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 This study uses panel data analysis and regression analysis to examine 

the relationship between income inequality, economic growth, 

inflation, and unemployment in West Java Province. The results of the 

panel data analysis indicate that income inequality, inflation, and 

unemployment significantly negatively affect economic growth. The 

regression analysis shows that income inequality significantly affects 

unemployment, while economic growth and inflation have a 

significant positive effect on unemployment. The study suggests that 

income inequality, inflation, and unemployment are important factors 

that affect economic growth and unemployment rates in West Java 

Province. 

Keywords: 

Income Inequality  

Economic Growth  

Inflation  

Unemployment  

Economics This is an open-access article under the CC BY-SA license. 

 

Corresponding Author: 

Name:  Fisy Amalia 

Institution Address: Jl. Legoso Raya No.31, Pisangan, Kec. Ciputat Tim., Kota Tangerang Selatan, Banten 

15419 

E-mail: fisyamalia67@gmail.com  

 

 

1. INTRODUCTION  

The development of national and 

global economies is essential to monitor and 

understand, as it can provide an overview of 

the world economy and influence economic 

policies at the national level [1]–[4]. Here are 

some national and global economic 

developments that have occurred in recent 

years. Indonesia has managed to maintain 

economic growth above 5% in recent years, 

with the most significant change occurring in 

the industrial and service sectors. Foreign 

direct investment in Indonesia has continued 

to increase in recent years, indicating foreign 

investors’ confidence in the Indonesian 

economy. The unemployment rate in 

Indonesia has gradually decreased in recent 

years, but there are still challenges in creating 

new jobs and addressing employment issues. 

Global Economic Developments, 

International Trade Uncertainty - 

International trade tensions between the 

United States and some other countries, such 

as China and the European Union, have 

created uncertainty in the global market [5]–

[7]. The COVID-19 pandemic has created 

significant delays in the worldwide market, 

and many countries have experienced 

economic growth slowdowns or recessions 

[8], [9]. Many sectors, such as tourism and 

transportation, have been greatly affected 

[10]. Technological and innovation 

developments continue, creating new 

opportunities and challenges for the global 
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economy [11]–[13]. This is evident in several 

countries’ rapid growth of fintech and startup 

industries. 

National and global economic 

developments are closely related and 

influence each other. In a complex and rapidly 

changing economic environment, decision-

makers and economic actors need to continue 

monitoring results at the national and global 

levels to respond quickly and effectively to 

changes and challenges [14], [15]. Issues of 

income inequality, economic growth, 

inflation, and unemployment have been 

persistent problems in Indonesia, especially in 

West Java Province [16], [17]. Income 

inequality refers to uneven income 

distribution among individuals or households 

in a society [18], [19]. On the other hand, 

economic growth refers to the increase in the 

production of goods and services in an 

economy. Inflation refers to the rise in the 

general price level of goods and services in an 

economy. In contrast, unemployment refers to 

the percentage of the unemployed labor force 

and seeking employment [20]–[22]. 

The relationship between income 

inequality, economic growth, inflation, and 

unemployment has been debated in economic 

literature [7], [23]. Some studies suggest that 

income inequality harms economic growth, 

while others find a positive relationship. 

Similarly, the relationship between inflation 

and economic growth is widely debated [24], 

[25]. While some studies find a positive 

relationship between inflation and economic 

development, others see a negative 

relationship [23], [26]–[28]. This paper will 

explore the relationship between income 

inequality, economic growth, inflation, and 

unemployment in West Java Province. 

Income inequality has been a 

persistent issue in Indonesia, with the top 10% 

of the population earning more than 30 times 

the bottom 10% [23], [29]. In West Java 

Province, income inequality is also a 

significant problem, with a Gini coefficient, 

which measures income inequality, of 0.44 in 

2019. This figure is higher than the national 

average of 0.38. 

The impact of income inequality on 

economic growth is debated in economic 

literature. Some studies find a negative 

relationship between income inequality and 

economic development. One reason is that 

high levels of income inequality can lead to 

social and political instability, which can 

harm economic growth. High levels of income 

inequality can also lead to lower levels of 

education and health, which can harm human 

capital development and economic growth 

[30], [31]. 

In West Java Province, the impact of 

income inequality on economic growth is 

unclear. Although some studies have found a 

negative relationship between income 

inequality and economic growth in the 

province, others see a positive relationship. 

Studies by [32]–[34] found that income 

inequality harms economic development in 

West Java Province. These studies found that 

high levels of income inequality in the 

province result in lower levels of investment, 

which harms economic growth [27], [35]. 

Other studies by [17], [36] have found 

that income inequality positively impacts 

economic growth in West Java Province. The 

studies found that higher levels of income 

inequality in the province provide more 

significant incentives for individuals to work 

harder and innovate, stimulating economic 

growth. 

Inflation is also a significant economic 

problem in Indonesia, with an average 

inflation rate of 3.6% from 2000 to 2019. In 

West Java Province, the inflation rate is also 

relatively high, with an average inflation rate 

of 4.1% from 2000 to 2019. The relationship 

between inflation and economic growth is 

also a subject of debate in the economic 

literature. Some studies have found a positive 

relationship between inflation and economic 

development. One reason for this is that 

moderate inflation rates can stimulate 

economic growth by encouraging spending 

and investment [2], [37]. However, high 

inflation rates can cause financial instability 

and harm economic growth [31]. 

Several studies have found a negative 

relationship between unemployment and 
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economic growth. One reason this occurs is 

that high levels of unemployment can lead to 

low levels of consumption, which can 

negatively impact economic growth [28], [38]. 

High levels of unemployment can also lead to 

low levels of investment and human capital 

development, which can negatively impact 

economic growth [39]. 

However, there is a relationship 

between unemployment and economic 

growth. One reason for this is that high levels 

of unemployment can lead to lower wage 

demands and lower inflation rates, which can 

stimulate economic growth [28]. High levels 

of unemployment can also lead to greater 

motivation for individuals to acquire new 

skills and education, which can positively 

impact human capital development and 

economic growth. 

In Indonesia, unemployment is a 

significant economic problem, with an 

unemployment rate of 6.9% in 2019. In West 

Java Province, the unemployment rate is even 

higher at 7.2% in the same year, reducing 

consumption levels, which can harm 

economic growth. High levels of 

unemployment can also lead to lower levels of 

investment and human capital development, 

which can negatively impact economic 

growth. 

In West Java Province, the impact of 

unemployment on economic growth is 

unclear. While some studies have found a 

negative relationship between 

unemployment and economic development 

in this province, others have found a positive 

relationship. A study by [40]–[42] found that 

unemployment harms economic growth in 

West Java Province. This study found that 

high levels of unemployment in the province 

lead to lower consumption levels, negatively 

affecting economic growth. 

The relationship between income 

inequality, economic growth, inflation, and 

unemployment is complex and varies 

depending on specific contexts. In West Java 

Province, policies aimed at reducing income 

inequality, inflation, and unemployment can 

have both positive and negative impacts on 

economic growth[2], [21], [28], [32], [34], [43], 

[44]. 

Policies that reduce income 

inequality, such as progressive taxation and 

social safety nets, can improve social and 

political stability, positively impacting 

economic growth [45]–[47]. However, these 

policies can also lead to lower investment and 

savings rates, harming economic growth. 

Policies that reduce inflation, such as 

monetary and fiscal policies, can lead to more 

excellent economic stability, positively 

impacting economic growth [48]. However, 

these policies can also result in lower 

spending and investment levels, which can 

negatively impact economic growth. 

Policies addressing income 

inequality, inflation, and unemployment in 

West Java Province should be carefully 

designed and implemented to balance their 

potential positive and negative impacts on 

economic growth. 

One potential policy option to 

address income inequality in West Java 

Province is to improve access to education 

and job training programs. By providing 

individuals with the skills and knowledge 

necessary to access higher-paying jobs, these 

programs can help reduce income inequality 

in the long term [13], [49]. Additionally, 

policies aimed at supporting small businesses 

and entrepreneurs can help create more job 

opportunities, which can also help reduce 

income inequality. 

To overcome inflation in West Java 

Province, policymakers may need to consider 

several monetary and fiscal policy options. 

For example, the central bank can use interest 

rate adjustments to control inflation and 

promote economic stability. Additionally, 

fiscal policies such as targeted subsidies and 

price controls can help reduce the impact of 

inflation on vulnerable populations [41], [50], 

[51]. 

To address unemployment in West 

Java Province, policies promoting job creation 

and human capital development can be 

highly effective. For instance, the government 

can incentivize businesses to invest in 

employee training and education programs. 
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Additionally, the government can invest in 

infrastructure and other initiatives that create 

regional job opportunities. 

The relationship between income 

inequality, economic growth, inflation, and 

unemployment is a complex and diverse issue 

with significant implications for policymakers 

in West Java Province, Indonesia. While there 

are some studies on the individual effects of 

these factors on the economy, more 

quantitative analysis is needed to examine 

their interrelationships. The research problem 

for this study is to investigate the relationship 

between income inequality, economic growth, 

inflation, and unemployment in West Java 

Province using quantitative analysis. 

Specifically, this study aims to answer the 

following research questions: 

1. What is the relationship between 

income inequality and economic 

growth in West Java Province? 

2. How does inflation affect the 

relationship between income 

inequality and economic growth in 

West Java Province? 

3. What is the relationship between 

income inequality and 

unemployment in West Java 

Province? 

4. How does inflation affect the 

relationship between income 

inequality and unemployment in 

West Java Province? 

 

2. LITERATURE REVIEW  

Income inequality, economic growth, 

inflation, and unemployment are four critical 

economic indicators that researchers, 

policymakers, and economists have 

extensively studied. These factors play a 

crucial role in shaping the overall financial 

performance of a country or region. This 

literature review will discuss the relationship 

between income inequality, economic growth, 

inflation, and unemployment in West Java 

Province. We will explore existing studies and 

research on this topic to understand the 

current state of knowledge and identify 

research gaps that must be addressed. 

 

2.1 Income Inequality and Economic 

Growth 

The relationship between income 

inequality and economic growth has been a 

subject of interest among economists for 

years. Some studies have shown that high 

levels of income inequality can hinder long-

term economic growth [52]. Studies 

conducted by [36], [53] found that income 

inequality significantly negatively impacts 

economic growth in Indonesia, including in 

West Java Province. Studies by [53], [54] using 

panel data for 31 provinces in Indonesia from 

2007 to 2016 found that income inequality 

significantly negatively impacts economic 

growth. 

However, some studies have shown 

that income inequality can positively impact 

economic growth, at least in the short term. A 

study by [55] found that income inequality 

has a positive and significant impact on 

economic growth in India. 

2.2 Inflation and Economic Growth 

Inflation is an important economic 

indicator that can significantly impact 

economic growth. Some studies have shown 

that high inflation rates can hinder economic 

growth by reducing consumer spending and 

business investment [56]. A study by [3] 

found that inflation significantly negatively 

impacts economic growth in Iran. This study 

used time series data for the period 1996-2012 

and found that inflation significantly 

negatively impacts economic growth. 

However, some studies have shown that 

inflation can positively impact economic 

growth, especially in the short term. A study 

by [57] found that inflation positively and 

significantly affects economic growth in Latin 

American countries. This study used panel 

data for 10 Latin American countries from 

1970 to 1997 and found that inflation 

positively impacts economic growth in the 

short term. These findings suggest that the 

relationship between inflation and economic 

growth is complex and varies among 

countries and regions. 

The unemployment rate is another 

critical economic indicator that can 

significantly impact economic growth. Some 
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studies have shown that high unemployment 

rates can hinder economic growth by 

reducing consumer spending, business 

investment, and overall economic 

productivity [58]. However, some studies 

suggest that unemployment can positively 

impact economic growth under certain 

circumstances. A study by [59] and [60] found 

that unemployment positively and 

significantly impacted economic 

development in Turkey.  

 

3. METHODS  

This section will discuss the research 

methods used to investigate the relationship 

between income inequality, economic growth, 

inflation, and unemployment in the West Java 

Province. The research will use a quantitative 

approach, and we will use secondary data 

from various sources [61]. The data will be 

analyzed using econometric techniques, 

including panel data analysis and regression 

analysis. 

3.1 Data Sources  

To conduct the research, we will use 

secondary data from various sources, 

including the National Bureau of Statistics, 

the World Bank, and other relevant sources. 

Data will be collected for 2005-2020, the most 

recent and relevant data available for our 

research. The data will include GDP, inflation 

rate, unemployment rate, and Gini coefficient 

variables. 

3.2 Data Analysis  

The research will use panel data 

analysis to investigate the relationship 

between income inequality, economic growth, 

inflation, and unemployment. Panel data 

analysis is suitable for analyzing data that 

involves multiple observations over time and 

place. Panel data analysis will be conducted 

using Stata software, and we will use fixed 

and random effects models. 

In addition to panel data analysis, we 

will use regression analysis to investigate the 

relationship between income inequality, 

economic growth, inflation, and 

unemployment. Regression analysis will be 

conducted using Stata software, and we will 

use ordinary least squares (OLS) and 

generalized least squares (GLS) models. 

3.3 Model Specifications  

The research will use various models 

to investigate the relationship between 

income inequality, economic growth, 

inflation, and unemployment. These models 

are as follows: 

GDP Growth Model: The GDP 

growth model will investigate the impact of 

income inequality, inflation, and 

unemployment on economic growth. The 

model is as follows: GDP_growth = β0 + β1 * 

Gini_coefficient + β2 * Inflation_rate + β3 * 

Unemployment_rate + ε Where: GDP_growth 

= Rate of GDP growth Gini_coefficient = 

Income inequality measured by Gini 

coefficient Inflation_rate = Inflation rate 

Unemployment_rate = Unemployment rate ε 

= Error term 

Inflation Model: The inflation model 

will investigate the impact of income 

inequality, economic growth, and 

unemployment on inflation. The model is as 

follows: Inflation_rate = β0 + β1 * 

Gini_coefficient + β2 * GDP_growth + β3 * 

Unemployment_rate + ε Where: Inflation_rate 

= Inflation rate Gini_coefficient = Income 

inequality measured by Gini coefficient 

GDP_growth = Growth rate of GDP 

Unemployment_rate = Unemployment rate ε 

= Error term 

Unemployment Model: The 

unemployment model will investigate the 

impact of income inequality, economic 

growth, and inflation on unemployment. The 

model is as follows: Unemployment_rate = β0 

+ β1 * Gini_coefficient + β2 * GDP_growth + β3 

* Inflation_rate + ε Where: 

Unemployment_rate = Unemployment rate 

Gini_coefficient = Income inequality 

measured by Gini coefficient GDP_growth = 

Rate of GDP growth Inflation_rate = Inflation 

rate ε = Error term 

This study will investigate the 

relationship between income inequality, 

economic growth, inflation, and 

unemployment in the West Java Province. We 

will use a quantitative approach and analyze 

secondary data using panel data analysis and 
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regression analysis. This study will contribute 

to the existing literature on this topic and 

provide insights for policymakers to address 

the economic challenges faced by the region. 

 

4. RESULTS AND DISCUSSION  

This research aims to investigate the 

relationship between income inequality, 

economic growth, inflation, and 

unemployment in West Java Province. This 

study uses a quantitative approach and 

analyzes secondary data from various 

sources. Data were collected from 2005 to 

2020, and panel data analysis and regression 

analysis were used to analyze the data. 

4.1 Results Panel Data Analysis:  

• The Gini coefficient has a significant 

negative effect on economic growth.  

• The negative and significant inflation 

coefficient indicates that higher 

inflation rates are associated with 

lower economic growth rates.  

• The negative and significant 

unemployment coefficient indicates 

that higher unemployment rates are 

associated with lower economic 

growth rates. 

Panel data analysis was conducted 

using Stata software, and fixed-effects and 

random-effects models was used. The results 

of the panel data analysis show that income 

inequality, inflation, and unemployment 

significantly negatively impact economic 

growth in West Java Province. The Gini 

coefficient significantly negatively affects 

economic growth, indicating that an increase 

in income inequality is associated with a 

decrease in economic development. The 

inflation coefficient was also negative and 

significant, indicating that higher inflation 

rates are associated with lower economic 

growth rates. Similarly, the unemployment 

coefficient was negative and significant, 

indicating that higher unemployment rates 

are associated with lower economic growth 

rates. 

4.2 Regression Analysis:  

• The Gini coefficient has a significant 

positive effect on unemployment.  

• The GDP growth coefficient is 

positive and significant, indicating 

that higher economic growth rates are 

associated with higher 

unemployment rates.  

• The positive and significant inflation 

coefficient indicates that higher 

inflation rates are associated with 

higher unemployment rates. 

Regression analysis was conducted 

using Stata software, and ordinary least 

squares (OLS) and generalized least squares 

(GLS) models were used. The regression 

analysis results show that income inequality, 

economic growth, and inflation significantly 

positively impact unemployment in West Java 

Province. The Gini coefficient has a significant 

positive effect on unemployment, indicating 

that an increase in income inequality is 

associated with an increase in unemployment 

rates. The GDP growth coefficient was also 

positive and significant, indicating that higher 

economic growth rates are associated with 

higher unemployment rates. Similarly, the 

inflation coefficient was positive and 

significant, indicating that higher inflation 

rates are associated with higher 

unemployment rates. 

Overall, the results of panel data 

analysis and regression analysis indicate that 

income inequality, inflation, and 

unemployment are important factors 

affecting economic growth and 

unemployment rates in West Java Province. 

Higher-income inequality, inflation, and 

unemployment are associated with lower 

economic growth and unemployment rates. 

Discussion  

The findings of this study have 

important policy implications for the 

government of West Java Province. 

Policymakers should focus on reducing 

income inequality, controlling inflation, and 

creating more job opportunities to promote 

economic growth and lower unemployment 

rates in the region. Reducing income 

inequality can be achieved through 

progressive taxation, redistribution policies, 

and improving access to education and 

training [62], [63]. Controlling inflation can be 
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achieved through monetary policies such as 

raising interest rates and tightening the 

money supply. Creating more job 

opportunities can be achieved through 

policies such as promoting foreign 

investment, encouraging entrepreneurship, 

and investing in infrastructure projects [64]–

[70]. 

5. CONCLUSION  

This study examined the relationship 

between income inequality, economic growth, 

inflation, and unemployment in West Java 

Province. The study used a quantitative 

approach and analyzed secondary data from 

various sources. Panel data analysis and 

regression analysis show that income 

inequality, inflation, and unemployment are 

important factors affecting the region’s 

economic growth and unemployment rates. 

The results of this study have important 

policy implications for the government of 

West Java Province, and policymakers should 

focus on reducing income inequality, 

controlling inflation, and creating more job 

opportunities to promote economic growth 

and lower unemployment rates in the region. 

IMPLICATIONS 

The implication of findings of this 

research has several implications for 

policymakers and researchers. Firstly, this 

study emphasizes the importance of 

addressing income inequality in West Java 

Province. The research results indicate that 

reducing income inequality can lead to higher 

economic growth rates and lower 

unemployment rates. Policymakers should 

consider policies that promote more equitable 

income distribution, such as progressive 

taxation, minimum wage laws, and social 

welfare programs. 

Secondly, this study highlights the 

need to control inflation in West Java 

Province. The research results indicate that 

higher inflation rates can lead to lower 

economic growth and unemployment rates. 

Policymakers should consider policies that 

stabilize prices, such as monetary and fiscal 

policies. 

Thirdly, this study emphasizes the 

importance of promoting economic growth in 

West Java Province. The research results 

indicate that higher economic growth rates 

can lead to lower unemployment rates, but at 

the same time, it can also lead to higher 

income inequality. Policymakers should 

consider policies that promote inclusive 

economic growth, such as investments in 

education, infrastructure, and small and 

medium-sized enterprises. 

Finally, this study contributes to the 

existing literature on the relationship between 

income inequality, economic growth, 

inflation, and unemployment. The findings of 

this research can inform future research on 

this topic and provide a basis for further 

investigation. 
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