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POVERTY IMPACT ASSESSMENT 
 
A. Summary 
 
1. This poverty impact assessment provides a preliminary assessment of the impact of the 
novel coronavirus disease (COVID-19) pandemic on the Indonesian economy, employment and 
livelihoods, and poverty. Analyses of the economic impact of COVID-19 are based on simulations 
from IndoTERM.1 Results from the IndoTERM simulations are used to inform analysis that draws 
from the national socio-economic survey (SUSENAS) and the national labor force survey 
(SAKERNAS) to assess the impact of COVID-19 on employment, livelihoods, and poverty. It is 
estimated that economic growth may fall to 2.3% in 2020 and that the percentage of people falling 
below the national poverty line may increase from 9.4% in March 2019 to between 11.9% and 
12.8%. Up to 7 million workers may be laid off from their employed, resulting in the unemployed 
rate doubling from its current rate of 5.3%. Analysis indicates that the considerable progress made 
throughout Indonesia towards poverty reduction in recent years is at risk of being setback as the 
impact of the COVID-19 outbreak unfolds.  
 
B. Overview 
 
2. COVID-19 has unleashed a major health, social, and economic shock in Indonesia. 
Indonesia is facing a rapidly evolving multidimensional exogenous shock on public health and the 
economy due to the COVID-19 pandemic. It has the third highest mortality rate in the world from 
the COVID-19 outbreak and is ranked the third most vulnerable country in Asia.2 Public health 
measures to stop the spread of COVID-19 – i.e. flattening the pandemic curve – to avoid 
overwhelming of the health systems have led to severe disruption to economic activities. 
Consequently, economic growth in 2020 will see a very steep decline, from the pre-COVID-19 
projection of 5.2% to possibly 2.3% growth. Poverty levels could increase steeply, as 73.9 million 
individuals (30% of the population) were either poor or vulnerable to falling into poverty.3  
 
3. Effects from the COVID-19 shock are cascading into financial and external sectors. 
The uncertainty has unnerved financial markets resulting in sudden capital flight, depreciation of 
the rupiah to levels unseen since 1998 Asian Financial crisis, and a sharp increase in bond yields. 
At the same time, oil and commodity prices have fallen drastically. This poses an extremely 
challenging outlook for a country that highly depends on commodities exports. Enterprises across 
all economic sectors stand to suffer from the domestic and external slowdowns, which will 
reverberate in the economy even beyond the peak of the COVID-19 outbreak. All these 
developments will inevitably have serious consequences for the poor and vulnerable segments 
of the population, including those performing informal economic activities, which account for 53% 
of total employment in Indonesia. 
 
4. The Indonesian Government has announced measures to mitigate the shock. The 
government has announced three fiscal packages that will fund substantially increased public 
health measures, social assistance to the poor and vulnerable, and support to businesses worth 
$32.4 billion. A key component is to support enterprises including affected micro-small and 
medium enterprises (MSMEs). This includes government subsidizing interest for MSMEs credit 
and government transfers to subnational governments for tax waivers. In addition, the government 

 
1 A. Yusuf. 2020. Economic impact of the COVID-19 pandemic. Jakarta (unpublished). 
2 Citi. 2020. Asia Economic Outlook & Strategy: Assessing Pandemic Vulnerability for the Longer Haul. 20 March 

2020. 
3 World Bank. 2019. Poverty and Equity Brief: Indonesia, East Asia and Pacific, October 2019. Jakarta.  

http://www.adb.org/Documents/RRPs/?id=54139-001-3
https://databank.worldbank.org/data/download/poverty/33EF03BB-9722-4AE2-ABC7-AA2972D68AFE/Global_POVEQ_IDN.pdf
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extended a tax holiday for manufacturing workers with an annual income of less than $14,000. It 
is supporting the productive sectors by lowering corporate taxes, suspending import taxes, and 
accelerating valued-added tax restitution for 19 manufacturing subsectors for up to 6 months. In 
addition to the new resources allocated, President Widodo instructed all ministries and local 
governments to limit their budget spending, so that the money can be reallocated to tackle the 
COVID-19 pandemic and to maintain people’s purchasing power. The government is closely 
monitoring the situation and considering further fiscal stimulus measures as needed. 
 
C. Economy Wide Impact 
 
5. Analysis of the economy wide impacts of COVID-19 is undertaken using an inter-regional 
computable general equilibrium (CGE) model, IndoTERM.4 The model is based on Indonesian’s 
national and inter-regional input-output tables from 2010, which includes 179 sectors across 
Indonesia’s 34 provinces. Simulations were developed based on two scenarios to examine the 
impact of COVID-19 on the Indonesian economy: 

a. Global supply chain disruption resulting in trade interruptions, collapse in tourism, 
and severe social distancing protocols implemented nationally for one-month.5 

b. Parameters as outlined above, plus government stimulus measures to mitigate the 
impact of the shock.  

 
6. It is assumed that all shocks, excluding stimulus measures from government, will 
eventually returned to the economy and support economic growth in future. While the shape of 
the shock and its structural legacy are still being determined, it is assumed that the shock will 
result in a U-shaped recovery. Simulation results indicate that the impact of COVID-19 on the 
Indonesian economy could result in a drop in the output of hotels by 11.54% and of restaurants 
by 7.86% in 2020 (Figure 1a). Transport, construction, food processing, and other manufacturing 
outputs would also suffer seriously. The most severely affected regions of Banten, Jakarta, and 
Bali will see a sharp deviation from their baseline growth in 2020 (Figure 1b.).  
 
  

 
4  IndoTERM is a bottom up multiregional computable general equilibrium model. The model was developed through 

collaborative effort of the Center for Economics and Development Studies (CEDS), Universitas Padjadjaran, 
Indonesia; Indonesia’s National Development Planning Agency (BAPPENAS); Center of Policy Studies (CoPS), 
Monash University, Australia; and, Asian Development Bank.  

5 Derived from ADB’s multi-regional model based on ADB. 2020. Asian Development Outlook (ADO) 2020: What 
Drives Innovation in Asia? Manila.  

https://www.adb.org/publications/asian-development-outlook-2020-innovation-asia
https://www.adb.org/publications/asian-development-outlook-2020-innovation-asia
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     Figure 1a: Top 5 Most Affected Sectors       Figure 1b: Regions Most Severely Affected 
         (% reduction in sector output in 2020)             (% deviation from baseline growth in 2020) 

Source: A. Yusuf. 2020. Economic impact of the COVID-19 pandemic. Jakarta (unpublished). 

 
D. Employment and Livelihood Impact 
 
7. The economic slowdown threatening gains made in poverty reduction and job growth. As 
the impacts of COVID-19 are transmitted to the economy, the labor market will be affected during 
quarantine and in the early stages of a gradual recovery. Wage income losses will be influenced 
by the effectiveness of measures to protect the 33 million male and 18 million female employees 
(40% of total employment) in the formal economy. The 71 million self-employed, casual 
employees, and unpaid workers who are not covered by employment protection legislation—
accounting for about 53% of total employment—will have limited options for respite and are 
usually the first to be laid off as business slows. It is estimated that job losses could be in the 
range of 1 million–7 million under ADB’s current best-case and worst-case scenarios for the 
impact of COVID-19 on Indonesia’s economy, resulting in the unemployment rate almost doubling 
from 5.3% in 2019 to 10.5% in 2020 (Figure 2).6  
 

Figure 2: Preliminary assessment of the impacts of COVID-19 on the labor market 

 
Source: ADB. 2020. Asian Development Outlook (ADO) 2020: What Drives Innovation in Asia? Manila.  

 
8. As businesses earn less and workers’ hours are reduced, income losses to the self-
employed and precarious workers will add severity to the impact of job losses from those that 
become unemployed. As of 13 April 2020, the Ministry of Manpower reported that 2.8 million 
workers had already been put on unpaid leave or laid off, while the employment outlook for the 

 
6 ADB. 2020. Asian Development Outlook (ADO) 2020: What Drives Innovation in Asia? Manila. 
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two million youth that enter the labor market annually looked bleak.7  
 
9. Selected economic sectors, such as hotels, restaurants, and manufacturing, are expected 
to experience severe downturns as the impacts of COVID-19 take hold. As demand contracts and 
businesses see a sudden downturn in earnings, it is expected that employment losses will be 
more concentrated in industry and services. The share of women workers in sectors that are 
expected to be hardest hit is high. To illustrate, one in three women, compared with one in five 
men, work in the wholesale or retail trade and in accommodation and food services (Figure 3). 
Many of the jobs in these sectors also are informal, entailing little protection for workers and lack 
of provision of paid leave. In addition, occupations in these sectors, as well as manufacturing, are 
less amenable to work-from-home arrangements and exposed to downturns in business volumes. 
In absence of paid leave or unemployment benefits, household income and consumption power 
is likely to fall and result in many near poor and vulnerability households facing a heightened risk 
of falling into poverty. Female-headed households are of particular concern.  

 
Figure 3. Sectoral employment for men and women, August 2019 (%) 

  
Source: Statistics Indonesia. 2019. Labour force situation in Indonesia: August 2019. Jakarta.  

 
E. Poverty Impact 
 
10. One third of Indonesia’s population is either poor or clustered marginally above the 
national poverty line, and 24.2% of individuals fall below the $3.20 a day international poverty line 
for lower middle-income countries.8 With Indonesian households’ largest source of income for 
expenditure derived from employment earnings, many are vulnerable to shocks that disrupt 
livelihood earnings. The implication of this is that the poor are more likely to become more 
impoverished due to economic shocks and many of vulnerable households may fall into poverty. 
During these times poor and vulnerable households may sell assets to generate income to meet 
daily needs, seeing a lengthening in the time that households needs to recover from the shock. 
Empirical analysis shows that shocks exacerbate the vulnerability of the poor due to limited 
diversification of income sources and lack of access to social protection.9 Crises also exacerbate 
age, gender, and disability disparities, with burdens compounded by limited access to health care 
services and responsibilities for domestic activities such as child rearing, housekeeping, and 

 
7 https://www.thejakartapost.com/news/2020/04/14/up-to-9-million-people-to-fall-into-poverty-unemployment-as-

covid-19-hits-sri-mulyani.html  
8 World Bank. 2019. Poverty and Equity Brief: Indonesia, East Asia and Pacific, October 2019. Jakarta.  
9 A. Shepard et al. 2013. The Geography of Poverty, Disasters and Climate Extremes in 2030. UK Department for 

International Development (DFID). London. 
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caring for the ill. Social distancing measures associated with the COVID-19 pandemic add to 
vulnerabilities, as restrictions see informal economy activities controlled and alternative avenues 
for alternative income earning severely tapered. Other channels through which poor and 
vulnerable households may be affected include death and disability, as well as increasing stress 
on public and private services.  
 
11. A preliminary assessment of the impact of the COVID-19 outbreak on poverty is provided 
using Indonesia’s National Social and Economic Survey (SUSENAS) from March 2019 and 
results from the IndoTERM simulation. The simulation expects an immediate decrease in real 
household expenditure both at national level and across provinces in Indonesia and assumes the 
following:  

a. Reductions in household consumption are assumed to be uniform across each 
province.  

b. The baseline (without COVID-19 pandemic) provincial poverty line by urban and 
rural is estimated using a simple linear relationship from poverty rate estimates 
over 2012-2019. Poverty lines by province (urban-rural) for 2020-2025 are 
generated using the cumulative expenditure per capita of the projected baseline 
consumption.  

c. Poverty rates are estimated using the deviation from baseline in 2020 and annual 
consumption growth for the following year.  

d. It is strongly assumed that there is no change in population due to limited 
information on people movement across cities and province. 

 
12. Based on the assumptions, preliminary analysis of the impact of COVID-19 on real 
household expenditures indicates that the national poverty rate could increase from a base line 
of 9.4% in March 2019 to 11.9% in 2020 if social distancing measures are implemented for one 
month or 12.8% if these measures are extended for a period of six weeks. While the severity of 
poverty rate increases may vary by province and with the effectiveness of the emergency 
response and the speed of spread of the disease, those provinces that have economic activities 
with strong links to commodity trade, tourism, and manufacturing are likely to be hit hardest. As 
industries that have a high share of female workers are likely to be harder hit by COVID-19, 
sudden income losses may especially impact female headed households.  
 
13. In addition to social distancing measures, the government has responded to the rapid 
spread of COVID-19 by expanding social protection programs and providing various economic 
stimulus for enterprises.10 Preliminary analysis shows that the effect of the expansion of social 
assistance programs for mitigating increases in the incidence of poverty are likely to be effective 
if responses are timely and implemented as planned. Simulations indicate that the poverty 
incidence is likely to be significantly reduced with provision of additional social assistance, from 
11.9% to 10.5% if social distancing measures are implemented for 30 days or from 12.8% to 
11.3% if social distancing measures are implemented for 45 days (Table 1). With low levels of 
income diversification and the slowdown in industries with a large share of female workers, female 
headed households are highly vulnerable. Poverty rates for female headed households may rise 
to between 13.1%-14.0% compared with 11.7%-12.7% for male headed households. However, 
simulations indicate that although the poverty incidence for female headed households is still 
higher than male headed households, the provision of additional social assistance can slightly 

 
10 The additional benefit for the Sembako program is Rp50.000 per month. Beneficiaries of the family hope program 

(PKH) will receive their 3-monthly payment as monthly payment. The average benefits received by PKH beneficiaries 
is Rp2.400.000 per year which translate to Rp200.000 per month. Each household who receives Sambako or PKH 
and have electricity at their house is expected to receive an additional Rp40.000 per month.  
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close the gap. Similarly, rural poverty is higher than urban poverty, but provision of additional 
social assistance will still help to alleviate poverty incidence across both areas. Timely and well 
targeted fiscal measures will aid in moderating the adverse impact on poverty and could speed 
recovery towards pre-crisis poverty levels.  
 

Table 1. Comparison of Poverty Incidence and Social Assistance Provision, 2020 (%) 

Scenario 
Existing social assistance Additional social assistance 

National Urban Rural National Urban Rural 

Social distancing for 30 days 11.9 8.6 16.0 10.555 7.6 14.222 
Social distancing for 45 days  12.8 9.4 17.1 11.333 8.333 15.111 
 National MHH FHH National  MHH FHH 
Social distancing for 30 days 11.9 11.7 13.1 10.5 10.4 11.4 
Social distancing for 45 days  12.8 12.7 14.0 11.3 11.2 12.0 

MHH = male headed households; FHH = female headed households.  
Source: Purnagunawan. M. 2020. Poverty Impact Assessment: Preliminary results. Jakarta (unpublished).  

 


