)
1 AGRICULTURE 17.88 41.29 38.62 29.43 28.11
2 MINING 7.77 0.38 0.37 X.87 21.19
3 MARUFACTURING 12.53 9.90 13.71 12.30 9.4
& UTILITIES 1.15 0.31 0.54 0.78 0.50
5 CONSTRULTION 5.04 3.63 0.84 3,45 2.90
6 TRADE 26.80 19.77 23.04 24.06 18.10
7 TRANSPORTY 6.14 &.40 6.50 5.86 5.33
8 FINANCE 9.54 4.92 3.48 6.67 8.7
9 SERVICES 13.14 15.3¢ 12.90 13.58 10.04
10 0il/Gas GDP 7.60 0.00 0.00 3.59 23.29
11 Won-Dil/Gas GDP 92.40 100.00 100.00 96.41 76.71
12 6DP Total 100.00 100.00 100,00 100.00 100.00

(Continued)
AVERAGE 1983-1988

WESTERN CENTRAL EASTERN TOTAL TOTAL
SECTORS REGION REGION REGIDN JAVA INDONESIA
1) N (8) (9 (10) (1)
1 AGRICULTURE 13.04 32.48 30.74 22.27 23.11
2 MINING 7.60 0.52 0.41 4.03 15.41
3 MANUFACTURING 18.00 15.70 17.20 17.28 15.83
4 UTILITIES 2.2% 0.68 .87 1.54 1.04
5 CONSTRUCTION 7.30 5.17 4,62 6.08 4.52
6 TRADE 21.44 19.52 20.84 20.85 17.38
7 TRANSPORT 7.8% 4.31 6.77 6.76 6.24
8 FINANCE 11.74 5.58 4.88 8.46 6.20
9 SERVICES 10.84 16.04 13.67 12.77 10.30
10 0il/Gas GDP 7.43 4.34 0.06 4,67 19.04
11 MWon-0il/Gas GDP 92.57 95.69 99.94 95.33 80.96
12 6DP Total 100,00 100.00 100.00 100.00 106.00

Note : As table 3.1,

Source : As Teble 3.1,

Again, the adverse effect of such policy instruments as the devaluation of the Rupiah
against the US dollar and other foreign currencies on March 1983 and on September 1986;
and trade policy introduced in April 1985 and October 1986, can be expected to contribute
to this pattern. Even though these policy packages had positive outcomes in reducing the
deficit current account of Balance of Payments (Nasution 1990), it was likely that these policy

instruments affected adversely the trade sector. During the first three years of REPELITA III




36

(1984/1985 - 1986/1987), the values of both exports and imports continuously declined.!!
Thus, the trade activities during the second period under study were affected adversely,
leading to relatively slower growth rate of the value added of the sector in both regions than
the previous period.

The structural transformation also took place in relation to employment. Table 3.4.
shows this transformation from predominantly agricultural activities in 1970s to more balance
between agriculture and non-agriculture. Whereas agricultural employment in 1971 was

recorded at 66.3 per cent, it decreased considerably until it reached 54.9 per cent in 1985.

Table 3.4.
The Structure of Employment in Indonesia
1971 - 1987
(Per Cent)
Population tabour Population Intercensal
Sectors Consus Force Census Survey
1971 Survey 1980 1985
1976
) ' (2) (3) (3) (%)
1. Agriculture etc. 66.3 61.6 55.9 54.9
2. HManufacture 6.8 8.4 9.1 9.3
3. Trade etc. 10.8 14.4 13.0 15.0
4. Transport & 2.4 2.7 2.8 3.1
Communication
5. Services 10.3 10.7 13.9 13.3
é. Othars 3.4 2.2 5.3 4.3
Per cent 100.0 100.0 100.0 100.0
TOTAL
Hillion 40.34 48.43 52.43 62.46

Hote: Sector 1 included Livestock, Fishery and Forestry
Sector 3 included hotel and restaurant
Sector 6 included utilities, construction and unclassified workers
Source: Hananto Sigit (1989): "Transformasi Tenaga Kerja di Indonesia Selama
Pelita”, in PRISMA, No. 5, Vol.18, Table 1, p. 5.

However, manufacturing industry which has been hoped to contribute to employment
transformation has not gave any indication on it. It is shown that in Indonesia as a whole,
labour force absorbed in this sector only increased from 6.8 per cent in 1971 to 9.3 per cent
in 1985. Meanwhile, among the "non-A" sector, the trade sector (including hotel and

restaurant) absorbed 10.8 per cent employment in 1971 and 15.0 per cent in 1985,
respectively.

1) The fellowing figures show what was happening in the foreign trade sector during this periods
(in Million usS).

1984 /1985 1985/1986 1986/1987
Export Velue 19,901 18,612 13,697
lmport Value 14,427 92,552 11,4651

BGuotad from: Ekonomi dan Keuangan Indonesia, Vol. 35, Ho. 4, p. 388.
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Further information suggests that agricultural employments who were transformed into
the non-A sector were among the farm labourers (Sigit 1989). It is plausible to say that some
of them could have migrated to urban areas. While in 1976 urban active population recorded
at 1.6 million, in 1985 they were accounted to 2.9 million (Hasibuan 1990:7B).

The most striking feature in this process is the role of informal sectors, which
absorbed the majority of increasing labour supply. Among these sectors, trade and service
sectors were dominant. In 1982 for instance, informal sector in the trade sector in urban
Indonesia accounted to 43.29 per cent, while those in the service sector amounted
to 17.27 per cent.'? In other words, the formal sector in urban areas has limited impact on
increasing rural labour supply. The requirement of the formal sector to absorb employment,
“such as high education and value skilled, limit its capacity to absorb rural labour migrants

who have limited education and skill.

3.5. Bpatial Development Patterns

The regional development of the country aims at equalizing the distribution of development
and its yields throughout the country, enhancing auto activities and' participation of the people
in development activities, improving the people’s capacity to utilize natural resources and to
maintain their preservation, overcoming various urgent problems especially in relatively
backward regions, and improving relations between towns and its surroundings'>.

Departed from the above policy description, interregional and intraregional balance
development should take place in the country. The first proposition can be seen from the
development patterns across regions, while the second feature can best be viewed from the
pattern of development taken place in urban and rural areas.

In relations to the development of manufacturing industries, many have noted the
achievement of this strategy to influence high economic growth of the country. However, they
tend to concentrate in the island of Java of which historically, politically, culturally and
economically the centre of archipelago, and which has better infrastructure and administrative
institutions, even before the country's independence. To a lesser extent, the development of

industry in outer islands seem to concentrate in few regions in which natural resources, such

12) For more information about informal sector in Indonesia see for instance; BPS: Pekerja Sector

Jnformsl di Indonesfa, Biro Pusat Statistik, Jakarta, February 1986.

13) Quoted from: Department of Information Republic of Indonesis; Indonesis 1990. An Dfficial
Hendbook, p. 68.
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as oil and gas is located, like Aceh with its natural gas, Riau aﬁd East Kalimantan with their
oil and gas in the latter province. In other parts of the country, Kalimantan in particular, also
existed such type of wood processing industry as those producing sawmill and plywood.

In Java island itself, the development of industries has been concentrated in few urban
centres. Table 3.5. shows that output of large- and medium-scale industries in Indonesia are
concentrated in a bi-polar location in Java; Jabotabck and Surabaya and its surrounds. Some
36 per cent of the output of non oil/gas jndustry in Indonesia was generated in Jabotabek
in 1985, and 11.1 per cent output in Surabaya and surrounds. In sum, 70.3 per cent of the
~utput of non oil/gas industry was generated in only 8 locations (Hill 1990:107), in which §
.f them were in Java, i.e. Jakarta and Bandung in the Western region, Surabaya and surrounds
as well as Ked‘iri in Eastern Region, and Semarang and their surrounds in the Central region.
When the analysis included oil and gas, it is shown that 82.7 per cent of output of large-and
medium-scale industry is concentrated in 13 major centres, of which Jabotabek, and Surabaya
and surrounds accounted for 22.7 per cent and 6.9 per cent, respectively (ibid).

Table 3.5.

Major Industrial Concentration in Java, 1985
(% age Output)

Regions Excluding oil Including oil
) and gas and gas
(1) (2) (3)
WESTERN:
’ - Jakarta and 36.2 22.7
surrounds
- Bandung and 6.7 4.2
surrounds
CENTRAL:
- Semarang and 1.9 ’ 1.2
surrounds
- Cilacap n.a 5.9
EASTERN:
- Surabaya and 11.1 6.9
surrounds
- Kodiri 6.7 4.2

-Hote :-The-large- and medium-scale only (firms employed 2 20)
Percentage to respective classification in Indonesia.
Source: Hal Hill (19902), Table 11, p. 107.

On the aspect of small-scale industry distribution, UNIDO (1987) found that, though
they are spread throughout the country, they are more prevalent in some provinces, e.g. Aceh,
Central Java, Yogyakarta, Central Kalimantan, North and South Sulawesi (Hill 1990a:29).
Further evidence indicates that the Central regions of Java (Central Java and Yogyakarta) have
become a heartland of this type of manufacturing industry (Hill 1990a; Tambunan 1991). The

1986 Economic Census also recorded that some 30.44 per cent of the 1985 Indonesia small-
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scale industries are located in the Central region, while those in Western and Eastern regions
accounted to 26.47 per cent and 20.48 per cent, respectively's.

In sum, though there was a tendency towards decreasing industrial concentration, Java
and some resource-based provinces become a predominant regions. Even though the
development of industrial plants in the outer island has considerably decreased the

concentration of industry in Java since 196'3, especially during the last two decades (Hill
T_"i‘::'légéﬁa:lm), some 53.5 per cent of the output and some 78.2 per cent of employment of the
firms employed > 5 workers are sited in Java island. While in the Outer Islands, they were
| more prevalent in a few resource-based province; namely Aceh, Riau, and East Kalimantan
: which generated some 32.2 per cent output of total manufacturing industry in 1985 (Hill
1990a).

- These activities are in a number of cases located in large urban centres, such as
provincial capital cities and the city treated as a "growth poles or centres”. Though the
strategy of industrialization led to high economic growth of the country, this growth were
much enjoyed by urban dwellers (World Bank 1990). Meanwhile, rice production —-the main
sources of the bulk of the rural poor-- grew slowly during the decade, and coupled with
rapid growth of the population, they resulted in increasing the rural poor, at least prior to
the 1980s. In other words, the strategy of industrialization alone would result in urban-rural
imbalance. o

The -strategy of agricultural development: has also resulted in Indonesian good
performance, as it became a self-supporting country in terms of rice production in 1986.
However, many have also noted that this growth resulted in relatively stagnant income
distribution in rural areas during the 1970s, if not widened the gap between the rich and the
poor in rural region. Lee (1983) for instance, argues that in the scarcity of land (in Java
particularly), increases in output per hectare could be expected to lead to & decline in the
income share of labour (p.243-44). White (1989) further argues that the rural labours (both
men and women) have been affected by such technical changes in ground preparation,
planting, harvesting énd processing. In most places there were replacements of "fingerknife”
(ani-ani) by the sickle in harvesting, rotary or toothed weeders in place of hand weeding, in
other diesel-poWéred rice hullers in place bf han‘d pbunding, in some areas tractors in place

of the hand hoe or animal-drawn plough. These situations coupled with shifting the system

14) Calculated from Biro Puset Stetistik, Hasil Pendaftaran Perusshssn/Ussha, SE'86 Seri AA (angka
Tetap).
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of labour recruitment, from the traditional open labour market to the more exclusionary
practices, have resulted in the uneven distribution of agricultural incomes. During the periods
of rapid growth of production (1970s), the share of output received by hired labour decline,
proportionaiely, to the much more rapid growth in farmer’s net income from crop production
(p.76).

White (ibid) also concludes that only a small but politically important minority of rural
population who accrued the main benefits of intensification (p. 74). In the similar direction,
Tjondronegoro (1990) says that the Green Revolution was much more in favour of large
farmers than to those of the small ones. The large farmers were more able and willing to
involve in the BIMAS and INMAS programmes by using such modern technology as HYV,
f ertilizér, pesticide and tractors due to the ability of their funds. Meanwhile, for those of the
small farmers this case was unlikely to be so. They were afraid of taking risk by investing
their money to involve in the programmes, and they also require more cash for their
consumption, while the rice floor-price were not ensured at the time of first implementation
of this policy.(p:6).

In sum, the growth-oriented development strategy adopted in Indonesia was unlikely
to balance the development gain and to reduce income inequality and mass poverty, especially

during the 1970s and the beginning of the 1980s. In this regards, Harry T. Oshima argues:

... the introduction of economic growth is likely to widen the distribution. If modernization begin
fn the urban aress with modern industries (e.g., for processing and transporting traditional
exports), income {nequality may widen because the share of mercantile groups may increase faster
than the incomes of others. In the rural areas, the increase in the demand for agriculturel products
for processing end exports may benefit the farm in upper income brackets. Thus only tha higher
income groups in both rural and urbsn areas will be favourably sffected by initial modernizations.

cil Or modernization may begin in the rural areas. MNew agricultural technologies such as
higher-yielding and new varieties of cereals, plantation and industrial crops may Lead to higher
fncome for those able and willing to adopt them. At the outset, only a small group of farmers will
be adopting the new varieties, i.e., those better situated towards the markets and with financial
end physical resource required by the technologies, as wall as with the capabilities and information
to take advantage of government services and inputs which sre Likely to be st the outset saverely
limited in gquantity. They are likely to be the farmers with the large income, and not the small,
subsistence peasants remote from the markets and government agencies. The shars of the uppar groups
will rise but not thoss of others. (1982:102).

Did this statement hold true for the Indonesian case, especially in Java? This study
will try to investigate the patterns of personal income distribution in Indonesia, with special
attention to Java during the 1980s. Before going further to this subject, Table 3.6. shows the
factor share distribution of development gains in Indonesia as a whole. It was likely that
Oshima’s statement was holding true in Indonesia, at least until the end of the 1970s, when
such modernization were implemented and high economic growth was taken place. Both
peasant families (those who owned < 1 Ha) and farm labourers decreased their income share,

from some 28.58 per cent in 1975 to some 26.83 per cent in 1980. This information was in
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Table 3.6.
Household Income Distribution Patterns in Indonesia
1975 - 1985
Housshold group 1975 1980 1985
(&) (2) (3) (%)
Agriculture .
1. Employee 6.30 5.21 4.08
) 2. Operator, landowner < 0.500 He 12.95 13.74 13.16
£ 3. Operator, landowner 0.501 - 1 Hs 9.33 7.88 6.54
4. Operator, landowner > 1 Ha 15.92 14.56 12.92

Non-agriculture, Rural Areas:

5. Lower Level: Non-agricultural Self- 11.85 14.42 9.85
employed, Clerical, Retail sales,
personal service send transport &
manual workers

6. Non-tabour force and unclassified households 2.61 2.80 X.76

7. Higher level: Non-agricultural seif- 6.57 6.32 10.02
employed, CLlerical and sales, services, manager,
supervisors, technicians, teachers and non civilians

Mon-agriculture, in Urban Areas:

8. Lower Level: Non-agricultural Self- 14.63 16.67 16.46
employed, Clerical, Retail sales,
personal service and transport &
manual workers

9. Non-lsbour force and unclsssified households 2.60 3.66 5.26

10. Higher level: Non-agricultural self- 17.24 14.74 17.94
employed, Clerical and sales, services, msnager,
supervisors, technicians, teachers and non civilians

TOTAL 100.00 100.00 100.00

Source: Slamet Sutomo and Nina Suri Sulistieni; "Distribusi Pendapatan dan Pola Pengeluaran
Rumahtangga: Pengamatan Berdasarkan SNSE Indonesia 1975 dan 1980, in Ekonomi dan
Keuangan Indonesia, Vol. 35, No.2, 1987, Table 7, p. 234

For 1985 figures are calculated from: BPS, “Social Accounting Matrix Indonesia
1985, Paper presented in the Seminar on Integrated Accounts of Indonesia, Jakarts
March 6, 1991, Table 3.2.4., p. 47.

agreement with what World Bank (1990) found, i.e., the poorest people in Indonesia was
among the farmers who owned land (0.1 - 0.5) Ha.

Among the households in this group, the farmer households who owned land < 1 Ha
decreased their income share from some 22.28 per cent in 1975 to 21.62 per cent in 1980. The
1985 Social Accounting Matrix (SAM) also indicates decreasing income share of this group,
i.e.,, to become 19.70 per cent.

Similarly was for those of the farm labourers, whose income share fell from 6.30 per cent in
1975 to 4.08 in 1985.
The unexpected figures are for the farm households who owned land more than 1 ha.

Their share decreased considerably during 10 years, from 15.92 per cent in 1975 to 12.92 per
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cent in 1985. Increases in income share of non-farm'® higher income level in both rural and
urban areas (line 7 and 10) would be a reason for decreasing share of the whole farm
households. The share of higher income level in rural areas increased from 6.57 per cent in
1975 to 10.02 per cent in 1985, though it decrased slightly in 1980 (6.32 per cent). Similar
patterns took place for those in urban areas, whose income share increased from 17.24 per
cent to 17.94 per cent. The last figure was much higher than that in 1980 (14.74%).

Another interesting feature is the fact that the income shares of non-labour and
unclassified households have increased during the periods. The income share of those in rural
areas increased from 2.61 per cent, 2.80 per cent and 3.76 per cent during the periods,
respectively. While the increases income share of those in urban areas were faster, as it
inclined from 2.60 per cent (1975) to 3.66 per cent (1980) and 5.26 per cent (1985). Increasing
share of tranfer from government, corporate and household sectors to these households can
be expected to influence this pattern.

The question then arises to the extent of the patterns of income distribution among
individuals. Chapter Four will deal with this subject. While the above pattern was merely
based on the "functional or factor share" distribution of income, Chapter Four will concentrate

in the "personal or size" distribution of income.

15) Included in the non-farm population are people who work outside agriculture. Thersfore, those
engaged in agricultural labours are not included in this category.




Chapter FO U R

THE PATTERNS OF INCOME DISTRIBUTION

4.1. Introduction

_ This chapter deals with the analysis of personal income distribution in Indonesia, with special
attention to the patterns in Java island. The first part of this chapter concerns with the
~ problems commonly faced by practitioners, in choosing measures to provide reasonable

ind’ifc,:_ator of the pattern of personal income distribution. This part will be followed by analysis

of income distribution patterns based on the measurements discussed in Chapter Two. _

Before arriving at these two subjects, it is important to note the concepts of income
and of area in which the study is concerned. All of the measures used in this research paper
are based on the average per capita income. It was individuals not households who suffer
from hunger and poverty. So, the use of per capita incomes would give more information
about the patterns of income distribution rather than those of the household income
distribution.

To arrive at this figure, first, all incomes of the household members were combined.
Secondly, total household incomes were adjusted by level of household consumptions. Thirdly,
these adjusted incomes were divided by the household size. Based on the adjusted average
income, all households were classified into 11 income classes according to the average per
capita income. Besides, all households were classified into 11 categories, i.e. 10 sectors of one
digit ISIC plus Transfer Incomes, according to the main income sources of the households.
This was done based on the largest income sources of the household members.

Lastly is the concepts of urban and rural areas. Central Bureau of Statistics'® classified
urban village (desa urban) based on three major indicators. "Desa” is classified as Urban if
it has:

1. population density > 5,000 people per square kilometre.

2. < 25 per cent of farm households.

3. certain score of numbers of "urban facilities”, such as education, health centre

(Hospital), etc. . ) o
4. certain score of the average distance between the village and the "urban facilities".

16) For more information about Urban and Rural Division, see: Hananto Sipit and Agus Sutanto (1983):
"Desa den Penduduk Perkotaan Menurut Definis{ Parkotasn Sensus Penduduk 1971 ‘damn 1980",

43
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Based on this definition, there would be a number of urban households who derived
incomes from farm activities, both wi.thin urban areas and rural surrounding areas. Besides,
rural households also derived incomes from non-farm activities-in both urban and rural areas.
The outcomes of the measurements, therefore, should be interpreted as the distribution of
average income among individuals who live in the respective areas without paying any

attention to the place where they derived their income.

4.2, Problems of Measurements

In order to analyze the size or personal distribution of income, one usually faces the problems
1o provide a rationale for choosing one measure, or a class of them, rather than another. A
huge number of measures in the study of personal income distribution, in which each has its
own advantages and disadvantages, gives different indicators of the patterns of income
distribution in a single country or region. In a number of cases, the studies of personal
income distribution use an index separately, such as Gini Coefficient, Kuznets Total Disparity
Measures (TDM), Theil Index, Atkinson Index, etc., while others employ a family of indices.

The importance of choosing the measure is the fact that many factors contribute to
the pattern of income distribution in a single country or region. As already discussed in the
first and second chapters, three broad factors affect the overall size distribution of income:
the differences in average incomes within a sector, the importance of the sector as measured
by the share of population involved in each sector, and the differences among average
incomes between sectoral activities. These situations influence the needs for proposing such
measure which explains the effects of the above factors.

Furthermore, the differences in prices paid by the population who live in urban and
rural areas also affect income distribution measures in the respective areas. In other words,
inequality “indices using “current price data  will result “in different outcomes to those of
employing constant prices. In Indonesian case, this price effect has been proved by Asra
(1989)'7. He confirmed that different prices paid by each decile of population in urban and
rural areas resulted in different Gini and TDM indices. He also found that price adjustment
resulted in different trend of inequality indices, thus the conclusion of income distribution

patterns during the period under study.

o17) Asra used household expenditure data to measure the Gini end TDM indices in those years. For
more explanation about the uses of current and constant prices, see his article in Bulletin of Indonesian

Econcmic Studies, Vol.25, Wo. 2, August 1989.
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In this research paper the study only employs the measure of inequality indices based
on the current price data, though the study will be more interesting if price adjustment are
also employed. It was proved that the differences in the prices paid by individuals in the
respective areas appeared to have contributed to the patterns of income distribution within
an area of the region. There are two major reasons why the study use current price data.
Among other things, no price data are available to adjust the average income of each income

class (or each decile of population) within a single sector in both urban and rural areas. This
| limitation is the subject of caution in interpreting the outcomes. Secondly, by using current

price data, the study will reduce the complexity of the outcome interpretation. If the study
“also employs price adjustment, the factor contributed to such differences in the outcomes will
be unclear, whether because of the price adjustment or due to the sectoral allowance.

As discussed in Chapter Two, the study will employ two different methods of
measurements: the "weighted indices”, reflecting the effects of intrasectoral and intersectoral
inequality; and the "direct measure” or "unweighed indices", i.e., the distribution of average
income among income classes for the whole population in the respective areas. Table 4.1.
indicates that the weighted indices appeared to have differed from those of the unweighted
indices. Comparing these two different measures, the table shows that the weighted indices
(both Gini and TDM) were lower than those of the unweighted indices, though the absolute
differences between the two measures are very small. The comparison has also to be done
very carfully, as they cannot be compared directly.

Table 4.1.
Different Types of Ineguahty Measures

Java, 1
(Intra- and inter-sectoral Effect)

Unveighed Weighted Index
Area Index =00 ssecesecscmcmccmsenoseccen
Index Based on Based on
2 sectors 11 Sectors
(1) (2) 3) (%) (5)
Urban +

Rurel 6Gini Coeff, 0.3848 0.3554 0.3457
TDM Index 0.5535 0.5110 0.5006
Urban  Gini Coeff. 0.3842 0.3799 0.3658
TOM Index 0.5642 0.5505 0.5284
Rural 6ini Coeff. 0.3221 0.3087 0.3042
TDM Index 0.4609 0.4355 0.4343

Note: - 11 sectors of the one digit 1SIC (10), plus Transfer Income
- 2 Sectors of the "A" and "Non-A" Sectors
Source: Calculeted from SUSENAS deta, Centrsl Bureau of Statistics,
Jakarta, (unpublished).
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The fact that weighted indices are lower than the direct measures can be illustrated
by the following example. If a group of people moved from one sector to another sector
carrying the same level of income, it could result in different value of weighted indices, but
the direct measures. Partly, it is due to the differences in the weights, as explained by the
change in the share of population in the respective sectors. It also can be a result of the
change in intrasectoral inequality measures, because total population in the income class within
the sector of origin decreased, while those in the same income cléss within the second sector
the number of people increased. Even if the measure of inequality within the sector remained
the same, any change in income differentials among sectors as shown by the weights could
affect the weighted indices. Meanwhile, the outcomes of the direct measurement will not
change as the population and the average income in each income class did not change. This
indicates that the study of income distribution should consider the sectoral inequality.

Yet, the figures in the last two columns suggest that the more aggregated the economy
the higher the inequality measure. The outcomes of the two-sector model appeared to have
been higher than those of the 1l-sector model. In other words, the measures of inequality
indices should be calculated as little aggregated as possible, in order to introduce the various
factors contributing to income distribution.

Table 4.2. also shows the effect of these factors to contribute to income distribution
within the area of each region. The outcomes of weighted indices suggest that the patterns
of inequality in each area of the regions appeared to be less unequal than using the direct
method of calculation. By comparing the outcomes of each method of calculations, it appears
that unweighted indices tend to be lower than those of the direct method of calculation.

However, the differences between the weighted and unweighted indices appeared to
be small. In order to see whether these differences are resulted from the introduction of
intra- and inter-sectoral inequality, it is necessary to compare the outcomes within each
method of calculations. In a number of cases, the two methods cannot be compare directly.
Take an example of the case of the two-sector model. In the extreme condition when
intrasectoral inequality in each sector is the same, either equally or unequally distributed, the
weighted indices might be either zero or one. In this case, the weights (or intersectoral
inequality) do not affect the results of the calculations, as the weights are multiplied by the
same level of intrasectoral inequality indices while the sum of the weights is equal to one.
On the other hand, the outcomes of the direct method of calculation might be less than one
when incomes in each sector are unequally distributed, or more than zero when there exists

egalitarian distribution within each sector. If the population in the two sectors belong to




47
_different income classes, the direct measures would indicate the existing income inequality in
the area, which are not equal the pattern of income distribution within each sector. They
could be close to zero or to one. However, this case would never be taking place in any
country or region within a country. So, in any case by weighting income inequality within
a sector with the relative differences in incomes among sectors would shape different patterns

of income distribution within the area.

Table 4.2.

Intraregional Inequality Indices in
Indonesia, Java and Outer Island
’ (Weighted ailgs;lnwcighted)

Urban + Urban Rural
Region and Indices Rural
. Arsas Aress Areas
1) (2) 3 (4)
Unweighted Gini 0.3704 0.3711 0.3230
TOM 0.5286 0.5382 0.4618
Indonesia @ r~--cercmrrecncccccrenrersceerrerencanrncnan L
Weighted Gini 0.3343 0.3577 0.3071
TDM 0.4788 0.5147 0.4401
Unweighted Gini 0.3848 0.3842 0.3221
TDM 0.5535 0.5642 0.4609
Java = eeeecescccccrciccrercttocnecrerncrctrrcrenrsensnnean
Weighted Gini 0.3457 0.3658 0.3042
TOM 0.5006 0.5284 0.4343
Unweighted Gini 0.3471 0.3443 0.3193
TOM 0.4%07 0.4947 0.4454
Outer Islands ==revcercernucccnmrcnnermcncunerecrerrrennerrrucnnenrue
Weighted 6ini 0.3150 0.3455 0.3010
TOM 0.5430 0.46779 0.4330
Note : The weighted indices were calculated by weighting intrasectoral

based on 10 sectors of one digit 1SIC, plus Transfer Incomes.
Sourcse: Calculated from SUSENAS data, Central Bureau of
Statistics, Jakarta, (unpublished).

By comparing the indices in urban and rural areas of the respective regions, it appears
that the weighted urban Gini index over the weighted rural Gini index tend to be higher than
the comparison between direct measures'®. Take an example of the comparison between the

Gini 'index in rural areas and that in urban areas of Java. It appears that the direct (Gini

18) To show the differences botween the two methods of calculations, the indices wihtin one method
of calculetion (e.g., unweighted Gini index) in urban are compared with that in rural areas. The comparison
has been done by dividing this index in urban areas with the same index in rural aress. The same calcultion
is made in the case of the direct measure, and compare sll the resutls. If the result is different, it
indicates the differences in the change weighted method of measurements, s it means that the change in sach
area is not at the sams degres. The outcome might be small, because the values that wes compared also small.
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index in urban Java is 1.19 as high as that in rurai' areas. Yet, the comparison between Gini

indices derived from weighted measures shows slightly higher than that of the direct measures,

i.e. 1.20. On the contrary are the case of the TDM indices. It found that the weighted TDM

index in urban Java is 1.21 as high as that in rural Java, while the TDM index of direct
Table 4.3.

Intraregional Inequality Indices in Java
(Weighed and Unweighed)

by Region
1981 - 1987
Heighted Urban + Rural Urban Rural
Region Unwe ighad Yoar -e~crercrccccnnucce smeeccscccncccrs semeeee emescccea
6ini TDH Gini TOH gini TOM
1) (2) (3) (%) (5) (6) 7) (8) 9
Western Region: - Unweighed Index 1981  0.4047 0.5872 0.4057 0.5787 0.3421 0.4711
1987 ©0.3%08 ©0.5671 0.3791 0.5392 0.3791 0.5392
- Weighted Index 1981 0.3878 0.5604 0.4040 0.5763 0.3389 0.4828
1987 0.3630 0.5269 0.3724 0.5338 0.3916 0.5651%
Central Region: - Unweighed Index 1981 0.4108 0.5914 0.3831  0.5560 0.3975 0.5864
1987  0.3419 0.4855 0.3499 0.5068 0.3499 0.5068
- Weighted Index 1981  0.3948 0.5771 0.3796 0.5507 0.3903 0.566%
1987  0.3207 0.4592 0.3453 0.4967 0.3594 0.5135
Eastern Region: - Unweighed Index 1981 0.4550 0.6511 0.4163 0.5998 0.4208 0.60%0
1987 0.3806 0.5419 0.3789 0.5482 0.3789 0.5482
- Weighted Index 1981  0.4395 0.6403 0.4096 0.5932 0.4370 D0.6321%
1987  0.3553  0.5129 0.374% 0.5452 0.4014  0.5255

Wote : Unweighed Index indicates the measure of indices without sectoral sllowance
Waighted index indicates intersectoral imequality

measure is 1.22 as high as that in rural Java. These outcomes suggest that there is no general
pattern in differences between the weighted and unweighted measures. However, the
differences between the relative value of urban-rural comparison of the weighted indices from
‘hat of the unweighted ones, indicates different degree of the changes of indices in rural areas
compare to that in urban areas.

However, when the analysiskmo'ved to the smaller region, it appears that the two
methods of measurements resulted in different conclusion about the patterns of income
distribution. By employing unweighted method of calculations, it shows that income inequality
measures in all areas within thc region in Java give different levels of income inequality
compare to those of unweighted ones, especially in rural areas (See Table 4.3.). In rural areas
of all regions in Java, for instance, all the two-sector weighted indices in the respective areas
in 1987 appeared to have been higher than the direct measures. The same situation have taken
place in 1981 where all weighted indices in rural areas of the Eastern Region and the TDM

index in Western Region were higher than those of employing direct method of calculation.
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Departed from the above accounts, the conclusion that can be drawn is the fact that
the introduction of sectoral inequality affects the patterns of personal income distribution in
both urban and rural areas within a single region. As will be seen in Section 4.3., intrasectoral
income inequality vary from region to region, even within the region as they vary from area
to area. Besides, the importance of the sectors in each areas of the respective regions as
indicated by the share of population in each sector, and the relative differences in average
income among sectors, all influenced the pattern of income distribution in the respective areas
-within the region.

This conclusion was supported by the differences between two-sector model and 11-
sector model. The fact that income inequality measures based on two-sector model appeared
to have been higher than those of employing 11-sector model, indicated the existing income
variation within the Non-A sector. In other words within the Non-A sector existed
intersectoral inequality. Moreover, it was indicated that the changes of indices resulted from
weighing intrasectoral inequality in which the weights are ’intersectoral income differentials,
issued different conclusion of the pattern of income distribution in each area within the
regions. Therefore, the comparison between areas within and between regions should have
employed the weighed method of measurements so as to give more precise pictures about the

patterns of income distribution in the respective areas of the regions.

4.3, Urban-Rural Income Differentials

As a rule, urban average incomes is generally higher than the average rural incomes. Table
4.4. shows that average urban income in Java was recorded at Rp. 39,491 per capita per
month in 1987, while that in rural areas was accounted to Rp. 20,506. In relative terms, the
average urban income was 1.92 times the average rural income. This pattern also took place
in the Outer Islands, though it was smaller than that in Java. The average urban incomes in
this region was 1.69 as high as the average rural income. These situations influenced the
average urban income in Indonesia as a whole to be 1.82 as high as the average rural incomes.

The fact that the higher figure occurred in Java island indicates the more divergence
of the development pattern in the region than in the Quter Islands. The differences between
average urban income and average rural income in Western Region appeared to have
contributed to this patterns. In this region, the average urban income was 1.97 times average

rural incomes.
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Table 4.4, also shows increasing urban-rural imbalance in the Western Region. This
region is characterized as the most industrialized region, with high ,co’ncentration of
manufacturing activities in a few urban centres, Jabotabek, and Bandung (;hc West Java
provincial capital city). In a number of cases, industrial zones in Indonesia has been Qperated
as an enclave that had little downstream linkages and processing little local raw materials.
Manufacturing activities in these zones tend to employ little labours but capitals (Hilhorst
1989; Hill 1990a). The fact that Central Region had the smallest figure of urban-rural income
differentials, could have explained this situation. In terms of manufacturing activities, this
region is characterized as the least concentrated region within the island of Java, and even
compare to some regions in the Outer Island'®.
Table 4.4. ’
Urban-Rural Income Diff crcﬁtials

in Indonesia, 1981~-1987
(Monthly Per Capita Income, Rp.)

f ufban+ Urban income
Regions Urban Rural Rural Over
Rural Income

(1) (2) (3) (4) (5)

~indonesia 1987 39,346 21,625 26,306 1.8195
~Total Java 1981 20,221 11,096 13,436 1.8227
1987 39,493 20,506 26,341 1.9259
-Western 1981 22,533 12,081 15,864 1.8652
1987 - 44,808 22,742 31,749 1.9703
-Central 1981 16,503 10,326 10,326 1.5982
1987 30,339 18,561 21,574 1.6345
-Eastern 1981 18,701 10,921 12,449 1.7123
1987 37,616 20,184 24,234 1.8637

-Outer lslands
1987 38,997 23,103 26,252 1.6880

Source: Calculated from SUSENAS data, Central Bureau
of Statistics, ‘Jakarta (Unpublished).

However, this conclusion might be misleading as it did not take into account the

differences in the average incomes among individuals or among groups of population. Later,

it will be seen that inequality in income distributions in rural areas is less unequal than that

in urban areas. Besides, the differences in prices paid by individuals in each area also differ.
Asra (1989), for instance, found that urban price index in Java was higher than that in rural
areas. On the contrary, price in urban areas of the Quter Island was lower than that in rural
areas. If the study considered the differences in unit prices in each area, the conclusion would

have differed from the present conclusion.

19) For more explanation sbout industrisl concentration refers to Chapter Thrae, Hill (1990a), and
Jones (1984).
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4.4. Intrasectoral and Intraregional Income Inequality

The size of enterprises and such socio-economic conditions as the demand patterns, the ability
of firms to respond to the changes in government policy, etc., could be expected to contribute
to the patterns of intrasectoral income distribution. As shown in Table 4.5. and ANNEX
IV.IA - IV.2D, the patterns of income distribution vary across sectoral activities. The
differences among labour engaged in each sector (their sex, ages, education, etc.) will affect
‘different rate of returns among income classes within a sector. The opportunities also vary
across different size of firms, even within a single sector. This would also result in the
divergence of income within a sector, as incomes accrued to the population engaged in each
size ‘of the firms also differ within a sector.
Table 4.5.
Intra-sectoral inequality in Indonesia
Gini Coefficient)
(Based on Monthly Per Capita Income)
1978 - 1987
(Urban + Rural)

Main
Household 1978 1982 1987
Income Sources
! &)] i (2) (3) %)
1. Agriculture 1) 0.5018 0.4419 (-) 0.2803 (-)
2. Mining and Quarrying 0.3893 0.4658 (+) 0.3876 (-)
3. Manufacturing Industry 0.4197 0.4214 (+) 0.3462 (-)
4. Electricity, Gas and 0.4297 0.3662 (-) 0.2552 (-)
Water Supply
5. tonstructions 0.3851 0.3656 (-) 0.3453 (-)
6. Trades, Hotels and 0.4411 0.4033 (~) 0.3796 (-)
Restaurant
7. Transport, Storage and 0.3851 0.3652 (~) 0.3437 (-)
Communication
8. Financing, Insurance, 0.3861 0.3981 (+) 0.3990 (+)
Resl estate and Service
9. Community, Social and 0.4122 0.3650 (-) 0.3488 (-)
Personal Services
10. Othars n.a. n.s. 0.4276
11. Transfers n.ea. n.a. 0.3624

Mote : 1) Including Livestock, Forestry and Fishery
(-) indicates decreasing value from the previous periods
(+) indicates increasing value from the previous periods

Sources: 1978 and 1982: BPS;Yingkat dan Perkembangan Distribusi Pendapatan Rumahtan
1978-1984, BPS, Jakarta 1987.

1987: Own calculation bssed on the SUSENAS data, BPS, Jakarta
(unpublished).

In sum, many factors contribute to shape income distribution within a sector. In
Indonesia as a whole (Urban+Rural), for instance, intrasectoral inequality indices during the

periods 1978-1987 tended to decrease, except the for Financial sector (line 8 in Table 4.5.).
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The more interesting features are the patterns of >income distribution in 1982. Income
inequalities in three sectors, i.e., Mining and Quarrying, Manufacturing Industry and Financial
sectors appeared to have increased from those in the previous periods. The effect of
Devaluation in 1978 could be expected as a major reason to contribute to the increase in
manufacturing sector inequality. It was argued that this policy instrument would affect the
more industrialized region, than the less industrialized one (see Chapter Three). Moreover, it
was argued that the devaluation of the currency of November 15, 1978 was in favour of
highly capital intensive industries, which among them were the joint venture companies who
had already experienced in exports in the previous years (Tjiptoherijanto eds., 1983:227-29;
Mynt 1984). This indicates the differences in each firm’s ability to take up the opportunities.
The effects of world recession in the beginning of 1980s, and the continuous declines of oil
prices leading to the fall of government revenues has also contributed to the patterns of
income inequality within this sector. The large enterprises could be able to manage this
situation, but those of the other firms. In sum people who engaged in the different firms also
derived different average incomes. |

Decreasing oil prices also could influence the increase in inequality of income within
the mining and quarrying sector, though the effects could be indirectly. Due to decreasing
government revenue from oil and gas sector, the government subsidy of domestic oil price
decreased during that periods. Besides, the rescheduling of government projects have also
implemented in that periods (Tjiptoherijanto, eds. 1983), which might reduce incomes of the
lower income classes who engaged in the quarrying activities. Thus, these conditions resulted
in the more unequal distribution of income within the sector.

For the last sector, financial sector, the reasons can be expected from all of the above
reasons. Qil price decline reduced the government revenues, hence the government saving.
Coupled with the rescheduling government projects influencing the flow of fund from the
government, it would‘contrivbute to the decline of financial activities. Lastly is the effect of
devaluation, which reduced the purchasing power of fixed income earners. The patterns of
household as well as corporation and government savings would affect adversely the financial
sector, especially for those of the small banks, and other financial institutions, which faced
problems in the existence of imperfect market competition. The fast growing Village
Cooperatives (KUD) in that periods could also be expected to contribute to the patterns of
income inequality within this sector. In general, the wage bill in these activities are lower than
those of the bank, insurance company, and other financial activities. The disparity of average

incomes among individuals engaged in the this sector, therefore, influenced the increases in
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income inequality measure within the financial sector.

This can be seen by further imbalance income distribution among individuals engaged
in the sector as recorded in 1987. During the last periods, the government policy instrument
such as devaluation in 1983 and 198.6, the banking system deregulation in 1983, the
introduction of new tax regulation, and rescheduling of government projects, etc., may affect
distributional mechanisms within the financial sector. These policy instruments seemed to
contribute to the patterns of income inequality within this sectors, as in a number of cases

| the private and leading ‘bank give higher salaries to their employee than those of the small
and local banks. The effect of banking deregﬁlation was the rise of competition among banks,
which might effect adversely the small banks and cooperatives in the regions remote from
the Nrixmational capital city. The spread of private bank offices throughout the country would be
in favour of the leading banks, due to the existing imperfect market competition. Such
monopolistic competition cannot be handled by the weak institutions existing in the regions
(Kompas, the Indonesian Newspaper, April,7 1990). In a number of caées, the private firms
pay their emplyees more than those of the state enterprises. Thus, the spread of the private
banks into more broad regions affected the inequality in income distribution.

The patterns of inequality in other sectors, however, decreased during the periods
under study, indicating the positive impacts of changing priority in the Trilogy of
Development Plan. In 1979 and 1980 indeed, the government of Indonesia introduced the
policy instrument to improve the activities of small and informal business. The policies were
included in the Presidential Instructions (Keppres) No.14 (1979) and No. 14a.(1980). These two
policy instruments were expected to reduce the monopolistic competition between those of the
large firms and the small ones, and to give more chance to the small and informal business
to make use the opportunities. |

These patterns, however, were not in the case of every region’ within the Java island,
especially in urban areas. As shown in ANNEX IV.2A - IV.2D, the trends of inequality
measures in the "A" sector in all urban areas of Java increased during the period 1981-1987.
The roles of the non-farm activities could be expected to affect the distributional patterns in
the "A" sector. Many studies indicated that the members of farm househoids derived incomes
from other non-farm activities. The possibility of getting these jobs are much in favour of
the large landowner farmers, as they are more able to finance their members to wait for the
jobs in the non-farm activities (see: White 1986; Manning 1987). These findings were in
agreement with what has been discussed in Section 4.2., that weighted income inequality in

urban Java tend to be higher than urban areas of the Outer Islands.
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The patterns of intrasectoral inequality in both urban and rural areas in turn affect
the patterns of intraregional inequality, because they reinforce the pattern of income
distribution within the respective areas (urban and rural). Table 4.6. shows the indicators of
income distribution trends, within both urban and rural areas. The figures in the last column
also indicate intersectoral inequality, as they were derived by weighting intrasectoral inequality
with intersectoral income differentials.

Table 4.6.
Trend of Intraregional Income Inequality Indices
.in Indonesia
(Gini Coefficients)
(based on monthly per capita income)
(1978 - 1987)

Unweighed Gini Index Weighted
Region = se-ececccecmmconcncconncnnrcncnan Gint
1978 1982 1987 1987
1) (2) (3) (%) (5)
Urban + Rural
Indonesia 0.4738  0.4448 (-) 0.3704 (-) 0.3313 (-)
Java 0.4811 0.4320 (-) 0.3848 (-) 0.3457 (-)
(0.4105)(-)
Outaer Island 0.4196 0.4661 (+) 0.3471 (-) 0.3150 (-)
Urban
Indonesia 0.4075 0.379%9 (-) 0.3711 (-) 0.3577 (-)
Java 0.4409 0.3833 (-) 0.3842 (+) 0.3658 (-)
(0.4046)(~)
Outer lsland 0.3440 0.3720 (+) 0.3443 (-) 0.3345 (-)
Rural
Indonesia 0.4766  0.4353 (-) 0.3230 (-) 0.3071 (-)
Java 0.4586 0.4114 (-) 0.322% (~-) 0.3042 (-)
(0.5632)(+)
Outer lsland 0.4351 0.4602 (+) 0.3193 (-) 0.3010 (-)

Note: (-) indicates decreasing value from the previous periods
(+) indicates increasing velue from the previous periods
Figures within brackets sre weighted 6ini (two sector) in 1981.
Source: 1978 and 1982: BPS; Tingkat dan Perkembangan
Distribusi Pendapatan 1978 - 1984, BPS,
Jakarta 1987
1987: Own-calculation based on SUSENAS data,
BPS, Jakarta (Unpublished)

In Java as a whole, the size distribution of income declined considerably from 0.4811
in 1978 to 0.4320 (1982) and to 0.3457 in 1987. The same patterns was held true for rural
areas of Java. The most striking feature is the trends of income inequality in urban Java. It
appears that during the first period the value of Gini index decreased from 0.4409 (1978) to
0.3833 (1982), but increased thereafter to become 0.3842 in 1987.

This patterns was not held true when the analysis based on the two-sector weighted
Gini. It was found that income inequality in rural Java increased during the first periods (to

become 0.5632 in 1981) and decline thereafter. Meanwhile, income inequality in urban Java
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decreased during the periods 1978-1987. Again, it indicates that a weighted index gives
different a picture of income distribution patterns within a country or a region.

The fact that income distribution patterns in rural areas of Java increased, while that
in urban Java increased during the first periods is in agreement with Asra’s (1989) study with
current price data. During the same period, however, he estimated that income inequality in
Java as a whole increased, while the present study has shown decreasing income inequality.
Departed form these patterns, it appears that weighted measures give more precise indicators
about income distribution patterns in the region. Further investigations suggest that income
inequality in all areas of JaVa decreased during the second periods, while the unweighted Gini
index show increasing income inequality in urban areas of Java.

Different patterns of income inequality appeared to have occurred in all areas of the
Outer Islands. Income distribution in each area increased during the first period, and
decreased during ihe second periods (1982-1987). In a number of cases, the development of
the Outer Island lags behind that of the island of Java. In the late 1970s and the beginning
of 1980s indeed, the Outer Islands’ economy started to become more diversified, leading to
more unequal distribution of income. The exploitations of natural resources in the Outer
Islands, Such as oil and gas, were taking place during the second half of the 1970s. These
activities were concentrated in a few urban centres, leading to more concentration of the
economic activities in urban areas of Outer Island. In most cases, these exploitations were in
favour of a few urban dwellers, as seen in the cross country studies for the resource rich
country like Indonesia. (see: Adelman and Morris 1973, and Cromwell 1977). Such resettlement
programmes (Transmigration) would also affect the diversity of rural economy in the Outer
Islands, hence the divergence between incomes of the indigenous people and those of the
migrants. -

The same case in the late 19705 was found in Java by Yoneda (1985). In this region,
income inequality in both urban and rural areas increased from 1976 and 19782°. At that time,
the Indonesian economy was in the early stage of her development process, after the
rehabilitation of the economy during the previous periods. At the same time, the process of
industrialization in Indonesia was immature, leading to concentration of economic activities
in a few urban centres, espécially in Java island. This could be expected to influence
unbalanced development, especially within urban areas. He argued that highly protected

industrial structure in that periods ‘increased the inequality in personal income distribution

20) His snalysis was based on household expenditure data.
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even though it widened the opportunity of employment’ (ibid:422). Proportionate gains of
increasing returns to both labour and capital seemed to be much in favour of the emp‘loyers,
leading to the more skew distributi:on of income. His conclusion was called for the measure
of manufacturing inequality that appeared to during the period, contrary to the rest of the
economy (ibid:419-20). Similar patterns could be in the case of the Outer Islands during the
first periods under study (1978-1982). '

Thus, the evidence is in agreement with the cross country studies as found by many
authors. More equal distribution of income is being a characteristié of both underdeveloped
and more developed countries (Adelman 1976). Among these countries (especially those of the
LDCs), more equal distributions of incomes have occurred in the lower income countries, then
become higher in that of the middle income, and again lower in the upper income countri‘es.
These patterns led to the conclusion on the existing inverted-U shape of income distribution
patterns during the process of gconomic develoypment.

The conclusion that can be drawn from the above patterns is that, income inequality
in all areas in Indonesia have d:creased during the periods under study. The introduction of
"eight paths" to equitable distribution of development gains since 1979 have contributed to
increase the incomes of the majority of population. This progress, however, seemed to happen
just after long periods of the policy implementation. Besides, income inequaiity within urban
areas was still higher than that in rural areas, reflecting unbalanced distribution of
development gains within the area. |

This conclusion, however, cannot be held true in the case of intraregional inequality
within Java regions. As can be seen in Table 4.3. income inequality in rural areas of Western
Region increased during the perio’ds 1981 to 1987. In rural areas of Western Java, incomes in
both sectors (A and Non-A) appeared to have incréased during the periods as indicated by
both Gini Index and TDM index. The Gini Index iﬁ this area increased from 0.3389 (1981)
to 0.3916 (1987). The same pattern appeared to have occurred when the analysis uses the
TDM index. This index increased from 0.4828 in 1981 to 0.5651 in 1987.

However, as the proportions of population in the area was small relative to Java
population in those years, the overall indices in all areas, including rural areas, of Java
decreased during the periods. Total population in rural areas of Western Region were recorded

at 23,177,112 compared to 70,195,851 in rural areas of Java as a whole (1987)2'. Besides, the

21) These figures were based on the SUSENAS data used in this study. The figures might not the same
as other sources as due to differences in coverage and the period of the survey.
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patterns of income inequality in other regions declined during Lhé periods.
Moreover, the average incomes in the rural areas of Western Java were higher than
those in rural areas of other regions. They increased from Rp. 12,081 in 1981 to Rp. 22,742
in 1987 (see Table 4.4.). These three factors resulted in decreasing ihcome inequality in Java
as a whole, even those in rural areas of Java. This indicates the existing intrasectoral and

interregional income inequality, even among rural areas within the island of Java.

-4.5. Intersectoral and Interregional Inequality

- To the above patterns, an additional description can be made regarding to the patterns of
interéectora] inequality. Generally, the average incomes within a single sector differ from
those in other sectors. The differences between indices calculated by employing two-sector
differentials and those of 11-sector differentials found in Section 4.2. suggested the existence
of intersectoral inequality. Beside any difference in intrasectoral inequality, these indices
reflected the differences in both average incomes among sectors and number of population
in the respective sectors. Within all areas, income inequality based on the two-sector weighted
indices appeared to have been higher than the other method of calculation. This shows the
existing income inequality among sectoral activities, not only between the A and Non-A
sectors but also within the Non-A sectors.

Some differences in average incomes and population in the respective sectors
influenced the overall income inequality within each area. Take an example in rural areas of
Western Java, where inequality measures indicated increasing patterns. Both the A and Non-
A sector inequalities in this area increased during the periods. This situation resulted in
increasing overall income inequality in this area. Meahwhile, income inequality in urban areas
of this region decreased, even though intrasectoral inequality in the A sector inclined. The
reason is the fact that only 5.75 per cent population of urban areas of this region who
engaged in the A sector. Apgain, this situation reflects the importance of the sector to
contribute to the patterns of income distribution in the respective areas within a single region.

Comparing income distribution patterns within the region in Java, all areas of Eastern
Region appeared to have the highest inequality. It also found that income distribution patterns

in all areas of the Central Region were the least unequal.







Chapter P IVE

CONCLUSIONS AND RECOMMENDATIONS

5.1, Conclusions

The development literature and governments have drawn more attention to the study of the
size or personal disfﬁbution of incomes. The weaknesses of the traditional theories, such as
classical theories including Marx, and neo-classical theories, to explain the present situation
of personal distribution of incomes in Less Developed Countries (LDCs) have attracted the
interests in the 1960s. The assumptions they made have been seen to be hardly being met
in the situation of presently LDCs.

To fulfil the gap between theories and practical implications, then, development
economists increased their concerns about the distribution of income among individuals. Based
on cross country and within country studies, many authors have developed such measures that
indicate the patterns of personal distribution of incomes rather than functional distribution.
These growing studies made practitioners difficult to choose the measures that would explain
and provide reasonable indicators. Whereas some use a single measure, others employ a family
of the indices.

In order to provide reasonable indicators of income distribution patterns in a single
country or region, one has to consider that many factors contribute to the overall income
distribution. In this Research Paper, this issues have been emphasized.

It was found that three major factors contribute to income distribution: the differences
in averagé income between sectors, the importance of the sector in the economy as shown by
the share of population in each sector, and income differentials within a single sector.
Considering these three factors, this Research Paper provided the weighed Gini and TDM
indices to estimate the patterns of income distribution within urban and rural areas as well
as within the regions (Urban + Rural areas).

Some conclusion can be drawn based on these methods of calculations:

1. Intrasectoral income inequality varies from sector to sector, even within urban and
rural areas in the region (Java, Outer Islands, and Western ,Central and Eastern

Regions of Java island). It appears that the financial sector is the crucial sector, as
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each individual in this sector received income dispropoi’tionately. In addition, income
inequality in this sector appeared to have increased during the periods under study
(1§78-1987). Meanwhile,  income inequality in other two sectors, i.e., Mining and
Quarrying sector, and Manufacturing sector appeared to have increased during the first
periods (1978-1982) and decreased there after (1982-1987). For other sectors, however,
all measures indicate decreasing income inequality. The above patterns are different
when the analysis carried in the smaller regions. Income inequality in all sectors in
rural areas of the Western Region appeared to have increased during the same period
(1981-1987). Similarly, so was the patterns of income inequality within the "A"
(agricultural) sector in urban areas of this region. On the other hand, all measures
indicated decreasing income inequality in other parts of Java. ’

2. The pattern of intrasectoral inequality appeared to have contributed to ;he patterns of
income distribution within the area. Besides, the divergence in income between sectors
play important role in shaping income distribution pattern within urban and rural areas
in each region. The weighted indices show the differences in inequality measures to
the outcomes of direct measures.

3. Comparing two weighing methods of calculations in Java, it is found that the more
aggregated the individuals and households the higher the inequality measures.

4. The above conclusions influenced different interpretation of the outcomes. By
employing direct method of calculations, the inequality in the distribution of incomes
in urban Java appeared to have increased during the periods of 1982—1987. On the

- contrary, the patterns of income inequality based on weighted indices have shown
declining tendency, which appeared to have decreased form 1981 to 1987.

5. Intraregional and interregional inequalities in Java appeared to have occurred during
the 1981-1987 periods. The pattern of income inequality in rural areas of Western
Region -increased during this period, while those in other parts of Java declined.
Among these regions, the Eastern Region appeared to have the most unequal

distribution of incomes.
5.2. Poliecy Recommendations

Departed from the above conclusions, some recommendations can be raised.
1. In order to provide a more reasonable indicators of income inequality in a single

country or region, one has to consider three factors that contribute to the overall
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income distribution pattern within urban and rural areas, i.e., intrasectoral inequality,
intersectoral inequality, and the importance of the sector as indicated by the
distribution of population in each sector. To arrive at this stage, the less aggregated
the individuals or households will give better picture of income distribution patterns
than the more aggregated one's, as it reduces intrasectoral inequality. Moreover, the
less aggregated the region, the more precise the pictures of income distribution patterns
can be provided.“

. For policy formulation, the emphasize of urban lower income classes seemed to be the
most crucial part of the development efforts. The policy should be addressed to these
groups, especially those of the rural migrants. The fact that the least concentrated
region (Central Region) had better performance in its income distribution pattern
compared to the other regions within Java indicates that the development of small
town and secondary city would be an alternative policy in order to distribute the
development gains more equally.

. As the Eastern Region appeared to have the highest inequality in income distribution,
the government intervention should pay more attention to this region. Moreover, it is
also found that rural population in Western Region received their income
disproportionately. The government has 10 pay more attention to the development of
both agricultural and non agricultural sectors in rural areas of this region, as income
inequality in both sectors (A and Non-A sectors) appeared to have increased during
the 1981-1987 periods. ‘
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ANNEX IV.1lA.
The Distribution of Personal Income
Per Decile of Population, Gini Ratio and

TDM Index, Indonesia (1987)

LT L L T L LT L T TP YT Y Y YN E R Y T L R LR -

Household main Income Sources

Decile Agricul- Mining Manuf. Electri- Construc- Trades Trans- Finan- Services Others Trans- Total

ture city tion port cial fer
1 st 4.04 2.83 3.64 3.97 3.96 3.32 3.68 2.18 3.17 3.08 3,01 3.13
2 nd 5.69 4.20 4.34 5.49 4.82 4.09 4.28 3.66 L.52 &4.29 4.3%9 4.78
Xrd 6.75  4.39  5.62 6.13 5.82 5.31 5.77 5.06 5.5 4.29 5.16 4.78
& th 6.75 5.87 5.94 8.21 6.54 5.72 6.34 5.46 6.78 5.36 6.56 6.30
5 th 7.67 7.57 1.77 B.67 6.54 7.55 8.04 7.25 6.78 6.12 6.56 6.59
6 th 9.33 8.24 B.37 8.70 9.02 7.55 8.0 T7.25 8.65 8.00 9.07 B8.74
7 th 9.53 8.3% 9.02 12.1% 9.05 9.000 9.29 9.15 9.43 8.00 9.10 5.25
8 th 12.96 11.54 11.79 12.14 9.98 10.84 11.36 11.52 12.66 10.12 12.76 11.05
9 th 13.10 15.59 15.88 13.84 13,09 14.67 14.84 20.53 13.83 13.88 13.68 15.06
10th ’ 24.19 34.37  27.66 20.70 31.17  31.95 2B.45 27.94 28.?0 36.87 29.72 30.32
Ginj Index 0.2803 0.3876 0.3462 0.2552 0.3453 0.3796 0.3437 0.3990 0.3488 0.4276 0.3624 0.3704
TDM 0.404% 0.5701 0.5066 0.3765 0.4853 0.5492 0.492% 0.5998 0.5028 0.6173 0.5231 0.5286

(Urban)
Household main Income Sources

Deacile Agricul- Mining Manuf. Electri- Construc- Trades Trans- Finan- Services Others Trans- Total

ture ' city tion port cial for
1 st 2.95  3.16  3.34 h.43 3.48 3,05 3.37 2.57 3.29 1.88 3.06 2.95
2 nd 4.85 5.11 &4.60 6.14 &. 45 4.23 4.8, 3,87 4.70 3.09 4.22 4.31
3 rd 4.85  5.67 5.46 8.28 5.3 5.75 5.57 5.01 5.9 3.95 5,82 5.47
4 th 5.96 5.67  6.89 8.53 6.09 6.0 7.2% 6.12 5.9 5.5 5.82 6.27
5 th 6.75 7.61  6.89 8.53 7.21 6.1 7.29 6.9 7.59 6.17 7.84 6.27
6 th 7.43 B8.18 B.&9 9.36 7.21 8.40 7.55 6.98 8.19 6.17 B.14 B.69
7 th .41 10.49 9.69% 11.70 8.78 9.09 10.11 9.73 10.25 8.47 10.70 9.12
8 th 9.58 10.49  12.82 11.70 10.33 11.71 10.93 12.50 11.43 10.30 11.31 12.25
9 th 13.47 15.00 14.22 12.01 14.29 13,75 14.20 21.78 13.81 12.20 13.66 13.85
10th 34.77 28.61 27.40 19.33 32.92 31.87 2B.99 24.53 28.87 42.23 29.43 30.84
6ini Index 0.3960 0.3406 0.3384 0.2060 0.3776 0.3760 0.3419 0.3749 0.3435 D.4878 0.353% 0.3711
TDM 0.5646 0.4919 0.4889 0.2948 0.5493 0.5467 0.4B47 0.5763 0.4872 0.6947 0.5048 0.5382

(Rural)
Household main Income Sources

Decile Agricul~ Mining Manuf. Electri- Construc- Trades Trans- Finan- Services Others Trans- Total

ture city tion port cial ' for
1 st 4.01 3,32 4,04 4.28 & k2 3.86 4,09 1,99 3.59 4.26  3.35 3.é4
2 nd 5.62 5.11 5.33 4.28 5.72 4.96 4.79 3.06 .59  5.36 4.38 5.43
3rd 6.71 5.41 5.33 5.44 5.84 5.51 5.42 4.20 5.63 5.3¢6 5.59 5.80
4 th 6.71 5.5% 7.23 6.29 7.72 6.75 6.64 5.87 6.65 5.83 6.11 6.04
5 th 7.52 7.50 7.34 6.29 7.72 6.75 7.23 5.97 8.00 6.85 7.91 8.00
6 th . .27 .B.59 8.52 8.13 7.9 9.02 9.7 7.94 8.00 7.97 7.91 &.00
7 th .35 10.55 10.35 11.09 10.81 9.55 9.17 8.50 9.85 9.74 10.27 10.61
8 th 12.88  10.55 10.35 131.30 10.81  10.31 11.26 10.40 11.60 9.74 10.86 11.19
9 th 12.90 13.64 14.45 16.92 12,71 14.27 14.54. 14.75 15.42 13.57 15.10 13.86
t10th 25.04 29.78 27.06 23.98 26.32 29.01 27.68 40.32 26,75 31.33 '28.51 27.42
6ini Index 0.2874 0.3488 0.3139 0.3266 0.2914 0,336% 0.3292 0.4564 0.3332 0.3465 0.3509 0.3230
TOM 0.4163 0.4906 0.4441  0.5058  0.4129 0.4719% 0.4697 0.6494  0.4753 0.4980 0.4947 0.4618

Note : The sum are not equal to 100 due to rounding error

Source: Calculated from SUSENAS dets, Central Bureasu of Statistics, Jekarta, (Unpublished).




62

The Distribution of Personal Income
Per Decile of Population, Gini Coefficient,
and TDM index, Java (1987)

(Urban « Rural)

tiousehold main Income Sources

T TS LT T L Y YT I T ER TR T - P T L L Y T Y e e T T T T T T L TR L T

Decile Agricul- Mining Manuf. Electri- Construc- Trades Trans- Finan- Services Others Trans- Total
ture : city tion port clal for
1 st 4.05 3.06 3.67 4.00 4.03 3.52 3.78 2.08 3.05 2.55 2.92 3.08
2 nd 5.27 4.58 4.40 5.63 5.01 4.20 4.30 3.46 4.15 3.94 4.24 4,68
3 rd 6.97 5.27 5.51 6.29 5.54 5.57 5.63 4.94 4£.B8 4£.29 4.84 4.77
& th 6.97 5.27 6.00 8.13 6.79 5.7 6.02 5.86 6.70 4.54 6.36 5.86
5 th 6.97 5.71 7.53 9.19 6.79 7.70 7.97 7.15 6.70 5.58 6.39 6.55
é th 8.84 7.21 8.45 9.9 7.94 8.09 B8.35. 7.43 8.08 7.31 8.81 8.14
7 th . 9.62 9.31 9.12 12.64 9.46 8.67  8.81 9.89 9.3, 8.00 8.81 9.25
8 th 11.56 10.35 11.93 12.67 9.46 11.37 11.88 12.99 12.49 9.74 12.25 10.94
9 th 13.45 14.85 16.00 12.67 13.17 15.08 14.96 22.14 13.97 13.29 13.67 15.15
10th 26.30 34.40 27.40 19.58 31.80 30.08 28.30 24.07 30.63 40.76 31.73 31.5%
Gini Index 0.2996 0.4047 0.3450 0.2381 0.3496 0.3631 0.3455 0.3842 0.3736 0.4718 0.3817 0.3848
TDM 0.4262 0.5919 0.5065 ©0.3513  0.4995 0.5307 0.5028 0.5839 0.5419 0.6810 0.5528 0.5535
(Urban)

Household main Income Sources

-------------------------------------------------------------------------------------------------

Decile Agricul- Hining Manuf., Electri- Construc- Trades Trans- Finan- Services Others Trans- Total
ture city tion port cial for
1 st 2.95 2.16 3.34 4.33 3.5 3.03 3.39 2.36 3.06 1.60 2.9% 2.94
2 nd 4.846 3.73  4.59 6.41 4.06 4.33 471 3.69 4.36 2.34 4.03 4.14
3 rd 4.85 5.98  5.40 8.21 5.41 5.5 5.3} 4.63 5.80 3.38 5.57 5.12
4 th 5.53 6.06 6.95 8.21 5.51 6.16 7.35 6.38 5.80 5.25 5.63 6.26
S th 6.70 6.30 6.95 8.21 7.31 6.6 7.35 6.38 7.29 5.58 7.56 6.26
6 th 6.70 9.81 B8.75 11.18 7.3 8.27 7.55 7.81 8.01 6.17 7.85 8.30
7 th 9.32 10.46 9.77 11.25 8.18 8.91 10.41 10.58 10.12 7.77 10.43 8.77
8 th 9.38 10.46 12.82 11.25 10.57 12.05 11.28 13.89 11.18 9.95 10.90 12.25
% th 13.33 17.33 14.40 12.38 13.83 13,84 14.56 22.14 13.86 10.90 13.80 14.07
10th 36.39 27.71 27.04 18.57 3,.30 31.60 28.09 22.14 30.52 47.06 31.23 31.89
Gini Index 0.4092 0.3692 0.3365 . 0.2007 0.3922 0.3741 0.3396 0.3711 0.3624 0.5349 0.3711 0.3842
TOM 0.5945 0.5192 0.4851 0.2926 - 0.5741. 0.5498 0.4868 0.5750 0.5136 0.7592 0.5273 0.5642
(Rural)

Household main Income Sources

Pecile Agricul- Hining Manuf. Electri- Construc- Trades Trans- Finan- Services Others Trans- Total
ture city tion port cial . for
8t by Ry 62 & 26 6,40 4,48 4,25 4,26 2.50 3,43 430 337 3.79
2 nd 5.32 5.63 5.62 6.40 5.90 5.66 5.13 3.44 4.28 6.78 4.21 5.40
3rd 7.16 6.76 5.62 6.40 5.90 5.66 5.13 5.29 5.5 6.87 5.59 6.11
4 th 7.16 6.76 7.00 7.94 7.69 7.68 6.83 6.95 5.80 6.87 5.59 6.11
5 th 7.6 6.76 7.69 9.29 7.98 7.6% 7.10 7.53 7.77 7.30 7.90 7.60
6 th 8.82 7.43 7.72 9.29 7.98 8.58 B8.49 9.49 8.32 8.71 7.94 8.40
7 th 9.87 9.25 10.84 9.29 9.68 10.83 9.76 10.99 8.69 9.19 190.03 9.55
8 th 11.52 11.17 10.84 9.29 11.31  10.83 10.38 14.26 11.72 12.30 10.89 11.81
9 th 13.80 12.89 14.12 13.84 92.18 146,34 14.10 15.39 15.57 13.04 13.82 143.58
i0th 25.06 29.7%3 26.30 21.90 26.90 24,47 28.61 24.15 28.87 24.62 30.66 27.66

Gini Index 0.2879 0.3281 0.3018 0.2121 0.2912 0.2857 0.3274 0.3414 0.3575 0.2684 0.3661 0.3221
TOH 0.4075 0.4758 0.441% 0.3147 0.4078 D0.4095 0.4619 0.495% 0.5233 0.3994 0.5080 0.4409

Note : The sums are not equal to 100 due to rounding error
Source: Calculated from SUSENAS data, Central Bureau of Statistics, Jakarta, (unpublished).
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ANNEX IV.1C.

The Distribution of Personal Income
Per Decile of Population, Gini Ratio and

(Urban + Rursl)

TDM Index, Outside Java (1987)

Household mein Income Sources

------------------------------

Decile Agricul- Mining Manuf. Electri- Construc- Trades Trans- Finan- Services Others Trans- Total

ture city tion port cial for
1 st 3.86 3.09 3.40 3.92 3.85 2.97 3.5% 2.6%9 3.67 4.6 4,16 3.35
2 nd 5.89 4&.64 4.39 5.27 4.79 4.18 5.04 4.05 4&.90 4.25 4.25 4.80
3 rd 6.25 5.93 5.74 6.30 6.08 4.63 5.71 5.36 6.66 5.25 5.25 5.17
4 th 6.50 7.05 6.26 7.75 6.4% 6.58 7.3% 5.7 6.93 5.96 5.96 6.64
5 th 8.65 7.05 8.06 7.75 8.28 6.58 7.39 6.40 6.93 T.66 7.66 7.01
6 th 8.65 7.75 B8.06 7.89 8.28 7.0 7.3% 7.62 Q.48 T.97 7.97 9.25
7 th 10.95 .86 8.68 11.43 8.28 9.11 6.90 7.62 9.1 7.97 7.97 9.25
8 th 11.94 11.52 11.32 12.09 11.40 11.32 10.39 8.95 12.95 10.56 10.56 11.23
9 th 13.32 14.05 15.49 15.50 14.28 13.38 14.53 10.92 13.53 14.48 14.48 14.93
10th 23.99 29.06 28.58 22.39 28.27 34.15 28.72 40.67 25.36 31.73% 31.73 28.37
6ini Index 0.2824 D.3441 0.3492 0.2808 0.3277 0.3981 0.3332 0.42%1 0.3033 0.3623 0.3169 0.3471
TOM 0.4041 0.4926 0.5078 0.4222 0.4790 0.5770 0.4726 0.6318 0.4367 0.5355 0.4515 0.4%07

(Urban)
Household main Incomes

Decile Agricul- Mining Manuf. Electri- Construc- Trades Trans- Finan- Services Others Trans- Total

ture city tion port cial for
1 st 2.94 X.79 3.35 5.11 3,45 3,09 3.52 3.4 3.82 3.90 3.24 3.23
2 nd 4.B2 5.40 4,64 6.84 5.11 h.26 &.BB 4,97 5.43 4,03 4.92 4.49
3 rd 5.2 5.50 5.75 7.33 5.23 5.7 6.17 6.55 6.25 5.70 6.35 6.21
4 th 6.86 6.15 6.60 9.07 7.02 5.71 6.93 6.84 6.25 6.46 6.35 6.35
5 th 6.86 7.63 6.60 9.87 7.02 6.85 6.93 7.63 8.27 7.94 8.61 6.8%
6 th 9.50 7.63 8.39 9.87 7.02 7.9 7.51 9.15 8.59 7.94 8.96 8.83
7 th 9.50 10.37 9.3 9.87 9.69 9.45 9.51 9.15 10.54 8.45 11.42 9.34
8 th 10.24 10.56 12.84 9.87 10.68 11.00 10.21 11.33 11.99 11.664 12,41 12.32
9 th 13.74 15.29 13.39 12.72 14.46  13.57 13.48 13.16 13.64 15.79 13.20 13.59
10th 30.42 27.68 29.14 19.43 30.32 32.46 30.87 27.85 25.23 28.14 24.54 28.83
Gini Index 0,3578 0.3258 0.3474 0.1903 0.3500 0.3787 0.3457 0.3176  0.2996 0.3417 0.3027 0.3443
TOM 0.4880 0.4780 0.5072 0.2430 0.5092 0.5408 0.4%910 0.4468 0.4279 0.5114 0.4313 0.4547

(Rural)
Household main Income Sources

Decile Apricul- Mining Manuf. Electri- Construc- Trodes Trans- Finan- Services Others Trans- - Total

ture city tion port cial for
1 st 3.89 3.38 3.50 5.25 4,32 3.27 3.8 1.77 3.66 4,28 5.5 3.50
2 nd 5.92 4.46 4,62 4.30 5.32 3.95 4.97 2.28 5.31  &.37 4.67 5.45
3rd 6.29 6.23 6.03 5.75 6.36 5.28 5.79 3.3 6,10 &4.90 5.60 5.45
4 th 6.8 7.18 6.53 6.13 7.16 5.43 7.42 3.82 7.6t 5.65 6.99 6.92
5 th 8.71 B8.76 7.82 9.39 8.41 7.5 8.00 4.33 7.61 7,29 7.85 7.53
6 th 8.7 B8.76 9.16 9.67 9.76 7.5 8.00 '5.02 8.26 8.05 7.85 8.87
7 th 10.92 8.76 9.16 11.94 9.76 7.86 9.5 5.02 10.62 8.05 10.64 10.46
8 th 12.01 11.72 10.57 13.33 $.91 10.42 11.38 5.02 11.97 10.03 12.55 10.46
9 th 13.30 14.26 14.68 °  15.37 13.92  13.91 15.1% 7.13 14.81 14.05 15.24 14.20
10th 23.78  26.48 27.94 20.86 25.07 34,79 25.90 62.28 26.07 33.42 25.06 27.14
6ini Index 0.2798 0.3173 0.3333 0.2963 0.2806 O0.3988 0.3132 0.6175 ~0.2963 0.3750 0.3204 0.3193
TOM 0.4002 0.4490 0.4638 0.4302 0.3798 0.5825 0.4493 1.0455  0.4293 0.5500 0.4699 0.4454

Hote :The sums are not equal to 100 due to rounding error.

Source : Calculated from SUSEKAS data, Central Bureau of Statistics, Jakarta (Unpublished)
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ANKEX IV.2A.
Intra regional inequality indices 1981 and 1987

(Western Region)

(Urban+Rural)

A Sector Hon~A Sector TOTAL
Decile 1981 1987 1981 1987 1981 1987
1st 4.20 4.16 2.65 3.1¢6 2.89 3.26
2nd 4.20 6.09 3.80 &.26 3.95 4.00
3rd 6.21 6.47 4.74 4,69 4.70 4.93
4th 6.36 6.47 6.07 6.62 5.64 5.46
Sth 7.94 7.15 6.49 6.66 7.22 7.16
éth 8.62 8.85 7.8 7.95 7.68 7.74
7th 11.07 8.85 9.10 9.31 8.56 9.11
8th 41.07 12.06 11.57 12.00 10.81 10.95
9th 14.09 12.53 14.41 13.86 15.04 15.21
10th 26.25 27.36 31,99 31.47 33.51 32.20

Gini Index 0.3142 0.3003 0.4137 0.3773  0.4047 0.3908
TOM Index 0.44%5  0.4391 0.5995 0.5468 0.5872 0.5671

(Urban)
A Sector Non-A Sector TOTAL

Decile 1981 1987 1981 1987 1981 1987
ist 3.52 3.41 2.61 3.09 2.61 2.95
2nd 4.12 &4.45 3.83 4.37 3.81 4.05
3rd 4.91 4.45 5.40 5.44 5.35 5.54
4th 5.79 6.06 5.41 5.44 5.49 5.54
5th 7.65 6.28 6.64 7.55 6.54 7.26
6th 9.02 6.28 7.54 7.58 7.63 7.71
7th 9.02 8.55 9.69 10.34 9.64 10.09
8th 11.48 $.57 10.58 10.61 10.71 10.81
9th 17.00 11.82 15.07 13.89 14.94 13.91
10th 27.4%9 39.14 33.22 31.68 33.28 32.15

6ini Index 0.3569 0.4249 0.4050 0.3705 0.4057 0.3791
TOH Index 0.5194 0.6193 0.5775 0.5306 0.5787 0.5392

(Rursl).
A Sector Non-A Sector TOTAL
Decile 1981 1987 1981 1987 1981 1987
st 4.23 3.4 . 3.35 3.09 3.80 2.95
2nd 4.23 4 .45 4.47 4.37 4.24 4,05
3rd 6.23 4.45 5.1 5.44 5.78 5.54
4th 6.42 6.06 6.51 5.44 6.33 5.54
Sth 7.97 6.28 6.92 7.55 7.4 7.26
6th 8.57 6.28 8.80 7.58 8.88 7.7
7th 11.15 8.55 8.80 10.34 10.01 10.0%9
8th 14.15 9.57 10.86 10.61 10.12 10.81
9th 14.04 11.82 14.07 13.89 14.23 13.94
10th 26.00 39.14 1.1 31.68 29.20 32.15

6ini Index 0.3115  0.4249 0.3680 0.3705 0.3421 0.3791
TOH Index 0.4470 0.6193 0.5209 0.5306 0.4711 D0.53%92

Hote: - The TDH (Total Diaparity Heasurs) Index is the Total differences botween
the share of each decile to 10.

Source: Calculated form SUSENAS data, Central Bureau of Statistics, Jakarta
(Unpublighed).
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 ARNEX IV.2B.

Intra regional inequality indices 1981 and 1987

(Central Region)

(Urban+Rural)

A Sector Non-A Sector TOTAL
Decile 1981 1987 1981 1987 1981 1987
1st 4,43 4.03 3.2%3 3.72 3.72 3.54
2nd &. 43 5.3¢% .29 4.79 3.72 4.97
3rd &.43 6.71 5.00 5.44 3.72 5.80
4th &.43 7.46 5.49 6.53 5.76 5.80
Sth 7.07 7.46 6.42 6.81 6.09 7.63
6th 7.35 8.32 8.72 9.15 7.77 7.98
7th 9.27 10.29 8.78 9.15 9.67 10.02
8th 11.40 10.94 11.66 11.29 10.5%9 11.19
141 13.34 14.40 15.96 45.38 15.16 14.15
10th 313,84 25,00 31.45 27.74 33.81 28.92
6ini Index 0.3903 0.2906 0.3985 0.3395 0.4108 0.3419
TOM Index .. 0.5717 0.4125  0.5814 . 0.4884 0.5914 0.4B855
(Urban)

A Sector Non-A Sector TOTAL
Decile 1981 k1987 1984 1987 1981 1987
18t 3.84 2.95 2.67 3.56 2.75 3.47
2nd 3.84 5.09 3.91 &.41 3.82 &.24
3rd L.78 5.68 4.95 5.55 4.93 5.65
bth 6.%37 5.68 6.39 6.57 6.14 6.03
S5th 7.32 7.33 7.27 7.80 7.47 8.02
éth 8.41 7.50 7.27 7.80 7.47 8.02
7th 10.25 9.29 9.86 9.64 9.61 9.22
8th 10.29 10.29 12.74 11.57 12.47 11.34
9th 14.35 13.57 15.48 15.22 15.50 15.68
10th 30.56 32.63 29.46 27.89 . 29.84 28.31
6ini. Index 0.3633 0.3730 0.3808 0.3426 0.3831 0.3499
TOM Index 0.5088 0.5297 0.5537 0.4935 0.5560 0.5068

- (Rural)

A Sector Non-A Sector TOTAL
Decile 1981 1987 1981 .. 1987 1981 1987
1st 446 2.95 3.71 3.56 &.12 X.47
2nd &.46 5.09 3.7 &.41 &4.12 &.24
2rd .46 5.68 4.82 5.55 .42 5.65
4th 4.46 5.68 5.74 6.57 5.28 6.03
Sth 6.98 7.33 6.58 7.80 6.72 8.02
éth 7.41 7.50 7.41% 7.80 7.54 8.02
7th 9.19 9.29 10.05 9.64 8.78 9.22
8th 14.29 10.29 10.75 11.57 11.74 11.34
9th 13.29 13.57 15.27 15.22 13.93 15.68
10th 33.98 32.63 31.96 27.89 33.65 28.31
Gini Index 0.3901 -0.3730 0.3907 0.3426 0.3975 0.3499%
TOM Index 0.5713 0.5297 0.5606.. .0.4935 0.5864 . 0.5068

Note: As ANNEX IV.2A
As AMNEX 1V.2A

Source:
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ARNEX IV.2C.

Intra regional inequality indices 1981 and 1987

(Eastern Region)

(Urban+Rural)

A Sector Hon-A Sector TOTAL
Decile 1981 1987 1981 1987 1981 1987
ist 3.72 4.01 2.80 3.25 3.18 3.23
end 3.72 5.20 2.84 4.02 3.18 4.76
3rd 3.72 6.94 4.61 5.03 3.18 5.15
4th 3.88 6.94 5.21 5.50 5.38 5.3
5th 6.69 .94 6.47 7.38 5.81 7.12
6th 6.90 8.74 8.10 7.82 7.17 7.34
7th 8.62 9.64 8.59 8.74 9.53 10.04
8th 11.20 11.69 11.39 10.96 16.12 10.04
9th 12.88 13.44 15.59 15.02 15.08 14.79
10th 38.67 26.46 34,40 32.27 37.36 32.22
Gini Index 0.4493  0.3026 0.4308° 0.3891 ~"0.4550 - 0.3806
TDH Index 0.6549  0.4317 0.6275 0.5651 0.6511 0.5419
(Urbean)

A Sector tion-A Sector TOTAL
Decile 1981 1987 1981 1987 1981 1987
ist 4.01 3.09 2.32 3.1 2.32 3.066
2nd 4.26 4.19 3.64 4.32 3.76 4.16
3rd 6.31 4.39 4,57 5.52 4,53 5.19
dth 6.31 4.95 6.23 6.40 5.89 6.56
5th 7.12 6.39 6.32 6.40 6.58 6.56
bth 8.08 7.78 8.13 8.22 7.73 7.83
7th 9.12 9.24 8.86 9.00 9.21 9.22
8th 11.00 9.24 12.07 12.00 11.90 11.85
9th 13.88 14.28 14.74 13.69 14.82 13.85
10:h 29.90 36.44 33.12 31.34 33.26 31.72
Gini Index 0.3424  0.4229  0.4133  0.3718 ~ 0.41463 - 0.3789
TOM Index 0.4956 0,6143 0.5986 0.5408 ’0.5998 0.5482
(Rural)

A Sector Hon-A Sector TOTAL
Decile 1981 1987 1981 1987 1981 1987

R S T 3.39 - 306

and 3.72 4.19 3.48 4.32 3.39 4.16
3rd 3.72 4.39 6.13 5.52 35.3¢9 5.19
4th 3.72 4.95 5.72 6.40 5.49 6.56
5th 6.67 6.3% 6.40 6.40 6.18 6.56
éth 6.83 7.78 7.66 8.22 7.7 7.83
Tth 8.64 9.24 10.04 $.00 10.42 9.22
8th 11.17 9.24 10.36 12.00 12.43 11.85
9th 12.84 14.28 95.51 13.69 14.72 13.85
10th 38.97 36.44 33.22 31.34 32.87 21.72
Gini Index 0.4523 0.4229 0.4097 D.3718 0.4208 0.3789
TOM Index 0.6597 0.5143 0.5827 0.5408 0.6090 0.5482

Wote:
Source:

As ANNEX IV.2A
As AHNEX 1V.2A

final
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ANKREX IV.2D.

Intra regional inequality indices 1981 and 1987

(Urban+Rural)

(Total Java)

A Sector Non~A Sector TOTAL
Decile 1981 1987 1981 1987 1981 1987
18t 4.03 4.05 2.68 3.30 3.13 3.08
2nd 4.03 5.27 3.53 3.97 3.13 4.68
3rd 4.03 6.97 4.43 5.28 4.30 &.77
4th 5.54 6.97 5.42 5.68 5.18 5.86
S5th 6.80 6.97 7.15 7.48 6.49 6.55
éth 7.88 8.84 7.42 7.48 7.94 8.14
7th 9.17 9.62 9.12 9.50 9.06 9.25
8th 11.84 11.56 11.29 11.31 10.81 10.94
9th 13.40 13.45 14.84 14,67 15.21 15.15
10th 33.29 26.30 34.12 319,34 34.73 31.59%
Gini Index 0.3945 0.2996 0.4199 0.3786  0.4295 0.3848
TOM Index 0.5705 0.4261 0.6050 0.5463 0.6150 0.5535
(Urban)

A Sector Kon-A Sector TJOTAL
Decile 19814 1987 1981 1987 1981 1987
st 3.78 2.97 2.52 2.90 2.4%9 2.94
2nd 3.78 4 .84 3.78 h.24 1.74 &.14
Ird 5.64 4.85 5.00 5.48 4.81 5.16
4th 5.83 5.53 5.95 6.04 6.10 6.24
5th 7.28 6.70 5.97 6.25 6.10 6.24
6th 8.16 6.70 8.29 8.47 8.10 8.43
7th 10.12 9.3 %.24 9.22 9.05 9.03
8th 10.57 9.38 11.64 11.93 11.93 12.22
9th 15.37 13.33 14.82 13.95 14.86 13.96
10th 29.47 36.39 32.77 31.51 32.80 31.64
6ini Index 0.3598 0.4089 0.4063 0.3783 0.4086 0.3842
TDOM Index 0.5107 0.5943 0.5848 0.5478 0.5918 0.5642
(Rural)

A Sector Mon-A Sector TOTAL
Decile 1981 1987 1981 1987 1981 1987
1st &.05 4,14 3.47 3.80 3.77 X.79
end 4.05 5.32 3.47 4.99 3.77 5.40
3rd 4.05 7.16 5.23 5.73 3.78 6.11
4th 5.45 7.6 5.5¢4 6.79 6.27 6.1
S5th 6.84 7.16 7.02 6.79 6.38 7.60
6th 7.82 8.82 8.23 9.13 8.06 8.39
Tth 9.11 9.87 9.54 9.60 9.78 9.55
8th 11.90 11.52 10.67 10.76 10.91 11.84
9th 13.36 13.80 14,85 14 .44 13.87 13.58
10th 33.38 25.06 31.99 28.00 33.39 27.66
Gini Index 0.3951 0.2879 0.3897 0.3296 0.3982 0.3221
TDM Index 0.5727 0.4077 0.5501 0.4635 0.5636 0.4610

Hote: As ANNE
Source: As ANNE

X IV.2A
X 1V.2A







BIBLIOGRAPHY

Adelman, Irma (1976).

"Variables Aff ecting Income Distribution”, in Leading Issues in Economic Development,
gczi Gerald M. Meier (Third Edition), Oxford University Press, New York, pp. 27-

Adelman, Irma and Cynthia Taft Mc]»rris (1973).
n i
Press, Stanford, California.
Adelman, Irma and Sherma Robinson (1989).
"Income Distribution and Deve]opmem" in H. Chenery and T.N. Srinivasan (eds.):
k_of nomic Devel , Volume II, North Holland, Amsterdam, The
Netherlands, pp. 950-1003.

Affandi, Achmad (1987)

v j jes, Stanford University

men 1 Welfare, Ministry of Agriculture of the Republic
of Indonesia, Jakarta '

Ahluwalia, Montek S. and Holis Chenery (1974).
"The Economic Framework"; in Redistribution With Growth, et.al. Hollis Chenery,
Montek S. Ahluwalia, C.L.G. Bell, John H. Duloy and Richard Jolly, Oxford
University Press, London, pp. 3-38.

Arief, Sritua (1977).
Indonesia: Growth, Income Disparity and Mass Poverty, Sritua Arief Associate, Jakarta.

Asra, Abuzar (1989).
"Inequality Trends in Indonesia 1969-1981: A Re-examination; Bulletin of Indonesian

Economic Studies, Vol.25, No.2, August, pp. 100-109.
BPS (BIRO PUSAT STATISTIK, Central Bureau of Statistics Republic of Indonesia) (1983).

Lgm;gn Perckonomic Igdgngslg 1982, Serie 01, No. 01, BPS, Jakarta, Indonesia.
—— (1984).

Laporan Perekonomin Indonesia ]983, Sene 01, No. 02, BPS, Jakarta, Indonesia.
——————— (1985).

Laporan Pereckonomian Indonesia 1984, Serie 01, No. 03, BPS, Jakarta, Indonesia.
——————— (1986).

j 1 di ig, Biro Pusat Statistik, Jakarta, Indonesia.
——————— (1987). ‘
ok 84, BPS,

ngka dan Pe s
Jakarta, Indonesia.
------- (1989). ,

istical r k of i , Biro Pusat Statistik, Jakarta, Indonesia.

------ (1991).
Statistical Year Book of Indonesia 1990, Biro Pusat Statistik, Jakarta, Indone51a

Bigsten, Arne (1983).

Income Distribution and Development: Theory, Evidence & Policy, Heinemann,
London.

68




Booth, Anne, and Konta Damanik (1989). .
"Central Java and Yogyakarta: Malthus Overcome”; in Unity and Diversity, Chapter 9;
ed. Hal Hill; Oxford University Press, Slngapore. pp. 283-306.

Brenner, Y.S. (1988).
"The _Tricky Problem of Distribution”, in The Theory of Income and Wealth
, ed. Y.S. Brenner, J.P.G. Reijnders, and A.H.G.M. Spithoven (eds.):
Whetsheaf Books, Sussex, Great Britain.

Castles, Lance (1989).

"Jakarta: The Growing Centre"; in Unity and Diversity, Chapter 9; ed. Hal Hill, Oxford
University Press, Singapore, pp 233-253.

Chenery, Hollis, Montek S. Ahluwalia, C.L.G. Bell, John H. Duloy and Richard Jolly (1974).
Eﬂunmungmm_ﬁm_m, Oxford Umversny Press, London.

Cromwell, Jerry (1977).
*The Size Distribution of Income: An International Comganson The Review of
Income and Wealth, Series 23, No.3, September, pp.291-30

Dapice, David O. (1980).
"Trends in Income Distribution and Levels of Living", in :Ih: Indonesi g EQQ nomy,
ed. Gustav F. Papanek Praeger USA.

Dasgupta, A.K. (1985).

nomi , Basil Blackwell, New York.
Fei, John C.H.,, Gustav Ranis, and Shirly W.Y. Kuo (1979)
ui iwan h :

SIJ_’].Lm_Q Oxf ord Umversny Press, New York.

Fields, Gary S. and T. Paul Schultz (1980).
"Regional Inequality and Other Sources of Income Variation in Colombia"; Economic

Development and Cultural Change, Vol. 28, No.3, April, pp.447~-468.
------- (1982).
*Income Generating Functions in a Low Income Country: Colombia";, Review of Income
and Wealth, Vol.28, No.l, pp. 71-87.
Geriler, Meric S. (1984).
'él}egiona] Capital Theory", Progress in Human Geography, Vol.8, No.1, 1984, pp. 50-

HardJono Joan and Hal Hill (1989)

"West Java: Population Pressure and Regional Diversity”; in Unity and Diversity, ed.
Hal Hill, Oxford University Press, Singapore, pp. 254-282.

Hasibuan, Sayuti (1990a).
"]'abour Force Growth, Structural Change and Labour Absorption in the Indonesian
Economy, Part I, Bgs_m;gg_m No. 4957/4958 PP lB 10B.

------- (1990D).
"Labour Force Growth, Structural Change and Labour Absorption in the Indonesian
Economy, Part 11", Besiness News, No. 4960/4951, pp. 1B-8B

Helmsing, A.H.J. (1987).

,'rm Ims_an in lombia. f 1 n_an ional
i n_of Allen and Unwm London.

Hilhorst, Jos G M. (1989)

ngg mics in West-Java’s Industry and City-Size Distribution, ISS working paper Series
No. 65.

——————— (1990).
Regional Studies and Rural Development, Avebury, Aldershot, England.




70

Hill, Hal and Catharina Williams (1989)
The Economic and Social Dimensions of Regional Development in Indonesia,
, Vol.37, No.2, pp. 191-218.

Hill, (ed ) (1989).

Press, mgapore

Hill, Hal (1990a). . . .
"Indonesia’s Industrial Transformation, Part I", Bulletin of Indonesian Economic Studies,
Vol.26, No.2, August, pp. 39-157. .

== (1990Db). : )
: *Indonesia’s Industrial Transformation, Part II", in _of i
Studies, Vol.26, No.3, December, pp. 75-109.

Hirschman, Albert O. (1958).

970, Oxford University

ment, T "Interregional and International
Transition of Econom:c Growth‘ Yale University Press New Heaven, pp. 183-201.

Hughes, G.A. and I Islam (1981).

"Inequality in Indonesia: A Decomposition Analysis", Bulletin of Indonesian Economic
Studies (BIES), Vol.17, No.2, pp. 42-71.

Hsia, Ronald and Laurence Chau (1978).
Empl nt_and Income Di n: A n ,
Chapter 2 “Interindustry Differences in Income Inequalny Croom Helm, London,
Great Britain, pp. 29-46.

Islam, Iyanatul and Habibullah Khan (1986). )
"Spatial Patterns of Inequality and Poverty in Indonesia”, tin nesian
Economi¢ Studies, Vol.22, No.2, August, pp. 80-102.

Jones, Gavin W. (1984).
"Links Between Urbanization and Sectoral Shift in Employment in Java"; Bulletine of

Indonesian Economic Studies, Vol. 20, No.3, December, pp. 120-157.
Kakwani, Nanak C. (1980)
n Meth { Estimation Poli lications, Oxford

Umversny Press New York USA.

Kameo, David (1986).
Interregional Income and Investment Disparities in Indonesia, A Research Paper for
Master Degree, Institute of Social Studies, The Hague, The Netherlands.

Keuning, Steven J. (1985).
"Segmented Development and the Way Profits Go: The Case of Indonesia, The Review
of Income and Wealth, Vol. 31, No.4, pp. 374-395.

Kuznets, Simon (1963).
Quanmanve Aspects of The Economic Growth of Nations: VIII. Distribution of
Incoinegcl))y Size", Economic Development and Cultural Change, Vol. 11, No.2, January,
PP

Lecaillon, Jacques, Felix Paukert, Chnsuan Morrisson, and Dimitri Germidis (1984).

tribution_an Dev ment: An ] , International
Labour Office (ILO), Geneva

Lee, Eddy (1983).
ianan Change and Poverty in Rural Java"; in Poverty in Rural Asia ed. Azizur
man Khan and Eddy Lee, International Labour Organization (ILO), Asian
Emp]oyment Programme (ARTEP), Bangkok, pp. 231-46.

Lewis, W. Arthur (1954).
"Economic Developmem with Unlimited Supplies of Labour", The Manchester School,
Reprinted in The Economic of Underdevelopment, ed. A.N. Agarwala and S.P. Singh,
Oxford Umversxty Press, London, 1969, pp. 400-449.




71

------- (1976).
"Development and Distribution in
Essay in Honour of H.W. Smger, ed.
Alec Cairncross and Mohmder Puri, the MacMillan Press, London pp 26-42.

Looney, Robert E. (1975).
Economic Growth in Semiindustrialized Countries: A
v Mexico, Brazil. and South Korea, Pracger Publishers, New

ork.

Lydall, Harrold (1976).
"Theories of the Distribution of Earnings"; in The Personal Distribution of Incomes,
ed. A.B. Atkinson, George Allen and Unwin Lid., London, pp. 15-46.

————— - (1977).
Income Distribution and

Income Distribution During the Process of Development;
‘ZErgglc}ywems l;rogramme World Employment Programme Research Working Paper, WEP

——————— (1979).
A_Theory of Income Distribution, Clarendon Press, Oxford.

Mackie, J.A.C. and Djumilah Zain (1989).
*East Java: Balanced Growth and Diversivication”; ; in Unity and Diversity, Chapter 12;
ed. Hal Hill; Oxford University Press, Singapore, pp. 307-330.

Manning, Chris (1987). )
"Rural Economic Change and Labour Mobility: A Case Study from West Java®", Bulletin
of Indonesian Economig Studies, Vol. 23, No.3; pp. 52-79.

Mincer, J (1958).

Investment in Human Capital and Personal Distribution”, reprinted from Journal of
Political Economyv, Vol éE Wealth, Income and Ineguality, ed. A.B. Atkinson,
Penguin Education, Great Brltam 1973, pp. 165-186.

Mynt, Hla (1984).
"Inward and Outward-Looking Contries revisited: the Case of Indonesia”, Bulletine of
Indonesian Economic Studies, Vol. 20, No.2, August, pp. 39-52.

Nasution, Anwar (1991). , f
"Recent Economic Reforms"; The Indonesian Quarterly, Vol. XIX, No. 1., pp. 12-26.

Oshima, Harry T. (1982).
"Perspecnve on Trends in Asian Household Income Distribution: an Overv1ev~ with

Special Reference to Indonesia”, Economics and Finance in Indonesia, Vol.30, No.1,
March, pp. 91-120.

Pangestu, Mari (1990).

"Economic Policy Reforms in Indonesia®, in The Indonesian Quarterly, Vol XVIII,
No.4, pp. 218-233.

Rachbini, Didik J. (1990).
"Distribution of Income and Transformation of Rural Economic Structure", Business
News, No.346/Year VI, pp. 1B-10B. :

Richardson, Harry W. (1980).
"The Relcvance and Ap%hcability of Regional Economics to Developing Countries”; in
, Vol. 1, No.l, Spring.

Rietveld, Piet (1986)
“Non-Agricultural Activities and Income Distribution in Rural Java, Bulletin of
Indonesian Economic Studies, Vol.22, No.3, pp. 106-117.

Saith, Aswani (1989).
Development Strategies and the Rural Poor, ISS working paper No.66, November.




72

Sajogyo (1991). '
"Agriculture and Industrialization in Rural Development" paper presented on the
Colloquium on Poverty and Development in Indonesia, The Hague, 9 and 10 April.

Sigit, Hananto and Agus Sutanto (1983).
"Desa dan Penduduk Perkotaan menurut Definisi Perkotaan Sensus Penduduk 1971 dan
1980" in Pedoman Analisa Data Sensus Indonesia 1971-1980: Australian Vice
Councellors’ Committee, AUIDP (Australian Universities’ International Development
Program, Australia, pp. 129-165.

Sigit, Hananto (1985).

"Income Ditribution and Household Characteristics™, in Bulletin of Indonesian Economic
S_m_d_gg_(B_LE&_) vOL.21, n0.3, dECEMBER, pp. 51-68.

—=-—== (1989).
"Transformasi Tenaga Kerja di Indonesia Selama Pelita (Labour Transformation in
Indonesia During the Pelitas", PRISMA, No. 5, Year 18, pp. 3-14.

Soetrisno, Loekman (1981)

Mmm_lmw_m paper
resented in EQ_ gy Wgrgs rarian Reform i mparativ I , Agro

conomic Survey, Bogor and Insmute of Social Studies, the Hague, the Netherlands

Sumodiningrat, Gunawan and Mudjarat Kuncoro (1990).
;Sgt;gtegl P(z%absaglgunan Pertanian dan Industry: Mencari Pola Simbiosis", PRISMA No.2,
PP

Sundrum, R. M. (1990).
me Distribution in vel ntries, Routledge, London.

Sutomo, Slamet and Sulistiani, Nina Suri (1987).
"Distribusi Pendapatan dan Pola Pengeluaran Rumahtangga: Pengamatan Berdasarkan
SNS}%{n%g[}esxa 1975 dan 1980", Economics and Finance in Indonesia, Vol.35, No.2,
PP

Tambunan, Tulus (1991).
"The Roles of Small-Scale Industries in Indonesxan Economy: Data Analysis of the
1970s and 1980s"; in Small 1 tion Industrialization:
1 ing, eds. H. Thomas, J.F. Unbe-Echevarna and H. Rommljn
ATI, London (Forthcoming).

Tampubolon, Hasudungan, Nico van der Windt and Hans Duynhouver (1986).
Economic Modclling and Policy in Indgnmg Paper presented at the World Conference
of the Applied Econometric Association on 'Economic Modelling in Semi-Industrialized
and Developing Economies’ in Istambul, 11 to 12 December 1986.

Thee, Kian Wie (1989).
"The Shift of Export-Oriented Industrialization: Obstacle and Opportunities”, PRISMA,
No. 48, December, pp. 82-96.

Timbergen, J (1988).
*Introduction Remarks”, in The Theory ¢: me_and Wealth Distribution, ed. Y.S.
Brenner, J.P.G. Reunders and A.H.G. M bp,thoven (eds.): Whetsheaf Books, Sussex,
Great Britain, pp. 1-7.

Tjondronegoro, Sediono M.P. (1990).
;Ri:volum Hijau dan Perubahan Sosial di Pedesaan Jawa", PRISMA, No. 2, Vol.19, pp.
UNIDO (1987).
strial Devel
UNIDO, Vienna.
Uppal, J.S. (198)5).

"Income Distribution, Poverty and Economic Growth in Indonesia”; ; Ekonomi dan
nesi , Vol. 33, No.3, pp. 319-347.




73

White, Benjamin (1986).
"Rural Non-farm Employment in Java: Recent Developments, Policy Issues and
Research Needs", Repot prepared in the Framework of the UNDP/ILO Department of
.l;/!anpower Project INS/84/006: Implementation of an Employment Creation Strategy,

anuary.

------- (1989).

*Java’s Green Revolution in Long-term Perspective”; PRISMA, The Indonesian
Indicator, No. 48, December (English Version), pp.66-81.

Williamson, Jerry G. (1965). , o
"Regional Inequality and the Process of National Dew\:}oFmentz A Description of
v , Vol.

Patterns®; 13, No. 1, pp. 3-45.
World Bank (1990). '
ia: Pov Report No. 8034-IND, May 11.
Yoneda, Kimimaru (1985).
"A Note on Income Ditribution in Indonesia®, The Developing Economies, Vol.23,

No.4, December, pp. 414-422.




