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Economic growth have positive 

impact on poverty reduction
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Kanbur, Rhee, Zhuang, 2014



But inequality is rising
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Source: Jain-Chandra et.all (2016)



Indonesia: Growth and 

Poverty reduction 
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Driving Forces behind rising 

inequality

 Technology (labour saving), increasing skill 

premium (inequality in education, have an 
impact on rate of return) vs unskilled labour

 Rigidity in the labour market

 Financial market liberalization

 Commodity price; Dutch disease

 Inequality in access: education, health, financial 

services, infrastructure

 Poor quality of infrastructure 

 Demography: aging population

 Corruption and high cost economy
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Policy response to promote growth and 

addressing inequality

 Promote more employment friendly economic 

growth

 Improve labour law

 Improve quality of human capital

 Effective fiscal policy: quality of spending

 Focus  more on education, health, infrastructure: 

Case of case transfer, CCT and fuel price hike

 Mobilization of tax revenue

 Financial inclusion: digital technology

 Employment friendly policy

 Economic deregulation

 Inflation: opening up import for staple food
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Better quality of spending
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Figure A.25: Higher capital and social spending 
drove overall spending growth in 2017 
(annual actual expenditure growth yoy, percent) 

Figure A.26: Disbursements improved overall, 
especially for capital and social spending… 
(actual expenditure as percent of revised budget) 

  
  

Source: Ministry of Finance, World Bank staff calculations   
Note: Some social expenditures were reclassified into material spending in 2015. 2015-2016 are actual audited figures. 2017 are preliminary 
figures as of February 9, 2018. 

 
Disbursements of 
capital and social 
budgets improved  

 By the end of 2017, IDR 1,986 trillion or 93.1 percent of the total government 
expenditure in the 2017 Revised Budget was disbursed, the highest in 3 years (Figure 
A.26). This reflects improvements in expenditure budget executions, with 
disbursement of capital expenditures improving from 74.5 percent in 2016 to 96.9 
percent in 2017, the highest in 8 years. Disbursement of social spending also 
improved to 94.7 percent of the Revised Budget, but the disbursement of non-energy 
subsidies remained low due to persistent administrative issues. The Government 
exceeded its budget on energy subsidies due to higher than expected oil prices40 and 
some arrears payments from 2016.41 
 
  

                                                      
40 Average crude oil prices came in at USD 51 per barrel in 2017, compared to the assumption of USD 
48/barrel in the 2017 Revised Budget. 
41 The Government paid IDR 5 trillion in arrears to PLN in 2017. 
http://republika.co.id/berita/ekonomi/keuangan/18/01/15/p2lvax383-kurang-bayar-anggaran-
subsisi-energi-membengkak-pada-2017  
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Yet, tax ratio to GDP 

remains low and steadily 

decline
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excluding Tax 
Amnesty revenues 

in the tax ratio points to the impact of higher oil prices35 and some early results from 
the Government’s efforts to ease the burden of paying taxes and enhance compliance 
management. Excluding TAP, overall revenue growth stood at 13.5 percent, with 
value-added tax (VAT) contributed the most with 4.7 percentage points, mainly 
supported by import VAT (Figure A.24)36. Higher oil prices also meant oil and gas 
(O&G) related revenues played a substantial role, contributing 3.6 percentage points 
to total revenue growth excluding TAP.37 The contribution from excise revenue was 
small but positive, demonstrating gains from tobacco excise reforms38. 
 

Commodity-related 
revenues and VAT 
continued to drive 
revenue collection in 
the first two months 
of 2018  

 Preliminary monthly realization data indicate that commodity-related revenues and 
VAT continue to drive revenue collections in early 2018. Total revenue realizations 
by end-February grew 17.7 percent yoy in nominal terms, faster than the 8.9 percent 
over the same period in 201739. Similarly, tax revenues grew 14.1 percent during the 
first two months of this year. Other revenue sources such as import duties, other non-
tax revenues, and revenues from public service delivery units (Badan Layanan Umum 
or BLUs) also grew after experiencing nominal declines in 2017.  
 

Figure A.23: Tax-to-GDP ratio excluding tax 
collections from TA program picked up in 2017 
(change yoy, percent) 

Figure A.24: VAT and O&G related revenues drove 
strong 2017 collections 
(contributions to growth, January-December, percentage points) 

 
Source: Ministry of Finance; World Bank staff calculations. 
Note: 2012-2016 are actual audited figures, 2017 are preliminary actual figures as of February 9, 2018. 

 
Expenditures grew 
at the fastest pace in 
the last three years, 
partly due to a low 
base effect in 2016 

 In 2017, total expenditures grew by 6.5 percent yoy in nominal terms, the highest rate 
in the last 3 years (Figure A.25). Capital spending particularly drove this growth, 
rebounding sharply from negative 21.3 percent in 2016 to 17.9 percent in 2017, 
though remains lower than 2015 in nominal level terms. The strong growth rate of 
total spending was partially due to a low base effect, given budget cuts to capital and 
material expenditures in Q4 2016. Social spending also partially recovered, growing at 
10.9 percent from over a year ago. 

                                                      
35 Oil prices averaged USD 51 per barrel, higher than the 2017 Budget assumption of USD 48 per 
barrel. 
36 Import and domestic VAT contributed 3.1 and 1.6 percentage points, respectively to the nominal non-
TAP revenue growth in 2017. 
37 See Section 4 on commodities. 
38 See Part B for more discussion.  
39 2018 is the first time January-February monthly outturns grew by double digits since 2014, when 
they grew by 16.3 percent.  
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Budget was spent on 

regressive energy subsidies 
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Figure B.8: Up until recently, about a fifth of the 
budget was spent on regressive energy subsidies…  
(share of benefits received by consumption decile) 

Figure B.9: …rather than on progressive direct 
transfers for social assistance 
(share of benefits received by consumption decile) 

  

Source: Susenas 2015, World Bank staff calculations Source: Susenas 2015, World Bank staff calculations 

 
Figure B.10: Indonesia’s level of public expenditure is 
relatively low 
(Y-axis: General government spending, percent of GDP, 2016; X-
axis: log GDP per capita in 2011 PPP) 

Figure B.11: …primarily due to its low revenue to GDP 
ratio  
Y-axis: General government revenue, percent of GDP, 2016; X-
axis: log GDP per capita in 2011 PPP) 

  

Source: IMF Fiscal Monitor, World Bank staff calculations Source: IMF Fiscal Monitor, World Bank staff calculations 

 

…but also because 
of weak revenue 
collection, which 
constrains the overall 
resource envelope 

 At 14.6 percent of GDP in 2017, Indonesia’s level of expenditure is less than half the 
average of other emerging markets99, making Indonesia a small spender in comparison 
with its peers (Figure B.10). Even during the commodity boom, total national public 
spending only reached 20 percent of GDP. Low revenue collections are a major cause 
of the low level of spending in priority areas that matter for inclusive growth. 
Indonesia’s revenue-to-GDP ratio is low: 12.2 percent in 2017, compared to the 
emerging economy average of 27.8 percent (Figure B.11)100. Spending is also 
constrained in part by the fiscal deficit limit of 3.0 percent of GDP. However, given 
the importance of prudent fiscal management to sustaining growth, rather than 

                                                      
99 The average general government expenditure-to-GDP ratio for 39 emerging markets excluding 
Indonesia was 35.4 percent in 2016. See IMF (2017b). 
100 Same set of countries and source of data as above.  
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The case of fuel subsidies 

and cash transfer

 Fuel subsidy is a regressive subsidy

 Cash Transfer and conditional cash transfer

 Targeting the poor and let the poor to identify 
themselves

10



Thank you
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