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I. POVERTY ANALYSIS AND STRATEGY 

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

The Government of Indonesia’s Medium-Term Development Plan for 2010–2014 includes 11 complementary national priorities 
to achieve pro-poor, sustainable, and inclusive growth. They include (i) an improved investment and business climate,  
(ii) bureaucracy and governance reform, and (iii) poverty reduction. The Asian Development Bank (ADB) 2006–2009 country 
strategy and program (CSP) for Indonesia

a
 identified five areas of engagement to help achieve the government’s objectives of 

pro-poor sustainable growth and social development: (i) better infrastructure and infrastructure services, (ii) a deeper financial 
sector, (iii) more effective public financial management in a decentralized environment, (iv) quicker achievement of the 
Millennium Development Goals (MDGs), and (v) more robust management of the environment and natural resources. The 
proposed program is included in the ADB 2010–2012-country operations business plan for Indonesia.

b
 It supports the 

government’s poverty reduction strategy by making the growth process more inclusive in the regions through better service 
delivery and thus reducing disparities between regions. 

 
B. Poverty Analysis 

 
Targeting Classification: General Intervention 

1. Key issues. The program comprises support for development of the legal and regulatory framework, as well as 

initiatives for institutional strengthening required for efficient and effective fiscal decentralization. The latter are expected to 
improve local public service delivery and have an impact on poverty reduction. Despite the strong macroeconomic performance, 
the continuing progress in political and fiscal devolution, and poverty reduction in the regions, regional disparities in terms of 
poverty, income distribution, and access to basic services continue. The more densely populated parts of the country have the 
largest absolute number of poor residents, while income poverty is higher in more remote and scarcely populated islands. This in 
turn impacts the quality of human development in each region. For example, in 2010, Maluku province reported a poverty rate of 
27.7%, compared with 3.5% in Jakarta and 4.3% in Bali. Inequalities extend to other human development dimensions. East 
Maluku’s value for the human development index (HDI) is 70.96, while Jakarta, the second richest region, had an HDI of 77.36. 
The large regional disparities are also noticeable in the delivery of basic services. For example, more than 80% of households in 
Jakarta have improved sanitation, compared with around 25% in Papua or Kalimantan Tengah. At least  
12 provinces report that less than 70% of households have access to electricity.  

2. Design features. The program aims to help reduce regional disparities through improved delivery of basic services and 

infrastructure to local communities across the country; this will have a positive impact on overall poverty reduction in the regions. 

 
C. Poverty Impact Analysis for Policy-Based Lending 

1. Discuss the impact channels of the policy reform(s) (direct and indirect, short and medium term) on the country and major 
groups affected. Most policy actions that will have a direct impact on reducing regional disparities will come under policy action 
no. 2 (clarifying arrangements for regional administration to improve service), policy action no. 3 (improving the intergovernment 
fiscal system), and policy action no. 5 (strengthening regional debt management). By reducing regional disparities in service 
delivery, the program is expected to support improved living standards and reduced poverty rates in poorer regions. Endowing 
regional governments with the capacity to allocate their resources to local development priorities such as primary health services 
or basic education can have a positive impact on reduction. Policy action 2 supports the link through two policy objectives: 
improve clarity of expenditure assignments and service responsibilities across tiers of government, and rationalize the process 
for creating new jurisdictions. Reform in this area includes the central government’s revision of the Minimum Standards of 
Service delivery on areas related to the Millennium Development Goals (MDGs), such as health and education, with a view to 
reducing disparities in coverage rates and quality of service across the territory. Policy action 3 aims to help gradually reduce 
central government funding as regional governments assume increasing responsibilities for tax collection from their own sources 
of revenue. Policy action 5 aims to help regional water companies restructure their debts and thus enable them to increase the 
effectiveness of their operations in delivering basic water services to constituents. The remaining actions in the program’s policy 
matrix will have indirect impacts on poverty reduction. They are expected to assist regional governments in improving their 
medium-term fiscal expenditure framework, which will result in better accountability of regional governments in their fiscal 
management. This will result in more savings generated from more efficient budget management and allow regional 
governments to dedicate more resources to pro-poor programs and access to services, enabling them to participate in 
opportunities offered by economic growth. 
 
2. Discuss the impact of policy reform on vulnerable groups and ways to address it (refer to social analysis). The policy reforms 
contained in LGFGR 2 subprogram 2 will have a positive impact on the improvement on the life of the vulnerable groups, such as 
children and women across the country, by providing a better service delivery framework that assists in addressing their specific 
needs, and addressing the observed lack of clarity and excessive overlap in expenditure assignments between the central and 
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regional governments.   
 
3. Discuss how the policy reform(s) contribute(s) to poverty reduction, pro-poor growth, and the MDGs. The program will directly 
support government’s efforts to achieve sustainable pro-poor growth through policy actions that will contribute to better service 
delivery and improve synergy between the central and regional governments. 

 
II. SOCIAL ANALYSIS AND STRATEGY 

A. Findings of Social Analysis 
Key issues. LGFGR 2 subprogram 2 is expected to help the government with its poverty reduction agenda by enhancing the 

effectiveness and efficiency of the delivery of basic public services. Indonesia’s development challenges have important 
individual territorial needs. Central government agencies would be unable to customize the mix of public services required by the 
broad variety of localities in the country, and thus a bottom-up approach to poverty reduction is promoted. If regional 
governments have clear expenditure assignments and the discretion to apply available funds to local priorities, they would be 
able to better match resources with poverty reduction priorities.  LGFGR 2 subprogram 2 will also have a positive impact on 
achieving gender equality through effective implementation of gender-responsive budgeting at all tiers of government.  

 
B. Consultation and Participation 

1.Provide a summary of the consultation and participation (C&P) process during project preparation. Various aspects of the 
reforms supported by the program have been subjected to extensive stakeholder consultations. The key stakeholders in the 
program are officials in central and regional government agencies, nongovernment organizations, 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 program is based on the government’s priority policies in selected areas. The program and the policy actions entailed wide 
consultations including through multistakeholder consultation forums—musrenbang—at all levels. Musrenbang is the principal 
process for negotiating, reconciling, and harmonizing differences between the government and nongovernment stakeholders, 
and reaching collective consensus on development priorities, including regulatory reforms and budgets. 

 
C. Gender and Development Gender Mainstreaming Category: Effective gender mainstreaming  
1.    Key issues. While Indonesia has made progress over the years, gender inequality persists. Of 182 economies in the 

United Nation’s HDI in 2009, Indonesia ranked 111th; and of the 155 in the gender development index, it ranked 90th. In 2007, 
women’s labor force participation was 40%, compared with 80% for men. The shift to regional autonomy under the 
decentralization law has shown the potential for increased participation of women in local governance. 
 

2.   Key actions. Measures incorporated 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 include the following: The 
policy actions in the program effectively mainstream gender considerations and goals. The government has advanced the 
promotion of effective gender mainstreaming by including it as one of the main targets in the second national medium-term 
planning growth agenda (RPJMN 2010–2014) and including it in the government work plan for 2011 and 2012. The central 
government also ensures gender equality is achieved in the region by making sure expenditure assignments include 
components for gender equality, for example, the introduction of minimum service standards for gender-related issues, such as 
domestic violence. Further, the government is advancing on incorporating gender-responsive budgeting in public financial 
management activities in the central and regional governments.  
 

       Gender action plan       Other actions or measures      No action or measure 
 
The government has developed gender-responsive budgeting for different tiers of government. The Ministry of Finance has 
issued a decree instructing line ministries to implement gender-responsive budgeting and use the draft manual offering guidance 
to regional governments on the implementation of gender-responsive budgeting. 
 

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 No involuntary settlement will be 
required 

 Resettlement plan  
 Resettlement framework  
 Combined resettlement plan and indigenous 
peoples plan 

 Combined resettlement framework and 
indigenous peoples planning framework 

 Environmental and social management 
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system arrangement 
 Environmental and social impact matrix 
 No action 

Indigenous 
Peoples

 

 

No impact No impact on indigenous peoples 
is foreseen 

 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 

Positive impact Strengthening the policy, legal, 
and regulatory framework for 
decentralization as well as 
developing the capacity of local 
governments will increase the 
effectiveness and efficiency of the 
delivery of basic public services. 
This can have a direct impact on 
economic development of the 
region; and thus increase job 
availability. 

 Plan 
 Other action 
 No action 

Affordability Positive impact The poor and vulnerable are 
expected to benefit from improved 
implementation of fiscal 
decentralization and better public 
service delivery. 

 Action 
 No action 

 

Other Risks 
and/or 
Vulnerabilities 

HIV/AIDS 
Human 
trafficking 
Others 
(conflict, 
political 
instability, 
etc.)  

No impact None  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        
Include gender mainstreaming in strategic policy documents; ensure norms and standards for service delivery incorporate 
domestic violence issues involving women and children; develop gender-responsive budgeting processes at various levels of 
administration. 
a  

ADB. 2006. Country Strategy and Program: Indonesia, 2006–2009. Manila.
 

b  
ADB. 2009. Country Operations Business Plan: Indonesia, 2010–2012. Manila.

 

Source: Asian Development Bank staff. 
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