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Foreword  
The Republic of Indonesia has made impressive strides in reducing poverty over the past 
decades, despite the setbacks that occurred as a result of the Asian financial crisis.  Income 
poverty headcounts measured with the national poverty line have been falling steadily since 
1999.  In 2004 the poverty incidence was once again below pre-crisis levels, at less than 17% 
of the population. But now is not the time for complacency. Great challenges remain in 
improving welfare in the 4th most populous nation in the world, where a poverty incidence of 
17% translates to well more than 36 million poor people.  And that is just absolute income 
poverty, which does not consider wider questions of wellbeing such as access to assets or 
services, or relative deprivation. 

Regional disparities are significant across this vast archipelago, and national averages mask 
stark differences.  The poverty incidence in some of the outlying eastern provinces is as high as 
39% of the population.  The issue of regional disparities also applies to progress in achieving 
the Millennium Development Goals (MDGs).  While the national prognosis for achieving most of 
the MDGs is generally good (with a few exceptions particularly in the health targets), the 
regionally disaggregated data shows that a number of provinces will be left behind. 

This Country Poverty Analysis (CPA) highlights that vulnerability to poverty is a fact of life for a 
very large proportion of the population precariously perched just above the poverty line. 
Vulnerability can be illustrated by the striking difference in the proportion of the population living 
below the international poverty lines of $1 and $2 per day (in 1993 purchasing power parity): 
7.5% and 52.4% of Indonesians in 2002, respectively. For the near-poor, even a relatively 
minor shock (such as an increase in prices resulting from the removal of fuel subsidies) can 
lead to a sharp decline in welfare.  Larger shocks—such as major natural disasters, to which 
Indonesia is unfortunately particularly prone—can be devastating. The CPA concludes that the 
vulnerable and near-poor can be protected by focusing on a) infrastructure investments 
(improved access to physical capital expands productive opportunities, reduces transaction 
costs, and stimulates economic growth), b) health and education investments (improved human 
capital enables the poor to better connect to the growth process) and c) dual purpose social 
safety net programs like conditional cash transfers that provide immediate income support the 
most vulnerable while at the same time reducing their risk of future poverty by addressing the 
structural causes of poverty. 

Poverty issues in Indonesia cannot be divorced from the institutional and governance context. It 
has been roughly six years since Indonesia's rapid and comprehensive "big bang" 
implementation of regional autonomy. While a number of challenges remain, the process of 
decentralization has the potential to greatly improve welfare by bringing service delivery closer 
to the Indonesian people, and especially to the poor.  Poverty reduction efforts are in the 
process of being localized, and local governments are now following the national lead in 
preparing poverty reduction strategies.  These developments are grounds for optimism. 

Karin Schelzig Bloom of the ADB Southeast Asia Department, Social Sectors Division led the 
Country Poverty Analysis team and served as main author and technical editor. Lisa Kulp of the 
Indonesia Resident Mission (IRM) wrote sections of Chapter 2 and contributed general 
technical guidance. Other valuable inputs were received from IRM team members A. Barend 
Frielink, and Syahrul Luddin. Finally, the CPA strongly benefited from the contributions of 
consultant team members Roger Montgomery, Rizal Matondang, Indah Setyawati, and 
Farsidah Lubis.  
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Using this work as a foundation, ADB looks forward to continued partnership for poverty 
reduction and achievement of the MDGs with the Government of the Republic of Indonesia, 
and to working together to support the vision of a democratic, just, and prosperous Indonesia. 
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Executive Summary  
1. The Asian Development Bank (ADB) is formulating a new, results-based Country 
Strategy and Program (CSP) for the Republic of Indonesia in 2006. A Country Poverty Analysis 
(CPA) is one of a number of thematic assessments undertaken as an input to every CSP.  The 
CPA for Indonesia was initiated in mid-2005 as a desk study, drawing on a wealth of 
information stemming from the rich tradition of poverty analysis in Indonesia.   

2. Chapter 1, A Framework for the CPA, outlines the CSP process, the enhanced ADB 
Poverty Reduction Strategy (PRS), and, in broad brushstrokes, the evolution of global poverty 
thinking from the more narrow focus on income to the broad, multidimensional, participatory 
and rights-based approaches of the 21st century.  The CPA thus adopts a multidimensional 
approach drawing on many definitions of poverty in its attempt to paint a picture of the many 
factors that combine to influence the wellbeing of the Indonesian population.    

3. Chapter 2, A Poverty Profile of Indonesia, provides an overview of the manifestations 
of poverty in Indonesia. We look at income and expenditure poverty and explore issues of 
geography, human capital, gender, employment, demography, ethnicity, and the environment. 
The profile further examines the question of access. The chapter begins by examining poverty 
definitions and measurement methodologies in Indonesia.  
4. The poverty headcount in Indonesia has been steadily falling since the post-crisis level 
of 23.4% of the population in 1999. In 2004 the official poverty incidence was just 16.7%. 
However, 16.7% of Indonesia's population is more than 36 million people, a significant number 
by any standard.  In 2004 the average national poverty threshold was 122,775 rupiah per 
person per month (approximately $13.73). Indonesia’s poor continue to be concentrated in rural 
areas (the rural poverty headcount was 20.1% in 2004). However, Indonesia is undergoing 
rapid urbanization. In 2000, about 42% of Indonesians lived in urban areas.  By 2025 the urban 
population is projected to increase to 68% of the population.  

5. There are significant regional disparities in Indonesia.  The provinces with the highest 
poverty headcounts are not the same as the provinces with greatest number of poor people. In 
terms of magnitude, East Java contains the largest number of poor people (about 7.3 million in 
2004), but the province's headcount was below the national average. The less populated 
eastern provinces have the highest headcounts, but a far smaller number of poor.  Regional 
disparities can be grouped into three broad categories: those between Java and the rest of 
Indonesia, those between East and West Indonesia, and those between urban and rural areas 
of Indonesia.  However, when we delve into the data a bit further, the picture is much less clear. 
There are in fact considerable disparities between Java and Sumatra, for example, as well as 
among districts on Java itself.  

6. In Chapter 3, Meeting the Millennium Development Goals, we summarize the most 
recent Indonesian MDG updates to provide a snapshot of where Indonesia stands in 2005, and 
an assessment of the likelihood of progress by 2015.  On the whole Indonesia is making solid 
progress toward achieving the MDGs, particularly in relation to poverty reduction, education, 
gender equality and child mortality.  But this positive general prognosis masks a more complex 
reality, where nationally aggregated statistics fail to capture the degree of underdevelopment 
among the regions, and the unevenness of MDG attainment. The greatest off-track MDG 
challenges are in the environment and in health. There are an estimated 582,000 new cases of 
tuberculosis each year, for example, and maternal mortality rates remain persistently high. The 
lifetime risk of a woman dying of causes related to childbirth in Indonesia is estimated to be 1 in 
65, as compared to 1 in 1,100 in Thailand or 1 in 8,000 in Germany.   
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7. Chapter 4, Institutions, Markets, and the Decentralization Context, analyses the 
institutional features that influence overall economic performance and the functioning of 
markets in Indonesia.  The four main themes of this chapter are (i) labor markets and poverty, 
(ii) financial services and poverty, (iii) regional autonomy and the decentralization context, and 
(iv) improving the investment climate for private sector growth.    

8. Chapter 5, Causes of Poverty in Indonesia, looks at causes of poverty from the 
perspective of the rights-based approach that underpins the government's poverty reduction 
strategy.  Ten basic unfulfilled rights are thought to lie at the heart of poverty.  The analysis 
then goes beyond these ten basic rights to look at three additional factors: a lack of 
infrastructure services, an underperforming agriculture sector, and severe vulnerability.  
Vulnerability to shocks is a fact of life for a very large proportion of the population, and shocks 
are unfortunately not an uncommon occurrence.  More than half of all Indonesians lived below 
the $2/day international poverty line in 2002.1  Small changes in income can have major 
welfare implications for vulnerable families. 

9. In Chapter 6, Government Poverty Reduction Policies and Programs, we see that 
poverty reduction is a major priority of the Government of Indonesia.  Chapter 6 examines 
policies, strategies, and initiatives to reduce poverty, centered on the 2005 Poverty Reduction 
Strategy Paper (PRSP) which was incorporated into the Medium-Term Development Plan 
(MTDP) 2004-2009.  The PRSP calls for the fulfillment of 10 basic rights in order to reduce 
poverty.  In the context of decentralization, poverty reduction efforts in Indonesia are becoming 
increasingly localized as local governments are encouraged to set up local poverty reduction 
committees and prepare local poverty reduction strategies.  Further capacity development for 
local governments and stakeholders will be key to their success.  Chapter 6 also assesses past 
and current targeted programs for poverty reduction. 

10. Chapter 7, Civil Society and Poverty Reduction, examines various types of civil 
society groups (i.e. NGOs, research institutes, religious organizations) and their role in 
supporting poverty reduction.  Civil society support for poverty reduction includes, for example, 
advocacy for poverty oriented budget allocations, or funding, designing, implementing, and 
monitoring poverty reduction initiatives.  Indonesia has national and local level NGOs, religious 
organizations, groups that form around common professions (such as motorcycle taxi drivers, 
or fisher folk), and organizations of people from the same geographic area of origin.  This latter 
type of group is found particularly in urban and industrial areas with many migrants.  Other civil 
society groups include those formed around ethnic groups. Civil society engenders social 
capital, one of the key assets that can protect the poor and vulnerable from shocks. 

11. Chapter 8, Donor and Development Partner Strategies for Poverty Reduction, 
reviews key strategic thrusts and some specific programs of Indonesia's bilateral and 
multilateral development partners. The chapter also reviews issues of donor coordination, 
harmonization, and alignment strategies in Indonesia. Two of the key institutions for donor 
coordination are the long-established Consultative Group for Indonesia (CGI) and the more 
recently established multi-donor Decentralization Support Facility (DSF) initiative.  

                                                 
1 The international poverty lines of $1 and $2/day are converted into countries' local currency units—the 
rupiah in the case of Indonesia—using 1993 purchasing power parity (PPP) exchange rates.  It is 
important to note that $2 converted into rupiah using the 1993 PPP exchange rate is an amount far less 
than $2 converted to rupiah at a current exchange rate. In the IMF World Economic Outlook Database 
(April 2005) the implied PPP conversion rate per US dollar was just 2,535 rupiah for 2005.  The US dollar 
exchange rate was 10,425 rupiah on September 1, 2005. 
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12. In Chapter 7 we summarize Conclusions and Recommendations for Achieving a 
Prosperous Indonesia.  Chapter 7 reviews key findings of the CPA in the context of the three 
pillars of the ADB Poverty Reduction Strategy—pro-poor economic growth, inclusive social 
development, and good governance. Better access to services is central to reducing poverty in 
Indonesia.  The conclusion chapter highlights that prioritizing investments in human capital 
(education and health) and in physical capital (infrastructure) will go a long way toward 
promoting economic growth and poverty reduction. Nevertheless, targeted programs will 
always be necessary for the poorest. An innovative and promising targeted program for 
Indonesia is under development in 2006.  Conditional cash transfer programs have the short-
term goal of income support and a longer term goal of poverty reduction through increased 
human capital.  Improved local level data is needed for improved targeting of resources and 
programs to the poor.  This is particularly important given the context of decentralization, in 
which local governments now have primary responsibility for poverty reduction.   

13. This CPA includes various data tables as Appendices, and in a set of three Annexes 
looks at civil society and poverty reduction, donor and development partner strategies for 
poverty reduction, and issues in education and poverty in four districts, respectively. 
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CHAPTER 1: A FRAMEWORK FOR THE CPA 

14. The Asian Development Bank (ADB) is formulating a new results-based Country 
Strategy and Program (CSP) for the Republic of Indonesia in 2006.  A Country Poverty 
Analysis (CPA) is one of a number of thematic assessments undertaken as an input to every 
CSP.2  A CPA analyzes the nature and causes of poverty in a country, considering broad 
dimensions ranging from income and non-income indicators to structural and institutional 
features. From this analysis a CPA identifies priority sectors and thematic areas for ADB 
assistance in order to maximize poverty reduction impact.  The scope of a CPA can vary from 
country to country, ranging from desk studies to rapid field assessments to more time 
consuming efforts that include larger scale primary data collection and analysis. In the case of 
Indonesia, with its wealth of poverty data and rich tradition of poverty analysis, the materials 
necessary for a CPA were readily available. This report is thus a broad overview of existing 
data, studies and reports from government agencies, nongovernment organizations (NGOs), 
research institutes, academics, and multi- and bilateral development agencies.   

15. The ADB Poverty Reduction Strategy (PRS) serves as a framework for the analysis. 
This brief introductory chapter first traces the evolution of poverty thinking in general, then 
outlines the features of the enhanced PRS and explores some trade-offs that must be 
considered in poverty analysis, and finally provides a chapter-by-chapter overview of this CPA 
for Indonesia.3   

Defining Poverty  
16. In 1999, ADB formally declared poverty reduction to be its overarching goal, stating in 
its new PRS  that poverty is an unacceptable human condition that must be eliminated through 
public policy and action. The ADB PRS defines poverty as a broad, multidimensional 
phenomenon: 

Poverty is deprivation of essential assets and opportunities to which every 
human is entitled. Everyone should have access to basic education and primary 
health services. Poor households have the right to sustain themselves by their 
labor and be reasonably rewarded, as well as have some protection from 
external shocks. Beyond income and basic services, individuals and societies are 
also poor — and tend to remain so — if they are not empowered to participate in 
making the decisions that shape their lives. 4 

17. The remainder of this section briefly summarizes how global poverty thinking has 
arrived at this point.  The concept of poverty has expanded considerably over the second half 
of the 20th century and into the new millennium. From an early focus on income alone, today’s 
broader definitions include income poverty as just one of a range of aspects of deprivation.  
Poverty is recognized to be a dynamic, complex phenomenon involving concepts such as 
vulnerability and powerlessness.   

18. Beginning in the 1950s and 1960s, development was synonymous with increased 
national production. This was the era of modernization, and poverty was simply the result of low 

                                                 
2 Other thematic assessments include, for example, gender, the private sector, governance, and the 
environment. 
3 The discussion in this introductory chapter is based on the framework developed for the CPA for the 
Philippines.  See ADB (2005) Poverty in the Philippines: Income, Assets, and Access.   
4 ADB (1999), Fighting Poverty in Asia and the Pacific: The Poverty Reduction Strategy of the Asian 
Development Bank. Manila 
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gross domestic product (GDP) or gross national product (GNP) per capita. It was assumed that 
the economic rewards of modernization would eventually trickle down to everyone.  During this 
period very little attention was paid to income distribution or poverty per se.  In the 1970s a 
concern arose that the expected trickle-down effects had not actually occurred.  This decade 
was thus marked by efforts to promote growth with equity and targeted interventions focused 
on the poor. Integrated rural development and gender-specific programs emerged around this 
time. The basic needs approach, as introduced by the International Labor Organization (ILO), 
first recognized that there are non-monetary dimensions that influence whether people are 
poor. The five main basic needs were defined as food, health, water and sanitation, education, 
and shelter. The late 1970s also saw the development of the Physical Quality of Life Index, 
based on the basic literacy rate, infant mortality, and life expectancy at age 1. This and other 
indices evolved out of dissatisfaction with GNP or GDP per capita as useful indicators of 
welfare, and represented a widening of the definition of poverty.  

19. By the 1980s, leading poverty analysts were promoting the capabilities approach first 
put forward by Amartya Sen, where poverty is a deprivation of the basic capabilities of 
individuals, and income is only one determinant of an individual’s capability and functioning. 
The capability approach shifted the focus from means (such as having income to buy food) to 
ends (being well-nourished), recognizing that there are a number of factors at work that 
determine the ability to turn income into well-being.  Based on this approach, the United 
Nations Development Program (UNDP) adopted the concept of human development. Human 
development was defined as the process of expanding people’s choices, and human poverty 
was the deprivation of the most essential capabilities of life: to lead a long and healthy life, to 
be knowledgeable, to have adequate economic provisioning, and to participate fully in one’s 
community. Participation, human well-being, and freedom became central features of the notion 
of development. 

20. In the 1990s, poverty reduction moved to the top of the development agenda. The 
definition expanded even further as more participatory research emphasized its 
multidimensional nature. Vulnerability became a central dimension, based on the idea that the 
poor have fewer assets than the non-poor to cushion themselves against shocks (such as 
financial crises, armed conflicts, natural disasters, or a family illness). Building on this concept, 
the UK Department for International Development (DFID) pioneered the Sustainable 
Livelihoods (SL) framework, based on five types of capital that help reduce vulnerability to keep 
people out of poverty:5  

• Human capital, or education, good health, skills, and ability to work; 

• Natural capital, or natural resource stocks such as land, forested areas, and clean air; 

• Physical capital, or basic infrastructure and services such as shelter, transport, water and 
sanitation, energy, and communications; 

• Financial capital, or earned income, savings, remittances, and access to credit; and  

• Social capital, or social resources such as networks of family and friends, and social and 
community organizations. 

                                                 
5 The first systematic application of the SL framework in Indonesia was undertaken by Mukherjee et al. (2002) for 
DFID and the World Bank.  The study demonstrated the potential of the framework to increase understanding of the 
dynamics of poverty and to provide policy input grounded in the experiences of poor women and men. It highlights 
the links between macro-level structures and processes, the assets on which people depend, and the strategies the 
poor pursue in order to survive and, hopefully, to improve their situation. 
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21. The progressive widening of the definition of poverty can be represented graphically 
with a pyramid, where income is the sole dimension at the narrow top, gradually expanding to 
include other dimensions of well-being as one moves down toward the broad base of the 
triangle. The higher up the pyramid, the easier the concept is to measure and make 
operational, allowing for reliable comparisons across time and space. The lower down the 
pyramid (i.e. the more dimensions are added), the richer and more inclusive the concept, but 
the more difficult it is to measure. The pyramid of poverty illustrates the trade-off between 
having a broad concept of poverty and having a measurable indicator. The wider the definition 
of poverty, the more meaningful it is, but the more difficult it is to make operational. The ADB 
PRS acknowledges that in practice the most widely used standard for measuring poverty will 
continue to be the adequate consumption of food and other essentials.  ADB’s priority is on 
absolute poverty. The Government of Indonesia's Central Bureau of Statistics (BPS) measures 
poverty in an absolute manner as well.  However, the 2005 Indonesian Poverty Reduction 
Strategy Paper (PRSP) is built on a broader rights-based approach where poverty is  defined 
as a lack of fulfillment of 10 basic rights.  The PRSP is taken up in detail in Chapter 6. 

 
The ADB Poverty Reduction Strategy 
22. In 1999 ADB adopted its original PRS.  A comprehensive review of the strategy was 
conducted and was undertaken in 2004, leading to the enhanced PRS.6 The enhanced PRS 
confirms the relevance of the basic PRS basic framework, but also adopts strategic 
refinements, including greater country focus to align ADB operations with countries' own 
poverty reduction strategies, and fostering partnerships around the strategy.  The enhanced 
PRS comprises three pillars and five thematic priorities. 

Three Pillars 
23. An effective strategy for poverty reduction must be based on (i) pro-poor sustainable 
economic growth; (ii) inclusive social development; and (iii) good governance. These are thus 
the three pillars that constitute the framework of the PRS.  The pillars are closely linked and 
mutually reinforcing, and successful poverty reduction requires policies that simultaneously 
strengthen all three. The relative importance of each pillar depends on country circumstances 
at a particular time. Within the framework of the three pillars, interventions for poverty reduction 
can range from the short term (such as those that provide basic services to the poor); to 
medium term (such as targeted interventions); or long term (such as complex policies that 
stimulate pro-poor growth and encourage expansion of the private sector).  The PRS identifies 
ADB’s main strength as financing relatively large investments with medium- or long-term impact 
and in conducting dialogue with governments to support policy and institutional reforms that 
have a widespread and more indirect poverty reduction impact.  

Five Thematic Priorities 
24. Five themes complement the three pillars and are essential elements of the PRS: 
gender equality, environmental sustainability, private sector development, regional cooperation, 
and capacity development.  The five thematic priorities in the enhanced PRS grew out of the 
original PRS crosscutting priorities.  First, two thirds of the poor in Asia are female, so 
improving the status of women is central to any strategy to reduce poverty in the region.  
Country gender assessments are prepared to feed into each Country Strategy and Program 

                                                 
6 ADB. 2004c. Enhancing The Fight Against Poverty In Asia And The Pacific. 
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(CSP).  Second, environmental sustainability is critical for poverty reduction and is intimately 
intertwined with development strategies that seek to promote economic growth, provide 
essential services, increase agricultural productivity, or improve the overall quality of life for the 
poor.  The environment and natural resources in the Asian region are under intense pressure.   

25. Third, development of a strong and dynamic private sector is crucial to long-term, rapid 
economic growth, which in turn is necessary for poverty reduction. The contribution of the 
private sector to poverty reduction is enhanced through developing enterprises, expanding 
infrastructure and other public services, and bettering the quality and terms of employment by 
improving corporate governance and responsibility. Fourth, economic development increases 
when member countries actively pursue regional and sub-regional cooperation. Regional 
cooperation can also spur private sector development, promote peace and stability, and 
provide greater economic opportunities to people living close to the borders who are often 
among the poorest in many countries. Cooperation is important for providing regional public 
goods that address joint constraints and opportunities such as preventing communicable 
diseases and environmental degradation. Fifth, achieving inclusive growth requires enhanced 
capacity to formulate and implement policies, reforms, and investments. The importance of 
developing capacity is also underlined by the growing emphasis on the role of NPRS for 
managing poverty reduction in individual countries. This calls for strategic support for 
continuous development of knowledge and skills of societies, organizations, and individuals—
including the poor. 

26. This CPA for Indonesia is, above all, multidimensional.  It attempts to cover a lot of 
ground, drawing on the definitions, approaches, and thematic priorities proffered in this brief 
chapter.  It the chapters that follow we examine absolute poverty, access to services, assets 
(comprising physical, natural, financial, human, and social capital), vulnerability, institutions, 
governance, and many other factors that together combine to influence the wellbeing of the 
Indonesian population.  
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CHAPTER 2:  A POVERTY PROFILE OF INDONESIA 

27. This chapter provides a broad overview of poverty and inequality issues in Indonesia. 
The analysis examines poverty with respect to themes such as gender, family size, 
demographics, education, employment, health, and housing and services.  We begin with a 
brief introduction to poverty definition and measurement in Indonesia. 
 

Measuring Poverty in Indonesia 
28. The Government of Indonesia's Poverty Reduction Strategy Paper (PRSP)7 defines 
poverty in terms of  10 basic rights related to food security, health, education, decent work, 
housing, clean water and sanitation, security of land tenure, clean environment, security, and 
empowerment. Poverty is measured by the Central Statistical Agency, Badan Pusat Statistik 
(BPS) BPS based on a consumption bundle which consists of food items (to satisfy 2100 
calories) and basic non food items determined by the pattern of consumption of reference 
households near the poverty line.8 Poverty lines are established at the national and provincial 
level for urban and rural households. The bundles comprise 52 food items and 47 non food 
items but the relative weights varies across provinces, which means that comparison across 
provinces is imperfect.9  Indonesia has chosen specificity over comparability—as consumption 
bundles capture local preferences they are better indicators of changes of welfare within 
provinces. But as the bundles differ across provinces they are less efficient at indicating relative 
changes in welfare across provinces. In 2004 the average national poverty line was 122,775 
rupiah per person per month (approximately $13.73),10 and 16.7% of the population was 
considered to be poor.  As we will examine in later sections, this national average masks vast 
regional disparities.  In 2004, 16.7% of the population represented approximately 36 million 
individuals.   

 
The Central Bureau of Statistics (BPS)  

29. The National Socioeconomic Survey, Survei Sosial Ekonomi National (SUSENAS) is 
the principle source of information on household welfare. It consists of a core annual survey 
and more in-depth modules repeated every three years. The SUSENAS has been conducted 
since 1984 and was expanded into its present form of core plus modules in 1993, when 
representation increased from the national to the provincial level. The current sample size for 
the core is over 210,000 households. Poverty measurement is based on the detailed 
consumption module of 65,000 households. Since the core component of the survey also 
contains information on expenditures by consumption category,  poverty estimates can also be 
made annually, based on inflation rates for the items in the consumption category from their 
values and weights in the consumption module.  This is of course a less precise method than 

                                                 
7 Final draft completed January 2005. 
8 Calories are assigned rupiah value based on imputed prices for the food items in the bundle. 
9 Source: Official poverty measurement in Indonesia, BPS, 2005. The consumption bundle has been 
revised several times. The most recent revision was in 1999 when the weights for the non food 
consumption were adjusted upward based on the 1995 Basic Commodity Survey. 
10 The average exchange rate for 2004 was $1=Rp.8,940 (ADB 2005d). 
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that based on the consumption model.  The official annual poverty estimates for the non-
consumption module years have been calculated by BPS since 2002. 
    
30. In the context of decentralization, the importance of poverty measurement at the district 
level is gaining importance in Indonesia.  Local level planners need local level information that 
is timely and accurate. BPS has started to calculate and make available district level poverty 
estimates based on the core, but these estimates are subject to large variance as sample sizes 
at the district level very small.  As a result, some districts have funded enriched sampling of the 
SUSENAS to improve their poverty estimates.  
 
31. The SUSENAS provides reliable information on changes in welfare on a consistent 
basis. But it must be noted that the picture presented is static, based on a measurement of one 
point in time.  Poverty is dynamic and vulnerable households can move in and out of poverty as 
a result of local or widespread shocks such as personal illness, natural disasters, or major 
changes in prices of basic commodities. These inter-temporal changes are not captured by the 
SUSENAS.  BPS has attempted to develop current indicators of poverty using existing and 
frequently reported data collected for other purposes.11 Real wage data has been found to be 
well correlated with changes in monetary poverty. Real wage data is reported for the national 
level and provides policy makers with useful early information about potential changes in 
welfare. Leading indicators of poverty are also needed at the district level where local 
governments are responsible for providing social safety net support.  In 2005, a pilot effort was 
undertaken with BPS assistance to devolve the collection and analysis of nominal and real 
wages to five trial districts.  Given the decentralization context coupled with the size and 
heterogeneity of Indonesia in terms of geography, markets, and access, local information for 
local level decision-makers is imperative. 
 
32. While sample statistics describing changes of welfare for populations are readily 
available, there is also a need for tools to identify poor individuals. Traditional means-testing 
based on employment status and reported incomes are not viable where the formal sector 
accounts for only 30 percent of the labor force and do not take into account the dynamic nature 
of poverty.  BPS plans to pilot a household listing in 2005 which considers both individual and 
household characteristics and the target number of poor to be identified based on national and 
regional poverty estimates. The challenge will be to create flexible rolls that are based on 
generally accepted criteria that can be developed and maintained at a reasonable cost. 
 

The National Family Planning Agency (BKKBN) 
33. The National Family Planning Agency (Badan Koordinasi Keluarga Berencana Nasional 
or BKKBN) began to collect alternative household level poverty measures in 1994, recognizing 
that poverty had other psychological and social dimensions. BKKBN uses non-income 
indicators to classify households as pra-sejahtera (pre-prosperous) or sejahtera (prosperous). 
Unlike the SUSENAS which is a stratified random sample, the BKKBN data attempts to cover 
every household in Indonesia through the use of family planning volunteer cadres. It is the only 

                                                 
11  This work was supported by ADB TA 3710-INO Developing Leading Indicators of Poverty for 
Poverty Monitoring. Real wages are calculated from wages reported in the monthly rural price survey and 
urban consumer price survey. These include the cost of hoeing, planting, weeding, harvesting, a maid, a 
woman’s haircut, and the cost of a stonemason.  The real wage report is released on the first working 
day of the month.  
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data set that does this and so is the only one that is available for the individual targeting of 
means-tested programs. The questions cover the number of meals eaten per day, clothing, 
housing, literacy, education, income, savings, social and recreational activities and access to 
information and transport. Two categories, pra-sejahtera and keluarga sejahtera I (minimally 
prosperous), are commonly accepted as representing the poor.  

34. During the financial crisis the government rapidly designed and implemented safety net 
programs to provide short-term support for the poor. The programs aimed to provide food 
security, maintain incomes through employment creation, and preserve access to health and 
educational services. Most of these programs used a combination of the BPS data for regional 
allocations and the BKKBN data for individual targeting. Local interpretation by the BKKBN 
cadres sometimes influenced the scoring, particularly when the scoring was linked to 
entitlements. Social safety net programs are explored in more detail in Chapter 6. 

 
35. BKKBN retained its status as a central government agency following decentralization in 
2000. However starting in 2002, BKKBN was reorganized, its district level family planning staff 
were absorbed by local government, and funding for village family planning cadres ceased.  As 
a result, maintenance of the BKKBN poverty monitoring system was compromised although 
some districts have continued the monitoring on their own initiative. Plans and pilot efforts are 
underway to revive and improve upon the system for future poverty targeting (see Hastuti et al, 
2005).  This effort could prove highly useful for local planners, as discussed above.  
 

 

Box 1: The BKKBN Monitoring System 
The BKKBN system classified families into five categories ranging from "pre-
prosperous" to Properous Level III.   If a family answered no to any of the following 
statements, the family was rated "pre-prosperous for economic reasons" or keluarga 
pra-sejahtera, Pra-KS: 

• able to eat two meals a day 
• different set of clothes for home/work  
• house floor not made of earth 
• able to use modern medical facility for child’s disease or to access 

contraception 

A family was considered to be "minimally prosperous", or keluarga sejahtera tingkat 
satu (KS-1) if they met the above four conditions but answered no to any one of the 
following seven additional criteria: 

• able to eat meat/egg/fish once a week,  
• a new set of clothes once a year,  
• eight square meters of floor space per person,  
• all family members healthy during last three months,  
• at least one regular income earner aged 15+ in the family,  
• all family members able to read minimally,  
• all children between 7 and 15 in school,  
• use of contraception if 2 or more children in the family. 

 
Source: National Family Planning Board (BKKBN) 
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Income Poverty in Indonesia12 

36. Both the headcount and the magnitude of poverty are critical pieces of information for 
developing strategies to address poverty. Because of the Indonesian provinces' and districts' 
variation in terms of population size and density, and the significant regional disparities in terms 
the incidence of poverty, it makes sense to take both incidence and magnitude into 
consideration.  Focusing on the headcount index alone is not always an effective way to reach 
large numbers of poor people.  
 
37. Indonesia achieved a remarkable reduction in poverty between 1976 and 1993 when 
the incidence of poverty declined from 44 percent to 13 percent, while the population increased 
from 130 million to 190 million.  By 1996, the incidence had dropped to 11.3 percent. 
Indonesian economists and poverty researchers considered this estimate too low to be of 
practical use (Asra, 2000) and in 1998, the consumption basket was revised to reflect greater 
expenditure on non-food items such as electricity and housing. The back-cast poverty 
incidence for 1996 thus increased to a more realistic 17.7 percent.  The 1999 SUSENAS 
poverty incidence rose to 23.6 percent and reflected the peak of the crisis after 5 months of 
spiraling inflation from October 1998 to February 1999. Since then, the headcount has been 
steadily falling, as shown in Table 1.  By 2004, the poverty incidence had fallen to below-crisis 
levels (as indicated by the new 1996 data).  Note that comparisons of pre- and post-1996 
poverty figures are imperfect: the basis for the poverty line changed significantly.  
  

Table 1.1: Number and Percentage of Poor People by Urban-Rural Areas, 1990-2004 

% Poor People (Headcount index) Number of Poor-People (in million) Year 
Urban Rural Urban+Rural Urban Rural Urban+Rural 

1990 16.8 14.3 15.1 9.4 17.8 27.2 
1993 13.4 13.8 13.7 8.7 17.2 15.3 
1996   9.7 12.3 11.3 7.2 15.3 22.5 
1996*      13.8     19.8      17.6       9.6 24.6 34.2 
1999 19.4 26.0 23.4 15.6 32.3 47.9 
2002 14.5 21.1 18.2 13.3 25.1 38.4 
2003 13.6 20.2 17.4 12.2 25.1 37.3 
2004 12.1 20.0 16.7 11.4 24.7 36.1 

* Revised estimates based on new methodology poverty line 
Source: Maksum, Choiril. 2004. Official Poverty Measurement in Indonesia. Indonesia: Central Bureau of 
Statistics 
 

Who and Where are Indonesia's Poor? 
38. As in many Asian countries, the majority of the population lives in rural areas and 
therefore so does the majority of the poor.  However, Indonesia is undergoing rapid 
urbanization as a result of urban growth and reclassification of areas from rural to urban as 
infrastructure and services expand.  Between 1993 and 2003, the total number of villages 
increased by 5 percent. This reflects a 70 percent increase in the number of urban villages (to 

                                                 
12 The discussion in this section is supplemented by detailed data in Appendix Tables 1-7. 
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11,978) and a 3 percent decrease in the number rural villages (to 56,838). In 2000, about 42% 
of the population lived in urban areas.  Over the next two decades, by 2025, this is projected to 
increase to 68 percent, with all of Java classified as urban.  

39. The urban classification covers situations ranging from the mega-city to minor sub-
district capitals. The classification is technical, reflecting either level of services available and 
population size, with different standards on and off Java, or administrative status as a capital of 
a sub-district or higher administrative level. Reclassification tends to lag behind changes in 
services, infrastructure, and population. It should also be noted that many households have 
"rural" occupations despite living in urban areas. For example, half of the total Indonesian labor 
force is engaged in agriculture, including 14 percent of the urban labor force and 68 percent of 
the rural. By the same token, because of the expansion of industry and because of the 
increased ease of commuting, particularly on Java, households living in rural areas can have 
occupations associated with urban locations.  

40. From the 1970s to the 1990s there was in effect little difference between poverty rates 
in urban and rural areas—the gap never exceeded more than 2.5 percentage points in either 
direction. But in 1999, the rural-urban poverty gap widened by 8 percentage points and the 
difference continues to be maintained (see Table 2.1). The reasons for the widening gap have 
not yet been fully examined. The wider gap is of further interest as the ratio of urban and rural 
median expenditures per capita decreased in 1999 (See Table 2.2). It is of particular note as 
other measures of inequality (discussed below) have not shown such significant change.  

 
Table 2.2:Median Per Capita Household Expenditure (Rupiah) 
 Median Per Capita Expenditure (‘000 Rupiah) by Year and Urban/Rural Classification 

 1993 1996 1999 2003 
 U R T U R T U R T U R T 
Expendi-
ture 

45,791 26,767 30,975 67,334 38,951 45,755 131,536 86,707 99,395 232,258 151,015 175,808 

U/R Gap  1.71   1.73   1.52   1.54  
U=urban, R=rural, T=total 
source: ADB staff calculations 
 
41. Indonesian provinces range in population size from the very large East and West Java 
Provinces (37 million) to less than 1 million in Gorontalo and North Maluku. Within provinces 
there is also great variation in district level populations, with districts on Java being 
considerably larger than districts off Java. The median district population on Java is one million, 
against less than 300,000 off Java. The variation in the population distribution and 
heterogeneity of natural resource endowments result in high dispersion of both the incidence of 
poverty and the number of poor. At the high end, Bandung and Bogor districts in West Java 
Province had 484,000 and 453,000 poor people in 2004, respectively, while the incidence of 
poverty in both districts was less than 12 percent—in other words, well lower than the national 
average.  At the low end, Teluk Bintuni and Teluk Wondama districts in Papua Province had 
25,000 and 11,000 poor individuals, despite an incidence of poverty greater than 50 percent. 
Therefore the approach to reducing poverty must take into consideration the number of poor to 
be reached as well as the percentage of poor in the area, in addition to other characteristics. 
Similarly heterogeneous conditions exist within the districts, and sub-district level information 
would greatly enhance poverty targeting. 
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Provinces with a High Magnitude of Poverty 
42. The island of Java accounts for 58 percent of the population of Indonesia and 57 
percent of the poor. The three provinces that accounted for the bulk of the poor in 2004 were 
East Java (7.3 million), Central Java (6.8 million) and West Java (4.7 million).  Together, these 
provinces account for 18.8 million or more than 52% of Indonesia’s poor.  Other provinces with 
a high magnitude of poverty in 2004 were North Sumatra (1.8 million), Lampung (1.6 million), 
South Sumatra (1.4 million), South Sulawesi (1.2 million), Aceh (1.2 million), East Nusa 
Tenggara (1.2 million) and West Nusa Tenggara (1 million). These seven provinces alone 
accounted for about 25% of Indonesia’s poor.  See Appendix Table 1. 

Provinces with a High Incidence of Poverty 
43. The provinces with the highest poverty headcounts tend to be the outlying regions. In 
the eastern-most islands in 1999, poverty rates were very much higher than the national 
average.  Papua/West Irian had a headcount of 55%, and Maluku 46%.  In 2004 these eastern 
islands remained the poorest provinces in the country, despite some improvement.  The 
headcount fell in Papua/West Irian to 39%, and in Maluku to 32%.   Aceh’s poverty rate shot up 
sharply from 15% in 1999 to a (pre-tsunami) 2004 poverty rate of 28%, as a result of the violent 
separatist conflict. With the devastation of the earthquake and tsunami, the 2005 SUSENAS 
will likely indicate an even higher headcount. 

44. Most of Sumatra's poverty is in the southern half of the island. In 1999, the three 
provinces that make up the southernmost part of Sumatra had poverty rates equal to or above 
the national rate: South Sumatra 24%, Bengkulu 20% and Lampung 29%.  By 2004 these had 
all improved but were still well above the national average: South Sumatra 21%, Bengkulu 
22%, and Lampung 22%.  

45. On Java, the poverty headcounts were higher in the eastern half of the island than in 
the western half.  In 1999 Central and East Java both had headcounts of 29%, in contrast to 
the poverty incidence of 4% in Jakarta and 20% in West Java.  By the year 2004, there had 
been improvement across all Java provinces, but the eastern half of the island still had the 
higher head-count rates. On Sulawesi in 1999, poverty rates were generally slightly above the 
national average.  By the year 2004 poverty rates had declined significantly in North Sulawesi 
to only 9% and in South Sulawesi to 15%.  The areas that remained much poorer than the 
national poverty average were Southeast Sulawesi (22%), Central Sulawesi (22%) and the 
newly formed Gorontalo province (split off from North Sulawesi) at 29%. 

46. In 1999, West Nusa Tenggara province had a high poverty rate of 33%. This fell slightly 
to 25% in 2004, still well above the national average.  In the drier province of East Nusa 
Tenggara the headcount poverty rate went down significantly over the period 1999 to 2004, 
from 47% to 28%.  See Appendix Table 2. 

Provinces with a Lower Incidence of Poverty 
47. In 1999, most of Sumatra's northern provinces had a lower than average poverty 
incidence: North Sumatra (17%), West Sumatra (13%), and Riau (14%).  By the year 2004, 
these northern Sumatra provinces had even lower poverty rates.  North Sumatra declined to 
15%, West Sumatra to 10%, and Riau declined slightly to 13%.  Jambi demonstrated 
impressive poverty reduction from 27% in 1999 to 12% in 2004.  Sumatra’s newest province, 
Bangka-Belitung, had a low rate of 9% in 2004. Separately the districts of Bangka, Belitung, 
and Pangkal Pinang had a poverty rate of 8%, 20%, and 12%.  
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48. In both 1999 and 2004, Kalimantan’s provinces generally had lower poverty rates than 
the national average. But poverty was higher in the western and eastern parts of the island 
than in the center, when we compare West Kalimantan (26%) and East Kalimantan (20%) to 
Central and South Kalimantan (both 15%) in 1999. By 2004 poverty had fallen throughout the 
island, with West Kalimantan at 14%, Central Kalimantan at 10%, South Kalimantan at 7% and 
East Kalimantan at 12%.  Bali's low poverty incidence of 9% in 1999 fell further to 7% in 2004.  
See Appendix Table 2. 

 
Measures of Inequality 

49. Measures of inequality enrich the picture pained by the headcount and magnitude of 
poverty. The Gini coefficient and analysis of income shares describe the income distribution as 
a whole, while the poverty gap index, P1, and the Poverty Gap Index, P2, focus on the 
distribution of households below the poverty line.  Another useful indicator of poverty is the 
Engel Coefficient, the proportion of household income spent on food. These five poverty 
measures are shown in Table 2.3 for selected years, and are described below. It should be 
noted that while these measures are generally described in terms of income measurement, 
they may either be calculated from income or expenditure data. In Indonesia, as we have seen 
above, expenditure data is used.  In general, measures based on expenditure data tend to 
show less inequality than those based on income.  This is thought to be a result of consumption 
smoothing—maintaining consumption (by borrowing or using savings) when incomes fluctuate. 

Table 2.3: Measures of Inequality, 1993–2003 

  1993 1996 1999 2003 

  U R T U R T U R T U R T 

Engel coefficient 57.3 68.6 64.9 57.2 69.5 65.1 63.8 75.2 70.7 58.9 69.6 65.2 

Gini Ratio 35.6 26.3 38.8 37.6 27.6 41.0 35.4 24.8 35.2 32.6 24.6 31.6 

Income share of bottom 40% to 
top 20%** 43.9 65.8 46.4 40.4 62.3 42.8 45.3 70.2 48.5 50.2 70.9 50.0 

Poverty Gap Index, P1      2.58 3.62 3.25 3.78 5.06 4.56 2.43 3.62 3.12 

Poverty Severity Index, P2     0.76 1.06 0.95 1.12 1.54 1.38 0.68 1.02 0.88 

U=Urban, R=Rural, T=Total 
** Total expenditure for the lowest 40 percent of the expenditure distribution as a share of total expenditure of the top 20 percent of 
the expenditure distribution 
 

The Engel Coefficient 
50. The Engel coefficient is not a measure of inequality per se, but there can be 
considerable variation, or inequality, in this indicator.  The Engel coefficient is the proportion of 
a household income that is spent on food.  Formulated by German statistician Ernst Engel in 
the 1870s, Engel's Law states that as household incomes increase, the proportion income 
spent on food declines.  When income is lacking, a high proportion of a family’s budget must be 
allocated to food (which in turn leaves little for non-food essential expenditure such as housing, 
clothing, education, healthcare, and transportation).  Early poverty lines in the United States 
developed by Orshansky in the 1960s were based on the Engel coefficient. The People's 
Republic of China is an example of a country that pays close attention to this indicator today.   
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51. As shown in Table 2.3, the Engel coefficient did not change much during the early part 
of the 1990s but rose about 5 percentage points during the financial crisis to 70.7 percent 
overall and 76.5 percent for the lowest income quintile in 1999.  In other words, the poorest 
20% of the population were spending more than three quarters of their total budgets on food 
alone.  It has since returned to 1993 levels of 65.2 percent overall and 72.6 percent for the 
bottom quintile. As would be expected, the Engel coefficients for urban households are about 
10 percentage points lower than those for their rural counterparts due to the need to set aside 
more of the household budget for transportation and services.  At the provincial level, the Engel 
coefficient is only partly correlated with poverty, a correlation of 0.52, because of differences in 
the urban/rural distribution of the population and difference in relative prices. The provinces 
with the highest Engel coefficient are Nusa Tengara Timor and Gorontalo. The provinces with 
the lowest Engel coefficient are DKI Jakarta and D.I. Jogyakarta.  See Appendix Table 7. 
 

The Gini coefficient  
52. The Gini coefficient measures income distribution: a coefficient of 0 represents perfect 
equality while a coefficient of 0.1 would be perfect inequality. The higher the coefficient, the 
more unequal the distribution. During the 1990s, the Gini coefficient oscillated in its historical 
range between 0.33 and 0.4 (see Table 2.3). Despite perceptions of widening inequality in the 
years leading up to the financial crisis, the Gini coefficient has not reflected significant change. 
This is partly due to the use of expenditure rather than income for calculating the Gini 
coefficient (and the consumption smoothing it measures) but may also reflect an equality in the 
distribution of growth. The well-off have become better off but so have the poor. This is also 
reflected in the non-monetary advancements of the bottom income quintile (particularly in 
health and education), discussed in the sections that follow.  There is a fairly constant gap 
between urban and rural areas, with more inequality in urban areas. As urban areas are 
attractive to higher income households and provide more consumption opportunities, a higher 
Gini coefficient is expected.  However the constant gap is interesting in light of the increasing 
gap between the incidence of poverty in rural and urban areas.  See Appendix Table 3. 
  
53. The national level Gini coefficient is higher than that of most provinces; only three 
provinces13 have Gini coefficients that are higher than the national average.  Most provinces 
are expected to share a greater similarity of characteristics within the province than across 
provinces therefore it stands to reason that income distributions will also be more similar within 
provinces than across provinces. 
  

Poverty Gap and Poverty Severity  
54. Other income poverty measures take the depth and the intensity of poverty into 
account. These are the Poverty Gap Index and the Poverty Severity Index. . Both consider only 
those households below the poverty line. The poverty gap measures the average distance 
below the poverty line for poor households. This indicates how much one would have to 
compensate all poor households in order to bring them just above the poverty line. The severity 
index measures the square of the distance of households below the poverty line. This is a way 
of describing the income distribution of households below the poverty line. The greater the 

                                                 
13 In descending order these are D.I Jogyakarta, Papua, and Banten provinces.  There is no clear reason 
why these three provinces should have a Gini coefficient that is larger than the national Gini coefficient. 
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severity index, the greater the proportion of poor who are further below the poverty line. The 
Poverty Gap and Poverty Severity Index for selected years from 1993–2003 are shown in Table 
2.3.  
 
The poverty gap index and the poverty severity index tend to move in the same direction as the 
poverty incidence, and also had recovered to pre-crisis levels in 2003. The poverty gap index 
indicates that conditions worsened from 1996–1999. This means that the increased incidence 
of poverty in 1999 was accompanied by worse conditions for the poor—the poor had become 
poorer. The poverty gap index also shows the 2003 recovery in the poverty headcount was 
also accompanied by improved conditions for the poor.  The same goes for the poverty severity 
index over that period.   
 
The provinces with the highest poverty gap—where the shortfall between the expenditure of the 
poor and the poverty line is greatest—are Papua, Aceh, Gorontalo, and Maluku.  On the other 
end of the spectrum, the provinces with the lowest poverty gap are DKI Jakarta, Bali, South 
Kalimantan, and Banten. Comparatively little additional income would be required to bring 
these poor up to the poverty line.  Banten is also a poor province however the low poverty gap 
suggests a different strategy is required to eradicate poverty in Banten than in the high poverty 
gap provinces. The incidence of poverty, the poverty gap, and poverty severity generally move 
in the same direction. In this case, the same provinces have the highest and lowest poverty 
severity index. The poverty severity index also points to a proportionally greater effort needed 
for social safety net measures in Papua, Aceh, Gorontalo, and Maluku, than for Jakarta, Bali, 
South Kalimantan, and Banten.  See Appendix Tables 4 and 5. 
 

Human Capital and Poverty  
55. Human capital development has two distinct but related implications for human well-
being. First, human capital is a constituent of well-being—to be healthy and educated is to be 
better off and less poor in a broad sense.  As such, improvements in health and education 
should be seen as ends in themselves in any strategy for poverty reduction. Second, human 
capital development creates a more healthy and skilled workforce, which in turn contributes to 
economic growth and thereby leads to further improvement in well-being—by reducing income 
poverty and by facilitating further improvement in health and education. The development of 
human capital development thus has both an intrinsic and an instrumental role in promoting 
well-being, and the two roles are mutually reinforcing.  They also have a mutually reinforcing 
relationship with a reduction in total fertility. Good health and higher education contribute to 
fertility reduction. These interactions have the potential to create a virtuous circle in which 
human development, economic growth, and falling fertility can drive each other, culminating in 
a rapid improvement in human well-being. Much of Indonesia’s economic success in the last 
two decades can be attributed to the existence of this positive relationship.14  However, a 
number of challenges remain. 
 

Education 
56. The more years of education a person has, the less likely they are to be poor.  The 
Indonesian empirical record demonstrates this clearly. There is a strong difference in education 

                                                 
14 Birdsall and Sabot (1995) provide an illuminating discussion of the operation of this virtuous circle in 
the context of East Asia. 
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levels of the urban and rural labor force: rural working-age adults are not as well educated as 
their urban counterparts. Appendix Table 10 looks at low educational achievement (i.e. having 
completed only primary education or less) for the 20–54 age group, by urban and rural 
residence, by gender, by province.  In 2003, 29% of urban men and 39% of urban women had 
low educational achievement. In stark contrast, 63% of rural men and 74% of rural women had 
only primary education or lower.  The lower educational attainment of the adult rural working 
age population is a key factor in explaining lower rural incomes, and thus higher rural poverty 
rates.15 
 
57. From 1999 to 2003 education levels continued to rise while urban-rural and male-female 
gaps continued to close.  At the primary school level, net participation16 increased slightly from 
92.2 to 92.5 percent with a 2 percentage point different between in urban and rural areas and 
no significant different in the participation rate of males and females. At the senior secondary 
level, the upper three years of the compulsory 9 year education policy, the age adjusted 
participation rates increased from 59.1 percent to 63.0 percent between 1999 and 2003 while 
the gap between urban and rural decreased from 19.7 percent to 14.2 percent and the 
proportion of females participating exceeded the proportion of males by nearly 2 percentage 
points.  The greatest increase was among poor households where the participation rate of the 
bottom quintile increased from 42.7 percent to 49.0 percent.  While this is good progress, there 
remain a large number of children leaving school each year with no more than a primary school 
education.  These children will be part of the labour force for four or more decades.  
 
58. There was a slight decrease in primary school drop-outs from 3.1% to 2.4% and in 
junior secondary school dropouts from 3.8% to 2.6% over the period 1995/1996 to 2004/2005 
(Indonesian PRSP, 2005).  But given the size of the Indonesian school-aged population, these 
percentages represent a substantial number of children. There are various causes for 
discontinuing schooling, but SUSENAS data from 2003 shows that about 75% of the drop-outs 
aged 7-18 were unable to continue school for economic reasons, including lack of money and 
the need to earn a living. The 2003 SUSENAS further showed that the cost of education is a 
substantial item in a household’s budget.  For the lowest expenditure quintile, expenditure on 
education per child as a percentage of total expenditure was 10% for primary school, 18.5% for 
junior secondary school, and 28.4% for senior secondary school. The high cost of education 
limits access for the poor.  By law, fees for elementary school and its religious school equivalent 
have been formally abolished, but in reality schooling is expensive and fees still exist (these 
might be required donations, for example).  Expenditure on education also includes money for 
transportation, uniforms, and books and supplies. 

59. An examination of school participation rates by expenditure quintile shows that formal 
education is far from equally accessed (see Table 2.2).  Less than one third of children aged 16-

                                                 
15 Lower rural education levels are certainly not the only factor explaining high rural poverty.  There are 
many other dynamics at work, including low agricultural productivity for example.  These other dynamics 
are explored in other sections of this CPA. 
16 Net participation rate is the number of children of a specific age group enrolled in school at the age 
appropriate level divided by the number of children in the age group. For example, the net participation 
rate for primary school is the number of children age 7-12 in primary school/  the number of children age 
7-12. 
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18 from the poorest quintile are in school. Gross enrolment rates17 of greater than 100 percent 
at the primary school level indicate inefficiency resulting from poor quality.  The grade repetition 
rate is  also a problem, and can lead to dropouts when parents become unwilling to send their 
children to the same grade twice. Ultimately only 70 percent of a cohort in primary school will 
graduate on time 

Table 2.2 Participation Rate, Gross Participation Rate, and Net Participation Rate by 
Age/School Level and Expenditure Quintile, 2004 

Participation Rate Gross Participation Rate Net Participation Rate 
Expenditure 
Quintile age 

7–12 
age  

13-15 
age 

16–18 primary 
junior 

secon-
dary 

senior 
secon-
dary 

primary 
junior 

secon-
dary 

senior 
secon-
dary 

Poorest quintile 
(Q1)  94.04 70.85 32.74 106.60 63.82 27.71 91.95 49.97 21.90 

Second quintile 
(Q2) 

96.83 80.37 42.61 107.76 77.85 40.89 93.79 62.38 32.63 

Third quintile 
(Q3) 97.37 86.46 54.38 107.26 87.69 54.01 93.57 69.30 43.49 

Fourth quintile 
(Q3) 98.23 90.95 64.75 107.39 92.69 69.49 93.71 74.31 54.95 

Richest quintile 
(Q5) 98.72 94.58 76.08 106.60 97.16 83.92 92.23 76.60 65.00 

Average 96.77 83.49 53.48 107.13 82.24 54.38 93.04 65.24 42.96 

Ratio Q1 ; Q5 0.95 0.75 0.43 1.00 0.66 0.33 1.00 0.65 0.34 

        Source: Indonesian PRSP, 2005 (based on SUSENAS 2004 data). 

 
60. Further education gains are clearly needed if Indonesia will be able to compete in the 
era of globalization.  Even as late as 2003, fully 53 percent of the productive working age 
population  (20 to 54) only had an elementary school education. Another 18 percent had only 
completed junior high school.  The 29 percent balance had a senior high school education or 
more.  In contrast, 75 percent of the working age poor, those in the lowest income quintile, had 
only been to elementary school.  Junior high school is no longer a stepping stone out of poverty 
as increasingly a senior high school certificate is a minimum requirement to access work in the 
formal sector, even at the lowest levels such as for cleaning service work.  
 
61. In early 2005, four Participatory Poverty Assessments (PPAs) with a focus on education 
issues were completed by an ADB TA team18 in the four districts of Lombok Timor, Lombok 
Barat, Rote Ndao and Timor Tengah Selatan (TTS).  The studies found that the poor generally 
value education, but regard it as expensive, particularly beyond primary school. Family 
decisions concerning continuation of schooling for their children are heavily influenced by 

                                                 
17 Gross participation rate is the number of children enrolled in a specific level divided by the number of 
children in the age group specific for that level.  
18 ADB TA 3957—INO: Integration of poverty considerations into decentralized education management. 
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opportunity costs.  Reducing direct costs or subsidizing family outgoings on schooling can help 
to encourage the participation of the poor in education, but there are other factors affecting the 
demand for education.  Importantly, physical access to secondary schools often a major 
problem for the poor, particularly the rural poor, as a result of transport difficulties. The study 
further found that while the Government has invested heavily in providing scholarships to 
support demand for education from the poor, these benefits have been thinly spread.  
Scholarships have contributed to enrolment maintenance, but they do little to promote 
enrolment expansion.  They have had very little effect on transition between school levels (from 
primary to junior secondary for example), or on re-recruitment of dropouts back into school. 
 
62. Demand is strong amongst the poor for schooling to provide basic skills of literacy and 
numeracy.  This is reflected in the high enrolment ratios at primary schools, particularly at the 
lower end of the primary cycle.  Continuation to higher grades and critically transition to junior 
secondary education are largely determined by family perceptions of the costs and benefits of 
schooling and the opportunity costs involved.  The long-term returns from secondary education 
were well appreciated by the respondents in the studies.  They regarded education as a 
necessary means of improving their children’s life chances and providing for their own old age.  
However, the short-term costs were regarded as a major obstacle.   Education is perceived as 
being expensive and direct user costs are formidable, particularly for large families.  These 
include the monthly uang komite contributions (formerly known as BP3), entry fees, the cost of 
uniforms and supplies, and examination fees. The costs of uniforms and shoes (including 
separate uniforms for scouts and sports activities) are commonly felt to be onerous, and entry 
fees are regarded as a major disincentive to progression between school levels.  A summary of 
the four PPAs can be found in Annex 3, providing richer details and more on the opinions of the 
poor themselves as regards issues of access to education. 
 

Health 
63. The second key ingredients of human capital is health.  Poor health severely limits an 
individual's ability to make a living, to support their family, or to invest in the future through 
further education or training.  Access to public health services is important from both a 
preventive and curative point of view. There is evidence that access to public and private health 
care in Indonesia declined at the onset of the financial crisis. Toole (2001) notes the IFLS 
shows a decline in overall use between 1997 and 1998 and the SUSENAS shows a decline 
between 1995 and 1998. A number of initiatives were launched by the government to foster 
continued access to health services by the poor during the crisis.  The principle health-related 
social safety net program was the Kartu-Sehat which provided access to basic health services, 
mother and child health services, support for pre- and post-natal care and delivery by midwives, 
referral for emergency services, and supplemental and complementary feeding for infants, 
under-fives, and mothers suffering from chronic energy deficiency.  Evaluation of the Kartu-
Sehat program showed the program targeted the poor fairly well although it did not exclude the 
non-poor as efficiently.  
 
64.  The use of the public health services appears to have been on a declining trend since the 
end of the crisis, particularly once the social safety net national health service support 
programs were discontinued. A comparison of access to health services conditional on illness 
suggests use of the public health services has declined significantly in recent years in favor of 
private practice (see Table 2.4). This is a result of both demand and supply side factors. In 
1993 the government discontinued the practice of mandatory two year civil service for all 
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medical school graduates and began engaging doctors as needed on a contract basis. 
Indonesia produces more new medical school graduates each year than can be absorbed into 
the public health system. As a result, the proportion of physicians per thousand population has 
been steadily increasing and for people living in urban areas, access to doctors has improved.  
In addition, as a result of increasing education, many people, including the poor, would rather 
be treated by a private doctor rather than to use the public health service programs or visit a 
traditional healer. Nonetheless, the public health service remains the principle source of health 
care for nearly half of the poor (defining the bottom quintile of the expenditure distribution as 
the poor).  
 
Table 2.4: Type of Health Service Provider Visited for Illnesses, Bottom Quintile and 
Total Population, by Year 1993–2003. 
 

Type of Health Facility Percent of Population (Poor and Total), by Year 

 
1993 
Q11 

1996 
Q1 

1999 
Q1 

2003 
Q1 

1993 
T2 

1996 
T 

1999 
T 

2003 
T 

Public Hospital 2.7 2.4 2.9 3.5 5.3 4.4 5.1 5.9 
Private Hospital 1 1.1 1.2 1.7 2.8 2.8 3.2 3.8 
Doctor and polyclinic 7.2 9.1 11.8 18.2 18.9 22 24.4 31.1 
Health worker practice 22.3 23.4 23 25.6 20.1 21 23 21.6 
Puskesmas/ related 
programs3 55.7 57 57.3 47.4 45.7 44.4 40.5 34.1 
Traditional healer 11.1 7.1 3.9 3.6 7.2 5.4 3.7 3.5 
Total 100 100.1 100.1 100 100 100 99.9 100 
Notes: includes sub-puskesmas, Posyandu, BP, KIA, Polindes; Q1 = bottom quintile; T = total population  
Source: IHS special tabulation, SUSENAS core 

 
65. The public to private sector shift reflects a desire for better health care quality for all 
income levels. Nonetheless, key components of basic health services such as immunization 
programs and programs to contain communicable disease remain under-funded. The situation 
is complicated by decentralization and the devolution of responsibility for funding and managing 
these programs to districts government. Affordability also remains an issue. For the poor, 
treatment for a catastrophic illness or injury is unaffordable. For the non-poor, a catastrophic 
illness or injury can be impoverishing. Some local governments are experimenting with ways of 
stretching limited local health care budgets to ensure access to basic curative health care to 
the poor but it remains to be seen whether this can be done without creating unfunded 
liabilities.  Central government has committed to ensure support the districts in ensuring access 
to basic health care by the poor but have not finalized funding arrangements. 
 
66. Immunization rates and the recent outbreak of polio demonstrates that public 
investment and public awareness of preventative health care is low. In 2004, only 56 percent of 
children between the age of 24 and 36 months were fully immunized against polio.19 Low public 
awareness translates into low demand for increased local government expenditures in 
promoting preventative health care services in the face of competing demands for increased 
spending on more visible programs such as curative care, infrastructure, and education. 

                                                 
19 Source: SUSENAS 2004, special processing by Robert Tilden, Team Leader, TA 3579-INO, Support 
for Health Sector Policy Reforms. Children should have received two doses of the oral inactivated 
poliovirus vaccine by the age of 2. 
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Preventative health care advocacy is needed for legislators who must approve expenditure 
allocations needed to promote preventative health care programs. 
 

Nutrition 
67. Indonesia has been concerned with nutritional status and community based growth 
monitoring since the 1970s. Initially started as a national program called the UPGK, the 
program expanded to add  immunization, family planning, nutritional first aid, and basic primary 
health care through the Posyandu in the 1980s. The Posyandu posts attempted to weigh all 
children under the age of five.  Mothers were encouraged to bring their babies for weighing 
each month. The result was recorded in a growth card held by the parents (Kartu Menuju 
Sehat, heading for health). The information is useful for the individual households because it 
provides early signs of growth faltering, but problems include that coverage is too low for 
national representation, the poorest children may not participate, and participation generally 
drops off after 24 months.  The Ministry of Health initiated a nutritional surveillance program of 
weight for age in 1995 with coverage to the sub-district level, to support district prioritization of 
health programs at the sub-district level. However funding began to falter in 2001 and district 
level reporting to the national level has been increasingly erratic since that time. 
 
68. The SUSENAS health module remains the principle source of nutritional status 
information at the national and provincial level, and can be interpreted down to the district level. 
Although initially intended to be repeated every three years, it was initially carried out in 1989, 
1992, 1995, and every year since 1998 (see Table 2.5). As with the Posyandu monitoring, the 
SUSENAS also records weight for age. 1995 was an El Nino year, as was 1998, and the spike 
in the incidence of severely malnourished children is a reminder of the importance of food 
security. Poverty is a major cause of child malnutrition, but other factors also at work. Poor 
access to clean water and unhygienic practices contribute to diarrhoeal disease, which 
interferes with children’s ability to absorb nutrition.  The mothers' knowledge also plays a factor. 
The long term cost of malnutrition in terms of intelligence, health, and income potential are well 
known, yet despite improvements in the economy since 1990 nearly one third of Indonesia’s 
children remain distressingly underweight. In addition to efforts to improve household income 
and food security, increasing access to clean water, and improving mothers' knowledge of 
hygienic practices are also vital.  
 
 
 
 
Table 2.5: Rates of Malnutrition among children under five years  in Indonesia 1989–2003 
(Weight for age < -2 SD, and < -3SD) 

Proportion of malnourished children <5 years Degree of 
Malnutrition 1989 1992 1995 1998 1999 2000 2001 2002 2003 

< -2 SD  
(Underweight) 

37.5% 35.5% 31.6% 29.5% 26.4% 24.6% 26.1% 27.3% 27.5% 

< -3 SD 
(Severely 
underweight) 

6.3% 7.2% 11.6% 10.5% 8.1% 7.5% 6.3% 8.0% 8.3% 

Source: TA 3579-INO: Support for Health Sector Policy Reforms; SUSENAS Health Module, 1989-2003. 
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69. Malnutrition emerged as a popular national issue in mid-2005, but the SUSENAS data 
demonstrates a chronic and endemic problem not confined to small and pockets of extreme 
poverty (see Table 2.6).  In 2003, 23 percent of children in DKI Jakarta, the national capital, 
were malnourished despite a low 3.6 percent of incidence of poverty. The lowest rate of 
malnutrition, 16.4 percent, was in Bali province with a poverty incidence of 6.9 percent. The 
highest rate of malnutrition, 46 percent, was in Gorontalo province with a poverty incidence of 
32 percent.  Few districts are without problems. In 2003, 3 percent of all districts had less than 
10 percent malnourished children under five while 30 percent had over 30 percent 
malnourished children under five.   
 
Table 2.6: Nutritional Status Among Children under Five 

Lowest % Underweight  Highest % Underweight 
Bali 16.4  South Kalimantan 32.8 
Jogyakarta 17.4  NTT 34.1 
Jambi 21.6  NTB 38.1 
Southeast Sulawesi 22.5  West Kalimantan 39.1 
Jakarta 23.3  Gorontalo 46.2 

 
70. Atmarita (2005) notes that micronutrient deficiency is an equally widespread problem 
with half the population being iron deficient and one third at risk of iodine deficiency disorders. 
Vitamin A deficiency disorders are estimated to affect about 10 million children. She also notes 
the cyclical nature of the problem. Low Birth Weight (LBW) is in the range of 7–14%, a common 
consequence of maternal malnutrition. Between 12–22% of women aged 15–49 suffer from 
chronic energy deficiency (BMI <18.5), and 40% of pregnant women are anemic. The 
malnutrition cycle perpetuates itself. Despite progress in reducing the incidence of poverty in 
Indonesia, the country cannot achieve the MDG 1 (eradicate extreme poverty and hunger) 
without breaking this cycle. 
 

Demographics and Poverty 
71.  As a result of a highly successful family planning program that began in the 1970s, the 
Government of Indonesia has been very successful at managing a demographic transition from 
a young and rapidly growing population to a near middle-aged country where fertility has 
declined to replacement levels. This, combined with increased population mobility, has resulted 
in overall declining household size, a declining dependency ratio,20 and changing household 
composition (more  elderly and fewer children). This has safety net implications as the 
household and its extended network can no longer be relied upon as the sole source of social 
protection.  
 
72. Household size has been on a declining trend for decades. The decline continued 
through the economic crisis and between 1999 and 2003 where it stood at 4.8 persons per 
household for the lowest income quintile against a national average of 3.9 persons. The women 
child ratio, the proportion of the population between 0-14 to the female population 15-45, 
continued to decline as did the gap between the overall average of 33.9 and the average of 

                                                 
20 The proportion of persons between the age of 0-14 and 65 and above divided by the total number of 
per persons in the household. 
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44.7 for the lowest income quintile of continues to close.21 The dependency ratio22 showed a 
similar declining trend with some evidence the proportion of elderly was increasing a little faster 
than the decline in the proportion of children. By 2003 the average dependency ratio had 
reached 51.7 compared to 69 percent for the lowest income quintile indicating that households 
with a higher dependency ratio were more likely to be poor.   
 
73. Despite progress in reducing the total fertility rate, Indonesia has not yet met the 
contraceptive prevalence rate23 of 75 percent necessary to meet its population targets. This will 
have a major impact on the eventual size of the population and demand for resources to 
support livelihoods. Contraceptive prevalence rates have oscillated between 53 percent and 55 
percent between 1993 and 2003 with most women using modern contraceptives regardless of 
income group. With unmet demand hovering around 9 percent,24 there is a large and 
unsatisfied market. As there is only a 1–2 percent gap in average prevalence rates between the 
lowest and highest income group and the average, income is not the fundamental constraint. 
The bottleneck lies in improving the quality of service and variety of family planning options. 
However, Ross (2003), writing on contraceptive security points out the need to reach out to a 
severely disadvantaged group at the bottom of the economic scale and in remote areas who 
may constitute about 10 percent of the population for whom particular outreach efforts are 
needed as part of an effort to move to higher levels of use. 
 
74. Decentralization of family planning was completed in December 2003, thus ending a 
long period of national contraceptive security.  This leaves contraceptive supply entirely in the 
hands of the district level local governments and the private sector. It is too early to see the 
impact of decentralization on family planning and on the contraceptive prevalence rate. The 
2005 SUSENAS will provide the first full national level picture of the situation. On balance, the 
picture points more towards sustaining present levels of use rather than moving to higher levels 
in the near future. 
 
75. The demographic transition, population mobility, and economic development have had a 
number of follow-on effects. The proportion of the population in urban areas is rapidly 
increasing. As a result, the poor are more likely to be located in urban areas than before. In 
1993 only 10 percent of the bottom income quintile resided in urban areas. By 2003 this nearly 
doubled to 20 percent.  Being employed was less of a guarantee of freedom from poverty.  In 
1993, there were 1.6 employed persons per household (excluding unpaid workers) but by 2003 
this had increased to 2.1 persons.  Despite increasing mobility, increasing age at marriage, and 
declining divorce rates, female household headship remained unchanged at 13 percent but 
was less common among the poor (10 percent) than among the non-poor.   
 

                                                 
21 In 1999 the average women child ration was 34.9 against an average of 47. 
22 The proportion of persons between the age of 0-14 and 65 and above divided by the total number of 
per persons in the household. 
23 Proportion of women currently married women age 15–49 using contraceptives divided by the 
proportion of currently married women age 15 to 49. 
24Source Stat Compiler, DHS 2002/2003: http://www.measuredhs.com 



 35

Gender and Poverty25 

76. Looking at issues of gender and income poverty in Indonesia is made somewhat difficult 
by the fact that it is not possible to disaggregate the SUSENAS data by sex.  Issues of intra-
household inequalities are thus not easy to capture.  The question of poverty incidence 
according to gender of the household head is also tricky. Conventional wisdom holds that 
female-headed households are more likely to be poor than male-headed households.  But the 
issue of headship in Indonesia is complex. It represents cultural norms and is self-reported, 
with no statistical definition.  In areas where women enjoy relatively high status, such as West 
Sumatra, female household headship is high.  This means that women are allowed to be 
considered as the head of household. The concept of household headship is not necessarily 
the same thing as being the main income earner. 
 
77. It is thus necessary to look to other indicators for a picture of gender and poverty in 
Indonesia.  The UNDP Gender-related Development Index (GDI) was introduced in the 1995 
Human Development Report (HDR). The human development index (HDI) focuses on three 
measurable dimensions of human development: living a long and healthy life, being educated 
and having a decent standard of living.  It combines measures of life expectancy, school 
enrolment, literacy and income. The gender-related development index (GDI) measures 
achievements in the same dimensions, but captures inequalities in achievement between 
women and men. It is simply the HDI adjusted downward for gender inequality. The greater the 
gender disparity in basic human development, the lower is a country's GDI relative to its HDI.  
Indonesia's GDI is not impressive, coming in at 90 out of 144 countries, only 17 places above 
the worst performer in the Asia Pacific region (see Table 2.7). 
 
Table 2.7: Indonesia's Gender-related Development Index (GDI), 2004 

 
GDI rank 

( out of 144 
countries) 

GDI value HDI value 

Indonesia 90  0.685  0.692  
Best in East Asia & the Pacific 
(Hong Kong, China) 

23  0.898  0.903  

Worst in East Asia & the Pacific 
(Lao People's Dem. Rep.) 

107 0.528  0.534  

Best in the world (Norway) 1 0.955  0.956  
Worst in the world (Niger) 144 0.278  0.292  

Source: UNDP, Human Development Report 2004 
 
78. Another useful source of information on gender and poverty is Indonesia's wage data, 
which show inequalities persist, and that women earn less than men in both the formal and 
informal sectors. The ratio of women’s wages to men’s in the formal sector has rose only very 
slightly from 0.6 in 1986 to 0.7 in 1997.26  Wage differentials can often be explained by labor 
market segmentation—where men and women are concentrated in different occupations—and 
by differences in productivity.  But a look at male and female wages in agriculture shows that 

                                                 
25 A far more detailed discussion of issues of gender and poverty in Indonesia can be found in Asia 
Foundation, ADB, CIDA, NDI and World Bank (2006) Country Gender Assessment: Indonesia.   
26 In Feridhanusetyawan et al (2001). 
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even where men and women are doing the same job, women earn less.  The 2004 UNDP 
Human Development Report lists the ratio of female earned income to male earned income as 
0.51, lower than Uruguay and Eritrea.   
 
79. Feridhanusetyawan et al (2001) examined the structural causes of the continuing wage 
differential by sex using BPS labor force survey data from 1986 and 1997.  Their analysis was 
based on a sample of formal and informal works, and on a subset of formal sector workers. 
Nominal wages were always higher for both sexes in urban areas than in rural areas, and 
higher in the more prosperous areas of greater Jakarta, West Java and Sumatra than 
elsewhere in Indonesia. They examined a range of possible explanatory causes of wage 
differentials by sex, including (i) differences in years of work experience, (ii) years of education 
of the worker, (iii) years of education of the household head, (iv) number of children under the 
age of 10, (v) sector of occupation, and (vi) geographic location.  The researchers were open to 
whether these measurable endowments could explain observed wage differentials or whether 
differences were a result of structural factors (such as active labor market discrimination).  
 
80. Job experience was found to be a significant factor in explaining wage differences.  But 
more important was education: the marginal effect of education was larger for women and for 
individuals living in urban areas. The effect of one additional year of education on hourly wages 
for urban women was estimated to be 15% in 1986 and 12% in 1997 for primary school 
graduates (6 years of education).  The effect of each additional year of education was greater 
for urban female upper high school graduates: 20% in 1986 and 17% in 1997. The most 
pronounced impact of each year of additional education was for graduates of tertiary education: 
22% in 1986 and 19% in 1997. In rural areas the marginal effect of additional years of 
education on females was also larger than that of males but the difference was less dramatic 
than in urban areas. Nonetheless, in 1997 for every year of education beyond primary school 
acquired by rural females, wages increased by 6%. The impact of additional education was 
greater for lower secondary school graduate rural females (10%), upper secondary school 
graduate females (13%) and greatest for tertiary school graduates (19%).   

 
Employment and Poverty  

81. Employment  is one of the principle pathways out of poverty.27  But employment alone is 
not sufficient. The poor and the non-poor are equally likely to be found in the labor force, and 
the labor force participation rate28 of the poor and non-poor differs very little, 67.5 percent for 
the bottom quintile compared to the average of 64.9 percent in 2003.  What determines 
whether a person is poor is the number of earning persons in the household, the number of 
dependents supported, and the return to employment. The Indonesian labor market is covered 
in greater detail in Chapter 4, but we present some core issues here.   
 
82. The number of working persons29 in the household has been creeping steadily upward 
since 1993 and is highest among the poor at 2.1 persons per household for the bottom quintile 

                                                 
27 Working or employment in Indonesia is defined by BPS as all persons who worked for pay or assisted others in 

obtaining pay or profit for the duration at least one hour during the survey week. As being paid is not a 
requirement, the self employed and unpaid labor (usually family) is counted as employment.  

28 The proportion of persons age 15 and over working or seeking work. 
29 The number of persons age 15 and over earning divided by number of persons in the household. It 

does not include unpaid family workers. 
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against a national average of 1.8 in 2003.  As noted in the section on demography, household 
size has steadily decreased throughout the period as has the dependency ratio.  There are 
more working persons at every income level supporting fewer dependants than ever before, 
with the highest proportion of working persons among the lowest income households. The 
problem is with the return to labor for people working at the bottom end of the wage scale.  
 
83. Minimum wage regulations are a tool to ensure a minimum standard. However minimum 
wage regulations only apply to the formal sector. While there is evidence that minimum wage 
regulations have raised wages paid by the formal sector,30 access to the formal sector has 
become more competitive. Although the proportion of the population in the formal sector 
remained constant at 33 percent from 1993 to 2003, the proportion of the bottom quintile with  
formal sector jobs dropped from 25 percent to 19 percent. The informal sector accommodated  
81 percent of  the working poor and 77 percent of all who work in 2003. Unpaid family workers 
account for 27 percent of the working poor, those in the bottom quintile against 18 percent 
overall. This is down from 33 percent and 23 percent in 1993. Unpaid family work is very  much 
female dominated. Unpaid family work accounts for 49 percent of  women who work in the 
bottom quintile and 36 percent overall.  Measures are needed to increase the productivity of 
labor in the informal sector, particularly in the occupational niches occupied by the very poor. 
 
84. Child labor is highest among the poor but is not confined to children of the poor. 
Between 1993 and 2003 the proportion of working children age 10–14 declined from 17.5 to 7.3 
percent for the bottom income quintile and from 12 percent to 4.8 percent overall.  This reflects 
improvements in access to secondary school education and awareness of the need for children 
to remain in school. Nonetheless, 4.8 percent still represents about one million children, some 
of whom are in the worst forms of child labor. More effort is needed to keep children in school 
and to find viable alternatives for the large number of children who fail to stay in the formal 
education system at least through junior secondary school. 
 

85. The agricultural sector is still the principle employer for the country, absorbing half of the 
labor force and 70 percent of the poor (see Table 2.8).  Other sectors such as manufacturing 
and trade follow a distant second. Investment in agriculture has lagged behind other sectors. 
Increasing labor productivity of workers in the agriculture sector and reducing risk is key to 
reducing poverty. Promoting productivity and expansion of the manufacturing to create jobs 
and reduce poverty has been a major development focus however the demographic 
composition of the current labor force and low educational level dictates a slow transition from a 
primarily agricultural workforce to one based on manufacturing and service. Policies and 
programs to promote agriculture must take into account that most agricultural households are 
laborers and net food consumers. In 1993, 31 percent of all agricultural households were 
landless, 33 percent had holdings of less   than 0.5 hectare and the remaining 33 percent had 
holdings greater than 0.5 hectares.31 By 2003, the rate of landlessness on Java was over 40 
percent. By 2003, the rate of near landless and landless had increased from 52.7 percent to 
56.5 percent, with the rate of landlessness increasing faster on Java.  Improved access to land 
through land reform is one tool but on Java diminishing landholding size and increased land 

                                                 
30 The formal sector is defined here as comprising those persons reporting themselves to be self 

employed using permanent workers or employees. The informal sector includes the self-employed, self 
employed assisted by temporary workers, casual workers, and unpaid family workers.  

31 1993 Agriculture census, Central Statistical Agency 
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fragmentation calls for other arrangements to ensure access to land.  Other policies and 
actions are required to increase the productivity of agriculture including access to affordable 
and improved technology and product diversification, improved infrastructure, and mitigating 
risk from weather and pest induced shocks.  

Table 2.8: Sector of Occupation of the Poor, 1993–2003  

 1993 1993 1996 1996 1999 1999 2003 2003 

 Total Lowest 
Quintile Total Lowest 

Quintile Total Lowest 
Quintile Total Lowest 

Quintile 

Agriculture 50.6 71.6 46 66.1 45 66.6 47.6 70 

Manufacturing 10.5 8.4 10.9 8.5 11.4 9 11.8 8.2 

Trade 15.7 8.4 16.7 9.6 19.4 10.8 17.9 9.4 

Services excluding trade 17.4 6.9 19.8 8.3 19.1 9 10.9 4.5 

Other1    5.8 4.7 6.6 7.5 5.1 4.6 11.8 7.9 

Total 100 100 100 100 100 100 100 100 
1 Other includes: mining and quarrying, electricity gas and water, and construction 

 

86. The need to focus on agriculture should not detract from efforts to increase productivity 
in manufacturing, trade, and industry. Increasing the productivity of labor is crucial in an 
increasingly open economy to avoid a race to the bottom where Indonesia competes with other 
countries to provide the cheapest labor.  Each year the level of education of new school leavers 
increases.  Among the 15 to 24 age group, the proportion seeking work rose dramatically from 
1993 to 2003, increasing 25 percent to 33 percent overall and from 19 percent to 32 percent for 
the lowest income quintile. Some of these school leavers will be unprepared to work in 
agriculture, already an overcrowded field. The school system in general does not prepare 
young people for the labor force, particularly young people who fail to complete a junior high 
school education. Therefore efforts targeting employment creation for out of work youth should 
provide lifeskill training for the workplace.   Promoting the informal sector, supporting SMEs, 
particularly small and micro industry will help absorb young people and reduce a potentially 
socially destabilizing influence.   

 
Indigenous People, Adat Communities and Poverty  
87. Indonesia comprises about 500 ethnic groups speaking more than 600 languages.  
During the New Order era, efforts to promote ethnic identities were seen as a threat to the 
nation’s unity.  But with the fall of Suharto and the beginning of the reform era of Indonesian 
politics, ethnicity has emerged as an important issue in the social and political arena.  In March 
1999 the first congress of Indonesian indigenous peoples (Aliansi Masyarakat Adat 
Nusantara/AMAN) was held and attended by121 ethnic groups in Indonesia.32 

                                                 
32 AMAN defines its organization as an alliance for adat communities in Indonesia and claims to have 50-

70 million members across Indonesia. The alliance is meant to be a channel through which adat 
communities can reinforce their rights, their existence, and their autonomy.  The movement arose due 
the political repression that many ethnic groups experienced during the Suharto era.  
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88. A 2002 ADB study on indigenous people and poverty in Indonesia33 defines Indigenous 
Peoples (IPs) as adat communities, or communities that follow adat law.34  Adat communities 
are more economically, socially and culturally vulnerable than the others.  As the Javanese and 
Sundanese comprise more than 50% of the Indonesian population, most other ethnic groups in 
Indonesia can be then categorized as ethnic minorities.  

89. The Indonesian Ministry for Social Welfare identifies ethnic groups that are considered 
to be lagging in their social and economic status as compared to other culturally and socially 
mainstreamed groups in Indonesia.  These communities are called Komunitas Adat Terpencil 
(KAT), or isolated adat communities.35  The definition of a KAT is  a social or cultural group that 
is specific to a locality, scattered, and not or not yet included in the social, economic and 
political networks and services.36  The Social Ministry has a  dedicated Directorate of Isolated 
Adat Community Empowerment (Direktorat Pemberdayaan Komunitas Adat Terpencil), under 
the Directorate General of Social Empowerment. Their database identifies more than 300 
isolated adat communities, with a population of more than 800,000, scattered across the 
country.37 

90. Not all adat communities are necessary isolated adat communities.  The major 
difference is that the latter group is identified by the government for its social, political and 
economic empowerment program, while the former group is based on community self-
identification.  The end purpose of identification of both groups is more or less the same, 
however: to improve the social and economic conditions of IPs in Indonesia, and to reduce 
levels of  poverty associated with being members of such groups.  Unfortunately, precise 
income poverty levels among IPs in Indonesia can not be stated with any accuracy as the 
government poverty statistics do not distinguish among ethnic groups.   

91. The 2002 ADB study identified a number of causes of poverty among adat communities.  
Two of the most important causes are the absence of government recognition of adat rights 
over the land and other natural resources,  and the pollution and degradation of land and 
natural resources. A lack of access to education, poor health, and absent or limited basic social 
services and facilities are other factors that contribute to a high incidence of poverty among the 
members of adat communities.  Systematic marginalization of adat communities still occurs.38  

                                                 
33 ADB. 2002. Indigenous People/ Ethnic Minorities and Poverty Reduction: Indonesia. Manila, 

Philippines: ADB. 
34 The word adat literally translated means tradition.  In the sense here it refers to a set of traditional 

rules and customs. The term adat community evolved out of the legal definition of the Dutch word 
"rechtsgemeenschappen" which has been to be translated variously, including "legal communities", 
"autonomous groups", or "autonomous communities." 

35 Based on Presidential Decree No. 111/1999 and Social Minister Decree No.06/PEGHUK/2002.  
36 More detailed characteristics of such groups are that (1) they are small in numbers, exclusive and 

homogenous; (2) their social organization is based on kinship relation; (3) they often live in isolation 
geographically as well as from mainstream social and cultural communities; (4) they mostly live in a 
subsistence economy, (5) they have modest technology and tools; (6) they are high dependent on their 
environment and natural resources; and (7) they have limited access to social, economic and political 
basic social services (Direktorat Pemberdayaan Komunitas Adat terpencil, Depsos RI).  

37 http://www.katcenter.info/pemetaan/petanasional  
38 16 suku terasing masih merasa terpinggirkan (16 isolated tribes still feel marginalized)   Tempo, 18 

January 2005. Suku hutan di Pulau Rempang Hampir Punah (Forest tribe in Rempang island almost 
extinct). Kompas, 18 July 2005.  
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92. None of the Indonesian government's poverty reduction programs have been 
specifically targeted to adat communities.  Instead they are assumed to be part of various 
programs' intended  beneficiaries as a subset of other groups, such as the rural poor.  Several 
ADB-funded projects in Indonesia have had components that aim at poverty reduction among 
the adat communities, but they were also part of a larger beneficiary group.39 In the draft 
Indonesian PRSP specific actions for the isolated adat communities are identified under the 
heading of strategies and actions for accelerated development of less-developed areas.  
Poverty reduction programs specifically targeted at the adat communities are mostly 
undertaken by NGOs. These programs have tend to be connected with environmental and/or 
cultural conservation efforts.40  The impacts of such programs on indigenous people’s welfare 
and the poverty rate is for the most part qualitative and anecdotal.   

 
The Environment and Poverty 

93. Pro-poor economic growth is essential for poverty reduction in Indonesia.  But the 
capacity of the poor to participate in and connect to that economic growth must be enhanced if 
they are to derive any benefits. Natural resources are a fundamental building block of pro-poor 
growth.  A large proportion of the rural poor depend on natural resources for their existence, 
but are unable to exercise control over them. The rural poor depend on fields, forests, and 
water for their livelihoods. These ecosystems provide a natural capital base that can boost the 
poor beyond subsistence and into the mainstream of national economies. If the environment is 
not managed for the long term—if it is exploited and polluted for short-term gain—it will never 
provide the fuel for economic development of the order required to reduce poverty. Transparent 
and accountable governance is critical to fostering pro-poor growth to ensuring that natural 
resource wealth, an engine of that growth, is managed wisely. 

 

94. More than 50 million people live in and around Indonesia’s rainforests, many pursuing 
traditional livelihoods such as small-scale farming, bamboo/rattan harvesting, and the collection 
of fruit, honey, and wild herbs and spices.  Beyond income, forests also provide subsistence 
foods and building materials, and have spiritual value.   Where forests are destroyed, so are 
livelihoods. The past decades have seen major destruction of Indonesia’s forests and marine 
and coastal resources, erosion of top-soil in agricultural areas, loss of clean air, and pollution of 
water sources. Indonesia’s forest cover decreased from approximately 63% in 1985 to only 
50% by 1997. Holmes (1998) estimated that the rate of forest loss was in the area of 1.64 
million hectares per annum over the 12 years from 1985-1997.  Ministry of Forestry officials 
estimate that more than 43 million hectares have been degraded, with an average annual 
deforestation rate of 2.8 million hectares from 1998 to 2002 (WRI, 2005).  In other words: the 
problem is getting worse.   

95. Land, water, and forest resources are often degraded through inappropriate forms of 
agricultural development. Holmes (1998) categorized the environmental problems that cause 
poverty in the agriculture sector: 

                                                 
39 See for example the Central Sulawesi Integrated Development Conservation project (Loan No. 1605), 

or the Coral Reef Rehabilitation and Management II project (Loan No. 1962).  
40 WWF Indonesia, the Ford Foundation, Walhi, Sejati Foundation, Yayasan Kehati, and World 

Neighbors are a few examples of the many local and international organizations that have developed 
programs for  social empowerment and poverty reduction of various adat communities in Indonesia. 
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• Erosion and soil degradation; 
• Disruption of the hydrological balance of river regimes, with consequent increase in 

frequency of both floods and low dry season base flows downstream, including saline 
intrusion; 

• Increased downstream sedimentation, with negative impacts on the life span of water 
storage and irrigation systems; 

• Climatic change at the micro- and meso-level through loss of the forest cover, and at 
the macro-level through removal of major carbon dioxide sinks and increased emission 
of greenhouse gases that are believed to be causing global warming; and 

• Air pollution when fires are used widely in land clearance 
 

96. Ecosystem degradation has very real human and financial costs.  WRI (2005) estimates 
that the burning of 10 million hectares of Indonesia’s forests in 1997-8 resulted in additional 
health care costs of US$9.3 billion and affected some 20 million people.  WRI further estimates 
that 70% of Indonesia’s timber exports are illegal, costing the country $3.7 billion per year in 
lost revenues.   

97. Marine and water resources are crucial for the poor as well.  This is evident from the 
fact that in Indonesia, small-scale fishers are responsible for almost 95 percent of the total 
marine catch (WRI, 2005). Coral reefs and coastal brackish water mangrove forests have been 
two of Indonesia’s most productive resource bases, and have long been a source of livelihood 
for coastal fishers.  Both resources have been badly degraded as a result of unsustainable 
harvesting practices.  Indonesia’s coral has been under continuous destructive attack, subject 
to bombing, cyanide poisoning for fishing, sedimentation, pollution, anchor damage from boats, 
and the mining of coral for decoration or construction material. The loss of the coral resource 
has led to ever declining fish catches; the incomes of coastal fishers have decreased as a 
result. 

98. Healthy mangroves also play an important role in the livelihoods of the poor.  Mangrove 
forests are the spawning ground for many species of fish, for example, and are a key 
component of sustainable aquaculture.  Furthermore, mangrove can be a defensive buffer in 
against the eroding action of waves.  But Indonesia’s coastal mangrove forests have been 
depleted, and often completely removed.  Between 1982 and 1990, Sumatra's mangrove area 
declined by 42% and the loss continued into the 1990s and early 2000s. The official tsunami 
damage assessment report (Bappenas 2005a) stated that before the event, Aceh’s coastal 
mangroves occupied 341,000 ha, but only 30,000 ha were in good condition. Aceh’s defensive 
mangrove area would have been higher but for the large area (37,000 ha) of mangrove 
removed and replaced by brackish water fish/prawn ponds near Banda Aceh.  Had the 
mangrove around Banda Aceh and other towns of northern Sumatra not been removed, the 
damage may have been mitigated.  

99. Corruption and Natural Resource Management. In many cases, state-owned resources 
like forests and fisheries are opened to exploitation when individuals or companies are granted 
concessional leases or harvest licenses. The wealthy are much more likely to be able to take 
advantage of these.  This problem of the capture of state resources by the elite is worsened by 
corruption, political patronage, and sweetheart deals for insiders. Such corruption and 
favoritism often focuses on natural resource concessions in remote areas far from official 
concern and public scrutiny—which are precisely those areas inhabited by the poor. In 2001 
Indonesia’s former Minister of Industry and Trade was sentenced to prison for forest-related 
graft worth $75 million. For years, the timber magnate and close associate of former President 
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Suharto dominated Indonesia’s lucrative plywood trade, at one point controlling nearly 60 
percent of world tropical plywood exports (WRI, 2005). 

100. Apart from its role in enabling the elite capture of state resources, corruption also stands 
as a fundamental obstacle to the sustainable management of resources and thus another way 
in which the natural assets of the poor are diminished. Illegal logging and fishing are prime 
causes of the depletion of common pool resources on which the poor depend, undermining 
effective state management of ecosystems and undercutting customary management 
arrangements at the village or tribal level. Demands by local officials for bribes or other 
considerations for access to resources place a special burden on the poor and have the effect 
of encouraging poor families to engage in illegal logging, fishing, and other unsustainable 
resource uses themselves.  

101. One issue to consider in working against illegal resource use is the effect this will have 
on the poor themselves. While by far the biggest slice of income from illegal logging is taken by 
middlemen and timber traders,41 many poor villagers work on illegal logging crews.  The work 
can be dangerous, but it can be economically attractive, particularly if there aren’t many other 
options.  Jobs range from tree felling to transportation to milling, and likely substantially sustain 
some rural communities.  In 2000 as many as 300 illegal sawmills were estimated to be 
operating in Central Kalimantan alone, for example (see WRI, 2005).  Targeting illegal logging 
may benefit forest livelihoods in the long run, but may impose short-term hardships on the poor 
who are dependent on this kind of employment.  It is therefore important to support 
communities in the development of income generation alternatives to counterbalance the loss 
of illegal livelihoods. 

102. Tenure issues in Natural Resource Management. Insecure tenure means a lack of 
assurance that one’s land or resource rights will be respected over time. In many countries of 
Southeast Asia, long-term forest dwellers such as indigenous peoples and local farmers often 
have de facto access to forests, but their control over trees, timber, and the right to manage 
forest uses is often limited in scope and unrecognized in law. As explored above, the 
Indonesian traditional adat system of forest tenure is recognized by many forest dwellers in 
Indonesia but has often been ignored by the government, which asserts legal ownership of all 
forest areas in spite of customary or historic uses (see WRI 2005). 

103. Decentralization, the Environment, and Poverty.  In Indonesia, environment and poverty 
issues must now also be viewed through the lens decentralization. Unfortunately, 
decentralization has often meant a transfer of power from national to local elites. In Indonesia 
many of the benefits of rural timber extraction during the Suharto era accrued to powerful 
business interests in Jakarta, and illegal logging was widespread. In the decentralization that 
followed, a realignment of influence occurred, with district governments taking more control 
over managing timber extraction. Now the influence of local elites and business interests 
predominates, and rather than cracking down on illegal logging, the cycle has been 
perpetuated, often with similar inequities and environmental damage (see Djogo and Syaf, 
2003). 

 

                                                 
41 Middlemen capture most of the profits from illegal logging.  According to WRI estimates (2005:141), 
members of illegal logging gangs earn about $2.20 per cubic meter of wood.  Timer brokers receive $160 
per m3.  Singapore-based exporters of sawn Indonesian hardwood charge $800 per m3 to ship to 
Western markets. 
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Housing and Access to Services  

104. Access to shelter, electricity, safe water and sanitation are longer term correlates of 
poverty. They are fixed investments representing the ability of the household to accumulate 
larger sums of capital. In the case of electricity and piped water, they also represent investment 
in the locality. Adequate shelter is defined by the government as 10 square meters of floor area 
per capita and not having to live on a bare earth or bamboo floor. Ideally, safe water should 
meet specific quality standards for drinking, washing, and bathing without requiring further 
treatment. As no public water supply and distribution system in Indonesia meets this definition, 
the meaning of safe water is often relaxed to include water that needs to be boiled before 
drinking. Proxies for safe water include access to piped water and access to piped, pumped, 
covered wells, and protected springs.  
 
105. Over the 1990s the quality of shelter improved even for the lowest income quintiles and 
continued to improve during the crisis years. Perhaps because many components of housing 
include goods that are not traded such as sand and labor, the cost of home improvement 
became inexpensive relative to other durable goods with high imported components.  Table 2.9 
shows that over the last decade, households live in somewhat less crowded circumstances with 
improvements for the poor lagging slightly behind that of the population as a whole. Nearly one 
quarter of all households and forty percent of the lowest quintile still live in overcrowded 
conditions with inadequate shelter from the elements and under stressful and unhealthy 
conditions.  
 
106. During the same period, there was a rapid increase in access to electricity from PLN. As 
the increase in the proportion of households connected (and the number of connections 
implied) is greater than that recorded by PLN, a significant proportion of these households are 
presumed to be illegally sharing connections with neighbors. Between 1993 and 2003, the 
proportion of households connected increased by 66 percent to reach 85 percent of all 
households while the proportion of households in the bottom quintile nearly tripled, reaching 
73.7 percent. This implies the increase in connections was primarily among low income 
households. 
 
 
Table 2.9: Physical conditions of households: shelter, electricity, safe water, and 
sanitation, 1993–2003 
 
Percent of Households with: 1993 1996 1999 2003 

 Total 1st  
Quintile Total 1st  

Quintile Total 1st  
Quintile Total 1st  

Quintile 
Less than 10 square meters 
floor per capita 34.1 49.5 29.8 46.2 26.3 42.8 23.3 39.9 

PLN Electricity 51.7 26 68.5 45.7 81.6 66.6 85 73.7 
Piped water 25.2 12.8 29.9 10.8 31.9 13.8 31.5 13.9 
piped/pumped/covered 
wells/protected springs 60.3 47.9 68.8 55.6 74.3 62.9 75 82.5 

own sanitation facility 36.9 22.7 48.7 33.9 54.1 39 58.8 42.3 
 
107. Access to safe water progressed more slowly, especially for the poor.  Using piped 
water as a conservative measure of access to safe water, access increased by 24 percent 
overall to 31.5 percent, less than one third of the population. Unlike access to electricity, the 
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increase accrued mainly to the non-poor. Over this 10 year period, access by the poor 
increased by only 1 percentage point to 13.9 percent.  A more relaxed criteria that considers 
water that is piped or pumped, water from covered wells and from protected springs shows a 
same  rate of increase, about 25 percent overall with greater benefits accruing to the poor. For 
the households in the bottom quintile, access improved by more than 70 percent to reach 82.5 
percent. Neither measure is a real measure of water quality, only of water by source without 
information about the quality of the source and the potential for contamination in the 
distribution. In summary, progress has been achieved but a large proportion of the population 
remains without access to affordable safe water and this, in turn, is a major contributor to the 
high rate of diarrhea disease and child malnutrition.   
 
108. The term sanitation as used here means toilets, both water sealed and latrines. It does 
not include environmental sanitation such as rubbish removal or removal of household liquid 
waste. Ownership of household sanitation facilities is closely linked to water supply but tends to 
lag behind. In addition to awareness of the importance of sanitation, space is also required. In 
highly crowded urban areas, communal toilets may be practical alternatives to individual 
household ownership. Table 9 shows a nearly 50 percent average increase in ownership of 
sanitation facilities between 1993 and 2003 and a nearly 90 percent increase among 
households in the bottom quintile. However, as diarrhea is a leading cause of infant 
malnutrition, improved sanitation especially in high density areas remains a high priority. 
 
109. Access to markets, information, and services also depends on the physical access of 
goods and services to the places where people live and work.   People who live in villages that 
can be reached by 4 wheel vehicle all year, has a public telephone, a post office, a doctor, and 
a midwife enjoy  better access than those who do not. Table 2.10 shows the changes in 
physical access over the last ten years.  
 
Table 2.10: Village Access in Indonesia, Selected Indicators 1993–2003 

  1993   2003  
 Urban Rural Total Urban Rural Total 
Total number of villages 6,884 58,471 65,355 11,978 56,838 68,816
Percent of villages:  
-  Accessible by 4WD year-round 99.3 79.8 81.9 98.9 81.9 84.8
-  Accessible by asphalt road 93.1 47.3 52.2 86.1 45.4 52.5
-  with public phone 64.1 2.9 9.3 47.1 4.1 11.6
-  with post office 36.4 7.4 10.5 20.3 4.0 6.8
-  with a doctor 64.5 8.6 14.5 54.9 8.1 16.2
-  with a midwife N.A. N.A. N.A. 89.2 71.4 74.5
  
Source: IHS Special Tabulation from PODES 1993 and 2003      

 
110. Progress in linking villages to markets made very slow progress over the ten year period 
1993–2003. The proportion of villages that can be reached by asphalt road barely changed at 
all, stagnant at just over half.  The proportion of villages classified as urban accessible by road 
year round actually decreased as a result of the conversion of rural villages to urban status.  
Access by asphalt road is preferable because of faster travel time and, potentially, lower 
transportation costs.  Some progress was made with access to public phones however ground 
was lost with the postal service. While the number of doctors increased during this period, 
geographic coverage only marginally improved.  Coverage of professional midwives increased 
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tremendously during this period as a result of the village midwife program initiated in 1993. But 
one quarter of all villages still have no midwife and over 80 percent have no doctor. In 
summary, Table 2.10 highlights that significant investment is needed to increase village level 
access to the public goods necessary for accelerating poverty reduction such as roads, 
telecommunications, and health services. The challenge will be to stimulate these investments 
that are the new responsibility of local governments. 
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CHAPTER 3: MEETING THE MILLENNIUM DEVELOPMENT 
GOALS  

111. In this chapter we summarize the 2004 Indonesian Millennium Development Goal 
(MDG) update, providing a snapshot of where Indonesia stands, and an assessment of the 
likelihood of progress over the coming decade.  The prognosis is generally good for most (but 
not all) of the MDGs.  Some of the health-related targets are particularly off-track.  The 
environment is also a major challenge.  Importantly, severe regional disparities mean that while 
a particular MDG target might be met at the national level, there are provinces and districts that 
fall far behind the others.  

MDG 1: Eradicate Poverty and Hunger 
112. When Indonesia’s own poverty line is used, the proportion of the population below the 
line rose from 17.5% in 1996 to a post-crisis high of 23.4% in 1999, but declined now to 16.7% 
in 2004.  Given the poverty incidence of 15.1% in 1990 it appears that the MDG for 2015 would 
be a poverty incidence of 7.5%.  However, as noted in Chapter 2, it is impossible to compare 
pre-1996 with post-1996 poverty figures, given the major change in methodology at that time.     

113. Using the MDG definition of extreme poverty as US$ 1 per day (expressed in 1993 
purchasing power parity (PPP) dollars), the poverty incidence fell from 20.6% in 1990 to 7.5% 
in 2002.  By this standard, Target 1 has already been met.42  The international poverty lines of 
$1 and $2/day are converted into Indonesian rupiah using 1993 purchasing power parity (PPP) 
exchange rates.  It is important to note that $1 converted into rupiah using the 1993 PPP 
exchange rate is worth far less than $1 converted to rupiah at the current (2005) exchange 
rate. In the IMF World Economic Outlook Database (April 2005) the implied PPP conversion 
rate per US dollar is just 2,535 rupiah for 2005.  The actual current US dollar exchange rate 
was four times that amount at 10,425 rupiah on September 1, 2005.   

Table MDG 1: Eradicate Extreme Poverty and 
Hunger 1990  1996 1999 2002 

Proportion of population below national poverty 
line  15.1% 17.5% 23.4% 18.2%

Proportion of population living on less than $1/day 
(1993 PPP) 20.6% 7.8% 12.0% 7.5%

Poverty gap index 2.7% 1.8% 4.3% 3.0%

Share of poorest quintile in national consumption 9.3% 8.7% 9.6% 9.1%

Prevalence of underweight children, below the age 
of five 35.5%43 31.6%44 26.4% 27.3%

Proportion of population below minimum level of 
dietary energy consumption (<2100 kcal/day)   69.5% 68.1% 73.9% 64.6%

Source: Government of Indonesia (2004), Progress Report on the Millennium Development Goals 

                                                 
42 However, there are questions about the methodology used to obtain the back-cast baseline figure for 
1990.   
43 1992; data for 1990 not available 
44 1995 instead of 1996 
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114. As shown in Table MDG 1, the share of total expenditure enjoyed by the lowest 20% of 
the population (the lowest quintile) has remained virtually unchanged from 1990 to 2002. Child 
malnutrition in Indonesia fell from the 1990 level of 35.5% of children to 27.3% in 2002.  Yet in 
mid-2005, signs point to a possible increase in malnutrition incidence, with intense media 
coverage.  This situation must be closely monitored.   

 
MDG 2: Achieve Universal Primary Education  
115. The MDG target is a gross primary enrolment rate of 90%.45   But gross enrolment in 
primary school in Indonesia has been more than 105% since 1993 because many children are 
in an age-inappropriate grade levels.  Instead, Indonesian MDG reports measure net enrolment 
rates.46  Table MDG 2 presents summary statistics on meeting the education targets.  

116. The net enrolment rate for primary education continues to rise from an already high 
1990 baseline of almost 89% to almost 93% by the year 2002.  It can be surmised that during 
the financial crisis parents must have made enormous sacrifices to keep their children in 
primary school. School drop-out rates have decreased since the baseline year. In 1990 the 
primary school cohort survival rate was only 62% of children, but in 2002 this had risen to 75%. 
In 2002, functional literacy among the 15-24 age group was nearly 99%.   

Table MDG 2: Universal Primary Education  1990   1996 1999 2002 

Net enrolment rate in primary education (age 7-
12 years) 88.7%47 91.5% 92.7% 92.7%

Net enrolment rate in lower secondary education  
(age 13-15) 41.9%48 54.5% 59.2% 61.7%

Proportion of pupils starting grade 1 who reach 
grade 5 75.6% 81.0% 81.8% 82.2%

Proportion of pupils starting grade 1 who 
complete primary school 62.0% 70.0% 73.3% 74.4%

Proportion of pupils starting grade 1 who 
complete nine years of basic education  32.1%49 32.3% 45.3% 46.8%

Literacy rate among 15-24 year olds 96.6%50 97.7% 98.4% 98.7%

Source: Government of Indonesia (2004), Progress Report on the Millennium Development Goals 

                                                 
45 Gross enrolment rate = population currently enrolled in primary school divided by total population aged 
7-12 
46 Net enrolment assumes that children in an age group are attending the level of school appropriate for 
that age group only, i.e. children 13-15 should be in a junior secondary school (because SMP schools 
were designed for children 13-15).  Net enrolment measures only that. By doing so, net underestimates 
the actual educational achievement of the group of children aged 13 to 15; some are actually still in 
primary school, having started school late (usually because of parents’ financial circumstances). 
47 1992 
48 1992 
49 1991 
50 1993 



 48

117. In Indonesia, basic education is no longer considered to be just the six years of 
elementary school. Indonesian children must now complete a compulsory 9 years of education: 
the six years of primary school plus three years of junior secondary school. The transition is 
one many children never make.  Lower secondary enrolment rates are generally low, though 
they are on the rise, from a 1990 baseline net enrolment rate of about 42% to almost 62% by 
the year 2002.51. But well less than half of the students who start grade 1 go on to complete 
grade 9.  This should be great cause for worry. 

MDG 3: Promoting Gender Equality and Empowering Women 
118. Indonesia has achieved much progress in reducing gender disparity in education and 
literacy, and the indicators for gender equality and empowerment of women are high, as shown 
in Table MDG 3. 

Table MDG 3: Promoting Gender Equality and 
Empowering Women 1992 1996 1999 2002 

Ratio of girls to boys in primary education (7-12 
years) 100.6% 99.8% 100.1% 100.1%

Ratio of girls to boys in junior secondary education 
(13-15 years) 101.3% 103.4% 102.5% 102.6%

Ratio of girls to boys in senior secondary 
education (16-18 years) 98.0% 96.1% 103.2% 97.1%

Ratio of females to males in tertiary education 85.1% 85.3% 90.0% 92.8%

Ratio of literate females to males (15-24 years); 
literacy gender parity index 97.9% 99.1% 99.4% 99.8%

Share of women in wage employment in the non-
agricultural sector 29.2% 28.3% 31.2% 28.3%

Proportion of seats held by women in the National 
Parliament  12.5% 12.5%52 8.8% 11.3%53

Source: Government of Indonesia (2004), Progress Report on the Millennium Development Goals. 

119. At the primary and lower secondary education levels, the ratio of female to male 
enrolment is equal to or even greater than 100%.   At higher levels of education (senior 
secondary school and especially tertiary education) the ratio of female students to male 
students lags. Literacy rates are essentially equal between the sexes.  One area of concern is 
that women have not gained additional voice in the national legislature. 

 
MDG 4: Reduce Child Mortality 
120. Indonesia’s child and infant mortality rates continue to decrease, but the rates have not 
yet fallen by two-thirds, the MDG target. The implied target is to reduce the rate of under-five 
mortality from 91 per 1000 to 30 per 1000. Similarly the target for infant mortality is to reduce 

                                                 
51 When the age-specific enrolment rate (see Chapter 2) is used to examine school attendance by the 
age cohort of 13-15 years, school enrolment rates were actually 81% in 2003.  
52 1997 
53 2004 
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from 60 per thousand to just 20 per thousand.  Indonesia is on track but still some distance 
from achieving the targets.  

Table MDG 4: Reduce Child Mortality 1991 1990-94 1993-97 1998-2002 

Under-five mortality rate  (per 1000) 91 81 58 46

Infant mortality rate   (per 1000) 60 57 46 35

Proportion of children immunized against measles 
before their first birthday 

44.5% 54.6% 60.0% n.a.

Proportion of 12-23 month old children immunized 
against measles 

57.5% 62.5% 70.9% 71.6%

Source: Government of Indonesia (2004), Progress Report on the Millennium Development Goals 

MDG 5: Improve Maternal Health 
121. Maternal health in Indonesia is improving, but slowly.  Table MDG 5 shows that the 
maternal mortality rate has declined from 390 per 100,000 births in 1994 to 307 in 2002.  But 
this is nowhere near the target of reduction by three-quarters, to less than 100 per 100,000 
births.  The proportion of births attended by skilled health workers has increased from a low of 
about 41% to more than 68%. Contraceptive prevalence has reached a plateau of acceptance 
and use of about 54-55% and has ceased to improve since 1994.  

Table MDG 5: Improve Maternal Health and 
Reduce Maternal Mortality Rates 1992 1994 1997 2002 

Maternal mortality  (per 100,000 births) n.a. 390 334 307

Proportion of births attended by skilled health 
personnel  40.7% 47.2% 56.3% 68.4%

Contraceptive prevalence rate among married 
women aged 15-49 years 50.5% 54.2% 55.3% 54.2%

Source: Government of Indonesia (2004), Progress Report on the Millennium Development Goals 

MDG 6: Combat Major Diseases 
122. Health problems are still a major cause of poverty in Indonesia.  A serious illness or an 
accident can rapidly deprive a family of any accumulated assets. UNDP has collected a wide 
range of data on health indicators (15 in all) to measure progress against this goal. The result is 
a data set for HIV prevalence among pregnant women, proportions of the population using 
condoms, knowledge about HIV/AIDS, and various aspects of malaria and tuberculosis. 
Unfortunately there is no time series (or more than one observation) for most of these 
indicators. Table MDG 6 below presents data where it has been possible to measure change 
over time. 

Table MDG 6: Combat Diseases 1992 1996 1999 2002 
Proportion of contraceptive users (married women, 
ages 15-49) reporting condom use 1.3% 0.8% 0.6% 0.4% 

Tuberculosis detection rate (DOTS) n.a. 5% 19% 29% 

Tuberculosis success rate (DOTS) 90% 47% 76% 86% 

Source: Government of Indonesia (2004), Progress Report on the Millennium Development Goals 
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123. More than half of Indonesia’s population lives in malaria endemic areas, and the malaria 
prevalence rate was 850 persons per 100,000 in 2001. The health authorities estimate that 
about 30 million cases occur annually but only 1 in 10 of these is treated in a health facility, so 
the morbidity records on the disease are not complete.   The death rate associated with malaria 
was 11 per 100,000 for men and 8 per 100,000 for women in the year 2000. In 2000 only 0.2% 
of children less than 5 years slept under impregnated mosquito nets. Mosquito nets are 
commonly used only for children under age 1.   Only 4.4% of children under age 5 received 
anti-malarial drugs once diagnosed with clinical symptoms of malaria.  The vast majority of 
such children were given other drugs to reduce fever only (68%).   

124. In 1998 Indonesia’s tuberculosis (TB) prevalence rate was 786 persons per 100,000. 
This is very high in comparison with TB prevalence in neighboring countries.  Indonesia’s death 
rate from tuberculosis was 68 per 100,000 in 1998.  Estimates for the Philippines vary from 38 
to 67 per 100,000. 

 
MDG 7: Ensure Environmental Sustainability 
125. Environmental sustainability indicators are presented in Table MDG 7.  The specific 
targets are to (i) integrate the principles of sustainable development into country policies and 
programs and reverse the loss of environmental resources; (ii) halve by 2015 the proportion of 
people without sustainable access to safe drinking water; and (iii) have achieved by 2020 a 
significant improvement in the lives of at least 100 million slum dwellers. 

Table MDG 7: Ensure 
Environmental Sustainability  

Early 1990s Mid 1990s Early 2000s

Proportion of land area covered by 
forest   

67.7% 
[1993] 

n.a. 
64.2% 
[2001] 

Energy Use (barrels of oil equivalent 
per million Rupiah GDP) 

1.5 
[1993] 

1.37 
[1996] 

1.61 
[2000] 

Carbon Dioxide Emissions (kg per 
capita) 

2,536 
[1990] 

2,652 
[1995] 

2,251 
[2000] 

Consumption ozone depleting 
Chlorinated Fluoro-Carbons (ODP 
metric ton) 

7,815 
[1992] 

9,150 
[1995] 

6,608 
[1998] 

Proportion of population using 
biomass as cooking fuel 

66.1% 
[1992] 

59.7% 
[1995] 

44.0% 
[2001] 

Proportion of population with access to 
an improved water source  

38.2% 
[1994] 

43.1% 
[1998] 

50.0% 
[2002] 

Proportion of population with access to 
improved sanitation 

30.9% 
[1992] 

59.3% 
[1997] 

63.5% 
[2002] 

Secure tenure:  Proportion of 
households who own or rent their 
homes 

87.7% 
[1992] 

87.3% 
[1998] 

83.5% 
[2001] 

Source: Government of Indonesia (2004), Progress Report on the Millennium Development Goals 

126. Indonesia suffered economic, political, and environmental shocks in the late 1990s. 
Forest cover loss rates, already high and rising in the mid-1990s, were compounded by 
devastating forest fires, unprecedented in number and geographic scope. The El Niño drought 
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exacerbated these fires on two of the country’s resource-richest islands, Kalimantan and 
Sumatra. After the financial crisis, illegal logging spiraled upward. Public environmental 
expenditure, already low relative to neighboring countries, fell at a faster rate than GDP and 
overall government spending, and dropped more steeply than in other East Asian crisis 
countries.54 

127. The data on forest cover as presented in the 2004 MDG report are somewhat 
questionable.  They indicate only a minor loss of forest cover, from 68% of Indonesia’s surface 
area in 1993 to 64% in 2001. This is because the figures are for land controlled by forestry 
authorities, not total closed-canopy tree cover.  Somewhat more worrisome estimates of forest 
cover reduction have been made by World Bank and the Ministry of Forestry and Estate Crops, 
who estimated Indonesia’s closed-canopy forest tree cover was estimated at 62.7% in 1985.  
By 1997 this had fallen to only 50.1%.55  Over the period 1985-1997 Indonesia lost 19.7 million 
hectares of forest cover, or 1.6 million ha per year.  Sumatra lost the most, at 6.7 million 
hectares. 

128. Other environmental indicators for MDG 7 present a slightly better picture:  carbon 
dioxide emissions are down, the consumption of chlorinated fluoro-carbons (CFCs, such as the 
formerly common Freon gas as coolant in refrigerators) is down substantially.  The proportion 
of the population that uses biomass (e.g. fire-wood or charcoal) for cooking is dropping steadily. 
However, access to clean water is still a problem for too many households.  In the early 1990s 
only 38% had access to safe water from an improved source.  In 2002 it was still only 50%. 

129. The proportion of Indonesian households with secure tenure has fallen since the early 
1990s. This trend is worrisome.  In Indonesia in 2001, 84% of households owned or rented 
their homes, down from 88% in 1992. This means that in 2002 some 16%, or at least 8.8 million 
of 52 million total households still did not have secure tenure.   It has also been estimated that 
up to one-quarter of the housing stock in Indonesia is of poor quality (the proportion is higher in 
eastern Indonesia than in the west).  In 1999, some 47,400 hectares were classified as slum 
areas, covering a population of 2.3 million in about 3,860 villages. This is a sharp increase from 
1996, when 38,000 hectares were classified as slums.  The growth of slums reflects people’s 
inability to afford decent housing; environmental degradation; a low level of human resource 
development/education, which leads to a decline in community social standards; the inability of 
the system to anticipate and provide housing; and the failure by central and local governments 
to ensure adequate budgets for providing and maintaining urban infrastructure and services. 

 

Will Indonesia Achieve the MDGs by 2015? 
130. It is clear from the preceding discussion that, on the whole, Indonesia is making solid 
progress toward achieving the MDGs, particularly in relation to poverty reduction, education, 
gender equality and child mortality.  But this positive prognosis masks a more complex reality 
about the state of development in Indonesia.  Nationally aggregated statistics fail to capture the 
degree of underdevelopment among the regions, and the unevenness of MDG attainment.   

131. In terms of MDG 1, although the goal to reduce extreme poverty (measured using 
$1/day PPP) to 7.5% has already been reached at the national level, this is largely be due to 
development gains in wealthier regions, whereas the poverty goals in some of the eastern 

                                                 
54 WB (2001), page i 
55 This estimate of 50.1% is the official result of the 1997 forest inventory undertaken by government. 
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provinces like Papua are unlikely to be attained.  This is particularly true when the Indonesian 
national poverty incidence is used as an indicator.  Where South Kalimantan and West 
Sumatra are likely to halve the proportion of people living in poverty, provinces like Maluku and 
East Nusa Tenggara are probably unlikely to do so.  

132. Similar disparities exist in the regional achievement of MDG 2.  The national indicators 
show that Indonesia has achieved high levels of access to primary education for children aged 
7 to 12, but the high figures hide the fact that children in rural areas are as much as 20 percent 
less likely to enroll and stay in school than their urban peers.  

133. Indonesia's health challenges are also great, with an estimated 582,000 new cases of 
tuberculosis each year.  Persistently high maternal mortality rates are another indication of 
Indonesia's tremendous health needs.  The lifetime risk of a woman dying of causes related to 
childbirth in Indonesia is estimated to be 1 in 65, as compared to 1 in 1,100 in Thailand or 1 in 
8,000 in Germany.  In 2004, the United Kingdom's Department for International Development 
(DFID) restructured its program of assistance to Indonesia around two main themes, one of 
which is off-track MDGs.  DFID considers the poorly performing MDGs to be maternal mortality, 
TB and HIV/AIDS.  Donor strategies and programs to reduce poverty in Indonesia are 
examined in Annex 2.  
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CHAPTER 4: MARKETS, INSTITUTIONS, AND THE 
DECENTRALIZATION CONTEXT 

134. This chapter analyses the institutional features that influence overall economic 
performance and the functioning of markets, and thus poverty levels in Indonesia.  When 
institutions and markets are functioning and the investment climate is attractive, rapid broad-
based economic growth and much-needed formal sector jobs can improve the lives of millions.  
This chapter first examines the Indonesian labor and capital markets, then explores the 
decentralization context.  Indonesia's government decentralized with a big bang in 2001, rapidly 
devolving administrative and political power to the country's district (kabupaten) and city 
(kotamadyas) governments. This is a dramatic change given Indonesia's history of having one 
of the most centralized public sectors in the world.  Decentralization is both a great opportunity 
and a daunting challenge—an opportunity because it aims to brings government closer to the 
people, making it more responsive, transparent, and accountable, but a challenge because the 
capacity is often low, responsibilities are not always clear, and operating budgets are frequently 
lacking.  Corruption is a further challenge that pervades all levels of government in Indonesia 
such that it has its own acronym: KKN (korupsi, kolusi dan nepotisme, or corruption, collusion, 
and nepotism).  The chapter concludes with an investigation of the investment climate in 
Indonesia, and opportunities for reducing poverty by growing the private sector through 
increased investment. 

The Labor Market and Poverty 
135. There has been a dramatic deterioration in the Indonesian labor market performance 
since the Asian financial crisis.  This deterioration is marked by real wages outstripping 
productivity growth, increasing informalization, increasing wage inequality, and disappointing 
export performance for labor-intensive manufactured goods. There are three key labor 
problems in the country.  First, there is persistent unemployment, most prevalent among 
women, youth, and the educated.  Second, there is widespread underemployment and 
informalization.  Third, a low quality labor force combined with poor working conditions lead to 
low productivity of labor (see Sugiyarto, 2005).   

136. Each year the number of new employment seekers in Indonesia is of the order of a 
staggering 2 million individuals.  Most labor market entrants will seek employment for wages 
and salaries. Labor is their most important asset, but only about 20% of those new entrants will 
find wage employment in the formal sector each year. The principal reason for slow job creation 
is the low rate of investment in modern sector activities.  Another factor has been the imposition 
of regional minimum wages.  Minimum wages are beneficial for those who find or have 
employment, but overall have had a negative impact on the entire labor market.  

137. Unemployment and underemployment are key determinants of poverty. Unemployment 
estimates for Indonesia show that the number of jobs in manufacturing contracted from 11.5 
million jobs to 11.07 million (by 3.6%) between 2003 and 2004 and that the open 
unemployment rate had risen to nearly 10%.56    Another 19.4% of all workers have jobs, but 
work for no wages, only in-kind benefits such as food, shelter, or clothing. In 2001 there were 8 
million registered unemployed people looking for jobs. But this number is a clear underestimate 

                                                 
56 Hakim, Zakki P, “Job Numbers Drop Due to Unfavorable Labor Regulations”, Jakarta Post, June 21, 
2005 p 5 
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because it is largely the urban educated people who are able to (or who bother to) register as 
unemployed.  The underemployed are defined as those who have some work but who would 
like to work additional hours.  Many Indonesians currently working do not work enough hours to 
earn a decent living.  Labor force statistics show that 43% of the work force works less than 35 
hours per week, and 8.5% work less than 15 hours a week.  

138. According to Sugiyarto (2005), the challenge for Indonesia, taking into account new 
entrants, the unemployed, and underemployed, is to create 50 million productive and decent 
jobs over the next 5 years, 15 million of which will be for new entrants alone.   

Labor force participation rates 
139. There are several sources of data on labor force participation, sector of economic 
activity, employment status, unemployment, wages, and other aspects of the labor market. The 
main source is the BPS National Labor Force Survey (Survei Angkatan Kerja Nasional, or 
Sakernas). The annual national socio-economic survey SUSENAS also contains questions 
about work and employment and is a valuable supplement to the primary source. Definitions, 
methods and coverage of the various employment surveys, population censuses and wage 
surveys are described in Annex 1 and 2. 

140. The total working age population (aged 15 years and over) in 2001 was 144 million 
(details for the period 1997– 2001 are presented in Appendix Table 8).  Of these 144 million 
working age people in 2001, the labor force was considered to comprise 98.8 million, making 
for a labor force participation rate of 69%. The definition of labor force includes those working 
plus those looking for work. The number actually working was 90.8 million, while another 8 
million were looking for work in 2001. Not included in the labor force were another 45.2 million 
people aged 15+ in 2001. Most were concerned with house keeping (26.5 million) or were 
students (10.9 million). Another 7.9 million persons not included in the labor force went 
unexplained in the official statistics. 

141. The national labor force participation rate of 69% in 2001 represents a slight increase 
over  from the 66% registered during the financial crisis. It is important to note that the national 
participation rate masks many differences according to gender, geographic region, position in  
the income distribution (which quintile), and level of education.  

142. It is possible to examine labor force participation by gender and by rural/urban 
classifications. The full results are presented in Appendix Table 9, based on the 2002 
SUSENAS. Males comprise about 60% and females 40% of the labor force, a ratio that has 
fluctuated very little over time.57  In both urban and rural areas, male labor force participation 
was higher than that of females everywhere. This was true across all provinces. In urban areas 
male participation rates varied across provinces from a low of 68%  in Maluku to a high of 84% 
in East Kalimantan.  In the same urban areas, female participation rates were much lower, 
ranging across provinces from a low of 31% in Jambi and the Bangka Belitung Islands to a high 
of only 60% in Bali.   

143. A similar male/female distinction is seen in rural labor force participation rates. In all 
rural areas of Indonesia male participation rates were much higher than female. The range of 
rural male participation was from 69% in Maluku to 92% in the Bangka Belitung Islands, but 
rural female participation rates were in a much lower range, from a low of 18% in Papua to a 
high of only 69% in Yogyakarta. 

                                                 
57 see Suryahadi (2003:33) 
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144. Appendix Table 9 shows no distinct geographic pattern of labor force participation in 
relation to poverty headcounts. The geographic regions with higher than average poverty 
headcounts in 2004 were identified in Chapter 2 as generally the southern half of Sumatra 
(South Sumatra, Lampung, Bengkulu), central Sulawesi (Gorontalo, Central and Southeast 
Sulawesi), eastern Java (Central and East Java) and the eastern island groups of Nusa 
Tenggara, Maluku and Papua.  But there is no discernable evidence that labor force 
participation rates are different for these poorer regions than for other more prosperous parts of 
Indonesia.  

145. There is a clear distinction of labor force participation according to where people fall 
along the income distribution.  Labor force participation rates are the highest among the poor.  
Appendix Table 10 presents male and female participation rates for all provinces by quintiles 
across the consumption expenditure distribution. Nationwide, participation was highest for the 
poorest quintile (a rate of 71%) and lowest for the top quintile (64%).  Across all provinces 
participation rates are higher for both males and females in the poorest quintile. 

Sectors of employment 
146. More than 90 million people were working in 2001.  Appendix Table 12 presents a 
national summary for the working-age population by main industry for the most recent five 
years. The Sakernas labor force survey undertaken in 2001 found that agriculture was still the 
main source of income in Indonesia (either through own-farm operation or agricultural wages): 
agriculture provided incomes for 39.7 million persons, or 44% of those working. This number 
had risen sharply from the numbers found working in agriculture before the crisis. Many of 
those who lost employment in the modern urban sectors were forced to  return to agriculture, 
and in many cases have stayed there since.   

147. The second largest sector of income-earning was trade and allied activities (wholesale 
trade, retail trade, restaurants and hotels ), which provided income for 17.5 million persons 
(19%). The number engaged in trade remained stable for the five years reported in Appendix 
Table 12, except for slight annual fluctuations, likely a result of sampling issues. Manufacturing 
was the third largest sector of work, providing incomes for 12 million persons (13.3%). 
Manufacturing as a sector of income dropped to a recent low of only 9.9 million income earners 
in 1998 and has grown slowly to levels which are slightly above those just prior to the crisis. 
Various other services (community, social and personal services ) were the main source of 
income for 11 million people (12% of those who worked in 2001).  Services declined as a 
source of income over the period 1997–2001. 

Labor force by employment status  

148. Appendix Table 13 presents a national breakdown of employment status for the five 
year period 1997–2001. About 38 million (42%) of Indonesia’s 90.8 million workers were self-
employed or operated family businesses assisted by family members or temporary help. There 
were an additional 2.8 million employers who paid wages or salaries to permanent employees.  
Employees are employed under a number of arrangements. Some have fixed or regular status 
as full-time employees, where others are casual (part-time, seasonal) workers in agriculture 
and other sectors.  When these three groups are lumped together, employees account for 32.7 
million income-earning persons or 36% of the labor force.   

149. Another surprisingly large number of employees work without pay: 17.6 million persons 
or 19.4% of all workers (see Appendix Table 13). There are many cases of unpaid family 
members working in small family-owned enterprises in Indonesia. There are also many 
instances where students come from rural areas to larger towns for secondary education and 
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live free with an urban family, but must work part time in the family’s business. These people 
have no income other than in-kind food, clothing and shelter. It appears to be the case that one 
in five employed people work for no cash pay in Indonesia. 

150. Comparing the number of wage employees in 2001 (32.7 million) to the pre-crisis 
number of wage employees in 1997 (30.2 million) it seems that only about 2.5 million wage-
earning jobs were added over a five year period.  We have seen above that there are 2.5 
million new entrants to the work force each year. Over the five year period considered the 
number seeking jobs must have been at least 12.5 million entrants. Only one-fifth of these, 2.5 
million, found paid work in working for others.  In such dire situations, migration becomes a very 
attractive option to many. 

Open unemployment and underemployment  
151. The 2001 Sakernas showed that there were 8 million Indonesians looking for work 
(Appendix Table 14). 58  This was the sum of the unemployed plus those establishing a new 
business, those who had given up hope of finding a job, and those who have located work that 
has not started yet. The sum of these led to a reported 2001 unemployment rate of 8.1% of the 
labor force.59  The most recent estimate from the 2004 Sakernas show that unemployment is 
on the rise. The official unemployment rate for 2004 was 9.9% up from 9.7% in 2003.60 The 
number seeking work was 10.25 million Indonesians in 2004.  

152. Who are the unemployed?  First, to be officially unemployed means having registered 
with a government agency as unemployed. It is not surprising to find that the unemployed are 
quite well educated (and most likely urban, living near and knowing about an office where they 
may register as unemployed). More than one-third of the 2001 unemployed were graduates of 
senior high school (2.9 million or 36%) and another 22% were graduates of junior secondary 
schools (1.8 million persons).  It is reasonable to conclude that their lower and upper secondary 
school education did not prepare them with the skills required by the job market. The rural and 
the less-well educated tend not to register as unemployed.  

153. Even where they are already employed, many people would like more work. In 2002 in 
most provinces and for every quintile in the consumption expenditure distribution, at least 10% 
of recent labor market entrants (aged 15-24) were seeking additional work. Within the poorest 
quintile, 17.3% of youths said they were looking for work (or for more work). Even for the 
highest expenditure quintile, 12.3% of youths said they were looking for work.  

154. The 2003 SUSENAS asked questions about how many hours a week people actually 
did work and found that many worked less than 35 hours per week and wanted more work. The 
problem was most acute for the lowest quintile of the consumption expenditure distribution: 
43% were working less than 35 hours a week. In fact a full 8.5% of that lowest quintile worked 
less than 15 hours a week. Even for the top quintile in the expenditure distribution there were 
many who worked less than a full work week: almost 20% worked fewer than 35 hours and 
almost 5% worked less than 15 hours per week.  

                                                 
58 BPS changed its unemployment reporting procedure between 2000 and 2001. In 2000 the openly 
unemployed were 5.8 million persons or 6% of the labor force (see Appendix Table 16, last two columns) 
59 In a recent interview with the Jakarta Post the director in charge of monitoring child labor at the 
Ministry of Manpower and Transmigration, Sudaryanto said according to his Ministry’s records the open 
unemployment rate had recently reached 11 million people (JP: Wed, June 15, 2005) 
60 JP: June 21, 2005 
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Wages and the changing structure of the labor market  
155. Suryahadi (2003) examines the labor market, real wages, and their relationship to 
government stipulated regional minimum wages. The structure of the Indonesian labor market 
has undergone changes since the early 1990s. The most noticeable change has been rapid 
urbanization of the labor force, rising from 24% in 1986 to 39% in the year 2000. The labor 
market has also become noticeably more formal along with urbanization, rising from a formal 
sector of 27% in 1988 to 38% by 1996. The economic crisis reversed this trend, sending a 
large number of people back into informal economic pursuits.  The employment of blue-collar 
manual workers declined. Before the crisis one-third of the workforce worked only part time, but 
in the year 2000 this had fallen back to 27%.  Suryahadi concludes that the reduction of the 
proportion working part time was in response to falling real incomes.  Real average wages, 
when properly deflated, did not increase over the period examined by Suryahadi (1989–2001). 
Real wages dipped seriously during the financial crisis, and recently recovered to pre-crisis 
levels. Using Sakernas data, Suryahadi shows that real average wages lagged behind 
increases in real per capita GDP for every year the period. Real average wages fell more 
steeply than the fall in per capita GDP during the crisis. 

156. The government instituted a policy of minimum wages in the early 1970s for those 
working in the formal (largely urban) sector. Since the late 1980s it has reinforced this policy 
largely as a result of pressures from the international community61. Minimum wages have 
always been much higher than actual average wages. The gap between the two types of 
wages continues to grow, in favor of the minority who can obtain work at the minimum wage. 
Even before the financial crisis the real minimum wage in 1994 was around 2.4 times its 1989 
level mainly as a result of large stipulated increases in 1990 and 1994. It was not an accident 
that these two stipulated increases coincided with declines in the average wage.  

157. In 2000 the real minimum wage was raised substantially, by significantly more than 
rises in the real average wage and real GDP.62 The increase in the weighted average of real 
regional minimum wages in that year was more than 17%, while the real average wage rose by 
around 13% and real per capita GDP rose only by 3.5%.  Beginning in 2001, as part of the 
decentralization and regional autonomy policy implemented throughout Indonesia, the power to 
set minimum wage levels was transferred to provincial governors, and in some cases even to 
the lower level of district—to the mayors (walikotas) of cities and the bupatis of the kabupatens.  

158. Within the formal sector, not all firms were able to pay (or chose not to pay) their 
workers the minimum wage. Suryahadi interviewed 200 firms on compliance with the law.63 The 
lowest rate of compliance was among small enterprises with less than 20 workers; there, a full 
63% of wages paid fell below the minimum wage. For medium-sized firms (between 20 and 100 
employees) about 30% of wages were below the minimum. It was only among large firms 
(more than 100 employees) that compliance was high: just 4.9% of wages were below the 
minimum.  In terms of sector, the highest rate of non-compliance with the minimum wage law 
was found in textiles (42% below the minimum wage), food and beverages (40% fell below the 
minimum), and chemical/pharmaceutical firms (27% of wages were below the minimum). Most 
of the below-minimum-wage payers were oriented toward the domestic market rather than 
export.  

                                                 
61 see Suryahadi et. al. 2001, p. 17 
62 Suryahadi (2003), p 34 
63 see Suryahadi et. al., 2001, Table 5 (p. 22). 
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159. Suryahadi disaggregated the data to examine different impacts of the policy on the 
wage distributions in formal employment for male and female workers. He found that the mode 
of the actual wage distribution for female workers was at the minimum wage, but the mode for 
male workers was higher.  He also examined the differential impact of the minimum wage on 
blue-collar vis-à-vis white collar workers. The majority of blue collar workers were clearly 
positively affected by minimum wages, but the same did not hold true for white-collar workers, 
whose earnings were generally far above the minimum wage.  

160. The purpose of minimum wage regulations was to lift the incomes of those workers 
whose wages were too low. But the actual impact is often a downward pressure on total 
employment.  The workforce is split between the formal and informal sectors, but minimum 
wages only affect the formal.  Suryahadi examined the impact of the imposition of minimum 
wages upon the wages of those at the bottom of the wage scale. The imposition of the 
minimum wage only in the formal sector reduced demand in that sector (as not all firms are 
able to pay the minimum wage). This forced a number of people out of formal employment and 
back into the informal, lowering wages there.  Suryahadi’s econometric results show that the 
imposition of the minimum wage reduced the employment of the least skilled workers in the 
formal sector. He estimated employment elasticity in the formal sector of about -0.1. This 
means that every 10% increase in real minimum wages resulted in a reduction of more than 1% 
in total formal employment. The only group of workers who clearly benefited from the minimum 
wage in terms of employment opportunities were white-collar workers, and they were better off 
to start.  Firms also changed technologies in response to higher labor costs in the formal 
sector; adopting more capital intensive technologies, further reducing employment in formal 
activities.  

161. The imposition of the minimum wage in the formal sector of employment is believed to 
have slowed employment growth in the modern industrial sector. The overall negative 
employment impact for Indonesia was greatest for those groups that are the most vulnerable to 
changes in labor market conditions, such as female, young and poorly educated workers, who 
make up the bulk of Indonesia’s labor force. The employment elasticity for female and young 
workers was approximately -0.3, while for less educated workers the elasticity was around -0.2.  
The minimum wage must therefore be seen as a contributor to poverty in Indonesia. 

162. To increase employment in the formal sector and especially in manufacturing, Papanek 
(2004) suggests that Indonesia should put an end to the escalation of the minimum wage and 
that the government should encourage the exchange rate to drift down in line with the higher 
rate of inflation in Indonesia than in competing countries.  It is clear that both of these 
measures (and especially any depreciation of the exchange rate) would  create problems 
elsewhere in the economy, and that it would be better to address some of the aspects of the 
high cost economy directly (such as rent-seeking, corruption, and other inefficiencies).  But 
progress in this area has been painfully slow, largely because of political obstacles.  Papanek 
concludes that macroeconomic tools may therefore have to be used, though it would be both 
more efficient and more equitable to tackle the  inefficiencies directly, which benefit the wealthy, 
rather than to attack higher labor costs, which benefit mostly a labor elite, some of them highly 
vulnerable to becoming poor. 

Agricultural wages as a proxy for poverty 
163. Papanek (2004) looks the wages of unskilled workers as a proxy for changes in the 
income/expenditure of the poor.  He shows that wages for agricultural workers are a good 
proxy for the income of the rural poor. They parallel the wages for household servants and the 
cost of haircuts in urban areas. The latter are a good proxy for the income of the urban poor, as 
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were the wages of unskilled and semi-skilled industrial workers in medium- and large-scale 
firms.  But industrial wages tracked other indicators of poverty only until 2000.   

 

164. Papanek's study finds that, as might be expected, agricultural and other wages declined 
by more than the expenditures of the poor during the financial crisis, and rose by more than 
expenditures during the recovery.  This demonstrates that the poor tried to maintain their 
consumption as their income plummeted, by dissaving—that is, drawing on stocks of rice and 
other foods, drawing down savings, and borrowing from friends and relatives. During the 
recovery consumption rose more slowly than income as they rebuilt stocks, repaid loans and 
added to savings.  The study uses the rural consumer price index (CPI) as the most 
appropriate deflator, and finds that the decline for agricultural wages was close to 40% from 
1996/97 to 1998/99.  From that low point recovery was swift, took only about a year, and real 
wages increased by about one quarter. But since 2000 real wages in agriculture have 
stagnated.  By mid-2003 they averaged more than 20% below their high point in 1996/97.  
Agricultural wages thus present a more pessimistic picture of the state of poverty than is given 
by poverty incidence (see Chapter 2).   

 
Financial Services and Poverty 
165. Financial capital is one of the key assets people require to reduce vulnerability and to 
stay out of poverty.  Financial capital can come from a number of different sources including 
earned income, savings, remittances, and credit.  Access to formal sector financial services is 
key, but many of the poor lack such access. As a result Indonesia’s poor often resort to 
pawnshops and to money-lenders (who charge the exorbitant interest rates that tend to mire 
people in a vicious cycle of debt and interest repayment).   

166. It was once assumed that the poor had no need for financial services, or possibly only 
credit.  But for the poor, as discussed in Chapter 2, risk is a part of daily life, and strategies for 
coping with risk and vulnerability are key.  Diverse financial services—borrowing, savings, 
insurance—protect the poor against uncertainty.  In Indonesia, the Bank Rakyat Indonesia 
(BRI) has learned over the years to pay attention to what clients want.  Studies on savings 
motivations and preferences of rural people throughout Indonesia identified four major 
characteristics a savings facility must combine: (i) safety/security, (ii) convenience, (iii) liquidity, 
and (iv) a positive return.   

167. Access to financial services enables the poor to increase income and smooth 
consumption flows, and to expand their asset base.  Empirical evidence from many countries 
shows that, among the poor, those who have had access to financial services were able to 
improve their well-being much more than those who did not have access to financial services.  
Whether they save or borrow, evidence shows that when poor people have access to financial 
services, they choose to invest their loans, additional earnings, or savings in a wide range of 
activities that benefit not only themselves but also their families and extended households. 
Access to financial capital means being able to start up, expand and diversify microenterprise 
activities, taking higher risks and ultimately expanding one's income and asset base. Increases 
in income and the expansion of assets enable poor households to invest in human capital, for 
example in the form of higher education for their children. Participation in microfinance activities 
can also result in an increase in confidence levels, contributing to empowerment. 

168. More than 90% of Indonesia’s businesses are micro- and small enterprises.  For them 
to grow and create jobs is an important element of poverty reduction. But new micro-
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enterprises and small start-up firms are seldom able to obtain credit from formal sources. 
Extending credit to such economic activities presents familiar problems to banks: high 
uncertainty about the business plan, unregistered legal status of the enterprise, and small loan 
amounts requiring a large spread between interest rates charged and the cost of capital.  Small 
enterprises are plagued by an inability to pledge collateral or property as a guarantee of 
repayment, and an inability to assemble own-equity to fund a portion of the overall investment.  
No prudent bank is willing to fund 100% of a proposed new investment and to assume all the 
risk.  

169. In a paper presented at a  conference in on the role of microfinance in regional 
autonomy, Ismawan (2002) analyzed the difficulties experienced by household cottage 
industries and small enterprises.  He examined five constraints: difficulties in obtaining capital, 
shortage of raw material, marketing, technical production and management and competition. 
His data from BPS surveys showed that lack of access to capital was the main problem facing 
40.5% of the household enterprises and 36.6% of small businesses.  When both groups were 
asked where they obtained financing for their enterprises, 90% of household industries and 
70% of small enterprises said they had to finance their activities themselves (from family 
saving)s.  Less than 5% of either type of enterprise were able to borrow. When they did borrow 
it was usually from moneylenders (rentenir) at very high interest rates. 

170. Indonesia has a fairly wide and diverse network of microfinance institutions (MFIs) that 
provides microfinance services.64  In 2002 there were about 54,000 microfinance outlets 
nationwide, serving about 45 million depositors and around 32 million borrowers. This network 
includes a can categorized into three basic groups, namely  

(i) formal banking institutions, which include commercial banks, regional development 
banks (BPDs), and rural credit banks (BPRs);  

(ii) non-bank financial institutions (NBFIs) that are largely established as savings and credit 
cooperatives (KSPs) or savings and loan cooperatives (USPs), local government 
financial institutions, Islamic-based cooperatives, credit unions, rural credit fund 
institutions (LDKPs), village credit institutions (BKDs), and a variety of informal small 
savings and lending groups (arisan); and  

(iii) pawnshops (Perum Pegadaian) and moneylenders. 

 
Formal Banking Institutions 

171. The formal institutional microfinance system underwent a major transformation in the 
1980s. The first phase involved finance sector deregulation in 1983 that set the stage for the 
“big bang” reform of the Unit Desa (Village Units) system of Bank Rakyat Indonesia (BRI). In 
the next phase, the reform package of October 1988 enabled the entry of new, privately owned 
microbanks, the BPRs. The BRI units and the BPRs now constitute the major part of the 
banking microfinance sector. Together, they provide wide-ranging financial services including 
savings mobilization, emphasize viable and sustainable financial intermediation based on 
market interest rates, and provide credit for all purposes.  
 

                                                 
64 The discussion in this section is based on work done in preparation for the ADB’s Indonesia Rural 
Microfinance Project.  
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172. BRI is the leading institution in terms of savings facilities, and with its village units is 
responsible for 62% of accounts and 74% of deposits.65 BRI is also the largest player in terms 
of microfinance lending. Of total outstanding microcredit, almost 40% is intermediated by BRI.66  
Despite the presence of the wide network of MFIs as well as government and international 
efforts, rural community access to microfinance services is inadequate—there is a significant 
gap between the demand and supply of sustainable microfinance services in rural areas.  

173. Papanek (2004) analyzed decades of BRI's extensive micro-credit program and 
summarized the lessons to be learned as follows:67  

• There is a great unmet demand for highly liquid small savings deposits. Even at low or zero real 
interest rates, the rural population wants a safe, accessible and liquid savings deposit facility.  As 
a result BRI was able to accumulate small savings deposits totalling 3% of GDP. 

• There is an almost equally great unmet need for micro-loans with various maturity dates. In 2002 
outstanding loans were $1.3 billion, or 1% of GDP. 

• Borrowers are willing to pay interest rates that cover the costs of small loans and generate a 
profit.  With micro-credit self-supporting and profitable it could expand even when the budget 
was tight.  Interest rates were below those of the moneylenders, but sufficiently high and the 
loans sufficiently small, so the program never became a patronage vehicle. 

• Repayment rates of 98% or better were maintained over 20 years. In this respect too the micro-
credit program was operated commercially, not as a charity or government grant program. 

• Decentralization of decisions, incentives for managers throughout the system and clear 
assignment of responsibility were essential to commercial success. 

• The rural deposit and micro-lending programs made a useful, but very small, contribution to 
poverty reduction. Data are not adequate for definitive or quantitative conclusions on its 
contribution. Only a small proportion of loans went to the poor. But BRI loans kept many near-
poor from slipping below the poverty line periodically, created a limited number of jobs and kept 
some family workers out of the job market. The program contributed to a buoyant rural economy 
that benefited the poor. 

• There is considerable potential for further expansion of micro-credit in Indonesia. 

174. Formal banks have in the past participated in channeling government credit to farmers, 
in particular rice farmers. BRI assisted farmers with credit in Indonesia’s very successful BIMAS 
rice intensification program during the 1960s and 1970s.  After the BIMAS rice program closed 
in 1983 the government’s agricultural bank credit scheme for farmers was called Kredit Usaha 
Tani (KUT) or Farm Business Credit. It was operated by the Ministry of Cooperatives.  KUT was 
designed to ease the purchase of cash inputs for crop farmers, limited to those who intended to 
plant paddy rice, maize and soybeans, and to a lesser extent horticulture crops. Over the last 
thirty years there have been repeated sustained periods of low repayment of first BIMAS and 
later KUT rice input loans. Some farmers considered such loans to be a gift, and defaulted. Bad 
habits were formed, and they lost their ability ever to borrow again from the bank where they 
defaulted.  

175. For crop year 1998/99, in addition to the KUD cooperatives a small portion of the credit 
was channeled through NGOs or farmers’ own co-operatives (KopTan). In anticipation of an 

                                                 
65 There are currently more than 3,800 BRI village units, predominantly situated at the subdistrict level.  
66 In terms of clients, the pawnshops of Perum Pegadaian (Pawning Organization) account for almost half of all 
borrowers but, given the very small loan sizes, these outlets account for only 7% of the total loan amount 
outstanding. Pawnshops are discussed in a following section.  
67 Papanek, 2004, p. 72-73. 
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upcoming national election the Suharto government suddenly increased the amount of farm 
credit by 2200%, from an initial $36 million per year to $940 million.68 This led to massive fraud 
and mismanagement, and in effect destroyed the national system of KUD cooperatives.  KUT 
credit was offered at very favorable (subsidized) terms, at an interest rate of only 10.5% per 
year. But during the crisis deposit interest rates were about 35% per year. This led to a 
negative spread between the bank’s cost of funds and earnings from lending.69  Repayment of 
the massive amount of principal extended was low. There were many reports of overstatement 
of KUT farm credit need; actual borrowers turned around and deposited the remainder at 
higher interest in time deposits paying 25 percentage points higher than the cost.   

176. Many borrowers proved not to be farmers. In the worst of cases, much of this 
subsidized formal credit did not even reach the intended farmers. Unscrupulous officials and 
false NGOs borrowed the money but never delivered it to farmers.  As a result of the ensuing 
scandal, the government identified and black-listed 577 quickly set-up local NGOs because of 
their misuse, abuse and non-repayment of 79% of KUT credit funds as of December 2000.70  In 
2003 it was reported that there were still Rp. 6.2 billion ($730,000 at current exchange rate) of 
disputed outstanding KUT loans in one Yogyakarta district alone.71 The farmers believe that 
these loans have been forgiven by the government, but the banks involved are of a different 
opinion.  

177. In recent years KUT changed its name to Kredit Ketahanan Pangan or Food Security 
Credit and once again the credit is distributed by banks on behalf of the Ministry of Agriculture.  
But the principle and implementation practices remain largely unchanged, subsidized credit to 
rice farmers, many of whom are unlikely to repay. This is not a sustainable anti-poverty farm-
input-credit program to help poor rice farmers.  

Non-bank Financial Institutions 
178. Non-bank financial institutions (NBFIs) have always been healthier than large formal 
banks; few collapsed during the crisis.  Although the poor seldom have access to formal bank 
credit, many poor people are assisted by non-bank financial institutions. This category includes:  

• Islamic credit unions (Baitul Maal wa Tamwil),  
• Savings and Loan Cooperatives (koperasi simpan-pinjam),  
• Credit Unions,  
• Savings and Loan Units (unit simpan-pinjam),  
• Savings and Loan Facilities (Tempat Pelayanan simpan-pinjam), Micro-finance 

Institutions (lembaga keuangan mikro),  
• Village Credit Agencies (badan kredit desa), and  
• Common People’s Business Credit (Lembaga Kredit Usaha Rakyat Kecil, LKURK).  

179. There are many more NBFIs than banks in Indonesia, but they are small and cover only 
a limited geographic area or a specific eligible group.  The various savings and loan 
cooperatives/units/facilities are variously owned by village government sponsored KUD 

                                                 
68 See Montgomery(2000) page 24 Table 7 for details 
69 With the collapse of the banking sector and required intervention of the IMF, a new banking law was 
passed, UU No 23/1999. This law required BI to stop issuing “liquidity credits”. Agricultural credit must 
now come from the funds of member commercial banks. 
70 Bisnis Indonesia, Feb 14, 2001, quoting the Secretary to the State Minister of Cooperatives 
71 Kedaulatan Rakyat newspaper, August 16, 2003 
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cooperatives, employee cooperatives within an enterprise, women’s cooperatives, multi-
purpose cooperatives, and farmers’ cooperatives. These have helped many low wage earners 
and low-income earners to borrow at reasonable rates of interest, in the range of 36% to 60% 
per year (3% to 5% per month). The basic principle is that a member must always save/deposit 
before borrowing. The capital fund stems from their own resources. Seldom are these savings 
and loan institutions the recipient of channeled government funds. 

180. Ismawan (2002) classifies the various types of micro-lending NBFIs into three groups, 
The first group emphasizes savings mobilization among the poor, the second the role of 
intermediation in making links with banks, and the third emphasizes channeling resources to 
the poor: 

• Banking of the poor:  These are savings-led micro-finance institutions. The capital fund is 
mobilized from the savings of the poor themselves. They are membership-based where 
people have a common interest, and include self-help groups, business groups, credit 
unions, and saving-lending cooperatives. 

• Banking with the poor:  Self-help groups are formed and taught how to access bank credit 
(and banks are taught how to safely lend to groups of the poor). This linking pattern has 
become known as Pola Hubungan Bank dan Kelompok Swadaya Masyarakat (Connecting 
Banks with Self-Help Groups). 

• Banking for the poor:   This is based on credit led institutions, where the capital fund was 
not mobilized from savings by the poor but rather from outside. Examples are the Badan 
Kredit Desa (village credit board), Lembaga Dana Kredit Pedesaan, LDKP (Institutional 
Fund for Rural Credit), Grameen Bank and various others.  

181. The types of community institutions that could play a significant role in poverty reduction 
efforts are savings and lending groups, which are essentially financial self-help groups initiated 
and run by the community. This kind of group can be found in most communities, and is 
commonly called an arisan. There are arisan at sub-village and village levels, among extended 
families (called arisan keluarga besar) and between traders or workers in a particular place. 
Most arisan groups have an economic reason for being, but the purpose varies. In Manggarai, 
Flores, one arisan pendidikan (education) arose among members of a church, where the 
members use the savings for supporting the education for their children. With the saving fund 
the members take turns sending their children to higher education. One estimate counts at 
least 500,000 arisan groups operating in Indonesia.72 This type of savings group had inspired 
microfinance programs for the poor, especially in rural areas. Semi-formal financial groups in 
the form of cooperatives (koperasi) can also be found in most communities. Almost all types of 
micro level financial activity at the community level are in the koperasi form. Various formal, 
semi-formal and traditional societal institutions have been the main economic safety net for 
most poor people in Indonesia. Efforts to empower and strengthen some of these institutions 
have been undertaken, but they have faced implementation and targeting problems.  

182. Futher developing NBFIs will increase the mobilization of domestic resources to further 
spur economic growth.  According to the World Bank (2005) Indonesia’s NBFI sector is small 
and nascent for a country of its size, given the following: 

                                                 
72 “Indonesia: Mutual Finance Association and Trading Cooperatives”, http://www.asianphilanthrophy.org 
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• Indonesia’s insurance firms have assets of  only 5%of GDP, as compared to 20% of 
GDP for Malaysia;  

• Pension funds' assets in Indonesia are 3% of GDP compared to Malaysia’s 56%; 
• Mutual funds are 5% of GDP Indonesia compared to 12% in Thailand; 
• Pension funds and insurance firms in Indonesia invest nearly 60% of their resources in 

short-term bank deposits—in essence transforming scarce long-term resources into 
short-term assets—which makes these investments sub-optimal; and  

• In the equity market, despite the boom, still there are less than 75,000 domestic 
individual investors in a country of 220 million people, and equity raised in 2004 was Rp. 
7 trillion (less than 3% of all private capital formation), with most of the investments 
driven by flows from abroad. 

Poor Households Lack Financial Services  
183. One of the main problems of access to financial services has to do with physical 
access: existing banking institutions are often located too far away from rural areas and so use 
scarce working capital for urban borrowers.  Although BRI’s village units have managed to 
provide wider coverage, they have not managed to fully service their market, with many 
potentially profitable areas still unserviced. Recent studies and surveys have confirmed the 
existence of an “unbanked majority” in rural Indonesia: despite all efforts of financial deepening 
over the past three decades, the majority of villagers still do not have access to financial 
services.73 An opportunity exists to expand the current banking network to rural areas through 
linkages between Bank Mandiri and PNM, and viable MFIs (BPRs, NMFIs).  

184. To address the issue of microfinance outreach, Bank Mandiri, BI, and the inter-
ministerial Poverty Reduction Committee (KPK) signed a memorandum of understanding that 
calls for Bank Mandiri to establish linkages with 1,000 BPRs for the retailing of microfinance. 
Focusing on microfinance will provide new niche activities for Bank Mandiri, at the same time 
helping reduce its corporate lending portfolio and diversify lending risks. As of end-2003, Bank 
Mandiri had cooperation agreements with 203 BPRs for working capital and investment loans. 
Recently, Bank Mandiri signed an agreement with Perbarindo and Perbamida (the associations 
of, respectively, private and local government-owned BPRs) covering the following areas: 
credit-line service, credit facility service, placement of funds, training facilities, technology 
development, and other banking services. 

185. PNM is a state-owned enterprise, established in January 1999, to support micro, small, 
and medium and cooperative enterprise development through the provision of credit through 
executing banks. PNM, through its Micro Syariah Financial Institutions Divisions, provides 
financing as well as advisory, empowerment, and information technology services to BPRs and 
NBFIs. PNM also strives to increase MFIs' performance by providing management and training 
services according to MFIs' needs, supports standardization of systems and procedures as well 
as the adoption of information technology, and offers other technical support. PNM is works 
with somewhat larger MFIs in urban areas. However, building on the expertise acquired of 
working with NBFIs, PNM is planning to increase its NBFI clientele, looking for additional 
suitable partners, including smaller NBMFIs, to expand its partnership in rural areas. 

                                                 
73 Bank Rakyat Indonesia and Center for Business and Government. BRI Microbanking Services: 

Development Impact and Future Growth Potential. 2001. John F. Kennedy School of Government, 
Harvard University, with funding from United States Agency for International Development. October. 
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Moneylenders: Rentenir 
186. Moneylenders, called rentenir, remain an unstudied group as a result of their informal 
nature. Some cooperatives undertake private money-lending activities. Such operations are 
close to loan-sharking. This type of koperasi operates not only at local markets among traders 
but also in settlement areas. It provides loans for small home enterprises, run mostly by 
women. It commonly has very high interest rates, up to 20% to 50% per month. But since the 
lender comes to the customers, there are no complicated procedures (or opportunity costs in 
terms of time) to apply for a loan. Thus this form of credit is favored by many women, 
particularly women in urban and semi-urban areas, who need start-up capital for their business. 
Loans can be as low as Rp.100,000 (about $10).  Many of Indonesia’s poor have to depend 
upon the informal, roving bank that visits households directly. These lending institutions or 
individuals are called variously Bank Selamat Pagi (Good Morning Bank), Bank Subuh  
(Sunrise Bank) and Bank Berjalan (Walking Bank) in different areas of Indonesia. The borrower 
does not go to the bank; the bank comes to the borrower, usually at sunrise in rural areas.  The 
grace period is one day, and payment is collected daily. When the poor are forced to borrow 
from this kind of institution, usually in distress, they face extremely high interest rates.  
Examples of the rates charged by the different financial institutions are presented in Table 4.1 
below. 

187. Similar to the arisan phenomenon, there have been few systematic studies on this 
informal economic institution that plays a very significant role in serve the poor when the need 
arises.  Moneylenders as institutions are secretive; few have offices or are in any way 
registered. Little is known about them— size, number, number of clients—but every Indonesian 
knows where to locate a moneylender to whom they could turn immediately for a loan. 
Table 4.1: Annual interest rates for micro loans, by type of loan and institution 

Type of lending institution Type of loan (median rate) 

 Working Capital Investment Other 
Large formal banks 19% 20% 20% 

BPR banks 32% 36% 30% 

Non-Bank Micro-Finance Institutions 24% n.a. 24% 

Moneylenders, Bank Selamat Pagi to small 
shops (fixed, unregistered establishments) -- -- 60–120% 

Moneylenders, Bank Selamat Pagi to 
individuals, households -- -- 240–600% 

Sources: For large banks, BPRs, non-bank MFIs: Asia Foundation, Microfinance Services in 
Indonesia, A Survey of Institutions in 6 Provinces, pages 60, 61, Tables 4-5 and 4-6. For 
moneylenders: key informants surveyed in Lombok, Ende, Palu, Yogyakarta, Sibolga and 
Jakarta. 

Pawnshops: An Alternative form of Microfinance 
188. Pawning is one of the oldest methods of lending, dating from the days of Babylon and 
ancient China.  Today it tends to be associated with desperation and exploitation, and many 
policymakers and funding agencies would like to see it curtailed.  Nevertheless, pawnshops are 
an important source of micro-credit in many developing countries, especially in Asia.  
Pawnshops provide an important financial service to poor and low-income households by 
offering credit at rates that are better than those of informal moneylenders. Clients are able to 
convert their non-financial assets quickly into cash for short periods, whenever needed. 
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189. In Indonesia, private institutions are not permitted to engage in pawning, which is done 
exclusively by Perum Pegadaian (PP), a state-owned company.74   In 2003 PP had 14 regional 
offices and 722 branches throughout the country (up from 450 branches in 1980, reflecting 
increased demand).  PP provides small loans against movable assets. It has a large outreach 
that includes rural areas.  In 2001 PP it provided about 22 million loans to about 16 million 
clients. In comparison, the unit desas of BRI served no more than 3 million borrowers in the 
same year. In this sense PP has become the major supplier of microcredit in Indonesia in terms 
of number of clients served. The total amount lent in 2001 was about $702 million.  At the end 
of 2001, the outstanding loan portfolio was $159 million.  Most loans are very small: about 88% 
of the loans disbursed in 2001 were less than $56 each. PP accepts a wide range of items as 
collateral, including used clothes, clothing materials, and small electrical appliances like rice 
cookers and irons, in addition to the more traditionally pawned items of gold and jewelry. 

190. Transactions by PP take no more than 15 minutes to complete.  Administrative costs 
are about 20.75% of the average loans outstanding. PP’s return on assets and return on equity 
for 2001 were 4.5% and 17.0%, respectively.  Its main sources of funding include equity capital, 
long-term bonds, and short-term bank loans. PP charges commercial interest rates that vary 
according to the loan size, from 1.25% to 1.75% per 15 days with 120 days maturity. 
Additionally, PP charges insurance costs and a deposit fee on all loans.  Loan recovery rates 
are very high, which is not surprising because the pledged good is auctioned if a client fails to 
repay on time. However, before the auction is conducted, the client is notified by mail and the 
date of the auction is posted on the branch’s notice board.  After the auction, if the sale yields 
more than the total amount due to PP, the client receives the excess.75  PP has auctioned only 
0.5% of all pawned goods, indicating that nearly all clients eventually pay back their loans, with 
fees, and redeem their pawned items (see Fernando, 2003). 

Pawnshops are interesting from another angle as well.  Pawnshop transactions are being 
examined as a proxy indicator for impoverishment.  PP accepts even very low value items such 
as cooking pans, and the lowest transaction category is well correlated to poverty.  When 
people face financial difficulties, they are likely to try to obtain money in any way they can – 
including pawning cooking utensils.  BPS is exploring how to obtain this information on a 
disaggregated and timely basis.76   

 
Improving access to formal sources of financial capital for the poor 

191. Microfinance activities in Indonesia are not yet reaching all of the target borrowers, and 
many poor people must resort to the usury practiced by moneylenders. Rather than keeping it 
hidden, government should address the money-lending problem head on, and take steps to 
improve access to formal financial services. It is important to note that simple expansion of 
banks’ outreach would be insufficient to ensure that rural, and especially poorer, households 

                                                 
74 The discussion here is taken from Fernando, N. 2003. Pawnshops and Microlending: A Fresh Look is 
Needed, in Microfinance for the Poor, March 2003, Volume 4, No. 1., pp. 1-4. 
75 In countries that permit private pawning companies, clients normally do not receive  this benefit. 
76 The pawning of cooking pans and kitchen utensils has been shown to be an indicator of sudden decline into 
poverty in other countries, first recognized by famine researchers during the great Bengal Famine of 1943-44. 
Distress sale of cooking pots and utensils was a reliable indicator in that case. Two scholars examine the pawnshop 
question: Paul Greenough (Prosperity and Misery in Modern Bengal, the Famine of 1943-44) and Amartya Sen 
(Poverty and Famines, an Essay on Entitlement and Deprivation). Their findings have relevance for poverty in 
Indonesia. 
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can take advantage of extended rural microfinance services. Rural poor households and 
disadvantaged groups lack financial management and business planning skills, and this 
hinders the development of farmers and rural households into customers of financial services. 
Rural communities need support to access local MFIs so as to deposit their savings and to 
receive credit for bankable agribusinesses and rural enterprises, which can increase their 
incomes. 

192. The World Bank brief prepared for the January 2005 Consultative Group for Indonesia 
meetings proposes that the government take the following steps to ensure better access to 
finance (see World Bank, 2005a): 

• reduce the amount of public contributions to subsidized schemes while increasing 
attention to capacity building of micro-finance providers; 

• redirect public resources saved into building capacity of formal and community-based 
informal micro-financed providers; 

• arrange for proper supervision of non-bank micro-finance providers, following examples 
where non-bank finance providers have been supervised by formal banks (BRI 
supervises small BKD, and province-owned BPD banks supervise LDKP and small 
BPRs); 

• establish a national strategy of support for sustainable micro-finance service provision; 

• promote links between non-bank micro-finance providers and the formal banking sector; 
and 

• accelerate land titling as a basis for collateral. 

 
Regional Autonomy: The Decentralization Context 
193. As explored in Chapter 2, a lack of access to key services is one of the main causes of 
poverty in Indonesia.  One of the key ways to reduce poverty, therefore, is through increased 
access by to quality social services and infrastructure.  In this sense, poverty issues cannot be 
divorced from the context of decentralization and regional autonomy in Indonesia.  In theory, 
the process of decentralization has the potential to greatly improve welfare by bringing service 
delivery closer to the Indonesian people, and especially to the poor.   

194. The rapid decentralization of Indonesia took place with the big-bang style enactment of 
Law 22/1999 on Regional Government and Law 25/1999 on Fiscal Balance between the 
Region and the Center.77  The goal of regional autonomy was to make governments more 
responsive to the people, to increase transparency, and to make regional executives more 
directly accountable to their constituents.  In 2001 a total of 2.3 million civil servants and more 
than 20,000 government properties were transferred from the national government to the local 
governments to enable them to carry out the decentralized functions. The original 
decentralization laws bypassed the (then) 27 provincial governments to give primary authority 
to the smaller and much more numerous districts—there were 340 rural kabupatens and urban 
kotamadyas before decentralization.  Indonesia today comprises 32 provinces and 437 
districts. 

                                                 
77 These original decentralization laws have now been replaced by Law 32/2004 on Regional 
Administration and Law 33/2004 on Regional Fiscal Balance, respectively. 
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195. The 2004 ADB Country Governance Assessment of Indonesia (see ADB 2004a) finds 
that the country's progress with decentralization thus far has been impressive, and that the 
delivery of public services has not been disrupted significantly following decentralization—a 
common fear early on.  Nevertheless, the report finds that there are two broad sets of 
challenges that remain.  First, there is a lack of clarity in the legal framework for 
decentralization, and second there is a disparate treatment of the administrative and fiscal 
aspects of decentralization, which has lead to a divergence between the standards that are set 
for public services, and the resources that are allocated to achieve them.   

196. Usman and colleagues at SMERU studied some of the initial problems surrounding 
decentralization in a number of provinces and districts in 2001.78  Law  22/1999 devolved powers and 
responsibilities to local governments in all government administrative sectors except security and defense, 
foreign policy, monetary and fiscal matters, justice, and religious affairs.  This law was quite unusual since 
almost all powers and responsibilities were ceded to local governments without conditions and limitations.  
Local governments had to reform their internal structures to accommodate this huge increase in 
responsibilities.  The absence of a detailed plan for the transition process and the lack of implementing 
regulations to clarify the procedures hampered the devolution of responsibilities.  

197. Despite some of the problems, Usman et al. concluded that a new paradigm had begun 
to emerge at the provincial, districts and municipal levels.  It was apparent that there had been 
a significant change in the attitudes of local parliamentary members.  There were encouraging 
signs that the local parliaments were operating in a more accountable and democratic fashion 
than ever before, having become more responsive to the aspirations of the local communities, 
and that they had begun to involve themselves directly in clarifying and following up individual 
grievances and demands by members of the wider community.  In addition, open public 
debates had begun to flourish.  However, changing attitudes were not always fully supported by 
adequate technical skills and professionalism.  Hence, Usman et al found, the voice of the 
people was not yet being channeled effectively through its representatives because the 
capacities of these local members were often less than satisfactory.  The problem was most 
clearly evident at the district and municipal levels, where many members of the local parliament 
appeared to be lacking in formal education and general political experience.   

198. In 2006, capacity development for local governments to implement their responsibilities 
remains one of the key challenges of decentralization, particularly in the area of service 
delivery.  Local communities themselves also require capacity development of sorts, as they 
tend to lack information about development plans, budget allocations, and their entitlements to 
social services.  A 2004 Governance and Decentralization survey undertaken in 32 districts of 8 
provinces revealed that three quarters of poor respondents were unaware that there were 
channels for expressing concerns regarding service delivery.79  However, service delivery was 
generally thought to have improved since decentralization.  Nearly two thirds of the 1,815 
respondents identified improvements in public health services in areas such as the quality of 
facilities and services, availability of medicines, and shorter waiting times.  Another 60% felt 
there was an improvement in public education, noting improvements in the condition of 
schools, quality of teachers, academic performance and availability of extra-curricular activities.  

                                                 
78 Usman, Syaikhu et al. (2001), “Indonesia’s Decentralization Policy: Initial Experiences and Emerging 
Problems”, paper delivered at the European Southeast Asian Studies Conference, School of Oriental 
and African Studies, September 2001, London. 
79 The Governance and Decentralization Survey is part of the Indonesian Decentralization Empirical 
Analysis (IDEA) project, conducted by the World Bank together with the Centre for Public and Policy 
Studies at Gajah Mada University (see www.gdsonline.org). 
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But it should also be noted that two thirds of those polled felt that police services stayed the 
same or deteriorated.  Respondents believed law enforcement was haphazard and that there 
was discrimination in providing services.   

199. The Indonesian Poverty Reduction Strategy Paper finds that the implementation of 
decentralization is weak in terms of coordinating the myriad central government policies and 
programs that are implemented in the regions. The various poverty reduction programs 
implemented by the central government often overlap and suffer from rigid and inflexible 
procedures, which results in a lack of support by regional governments.  The PRSP further 
points to the challenge of high dependence of regional governments on central government 
funds. This is caused by a lack of financial capacity in the regions, which is reflected in low 
levels of own-source revenue. The successful implementation of regional autonomy demands 
regional independence, including financial independence. Therefore, regional and municipal 
governments are focusing on the intensification of taxes and local government charges so as to 
increase own-source revenue. However in some cases this has placed an even greater burden 
on communities, including the poor (Indonesia PRSP, Chapter 3).  

 

Has Governance Improved with Decentralization? 
200. Indonesian national elections were held in 2004, and were much more free and fair than 
any elections during the Suharto period.  A President was directly elected for the first time, and 
Indonesians could were able to vote directly for named candidates for the two houses that 
make up the national parliament.  Similarly for the first time, Indonesians were able to vote for 
named members of local provincial and district legislatures.  The country has also begun the 
process of direct election of district heads (bupati for districts and walikota for cities); 140 of 
Indonesia’s 437 districts elected a new head in June 2005.   

201. These developments are all positive in principle, but there remain some challenges in 
practice. A survey conducted by the Indonesian Institute of Sciences and the USAID-funded 
Partnership for Governance Reform in Indonesia found that in a number of districts, insufficient 
preparations had been made.  The survey was conducted in 14 districts in North and West 
Sumatra, Java, Bali, and South Sulawesi—a sample of 10% of the 140 districts that were to 
hold elections. The survey concluded that the insufficient preparedness on the part of all 
relevant parties in the regions to hold the elections would not contribute to the desired 
development of democracy. The major problem was the late disbursement of funds to cover 
registration, ballot printing, and civic education campaigns. The study further said that the most 
crucial problem was serious and widespread corruption and vote-buying in the absence of 
independent supervisory bodies. Decentralized democratic processes thus still have some way 
to go before they meet the stated goals.   

202. The question of whether governance has improved post-decentralization has also been 
investigated from the perspective of firms, in the World Bank's Productivity and Investment 
Climate survey (PICS) (see World Bank 2005b, Chapter 11).  The PICS survey asked firms 
about key aspects of governance and the investment climate. Results indicate that firms 
perceived decentralization as having a negative impact in four areas: labor regulations, 
licenses, policy uncertainty, and corruption.  While just under 30% of firms felt that 
decentralization had made licensing and labor regulations worse, nearly 50% thought policy 
uncertainty and corruption had worsened.  The survey results suggest that greater proximity to 
the client does not necessarily lead to perceptions of greater accountability. The survey also 
asked firms to evaluate standard problems affecting their business.  In customs, labor 
regulations, licenses, and corruption, firms saw little difference between the constraints 
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imposed by national governments and those imposed by regional governments. In some areas 
(licenses and corruption), firms actually rated local governments as worse.   

203. The PICS also found that corruption is a particular problem under decentralization in 
Indonesia.  More than one third of firms stated that "informal payments" had grown under 
decentralization, while less than 15% cited some improvement.  Firms spend 15% more of their 
time dealing with local regulations than with national regulations. Together, these results 
suggest that bringing government closer to clients has not led to greater accountability 
compared with the national government. Instead, decentralization is linked with a general 
decline in perceptions of government accountability at the local level (see World Bank, 2005b). 

204. Corruption in Indonesia is systemic, and despite the new government's important efforts 
to crack down, it remains a problem (and represents a significant deterrent to investment).  
Indonesia consistently ranks at the bottom of Transparency International's Corruption 
Perceptions Index.  In 2004, Indonesia was among the top 10 most corrupt out of 145 
countries.  Also in the top 10 were Turkmenistan, Nigeria, and Bangladesh. Corruption and 
rent-seeking behavior by Indonesian civil servants directly reduces the limited resources 
available for poverty reduction efforts. A frequently cited example is the high cost of education 
in a system where education is supposed to be free.  If a school’s operating budget does not 
cover all operational costs, rent-seeking behavior can flourish. Teachers who must ask for 
funds to print school reports could easily also ask for payment to allow students to pass 
exams.80  School uniforms must be purchased by students and their families from designated 
cooperatives, again providing opportunity for corruption.  In the past there have been cases 
where a sole monopoly supplier was appointed for school supplies, providing another 
opportunity for corruption.81  The ADB Country Governance Assessment (2004a) finds that 
petty corruption affecting the poor has by no means ceased in schools.   

205. The Indonesia Country Gender Assessment (2006) finds that decentralization is a 
mixed bag of challenges and opportunities for Indonesian women. Challenges include that 
women's representation in public decisionmaking is generally still limited, and in some areas 
decentralization has worryingly been accompanied by a revival of conservative religious 
interpretations of gender roles and discriminatory local customary laws.  But on the other hand 
some local governments have begun to view women as important stakeholders, actively 
creating programs to promote women's rights. The devolution of budget processes to local 
government institutions has in some cases led to opportunities for greater involvement by 
citizens, including women, resulting in more gender-responsive budgets (that can pave the way 
for poverty reduction). 

206. As recognized in the Indonesian PRSP, the main challenges in accelerating poverty 
reduction in a decentralized context include reorienting the process of public policy formulation 
to prioritize transparency and public participation, developing participatory institutional forums, 
and increasing the capacity of the bureaucracy to respect, protect, and fulfill the basic rights of 
the poor (Chapter 3). 

                                                 
80 see ADB Governance Report: 2004a, page 81 
81 The most notorious case took place in 1997 when the Suharto government required the purchase of 
school shoes from one single source, a company operated by Suharto’s grandson Ari Sigit.  The scheme 
was eventually abandoned after a huge public outcry.  
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Improving the Investment Climate for Private Sector Growth and Poverty Reduction 
207. A favorable investment climate is a central element of pro-poor economic growth, as 
increased investment means a higher demand for labor, and labor-intensive growth tends to be 
pro-poor.  All levels of Indonesian governments have a central role to play in shaping an 
attractive investment climate, which essentially comprises sound economic fundamentals, 
adequate and reliable infrastructure (such as roads, power, and telecommunications), and 
good governance with effective institutions (such as a clear legal and regulatory framework that 
is enforced).  The ADB Indonesia Private Sector Assessment (PSA) (ADB, 2005c) outlines five 
major categories of impediments to private sector development in Indonesia, and ranks them in 
order of importance:  

• an unstable legal, regulatory and fiscal framework (which includes an incomplete legal 
framework for decentralization, a proliferation of local regulations and taxes, systemic 
corruption, poor tax and customs administration; an inadequate legal framework for land 
acquisition and tenure);  

• the absence of an efficient and objective dispute resolution mechanism;  

• the market-distorting impact of the state-owned enterprise sector; 

• inadequate physical infrastructure; 

• an undeveloped financial sector;   

208. As the PSA demonstrates, attracting sustained investment flows will depend on 
effectively addressing these structural impediments to private sector growth.  Details can be 
found in the PSA, but two issues are highlighted here: the legal framework, and infrastructure 
investment.  

The legal and regulatory framework   
209. There is a strong perception by potential investors of legal uncertainty and inefficiency 
in both the administrative and judicial branches of government.   In November 2001, the 
Constitution was amended to limit the ability of parliament to set economic policy,  but even 
under the amended constitution there are still seven layers, or levels, of policy.  These reflect 
the complex hierarchy of legislation and implementing regulations.  During drafting not all are 
open to public input, public hearings or consultations, and there are seldom provisions made 
for redress or grievance.  Since decentralization there has been a proliferation of new laws, 
decrees, and implementing regulations.  The seven layers of policymaking comprise: 

• policy set by law (agreed between executive and legislature); 

• policy set by government as secondary or enabling legislation of laws; 

• policy concerning government administration, communicated through presidential 
instructions or decrees; 

• policy set by cabinet decision; 

• policy set by regional (provincial, district) authorities; 

• policy set by individual ministries or agencies; and  

• other documents that purport to be policy documents but are not officially sanctioned, 
such as “white papers”. 



 72

210. The public is thus faced with a confusing array of laws and regulations, many of which 
are difficult to obtain or see. The levels of law and corresponding implementing regulations are 
undang-undang (law), peraturan pemerintah (government regulation), instruksi presiden 
(presidential instruction), keputusan presiden (presidential decision, also called keppres), 
instruksi menteri (minister’s instruction), keputusan menteri (minister’s decision, kepmen) and 
other lesser regulations from the central government such as circular letters (surat edaran). 
There are also many peraturan daerah (regional regulations) at lower levels.  

211. According to the ADB PSA, a stable legal and regulatory framework exists where the 
roles, responsibilities, and policies of the government for economic growth are clear and 
known, and have been translated into coherent business regulations.  Until Indonesia's core 
regulatory and governance weaknesses are addressed, competitiveness—and growth—will not 
reach its full potential.  The focus of ADB's general strategy in support of private sector 
development is to (i) create enabling conditions for business, (ii) generate business 
opportunities in ADB-financed public sector projects, and (iii) catalyze private investment.82  As 
Indonesia still needs improvement in many of the fundamental enabling conditions for private 
sector-led growth, the 2005 PSA recommends that regulatory and governance reforms should 
form the central tenet of ADB's sustainable private sector development strategy for Indonesia.   

 

Adequate infrastructure  
212. Indonesia suffers from a deteriorating infrastructure sector, with the lowest electrification 
rates in the region (at 53%), and increasing congestion on its road networks.  Infrastructure 
investment is key for attracting investments, and for reducing poverty.  Indonesia experienced a 
major slowdown in infrastructure investment in the mid-1990s with the dramatic depreciation of 
the Rupiah as a result of the financial crisis.83 Total infrastructure spending declined from 7% of 
GDP in 1996 to just 3% in 2001, or from $16 billion to just $3 billion in current terms.  
Decentralization has moved resources out of the central government’s control: in 1994 
development spending for investment purposes was 57% of the national budget.  This fell to 
30% in 2002 (see World Bank, 2005a).  The budget analysis in Table 4.2 below shows 
development spending to at only 19% of national expenditures in 2004.84  

213. When local governments were given control over local infrastructure they were not 
provided with adequate funds for investment.  Since decentralization there has been a lack of 
clarity over responsibilities for infrastructure.  For example, it is clear that kabupatens should 
repair and upgrade kabupaten roads (roads from rural areas into the kabupaten town), but 
where does the responsibility lie for repairs and extensions of provincial roads (kabupaten town 
to provincial capital) and national roads (from one province to another)?   

214. The central government is gradually reallocating expenditures toward development 
purposes, away from unsustainable levels of subsidies for current consumption. An 

                                                 
82 See ADB. 2000. Private Sector Development Strategy.  March 2000.  Manila: Asian Development 
Bank. 
83 In 1998 the Government cancelled or suspended a number of private infrastructure projects including 
37 proposed toll road projects and 27 independent power producers (ADB 2005c).  
84 In terms of development spending, 2005 appears likely be a lost year as a result of the December 
2004 Earthquake and Tsunami, and because of difficulties experienced in implementing the new 
Treasury Law (Law 1/2004).  Disbursements—including the Government’s Rupiah spending—have been 
very low and will keep overall spending much lower than projected for 2005. 
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examination of the central government’s budget for 2001–2004 shows that there has been an 
improvement in the portion allocated to development spending. There has also been 
reallocation to development spending without substantial reductions in revenue sharing to the 
decentralized lower levels.  

215. There remains a substantial need for greater investment in infrastructure. According to 
the IMD World Competitiveness Yearbook, Indonesia's infrastructure ranking in 2003 was last 
among 30 countries with populations of more than 20 million.  As explored in Chapter 2, more 
than 40% of Indonesia’s households still do not have access to safe, clean water supplies or in-
house sanitation facilities.  More than 12% of surveyed households still do not have electric 
lighting.  Only 4% of the population have access to fixed line telephones.85 The World Bank 
calls for better public management, planning and consistent policies for infrastructure 
development, and a greater role for the private sector. The private sector should be called upon 
to provide expertise, competition, improved efficiency and private finance.   
Table 4.2:   Key Elements of the Central Government Budget, 2001–2004 

 2001 2002 2003 2004 

Development 
billion US$ 4.4 5.1 7.6 7.3 

As % of total  13% 14% 18% 19% 

Subsidies  
billion US$ 

6.5 5.0 3.0 2.5 

As % of total  20% 14% 7% 6% 

Revenue Sharing 
billion US$ 

8.0 9.7 13.6 12.6 

As % of total  24% 27% 32% 31% 

Total Expenditures 
billion US$ 

33.2 35.8 43.2 39.7 

% of total  100% 100% 100% 100% 

Sources:  Siregar, R. (2001), "Survey of Recent Developments", BIES, Vol 37, No. 3, p 277-303; and 
Ray, D. (2003), "Survey of Recent Developments", BIES, vol. 39, No 3, p 245-270.  

216. The poverty reduction impacts of infrastructure investments have long been intuitively 
obvious, but more and more empirical studies are confirming them as fact.  A 2005 ADB report 
on the impact of transport and energy infrastructure on poverty reduction was based on case 
studies of the People's Republic of China, India, and Thailand.  One key new finding was that, 
in addition to the impacts on income dimensions, infrastructure has significant positive impacts 
on non-income dimensions of poverty such as health, education, security, and participation 
(ADB, 2005e).  Some of the main findings are summarized in Table 4.3 below.  To take a 
bigger picture view of infrastructure and poverty reduction, a secondary benefit of increased 
infrastructure investment that attracts increased private sector participation could be the freeing 
up of government budget for more social sector spending.  This very much depends on a 
government commitment.  

                                                 
85 World Bank 2005a, page 46 
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Table 4.3: Rural Infrastructure Investments and Poverty Reduction 

Findings Country Study 
Evidence? Observations 

 PRC India Thai-
land 

 

Rural transport improvements decrease 
costs to the poor for personal travel and 
transport of goods. 

X X X Much of the gains were in the form of time 
saving. 

Rural transport improvements increase 
the availability and accessibility of 
education and health services in rural 
areas, resulting in greater participation in 
these programs by the poor 

X X X Frequency and quality of services affected, as 
well as school attendance.  

Rural transport improvements increase 
the access of the poor to natural capital, 
especially common property resources 
(land, water, vegetation, wildlife) 

… X X  

Rural transport improvements have a 
positive effect on participation of the poor 
in a) local organizations (bonding social 
capital), b) activities outside the rural 
community (bridging social capital), and 
c) local political processes and 
management structures 

X X X Although findings were generally positive, in 
some cases exposure to the outside world 
weakened internal social bonds and made 
people more critical of village life.  

Rural electrification improvements 
improve the quality of education and 
health care services in rural areas, 
resulting in greater benefits of these 
programs to the poor. 

X X X Lighting helps homework and reduces eye 
strain, electricity helps operate service 
facilities. 

Rural electrification improvements 
increase the flow of information to the 
poor. 

X X X Reading, radio and television increased the 
flow of information. 

X = evidence confirmed, … = not examined, PRC = People's Republic of China. 
Source: ADB 2005e. Assessing the Impact of Transport and Energy Infrastructure on Poverty Reduction.  
Excerpt of Table S.2., p. xxiii 
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CHAPTER 5: CAUSES OF POVERTY IN INDONESIA  

217. Many multidimensional factors interact to cause poverty in Indonesia. Chapter 1 very 
briefly introduced the Indonesian government's Poverty Reduction Strategy Paper (PRSP), 
which defines 10 major basic rights that must be fulfilled in order to achieve poverty reduction.  
The causes of poverty in Indonesia according to the PRSP are: (i) a lack of access to quality, 
affordable food; (ii) a lack of access to quality health services; (iii) a lack of access to quality 
education services; (iv) a lack of access to employment and business opportunities; (v) a lack 
of access to housing and sanitation services; (vi) a lack of access to clean water; (vii) a lack of 
land rights; (viii) a deteriorating environment and lack of access to natural resources; (ix) violent 
conflict; and (x) a lack of participation. These causes can be interpreted as a lack of access to 
various forms of human, physical, financial, natural, and social capital, as illustrated in Table 
5.1. The PRSP will be taken up again in Chapter 6. 

Table 5.1: Causes of Poverty in Indonesia as identified in the 2005 MTDP 

Category Cause of Poverty 

Human Capital 
• lack of access to quality, affordable food 
• lack of access to quality health services  
• lack of access to quality education services 

Natural Capital 
• a lack of land rights 
• a deteriorating environment and lack of 

access to natural resources 

Physical Capital 
• lack of access to safe water 
• a lack of access to housing and sanitation 

services 

Financial Capital • lack of access to employment and business 
opportunities 

Social Capital 
• lack of participation 
• violent conflict 

 

Three additional factors must be considered in an evaluation of causes of poverty in Indonesia. 
These are: a lack of access to infrastructure more generally (not just water and housing); a lack 
of productivity growth in the agriculture sector (as this is the sector where the majority of the 
poor can be found); and high vulnerability to shocks of all kinds (which can catapult households 
into poverty). These three issues are explored in the remainder of this chapter. 

A lack of access to infrastructure 
218. A lack of access to infrastructure results in location poverty, where people living in 
isolated areas with difficult geography and poor market linkages lack both economic 
opportunities and adequate levels of service delivery. Recalling Table 2.9 in Chapter 2, more 
than 15% of all Indonesian villages are inaccessible even by 4-wheel-drive vehicle at certain 
times of the year. Investments in infrastructure—in particular transportation infrastructure 
(roads, ports, airports), agricultural infrastructure (irrigation), and educational and health 
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facilities—can turn a remote area around, create the basis for economic growth, and make a 
major difference in the welfare of the local population.   

219. Poor quality roads or even no roads mean that government services seldom enter the 
region. Once isolated regions can be reached, the services follow. The positive effect of 
infrastructure on rural welfare has been empirically demonstrated by Balisacan, Pernia, and 
Asra (2003), who examined the impact of access roads on the expenditure distribution by 
quintile in Indonesia.  They found that the presence of roads was strongly and significantly 
correlated with the level of mean income. In 1999 an average of about 70% of villages in each 
district had a paved road, but there was considerable variation across districts—on the 
maximum end, 100% of villages in a particular district had access, but on the minimum end 
only 1.8% of villages in one district had access to a road.  

220. In the agriculture sector one reason for low incomes is that farm gate prices are very 
low as compared to the urban price for the same good of the same quality (not yet transformed 
or processed).  Farm gate prices are low as a result of high real transport costs for rural 
marketable surpluses over poor quality roads. Transport costs are even higher for non-motor-
vehicle transport methods—over tracks and trails by human porters or animals—in areas where 
roads are absent.  In a rapid assessment of causes of poverty in five of Indonesia’s districts,  
Villagers in isolated areas identified high transport costs to be a major cause of poverty.  In 
Ngabang, West Kalimantan the cost of transporting one ton of agricultural surplus one 
kilometer by human porters was $10.53 per ton per km.  But once the agricultural surplus 
reached a road, the transport cost by typical 7-ton truck was only $0.35 per ton per km to 
market. This problem is common throughout Indonesia. New roads in previously un-served 
agricultural areas can dramatically lower transaction costs and therefore raise farm gate prices.  
Higher farm gate prices mean higher incomes for people in agriculture, the poorest group of the 
population. 

98. But higher incomes for isolated rural populations are not enough.  Access to services is 
crucial, and infrastructure investments can increase this as well.  With improved road access, 
teachers might be more willing to staff poor rural schools, increasing human capital.  Agriculture 
extension workers would be able to reach rural farmers, providing technical advice and know 
how to increase productivity.  Rural villagers could reach health stations, and child mortality 
might be reduced.  The list of potential beneficial impacts is seemingly endless.   

A lack of productivity growth in agriculture 
98. The Indonesian agriculture sector of the 21st century is characterized by low incomes and 
poverty. Rapid agricultural and rural growth in Indonesia from the 1970s to early 1990s was the foundation 
for strong overall economic growth during this period. This rapid agricultural growth saw dramatic gains in 
agricultural output and was built on farm-based technology and the increased use of basic inputs, 
particularly labor, fertilizer, and water. It then spread to rural towns and nonfarm activities and generated 
much of the income that led to a rapid decrease in poverty in Indonesia.  But by the mid-1990s, as the 
crop technologies that underpinned much of the agricultural growth matured, momentum was lost as a 
result of lack of expansion in modern crop varieties, irrigation, fertilizer, and other inputs. Government 
priorities shifted away from agriculture, the quality of public sector economic management weakened, and 
investments in agriculture and the rural sector declined.  The result has been a stagnating rural sector and 
very high rural poverty levels, as explored earlier in this chapter. 

98. Revitalizing the agriculture sector, where the majority of the poor eke out a living, can have a 
strong poverty reduction impact.  This is one of the main findings of the ADB Agriculture and Rural 
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Development Strategy (ARDS) study,86 which was undertaken to formulate and disseminate a medium-
term agricultural and rural development strategy (2004-2020) to support the Government in its 
development of policies, investments, and institutional reforms to promote pro-poor and environmentally 
sustainable agriculture and rural development.   

98. To achieve pro-poor agricultural growth and rural development, the ARDS proposes 
intensive policy action in a wide range of areas, including a) improvements in governance and 
civil society development, human resource development and entrepreneurship, b) education 
and health; c) revitalization of agricultural productivity growth and economic growth to increase 
incomes, d) effective food demand, and food availability; e) the establishment of a sound 
macroeconomic policy environment and continued development of domestic institutions and 
policies to manage globalization; f) reform of environmental and natural resource policies; g) 
investments in physical infrastructure like roads and irrigation, and in agricultural research and 
extension; and h) integration and diversification of the rural farm and non-farm economies. 
Successful implementation of the ARDS requires the active and constructive collaboration of 
government, private sector, and civil society. It builds upon the movement to democratic 
governance and for greater decentralization of the management of public resources to local 
governments and organizations, through innovative institutional and policy reforms that require 
a blending of public sector, market, and civil-society roles and actions to address the 
challenges of Indonesian agricultural and rural development. 

High vulnerability to shocks 
221. Many Indonesians are vulnerable to falling into poverty.  Chapter 2 illustrated that the 
official poverty incidence has fallen back to pre-crisis levels, but this low headcount of 16.7% of 
the population (2004) masks the fact that many households find themselves just above the 
poverty line.  Small changes in their incomes can mean the difference between being poor and 
not poor.  The vulnerability of the Indonesian population can be illustrated with a look at the $1 
and $2/day poverty lines (defined at 1993 purchasing power parity, or PPP).87  In 2002, the 
$1/day absolute poverty headcount in Indonesia had fallen to 7.5% of the population.  The 
$2/day headcount, on the other hand, was 52.4% of the population in 2002.  This very large 
difference  in headcounts between the two international poverty lines (a difference of nearly 45 
percentage points) is among the most striking in Asia.   

222. Great differences can be seen even by adding just 10%, 20% or 30% to the $1/day 
(PPP) poverty line.  This was done for the purposes of cross-country comparison by ADB 
researchers in 2004 (see ADB 2004e).  A poverty line of $1/day (PPP) plus 10% resulted in a 
poverty incidence of 12% in 2002.  Adding 20% made 17% poor.  Adding just 30% included 
22% of the population among the poor. This variance serves as an indicator of the level of 
vulnerability, demonstrating that even very small increases in the Indonesian poverty line can 
lead to very large increases in the proportion of the population deemed to be poor.  In 2005, 
1% of the Indonesia population represented approximately 2.4 million people.  Suryahadi and 
Sumarto (2001) also show how even a slight reversal of fortunes can easily catapult an 
individual or a household into poverty.  When a family must dissave or sell off assets to survive, 
the result is transient poverty (provided the family is able to claw its way back above the line—

                                                 
86 ADB TA 3843 Agriculture and Rural Development Strategy Study. Final report July 2004: Pro-Poor 
Agricultural And Rural Development In Indonesia: Public Policies, Investment, And Governance  
87 As noted in Chapter 3, the $1/day and $2/day poverty lines (1993 PPP) are a great deal lower than $1 
or $2 current dollars per day.    
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otherwise, the result may be chronic poverty). This type of social churning means never being 
able to accumulate enough to permanently escape poverty.   

223. The SMERU Research Institute undertook a study of vulnerability and transient poverty 
over the period August 1998 to October 1999, using data from the 100 Villages Surveys (see 
Suryahadi et al, 2001).  The clear conclusion was that many people move in and out of poverty 
over the course of several years, while some remain chronically poor over time. Over the 
course of 4 rounds of the survey, 42% were never poor, and 18% were always poor.  Of the 
remaining 40%, 16% were poor in one observation, 12% per cent were poor twice, and 12% 
were poor three times. This pattern of fluctuating economic conditions is evidence of 
vulnerability to poverty for many households.  Strauss et al (2004) present similar findings, 
based on the Indonesian Family Life Surveys in 1997 and 2000. This study found that half of 
the people who were poor in 1997 were no longer poor in 2000, while half of the people who 
were poor in 2000 had not been poor in 1997. The movement in and out of poverty may be 
seasonal (e.g. between harvests for small farmers and farm labourers), or caused by other 
shocks (unemployment, illness, natural disasters and so on).  

224. To those who are vulnerable in Indonesia, living with risk is a part of life, and shocks 
can come at any time.88  Shocks can have many possible causes, and can occur at three 
different levels, all of which affect poor households disproportionately.  Shocks take place at 
the national level, the regional (or local) level, and at the household (or individual) level.  At the 
national level, the best example is the external economic shock, as in the case of the Asian 
financial crisis of 1997/98.  But a shock can also follow a large hike in oil prices, for example, 
which in turn will have inflationary effects.  Indonesia is a net importer of oil, and its continuing 
fuel price subsidies are unsustainable.  When they are removed, the poor—and, importantly, 
the near-poor—will suffer. At the regional or local level, shocks can result from natural 
disasters—floods, droughts, volcanic eruptions, landslides, or an outbreak of disease. Large 
scale examples here are the earthquake and tsunami of December 2004, or the El Niño 
drought of the late 1990s.  Other regional or local shocks are man-made disasters, such as 
wars, violent conflicts, forest fires, or landslides caused by logging and erosion.  Examples of 
household level shocks are the severe illness of a family member, the death of the main 
breadwinner, or even the birth of an unplanned child.  The consequence of a shock of any kind 
is the immediate loss of financial capital, physical capital, or natural capital, any of which can be 
overwhelming for a poor family.  If the shock leads to a loss of all three, the results are 
devastating. 

225. The World Bank's World Development Report (WDR) 2000/01 developed a typology of 
risks and shocks to which people are vulnerable.  This typology is adapted and reproduced in 
Table 2.11 below.  Risks are classified by the level at which they occur (micro, meso, and 
macro) and by the nature of the event (natural, economic, political, and so on).    Knowing both  
the level and the source of the shocks is important for actions to mitigate and prevent them.  
Many events can have similar effects on household income—a macroeconomic crisis, an 

                                                 
88 The World Development Report 2000/2001 explains some key terminology as follows (ee Box 8.3, p. 
139): Insecurity is exposure to risk, and vulnerability is the resulting possibility of a decline in well-being.  
The event triggering the decline is often referred to as a shock, which can affect an individual, a 
community, a region, or a nation.  Risk, risk exposure, and vulnerability are related but not synonymous.  
Risk refers to uncertain events that can damage well-being.  The uncertainty can pertain to the timing or 
magnitude of the event.  Risk exposure means the probability that a certain risk will occur.  Vulnerability 
measures resilience against a shock.  Vulnerability is primarily a function of a household's asset 
endowment.  
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earthquake, or an armed conflict around an independence struggle can all lead to severe 
decline and deplete an Indonesian household's income—but how a particular shock is 
transmitted to households has much to do with a country's institutions.  An El Niño drought 
does not have to cause famine, illness and death, for example.  The effect of a shock depends 
on how well the government functions, whether there is peace, how well safety nets and other 
institutions target the poor, and so on.  

Table 2.11 A Typology of Risk and Vulnerability 
Type of Risk Level 
 Household/Individual 

(Micro) 
Regional/Local 

(Meso) 
National 
(Macro) 

Natural  • Flood  
• Drought 
• Landslide 
• Extreme weather 
• Volcanic eruption 
• Earthquake 
• Tsunami 

 

Health • Illness 
• Injury 
• Disability 
• Old age 
• Death 

• Epidemic 
 

• Pandemic 

Social & Political • Crime 
• Domestic Violence 

 

• Gang activity 
• Civil strife 
• Social upheaval 
• Riots  

• War 
• Terrorism 
• Coup d’état 

Economic • Unemployment • Resettlement 
• Harvest failure 
• Changes in food prices 

• Growth collapse 
• Hyperinflation 
• Transition costs of 

economic reforms 
• Balance of payments, 

financial, or currency 
crisis 

• Terms of trade shock 
Environmental  • Pollution 

• Deforestation 
• Nuclear disaster 

 

Source: Adapted from the World Development Report 2000/01, p.136. 

226. Managing risk and mitigating vulnerability involve both formal and informal strategies.  
Informal mechanisms take place at the individual and household level, whereas formal 
mechanisms can be both market-based and publicly provided.  In reducing risk and 
vulnerability (and therefore poverty) in Indonesia, the formal publicly provided mechanisms are 
particularly significant. These include sound macroeconomic policy, environmental policy, 
education & training policy, public health policy, infrastructure, and labor market policies.  
Publicly provided formal mechanisms are key to coping with shocks when they have already 
happened.  The main vehicle here is a well functioning, well targeted safety net, which can 
comprise a range of interventions from social assistance to workfare.  One of the benefits of 
workfare programs, also known as labor intensive public works or guaranteed employment 
programs, is that they can be self-targeted by setting wages at a low level.  In this manner, only 
those who truly need the work (and the relatively low wages) will apply to participate, thus 
cutting leakage to the non-poor.  An innovative social safety net intervention that is being 
explored in Indonesia is a conditional cash transfer (CCT) program, which moves away from 
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traditional social assistance.  Under CCTs, benefits to poor families are linked to human capital 
investments—in health, education, nutrition, etc.  Parents (often mothers) receive payments for 
keeping their children in school, taking them to health stations for regular check-ups, and so on.  
CCTs seek to provide both immediate income support and longer term poverty reduction 
through improved human capital.  Taking a macro-level view, it is important to note that overall 
pro-poor economic growth is one of the most important ways of reducing the vulnerability of 
poor and near-poor people.  As their incomes rise and their asset base expands, they are 
better able to manage risks. 
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CHAPTER 6: GOVERNMENT STRATEGIES FOR POVERTY 
REDUCTION 

227. Poverty reduction is a major priority of the Government of Indonesia. In this chapter we 
examine policies, strategies, and initiatives to reduce poverty, including the Poverty Reduction 
Strategy Paper (PRSP), which has been incorporated in the Medium Term Development Plan 
(MTDP).  We also look at past and ongoing targeted programs to reduce poverty. Finally, the 
chapter explores efforts to localize poverty reduction strategies and programs. 

228. The long process of developing Indonesia’s PRSP culminated with the publication in 
September 2005 of the Strategi Nasional Penanggulangan Kemiskinan (SNPK).89 The central 
approach of the SNPK is rights-based. The stated objectives of the document are (i) 
establishing the commitment of central, provincial and district governments, NGOs, community 
organizations, the private sector, international agencies and other concerned parties to solving 
the poverty issue; (ii) building a general consensus for resolving the poverty issue through 
basic rights and a participatory approach to formulating strategy and policies; (iii) underlining 
commitment to achieving the MDGs; and (iv) harmonizing poverty reduction activities 
undertaken across the range of stakeholders.  

Indonesia's Poverty Reduction Strategy Paper 
229. The PRSP process began in December 2001 with the formation of a national inter-
ministerial Poverty Reduction Committee (Komite Penanggulangan Kemiskinan, KPK), headed 
by the Coordinating Minister for People’s Welfare (Menkokesra).  The KPK was established 
with Presidential Instruction (Keppres) 124/2001, and was further elaborated upon with 
Presidential Instructions 8/2002 and 34/2002. The function and goals of the KPK were to take 
concrete measures to accelerate the reduction in the number of poor people in all regions of 
Indonesia, to make policy, monitor, and report on poverty alleviation to the President.  The KPK 
initially set up four taskforces to work on the main themes for the PRSP: creating opportunity, 
community empowerment, capacity building, and social protection.  

230. In January 2003, an interim Poverty Reduction Strategy Paper (I-PRSP) was presented 
to government.  Responsibility for drafting the final PRSP was transferred from Menkokesra to 
the Bappenas Coordination Team for the Preparation of a Poverty Reduction Policy (TKP3-
KPK) at Bappenas.  This group set out to undertake participatory research on poverty issues; a 
review of past policies and programs; formulation of policies and programs; and the 
development of monitoring and evaluation system for poverty eradication policies and 
programs. The TKP3-KPK drafters presented their first draft to the KPK in May 2004. Following 
modifications, a January 2005 draft was produced. This draft was submitted to both the Lower 
House of Parliament (DPR) and to the President for approval, adoption and subsequent 
national launch.  The PRSP was finalized and published for dissemination in September 2005.  
It takes a multidimensional approach to poverty:  

[The SNPK] views poverty as a multidimensional problem. Poverty is not only 
measured by income, but also includes the vulnerability and susceptibility of 
people, or groups of people, including both men and women, to falling into the 
poverty trap, and the lack of access of the poor as regards the formulation of 

                                                 
89 An English translation was circulated by Bappenas in November 2005, but this was not officially published.  The 
discussion in this chapter (and any excerpts) are based on that translation.  
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public policies that affect their lives. Therefore, resolving the poverty problem 
cannot be carried out by the government alone through centralized, one-size-fits-
all, short-term sectoral policies. Poverty reduction should be based on the views 
of the poor and the respect, fulfillment and protection [of] their basic rights, such 
as social, culture, economic and politic rights.  – Indonesia PRSP, English 
Translation (November 2005), p.2  

231. It is important to note that the PRSP is not a budget or planning document. It does not 
present cost estimates or budget priorities—in fact, prioritization and sequencing are widely 
cited weak points of the PRSP.  Instead, the PRSP is more a statement of principles and 
general directions. It is grounded on the objective of equality in rights and benefits accrued 
from development programs and the related principles of participation, transparency, 
accountability, representation, sustainability, partnerships and integration.  

232. Importantly, the PRSP aims to address issues not only for those who already qualify as 
poor, but also for those vulnerable and at risk of becoming poor.  It recognizes that poverty 
issues include unfulfilled basic rights of the poor to sustain and develop a life of integrity. The 
PRSP defines 10 basic rights as: 

1. Availability of good quality, affordable food, improvement in the 
nutritional status of the poor, especially mothers, babies, and 
children under 5 

2. Availability of good quality health care 

3. Availability of good quality basic education that promotes gender 
equality 

4. Opportunity to work and operate private enterprises 

5. Availability of adequate and healthy housing 

6. Availability of clean and safe water and good quality sanitation  

7. Assurance for and protection of rights of individuals and 
communities to land 

8. Access to the poor for management and utilization of natural 
resources and protection of the environment  

9. Assurance for security from violence and conflicts 

10. Improved participation of the poor in the management of 
poverty-related issues 

233. As mentioned above, the PRSP unfortunately does not prioritize or rank measures to be 
undertaken in support of the achievement of the basic rights.  There are neither action plans 
nor time-bound or quantitative benchmarks for measuring progress and achievements.  
Nevertheless, Indonesia's PRSP efforts are to be commended.  The PRSP, in Chapter 2, 
contains a strong diagnosis of poverty in Indonesia. It recognizes poverty as a multidimensional 
phenomenon that cannot be easily seen in absolute terms. The diagnosis acknowledges 
regional and urban/rural disparities, and gender issues.  It contains analysis of the many 
dimensions of poverty in Indonesia, from which the 10 basic rights logically flow.  The PRSP 
also explores government policies in each of the 10 areas, and critically assesses institutional 
arrangements.  For example, it finds that the Poverty Reduction Committee is institutionally 
weak.  Keppres 124/2001 outlined the KPK functions as (i) formulating policy and poverty 
reduction programs, and providing general guidance required for implementation at the regional 
level, (ii) monitoring poverty reduction implementation, (iii) supporting poverty reduction at the 
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regional level, and (iv) reporting on the implementation of poverty reduction policy to the 
President.  But to date these functions and roles have not been optimally met as a result of the 
weak institutional authority and the lack of budget support for these tasks and functions.  Given 
these weaknesses, the PRSP calls for strengthening the KPK to become an independent 
institution equal to a Poverty Reduction National Committee or with a Poverty Reduction 
Bureau that reports directly to the president. 

 

The Medium Term Development Plan, 2004-2009 
234. The MTDP 2004-2009 (also known as Rencana Pembangunan Jangka Menengah 
Nasional, or RPJM) was officially issued as Presidential Regulation No. 7/2005 in January 
2005.  Unlike previous Indonesian development plans, the new MTDP represents the platform 
and vision of a directly elected president. The overarching goal is to create an Indonesia that is 
peaceful, just, and prosperous.   

235. The three main sections of the MTDP are (i) achieving a safe and peaceful Indonesia, 
(ii) achieving a just and democratic Indonesia; and (iii) achieving a prosperous Indonesia.  The 
overall plan underscores policy and institutional reform, and the role and involvement of civil 
society in development. The economic growth target is stated as 6-7% per annum.  This will be 
supported by efforts to create jobs and reduce poverty; to maintain macro-economic stability; to 
accelerate investment, exports, and tourism; to strengthen human capital; and to enhance 
infrastructure delivery. In energy, transport, and telecommunications the plan involves 
regulatory reforms to encourage private investment.  In the water sector, with a broader need 
for public sector investment, the priority will be conservation, efficiency, and better access for 
the poor. Through the Government plans to pursue a legal reform agenda developed and 
supported by the international community, to enhance community trust by strengthening 
transparency and enforcement of laws, to improve delivery of public services ranging from 
delivery of education and health to the issuance of business licenses and permits, to rebuild 
institutions and launch civil service reform, and to clarify the role of the central and regional 
governments in the areas of budgetary expenditures, management of infrastructure assets, and 
economic and social policy implementation. 

236. Poverty reduction is the first chapter in the MTDP section for achieving a prosperous 
Indonesia.  This chapter reflects the national PRSP and the rights-based approach.  The 10 
basic rights are explored in detail, with a situation analysis for each, and are then turned into 10 
corresponding targets (as listed above). Each target includes list of policy actions, but as in the 
PRSP document they are quite general and neither measurable nor time-bound.90  One 
overarching target that appears in the MTDP but not in the PRSP is that the poverty headcount 
should be reduced to 8.2% of the population by 2009.  This is an ambitious target, given the 
official poverty incidence of 16.7% in 2004.  A parallel goal is that open unemployment should 
be reduced from 9.5% in 2003 to 5.1% by 2009. 

Government Expenditure for Poverty Reduction 
237. According to the BAPPENAS Macro-Planning for Poverty Reduction Committee, in 
2004 the central Government budgeted about 18.8 trillion rupiah (about $1.88 billion) for 

                                                 
90 For example, under the target of meeting the right to education services, one policy action is to 
increase the availability of teachers, in quantity and in quality, in order to meet the education needs of 
poor communities.   
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poverty reduction programs, broadly defined. Of this amount, 3.3 trillion or 17.8% came from 
foreign loans or grants. The 2004 figures compare with 16.5 trillion spent in 2002 and 12.8 
trillion in 2003 (see Table 6.1). 

Table 6.1 Poverty Reduction: Budget Allocation by Department, 2002–2004 (in billions of 
rupiah) 
 

Department 2002 2003 2004 
National Logistics Agency (BULOG) 4,696.85 4,830.78 5,487.80
Health 1,219.74 1,878.83 2,503.84
Education 2,331.83 2,269.57 3,401.27
Human Settlements 3,115.48 1,502.45 2,081.38
Social Welfare    1,109.37 844.76 1,469.25
Planning (BAPPENAS)   425.00 355.13 --
Home Affairs 1,144.87 329.21 2,023.51
Marine and Fisheries 98.23 208.56 280.54
Family Planning (BKKBN) 1,370.83 156.30 500.00
Co-operatives and Small and Medium Enterprises 290.04 153.96 13.42
Agriculture 61.10 109.13 157.62
Manpower and Transmigration  593.28 100.00 805.35
Industry and Trade 43.91 5.92 --
Empowerment of Women 4.00 1.88 2.87
Statistics (BPS)        7.09 0.29 1.16
Land Administration 29.70 31.63 30.76

Total 16,541.32 12,778.40 18,758.77

Source :  BAPPENAS (Pokja Perencanaan Makro KPK / Macro Planning for Poverty Reduction Committee) 
 
238. The 2004 total of Rp.18.8 billion represents about 5.5% of central government 
expenditure, including transfers to the regions, or about 10% of central government expenditure 
not including transfers to regions or debt interest payments.91  The outlay is just under 1 per 
cent of total GDP.92  This does not represent total Indonesian expenditures on poverty 
reduction programs as there are also outlays by provinces and districts from their own 
revenues, and the transfers from central government are not included in these outlay figures.  
The Rp.18.8 trillion rupiah includes infrastructure and business development spending, as well 
as core social protection/poverty reduction expenditure. Core social protection/poverty 
reduction comprises targeted consumer subsidies to the poor, plus some producer subsidies to 
organizations dealing with poor and disadvantaged clients. Most core expenditures were direct 
program spending, though 6.4% were indirect overheads.  In effect, only a little over half of the 
items included in the central government poverty reduction budget (as per BAPPENAS) can be 
classified as core poverty reduction expenditure. Most of the rest is ongoing expenditure on 
infrastructure development, income generation activities, and supporting administrative 
services.   

                                                 
91 Data from Ministry of Finance. 
92 Ibid. 
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Targeted Programs for Poverty Reduction in Indonesia  
239. Indonesia now has a great deal experience with designing and implementing targeted 
poverty reduction programs and projects, many of which were launched during the financial 
crisis (prior to the crisis, government run safety nets were virtually non-existent).  Daly and 
Fane (2002) review this history, categorizing programs along four lines:  (i) cash transfer 
schemes in which the net receipts are phased out as income rises; (ii) benefits, in kind, of 
rationed/subsidized amounts of essential consumer goods provided to people below a poverty 
line (using means-testing); (iii) job creation schemes for unskilled workers, and (iv) universally 
available price subsidies, with no rationing, for essential goods. 

240. At the height of the crisis (1998/99) the four types of safety net schemes cost 14 trillion 
Rupiah (about $1.7 billion) in one year alone, nearly 10% of total government expenditures, 
and about 1.4% of GDP.  As Daly and Fane point out, this cost was clearly going to be 
unsustainable. By the year 2000 the cost of the programs had declined to 5.7% of the Central 
Government expenditure budget, or about 1% of GDP.  Most have by now been phased out.  

241. Perdana and Maxwell (2004) evaluate the government’s major targeted poverty 
reduction national programs on a number of scores.  Their focus is on assessing the social 
safety net programs after the onset of the crisis so that lessons might be learned for future 
poverty reduction program design. Their findings are summarized in Table 5.5.  Perdana and 
Maxwell evaluate the programs in terms of type and effectiveness of targeting, administrative 
capacity, program design and publicity (public consultations, notification) and monitoring and 
reporting. 
Table 5.5  Selected Targeted Programs in Indonesia 

Type of Program Description Targeting 
Method 

Database for 
Selection 

Time Period 

Village Improvement 
(IDT) 

Inpres Desa Tertinggal, small 
scale credit to poor 
households living in neglected 
villages 

Geographic PODES village 
potential survey 

1994-1996 

Food Security 
During Crisis 

Market Operations (OPK), 
Cheap Rice (Raskin) 

Geographic and 
household 

BKKBN list, flexible 1998-2003 

Community 
Empowerment 

PDM-DKE community funds, 
block grants for public works or 
revolving funds 

Geographic and 
household 

Pre-crisis data 1998-2000 

Employment 
Creation 

Padat Karya, labor-absorbing 
public works, construction 

Household and 
self-selection 
(weak criteria) 

Several ministries, 
based on urban 
unemployment 

1998-2000 

Education Scholarships, block grants to 
selected schools  

Geographic, 
household 

SUSENAS data on 
enrolment, poverty 
data updated to 
1998, combined 
with local criteria 

1998-2003 

Health JPS-BK, subsidies for 
medicine, family planning 

Geographic, 
household 

BKKBN list, with 
flexibility 

1998-2003 



 86

services, supplemental food, 
operating costs for health 
centers and midwives 

Source:  Perdana and Maxwell. 2004. Poverty Targeting in Indonesia, p. 14 

242. The study finds that geographic targeting and individual/household targeting were both 
severely limited by the scope and accuracy of the data available. They especially found that the 
BKKBN family scoring system’s focus on long-term fixed asset accumulation (housing quality 
for instance) did not capture the transitory shock element of the sudden fall in incomes and 
expenditures during the crisis.  Preferable to means-testing, Perdana and Maxwell find self-
targeting methods the most useful.  In a self-targeting program, the poor select themselves for 
benefits.  These benefits are inferior goods (such as low-quality rice), inferior job opportunities 
(unskilled jobs, with wages set below market rates), or goods and services consumed mostly by 
the poor (and which are readily substituted with superior goods once incomes rise).  The study 
finds that in particular the labor-intensive public works programs—with wages well below the 
regional minimum wage for construction projects—were very effective. Their design ensured 
that only the poorest individuals benefited from the program.  This is also one of the main 
findings of Papanek (2004).  

243. Perdana and Maxwell (2004) rate administrative capacity as having been surprisingly 
effective, despite initial misgivings. The ability of government agencies to overcome logistical 
and organizational problems was impressive, in their view.  One positive aspect was that inputs 
and insights from local governments were taken into account. When targeting directives were 
regarded as socially unacceptable (for example applying BKKBN criteria as means tests), they 
were ignored or significantly altered at the local level. In terms of program design, 
implementation was most successful when there was a simple message that could be easily 
communicated to the wider public, for example: “this cheap low quality rice is for the poor”, or 
“these scholarships are for poor children who would otherwise have to drop out.”  
Unfortunately, monitoring was not as effective.  A range of community groups and NGOs were 
engaged to monitor and evaluate programs, but some took their role to be adversarial—the 
community empowerment program of PDM-DKE block grants absorbed much public attention 
and controversy. The most effective monitoring was found to be among education and health 
social safety net programs, where central monitoring was set up in Jakarta, with branches at 
the provincial levels.   

Sumarto (2006) also assesses Indonesia’s safety net programs designed to cope with the crisis 
by covering 5 major areas: food security, employment creation, education, health, and 
community empowerment. Sumarto offers seven key lessons learned (p. 4):  

• Informal coping mechanisms relying on families, friends, and communities are 
insufficient to mitigate the worst effects of a major crisis.  Therefore, real spending on 
formal social safety nets during a time of crisis must rise.  

• All of the Indonesian programs were plagued by problems of targeting. A large number 
of the poor were not covered, and there was substantial leakage to the non-poor. This 
was at least partly due to the fact that the programs were hastily designed and 
implemented. Developing an effective targeting mechanism suited to country specific 
conditions is crucial.  

• Complete, and accurate data is vital. When the crisis hit, there was no publicly 
accessible information system to guide efforts to mitigate the negative effects of the 
crisis.  
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• Institutional commitment is crucial, and implementation of targeted programs in the 
regions depends upon the capacity of local government and local community groups. 

• Fifth, there must be some allowance for local flexibility. Pressure at the local level for a 
‘fairer’ distribution of rice under the food security program was overwhelming, since the 
‘almost poor’ or the ‘newly poor’ families had no entitlement to the subsidized rice. In all 
likelihood, the emergence of flexibility during the implementation of the program actually 
improved targeting. 

• Most long-term poverty alleviation strategies are unsuitable as social safety nets in 
times of crisis. This is particularly true of micro-credit.  

• For employment creation programs to be effective, wage rates must be set below the 
prevailing market rate. Only in this way can the programs be self-targeted, since only 
those in serious difficulty will be willing to work for the low wages being offered.  Low 
wages also maintain incentives to accept regular jobs when they become available.  

 

Case Study: The Rice for Poor Families Program 
244. The Rice for Poor Families Program (RASKIN) was initially launched during the financial crisis 
as a food security program (formerly called OPK). Administered by BULOG, the national logistics agency, 
it aimed to provide regular supplies of subsidized rice at a price of Rp.1,000 per kilogram to nearly a third 
of the population.93  Although expenditure poverty levels have returned to pre-crisis levels, the program 
has been continued because Indonesia’s nutrition situation has not improved, real wages remain below 
pre-crisis levels, and more than half the population lives on less than $2 per day (1993 PPP) (see Chapter 
2).  Where RASKIN began as an emergency response operation, it has evolved into a cornerstone of the 
Government’s overall social protection program.  This brief case study is taken from Tabor and Sawit’s 
October 2005 study of RASKIN.94               

245. Between 2002 and 2004, RASKIN distributed 6.3 million metric tons of subsidized rice 
through a national network of 46,000 distribution points. Some 55% of the rice was distributed 
in Java, with the balance distributed in other parts of Indonesia. RASKIN was designed to 
assist 8.8 million families, but the beneficiaries number closer to 13.2 million families because 
village leaders reallocate program participation rights in the villages.  This implies that about 65 
million persons have actually benefited from the program. This is nearly double the number of 
people measured as falling below the official poverty line (36 million).   

246. RASKIN accounts for a substantial portion of the Government’s development 
expenditures.  The total allocation for RASKIN increased steadily from Rp.4.2 trillion in 2002 to 
a revised budget of Rp. 4.97 Trillion in 2005.  But it must be noted that total costs are higher 
than the Government’s budgeted amount.  Total costs include those that the local communities 
must bear to transport rice from government distribution points to the beneficiaries themselves.   

247. As a subsidy-in-kind, the financial value of RASKIN to program beneficiaries is the 
difference between the local market price of rice in each region, and the co-payment and 
distribution costs incurred by beneficiaries. The gross transfer benefit (GTB), or indirect income 
transfer from RASKIN was equivalent to Rp.3.5 trillion in 2002, Rp.3.1 trillion in 2003 and 

                                                 
93 Bulog was once a presidential agency but is now a state-owned enterprise.  It is charged with 
procurement of key foodstuffs, notably rice, for Government purposes. 
94 Tabor, Steven R., and M. Husein Sawit. 2005. Raskin: A Macro Program Assessment.  Unpublished report, 
Jakarta.  
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Rp.3.1 trillion in 2004, for a three year annual average of Rp.3.25 trillion.  Some 53 percent of 
the total GTB was received by beneficiaries in Java, and 47 percent by beneficiaries 
elsewhere. The annual GTB per beneficiary family was about Rp.246,600, or about Rp.20,500 
per month.  Assuming an average family size of 4.9 persons, this implies a GTB per capita of 
Rp.50,300 per beneficiary per year, or Rp.4,200 per capita per month.  On a per kilogram 
basis, the subsidy equivalent of RASKIN averaged Rp.1,550, or 61% of the total cost of the 
RASKIN rice.  

248. Looking at targeting issues, it is estimated that RASKIN rice is received by eligible 
beneficiaries in 84% of all cases.  This implies that an annual average of Rp. 2.73 trillion of 
direct program benefits accrued to households deemed needy by village leaders, while some 
Rp. 520 billion of total program benefits leaked to non-needy households.  In some regions, 
very poor households do not participate fully in the program, for various reasons: (i) because 
they either do not have sufficient funds to meet the Rp.1,000/kg co-financing requirement; (ii) 
because they are unaware that they are eligible to participate; (iii) because insufficient 
allocations were made to provide subsidized rice to their village;  or (iv) because RASKIN sales 
were made on a first-come, first served basis.   

249. Despite targeting deficiencies, RASKIN has been found to contribute to poverty 
reduction. In 2003, RASKIN provided a transfer benefit equivalent to 4 percent of the minimum 
income, and ten percent of rice expenditures of the average beneficiary household.  The 
poverty gap would have been 20% higher in the absence of the program.   In addition, without 
RASKIN, calorie intake would have been lower for the poor and vulnerable groups, with the 
burden of the macro-nutrient shortfall falling disproportionately on vulnerable women and 
infants.    

250. There are also important indirect financial benefits arising from RASKIN.   One of these 
is the stimulus to aggregate demand that arises when the purchasing power of RASKIN 
beneficiaries are augmented. The indirect effect of the income transfer results from the effect 
that the augmented expenditures of program beneficiaries have on goods and services 
produced throughout the economy.  This annual multiplier effect of RASKIN during 2002 to 
2004 is estimated to be approximately Rp.1.3 trillion per annum. This implies that the total 
annual increase in aggregate demand (i.e. financial subsidy plus multiplier effect) attributable to 
RASKIN was approximately Rp.4.5 trillion per year.   

251. In addition, there are important benefits to the economy as a whole from stimulating rice 
production, maintaining stable prices, and ensuring that national rice stocks are available to meet 
emergencies and site-specific shortfalls.  RASKIN is designed to be part of an integrated approach to rice 
sector policy.  Since 2001, RASKIN has provided the main outlet for the public rice stocks held by BULOG. 
While the costs of maintaining a national stockpile and intervening to support producer prices are charged 
against the RASKIN, the benefits from stabilizing domestic rice prices, maintaining national food security, 
and keeping domestic rice markets contestable, is not.   

252. RASKIN has also had a number of important, intangible impacts.  As an instrument of 
public policy, RASKIN has served to help Government buffer the poor from the effects of 
changes in administrative petroleum prices.  One-tenth of RASKIN rations were provided as 
compensation for an increase in administrative petroleum prices in 2002 and 2003.  In addition, 
RASKIN has served to help shield poor households from the adverse effects on poor 
consumers of rice trade protection.  From 2002 to 2004, while the average price of rice paid by 
RASKIN beneficiaries was 10% higher than world market prices, the average price paid by 
non-beneficiaries was 32% higher than the world market parity price.   Finally, there is also 
evidence that RASKIN transfers, while relatively small, are being used by poor and vulnerable 
households to manage income risks, and that having access to RASKIN helps ease social 
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tensions and boosts confidence in Government.  By contrast, there is little evidence to suggest 
that RASKIN is contributing to poverty traps, fostering dependence, or discouraging work effort.    

 
The Fuel Subsidy Reduction Compensation Fund (PKPS-BBM) Programs 

253. In October 2005 the Indonesian government implemented a bold reduction in its 
universal fuel subsidy.  The subsidy was unsustainable to begin with, but the problem became 
acute with rapidly rising global oil prices, making the subsidy a larger and larger share of the 
government budget.  It was correctly recognized from the outset that the removal of fuel 
subsidies (through increased fuel prices and general inflation) would have a major effect on 
households across the board, whether poor, near poor, or not poor.  To cushion this shock, the 
government rapidly reallocated a large portion of the subsidy savings to four targeted poverty 
reduction programs, together known as the Fuel Susidy Removal Compensation Fund (PKPS-
BBM) programs with a total budget of about $1.5 billion for 2005 alone:  

(i) basic health care and health insurance for the poor (USD 390 million);  
(ii) School Operational Fund (Bantuan Operasional Sekolah, BOS) (USD 630 million);  
(iii) village infrastructure (USD 330 million); and  
(iv) unconditional cash transfers (UCT) (USD 450 million).   

254. From the beginning there was a general sense, including within government, that the 
PKPS-BBM programs were so rapidly developed that there would be substantial scope to 
improve their design during implementation.  The UCT program launched in October 2005 with 
a first quarterly payment of $30 each to 15.5 million households through the national post office 
system.  A rapid assessment of the UCT was undertaken in December 2005 by two research 
institutes (SMERU and LP3ES), and the findings were used by BAPPENAS to make changes 
in the disbursement of the second tranche the following quarter.  The changes included 
changes to the beneficiary registry, improved communication and socialization, improved 
payment procedures, and an improved complaints resolution process.  Despite these 
improvements, however, the UCT has a number of fundamental problems.  It is above all a 
handout, one that serves no greater development purpose.  For this reason, the government 
intends for the UCT program to be a short-term stop-gap measure.  A medium-term option with 
wider-ranging and longer term poverty reduction benefits is to design a program of conditional 
cash transfers.   

Moving Toward Conditional Cash Transfers 
255. In 2006 the BAPPENAS Deputy Chairman for Poverty Reduction, Labor, and SMEs 
initiated the design of a conditional cash transfer (CCT) program, with plans to pilot test the 
program in 2007. CCTs are an innovative channel for the delivery of social services.  CCTs are 
cash grants to the poor contingent upon certain desired behavior, usually investments in 
human capital. Unlike UCTs where people need only show up at a post office or bank branch to 
receive a payment, CCT programs distribute the money to families on the condition that they 
send their children to school, bring them to health centers, attend nutrition workshops, and so 
on.  Most CCT programs in other countries have a nutrition and an education component.  The 
education component might require enrollment and attendance for 80% of school days, for 
example.  CCT programs have the dual objective of  providing an immediate transfer that helps 
reduce current poverty, while also reducing the risk of falling into poverty in the future by 
building human capital.  In other words, by focusing on structural causes of poverty (poor 
education, poor health) CCTs seek to stop the inter-generational transmission of poverty. A 
third advantage of CCT programs contingent on school attendance is their potential for 



 90

reducing child labor.  Finally, CCTs have the benefit of involving the agencies that deliver public 
services (schools, clinics, etc.) in the targeting.  Unconditional cash transfers have only the first, 
immediate benefit.  

256. CCT programs are a demand-side complement to the supply of health and education 
services.  Schools and health clinics tend to be underutilized by the poorest for a number of 
reasons that include unmanageable out of pocket expenditures, high opportunity costs, low 
access, and a lack of incentives to invest in their children's human capital.  The Latin American 
region has broad experience with such programs, a useful source for lessons learned in terms 
of program design, conditionalities, targeting methods, and so on.95  Evidence from Latin 
American countries suggests CCT programs have had a strongly positive impact on poor 
people’s wellbeing and that they are more effective in reaching the poor than other types of 
poverty reduction programs (such as subsidies, or scholarship programs).  Many programs 
distribute benefits to the mothers, based on evidence that money given to women tends to be  
better spent.   

257. A universal issue with any cash transfer program, whether conditional or not, is always 
going to be targeting.  This will be a main concern of the Indonesian government in the CCT 
design and piloting phase. Cash can never be self-targeted in the way that an inferior quality 
rice or a below-minimum wage job can be (where only the truly poor will want to obtain the 
benefit). In most developing countries, sophisticated income or means tests are unlikely to work 
well because the poor have income sources are difficult to verify, and keep their savings in non-
financial assets. To combat this problem, proxy means tests and categorical indicators (social 
or geographic) employ information that is readily observable in place of more complex and 
difficult income and expenditure surveys.  Proxy means tests collect household level data on 
indicators such as quality of housing, ownership of durable goods, educational attainment, and 
occupation of the household head.  While preferable to income means tests, proxy means tests 
used to target households within poor communities have been criticized for fostering discord 
within households and communities (particularly in Indonesia). Selection is often based on 
criteria unknown to potential beneficiaries, a fact which has invited criticism because the 
selection of beneficiaries is often perceived as arbitrary.  Therefore, community-based 
assessment can also be used to target cash transfers. In this case, local authorities are 
empowered to make decisions about who should receive benefits.  The main advantage is that 
people who know the community identify those who are needy.  The main drawback is the risk 
that program resources will be captured by local elites.    

258. In sum, CCTs can reduce consumption poverty, increase educational achievement, 
reduce child labor, improve nutrition, and encourage greater use of health services.  A CCT 
program in Indonesia would support the achievement of national development objectives and 
the MDGs in health and education (lower maternal and infant mortality rates, reduced 
malnutrition, and expanded access to the minimum 9 years of education for all children).  A 

                                                 

95 Mexico's PROGRESA program was launched in 1997, the first of its kind.  In 2002, PROGRESA (renamed 
Oportunidades in 2003) reached more than four million families (20 percent of the Mexican population), with an 
annual budget of  US$1.8 billion, equivalent to approximately 0.32% of GDP.   
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decentralized approach to CCT programs will be key, given Indonesia's size.  The design of a 
strong monitoring and evaluation system will be crucial as well.96   

 

Localizing Poverty Reduction in Decentralized Indonesia 
259. In February 2002, Indonesia's 32 provincial and 437 district governments were 
encouraged to set up a local poverty reduction committee (Komite Penanggulangan 
Kemiskinan Daerah, or KPKD). The circular letter97 stated that the KPKD should be headed by 
the bupati or walikota and should further comprise local government officials.  In October of the 
same year MOHA circulated a revised letter that said the KPKD should actually be multi-
stakeholder institutions.98 That same letter also set out for the first time that each KPKD should 
prepare a local PRSP (a Strategi Penanggulangan Kemiskinan Daerah, SPKD).  However, the 
directive was lacking in substance in terms of what a SPKD is, why it is important, and how 
exactly to go about preparing one.  A third letter (No. 412.6/1710.A/PMD) was issued on 
December 15, 2003 with more clarification.  Since that time, various parts of government have 
said different things about KPKD and SPKD, and the messages have been somewhat 
unclear.99   

260. What is clear, however, is that the national level strongly encourages subnational 
governments to establish KPKD and develop SPKD, but the subnational governments are not 
strictly required to do so.  A KPK press release of 18 May 2005 gave a status report on the 
formation of KPKD and development of SPKD: 

• 30 of 32 provinces (94%) have established a provincial KPKD.   
• 14 of the 30 provincial KPKD (47%) have done a SPKD. 
• 316 of 437 (72%) districts have established a KPKD. 
• 99 of the 316 KPKD (31%) have done a SPKD. 

261. A good start has been made, but the KPKD require more guidance and capacity 
development for the preparation of useful SPKD that will guide both local and national policy-
making.  Ideally, the SPKD will eventually be incorporated into local budgeting processes, 
helping to make these more pro-poor.  As discussed in Chapter 5, capacity in Indonesia's 
districts and provinces to plan, deliver and monitor poverty reduction programs is low, and 
basic planning and budgeting processes are not well institutionalized.  It is understood by both 
local governments and the national government that coordination in poverty eradication efforts 
is lacking. There are many poverty reduction programs that might have a greater impact if they 
were better coordinated.  There is particular room for improvement at the institutional level. The 
national KPK, for instance, needs elaboration of its roles and responsibilities in order to avoid 
duplication with other agencies. The local KPKDs need clearer instructions, guidelines, and 
capacity development to implement their mandates. The system could be strengthened with: 

                                                 
96 A strong M&E system is important for being able to make program modifications as implementation 
proceeds.  M&E systems also allow for independent impact evaluations which in other countries have 
lent political legitimacy to CCT programs.   
97 MOHA Circular Letter No. 414/512/SJ of 8 February 2002    
98 MOHA Circular Letter No. 412.6/2489/SF of 30 October 2002   
99 For example, at one point the KPK told districts that they should set up the KPKD in order to receive 
funds under the Refined Fuel Oil (BBM) Subsidy Reduction Compensation Program (PKPS).   
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• a strong and credible KPK; 

• a clear structural relationship between the national, provincial and district-level KPKs 
and division of responsibilities; 

• proper monitoring and evaluation systems; and  

• the political will and support to make all of this occur. 

262. The plan to develop a local poverty reduction strategy for each of Indonesia's provinces 
and districts is an ambitious endeavor, but it is one that has great potential to bring poverty 
reduction efforts closer to the people who actually experience poverty.  Broad participation by 
all stakeholders—including civil society organizations—will be key (civil society and poverty 
reduction in Indonesia are explored in Annex 1).  
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CHAPTER 7: TOWARD A PROSPEROUS INDONESIA 

 

263. This brief conclusion chapter draws out some of the main findings and highlights from 
the analysis of the preceding analysis.  These findings lead to recommendations organized 
according to the three pillars of ADB’s Poverty Reduction Strategy.  In this manner we attempt 
to develop a concise framework for prioritizing future interventions and developing pathways 
out of poverty.  

264. Indonesia has clearly made great strides in reducing poverty over the past decades, but 
a number of challenges remain.  From the poverty profile, MDG assessment, and analysis of 
the causes of poverty we find that some of the key issues are: 

• The poverty headcount has fallen to pre-crisis levels (16.7% in 2004), but the magnitude 
remains high (36 million people in 2004).  Focusing on headcount alone does not tell 
the whole story. 

• The poor are still predominantly rural (and found in the agriculture sector), but this is 
changing as Indonesia's urbanization accelerates.  

• National averages mask significant regional disparities.  Some areas lag far behind 
others in terms of both income and non-income dimensions of poverty and achievement 
of the MDGs.   

• Vulnerability is a key concern in Indonesia, where a large proportion of the population is 
at risk, subsisting not far above the poverty line.  Small modifications in the poverty line 
can dramatically change the population identified as poor, as illustrated by the vast 
difference between the population living below the international poverty lines of $1 and 
$2/day (1993 PPP).  There is therefore a large group of near-poor in Indonesia. 

• A household level (micro) shock is all it takes to plunge a family into poverty. 
Unfortunately, regional (meso) and national (macro) level shocks are not uncommon in 
Indonesia.  Shocks destroy a family's asset base, making them even more vulnerable.     

• A lack of access to key basic services is a major cause of poverty in Indonesia. The  
PRSP identifies a lack of access to health, education, safe water, housing, and 
sanitation services among the 10 basic rights that remain unfulfilled.  

• The off-track MDG targets are maternal mortality, TB and HIV/AIDS, and water and 
sanitation.    

• A lack of infrastructure results in a lack of economic opportunities and inadequate levels 
of service delivery. This type of 'location poverty' is common. Nearly one 1 out of 5 rural 
villages are inaccessible even by 4-wheel-drive for part of the year.  Nearly half of all 
villages are not accessible by paved road. 

• Social protection programs will be key to reducing vulnerability in Indonesia. 

265. Addressing these concerns will require concerted efforts under all three pillars of the 
PRS: pro-poor growth, social development, and good governance.   
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Pillar 1: Pro-Poor, Sustainable Growth  
266. Indonesia's empirical record provides ample proof of the importance of growth for 
poverty reduction.  But growth at all costs is not the right strategy.  There have been periods 
where growth in Indonesia was more pro-poor than others, and the key has been the labor-
intensity of that growth.  When the labor intensity fell (as during the oil boom of the 1970s), 
growth benefited the poor far less.  A key feature of the growth posted for the period 2000–
2004 is that it has led not to expansion of employment but instead to increasing unemployment 
and a burgeoning informal sector.  

Developing financial services for economic growth 
267. Poor people in Indonesia still lack access to the range of financial services from credit to 
insurance to savings, and there is a great unfulfilled demand.  Access to financial services 
plays  a number of important roles for poor people, allowing them to start up new enterprises 
and generate incomes (and contribute to economic growth), to smooth consumption in the face 
of income shocks or expenditure increases, and to generally protect themselves from the 
myriad risks they face on a daily basis.  For microfinance institutions to thrive, they need to 
develop unconventional methods for their clients to secure loans, and the national policy and 
legal framework must make it attractive and feasible for them to operate in rural areas and to 
serve the poor. Importantly, MFIs should never offer below-market interest rates to their 
borrowers. The Indonesian state-run pawnshop system provides an interesting alternative to 
the more traditional financial services. 

Investing in infrastructure for economic growth 
268. Development of infrastructure will make a considerable contribution to growth and 
poverty reduction in Indonesia.  Infrastructure helps attract private sector investment, for 
example. The ways in which different forms of infrastructure can reduce poverty include direct 
job creation on labor-intensive infrastructure projects (including maintenance later on), 
improved physical access to markets and economic opportunities, reduced transaction and 
opportunity costs (e.g. travel times), and better access to basic services.  Improved 
infrastructure can have significant positive impacts on non-income dimensions of poverty as 
well, such as health, education, security, and participation.   

Creating a favorable investment climate for economic growth 
269. Indonesia's investment climate suffers—and investment remains low—as a result of a 
number of impediments, including an unstable legal, regulatory and fiscal framework, corruption 
at all levels, the absence of objective dispute-resolution mechanisms (stemming from 
inefficiencies in the judicial branch of government), and inadequate physical infrastructure.  
Decentralization has had a negative effect on the business climate, bringing large increase in 
the number and type of local business regulations, with wide and regional variations. While the 
legislation provides a regulatory role for the central government, the sheer volume of new or 
revised local regulations makes this task unmanageable. A recent Investment Climate Survey 
found that firms considered problems with business licensing and labor regulations to have 
become more serious. Many indicated that both corruption and uncertainly about economic 
policy and regulations had worsened since decentralization. Improving the investment climate 
to catalyze private sector growth is key to sustaining economic growth rates that are high 
enough to allow for development spending and economic growth.  Indonesia continues to have 
a high potential for growth, much of it yet untapped.  
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Pillar 2: Inclusive Social Development  
270. The poor can only connect to and benefit from economic growth when growth is 
accompanied by government commitment to social development and the achievement of the 
MDGs.  Every country needs a comprehensive strategy that provides for (i) adequate budget 
allocations for human capital development; (ii) targeting of basic social services to the poor; (iii) 
removal of gender discrimination; (iv) an effective population policy; and (v) social protection 
programs (ADB, 1999).  Human capital is the primary asset of the poor.   

Investing in health and education for poverty reduction 
271. Health is the first of two key components of human capital.  Without good health, all 
other efforts to reduce poverty will be wasted.  Improving the health status of the Indonesian 
population and especially the poor is a tall order that necessitates efforts in areas from primary 
health care (especially preventive) to nutrition (both in terms of food security and in nutrition 
education), to improved water and sanitation systems.  As the Indonesian poverty reduction 
strategy puts it, the main causes of poor health among the poor are inadequate access to 
public health services, the low quality of those public health services, inadequate knowledge of 
health-related issues, and inadequate access to reproductive health services.  When a poor 
person falls ill, it is a micro-level shock for the entire household.  In the absence of good health, 
poor people will have little opportunity to improve their economic status or participate in society. 

272. Education is the second key component of human capital. The relationship between 
education and poverty is clear: the more education a person has, the less likely they are to be 
poor.  In Indonesia, too many children are still falling through the cracks. They are particularly 
vulnerable to dropping out in the transition from primary to junior secondary school.  Religious 
schools tend to be the poorest schools, but low quality of education is a problem in many 
areas.  A very large proportion of school buildings is in terrible physical shape.  Beyond basic 
education, Indonesia ought to look at further developing its system of labor-market oriented 
technical and vocational education in order to better prepare the vast number of labor market 
entrants for jobs.  This type of life-skills orientation also helps to achieve the PRSP's basic right 
to employment opportunities.  

273. Social safety nets are needed where a large proportion of the population are vulnerable 
to poverty, or near-poor. A promising type of social assistance program under development in 
2006 will support Indonesia’s human development goals: conditional cash transfers are 
targeted programs where cash benefits are tied to recipients' investments in human capital—
sending children to school, or taking them to health centers. CCT programs have the dual 
objective of reducing current poverty with short-term income support and reducing the risk of 
future poverty through human capital improvements. 

 
Pillar 3: Good Governance  
274. In Indonesia, improved governance is a necessary prerequisite for enhanced poverty 
reduction—good governance is a key element of an attractive investment climate that 
encourages private sector growth (thus laying the groundwork for job creation and economic 
growth), and it ensures efficient and transparent use of public funds (linked to effective delivery 
of public services).  
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Decentralized service delivery for poverty reduction  
275. Effective and efficient delivery of basic services by the public sector matters most to the 
poor, and weak governance hurts them disproportionately.  Public sector inefficiencies, 
corruption, and waste all drain the resources needed to support the required level and quality of 
public services. Where services are lacking, the problems can be traced back to (i) institutional 
structures that lack accountability, (ii) domination by local elites, (iii) widespread corruption, and 
(iv) lack of participation by the poor themselves (ADB, 1999).  A lack of capacity among local 
governments to undertake new responsibilities is a particular feature of the post-
decentralization era, as is a lack of clarity around those new responsibilities (e.g. there are no 
general standards of service). With decentralization it has also become clear that the regional 
governments are not always accountable for funds used.  Improving delivery of basic services 
to the poor includes the development and adoption of minimum service standards, and 
improved oversight, monitoring and accountability. The latter should be undertaken by local 
parliaments (DPRD).  

Developing local information for poverty reduction  
276. Poverty reduction efforts are being localized through the formation of local government 
poverty reduction committees (KPKD) and the development of local poverty reduction 
strategies (SPKD) but local level planners tend to lack sorely needed local level information.  
National level surveys are not useful for understanding the poverty dynamics or for targeting 
poverty reduction programs at the micro level.  The BKKBN system of family-level data 
collection is faltering.  Needed are proxy indicators for poverty and innovative methods for 
tracking what happens to individual households over time.  Improved local information can 
increase the participation of all citizens (both poor and non-poor) in local decision-making. 

 

Toward a Prosperous Indonesia 
277. There will always be debates about how to define poverty, how to count the poor, and 
how to design a particular policy or program that will have the greatest and most lasting poverty 
reduction effects.  For that reason it is best to accept that poverty is a complex, dynamic, and 
multidimensional phenomenon that has different characteristics depending on its location, its 
duration, and its severity.  Poverty in Indonesia, and elsewhere, is probably best understood by 
those who experience it.  This recognition pushes thinking about poverty in the direction of 
putting people first, and considering their opinions, their knowledge, and their rights. This 
thinking has come to the fore in Indonesia, where the PRSP conceptualizes poverty under a 
rights-based approach, and deprivation means that 10 basic rights are unfulfilled.     

278. It is the finding of this Country Poverty Assessment that the path toward fulfilling these 
basic rights—and therefore reducing poverty—should begin with an intensified focus on 
improved human capital (education and health) and improved physical capital (infrastructure).  
Infrastructure expands productive opportunities, reduces transaction costs, improves access to 
services, and is a core element of an attractive investment climate, which in turn stimulates 
economic growth. Infrastructure development can be particularly poverty reducing when it is 
labor-intensive and the poor can participate in construction and maintenance activities.  
Improved health and better education are the fundamental building blocks that enable the poor 
and the vulnerable to realize their potential as human beings.  It is a simple fact that healthier, 
more knowledgeable Indonesians are better able to participate in and connect to the growth 
process—that is, to gain access to employment opportunities, to earn incomes, to enhance 
their own lives, and to improve the prospects for their children.   
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279. Of course it is clear that this growth process must exist in the first place, so that the poor 
can connect to it. In this sense not much can happen without addressing the larger institutional 
issues—getting the macroeconomic fundamentals right, improving decentralized governance 
structures, and so on.  But prioritizing education, health, and infrastructure together can 
produce tangible poverty reduction results, achieving the MDGs and bringing the goal of a 
prosperous Indonesia well within reach.    
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APPENDIX TABLE 1: NUMBER OF PEOPLE BELOW THE POVERTY LINE (POVERTY MAGNITUDE) 
1999 2004 Province 

Urban Rural Total Urban Rural Total 
Notes 

NANGGROE ACEH 
DARUSSALAM 

105,113 497,942 603,055 198,400 958,800 1,157,200 Estimate for 2004. Not possible to undertake Susenas in this area. 

NORTH SUMATERA 969,670 1,006,143 1,975,813 633,400 1,166,700 1,800,100  
WEST SUMATERA 238,001 364,040 602,041 167,800 304,600 472,400  
RIAU 144,846 447,100 591,946 160,500 583,900 744,400  
JAMBI 176,936 500,268 677,204 130,800 194,300 325,100  
SOUTH SUMATERA 566,808 1,247,970 1,814,778 455,100 924,200 1,379,300  
BENGKULU 98,224 205,277 303,501 112,800 232,300 345,100  
LAMPUNG 307,343 1,732,355 2,039,698 317,300 1,244,400 1,561,700  
BANGKA BELITUNG ISLANDS *** *** *** 33,000 58,800 91,800 Prior to 2001, included as part of South Sumatera Province 
DKI JAKARTA 381,655 *** 381,655 277,100 *** 277,100  
WEST JAVA 4,278,716 4,115,564 8,394,280 2,243,200 2,411,000 4,654,200  
CENTRAL JAVA 3,032,824 5,722,927 8,755,751 2,346,500 4,497,300 6,843,800  
D.I. YOGYAKARTA 482,666 307,115 789,781 301,400 314,800 616,200  
EAST JAVA 3,049,627 7,250386 10,300,010 2,230,600 5,081,900 7,312,500  
BANTEN *** *** *** 279,900 499,300 779,200 Prior to 2001, included as part of West Java Province 
BALI 114,987 143,645 258,632 87,000 144,900 231,900  
WEST NUSA TENGGARA 249,291 1,027,763 1,277,054 492,500 539,100 1,031,600  
EAST NUSA TENGGARA 146277 1,632,755 1,779,032 122,700 1,029,400 1,152,100  
WEST KALIMANTAN 97,377 920,843 1,018,220 143,800 414,400 558,200  
CENTRAL KALIMANTAN 27,195 235,423 262,618 33,000 16,100 194,100  
SOUTH KALIMANTAN 101,875 341,037 442,912 63,500 167,500 231,000  
EAST KALIMANTAN 128,679 382,171 510,850 84,300 233,900 318,200  
NORTH SULAWESI 103,001 402,205 505,206 35,900 156,300 192,200  
CENTRAL SULAWESI 126,142 474,213 600,355 70,500 415,800 486,300  
SOUTH SULAWESI 446,969 1,014,792 1,461,761 152,200 1,089,300 1,241,500  
SOUTH EAST SULAWESI 68,718 436,572 505,290 38,00 380,400 418,400  
GORONTALO *** *** *** 43,700 215,400 259,100 Prior to 2001, included as part of North Sulawesi Province 
MALUKU 168,375 850,708 1,019,083 41,100 356,500 397,600 Estimate for 2004. Not possible to undertake Susenas in this area. 
NORTH MALUKU *** *** *** 23,900 83,900 107,800 Estimate for 2004. Not possible to undertake Susenas in this area. 
PAPUA 49,621 1,099,106 1,148,727 49,100 917,700 966,800 Estimate for 2004. Not possible to undertake Susenas in this area. 
INDONESIA 15,660,936 32,358,321 48,019,253 11,369,000 24,777,900 36,146,900  
Source : National Socioeconomic Survey (SUSENAS).  BPS (2004): Data Dan Informasi Kemiskinan Tahun 2004, buku 1: Provinsi. 
Description : Using "core-based" poverty line and based on household expenditure data in the SUSENAS Core questionnaire 
*** Not Available 
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APPENDIX TABLE 2: PERCENT OF THE POPULATION BELOW THE POVERTY LINE (POVERTY INCIDENCE) 
1999 2004 Province 

Urban Rural Total Urban Rural Total 
NANGGROE ACEH DARUSSALAM 10.2 16.30 14.8 17.58 32.66 28.47 
NORTH SUMATERA 18.3 15.50 16.8 12.02 17.19 14.93 
WEST SUMATERA 18.3 11.20 13.3 12.28  9.67 10.46 
RIAU 9.2 17.00 14.10 6.44 18.36 13.12 
JAMBI 22.4 28.60 26.70 17.34 10.46 12.45 
SOUTH SUMATERA 24.0 23.30 23.50 20.13 21.33 20.92 
BENGKULU 22.1 18.90 19.90 25.43 21.16 22.39 
LAMPUNG 24.0 30.30 29.10 20.17 22.81 22.22 
BANGKA BELITUNG ISLANDS [Prior to 2001, part of South Sumatera 
Province] 

*** *** *** 7.73 10.06  9.07 

DKI JAKARTA 4.0 *** 4.00 3.18 *** 3.18 
WEST JAVA 21.2 18.50 19.80 11.21 13.08 12.10 
CENTRAL JAVA 27.8 28.80 28.50 17.52 23.64 21.11 
D.I. YOGYAKARTA 23.8 30.90 26.10 15.96 23.65 19.14 
EAST JAVA 24.7 32.10 29.50 14.62 24.02 20.08 
BANTEN [Prior to 2001, included as part of West Java Province] *** *** *** 5.69 11.99 8.58 
BALI 9.5 8.00 8.60 5.05 8.71 6.85 
WEST NUSA TENGGARA 31.9 33.20 33.00 32.66 21.09 25.38 
EAST NUSA TENGGARA 27.3 50.10 46.90 18.11 29.77 27.86 
WEST KALIMANTAN 11.0 30.70 26.20 13.29 14.15 13.91 
CENTRAL KALIMANTAN 5.8 18.60 15.10 6.13 12.20 10.44 
SOUTH KALIMANTAN 10.7 16.20 14.50 5.28 8.33 7.19 
EAST KALIMANTAN 10.0 30.80 20.20 5.63 18.68 11.57 
NORTH SULAWESI 12.9 20.40 18.20 4.37 11.76  8.94 
CENTRAL SULAWESI 23.1 30.70 28.70 15.33 23.33 21.69 
SOUTH SULAWESI 18.3 18.40 18.30 6.11 18.65 14.90 
SOUTH EAST SULAWESI 15.7 34.30 29.50  9.21 25.39 21.90 
GORONTALO  [Prior to 2001, included as part of North Sulawesi Province] *** *** *** 18.63 32.70 29.01 
MALUKU 27.5 53.70 46.40 11.99 39.86 32.13 
NORTH MALUKU [Prior to 2001, included as part of Maluku Province] *** *** *** 10.50 13.10 12.42 
PAPUA 9.0 71.00 54.80 7.71 49.28 38.69 
INDONESIA 19.4 26.0 23.4 12.13 20.11 16.66 

Source: Susenas.     
BPS (2004) Data dan Informasi Kemiskinan Tahun 2004, Buku 1: Provinsi, p.9 
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APPENDIX TABLE 3: GINI RATIO  
 

1999 2002 Province 
Urban Rural Total Urban Rural Total 

NANGGROE ACEH DARUSSALAM 27.5 22.90 26.60 24.60 *** 24.60 
NORTH SUMATERA 28 22.60 26.90 29.00 22.90 28.40 
WEST SUMATERA 25.6 23.40 25.40 28.70 24.30 27.60 
RIAU 27.8 22.50 27.20 30.30 23.10 30.60 
JAMBI 26.7 21.90 25.50 27.50 23.10 25.70 
SOUTH SUMATERA 28.7 23.10 26.80 29.80 20.90 28.90 
BENGKULU 27.5 23.40 27.50 28.60 26.00 29.70 
LAMPUNG 29.3 25.40 29.00 28.80 24.40 26.80 
BANGKA BELITUNG ISLANDS *** *** *** 26.10 20.30 24.10 
DKI JAKARTA 46.1 *** 46.10 39.20 *** 39.20 
WEST JAVA 30.6 23.70 29.40 31.10 23.20 30.50 
CENTRAL JAVA 28.8 22.50 26.60 29.80 23.40 28.20 
D.I. YOGYAKARTA 33.8 27.80 33.60 39.60 27.30 38.60 
EAST JAVA 31.1 23.80 29.10 32.40 25.60 31.20 
BANTEN *** *** *** 31.30 22.00 34.10 
BALI 28.6 23.70 28.10 31.50 23.60 30.90 
WEST NUSA TENGGARA 31.1 22.30 25.20 30.10 24.20 27.60 
EAST NUSA TENGGARA 30.4 24.40 28.30 27.70 23.00 27.40 
WEST KALIMANTAN 26.1 21.50 26.90 33.30 24.00 30.50 
CENTRAL KALIMANTAN 24 22.70 26.60 27.00 24.30 26.30 
SOUTH KALIMANTAN 27.8 22.30 27.00 28.90 26.50 29.90 
EAST KALIMANTAN 28.6 27.00 29.40 30.90 25.60 31.00 
NORTH SULAWESI 25.9 26.60 27.80 26.30 26.10 28.70 
CENTRAL SULAWESI 30.7 26.60 29.60 33.30 25.80 29.40 
SOUTH SULAWESI 29.8 24.70 28.20 29.20 23.20 28.60 
SOUTH EAST SULAWESI 28.7 26.30 28.10 27.10 25.40 28.30 
GORONTALO *** *** *** 25.40 24.10 27.50 
MALUKU 23.8 26.10 28.80 23.20 19.90 24.40 
NORTH MALUKU *** *** *** 22.00 19.80 22.30 
PAPUA 30.8 36.80 43.70 22.80 23.10 22.90 
INDONESIA 35.4 24.8 35.2 35.2 25.0 34.1 
 
Source : National Socioeconomic Survey (SUSENAS) 
 
Description : Index of expenditure inequality - based on household expenditure data in the SUSENAS Core 
questionnaire 
 
*** Not Available  
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APPENDIX TABLE 4: POVERTY GAP INDEX (P1)  
1999 2002 Province 

Urban Rural Total Urban Rural Total 
NANGGROE ACEH DARUSSALAM 1.49 1.53 1.52 *** *** *** 
NORTH SUMATERA 1.91 1.58 1.74 1.70 1.70 1.70 
WEST SUMATERA 1.61 1.33 1.44 1.60 1.50 1.50 
RIAU 1.20 1.79 1.65 1.70 1.60 1.60 
JAMBI 1.74 1.70 1.71 2.00 1.50 1.70 
SOUTH SUMATERA 2.25 1.80 1.94 1.90 1.60 1.70 
BENGKULU 2.02 1.30 1.54 2.00 1.40 1.60 
LAMPUNG 1.82 2.04 2.01 1.90 1.90 1.90 
BANGKA BELITUNG ISLANDS *** *** *** 1.60 1.00 1.20 
DKI JAKARTA 1.47 *** 1.47 1.30 *** 1.30 
WEST JAVA 2.20 1.58 1.89 1.90 1.50 1.70 
CENTRAL JAVA 1.82 1.81 1.81 1.80 1.60 1.70 
D.I. YOGYAKARTA 1.96 2.02 1.98 2.00 1.80 1.90 
EAST JAVA 1.89 1.94 1.93 1.80 1.70 1.80 
BANTEN *** *** *** 1.70 1.60 1.60 
BALI 1.34 1.26 1.30 1.30 1.30 1.30 
WEST NUSA TENGGARA 2.10 1.79 1.85 2.20 1.60 1.90 
EAST NUSA TENGGARA 2.14 2.32 2.31 1.80 2.00 2.00 
WEST KALIMANTAN 1.56 1.87 1.84 2.10 1.80 1.90 
CENTRAL KALIMANTAN 1.65 2.21 2.15 1.50 1.90 1.80 
SOUTH KALIMANTAN 1.50 1.54 1.53 2.00 1.50 1.70 
EAST KALIMANTAN 2.02 2.29 2.22 1.60 1.80 1.80 
NORTH SULAWESI 1.40 2.12 1.98 1.80 1.70 1.70 
CENTRAL SULAWESI 2.37 2.25 2.27 2.20 1.90 1.90 
SOUTH SULAWESI 1.79 1.68 1.72 1.40 1.60 1.60 
SOUTH EAST SULAWESI 2.26 2.33 2.32 2.00 2.00 2.00 
GORONTALO *** *** *** 1.80 1.90 1.90 
MALUKU 1.97 2.82 2.68 *** *** *** 
NORTH MALUKU *** *** *** *** *** *** 
PAPUA 1.85 4.18 4.08 *** *** *** 
INDONESIA 1.95 1.95 1.95 1.80 1.70 1.70 

Source : National Socioeconomic Survey (SUSENAS) 
Description : Average distance below the poverty line - using "Core-based" poverty line and based on household expenditure data in the SUSENAS Core questionnaire 
*** : Not Available 
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APPENDIX TABLE 5: POVERTY SEVERITY INDEX (P2)  

1999 2002 Province 

Urban Rural Total Urban Rural Total 

NANGGROE ACEH DARUSSALAM 3.49 3.63 3.61 *** *** *** 
NORTH SUMATERA 5.71 4.07 4.88 4.50 4.91 4.75 
WEST SUMATERA 3.92 2.96 3.34 3.81 3.68 3.72 
RIAU 2.48 5.12 4.47 4.83 3.95 4.17 
JAMBI 4.31 4.24 4.26 5.94 3.56 4.57 
SOUTH SUMATERA 7.26 5.00 5.70 5.81 3.94 4.61 
BENGKULU 6.03 2.73 3.80 6.88 3.05 4.38 
LAMPUNG 4.82 6.32 6.09 5.48 5.28 5.32 
BANGKA BELITUNG ISLANDS *** *** *** 3.82 2.17 2.77 
DKI JAKARTA 3.38 *** 3.38 2.94 *** 2.94 
WEST JAVA 7.14 3.97 5.59 5.51 3.68 4.66 
CENTRAL JAVA 4.91 4.93 4.92 4.92 4.16 4.45 
D.I. YOGYAKARTA 5.57 5.86 5.68 6.20 4.77 5.45 
EAST JAVA 5.46 5.69 5.62 5.13 4.57 4.78 
BANTEN *** *** *** 5.00 3.99 4.38 
BALI 2.96 2.68 2.81 2.81 2.86 2.84 
WEST NUSA TENGGARA 6.41 4.76 5.08 6.53 3.91 5.14 
EAST NUSA TENGGARA 7.09 7.42 7.39 4.99 6.29 6.15 
WEST KALIMANTAN 3.9 5.33 5.19 6.66 5.19 5.62 
CENTRAL KALIMANTAN 4.68 7.02 6.78 3.53 5.40 5.05 
SOUTH KALIMANTAN 3.75 3.83 3.81 6.82 3.70 4.63 
EAST KALIMANTAN 6.13 7.78 7.37 4.55 5.00 4.89 
NORTH SULAWESI 3.15 6.85 6.09 6.04 4.48 4.73 
CENTRAL SULAWESI 9.37 7.44 7.84 7.47 5.34 5.68 
SOUTH SULAWESI 4.99 4.41 4.59 3.09 4.17 4.03 
SOUTH EAST SULAWESI 7.66 7.55 7.56 6.11 6.32 6.30 
GORONTALO *** *** *** 4.75 5.16 5.08 
MALUKU 5.58 10.77 9.91 *** *** *** 
NORTH MALUKU *** *** *** *** *** *** 
PAPUA 6.19 22.33 21.64 *** *** *** 
INDONESIA 5.77 5.96 5.90 5.20 4.46 4.73 
Source : National Socioeconomic Survey (SUSENAS) 
Description : Square of average distance below the poverty line - using "Core-based" poverty line and based on household expenditure data in the SUSENAS Core questionnaire 
*** : Not Available 
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APPENDIX TABLE 6: MEDIAN PER CAPITA HOUSEHOLD EXPENDITURE, BY QUINTILE (RUPIAH)  

1999 2002 Province 

Average 1st  
Quintile 

2nd  
Quintile 

3rd  
Quintile 

4th  
Quintile 

5th 
Quintile 

Total 1st  
Quintile 

2nd  
Quintile 

3rd  
Quintile 

4th  
Quintile 

5th 
Quintile 

NANGGROE ACEH DARUSSALAM 97,941 61,008 83,383 107,423 140,821 209,955 271,253 100,190 121,635 167,789 226,010 377,741 
NORTH SUMATERA 106,503 62,139 83,472 107,278 141,288 217,431 166,511 92,443 124,156 159,955 215,240 351,683 
WEST SUMATERA 117,650 65,138 84,968 107,945 142,540 215,538 178,256 94,529 125,066 160,304 216,224 347,536 
RIAU 129,821 62,808 84,371 108,264 142,241 223,436 221,762 95,040 126,210 161,613 220,345 375,476 
JAMBI 99,155 62,667 83,155 106,369 140,576 215,666 152,434 92,253 123,587 159,165 214,673 334,528 
SOUTH SUMATERA 95,769 61,230 83,613 107,095 139,479 216,333 136,313 89,720 122,728 158,694 213,528 362,063 
BENGKULU 106,603 63,086 83,071 108,173 142,289 219,613 128,474 88,598 121,678 157,268 212,443 345,176 
LAMPUNG 85,732 58,632 82,286 105,604 139,945 220,635 126,286 85,776 122,334 158,842 210,985 332,865 
BANGKA BELITUNG ISLANDS *** *** *** *** *** *** 195,918 99,674 126,058 163,460 216,429 325,807 
DKI JAKARTA 206,911 65,374 85,691 109,523 147,925 263,771 369,781 93,970 129,554 166,836 228,495 440,978 
WEST JAVA 107,867 62,283 83,825 107,010 142,534 226,836 171,007 92,378 123,966 160,665 215,762 356,455 
CENTRAL JAVA 85,527 59,984 82,739 105,524 139,239 216,565 137,440 90,075 123,168 158,786 213,417 354,380 
D.I. YOGYAKARTA 114,692 62,765 84,457 105,157 144,670 251,911 186,619 90,038 124,475 159,477 215,539 445,999 
EAST JAVA 89,487 59,830 82,857 106,444 139,172 226,283 143,210 89,678 123,181 158,610 213,019 359,908 
BANTEN *** *** *** *** *** *** 204,725 93,841 124,844 161,197 218,438 371,121 
BALI 132,086 65,735 85,606 107,359 142,865 228,345 231,873 97,283 127,057 161,639 221,161 379,067 
WEST NUSA TENGGARA 89,954 61,393 83,561 105,983 139,583 216,492 134,014 89,160 121,763 158,107 211,756 339,650 
EAST NUSA TENGGARA 63,990 52,121 81,212 105,183 137,950 220,521 103,971 80,108 121,053 157,370 213,883 342,411 
WEST KALIMANTAN 103,342 61,315 83,380 106,979 140,903 219,418 151,574 90,639 123,422 160,024 214,632 361,679 
CENTRAL KALIMANTAN 121,553 57,867 84,563 108,583 142,010 213,726 184,404 89,000 127,282 161,581 217,084 338,854 
SOUTH KALIMANTAN 109,464 63,056 84,083 106,164 141,389 216,963 173,098 89,925 124,165 160,080 216,148 349,345 
EAST KALIMANTAN 125,247 60,369 84,398 107,396 143,701 226,387 226,482 94,319 125,185 162,674 219,261 369,536 
NORTH SULAWESI 109,507 59,451 84,277 107,454 141,280 218,723 187,113 92,921 125,476 160,989 218,115 349,782 
CENTRAL SULAWESI 89,757 57,490 82,092 107,142 140,946 217,790 140,116 88,139 123,197 159,137 216,671 339,315 
SOUTH SULAWESI 93,088 60,673 82,994 106,271 140,599 220,295 137,892 89,277 123,337 158,800 212,766 356,138 
SOUTH EAST SULAWESI 83,685 55,590 81,931 106,669 140,481 207,295 137,381 85,790 123,596 159,313 214,583 333,256 
GORONTALO *** *** *** *** *** *** 110,677 81,905 122,239 159,188 211,583 324,552 
MALUKU 82,552 52,575 82,552 107,591 145,207 208,416 215,443 95,483 127,698 158,052 224,437 346,948 
NORTH MALUKU *** *** *** *** *** *** 215,936 91,882 130,400 162,312 222,758 337,221 
PAPUA 67,540 43,170 82,817 106,129 144,428 230,619 246,051 99,600 130,616 165,952 223,816 373,786 
INDONESIA 99,395 60,026 83,277 106,700 141,532 228,641 159,679 89,762 123,543 159,690 215,786 369,556 

Source : National Socioeconomic Survey (SUSENAS) 
Description : Based on household expenditure data in the SUSENAS Core questionnaire 
*** : Not Available 
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APPENDIX TABLE 7: PERCENT OF TOTAL EXPENDITURE SPENT ON FOOD (ENGEL COEFFICIENT)  
1999 2002 Province 

Urban Rural Total Urban Rural Total 
NANGGROE ACEH DARUSSALAM 69.50 79.00 76.60 65.30 *** 65.30 
NORTH SUMATERA 68.60 78.40 74.00 64.50 74.90 70.40 
WEST SUMATERA 68.90 77.80 75.20 64.50 73.40 70.70 
RIAU 64.00 78.20 72.90 59.30 72.50 66.50 
JAMBI 69.30 79.90 76.60 65.00 75.00 72.10 
SOUTH SUMATERA 69.30 79.40 76.30 62.90 75.70 71.20 
BENGKULU 64.40 77.50 73.70 62.90 74.60 71.00 
LAMPUNG 66.70 77.30 75.40 63.00 71.60 69.70 
BANGKA BELITUNG ISLANDS *** *** *** 68.30 73.10 71.10 
DKI JAKARTA 54.10 *** 54.10 48.00 *** 48.00 
WEST JAVA 61.30 72.90 67.30 60.40 69.60 64.70 
CENTRAL JAVA 66.10 72.30 70.10 62.10 68.00 65.50 
D.I. YOGYAKARTA 61.10 67.80 63.30 55.50 64.20 59.10 
EAST JAVA 66.00 74.30 71.40 61.80 68.70 65.70 
BANTEN *** *** *** 56.70 70.30 62.80 
BALI 63.40 69.60 67.10 55.40 63.40 59.10 
WEST NUSA TENGGARA 72.30 77.60 76.50 68.50 73.90 71.90 
EAST NUSA TENGGARA 67.30 75.80 74.60 64.30 76.10 74.20 
WEST KALIMANTAN 65.80 80.70 77.30 62.20 75.90 72.40 
CENTRAL KALIMANTAN 70.30 81.50 78.50 65.30 76.60 73.30 
SOUTH KALIMANTAN 68.70 80.10 76.50 66.20 75.10 71.80 
EAST KALIMANTAN 63.00 71.40 67.10 58.80 68.60 63.00 
NORTH SULAWESI 67.00 76.50 73.70 61.60 71.50 67.70 
CENTRAL SULAWESI 67.40 77.50 74.90 62.90 73.30 71.30 
SOUTH SULAWESI 67.80 77.90 74.80 64.20 73.60 70.80 
SOUTH EAST SULAWESI 69.70 77.60 75.60 63.20 72.20 70.30 
GORONTALO *** *** *** 69.40 77.20 75.10 
MALUKU 63.50 74.20 71.20 62.50 60.50 62.20 
NORTH MALUKU *** *** *** 59.00 63.50 59.50 
PAPUA 63.80 68.90 67.60 51.80 54.80 52.00 
INDONESIA 63.80 75.20 70.70 60.20 71.00 66.20 
Source : National Socioeconomic Survey (SUSENAS) 

Description : Household expenditure on food / Total household expenditure - based on household expenditure data in the SUSENAS Core questionnaire 

*** : Not Available 
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APPENDIX TABLE 8:  WORKING AGE POPULATION, LABOR FORCE PARTICIPATION, AND TYPE OF ACTIVITY,  
1997– 2001 

  1997  1998  1999  2000* 2001 

1.  Population aged 15 +  * 135,070,350 138,556,198 141,096,417 141,170,805 144,033,873

2.  Labor Force 89,602,835 92,734,932 94,847,178 95,650,961 98,812,448

 Labor Force Participation Rate 66.3% 66.6% 67.2% 67.8% 68.6%

 Working 85,405,529 87,672,449 88,816,859 89,837,730 90,807,417

 Looking for Work** 4,197,306 5,062,483 6,030,319 5,813,231 8,005,031

 Unemployment Rate 4.7% 5.5% 6.4% 6.1% 8.1%

3.  Not in Labor Force 45,467,515 45,821,266 46,249,239 45,519,844 45,221,425

 Schooling 10,814,356 11,273,682 10,934,731 10,763,473 10,899,236

 House Keeping 25,896,013 25,266,906 25,857,621 25,275,187 26,461,653

 Others 8,757,146 9,280,678 9,456,887 9,481,184 7,860,536

* Excludes Maluku Province 
**Unemployment Rate : sum of those looking for work, establishing a new business/firm, hopeless about obtaining a job, or have a job that will 
start in future. 
 
Source: National Labor Force Survey 1997, 1998, 1999, 2000 and 2001 
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APPENDIX TABLE 9: LABOR FORCE PARTICIPATION BY PROVINCE, URBAN/RURAL, GENDER (%) 
1999 2002 

Urban Rural Urban Rural 
Province 

Male Female Male Female Male Female Male Female 
NANGGROE ACEH 
DARUSSALAM 

75.6 36.60 87.40 57.20 70.00 34.90 *** *** 

NORTH SUMATERA 77.3 45.00 84.50 64.90 76.30 42.00 85.30 62.90 
WEST SUMATERA 76.4 45.60 83.20 53.50 74.10 40.50 82.40 45.70 
RIAU 83.1 38.20 86.10 39.50 83.30 40.90 86.60 29.30 
JAMBI 76.5 33.80 86.80 44.10 78.80 30.80 86.90 41.90 
SOUTH SUMATERA 75.8 39.20 86.00 54.40 74.40 38.10 88.00 59.10 
BENGKULU 76.3 43.60 87.00 63.60 74.80 37.40 88.80 63.80 
LAMPUNG 77.6 46.30 86.60 55.80 79.70 40.60 88.20 48.00 
BANGKA BELITUNG ISLANDS *** *** *** *** 80.70 30.90 91.50 42.00 
DKI JAKARTA 77.6 40.50 *** *** 79.90 41.90 *** *** 
WEST JAVA 78.7 37.70 86.40 42.30 80.30 36.20 87.30 40.80 
CENTRAL JAVA 79.6 53.30 87.30 57.70 80.20 50.90 87.00 55.70 
D.I. YOGYAKARTA 70.9 58.90 86.40 68.30 72.30 51.50 87.70 68.50 
EAST JAVA 79.3 47.90 87.90 53.20 80.50 45.40 87.30 50.70 
BANTEN *** *** *** *** 81.30 36.30 84.30 38.00 
BALI 80.9 60.80 87.60 72.70 82.20 60.20 85.10 66.00 
WEST NUSA TENGGARA 77.3 49.00 87.50 60.60 80.10 46.10 87.50 61.20 
EAST NUSA TENGGARA 74.2 45.00 89.00 64.90 74.30 37.70 88.00 61.50 
WEST KALIMANTAN 76.1 40.20 90.10 64.80 78.20 37.60 89.40 58.40 
CENTRAL KALIMANTAN 78 41.20 89.80 52.60 80.70 36.60 90.00 48.60 
SOUTH KALIMANTAN 79 41.80 90.70 65.40 83.70 40.10 89.00 60.40 
EAST KALIMANTAN 81.8 39.40 87.60 45.70 83.90 35.20 88.20 40.80 
NORTH SULAWESI 77.1 39.50 87.40 38.80 77.50 37.80 87.80 31.50 
CENTRAL SULAWESI 76.2 41.60 90.60 49.60 78.90 40.50 90.60 42.20 
SOUTH SULAWESI 73.4 36.30 86.20 36.70 74.90 33.00 86.30 32.70 
SOUTH EAST SULAWESI 75.3 46.40 88.40 50.00 75.80 38.50 88.80 50.50 
GORONTALO *** *** *** *** 80.70 35.80 86.80 28.70 
MALUKU 69.3 40.70 82.90 45.40 68.10 39.50 69.00 23.20 
NORTH MALUKU *** *** *** *** 72.70 38.60 90.70 43.50 
PAPUA 79.1 37.60 91.40 74.40 79.60 38.30 78.00 18.40 
INDONESIA         

Source : National Socioeconomic Survey (SUSENAS) 

Description : Population ages 15 and over working or seeking work during the week before the survey / Population ages 15 and over 

*** : Not Available 
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APPENDIX TABLE 10:   LABOR FORCE PARTICIPATION RATES BY PROVINCE, EXPENDITURE QUINTILE, GENDER  
2002 

1st 
Quintile 

2nd 
Quintile 

3rd 
Quintile 

4th 
Quintile 

5th 
Quintile Province 

Male Female Male Female Male Female Male Female Male Female 
NANGGROE ACEH 
DARUSSALAM 

80.0 49.90 68.80 40.00 77.40 32.80 69.10 31.60 69.20 36.80 

NORTH SUMATERA 85.0 64.00 82.10 57.40 82.40 51.30 80.80 51.80 77.20 48.20 
WEST SUMATERA 79.3 44.00 81.40 42.00 81.20 44.00 78.70 45.00 79.00 44.50 
RIAU 80.1 29.80 83.20 29.60 83.90 28.60 84.60 35.30 87.10 39.40 
JAMBI 84.1 38.90 86.50 41.00 83.70 38.50 83.20 35.80 85.40 38.70 
SOUTH SUMATERA 86.1 55.60 85.90 53.80 85.90 53.80 79.40 47.50 74.00 40.20 
BENGKULU 86.7 62.10 86.70 59.30 84.40 50.30 81.60 47.10 78.90 49.30 
LAMPUNG 64.9 46.30 76.60 48.30 70.70 43.40 77.30 44.10 75.60 51.70 
BANGKA BELITUNG ISLANDS 100.0 47.50 73.20 39.30 80.70 35.40 78.60 36.50 80.20 36.20 
DKI JAKARTA 85.9 15.70 85.70 39.40 84.60 38.50 83.20 36.20 79.80 43.20 
WEST JAVA 88.4 40.00 86.20 40.50 85.40 38.40 84.80 36.00 84.40 38.40 
CENTRAL JAVA 85.9 53.80 86.70 53.70 85.40 54.20 88.30 52.70 85.70 53.30 
D.I. YOGYAKARTA 100.0 62.00 83.50 61.90 78.10 59.70 81.80 60.30 79.50 52.40 
EAST JAVA 83.7 48.90 85.10 48.50 85.60 48.00 84.60 47.70 79.60 48.90 
BANTEN 86.4 42.00 86.40 38.80 84.70 34.80 81.10 33.80 78.00 38.40 
BALI 85.4 67.20 86.80 62.20 81.30 62.90 82.70 63.20 65.30 62.50 
WEST NUSA TENGGARA 86.1 57.30 86.60 57.40 84.30 56.20 84.10 52.90 79.30 48.90 
EAST NUSA TENGGARA 82.8 59.70 83.00 59.90 84.00 55.00 82.40 48.30 81.80 47.90 
WEST KALIMANTAN 83.6 61.90 85.70 58.60 88.30 50.40 82.40 46.00 82.00 46.60 
CENTRAL KALIMANTAN 86.7 49.80 87.50 50.20 85.40 45.80 80.90 42.50 78.00 41.80 
SOUTH KALIMANTAN *** 61.80 *** 56.60 *** 55.00 *** 50.10 *** 45.40 
EAST KALIMANTAN 89.0 38.00 87.60 38.50 87.20 38.40 86.10 36.90 82.30 37.20 
NORTH SULAWESI 89.1 27.60 86.00 24.50 89.60 32.30 86.80 34.20 85.90 41.70 
CENTRAL SULAWESI 88.5 40.90 89.10 39.30 85.60 41.20 87.50 41.90 85.30 48.30 
SOUTH SULAWESI 87.4 30.30 85.70 30.00 85.60 32.30 84.00 35.60 86.80 40.00 
SOUTH EAST SULAWESI 85.7 57.30 84.90 45.00 86.90 45.10 84.70 41.40 80.00 44.70 
GORONTALO 89.4 27.30 89.70 29.20 88.50 32.60 87.50 33.50 84.90 47.40 
MALUKU 85.1 16.20 84.80 21.40 82.80 35.40 81.50 36.60 76.30 45.20 
NORTH MALUKU 87.4 22.50 86.10 38.10 86.10 36.50 87.40 41.00 79.90 40.60 
PAPUA 87.0 0.00 85.50 23.20 83.80 28.30 82.50 33.20 79.80 44.00 
INDONESIA 70.7 69.9 68.3 66.0 64.4 

Source : National Socioeconomic Survey (SUSENAS) 

Description : Population age 15 and over working or seeking work during the week before the survey divided by  Population age 15 and over, in % 

*** : Not Available 
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APPENDIX TABLE 11: PERCENT OF PRIME WORKING AGE POPULATION (AGE 20-54) WITH PRIMARY EDUCATION OR 
LESS 

1999 2003 
Urban Rural Urban Rural 

Province 

Male Female Male Female Male Female Male Female 
NANGGROE ACEH DARUSSALAM 19.8 25.00 55.40 65.70 14.50 22.10 35.70 49.20 
NORTH SUMATERA 23.1 31.80 44.20 58.70 20.20 27.20 43.40 56.40 
WEST SUMATERA 20.3 23.30 53.50 57.90 16.40 18.60 48.50 53.40 
RIAU 21.9 31.60 63.30 74.30 15.80 23.50 54.00 64.80 
JAMBI 29.6 41.50 58.40 75.30 25.70 34.90 55.10 69.50 
SOUTH SUMATERA 29.1 42.40 66.00 78.40 27.90 39.00 65.30 79.20 
BENGKULU 18.6 27.60 62.50 73.50 18.40 25.40 54.00 70.20 
LAMPUNG 27.5 37.20 66.80 77.00 32.70 43.50 61.20 70.80 
BANGKA BELITUNG ISLANDS *** *** *** *** 35.70 45.90 72.60 80.00 
DKI JAKARTA 17.5 32.20 *** *** 14.90 26.70 *** *** 
WEST JAVA 32.2 45.90 75.30 85.30 34.90 47.00 73.10 83.00 
CENTRAL JAVA 39.8 52.50 71.30 82.10 39.70 50.40 68.60 78.10 
D.I. YOGYAKARTA 23.8 34.10 43.70 59.80 18.60 27.00 45.10 57.90 
EAST JAVA 32.3 45.70 71.60 81.80 32.20 44.40 67.70 77.50 
BANTEN *** *** *** *** 23.50 37.20 69.50 83.80 
BALI 26.6 42.30 56.00 74.00 27.20 41.10 54.20 72.60 
WEST NUSA TENGGARA 37.4 54.00 63.80 78.50 40.80 56.90 64.60 77.60 
EAST NUSA TENGGARA 22.2 31.80 66.80 77.00 20.70 29.40 69.10 78.20 
WEST KALIMANTAN 30.8 38.90 69.20 80.90 31.20 41.20 60.20 76.00 
CENTRAL KALIMANTAN 26.2 39.80 59.70 71.90 28.60 36.10 52.10 66.70 
SOUTH KALIMANTAN 27.1 40.20 64.00 76.40 30.00 40.30 62.00 74.00 
EAST KALIMANTAN 23.2 38.60 52.90 68.80 18.10 31.00 50.60 64.80 
NORTH SULAWESI 22.3 25.00 53.90 53.00 19.40 22.70 40.30 44.30 
CENTRAL SULAWESI 27.2 35.60 54.40 66.40 19.10 29.00 53.10 63.50 
SOUTH SULAWESI 28.0 36.60 59.00 68.70 24.80 30.40 60.70 67.40 
SOUTH EAST SULAWESI 24.2 32.70 53.00 67.60 15.10 23.50 50.20 63.10 
GORONTALO *** *** *** *** 41.00 37.90 74.30 72.80 
MALUKU 15.4 21.30 52.10 63.50 14.50 20.30 51.30 58.80 
NORTH MALUKU *** *** *** *** 15.80 27.60 44.20 61.60 
PAPUA 21.3 33.40 69.30 85.10 13.50 22.50 66.10 82.60 
INDONESIA 28.8 41.3 66.5 77.4 28.5 39.4 62.9 73.6 

Source : National Socioeconomic Survey (SUSENAS) 

Description : Population age 20 - 54 with primary school education or less / Population age 20 - 54 

*** : Not Available 
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APPENDIX TABLE 12: WORKING POPULATION AGE 15 + BY MAIN INDUSTRY, 1997–2001 

 Main Industry  1997  1998  1999  *2000 2001 

1.  Agriculture, Forestry, Hunting and Fishery 34,789,927 39,414,765 38,378,133 40,676,713 39,743,908

2. Mining and Quarrying 875,280 674,597 725,739 - -

3. Manufacturing Industry 11,008,951 9,933,622 11,515,955 11,641,756 12,086,122

4. Electricity, Gas, and Water 233,237 147,849 188,321 - -

5. Construction 4,184,970 3,521,682 3,415,147 3,497,232 3,837,554

6. Wholesale Trade, Retail Trade, Restaurants and Hotels 16,953,006 16,814,233 17,529,099 18,489,005 17,469,129

7. Transportation, Storage, and Communications 4,125,429 4,153,707 4,206,067 4,553,855 4,448,279

8. Financing, Insurance, Real Estate and Business Services 656,724 617,722 633,744 882,600 1,127,823

9. Community, Social, and Personal Services 12,574,844 12,394,272 12,224,654 9,574,009 11,003,482

10. Others 3,161 - - **522,560 1,091,120**)

 Total 85,405,529 87,672,449 88,816,859 89,837,730 90,807,417

* Excludes Maluku Province 
** Others (Mining and quarrying, and electricity, gas and water) 
Source: National Labour Force Survey 1997, 1998, 1999, 2000 and 2001 
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APPENDIX TABLE 13: WORKING POPULATION AGE 15+ BY EMPLOYMENT STATUS, 1997–2001 
 

 Main Employment Status  1997  1998  1999  2000* 2001 

1. Self Employed 19,864,774 20,523,338 21,707,778 19,501,330 17,451,704

2. Self Employed Assisted by Family Member/Temp. Help 17,982,745 19,690,059 18,914,502 20,720,366 20,329,073

3. Employer with Permanent Workers 1,466,471 1,525,625 2,552,803 2,032,527 2,788,878

4. Employee 30,277,787 28,805,421 29,383,548 29,498,039 26,579,000

5. Casual employee in agriculture - - - - 3,633,126

6. Casual employee not in agriculture - - - - 2,439,035

7. Unpaid Worker 15,813,752 17,128,006 16,258,228 18,085,468 17,586,601

 Total 85,405,529 87,672,449 88,816,859 89,837,730 90,807,417

* Excludes Maluku Province 
Source: National Labour Force Survey 1997, 1998, 1999, 2000 and 2001 
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APPENDIX TABLE 14:  UNEMPLOYMENT BY EDUCATIONAL ATTAINMENT 1997–2001 
 

 Educational Attainment  1997  1998  1999  2000* 2001** 

1.  Less than Primary School 216,495 257,330 278,500 221,242 851,426

2. Primary School 760,172 911,782 1,151,252 1,216,976 1,893,565

3. Junior High School 736,375 984,104 1,159,478 1,367,892 1,786,317

4. Senior High School 2,106,182 2,479,739 2,886,216 2,546,355 2,933,490

5. Diploma I/II 37,676 47,380 90,230 - -

6. Academy/Diploma III 104,054 128,037 153,696 ***184,690 ***251,134

7. University 236,352 254,111 310,947 276,076 289,099

 Total 4,197,306 5,062,783 6,030,319 5,813,231 8,005,031
 
* Excludes Maluku Province 
** Looking for work, establishing a new business/firm, hopeless of obtaining a job, or have a job that will start in the future  
** Academy / Diploma I/II/III 

Source: National Labor Force Survey 1997, 1998, 1999, 2000 and 2001 
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ANNEX 1:  Civil Society and Poverty Reduction 

280. Civil society has a significant role to play in supporting poverty reduction efforts in 
Indonesia. Support for poverty reduction is broad, and can include anything from advocacy for 
poverty oriented budget allocations or lobbying for attention to particular poverty issues, to the 
funding, designing, implementation, and monitoring of concrete poverty reduction initiatives. 
Some of the groups and initiatives reviewed in this chapter include religion-based initiatives and 
institutions such as madrasah and pesantren (both of which are schools for Koran studies for 
young people, the latter usually boarding) and zakat (prescribed charity).  We also examine 
more informal groups such associations of informal sector professional groups, or migrants 
from a particular region. 

281. Civil society comprises groups and organizations—both formal and informal—that 
promote diverse interests in society and act independently of the state and market. Generating 
one of the assets on which people can draw in times of need, civil society engenders social 
capital, or the norms and trust that bring people together to take action. The norms that 
constitute social capital are related to traditional virtues like honesty, the keeping of 
commitments, reliable performance of duties, reciprocity, and so on.  Civil society is but one of 
many sources of social capital that include family, community, ethnicity, gender, firms, and so 
on.  Social capital—trust and a willingness to cooperate—allows people to form groups and 
associations to facilitate the realization of shared goals. A vibrant, dense civil society can be a 
crucial provider of informal social insurance and can facilitate economic development and 
poverty reduction. Furthermore, strong civil society has the potential to hold government and 
the private sector accountable. Civil society can be a crucial provider of government legitimacy, 
and is one of the cornerstones of a modern democracy. 

282. Indonesia has an ever expanding number of civil society groups that are earnest in their 
efforts to reduce poverty. The number and coverage of such organizations increased especially 
after the fall of the Suharto regime, and the beginning of the reformasi era in 1998.  First, there 
are many legally registered non-government organizations (NGOs).  Because of the somewhat 
negative experience during the financial crisis when many fictitious NGOs were formed,100 a 
new law was passed in 2002 to make the registration requirements for NGOs slightly more 
stringent.101  Newly registered NGOs have the legal status of yayasan (foundation, not-for-
profit).  Indonesia has both national NGOs (with a network of local offices) and local NGOs, 
usually registered in one province or even just one district.  

283. Second, in addition to NGOs, there are associations—such as producer or trade 
associations—which are built on mutual interests. To the extent that investments by members 

                                                 
100 In 2001 the government identified and black-listed nearly 600 quickly set-up local NGOs because of 
their misuse, abuse and non-repayment of 79% of KUT credit funds as of end December 2000 (Bisnis 
Indonesia, 14 February 2001, quoting the Secretary to the State Minister of Cooperatives). 
101 Previously it was sufficient to simply register with a Notary Public (Notaris). Once the new law was 
passed, forming an NGO required both registration with a Notary Public and a Letter of 
Ratification/Certification (Surat Pengesahan) from the district level court. This certification is based upon 
listing of members and officers of the various management and supervisory boards. These are now 
checked by officers of the court; the process can take 3 months. 
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result in job-creation, they are of interest as a source of assistance to the poor. Asikin (2001) 
catalogues more than 100 of them in detail.102  Third, Indonesia is seeing a growing number of 
consumer associations, representing the interests of the buying public.  Asikin’s same study 
describes 12 consumer organizations, many operating in a single province.  The main 
consumer rights group, the Indonesian Consumers’ Foundation (Yayasan Lembaga Konsumen 
Indonesia, YLKI) has become a vocal critic of misplaced budgetary priorities of various local 
governments, and has become a champion of the needs of the poor.103 

284. Fourth, Indonesia now has a large number of increasingly vocal and powerful labor 
unions (which were suppressed during the Suharto era). Some are based on the type of 
industry (e.g. Metal Workers Union of Indonesia). Other unions are based on craft or skill, 
religion or gender.  Some are associations, federations, consortia or groups of unions and their 
members.  The growth and independence of the labor union movement is a positive 
development for Indonesia.   

National NGOs 
285. There are several national level large NGOs and research institutes with a proven track 
record in the area of poverty reduction. Three in particular are discussed here.   

286. LP3ES.  The  Lembaga Penelitian, Pendidikan dan Penerangan Ekonomi dan Sosial 
(Institute for Economic and Social Research, Education and Information, LP3ES).  LP3ES 
undertakes research and surveys on economic and social problems, training and education 
programs directed toward self-help, consulting and extension for projects, monitoring and 
evaluation, publication of journals and books, and seminars and workshops as forums of 
communication. This NGO maintains a large document library and an information service. 
LP3ES has a professional staff of 34, supported by 31 administrative workers and 91 field 
workers. LP3ES has worked with various government ministries. Among the group’s project 
experience are several contracts with ADB (Farmer Managed Irrigation, Poor Farmer Income 
Improvement feasibility study) as well as with the Ford Foundation, USAID and Swiss 
Development Cooperation. 

287. Bina Swadaya. A second large Jakarta-based NGO with extensive experience in 
working with the poor is Bina Swadaya, or the Self-Reliance Foundation.  Bina Swadaya is 
quite large, with a staff of more than 300 people.  A separate business division has more than 
700 employees. Many of Bina Swadaya’s activities are now self-financed, through publication 
of best selling books about agricultural practice, an agribusiness firm, a travel agency, a micro-
finance service, and a small hotel.  Bina Swadaya is the major publisher of agricultural print 
materials in the country, publishing the monthly Trubus Agricultural Magazine and many 
agricultural extension brochures. Their agricultural manuals are sold in bookstores throughout 
Indonesia and are the only practical extension materials for sale to the public.    

288. Bina Swadaya has developed a range of services in community organization development, 
training, technical assistance, and study within the sectors of agriculture, forestry, health and sanitation, 

                                                 
102 Asikin, M (2001) Stakeholder Participation in SME Policy Design and Implementation.  ADB TA 
Report, July 2001.  
103 For example, a YLKI health expert publicly criticized the provincial government of East Nusa 
Tenggara for spending only Rp. 755 million on health but setting aside Rp. 12 billion to renovate the 
governor’s office.  YLKI further criticized the national government for allocating only 2.5% of this year’s 
GDB ($2 per person) to health, a figure lower than that of Viet Nam, Myanmar and Sri Lanka (Jakarta 
Post, June 15, 2005) 
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urban settlements, micro-finance, micro enterprises and education. The organization is divided into the 
following divisions: Development Institution of Micro Enterprise, Development of Micro Finance Institution, 
Training and Education, and Consultancy. Bina Swadaya encourages the formation of self-help groups for 
empowerment. The aim of such groups is to raise incomes through promoting members’ education and 
stimulating individual ability and social leadership. One major activity for the NGO has been the promotion 
of micro-finance services. Bina Swadaya worked with BKKBN, the national family planning board, to 
transform 17,000 family planning groups to become self-help women’s groups capable of raising family 
incomes. To date more than 200,000 self-help groups have been developed, indirectly, through Bina 
Swadaya’s consultant activities in the government, private sector or other NGO programs. 

289. Bina Swadaya has also worked with the Forestry Department to form 5,000 self-help 
groups with members coming from village communities near forest boundaries.  Bina Swadaya 
has opened 23 Representative Offices in the provinces of: West Java, Jakarta, Central Java, 
Yogyakarta, East Java, Lampung, East Nusa Tenggara (NTT), Central Kalimantan, South 
Sulawesi, and Papua. These offices function as counterparts, consultants and human 
resources developers, while also managing the Bina Swadaya business activities in their 
respective area. The office in Boyolali Central Java assisted the ADB’s technical assistance 
team to prepare the Poor Farmer Income Improvement feasibility study’s activities in Central 
Java province. 

290. SMERU.  The Social Monitoring Early Response Unit, SMERU, was formed in 1998 
funded by a World Bank Trust Fund (ASEM, EU DG 15).  The organization started as a project, 
but is now independent and registered as an NGO foundation under Indonesian law. SMERU 
has the largest and most respected group of poverty analysts in Indonesia. Some of their most 
significant research has been on improving poverty estimation techniques—e.g. improving 
poverty lines to better reflect actual consumption bundles, especially for the poor.  This work 
was of considerable benefit to the Central Bureau of Statistics.  SMERU has also done 
valuable work in monitoring policy changes with local governments (both province and district), 
and in monitoring the implementation of large poverty-oriented programs and projects, both 
GOI and donor-funded. They are particularly capable of setting up monitoring mechanisms 
together with local university researchers and NGOs in the regions, and now have a set of local 
research collaborators.  Currently SMERU is a grantee of AusAID and the Ford Foundation, but 
is free to undertake contract responsibilities with other donors.  SMERU is currently undertaking 
two poverty monitoring projects, funded by the World Bank and by Japanese aid under JBIC.   

Local NGOs 
291. In every province there exists a range of dedicated and enthusiastic local NGOs.  
Naturally local NGOs have both strengths and weaknesses. In general many local NGOs are 
well-trained and strong in using participatory methods to help villagers understand their 
problems, the causes of poverty, and how to arrive at plans for improving their situation.  But 
the local NGOs are often weak at providing required specific technical information (how to raise 
goats, sources of livestock feed, the technology of preparing tree seedlings for planting, how to 
build safe local water supplies, how to obtain land-use rights to degraded government held 
forestry land so that poor villagers may plant trees, etc.). Local NGOs are also chronically 
under-funded and have few fund-raising skills. They also have problems of financial 
management and accountability once funds have been located.  

292. During the financial crisis a number of inappropriate NGOs were quickly formed in order 
to participate in distributing farm credit.  A large number were black-listed because of the abuse 
of funds provided. The lesson learned was that is very important to be able to distinguish true 
non-profit, socially-oriented NGOs from their bogus imitations.  Local NGOs should be 
screened based on experience working on poverty issues and on their track record of 
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established village partnerships.  A full set of criteria for screening and evaluating local NGOs 
was developed under a GTZ project that linked banks with village self-help groups.  Some of 
the GTZ requirements were that the organization must:  

Religious Institutions  
293. Indonesia is of course a predominantly Muslim country, and there are a number of religion-
based institutions that provide support to education, particularly for the poor. Many, especially the poorest 
private educational institutions, are supported by the Islamic tithe known as Zakat. In this section we 
explore the basics of these institutions, their numbers and numbers of students, and the role that they play 
in providing a basic social need for the poorer sections of the population of Indonesia. 

294. Religious educational institutions are madrasah and pesantren.104. The first are government-run 
schools (under the Ministry of Religious Affairs, MORA), teaching a broad curriculum basically 
corresponding to the primary, junior secondary, and senior secondary levels of the secular public school 
system (run by the Ministry of National Education, MONE). pesantren are private religious schools, usually 
boarding.  Both are religion-based institutions that originated from community facilities for young girls and 
boys to learn the Qu’ran and Islamic culture and law. However, these education facilities have expanded 
their purpose and now teach other subjects similar to secular public schools. Unfortunately the 
government’s monitoring and statistical reporting on numbers of schools, numbers of students, and 
success rate is limited to those over which MORA has control and budget, namely madrasah. MORA is not 
able to count pesantren accurately. 

Madrasahs 
295. According to the SUSENAS there were a total of 3.1 madrasah students in 2004—
approximately 1.3 million studying at the primary madrasah level, 1.3 million at the junior secondary 
madrasah level, and 0.5 million at the senior secondary level. With about 49 million total students studying 
in all of schools at all levels in Indonesia, just over about 6% were studying in madrasahs. MORA records 
tell a somewhat different story, and it is not possible to reconcile the differences.  According to the official 
records there are more than 3 million students studying at the primary level and more than 2 million 
studying at the junior secondary level. In many provinces there is a shortfall between revenues and 
expenditures.   

296. The level of participation in madrasahs depends on where a family is located along the income 
distribution according to SUSENAS. For those in the bottom quintile of the 2004 expenditure distribution, 
almost 8% of Indonesia’s children were studying in madrasahs (about 0.8 million out of 9.97 million poor 
students). But for the top end of the income distribution, the participation in and attractiveness of 
madrasah schools was much lower: only 2.8% of the top quintile children were in a madrasah (0.28 million 
out of 9.86 million students).  The low cost of attending a madrasah has led to a bias toward providing 
education for the poor. 

Pesantren 
297. The traditional focus of teaching in a pesantren used to be the Qur’an alone, but today there 
are three types of pesantren—those that focus on teaching religious materials (Pondok pesantren 
Salafiyah), those that combine religious and secular teaching with practical skills.  (Pondok pesantren 
Khalafyah), and those that function as a dormitory only, with the students studying at a nearby madrasah 
or regular public school. 

                                                 
104 Islamic based boarding school system. The pesantren is an education facility compound with 
dormitory for junior and senior secondary school levels. The students live and conduct education as well 
as other daily activity inside the compound. It often only receives single sex students or else the 
student’s activities are strictly sexually segregated.   
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298. Most pesantren are supported by individual or communal efforts, often receiving regular 
religious charity from particular patrons. Since most of the pesantren are under private operation, their 
management is not strictly regulated.  Pesantren are an alternative for the poor who have financial 
difficulties in enrolling in the regular schools.  Pesantren tend to vary widely in their curricula and 
teachings.  Anecdotal evidence holds that while some pesantren are known for training students in life-
skills useful for their return to the villages, others refuse to give the students a diploma in order to prevent 
them from becoming civil servants. After the September 11 terrorist attacks, Indonesia’s pesantren 
received much unfair negative attention as supposed breeding grounds for Islamic fundamentalist 
activists.   

299. According to the data collected by MORA in 2001 there were 12,800 pesantren in Indonesia 
with close to three million students. About 80% of the pesantren are located in Java, and 80% are in rural 
areas.105  When compared to the BPS village potential survey (PODES) it appears that MORA may have 
under-estimated the number of pesantren. The 2003 PODES found there were nearly 30,800 pesantren in 
Indonesia, mainly concentrated in Java. West Java alone has one third of all of Indonesia’s pesantren.  In 
terms of density, there are about 4.5 pesantren for every 10 villages throughout Indonesia, but the densest 
concentrations are in Banten (20 boarding schools for every 10 villages) and West Java (19 for every 10 
villages).   

300. Islamic schools and their facilities are mostly privately managed, and their main characteristic of 
the institutions is that they are inexpensive. Unlike public schools they do not charge fixed fees. Because 
of their lower cost, they are attractive to poor communities who want to send their children to school. The 
educational quality and the physical facilities of most madrasah are known to be a good deal lower than 
regular schools. They are popularly thought to be poor schools for poor people (see Annex 3).   

The Zakat Tithe 
301. The zakat tithe is an obligation of every Muslim.  Prescribed by religion, each individual is 
meant to help the poor by donating a  percentage of their income to a religious organization.   The zakat is 
organized either by government or by religious based organizations such as Mosque youth, or Yayasan 
Dompet Dhuafa (YDD). These groups manage the collected funds and deliver them to the poor. According 
to one report, YDD alone collected more than $1.1 million in the year 2000106.  It is clear from this example 
that the zakat is a substantial sum that can significantly aid the poor. 

302. Similar charity activities also exist in other formal religions in Indonesia. For example the 
diakonia (deaconate) program can be found in almost every Christian Church organization, and also 
serves to help the poor.107 However, unlike the zakat, the charity activities by Christians,  Hindus and 
Buddhists are usually managed by religious organizations themselves. The Indonesian government does 
not play any role.  

Other Civil Society Groups 
303. There are a number of other types of civil society groups in Indonesia, such as those that form 
around professional groups in both the formal and informal sectors.  Examples include ojek motorcycle-taxi 
driver groups, blacksmith organizations, farmers' collectives, fishermen's organizations, and so on.  Other 
types of common organizations (typically found in urban or industrial areas) are those whose members are 
migrants from the same regions, for example: 

                                                 
105 Ministry of Religious Affairs (Jan 2003), “Development of Pondok pesantrens as Means of Community 
Based Education Poverty Alleviation”, in Proceedings and Papers of Symposium on madrasah Education 
in the Context of National Education System”. Ministry of Religious Affairs 
106 Asia Pacific Philanthropy Consortium, (July, 2001) Strengthening Philanthropy in the Asia Pacific: An 
Agenda for Action 
107 The diakonia program is based on fund collected by the Church either from perpuluhan, which means 
ten percent of one’s income has to be given to help the poor, or from regular mass offerings. 
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Kesatuan Keluarga Sulawesi Selatan (The South Sulawesi Family Union),  

Persatuan Tano Batak (Tano Batak Union),  

Keluarga Besar Perantau Sunda Kelapa (The Extended Family of Sunda Kelapa),  

Keluarga Besar Aceh Selatan (The Extended Family of South Aceh), and  

Paguyuban Perantau Purworejo Jawa Tengah (Association of Migrants from Purworejo).108   

304. These groups serve a number of purposes.  Members help each other when there are 
problems, and aim for strategic economic collaboration to advance mutual interests. The organizations 
also help to strengthen ethnic identity and promote solidarity. For urban migrants, fellow members of 
regional organizations also serve as informal remittance couriers when sending money home to their 
families.  

305. Other types of civil society institutions are ethnic minority groups, such as kalo for the 
Tolaki people of Kendari, kabihu for the Sumbanese people in Eastern Nusa Tenggara, marga 
for people in North Sumatra and North Sulawesi, and so on.  Most of these groups organize to 
coordinate seasonal labor support for agricultural activities (such as harvesting, planting, etc.) 
or to help members with cash and goods for life events such as weddings, births or funerals. 
For the Sumbanese, the kabihu109 network has an important role for consumption smoothing 
and food security in famine seasons. This long-standing traditional social safety net has 
operated for hundreds of years.110  Information on these types of groups is generally qualitative, 
and for the most part anecdotal.  Detailed information on numbers, exact structure, and impact 
on peoples' poverty and welfare is hard to come by.  This is a challenge in any effort to provide 
support to empower these institutions for poverty reduction efforts through either government 
on non government development agencies. 

ANNEX 2:  Donor Strategies and Programs for Poverty 
Reduction in Indonesia 

306. Chapter 1 outlined ADB's enhanced Poverty Reduction Strategy.  In this Annex we 
present a brief review of some of the core strategies and programs of Indonesia's multilateral 
and bilateral development partners. We also review donor coordination, harmonization and 
alignment strategies in Indonesia, in particular through the vehicles of the well-established 
Consultative Group for Indonesia (CGI) and the newer multi-donor Decentralization Support 
Facility (DSF).   

The World Bank 
307. The World Bank's Country Assistance Strategy (CAS) for 2004-2007 focuses its 
program on the areas most crucial to poverty reduction (the World Bank's overarching goal).  
The World Bank sees two primary constraints to further reductions in poverty: a) inadequate 

                                                 
108 “Studi Kondisi Mobilitas Penduduk dan Tenaga Kerja di Pedesaan”, by Sidi Sjah Djohan Darwis. 
Bulletin Puslitbang TK/VIII/2004. 
109 A Sumbanese word for a clan. 
110 “Bentuk Penghidupan, Hubungan dan Jaringan Kerja antar Satuan Pemukiman di Pedesaan Sumba 
Timur,” by Indah Setyawati.A qualitative research report. Documentation series of the Pemda Sumba 
Timur/BPS/Unicef/GTZ-Promis-NT initiative on development of local specific poverty monitoring in the 
district of East Sumba. 1994. Cited from www.social-resilience.net  
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productive employment opportunities (which result from low investment and a weak investment 
climate); and b) a lack of quality service delivery to poor people.  Progress in these two areas is 
being compromised by the underlying problem of weak governance. The World Bank Group’s 
efforts over this CAS period thus focus on:    

a) Improving the Climate for High Quality Investment.   Bank Group support will be 
directed to address five key areas that are essential to raise the rate of investment: 
deepening macroeconomic stability, building a stronger financial sector, fostering a 
competitive private sector, building Indonesia’s infrastructure, and creating income 
opportunities for poor households and farmers. 

b) Making Service Delivery Responsive to the Needs of the Poor.  Bank Group support will 
be devoted to help revamp the management and accountability systems for service 
delivery to make providers more directly accountable to their clients. Focus will be given 
to implementing the principles of the World Development Report 2004, especially in 
health and education, but also in agricultural research, extension and irrigation, and in 
public services in general.   

c) The Core Issue of Governance.  Four areas will be given priority: (i) making 
development planning more responsive to constituents; (ii) improving public financial 
management; (iii) strengthening the accountability of local governments under a more 
coherent decentralization framework; and (iv) enhancing the public credibility, 
impartiality and accessibility of the justice sector.  Corruption poses a special problem in 
Indonesia, and the Bank aims to integrate governance and corruption issues through 
the entire Indonesia program, shaping how projects are selected, designed, 
implemented and monitored. 

308. Community-driven development (CDD) projects are playing an important role and laying 
the ground for projects that will ultimately support local governance reformers.  First generation 
CDD projects such as the Village Infrastructure Project (VIP) and Kecamatan Development 
Program (KDP) 1 and 2 were successful to channeling funds straight down to villages to 
support basic infrastructure that communities chose for themselves. The geographic and 
project scope of these projects have been expanded in KDP 3 and 4 (approved in FY 2005). 

309. A new generation of CDD projects—such as Initiative for Local Governance Reform 
(ILGR), Urban Sector Development Reform Program (USDRP) and Support for Poor and 
Disadvantaged Areas (SPADA)—also build on the principles of channeling resources to reform-
minded local governments.   These projects are designed as cross-sectoral projects supporting 
reforms to improve the openness and fairness of government operations in the regions.    

The United Nations Development Programme 
310. The UNDP advocates for change and aims to connect countries to knowledge, 
experience and resources to help people build a better life.  Its focus is helping countries build 
and share solutions to the challenges of Democratic Governance, Poverty Reduction, Crisis 
Prevention and Recovery, Energy and Environment, Information and Communications 
Technology, and HIV/AIDS.  The country program in Indonesia focuses on four areas:  

• Democratic governance (to support key state institutions at both national and local 
levels, better public service delivery and the continued democratic empowerment of 
citizens); 
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• Poverty alleviation (to work toward poverty alleviation and pro-poor policy reforms 
together with the Government of Indonesia, civil society organizations and the private 
sector);  

• Crisis Prevention and Recovery (to foster sustainable recovery in areas affected by 
crisis, and to help the Government and civil society to prevent the re-emergence of 
crisis); and  

• Environmental Management: To better institutionalize good environmental governance 
for improved environmental protection and sustainable natural resource use. 

311. Building on its experience in humanitarian relief and community-based development, 
UNDP has supported a USD 25 million portfolio of activities to improve Indonesia’s capacity to 
effectively recover from violent conflicts and prevent their re-emergence. These programs seek 
to complement Indonesian national development priorities by working to break the cycle of 
vulnerability, insecurity and poverty, and by striving to prevent crises from interrupting social 
and economic development. These projects have also included a rage of activities to support 
return and resettlement of displaced persons (refugees and IDPs).  UNDP is also implementing 
a project in the five conflict provinces called Support to the Development of Local Poverty 
Reduction Strategies and the Application of MDGs in Indonesia (2004-2006). 

The European Union 
312. The EU Country Strategy Paper for Indonesia for 2002-2006 states the main objectives 
of EU operations for Indonesia are: 

• Intensification of EU dialogue with Indonesia particularly related to good governance 
and human rights; 

• Providing development assistance particularly in forestry, water environmental 
resources, and the provision of health and other basic services for the poor, and 
reducing barriers to utilization of existing services; 

• Supporting trade and investment in a framework of more intensive economic 
cooperation with the European Union; and  

• Achieving higher visibility for both European Union aid and the European Union as an 
economic and political partner for Indonesia. 

313. The EU is now finalizing programs for 2005 and 2006, grouped under two major 
sectors: good governance and natural resources management.   
Bilateral Donor Agencies 

Australian Aid (AusAID) 
314. The chief objective of Australian aid cooperation with Indonesia is to assist Indonesia’s 
efforts to reduce poverty, sustain recovery and promote democracy. AusAID’s program will 
concentrate on efforts to promote good governance and address the needs of vulnerable 
communities. The priority sectors for AusAID development cooperation program has been 
education, environment, rural development, health, and governance.    

315. To address the needs of vulnerable communities, AusAID is making investments in 
improved services, especially health, water supply and sanitation for poor rural communities 
and basic education.  Activities to support governance promote the development of effective, 
transparent, and accountable institutions of government and civil society.   
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Canadian International Development Agency (CIDA) 
316. The goal of CIDA’s program in Indonesia is to promote sustainable development and 
poverty reduction in Indonesia by enhancing the quality of governance and improving equity.   
Capacity development and gender equality are cross-cutting themes. CIDA’s strategic 
objectives are: 

• To promote good governance, human rights and democratic development at the central 
and local levels to foster greater equity and the effective involvement of civil society; 

• To stimulate the growth of small and medium enterprises that crate meaningful jobs for 
the poor, both women and men; 

• To improve the well-being of communities through more sustainable management of 
natural resources and the environment; and 

• To strengthen public, private and/or community capacity to plan and implement services 
and programs in CIDA’s social development priority areas and sectors.  

U.K. Department for International Development (DFID)     
317. In 2004 DFID's program in Indonesia was restructured around two core priorities: a) 
development effectiveness through harmonization, and b) off-track MDGs.  The first priority  
focuses on decentralization, and support to local service provision through the setting up of a 
joint office, the Decentralization Support Facility (DSF), to include existing and future DFID 
programs on poverty reduction, decentralized governance and civil society mobilization. The 
second priority provides support through partners to address the poor-performing MDGs.  The 
off-track MDGS in Indonesia are maternal mortality, TB and water and sanitation. Over the 
course of 2004 and early 2005 DFID worked with partners to develop programs to ensure 
greater coverage and impact to achieve the MDGs, and to prevent the wide scale spread of 
HIV.  DFID provided technical support to the Action Framework guiding the national response 
to HIV/AIDS, and has worked with UNDP to establish the "Indonesian Partnership Fund for 
HIV/AIDS", a pooled funding mechanism to implement the Framework. 

318. Other DFID highlights in Indonesia in 2004 included work on the PRSP; improved 
monitoring and evaluation, support to key reform areas (justice, labor, decentralized 
governance); and preparation of policy briefs for the new Government. DFID also contributed to 
helping consolidate Indonesia's democratic transition by supporting (along with other donors) 
the elections and providing core funding for the Governance Partnership which is a donor/civil 
society/government alliance to promote and support governance reform initiatives. 

The Government of Japan 
319. In June 2005 the leaders of the governments of Japan and Indonesia held bilateral talks 
and reaffirmed their commitment to stronger bilateral relations as "Partners for New 
Challenges." The government of Japan's development assistance to Indonesia is implemented 
by the Japan Bank for International Cooperation (JBIC) and the Japan International 
Cooperation Agency (JICA).  JICA's Indonesia Office is one of the oldest and largest of more 
than seventy JICA offices in the world.  It was established as the office for Overseas Technical 
Cooperation Agency (OTCA) in 1969, before changing its name in 1974.  Indonesia is the 
largest recipient of Japan's bilateral grant assistance.  In 2004 JICA's new Indonesia program 
outlined its priority cooperation areas as: economic structural reforms for stable economic 
recovery, good governance, industrial infrastructure for sustainable economic growth, poverty 
reduction and social development, and environmental conservation.  



 129

320. JBIC is financial institution that aims at (i) stable and autonomous development of the 
economies and societies of countries in the world, and (ii) closer and stronger economic ties 
between Japan and the rest of the world.  JBIC, through its International Financial Operations 
(IFOs), is extending assistance to Indonesia for boosting bilateral trade and investment but also 
for Japan to secure mineral resources. In addition, untied loans to support the economic 
reforms and investment loans to Japanese investors in Indonesia have significantly increased 
in recent years, particularly after the Asian economic crisis. JBIC's ODA loans aim to make a 
significant contribution to the socio-economic development of Indonesia, mainly through the 
development of socio-economic infrastructure, including transportation, electricity, irrigation and 
flood control, health and education, and agriculture and fisheries. 

The United States Agency for International Development (USAID) 
321. The USAID program in Indonesia is the Agency’s largest in East Asia. USAID and its 
predecessor agencies have worked in Indonesia since 1950.  Today, USAID assistance 
focuses on five main areas: basic education, democratic governance, basic human services, 
economic growth, and water and the environment. USAID/Indonesia recently completed a 
country strategic plan for the period FY 2004 through FY 2008.  The overall Mission goal is to 
strengthen a moderate, stable and productive Indonesia.  The four Strategic Objectives (SOs), 
each associated with major USAID projects, are: 

• improved quality of decentralized basic education; 
• higher quality basic human services (through a newly integrated approach to 

community-driven development and government service delivery); 
• effective democratic and decentralized governance, and  
• strengthened economic growth and employment creation (through improved economic 

governance and competitiveness in trade and investment). 

322. In democratic governance, USAID is providing $195 million over five years (2004-2008) 
to support the Indonesian government and civic organizations in their efforts to build effective 
and accountable local governance, to address conflict and encourage pluralism, and to 
consolidate the democratic reform agenda.  In the area of basic human services, USAID is 
providing $311 million over five years to improve the access and quality of key human services 
throughout Indonesia. The program will improve the health of local communities by using an 
integrated approach that combines support for health, food, nutrition, and water services.  
Under the heading of education, the $157 million Indonesia Education Initiative is a cornerstone 
of the U.S. government assistance program in Indonesia for 2004-2008. 

German Technical Cooperation (GTZ) 
323. Indonesian-German Technical Cooperation dates back to the opening of the first GTZ 
project, a vocational training center in Palembang in 1958. More than 100 technical cooperation 
projects have been jointly implemented since that time, their focus shifting to meet evolving 
development needs in Indonesia.  The coming years will see a thematic and geographic 
convergence in the focus of the cooperative efforts based on a shared vision of Indonesia's 
national development priorities, the cross-cutting issue of decentralization, and the need to 
concentrate on economic reform, health, and transport, particularly in Central Java and both 
West and East Nusa Tenggara. 

324. In 2000, the German and Indonesian governments agreed that GTZ would focus on four 
vital development areas: decentralization, economic reform, health, and transport.  Two of the 
cornerstones of GTZ assistance in the area of decentralization are Support for Decentralization 
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Measures (SfDM), and Support for Good Governance (SfGG). SfDM activities focus on a) 
advisory services for the refinement and consolidation of the regulatory framework for 
decentralization and local governance, b) capacity building to support decentralization, c) the 
dissemination of information about regional autonomy to all stakeholders, and d) the provision 
of assistance to the management of the decentralization process.  The SfGG program is based 
on the notion that transparent, verifiable, productive and customer-orientated public service 
delivery is one of the fundamental preconditions for a just and fair society. Increasing the 
accountability of the public sector, creating a performance-based civil service, empowering civil 
society organizations, and promoting anti-corruption initiatives are important elements of a 
strategy towards better public services. The project facilitates the development of a respective 
policy framework and supports local initiatives for service improvement in cooperation with 
government and non-government partners. 

Donor Coordination, Harmonization and Alignment 
325. There are a number of mechanisms for donor coordination, harmonization, and 
alignment in Indonesia, ranging from the informal and ad-hoc to the more formal and 
established.  Following the 2005 Paris Meeting on Harmonization and Aid Effectiveness, the 
Government and ADB started discussing possible technical assistance in developing action 
plan for harmonization and its coordinated implementation for effective joint monitoring by the 
Government and the donor community.  ADB has been supporting the Government in 
harmonizing procurement since 2001, and in 2005 agreed to support the Government's 
initiative for harmonizing local competitive bidding. This work is being done in close cooperation 
with World Bank.   

326. Despite the tragedy of the circumstances, the Joint Damage and Needs Assessment 
(JDNA) conducted in the first few weeks of January 2005 following the 26 December 2004 
tsunami and earthquake was a good example of a harmonization effort led by the Government 
and involving the entire donor community—the World Bank coordinated support on the donor 
side.  A Multi-Donor Trust Fund was established (with the World Bank as trustee) to implement 
the master plan for the rehabilitation and reconstruction of Aceh and Nias. 

327. Successful attempts to align donor support on a sector-by-sector approach continue to 
be implemented.  ADB, WB and JBIC are working together in the transport and energy sectors, 
collaboration based on joint sector notes prepared for the Infrastructure Summit held in January 
2005, with the aim to jointly agree with the Government on needed policy reforms and to 
prepare a joint road map with clear division of responsibility between IFIs.  Other more ad-hoc 
collaboration among donors is done through working groups such as the water and sanitation 
coordination group.   

328. Two of the key institutions for donor coordination are (i) the long-established 
Consultative Group for Indonesia (CGI) and the new multi-donor Decentralization Support 
Facility (DSF) initiative.   

Consultative Group on Indonesia  
329. The Inter-Governmental Group on Indonesia, a donor forum, first met in February 1967 
in Amsterdam and continued to meet until 1992, when it was dissolved by the Indonesian 
government and replaced by the Consultative Group on Indonesia (CGI), set up and 
coordinated by the World Bank. The first meeting of CGI was held in Paris in July 1992.  Since 
the mid-1990s the development issues discussed in annual CGI meetings have been getting 
broader, ranging from . Not macroeconomic policies and aid related issues to social and 
political issues such as corruption, legal reform, governance and decentralization, and the 
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environment.  In 2000 the CGI meeting was held in Jakarta for the first time, and officially 
invited a number of NGO representatives as observers.  Thematic working groups were also 
established at that time.  The 14th meeting of the CGI was held January 19–20, 2005, and was 
the first CGI organized by the Government of Indonesia.  

Decentralization Support Facility 
330. The DSF was established in the second half of 2004 as a DFID initiative to promote 
donor coordination and harmonization in activities related to decentralization.111  The five 
founding members of the DSF are the World Bank, DFID, Dutch , UNDP, and ADB. The DSF 
encourages donors working in decentralization to share physical office space, which in turn will 
create an atmosphere of collaboration and information sharing.112  The facility aims to promote 
a range of harmonization efforts, including: 

• common analysis/assessment processes; synchronization with national and regional 
development plans and priorities; harmonization of donor policies, strategies and 
methodologies; joint monitoring and evaluation exercises; operational and procedural 
harmonization; as well as joint programming;  

• a multi-sectoral approach to decentralization support for strengthening good 
governance and poverty reduction and for the achievement of the MDGs in Indonesia;  

• an action-oriented mix of analytical, technical assistance and operational activities to 
strengthen the management of decentralization and improve the quality of governance. 

331. The DSF  management structure comprises an Advisory Board/Committee made up of 
national and local government and civil society, and a Management Committee made up of the 
participating partners, with rotating chairpersonship every year.  DSF has three operational 
secretariats that report to the Management Committee: the Multi-Donor Common Services 
Secretariat, the Local Government Support Services Secretariat, and the  Community 
participation and Civil Society Development Secretariat. Each Secretariat has a coordinator 
selected from participating agencies, team leaders, who represent work groups, and a Financial 
Management Unit coordinated by the DSF task manager.  Work Groups are organized around 
priorities agreed by the Management Committee. They have a fixed-time duration linked to the 
completion of tasks, and further have assigned operating budgets managed through grants 
created from the DSF master budget. 

332. Expected outcomes of the DSF collaboration are better service delivery, particularly to 
the poor; increased government capacity to lead coherent donor support; and greater 
efficiency, consistency, effectiveness in donor support to decentralization. 

                                                 
111 DFID allocated 5 million pounds sterling for the first year of operations, through a World Bank trust fund.  If 
successful in its first year, DFID has pledged an additional 25 million pounds for the following 3 years. 
112 UNDP has moved 16 staff into DSF in the areas of conflict prevention, local governance and civil society capacity 
building.  The World Bank has initially assigned 10 staff and consultants working on the KDP; DFID has moved its 
Sr. Governance Advisor and Social Development Advisor to DSF, and will appoint a new advisor to serve as the 
focal point for harmonization; the Dutch have placed 2 decentralization specialists in DSF, available to all the DSF 
members; and it is proposed that ADB applies for two consultants to be funded from DSF to work on specific local 
government finance issues. 
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ANNEX 3:  Education and Poverty Issues in Four Districts 

In February and March 2005, an ADB consultant team undertook participatory poverty 
assessments (PPAs) focused on education issues in the four districts of Lombok Timor, Lombok 
Barat, Rote Ndao and Timor Tengah Selatan (TTS).113  Nearly 200 people took part.  This annex 
summarizes the four studies, which were originally prepared in Bahasa Indonesia.  The outline of 
this annex is:  

A. Summary: Education and Poverty Issues in Four Districts 

B. Introduction & Methodology 

C. Main Findings: Demand, Access, Quality, and Planning 

 1. The demand for education 

 2. Access and service provision 

 3. Quality and relevance 

 4. The planning process  

 

A. Summary: Education and Poverty Issues in Four Districts 
PPAs are a useful means of gaining qualitative information, but there are there are some 
conceptual and practical difficulties in applying the findings.  Nearly 200 people participated in the 
PPAs undertaken in the two provinces of Nusa Tenggara Barat (NTB) and Nusa Tenggara Timor 
(NTT). 

The poor people involved in the four studies generally valued education, but regard it as 
expensive, particularly beyond primary school.  Family decisions concerning continuation of 
schooling for their children are heavily influenced by opportunity costs.  Reducing direct costs 
or subsidizing family outgoings on schooling will help to encourage the participation of the poor 
in education, but there are other factors affecting the demand for education. 

The Government has invested heavily in providing scholarships to support demand for 
education from the poor.  While these have reduced the private costs of schooling, benefits 
have been thinly spread.  Scholarships have contributed to enrolment maintenance, but they do 
little, as currently organised, to promote enrolment expansion.  They have had little effect on 
transition between school levels or on re-recruitment of dropouts back into school. 

There are formidable physical and organisational obstacles to the expansion of education in 
line with the Nine Years’ Basic Education policy.  Physical access to secondary schools is a 
major problem for the poor, due to transport difficulties.  Alternative arrangements to formal 
schooling do not seem particularly popular.  Religious schools have traditionally provided 
affordable schooling for the poor.  However, many madrasah provide poor quality education 
that is not, and is not intended to be, relevant to the economic development of their students. 

 

                                                 
113 Stephen Baines, Djoko Hartono, and Nugroho Tomo comprised the team for TA 3957-INO, Integration of Poverty 
Considerations in Decentralized Basic Education Management. 
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The provision of remedial tuition for poor children who lag behind their classmates could reduce 
repetition and dropout, but it has to be done purposefully and effective targeting is important.  
Supplementary feeding and greater emphasis on health and hygiene education could make 
significant differences to the educational attainment levels and general welfare of poor 
students.  These activities need not be major projects, but could be local initiatives (in line with 
the principle of school-based management), carried out at relatively low cost. 

One of the greatest problems of improving service provision for the poor is overcoming 
psychological barriers that lead to low expectations.  Both the poor themselves and service 
providers are over-awed by the magnitude of the problems they face.  While it is necessary to 
recognize that the economic problems that cause poverty are not amenable to educational 
solutions, it is also necessary to acknowledge that targeted incremental changes are possible 
and that these could make considerable differences to the lives of poor families. 

While improving access for the poor is essential, so too is improving the quality of the education 
they receive.  Discussions of quality have a tendency towards abstraction, and veer from the 
essential to the ideal.  Agreement on minimum conditions for learning might be a good starting 
point for discussions on quality improvement. 

A strong message from the PPA studies is a concern amongst poor people about the relevance 
of the basic education curriculum.  Even if this is ill-informed criticism, it seems to be one that is 
widely shared.  The lesson here for educationalists and the government is that there is scope 
for greater publicity and explanation of education policies and more active engagement in 
public debate of the issues. Pro-poor policies in the education sector have been introduced, 
with varying degrees of success, through donor-funded projects.  There is a need for 
integration of these policies into mainstream multi-sector planning, but there are recurrent 
problems of identifying the poor from the available data sets. 

Since decentralization, district authorities have put a lot of effort into developing bottom-up 
planning mechanisms, but their impact on education has so far been limited.  The plans tend to 
be driven by the availability of funding and this distorts rather than assists the planning process. 

 

B. Introduction & Methodology 
Four PPAs were undertaken in Lombok Timor, Lombok Barat, Rote Ndao and Timor Tengah 
Selatan (TTS) in January and February 2005.  PPAs are a means of investigating issues relating to 
poverty through discussion with the people who experience poverty.  This was done through focus 
group discussions, supplemented by in-depth key informant interviews.  The focus of these 
discussions was education, and the process aimed to gain insights into the conditions of poor 
people, their access to education, and the attitudes and perceptions that determine their demand 
for schooling.  The studies sought out purely qualitative information.  They were carried out in a 
limited range of predominantly rural locations and although care was taken in selecting participants 
to encompass different economic environments, they were not intended to be representative. 

NTB and NTT are amongst the poorest provinces in Indonesia.  They rank towards the bottom 
when measured against several social indicators.  Their populations have low health and 
nutritional status, high rates of maternal mortality and low school enrolment ratios.  NTT has 
one of the lowest rates of female participation in education.  The poor—although not a 
homogenous group—are characterized by subsistence existence, lack of food security, 
vulnerability to economic shocks, debt, low levels of skill, and unhygienic living conditions.  The 
poor people included in the PPAs were living in rural and coastal areas.  The majority described 
themselves as farmers.  There were also fishermen, manual labourers (such as stone 
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crushers), and people who did a variety of low-skilled tasks, combining seasonal fishing, for 
example, with itinerant agricultural labour. 

Separate PPA reports have been produced for each of the studies.  These have been written in 
Bahasa Indonesia, since this is the language of the target audience.  The studies are intended 
primarily for education officials in the decentralized education management structure, but they 
will also be of use to those in MONE.  An immediate application for the TA team is that they 
provide source material for the series of district-based workshops that the team will hold over 
the coming two months and for the national workshop scheduled for May 2005.  This summary 
report outlines only the main points for an English-speaking audience.  It includes boxes on 
specific topics drawn from the original reports, but it does not attempt to reproduce the wealth 
of detailed information contained in the four original studies.  

The choice of the four districts was influenced by several factors, including relatively high levels 
of poverty, diversity of economic environment, and accessibility for the study team.  Two 
districts each were chosen in NTB and NTT.  Within the districts we chose sub-districts that 
were relatively poor, and within subdistricts we chose two villages with different characteristics, 
e.g. pastoral and coastal.  For practical reasons we did not choose locations that were 
extremely remote and inaccessible, but all of the locations required a good deal of effort to 
reach.  Other sites certainly could have been chosen, and there is always much discussion 
amongst researchers about appropriate site selection.  But the intension was not to set up a 
scientifically rigorous study—it was to gain impressions and insights.  The PPA approach is 
qualitative rather than quantitative and no claim is made as to the representativeness of the 
chosen sites and participants. 

The simple approach to conducting the PPAs involved talking and listening to poor people in 
groups and individually in order to find out their economic and social circumstances and their 
opinions.  The process was essentially one of normal human discourse of listening and talking, 
explaining and questioning.  Such methods can reveal a lot of information. Some allowance 
has to be made for bias and ignorance in assessing people’s perceptions and opinions and 
researchers have to avoid appearing patronizing.  There are also elements of artificiality in the 
process.  The conversations were deliberately arranged, the discussions directed by outsiders, 
and notes were taken during the discussions.  Focus groups were convened either by the 
Village Head (kapala desa) or by the sub district education office (cabang dinas).  In each 
district, focus groups were convened in two different villages.  One-to-one interviews were 
arranged after the group discussions with two or more participants from each group. 

A further set of focus group discussions and interviews were conducted with a range of local 
government officials at the district level. These were arranged by the District Planning Office 
(Bappeda) or the education office (Dinas Pendidikan).  The intention of this two-pronged 
approach was to gain insights from different angles—the users and the providers of education 
services.  Tables 1 and 2 provide details of the nearly 200 participants. 
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Table 1: Focus Group Participants at village level in NTB and NTT 

District Sub-district Village Participants No. of 
participants 

Sekotong Tengah Sekotong 
Barat 

a. Poor parents with school-age children, 
informal leaders 

b. Head teacher and teacher (SD and MTs), 
head of school committee, village headman 
and staff, and informal leaders (tokoh 
pemuda and tokoh masyarakat). 

10 
 

11 

Lombok 
Barat Lingsar Gegerung a. Poor families who have school-age children 

and informal leaders 
b. Head teacher and teacher (SD), head of 

school committee, village headman and staff, 
informal leaders, and PPKBD (family planning 
cadre). 

11 
 

8 

Sukamulia Padamara a. Poor families who have school-age children 
and informal leaders 

b. Head teacher and teacher, head and a 
member of school committee, village 
headman and staffs, and PLKB (family 
planning field officer) 

10 
 

8 

Lombok 
Timur 

Aikmal Kembang 
Kerang 

a. Poor families who have school-age children 
and religious leader 

b. Head teacher and teacher, head of school 
committee, village headman and staffs, and 
health officer from health centre (puskesmas) 

10 
 

10 

Amanuban Barat Tetaf a. Poor families who have school-age children 
and an informal leader 

b. Head teacher and teacher, head and a 
member of school committee, village 
headman and staffs, PLKB (family planning 
field officer), KCD (head of sub-district 
education office) and camat (head of sub-
district) 

14 
 

9 

Timor 
Tengah 
Selatan 
(TTS) Molo Selatan Oelbobo a. Poor families who have school-age children 

and informal leaders 
b. Head teacher and teacher, head and a 

member of school committee, village 
headman and staffs, and PLKB (family 
planning field officer) 

10 
 

9 

Barat Laut Oelua a. Poor families who have school-age children 
b. Head teacher and teacher, head of school 

committee, village headman and health 
provider from sub-health centre (puskesmas 
pembantu) 

10 
 

9 

Barat Daya Meoain a. Poor families who have school-age children 
and religious leader 

b. Teacher, member of school committee, and 
village headman 

10 
 

5 

Rote 
Ndao 

  TOTAL: 154 
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Box 2: Focus Group Discussion Participants at district level, by Institution 

District Participants/Institution No. of 
participants 

Lombok Barat 

Pimbagpro DBEP (Diknas), Ketua Satgas Perencanaan 
(Diknas), Kabid. Sosbud Bappeda, BKKBS (BKKBN), Dewan 
Pendidikan, Ketua Tim MBS, Konsultan DBEP in Lombok 
Barat (CWS, EWS, FF), District Manager 

13 

Lombok Timur 

PIMBAGPRO DBEP (Diknas), Kasubdin Bina Program 
(Diknas), Bappeda, BKKBN, BPM/KPK (Komite 
Pemberantasan Kemiskinan), Dewan Pendidikan, BPS, 
District manager, consultant paket 1 at district level, Dinas 
Kesehatan 

10 

Rote Ndao 
Bappeda, Asisten 2 Bupati, Bagian Keuangan Kab. Rote 
Ndao, Dinas Pertanian, Dinas Kesehatan, BKKBN, Dinas P & 
K, NGO 

10 

Timor Tengah 
Selatan (TTS) 

Bappeda, Dinas P&K, BPS, BKKBN, BPM,  10 

 

The strength of a participatory approach to poverty is that it is grounded in reality.  It is a way of 
obtaining information from those who know most about the subject from personal experience.  
Stereotypically, this is contrasted with patronising attitudes of governments and educationalists 
who think they know what is best for the poor.  At best information gained from participatory 
studies can improve the decision-making process in government and enrich policy, making it 
more closely related to the needs of the poor.  Information is an essential ingredient of 
decision-making and information gained from those most intimately concerned cannot be a bad 
thing, not least because it encourages inclusiveness.  Put crudely, if the poor think they are 
being listened to, they will feel engaged and less alienated from the process of governance.  
Increased participation of the poor is one of the 10 goals of the Government's Poverty 
Reduction Strategy Paper (PRSP). 

Reality is slightly more complicated than this, however.  There are two major problems, in 
investing unquestioning faith in participatory approaches, one philosophical and the other 
practical.  The first lies at the heart of any debate on governance and relates to the difficulty of 
accommodating the needs and aspirations of all groups in society in a situation of scarce 
resources.  The promotion of sectional interests may not necessarily raise general levels of 
welfare. The practical difficulty stems from the problem of incorporating the “voice of the poor” 
in the routine planning, implementation and monitoring processes of government.  Qualitative 
research cannot claim to reach conclusions that are amenable to generalisation.  The 
information from focus group discussions and interviews cannot be gained from a statistically 
representative sample of the population.  Moreover, there are two further practical 
considerations.  First, the apparatus of planning and program implementation rarely starts from 
a clean slate.  It is almost invariably incremental in approach. Second, the resources available 
for redirection are severely constrained.  Most of the money that goes to education is tied up in 
the salaries of personnel.  There is little opportunity for improvements in access and quality 
without the input of additional funds over a sustained period.  The influx of savings from oil 
subsidies will make a temporary difference, but in the long run, unless there is a sustained 
change in the proportion of wage to non-wage resources the amount of scope for policies 
directed at meeting the needs of the poor will remain limited. 



 137

 

With these important caveats in mind it is still possible to appreciate the advantages of 
participation in the processes of government, and to advocate more rather than less.   

 

B. Main Findings: Demand, Access, Quality, and Planning 
The main findings from the PPA studies can be grouped under four headings:  

1. the demand for education; 
2. access and service provision; 
3. quality and relevance; and 
4. the planning process. 

The demand for education 
The studies demonstrate that there are generally high aspirations amongst the poor to educate 
their children, but that there is also a common feeling of resignation that these aspirations are 
severely constrained.  Demand is strong amongst the poor for schooling to provide basic skills of 
literacy and numeracy.  This is reflected in the high enrolment ratios at primary schools, 
particularly at the lower end of the primary cycle.  Continuation to higher grades—including the 
critical transition to junior secondary education—is largely determined by family perceptions of 
the costs and benefits of schooling and the opportunity costs involved.  The long-term returns 
from secondary education were well appreciated by the respondents in the studies.  They 
regarded education as a necessary means of improving their children’s life chances and 
providing for their own old age.  However, the short-term costs were regarded as a major 
obstacle.  Education is perceived as being expensive and direct user costs are formidable, 
particularly for large families.  These include the monthly uang komite (formerly known as BP3), 
entry fees, the costs of uniforms and examination fees. The costs of uniforms (and separate 
uniforms for scouts and sports activities) and shoes are commonly felt to be onerous and entry 
fees are regarded as a major disincentive to progression between school levels.   In addition 
families have to find cash to cover the costs of transport, snacks etc.  Transport costs tend to be 
higher for secondary schooling, because these schools’ catchment areas are larger. 

Demand is more elastic for higher levels of schooling as a result of greater direct and opportunity 
costs, but the studies revealed that there was a general belief in the value of education, or at 
least in the value of educational certification.  A certificate from junior secondary school has 
benefits in terms of the employment and earning opportunities it confers.  It is seen as a passport 
to a better standard of living.  For respondents in Lombok it has particular significance, because it 
is a minimum requirement for migrant work in Malaysia. 

Box 1 below is an extract from the study report on Lombok Barat.  It is a brief description of the 
incomes and expenses of a poor family with children at primary school level. This information 
stems from an interview conducted at a village in Sekotong Sub-district. 
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Box 1: The Family of Pak Alamsyah 
Pak Alamsyah114 married twice.  From his first wife he has two children who are now married.  
After his divorce, Pak Alamsyah remarried and has a daughter who has reached grade six at 
SDN 1 Tawun.  From 2000–2002 Pak Alamsyah went to Malaysia to work as a labourer, and 
was able to return with Rp. 5 million in cash.  With this money he renovated his house. Below 
is the summary of his income and expenses per month. 

Expenses: 

These include outgoings for consumption and non-consumption goods including education and 
medical costs. 

• Average monthly cost of rice and other food, sugar, tea, coffee, snacks and 
cigarettes: Rp. 416.000  

• Monthly costs of clothing, transportation, fee for Banjar (similar to village), donation 
for ceremonial feasts i.e. weddings, circumcisions etc.: Rp. 132.000,-/month. 

• Average monthly medical costs: massage, herbal medicine (jamu) for asthma of Ibu 
Aminah, and medicines at the Pustu (village health center): around Rp. 44.000 (Even 
though his family has a GAKIN health card for poor families, he has to pay Rp. 5.000 
for each visit to the Pustu). 

• Monthly school expenses: Rp. 36.650, which covers uniform, stationery, school fees 
and saving, and snacks. 

• Total expenses per month: Rp. 628.650 

Income: 

The family's income derives mainly from small-scale market trading, selling firewood, 
chickens, and goats.  The family also breeds some goats on a share cropping basis. At this 
time, the family are breeding 8 goats, 4 of which they own. The selling price of a goat is 
between Rp. 250.000 and Rp. 400.000.  Each year this family sells 2 goats.  The total 
amount of their income per month is around Rp. 270.000. 

It would thus seem that Pak Alamsyah has a severe income shortfall.  Shortfalls may be 
covered with help from relatives or loans from Bank Subuh (money lenders), but it may be 
that they have undisclosed income.  It might therefore be more accurate to see the family 
outgoings as a proxy for their income.   

The cost of food is the highest item of expenditure, at almost exactly two-thirds of the total. 
This is typical of living costs for poor families.115  Spending on education is 6% of total family 
expenses.  Pak Alamsyah pays well more for primary education per month than the 
SUSENAS amount of Rp. 26.530 in 2003.116   

 

If the demand for education is sensitive to price, there are three things that can be done to 
change this relationship: (i) reduce the private costs, (ii) provide subsidies, and (iii) raise the 
psychological value people place on education through information or propaganda campaigns. 

Although there is currently much debate about the possibility of free basic education, the only 
one of these three options that has been pursued seriously in Indonesia is the provision of 

                                                 
114 All names have been changed. 
115 BPS (2003) Data dan Informasi Kemiskinan Tahun 2003. Hal 1 
116 BPS (2003) Statistik Pendidikan (SUSENAS 2003) Hal. 155 
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subsidies through scholarships.  Indeed the government has invested heavily in scholarships to 
support the demand for education.  From 1998 the Social Safety Net (JPS) provided large 
numbers of scholarships to those in danger of dropping out due to the economic crisis.  This 
was supplemented and then superseded by a further national scholarships programme funded 
from redirected oil subsidies. 

Respondents in the PPAs generally welcomed the relief that scholarships have brought.  
Without such support the private costs of schooling would be higher.  However, respondents 
also expressed doubts about the sufficiency of the amounts made available, and the 
uncertainty of receipt.  In 2005 the monetary value of scholarships was set to rise for the first 
time since 1998.  Considerable changes in the price base over the last seven years have 
eroded the real value of scholarships. 

The extent to which parents feel the benefit from scholarships has been affected by the 
tendency of schools to sub-divide scholarships between more students than intended, or give 
scholarships for only part of the year. Scholarship programs have been affected by a 
reluctance to favour particular individuals or groups at the expense of others, which derives 
from culturally determined attitudes to equity.  The spreading of benefits evenly amongst the 
many avoids the uncomfortable and socially divisive necessity of discriminating in favour of the 
few, but the dilution of benefits means a  limited impact.  In effect, scholarships, while providing 
a welcome palliative, are only a minor consideration in parental decisions about education. This 
has considerable implications for the effectiveness of scholarships programs.  More generally, 
the idea of equal treatment can be a formidable barrier to the implementation of genuinely pro-
poor policies. 

Studies of scholarships in Indonesia have concluded that, by and large, most scholarships are 
allocated to needy students.117  Even allowing for the common practice of spreading 
scholarships more widely than intended and the occasional anomaly, there appears to be little 
public discontent about unfairness or inappropriate targeting.  On the other hand, because 
scholarships are allocated to schools, scholarship programs have concentrated on children in 
school.  Very little has been done to bring back children who have already dropped out of the 
system.  Moreover, scholarships are unable to encourage the transition from primary, because 
students reaching the end of year six have no guarantee of receiving a scholarship if they 
register at junior secondary school.  There is a strong case for a more imaginative use of 
scholarships to address the two problems of out-of school children and transition.  There are 
currently a lot of scholarships going to schools from different schemes.   

Access and service provision 

MONE has extended mandatory basic education to a nine year cycle.  Table 3 below shows 
national enrolment rates related to family economic status.  Relatively well-off parents already 
overwhelmingly send their children to junior secondary school, so in order to increase 
enrolment, education policies are going to have to reach increasingly poor sections of society.  
For example, more than 95% of urban children aged 13-15 from the top quintile of the income 
distribution attend school.  But only 71% of the same age group from poor rural families are 
enrolled.  Increasing the supply of school places is a prerequisite of expanding access for the 
poor.  This involves not only increases in the school stock and infrastructural improvements of 
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existing facilities, but also teacher recruitment and deployment, both major challenges. The 
teaching force is unevenly distributed and famously resistant to redeployment. 

Table 3: Participation rates according to area, economic status, and age group, 2003  

Age group Area & Family 
Economic Status 7 - 12 13-15 16-18 19-24 

Urban:  

20% Richest  98.9 95.4 80.0 33.5 

40% Middle  98.2 91.8 69.6 14.2 

40% Poorest  96.3 80.7 49.4 6.9 

Rural:  

20% Richest  97.9 90.4 62.3 14.2 

40% Middle  97.2 83.6 49.6 6.0 

40% Poorest  94.8 71.0 31.1 2.7 

Total:  

20% Richest  98.7 94.4 76.6 30.2 

40% Middle  97.7 87.5 59.5 10.1 

40% Poorest  95.1 73.3 35.9 3.9 

Source: BPS(2003). Education Statistics, SUSENAS 2003 

 

The PPAs show that physical access to secondary schools is a major problem for poor people.  
Along with school fees and the cost of uniforms it is amongst the biggest items of expenditure 
for may families.  With roads in poor condition and limited bus services, there is often no 
alternative to a long walk to school and back.  The lack of transport facilities has prompted 
various local initiatives.  In Lombok Timor, for example we found that parents have banded 
together to hire a car to take a group of children to school, because the bus service is not 
available in the mornings.  In Rote Ndao, however, problems of physical access to local 
schools have meant that many secondary school aged children are sent to live with relatives in 
Kupang. 

The authorities have responded to the difficulties of access in a number of ways.  Building new 
schools was put on hold during the economic crisis, but several donor-funded projects have 
provided funding for rehabilitation to make more efficient use of the facilities available.  Out-of-
school programmes—called Paket A for primary, Paket B for junior secondary and Paket C for 
senior secondary levels—are available (see Box 2).  These typically provide afternoon tuition 
three days a week for children who do not attend regular school. This program provides free 
tuition and textbooks. Certificates for the graduates of the program are treated as equivalent to 
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the normal school certificate.  In TTS for example, the out-of-school program has been running 
for several years and covers all the sub-districts.  In the 2004 school year, the number of 
students for each type of program was 300 students in Paket A; 1,115 students in Paket B; and 
150 students in Paket C.118 

Box 2: Out-of-school activities 
SLTP Kristen 1 Amanuban Barat in TTS is the only junior secondary school available in 
Tetaf village. This private school is currently accommodating 122 students, with 16 private 
teachers (7 of whom are government teachers who teach at nearby primary schools). In 
addition to running as a normal SLTP, this school is also providing Paket B and C.  These 
programs are designed to accommodate students whose families cannot afford to send their 
children to schools located far from the village.  The out-of-school sessions are run in the 
afternoons after the regular classes have finished.  This schedule may be better suited to 
those children who are frequently helping their parents in the mornings.  Classes should be 
carried out 5 times a week, but because many of the students are working on market days, 
classes are held only three times a week. 

Most of the students are school dropouts, who come from poor families.  They are recruited 
an outreach education cadre (TLD-Tenaga Lapangan Pendidikan) at in collaboration with 
local village administrators.  Apart from providing free tuition and books, some minimal 
equipment is provided: in this case a sewing machine.  The program also provides a fund for 
Kelompok Belajar Usaha (entrepreneurship learning group), which focuses on agriculture, 
livestock breeding, and handicrafts.  The amount of fund that is provided to each group, 
consisting of five to seven students, is Rp.3,750,000.  This money, which is, in theory 
managed by the students themselves, should be returned, as a revolving fund, within a 
three year period.  According to one of the tutors, the students, without proper guidance and 
supervision, tend to spend this money on consumables rather than on the intended 
purposes. 

Paket B is also run at the primary school in Desa Oelbubuk in TTS.  Here there have been 
problems over recruitment, because local village administrators were obliged to collect thirty 
students, the number allocated by district education office.  The recruited students were, 
however, reluctant participants and rarely attended.  As a consequence the quality and 
effectiveness of the classes was adversely affected. 

Out-of-school programmes are aimed at a particularly difficult target.  It is certainly not easy 
providing education for those who have already given up on it.  From the evidence of the PPA 
studies alone, out-of-school programs do not appear to be either widely known about or highly 
regarded. 

Other, seemingly isolated, solutions to the problem of access have been tried.  In Lombok 
Barat there are extended government-run primary schools, SD Terpadu, which provide classes 
for three years beyond year six.  This is an unusual response to the lack of a proximate junior 
secondary school.  It is understood however that the schools do not have official recognition on 
a par with junior secondary schools and there are concerns about the adequacy of its post-
primary provision. 

The need for affordable schooling for the poor has traditionally been met by the madrasah, which 
when associated with pesantren, provide boarding facilities. Very few schools outside the 
madrasah system have boarding facilities.  An expansion of madrasah schools might provide one 
answer to the problem of increasing access.  Efforts have been made in recent years to bring the 
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curricula of madrasah more in line with the national curriculum and to improve the quality of 
madrasah education.  Some madrasah are fine schools, but many are desperately poor 
institutions, ill-suited for promoting the future employment and earning potential of their charges.  
Whatever their spiritual value, they typically provide low quality secular education for the poor. 

Poor areas, such as those in Rote Ndao, have severe teacher shortages. The education 
system’s response to this problem is an expansion of the number of contract teachers.  In Rote 
Ndao there are contract teachers employed by the provincial authorities, by the district, and by 
individual school committees.  In this last case the costs of the contract teachers’ salaries are 
met by parents and these constitute a further burden on poor families. 

There are three areas of service provision for poor people that have so far received only 
passing attention from the education authorities, despite the fact that they are not necessarily 
expensive to implement and could be initiated locally, in accordance with officially sanctioned 
principles of school-based management.  These are (i) the provision of remedial classes, (ii) 
supplementary feeding, and (iii) health and hygiene education.  The reasons for the lack of 
interest in the latter two areas of activity can be explained because they cut across 
administrative boundaries, thereby falling between the bureaucratic cracks.  The lack of 
enthusiasm for remedial classes is more curious, since remediation is clearly an issue for 
educationalists.  It may have something to do with prevailing teaching methods, which tend not 
to recognise individual learning needs.  Extra classes are provided, but these are usually 
concerned with examination cramming. 

Remedial classes can be a potent instrument for combating the educational disadvantages of 
the poor.  It is a fair generalisation that poor children tend to be absent from school more often 
than their more advantaged peers, either as a result of  poor health, or because they have to 
get involved in income generating activities.  Typically they get less parental support and 
encouragement for their school studies.  They are more likely to have to repeat school years as 
a result, and there is a clear link between repetition and dropouts.  Many parents prefer to 
remove their children from school completely rather than to have them remain in the same 
class for a second year.  The provision of extra tuition can therefore be valuable, but it has to 
be done purposefully, and it must be well targeted.  Two contrasting examples were found on a 
visit to Dompu.  In the first school, an SLTP, tuition was provided on an individual and small 
group basis to students with reading and writing difficulties.  The second school, an SD, 
provided extra classes for all grades in the afternoons, funded from the DBEP project.  
According to the teachers the poorest children rarely turned up. The provision of general tuition 
outside regular school hours is unlikely to be an effective means of helping disadvantaged 
children. 

Supplementary feeding of poor children in schools, of the type pioneered by PMTAS, a national 
project in the late 1990s, has not survived on any scale.  Schools do not usually see it as their 
business to organise meals.  It requires organization and funding.  Yet the link between nutrition 
and learning is well-established. Concentration is impossible without adequate food intake. Poor 
nutrition increases susceptibility to disease and absenteeism. Supplementary feeding with locally 
produced food could therefore make a real contribution to the levels of attainment of poor 
children, particularly if parents see it as an incentive to send their children to school. 

The promotion of health and hygiene through schools has not been high on most schools’ 
priority lists.  This is illustrated by attitudes to toilets.  There are often no functioning toilets in 
many schools and those that do exist are usually very unhygienic. The provision of adequate 
toilets is a factor that determines girls' attendance at school.  Health education and disease 
avoidance does not feature prominently on the curriculum.  A school health service exists, but 
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the Usaha Kesehatan Sekolah (UKS) is mainly for immunization programmes.  It is now the 
responsibility of Dinas Kesehatan at the district level but in Rote Ndao it has not been funded 
since decentralization. 

Perhaps the greatest problem of service provision for the poor is psychological. Poverty breeds 
resignation.  It lowers expectations both amongst the poor themselves and amongst those 
providing services to them.  “What can we do?  All the students are poor,” is a common refrain 
from teachers.  Bureaucrats are blinkered by budget constraints, even though it is debateable 
whether or not there is really a shortage of money, in absolute terms, in the education sector. The 
reliance on project funding for attempting anything new, compounded by the willingness of 
donors to lend on this basis, shields bureaucrats from addressing the inefficiencies in the system. 
Providing better educational services for the poor would not necessarily mean a major shift in 
resource allocation, but it does require a shift in attitudes.  It will not make poverty go away 
entirely, but it could make a difference to the life chances of many children. 

Quality and relevance 

Increasing the opportunities for the poor to participate in education will only be of value if the 
quality of what is on offer is adequate.  It is clear from the studies that families’ decisions 
concerning the schooling of their children are determined by the weighing  opportunity costs.  
They will opt for schooling only if they believe that what they get outweighs the forgone options.  
Perceptions of what constitutes quality education vary widely and, as mentioned above, 
parents are often more interested in what education can lead to, rather than in education itself. 
However it is the role of educational authorities to ensure that certain minimum standards are 
maintained. The current debate in education circles about minimum services standards (SPM) 
has become somewhat divorced from reality.   Abstract concepts do not have much resonance 
for poor communities, for whom the important consideration is the availability of adequate 
facilities and resources, at affordable cost, to allow their children to gain the necessary means 
of earning a living. 

Education quality is the objective of government policy and numerous projects.  Improvement in 
school quality has been the elusive goal of countless teacher training programmes.  Definitions 
of quality vary widely and not all are very helpful in relation to making education services work 
for the poor, since they emphasize the ideal, rather than the essential. Ideal solutions have a 
tendency of being expensive and crowding out other interventions.  The net effect can be sub-
optimal.   

A useful approach to the relationship of school quality to pro-poor policy is to establish 
minimum conditions for learning.  This approach has three advantages over SPMs.  First, it 
concentrates on essential conditions.  Second, it focuses on learning as the key activity for 
schools.  Third, it avoids the inclusion of too many standards, which cloud the issue. These 
minimum conditions for learning can vary from school to school.  Gaining agreement on the 
basic pre-requisites of the learning environment can be a useful focus for community 
participation and engagement.  Moreover the minimum conditions can be altered incrementally 
to set higher and higher targets. 

Perceptions about the relevance of the curriculum have a strong bearing on the attitudes of the 
poor to schooling. Some respondents questioned the relevance of what is taught in schools, 
considering that schools should provide preparatory employment skills. Poor fishermen, for 
example expressed the view that school provided no practical training on how to catch fish.  
They were less than clear just how schools were expected to provide these skills.  It is a moot 
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point as to whether specialization for employment is a proper function of basic education. 
However, it is probable that schools could do more to respond positively and make changes 
that go some way to meeting these criticisms, by for instance, inviting local residents to talk to 
classes.  The very fact that poor communities raised questions about the relevance of 
schooling makes it a legitimate topic of debate.  It suggests that there is scope for greater 
public awareness of the value of education, both as a means to an end and as an end in itself.  
This in turn suggests a need for more effective socialization of the benefits of schooling 
amongst poor communities. 

The planning process 

Education policies that have targeted the poor have been undertaken, with varying degrees of 
success, through the mechanism of donor-funded projects. The project approach has its 
limitations, however, not least because projects are time-bound and sustainability is often a 
problem.  In order to ensure that better service provision for the poor is sustainable, pro-poor 
policies have to be incorporated into mainstream planning processes.  Targeting the poor is 
also problematic given imperfect information at the local level (see Box 3 on poverty 
measurement in Indonesia). 

Since decentralization, districts have put considerable effort into establishing development 
planning processes that draw on bottom-up consultation.  Development priorities over a range 
of sectors originate at village level and are built up through sub-districts to be reviewed at 
district level in the light of funding limits.  This process is known as Musyawarah Perencanaan 
Pembangunan (Musrenbang).  A parallel process takes place within the administrative sectoral 
instansi responsible for education, health, roads, irrigation etc. The process of reconciling 
competing claims is complex and inevitably results in compromises. As a result the 
development budget is usually divided up so that no one geographical or sectoral area gets 
preferential treatment. 

The planning structures set up since decentralization are an attempt to reflect the aspirations of 
communities and good practices are being developed in various locations that could be shared 
amongst districts.  In particular, great efforts are being made to ensure transparency and to 
encourage participation.  There are however some drawbacks to the system that is being 
developed.  First, it relates only to development budgets.  Routine budgets, against which most 
civil service salaries are charged, are not included in the process.  This mass of public 
expenditure is planned separately on an incremental basis and is thus divorced from the needs 
expressed in the development planning process.  Including personnel planning in the mix, to 
ensure administrative structures reflect development needs is a huge challenge for the future.   

 

Box 3: Poverty Indicators 
In Indonesia, poverty has been measured using several different approaches, ranging 
from the simple to the more complex. In 1970, Sayogyo looked at rice consumption as a 
proxy for poverty in rural and urban areas. For rural areas, rice consumption of 240 kg 
per person per year was the poverty line, while for urban areas it was 360 kg.119  The 
Central Bureau of Statistics (BPS) uses a basic needs approach to measure poverty, 

                                                 
119 Ade Cahyat (2004). Bagaimana Kemiskinan Diukur? Beberapa model penghitungan kemiskinan di 
Indonesia. Governance Brief. No.2 Nov. 2004 



 145

looking at consumption of basic essentials consisting of a food consumption basket (52 
food items) and a non-food basket (14 non-food items in urban and 12 in rural areas) as 
typically consumed by a reference (marginal) group.120  Data on consumption are obtained 
from the SUSENAS consumption module, which is administered every three years. The 
minimum standard for food required by a healthy individual is regarded as equal to 2,100 
calories, which is calculated from the 52 selected food commodities.  The requirements 
for non-food items include clothing, household necessities, education, health, 
transportation, etc. These requirements are also calculated based on the minimum 
needs of a reference group.  The value (in Rupiah) of the expenditure needed to meet 
the minimum basic food and non-food requirements is the poverty line. This poverty line 
varies between provinces.  

Where the BPS uses a consumption approach in determining the poverty line and 
poverty incidence, the BKKBN (National Family Planning Coordination Board) uses 
family welfare (kesejahteraan keluarga) to measure poverty.  Family welfare is 
categorized into 5 stages: prasejahtera (very poor), sejahtera I (poor), sejahtera II, 
sejahtera III, and keluarga sejahtera III plus (a well-off family).  Several economic and 
non-economic indicators are utilized as a means of examining family welfare.  

Each stage of the family prosperity scale has its own indicators. For example, the economic 
indicators utilized for the prasejahtera (very poor) family include whether they have a meal 
at least twice a day, whether they have different clothing for different activities and whether 
their house has a cement floor.  The non-economic indicators include whether the family 
uses health care and whether it is able to participate in religious activity. When one or more 
of these indicators cannot be  met, the family is categorized as a keluarga prasejahtera 
(very poor).121  A village-based family planning cadre (PPKBD) and a subdistrict-based 
family planning officer (PLKB) are responsible for data collection. These officers, with the 
help of village staff, collect data on a door-to-door basis.  BKKBN data is the only 
individual-level poverty data available in Indonesia. Hence, a number of targeted poverty 
programs including Beras Miskin (rice for the poor) have relied on BKKBN data.  BPS 
poverty data, based on aggregate data, is really only suited for a macro planning at district 
level. 

There are many critics of the BKKBN indicators.  A family may, for example, have a mud 
floor in their house but own several valuable livestock.  They may have several sets of 
clothing, picked up cheaply second hand (pakaian bekas). Thus, the clothing indicator is 
nowadays not sensitive enough to determine poverty. This is also the case for the 
psycho-social indicators, such as regular worship.  The quality of the data obtained can 
also be problematic.  Despite these criticisms, BKKBN poverty data is still used for 
program planning at district level for want of anything better—as per the Indonesian saying 
benci tapi rindu (hate it but need it).  

Second, it is not clear whether there is any opportunity for strategic planning in a system built 
on the basis of village wish-lists.  It has a tendency to spread expenditure evenly, and benefits 
thinly, so that no area is treated unfairly.  This militates against a concerted effort to develop 
any one particular area.  Third, the community planning process does not usually include 
anything other than infrastructural improvements.  For largely historical reasons village based 
plans rarely incorporate matters relating to schools. Education has long been regarded as a 
separate activity determined by professionals and somehow outside the influence of local 
people.  This is regrettable, since education is a major concern of most people and schools are 
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a major feature of the institutional environment of community life.  Unwittingly, some donor-
funded projects may have compounded this problem by promoting the idea of a special, and 
thus separate, planning processes for education. The degree to which schools and districts feel 
a sense of ownership for the plans they have produced is open to question.   

The PPA studies have identified a need for additional, programmatic interventions and a more 
multi-faceted approach, encompassing remedial tuition, out-of-school education, nutrition 
supplementation and health education. Decentralization of planning and management functions 
provides the opportunity to break down the artificial, but very real barriers to multi-faceted pro-
poor strategies. At the village level, problems of poor resources rarely have sectoral labels.  
Problems of education, health, transportation etc are just component parts of a larger problem 
of poverty, and the inter-connections are clear.  Cross-sectoral approaches are still possible at 
district level, where the various Dinas regularly interact and spending allocations are made by 
local legislators. If problems of poverty can best be tackled through a broad-based strategy and 
district governments are best placed to delivery such a strategy, it follows that project funding 
would be better used to provide general budget support to districts, together with appropriate 
technical assistance and monitoring. 
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