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Regional Income Disparities in Indonesian Economic Development :
The Case Study on the Regional Development
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This study provides a consolidated and comprehensive analysis of income disparities in
Indonesian regional economic development. The main objective of this study is to contribute
some key ideas to the government to dilute Indonesian regional income disparities by
improving the local income in the poor regions. The approach of this study is viewed from the
government side, both central and local. For this concern, both published and unpublished data
was obtained from several sources, mainly from government bureaus (in Jakarta, Special
Region of Yogyakarta, West Nusa Tenggara, and Parepare).

This study is divided into two analyses: macro analysis and case studies. Macro analysis is
conducted to estimate the Indonesian regional income disparities and the trend of regional local
incomes as a basic explanation for the case study analysis. This analysis covers the two periods
of 1994-1997 and 1975-1997 for Indonesia’s twenty-six provinces. Case studies were carried
out to find a model for the local policy and to evaluate the performance of government policy in
solving the regional income disparities. The analysis is composed of three case studies: 1) the
economic development of Special Region of Yogyakarta, 2) small-scale industry in West Nusa
Tenggara, and 3) KAPET, a government policy for reducing the gap development between West
Indonesia an(i East Indonesia and for stimulating the local income,

Like other large countries, Indonesia is experiencing interregional income disparities. The
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highest per capita GRDP was around 12 times (with mining) and 9 times (non-mining) than that
of the lowest per capita GRDP during 1994-1997. At the same time, over half of regions had
’per capita GRDP below the national average (the poorest region accounts just 0.4 times).
During 1970s-1990s, interregional income disparity (non-mining) increased from around 5
times in 1975 to 10 times in 1997. In terms of intraregional, per capita GRDP (among
regency/municipality) showed a signiﬁcant gap. For example, in 1997, the lowest per capita
GRDP (non-mining) was just 2 percent than that of the highest one.

The trend of per capita GRDP indicates that the position of the highest and the lowest
income has remained unchanged since 1975. Focusing on the regions which have stable and
upward trends of per capita GRDP, we determined two low income regions for case studies: the
poor region in the stable trend group (West Nusa Tenggara) and a poor region with good
performance in the upward trend group (Special Region of Yogyakarta).

During 1975-1983, Special Region of Yogyakarta was one of the lowest income regions in
the country. However, with less investment and limited natural resource endowments (with the
exception of agriculture), Special Region of Yogyakarta has improved its local income in 1990s.
The statistical data indicates that Special Region of Yogyakarta focused on local prodqcts such
as Batik clothing and crafts associated with the role of small-scale and cottage industries and
tourism potential. Through the related strategic policies, the small-scale and cottage industries
plays an important role in providing employment for local people. Tourist potential in this
region has also been a stimulator in encouraging the Batik and crafts, particularly as souvenir
products of Yogyakarta.

In case of West Nusa Tenggara, during 1975-1983, it was also grouped as one of the low
income region together with Special Region of Yogyakarta. Unlike Special Region of
Yogyakarta, the economic development of this region lagged behind than the other provinces.

Without natural resource endowments, this province does not have enough resources (such as
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investment and local finance) to support their local economic development. In fact, West Nusa
Tenggara is expected to gain some benefits from encouraging many tourists to come into this
region due to its location which is close to Bali. However, even with tourist attractions and a
strategic location, this region is unable to capture the tourist market yet.

Therefore West Nusa Tenggara is tasked to renew their strategic policies in order to
improve the local economic development and finally to increase local income. Having similar
tourist potential as in Special Region of Yogyakarta, West Nusa Tenggara can apply the strategic
policies of Special Region of Yogyakarta, and focus on the local products and small-scale and
cottage industries. Therefore, the local government of West Nusa Tenggara should determine
the local potential as main local product associated with the toﬁrism potential and more
seriously support the role of small-scale and cottage industries in providing the local
employment through proper strategic policies.

Concerning the central policy of PIKM (The Project of Utilization of Small and Medium
Scale Industry), for example in case of West Nﬁsa Tenggara, the program has not been
successful, as reflected by low occupancy rates and the low productivity of small-scale
industries under this program. The fact that those field workers have little or no business and

-technical experience is one of unsuccessful causes of this program. Therefore, the government
should provide professional workers for handling the technical assistance program, such as
supporting extension field workers with professional training.

Another policy concerned with improving the local income is the integrated of Economic

Development Zones (KAPET). Since the KAPET program played an important role in

improving the productivity of small-scale industries, the central and local governments must be

more serious by implementing policies to encourage the performance of this program.

The main objective of the KAPET, is to improve the living standard of local people by

supporting the industrial sectors. Concerning this, both central and local government should
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manage these two programs simultaneously to achieve the optimal result. In addition to the
KAPET and PIKM, the central government should manage all kinds of local programs based on
! the bottom-up approach rather than the top-down approach. In other words, all proérams should

be based on the local needs in order to achieve the target of the programs effectively.

KAPET Parepare has grown better than KAPET Bima. In general, the existence of
industrial estate is able to give good impacts to local infrastructure development such as road
and transportations hubs. Concerning this assumption, both local and central government should
analyze the role of the industrial estate associated with local development improvement.

In addition, the government must be committed and consistent in managing the programs
by employing the professional employees, such as university graduates and business practices.
Only then can the programs be expected to increase the local income and bring equality in

income and development between West Indonesia and East Indonesia.
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