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INTRODUCTION

1.1. Problem ldentification

Economic inequality is one of the many complex and difficult economic problem
to be handled because it influepCogatiaiatua aspect (World Bank, 2016). These
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One of the factor that can cause income inequality is structural poverty or economic
status inherited between generations. Corak (2013) stated that where person begins life
affects the outcome of the individual’s future economic status. People who born from
high-income family will have greater opportunity to enjoy various accesses to
education and better health. This is in contrast to low-income families. Egawa (2013)
found that people who born into poor families, as adults, the only receive 85% less
income that people who born into rich families.



To find out how much income inequality occurs in a country, researchers generally
use the Gini index as a measure of inequality. The greater the gini index value, the

higher income inequality in a country.
Figure 1.1.

Graph of Percentage of Gini Ratio in Sumatera Island 2011-2020
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It can be seen from the graph gseCond semester of 2014 Riau islands

Source: Statisti

have the highest gini ratio which is 0.437, and the lowest gini ratio in Sumatera Island
is in Bangka Belitung Island which reach 0.275 in the second semester of 2015 and the
first semester of 2015. The average gini ratio in the provinces of Sumatera Island are
above 0.3. Although the provinces in Sumatera are so close and neighboring to each
other, they have different gini index.



Income inequality can also be identified through per-capital GDRP data. GDRP
per-capita is the average amount of income received by the community. Therefore,
GDRP per-capita is able to show the level of welfare or prosperity of the population.
A country can be said to be prosperous if the value of GDRP per-capita is high enough,
and vice versa if the value of GDRP per-capita is getting lower, this indicates a higher

level of inadvertence.
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The graph above shows that the GDRP per-capita in 2011 Riau is the highest in

Source: Statistic

Sumatera Islands and the lowest GDRP per-capita is Bengkulu. In 2020, the highest of
GDRP per-capita is Riau Island with total amount is 85,425.89, and the lowest of
GDRP per-capita is still Bengkulu. Although Riau island is one of the highest in gini
ratio, but the gdrp per-capita is also high.



Another effort to overcome the income inequality can be done by increasing the
financial inclusion. Park et al (2015) found that increasing financial inclusion can
reduce poverty and income inequality in developing countries in Asia. However, a
different finding by Ummah (2018) shows that income inequality and financial
inclusion have one way relationship which means if income inequality increase, it will
makes financial inclusion increase too. This is happen because people who use and

access financial services only people with middle and higher income, and on the other
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There is several dimension of financial inclusion according to G20 which are the
usage of financial services, the access of financial services, quality of financial
services. The figures below is the number of third party funds which includes savings,

credits, borrows, which belongs to the usage dimensions.
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Figure 1.3

Total Third Party Funds in Sumatera Island 2011-2020
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2011 2012 2013 2014 2015 @ 2016 2017 | 2018 2019 2020
THIRDS PARTY FUNDS OF COMMERCIAL BANKS

W BENGKULU 6,190 7,368 7,680 8,556 | 9,697 10,737 12,148 12,639 12,429 13,729
mJAMBI 16,415 17,945 19,415 21,965 23,440 26,189 29,579 31,129 33,506 38,203

ACEH 20,333 21,969 24,263 26,694 31,054 32,372 38,593 39,673 42,244 41,793

SUMATERA UTARA 127,076 139,259 155,204 178,653 184,559 201,536 217,961 220,694 235,436 261,975
B SUMATERA BARAT 23,126 25,623 26,281 29,985 33,553 35,465 38,969 41,291 44,096 46,928
mRIAU 45,067 52,243 55,524 64,143 62,050 66,695 73,151 76,706 82,430 91,590
B SUMATERA SELATAN 51,235 54,244 53,688 57,225 59,756 63,183 72,116 80,113 85,621 87,826
B KEPULAUAN BANGKA BELITUNG 10,243 12,172 11,828 13,145 14,223 15,884 17,464 18,407 18,774 20,376
B KEPULAUAN RIAU 24,114 28,804 38,392 39,455 40,636 42,741 47,129 40,796 52,739 61,254
B LAMPUNG 19,745 22,612 25,692 28,640 32,260 35,133 38,564 41,433 43,425 46,781
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Figures 1.4.
Unemployment Rate in Sumatera Island 2011-2020
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1988). Inequality in the distributio
cannot be separated from the influence of surrounding area. This indicates there is a
spatial dependence. Spatial dependence occurs when the value of a phenomena is
connected with the value of other phenomena in other regions (Anselin, 1988). If it be
seen by substantive perspective spatial dependence plays an important and crucial role
to create the geographical income distribution. In other hands, if it be seen from the



nuisance perspective, spatial dependence can be a tool to analyze the regional income
inequality (Rey, S.J, 2004).

The relationship between the gini ratio with each region and city in Sumatera Island
spatially can use spatial autocorrelation analysis. Spatial autocorrelation is used to
identify that an area has a relationship with other area that are located close together.
The scope of spatial analysis is the relationship between regions which is seen as a
positive or negative autocorrelation. ifive autocorrelation happens when the areas
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relationship between regencies/cities on the island of Sumatra.



