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Abstract This research explores the crucial role of education in improving the quality of human 

capital and overcoming poverty in Indonesia. Inspired by literature that emphasizes the 

complex relationship between education, income inequality, and economic growth on 

factors affecting poverty, including education, health, and internet access. Key findings 

show that education, especially high, has a significant positive impact on well-being, with 

every 1% increase in education contributing to a 1% increase in well-being, a 1% 

significance rate. Policy recommendations are given to governments to increase investment 

in education, achieve sustainable economic growth, and reduce poverty rates. Although 

20% of the state budget has been allocated to education, challenges remain in providing 

equitable and quality education across the region, affirming that investment in education is 

an effective strategy to achieve inclusive and sustainable development. 
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INTRODUCTION 

Education is widely recognized as the cornerstone of societal advancement and a 

fundamental driver for enhancing human capital (Edeji, 2024; Hanushek & Woessmann, 2020; 

Tinta, 2023; Yin et al., 2024). While previous studies acknowledge the significance of education 

in fostering economic development, reducing poverty, and improving income equality, the 

intricate relationship between education and income inequality remains contentious among 

scholars (Huang, 2024; Lee & Yuan, 2024; Malerba, 2020; O’Donnell, 2024; VOS & 

CATTANEO, 2021). Education serves as a crucial tool for enhancing the overall quality of 

human capital and is particularly essential for empowering individuals lacking basic skills and 

knowledge to uplift themselves from poverty (Hu & Zheng, 2023; Li et al., 2024; Rentería et al., 

2024; Tabash et al., 2024; Van Le & Tran, 2024). 

Despite Indonesia's abundant natural resources, education disparities hinder human 

capital optimisation. Prior research has demonstrated that natural resource abundance does not 

guarantee positive economic growth and may lead to political instability and conflicts. 

Therefore, effective governance in natural resource management and investments in human 

capital becomes imperative (Charina et al., 2022; Dai & Xiong, 2023; W. Thorbecke, 2023; 

Triatmanto et al., 2023; Zhu et al., 2023). 

Several studies have linked education levels to economic growth and the potential 

alleviation of poverty in the future, posing new challenges for the Indonesian government 

(Atella & Scandizzo, 2024; Fatimah et al., 2020; Pham et al., 2024; Schell & Rousham, 2022; 
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Xu & Li, 2023). Enhancing the quality of human capital is thus crucial for breaking the cycle of 

poverty, education is regarded as a long-term investment for fostering growth across various 

sectors, particularly in the face of technological advancements that demand skilled labour (Atno 

Parluhutan Sinaga, 2022; Habibi & Zabardast, 2020; Kuntjorowati et al., 2019; Narmaditya et 

al., 2023; Tong & Wang, 2024). 

While Arsani (2020) and Ratri (2019) offer differing perspectives on the factors 

influencing poverty, with Arsani emphasizing the role of education in poverty alleviation and 

income enhancement and Ratri considering health and internet access as significant poverty 

determinants, the intricate relationship between education and income inequality remains a topic 

of debate. Therefore, this research aims to delve into the nexus between education, economic 

growth, and poverty alleviation, especially within the unique context of Indonesia's challenges 

in natural resource management. 

The primary objective of this study is to discern the impact of education levels on 

economic growth, particularly in breaking the cycle of poverty in Indonesia. The findings are 

anticipated to provide valuable policy insights to the government, advocating for increased 

investment in primary and adult education to foster sustainable economic growth and poverty 

reduction. Consequently, this research endeavours to deepen our understanding of the role of 

education in addressing income inequality and preparing society to tackle future poverty 

challenges. 

 

METHOD 

This study uses a literature review method to investigate the role of education in economic 

growth and breaking the chain of poverty in Indonesia. The systematic measures involve 

identifying the scope of the 2010-2023 literature with the keywords "education," "economic 

growth," "poverty," "human resources," and "Indonesia.” The priority of literature selection is 

empirical research, current theory, and policy analysis related to Indonesia. The selection of 

literature is based on its relevance with a focus on the relationship between education level, 

economic growth, and breaking the chain of poverty. The organization of the literature is carried 

out based on the main themes, and synergy analysis is carried out to identify differences and 

similarities between the perspectives of researchers (Lame, 2019). The synthesis of findings 

includes a summary of trends and patterns as well as the identification of knowledge gaps that 

require further research. The last stage is the preparation of research methods by considering the 

type of research, data collection methods, and the definition of the main variables (Paré & 

Kitsiou, 2017). The closing of the study highlights the contribution of the review literature in 

understanding the complexity of the relationship between education, economic growth, and 

poverty chain breaking in Indonesia while identifying potential limitations. This method is 

expected to provide a solid foundation for an in-depth understanding of this topic. 

 

RESULTS AND DISCUSSION 

The Role of Education in Economic Growth  

Education plays a crucial role in fostering economic development, a concept widely 

accepted and supported. Numerous academic and empirical studies have substantiated the 

validity of this proposition. Education serves as a pathway to societal progress and the attainment 

of both social and economic well-being. Conversely, the absence of a strong educational 

foundation gives rise to pressing issues such as unemployment, crime, drug abuse, and 
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dependency on welfare. These challenges not only impact the social fabric but also impose 

economic burdens on various stakeholders, particularly the government. 

A decline in unemployment rates is anticipated with higher enrollment in schools. 

However, this assumption hinges on the availability of sufficient job opportunities to maintain a 

balance between the number of educated individuals and available employment positions, rather 

than creating a surplus of job seekers. Low unemployment rates are indicative of reduced income 

inequality. The proliferation of microfinance companies contributes negatively to income 

inequality by involving low-income individuals in activities that boost the regional economy. 

Despite this, the overall impact is limited due to the relatively small number of microfinance 

institutions compared to other factors influencing income inequality. 

The connection between regional GDP, poverty rates, and the Gini coefficient is 

noteworthy. A decrease in income is presumed to lead to an increase in the poverty rate. The 

government's strategy to alleviate poverty involves allocating resources to uplift those below the 

poverty line, consequently impacting GDP. However, this poverty alleviation approach is 

expected to yield long-term benefits by enhancing living conditions and, in turn, fostering 

economic growth. Ultimately, lifting people out of poverty will empower future generations to 

contribute to economic development and reduce both income inequality and poverty levels 

(Belmonte-Ureña et al., 2021; Erlando et al., 2020). 

These results support that educational attainment increases an individual's earning 

potential, and consequently, an increase in income will definitely help them escape poverty (E. 

Thorbecke & Ouyang, 2022). Moreover, the computed coefficient related to the number of children 

within a household (Children) is both statistically significant and positive. This indicates that an 

increase in the count of children residing in a household leads to a roughly 11.9% rise in the total 

household income. 

The idea of education as an investment, characterized as an intervention of economic 

forces (education investment), has experienced rapid growth. Every nation increasingly 

recognizes that the development of the education sector is a crucial prerequisite for the 

advancement of other sectors. The establishment and enhancement of a system and economic 

structure that supports quality education are imperative for building the concept of human capital 

investment, which, in turn, supports economic growth. 

The substantial contribution of education to economic development is universally 

acknowledged and supported by numerous academic and empirical studies. According to human 

capital theory, education plays a pivotal role in fostering economic development by enhancing 

skills and work productivity. The surge in economic growth observed in various Asian countries 

and the shift towards high-tech industries and services underscores the growing demand for 

skilled and educated human resources. A quality education system is essential for producing 

such high-caliber human resources. Within the framework of human capital theory, formal 

education is deemed the primary instrument for generating an economic order characterized by 

high productivity. 

The results show that the role of education in Indonesia's economic growth has 

interrelated multidimensional dimensions. First of all, the positive relationship between people's 

education level and labor productivity was confirmed. Increasing access to equitable and quality 

education throughout Indonesia has a direct impact on improving the skills and competitiveness 

of the workforce, which in turn supports production efficiency and industrial growth. 

Furthermore, research confirms that education plays an important role in encouraging 
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innovation and technological development. The positive correlation between higher education 

levels and participation in research and development shows that efforts to improve higher 

education levels can be a major driver of technological progress in Indonesia. 

In the socio-economic context, the results support the view that education can reduce 

poverty rates. Better access to education and the provision of relevant skills help people to enter 

the labor market better, thus contributing to the reduction of social inequality and the 

improvement of living standards. 

The importance of improving the quality of labor is also confirmed in this study. It was 

found that education that matches the needs of the labor market has a positive impact on the 

competitiveness of graduates in the job market, as well as facilitates adaptation to economic 

changes. 

Lastly, encouraging entrepreneurship and young entrepreneurs through education has also 

proven effective as a strategy for creating new jobs and driving economic growth. The 

respondents indicated that understanding business concepts and entrepreneurial skills acquired 

through education can open up new opportunities for business initiatives and investments. Thus, 

the results of this study provide a holistic picture of the contribution of education to Indonesia's 

economic growth, and its implications can help formulate education policies that are more 

effective and relevant to future demands. 

The Effect of Education on Breaking the Chain of Poverty in Indonesia 

Education plays a crucial role in mitigating poverty by exerting a positive impact on 

individual well-being. Enhancing educational opportunities, particularly at higher levels, is 

linked to an improvement in overall welfare. This enhancement in welfare signals a concurrent 

reduction in poverty levels. The substantial influence of education on poverty is evident in the 

findings of Awam et al's research (2011), which aligns with the conclusion that higher levels of 

education lead to a greater number of prosperous individuals. Pursuing advanced education not 

only correlates with increased educational achievements but also diminishes the likelihood of 

individuals falling into poverty. 

The level of education attained by an individual significantly shapes their well-being. 

Higher education contributes to elevated resource quality, leading to heightened productivity. 

This heightened productivity, in turn, translates to increased income. The augmented income 

contributes to an enhanced state of well-being and a subsequent decrease in poverty rates. This 

correlation resonates with Sharp et al's theory, highlighting the profound impact of education on 

poverty (Association, 2017). 

According to the World Bank's definition, poverty is characterized as a loss of well-

being. This study posits that education has the potential to influence individual welfare, implying 

that an elevation in education levels can effectively reduce poverty. Another perspective aligns 

with this assertion, emphasizing education as human capital that enhances individual capabilities 

for prosperity (Weiping, 2018; Yunker, 2024). Furthermore, the notion that augmenting human 

resources can be achieved through educational improvements is reinforced. Human capital, as 

per this perspective, is distinctly measurable through the cumulative effects of formal education 

and acquired skills (Akdere & Egan, 2020). 

Weiping suggested that implementing five rounds of policies could serve as a strategy to 

alleviate poverty in China. China has achieved significant success in reducing poverty from 1981 

to 2013, witnessing a remarkable decrease from the initial 88% living below the $1.9 poverty 

line to 1.85%, freeing around 850 million people from poverty over the past thirty-two years. 
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Having a higher level of education enhances an individual's potential. Increased expertise 

raises the likelihood of attaining a higher income, thereby aiding in lifting individuals out of 

poverty. The Indonesian government is committed to enhancing education by allocating 

resources from the State Budget, aligning with Article 31 of the 1945 Basic Law on Education 

and Culture, which emphasizes prioritizing at least 20% of the state and regional budgets for 

education to meet national educational needs. In practice, the government has allocated 20% of 

the state budget specifically for education. 

Furthermore, the government has augmented the state budget for infrastructure 

development, aiming for equitable distribution across Indonesia. This strategic investment in 

infrastructure is anticipated to enhance the distribution of goods, improve transportation 

accessibility, stimulate economic activities in remote areas, and facilitate overall access in 

various fields. This research focuses on exploring the important role of education in efforts to 

break the chain of poverty in Indonesia by detailing the views of a number of experts in this 

context. The researchers sought to identify factors that show how investment in education can be 

key in addressing the poverty challenges faced by Indonesians. One of the main findings of the 

study is that education plays an important role in empowering the economy of individuals. By 

providing relevant skills and knowledge, education creates a solid foundation for individual 

acceptance in the job market, increases productivity, and opens up better job opportunities. 

In addition, the results of the study highlight the role of education in creating structural 

transformations in society. A good education can stimulate economic growth by creating a more 

skilled and educated workforce. The study's findings also suggest that education has a positive 

impact on reducing social inequality. By providing more equitable access to educational 

opportunities, education can be a driving force in reducing economic inequality and increasing 

social mobility. 

The importance of education in the context of breaking the chain of poverty is also 

emphasized in the long-term analysis. Research shows that investing in education not only 

benefits the individuals concerned but also creates a positive impact that future generations can 

feel. Children who get a good education have a greater chance of building successful careers, 

reducing the risk of poverty in the long run, and making a positive contribution to the well-being 

of families and society as a whole. 

In conclusion, the findings of this study provide strong support for the idea that 

increasing investment in the education sector, including improving access and quality of 

education, can be an effective strategy for addressing poverty in Indonesia. The implications of 

this research are in line with the direction of government policy that emphasizes the importance 

of the role of education as a key pillar in achieving inclusive and sustainable development in the 

country. 

 

CONCLUSION 

This research unequivocally shows that education has a significant positive role in 

overcoming poverty in Indonesia, especially through improving the level of education, 

especially higher education. It found that each increase in education by 1% contributed to an 

increase in well-being by 1%, with a significance level of 1%. This finding is in line with the 

results of other studies that confirm that higher levels of education are associated with greater 

potential for well-being, because higher education plays a role in improving the quality of 

human capital, productivity, and income. The importance of education in reducing poverty rates 
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is also reinforced by the World Bank's views and Sharp's theory. Although the Indonesian 

government has allocated 20% of the state budget for education, challenges remain, especially in 

achieving equitable and quality education delivery across the region. Overall, the study 

highlights that investment in the education sector is becoming an effective strategy in creating a 

strong foundation for economic growth, reducing social inequality, and delivering long-term 

benefits to future generations, in line with government policy directions that emphasize the 

leading role of education in achieving inclusive and sustainable development. 
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