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I. POVERTY ANALYSIS AND STRATEGY

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

Indonesia's medium-term development plan (RPJMN) for 2010–2014 focuses on poverty reduction through stronger, 
sustainable, and inclusive economic growth, and by improving the quality of the public sector, fostering democratic 
development, and strengthening the rule of law. The RPJMN aims to reduce poverty incidence from 14.1% in 2009 to 
8%–10% in 2014. To that end, it defines three national priorities. First, creating a sustained period of pro-poor growth 
to provide productive jobs for the poor through a better business environment, budget support for infrastructure, and 
public investment in the agriculture sector. Second, empowering the poor to break the cycle of poverty through three 
affirmative actions—(i) strengthening social services and social protection, (ii) empowering communities to escape 
from poverty through the National Community Empowerment Program (PNPM Mandiri), and (iii) upgrading the 
capacity of micro, small, and medium-sized enterprises and expanding the people-based Small Business Loan 
Program (KUR). Third, improving effectiveness of poverty reduction programs through better coordination and 
targeting, upgrading local capacity to undertake a poverty reduction program, especially in those provinces and 
districts with the highest poverty incidence, and adjusting fiscal policy instruments to support local government in 
combating poverty and providing communal services. 
 
The country diagnostic studyi also outlines the macroeconomic stability role as a prerequisite to poverty reduction and 
defines three critical constraints to inclusive growth: inadequate and poor quality of infrastructure, weaknesses in 
governance and institutions, and unequal access to and poor quality of education. The proposed Precautionary 
Financing Facility will support government measures to mitigate the impact of global economic turmoil and keep the 
country on track to meet Millennium Development Goals by helping it sustain pro-poor growth to provide productive 
jobs for the poor, and maintain critical spending on social sectors and infrastructure as defined in the RPJMN. 
B. Poverty Analysis Targeting Classification: General intervention 

1. Key issues.  
The global economic downturn has increased the downside risks to the baseline growth forecasts of 6.4% for 2012 
and 6.7% for 2013. In the first quarter of 2012, export growth declined to 5.1% year on year from 30.8% in the same 
period last year. Second, given its open capital account, Indonesia is vulnerable to a swing of economic sentiment 
against emerging economies. Its domestic bond market is shallower than that of its peers, so negative market 
sentiment could substantially disrupt the government's access to the market for budget financing. The negative impact 
on Indonesia’s economy would be heightened in a more adverse scenario where international finance freezes up, 
growth in major emerging economies decelerates sharply, and commodity prices fall significantly. This could 
jeopardize spending on social programs and basic infrastructure, which are deemed important for poverty alleviation. 

2. Design features.  
The facility supports government efforts to mitigate the effects of global economic turmoil by helping it meet its gross 
financing needs on reasonable terms if the current global volatility develops into a full financial crisis, similar to that in 
2008. Thus, the government will be able to maintain critical development spending in the budget.  An innovative aspect 
of the design of the facility is its contingent nature. The government will rely first on the market and implement policies 
to improve and maintain market confidence. It will draw on the facility and any contingent support that is available from 
development partners when its market access is disrupted.  

C. Poverty Impact Analysis for Policy-Based Lending

Indonesia has registered significant progress in poverty reduction—income poverty incidence fell from over 50% of the 
population in the mid-1970s to about 12.4% of the population in September 2011. Progress in poverty reduction has 
been punctuated by periods of temporary setbacks due to shocks and economic slowdowns. From 1976 to 1996, 
absolute poverty incidence declined from 40.1% to 11.3%. It then shot up to 24.2% in 1998 as a result of the 1997–
1998 Asian crisis. Six years elapsed before it declined again to pre-crisis levels. Poverty incidence then rose modestly, 
from 16.7% in 2004 to 17.8% in 2005 due to a surge in global rice prices and accelerating inflation after a large 
adjustment in domestic fuel prices. Thereafter income poverty levels steadily declined.  
 
Poverty in Indonesia, however, is also associated with a lack of access to productive employment—over 65% of 
workers are absorbed in informal jobs, resulting in a large incidence of working poor. A dense income distribution of 
workers with incomes of $1.25–$2 per day implies that large numbers of workers are vulnerable to abject poverty if 
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exposed to shocks such as sudden increases in staple food prices, loss of a job, injury, or illness. Stronger economic 
growth in 2011 led to a higher quality of job creation. Employment indicators for the year up to August indicated that 
formal employment had risen by 16.0% (5.7 million) while informal employment fell by 5.9% (4.2 million). However, the 
challenge to improve the quality of employment remains large as 62% of the employed labor force (about 68.2 million) 
works in the informal sector, where wages and job security are low. If not managed satisfactorily, increasing incidence 
of labor unrest could put a break to the recent positive trend in the employment outcome. Poverty incidence fell 
consistently to 12.4% in September 2011, from 13.3% in March 2010.  

II. SOCIAL ANALYSIS AND STRATEGY
A. Findings of Social Analysis 

Key issues. Economic growth, rapid formal employment creation, and stable prices remain the most effective anti-
poverty drivers in Indonesia. The facility supports the aim of the government's 2012 budget to mitigate the impact of 
global economic turmoil by safeguarding critical spending for its pro-growth, pro-job, and pro-poor programs, including 
infrastructure development and continuation and expansion of social programs, which include a social assistance 
program to the vulnerable in case of economic shocks. 

B. Consultation and Participation 

1.     Provide a summary of the consultation and participation (C&P) process during project preparation.  

As part of the facility process, extensive consultations were held with a wide range of stakeholders, including the  

private sector, civil society groups, and development partners. 

2.     What level of C&P is envisaged during the project implementation and monitoring?  

        Information sharing     Consultation       Collaborative decision making       Empowerment 

3.     Was a C&P plan prepared for project implementation?  Yes  No—the facility process supports the 
government’s C&P process. 

 

C. Gender and Development                  Gender Mainstreaming Category: No Gender Element 

1.    Key issues.  

The facility is expected to reduce poverty and unemployment by maintaining public expenditures on social services 
and productive investment such as infrastructure. Increased poverty orientation through public spending on essential 
services to the poor and those affected by the global economic slowdown is largely gender neutral.   

2.   Key actions. Measures included in the design to promote gender equality and women’s empowerment—access 
to and use of relevant services, resources, assets, or opportunities and participation in decision-making process: 

       Gender action 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 impact 

 Resettlement plan  
 Resettlement 
framework  

 Combined resettlement 
plan and indigenous 
peoples plan 

 Combined resettlement 
framework and 
indigenous peoples 
planning framework 

 Environmental and 
social management 
system arrangement 

 Environmental and 
social impact matrix 
 No action 
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Indigenous peoples 

 

 

 

No impact 

 Indigenous peoples 
plan  

 Indigenous peoples 
planning framework  

 Combined indigenous 
peoples plan and 
resettlement plan 

 Combined resettlement 
framework and 
indigenous peoples 
planning framework 

 Indigenous peoples 
plan elements 
integrated in project 
design with a summary 

  Environmental and 
social management 
system arrangement 

 Environmental and 
social impact matrix 
 No action 

 
Labor 

 Employment  
opportunities 

 Labor retrenchment 

 Core labor standards 

 

Significant positive impact 

 Plan 
 Other action 
 No action 

Affordability Significant positive impact The affordability of the 
poor section of the 
community should improve 
as a better poverty 
targeting system is 
implemented by the 
government as part of its 
crisis response  

 Action 
 No action 

 

Other risks and/or 
vulnerabilities 

HIV/AIDS 

Human trafficking 

Others (conflict, 
political instability, etc.) 
{please specify} 

 

 

No impact 

 Plan 
 Other action 
 No action 

IV. MONITORING AND EVALUATION
Are social indicators included in the design and monitoring framework to facilitate monitoring of gender and social 
development activities and/or social impacts during project implementation?   Yes  No—not required for the 
proposed facility. 

Source: Asian Development Bank  
 
 
                                                 
i ADB. 2010. Indonesia: Critical Development Constraints. Manila. 


