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I. POVERTY ANALYSIS AND STRATEGY 

A. Link to the National Poverty Reduction Strategy and Country Partnership Strategy  

The government incorporated the goals and objectives of its Poverty Reduction Strategy Paper (2005) into 
Indonesia’s National Medium-Term Development Plan (NMTDP) for 2004–2009. In turn, the Asian Development 
Bank (ADB) country strategy and program for Indonesia for 2006–2009 incorporated and supported the goals of the 
NMTDP, which included achieving higher levels of pro-poor sustainable growth and enhanced social development, 
with a key thematic focus on governance and anticorruption measures. The country strategy and program identified 

five areas of engagement, including deepening of the financial sector. This emphasis has continued into the new 
NMTDP for 2010–2014 and has been incorporated into pillar 1 of the ADB’s CPS for 2012–2014, which is 
inclusive growth. To support the government’s development agenda, and poverty reduction targets, ADB’s country 

operations business plan for Indonesia for 2011–2013 included modifications to achieve better alignment with the 
government’s new NMTDP. In particular, policy-based operations during 2011–2013 will include continuation of 
support to further deepen and enlarge the local capital market. This support will be provided through the Financial 
Market Development and Integration Program (FMDIP).  

B. Poverty Analysis Targeting Classification: General intervention 

Key Issues.  

Under the previous NMTDP (2004–2009), the government aimed to significantly reduce the percentage of the 
population living below the poverty line. This was not achieved, however, and the poverty rate at the end of 2009 was 
14.7%, well above the target of 8%. Several factors combined to stifle the government’s efforts, including rising global 
inflation, the large percentage of the population considered to be “near poor,” and limited coordination between 
sectors and between the central and local governments.

a
 The new NMTDP (2010–2014) sharpened the government’s 

focus on poverty alleviation by building on the lessons learned over the previous planning period and emphasizing the 
institutionalization and mainstreaming of social protection in all development sectors. As a basis for these programs, 
the government has determined that the Indonesian economy will need to grow an average 6.4%–6.8% per annum 
over the term of the NMTDP to achieve inclusive growth, a poverty rate below 10%, and an unemployment rate below 
6%. To attain these targets, aggregate domestic investment of Rp11.9 billion–Rp12.5 trillion will be required and a 
large portion of this amount will have to come from the bank and nonbank financial subsectors.  
 
While Indonesia has achieved significant progress in developing its financial sector, the local capital markets and the 
contractual savings sector do not yet have the capacity to support the government’s ambitious investment and growth 
targets. More needs to be done to deepen the financial sector and to establish the vibrant nonbank financial 
institutions Indonesia must have to be able to meet its internal investment and poverty reduction targets. For this 
reason, the government needs to further develop Indonesia’s capital markets and to encourage and expand the 
contractual savings subsector, including its role as a source of potential demand for capital markets products. The 
importance of the nexus between growth in the insurance subsector and growth of the economy overall is increasingly 
apparent from the fact that insurance has been enlarging its share of overall financial sectors in almost every 
developing and developed country and together with mutual and pension funds, represent one of the biggest 
institutional investors in stock, bond, and real estate markets. Their impact on economic development will continue to 
grow due to such as factors as ageing societies, and the globalization of their investments.  

C. Poverty Impact Analysis for Policy-Based Lending 

Empirical studies, including one by the International Monetary Fund 
b1

 have supported the direct relationship between 
financial sector development and poverty reduction. Financial sector development helps reduce poverty through at 
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SEMRU Research Institute. 2010. Review of Government’s Poverty Reduction Strategies, Policies, and Programs in Indonesia. 
Jakarta.
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G. Jeannwney, S. Kpodar and K Kpodar. 2008. Financial Development and Poverty Reduction: Can there be a benefit without a 
cost? Working Paper #62. Washington, DC: International Monetary Fund. The authors estimated quite large coefficients on the 
financial sector development variable: a 10% increase in the ratio of the broad money (M3) to gross domestic product was 
estimated to raise the incomes of the poorest 20% of households by 3%–5%. 
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least three channels: higher economic growth, financial sector inclusiveness, and financial sector stability. The link 
between economic growth and financial sector development as measured by private credit and stock market liquidity 
is also well known, has been empirically supported, and serves as the basis of the government’s focus on financial 
sector development to reduce poverty. However, studies indicate that contractual savings (through insurance 
companies, mutual funds, and pensions) also play a significant role in fostering economic development. This same 
research indicates that a one standard deviation increase in total insurance premiums to gross domestic product 
(GDP) would increase real GDP per capita growth by 0.47%.The effect is even greater in countries at low to middle 
levels of development. By increasing the links between the contractual savings and other financial subsectors, the 
economy can further benefit from lower information and transaction costs, pooling of risk, more efficient capital 
allocation, and enhanced intermediation. This leveraging is illustrated by studies that indicate that the boost to GDP 
achieved by increasing the penetration of life insurance is actually higher in countries with higher levels of bank credit 
to GDP and stock market liquidity.  
 
The second channel, access to finance, is direct.  Financial sector development reduces information and transaction 
costs and therefore (i) allows more entrepreneurs, especially those less well-off, to obtain external finance; (ii) 
improves the allocation of capital; and (iii) exerts a particularly large impact on the poor.  When the poor have greater 
access to financial services, they can increase their lifetime incomes through the use of such basic savings products 
as bank accounts and special purpose savings products such as pre-need accounts and pensions. 
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The third channel is indirect. Financial sector development generally increases financial sector stability, which benefits 
the poor because poor households are much more vulnerable to instability in the financial sector than the rich. Poor 
households have fewer and less diversified financial assets than those who are better-off and so are more exposed to 
the negative macroeconomic impacts that normally accompany a financial crisis. Instability in the financial sector often 
occurs during the earlier stages of financial sector development when the regulatory and enforcement architecture is 
not fully in place or effective. This challenge may be complicated in the case of Indonesia by its recent credit rating 
upgrade (2011), which is expected to lead to a greater influx of foreign investment that may further increase price 
volatility in the absence of long-term domestic demand for equities and debt. Reforming and strengthening the 
financial sector to enhance stability will therefore help reduce the risk of the kind of financial sector crises that can 
have an outsized negative impact on the poor and force the near poor into poverty  
 

II. SOCIAL ANALYSIS AND STRATEGY 

A. Findings of Social Analysis 

There are no foreseen social risks associated with the FMDIP. Indirect social benefits include improvements in the 
quality of financial sector governance by providing comprehensive, harmonized, independent supervision that will lead 
to greater sector stability. The public and the poor will benefit indirectly from the FMDIP because a deeper and more 
liquid finance sector will increase access to finance by providing a greater diversity of financial providers and financial 
products at a lower cost. Direct benefits will be provided through implementation of the ADB-sponsored Capital Market 
and Nonbank Financial Industry Master Plan (CMNMP) for 2010–2014. Specifically, the state-owned pawn business 
(Perum Pegadaian) will be privatized to encourage the expansion of guarantee and nonbank finance institutions. 
These efforts will provide rural areas, which typically report higher poverty rates than urban centers, with wider access 
to cheaper credit by introducing well-established and effective collateral-based lending techniques to the private 
sector. Parallel efforts to encourage growth in the guarantee industry will also provide borrowers and lenders with a 
type of substitute for physical collateral.  

B. Consultation and Participation 

Consultations have been and are frequent and ongoing throughout program processing by way of missions to conduct 
policy dialogue with the stakeholders including Bapepam-LK as capital market regulator, Bank Indonesia as regulator 
of the banking sector and the payment system, and the private sector, including both intermediaries and investors. 
Consultations with the private sector included representatives of the contractual savings industry and fund managers. 
The discussions encompassed proprietary concerns as well as issues arising from the industry’s fiduciary 
representation of the investor community. 

 Information sharing  Consultation  Collaborative decision making  Empowerment 

3. Was a C&P plan prepared?  Yes  No  

 

 

                                                
c
 Pre-need accounts are an insurance product with a savings element that allow the holder to save for defined future expenditures   

  such as college education or burial expenses. 
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C. Gender and Development 

Key Issues.  

Indonesia is ranked 87 out of 134 in the World Bank’s 2010 gender gap assessment, although Indonesia is ranked 
somewhat higher when compared to its lower middle income and regional peers. The World Bank has assigned 
Indonesia higher-than-average levels of political empowerment but low scores on aspects of economic participation, 
educational attainment, and health. ADB’s Country Gender Assessment (2006) confirms these conclusions and notes 
that women do not share an equitable access to productive resources. First, women are more likely to find 
employment in the informal sector. This results in lower incomes but may also produce more micro and small- to 
medium-sized enterprise ownership among women. However, women typically do not have equal rights to property, 
which reduces their access to collateral. In turn, this lack of collateral and a legal prohibition against entering into 
contracts on their own behalf have significantly constrained access to finance by women. Although they make up half 
of the population, women account for only 25% of all microfinance borrowers at Bank Rakyat, Indonesia. 
 
Key Actions.  

The program has been rated as having no gender element. However, the program will provide wider access to 
cheaper credit by exporting well-established and effective collateral-based lending techniques to the private sector.  
The state-owned pawn business (Perum Pegadaian) has developed a successful, collateral-based lending model that 
relies extensively on collateral other than real estate. For example, Perum Pegadaian typically accepts household 
items such as clothing and cooking utensils as collateral and yet has a very low default rate. The export of these well-
established collateral based lending techniques, as well as the expansion of the guarantee industry, should 
compensate for the lack of collateral that typically constrains a woman’s ability to borrow. However, to fully address 
the development constraints that lower a woman’s access to finance, additional measures that are not within the 
scope of this program must be addressed, such as removal of the legal prohibition against entering into borrowing 
contracts without a husband’s consent. 

 Gender plan  Other actions or measures  No action or measure 

III. SOCIAL SAFEGUARD ISSUES AND OTHER SOCIAL RISKS 

Issue 
Significant/Limited/ 

No Impact 
Strategy to Address 

Issue 
Plan or Other Measures 

Included in Design 

 
Involuntary Resettlement 
 

   
 No Action 

 
Indigenous Peoples 
 

   
 No Action 

Labor 

 Employment  
opportunities 

 Labor retrenchment 

 Core labor standards 

   Plan 

 Other Action 

 No Action 

Affordability    Action 

 No Action 

Other Risks and/or 
Vulnerabilities 

HIV/AIDS 

Human trafficking 

Others (conflict, 
political instability, etc.)  

   Plan 

 Other Action 

 No Action 

IV. MONITORING AND EVALUATION 

Are social indicators included in the design and monitoring framework to facilitate monitoring of social development 
activities and/or social impacts during project implementation?   Yes  No 

 

 


