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POVERTY ANALYSIS (SUMMARY)1 
 
A. Poverty Profile 
 
1. Indonesia has registered significant progress in poverty reduction. Income poverty 
incidence fell from over 50% of the population in the mid-1970s to 12.4% of the population in 
2011. Progress in poverty reduction has been punctuated by periods of temporary setbacks 
caused by economic shocks and slowdowns. From 1976 to 1996, the absolute poverty 
incidence declined from 40.1% to 11.3%. It then shot up to 24.2% in 1998 because of the 
1997 Asian financial crisis. After a period of decline, it rose modestly from 16.7% in 2004 to 
17.8% in 2005 as a result of a surge in global rice prices and increased inflation from a large 
adjustment in domestic fuel prices. Thereafter, income poverty steadily declined. While the 
Indonesian economy was buffeted by the 2008 global economic crisis, policy measures 
aimed at safeguarding the poor contributed to a steady reduction in poverty incidence.   
 
2. Rural–urban trends. Poverty in Indonesia has been a predominantly rural 
phenomenon. Although the rural poverty incidence, at 40.4% in 1976, was only slightly 
higher than the urban poverty incidence of 38.8%, nearly 82% of the poor population was 
residing in rural areas. During 1976–1996, poverty incidence fell to 19.1% in rural areas and 
13.6% in urban areas. After the spike following the Asian financial crisis, rural and urban 
poverty incidence both declined with the subsequent economic recovery. Both again rose 
temporarily with the surge in rice prices in 2005/2006. From 2006 to 2011, poverty incidence 
declined to 15.6% in rural and 9.1% in urban areas. By 2011, 63% of the total poor 
population was residing in rural Indonesia.     
 
3. Regional disparity. There is substantial disparity in poverty among regions. The 
more densely populated parts of the country have the largest numbers of poor persons, 
while poverty incidence is higher in the more remote and scarcely populated islands.  
Moreover, poverty is declining at a more rapid rate in the areas with the highest poverty 
incidence. For example, although poverty incidence declined across all regions during 
1996−2008, the reduction was much greater in Kalimantan, Nusa Tenggara, Maluku, and 
Papua than in other regions. Despite this, poverty incidence in Nusa Tenggara, Maluku, and 
Papua remains significantly higher than in other parts of the country—about three times that 
for Kalimantan. However, only about 10% of Indonesia’s poor population lives in these poor 
provinces while 60% lives on the more densely populated islands of Java and Bali, and 
another 20% in Sumatera.   
 
4. Vulnerability. An important feature of poverty in Indonesia is the extent to which 
large segments of the population could be considered “near poor” and are vulnerable to 
economic shocks. It is estimated that more than half of the population was still living below 
the $2-a-day2 poverty line in 2005. While Indonesia’s level of extreme poverty is lower than 
that of the Philippines or Viet Nam, the proportion of its population living below the $2-a-day 
poverty line is higher than theirs.    
 
5. Inequality. Income inequality in Indonesia compares favorably with that in other 
Southeast Asian countries. Since 2000 the Gini coefficient has oscillated in its historical 
range between 0.32 and 0.37, indicating a moderate degree of income inequality. Incomes 
have tended to be more equal in rural than in urban areas, although in recent years, 
inequality has increased in both. From 2003 to 2009, the rural Gini coefficient widened from 
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0.25 to 0.29 and the urban Gini coefficient from 0.29 to 0.35. During the same period, the 
national Gini coefficient increased from 0.32 in 2003 to 0.37 in 2009.         
 
6. Millennium Development Goals. Good progress has been made in reducing non-
income poverty.3 Millennium Development Goals (MDGs) related to income poverty and 
gender equality in education enrollment have been achieved ahead of schedule. Most of the 
other MDGs are on track and are likely to be achieved by 2015 if focused attention continues 
to be provided. More work is needed to ensure that maternal mortality, contagious disease 
control, and greater access to improved water supply and sanitation targets are met.4 
Combating HIV/AIDS (MDG 6) and ensuring environmental sustainability (MDG 7) are two 
areas in which trends must be reversed if MDG targets are to be met.      
 
B. Poverty Causes and Constraints 
 
7. Limited formal sector employment opportunities. Poverty in Indonesia is 
associated with a lack of access to productive employment opportunities, with workers in 
informal jobs far more vulnerable than those in formal sector occupations. Despite the 
laudable pace of poverty reduction, the incidence of working poor5 is still high. A dense 
distribution of workers with incomes in the $1.25–$2.00 per day range implies that large 
numbers of workers are vulnerable to abject poverty if exposed to shocks such as sudden 
increases in staple food prices, loss of a job, injury, or illness.  
 
8. A lack of formal sector employment opportunities tends to lock a large segment of 
the workforce into low-wage jobs. Although the open unemployment rate declined to 6.6% 
as of August 2011, a third of the labor force is underemployed and the informal sector 
accounts for 62% of employment.6 Rural employment, in particular smallholder farming, is 
characterized by its informality, seasonality, and low productivity. Slow growth in labor-
intensive manufacturing and the limited scope for rural economic diversification also 
combine to trap many households in low-wage jobs.  
 
9. Unequal access to quality education is a binding constraint to reducing poverty 
and inequality. Poverty can be transmitted from generation to generation because the poor 
cannot readily afford to send their children to secondary school where the returns-to-skills 
are large. Primary school enrollment rates have risen, but access to secondary education 
remains inequitable. The differences are especially significant between urban and rural 
children and among expenditure quintiles. For example, only 22% of children in the poorest 
expenditure quintile were enrolled in senior secondary school in 2007 versus about 70% of 
children in the richest quintile. About 36% of primary-school-age children in 2007 never went 
to school or dropped out of school because of financial difficulties, and almost 60% of 
secondary-school-age children gave financial reasons for not attending school.7 
 
10. Unequal access to quality healthcare is a major constraint to poverty reduction. 
Great disparities in health outcomes exist across geographical areas and socioeconomic 
groups. On the supply side, the limited and inefficient use of public spending on health, 
unequal distribution of health facilities and healthcare providers, shallow insurance 
coverage, and poor quality of health care services are critical issues. On the demand side, in 
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addition to the financial burden that health care involves, limited awareness of the 
importance of modern health care (including preventative care) and lack of trust in the public 
health system, lead to low utilization of health care facilities. The rate of health care facility 
utilization increased in recent years, but has yet to return to pre-1997 crisis levels. 
 
11. Lack of market access related to infrastructure deficiencies. Unequal access to 
infrastructure is a critical constraint to accessing economic opportunities and social 
services.8 The supply of good quality roads is limited in many parts of the country and a 
large segment of Indonesia’s road network is in disrepair. At the national level, about 18% of 
the roads managed by the central government are reported to be in poor condition, 24% of 
those managed by provincial governments, and 40% of those managed by district 
governments.9 Road expenditures are biased toward new road construction rather than 
reparation and maintenance. Many poor households do not have access to a safe and 
reliable power source. The electrification rate is about 65%, reflecting inadequate power 
generation, transmission, and distribution.10     
  
12. Resource degradation and extreme weather events, associated with climate 
change, also add to vulnerability and extreme poverty risks.11 The country’s heavy reliance 
on agriculture, forestry, and other natural resources for economic growth and livelihoods 
makes it vulnerable to extreme weather events such as droughts, floods, and tropical 
cyclones. The poor population is most likely to draw their livelihoods from activities that are 
directly linked to the use of fragile, and in many cases, degraded natural resources. The 
poorest groups, such as coastal communities and landless farmers, also suffer the most 
when land and ocean resources are poorly managed.    
 
13. Shallow social safety net. Social protection and social security systems are at an 
early stage of development in Indonesia. Cash transfers have been introduced to help 
vulnerable groups to cope better with shocks such as higher food and fuel prices. Fuel and 
rice subsidies account for the vast bulk of the government’s transfer payments, but neither 
are well targeted to the poorest households. In 2004, the government issued a National 
Social Security System Law No. 40/2004. The law’s intention is to overhaul existing social 
protection programs and provide universal protection against risks of old age, pension, 
illness, and work-related injury and death. A law related to social security administration was 
passed by the Parliament in 2011, providing the time line for the implementation of a 
national health scheme in 2014 and pension in 2015. With this, the coverage of both the 
national health scheme and the pension system is expected to increase gradually.      
  
14. Institutional weakness and corruption hamper efforts to improve services to the 
poor. The burden of corruption falls heaviest on the poor. Although responsibilities for critical 
services have been devolved to local governments, they often have limited capacity for 
planning, budgeting, and executing local spending programs. Poor coordination between 
local and central governments, and across different ministries, also frustrates efforts to 
address poverty in a holistic manner.  
 
C. The Government’s Poverty Reduction Strategy 
 
15. Indonesia’s national plan envisions a society that is prosperous, democratic, and just. 
The National Medium-Term Development Plan 2010–2014 (RPJMN, 2010–2014) focuses on 
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poverty reduction through higher, sustainable, and inclusive economic growth; improving the 
quality of the public sector; fostering democratic development; and strengthening the rule of 
law.  Poverty reduction is the main objective of the RPJMN, 2010–2014, with a focus on 
achieving and, in some instances, exceeding Indonesia’s MDG targets.   
 
16. Making the growth process more inclusive is a guiding principle of the RPJMN, 2010-
2014. This principle is further articulated in the Masterplan for Acceleration and Expansion of 
Indonesia Economic Development, 2011–2025. This will require actions to accelerate 
growth, reduce disparities across regions, provide more opportunities to micro- and small 
enterprises, and empower poor households and communities to participate more fully in 
economic activity. Economic competitiveness is to be fostered during 2010–2014 by 
strengthening manufacturing and agriculture development, tapping Indonesia’s large marine 
potential, fostering innovation by developing science and technology, accelerating 
infrastructure development and improving domestic connectivity with enhanced private 
sector infrastructure provision, improving the quality and relevance of the education system, 
and enhancing the business environment.12   
  
17. The government aims to mitigate the adverse impacts on natural resources and 
agricultural production, and preserve the livelihoods of the poor with improved management 
of the environment and natural resources. Institutional strengthening and community 
participation in rehabilitation and conservation activities, as well as an integrated approach 
to marine development and to disaster preparedness and response, are key aspects of the 
government’s plan. The government’s climate change program includes, among others, 
(i) reduction of greenhouse gases from deforestation and degradation; (ii) climate change 
mitigation and adaptation strategies for agriculture and promotion of climate-resilient 
agriculture; (iii) conservation of upstream watershed areas and use of integrated water basin 
management projects; (iv) rehabilitation of water quality and environment in priority 
watersheds in Indonesia; and (v) interventions to support marine, coastal, and small-island 
ecosystem mitigation and adaptation.13  
 
18. The RPJMN, 2010–2014 aims for average economic growth of 6.3%–6.8% per 
annum, which would boost gross domestic product per capita from $2,555 in 2010 to $3,811 
by the end of 2014. Absolute poverty is to decline from 14.1% in 2009 to 8%–10% in 2014 
and income distribution is to improve as a result of expanding economic opportunities for 
low-income people, people’s empowerment efforts, and improved social protection. Efforts to 
boost job creation are expected to lead to a reduction in open unemployment from 8%–9% 
in 2010 to 5%–6% by 2014. Considerable progress is to be made in reducing non-income 
poverty, with, for example, improvements in access to clean drinking water and health care 
facilities contributing to a decline in the maternal mortality rate from 228 per 100,000 live 
births to 118 per 100,000 live births.    
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