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Targeted Fiscal Transfers and Regional Income Inequality: Evidence from
Sumatra, Indonesia

*levienda Anita Fitrie', Vidva Imanuvari Pectiwi®

Ahbstrak

Ketimpangan pendapatan etap menjadi fantangan pembangunan di wilayah kava sumber dava karena
kapasitas ckomemi yvang besar tidok selalu menghasilkan pemerataan kesejahterann. Penelitian ini menganalisis
pengaruh desentralizast fiskal dan Kondisi makreekonomi terhadap ketimpangan pendapatan pada sepulub
provinst di Bumatra selama 2021-2035, Seluruh provins! di Sumatra di gunaken sebagai popu Las%:g&matan
dan diamalizi= de::gm regres data Fla.nl.-] Wariabel 'FEH_II’L.IJ"F mﬂtﬂm]: UPIJ'I Blimirmum Prowinsi

Urnum, Dana Alokasi Khusus, Dana Bagl Hasil. pengangguran, dan Produk Domestik REEj.I:I.I‘II Brusto, Lji
Chaow, Hausman, dan Lagrange Mulliplier memilih Random Effects Model, sedangkan robuost shorderd ermrs
digunakan untuk mengatas aukokorelast Hasil menunjukkan Dana Alokas Khusus berasesiast negahf dengan
ketimpangan; pengangruran juga berasosiase negabif, betaps lebib tepat dipahami sebagai kompeesi pendapatan
daripada peningkatan keseiah teraan, Variabel lainmya tidak menunjukkan hubumgan vang meyakinkan, Artikel
ini berkontribus pada perdebatan desentralisasi fiskal dengan menunjukkan babwa pada bk kdola daerab
vang heterogen, desain ransfer dan konibrol administratif dapat lebih menentukan daripada besarmya transfer:
DAK vang tevarah berkaitan dengan penurunan ketimvpangan, sementara DAL dan DEH tidak menunjukhkan
eefek redistribufit vang terukur,

Kata Kunci: desentralisasi fiskal; ketimpangan pendapatan; Dana Alokasi Klusus; pengangguran; Sumatra

Abstract

Incwore ineegmality remuins ¢ developorent challenge dn resverce-rich reyions. bevause stromg ecomrmne capoctly does et
it dically produce squikable eelfare, This shudy exauiines el decescbralization aud ol roscosomite condifions acrmes
all fer proarinces @Esinatd during 2021-2025 ssing ponel-idafa regresston, The explorasfory piirmaldes ane Hie Procincial
Minimein Weage, ] Alfocation Fund, Special Allocetion Fiind, Revenne Sharbng Fund, wrermpdoyaeent, and Gross
H.E#-ﬂmﬂ Dlanresbic Pronfuet. Choat, Hesesoran, send Lugmn'lg-t' Mu!!l'p!l‘er teata seleet Hie Reerdoor Eﬁc‘fﬂ Mpatel, efrile riduis f
sffdard érmes alifress . seried correlobion. TTe Specral. Allocation Fand is negebively edsocieted anith oregrandiby.
Llnermyploweren ! wlso fies o megatioe associ Fen, bt Bris paffem 5 riepreied as fncone compression md e anelfare
dmprvcenrertl; the other toriobles de omot slend comsipeing telnbonsfies, . Ties arfcle aurbribades the fiseal-
deverd ratizifiog debate by shoroing Ul soeder heferngorenis sulbmofional govermance, frorsfer design and adnrinisinehioe
et mger avoee Mt el smgndfide the firgeted Special Allocation Fund is mssodated wolh haver fregrslity,
wierens T Gerial Allocnifionr Fand i Rermine Sharing Pl shio no sressuralbie redisbiibed fre associadion.

Keywrorads: fisonl decendralizofion; income ireqgrality: Speciel Allocabion Funa: imemploywent Surmalm

INTRODUCTION
Income persistent
g because aggregate

economic expansion does mol mecessarily translate

incguality  remains  a
regiopal-development dha

into an equitable distribution of welfare, This issuc
iz partiocularly important in  Indonesia, where
provinces differ substantially in natural-resource
endowments, production structures, labor markets,

fiscal capacty, and access to public services.

Sumatra iz a relevant setting because its economy is
supported by oil and pgas, mining, palm ail,
geothermal energy, agriculture, and manufacturing,
Badan Pusat Statistik (2019 reported that Sumatra
contributed about 21% of national econemic activily,
making it the second-largest regional contributor
after Java. More roecent evidence also shows that
regional disparities remain persistent and that the
structure of lecal economic specialization matters for




development priorvities [Aginta et al., 2023; Ismail et
al., 2026,

The distributional problem is visible in the
provincial data. Bebween March 2021 amd March
2025, the Gini ratio fell in eight of the ten Sumatran
provinces but increased in Benghkulu and Riao
[slands, By March 2025, provincial Cmi ratios
ranged from (.222 in Bangka Belitung lslands to
0382 in Riau Llands, indicating thal the same
national fiscal framework coexists with markediy
different distributional trajectories across provinoes
(Badan Pusal Statistik, 2026). This heterogeneity
provides an empirical basis for examining not only
the amount of intergovernmental transters but also

the administrative design through which transfers
are allocated and controdled.

Table 1. Provincial Gind Ratios n Sumatra, March 2021

and MMarch 225
Province 2021 25 Change
Aeeh 0324 (1L382 g2
North Sumatra 0314 0295 D019
West Sumatra 13,306 0.8 0024
Kia 0326 0MF 0w
Jambi 1321 (.4 020
Swrabh Sumatra 11,341 0311 AL
Benghulu 0326 (0.344 +01E3
Lampurg (.323 LB 04131
Bangka Belinang lzlands 0,356 0.Xx -0
Hran Is 5 (.43 (.3R2 1 (35
Source: Badan Pusat Statistk (B5), Gind Ratio Menumt

Provingi dan Daerah, processed by the aothor (2026).

The coexistence of abundanl resources and
unequal wellare raises a policy problem: economic
increase without  equivalent
improvements  in the distribution of  income,
employment opportunities, infrastructure, or bazic
District-kevel indicates  that
natural-resource-rich and major wrban regions are
overrepresented  in Indonesia’s  higher-incomae
convergence groups (Aginta et al, 2023), while
place-based EXPAnSION  can
heterogeneons dstributional  effects across
provinces (Hornok & Raeskyesa, 2024), Public-
service disparilies also remain an  important

capacity  can

SEIVIOES. evidence

have

ECOTmic

dimension of regional autonomy, because unequal

access to keachers, health personmel, and other basic
SEFVICES Can Teprisluce Ssocieomomic gaps AcTiss
territories (Pratama & Pramono, 2037,

Fiscal decentralization is one of the principal
mechanisms through whjcpndﬂm.ﬁin atternpts to
address such differences. Law No. 1 of 2022 on
Financial  Relations  between  the
Government  and  Regional
important elements of the

Central
Governmenis
reorganizes
intergovernmental fiscal framework merintah
Indonesia, 2022). Within this system, eneral
Allocation Fund (DAL, Special Allocation Fund
(DAK), and Revenue Sharing Fund (DBH) serve
different equaliration, targeggg and revenue-
sharing purpeses. However, the effectiveness of
decentralization depends not only on the volume of
tramafers  butl ako on  expenditure  quality,
implementation  capacity,  incentives,
accountability (Lewis, 2023; Woeld Bank, 2020},
Exiating studies eatablish a theoretical puzzle

and

that is more important than a simple absence of
recent provincial evidence, DAL is designed as a
broad equalization transfer and has been shown to
reduce disparities in fiscal capacity (Akita et al,
2021}, yet greater Hscal capacity does not necessarily
translate info lower howsehold ineguality when local
governments  differ in administrative  capacity,
spending priorites, and accountability. Second-
fiscal that
decentralized  discretion can generate  agency
probiems and information asymmetry when central
government cannot fully observe local spending
quality [Oates, 2005). Indonesian evidence on the
flvpaper effect further shows that transfer: can

generation federalism warns

stimulate local expenditure more strongly than own-
and absorbed

disproportionately by routine spending rather than

SOUFCE  révenue may e
imequality-reducing programs (Amalia, 2017; Chalil,
2018). By contrast, DAK is more targeted and more
closely tied to national priorities, while the post-20232
framework strengthens central steering through
carmarks, mandates, and performance instruments
{Lemwis, 2023), The wnresolved anomaly is therefore
whether a general-purpose equalization instrument
can fail to produce a measurable redistributive
association while a more centrally steered targeted
transfer does so. This study tests thal governance




puzzle by estimating the simultaneows relationships
of DALL DAK, DBEH, provincial minimum wages,
unemployvment, and GEDP across the complete
population of Sumatran provinces during 2021-
125,

LITERATURE REVIEW

The theoretical foundation combines pulbbic-
finaros,  fis foderalism, and development
perspectives. Musgrave (1959 identifics allocation,
distribubion, and stabilization as the major funchions
ol public finance; the distributive function is directly
relevant when public spending and  Eransfers
ITIProve  access
opporunities. Oates (1972,

to services and  productive
1999 argues that
decentralized governments mayv respond  more
effectively to boterogmeous local preferences and
although  the
resporsibibifies and Fscal instruments determines
whether decentralization improves welfare. From a

concifions, assignment of

development perspective, Kurnets (1955) and
Todaro and Smith {2015) emphasize that growth can
coexist  with  inequality  when  structural

translormation concenirates assels, emplovinent,
and opportunities in selected sectors or locations.
[nternational eviden imilarly indicates that the
distributional effects of fiscal decentralization vary
with the form of decentralization and the
assignment of  expendilure and  revenue
responsibilities (Sacchi & Salotti, 2004),

Empirkcal research on Indonesia indicates that
the distributional effect of decenlralization varies
instruments  amd
Siburian [X20) reports an nequality-reducing
associ bon of feseal decentralizabion, while Sibunan
(20217} highlightsgits mnteraction with local public-
good provision. ta et al. (X1} show that the
GCeneral Allocation Fund performs an equalizing

ACTOES institutional  settings.

tunction in fiscal revenues, whereas geographicalby
concenirated shared pevenues can widen fiscal
disparities. Lewis and Smoke (2017) demonstrate
that intergovernmental transfers can generate
complex Iocal incentives, and Lewis (2007) shows
that substantial fiscal resources do not aulomatically
produce stronger service delivery. These findings
that transfer design
implementation should be analyzed together rather

imnply and  submational

than treating all inbergovernmental resources as
e uivalkent,

A public-administration  perspective  helps
explain why frarsfer instruments with similar fiscal
ohjectives may generate  different  distributional
oulcomes,  Second-generation  fiscal  federalism
relaxes the assumption of uniformly benevolent and
capable local govemments and instead emphasizes
incentives, agency relationships, and institutional
comstraints (Dates, 2005). In this setting, information
asymmelry arises becanse the central government
can observe the amount trarsferred more easily than
the guality and distributional incidence of local
spending. The Indonesian flvpaper literature shows
that intergovernmental  grants  can become
embedded in local expenditure atructures, with
lump-sum grants exerting particularly strong effects
on routine spending (Amalia, 2007; Chalil, 2008),
This creates a governance risk for DAL broad
discretion can equalize fiscal capacily withoul
that  additional
converted into services that benefit lower-income
groups, DAK operates under narrower sectoral
purposes and greater vertical steeving, which can

guaranteeing ICSOUTCEs  are

reduce discretion amd make outputs easier to
manitor, although stronger coentral control is not a
substitute for local administrative capacity, Recent
Indonesian evidence confirmms that the effect of fscal
transfers on publicsservice performance depends
materially on governance accountability (lsman et
al, 2023). The contrast between DAL and DAK is
therefore treated here as a problem of
intergovernmental governance — discretion,

accountability,  bumaucratic  capacity,  and

information =rmther than anlyv as a question of fscal

magnilude,

Eesvarch o Jurnal Mediasosian further
emphasizes the administrative mechansms through
which fiscal resources fransiate into local oulcomes,
Studies of wvillage and wrban funds show  that
implementation quality, accountability, community
participation, empowerment, and monitoring affect
the substantive benefits of public trarsfers (Haryati
el al., 2020; Mashuri et al., 2020 Rama & Setiawan,
2021; Sapit & Alexamdro, 2021). Evidence on
targeted  cash-trarsfer  implementation  similarky
inglicates that policy design must be supporied by




administralive capacity, benefidary targeting, and
coordination to reach intended groups (Abror &
Tvasotyaningrum, 2023}, These findings are relevant
to DAK because a largeted tramsfer can reduce
disparitiecs omlv when allocation  priorities  are
comverted into effective  sectoral spending  and
BOTVICES,

Labor-market and growth channels are also
important. Minimum-wage adjusiments can alter
the kvwer part of the wage distribution, although
their effects depend on formal-sector coverage,
compliance, and emploviment responses (Chun &
Khor, 2010). Unemplovment may increase hardship
event when measured inequality dechines, because
income losses can compress the distribution without
improving welfare. [n Sumalra, unemployment
differs substantially across provinces and is related
to regional economic structures and employvment
absorption (Wardiansvahet al.,, 2007} More broadly,
informal workers remain exposed Lo gaps in social
L2e),
while recent Indonesian evidence confirms that the
relationship between focal growth and inequality is
heterogeneous  rather  than  mechanically
redistributive (Hornok & Raeskvesa, 2024). Related
Indonesian ovidence

protection and income security (Rahayu e

alsa  associates  regwnal
inoquality  with economic growth, government
expenditure, labow conditions, education, and
investment, with some  relationships  differing
around the COVID-19 period (Santoso & Mukhlis,
2021; Ultomen, 2022},

Based on this literature, the studv expects the
fiscal and macroeconomic variables o be jointly
related bo provincial income inequality, The specific
hypotheses are that increases in UMP, DAL and
AR are associated with lower inequality; DBH may
have an ambiguous relationship because resource-
based revenue sharing can  reinforce  spatial
concentration; unemployment may either widen
inegquality  or  compress measuned  income
differences depending on labor-market structure;
and higher GRDP does not necessarily  reduce
inequality when growth s concentrated in capital-
intensive or respurce-based sectors. The study tests
these propositions simultancously m a provinoe-
level panel covering Sumatra.

RESEARCH METHOD
Research Design, Populatiom, amd Census
L
mmstud}r employs a quantitative cxplanatory
h design combined with descriptive analysis
o imvestigate the relatiomship between fiscal
imstruments, macroeconomic  conditions,  and
income inequality across provinces on Sumatma
[sland. The quantitative approach gssappropriate
bevawse  the research  estinnates e direction,
magnitude, and statistical significance of the effects
of several explanatory variables on sacial
imcome inequality, The empirical analysis uses panel
data, which combine oroess-sectional and time-series
dimensions and therefore capture both differences
among provinces and changes within provinoes
over Hme, This approach is particularly suitable for
Sumalra because its provinces differ considerably in
economic structure, fiscal capacity, nalural-resource
labor-miarket
imcome diskribuation,
The study covers the ten provinces located on
Sumatra lsland owver the 2021-2025 period. The
cross-sectional dimension consists of ten provinoes,

endow ment, characteristics,  and

while the time-senes dimension consists of bve
annual chservations for cach provinoe, vielding 50
province-vear observations. The Gini ratio is
obtained from the official Badan Pusat Statistik
[BP=) statistical table “Ging Ratio Menurut Prowvinsi
dan Daerah,” while the remaining provincial series
are compiled from corresponding BIPS statistical
tables and publications for 2021-2025 {Badan Pusat
Statistik, 20261, The use of official BPS series
supports conskteney in defimitions, measurement
procedures, geographical coverage, and anmual
reporting across the provinoes included in the
analysis, Data processing and panel-data estimation
were conducted using EStudio. The cross-zectional
unils constitule a census of the complete provincial
population of Sumatra rather than a random sample:
all ten provinees administratively located on the
island are included, Accordingly, the 50 province-
yvear observations arke from complete provincial
coverage (10 provinoes ¥ 3 years), not from sampling
a larger provincial universe, Statistical inference is
therefore  interpreted for the defined Sumalra
population and  20R21-2025  period,  while




generalization bo provinces cutside Sumalra or o
longer fime horizons remains mited

Variables and Operabional pation

Income inequality is the dependent variable
ted by the provincial Gini ratio, The
extent to which the
distribution of income or expenditure differs from
perfect equality, with a higher value indicating

and is repre
Gini ratio measures  the

greater ineguality. Six explanatory variables are
used to represent fiscal transfers, labor-market
conclitions, and regional economic performance, The
first is the Provincial Minimum Wage (U
Minimum Provinsi/UMP). The fiscal variables are
the General Allocation Famd  (Dana Alokasi
Umum /DAL, Special Allocation Fund (Dana
Alokasi Khusus/DAK), and Revenue Sharing Fund
(Dana Bagi Hasil/DEH). DALU is a generakpurpose
transfer intended primarily to reduce differences in
fiscal capacitv across submational  govermments;
DAK fimances more specifically targeled seclors and
pricrity activities; and DBH redistributes portions of
central-government revenues to regions acoording
to relevant tax  and  natural-resource  revenwse-
sharing arrangements.

The labor-market condition is represented by
the unemploysgent rate, while regional economic
performance 15 represented by Gross  Regional
Domeshic. Product [GRDP), In  the estimated
specification, UMP, DAU, DAK, DBH, and GRDP
are tramsformed inte matural logarithmee  form,
consistent  with the variables reported in the
empirical regression ocalpub. The unem ploymsent
variable is retained in level form. The logarithmic
transformation reduces large scale differences in
menetary variables and permils the coefficients of
those vartables o be interpreted as semi-elashcibies
because the dependent Gini ratio remains in level

form,
2. Operational Definition of Vardables

Variable Indicator Form Source
Ircorme

Gimi rakic i:|'lt'|.'|l.IH.|IIE:|.' Livesl 1] e
madex
Provincial

LM i In(UMF}  BFS

rrinimam wage

Variable Indicator Form Source
ﬁ General
L Allocation In{BAL)  BPS

Fund
Speacial

DAK Mllescation In{DAK)  BI'S
Fund
Revemue

DEH Shirings Fiinid In{DBH} BPS
I::"Pl."n

LII'IL'trI.'FL::Ij'I.'I'IEI.'II' UnL‘mP‘I(!‘}'mmt LE"'I.L'] BT"’S

g

LR Doamestic InfGRIXM BPS
Procluct
Source: Badan Pusat Satistik (BFS), processed by the
author (2036)

Famel Model and Estimation Frocedure

Panel-data regression is used to cstimate the
association between the explanatory variables and
income  inequality while accounting for both
provincial and temporal digensions. The empirical
specification is expressed as follows:

Gintiy = fla + BrinlIMP: + BenDALL + BelnDAK +
BinDBH, + f:UNEMP, + fInGRDF, +¢.

Im this gguation, Giniy demotes the Gini ratio
for provvince 110 year & P is the intercept; [ to e are
the estimatéd regression coefficients; InLUMP,,
InDALL, InDAK,, InDBEH, and InCRDIP, are the
namra@iirimw of the Provincial Minimum
Wage, al Allocation Fund, Special Allocation
Fund, Revenue Sharing Fund, and Gross Regional
Domestic Product, respectively; UNEMPF, is the
provincial unemp]n:,-'menl rale; and £ 5 the
stochastic error term.

Threegealternative  panel estimators  are
considered; the Common Effect Maodel, also referred
o a8 poaled regression; the Fixed Effects Model, and
the Random Effects Model. The Common Effect
Moded pools  observations without  explicitly
province-specific . unobseraed
Fixed Effects Model allows the
intercept B0 vary across provinoes and controls for
provincial — characteristics.  The

andem  Effects Model  breats provinee-specific
é!l:erngeneil}r as a random componen! of the

accounting
heterogeneity.

Hme-invarant

composile ermor structure, Formal model-selection




procedures are used o identifv the specification
mosk consistent with the data,

The appropriate manel-dala eslimalor s
determined sequentiallv using the w, Hausman,
and Lagrange Multiplier tests. Chow st
compares the Common Effect Model with the Fixed
Effects Model, The Hausman test then compares the
Fixed Effecls and Random Effecls specifications,
while the Breusch-Pagan Lagrange Multiplier tes
compares the Random Effects Model with the
Common Effect Model. Together, these tests provide
a systematic basis for ::h-::u:ﬁi.nﬁ the final panel
specification rather than relying solely on goodness-
of-fit measures,

Diagnostic  testing evaluates  potential

tistical problems in the estimated model
ﬁulﬁmﬂin&nﬂt}r is assessed using the Variance
Inflation Factor, with values bidow the comventional
threshold of 10 interpreted as aicating the absence
of seripus multicollinearity. Heteroskedasticity is
evaluated wsing the Breusch-Pagan test. Serial
correlation s also examined because  annual
ahservations for & given province mayv be related to
values in preceding vears. The origimal analysis
identifies autocorrelation; consequently, coefficient-
level inference 15 corrected using robust standard
errors follow mg the covaniance approach associated
with Arellanc [1987), This adjustment improves the
reliability of standard erroms, test statistics, and
probability values under within-panel dependence.

The empirical evaluation is conducted at a 5%
significance level. Partial significance is assessed
through the probability values associated with
individual regression coefficients, while the sign and
magnitude of each coefficient are vsed o descrbe
the direction amnd size of the estimated association.
Because several explanatory varnables are ex pressed
in natural logarithms whereas the Gini ratio remains
in level form, their coefficients are interpreted as
semi-¢lasticitics, The owverall significamce of the

el is b aluated through the reported F-stalistic,
and the coefficient of determmation and adjusted
cocfficient of determination are wsed o describe
explanatory performance, Interprefation
emphasizes direction,  statistical
significance,  mbustness  of  inference,  and
consistency with the theoretical mechamasmes linking

Fscal decentralization, labor-markel condilions,

corfficient

regional  economic  performance, and  income
distribution,
RESLILTS AMD DISCLUSSIONMN

Descriptive Fatterns

The empirical analysis covers ten provinoes of
Sumatra  during  2021-2025, combining cross-
sectional differences among provinces with annual
variatiom over fime. The explanatory variables
include the Provincial Minmmuem Wage, 1
Allocation Fund, Special Allocation Fund, Revenue
Sharing Fund, unemplovment, and Gross Regional
Domestic Product, The source data show substantial
heterogenety in fiscal allocafions and labor-market
conditions across provinces, supporting the use of
panchdata metheds rather than an analysis based
solely on aggregate Sumatra-leve] observations,

The eriginal Special Allocation Fund daka
show mnoticeable cross-provindal and  temporal
variation, MNorth Sumatm  generally mecords a
relativedy large allocation compared with most other
provinces, while allocations fluctuate from 2021 1o
2025. Such variation is consistent with the targeted
nature of the fund, under which allocations are ted
to specific sectors and development priorities rather
than distributed uniformly. Thi iation provides
empirical leverage for assessing ther changes in
targeted transfers are associated with changes in
provincial inequality, Mrevious Indonesian evidence
has likewise emphasized the potential distributive
rode of intergovernmental ransfers, although effects
differ across instruments and regional settings (Sidik
et al., 2020).
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Figare 1. Special Allocation Fand (DAK) across Somatran Provinces, 2021 -025
Source: Badan Puzat Statistik (BPS), processed by the author (2026),

Une-mp]n}'mml alsoe varies markedly across
Sumatra. In the source dataset, the unemployment
rate in Riau Islands was 10.12% i 2021 and declined
to 6.45% im 2025, while North Sumatra recorded
oS in 2021 and 5.32% im 2025 South Sumatra
declined from 5.17% to 369%, and Benglulu from

substantial differences in labor-markel conditions
during the study period. Such variation is consistent
with earlier rescarch showing that unemployment
across Sumatran  provinces s associated  wilh
regional economic conditions and  employment
absorption (Wardiansyah et al., 2017,

372% o 34l%. These patterns demonslrale
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Figore 2. Unemployment Rates across Sumatran Provinces, .Eﬂ-ﬂ-ﬂj
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Source: Badan Pusat Statistik (BPS), processed by the author (2026)

Fanel Model Selection and Diagnostics

The panecl-data specification was determined
ﬁnugb the Chow, Hausman, and La ze
Multiplier tests. The Chow lest generated an F-
statistic of 15.115 with @ probability value of 0.0000.
Brecavse the probability walue is below 3%, the ggll
hypothesis favoring the Common Effect Model was
réjected, indicating that the Fived Effects Maodel is
preferable gg pocled estimation. The Hausman test
produced a chisquare statistic of 51138 with a
probability walue of 0.5293, Because this wvalue
exceeds D05, the hvpothesis could not be
rejected, supporting Random Effects Model
rather than the Fixed Effects Model. The Breusch-
Pagan Lagr Multiplier test vielded a statistic of
36.533 with @ probability value of 00000, further
indicating that the Random Effects Maodel is superior
to the Common Effect Model. haken together, the
miodel-selection tesls idenlify Random Effects
Model as the preferred specification,

Table 3 Model Selection and Diagnostic Tests.

Statistic

Test pvalue Decision
Chiow F=15.115 0.0 FEM owver CEM
Hausman - y* = 51138 15295 HEM over FEM
LM -I:'.:I’-EIE-EGEI- {LIHKX] REM over CEM
Heterosk., BP=2335362  (LI7AFS Mot detectsd
Autocorr.  F=72731  0UN038  Kobust SE used

Source: Author's calculation based on Badan Pusat
Slatistik {BPS) data (2026},

The sequence of modebselection results is
internally consistent. The significant Chow tesl
rojects  the that @
specification s sufficient, whil * non-significant
Hausman test indicates that random-effects
estimator i8 not statistically contradicted by the
fixed-effects altemative, The significant Lagrange
Multiplier test
province-level  random effects s preferable to
ipnoging  unabserved panel heterogeneily
altogether, On this basis, the Random Effects Model
is retamed for meffident  interpretation and
subsequent statistical inference,

The original diagnostic analysis  reports
%riam:'e Inflation Factor values below 10, indicating

assEmption fully  pooled

then confirms  that modeding

no serions multicolligegrity. The Breusch-Pagan
heteroskedasticity test produced a statistic of 13,362
with a probability  value of U.D'?En?:'rlh::rl:'!un:.
heteroskedasticity was not detected &t the 5%
?‘liﬁcam level, In contrast, the autocorrelation

st produced an Fstatistic of 7.2731 with a
probability walue of 0.01038, indicating statisticall y
significant serial correlation, Because regional
imequality and output may exhibit temporml
persistence, this result §s plausible. The final
inference  thenetore uses robust standard  errors
associated with  Arellino  (1987) 1o mitigate
distertions in standard errors cowsed. by within-

panel serial dependence,

Fiscal Transfers and Income Inequality
The Random Effects Model estimates W
that the Special Allocation Fund is the only fiscal-
transfer varfable with a statistically significant
relationship with provindal income inequality. [ts
coefficient is —(L029407 with a probghlity value of
approximately (L000066, indicating a negative and
highly significanl association with Cind ratio,
Beouse the Special Allocation Furd s expressed in
natural logarithmic form while the Cini ratio
remaings in level form, & 1% increase in the fund is
dth an approximate reduction in the
0000294, holding other explanatory

associaked
Cini ratio
wariables constant. The direction of this relationship
is consistent with evidence that targeted fiscal
ransfers can coniribute o lower regional disparities
[Sidi al., 2020},
’ﬁe General Allocation Fund also has a
rative coefficient of —0.033948, but its probability
gﬂur of 0.133722 & the comventional
significance threshold. Revenue Sharing Fund
has a coefficient of 0.000626 and a probability value
of 0951060, indicating no statistically detectable
relationship with imequality, The conlrast amomg
these three fiscal instruments shows that transfer
design matlers: in this sample, the strongest
empirical association is linked to the targeted Special
Allocation Fund rather than to general-purpose or
revenue-sharing ransfers.
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Variahle Coefficlent Robust SE p-value
Inleroept 1680000 ] 075368 (L0G595*
In LpAE ~{1BH573 G 1ETR L1545
In DAL =(h[E35E A B (133722
In DAK = 2a409 D65 DOD00GS
Im DBH ARG [N AT 7 (1951060
Unem]_lpllu?mﬂ =[P INIST20 R E DAFE T
In GRDP 08353 DLOZTELE 151 3596

ofe: * p = 0L0G; * p = 001 = p < 0,001 Robust inference

follows Arellamas {1987,
Source: Author's calculation based on Badan Pu=al
Statistik (BPS) data (2026),

The result for DAK supports the argument

that targeted intergovernmental transfers can have a

stronger redistributive role than transfers with

broader fiscal purposes, DAK & bed bo designated

development prioritics and can improve access bo
education, health, infrastructure, agriculture,
fisherics, and other services that affect houschold
opportunities.  This pattern is  consistent  with
Musgraves distributive function and with evidence
from Jambi that selected equalization transfers are
associated  with  lower vegional disparities
(Musgrave, 1959 Sidik ot al, 2020, It also
complements Akita et al, (2021}, who distinguish the
equalicing role of general franafers Ifrom the
potentially  disparity-enhancing  geography  of
shared movenues

The weaker relationship for DAL does not
imply that gemeral (ransfers are uwnimporiant
Kather, their distributional consequences depend on
expenditure composition and local implementation,
local-government
research shows that substantial resources do nol

Evidemce from  Indonesian

auvtomatically translate into service improvements
(Lewis, 2017), while Jumal Mediasosian studies
emphasize thal accountability, participation,
targeting. and implementation quality shape the
substantive impact of locally managed funds
[Harvati ef al, 2020; Mashuri et al., 2020; Rama &
Sehowan, 2021 Sapitn & Aleandro, 20215 The
same logic helps explain why DBH, which follows
the gesgraphyv of ax and natural-resource revenues,

may mol function as a  direct equalization
imsirument,

The ad ministrative conlrast betwesn DAK and
DAl provides a plausible explanation for the
empirical  divergence. DAU gives  regional
governments wider discretion over the spending
mix, That fesbility 12 valuable for local autonom
bul under heterogeneous bureaucratic capacity 1
alsp increases the distance between the central
government’s equalization objective and the actual
composition of local expenditure. Flypaper effects
and budget rigidities can canse additional general-
purpose transfers to be absorbed into established
expenditure patterns rather than redirected toward
programs  with a direct distributional impact
[Amalia, 2017; Chalil, 218). DAK, in contrast,
narrows the permitted use of funds and aligns
allocations with specificd sectoral priorities, The
stronger vertical steering emphasized in the post-
2022 fiscal framework can reduce discretion, clarify
expected outputs, and partially limit information
asymmetry  between regional
governments (Lewis, 2023). This does not mean that
DAK 1s administratively superior in every setting;

central  and

rather, its governance architecture provides a more
direct chain from transfer purpose to service output
that
elfectivensss of Indoresian fiscal transfers reinforces
this interpretation (Isman et al, 2025), Becouse the
present model directly
bureaucratic capacity, expenditure composition.
audit quality, or informaton asymmetry, these

Evidence accountability  moderates  the

does  not ErE ST

mechanisms should be treated as institutionally
grounded  explanations rather  than  separately
identified causal channels,

Labor-Market and Growth Effects

Amomng the variables,
uncmplovgagnt  is  stabistically  significant. s
estimated coeffickent is =0.005120, with a t-statistic of
-2 8145 and a probability valae of 0.007341. Because

i ployment is entered in level form, an increase

mon-transber

of pne percentage point in the unemplovment rate is
associated with an approximately 0.00312 decrease
im the Gird ratio, concitonal on the other varabbes,
Thi negative coefficient should not be interpreted
as evidence that higher unemployment improves
welfare, Instead, it may reflect income compressicn




when deteriorating labor-market conditions reduce
CAMMINES ACnoss groups o concentrate losses within
particular sechors.

The Provincial Minimuwm WEEEEE anegative
coctficient of =0.0B8573  but is  statistically
insignificant at & probability valueof 0.15%540. In the
semi-log  specification, a 1% inerease i the
Provincial Minimum Wage is assodated with an
estimated decline of approximately 0.000886 in the
Gini ratio, although the evidence is insufficient to
establish a systematic relationship. Gross Regional
Domestic Product also fails to show a statistically
significant association. Its coefficent 1s 0.018355
with a probability value of 0.512896, implying an
estimated increase of approximately 0000754 in the
Csini ratio for a 1% increase m regional output, bul
this association is nol slatistically dstingushable
from zero. These results indicate that higher wage
standards and aggregate regional output did not
independently  produce measurable changes in
inequality during the study
multidimensional nature of regional inequality
reported by Bahmadi et al, {2024) & consistent with
this finding.

The mnegative
should therefore be mterpreted as a distributional
pattern rather than a welfare gain, A provinoe can
display a narrower income distribution  when

period.  The

unemplovment  coefficient

employment lsses reduce earnings amang groups
that previously received  higher  formal-sector
wages. This mechanism is compatibie with
substantial [abor-market  heterogeneity
Sumatra (Wardlansvah et al, 20017) and with the
continuing vulnerability of informal workers to

ACTES

limited social proteciion and  income  seocority
(Kahayu et al., 2026), Policks should consequently
distinguish betwern lower ineguality generated by
indusive income growth and lower inequality
produeced by broad-based income compression.
The weak UMP relaticnship iz also plausible
in a labor market with large informal and uncovered
segments, because statutory wage floors do not
uniformly determine carnings across all waorkers,
The GEDEP result likewise reinforces the distinction
between economic expansion and  distribution:
output  growth
manufacturing, or capitakintensive activities may

concentrated In extractive,

increase regional value added without producing
propartionate gains for lewer-mcome households,
This interpretation B consislent with the Kuznets
[ramework and with recent evidence that localized
Indonesian growth  imibatives  can have
heterogeneous  distributional  effects (Homok &

Raeskyesa, 2024; Kuenets, 1955),

Owerall  Model,
Impligations
overall model is mr%ally significant.
The reported F-statistic =2 194.11 with a probability
value of 2.2 = 10174, indicating that the explanatory
variables are joint] ssociated with provincial
income  inegualily. e model produces an B-
squared value of 028549 and an adjusted R-squared
of 018579 After adjustment for the number of
regressors, approximately 13.58°% of the observed
variation in provincial inequality is accounbed for by
the inchuded fiscal and macroeconomic varables.

Robustmess, and Policy

The remaming varation mav be assocaled with

educatiom,  poverty,  socteral  emplovment,
urbanization, assel ownership, infrastructure
accessibility, demographic composition,
imstitutional  quality, and  other  regional

characteristics that are cutside the current model.
The difference bebween {he R-squared and
adjusted  K-squared values also  indicates  that
explanatory  performance showld be inderpreted
corservatively, The model 5 designed fo test
whether  selected  fiscal and  macroeconomic
variables are associaled with inequality, not bo
represent a complete structural model of household
income  distribution. Consequently, statistically
significant coefficients can remain substantively
informative even when a substantial proportion of
total varation is beft unexplained. This is especially
relevant for the Gini mabio, which
combined distributional consequences of houschold
characteristics, abor-markel segmentation, sectoral

roeflects  the

structure,  public  services, and  imstitutional
conditions,
The robustness correction  is  important

because serial independence was rejected by the
autocorrelabion  test.  Under robust mference
tollowing Arellano (1987), the Special Allocation
Fund remains strongly significant and negative,

while  unemplovment  remains  statistically




significegat and negative. The Provincial Mininnum
Wage, cral Allocation Fund, Revenue Sharing
Fund, and Gross Regional Domestic Product remsain
insignificant, The central empirical
therefore that targebed fiscal ransfers and labor-
market conditions are the two variables with
statistically detectable relationships with inequality
in Sumatra during X21-2025. These results provide

the basis for the sobsequent discussion of why

result is

targeted allecations may perform differently from
general  transfers amd why the negative
unemployment coelficdent must be  inlerprebec
cautigggsly from a welfare perspective.

a public-administration perspective, the
evidence suggests fhat the effectivencss af fiscal
decentralization should be judged by the capacity of
transfers o address concrete regional service and
opportunity gaps not only by the amount of money
transferred. Targeting, implementation, monitoring,
and coordination become especially important for
transfers intended to close infrastructure and service
deficits. This interpretation is consstent with
research on local public-service disparitics and
decentralized service efficiency (Amalia et al., 202;
Pratama & Pramono, 2020). It also aligns with the
policv-orented  regional-development  approsch
advanced by Ismail et al. (2026, in which sectoral
structure and local economic characteristics showld
inform development prionties.

The study nevertheless has limitations. The
2021-2025 observation window & short for
identifying long-run structural effects, provincial
aggregation conceals within-province disparities,
and the adjusted explanatory power indicates that
important determinants remain outside the model.
Future work should incorporate poverty, education,
urbanization, sectoral employment, infrastructure
accessibility, institutional quality, natural-resource
dependence, and spatial spillovers. Longer panels
and districk-level o spatial-cconometric  designs
help  distingnish  shori-term
associtions from persistent structural medhanisms,
Although  the
population of Sumatran provinces, the small

would Fiscal
cross-section  covers  the  full

number of provincial units limits the scope tor
heterogeneous-effect analyss and does not justify

exirapolating  the estimated  relationships Lo

Indomesia as a whaole,

CONCLUSION AND RECOMMENDATIONS
Conclusion

This study examines how inlergovernmental
fiscal  trarsfers  and
conditions refate to income inequality across the
complete population of ten Sumalran  provinoes
during 2021-2025. The hindings indicate that the
targeted  Special  Allocation  Fund s more
with  lower
imegquality than the General Allocation Fund or
Revenue Sharing  Fund. The unemployment
relationship points to possible income compression

selected macroeconomic

consistently  associated provimcial

rather than improved weltare, while the provincial
minimum wage and regional output do not provide
evidence of a ungbgrm redistobubive effect. The
article conilributes to the fiscal-decentralization and
public-administration debate by showing that the
redistribufive relevance of transfers s consistent
with differences in governance design: discretion,
vertical steering, acoountability, and bureauscratic
capacity may matter as much as fiscal magnitude.
The contrast between DAK and DAU therefore
should not be read simply a8 a differcence in money

transferred, bot as a question of Thow
intergovernmental  mstitutions  coovert fiscal
capacity  imbo  public-service  amd distributional
oulcomes.,

Recommendations

The results support several concrete policy
options. First, the Ministry of Finance could
strengthen the performance-sensitive component of
DAL by incorporating a limited set of measurable
service-gap and ineguality-reduction indicators mto
periodic allocation or incentive adjustments, while
retaining DALs core equalization function. Second,
DAK should preserve ils largeted character bul
milestone-based
disbursement amd ex-post verification of soctoeml
oulputs and oulcomes, with technical assistance

place preater emphasis on

directed to provinces whose administrative capacity
is weaker, Third, DBH oversight in resource-rich
provinces should adopt a risk-based asvmmetric
apdit  approach:  monitoring  intensity showld
increase where dependence on DBEH, extractive-




sector concentration, or awdil findings indicate
greater governance risk, and expenditune financed
fromy DBH should be traceable to defined public-

service, infrastruchure, or poverty-reduction
objectives.  Fourth, central and  provincial
governments  should  wse a  shared  annual

monitoring dashboand lmking transter allocations,
expendilure composition, service oulpuls, Gine
ratios, and andit findings so that fiscal equalization
can be evaluated in terms of outcomes rather than
absorption alone. Because the present estimates are
associational, these proposals should be piloted and

evaluated before being scaled nationally,
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