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Pre-crisis planning is essential to effectively 
address the social effects of crises and 
should include reliable and timely 
information for the poor and frequent 
evaluation of safety net programs.

The country’s economic crisis had become a 
political threat. Indonesia’s falling currency, 
failing banks, and huge foreign debt have 
caused panic in financial markets and among 

economists from Washington to Tokyo fearing a 
worldwide economic crisis. 

Back at home, the crisis had already cut into the lives 
of millions of people, forcing up the prices of rice, cooking 
oil, milk, and electricity, while shrinking the value of the 
money so they could no longer afford to save. Officials 
and labor leaders were expecting 2 million people or 
more to lose their jobs after 1998, in addition to the 
4.4 million already unemployed and the millions more 
who lived hand to mouth with part-time work. 

The Government feared these newly unemployed, 
a growing mass of suffering and angry people who 
could rise up in violent protests and shake its hold on 
power. The Government was faced with the prospect of 
very large numbers of people falling into poverty, which 
resulted in the reversal of social development progress, 
particularly in health and education, made over the 
previous two decades.

Mitigating the Impact of Financial and  
Economic Crisis on the Poor
The Government identified six priorities that needed to 
be addressed during the crisis: 

sustain food production,  z

ensure production/availability of and access to  z

adequate clothing, 
secure availability and access to adequate shelter  z

and housing, 
provide accessible health services and facilities,  z

provide education, particularly basic education, and  z

provide employment.  z

As a response, the Asian Development Bank (ADB) 
approved the Social Protection Sector Development 
Program (SPSDP)1 aimed at supporting government 
efforts in alleviating the socioeconomic distress caused 
by the 1997 Asian economic crisis, while launching sector 
reforms to strengthen social services delivery. 

The SPSDP was a combination of two loans: a 
program loan designed to support reforms in the 
provision of basic social services, and a project loan 
which funded specific interventions in 16 provinces in 
education, health, family planning, nutrition, and support 
to street children. The SPSDP was an integral package 

It was 1998. One by one, most of Sukinah’s friends at a garment factory in Jakarta were taken aside and quietly fired.  
Too ashamed to tell her, they simply disappeared, returning to the villages they had left years ago in search of fortune in the 
big city. Sukinah’s turn came a few days after, and she too left without goodbyes—one of the latest victims of an economic 
disaster that saw millions of Indonesians losing jobs in the coming months.



($2.8 billion) of a larger assistance program provided by 
ADB to mitigate adverse socioeconomic consequences of 
the Asian economic crisis.2

The program loan provided support to the 
Government’s policies aimed at maintaining access of the 
poor to social services; maintaining quality; continuing 
decentralization of social services management; 
and strengthening the efficiency, transparency, and 
accountability of management. 

Policy reforms under the SPSDP provided a frame-
work to mitigate the impact of the crisis on vulnerable 
groups and helped strengthen decentralization, giving 
autonomy and responsibility to local schools and health 
services to better meet local needs. Reform also improved 
the targeting of government subsidies to the poor. The 
project loan, on the other hand, was meant to maintain 
school enrollment; protect the health and nutritional 
status of the poor, particularly mothers, infant, and 
children under the age of 5; and maintain the quality of 
health and education services for the poor.

An estimated 6 million primary and 1 million  
junior secondary students benefited indirectly. About 
64,000 and 63,000 primary schools received block grants 
in FY 1999 and FY 2000, respectively. Approximately 
10,000 street children, who would otherwise risk being 
drawn into premature employment, also benefited 
from education and training, and 250,000 infants were 
provided with complementary feeding. Over 90% of 
health centers received block grants and 89% of poor 
families received health cards to avail of free primary 
health services.3

Innovations in Social Services Delivery
The SPSDP design was innovative and geared to both 
meeting the exigencies of the crisis and introducing 
innovative ways of delivering social services. The 
policy actions were effective in creating an enabling 
environment for implementing numerous project 
interventions. Five major innovations characterized the 
program’s approach:

The allocation of funds from the center to districts  z

was based on a district poverty index, rather than 
simply on total population size, as had previously 
been the practice. This helped target the program 
on the poor.
The program involved greater decentralized  z

decision making than had been attempted 
before. Once district allocations had been set, the 
selection of beneficiaries was the responsibility of 
multisectoral coordinating committees at district 
and local levels. This structure was established 
specifically to enhance transparency and foster 
local decision making and ownership.

The adoption of block grant mechanism for  z

funding schools, health centers, and village 
midwives allowed operational expenditure to 
reflect local needs more accurately.
Direct transfer of funds to beneficiaries through the  z

post office system bypassed the usual funds flow 
mechanisms coursed through the State Treasury 
of the Ministry of Finance. This payment method 
was designed to ensure rapid transfer of funds to 
end-users and avoid the leakage associated with 
the normal channels.
Independent monitoring was established, initially  z

in education and later in health, to provide 
continual monitoring data on the effectiveness 
of the program and the accuracy of the funds 
transfer.

The program provided valuable lessons which have 
become useful for development interventions directed 
at reducing poverty and extending access to basic social 
services. SPSDP reaffirms that targeting and identifying 
vulnerable groups is the key to effective risk mitigation. 
It demonstrated that this was not an easy task since 
the program relied on commonly agreed criteria and 
accurate data, neither of which existed. Another lesson 
is that it is possible to circumvent a conventional funds 
flow mechanism that is slow and subject to leakage for 
the disbursement of funds directly to beneficiaries and 
service providers of basic social services. This has made 
SPSDP the first program and project to explicitly reach 
the poor. Policies introduced under the program loan 
have been enhanced and expanded. The Government 
adopted some innovative features introduced during 
the SPSDP, such as funds allocation based on poverty 
estimates, greater decentralization of decision making 
in selecting potential beneficiaries by local committees, 
allocation of block grants to schools, reliance on the post 
office to deliver assistance directly to beneficiaries, and 
the need for monitoring.4

The reform process set out in the policy matrix has 
been one of the enduring legacies of the program. The 
program loan supported the initiation of nationwide 
sustainable policy reforms to ensure the inclusion of and 
equity of the poor in key social services, and enhanced 
decentralized management to improve the efficiency of 
social service delivery system
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Key Recommendations
Social protection should be in place before a crisis occurs 
since they can address the needs of the poor in good 
economic times, and should be adapted to combat 
the effects of crisis. Pre-crisis planning is essential to 
effectively address the social effects of crises and should 
include reliable and timely information for the poor and 
frequent evaluation of safety net programs. ADB should 
pursue supporting vulnerable economies to install 
systems that can flexibly respond to crisis mitigation.

Due to geographic, ethnic, and cultural diversities, 
the standardized solutions presented by the SPSDP may 
not have been appropriate. Future social protection 

program should therefore consider the design of short-
term emergency interventions in geographical, ethnic, 
and political context.

The program was a set of largely successful, short-
term arrangements introduced under crisis conditions. 
The crisis forced the Government to take bold and 
decisive action. As Indonesia moves beyond crisis, the 
opportunity arises to address longer-term policy issues 
relating to equal access and quality improvement in 
providing social services. Serious attempts to provide 
sustained social protection will necessitate deliberate 
redistribution in favor of the poor.
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