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1. Introduction

What a difference a crisis makes! It is difficult to believe that not too long ago Indonesia was
hailed as an ‘economic miracle’ and regarded as a rare exemplar of a country that managed to
win the battle against widespread poverty. There was indeed a good deal of substance behind
this rhetoric. One may well quibble over precise magnitudes and the methods underpinning
measurement, but there is general agreement that both capability poverty and consumption
poverty in Indonesia fell significantly on a sustained basis over the last three decades. This
was the product of rapid, broad-based growth, macroeconomic stability and reasonably

effective interventions in the domain of basic education and health.

It is certainly a cruel irony that a country that was once won plaudits for its battle against
poverty must now seek to fashion a poverty reduction strategy against a background of
uncertain growth and fiscal austerity. These are, of course, the tragic legacies of the 1997
financial crisis. What started as an apparently generous rescue operation led by the
international community has unfortunately not borne the expected outcome of a V-shaped
recovery. The return of sustained economic prosperity that so distinguished the past remains

as elusive as ever. Hence, the need to re-think the current economic strategy.

It is a source of great pleasure and inspiration to see that a key agency of the government,
namely BAPPENAS, is exercising leadership in thinking about future policy options where
the primary goal is the emergence of a poverty-free Indonesia. It is also a matter of great
privilege that we have been granted the opportunity to engage in a partnership with national
stakeholders to think collectively about navigating the future in a climate of considerable

challenges.

To us, any strategy that will mould the destiny of the poor must ultimately be conceived,
designed and executed by national stakeholders. The enduring lesson of development
assistance is that donor-driven reform agendas simply do not work in the absence of a strong
sense of national ownership. In essence, what we argue here is that the best way that we can
contribute to the current role of BAPPENAS is to facilitate the enunciation of a poverty
reduction strategy that is nationally owned and executed. What could conceivably form the

elements of such a strategy?



We believe that there should to be two mutually reinforcing strands in strategy formulation.
First, one should foster a professional consensus in mapping out the analytical terrain —
appropriate methods of monitoring poverty, identifying what work as policies and what do
not, developing a clear appreciation of opportunities and threats. We believe a widely shared
view on these issues is still lacking. There is both dissent and plain confusion that need to be

aired.

However, there is always the risk that such an exercise can become a stand-alone,
technocratic affair limited to the bureaucratic elite and their peers. This is where the second
strand of strategy formulation becomes so critical. The emphasis at this level ought to be on
the process of consensus. This means the free and frank exchange of ideas within a
framework of public consultations. Such a mechanism offers the opportunity for the
government and the professional community to engage Indonesians representing diverse
constituencies in the collective quest for developing a coherent vision of future policy

directions.

The rest of this paper attempts to articulate these themes more fully. We delineate areas in
which current opinion is united and areas in which views are either insufficiently developed
or even divided. We then proceed to sketch a process of public consultations that we believe

is crucial in moving the poverty reduction agenda forward.

2. Identifying elements of a poverty reduction strategy in Indonesia: the need for

professional consensus

When the crisis started in July 1997 in Thailand and quickly spread to Indonesia, the initial
concerns were with the gyrations of the exchange rate, the stock market and the need for
restoring macroeconomic stability. Over the course of 1998, this gave way to grave concerns

about the social consequences of the Indonesian crisis.

For a while, there was a lively and robust debate on what happened to the poor as a result of
the crisis. This largely methodological debate seems to have been resolved, thanks to the
forthright manner in which BPS, in its capacity as a the national statistical agency, engaged
with its professional peers in a range of quasi-public seminars. Such an approach quelled

cynical speculations that the government was manipulating poverty statistics in a bid to



maximize the inflow of ‘donor dollars’. We now know that consumption poverty rose very

sharply during the peak of the crisis, but that this tapered off as the ‘inflation shock’ of 1998
abated. Despite this, current levels of consumption poverty are still significantly higher than
the 1997 benchmark. Considerable uncertainty prevails over medium-term trends in poverty

if slow growth and political instability persist.

One of the key methodological lessons that we have learned from the aforementioned debate
is that there is no single, simple approach to poverty measurement. Perhaps it is best to focus
on a ‘poverty band’ encapsulating alternative poverty lines rather than a unique threshold that
leads to a contentious ‘point estimate’. This will render the measurement of poverty into a

confidence interval within which ‘high-case’ and ‘low-case’ estimates will be bound.

We have also learned that the monitoring of poverty requires going well beyond ‘head count’
indices. They require an appreciation of the depth and severity of poverty for which
appropriate indicators can be readily computed — and have indeed been computed by BPS.
We have learned that poverty is a multi-dimensional problem that cannot be reduced to
simple numbers. It is not enough to focus on consumption poverty. It is critical to take
account of developments in real wages, on nutritional standards and on a wide class of human
development indicators that fall under the rubric of capability poverty. Finally, we have
learned that it is necessary, particularly when an economy is subject to systemic shocks, to
ensure that annual surveys on which poverty measurement is typically based ought to be
supplemented by rapid-response ‘mini-surveys’ that can quickly track what is happening to
the poor. These lessons ought to feed into a comprehensive poverty reduction strategy, given

that monitoring will be a core element of such a strategy.

While we are beginning to see some clear directions emerging from the evolving debates on
poverty measurement, the same cannot be said of a host of other issues. We will elucidate this

proposition by focusing:

= on the role of social protection in poverty alleviation
= on the link between decentralization and poverty
= on the fiscal squeeze and its impact on the government’s commitment to social

expenditures, such as health and education.



Social protection and poverty

In recent discourse, we have detected the troubling tendency — both within the government
and elsewhere - to make a distinction between social safety net (SSN) mechanisms and
mainstream poverty reduction initiatives. We believe that this dichotomy is debatable and

hence needs to be debated.

The prevailing perception seems to be that SSN programmes were emergency-type responses
to the crisis and should be phased out and replaced by mainstream poverty reduction
initiatives. Several kinds of argument underpin this position. First, there is the populist view
that waste and malfeasance riddled SSN programmes. Second, there is the notion that it is
ultimately the resilience of individual households and the network of friends and family that
enabled the poor to cope with the crisis. In the presence of such a well-functioning ‘informal’
system of social protection, formal social protection systems are irrelevant and may well end
up supplanting efficient, community-based initiatives. Third, it is noted that, given
Indonesia’s current state of development and predicament, a comprehensive system of social
protection is fiscally unaffordable and by using up scarce resources, it will probably act as a

drag on growth.

None of these arguments find support from either theory or evidence. Notable economists,
such as the Noble Laureate Amartya Sen and Dani Rodrik of Harvard University, have
argued that social protection measures are the hallmarks of any humane and democratic
society. Furthermore, the relevance of such measures has intensified because the relentless
process of globalization has actually increased the vulnerability of national polities to
systemic economic shocks. Based on carefully calibrated case studies, some economists have
argued that so-called informal systems of social safety nets are actually inefficient and cannot
simply cope with large-scale crises. Others have assembled cross-country econometric
evidence to conclude that expenditures on social protection promote growth because they can

alleviate social conflicts (typified by riots, rebellion, criminal activity etc).

The allegation that SSN programmes were afflicted by waste and malfeasance ignores
growing evidence that several components — such as the OPK programme and the scholarship
programme — worked reasonably well. Of course, they were by no means perfectly targeted,

but neither were they utterly wasteful and useless. Our own view is that, in the absence of the



SSN programmes, an additional 7-12 per cent of Indonesian households would have fallen

below the poverty line.

As far as the issue of fiscal affordability is concerned, the available evidence once again does
not support the critics. A recent WFP report has highlighted that, despite the apparently vast
sums (approximately Rp 5 trillion in 1999), the SSN programmes only amount to 0.5 per cent
of GDP. Such a statistic pales into insignificance when one considers the various fiscal
commitments of the government that do not have a direct bearing on poverty. For example,
the petroleum and electricity subsidies are going to absorb 2.2 per cent of GDP in 2000 (Rp
25 trillion — that is five times the value of the SSN programme), although it is widely
believed that such subsidies generally benefit upper and middle-income groups. These issues

are re-visited at a subsequent juncture.

Studies by the ILO have shown that even if the government adopts formal social protection
measures as a durable element of a comprehensive poverty programme, they are unlikely to
be fiscally taxing. Consider, for example, the specific case of unemployment benefits —
which is, of course, the most widespread form of social protection in industrial countries. The
ILO has shown that it would have taken an average required contribution of only 0.4 of
payroll from 1991-2000 for the Indonesian government to provide all insured job losers over

this period, including during the current crisis, with 12 months of benefits.

In sum, the role of social protection in any poverty reduction strategy for Indonesia should be

re-considered. At the very least, an open debate on this issue is necessary.

Decentralization and poverty

The general perception is that decentralized governance will bring about more effective
poverty alleviation programmes by bringing the government closer to the people and by
creating a conducive environment for more efficient public service delivery mechanisms.
Unfortunately, recent evaluations on the link between decentralization and anti-poverty
policies in developing countries suggest a rather ambivalent picture. Often, the local decision-
making machinery becomes prone to capture by elites in the absence of a well-functioning
legislature, a robust civil society and a free press. Furthermore, whether by design or default,

central governments tend to display re-centralizing tendencies. Case studies of



decentralization highlight examples of countries that undertook them too fast and on too wide
a scale without any clear strategic intent, and usually in a turbulent context of political and

economic crises.

The current decentralization agenda in Indonesia displays characteristics that are
uncomfortably close to the cases of ‘failure” documented in recent evaluations. It is
proceeding in the context of ethnic conflicts and political uncertainty stemming from the
secessionist tendencies of resource-rich provinces. It is occurring in the wake of a deep
economic recession and dwindling fiscal resources. It is moving ahead without a clear vision

of how decentralization will support the government’s core mission of eliminating poverty.

In our own work, where we managed to engage in consultations with more than 300
stakeholders representing diverse regional communities spread across 10 provinces, we came
across the disturbing mind-set of ‘decentralize now, deal with the problems later’. We
interpret this as a manifestation of the ‘paradox of regional discontent’. Three decades of
overly centralized and authoritarian rule has bred a sense of innate distrust of the central
government among regional communities. Thus, despite grave misgivings about the design of
the overall decentralization framework, representatives of regional communities that we
spoke to are impatient to move ahead, fearing that any delay will be used an excuse by the
central government to stall forever. We also feel that the politicization of the current
decentralization agenda bears the strong imprint of the particular interests of a few resource-

rich provinces.

Despite such concerns, we maintain that decentralization in Indonesia is long overdue and, in
any case, is an irreversible process. Properly designed and executed, decentralization can
indeed be a potent instrument for maintaining both national cohesion and furthering the core
objective of reducing poverty. The trouble is that this linkage between instrument and goals

has not been clearly articulated in the current decentralization framework.

We have in the past argued the case for crafting a ‘social accord” where the core mission of
decentralization is the elimination of the worst forms of regional disparities. This would
entail the enunciation of minimal national standards of human development that all regional
communities will be entitled to. Note that such an approach does not encroach on the

opportunity for the more dynamic regions to forge ahead. By mandating minimal human



development standards across regions, a social accord on decentralization may well promote

national cohesion and reduce poverty at the regional level.

The fiscal squeeze and the government’s commitment to pro-poor policies

After being extolled for decades for its virtuous record of fiscal prudence, Indonesia now
finds itself in the midst of dwindling fiscal resources. This, of course, is the harsh legacy of
the 1997 financial crisis. A considerable slice of public resources (36 per cent of domestic
revenue and 27 per cent of the total budget) is being consumed in servicing the government’s
domestic and external debt. The latter, in turn, is a direct consequence of the government’s
attempt to recapitalize a moribund banking system and the assumption of large-scale private
debt. Indonesia has ended up with the unenviable position of trying to deal with one of the
costliest bank restructuring programmes, currently amounting to well over 50 per cent of

GDP.

What strikes us as rather odd is the lack of a robust public debate — and hence open
acknowledgement - of the opportunity cost of tying up scarce fiscal resources in an enterprise
that has so far failed to yield tangible and widespread benefits, despite claims that it is the
central plank of the current reform strategy. The key issue, when analyzing the opportunity
cost of current and projected budgetary allocations, is the extent to which such allocations

will impede the government in its mission to build a credible poverty reduction strategy.

There is no commonly agreed position on the issue of the costs and benefits that flow from
the prevailing practice of fiscal management. One could start by arguing that there is no
alternative (a case of “TINA’). The government has to diligently pursue the current course of
action. The opportunity cost of not doing so is a fatally impaired financial system, a long-
term cessation of the inflow of foreign capital caused by a lack of investor confidence and
hence the persistence of economic stagnation. This in turn will lead to long-term increases in
poverty, however creative the government is with attempts to protect the poor from the

predictable consequences of economic stagnation.

The TINA proposition would thus maintain that diligently pursuing the bank-restructuring
programme is ultimately pro-poor in orientation, despite the seemingly vast sums that are

being expended to sustain this strategy. Supplementing this proposition is the argument that



the primary focus in fiscal management as it pertains to funding poverty reduction
programmes should be the optimization of efficiency in the delivery of social services,

enabling the government to achieve its goals even in an era of dwindling public resources.

We are not as sanguine as the advocates of the TINA proposition. We believe that an open,
but informed, public debate should occur on the implications of current and projected
budgetary allocations. After all, embedded in fiscal management are implicit value
judgements and unstated political priorities. When, for example, the government fails to put a
cap on the escalating costs of recapitalizing the banking system, or when it decides to persist
with the subsidization of petroleum and electricity that is five times as costly as a social
safety net programme, it is conveying a signal that it cares more about certain groups and
sectors in society than others. The virtue of an open public debate is that it enables
stakeholders to consider these value judgements and political priorities in a transparent and

accountable manner.

We also believe that the emphasis on efficiency in the use of public resources at a time when
the fiscal envelope is tightly circumscribed creates a sense of false optimism on what is
achievable. If there are minimal amounts that are required to fund anti-poverty programmes,
and if current and projected resources fall short of such minimal standards, then exhorting the
government to do more with less is to ask a starving person to be parsimonious with his diet.

To illustrate this point, consider the following numbers.

A casual glance at the available statistics shows that it would cost the government around 2.3
per cent of GDP to bring everybody above the poverty line. This translates to roughly Rp 26
trillion at current prices. Will the government be able to maintain this threshold in real terms
over the medium term? Unless such a basic question is resolved, a poverty reduction strategy
runs the risk of being empty rhetoric. Our fear is that the government’s commitment to social
expenditure is under serious pressure. For the year 2001, for example, development
expenditure on education and health is likely to decline by 26 per cent and 39 per cent in real
terms relative to this year. It is difficult to believe that such steep (projected) declines

represent the culling of ‘spare fat’ from the system.

In sum, a clear appreciation of the implications of current and projected budgetary

expenditure must be at the core of any discussion of a poverty reduction strategy for



Indonesia. There are competing interpretations on what these implications are. The
reconciliation of these interpretations within the context of informed public discourse is of

paramount importance.

3. Moving ahead with a poverty reduction strategy: getting the process right

As noted, identifying the core issues in an anti-poverty strategy and reaching a professional
consensus on these issues is only one plank of strategy formulation. How the consensus itself
is forged is critical. Let us re-state our proposition: we believe that consensus building ought
to occur within the framework of widespread public consultations. This process is
fundamental to ensuring that policy debates do not become closed-door sessions run by
technocrats. The goal of inculcating national ownership of any reform strategy in turn

becomes more feasible.

We suggest a possible process that could take a putative poverty reduction strategy forward.
Thus:

1. The government starts with a Presidential Commission on poverty alleviation.

2. The Commission launches quasi-public hearings from experts that trigger
publicizing of existing and forthcoming professional evaluations on the prevailing
portfolio of poverty programmes and draws in international experiences. This is
combined with regional consultations of all pertinent stakeholders.

3. A technical secretariat within the Commission integrates the findings in a series of
‘White Papers’ (e.g. on social protection, on pro-poor fiscal management, on the
linkage between decentralization and poverty etc) that are formally launched within
the context of a national convention.

4. The White Papers could include variants of a poverty reduction strategy (say, two-
to-three versions) with a recommended option. The variants should contain enough
implementation detail vis-a-vis functions of different levels of government,
financing mechanisms, accountability mechanisms etc.

5. The White Papers, together with the deliberations of the convention, are conveyed
to Parliament.

6. Assuming all above steps run smoothly, a poverty reduction strategy is set over the

five-year planning period.



Donors can assist this process in a number of ways. Thus:

= They can facilitate the work of the Presidential Commission and its technical secretariat
and engage in a division of labour on the professional evaluations, reflecting preferences
and comparative advantage of different agencies

= They can facilitate the production of the White Papers

= They can facilitate the regional consultations

= They can facilitate the holding of the national convention

We hope that the process that we have sketched is worthy of consideration by the
BAPPENAS and pertinent stakeholders. We stand ready to assist and support the government

in building national ownership of a holistic development strategy.
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