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Abstract  

The quality of education in Indonesia has not improved even though the poverty rate has 
fallen. As education accelerates economic growth and productivity, improvement in 
education, especially in early childhood education is a must. Not only determines 
macroeconomics indicators, but education also determines microeconomics indicators such 
as people’s income. As education needs tuition fees, family socio-backgrounds such as 
parents’ employment and residential also affect people’s income. This study aims to 
examine the impact of education, and family social background on people’s income using 
IFLS 5 data with ordinary least squared regression. The result shows that education and 
family socio-background have a great impact on children’s future income. The return from 
the interaction between early education and tertiary education is significantly higher than 
the returns from primary and secondary levels. Individuals who live in an urban area, come 
from a mixed-ethnicity family, and has a parent who worked as an employee tends to have 
a higher income. Based on that result, parents should encourage and support their children 
to take complete education, from early childhood education to higher education and pay 
attention to their social-economics condition. People should enroll their kids in early 
childhood education and escalate their education level.  The government should also 
intensify some programs such as PIP, Bidikmisi, employment policy, and transmigration to 
optimize the impact of education and social factor on their citizens’ income. 
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I. Introduction  
For some people in developing countries, education becomes a luxury thing.  They 

cannot afford appropriate education because many of them should struggle for other basic 
needs such as food and housing. As a result, shortcomings in education persist in many 
regions of the developing world, hampering economic growth and human development.  

In one hand, many previous studies show that education accelerates economic 
growth, national productivity, political stability, social cohesion, poverty alleviation, and 
inequality reduction (Chabbott & Ramirez, 2000; Levine et al., 2004; Milligan et al,, 2004). 
On the other hand, existing poverty and inequality worsened through poor education.  
Several previous studies also have shown that poverty significantly reduces the probability 
of school participation.  

As developing countries, Indonesia also faces some problems in education and 
poverty. Although the poverty rate in Indonesia has decreasing until one digit, the level of 
education in Indonesia does not improve well since the last decade. Based on mean years of 
schooling data, the level of education in Indonesia was still low, only 8.17 years in 2018. It 
means that, on average, people in Indonesia only graduated from junior high school. This 
situation even worse in several provinces, such as in Papua and Nusa Tenggara Barat, in 
which their mean years of schooling are only about 6 and 7 years (Badan Pusat Statistik, 
2018).   

Regarding poverty and education, children experience higher levels of poverty 
compared with the general population. Even areas with relatively low poverty rates can 
still have large numbers of low-income households. Java, for example, was home to nearly 
4.6 million children living below the national poverty line in 2018 (BAPPENAS & 
UNICEF, 2019).  One of the causes of high child poverty is the coverage of social 
protection programs, especially among young children. There is no fixed, static group of 
households at the bottom of the distribution that can be a target. The simulation conducted 
by BAPPENAS & UNICEF (2019) suggested that continued investment in social 
protection will be critical to achieving more inclusive growth. One of them is Indonesia 
should invest heavily in improving children’s access to education.  

Children's education is not only limited to basic and formal schools such as 
elementary and high schools but also early childhood development, including early 
childhood education. Several studies show that early childhood interventions have 
important long-term economic benefits. Investment and experiences in childhood period 
create the foundations for lifetime success and are estimated to have substantially higher 
rates of return than most remedial later-life skill investments (Almond & Currie, 2011; 
Campbell et al., 2002; Cunha et l., 2006; Gertler et al., 2014; Heckman, 2000). 

However, reducing poverty through education is not cheap. Indonesia’s government 
has indeed allocated at least 20 percent of the national budget on education, as stated in 
amended 1945 Constitution article 31 paragraph 4, but in practice, most of that budget is 
allocated to teachers’ compensation, not for improvement in education quality. As a result, 
the quality of education in Indonesia is almost the same as ten years ago. To gain high-
quality education, parents should pay more, whether to have additional private courses or 
enroll their children in high-quality private schools. Moreover, regarding early childhood 
education, as Indonesia’s government only gives subsidies for elementary schools to high 
schools, parents should prepare their budget to enroll their children in early childhood 
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education. As a result, only children from middle income or high-income families can enjoy 
their early childhood education. Even though early childhood education is essential, based 
on Susenas 2017, only five from 10 children enrolled in their early education (Kementerian 
Pemberdayaan Perempuan dan Badan Pusat Statistik, 2018). This figure indicates that 
family background also affects future income by affecting early childhood education 
enrolment process. Here, the family background not only about economic status but also 
about social conditions such as parents’ married status, ethnicity, and residence. 

As income determines social-economic status, it is interesting to examine the impact 
of education and family social background on people’s income.  

Based on those backgrounds, there is two research question on this study: 

1. How does taking early childhood education affect people's future income? 
2. How do personal's social backgrounds, such as the family's wealth and parents' race, 

affect people's future income? 

II. Literature Reviews 
Education has a significant role for children, it provides chances to develop 

mentally, physically, and social awareness in them (Childfund, 2019). Not only affects 
children in their early age, but education also has important long-term benefit, and the 
return to education are typically higher in developing countries (Gertler et al., 2014; 
Psacharopoulos & Patrinos, 2004). Moreover, education has a significant impact both for 
men and women. However, education affects them at different levels of education. 
According to Psacharopoulos & Patrinos (2004), generally, women get more benefits from 
education investment, but men receive greater returns from primary education.  

In general, almost at the whole age level, education has an essential role in which 
education can explain 30 percent of the variation in income in a human capital earnings 
function (Almond & Currie, 2011). The recent studies show that education, especially early 
childhood educations (ECE), have influenced later life outcomes. A multistage technology 
governs human skill. Every stage corresponds to a period in the life cycle of a child (Cunha 
et al., 2006). According to their study’s results, several levels of technology may be more 
productive in producing some skills than another level, and some inputs may be more 
productive at some stages than at other stages. If one stage alone is effective in producing a 
skill, it is called a “critical period” for that skill. Early childhood ages are critical periods for 
some essential skills, such as cognitive and psychosocial skill development. Therefore, 
stimulation and intervention in this period are important. In the short term, early 
intervention lowers the cost of later investment. Young children at risk for school failure 
who participate in early childhood programs are less likely to repeat grades, resulting in 
lower costs to the education system over time (Knudsen et al., 2006). Regarding this 
critical period, several studies report that return to ECE not only on later education but 
also on earnings. Using the National Longitudinal Survey of Youth-child Sample Data, 
Cunha & Heckman (2008) found that a 1 percent increase in parental investments at ages 
6-7 increases incomes by 2.49 percent. Furthermore, as a policy, based on Campbell et al. 
(2002), a high-quality child care program can have a lasting impact on the academic 
performance of children from poverty backgrounds. 

In Indonesia, since education has a great benefit, the government of Indonesia has 
implied some programs to improve the quality of education from kindergarten until higher 
education. For kindergarten, in 2019, the government of Indonesia allocated 4.47 billion 
rupiahs as Operational Assistance for the Implementation of Early Childhood Education. 
Purnomo (2019), in his studies in Kebumen municipality, found that contribution of 
funding allocation to the program improving quality of early childhood education is quite 
enough.  
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For primary and secondary education, the government of Indonesia has provided 
Program Indonesia Pintar (PIP) to help pupils to meet their basic education needs such as 
books, uniforms, etc. In general, the effectiveness of this program is quite good. Ahmad 
(2018), in his study held in 6 provinces in Indonesia, found that PIP has improved School 
Participation Rates and Human Development Index in those provinces. In a smaller 
region, another study conducted by Karmila et al. (2019) show that PIP has a significant 
effect on 12-year compulsory education stub in Blangkejeren district in Aceh province. 
However, other studies found that PIP is not effective in improving the quality of 
education due to some reasons, such as misuse, parental reasons, and financial 
mismanagement (Hasan, 2017; Septiana Zulvia dan Suyanto, 2017). 

Not only allocate a budget for early, primary, and secondary education, but the 
government also allocated a budget for higher education called Bidikmisi. Bidikmisi is 
tuition assistance for prospective students who are economically disadvantaged and have 
good academic potential to study in tertiary institutions in excellent study programs until 
they graduate on time. However, the effectiveness of this program questioned due to 
several reasons, such as mistarget and low achievement results. Studies conducted by 
Andriadi, et.al, (2019) and Kurniawan (2017) found that many Bidikmisi awardees cannot 
reveal great achievements as they expected. Some of them also came not from a low-
income family and only got a low GPA. But, in another study conducted by Nim (2016), 
Bidikmisi should be appreciated because it improves the chance of students from a low-
income family to reach higher education. He also said that this program would be 
successful as long as it fulfills four criteria: right policy, right implementing, right on 
target, and the right environment. 

Despite all the work done by the government, the return to education on income 
does not stand alone. Several previous studies have recognized that the cross-sectional 
correlation between education and earnings may differ from the true causal effect of 
education. Then, the instrumental variables (IV) on education and earning formula 
introduced. IV estimates of the returns to education based on the family background are 
higher than classic Ordinary Least Squares, which is usually used by early studies such as 
Mincer (1974) and Becker & Chiswick (1966).  

Family background explained many portions of the variance in children’s 
educational attainment, more than school quality did, and this effect strikes during the 
later preschool years and continues through childhood (Jencks, 1972; Rutter, 1985b).  
Those results indicate that family backgrounds have an important role in educational 
opportunities and preferences. According to Björklund & Salvanes (2011), to reach the 
equality of opportunity, family background is relevant because people have not chosen 
their family background and thus cannot be held accountable for any impact of family 
background on their status during adulthood. This reasoning has motivated several 
education reform policies that aim to diminish the correlation between educational 
attainment and family background. The study conducted by Aakvik et al. (2005) suggests 
public interventions alleviate the effects of family background should thus also be targeted 
at a child’s early years, the shaping period for the cognitive and non-cognitive skills 
important later in life. 

Several studies of children's early cognitive and physical development agree that 
family earning in the first five years of life is a strong correlate of developmental outcomes 
in early and middle childhood period (Duncan et al., 1994; Miller & Korenman, 1994; Smith 
et al., 1997). Family’s income is important because it ensures families to provide richer 
learning environments for their children, then policies that enrich learning environments 
might be more efficient in meeting child development goals than would a more general 
redistribution of income.  
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Not only the family’s income condition, but the family situation also has a great impact on 
children's education. Based on the report by Coleman (1968) in Heckman (2000), failed 
families produce low-capacity, ineffectively persuaded pupils who don't prevail in school. 
The results also said that long-run family and environmental factors play a resolute role in 
developing the capability and expectations of children.  

Another family background indicator used in this study is parental marriage 
culture, whether the children born from interethnic parents or same-ethnic parents. There 
is some concern that children from the interethnic family face greater difficulties and 
experience lower levels of well-being than children living with the same race/ethnic 
parents (Cooney & Radina, 2000). However, this opinion is still debatable. Some previous 
studies, such as McDermott & Fukunaga (1977) and Porterfield (1978) argued that 
offspring in interethnic families were at greater risk for more serious hazard for lower 
levels of confidence, trust, and feelings of acceptance exhibited more prominent degrees of 
anxiety, restlessness, aggressiveness, and withdrawal. But, other studies, like Johnson & 
Nagoshi (1986), Stephan & Stephan (1991), and Pearce-Morris & King (2012) argued that 
children in inter-ethnic families did not face significantly greater risk of developing 
internal or social adjustment problems such as levels of self-esteem, feelings of alienation, 
or stress, than children in same-ethnic families. 

As a multicultural country, Indonesia faces many challenges due to this situation. 
One of the government policies effective in overcoming this problem is transmigration. 
Transmigration program is useful to increase the tolerance between groups. The study 
conducted by Novaisi (2019) indicated that social interaction between residents and 
transmigrants develops tolerance in early childhood occurs within the scope of religion, 
social, culture, and tolerance between ethnic groups and races. This phenomenon 
supported by several factors, such as imitation, sympathy, cultural confusion, mixed 
marriages, the openness of society in differences, and areas of residence. 

Not only parents’ cultures, but parents' marital status also affects children's 
education and their future. Several studies indicate support that marital dissolution leads 
economic-deprivation explanation, decreasing social resources, and demotivating 
achievement, thus leading to interruption of schooling and early entry into adult roles 
(Keith & Finlay, 1988; McLanahan, 1985). 

III. Data and Methodology 
This research uses data from the Indonesia Family Life Survey (IFLS) wave 5. The 

models in this study based on models in Bowles, Gintis, & Osborne (2001)  with several 
modifications due to the availability of data. They developed models to analyze the effect of 
schooling and parental socioeconomic background. The model specification used in this 
study is: 

ln 𝑖𝑛𝑐𝑜𝑚𝑒 = 𝛽0 + 𝛽1𝑒𝑎𝑟𝑙𝑦_𝑒𝑑𝑢𝑖 + 𝛽2𝑖𝑛𝑡1𝑖 + 𝛽3𝑖𝑛𝑡2𝑖 + 𝛽4𝑖𝑛𝑡3𝑖 + 𝛽5𝑟𝑢𝑟𝑎𝑙𝑖 +
𝛽6𝑝𝑎𝑟𝑒𝑛𝑡_𝑒𝑡ℎ𝑛𝑖 + 𝛽7𝑝𝑎𝑟𝑒𝑛𝑡_𝑚𝑎𝑟𝑟𝑖𝑒𝑑𝑖 + 𝛽7𝑝𝑎𝑟𝑒𝑛𝑡_𝑒𝑚𝑝𝑙𝑜𝑦𝑚𝑒𝑛𝑡𝑖 + 𝑢1𝑖  

(1) 

Where ln income is personal annual income; early_edu is the dummy variable that 
represents enrolment status in early childhood education; int1, int2, and int3 is the dummy 
variable that represents the interaction between someone who graduated from primary 
education, secondary education, tertiary education and enrolled in early childhood 
education, respectively; rural is the dummy variable that represents the individual in rural 
areas; parent_ethn is the dummy variable that represents whether the parents have the 
same or different ethnicity; parent_married is the dummy variable that represents whether 
the parents still living together when respondent was 12 years old; parent_employment is 
the dummy variable that represents whether the parents worked as self-employed, 
employee, or others; and u1i is error term. 
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IV. Results, Analysis, and Discussions 
Ordinary least square used to estimate the model. The result is: 

Table 2. Regression's Result 

 (1) 
VARIABLES log_income 

  
early_edu 0.357*** 
 (0.0248) 
int1 0.107*** 
 (0.0103) 
int2 0.221*** 
 (0.00941) 
int3 0.380*** 
 (0.0127) 
Rural -0.276*** 
 (0.0212) 
parent_ethn -0.0727** 
 (0.0365) 
parent_married -0.00107 
 (0.00893) 
parent_employment (employee) 0.117*** 
 (0.0242) 
parent_employment (others) -0.0939*** 
 (0.0294) 
Constant 16.13*** 
 (0.0528) 
R-squared 0.118 

Standard errors in parentheses 
*** p<0.01, ** p<0.05, * p<0.1 

 

The result shows that education significantly affects earning. Someone who enrolled 
in early childhood education tends to have income 35.7 percent higher than someone who 
does not. This result similar to Cunha & Heckman (2008) that show there is an incremental 
education investment income ratio, especially for education investment in early age. 
Furthermore, the interaction between enrolled in early education and level of graduated 
education shows that the estimated model results show an increase in income by 10.7 
percent for primary education, 22.1 percent for secondary education, and 38.0 percent for 
tertiary education. Thus, the return from the interaction between early education and 
tertiary education is significantly higher than the returns from primary and secondary 
levels, a finding also consistent with the view reported by Majumder & Chowdhury Biswas 
(2017) that increasing investment in education may lead an individual from being poor to 
non-poor.  

Regarding social background, the result shows that individual that located in the 
urban areas likely has a higher income than those in rural areas. This result is similar to 
the study by Gounder & Xing (2012).  The coefficient of parent_ethn indicates that a 
person who has parents with different ethnicity tend to have income 7.27 percent higher 
than who has parents with the same ethnicity. This result is quite different from previous 
studies which argue that children from interethnic family usually face some difficulties in 
their childhood period as well as in their early adult period, such as in studies by 
McDermott & Fukunaga (1977) and Porterfield, (1978). The situation in Indonesia may 
produce this different result. As Indonesia consists of many ethnic and cultures, children 
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from an interethnic family tend to have a higher tolerant level, more democratic, and easier 
to adapt to various situations. As a result, they tend to have more capability, especially in 
language ability, compared to those from the same-ethnic family (Barus et al., 2011). Then, 
not as predicted, parent_married does not significantly affect personal income. It is 
different from the argument of Heckman (2000) that said broken-home families produce 
low-ability and poorly motivated students who do not succeed in school and lead them to 
failed adults. It means that whether a person living in a complete family or broken-home 
family when they were children, it does not affect their future economic status. Then, as 
the results of many previous studies, parents’ former employment status significantly 
affects an individual’s income. Someone who has parents that worked as an employee in 
government or private sectors tend to have 11.7 percent higher income than they who have 
a parent that worked as an entrepreneur or self-employed. 

On the other hand, someone who has parents that worked as casual workers or only 
received transfer or pension tend to have 9.39 percent less income than they who have a 
parent that worked as entrepreneur or self-employed. As employees and entrepreneurs are 
more stable jobs than casual workers (in which both employees and entrepreneurs have a 
higher income than casual workers), their children have a greater chance of having a 
brighter future compared to those with parents who worked as casual workers. This result 
is similar with many previous studies such as Björklund & Salvanes (2011); Duncan, 
Brooks-Gunn, Jean Yeung, & Smith (1998); Jencks, (1972); Miller & Korenman (1994); 
Rutter, (1985a); Smith et al., (1997). 

V. Recommendation and Conclusion  
5.1. Recommendation 

The economic analysis models for Indonesian’s IFLS data supports the view that 
income, education, and family socio-background are connected. The return of early 
childhood education on income is positive and significant, and its effect almost the same 
with tertiary education. It means that the government should encourage parents to enroll 
their children in kindergarten or another equivalent education level. As early childhood 
developments have a great impact on children’s future, the government should also pay 
attention to the facilities of early childhood developments such as curriculum, tutors, and 
standardization. Those supports are essential because education provided to children aged 
3-6 years is not only aimed at introducing children to the fields of learning to interact with 
their peers. Furthermore, PAUD has the main function of developing all aspects of child 
development, including cognitive, language, physical (motor and fine), social and emotional 
development (Kementerian Pemberdayaan Perempuan dan Badan Pusat Statistik, 2018). 
Therefore, the best PAUD curriculum should be prepared to get the best result. Ir order to 
accommodate industry revolution 4.0, the PAUD curriculum should be adjusted. Start-up 
in early education could be an alternative to elevate the quality of early childhood 
education. One of the start-ups that should be improved is the “Ruang Guru PAUD 
website” at  http://anggunpaud.kemendikbud.go.id/. 

Adaptation of the new literacy movement integrated by making adjustments to the 
curriculum and learning system in response to the industrial era 4.0 (Yahya, 2018). Not 
only the curriculum, but the quality of tutors should elevate by giving them intensive 
training and enough remuneration. This rewards effectively to motivate them to teach 
better (Massalim, 2019). To fulfill this requirement, the government, both national and 
local government, should allocate enough budget on early childhood education.   

Not only early childhood education, but the government should also pay attention 
to other formal educations, from elementary school to higher education. Interact with early 
education, the higher the education level, the more its return on people’s income. 
Education negatively linked with poverty and higher levels of education would aid in the 
alleviation of poverty (Awan et al., 2011) as higher educational level enhances the 

http://anggunpaud.kemendikbud.go.id/
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possibility of an individual to obtain higher earnings. Ongoing government programs that 
increase access to education such as Program Indonesia Pintar (PIP) and Bidikmisi must be 
continued, especially to those in the urban and rural poor households, and if it is possible, 
the government should increase the number of beneficiaries. Based on the odds ratios of 
the result, these education variables account for more impact on people's income than 
family socio-background variables. 

Regarding PIP, although it has a great impact on increasing school participation, 
depth evaluation is needed to improve the quality of the program. The administration 
process of PIP become the biggest obstacle (Septiandika, 2017; Zahimu, 2019). Therefore, 
its administration process should be simpler. Unlike PIP, Bidikmisi reaps higher 
controversy on their awardee selections. The transparency on awardee selections 
questioned due to their outcome in universities. Not only its transparency, but its 
complicated administration, mistarget, and low achievement of its awardee also become 
challenges for Bidikmisi improvement (Andriadi et al., 2019; Kurniawan, 2017; Pardede, 
2015). Regardless of its weakness, Bidikmisi is successful in improving higher school 
participation, especially among low-income families.  

Regarding family socio-background, because the result shows that there is a 
significant difference in average income between those who live in rural areas and urban 
areas, the government should ensure that their programs as inclusive as possible. So, all 
people living both in rural and urban areas enjoy the result of development equally. Then, 
the result also shows that children from mixed-ethnicity parents tend to have higher 
income; social interaction should be encouraged. Because social interaction needs tolerance, 
appeal for social harmony should be socialized. Another way to escalate inter-ethnicity 
interaction is migration, in this case: transmigration. Not only have benefit for children’s 
future, but transmigration also has a great impact on regional economic development. 

Regarding socio-background, another significant variable is the parents’ former 
employment. The result shows that children with parents worked as a casual worker or 
only received transfer and pension tend to have less income compared to those who their 
parents worked as an entrepreneur or employee. Because casual workers are vulnerable to 
lose their work, the government should pay attention to the policy of the employment 
contract system and their payment mechanism.  

5.2. Conclusion 
Education and family socio-background have a great impact on children’s future 

income. Not only formal education such as elementary school to higher school, but early 
childhood education also has an essential effect on people’s income. It means that to achieve 
higher income. People should enroll their kids in early childhood education and escalate 
their education level. Residential, parents’ culture, and parents’ former employment also 
determine their children’s income in the future. Based on that result, to ensure their 
children’s future, parents should pay attention to their children’s education, encourage and 
support their children to take complete education, from early childhood education to 
higher education. Concerning socio-background factors, parents should care about their 
capability so that they can get a good job and good earnings for their family. The 
government should support their people’s efforts by conducting several programs such as 
Program Indonesia Pintar (PIP), Bidikmisi, inclusive work environment, good wage 
scheme for casual workers, and transmigration. 
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