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Abstract

This research investigates the relationship between remittances, education, and income inequality in Indonesia.
Using robust quantitative analysis spanning from 1993 to 2023, the study examines how these factors influence
the Gini index, a measure of income distribution. Findings reveal that while remittances alleviate immediate
financial pressures, their consumption-based nature contributes to widening wealth gaps. Similarly, disparities
in educational attainment exacerbate inequality. The study underscores the need for targeted interventions to
promote productive use of remittances for education and comprebensive educational reforms to enbance
employability. By addressing these dynamics, policymakers can foster a more equitable society in Indonesia.
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Introduction

Concerns regarding the dynamics of inequality have received a lot of attention lately, especially
in the context of developing countries. Given its heterogeneous socioeconomic structure and
dependence on remittances, Leogrande et al. (2023) emphasised the essential role of education
in enhancing the understanding of the global impacts of government expenditure on education
in the environmental, social and governance models, particularly by distinguished between
developing and industrialized countries. In developing countries, education serves the dual
purpose of fostering human capital formation and driving economic development while
addressing poverty.

Indonesia presents a compelling case study for delving into the nuances of processes
surrounding inequality. The purpose of this study is to look at how the percentage of education
and total remittances affect the inequality among Indonesian workers.

The fundamental lifelines that migrant workers frequently send home to their family,
remittances, have had a significant impact on Indonesia's economy. Although houschold
investments and consumption are sustained by these inflows, concerns remain about their role
in the overall inequality levels of the country. Remittances to Indonesia have increased over
the previous ten years, hitting a peak of $10.5 billion in 2019, according to recent World Bank
data (World Bank, 2020). Remittances are helpful in reducing poverty, but there is evidence
that they may also make income inequality worse (Adams & Page, 2005).
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Furthermore, the rate of education in Indonesia plays a significant role in determining an
employee's earning potential and so intensifying the dynamics of inequality. 96.8% of
Indonesians over the age of 15 were literate in 2019, according to data from the Ministry of
Education and Culture (Kusdarini et al., 2021). Nonetheless, notable differences in educational
achievement continue to exist between socioeconomic classes and geographical areas, with
lower levels of schooling seen in rural areas and low-income households (World Bank, 2019).

This study intends to shed light on the fundamental mechanisms underpinning inequality
among Indonesian labourers by a nuanced assessment of the link between inequality, education
rate, and total remittance. Comprehending these processes is vital in devising efficacious policy
solutions that seck to promote fair economic growth and augment social well-being,.

Through the integration of extant literature, empirical data, and statistical models, this study
aims to elucidate the complex relationship among remittances, education, and inequality in the
Indonesian setting. In addition to attempting to close a significant gap in the research by
offering a comprehensive explanation of the combined impact of education and remittances
on inequality, the study also provides insights with wider implications for other developing
economies facing comparable difficulties.

Moreover, by utilising exacting analytical techniques, the study aims to generate solid proof
that supports evidence-based development and policy initiatives. Through addressing these
aspects, the research hopes to further the conversation in academia about the mechanisms of
inequality and aid in the development of focused policy initiatives that would promote a more
just and prosperous society both within and outside of Indonesia.

Method

This study explores the complex relationship between the education rate, total remittances
from Indonesian workers, and the Gini index using a rigorous quantitative analysis approach.
The time-series dataset that was employed is extensive and spans the years 1993 to 2023. It was
carefully selected from reliable statistical sources and credible databases to guarantee data
dependability and integrity during the analysis phase. The study carefully examines this large
dataset by utilising the sophisticated analytical features of Stata software, providing detailed
insights into the dynamics of income disparity in the Indonesian setting.

The identification and analysis of crucial variables essential to comprehending patterns of
income distribution form the basis of this inquiry. The principal dependent variable that is
being examined is the Gini index, which is a commonly used tool to measure income disparity
in a certain community. Simultaneously, as the primary independent vatiables, the study
carefully examines the total amount of remittances that Indonesian workers send home and
the rate of schooling. The variables are proposed to have a noteworthy impact on the
documented levels of income inequality in Indonesia. Variations in remittance inflows and
educational attainment rates have the capacity to shape the country's socioeconomic
environment.

Alongside the selection of relevant variables, the study conducts a thorough evaluation of the
traditional assumptions that underpin linear regression analysis. The occurrence of
multicollinearity, which is a sign of significant intercorrelation between independent variables,
is carefully assessed to reduce the possibility of erroneous correlations compromising the
accuracy of regression estimations. Moreover, the research closely examines autocorrelation to
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determine the independence of error components in the regression model, protecting against
any estimation biases. A thorough analysis of heteroscedasticity—a phenomenon marked by
different variances among observations—is also performed to guarantee the robustness and
dependability of the regression findings.

A key component of this study's analytical framework is the use of linear regression analysis, a
potent statistical method for clarifying the complex interactions between dependent and
independent vatiables. The study aims to provide substantial contributions to the scholatly
discourse on welfare dynamics and socioeconomic disparities by utilising a sophisticated
analytical technique to unearth subtle insights into the determinants of income inequality within
the Indonesian setting.

In conclusion, this study makes use of a carefully thought-out quantitative analysis framework
supported by reliable data gathering procedures and advanced analytical tools. To inform
evidence-based policy interventions targeted at promoting more equitable and inclusive
socioeconomic development, the study intends to unravel the complex dynamics of income
inequality within Indonesia through a thorough examination of key variables and traditional
assumptions inherent in linear regression analysis.

Result and Discussion
Table 1 below is the result of analysis using Stata with multiple linear analysis.

Table 1. Linear Regression Analysis.

Variable Coefficient P-Value
Remittance 1.222 0.058
Education 0.388 0.000
R Square 0.673
Const. 28.390
Autocorrelation 0.004
Multicollinearity 8.40
Normality 0.001
Heteroscedasticity 0.854

Source: Data Processing.

The Gini index, a gauge of income inequality, and two independent vatriables—remittance and
education—are compared using a linear regression analysis. The data shows that the Gini index
is significantly impacted by both education and remittances. At a significance level of 10%, the
Gini index specifically rises by 1.222 units for every unit increase in remittances. Likewise, with
a highly significant p-value of 0.000, an increase of one unit in Education corresponds to a
0.388 unit rise in the Gini index. According to the model's coefficient of determination (R-
square), the independent variables account for roughly 67.3% of the variance in the Gini index.
According to the regression equation's intercept, the expected Gini index is 28.390 when both
Remittance and Education are zero.

The analysis indicates several important findings regarding the regression model. Firstly, there
is strong evidence suggesting no autocorrelation among the residuals, with a probability of
0.004. This implies that the residuals are independent and not correlated across time or

observations. Additionally, the multicollinearity test reveals a VIF value of 8.40, indicating no
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significant multicollinearity issue among the predictor vatiables. However, the normality test
on the residuals yields a low probability of 0.001, suggesting departure from normality. This
implies that the assumption of normally distributed residuals may be violated. Moreover, there
is strong evidence (probability of 0.854) indicating the presence of heteroscedasticity, signifying
that the variance of the residuals vaties across levels of the predictor variables. To address this,
the author opts to use robust standard errors for inference, which are robust to
heteroscedasticity and provide reliable estimates despite this issue. Overall, while the model
shows no autocorrelation or multicollinearity concerns, attention should be paid to the non-
normality of residuals and the presence of heteroscedasticity for accurate interpretation and
inference.

This research indicates that the influx of remittances from overseas Indonesian laborers
positively impacts the Gini coefficient—a measurement of income disparity within a
population. However, this increase in inequality may arise due to the consumption-based nature
of most remittance spending. Migrants often utilize their earnings to pay off debts, cover basic
expenses like food and utilities, and purchase consumer goods instead of engaging in
productive investments (Wu et al., 2023). Consequently, the wealth gap widens since those
receiving remittances do not accumulate assets or capital through entrepreneurship or
investment, leading to an overall rise in the Gini index (De Haas, 2010).

To address this issue, policymakers should consider implementing measures aimed at
encouraging recipients to channel remittances toward productive endeavors, thereby
promoting sustainable development and reducing inequality. For instance, initiatives such as
microfinancing programs, capacity building workshops, and financial literacy campaigns could
empower individuals to manage their finances effectively and foster a culture of savings and
investment among remittance receivers.

Education plays a pivotal role in determining one's socioeconomic status and contributes
significantly to the formation of the Gini index in Indonesia (Digdowiseiso, 2011). A study
conducted by the World Bank revealed that the country's high Gini index is partly attributable
to its uneven distribution of educational attainment across different social classes (Thomas et
al., 2001). In particular, the unemployment rate among university graduates remains persistently
clevated, suggesting that the current educational system fails to equip students adequately for
employment in the modern economy (Mahmudah, 2017; Ohara et al., 2020; Thomas et al.,
2001).

This situation calls for reforms in the educational sector, particularly in terms of curriculum
design and teaching methodologies. By adopting a more practical approach to learning,
educators can better prepare students for careers in emerging industries and enhance their
employability prospects (Buchs & Helbling, 2016; Grassini, 2023). Moreover, introducing
vocational training programs and apprenticeship schemes can offer alternative pathways for

young adults seeking gainful employment without necessarily pursuing a traditional college
degree (Buchs & Helbling, 2016; Suharno et al., 2020).

While both remittances and education independently influence the Gini index, understanding
how they interact with each other provides valuable insights into potential solutions to tackle
inequality in Indonesia. On one hand, remittances can serve as a vital source of funding for
families to finance their childten's education, thus improving accessibility to quality schooling
(Begum, 2018; Fajnzylber & Lopez, 2007; Lopez & Fajnzylber, 2010). Conversely, education
empowers individuals to become more financially savvy when managing remittances, enabling
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them to make informed decisions regarding their usage (Brahmana & Brahmana, 2016; Utami
et al., 2022).

However, despite these synergistic benefits, challenges remain. Firstly, the lack of adequate
educational infrastructure in rural areas limits the effectiveness of remittances in enhancing
educational outcomes (OECD, 2017). Secondly, the absence of proper guidance and
counseling services prevents some students from making optimal use of remittances to fund
their studies (Salgong et al., 2016). Thirdly, the mismatch between the skills acquired through
formal education and the demands of the job market hampers the transition from education

to employment, resulting in increased unemployment rates among educated youth (Loiseau et
al., 2016; Palmer, 2017).

In summary, the relationship between remittances, education, and the Gini index in Indonesia
is multifaceted and requires a nuanced approach to policy formulation and implementation.
Policymakers must strive to create an environment conducive to fostering productivity and
innovation, ensuring equitable access to quality education, and facilitating the effective
management of remittances. Through targeted interventions and strategic partnerships,
stakeholders can collaborate to promote inclusive growth and reduce inequality in Indonesia.

Conclusion

In conclusion, this research highlights the intricate relationship between remittances, education, and
income inequality in Indonesia, offering insights crucial for policy formulation and socio-economic
development. The findings underscore the significant impact of both remittances and education
on the Gini index, indicating avenues for intervention to mitigate inequality within the country.

The study reveals that remittances from overseas Indonesian laborers contribute to a rise in
the Gini coefficient, primarily due to their consumption-based nature. While remittances
alleviate immediate financial pressures for recipient families, the lack of investment in
productive assets or entreprencurship leads to a widening wealth gap. To address this,
policymakers should consider initiatives to encourage productive use of remittances, fostering
sustainable development and reducing income inequality.

Education emerges as a key determinant of socioeconomic status and a significant contributor
to the Gini index in Indonesia. Disparities in educational attainment across different social
classes exacerbate income inequality, with high unemployment rates among university
graduates reflecting mismatches between skills and market demands. Reforming the
educational sector to enhance employability and promote practical skills acquisition is essential
for addressing these challenges.

Understanding the interplay between remittances and education is critical for devising effective
strategies to tackle inequality. While remittances can facilitate access to education, challenges
such as limited infrastructure and skills mismatches persist. Strengthening educational
infrastructure in rural areas and providing guidance on optimal use of remittances can enhance
educational outcomes and economic opportunities for individuals.

To address inequality in Indonesia comprehensively, policymakers must adopt a holistic
approach that integrates interventions targeting both remittances and education. Promoting
productive use of remittances through microfinancing and financial literacy programs,
alongside educational reforms focused on practical skill development, can empower individuals
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to participate more equitably in the economy. Moreover, addressing systemic challenges such
as rural-urban disparities and skills mismatches is crucial for fostering inclusive growth and
reducing inequality.

While this study provides valuable insights, further research is watranted to explore additional
factors influencing income inequality in Indonesia. Investigating the role of informal remittance
channels, cultural norms, and regional disparities could enrich our understanding of the dynamics
at play. Moreover, longitudinal studies tracking the long-term impacts of educational interventions
and remittance management strategies would provide valuable data for refining policy approaches.

In summary, this research contributes to the ongoing discourse on inequality dynamics in
Indonesia, emphasizing the importance of targeted interventions that harness the synergies
between remittances, education, and socio-economic development. By addressing these
challenges effectively, policymakers can work towards creating a more just and prosperous
society for all Indonesians.
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