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GLOSSARY
ASABRI Social insurance system designed to provide

pension and endowment insurance benefits
to Indonesian Armed forces personnel
Asuransi Sosial Angatan Bersenjata
Republik Indonesia

ASKES PT Askes, (PT Asuransi Kesehatan
Indonesia), the State-owned, autonomous,
for-profit insurance company administering
the Public Service health insurance scheme
for government civil servants, their families
and for government civil service retirees. It
also provides health care service on behalf of
Asabri for members of the armed forces and
their families.

ASTEK A state corporation (Perum) established in
1990 and responsible for Employees Social
Security. Changed to JAMSOSTEK (Persero)
in 1995.

BAPEL The carrier of JAMSOSTEK health insurance
programme also known as JPKM

BAPPENAS The National Development Planning agency

BBP Basic Benefit Package - essential health
services in regulation Menkes #527

BPS Busan Pusat Statistik. The National Statistics
Agency in Indonesia

BUMD Badan Usaha Milik Daerah, - is a form of
company owned by local a government, either
fully (100% shares) or partially. Unlike BUMN,
these local companies are not sub-divided
into several stages/forms. The objective of
BUMD is also profit.

BUMN (Badan Usaha Milik Negara)  - is a legal status
of state-owned companies. The structure of
this type of company is that of an ordinary
public corporation in which there is a board
of directors and commissioners. Normally, the
boards are drawn from civil servants or
government employees (including military
personnel). There are three tiers of BUMN:

Perjan (Perusahaan Jawatan) is the lowest
level of companies, attached to certain
ministries for the purpose of technical
oversight. They are under the supervision of
the Ministry of Finance for financial matters.
In the health sector for instance, currently 13

central hospitals are being transformed into
Perjans. Under this status, the company is
not subject to the government accounting
system. The mission of this type of company
is to provide services or goods to the public.
In terms of financial goals, the company may
pursue profits but must take into
consideration its social objectives. Perjans
may receive subsidies from the government.

Perum (Perusahaan Umum) is the second stage of
privatization. This type of company must be
financially independent and may not receive
subsidies from the government. A ministry
still holds the authority to oversee technical
aspects while the Ministry of Finance will
oversee financial aspects. Any profit
generated from the operation must be shared
with the General Treasurer.

PT. Persero (Perseroan Terbatas) is the third stage of
privatization of government institutions. In
this form, all shares are owned by the
government but the company is managed as
a fully private corporation with its goal   to
maximize profit. The Indonesian social
security system (comprised of: PT Jamsostek,
PT Askes, PT Taspen and PT Asabri) is
managed by Perseros but it is now considered
to be inappropriate for administration of social
security.

Contract Doctor Postgraduate non-civil service doctor 2-
3 year non-renewable contract

CV Perseroan Komanditer/Comanditair
Venootschap is a type of proprietorship to
run a business between individual(s) who
is(are) willing to manage the business and
take full responsibility including private
assets of the other proprietor(s) not wishing
to manage the business but willing only to
assume limited responsibility in accordance
with their assets invested in the company.

DANA ALOKASI KHUSUS special allocation
funds.

DANA SEHAT Health fund   a form of community health
care financing or a micro financing scheme
that was introduced by the Ministry of Health
and or a community initiative to share the
burden of health care among the members of
the community. Membership is voluntary,
contribution level is based on consensus, and
the benefits are normally limited to health
services in public health centre.
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DEPKES (Departemen Kesehatan) Department of
Health.

DEPNAKERTRANS Depertamen Tenaga Kerja Dan
Transmigrasi. Department of Manpower and
Transmigration

DINAS KERJA The provincial organization that has
assumed the responsibilities of local
Depnakertrans functions under regional
autonomy. A Dinas is a district government
organization.

DINAS KESEHATAN District or Provincial Health
Office.

DUKM Dana Upaya Kesehatan Masyarakat (health
funds for the people)

FIRMA Firma is an establishment in the form of a
partnership to run a business in a common
name with shared responsibility and profits.

FORMAL SECTOR The formal sector represents the
more administratively visible part of the
economy and society, namely the public and
private corporate sector and comprises
enterprises and the professional self-
employed that have been accorded Legal
Status and are regarded as legal entities

GOI Government of Indonesia

HMB A licensed JPKM company established in
Klaten

HSF the Health Sector Finance Project

ICW Colonial Dutch law requiring remittance of all
public revenues

IHCR Integrated Healthcare Reform

IJIN DIPARDA/SIUP Ijin Diparda is a special
permit for establishments dealing in tourism
in the form of Surat Ijin Usaha Pariwisata
(SIUP) which is a business permit issued by
the tourist board in the local government.
Included in this category are tourist
businesses operating under local government
permit other than a Diparda i.e. legal enterprise
without a tourist permit.

INFORMAL ECONOMY The urban informal economy
comprises those individuals and employers
that have not been accorded legal status and
have commenced their operations often
without the sanction or knowledge of the
local authorities (e.g. cottage workers)

JABOTABEK Jakarta – Bogor – Tangerang – Bekasi.
The title given to the conglomeration of
Jakarta and the surrounding cities.

JAMSOSTEK PT Jaminan Sosial Tenaga Kerja. The state
corporation (Persero) established in 1990 and
responsible for Employees (private sector)
Social Security. Changed to JAMSOSTEK
from ASTEK in 1995.

JASINDO Parastatal insurance company

JPKM Jaminan Pemeliharaan Kesehatan Masyarakat
(or Jaring Pengaman Kesehatan Masyarakat)
(JPKM) – translated as ‘Community Health
Maintenance Protection’ currently
administered as a Directorate of the Ministry
of Health.

JPS Social Safety Net (General)

JPS-BK Social Safety Net (Health)

KARTU KELUAGA Family identity card issued by
local administrations to the head of the family

KARTU SEHAT Health card   issued to poor families to
provide them with free care in public health
centre or public hospitals. It was introduced
when the government launched a social safety
net program during the financial crisis in 1998.

KJKHM A secondary level dedicated service
cooperative established in Klaten

Klaten A district in South Central Java

KOPERASI Cooperative is an economic organisation
based on social spirit and comprised of
individual and company members under a
mutual ownership system.

KTP KARTU TANDA Personal Identity card
issued by local administrations to all
residents.

LAN Local Area Network

LEGAL ENTITY An enterprise that has legal authority in
the form of Perum, PD, PT,/NV, CV, Firma,
Koperasi, Yayasan, SIPD, Diparda, Village
credit scheme, foreign company etc.

Ltd/Corporation Legal status of foreign enterprises that
have licences to operate in Indonesia

MOH Ministry of Health

Glossary
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PCD Post Contract Doctor

PD Perusahaan Daerah is a company of which
the shares are owned by local government
with the assets separated from the local
government assets. A Perusahaan Daerah is
run for maximising profit to support local
regional development.

PERATURAN PEMERINTAH G o v e r n m e n t
Regulation.

PERJAN A Perjan is a non-profit oriented, government
funded departmental agency that provides a
specialized public service e.g. railways. The
other government public company types are
Persero and Perum

PERSERO (PT) A Persero is a profit orientated, limited
liability, state company where the
government’s capital is based on shares,
100% of which are owned by the government.
The Ministry of Finance acts as a shareholder
and the Ministry of State Owned Enterprises
is the authorized shareholder. The company
assets are separated from state owned assets.
The other state company types are Perjan and
Perum.

PERUM Perusahaan Umum Negara is a company not
merely aimed at making profit but also for
providing services to the public in the form
of vital public utilities, by considering not
only its efficiency, effectiveness, economical
and its goods and services. The company’s
entire capita is owned by the state and is
divorced from state owned assets. The
company can accept credit in the form of
government bonds and can deal with other
companies as part of its business. A typical
Perum is a non-profit oriented, public utility
company (e.g. electricity) that is not based
on shares divisions

Perum Husada Bhakti Previous name of Askes

Posyandu Health post

PT/NV. Perusahan Terbatas is a company owned by
shareholders, with the shareholders assuming
a limited liability no more than the nominal
value of shares. Each shareholder has voting
rights to participate in the running of the
business, depending on the number of shares
held or by agreement among shareholders.
PT is equivalent to Pty Ltd.

PTT Temporary contract healthcare employee of
the government

Puskesmas Government health centre

RDU Rational Drug Use

RITSBLAAD/STAATSBLAAD Is an arrangement that
regulates the establishment of various village
credits

GOVERNOR/BUPATI enterprises within Java and
Madura.

SIPD (C class quarrying) is a local mining permit to
conduct quarrying of rock, sand, clays, kaolin
etc.

SWADANA Autonomous hospital

TASPEN Tabungan Asuransi Pegawai Negeri; Annuity
pensions and endowment insurance benefits
scheme for government civil servants Pensiun
dan asuransi hari tua pagawai negeri sipil

USAID United States Agency for International
Development

WAN Wide Area Network

YAYASAN A foundation that is a non-profit establish-
ment mainly used for social service related
purposes with separately identified assets.

Glossary
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FOREWORD
Social Security Reform is one of the great challenges facing Indonesia.
The East Asian economic and financial crisis resulted in a significant increase in unemployment, underemployment
and poverty in Indonesia. It highlighted weaknesses in the social security system and increased the awareness of
the need for change and improvement.
The ILO has sought to assist in the process of change and improvement through the project “Restructuring of
the Social Security System in Indonesia”, which was funded by the Government of the Netherlands.
The ILO views the improvement of social security systems as part of an overall objective of providing decent
work for all men and women. The ILO believes that “decent work” is what workers throughout the world seek,
namely work which is productive, which provides adequate income to meet their needs, in which their rights are
protected, and with adequate social protection.
As part of the project, a series of research papers and reports were prepared by the Chief Technical Advisor and
expert consultants. The reports cover areas of crucial importance in improving the structure and operation of the
Social Security System in Indonesia and, in particular, the Employees’ Social Security Programme (Jamsostek).
These include issues regarding:
• Reform of pensions;
• Options for improving benefits and arrangements in regard to work injuries;
• Scope for provision of unemployment benefits and other social assistance to those unable to find work;
• Ways in which the coverage of social security schemes might be extended to cover excluded groups (e.g.

migrant workers and those engaged in the informal economy); and
• Administration of existing schemes – including the review of management operations and information technology;

and
• Actuarial review of the current scheme and analysis of social security expenditure.
The reports were presented to a meeting of stakeholders and experts held on  28-29 November 2002 in Jakarta.
The consultation meeting brought together representatives of government, employers and workers together with
members of the Presidential Task Force on Social Security Reform, managers of Jamsostek and other schemes,
academics and NGOs. The main purpose of the consultation was to share the findings and get feedback from
participants in order to improve and finalize the reports and to consider how the reports might contribute to the
Social Security reform process in Indonesia, including the work of the Task Force. The proceedings included a
presentation on the work of the National Task Force on Social Security Reform by its Chairman, Professor
Yaumil Achir.
Following the consultations, the reports have been revised and collected together in this publication. The book
contains a series of expert reports on major issues for consideration in the reform of social security in Indonesia.
I believe that awareness about these issues, and discussion about realistic steps to be taken to improve both
access to social security and the type and level of benefits available, are essential to the development of an
effective plan of action to improve social security protection for workers in Indonesia. The ILO is highlighting
such issues through its global campaign on Social Security and Coverage for All.
Finally, I would like to thank and congratulate the persons involved in the project and in the preparation of this
publication. In particular I would like to thank Mr. Mike Smith, the Chief Technical Adviser of the project, and the
consultants who have prepared the reports. I would also like to thank the Department of Manpower and
Transmigration for its support and collaboration throughout the project. In this regard I would like to acknowledge
the contribution of Mr. Syaufii Syamsuddin, National Project Director and Mr. Masri Hasyar, Director of Social
Security in the Department. The ILO is pleased to have been able to work with the Department on this important
exercise. The ILO is also most grateful for the support of the Dutch Government throughout the project.
We trust that this book will be a valuable reference source for those concerned with the development of a better
social security system in Indonesia.

Alan Boulton
Director
ILO Jakarta Office
December 2002
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he International Labour Office has been involved in the development of social security in Indonesia for
more than 20 years but during the last decade this has been limited to technical advice drawing attention
to the weaknesses in the national social security system. The financial crisis again exposed these

weaknesses and following a further analysis in early 1999 and an increased level of public criticism against
Jamsostek (the social security institution administering social security for the private sector), the ILO provided
resources for short-term technical assistance between September and December 1999. The need to restructure
the social security system and, in particular, to address the weaknesses of Jamsostek were analyzed by a National
Steering Committee, established by the Ministry of Manpower in September 1999 to work with ILO specialists.
This culminated in a National Workshop on the Restructuring of Social Security held in Jakarta on 16/17 November
1999.

The report produced at the end of this technical assistance input (ILO/TAP/ Indonesia/R.20) set out recommendations
for follow-up and the project: “Restructuring of the Social Security System” (INS/00/M04/NET) was implemented
as a direct result of these recommendations. The objectives of the project were the establishment of a new
institutional structure for the national social security scheme and the development of a national strategic plan for
the restructuring of the social security system.

The Director-General of the International Labour Office appointed Mr Michael Smith, an international expert on
social security planning and administration as Chief Technical Adviser of the project. Also appointed were: Messrs
John Angelini, Ole Nielsen, David Gent, Aniceto Orbeta, David Preston and Paguman Singh — respectively
international experts on Information Technology; Actuarial Valuation; Pensions Policy; Labour Market Economy;
Unemployment Insurance and Social Assistance Policy; and Occupational Injuries and Maternity Benefits Policy
— to undertake detailed work on the studies. The Director General also appointed Mr Kenichi Hirose of the ILO
Social Security Finance, Actuarial and Statistical Services Branch and Mr Cristian Baeza of the ILO Global
STEP Programme to participate in the studies. Professor Sentanoe Kertonegoro, Dr Hasbullah Thabrany MD,
Dr James R. Marzolf MD and Messrs Carunia Firdausy, Wendi Usino and Mrs Sofiati Mukadi were appointed as
national experts to the project. All the above national and international experts contributed in varying degrees to
the project reports and, therefore, to this publication. Mr Clive Bailey, Senior Social Security Specialist, of the ILO
Social Security Department, Geneva also contributed significantly — not only with material but also through
support to the project and to the cause of social security development in Indonesia over many years.

The Government Agency responsible for managing the project was the Department of Manpower and
Transmigration (Depnakertrans) which appointed Mr Mohd. Syaufii Syamsuddin as National Project Director.
From 1st August 2002 he was succeeded by Mr Masri Hasyar. Other cooperating agencies were the Department
of Health and PT Jamsostek.

The purpose of this Publication is to present the series of studies undertaken during the project and others closely
associated with it in a consolidated, readable form — hopefully with wider appeal than the formal project report
presented to the government of Indonesia following the end of the project which ran from 1st April 2001 to 31st

December 2002 (with a break in project activities between 30th May and 1st August 2002). To this end, many of
the Chapters in this Publication commence with their own Executive Summary.

This Publication was edited by Mike Smith, assisted by John Angelini.

INTRODUCTION

T
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n order to aid comprehension of the issues a list
of definitions of social security terms used in this
Publication follows.

Social Security

The protection which society provides for its members,
through a series of public measures against the distress
that otherwise would be caused by the stoppage or
substantial reduction of earnings — resulting from:
sickness, maternity, unemployment, invalidity, old age, or
death. Social security also includes the provision of medical
care and the provision of subsidies to families with children.

Social security is composed of:
• Social Insurance;
• Social Assistance;
• Family Benefits;
• Provident Funds; and
• Provisions made by Employers such as:
• Workmen’s Compensation Schemes; and
• Other, complementary programmes.

Social Insurance

Social insurance is based on the principle of the pooling of
risk. Thus everyone covered by a social insurance scheme
makes a contribution to a common fund. When a contributor
meets the prescribed conditions for benefits ¾ his or her
needs (or at least part of them) are met from the insurance
fund.

Social Insurance schemes may differ from one another but
their principle elements are that:

• They are financed by contributions normally shared
between workers and employers, (often with some State
participation);

• Require compulsory participation;
• The contributions are paid into special funds out of

which benefits are paid.

In social insurance schemes:

• Surplus (reserve) funds are invested to earn further
income – returned to members through improved
benefits;

• Benefits are guaranteed on the basis of the qualifying
conditions set out in the legislation, with regard to the
payment of contributions and without means testing
(i.e. taking income and wealth into account);

• Contributions and benefit are often proportionate to
earnings;

• Employment injury schemes are usually financed wholly
by employers.

DEFINITIONS
Social Assistance

In social assistance schemes, benefits are provided as a
legal right when the prescribed conditions are met. Generally
speaking, means are taken into account when arriving at
the assessment of the benefit to be paid.

Social Protection

Social protection is a broader concept reflecting
international economic and social change. It includes:
• Social security; also
• Private or non-statutory schemes.

Social protection also includes:

• Occupational or employer-based schemes;
• Community based support systems; and
• Micro-insurance schemes.

3-Tier Social Protection Systems

Many social protection systems consist of three tiers or
layers of protection:

! 1st Tier — a social safety net providing basic protection
such as primary health care and subsistence level
income security (which would ordinarily be provided
by the State, financed from taxes). 1st Tier Pension
Schemes are, therefore, normally non-contributory. To
the extent that the option of a 1st tier pension has been
considered under the present project, it will be mentioned
in the Feasibility Study on Social Assistance.

! 2nd Tier — Social insurance schemes financed by
contributions from employers and workers – providing
income maintenance benefits during periods of
interruption of employment and a broader range of
health care with some redistribution of income within
and between generations. The pension scheme options
discussed in this report are 2nd Tier Pension Schemes
(except where stated otherwise).

! 3rd Tier — Supplementary (voluntary) private provision
by individuals, employers or occupational schemes for
pension savings and health insurance.

Defined Benefit Schemes

In defined benefit schemes the rules or the insurance
contract (in a public scheme, the provisions of the
legislation) clearly define the benefit rights of members (in
line with a range of criteria: replacement rate, reference
earnings, duration, etc.) while leaving the contribution rate
and the financial system to be set by actuarial assessment.

I
Definitions
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Members are thus guaranteed (and can predict) entitlement
to a benefit representing a certain rate of replacement of
their former earnings. Responsibility for the scheme’s
solvency is borne by those who finance it, usually employers
and workers, who may be required to supplement their
contributions or to raise the book reserves which provide
for the benefit payments. Sometimes governments
contribute directly to the Fund or meet part of the
administration costs and, in the case of a public scheme
established by law, government stands behind the promises
made by the legislation and is the ultimate guarantor.

Defined Contribution Schemes

In defined contribution schemes, only the contribution rates
and bases of calculation are determined in advance. The
benefit is a direct product of the contributions paid together
with the return on their investment. Consequently, the
financial risk is borne by the employees. Benefit levels can
vary significantly, depending on how the investments
perform. There are no guarantees in this regard because
the employer makes no commitment as to the value of the
pensions. On the other hand the cost of the scheme is
easier to control.

Social Security Financing

(i) Pay-As-You-Go (PAYG)

Under PAYG systems of financing, no funds are set aside
in advance (except for a small contingency reserve) and
benefits plus administrative costs are paid from current
contributions. Each worker and employer pays a monthly
contribution into a common fund from which pensions are
paid to current pensioners who have contributed during
the years when they were working. Thus current
contributors pay for the benefits of current pensioners and
income is transferred vertically between generations. Risks
are shared under a PAYG scheme. For example if an

unmarried worker dies say, one year after retirement, his
pension dies with him. If his twin brother, also single, lives
until he is 95 years old, he will have been paid a monthly
pension for the whole of his life. In PAYG funding for short-
term benefits (e.g. maternity benefit or unemployment
benefit) financing is again by current contributions
representing horizontal income transfer (i.e. within the same
generation).

Given the pattern of rising annual expenditures in social
insurance schemes, contribution rates (as a percentage of
insured earnings) tend to be low in the early years of a
scheme and increase annually for many years thereafter.

(ii) Advance Funding

With advance funding systems the annual contribution and
investment income will exceed annual outgo on benefits
and administrative costs in the early years allowing reserves
to be built up that are available for investment. The return
on investments is then used to supplement contribution
income when the annual disbursement eventually exceeds
the annual contributions. This build-up of reserves during
the early years delays the need to increase contribution
rates. But the contribution rate should not exceed the
capacities of workers, employers and the economy to
support it; the reserves generated should not exceed the
capacity of the country to absorb the investments; and
contribution rates should remain relatively stable for
extended periods of time ¾ with only gradual increases.

(iii) Funding from Taxation

Some social security schemes, particularly social assistance
and residence-based schemes, are funded through taxation.
As there is no direct link between the sums paid by an
individual by way of tax and the amount of benefit that he
or she may receive, funding from taxation is generally less
popular than other forms of social security financing.
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General Background

The development of social security in Indonesia can
be seen as having had the following major
characteristics:
• A strong reliance on the extended family and

communities to provide an informal social safety net
against loss of income, ill health or other misfortune;

• Limited reliance on employers through labour
legislation reinforced by collective agreements, to
directly provide benefits such as wages during
sickness and maternity and on termination of
employment;

• Only limited social insurance for the private sector
with reliance on the provident fund system to provide
a lump sum on retirement;

• An integrated package of conditions of service and
social benefits for civil servants and members of the
armed forces.

Responsibility for the different elements of the system
is spread between different Ministries and public
organisations. The Department of Manpower and
Transmigration is responsible for the labour legislation
and for the supervision of Jamsostek and the
implementation of its related legislation; the Ministry
of Finance acting for the Ministry of State Owned
Enterprises is responsible for the oversight of all public
limited liability companies (Perseros such as
Jamsostek, Askes and Taspen) as well as for the
supervision of insurance companies and pension
schemes; the Ministry of Health is responsible for the
provision of health  care but health insurance schemes
are implemented by PT Jamsostek and PT Askes.  The
responsibility for Social Welfare has been passed
between the National Social Welfare Agency, the
Ministry of Health & Social Welfare and the Ministry
of People’s Welfare. This division of responsibility
together with the absence of a clear strategy or any
coordinating mechanism has resulted in a piecemeal
approach to social security development and to some
uncertainty and policy inconsistency. There have also
been differing views as regards the respective roles
and responsibilities of the public and private sector in

PART I  SOCIAL SECURITY DEVELOPMENT BACKGROUND
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the provision of social security. The general inability
of existing social security institutions to provide
effective social protection in response to the needs
exposed by the crisis reopened general concerns as to
the structural weaknesses and the management of the
system and in particular of Jamsostek.  This linked
with reports of political interference and the
mismanagement of funds stimulated calls for the reform
of Jamsostek from various quarters.

The need to restructure the social security system and,
in particular, to address the weaknesses of Jamsostek
were analysed by a National Steering Committee,
established by the Ministry of Manpower in September
1999 to work with ILO specialists. This culminated in
a National Workshop on the Restructuring of Social
Security held in Jakarta on 16/17 November 1999 which
resulted in the following conclusions:
• There is a need to define the respective roles of the

State, the private sector, employers and individuals
in providing social protection and a strategy for
reform of the social security system should be devised
on this basis;

• Jamsostek should remain the core of the system but
its legal status should be changed to reflect this so
that it should be constituted on trust fund principles
with a tripartite supervisory body comprised of
representatives of the Government, employers and
workers;

• There is a need to improve the benefit programme
to include, for example, pensions for private sector
workers, extended access to health insurance,
maternity benefits and to consider the feasibility of
unemployment benefit;

• The scheme should extend coverage to at least all
those who work as employees and progressively also
to the self-employed;

• The investment programme of the scheme must be
both more professional and more transparent;

• The service to insured persons and employers must
be improved and linked to prescribed performance
indicators and targets;

• Strengthening of compliance and enforcement was
essential and combined with improved service and

Part I Chapter 1
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public relations would, to an extent, address the
coverage problem;

• The programme provided by Jamsostek should be
universal and cover all employees: they would provide
a social protection floor of basic protection and private
sector provision and employer based schemes would
be essential to provide better benefits for those who
sought them and who together with their employers
had the resources to provide them.

The present legal status of Jamsostek under Law 3 of
1992 as a Persero, a public limited liability company
required to make profits and pay taxes, is widely
considered to be inappropriate for a system based on
State responsibility and constitutional rights.

Accordingly the government of Indonesia sought
technical assistance from the ILO, with funding from
the Royal Netherlands Government, to execute a
project to restructure the social security system. The
project commenced on 1 April 2001 and was
completed on 31 December 2002.

The strategy of the project was to reconstitute
Jamsostek as a public social security institution that
will hold its members’ contributions in trust against
future benefit entitlement under the supervision of a
tripartite Board. Alongside this the project was to focus
on the reform of the institution to ensure that it will be
able to undertake the role envisaged as the core of the
social security system in Indonesia entailing review of
the organizational and administrative system aiming at
improved accountability and efficiency and improved
service to the public.

On the basis that whatever improvements are made in
governance and operating efficiency would still leave
the programme weaknesses, the project had a second
objective of studying options for improvements in the
benefit programme including:
• The feasibility of replacement or partial repayment

of the existing provident fund scheme (JHT) by a
Social Insurance Pension scheme;

• Improvements to the Occupational Injuries (JKK)
scheme — to introduce pensions more fully into
employment injury insurance for long-term
contingencies of serious disablement and death within
the present financial system;

• The feasibility of converting the employers’ liability
Maternity Benefit into a social insurance benefit
by utilizing the same resources as are now expended
by employers — in order to overcome evasion and
avoid discrimination against the employment of
female workers;

• The feasibility of introducing an Unemployment
Benefit Insurance scheme;

• The feasibility of introducing Social Assistance —
establishing a basic social safety net to the most
vulnerable of the poor; and

• A Social Budget which analyses and projects total
social expenditure against anticipated income — this
to include an actuarial analysis and an assessment
of the administrative implications and
recommendations for policy decisions.

The project was also to undertake a special study to
formulate policy options for the extension of coverage
to those presently excluded i.e. those who work for
small employers, the informal economy and the self-
employed.

Immediate Objectives & Outputs
The immediate objectives of the Social Security
Reconstruction project related to the establishment of
a new institutional structure for the national social
security scheme and to the development of a national
strategic plan for the restructuring of the social security
system. These objectives were detailed in the Project
Document as follows:
IMMEDIATE OBJECTIVE 1:

The government will by the end of the project have
established an autonomous social security
organisation based on trust fund principles under
the supervision of a tripartite Board of Directors
whose roles and responsibilities and relationship
with Government are prescribed and understood.
It will also have enhanced its capacity to manage
the funds of the institution and have established
an investment policy and management unit.

This immediate objective was to be achieved by a
number of outputs supported by activities such as
workshops, seminars and training — both in Indonesia
and through study tours overseas. The outputs were
to be:

Output 1.1.
Legislation to amend the status of Jamsostek, to
determine the roles and responsibilities of the
Government, the Board of Directors and the
executive management of the scheme.

Output 1.2.
Publicity material and presentation on new status
of Jamsostek.

Output 1.3.
Establishment of the Board of Directors.

Part I Chapter 1
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Output 1.4.
Policy and code of practice on investment and
financial management.

Output 1.5.
Establishment of investment management Committee
and specialist unit.

IMMEDIATE OBJECTIVE 2

By the end of the project, the Government will have
formulated a national strategic plan for the reform
and development of the social security system,
based on studies which will have components
relating to improvement and expansion of the
benefit programmes, the extension of coverage to
sections of the labour force at present excluded
and to improvements in the capacity of the social
scheme administration to provide an effective
service to its members and to employers.

This immediate objective was to be achieved by the
following outputs, also supported by workshops,
seminars and training:

Output 2.1.

Technical reports relating to studies conducted as
to the design and costing of different policy options
for benefit programme reforms on —
• A social budget which analyses and projects total

social expenditure against anticipated income;
• The replacement or partial replacement of the JHT

provident fund by a defined benefit pension
scheme;

• The replacement of lump sum payments in respect
of employment injury benefit by periodic
payments;

• The introduction of a maternity benefit scheme
based on social insurance principles to replace
reliance on employers liability provisions;

• The introduction of an unemployment insurance
scheme;

• The establishment of a social assistance system
as a component of a permanent social safety net.

Output 2.2.

A Report setting out policy recommendations on
the extension of coverage to sections of the labour
force not covered and with regard to the
improvement in compliance of those who are
currently liable to be covered under the scheme
but not in practice within its scope.

Output 2.3.

Technical reports on the organisational and
administrative structure of Jamsostek including
recommendations for improvements in efficiency
and customer service.

Separate reports on the benefit programme studies
referred to above, a report on the provision of Health
Care under the Jamsostek JPK programme and the
technical report on Jamsostek Operations and IT
Systems will be published by the ILO and form the
basis of later Chapters in this publication. Also
reproduced here is material from a special report
commissioned by the project on the social safety net
project in Klaten, “Klaten Revisted”. A further study
of the state of Occupational Health and Safety (OHS)
in Indonesia was commissioned from Ms Pia
Markkanen under the Project but will be published
separately by the ILO. OHS is actually classified by
the ILO under the wider term, ‘social protection’, rather
than social security but it has important implications
for employment injury programmes since effective
OHS measures can greatly reduce the incidence of
employment injury and disease and consequently save
benefit costs.

The Reports took account of information gained from
individual meetings between the Experts and
representatives of the principal stakeholders in social
security in Government, Employers’ and Workers’
Associations and other agencies. Views were also
gathered at a series of workshops held in Jakarta,
Medan, Bandung, Makassar, Balikpapan and Surabaya
during January to March 2002 and a Technical
Consultation meeting held jointly with Depnakertrans
and the Presidential Task Force in Jakarta on 28/29
November 2002.

In the absence of decisions on the change of status,
provisions for the nomination and appointment of
Trustees, the status of social security inspectors, etc.
it was not possible to undertake all the related training
and publicity activities anticipated in the project
document. However, a valuable study tour was
arranged for some senior staff of Jamsostek and
Depnaker (including some commissioners), members
of the Presidential Task Force on Social Security
Reform and also for Jamsostek IT staff. This gave
exposure to social security activities in the Australian
Department of Family and Community Services (FaCS)
and the servicing agency, Centrelink, in Canberra and
Sydney, Australia.
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CHAPTER 2 OVERVIEW of SOCIAL SECURITY IN INDONESIA

General
Social security in Indonesia is generally available only
to people in formal employment and who are obliged
or entitled to participate in a variety of social insurance
schemes. These schemes provide social insurance
cover for retirement, work accident, health, maternity
and death. The schemes are funded by contributions
from employers, employees or a combination of
contributions from both.

The current social security provisions extend to
employees of the military, civil service and private
companies above a prescribed staff size and salary.
The remainder of the population employed in smaller
enterprises, self-employed in the informal employment
sector and the unemployed or aged, rely on private
insurance or support from immediate and extended
families and the local community.

In the short term it is likely that social security
provisions may be extended to include more of the
people employed in the formal sector and the self-
employed. In the medium term additional programs of
unemployment benefits and social assistance to
selected sectors of the population may be possible. It
is most likely that the extension of social security
entitlements to the entire population will be a long-term
goal.

Social Security Responsibilities
Responsibility for different elements of the social
security system rests with various government

departments and public agencies. The Department of
Manpower and Transmigration (Depnakertrans) is
responsible for Labour legislation, for Jamsostek and
the implementation of its related legislation. The Ministry
of State Owned Enterprises is responsible for the
oversight of all public limited liability companies1

(Persero’s like Jamsostek, Askes and Taspen). The
Department of Finance is responsible for the
supervision of insurance companies and private pension
schemes. The Department of Health is responsible for
the provision of Health care but Jamsostek and Askes
implement health insurance schemes. Social welfare
is the responsibility of the National Social Welfare
Agency.

The present social security program has developed in
a piecemeal, uncoordinated way, however the need
for an integrated and nationally coordinated social
security system has been recognised and the
responsibility for reform of social security in Indonesia
rests with two national co-coordinating Ministries. The
Coordinating Ministry for Economy, Finance and
Industry is responsible for issues relating to the
restructuring of social security. The Coordinating
Ministry for People’s Welfare and Poverty Alleviation
is responsible for efforts to empower the poor through
poverty alleviation policies and has established a Social
Security Reform Task force to co-ordinate the reform
process. This task force and the coordinating Ministries
report to the President of the Republic of Indonesia.
The social security responsibilities are illustrated in
Figure 1.

1 The limited liability company types and their titles are defined in the Glossary.
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Figure 1 Social Security Responsibilities

SOCIAL SECURITY RESPONSIBILITIES
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Regional Autonomy

Set against a backdrop of several decades of increasing
central government authority, decentralization is a
radical move. Redistributing administrative power and
public revenues offers the hope of moderating long-
term political problems, including those that have led
to intercommunity violence. Despite widespread
concerns, the formal process of decentralization has
proceeded relatively smoothly and few service
disruptions or staff problems have been reported and
local governments appear to have made considerable
efforts to meet their new responsibilities. However,
major deficiencies remain in operating guidelines for
local service providers, particularly in introducing
minimum service standards and ensuring compliance
and consistency between local regulations and national
policies. Some national ministries have experienced
some difficulties maintaining their formal links with
some provincial governments and the provision of
information and policy dissemination have not always
been uniform or regular. In addition, with
decentralization and the added responsibilities given to
district governments, local governments have made
many attempts to increase their revenues by raising
taxes and fees. Many of these measures threaten to
discourage trade, tourism, and business activities across
regions. To ensure that the promise of decentralization

is fully met during implementation, the central
Government is addressing this and related problems.

The devolution includes the functions, responsibility,
staff, property and resources of the Ministries and
Departments. Public companies and utilities such as
Jamsostek and five national Ministries2 are exempted
from the devolution process. The full impact of regional
autonomy on the operations of Depnakertrans and its
relationship with Jamsostek has not yet been fully
qualified in all Provinces.

Government and Private Employees
Social Security Schemes

There are three major social security schemes
operating in Indonesia and these schemes provide
social insurance cover to civil servants employed in
government departments, the armed forces (and
defence civilian employees) and a limited group of
private employees. Limited liability private companies
manage the programs and schemes and they are over
sighted by the Department of Finance as the authorised
shareholder of the companies with the Minister of
Finance as the single shareholder in each of the
companies.

A summary of the existing social security systems,
their legal entities, contributions, benefits and
management institutions is shown in Figure 2.

2 The Ministries exempt from Regional Autonomy are Finance, Defence, Foreign Affairs, Justice and Religion.
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Labour Force and Social Security Membership

3 Source BPS
4 Source B. Purwoko, July 2001 (for Jamsostek totals). Other totals are from BPS and Taspen.
5 This figure includes the public service but does NOT include the military where manning levels remain confidential.
6 The Additional potential Jamsostek members total shown in figure 4 is understated because it has been derived from the difference

between the Formal labour force sector and Jamsostek members’ statistics. The total number of Jamsostek members (18.6 million)
includes the multiple records and members already paid retirement benefits. A more accurate representation of the Jamsostek
members’ is about 9.3 million which represents only about one third of the potential formal sector employees. See figure 7 for
Jamsostek membership details.

An overview of the labour force and some of the social
security membership is shown in Figure 3. It should be
noted that the main retirement schemes, work injury
and death benefits schemes are shown. The health
care schemes are not shown as the Jamsostek Health

Insurance scheme has an opt out clause for employers
who provide for equivalent private health care for their
employees and current membership of the Jamsostek
health care program is about 1.3 million workers and
covers a total of 2 million including families.

Figure 3 Table of Labour force and Social Security Statistics

No. Item 19993 20014

(millions) (millions)

1 Population aged 15 years and over 141.10 144.03
2 Labour force 94.85 98.81
3 Labour force employed 88.82 90.81
4 Formal sector (employers with legal entity) 26.65 27.305

5 Informal sector (employers without legal entity) 62.17 63.51
6 Job seekers 6.03 8.00
7 Jamsostek members (total data records held) 16.42 18.60
8 Additional potential Jamsostek members 10.23 8.70
9 Estimated Actual Jamsostek Individual Contributors6 9.3

10 Estimated Maximum Additional Jamsostek Contributors (formal sector 13.98
less Jamsostek actual less Civil service i.e. line 4 – 9 – 11)

11 Civil Service (Taspen Civil service Pension scheme contributors) 4.02
12 Taspen Pensioners 1.78
13 Population below poverty line aged 15 years and over 48.00 48.00
14 Taxpayers (Tax file number holders - includes 600,000 companies) 2.20

The formal employment sector represents about 30%
of the labour force and this is the current capture group
for Jamsostek membership. The employer groups ex-
cluded under current legislation are those employers
with less than 10 employees AND a monthly gross
payroll of less than Rp. 1 million. The legislation does

not restrict compulsory contribution to Jamsostek to
the enterprises with legal entities (formal sector) and
if the legislation is interpreted as its original intent, then
the potential capture group for Jamsostek could be as
high as 70% of the workforce.
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Executive Summary

Immediate objective 1 of the ILO Project envisaged
the establishment of a new institutional structure for
the national social security scheme and thus focused
on Jamsostek. The rationale for this was that the
present legal status of Jamsostek under Law 3 of 1992
as a Persero, a public limited liability company required
to make profits and pay taxes, is widely considered to
be inappropriate for a system based on State
responsibility and constitutional rights.  The strategy
of the project was to reconstitute Jamsostek as a public
social security institution that will hold its members’
contributions in trust against future benefit entitlement
under the supervision of a tripartite Board. Alongside
this the project was to focus on the reform of the
institution to ensure that it will be able to undertake the
role envisaged as the core of the social security system
in Indonesia entailing review of the organizational and
administrative system aiming at improved accountability
and efficiency and improved service to the public.

The change of status of Jamsostek to a trust fund —
new Jamsostek, ‘Jamsostek Baru’ — implies that it
will enjoy a measure of independence from the
Government in its day-to-day operations as well as its
longer-term policy direction. Government supervision
would be replaced with supervision by the tripartite
board of trustees.  This more direct and focused control
is expected to lead to improved public perception of
Jamsostek as a social security institution and help meet
the two important conclusions about Jamsostek
reached at the 1999 workshop on restructuring the
social security system which were:

• “The service to insured persons and employers must
be improved and linked to prescribed performance
indicators and targets”; and

• “Strengthening of compliance and enforcement is
essential and, combined with improved service and
public relations should, to an extent, address the
coverage problem”.

PART II  JAMSOSTEK

Many meetings were held on the status of Jamsostek
and an informal consensus reached that the Persero
should be changed to a Trust Fund supervised by a
tripartite Board. Workshops were also held in Jakarta
and 5 Regions confirming the central consensus. But
despite the fact that a Bill to amend Law No.3 of 1992
went to the House of Representatives during the
course of the project, further capacity building was
considered necessary before an informed, formal
consensus could be reached. It was hoped that this
might be achieved during a possible extension to the
project but, although the project was finally extended
twice — firstly to 31st October (with a break during
June and July) and subsequently to the end of 2002 —
little further progress was made towards achieving this
output. However, after the description of Jamsostek
Programmes that follows this summary, the ILO
recommendations on the need for a change of status,
options for such change and proposals for a process
by which such change could be achieved are discussed
in this Part. The need for an independent, tripartite
body to supervise policy development, investments, etc.
in the interests of the members brings into question
pressures to expand Jamsostek core business from
simply collecting contributions and paying benefits to
wider, commercial ventures. The implications of this
are also discussed.

The 1999 national workshop that conceived the recent
ILO project also drew attention to the need to improve
the efficiency of Jamsostek operations and this Part
also describes the detailed study conducted into
Jamsostek Operations & IT Systems. The report of
this study indicates operational improvements and
paves the way for establishing MIS systems that may
be used to monitor the achievement of performance
indicators. But these will have to be devised and
negotiated as the systems are developed and link in
with possible changes in the management system and
culture, including support for human resources
development of Jamsostek Baru. It is believed that
further technical assistance will be necessary to
establish the new management control systems that

Part II Executive Summary
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could form part of a second phase project designed to
further strengthen Jamsostek.

The workshop also identified as a major weakness,
the enforcement of compliance that the study estimated
to be as low as 40%. This has implications for the
sustainability of most, if not all, of the Jamsostek benefit
programme and the ILO Project recommended
strongly that the responsibility for this should be moved
from Depnaker/Dinas to Jamsostek itself. The project
team obtained the views of government and social
partners on ways of improving the control of compliance
and there was a general consensus that Jamsostek
inspectors should replace the present enforcement by
labour inspectors. A potential stumbling block to this
seemed to be the legal requirement that law
enforcement could only be undertaken by government
officials, although a possible way around this might be
to second labour inspectors to Jamsostek.  But no
decision on this issue was reached before the end of
the project.  Inevitably changing the responsibility for
enforcement to Jamsostek will have implications for

human resources, particularly recruitment, training and
career structure. The issues are discussed later in this
Part.

The need to improve compliance with the Jamsostek
law raises the issue of simplification of the contributions
structure and gave rise to recommendations that a
unified contribution rate would not only make detection
and enforcement less complicated than the present
differential rate for both the employment injury and
separate health care programme but also be in line
with the general direction towards social insurance
principles of shared risk. The issues are discussed later
in this Part.
The Jamsostek investment provisions were studied by
the ILO Actuary and are dealt with in the separate
report: “Report to the Government on the Financing
and Investment of Jamsostek and Social Budgeting in
Indonesia”. Investment issues from this report are
discussed later in Part II and the social budget in Part
IV of this Publication.

Part II Executive Summary
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Rangkuman Eksekutif

Tujuan jangka pendek yang pertama dari Proyek ILO
ini ialah menginginkan adanya pembentukan struktur
kelembagaan baru bagi skema jaminan sosial nasional
dan karena itu difokuskan pada Jamsostek. Alasannya
adalah bahwa status hukum PT Jamsostek saat ini
menurut UU No. 3/ 1992 sebagai Persero, yaitu suatu
perusahaan perseroan terbatas umum yang dituntut
untuk menghasilkan laba dan membayar pajak, dinilai
tidak cocok untuk suatu sistem yang dibentuk
berdasarkan tanggung jawab Negara dan hak-hak
konstitusional. Strategi proyek ini diharapkan dapat
merekonstitusi (membentuk ulang) PT Jamsostek
sebagai suatu lembaga jaminan sosial umum yang
mengelola iuran-iuran yang dipercayakan kepadanya
oleh para anggotanya di bawah pengawasan suatu
Dewan Tripartit untuk nantinya dikembalikan sebagai
hak atas manfaat di masa yang akan datang. Seiring
dengan itu, proyek ini diharapkan dapat difokuskan pada
upaya mereformasi lembaga Jamsostek itu sendiri guna
memastikan bahwa lembaga tersebut akan sanggup
menjalankan peran yang diharapkan sebagai inti sistem
jaminan sosial di Indonesia yang memerlukan suatu
kajian ulang terhadap sistem organisasi dan administrasi
yang ada dengan tujuan untuk meningkatkan
pertanggungjawaban, effisiensi dan perbaikan
pelayanan kepada masyarakat.

Perubahan status Jamsostek menjadi dana wali amanat
— ‘Jamsostek Baru’ — menyiratkan bahwa
Jamsostek akan mandiri dan tidak lagi tergantung pada
Pemerintah baik dalam operasinya sehari-hari maupun
dalam penetapan arah kebijakan jangka panjang yang
diambilnya. Pengawasan Pemerintah akan digantikan
dengan pengawasan oleh dewan wali amanat yang
bersifat tripartit. Kendali yang lebih langsung dan
terfokus ini diharapkan akan dapat memperbaiki
persepsi publik terhadap Jamsostek sebagai lembaga
jaminan sosial serta ikut membantu mewujudkan kedua
kesimpulan penting tentang Jamsostek yang dicapai
dalam lokakarya tahun 1999 mengenai restrukturisasi
sistem jaminan sosial, yaitu:

• “Pelayanan kepada orang-orang yang
diasuransikan dan pengusaha harus ditingkatkan

dan dikaitkan dengan indikator dan sasaran kinerja
yang telah ditetapkan sebelumnya”; dan

• “Meningkatkan kepatuhan dan penegakan
merupakan upaya yang amat penting dan, bila
dikombinasikan dengan perbaikan pelayanan dan
hubungan masyarakat, pada suatu tingkat tertentu
hendaknya akan dapat mengatasi masalah
kurangnya kepesertaan anggota.”

Telah banyak dilakukan pertemuan untuk membahas
status Jamsostek dan telah dicapai suatu konsensus
informal bahwa status Persero yang dimiliki PT
Jamsostek saat ini sebaiknya diubah menjadi suatu Dana
Wali Amanat (Trust Fund) yang ditempatkan di bawah
pengawasan suatu Dewan tripartit. Konsensus penting
ini telah mendapat konfirmasi dalam lokakarya-
lokakarya yang diselenggarakan baik di Jakarta maupun
di lima daerah lain di Indonesia. Meskipun selama
berlangsungnya proyek ini, suatu RUU untuk
mengubah UU No. 3 Tahun 1992 telah diajukan ke
DPR, masih perlu dilakukan pemberdayaan kapasitas
lebih lanjut sebelum dapat tercapai suatu konsensus
formal dapat tercapai. Konsensus formal ini diharapkan
dapat dicapai dalam jangka waktu perpanjangan
proyek. Tetapi, meskipun proyek ini pada akhirnya telah
diperpanjang hingga dua kali — yang pertama
diperpanjang hingga tanggal 31 Oktober (dengan jeda
selama bulan Juni dan Juli) dan kemudian diperpanjang
lagi hingga akhir tahun 2002 — tak banyak kemajuan
yang diperoleh dalam mencapai keluaran ini. Kendati
demikian, setelah pemaparan mengenai program-
program Jamsostek yang mengikuti rangkuman ini,
Bagian ini mendiskusikan rekomendasi-rekomendasi
ILO mengenai perlunya melakukan perubahan status,
pilihan-pilihan untuk perubahan tersebut serta proposal-
proposal bagi suatu proses untuk mewujudkan
perubahan tersebut. Perlu adanya suatu badan tripartit
independen untuk mengawasi penyusunan
kebijaksanaan, investasi dan hal-hal lain bagi
kepentingan anggota membuat tekanan-tekanan untuk
memperluas operasi inti Jamsostek dari sekedar
mengumpulkan iuran dan membayar manfaat ke
usaha-usaha komersial yang lebih luas menjadi suatu
hal yang patut dipertanyakan. Implikasi-implikasi yang
timbul dari hal ini juga didiskusikan.
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Lokakarya nasional tahun 1999 yang menjadi titik tolak
proyek ILO ini juga menyoroti perlunya upaya
meningkatkan efisiensi (daya guna) operasi Jamsostek
dan, sehubungan dengan itu, Bagian ini juga
memberikan penjelasan mengenai studi rinci yang telah
dilakukan terhadap sistem operasi dan teknologi
informasi PT Jamsostek. Laporan studi tersebut
memberikan petunjuk mengenai perbaikan-perbaikan
operasional yang perlu dilakukan serta membuka jalan
bagi pembentukan sistem-sistem manajemen informasi
yang dapat digunakan untuk memantau pencapaian
indikator-indikator kinerja. Tetapi sistem-sistem
informasi manajemen tersebut nantinya akan harus
disusun dan dinegosiasikan pada saat sistem-sistem ini
dikembangkan dan dihubungkan dengan perubahan-
perubahan yang mungkin terjadi dalam sistem
manajemen dan budaya, termasuk dukungan bagi
pengembangan sumber daya manusia Jamsostek Baru.
Kami berkeyakinan bahwa bantuan teknis lanjutan
akan diperlukan untuk membentuk sistem-sistem
pengawasan manajemen baru yang dapat menjadi
bagian dari suatu proyek tahap kedua yang dirancang
untuk lebih memberdayakan Jamsostek.

Lokakarya nasional tahun 1999 tersebut juga
menyebutkan bahwa kelemahan utama Jamsostek
terletak pada penegakan kepatuhan, yang dalam studi
tersebut diperkirakan serendah 40%. Rendahnya
penegakan kepatuhan ini menimbulkan implikasi-
implikasi terhadap kesinambungan sebagian besar,
kalau tidak dapat dikatakan seluruh, program manfaat
Jamsostek. Karena itulah, Proyek ILO ini sangat
menyarankan supaya tanggung jawab atas penegakan
kepatuhan dialihkan dari Depnaker/ Disnaker ke
Jamsostek. Tim proyek ini memperoleh pandangan-
pandangan dari pemerintah dan para mitra sosial
mengenai cara-cara memperbaiki pengawasan
kepatuhan. Di samping itu telah ada suatu konsensus
umum bahwa para pengawas dari Jamsostek

hendaknya bertugas melakukan penegakan mengganti-
kan tugas penegakan yang saat ini masih dijalankan
oleh pegawai pengawas ketenagakerjaan. Yang
tampaknya berpotensi menjadi batu sandungan terhadap
upaya pengalihtugasan ini adalah ketentuan hukum
yang menetapkan bahwa penegakan hukum hanya
dapat dilakukan oleh pejabat pemerintah, meskipun
sebenarnya ketentuan ini dapat disiasati dengan
memperbantukan pegawai pengawas ketenagakerjaan
Depnaker ke Jamsostek. Sayangnya, tidak ada
keputusan yang dicapai mengenai hal ini sebelum
proyek ini berakhir. Tak terelakkan lagi, pengalihan
tanggung jawab penegakan dari Depnaker ke
Jamsostek akan memberikan implikasi-implikasi
terhadap sumber daya manusia, terutama yang
menyangkut perekrutan, pelatihan dan struktur karir.
Hal-hal ini dibahas lebih lanjut dalam Bagian ini.

Adanya kebutuhan untuk meningkatkan kepatuhan
terhadap ketentuan undang-undang Jamsostek
menimbulkan pemikiran untuk menyederhanakan
struktur iuran serta merekomendasikan bahwa suatu
tingkat iuran yang seragam tidak saja akan membuat
pendeteksian dan penegakan menjadi lebih sederhana
daripada tingkat iuran yang saat ini berbeda-beda untuk
program jaminan kecelakaan kerja maupun program
jaminan perawatan kesehatan tetapi juga sesuai
dengan arah arah umum prinsip asuransi sosial
mengenai risiko pertanggungan. Hal-hal inilah yang
akan dibahas kemudian dalam Bagian ini. Ketentuan-
ketentuan yang berkaitan dengan investasi Jamsostek
telah dipelajari oleh Aktuaris ILO dan dibahas dalam
suatu laporan tersendiri berjudul “Laporan kepada
Pemerintah mengenai Keuangan dan Investasi
Jamsostek dan Penyusunan Anggaran Sosial di
Indonesia.” Masalah-masalah yang berkaitan dengan
investasi dari laporan ini dibahas dalam Bab II
sedangkan hal-hal mengenai anggaran sosial dibahas
dalam Bagian IV dari Publikasi ini.
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Figure 4. Table of Membership Statistics

Employees Active Inactive Claimants Total
Males 6,309,902 4,074,907 2,322,971 10,649,568
Females 3,072,884 1,694,920 995,560 5,763,364

TOTAL 9,382,786 5,769,827 3,318,531 18,471,144

CHAPTER 3 JAMSOSTEK SOCIAL SECURITY PROGRAMMES

7 Concentrating on formal sector employers is an administrative decision and not a legislative requirement.
8 This reflects the fact that using the average contribution wage of 480,000 Rp per month then in reality only employers with two or less

employees would be exempt from contribution. i.e. only about 5 – 10% of employees would work for an employer exempt from
compulsory contribution. Source BPS employment statistics 2000.

9 Source Jamsostek IT Bureau 13 September 2001

Part II Chapter 3

Background
In 1992 PT Jamsostek was inaugurated by assuming
the social insurance functions of Astek (formed in 1977)
and extending the range of programmes provided by
Astek from retirement and death benefits to include
work accident insurance and health care. In 1993 the
Jamsostek retirement programmes, the range of eligible
employees was extended from employers with at least
100 employees in addition to a monthly gross payroll
of Rp. 5 million to employers having at least 10 staff
and gross payroll of Rp. 1 million per month.
The limited company status of Jamsostek (Persero)
also introduced a taxation liability on company profit
(but not on investment earnings) that has served to
limit the growth of investments and subsequent return
to contributors. Some of the profit is returned to
Jamsostek by the Ministry of Finance to support special
worker programs and in 2001 this included funding for
workers’ hospitals. Legislation is being prepared to alter
the status of Jamsostek from a Persero to a public
trust managed by a tripartite board and the effect of
this legislation will be to remove the taxation liability
from the profit of the institution. The no profit income
from investments is to be returned to members as
increased benefits.
The legal status of PT Jamsostek is discussed in more
detail in Chapter 4.

Jamsostek Programs
Jamsostek is responsible for the administration of the
following social insurance programs:

• Old Age Jaminan Hari Tua (JHT)
Benefit Scheme

• Employment Accident Jaminan Kecelakaan
Benefit Scheme Kerja (JKK)

• Death Benefits Scheme Jaminan Kematian (JKM)
• Health Care Jaminan Pemeliharaan

Benefit Scheme Kesehatan (JPK)
The Retirement program is a provident fund based on
individual accounts, providing for a variable rate of benefit
based on the contributions and interest credited to the
account over the life of the membership. The remainder
of the programs are provident funds based on group
accounts that provide a standard fixed rate of benefits
based on the legislation, regulations and decisions made
by the board of management.A summary of the
Jamsostek programs is shown in Figure 4.

Statistical Overview of Jamsostek
Programs
There were 97,499 employers registered with
Jamsostek as at July 2001. Of these, 74,966 were active
and 22,533 were inactive. The estimated potential
number of eligible employees i.e. from formal sector7

employers with 10 or more employees or monthly gross
payroll exceeding Rp.1 million is about 27.3 million
formal sector employees8 or active contributors. The
current employee members for the Jamsostek
Provident Fund, Work Injury and Death Benefits
programs are shown in the table below9.

The Active membership statistics comprise only those
members currently registered and contributing to the
fund. The Inactive members’ statistics comprise:
• Members now unemployed and with less than five

years of contributions;
• Members who have changed employment to an

ineligible employer or self employment and do not
exercise their rights to continue to contribute to the
fund;

• Unemployed Members who have chosen to retain
their investment in the fund;

• Members who have discontinued contributions for
reasons of employer bankruptcy;

• Members deceased and where family have not
claimed their entitlement; and

• Members who are now contributing through
another employer and the previous record(s) are
inactive.

The Claimants statistics represent the number of
members who have claimed their retirement benefit
entitlements during the period 1978 to 2000.
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Social Security Coverage of the
General Population in Indonesia
Social Security is currently provided to a small minority
of the population with only about 13.5 million workers
covered by the Taspen, Asabri and Jamsostek schemes
out of a total workforce of about 98 million people
(including job seekers). This means that only about
14% of workers are currently covered by mainstream
social security schemes. This excludes health insurance
which has more extensive coverage by means of
government, private and micro schemes. The main items
of legislation that relates to the non-government
workers social security scheme and in particular to
rights and obligations of contribution to the scheme
are shown below.

Health Care
The Jamsostek health care scheme covers worker
members, spouse and the first 3 children only. Article
2(4) of Government Regulation No.14 of 1993 provides
that employers with their own private health care

provisions may opt out of the Jamsostek Health
Insurance component of the system if the benefits they
provide for their employees are ‘superior to the basic
Health Care Package’. This has resulted in some
adverse selection with better-paid workers more likely
to be covered by private (or employer-funded) schemes
with the lower-paid, more vulnerable workers covered
by Jamsostek. The risk pool is in consequence much
smaller and with a lower level of funding than it should
be. The year 2002 estimate of the number of persons
covered by the Jamsostek scheme was 2.7m persons
(of whom 1.3 m were workers). The coverage of the
public sector health care scheme (Askes) was
estimated to be 13.8m (plus 0.72 m ‘commercial’
members). Thus only some 17.22 m people in
Indonesia (with a population of 208 m) are covered by
the formal health insurance schemes — leaving 91.8%
of the population excluded. Even adding in those
covered by private health insurance, there are
estimated to be 85% of the population excluded.

Part II Chapter 3
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implications of trust fund status and no general
agreement on how to proceed to transform PT
Jamsostek into a trust fund. Law No. 11 of 1992 on
the establishment of pension funds (dana pensiun) is
the closest in concept (in that it provides for full return
of proceeds from contributions, etc. to be returned to
members through future benefit and provides for
control by a board consisting of representatives of
employers, members and the bank in which the fund is
kept in trust; the board in turn is controlled by the
Ministry of Finance).

Similarly, although there is an informal consensus in
favour of there being tripartite supervision of the trust
fund, no informed, formal consensus has been reached
on the detail. Such important issues such as qualification
and procedures for nomination, appointment and
rotation or dismissal of trustees, conduct of Board
business (including such issues as quorum), methods
of accountability, etc. are still undecided.

The essential features of social security trust funds
are:

They are Independent from Government;
• Income and investments (assets) are held in trust

for the Members;

• Assets are used exclusively for the benefit of
Members;

• Investment income is generally free of tax and
returned to Members in increased benefits.

While Jamsostek is run as a Persero:
• Financial control is by Ministry of Finance/ State-

owned Enterprises and Operational control is by
Depnaker;

• Investment is controlled by Finance, although this
should be in accordance with the Investment
Regulations (No. 28 of 1996);

• Dividends are paid to the single Shareholder (Govt.);
• Profits are taxable.

While the social security scheme continues to be run
as a government ‘milch cow’:
• There is a Profit motive but little direct motivation

for Depnaker to ensure that contribution income is
maximized. Historically (as shown by a cumulative

10 Prof. Sentanoe Kertonegoro 2002.

CHAPTER 4 STATUS OF JAMSOSTEK

Part II Chapter 4

The private sector social security in Indonesia was
originally administered through the social security
foundation, Yayasan Dana Jaminan Sosial under the
Ministry of Manpower. Government Regulation No.
34 of 1977 transformed this foundation into
Peperusahaan Umum Astek (Perum Astek for short)
with profits shared with government. The present social
security institution administering the scheme for the
private sector is Perseroan Terbatas Jaminan Sosial
Tenaga Kerja (translated as: limited liability company
for employees’ social security), abbreviated to PT
Jamsostek. The status of PT Jamsostek as a Persero,
or State-owned limited liability company is required
under the ‘Jamsostek Law’ — Law No. 3 of 1992.
Under the provisions of Law No.1 of 1995 the State
must be the majority shareholder of a Persero. In the
case of PT Jamsostek all the shares are State-owned.
Ownership used to be vested in the Ministry of Finance
but currently Minister of State-owned Enterprises is
the sole shareholder10. However, it is understood that
in practice the supervision is still carried out in the
Ministry of Finance. This current status means that
PT Jamsostek must operate to generate a profit for its
shareholder and, like other limited liability companies
operating on a commercial basis, the profit earned is
taxable. In year 2000 Jamsostek paid a dividend to the
Ministry of Finance of Rp.110 billion and tax of Rp. 3
billion. The daily newspaper, Kompas, reported on 15th

April 2002 that the profit earned by Jamsostek in the
year 2001 was Rp.320.6 billion — an increase of 40%.

In the past the profit orientation of Jamsostek has given
rise to suggestions that the system should be open to
commercial competition and that the monopoly status
of PT Jamsostek should be removed. However, the
international view and that now widely held in Indonesia
is that profit-taking is inappropriate for a social security
scheme and that in the absence of a profit motive,
monopoly status is appropriate.

The consensus in favour of changing the status of
Jamsostek to that of a trust fund has been forming
over a number of years and several attempts have
been made to draft legislation to amend the Jamsostek
Law to effect this change. However, in the absence
of a law (similar to those relating to Persero,
Perum,etc.) to regulate the constitution and
administration of trust funds in Indonesia (a so-called
‘Trustee Law’), there is no wide understanding of the
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index over the period 1978 to 2000)11 income from
investment has been 38% below the level of inflation
and 63% less than the average market rate, although
there is some improvement since. Thus the net result
of the Government’s stewardship of the social
security scheme indicates that less than half of the
contributions due to be paid have been collected with
very little effort to enforce compliance — and there
has been a negative real return on the investment of
those that have been collected. Meanwhile large
sums in dividends and taxation have been channelled
away from direct benefit to the members — directly
counter to the objectives of the principles of social
security.

• There is the possibility of competition (there is already
a measure of competition for business in the health
care market) but this is not necessarily ‘healthy’
competition;

• There are complex, arcane control mechanisms but
they do not help efficiency or transparency.

The decentralization process has further complicated
the line of operational control. During the currency of
the project a number of attempts were made by ILO
experts to establish what measure of policy and
operational control was actually exercised and how
effective this was. But it was not possible, despite many
enquiries and two separate joint meetings with
Depnaker and Jamsostek officials, to obtain any
concrete evidence of policy guidelines. Questionnaires
designed to inform policy and control lines were
prepared and circulated at the meetings but none was
returned to the project office. Some changes were
made to the legislation affecting the level and period
of payment of occupational injury benefit in October
2001 but, as far as could be established, the changes
were instituted under a Jamsostek (not Depnaker)
initiative.

As far as control of compliance is concerned this,
according to Article 31 of Law No.3/1992, investigation
is carried out by labour inspectors. Inspectors used to
be under the direction of the Department of Manpower
but since decentralization this responsibility has been
delegated to Provincial Governors through Dinas
Tenaga Kerja. This raises questions about consistency
and, since Provinces will be collecting local taxes, also
the priority that would be given to collection of social
security contributions. Unless there is rigid control, the

possibility of corruption or collusion between inspectors
and errant employers will arise.

Thus there is a general recognition that the status of
Jamsostek should change and even agreement on the
general direction of that change but action to effect
any change has been uncoordinated and seemingly
lacking in real commitment.  A number of draft Bills
to amend Law No. 3 of 1992 have been prepared but
little concerted effort has been made at discussion of
the implications or the detailed provisions and no formal,
informed consensus has been reached — even on the
concept. Late in 2001 a draft Bill was submitted by
the Department of Manpower and Transmigration to
the House of Representatives under an ‘Initiatives
Procedure’ but the draft appears not to have been
circulated within government or shared with the social
partners. Although a copy (in Bahasa Indonesia) was
made available to the ILO after its submission, the
project was not invited to comment on the draft before
its submission, even though this legislation was
prescribed as Output 1.1 of Immediate Objective 1 of
the project and the work of drafting the legislation was
Activity 1.1.2.

In an attempt to progress activities and outputs on the
legislation and to stimulate discussion, the project CTA
tabled copies of the 1999 ILO drafting proposals, an
early draft by the project national Social Security
Adviser and the project’s current outline ‘legal drafting
instructions’ at the National Project Steering
Committee (NPSC) in August 2001. Inconclusive
discussion took place within a special ‘tripartite plus’
NPSC meeting in September and workshops were held
with workers’ and employers’ representatives to
explain the trust fund concept. The project submitted
a proposal to the Director General early in October
for a process to achieve a formal consensus together
with an indication of the essential provisions for
inclusion in amending legislation but this was never
discussed nor did it appear to be taken into account
before the draft Bill was submitted to the legislature.

The need to change the status of Jamsostek, the trust
fund concept and its implications, including the question
of operational control, featured in a workshop
programme in January, February and March 2002
consisting of a national Keynote workshop in Jakarta
and regional workshops in Medan (Sumatra); Bandung

11 See ILO Report to the Government on financing and investment of Jamsostek.

Part II Chapter 4
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(West Java); Makassar (Sulawesi); Balikpapan (East
Kalimantan); and Surabaya (East Java). A senior
representative of Depnakertrans attended only the final
workshop and it remains to be seen the extent to which
the views will be taken into account in future drafting
amendments to the Bill.

The ILO’s view is that such an important change to
the institutional base of the social security system as
would be brought about by a change in the status of
Jamsostek is a matter of national concern. A broad
based consensus among not only interested government
departments and the social partners but also including
the broader Civil Society (including employers’ and
workers’ representatives, women’s groups, professional
organizations and consumers’ and patients’ groups,
academia, etc.) in favour of the change and all its
implications is, therefore, called for. The detailed
arrangements for supervision by the tripartite board
and the public accountability process need to have
widespread support if Jamsostek is ever to achieve
public confidence. The process towards achieving such
a consensus, though commenced by project activities,
has not yet been supported at a sufficiently senior level
within government. While a measure of consultation
is said to be provided for within the legislative process,
it is unclear how broad this consultation will be or the
extent to which international social security experience
will be taken into account.  Further support by the
project, including policy papers, other countries’ social
security legislation and workshop discussion has been
offered.

The ILO recommended that a process to change
the status of PT Jamsostek should be continued on the
following lines12:

• A formal consensus should be reached within
Government as to what, in precise terms is intended
by the proposal to change the status of Jamsostek.

• Such a consensus should be reached on the basis of
a clear understanding of the implications. The
consensus should be based on agreement to a written
proposal.

• This proposal should be put to the Social Partners
and the wider Civil Society and agreed (or modified)
on the basis of negotiation.

• Legislation to amend Law No.3 of 1992 (the
Jamsostek Law) should be drafted on the basis of
the agreed proposal and circulated for comment
before submission to the legislature.

• ‘Drafting Instructions’ for amending Law No.3 to
be undertaken by Depnaker Binawas, Depnaker Biro
Hukum and the ILO (preferably the Project CTA or
another expert in social security legislation), in
collaboration with National Project Steering
Committee.

• The amending legislation should be limited to the
essential provisions to change the status of Jamsostek
and clarify the respective responsibilities of
Government, the Board of Trustees and the
Executive Body (Jamsostek). But a full Explanatory
Memorandum, describing the implications and the
supporting detail, should be drafted to accompany
the Bill.

• The need for consequential amendments to other
principal laws (particularly Law No.8 of 1981) and
for other processes (such as audits) to achieve the
objective of establishing Jamsostek as a Trust Fund
should be considered as a matter of urgency.

• Subordinate details should be provided for in
Government Regulations and other secondary
legislation.

• Action to publicize the ‘new’ Jamsostek should
proceed as soon as an appropriate consensus has
been reached with social partners — without waiting
for the amended law to be enacted.

The proposal detailed above is based on the
presumption that:

The term ‘Trust Fund’ in relation to Jamsostek
means that it would have a legal entity that is
independent from Government but it would be
accountable to Parliament via the Board of
Trustees, through the Minister or President, by
means of an Annual and other periodic or special
reports. In particular, the reports should be
accompanied by a full annual government audit
and an actuarial valuation.

12 A proposal on these lines was sent to Depnaker by the project on 4th October 2001.
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The Trust Fund would have the following features:

• The Trust Fund should be governed by a tripartite
Board of Trustees;

• It would consist of a Fund into which should be paid
—  all social security contributions, interest from
investments, etc. and out of which should be paid —
all benefits and administrative expenses of the
scheme;

• Thus all income and investments (assets) would be
held ‘in Trust’ for the Members — investments being
decided by Trustees on the basis of professional
advice, according to published Guidelines approved
by the President (to replace and up-date the
provisions in Government Regulation No. 28 of 1996);

• Investment income should be free of tax and returned
to worker Members in increased benefits.

• Assets are to be used exclusively for the benefit of
worker Members.

Trust Fund Jamsostek would be free from
Departmental control — either by Ministry of Finance,
Ministry of State Enterprises or Department of
Manpower & Transmigration.
It is recommended that Jamsostek (the Executive
Body) would be subject to control by:
• The President;
• The Tripartite Board of Trustees;
• The Chief Executive Officer (President Director).

The respective responsibilities might be as follows:

• The President to be responsible (on the advice of
Ministers) for —
! Appointing the Board of Trustees from

nominations submitted by Government,
Employers’ representatives and Workers’
representatives (in accordance with provisions
detailed in Regulations);

! Appointing the Chief Executive Officer of
Jamsostek;

! Appointing Inspectors with authority to enter
business premises, require the production of wages
and other records or documents, and interview
workers — to ensure compliance with the Social
Security Law;

! Approving an annual budget for the operations of
Jamsostek, including programme costs,
administrative costs;

! Approving (by Presidential Decree or otherwise)
salary scales and allowances of Jamsostek Staff
and the Tripartite Board of Trustees;

! Social security strategy, introduction of new
benefits or extension of coverage (on the advice
of the Board of Trustees and on the basis of
actuarial valuation);

! The legislation and amendments thereto; and
! Implementation and good governance.

• The Board of Trustees to be responsible to the
President for:
! The application of the laws and operational issues

(e.g. geographical extension of coverage,
registration or compliance exercises);

! Decisions on liability and employee status (e.g.
whether or not a contribution is due, has or has
not been paid, etc.), subject to the right of appeal
to the Supreme Court.

! Recommending changes in Regulations, in
particular the need for changing entitlement
conditions, the level of benefits and contributions
on the basis of actuarial advice;

! Adjudication of appeals against quantity or quality
of benefit;

! Annual reports or special reports to Minister/
President;

! The performance of Jamsostek (the Executive
Body) according to agreed performance targets;
and

! An internal audit group established on tripartite
grounds to monitor the internal accounting,
assessment of contribution liability, payment of
benefit, investment and social security inspection
processes.

• The Chief Executive Officer (President Director)
to be responsible to the Board of Trustees for all
day-to-day operations of the Executive Body, in
particular:
! Collection of contributions;
! Payment of benefit;
! Registration of employers and employees;
! Regular (annual) notification of contribution

records to employee Members;
! Compliance and enforcement of the social security

laws (including preparation of cases for
prosecution). This implies that ‘social security
inspectors’ should be employed by and controlled
by Jamsostek (and not as at present be labour
inspectors with wider duties and under the control
of Depnakertrans or Dinas);

! A decision will need to be taken as to whether
Inspectors or other Jamsostek officials could
represent the Board of Trustees in Court proceedings.

In the process stage there are a number of issues that
need to be resolved within Government before
presenting the proposal to social partners. These issues
are:

• The Legal status of Trust Funds — Whether a
separate law is required stipulating what a trust fund

Part II Chapter 4
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is (similar to the laws on Dana Pensiun, Perum
and Persero), or can a ‘Trust Fund’ simply be
established by describing its function in the amending
legislation? Professor Sentanoe Ketonegoro, the
National Social Security Adviser, has written a paper
in Bahasa Indonesia comparing the different relevant
Indonesian legal entities entitled ‘Formation of
Jamsostek’s Trust Fund’. This and the English
translation are available in the Project report.  Note:
A copy of the Malaysian Trustee Act of 1949 has
been obtained for reference purposes and is
availableas part of the Project Office papers.
However, the ILO’s view is that such a trustee law
is not necessary and the problem could be overcome
by avoiding the expression ‘Trust Fund’ in the
legislation. It is the independent, tripartite supervision
that is important, not the name.

• Is there a need to wind up PT Jamsostek legally
before the Trust Fund is established?

• Does Ministry of Finance/Ministry of State
Enterprises agree to transfer the assets of PT
Jamsostek to the Trust Fund — if so is a formal
audit necessary prior to the transfer?

• What should be the Reporting line upwards from the
Board of Trustees and what should be the frequency
of reporting? (e.g. to Minister/President by annual
or special report).

• Trust Fund status implies that there should be no
residual departmental control over Jamsostek (after
the change), other than via periodic reports from the
Board of Trustees to Minister/President. Do
Ministries of Finance, State Enterprises, Manpower,
etc. agree to this?

• In particular, do Department of Manpower and
Transmigration, Ministry of Justice and MENPAN
agree that enforcement of the social security laws
should be undertaken by Jamsostek (not Depnaker)
either directly or by seconded inspectors?

• In view of the extent of the span of control necessary
to ensure the good governance of social security and
the development of the programme, consideration
might be given as to whether ‘Social Security’
warrants the establishment of a new Cabinet post
and a new ministry that are able to focus on the
important issues that, in the future will go beyond
the present interests of private sector manpower,

health services, etc. In the longer term, once the
general shape of the fully restructured social security
scheme is agreed, it would be advisable for the
question of institutional rationalization to be studied.
But in the medium term it is recommended that the
existing institutions should be strengthened and
provisions possibly be harmonized between the public
and private sectors. As with any institutional change
there are vested interests in retaining the status quo
that will tend to inhibit the speed of change and even
the change itself. The creation of a new government
agency with executive responsibility for the
development of the new social security scheme
should overcome such resistance.

Implications of JAMSOSNAS for
‘Trust Fund’ Status of Institutions
By the end of the project it was clear that the change
of status of Jamsostek was continuing to meet with
resistance, possibly by forces with a vested interest in
retaining the status quo. It also emerged, from
discussions with the Task Force that the concept of
JAMSOSNAS as a social security umbrella for all the
existing social security institutions might present an
alternative solution to the problem.

Although the ‘trust fund’ system described above and
recommended for Jamsostek Baru might be used as a
possible model for other social security institutions, it
may not be appropriate for the JAMSOSNAS umbrella
itself. This is because there seems no need for a
separate ‘fund’ for JAMSOSNAS while its individual
institutions remain autonomous. However, it would
benefit from a similar form of tripartite management.

The ILO, therefore, recommended that a
JAMSOSNAS Board (or Council) be established on
similar lines proposed for the Jamsostek Board of
Trustees. The role of the Council would be to have
tripartite supervision of all the institutions under its
umbrella. This would ensure harmony, equity and
eventually facilitate integration. With such broad,
tripartite control there would be no need to establish
separate Boards of Trustees in the individual institutions
and no need for the problematical amending legislation
to change the status of the Persero’s to Trust Funds.

There would, however, still be the need to achieve tax-
free status and to alleviate the payment of dividends
to the Government. But instead of trying to achieve
this through amendment of the existing social security
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laws establishing the Persero’s, it could be done via
the framework JAMSOSNAS law. A relatively simple
provision on the following lines might achieve this:

“Notwithstanding the provisions of the law [law on
Persero’s] requiring the payment of annual
dividends to the Government and the levying of
tax on the profits, no such dividends or tax shall
become payable in respect of any social security
institution covered by the JAMSOSNAS Law.”

The framework law might indicate:—

• What the objectives of JAMSOSNAS are, who
should be covered, how the law will be applied and

when it will be introduced. The Law should also
provide for a tripartite Council or Board with equal
representatives of Govt; Employers; and Workers.
The Council would be responsible to the President
(or Minister of Social Security) for ALL the schemes
— ensuring equity, honesty and transparency, starting
with harmonization and leading to gradually unification
between the public and private sectors. In the
meantime urgent consideration should be given to
introducing portability of benefit rights for workers
transferring between the public and private sectors.

The effect of a JAMSOSNAS Council is illustrated in
the diagram below.

Figure 6 Possible Form of Jamsosnas Council

POSSIBLE FORM FOR JAMSOSNAS COUNCIL

Part II Chapter 4
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effect on efficiency of its core business ¾ which is
collecting and recording contributions, paying benefit
and investing reserve funds.

Should the status of Jamsostek be changed to a trust
fund it follows that the payment to the government of
dividends and the taxation of income from investment
would cease. The investment of all Jamsostek funds
must be to the benefit of members and directed at
maximizing the funds available for the payment of
benefit and improvements to the benefit programme.
Investments will be under the supervision of the board
of trustees according to the guidelines laid down in the
relevant legislation. This legislation, in common with
internationally recognized standards, requires that
investments must meet criteria of security, yield and
liquidity.  It follows that although some worker-
orientated projects may benefit some workers, it would
be difficult to build hospitals and houses or set up
transport systems throughout Indonesia so that all
workers may benefit. It is doubtful whether the yield
from such investments would be high and, more
importantly, it would be difficult to liquidate such assets
in order to pay benefits when these became due. It
seems likely that such investments would be ultra vires
and could lead to the fund experiencing difficulty in
meeting its future commitments.

CHAPTER 5 JAMSOSTEK CORE BUSINESS

Part II Chapter 5

During the ILO/Depnaker workshop programme in
2002 participants (mainly workers’ representatives)
made a number of suggestions that Jamsostek should
do more for workers’ welfare including investing in
such programmes as: hospital building; low cost
housing; workers’ banks; subsidized workers’
transport; and retail outlets for workers.  It is understood
that some similar investments were made during the
course of 2001 utilizing money ‘clawed back’ from
the Ministry of Finance from dividends. There are
strong reasons against such investments continuing into
the future.

In particular, Jamsostek is already having difficulty in
managing its core business efficiently and sometimes
experiences difficulty in recruiting staff of sufficiently
high calibre to process claims, etc. accurately and on
time. The report on Jamsostek Operations and IT
Systems describes the operational and systems
changes that are required for the institution to meet
the demands of the change to a social insurance system
and periodic payments. Given that these operational
changes, the extension of coverage, improvements to
the benefit programme and proper enforcement of the
law will make heavy demands on human resources,
branching out into new, non-social security ventures
can only dissipate resources and have a detrimental
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CHAPTER 6 JAMSOSTEK OPERATIONS & IT SYSTEMS

Summary of Recommendations

Processes and Administration

(i) Registration Process
The registration process should be re-engineered
to become the prime function for new members
and be able to perform the following tasks:
• Obtain complete information about the member,
• Establish the identity of each member by a

standard process of sighting identity documents,
• Conduct an index check to determine the

existence of any previous record,
• Enter and record the details of the member on

the database,
• To ensure that appropriate procedures are

initiated to advise the members of their rights
and obligations of membership to the fund,

• To create any paper files and documentation that
may be required for legal purposes, and

• Contain appropriate system constraints to
prevent the creation of duplicate records.

(ii) Membership Focus
The focus of membership in Jamsostek should be
shifted towards the employee so that the employee
is contacted directly and not via the employer for
annual information of the members’ record,
deficiencies or non payments of contributions, non
compliance, marketing, notification of changes and
responses to member enquiries. All members
should be aware of their rights and responsibilities
of membership in Jamsostek programs and the
responsibilities for notification of changes in
circumstances such as address, employment,
should be with the employees. The focus of
contribution collections should remain on
employers.

(iii) Compliance
The legislation and regulations for collection and
enforcement of contributions should be amended
to provide Jamsostek with all of the relevant
delegations and authority in order to strengthen
the compliance of membership and contributions
to the fund. This should include amendment to
Article 31 (1) of Act No. 3, 1992 to provide
authority for Jamsostek inspectors to be
empowered to enforce social security provisions.

Executive Summary

Introduction

The project for Restructuring of Social Security in
Indonesia is a continuation of the long ILO involvement
in the social security reform process in Indonesia. The
Review of Operations and Information Systems
component of the project was focussed on Jamsostek
(PT Jaminan Sosial Tenaga Kerja) with an aim to
recommend improvements that should be made to
position Jamsostek as the core agency to facilitate
future reforms of social security in Indonesia.

The review analysed the existing organization, work
processes, information systems and current and future
strategic and operational plans as a basis for the
recommendations. Extensive consultation was made
with staff at all levels and with some of the major
external stakeholders and users of Jamsostek services.

Over the past year Jamsostek has undertaken a number
of major initiatives aimed at reforming the organization,
its service to members and to improve its image in the
community. Legislation is being prepared to improve
investment performance by the creation of a trust fund
managed by a tripartite board of commissioners that
will report directly to the People’s Assembly through
a Minister. This will provide independence to the board
and remove outside influences from their task of
maximising investment return to members. The
organisational structure has been improved to
strengthen monitoring of performance, marketing and
services to members.

The following recommendations are mainly targeted
at the Information Systems area because many of the
business processes impact directly on the computing
environment and the summary recommendations are
presented by group order. Full details of the
observations and discussion that have produced these
recommendations are contained in section 8 of the
report.
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The appeals against enforcement decisions,
disability benefits payments and work accident
benefits may be separated to another agency to
promote impartiality.

(iv) Work Injury Reporting
The work injury reporting processes should be
altered to place the responsibility with Jamsostek
to screen and report workplace injuries to the
Department of Manpower and Transmigration
(Depnakertrans). The scale of reportable injuries
should also be altered to those classified as the
more serious injuries that may have resulted from
unsafe work practices or environmental factors.
The current range of carbonised forms for
workplace injury reporting should be altered to
reflect the actual reporting and forms distribution
process.

(v) Jamsostek Marketing
Jamsostek should plan for a marketing exercise
to be conducted to promote the changes that are
to be made following the legislative changes and
the acceptance of the IT strategic and
development plans. The likely marketing strategy
may include the new structural elements such as
the trust fund legislation, new investment practices,
focus on employee members, collection of
employee contact addresses, Integration of
records and compliance.

Should the compliance initiatives be successful,
Jamsostek may also wish to consider an amnesty
for employers who have not been making the
correct contributions or who have failed to register.
A cut-off date for the amnesty may encourage
employers to correct their contribution rates prior
to the commencement of enforcement action.

Data Management Recommendations

(vi) Unique Jamsostek Membership Number
Jamsostek should establish a unique employee
membership number as the primary search
element for membership record management.
This number could be the existing employee
member number or a newly created numbering
system for internal use in Jamsostek. This number
will facilitate the integration of existing records
and to prevent the creation of further multiple
records. In the future this number could be
integrated with the proposed national identity
number system and migrant workers tracking
system.

(vii)Record Integration
The multiple records should be integrated into a
single record that contains the current and historical
data about each member. The amount of data
available about employee members is limited and
to achieve a high degree of integration it will be
necessary to conduct a data collection exercise
(initially through employers) to obtain the relevant
information such as previous membership numbers,
contact address etc, from employees.

(viii)Data Redundancy
The data architecture should be reviewed in order
to eliminate data redundancy and the inclusion of
additional essential data fields such as members
address. The establishment of a common data
record containing the fixed person data should be
considered as an element of data architecture.

(ix) Data Management
The inactive records and the claimants’ paid
records should be separated from the active
records and archived in the Branch Offices. This
process will improve the data access performance
of the frequently used active records in the
Branch Offices and increase the available disk
space.

(x) National Index
A national index of members should be created
from the integrated membership records and be
made accessible in all Jamsostek sites. This index,
as a minimum requirement, must be able to identify
individual employee members and employers and
the location of their data records.

Organizational Recommendations

(xi) IT Organization
The successful development and maintenance of
IT systems is critical to the operations of
Jamsostek and the achievement of its business
goals. In recognition of the technical nature and
to enhance the liaison and decision making process
with the other directors, the management of the
IT organization should be at directorate level and
separated from the Finance Directorate.

The distributed IT architecture in Jamsostek has
created critical processing points in the Branch
offices where all data functions and processing
are performed. The source of all data, maintenance
and data integrity is performed by the Database
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Operators in each Branch Office site. The IT
organization should be reviewed and the
employment conditions for IT staff restructured
to attract capable staff to fill all of the vacancies
and maintain the critical data management
positions in all sites.

IT development needs to be seen as an
investment in the future and to fund the
development it may be necessary to borrow from
future expenditure. Successful IT developments
will produce the efficiencies that result in the
need for lower operational staffing numbers that
can be offset against the increased staffing that
will be required to manage the increase in
membership and programs. It will also provide
the opportunity to deliver a greater range of
services to members and better control over
membership, resources and management
information.

(xii) IT Development and Maintenance
The staffing of the National IT section should
be reviewed to expand the development
component. The redevelopment of the
Jamsostek systems will require a dedicated
project team that is additional to, and separate
from, the existing maintenance team in the IT
section. The proposed systems re-development
project should report to an executive steering
committee.

(xiii) IT Standards and Procedures
Jamsostek should have documented standards
and procedures for:
• IT project methodology and the preferred

support tools,
• Development methodology,
• Data standards and data management,
• Infrastructure development,
• Fault reporting and management, and
• Documentation maintenance and standards.

(xiv) IT Training
The priority of IT training should be directed to
establishing fully trained database administrators,

data operators and relief staff in all Branch,
Regional and the National offices.

(xv) Business Re-engineering
A business re-engineering planning workshop
should be conducted to review the business
needs and the IT architecture in order to develop
an IT strategic plan and development plan in
order to implement the new processes. The re-
engineering workshop should be supported by
the findings of an international study tour that
targets the key organizational and IT
architectural issues and the completion of an
inventory of existing systems and their functions.
The business reengineering process should also
incorporate the recommendations included in this
report and the other specialist reports from the
ILO project.

Conclusion
Jamsostek is in a unique position to become a core
element of an expanded social security system in
Indonesia. It has a functional national network of
offices that are geared to expansion as membership
numbers increase. Together with an existing service
delivery culture and its ability to extend services into
the areas where members live are major strengths.

The major weaknesses in Jamsostek as the main social
security delivery agency is the perception in the
community about poor investment performance,
inadequate benefits to members, low membership
compliance and membership focussed on employers.

In order for Jamsostek to expand its membership base
and social security programs, critical reforms need to
be undertaken in the legislation, investments,
compliance and changing the focus of membership
from employers to employees. The IT systems will
need to undergo major re-engineering to simplify
membership management, eliminate duplicate
membership records, improve data management,
strengthen processes, improve security and ensure
value for money spent on IT.
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Bab 6 Sistem Operasi Jamsostek Dan
Sistem Teknologi Informasi

Rangkuman Eksekutif

Pendahuluan

Proyek Restrukturisasi Jaminan Sosial di Indonesia
merupakan kelanjutan dari keterlibatan ILO dalam
proses reformasi jaminan sosial di Indonesia. Kajian
ulang terhadap komponen Sistem Operasi dan Sistem
Informasi proyek ini difokuskan pada Jamsostek (PT
Jaminan Sosial Tenaga Kerja) dengan tujuan
merekomendasikan perbaikan-perbaikan yang
seharusnya dilakukan untuk menempatkan Jamsostek
sebagai badan inti untuk memfasilitasi reformasi jaminan
sosial di Indonesia di masa yang akan datang.

Kajian ulang tersebut menganalisa organisasi yang ada
sekarang, proses kerja, sistem informasi, rencana
strategis dan operasional yang ada sekarang maupun
di masa yang akan datang sebagai dasar berpijak bagi
rekomendasi-rekomendasi tersebut. Konsultasi secara
ekstensif dilakukan dengan staf di semua tingkat dan
dengan beberapa pihak utama yang berkepentingan di
luar Jamsostek serta dengan para pengguna pelayanan
Jamsostek.

Selama tahun lalu Jamsostek telah menjalankan
sejumlah inisiatif penting yang ditujukan untuk
perombakan organisasi Jamsostek, pelayanan yang
diberikan kepada anggota serta untuk memperbaiki citra
Jamsostek di mata masyarakat. Saat ini sedang disusun
rancangan undang-undang untuk meningkatkan kinerja
investasi melalui penciptaan suatu dana wali amanat
yang dikelola oleh suatu dewan komisaris tripartit yang
akan melapor secara langsung kepada Majelis
Permusyawaratan Rakyat melalui seorang Menteri.
Hal ini akan memberikan kemandirian kepada dewan
dan menyingkirkan pengaruh-pengaruh luar dari tugas
mereka memaksimalkan pengembalian investasi
kepada para anggota. Struktur organisasi telah
ditingkatkan untuk memperkuat pemantauan kinerja,
pemasaran dan pelayanan kepada anggota.

Rekomendasi-rekomendasi berikut terutama ditujukan
untuk bidang sistem Informasi karena banyak proses
operasi Jamsostek berdampak langsung terhadap
perhitungan yang dilakukan melalui komputer dan
rangkuman rekomendasi disajikan menurut urutan
kelompok. Rincian lengkap mengenai pengamatan dan
diskusi yang dilakukan sehingga menghasilkan

rekomendasi-rekomendasi ini dapat dijumpai dalam
seksi 8 laporan ini.

Rangkuman Rekomendasi

Proses dan Administrasi

(i) Proses Registrasi
Proses registrasi (pendaftaran anggota) harus ditata
ulang supaya proses ini menjadi fungsi utama bagi
anggota baru dan supaya melalui proses ini tugas-tugas
berikut dapat dilaksanakan:
• memperoleh informasi lengkap mengenai anggota;
• menetapkan identitas tiap anggota melalui suatu

proses standar yang dilakukan dengan melihat atau
memeriksa dokumen/ surat bukti identitas yang
dimiliki anggota;

• melakukan pengecekan indeks untuk mengetahui
apakah sudah ada catatan sebelumnya tentang
anggota tersebut;

• memasukkan dan mencatat rincian data anggota ke
dalam data base;

• memastikan dijalankannya prosedur yang layak untuk
memberitahu anggota mengenai apa yang menjadi
hak dan kewajiban mereka sehubungan dengan
keanggotan mereka dalam dana jamsostek;

• membuat arsip dan dokumentasi yang mungkin kelak
akan dibutuhkan untuk keperluan hukum; dan

• termasuk didalamnya batasan-batasan sistem untuk
mencegah terjadinya duplikasi catatan data anggota
(records).

(ii) Fokus Keanggotaan
Fokus keanggotaan dalam Jamsostek hendaknya
digeser dari pengusaha ke pekerja/ pekerja sehingga
pekerja dapat secara langsung dihubungi tanpa harus
menghubungi pengusahanya guna memperoleh
informasi tahunan tentang catatan anggota, kekurangan
dalam pembayaran iuran/ tidak dibayarnya iuran,
ketidakpatuhan, pemasaran, pemberitahuan tentang
perubahan-perubahan dan tanggapan-tanggapan
terhadap pertanyaan-pertanyaan yang diajukan.
Seluruh anggota Jamsostek hendaknya menyadari apa
yang menjadi hak dan kewajiban mereka sebagai
anggota program Jamsostek serta bertanggung jawab
memberitahu perubahan-perubahan keadaan seperti
perubahan alamat dan pekerjaan. Namun, fokus
pengumpulan iuran hendaknya tetap pada pemberi
pekerja.

(iii)Kepatuhan
Undang-undang dan peraturan-peraturan yang
mengatur pengumpulan iuran dan penegakan kepatuhan
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dalam pembayaran iuran harus diubah sehingga
Jamsostek memperoleh hak mewakili dan wewenang
yang relevan untuk memberdayakan kepatuhan dalam
kewajiban menjadi anggota Jamsostek dan dalam
pembayaran iuran ke dana jamsostek. Perubahan
tersebut hendaknya mencakup perubahan terhadap
Pasal 31 (1) Undang-Undang No. 3/ 1992 guna
memberikan wewenang kepada tenaga pengawas
Jamsostek sehingga mereka diberdayakan untuk
menegakkan ketentuan-ketentuan jaminan sosial.
Banding yang diajukan terhadap keputusan-keputusan
penegakan, pembayaraan santunan cacat dan santunan
kecelakaan kerja sebaiknya ditangani oleh badan lain
guna mencegah terjadinya keberpihakan pada salah
satu pihak.

(iv)Pelaporan Kecelakaan Kerja
Proses pelaporan kecelakaan kerja harus diubah
dengan memberikan tanggung jawab pada Jamsostek
untuk melakukan pemeriksaan terhadap dan
melaporkan kecelakaan yang terjadi di tempat kerja
ke Departemen Tenaga Kerja dan Transmigrasi
(Depnakertrans). Skala kecelakaan kerja yang layak
dilaporkan juga harus diubah sehingga yang dilaporkan
hanyalah kecelakaan kerja yang lebih serius, yang
mungkin diakibatkan oleh praktek kerja yang tidak
mengindahkan aspek keselamatan kerja atau oleh
faktor lingkungan. Formulir-formulir rangkap dengan
kertas karbon untuk pelaporan kecelakaan ditempat
kerja juga harus diubah untuk merefleksikan proses
pelaporan dan distribusi formulir secara aktual.

(v) Pemasaran Jamsostek
Jamsosek harus merencanakan upaya pemasaran untuk
memperkenalkan dan mempromosikan kepada
masyarakat perubahan-perubahan yang akan dilakukan
setelah perubahan (amendemen) terhadap undang-
undang selesai dilakukan dan setelah rencana strategis
dan rencana pengembangan teknologi informasi
diterima. Strategi pemasaran yang mungkin akan
dilakukan dapat meliputi unsur-unsur baru yang bersifat
struktural seperti upaya mengajak masyarakat untuk
mengenal dan memahami undang-undang dana wali
amanat, praktik-praktik baru dalam melakukan
investasi, pentingnya pemusatan terhadap pekerja yang
menjadi anggota Jamsostek, pengumpulan alamat-
alamat pekerja yang dapat dihubungi, upaya
memadukan catatan-catatan data anggota dan
kepatuhan terhadap ketentuan jamsostek.

Apabila inisiatif-inisiatif kepatuhan ini berhasil,
Jamsostek juga perlu mempertimbangkan untuk
melakukan pemutihan terhadap para pengusaha yang

belum membayar iuran secara benar atau yang belum
mendaftar. Dengan ditetapkannya suatu tanggal
pemutihan, para pengusaha tersebut mungkin akan
terdorong untuk memperbaiki tingkat iuran mereka
sebelum penegakan undang-undang dilaksanakan.

Rekomendasi-rekomendasi yang berkaitan
dengan Manajemen Data

(vi) Nomor Keanggotaan Jamsostek yang
Bersifat Unik
Jamsostek sebaiknya membuat nomor keanggotaan
pekerja yang bersifat unik (artinya, setiap anggota
mendapat satu nomor saja yang tidak ada
kembarannya) dan menggunakan nomor keanggotaan
tersebut sebagai dasar pencarian utama untuk mencari
data anggota. Nomor tersebut dapat berupa nomor
keanggotaan pekerja yang sudah ada atau, dapat pula
diciptakan suatu sistem penomoran baru untuk
digunakan secara internal di lingkungan Jamsostek.
Nomor ini nantinya akan memudahkan penggabungan
catatan-catatan data anggota yang sudah ada serta
mencegah pembuatan catatan ganda untuk anggota
yang sama. Di masa yang akan datang, nomor ini akan
dapat digabungkan dengan sistem penomoran identitas
penduduk secara nasional dan sistem penelusuran
pekerja migran.

(vii) Penggabungan Catatan
Catatan-catatan ganda harus digabungkan menjadi
satu catatan yang mengandung data terkini maupun
data historis dari masing-masing anggota. Data yang
ada mengenai setiap anggota/pekerja terbatas dan
untuk memperoleh data gabungan yang lengkap, perlu
dilakukan pengumpulan data (mula-mula melalui
pengusaha) guna memperoleh informasi yang relevan
seperti nomor keanggotaan sebelumnya, alamat yang
dapat dihubungi, dan lain-lain dari pekerja yang
bersangkutan.

(viii) Data yang Berlebihan
Rancang bangun data sebaiknya ditinjau ulang untuk
menghindari adanya data yang berlebihan
(pengulangan) data dan dicantumkannya bidang-bidang
tambahan data yang penting seperti alamat anggota.
Pembentukan catatan data umum yang meliputi data
anggota yang pasti harus dipertimbangkan sebagai
salah satu unsur dalam rancang bangun data.

(ix) Pengelolaan Data
Catatan-catatan data anggota yang sudah tidak aktif
dan catatan-catatan data anggota yang hak-hak
manfaatnya telah dibayarkan harus dipisahkan dari
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catatan-catatan data anggota yang masih aktif dan
disimpan sebagai arsip di Kantor-Kantor Cabang.
Pemisahan ini mengurangi beban data sehingga
kapasitas ruang disket yang tersedia dapat
dioptimalkan dan data dari catatan-catatan aktif yang
sering digunakan di Kantor-Kantor Cabang dapat
diakses dengan lebih cepat dan lebih baik.

(x) Indeks Nasional
Suatu indeks nasional dari seluruh anggota Jamsostek
harus dibuat dari catatan-catatan data anggota yang
telah dipadukan dan dibersihkan dari data rangkapnya.
Indeks nasional tersebut harus dapat diakses di semua
situs Jamsostek. Indeks ini, sebagai persyaratan
minimum, harus dapat mengidentifikasi baik anggota/
pekerja maupun pengusaha secara individual serta
lokasi di mana data mengenai anggota/pekerja atau
pengusaha tersebut tercatat.

Rekomendasi-rekomendasi Keorganisasian

(xi) Organisasi Teknologi Informasi
Keberhasilan pengembangan dan pemeliharaan sistem
teknologi informasi merupakan hal yang amat penting
bagi keberhasilan operasi Jamsostek dan pencapaian
tujuan operasinya. Karena itu, mengingat sifat teknis
yang dimiliki seksi teknologi informasi dan untuk
meningkatkan hubungan dan proses pengambilan
keputusan dengan direktur-direktur lainnya, manajemen
yang menangani organisasi teknologi informasi harus
mempunyai kedudukan setingkat direktur dan
dipisahkan dari Direktorat Keuangan.

Rancang bangun teknologi informasi terdistribusi yang
terdapat dalam sistem komputerisasi Jamsostek telah
menciptakan titik-titik pengolahan yang amat vital di
Kantor-Kantor Cabang di mana semua fungsi data dan
pengolahan dilakukan. Operator pengolahan data di
setiap Kantor Cabang bertanggung jawab atas sumber
dari semua data, penyimpanan dan integritas data.
Organisasi teknologi informasi harus ditinjau kembali
dan kondisi-kondisi kerja untuk para staf teknologi
informasi harus ditata kembali supaya staf yang
mempunyai kemampuan yang baik tertarik untuk
mengisi lowongan-lowongan yang ada dan tetap mau
memegang jabatan manajemen data yang penting di
semua tempat operasi Jamsostek.

Pengembangan teknologi informasi hendaknya
dipandang sebagai suatu investasi untuk masa depan
dan, untuk mendanai pengembangan teknologi
informasi tersebut mungkin perlu dilakukan peminjaman
dari pengeluaran-pengeluaran untuk masa depan.

Pengembangan teknologi informasi yang berhasil akan
menghasilkan efisiensi. Yang berdampak pada perlunya
pengurangan jumlah staf operasional di tingkat yang
lebih rendah. Pengurangan ini dapat diimbangi dengan
penambahan staf yang akan dibutuhkan untuk
menangani bertambahnya anggota dan program.
Efisiensi-efisiensi tersebut juga akan memberikan
kesempatan yang lebih besar untuk memberikan
jangkauan pelayanan yang lebih luas kepada anggota
dan kendali yang lebih baik terhadap keanggotaan,
sumber daya, dan informasi manajemen.

(xii) Pengembangan dan Pemeliharaan Teknologi
Informasi
Susunan staf seksi teknologi informasi nasional
hendaknya dikaji ulang untuk memperluas komponen
pengembangan. Untuk menyusun ulang sistem-sistem
Jamsostek akan diperlukan suatu tim proyek yang
penuh dedikasi. Tim ini hendaknya merupakan
tambahan bagi tim pemeliharaan dalam seksi teknologi
informasi, namun merupakan bagian terpisah. Proyek
penyusunan ulang sistem yang diusulkan tersebut harus
bertanggung jawab kepada suatu panitia pengarah
eksekutif.

(xiii) Standar dan Prosedur Teknologi Informasi
Seharusnya Jamsostek membuat standar dan prosedur
mengenai:
• metodologi proyek teknologi informasi dan sarana

penunjang yang lebih disukai,
• metodologi pengembangan;
• standar data dan manajemen data;
• pengembangan infrastruktur;
• proses pelaporan dan manajemen terhadap kesalahan

(fault) yang terjadi, dan
• pemeliharaan dan standar dokumentasi.

(xiv) Pelatihan Teknologi Informasi
Prioritas pelatihan teknologi informasi harus diarahkan
untuk menghasilkan tenaga-tenaga administrator
pangkalan data, operator data dan staf penolong (relief
staff) yang telah sepenuhnya terlatih untuk
menjalankan pekerjaan masing-masing di semua kantor
cabang, kantor daerah dan kantor pusat Jamsostek.

(xv) Penataan Ulang Operasi Jamsostek
Suatu lokakarya yang membahas rencana penataan
ulang operasi Jamsostek hendaknya diadakan untuk
mengkaji ulang kebutuhan akan operasi dan rancang
bangun teknologi informasi dengan maksud menyusun
rencana strategis dan rencana pengembangan
teknologi informasi untuk mengimplementasikan
proses-proses baru. Lokakarya penataan ulang ini harus
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didukung oleh temuan-temuan yang didapat dari suatu
kunjungan studi internasional yang ditujukan untuk
mempelajari hal-hal penting yang berkaitan dengan
pengorganisasian dan rancang bangun teknologi
informasi serta penyusunan suatu inventarisasi dari
sistem-sistem yang ada sekarang beserta fungsi
masing-masing. Proses penataan ulang operasi
Jamsostek ini hendaknya juga menampung
rekomendasi-rekomendasi yang dimasukkan dalam
laporan ini maupun dalam laporan-laporan spesialis
lainnya dari proyek ILO ini.

Kesimpulan
Jamsostek berada dalam posisi unik untuk menjadi
elemen inti dari perluasan sistem jaminan sosial di
Indonesia. Jamsostek memiliki jaringan fungsional yang
terdiri dari kantor-kantor Jamsostek di seluruh
Indonesia, yang disiapkan untuk menangani perluasan
keanggotaan Jamsostek apabila nantinya terjadi
peningkatan jumlah anggota. Kekuatan utama lain yang
dimiliki Jamsostek saat ini adalah sudah adanya budaya
untuk melayani peserta dan kemampuannya untuk
memperluas pelayanan ke daerah-daerah tempat
tinggal anggota.

Kelemahan utama Jamsostek sebagai badan utama
pemberi jaminan sosial terletak pada persepsi
masyarakat mengenai buruknya kinerja investasi, tidak
memadainya manfaat yang dibayarkan kepada anggota,
rendahnya tingkat kepatuhan anggota dan terfokusnya
keanggotaan pada pengusaha.

Supaya Jamsostek dapat memperluas basis
keanggotaannya dan program-program jaminan sosial
yang diberikannya, perlu dilakukan reformasi
(perombakan) yang menjadi titik balik atau
menyebabkan terjadinya perubahan yang amat
mendasar dan menentukan dalam peraturan
perundang-undangan, investasi, kepatuhan dan dalam
menggeser fokus keanggotaan dari pengusaha ke
pekerja. Sistem teknologi informasi perlu ditata ulang
guna menyederhanakan manajemen keanggotaan,
membuang catatan data anggota yang rangkap atau
berulang, memperbaiki manajemen data, memperkuat
proses, meningkatkan keamanan serta memastikan
bahwa biaya yang dikeluarkan untuk melakukan
perbaikan teknologi informasi sebanding dengan hasil
yang diperoleh.
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Introduction

Project Background
The ILO has been closely involved in the development
of social security in Indonesia for many years. Recent
ILO project reports have recommended the need to
restructure the social security system in order to extend
the social security coverage to a larger percentage of
the population.

A National Steering Committee was established by
the Department of Manpower and Transmigration
(Depnakertrans) in September 1999 to work with ILO
specialists. This followed the strategic vision about
employees’ social security administration described in
the Guidelines of State policies Year 1999 – 2004.
The guidelines provided the aim: To develop a system
of employees social security for all workers to
provide sufficient work protection, security and
safety with management involving government,
employers and employees. A National Workshop on
Restructuring of Social Security was held in Jakarta in
November 1999 and a number of recommendations
were made about the future direction of social security
reform in Indonesia.

The key findings of the workshop can be broadly
grouped in the following areas:
• Redefining the role of the state and private agencies

and the development of a national social security
reform strategy,

• Improvement of the scope and types of benefit
programs and progressive extension of eligibility to
the various schemes to the wider population, with
Jamsostek as the core service delivery agency,

• Strengthening the management, accountability,
investment performance and service delivery
standards of Jamsostek, and

• Improvement of the compliance measures and public
relations processes in Jamsostek.

The Information Technology (IT) component to review
the operations and systems of Jamsostek is a part of
the ILO project, Restructuring of the Social Security
in Indonesia that commenced in April 2001. The
immediate objectives of the ILO project relate to the
establishment of a new institutional structure for the
national social security scheme and for the development
of a national strategic plan for the restructuring of the
social security system.

Summary of Activities
The focus of the IT review was on Jamsostek, the
state owned limited liability company that delivers social

security services to employees of private companies.
The review of the IT administration and operations of
Jamsostek required the close co-operation and
involvement of a National IT expert counterpart and
staff in the IT Section in Jamsostek. The counterparts
and staff provided valuable support to the consultant
in the all phases of the project, their cooperation and
effort, particularly in addition to their considerable
normal daily workloads was greatly appreciated.

The consultant made a detailed analysis of current
operational processes at the National, Regional and
Branch levels in Jamsostek. This analysis was
conducted in conjunction with counterpart staff and
included personal visits, observation and walkthroughs
of the existing processes with staff. The staff and users
needs and suggestions were taken into account in the
analysis and the subsequent recommendations. The
priority of effort of the review was a detailed study of
the current computer systems and strategic plans for
the IT systems. The recommendations for the
enhancements to the IT systems and the strategic plan
were made in conjunction with the IT Bureau.

Jamsostek Organization

Background
In 1992 Jamsostek was inaugurated by assuming the
social insurance functions of Astek (formed in 1977)
and extending the range of programs provided by Astek
from retirement and death benefits to include work
accident insurance and health care. In 1993 the
Jamsostek retirement programs, the range of eligible
employees was extended from employers with at least
100 employees in addition to a monthly gross payroll
of Rp. 5 million to employers having at least 10 staff
and gross payroll of Rp. 1 million per month.

The limited company status of Jamsostek (Persero)
also introduced a taxation liability on company profit
(but not on investment earnings) that has served to
limit the growth of investments and subsequent return
to contributors. Some of the profit is returned to
Jamsostek by the Ministry of Finance to support special
worker programs and in 2001 this included funding for
workers’ hospitals. Legislation is being prepared to alter
the status of Jamsostek from a Persero to a public
trust managed by a tripartite board and the effect of
this legislation will be to remove the taxation liability
from the profit of the institution. The no profit income
from investments is to be returned to members as
increased benefits.
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Social Security in Indonesia
An overview of the social security system in Indonesia
including the organisation and responsibility of the
various responsible agencies is discussed in Chapter
1. This also describes the core legislation, contributions,
benefit programmes, eligibility and entitlements.

Jamsostek Programs
Jamsostek is responsible for the administration of the
following social insurance programs:

Retirement Program Jaminan Hari Tua JHT
(Old – age Benefit Scheme)
Accident Protection Jaminan Kecelakaan
Program Kerja JKK
(Employment Accident
Benefit Scheme)

13 Source BPS
14 Source B. Purwoko, July 2001
15 Source Jamsostek IT Bureau 13 September 2001

Life Program Jaminan Kematian JKM
(Death Benefits Scheme)
Health Care Program Jaminan Pemeliharaan
(Health Care Benefit Scheme) Kesehatan JPK

The Retirement program is a provident fund based on
individual accounts, providing for a variable rate of
benefit based on the contributions and interest credited
to the account over the life of the membership.

The remainder of the programs are provident funds based
on group accounts that provide a standard fixed rate of
benefits based on the legislation, regulations and decisions
made by the board of management. A summary of the
Jamsostek programs is shown in Figure 7.

Population, Employment and Poverty

Figure 7 Labour Force Statistics

Item 199913(millions) 200014(millions)

Population aged 15 years and over 141.10 144.03
Labour force 94.85 97.32
Labour force employed 88.82 89.07

Formal sector 26.65 26.72
Informal sector 62.17 62.35

Job seekers 6.03 8.25
Jamsostek members 16.42 18.60
Additional potential Jamsostek members 10.23 8.12
Population below poverty line aged 15 years and over 48.00 48.00
Taxpayers (Tax file number holders) 3.00

The formal employment sector represents about 30%
of the labour force and this is the current capture group
for Jamsostek membership. The employer groups
excluded under current legislation are those employers
with less than 10 employees and a monthly gross
payroll of less than Rp. 1 million.  The Additional
potential Jamsostek members total shown in figure 7
may be understated because it has been derived from
the difference between the Formal labour force
sector and Jamsostek members’ statistics. The total
number of Jamsostek members (18.6 million) includes
the multiple records and members already paid
retirement benefits.

Statistical Overview of Jamsostek Programs
There were 97,499 employers registered with
Jamsostek as at July 2001. Of these, 74,966 were active
and 22,533 were inactive. The estimated potential
number of eligible employers i.e. with 10 or more
employees or monthly gross payroll exceeding 1 million
Rupiah is about 26 million.

The current employee members for the Provident Fund,
Work Injury and Death Benefits programs are shown
in the table below15.
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Figure 8 Membership Statistics

Employees Active Inactive Claimants Total

Males 6,309,902 4,074,907 2,322,971 10,649,568

Females 3,072,884 1,694,920 995,560 5,763,364

TOTAL 9,382,786 5,769,827 3,318,531 18,471,144

The Active members statistics comprise only those
members currently registered and contributing to the
fund

The Inactive members statistics comprise:
• Members now unemployed and with less than five

years of contributions;
• Members who have changed employment to an

ineligible employer or self employment and do not
exercise their rights to continue to contribute to the
fund;

• Members now unemployed and who have chosen
to retain their investment in the fund;

• Members who have discontinued contributions for
reasons of employer bankruptcy;

• Members deceased and where family have not
claimed their entitlement; and

• Members who are now contributing through another
employer and the previous record(s) are inactive.

The Claimants statistics represent the number of
members who have claimed their retirement benefit
entitlements during the period 1978 to 2000.

National Office Structure
The National Office of Jamsostek was reorganised in
2000 to improve the management and services provided
to the members and the support provided to the
Regional offices and Branch offices. The organizational
structure, effective in September 2001 is shown in
Figure 9.

Figure 9 Jamsostek Structure

JAMSOSTEK
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National Office Roles and Responsibilities

The role of the divisions in the National office are represented by detailed sub diagrams of the main organizational
structure.

Figure 10 President Director Figure 11 Operations and Services Directorate

Figure 12 Finance and Information Directorate Figure 13 Investments Directorate
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Figure 14 Personnel and General Affairs Directorate Figure 15 Planning & Development Directorate

Service Delivery Network

The national service delivery network is based on 108
Branch offices located around the country. There are
provisional plans to increase this number to 113

The Regions are numbered one (I) to eight (VIII) from
west to east and they are located around the major
employment centres with 4 of the Regional offices and
61 Branch offices on the most populous island, Java.
New Branch Offices are created from other Branch
Offices within the Region based on the total number
of current employees actively contributing to the
schemes. The Branch Offices are graded in size
according to the employee membership numbers and
the grades are:

branches in 2002. These Branch offices are responsible
for customer service, collection of contributions and
processing and payment of benefits. The Branch
offices are administered by eight (8) Regional Offices
and their locations are shown in Figure 16.

Figure 16 Regional Office Locations

• Grade I – more than 150,000 active members,
• Grade II – 100, 000 active members, and
• Grade III – maximum of 50,000 active members.

The number of branch offices per Regional office varies
in accordance with population density and the location
of employment. The entire service delivery network
as at March 2002 is shown in Figure 17.
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Figure 17 Service Delivery Network

JAMSOSTEK – SERVICE DELIVERY NETWORK

I IV VII
REGION Medan Bandung Balikpapan

(North Sumatra) (West Java) (Kalimantan)
1 Medan 1 Bandung I 1 Balikpapan
2 Pematang Siantar 2 Bandung II (Planned) 2 Samarinda
3 Kisaran 3 Tangerang I 3 Bontang
4 Sibolga 4 Tangerang II (Planned) 4 Tarakan
5 Sumatera Barat 5 Bogor I 5 Kotabaru
6 Bukit Tinggi 6 Bogor II (Planned) 6 Kal-Bar
7 Solok 7 Bekasi I 7 Kal-Sel
8 Lhokseumawe 8 Bekasi II (Planned) 8 Palangkaraya
9 Langsa 9 Sukabumi 9 Sampit
10 D. I. Aceh 10 Tasikmalaya 10 Berau
11 Meulaboh 11 Purwakarta
12 Tanjung Morawa 12 Serang
13 Belawan 13 Cirebon

14 Karawang
15 Cimahi
16 Majalaya
17 Balaraja

II V VIII
REGION Palembang Semarang Makasar

(South Sumatra) (Central Java) (Sulawesi, Maluku & Irian Jaya)

1 Palembang 1 Semarang 1 Makasar
2 Dumai 2 Surakarta 2 Palopo
3 Jambi 3 Yogyakarta 3 Sulawesi Utara
4 Lampung 4 Klaten 4 Sulawesi Tengah
5 Bengkulu 5 Cilacap 5 Sulawesi Tenggara
6 Pangkal Pinang 6 Pekalongan 6 Gorontalo
7 Riau 7 Kudus 7 Maluku
8 Rengat 8 Magelang 8 Ternate
9 Tanjung Pinang 9 Purwokerto 9 Jayapura
10 Pulau Batam 10 Tegal 10 Sorong
11 Muara Enim 11 Ungaran 11 Timika
12 Kota Bumi
13 Duri

III VI
REGION Jakarta Surabaya

(Pancoran) (East Java, Bali, West & East NT)

1 Salemba 1 Karimunjawa
2 Rawamangun 2 Pasuruan
3 Grogol 3 Malang
4 Tanjung Priok 4 Sidoarjo
5 Setiabudi 5 Gresik
6 Gambir 6 Jember
7 Cilandak 7 Banyuwangi
8 Kebon Sirih 8 Madiun
9 Pluit 9 Kediri
10 Cawang 10 Mojokerto
11 Gatot Subroto 11 Bojonegoro
12 Pulo Gadung (Planned) 12 Bangkalan
13 Kaliberes (Planned) 13 Blitar
14 Kebayoran (Planned) 14 Bali

15 Nusa Tenggara Barat
16 Nusa Tenggara Timor
17 Darmo
18 Surabaya Rungkut (Planned)
19 Tanjung Perak
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Regional Office Structure

Each Regional Office is organised in five sections that reflect the structure of the Branch Offices. The organization
is shown in Figure 18.

Figure 18 Regional Office Structure

JAMSOSTEK Regional Office Organization

Regional Office Roles and Responsibilities
The Regional office is responsible to the national
administration for:
• Promoting the services of Jamsostek within the

region;
• Liaison with the local Depnakertrans Regional

Office or its equivalent provincial administration
under the terms of regional autonomy;

• Coordination and administration of the Jamsostek
branch offices within the region,

• Monitoring branch office performance;
• Monitoring membership compliance across the

region;
• Financial management of the regional office and

branches, and
• Compliance with policy and standards.

Human Resources
The HR section is the largest section in the office
(about 9 staff) and comprises the management group.
It is responsible for:
• Employment of staff;
• Recruitment;
• Promotion;
• Training; and
• Personal Services.

IT Support
The regional IT services group are responsible for:
• Maintenance of the integrated Regional database;
• Production of regional statistics and reports;
• Providing network and database support to the

Branch Offices as required; and
• Providing IT outputs and support to the regional

office sections.

Membership and Marketing
The Membership and Marketing section is responsible
for:
• Monitoring of membership management in Branch

offices;
• Maintenance of regional and branch membership

statistics; and
• Resolution of membership disputes that have been

escalated from branch offices.

Financial Services
The financial service section is responsible for:
• Monitoring employer contributions for the region;
• Monitoring benefits payments for the region;
• Production of financial performance statistics; and
• Reconciliation of the regional contribution and

payments balances.

Internal audit
The internal audit function is carried out by a single
officer who is responsible for:
• Random spot check of membership files;
• Responding to complaints or suspicious activity; and
• Random post-claim accuracy checks.

Branch Office Structure
The Branch Offices are the main service delivery
outlets for Jamsostek customers. The primary
customer focus is on the employers who are
responsible for registration of their employees in the
schemes, payment of monthly contributions and
representing their employees’ social insurance affairs.
The generic branch office structure is shown in Figure
19.

Regional Office
Management Total Staff = 30

Personel &
General
Affairs

Department

IT
Department

Marketing
&

Membership
Department

Financial
Services

Department
Internal

Audit
Department
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Figure 19 Branch Office Structure

JAMSOSTEK Branch Office Organization

Branch Office
Management

Customer
Service
Section

IT Support
Section

Marketing
Section

Financial
Services
Section

Human
Resources

Section

Branch Office Role and Responsibilities
Customer Services
The customer services section provides the customer
contact facilities for members including reception,
counter areas and telephone services.

Human Resources
The HR section is responsible for:
• Employment of staff;
• Induction of recruits;
• Promotion;
• Training; and
• Salary and Personal Services.

IT Support
The branch IT services group are responsible for:
• Maintenance of the Branch database;
• Management of the local area network;
• Management of the server and application services;
• Production of branch statistics for the region and

national offices;
• Providing IT support to the users as required; and
• Providing IT outputs and support to the branch

office sections.

Membership and Marketing
The Membership and Marketing section is responsible
for:
• Monitoring of membership management in the

offices;
• Case management of a dedicated group of

employers (between 75 – 100);
• Adding new members;
• Maintenance of the needs of existing members;
• Compliance visits to employer groups members;
• Maintenance of the branch membership statistics;
• Resolution of membership disputes; and
• Escalation of unresolved disputes to the regional

office.

Financial Services
The financial service section is responsible for:
• Issue of payments to eligible claimants;
• Monitoring employer contributions for the branch;
• Monitoring benefits payments for the branch;
• Production of financial performance statistics; and
• Reconciliation of the branch contribution and

payments balances.
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Registered employers are responsible for the payment
of contributions in accordance with the contributions
provisions shown in Figure 5. The contributions are
due and payable on the fifteenth day of each month.
The contribution process is a two part process
comprising:
• Lodgement of the forms Contribution Schedule

(Form 2) and List of Employees on Payroll (Form
2a) at the Jamsostek Branch Office by post,
diskette, fax or in person; and

• Payment of the contribution funds by bank transfer
or at the bank kiosk located in many of the
Jamsostek Branch Offices.

New Contributor Processing
The Employer registers new contributors by
completing the form Employees Registration (Form
1a) and lodging the form together with the normal
monthly contributions schedules. The system relies on
the employer providing the correct information and
completing all of the responsibilities of member
registration (as described in paragraph 7.10).

New contributors are issued with a Jamsostek
Employee Membership card, Kartu Peserta
Jamsostek (KPJ) and delivery of the card and all other
communications with the employee are facilitated
through the employer.

Jamsostek Operational Processes
Contributions Collection Process
Figure 20 Contributions Overview
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Claims Processing Overviews

Figure 21 Retirement Programs Claim Process

There are seven eligibility criteria for payment of
retirement benefits. Claims for death benefits are
made on the form Application for Payment of Death
Benefits (Form 4). All other retirement program claims
are made by completing the form, Application for
Payment of Old Age Benefits (Form 5) and lodging
the form together with the relevant documentary
evidence (originals) required for the category of claim.
The retirement program payment categories and the
supporting documentary requirements are:

(i) Reaches the 56th year (i.e. turns 55):
1. Original Jamsostek Member Card (KPJ)
2. Personal ID Card, Kartu Tanda Penduduk

(KTP).
3. Family Identification Card (Kartu Keluarga).

(ii) Death of Member:
1. Original Jamsostek Member card (KPJ).
2. Personal ID card for deceased members and

next-of-kin (Ahli Waris).
3. Family Identification Card (Kartu Keluarga).
4. Authorised letter of authentication of death of

member.

(iii) Total Permanent Invalidity:
1. Original Jamsostek Members Card (KPJ).
2. Personal ID Card (KTP).
3. Family Identification Card (Kartu Keluarga).
4. Referral letter from the Medical Officer

supporting the claim for disability.

(iv) Leaving the Republic of Indonesia:
1. Original Jamsostek Members Card (KPJ).

2. Personal ID Card (KTP).
3. Passport.
4. Copy of Visa for Indonesian Labour.
5. Statutory declaration of intention to no longer

work in Indonesia (Surat Pernyataan tidak
bekerja lagi di Indonesia).

(v) Members now employed in the Defence
Forces/Government Employee:
1. Original Jamsostek Members Card (KPJ).
2. Personal ID Card (KTP).
3. Family Identification Card (Kartu Keluarga).
4. Letter confirming employment as a

Government Employee or in the Defence
Forces (Surat Keputusan Pengangkatan
Sebagai PNS/ABRI).

(vi) Termination of membership as a result of
unemployment (after a period of membership
of no less than five(5) years):
1. Original Jamsostek Members Card (KPJ).
2. Personal ID Card (KTP).
3. Family Identification Card (Kartu Keluarga).
4. Letter confirming termination of employment/

PHK from the Company.

(vii)Others (Letter of Agreement from Ministry of
Man Power 117/1986):
1. Original Jamsostek Members Card (KPJ).
2. Personal ID Card (KTP).
3. Family Identification Card (Kartu Keluarga).
4. Letter confirming no further involve in the

organization (Tidak Terlibat Organisasi).
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Work Injury Claim Process
The Work Injury process is a three-stage process
comprising two stages of accident/injury reporting
followed by a claim for payment after assessment and
treatment of the injury. Jamsostek uses prescribed
medical service providers for primary treatment. The
procedures require that the employer is to notify the
medical service providers and Depnakertrans within
48 hours of every workplace injury, this is the first
stage of work injury reporting. The second stage of
reporting is required within 48 hours after receipt of
the medical report, recovery, permanent invalidity or
death of the employee. The compliance with the
reporting process is very low and despite the availability
of coloured, carbonised forms the notification of injury
to Depnakertrans is often not made. The reporting
forms have a distribution list for each copy and as a
result of progressive modifications to the form the
distribution addressees on some forms refer to copies
no longer on the form. Low reporting rates may be
partially due to the legislative requirement to report all
injuries no matter how minor they may be and the
excessive time involved in compliance has resulted in
very few accident reports being made. Local
arrangements with Jamsostek offices to report work
injuries to Depnakertrans have not been entirely
successful.

The result of non-reporting is that unsafe workplaces
evade inspections and enforcement action by the
Depnakertrans labour inspectors. A process that
provides a balance between internal recording of minor
injuries and external reporting of potentially serious
injuries should be implemented to encourage reporting.
Jamsostek has a role to play in the reporting process
(to Depnakertrans) in that it is able to screen the
injuries from the medical officers reports where the
injuries and treatment are described in detail.
Jamsostek could forward to Depnakertrans the
accident report forms that relate to specific accidents
where workplace safety, working conditions and other
serious environmental risks were factors in the
accident.

The forms used in the Work Injury claim process are:
Form 3 Employment Accident Report Phase 1 (5

part carbonised form),
Form 3a Employment Accident Report Phase 2 (5

part carbonised form),
Form 3b Doctors Certificate,
Form 3c Doctors Certificate for Employment Related

Diseases, and
Form 3d Claim for Work Injury Benefits.

Figure 22 Work Injury Program Claims Process
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Registration

The employer performs the current process for
registration of members for Retirement, Work Injury
and Life programs. Existing employer members report
new employees on Form 1a and this results in the
creation of an individual account (retirement only) and
the issue of a membership card. The employer
performs all of the other elements of a registration
process for all new members. This is a weakness of
the current system as there is no guarantee or evidence
to confirm that the employee has been given, or
understands the rights and obligations of membership
of the Jamsostek insurance programs.

Most of the traditional elements of a registration
system are performed as part of the claim process at
the end of the insurance lifecycle and not at the initial
stage of membership. This is generally too late for
proof of identity and for the date of birth to be verified.
Forms used for registration are:
Form 1 Employers Registration.
Form 1a Employees Registration.
Form 1b List of Family Members.
Form 1c List of Outgoing Employees.

Payment Processing

Payment processing is based on bank transfer as the
preferred method of payment to members. There are
also provisions for the payment by cheque or cash for
urgent cases. The cash payment is usually arranged
by the issue of a cheque that is cashed by the local
bank branch, often located as a kiosk within some
Branch offices.

Authority for payment is made as part of the claims
processing function and approval delegations are based
on the total amount of the payment. Amounts of Rp.
1.2 million can be approved by the supervisor and for
higher amounts; the deputy manager and branch
manager are the delegates.

Health Insurance Program

The Jamsostek Health Insurance program is the
smallest program in relation to membership but one of
the largest programs in terms of work activity and
transactions. The program covers about 1.5 million
members including the spouse and the first three
children of married members. The membership rate
is probably less than 10% of the membership in the
retirement program and the low membership is the
result of the opt-out provision of the program.

Employees can opt-out of the Jamsostek Health
Insurance Program if they receive health care form
an employer based or private health care scheme. This
has reduced the program effectiveness by
concentrating the number of low-income members and
the health insurance risk. The scheme has a ceiling
contribution salary of Rp. 1,000,000 so that employees
with higher incomes have their contributions fixed at
a maximum of Rp. 30,000 or Rp. 60,000 for married
members. As a result of this, contributions are lower
than the Indonesian average, fewer services are
provided at a lower standard and member satisfaction
is low.

Health care services are outsourced to main providers,
generally profit oriented private organizations that sub
contract the provision of health care to other local
providers. The end state of the service delivery for
Jamsostek members is that health care is often
delivered through the public system at the same
standard as the poorer members of society. The
differentiation of service that is expected by members
in many cases is not provided due to the complex
contractual arrangements through the main providers.
In Jakarta region the situation has deteriorated to such
an extent that the contract with the main service
provider has been cancelled as a result of the
unsatisfactory service both to members and to the
service providers. In the interim, health care services
are being delivered through five of the eleven Branch
Offices and the Regional Office is to assume the role
of the main service provider until a new contract is
negotiated.

The service delivery standards are further affected
by the limited automation provided for the health
insurance system. Health insurance programs are only
partially integrated into the main Jamsostek Information
Systems application Sistem Informasi Pelayanan
Terpadu (SIPT). Most staff choose not to use the
health care functions in SIPT and they have replaced
the operations and processing functions by a range of
locally developed applications in Branch offices. There
is a lack of national standardisation in the health care
systems across the service delivery network. Re-
development of the health insurance systems is still in
the conceptual stage but is a lower priority than for
the other components of SIPT.
Health care registration comprises the identification
of the member and allocation of the member to the
appropriate service providers who are then authorised
to provide health care to the member. The member
service section in the Branch Office is responsible
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for the notification of membership to the member and the health care provider. The operations section in the
Branch office is responsible for the selection of health care provider and maintenance of the contracts.

Figure 23 Health Care Registration

Health Care Claim Process

Health Care is delivered through the primary care provider that has been arranged for the member as part of the
registration process. The member seeks care from the primary care provider at a medical centre, doctor’s rooms
or local clinic. The primary care provider determines the treatment strategy and the treatment may be satisfied
by the primary carer or referral made to a specialist or hospital. As the primary health care service is based on
capitation payments there is no formal claim for payment after each service. Primary health care providers are
paid a common fee each month based on the number of members registered with the provider over the previous
month. Secondary health care is based on fee for service through the authorised service providers (PKK) and
the Jamsostek Branch office is billed for services provided to members for each visit or treatment. The treatment,
monthly capitation and fee for service payment processes are shown in figure 23.

Figure 24 Health Care Treatment and Payment Process
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Investment Management

With its current status as a Persero, the financial
management in Jamsostek is controlled by the
government, through the Minister of Finance as the
sole shareholder of the company. In the past,
investments have not always maximised the returns to
the members. An example of low returns is the
construction of Menara Jamsostek, a luxury office
tower in Jakarta central business district that has
remained substantially vacant since its construction as
a result of the downturns in the world economy.
Jamsostek has consistently come under pressure to

invest members’ funds in government enterprises at
less than commercial rates.

It is expected that with appropriate supporting
legislation a tripartite trust fund reporting directly to
the People’s Assembly through a minister should be
able to maximise the investment return to members
The current Balance Sheet for Year Ending March 31
2001 and December 2000 is shown in Figure 25 as an
indication of the assets of Jamsostek and a broad view
of the investment performance.

Figure 25 Current Balance Sheet

No. ASSETS 2001 2000

1 CURRENT ASSETS
CASH AT BANK 20,926 17,960

Premium Receivable 20,090 19,120
Other Income 84,264 110,980
Other Receivable 8,452 4,114
Other Assets 5,385 5,169

Total Current Assets 139,117 157,343
2 INVESTMENTS

Time Deposits 10,346,554 10,004,179
Marketable Securities – Shares 593,664 711,228
Bonds 1,481,086 1,095,544
Land and Buildings 440,267 433,847
Other Investments 43,292 44,933

Total Investments 12,904,863 12,289,731
3 FIXED ASSETS 114,179 103,337
4 OTHER ASSETS 48,923 51,496

TOTAL ASSETS 13,207,082 12,601,907



4 4

Part II Chapter 6

No. LIABILITES AND CAPITAL 2001 2000
5 CURRENT LIABILITIES

CLAIMS 4,662 27,010
Tax 2,550 5,081
Accrued Operational Expenses 1,888 4,343
Unearned Revenue 761 860
Other Liabilities 54,502 76,335

Total Current Liabilities 64,363 113,629

6 LONG TERM LIABILITIES 11,429,708 10,810,014

7 TECHNICAL RESERVES 1,270,907 1,230,588

8 OTHER RESERVES 4 4

9 CAPITAL
Paid in Capital 62,500 62,500

GENERAL RESERVES 52,054 175,992
Retained Earnings 203,564 0
Current Net Profit 123,982 209,250

Total Capital 422,100 447,672

TOTAL LIABILITIES AND CAPITAL 13,207,082 12,601,907

An overview of the investment management process is shown in Figure 26.

44

Part II Chapter 6
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Information Systems In Jamsostek

Background

The development of IT in Jamsostek commenced in
1982 with a centralised, mainframe batch processing
system using paper based data transfer methods. In
1985 this system was upgraded to a centralised
processing system using diskette data transfer.

Since 1995 Jamsostek has migrated to a distributed
processing environment of 2500 PC’s networked to
UNIX/LINUX and some Windows NT servers and
local Oracle databases at each of the Branch Offices,
Regional Offices and on the 9 servers in the National
office. Data transfer is achieved using email/intranet/
internet and fax or diskette in areas where
communications are limited.

Jamsostek is developing its own integrated social
insurance application, Sistem Informasi
Pelayanan Terpadu (SIPT) for the provident fund,
work injury and death benefits systems. The health
insurance system will remain predominantly a local
semi automated system in the immediate future. The
development of an integrated financial system has
commenced with the accounting system (general
ledger) whilst the investment and treasury function
are to be developed and integrated into the financial
system in the future. Additional corporate support
applications such as Human Resource Management,
Taxation, Assets Management and Executive
Information systems are planned.

Figure 27 SIPT Context diagram
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Existing Network - Overview

The existing network is comprised of Local Area
Networks (LAN’s) in each of the 108 Branch Offices,
8 Regional Offices and the National Office. The data
communications medium between the sites is the Public
Switched Telephone Network (PSTN) using dial up

S
E
N
D
E
R

modems or via the Internet. In remote or isolated
branch sites where communications is limited, data
communication is facilitated by Internet, fax or diskette
(post or courier). A summary diagram of the existing
network is shown in Figure 28.

Figure 28 Existing Communications Summary

Type of
information Branch-Office Regional-Office National-Office
being sent
between

R  E  C  E  I  V  E  R
Member data requested, due Local Branch Transaction data, Local Branch Transaction data,

Branch  to provident fund withdrawal sent Monthly using Diskette, sent Monthly using Diskette,

Office using Fax-machine. E-Mail, or Printed Out Report E-Mail, or Printed Out Report

Facilities: PSTN Facilities: PSTN, ISP & Facilities: PSTN, ISP &

Courier Service Courier Service

Consolidated Branches

Regional Summary Report, sent monthly

Office using Diskette, E-Mail, or Print-

Out Report Facilities: PSTN,

ISP & Courier Service

National
Office

Proposed Network - Overview
Planning has commenced to increase the capacity of
the communications network and the first stage of this
expansion will be the connection of the 8 Regional
Offices to the National Office with a Frame Relay
service. This should provide capacity of up to 1 Mbps.
The extension of the network beyond the Regional
Offices to their respective Branch Offices will be part
of subsequent phases. Most of the Branch Offices in
Jabotabek will also be included in the initial

implementation of the Frame Relay services network
to the Regional Offices.

A review of the communications capacity for the entire
network had been completed and the proposed links
and capacities between sites are summarised in the
following diagram.
An overview of the first stage of the proposed network
is shown below.
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 Figure 29Proposed Communications Summary (first stage)

Type of
information Branch-Office Regional-Office National-Office
being sent
between

R  E  C  E  I  V  E R
Members data requested, Local Branch Transaction data, Local Branch Transaction data,

for provident fund withdrawal transferred via Company’s WAN transferred via Company’s WAN

Branch Facilities : PSTN Facilities : PSTN, (Dial-Up Network Facilities : PSTN (Dial-Up

Office (Dial-Up Network up to 28.8 up to 28.8 Kbps, Excluding Branch- Network up to 28.8 Kbps,

Kbps, Excluding Branch- offices in Jabotabek Area) Excluding Branch-offices in

offices in Jabotabek Area) Jabotabek Area)

Local Branch Transaction data, Local Branch Transaction data,

Jabotabek transferred via Company’s WAN transferred via Company’s WAN

Branch Facilities : Frame-Relay  Network at Facilities : Frame-Relay  Network

Offices speeds ranging from 64 Kbps at speeds ranging

to 1 Mbps from 64 Kbps to 1 Mbps

Facilities : Frame-Relay  Network Consolidated Branches’

at speeds ranging from 64 Kbps to Summary Report, transferred

Regional 1 Mbps via Company’s WAN

Office Facilities : Frame-Relay

Network at speeds ranging

from 64 Kbps to 1 Mbps

National- Facilities : Frame-Relay

Office Network at speeds ranging from

64 Kbps to 1 Mbps

S
E
N
D
E
R

IT Organization, Roles and Responsibilities
The IT functionality in Jamsostek is based on three
levels:
• Service delivery, payment, data processing and user

support at branch level,
• Data management, administration and user support

at regional level, and
• Development, maintenance, administration, data

management and user support at national level.

The Jamsostek National Office IT organization
develops and maintains all of the core application
software (except the general ledger), provides user
support for hardware and software and conducts all
of the data management and data processing for the
company. The only IT elements that are currently
outsourced are server maintenance and support and
the financial system development and maintenance
(general ledger).
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National Office IT Organization, Roles Responsibilities (Current)
The current National IT Department has 19 staff organised in two sections, Systems & Hardware and Data &
Applications.

The National IT Manager is responsible to the Director of Finance and Information for the following functions:
• Maintenance and development of the existing systems and applications;
• Providing user support to the Regional and Branch offices;
• Developing new systems and enhancements in accordance with the agreed strategic priorities;
• Recruitment and training of staff in the National Office; and
• Providing advice to the Director and the Jamsostek executive about IT technical issue; and developments,

constraints and providing recommendations on all aspects of IT in Jamsostek.

Figure 30 Existing IT Organization

National Office IT Organization, Roles Responsibilities (Proposed)

The proposed National IT Department will have 26 staff organised into three sections, Applications Development,
Technical Support and Data & Infrastructure.
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Figure 31 IT Organization (Proposed)

The overall role and responsibilities for the IT
Department and the Manager remain unchanged. The
role and responsibilities of the restructured sections
are described below.

(i) Applications Development Section
This section is responsible to the IT manager for:
• Analysis of new and existing business rules and

the development of user requirements and
system specification;

• Design of new modules or applications for
Jamsostek;

• Construction, testing and release of new and
modified programs; and

• Maintenance of system documentation.

(ii) Technical Support Section
This section is responsible to the IT manager for:
• Server and desktop operating systems;
• Upgrades and implementation of upgrades;
• Network monitoring and support;
• Fault finding and fault escalation to service

providers; and
• User support to Region and Branch offices.

(iii) Data & Infrastructure Section
This section is responsible to the IT manager for:
• Database administration;
• Maintenance of data standards across

Jamsostek;
• Liaison with Regional Offices and Branch

offices;
• Monitoring of Regional and Branch office data

management processes;
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• Maintenance of national data integrity;
• Management of data purification and local data collection activities;
• Development and Maintenance of the website;
• Promotion of e-business to employers; and
• Promotion of web enabling in all system developments and provision of consultancy during the application

design and development process.

The planned IT section is to be structured along functional lines and given the size of the organization is an
effective way to use the limited resources. The capacity of the IT section to develop and maintain the critical
systems will still be limited in direct proportion to the small numbers of the key, skilled development staff and this
exposes Jamsostek to some risk. Experience has shown that when rapid application development occurs in an
environment of inadequate resources the important functions such as detailed design, maintenance of standards,
documentation, program testing and user acceptance testing are sacrificed in order to deliver the system. Over
time this leaves the organization vulnerable to expensive redevelopment of the system that has diverged from the
required user functionality and requires expensive workarounds16 for operation and maintenance.

The proposed IT structure may be adequate to maintain existing systems but does not have the capacity to
undertake the type of re-engineering tasks proposed in the recommendations and that are required in Jamsostek.

Regional Office IT Organization, Roles and Responsibilities

The Regional office does not perform customer service functions and the IT services are oriented towards data
management of data from the Branch offices. Each Regional office (with some exceptions) maintains an integrated
database of all of the data in their Branch offices. The primary responsibilities of the Regional IT section are:
• Local user support;
• Support to the Branch offices;
• Data base operation and maintenance;
• Integration of Branch data;
• Data backup;
• Payment processing and printing;
• Monitoring of Branch office IT performance;
• Local IT security; and
• Server first line maintenance and escalation of problems to Regional/National offices or outsourced maintenance

provider.

Figure 32 Regional Office IT Section

JAMSOSTEK Regional Office IT Section (Current)

16 A workaround is temporary and sometimes ad-hoc process designed to bypass system functionality or to carry out functions in an
alternative manner to compensate for system errors.
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Branch Office IT Organization

The Branch Office is the source of customer information and the IT section comprises three IT staff with the
following responsibilities:
• Data entry of information;
• Local user support;
• Data base operation and maintenance;
• Data backup;
• Payment processing and printing;
• Local IT security; and
• Server first line maintenance and escalation of problems to Regional/National offices or outsourced maintenance

provider.

Figure 33 Branch Office IT Organization

JAMSOSTEK Branch Office IT Section (Current)

Software and Applications in Jamsostek

The current core applications in use in Jamsostek are shown in Figure 34.

Figure 34 Software Inventory

Jamsostek – Core IT Applications
Title Program Major Functions Development & Programming National Regional Branch

Maintenance Language Office Office Office

SIPT Operational Membership Registration, Developed by 3rd Party
Contribution Payment, Maintained by PL/SQL " "
Claimant & Benefit Payment. Jamsostek’s IT Dept

GL-ORA General Operational General Ledger Developed and
Ledger maintained by 3rd Party PL/SQL " " "

SIJAKA Taxation Taxation Developed and
system maintained by PL/SQL " " "

Jamsostek’s IT Dept

SDM Personnel Personnel Database, Developed and
Personnel Administration, maintained by PL/SQL " "
Payroll System. Jamsostek’s IT Dept

SIAT Fixed Asset Fixed Asset Management Developed and
maintained by PL/SQL "
Jamsostek’s IT Dept
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The core application in Jamsostek is SIPT and is evolving to become a fully integrated Social Insurance Application
that will eventually include all programs. At present SIPT provides functionality for Retirement Programs, Life
Programs and Work Injury Programs. Health Insurance remains a series of partially automated locally developed
systems.

The overview diagram of SIPT is shown in Figure 35.

Figure 35 SIPT Overview Diagram
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Hardware
Jamsostek completed a major hardware implementation in 1995 when the operating systems were upgraded to
UNIX. Since then hardware has been upgraded on a rolling Region-by-Region basis.

Figure 36 Current Data Architecture

The data capacity in the Branches and Regional Offices
varies according to employee membership numbers
and some Branch Offices are at up to 87% of capacity,
Regional offices at about 60% and National office at
80% capacity. Almost half of this data is for inactive
members, which is only accessed infrequently and
mostly at the time of claiming for benefits. It should be
noted that not all of the Regional offices are able to
consolidate all of the Branch office data due to lack of
data storage capacity in their regions and this
functionality is expected to become available during
upgrades planned in 2002.

The inactive data also contains records that have
already been paid and are stored with the active
operational data. The timeliness standard for payment
of retirement claims where the member is inactive and
claims as a result of unemployment is in the seventh

month after claim (Law No. 3 1993, Article 32 Para
2). Other payment timeliness standards for inactive
members are not less than one month.

It should be possible to archive the inactive and
completed claims and retrieve the records on request
probably during overnight processing or from local
optical or disk storage.

Data Backup
Data backup routines are run in all Jamsostek sites.
The most frequent backups occur in Branch Offices
where Grade I offices conduct daily backups and the
smaller offices conduct weekly backups. Regional
Offices and the National Office conduct monthly
backups following the monthly aggregation of data
from branch offices.
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Figure 37 Hardware - Server Summary

Type of Purpose Memory Disk Operating RemarksServer system

NATIONAL Sun E 3000 Jamsostek Database 512 MB 392 GB UNIX
OFFICE Sun E 450 Accounting, Taxation & 512 MB 72 GB UNIX

Personnel Application
Sun E 250 Health Care, Investment 256 MB 72 GB UNIX

& Accounting Data
Sun SS5 Model & Development 64 MB 25.2 GB UNIX
Sun SS4 Firewall 128 MB 2 GB UNIX
Sun SS10 96 MB 17.4 GB UNIX
Sun E 2000 Webmail 256 MB 52.2 GB UNIX
NETRA Web Server 128 MB 2 GB UNIX
ULTRA DNS Server 128 MB 5.25 GB UNIX
IBM NT Server 64 MB 4 GB Windows NT

REGIONAL Sun SS4 Operational Server 64 MB 11 GB UNIX Used by 3 Regional Offices
OFFICE (I, IV, VIII) since 1995. To be

replaced 2002. Note-Regions
I & IV use 2 servers each.

Sun SS5 Operational Server 64 MB 12 GB UNIX Used by 5 Regional Offices
(I, II, IV, V, VII) since 1997.
To be replaced 2002.

Sun E450 Operational Server 512 MB 27 GB UNIX Used by Regional Office III
since 2000

Netfinity 3000 Operational Server 64 MB 9 GB Windows NT Used by Regional Office VI

BRANCH Sun SS4 Operational Server 64 MB 11 GB UNIX Used by 44 Branches

OFFICE Sun SS5 Operational Server 64 MB 12 GB UNIX Used by 15 Branches

Sun E250 Operational Server 512 MB Up to 36 GB UNIX Used by 11 Branches

Netfinity Operational Server 32 - 64 MB 4 - 9 GB Windows NT Used by 26 Branches

PIII Operational Server 64 MB 10 GB Windows NT Used by 2 Branches

The Jamsostek hardware platforms and future
equipment procurement strategies are consistent with
the business requirements. The current holdings are
from a major international supplier recognised as a
world leader in the provision of UNIX based systems
and is committed to the future of the IT industry.
Jamsostek should be protected from redundancy and
be able to obtain enhancements to software and
progressive upgrades to equipment without the need
for total replacement of the platform or operating
systems.

Internet Services
Jamsostek maintains an Internet site (www.astek.co.id)
in English and Bahasa Indonesia with seven main menu
options that provide the following information services:
• Intranet to authorised internal users;

! Logon and password protected access screen
(under development);

• Jamsostek Programs;

! Programs describes the programs of Accident
protection, Retirement, Life and Health Care;

! Registration describes the basic criteria for
membership;

! Contribution Payment lists the contribution rates
for the types of schemes;

! Claim of Benefits provides flow diagrams of the
claim process showing the forms required at each
stage:
* Claim procedures for Accident Protection

Program;
* Claim Procedures for Retirement Program;
* Claim Procedures for Life Program; and
* Claim Procedures for Health Care Program..

! Kind of Forms list the number and name of the
forms used for Membership registration,
Contributions, and for application for Employment
accident, Death benefits and Old age benefits.

• Company Profile provides the following screen
options:
! Charter and values statement;
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! History of Jamsostek;
! Commissioners;
! Directors; and
! The Balance sheet for the last two quarters.

• Jamsostek Address provides a map of Indonesia
showing the eight Regional Office locations with the
facility to list the Regional and Branch offices, their
respective physical and email addresses.

• Information provides the following options:
! Meaning of the Jamsostek logo;
! List of the Chiefs of Division, Bureau and Regional

Offices,
! Claim procedures lists the claim options for the

retirement program and the documentary evidence
the must be provided with the claim (a download
option is available),

! Statistics provides options for the following
statistical tables:
* Complete program;
* JPK Program;
* Special Program;
* Jamsostek Members by Company;
* Jamsostek Members by Age;
* Jamsostek Members by Sex;
* Jamsostek Members by ILO code; and
* New membership entrants (last 3 years).

• Forum page is still under construction;
• Webmail provides:

! logon and password protected option; and
! option to send email to Jamsostek.

The website is an information website and its
functionality has not yet been extended for business
transactions. In the future Jamsostek would like to
extend the website to include contributions reporting.
At this time the computerisation of business enterprises
in Indonesia is limited and is not considered to be cost
effective at this stage. However provision of an
interactive Internet facility may generate additional
demand by employers by virtue of the efficiencies that
can be gained by automating the lodgement processes.

Application Development and Maintenance

The IT development process in Jamsostek is an
informal process and the degree of formality depends
upon the scope and size of the development
requirement. Minor enhancements are managed in the
section whilst larger developments use a more formal
process that involves users in joint application design
workshops.

The drivers for the development process are business
changes, planned strategic developments, enhancement
requests and user fault reports. Until 2000 enhancement
requests and faults were logged and incorporated into
the maintenance schedule so that like changes could
be grouped and incorporated into one upgrade.
However the logging process has ceased pending
incorporation into new IT standards.

Most development projects use operations and services
users or other relevant stakeholders in the business
analysis process, testing and implementation stages.
The normal implementation process is piloting in one
branch office or region followed by full-scale
implementation.

IT Security
IT security is delegated to local sites and the current
levels of security comprise a single logon identity and
password that allows a user to logon to the LAN and
to all of the corporate applications.

The access is managed by the IT support officer in
the Region or Branch and is often delegated to the
office manager in the absence of the IT support staff.
It is common knowledge that in some offices all staff
members have used a generic password.

An overview assessment of the standard of IT security
is that it is generally low and any standards are
inconsistently applied across the network. A single
access to all systems exposes Jamsostek to the risk of
internal and external fraud. It is desirable that only
users with delegation to use an application should be
given access to the application. For example only users
with direct responsibility for the Health Care system
should be allowed to access the system through an
applications access code in addition to the server logon
access. This can be achieved by obtaining a staff and
user profile that identifies the application requirements
for each position in the office. The application access
code would then allow an individual user access to the
applications and products needed for the position. All
other applications and products would be denied to that
user. This type of two-stage access will give additional
confidence over internal fraud and unauthorised access
to the server. Additional protection against internal
fraud can be obtained by recording on a log file the
access details for all critical transactions. This log file
can be used to monitor assessor actions and the
existence of a transaction log file is a deterrent against
internal fraud and misuse of the social security
computing application.
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Whilst it is accepted that security is an individual
responsibility it must be controlled and monitored at
the highest levels in the organization and given the
importance that is required to maintain acceptable
standards.

A typical IT security process used in other large
social security organizations has been provided
separately to the IT manager in Jamsostek to illustrate
the degrees and importance of IT security. This
document contains, standards, descriptions and
definitions of the security elements.

Project Management
The IT project management methods used in
Jamsostek are informal methods and are structured
along local lines in the IT Department. The basic
elements of an IT project lifecycle of preparation,
planning, analysis, design, construction, testing,
implementation and post-implementation reviews are
understood and used in the National office. However
most projects are not formally documented in a
structured way and a standard Jamsostek project
methodology does not yet have executive
endorsement. It is also evident that a structured
project management methodology does not exist in
the rest of the organization.

Observations And Discussion

User Comments and Requirements
Discussions with Jamsostek users were based on
the operational and IT components and to a lesser
degree on the organizational structure. The comments
from users are mentioned throughout this section and
discussed under the relevant topic.

Jamsostek Performance and Service
Standards
The observations made in relation to Jamsostek
overall performance were obtained from a variety
of external and internal users and were not always
direct observations by the users but in many cases
were general impressions obtained over time about
Jamsostek. This section attempts to identify the key
concerns about Jamsostek that appear to be views
held by a number of people in the community. Some
of these perceptions about Jamsostek are:
• Low level of retirement benefits;
• Payments are not indexed;
• Low public confidence in the administration; and
• Limited access to members.

Provident Fund Performance
Comments from users relating to fund performance
were mainly about the following issues:
• Restrictions on the investment portfolios and

strategies available to Jamsostek;
• Relatively low returns from investments in Indonesia;
• Reduced returns to members as a result of taxation

of Jamsostek as a profit oriented public company;
• Investment strategy not open; and
• Allegations of government interference in Jamsostek

investments in the past.

Many of these perceptions and complaints are dated
by some years and have begun to be addressed by the
current administration as reflected in the extensive re-
organization of Jamsostek that has been implemented
over the past year. Other issues are being addressed
by the proposal to amend the legislation to convert the
existing provident fund to a trust fund managed by a
tripartite board of trustees. This proposal will change
the management status of Jamsostek from a Persero
to a non-profit orientated public company such as a
Badan and the removal of the taxation liability should
increase the return to members by higher compounding
of interest. It should be noted that as a Persero
(government owned limited liability company) that the
government has limited it liability to Jamsostek to Rp.
62 billion.

Later components of the ILO project for Restructuring
of Social Security in Indonesia will provide options
about investment strategies for trust funds that will
assist in improving the investment returns and minimise
the risk to members. An initial examination of the
investment process by an ILO actuary has concluded
that the current investment strategy is sound and is in
marked contrast to the investment policy adopted in
past years. The investment guidelines for Jamsostek
funds are described in the following three pieces of
legislation:
• Act 11, year 92 Pension Fund;
• Regulation 28 year 96 fund investment; and
• Clarification of Regulation 28 year 96 Fund

investment.

These acts and regulations provide the basis for sound
investment of the funds and their content has been
assessed by the actuary as consistent with world
standards for investment of pension funds.

Access to Services
The major types of employee member enquiries made
to Jamsostek offices are about account balances and
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claim rights. The existence of multiple membership
records complicates the enquiry workload. Changing
the focus from employers to employees will also have
a significant impact on the current enquiry workload if
employees make contact direct to Jamsostek and not
through the employer. The recommended changes to
data management will assist in the minimisation of the
impact by the creation of single membership records
and the National index would allow universal location
of members’ records from any site.

Jamsostek has an extensive national service delivery
network that is already among the largest of the
government sector agencies in Indonesia. The current
linear expansion formula ensures that new Branch
Offices are created when the membership numbers
exceed a prescribed limit. The Branch Offices are now
centred on the areas of high formal employment. Should
the membership eligibility criteria be extended to the
informal sector then Jamsostek would face a significant
property expansion if the current formula were retained.
In addition to this it is estimated that Jamsostek existing
membership is less than half of the eligible employees
and should enforcement of contribution collection be
successful the membership numbers could almost
double the current numbers. The property implications
of this will be substantial and the service delivery
options and a property plan should be considered as
part of the business reengineering exercise that could
be conducted as part of a future project.

Alternatives to the establishment of new offices are
available and most of these options are technology
driven. Some examples of other options are:
• Use of agencies located in smaller sites as part of

provincial administrations, government agencies or
non government agencies;

• Remote visiting services;
• Mail processing centres;
• Specialised call centres where most business is

transacted over the telephone;
• Creation of service delivery shop-fronts in conjunction

with larger processing centres;
• Contracting out some services; and
• Expansion of Internet functionality.

All of these options would have a large impact on the
development of IT services in Jamsostek and
particularly for the network, hardware acquisition and
future development of SIPT.

Limited Benefits of the Retirement Programs
The structure of the retirement program and the
benefits to members was presented as an inhibitor to
many employees to contribute to the fund. The major
comments were:
• Final benefit payouts are too low, especially for high

income earners;
• Restricted to members employed in the formal sector;

and
• Lump sum is only a short-term retirement payment.

Other components of the ILO project for
Restructuring of Social Security in Indonesia will
provide options about retirement programs,
contributions and payment options that will assist in
improving the value of retirement benefits and
insurance coverage of the workforce.

Multiple Membership
Jamsostek employs a collective membership process,
which means that when an employer registers as a
contributor to the funds, the employer and each
employee are registered as members of the fund. The
issue of a Certificate of Employer Membership (CEM)
confirms this membership for employers and employees
are issued with a Jamsostek Member Card Kartu
Peserta Jamsostek (KPJ). The KPJ is based on the
employers’ registration number and is valid for the life
of the membership. In addition to the employers’
reference number, the KPJ also contains a Jamsostek
unique employee number. The card (shown in Figure
38) is required to be produced at the time of claiming
for a retirement or other insured benefit.

It should be noted that each time an employee changes
employment a new membership card is issued, also
based on the registration number of the new employer
(provided the employer is an eligible contributor). The
reason for this is that contributions and hence
membership are linked to the employer and the
registration source is at the Jamsostek Branch Office.
At this point in time the Branch Offices are not logically
linked by a network to the Regional Offices or the
National Office, however, Wide Area Networking
(WAN) is part of the existing IT Strategic Plan. There
is the potential to accumulate a number of membership
cards — one for each term of eligible employment,
depending upon the frequency of changes in
employment.
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Figure 38 Jamsostek Employee Membership Card

FRONT

Name
Date of Birth Month of Issue
Jamsostek Employee Membership Number
Employer Number Branch Employee Number

BACK             Signature of Card Holder

Members Signature

1. Please notify your Jamsostek number and
Jamsostek member’s rights to family or
dependents

Members are able to use their card to confirm the
value of their benefit in the fund by both telephone and
attending at a Branch office customer service counter.
In the past the bar code was used in conjunction with
a bar code reader to automate claim processing,
however the bar code is no longer functional. The value
presented to the member is the amount of contribution
plus net interest for that particular employment period
and employer code on the card presented. The interest
included is only for the last crediting period. The process
must be repeated for each membership card. The
various contribution periods are not integrated because
they will have occurred for different employers and
they may have occurred in different regions or branch
jurisdictions. This process has created some confusion
for members and has contributed to the impression by
some members that funds have not accumulated or
that funds have been misappropriated.

Some of the major benefits of having integrated
records and a unique Jamsostek membership number
are:
• Only one membership card need be issued to a

member for life;
• Reissue of cards would be virtually restricted to lost

or replacement cards;
• Complete member history contained in one data

record;
• All of the member data geographically located in

the branch office where the member currently lives
and works;

• Inter Branch office liaison reduced;
• Data maintenance easier;
• More reliable information;
• Processing of claims will be much quicker;
• Better customer service due to reliability and ease

of access to information,
• Database size reduced, leading to faster processing;
• More reliable management information about

membership;
• Planning decisions improved by more reliable and

accurate information; and
• More efficient and cost effective in terms of human

and material resources.

It is a stated goal of Jamsostek to integrate member-
ship and contribution records. This is strongly supported
by the review and is a high priority system
enhancement. Integration of membership records is
dependent upon:
• A unique membership number;
• Identification of multiple records;



6 0

Part II Chapter 6

• Only one instance of any customer on the database;
and

• National view of data or a national record index
available in every Jamsostek office.

Unique Identification Number
A unique numbering system is essential for efficient
management of a social security system, particularly
for general eligibility benefits that are state funded and
require some form of means testing. The unique
number system assists in fraud control, prevention of
multiple claims, proof of identity, management
information, data management, and in maintaining the
general integrity of the system. Whilst Jamsostek is
currently mainly concerned only with social insurance
programs it is likely to become part of an expanded
social security system where the importance of the
unique number will be paramount.

Existing Personal Identity System
Indonesia has a personal identification system based
on regional administrative centres and the issue of
identification cards Kartu Tanda Penduduk (KTP)
are controlled locally. The personal identity guidelines
are the responsibility of the Ministry of Home Affairs.
The Personal Identity process has its origins in the
Dutch colonial era where people were registered in
four categories:
• Pribumi, local Muslim,
• Chinese/east Asian
• European, and
• Local Christian, Madura, Minahasa and Ambon.

This categorization has not been officially replaced.

The numbers issued as part of the KTP are numeric
(up to 18 digits) and the first six digits represent the
geographical area, the second six digits represent the
date of birth and the remainder are produced by an
algorithm to make the number unique. Computerisation
of the process was commenced in 1995 (SIMDUC
system) but due to lack of funds to maintain the systems
the process has now reverted to manual in almost all
provinces and the issue of KTP is recorded in ledgers
that are archived in most provincial centres.

The KTP contains the following information about the
individual:
• Photograph;
• Full name;

• Address;
• Village;
• City;
• Blood Group;
• Sex;
• Date of birth;
• Place of birth;
• Marital status;
• Employment/profession;
• Religion;
• Expiry date; and
• Name and number of the authorising officer.

Lost or replacement cards and five yearly card renewal
is the responsibility of the local administrations. The
local administrations have generally devolved the issue
and management of the personal identification system
down to village level. There is also a family identity
card Kartu Keluarga which is controlled at local level
and generally issued at village level. The Kartu
Keluarga is issued to the head of the family and
contains details about the parents and children in the
family.

The personal identification number is not unique or
constant because a new local or regional number and
identity card is issued each time a person moves
permanently from one administrative area to another
and when the existing card expires after 5 years.  The
suitability, reliability and integrity of this process as a
national identity system are not believed to be very
high. It is also common for an individual to have more
than one KTP particularly where a person has moved
from their locality of birth. The original KTP can be
retained and regularly renewed in addition to another
KTP issued in the new locality.

Whilst a regional numbering process may be suitable
for personal identity it is not a suitable substitute for a
unique, sequential social security numbering system.
There have been suggestions that Indonesia should
implement a new national identification system and that
the process could take at least three to five years to
achieve from decision to implementation17. The
Ministry of Home Affairs wishes to redevelop the
personal identification system to be a truly national and
unique numbering system and has initiated a project to
examine the requirements and options for a national
identity system. This project is supported by GTZ and
a three-day workshop for stakeholders was held in

17 Asian Development bank – Reform of Pension and Provident Funds Indonesia August 2000.



6 1

Part II Chapter 6

Jakarta in late October 2001 to consider the national
policy formulation for:
• Citizens administration programme (KTP);and
• Registration of births, deaths and marriage.

This program is intended to result in the improvement
of public administration and implementation of a new
national identity and numbering system. Jamsostek staff
will participate in the development program as key
stakeholders.

Jamsostek Personal Number
Jamsostek already has a personal number that is
created at the issue of new membership cards at the
time of registration with a new employer. Whilst this
number is unique it is only unique to the particular
employee for that particular registration and not to the
individual.

By altering the data emphasis from the employer to
the individual employee, Jamsostek may be able to
utilise the existing unique social security numbering
system with a cross reference to the regional
identification number and employer code. Such a
number would achieve the following outcomes and
characteristics:
• Jamsostek will have total control over the numbering

system design and structure;
• Control of the issue of numbers by Jamsostek

nationally;
• Logically sequenced number;
• National numbering system;
• Structured to contain data for basic identity such as

sex, year of birth etc;
• Contain an algorithm to minimise data entry error;
• Logical system trap to ensure that only one member

can be issued one number;
• Centralised control over deletion of records

(numbers) from the database;
• Could be cross referenced against other identification

numbers if they are contained in the Jamsostek
database, e.g. regional identification number, taxation
number etc.;

• Will allow for the establishment of a national index
to provide a national record search function to
identify members, location of data, etc;

• Integral part of the registration process; and
• Linked to the proof of identity process.

The Jamsostek employee number could become unique
to the employee by making it the primary search key
for the data record and relegating the employer code
for each instance of employment as secondary

references. The system could be refined to create a
link between the active employee number and each
employer code. This could allow display of individual
employee records to be grouped under the employer
code.

After the implementation of a single numbering system
the subsequent employment information, including the
employer number could be included in the record with
the primary search being the Jamsostek number.

Implementation of a unique Jamsostek number is a
pre-requisite for the integration of the multiple
memberships to the funds into a single record that will
provide consolidated, accurate and consistent member
information.

In the event that a national identification system is
developed in the future, then Jamsostek may be able
to replace its own numbering system with the new
system if it satisfies the requirements needed by the
Social Security system. Alternatively, Jamsostek could
record the new national identification number in the
database as a cross-reference and as an additional
item of secure proof of identity.

Membership Record Integration
The issues that have resulted in the need for record
integration have already been discussed in and the
process of record integration is a high-risk process that
has the potential to affect the core of Jamsostek
operations and that is, its data holdings.

For this reason the management of a future
Membership Record Integration project should be of
a high order. A dedicated project team should manage
the project from start to finish under the direction of a
high level executive steering committee. Such a project
could form part of later Technical Assistance projects
for implementing the recommendations of the present
project.

In order to achieve successful integration, a range of
enabling projects should be undertaken to maximise
the degree of success and the data integrity of the
membership records. The major enabling projects are:
• Data purification exercise to identify and correct as

many of the incomplete and corrupt records as
possible;

• Culling of the completed memberships and cancelled
memberships from the active database into an
inactive records archive after a prescribed time (e.g.
six months after last contribution or payment); and
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• An operational national social security (or
Jamsostek) unique identification number system.

There are currently about 9 million active membership
records and about the same number of inactive
membership records. The current membership statistics
in Figure 7 suggest that about 30% of the inactive
records are the result of claims made. Therefore the
remaining 70% of inactive records comprise multiple
membership records, members who are now
unemployed or members employed but no longer
eligible to participate in the scheme and members who
have died but no claim for Death Benefits have been
made by their dependents. An estimate of the number
of multiple records will enable the size and scope of
an integration exercise to be determined.
Part of the data purification exercise could identify
the potential unclaimed death benefits and invite claims
from the next of kin of deceased members as a
demonstration that Jamsostek has changed from a
profit-oriented scheme to an employee-oriented
scheme.

Some issues that should be considered for such a
membership record integration project are:
• Business case for the project;
• Statistical analysis of the number and type of records

to be integrated;
• The new data structure;
• Data sizing exercise;
• Hardware and software estimates;
• Impact on the General ledger and finance system;
• Need to issue a new employee membership card

using the national social security (Jamsostek)
number;

• Project requirements, including specialist IT staff;
• Pilot site and testing;
• Implementation timing and methodology; and
• Cost estimate.

National Index
The only national view of data that is obtained in
Jamsostek is in the National Office. This data is
received monthly from the Branch office by the most
expedient means available, which is via internet/email
or diskette via post or courier. In the National Office
the financial data and the modified records are

consolidated into their respective databases to produce
the latest operations and financial datasets This data
is updated monthly and is compared with the
consolidated Region data produced by the Regional
Offices that has also been transmitted to the National
Office. The source of the Regional Office data is also
from the branch offices. The national statistics and
management information is produced from the national
consolidated data.

This national view of data is not available in the Branch
offices where all of the customer data is generated
and the Branch Offices are not logically linked to each
other. In the event that a member has relocated and
has a membership record in another Branch then
contact is usually made with the previous branch by
email, telephone or fax. General information or
enquiries for members where data is located in another
Branch Office can only be obtained by direct contact
with the other branch.

A National Index of members should be produced and
distributed to all branches to enable staff in any office
to be able to identify a member and location of the
existing customer data. The index would only need to
contain sufficient data about each member to enable
the identification and location functions. Maintenance
of the index would require the regular addition of new
and changed records to the existing copy.

This arrangement could continue until a WAN is
available when direct access to the single copy or
Region based copies of the national index could be
sustained. The current Strategic Plan proposes that
the Jamsostek Regional Offices will all have high
capacity data links to the National office by the end of
2001 via Frame Relay connection. This should provide
the capacity to transfer data at 1 Mbps (125KBps).
The extension of high capacity reliable data
communications to the Branches will take longer. The
details of future expansion to all Branch Offices are
not available.

The typical data elements (sample only) that may be
contained in a National Index are shown in Figure 39.
The shaded fields indicate data elements that are not
currently held for employees.
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Figure 39 National Index Sample Data

No Data Field Size

<CURRENT DATA>
1 Current Jamsostek Branch Code 3
2 Jamsostek ID Number 13
3 Surname 20
4 First Names 20
5 Address line 1 28
6 Address line 2 28
7 Town/City 20
8 Postcode 6
9 Date of Birth 8
10 Marital Status 1
11 Spouse Name 20
12 Number of children 2
13 Current Employer Code Number 10
14 Status (Active/Inactive) 1
15 Total Benefit (current contributions plus interest value) 10
16 Membership (Retirement, Health,) 4

Sub-Total 194
<HISTORICAL CONTRIBUTION SUMMARY>

1 Previous Employer Code Number (2) 10
2 Total Benefit Accrued Employer (2) 10
3 Jamsostek Branch Code Employer (2) 3
4 Previous Employer Code Number (3) 10
5 Total Benefit Accrued Employer (3) 10
6 Jamsostek Branch Code Employer (3) 3
7 Previous Employer Code Number (4) 10
8 Total Benefit Accrued Employer (4) 10
9 Jamsostek Branch Code Employer (4) 3

Sub-Total 69
TOTAL 263

Access to this data in any Jamsostek site could allow
the assessor to:
• Confirm membership and types of membership;
• Identify the member and spouse;
• Locate the existing record;
• Locate previous records;
• Prevent creation of duplicate records;
• Answer member enquiries about previous employers;

and
• Answer member enquiries about estimated benefits

in the fund.
An estimate of the potential size of the National Index,
expanded to include previous employment information
could be derived as follows:

Assumptions
(i) data size per record of 300 bytes.
(ii) number of records 15 million.
(iii) about 9 million contributions made per month.

(iv) 10% variation in data elements on the record other
than contributions.

Based on the current population and the data record
shown above, the database could be 4.5 GB in size.
Regular updates to the data would be relatively small
when the changes are taken into account. Branch
changes or transfers are about 3% of active members
per year and the only other regular change is the
current fund value field that will change monthly with
additional contributions. Based on the assumptions, the
nationwide sum of daily changes would be insignificant,
whilst monthly changes could approach 100 MB.

The initial installation of such a database could be
conducted by various means and would not create
many problems, however updating such a file, using
dial up modems would be extremely difficult in some
remote branch offices. However to download the entire
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database from the National Office to the Regional
office by Frame Relay could be achieved in around
ten hours and regular daily and monthly updates
(100MB) to Regional offices would be relatively small
and able to be achieved within minutes. Alternatively
the initial National Index Database could be installed
from tape and the regular updates in the Regional and
Branch offices can be made by the most appropriate
means such as diskettes, CD-R, tape, etc.

A staged approach to the national index could be
achieved by making the Regional office the focal point
in the short term and over time extending updates to
all of the Branch offices. The full functionality and
regular daily updates could be extended to all branches
as communications capacity permitted. The end state
development of the WAN would allow a national view
of members’ data in all sites across the country.

Use of a national index would allow Jamsostek to take
maximum advantage of the fully distributed processing
system it currently uses and minimise the system’s
major disadvantage of maintaining data held in other
sites as a result of transfers and multiple employment.
The benefits of a national index are:
• Minimise the incidence of multiple records;
• Identification of duplicate records held in different

sites;
• Allow a record transfer system to be established so

that records can be integrated into the data of the
branch where the member is resident;

• Index search can become a permanent part of the
registration process;

• Improve data integrity of the database; and
• Produce more reliable management information

about members.

The National Index would become the front end of
the processing cycle for the Record Search function
and a critical element in the registration process and
maintenance of a single record for each member.
The National Index can allow the geographical storage
and maintenance of data whilst still allowing automatic
updates and processing of the data. The end state of
the development of a national index (automatic
nationwide updates) can only be achieved when the
WAN is fully operational. In the interim, the National
Index could allow the introduction of the Jamsostek
Membership Number, integration of records and the
new registration process. Figure 40 shows the operation
of the index process within a single site.

Figure 40 The National Index in a single site

The end state of automatic record updates across the
country is shown in Figure 41. To achieve this end-
state each site across the country would need to have
on-line access to a copy of the National Index.
Analysis of the national telecommunications capacity
indicates that most offices should have the capacity to
maintain a copy of the national index. The remainder
of the Branch Offices would need to have a hybrid
process until their communications capacity was
extended.

Figure 41 Inter Branch record updates

NATIONAL OFFICE or
REGIONAL OFFICE

This process will be possible in the future when on-
line access is available to all sites in Jamsostek. The
geographical integrity of data can be maintained by
automatic transfer of the records that have had details
such as address and locality changed so that they now
reside in the area administered by another Branch.
This automatic transfer could be done overnight as
part of the end of day processing in each site. The
records that have had a change of Branch code can
be transferred to the relevant new Branch. Until such
time as the communications network is sufficiently
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established, the record update and transfer process
may have to be manual and subject to a phase delay in
some remote branches. However the National Index
can be operational in all sites and this will support the
maintenance of the single membership record and the
geographical integrity of data.

Record Integration and National Index
Implementation Issues

The existing number of members in Jamsostek is
9,382,786 active records and 9,088,358 inactive records
giving a total of 18,471,144 records.

The inactive group of members is made up of members
with a range of possible circumstances. Members who
are unemployed and have more than 5 years
membership in the fund may elect to claim their
entitlement on becoming unemployed or they may wish
to preserve their benefits in the fund until retirement.
Many of the inactive records are likely to be from
members who have changed employment and the
contributions from the employer pertaining to the record
are no longer being made (contributions are employer
code dependent). Unemployed members with less than
5 years membership are not able to claim any benefits
until total contribution membership exceeds 5 years.
Other cases may include members who have changed
employment to an ineligible employer or become self-
employed and who do not wish to continue to contribute.
Such a circumstance normally allows for existing
members to continue contributing to the fund as
existing members.

Given the limited amount of data held on each
employee it is difficult to estimate the likely number of
individual records, However, based on the very broad
estimates of inter branch changes of 3% per year and
the number of claims over a ten year period, about
35% of the inactive records could be duplicates of an
existing active member. Integration of the records could
realise about 13 – 14 million actual members instead
of the current 18 million records.

(i) Stage 1
The first stage of the integration process would
need to involve data purification to ensure that
obligatory fields exist in each record. At least an
understanding of the integrity of the data should
be known. From this can be estimated the likely
numbers that will require manual intervention in
the process of identifying members. It is most likely

that some form of data collection exercise may be
required to assist in the identification of duplicate
records. This data collection exercise could best
be undertaken through the employers and it could
be used to collect the following information about
active employee members:
• Current address;
• Previous employment numbers; or
• Photocopy of previous Jamsostek membership

cards.

The additional information about previous
employers and their Jamsostek membership
numbers would allow for immediate identification
and amalgamation of records. The design of the
unique Jamsostek numbering process would need
to be done concurrently with the data purification
process.

(ii) Stage 2
This stage could be the integration process that
should be preceded by testing and trial of the
process in a selected site. It is also highly likely
that not all inactive records will be able to be
integrated due the difficulty in contacting inactive
members and the high number of potential positive
matches from similar names and dates of birth.
There are very few other data fields on the
database that would assist in the separation of
multiple records.
It will not be possible to integrate all records and
there will be a considerable number of records that
will remain in the inactive database. These records
will need to be retained until contact is made from
the members. A standard operating procedure
would need to be implemented for all contacts by
members whose only record was on the inactive
records database. This procedure could obtain the
additional relevant data from the member such as
residential address, subsequent employment details
and any other relevant data that is missing from
the data set.

(iii)Stage 3
Creation of a National Index from the integrated
data and balance of the inactive records that would
identify the member and would typically contain
the information described in Figure 39.

Interim National Index
The end state of a fully networked processing system
and national index will take a number of years and
would be dependent on funds available to pay for the
implementation and maintenance of a national real-
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time data communication network. As an interim
measure it is possible to use a national index for out of
branch record searches by using the Internet as shown
in Figure 42. This process would involve modification
of the application to search the local database as the
prime search and the national index copy (held in the
branch) as the secondary search. In the event of a
positive result from the national index the application
could then use the Internet to connect to the branch

identified in the national index for the information. The
response(s) could be integrated as a browser based
display of the basic contribution history information.
The key issues that would need to be addressed are
reliability of Internet access in the remote branches
and security of information. Using the Regional Office
database as the dial in data source and use of
appropriate hardware and software encryption on the
web servers could address these concerns.

Figure 42 Interim National Index Option

Registration Process
The registration process is a key function in the
membership lifecycle and should be used to satisfy
the following requirements:
• Obtain complete information about the member;
• Establish the identity of the member through a

standard process of sighting identity documents;
• Conduct an index check to determine the existence

of any previous record;
• Enter and record the details of the member on the

database;
• To ensure that appropriate procedures are initiated

to advise the members of their rights and obligations
of membership to the fund; and

• To create any paper files and documentation that
may be required for legal purposes.

The Registration process should be automated as much
as possible and a system link should be created which
will allow only one customer record to exist and for
any new membership request, a search of the existing
central index be made obligatory. Where this is not
possible in an on-line situation, a delayed (preferably
overnight) match should be made to alert for potential
duplication of records.

The main elements of a social security registration
process are:
• Identification of the contributors - the eligible

employers and their employees;
• Determining what data needs to be collected;
• Procedures by which the contributors can register;
• Communication with the contributors of the

requirement to register and the procedures to be
used;
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• Provision of an effective information and support
service for customers;

• Collection of the required information from the
employers and employees;

• Checking of the information provided;
• Entry of the data into the computer system;
• Allocation of employer membership number;
• Allocation of employee membership number;
• Checking of the computerised data;
• Error correction;
• Confirmation that details are correct by employers

and employees; and
• Issue of Employer and Employee membership cards.

Member Identification (Proof of Identity)
Under the current social insurance system, the
employer is responsible for notification of new members
and performs the primary personal identification. The
new member details are documented on Form 1a,
which, when completed provides the following
information about each employee for the retirement,
life and work injury programs:
• Employers code (issued by Jamsostek to each

eligible employer);
• Employee code (issued by company);
• Name;
• Sex;
• Date of Birth;
• Salary; and
• Remarks.

The focal point of the proof of identity process occurs
at the time of claiming for a benefit, at the end of the
customer lifecycle rather than at the point of initial
registration. The common documents required to
accompany any claim for benefits are:
• Original Jamsostek Member Card;
• Copy of Personal Identity Card; and
• Copy of the Family Card.

In addition to these documents, the following
documents are required for the specific benefits shown
below:
Death Benefits – Authentication Letter of

Death.
Permanent Invalidity – Letters of reference from

doctors supporting the
claim.

Leaving Indonesia – Copy of passport, Copy of
Indonesian Labour visa,
Letter proclaiming intention
to no longer work in
Indonesia.

Members of Armed Letter of confirmations of
Forces/Government employment in Armed
Employees claiming Forces/Government.
refund of private
contributions –

Unemployment – Letter of termination from
the company.

As a general principle, the identity of customers on
the database should be clearly determined before the
data entry, because once established on the system, it
may be difficult to confirm or deny identity later. The
issue of a Jamsostek membership card JPK may also
support the identification of an individual to other
authorities. The current process of determining proof
of identity at the time of claim may be satisfactory for
insurance type programs but for means tested
assistance programs, proof of identity is an essential
pre-requisite to registration as a customer to minimise
the opportunity for claim fraud. A birth verification
process should be established for all members that
encourage members to obtain and retain suitable
documentary evidence of birth. Ultimately the improved
citizens’ administration process will assist this
responsibility.

It is interesting to note that new members are not
required to produce or complete any documents of
registration, nor are they required to sign any
acknowledgments of their rights and responsibilities
as members of the Jamsostek fund. This places the
total reliance on the capacity of the employer to
complete this task.

The proof of identity process for all types of registration
needs to be strengthened if Jamsostek is to position
itself as a future core social security organization for
Indonesia.

The client identity (ID) process is traditionally based
on documentary evidence with the most secure
documents attracting a higher degree of reliability. In
Indonesia the availability of documentary evidence is
not universal and may take a number of years before
high reliability is achieved. By Jamsostek demanding
documentary evidence as part of a revised registration
process this may increase over time the level of
acceptance of maintaining documents in the community.
An ID process should include:
• Rating documents in order of reliability and security;
• Possibly using a points system to grade the

confidence of the identity, e.g. the 100 points process
similar to that in use internationally and by banks;
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• Grading ID on a “proved”, “partial” and
“unproven” categories;

• Recording or retaining copies of the evidence
sighted; and

• Retention of customer signatures as part of ID
process.

The ID process should be an integral part of any
revised registration process.

Data Management
The existing data structure is adequate for an
employer centric social insurance system that relies
on the employer to satisfy the registration, information
and social security needs of the employees. The data
integrity is not high and the duplication of records,
absence of records, lack of a complete national view
of data and unidentified members is not consistent
with a system that can protect workers social security
entitlements. The following section describes the data
situation and enhancements that should be considered
for development.

Data Elements
The data elements contained in the SIPT are generally
consistent with the overall functions to be performed
by the system. However there are some data
elements that should be included in the system to
strengthen the integrity and record management
processes and the most critical of these is the
Employee Member Address. Additional data
elements should be considered during a business re-
engineering of the Jamsostek system.

(i) Employee Member Address
The membership in Jamsostek is focused on the
employer who is expected to manage the social
insurance affairs of the employees. All
correspondence and contact with the individual
members (employees) is via the employer and this
includes general enquiries about contributions and
fund balances. Recent initiatives to move the contact
focus to employees include the involvement of the
trade union representatives in the local work
enterprises to monitor member requirements, and
whilst this is an improvement it is still workplace
based and through a third party.

The only address information contained on Jamsostek
data files is the address of the employer.

The address of the employee members should be a
mandatory field to support the identity and means of

contacting individual members. The only means of
contacting individual members at present is via the
employer. Once the member record has become
inactive there is little chance of contacting individual
employees particularly in cases where the employer
has ceased operations. Maintaining address information
could be the means of tracking changes in the
Jamsostek Branch and facilitate a transfer of data to
the new Branch. It will also assist in the prevention of
multiple records on the database. The address field
will also provide the opportunity to assist in compliance
and education of members by allowing for direct mail
outs of specific information, changes in policy,
marketing information, fund performance and news
bulletins, requests for information and response to
individual members enquiries. The address collection
exercise could also be used to follow up unclaimed
benefits to improve the image of the new Jamsostek.

Common Data
The data holdings in Jamsostek demonstrate some
degree of redundancy, especially in the area of person
data about describing the member and dependents. In
part, this is caused by the lack of a unique individual
number and the person name and date of birth are
commonly repeated across the data files. The other
significant area of data redundancy is the existence of
multiple records. The data redundancy would be
substantially reduced by the development of a unique
Jamsostek membership number and integrated record
systems.

In the future, additional benefits may be added to the
Jamsostek program responsibility and past experience
shows that in such situations, the expedient solution is
to add new application programs to the existing suite.
This solution is generally of short-term benefit only
and can create integration problems for the future and
inevitably leads to further duplication of person data
and unnecessary duplication of effort.

A better alternative is that within Jamsostek it should
be possible to have a data function that records static
data about a person (name, sex, date of birth, place of
birth, client identification, address, etc) and this would
become the core of the common data.  Other functions
that update benefit specific data (economic
circumstances, specific eligibility criteria, date last paid,
amount last paid etc) could do so against the client
identity and in this way any original customer data
would be able to be reconstituted by joining common
person data with specific benefit data.
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In the short term a subset of this common data could
be the national index that would be made available to
all offices in Jamsostek.

In an expanded social security environment there is
likely to be considerable overlap between customers
as shown in the following schematic.  A common data
register which interfaces with the specific data of
the separate insurances and benefits could minimize:
• Record sizes;
• Data duplication;
• Data handling;
• Data administration;
• Data transfer; and
• Maximize:

• Efficiency;
• Storage; and
• access speed.

Figure 43 Overlap between Social Security
customers

Social Insurance Customers (Potential for
Jamsostek)

In any complete social security system there is a
considerable overlap between customers and a
common data record would improve efficiency by only
once recording the fixed person data. Future
management of customer service will be more effective
if one set of customer data exists in Jamsostek. As
the lifecycle of a customer transitions from one type
of service to another, the single set of data is modified
and not re-created with each instance of claim or
contact with Jamsostek.  In this way customer history
is maintained and:

• Data entry is minimized;
• Data management is simplified;
• Data integrity is improved; and
• Flexibility to add new services increased.

Figure 44 Typical Social Security Customer
Lifecycle

This integrated common data record will allow greater
flexibility for future social security initiatives that the
government may wish to introduce.  In many countries
additional social security services are paid such as:
• Unemployment Benefits;
• Child care allowance;
• Social Assistance payments;
• Short term sickness benefits;
• Invalidity benefits;
• Survivors benefits;
• Dependency allowances (increases in benefits in

respect of dependents);
• Graduates allowances; and
• Payments to rural workers.

Future additional social security payment programs are
likely to be phased into Jamsostek and the common
data, through linking, could allow groupings to be made
such as family units which can give the flexibility to
make assessments of need based on family incomes
in addition to that of an individual.

Contributions in an Expanded Social Security
Environment

Any expansion of services in Jamsostek is likely to
include contributory insurance programs such as
unemployment insurance. It is essential that Jamsostek
maintain its integrated contributions system. This
implies that any future contributory programs will
become an integral part of the existing contributions
operational and financial systems.
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The maintenance of the integrated contributions system
with appropriate development should be able to provide
the following benefits to the organization:
• Efficiency in accessing data at all levels from national

summaries to individual contributors;
• Audit-ability and accountability;
• Cost control;
• Performance standards;
• Management Information Systems;
• Reliability, recovery, integrity;
• Agreed Service levels;
• Scalability;
• Change control;
• No duplication of common functions (e.g.

contributions, payments and client registration); and
• Security addressed at an architectural level.

Regional Offices Liaison

The Regional Offices visited indicated that they were
generally able to complete their task in a satisfactory
manner. Data communication between Regional
Offices and Branch offices was generally satisfactory
in the densely populated areas but more difficult and
unreliable in the remote parts of the country. The
implementation of better communications between the
National Office and Regional Offices is due to
commence shortly with the provision of Frame Relay
transfer with a bandwidth of 1 Mbps for all of the
Regional Offices and Branch Offices in Jabotabek.
Over time this facility will also be extended to the
Branch Offices in the remaining parts of the Jamsostek
service delivery network.

The relationship between Depnakertrans and
Jamsostek at regional level mostly centres on general
policy liaison, membership compliance and work injury
entitlement disputes.

Depnakertrans is the government department currently
responsible for the operational supervision of Jamsostek
and there is an obvious division of legal responsibilities
and delegation that are contained in the respective laws
and regulations. Jamsostek is required to report to the
Minister of Manpower and Transmigration
(Depnakertrans) in relation to policy compliance and
general performance.

Jamsostek is responsible for the registration of
members and collection of contributions from
employers that is authorised by Article 22 of Act 3,
1992 for the executive agency (Jamsostek) to collect
contributions. Whilst these functions are performed in

Jamsostek at branch level, the Regional Office is
responsible for the performance of all of the branches
in its administration. Jamsostek is legally obliged to
reject membership applications from employers where
they demonstrate that they are ineligible to participate
in the schemes because of the number of employees
or the total incomes paid to employees. However
Jamsostek does not have the delegation to investigate
employers suspected of providing incorrect information
about the numbers of employees or total payroll.
Depnakertrans retains this authority.

All disputes between employers and Jamsostek over
contributions, membership and claims for benefits are
referred to Depnakertrans in accordance with the
regular liaison processes agreed between the
organizations. The dispute process has been described
as slow and cumbersome with unreliable reporting of
the outcomes to the initiator in Jamsostek. The local
Disputes Committee handles disputes in Depnakertrans
and the only avenues of appeal are to a higher authority
within Depnakertrans.

Compliance and Appeals

The ILO considers that compliance is one of the key
fundamental operations in the administration of a social
security system and together with fraud minimization
are key elements in the equality principle of targeting
social security payments to those most in need.
Compliance was seen as the key to better overall
performance of the fund as higher contribution rates
would result in higher returns to members and serve
to spread the risk across a wider group of members
and minimise adverse selection in critical programmes.
The ILO is proposing is an inspectorate force with
line management at Jamsostek branch and regional
level with policy direction from Head Office. Full
details of the background to compliance and the
proposals are discussed in Chapter 7.

Data Entry Management

The key elements in Jamsostek business are its data
holdings, the maintenance of accurate data that reflects
the needs of the organization and data that is accessible
where and when the business requires it. There are
instances where the data holdings do not reflect the
actual situation in the organization. The users
procedures manual System Procedures for Jamsostek
Program Integrated Services, describes in detail the
processes that are to be followed for all work
processes. In some Branches offices data entry is many
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months in arrears. This causes considerable disruption
to work practices when the Services section user
identifies that a member record is incomplete and the
process of resolution involves Operations section staff
(responsible for data entry) and IT staff responsible
for data holding. The arrears situation arises when all
key data entry positions are not filled in the Branch
offices and from inadequate monitoring of workload
in the office.

IT Organization

The IT staffing requirements have been examined in
detail and it is evident from the distributed architecture,
distributed processing and operating requirements that
the current staffing establishment in Branch and
Regional Offices is barely adequate. The distributed
processing requires that skilled and capable staff must
be able at all times to effectively manage the
processing and maintenance of data systems. IT
support should also be available at higher levels as an
escalation path for critical faults.

It has been estimated that about 25% of the IT positions
remain vacant and that some Branch Offices are
operating without trained IT support staff. This exposes
Jamsostek to high risk of data failure, corruption of
data and potential loss of data integrity.

Recruitment and retention of IT staff is an essential
function for Jamsostek in order to maintain the critical
tasks in the Branch Offices. It is evident that
employment conditions are not commensurate with the
value of the skills to the organization. IT staff in some
offices have transferred to member account positions
in anticipation of future performance bonuses that will
provide greater financial rewards than the IT positions.
It is imperative that incentives are provided, if
necessary, to attract and retain skilled IT staff at all
levels in Jamsostek.

There are two essential data management functions
that must be performed in Jamsostek if it is to achieve
the degree of data integrity and accessibility to be able
to accommodate the potential expansion in its
membership base. These positions are the Data
Administrator and the Database Administrator and a
description of their roles is shown below. These
positions are in addition to the data operators who
perform the routine operations tasks directed by the
Database Administrators.

Data Administration – Key Functions

The Data Administrator is the manager of the
organization’s data and should be the senior IT
executive with access to the Jamsostek executive and
management board. The ultimate responsibility on how
Jamsostek will manage and maintain its data now and
in the future are the responsibility of the Data
Administrator. There should be one Data administrator
in Jamsostek. Typical responsibilities of the data
administrator are:
• Consultancy - Offering consultancy on all aspects

related to an organization’s meta-data, particularly
expertise in data analysis;

• Corporate awareness – education of the
organization about the importance of data and
disseminating information about what data exists and
for what purpose;

• Corporate requirements – identifying corporate
requirements, particularly building a corporate data
architecture which incorporates strategic planning;

• Data analysis – coordinating the use of a standard
data analysis methodology and its use to develop
business data models;

• Data control – implementing standards for ensuring
access is controlled and that suitable recovery
processes are in place;

• Data definition – implementing standards for the
definition of data and controlling the medium for the
recording and storage of such definitions;

• Data integrity – implementing the standard
mechanisms for ensuring the integrity of Jamsostek
data and documenting the rules for ensuring integrity;

• Data dictionary management – promoting the use
of a logical data dictionary and standards for its
control and monitoring the use and content of the
data dictionary;

• Data privacy – implementing procedures to ensure
that Jamsostek complies with any national data
regulations; and

• Data sharing – encourage the sharing of data
across applications and to promote the idea that data
is independent of applications.

Database Administrators – Key Functions
The Database Administrators are the technical
database managers and are responsible for distributed
data sites, their maintenance and operations. These
positions are critical in Jamsostek due to the distributed
data and processing architecture. The Branch Office
is the source of all data in Jamsostek and the reliability,
accuracy and integrity of this data reflects these
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parameters in the National data, on which management
decisions about Jamsostek are made.

The future IT organization for Jamsostek proposes the
establishment of eight (8) Database Administrators in
the National office to support each of the Regions,
including the Regional Office and the associated
Branch Offices. The core responsibilities of the
database administrator are:
• Data archiving – establishing a strategy for culled

or obsolete data;
• Data backup and recovery – establish the

procedures for data backup and recovery from
hardware and software failures;

• Data control – establish user groups, assign
passwords, granting access to DBMS facilities,
granting access to databases etc;

• Data standards – ensuring that physical data is
documented in a standard way such that multiple
applications and end users can access the data
effectively;

• Impact assessment – assessing the impact of any
changes in the use of data held within database
systems;

• Monitoring data usage and tuning database
systems – monitoring live running of database
systems and ensuring the effective performance of
the systems;

• Physical design – the physical design of and
implementation of databases (national office only);

• Privacy, security and integrity – ensuring that the
strategies laid down by the data administrator for
privacy, security and integrity are adhered to at the
physical level; and

• Training – responsible for the education and training
of users in the principles and policies of database
use and in particular the data operators and IT
personnel in each of the regions and branches.

IT Practices and Standards

In a mature IT organization the IT standards and
procedures have usually evolved over a long period of
time and the standards have become entrenched in
the IT operations. The IT Strategic plan for this type
of organization does not always provide a detailed
section on practices and standards.

In a developing or relatively young IT organization like
Jamsostek the development of IT practices and
standards is an essential part of the IT management
process. These practices and standards can be
described in the IT strategic plan or as a discreet
strategic document.

Some of the practices and standards, which must be
developed in an effective and responsive IT
organization include:
• Change management process;
• IT Project methodology and the preferred support

tools;
• Planning methodology and procedures;
• Development methodology including the use of CASE

tools, platform, middleware etc;
• User involvement in the IT development cycle;
• Data standards;
• Data management;
• Testing strategy;
• Infrastructure development and management;
• User support;
• Training strategies available and preferred;
• Implementation methodology;
• Fault reporting and management; and
• Documentation maintenance and standards.

General IT Principles

To be able to be considered the natural core
organization for future social security expansion,
Jamsostek will need to strengthen its operations and
IT systems so that it can evolve and adapt rapidly to:
• Accommodate and facilitate the delivery of new and

changed business services;
• Take advantage of new technology that will allow

IT services to be delivered more cost effectively;
and

• Minimize the levels of business and technical risk.

The IT Systems architecture should be sufficiently
modular to permit individual components to be changed
or added to meet emerging business needs and to take
advantage of more cost effective technologies.

The architecture should be:
• Scalable, which means that as the IT workload

increases, components of the same type as those
already in the Architecture can be easily added to
meet the rise in demand;

• Flexible, which means that the Architecture will be
amenable to change and will not lock the organization
into any one particular strategy.  An example is the
ability to move functions between servers and
workstations;

• Open, which means that the components of the
Architecture will interact via defined interfaces and
standards, thus achieving a high level of vendor
independence and the ability to rapidly take advantage
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of new technologies (by having an explicit migration
path to more advanced technologies);

• Secure, which means that the Architecture will not
allow unauthorised access to the organization’s data
and information, and new and existing policies and
standards relating to privacy and security will be able
to remain in force;

• Cost-effective, which means that the Architecture
represents the best value for money option of
delivering IT services, at least, the following factors
should be considered in determining this:
! Whole-of-life hardware, software and

communication costs;
! The ability to deliver acceptable levels of

availability, performance, flexibility and
manageability; and

! The ability to reuse components in the future;
• Manageable, which means that the function of all

components in the Architecture will be both
understandable and controllable.

Architecture Characteristics

The Architecture should also provide the following
transparencies to both end-users and applications:

• Access, which hides the differences in data
representation no matter how and where the data is
held;

• Location, which hides the location of the physical
devices, data and applications from the users that
interact with them;

• Replication, which hides the effects of providing a
single service using a number of duplicated interfaces
or data working in concert;

• Concurrency, which hides the existence of
concurrent users of services;

• Migration, which hides the effects of services
moving from one location to another while clients
are interacting with them; and

• Failure, which hides the effect of partially completed
service requests that fail.

The general IT principles that apply to Jamsostek should
be identified and prioritised and used to test that current
and future elements of the architecture or systems
conform to the principles. This can assist IT planners
to ensure that the best possible solutions are found for
the needs of Jamsostek. These principles should also
be reflected in the IT Strategic Plan.

Hardware Issues

The general performance levels in Branch and Regional
Offices appears to be satisfactory in the current

environment and membership numbers and claim rates.
There is no formal measurement of response times or
service standards of the servers and other hardware.
Server performance and reliability should be available
from the maintenance contractors. The hardware
replacement program provides for upgrades on a
continual basis in accordance with the annual IT budget.

The ability of the existing architecture to support an
expanded Jamsostek can only be determined when the
future requirements are engineered and the IT
architecture exercise has been undertaken.

Amalgamation of multiple membership records and
archiving of the inactive records could see the data
holdings reduce to about 50-60% of Installed capacity.
This would allow for significant expansion of
membership and to improvements of access and
processing times.

Management Information (MI)

MI in Jamsostek is provided at all levels in the
organization. In Branch Offices data is extracted from
the local database and exported into spreadsheets
(usually MS Excel) and this constitutes a limited amount
of MI. There is no Executive Information (EI) about
timeliness or about the stages of completion of any of
the major workflows and processes. This is a planned
enhancement to SIPT. The Regional Offices adopt a
similar approach to their MI requirements.

The National Office also produces MI from the national
integrated database and this is the only national
statistical view of Jamsostek operations. Most of this
statistical output is available on the Internet site.

A Management Information System is one of the high
priority development plans for SIPT.

MIS and EIS are critical components of Jamsostek
operations and managers at all levels require
information about the quantity and quality of work
processing together with a predictive capacity to
extrapolate trends to assist in the development of the
service delivery network and future programs. A future
component of the project will identify key result areas
for administrative performance and client service
together with formulation of performance indicators.

Health Insurance

The current legislation allows for exemption from health
insurance membership for employers that can
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demonstrate their employees are covered by equivalent
health care provisions to those offered by Jamsostek.
As there are no clear guidelines or evidence available,
virtually all statements of exemption by employers are
accepted. Only about one tenth of the employers that
are active in the retirement and disability programs
are also members of the health insurance scheme.

For Jamsostek to be an effective competitor in the
provision of health care services and to increase the
compulsory membership above its current 1.5% of the
population then a number of improvements to the
program will be necessary. Some of these
improvements are:
• Increase in membership to minimise risk;
• Improvement of services to attract more members;
• Removal of the salary limitation on membership

contribution;
• Better selection and control of providers;
• Automating the health care claims process; and
• Repeal of the opt-out clause in the legislation.

Automating the process will have considerable
associated costs and will require development of a new
computing application. This could not be achieved
within existing resources without severe restrictions
on all other IT development and maintenance within
Jamsostek. Additional hardware and significant
upgrades would also be necessary to maintain a fully
automated health care system. An alternative option
could be to purchase an off the shelf health care system
either independently or jointly with some of the other
health care schemes.

It is also questionable whether there should be a
number of government sponsored health insurance
programs and that the integration of existing
compulsory insurance schemes into one organization
could have the following benefits:
• More efficient service delivery;
• Spread the health risk across a wider range of

members;
• Wider range of providers from integration of

agencies;
• Economy of scale from a larger membership; and
• Common computing application system that will

minimise the current duplication of resources in
maintaining multiple different systems across many
organizations.

Another component of the ILO project, Restructuring
Social Security in Indonesia, will produce detailed
recommendations for the future of the Jamsostek health
care program.

Business Re-engineering Exercise

The Jamsostek computing environment and its
enterprise architecture must be strengthened if it is to
expand its membership numbers and potentially extend
the functionality and services to members. Significant
systems re-development is required in the data
structure and data management areas in order to
address the essential improvements in the key
programs such as:
• Shifting the service focus from employers to

employees;
• Elimination of multiple memberships;
• Improving contributions compliance; and
• Improving service to members.

The elements described below should form the core
elements in any business re-engineering process:

IT Strategic Planning

The current IT Strategic Plan is maintained by the IT
manager and the plan is an informal plan based on
endorsement from the Director of Finance and IT. The
plan is essentially a set of priority developments based
around the current architecture and business rules.
These business rules do not take into account the
potential outcomes of the national working party on
social security reform or any of the major
enhancements identified in the ILO project
Restructuring Social Security in Indonesia.

The current IT strategic priorities are:
• Extending the communications network in two stages,

firstly to the Regional offices and Jabotabek Branch
offices and secondly to the remaining Class I Branch
Offices;

• Continued development of SIPT;
• Hardware replacement of oldest servers throughout

2002; and
• Data purification of current member records.

The IT strategic plan should be reviewed to establish
the direction of the future IT development needs in
Jamsostek and to foster IT development in accordance
with the business needs.

Business Needs

Prior to completion of the IT strategic plan, extensive
details will be required about the business needs of
Jamsostek to enable the IT is to support those needs.
The business needs should provide the future details
about:
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• Jamsostek Mission;
• Jamsostek Goals;
• Business outcomes required;
• Service delivery model (based on customer

lifecycle);
• Delivery network expansion plans;
• Potential for devolution of further services;
• Plans for the introduction of new services or benefits;
• Service standards to be achieved including the

timeliness, volumes, rates etc;
• Management information requirements; and
• Growth estimates and future capacity requirements.

The business application development in Jamsostek is
not exclusively driven by the business and much of the
development responsibility is vested in the IT Branch.
International experience and future industry predictions
suggest that the biggest changes affecting business
wide applications is the formal shifting in application
responsibility from IT to the business. The business or
program owners are in the position to establish value
for implementing business-wide applications and
determine the pace of change in expanding them.  To
date, most business-wide applications have been
implemented with the expectation of integrating key
business processes resulting in a more effective and
efficient business operation. This direction ensures that
the business drives IT development in accordance with
business priorities and not for IT or equipment
preferences.

Jamsostek has the opportunity to develop this business
driven IT environment and the key factor in this is to
develop the business needs so that the IT centre can
respond to developing solutions for those needs.
This process of business re-engineering should be a
business driven process and not technology driven. The
following schematic shows that technology is only
applied to assist in the solution once the new or
redefined business processes have been identified.

Figure 45 Business Re-engineering

Business Development Workshop

It is essential that further business re-engineering
planning workshops be conducted for key Jamsostek
staff with an desired outcome to produce a revised
business plan, an IT strategic plan and IT
implementation and development plans.

In order to achieve these goals some of the pre-
requisites are to conduct further executive study tours
that can provide the opportunity for senior managers
to compare other social security institutions in order to
better understand the issues now facing Jamsostek.
These study tour should be conducted in conjunction
with study tours for IT technical staff to enable them
to identify the options available to Jamsostek for the
re-design of its current computing environment, data
design, data management and IT organization.

Other pre-requisites include the completion of a full
inventory of existing systems and their functions,
information from other components of the ILO project
Restructuring Social Security in Indonesia and user
requirements. A business needs workshop comprising
joint users and that addresses the key issues confronting
Jamsostek should follow the study tours with the
outcome designed to prepare the organization as the
core social security organization in Indonesia.

The key pre-requisites for Jamsostek to succeed in its
future IT development are:
• A business plan;
• An IT strategic plan either separate from or included

in the business plan;
• Executive commitment to the role of IT in the

business process; and
• Adequate number of skilled IT resources

commensurate with the IT tasks.

An overview of the recommended IT development
planning process for Jamsostek and the initial exercises
that were undertaken as part of this project is shown
in Figure 46.
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Figure 46 Initial Business Reengineering Plan for Jamsostek

Overview of the First Stage of an IT Development Plan for Jamsostek
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Conclusion

Social Security Schemes - The Future

There are a number of immediate amendments to
legislation and other recommendations that ultimately
may be pursued and could substantially change the
business rules for Jamsostek and they are:
• Amending Law 3 of 1992 to convert Jamsostek from

a Persero to a public social security organization,
controlled by a tripartite board charged with
administration of a trust fund;

• Extending over time, the current retirement, death
benefits, maternity and health care benefits to a larger
proportion of the population i.e. from about 32.5%
of the formal private sector workforce and 11% of
the labour force to the entire non military and
government work force including the informal sector;

• Introduction of periodical pension payments, in
addition to, or in conjunction with, the lump sum
retirement benefits; and

• Additional means tested schemes such as
unemployment benefits, social assistance and other
poverty alleviation programs that could be either
contributory or non-contributory programs.

In order for Jamsostek to be seen as one of the core
agencies for the future public social security service
delivery, the operations and IT systems will need to be
extended, simplified, become more flexible and
responsive to change. To achieve this, the basic core
functions and procedures described in the
recommendations section should be implemented as
soon as possible.



7 8

CHAPTER 7 COMPLIANCE

Compliance was seen as the key to better overall
performance of the fund as higher contribution incomes
would result in higher returns to members and serve
to spread the risk across a wider group of members
and minimise adverse selection in critical programmes.

The degree of non-compliance with the existing
legislation and administrative arrangements is
significant, with only about 32.5 % of eligible formal
sector employees contributing to the Jamsostek
scheme. There is virtually no voluntary compliance
among enterprises excluded from compulsory
compliance under the law and employees of such
enterprises represent about almost 70% of the
workforce. The major barriers to contribution are
general ignorance of social security provisions and
requirements, an adverse perspective of Jamsostek and
a lack of coordination and commitment to compliance
by Depnakertrans and Jamsostek which is
compounded by their limited capacity.

Law No. 3 of 1992 provides for investigation and
enforcement of compliance to be undertaken by labour
inspectors with rights of entry to business premises, to
interview persons employed there and with powers to
take possession of items of evidentiary value. These
labour inspectors have been part of Depnaker — not
under the control of Jamsostek. The inspectors have
other duties, including:

• Health and safety inspections;
• Labour standards;
• Wages inspection;
• Investigation of industrial disputes.

Since 2001 the responsibility for labour inspectors has
been devolved to provinces and undertaken by Dinas.
The force of labour inspectors is under complement in
many areas.

The report on enforcement of Law No.3 of 1992 by
the Department of Manpower and Transmigration for
200118 shows that labour inspectors carried out
enforcement in only 11 of the 30 thirty provinces.
Despite widespread non-compliance, only 56
employers were prosecuted —47 of these were from
the Jabar province, indicating the unevenness of the
enforcement process under government control.

The report further indicates that:

• In the eleven provinces where the enforcement is
carried out, 12% of the employers are liable but have
not registered;

• Only 46% of employers had been informed of the
requirements of Jamsostek;

• Notices were sent to only 40% of employers who
had not complied with the Law; and

• Only 1.3% of these employers who were given
notices of non-compliance were prosecuted in the
Courts.

The project considered the issue of enforcement in
the light of international experience and from a number
of viewpoints, including: current practice; the present
scope of work of officers charged with enforcement;
the need to improve the line of control; and the future
needs of Jamsostek in relation to staff resources and
management succession.

Current Practice
As indicated above, the present responsibility for
enforcement rests with labour inspectors. As far as
could be established, when non-compliance is suspected
by Jamsostek accounts managers, this is reported to
the labour inspectorate for action. In many cases it
seems that an initial estimate is done by Jamsostek
accounts managers of the extent of liability and that
this estimated sum is the amount that labour inspectors
seek to enforce. Thus the sum enforced may well be
less than the actual liability since any demand for
payment will not be based on an actual assessment of
liability from wages records and interviews with
workers. In effect this is condoning non-compliance.
In only some cases is there any real investigation by
labour inspectors into possible contravention with the
labour laws. Discussions with Jamsostek suggested
that only rarely was any feedback provided in response
to reports of non-compliance, despite the arrangements
for coordination meetings at Regional and Branch/Area
level between Jamsostek and Depnaker. Apart from
the Depnaker report referred to above it was not
possible to quantify the number of reports or the results
of any investigations or validate the thoroughness of
the investigations.

Discussion with Labour Inspectors in Provincial
Administrations (Dinas Tenaga Kerja) indicated that
social security compliance was only a small part of
the role of Labour Inspectors. The tools available for

18 See ILO Report on Employment Injury & Death Benefits
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inspectors to identify cases of non-compliance were
limited and association with other collection agencies
(e.g. taxation collectors) was almost non-existent.
Dinas is also responsible for the registration of medium
and large businesses and companies and maintains a
record of registered companies in the province. The
provincial administration through local authorities is also
responsible for issuing permits for traders to conduct
business in the local area. The labour inspection function
for social security appears to be conducted on a reactive
rather than proactive basis. The major inspection trigger
is based on employers declaring less than the average
minimum wage as part of the monthly contribution
process.

Information gained from discussions during the regional
workshops in February 2002 indicated that since
decentralization some Provinces had introduced local
taxes that were being collected by Dinas. In these
provinces the enforcement of Jamsostek contributions
was accorded a lower priority than other collections.
Thus the inconsistency indicated for the enforcement
process under the direct control of Depnaker is likely
to deteriorate further following decentralization. . It
was also alleged at regional workshops that in some
instances Jamsostek staff were too ready to accept a
low payroll figure and level of wages at the minimum
wage level without confirmation.

What should happen in a well-run enforcement system
whenever non-compliance is suspected or reported is
that an inspector should conduct a full inspection —
including a careful examination of the wages records
which should be reconciled with cash or bank transfers
in respect of wages and through interview with workers
on the employer’s premises. The resulting assessment
of liability should then be the basis of compliance
action. But in order to carry out such inspections in
each case of non-compliance the complement of
inspectors and their span of work needs to be reviewed.

Reasons for non-Compliance
The current process comprises the identification of non-
compliance in Jamsostek and referral to Depnakertrans,
for investigation, decision and appeal. The compliance
function is performed outside the organization delegated
to collect contributions and to assess benefit claims.
In addition, to the multiple handling of compliance cases
and complaints, this process can facilitate exploitation
of the division between agencies and introduce
unnecessary delay. Whilst there should be a division
of responsibility it is perhaps more appropriate that the
division should occur between the compliance decision

and the appeal. This would allow the authorised agency
to complete the full range of its responsibilities with
regards to collection and compliance and its decisions
could be subject to appeal to a body that is impartial
and independent of the original decision makers.

The major forms of non-compliance include:
• Failure to register as a contributory employer;
• Under reporting the number of employees;
• Under declaring or depressing the value of wage

levels and the total payroll; and
• Non-payment of contributions (arrears).

There are a number of instances where contributions
are not collected or enforced and a typical example is
for people contracted to an employer as a day worker
or for a particular task. Many employers use this type
of employment contract to evade contributions to
Jamsostek. The existing legislation (Act 3, 1992, The
Laws and Regulations of The Republic of Indonesia
on The Employees Social Security) covers such
workers contracts and provides the method to be used
for the calculation of contributions. Close examination
of the existing legislation indicates that most employees
in the formal sector are covered by the legislation and
the membership and contributions to the scheme should
be considerably higher than at present.

A summary of the stakeholder comments about non-
compliance were:
• Penalty for non compliance is not seen to be evenly

applied across the community;
• Long delays in identification of avoidance and

consideration of cases;
• Collection agency (Jamsostek) has no delegation to

investigate or enforce non compliance;
• Disputes are investigated and actioned by another

agency with limited local knowledge of the individual
employers; and

• Compliance process is not coordinated at any level.

Many of these comments relate to the real and
perceived performance standards of Jamsostek and
these are discussed in the Chapter on extension of
social security coverage in Part IV of this Publication.

Compliance Principles
Compliance and fraud minimization are key elements
in the equality principle of targeting social security
payments to those most in need. It is also central to
compliance and payment only to those with a legal
entitlement to social security benefits and services.
Compliance is a national, programme-wide
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responsibility and the current focus in Jamsostek is
compliance to ensure compulsory membership,
collection of contributions to the funds and internal
fraud. This focus could change in the future, especially
if means tested or compliance based payment
programmes are introduced. The key principles for
compliance and fraud minimisation are:

• Prevention - To have systems and procedures in
place that minimize the risk of understated salaries,
incorrect contributions and payments;

• Detection - To detect incorrect contributions and
payments at the earliest possible stage if they do
occur; and

• Deterrence – To deal decisively with cases that
are detected, thus creating a public recognition of
the risks and penalties involved in attempting to
defraud Jamsostek and also to promote voluntary
compliance.

A revised compliance process should have:
• A strong local focus;
• A prevention strategy that includes an information

strategy, process controls and inter-agency liaison;
• The delegation to actively promote compliance,
• The ability to react quickly;
• A compliance plan coordinated at all levels, national,

regional and local,
• Provide local review of decisions; and
• Division of responsibility between decision and

appeal.

Extension of social security to the formal sector
employees is dependent on three key elements:
• Marketing and awareness of the legislative

requirements and the benefits of social security
programs to employers and employers;

• Repeal of elements of regulation 14 of 1993 so that
the estimated 5 - 10% of employers under the monthly
payroll base of Rp. 1,000,000 and currently exempted
from social security contribution would bring the
mandatory provisions to 100% of the formal sector
workforce; and

• Effective compliance for social security contributions,
this could be improved by transfer of the responsibility
for compliance to the collections agency, Jamsostek.

Scope of Work of Labour Inspectors
At present labour inspectors are responsible for:—

Jamsostek Social Security Functions including:
• Examination of wages records;
• Investigating work-related accidents

• Investigating suspect non-compliance (possibly
leading to appearance as a witness in Court); and

Standards Functions including:
• Occupational Health & Safety Inspection;
• Labour Standards;
• Wages;
• Industrial Disputes.

In order to achieve an improvement in compliance, as
it must be in future if the scheme is to remain viable,
the social security inspector will need be the front line
of Jamsostek’s public interface — the main point of
contact between employers and the institution.
Inspectors will need to be directly involved in:

• Registration and registration drives;
• Payment of Contributions;
• Reconciliation & Checking;
• Questions of Liability;
• Payment of Benefit;
• Questions of Entitlement; and
• Work Accidents

These are some of the main areas where the operation
of social security schemes directly comes into contact
with the public. While much of this public contact is
dealt with by caller counter services, the more difficult
cases require the intervention or investigation by an
inspector. This means that inspectors must have
detailed knowledge of the social security scheme,
including the range of benefits and qualification for
entitlement; be conversant with all social security
legislation, including Regulations on liability and the
different insurance classification of different groups
of Members; Rules of Evidence and the state of
progress of each case the inspector has investigated.
The range of knowledge required is broad and a range
of interpersonal skills is necessary. Thus, while OHS
is an important aspect of social protection, with direct
implications for benefit outgo from the occupational
injuries fund, given the staff complement and the need
to improve the control of compliance and performance
of inspectorate operations — the Project
recommends that the standards functions of Labour
inspection should be treated as a separate activity and
deserving separate legislation and a separate
inspectorate force.

Concern was expressed during the 2002 workshop
programme that inspectorate work was open to fraud
and abuse and that changing the system presented a
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moral hazard. This concern is fully understood by the
ILO and it is considered that control certainly needs to
be increased. The decentralization process that
transferred responsibility from central, Depnaker
control to Dinas through Provincial Governors has
tended to make control of abuse less consistent and
more remote than formerly.

Jamsostek and Compliance
The ILO is proposing an inspectorate force with line
management at Jamsostek branch and regional level
with policy direction from Head Office. The Jamsostek
organization is more broadly distributed throughout the
country than that of Depnakertrans, with 8 Regional
Offices and 114 Branch offices whereas there are 15
Area Offices in the Depnakertrans service delivery
network and these concentrate exclusively on control
of the overseas migrant workers program. In
accordance with devolution under the Regional
Autonomy program, all of the functions of the
Depnakertrans local network have been devolved to
provincial government authorities. From January 2001
the Regional Governors of the thirty-two (32) provinces
have been responsible for the administration of most
of Depnakertrans (and other national government)
policies in their regions and provinces. Government
ministries and departments are subjected to Regional
autonomy whereas government owned limited
companies and enterprises such as Jamsostek are
exempted from local devolution of facilities and
resources and Jamsostek still maintains a nationally
directed and controlled organization.

The Jamsostek Branch offices are located in the main
centres of employment and are continually subject to
review and expansion in accordance with the Branch
office distribution formula. The justification for
increased responsibility for compliance being placed
with Jamsostek is as follows:

• Branch offices hold current data about employers
and employees;

• Jamsostek case managers in each Branch are
responsible for a fixed number of employers;

• Closer access to the employers and workers;
• Local knowledge about employment and

contributions activity in the area;
• Responsibility for memberships to the funds;
• More efficient to handle compliance issues directly;
• More incentive to collect contributions through staff

bonus schemes; and
• Ability to control the progress of the enforcement

process (e.g. so that current compliance cases can
be followed without prejudice to possible
proceedings).

Should it become responsible for social security
compliance then Jamsostek would need to implement
new compliance processes, enhance its IT systems,
recruit and train social security inspectors and establish
a compliance case management process to track and
report on cases started, pending and completed. There
would need to be a regular audit process, perhaps by a
tripartite internal audit unit. This audit might routinely
involve follow-up inspections to confirm the quality and
honesty of inspections and having the potential to
expose corrupt practices. There may be a need also
to transfer inspectors from one area to another to
minimize the potential for collusion. The development
of standard operating procedures, performance
indicators and targets and close supervision of work
returns, receipt books and claims for expenses would
supplement the control process.

The effectiveness of the enforcement process and its
control can also be assisted through a simplified
contribution structure (See Chapter 8).
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Figure 47 Table of Jamsostek Contributions

Employer Worker Total (per cent)

Old age 3.7 2.0 5.7
Death 0.3 - 0.3
Work injury 0.24 to 1.74 (*) - 0.24 to 1.74
Health care 3.0 (single) - 3.0 / 6.0

6.0 (with dependents)

Note (*): The contribution rates of employment accident benefit is set by group of business classification I-V:  0.24%, 0.54%, 0.89%, 1.27%
and 1.74%, respectively.

The report on Occupational Injuries and Death Benefits recommends that there should be a unified rate for this benefit branch. There are a
number of reasons for this including the fact that the high occurrence of accidents that occur while commuting to and from work (a risk common
to all employment groups); the fact that in the present system no benefit accrues to the employers who introduce effective safety measures; and
no account is taken of the relative benefit to the economy of some high risk occupations (such as oil production or mining) or potential harm
to national health from some low risk industries (such as cigarette manufacture). There would certainly be administrative savings from a unified
contribution. Since this programme shows an excessive profit of contribution income against benefit outgo it should be possible to unify the
contribution, giving a greater solidarity and pooling of risk with only the lower risk groups suffering an increase in the level of contribution.

CHAPTER 8 JAMSOSTEK CONTRIBUTIONS STRUCTURE

19 ILO Report to the Government on the financing and investment of Jamsostek and social budgeting in Indonesia 2002.
20 ILO Report on Jamsostek Health Care Programme. EU Report: Project Preparation Mission in the Area of Social Health Insurance in
Indonesia 5th To 28th November 2000.
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The present contributions structure of the Jamsostek
programme can be seen from the following table in
Figure 4719:
The breakdown of contribution rates of
Jamsostek
While it is essential that each branch of the social
security scheme should have a measure of discrete
accounting to ensure that contribution income, etc. is

sufficient to meet future benefit liabilities, administrative
costs of each branch, etc. It is considered that the
contributions structure is needlessly complicated and
indeed makes the enforcement of compliance more
difficult and costly. It would be more in keeping with
social insurance principles of shared risk and far
simpler to administer if there were a unified contribution
rate applicable to all employers.

The other programme with variable rates is the health
care programme where there is a difference in
contribution payable in respect of the single and the
married worker and between those employers covered
compulsorily and those who have ‘opted out’ on the
basis that they have better health care protection in
place. A number of reports20 have commented on the
‘opt out clause’ indicating that not only is it regulated
ineffectively but also that it conflicts with the social
insurance principle of sharing risk across the whole of
the workforce. There are also indications that the
enforcement of contributions at the correct rate may
not be done other than as a result of a claim in respect
of the family of a married worker.

Should the Government decide to introduce a social
insurance maternity benefit, the principle of shared risk
would indicate that the cost should be borne by a unified
contribution across the workforce, irrespective of
whether the worker is male or female, married or
single.

Thus, in the interests of risk sharing and simplification
of the enforcement process, consideration should be
given to introducing a unified rate of contribution across
the board. The contributions once collected and
recorded would, however, continue to be separated
for discrete accounting within each element of the
programme to ensure that benefit outgo and the cost
of administration for each was matched by the
contribution income, taking account of the differing
needs to accumulate reserve funding.

When the contributions structure is reviewed,
consideration should also be given to extending and
advertising the various payment possibilities for
contributions, especially those available to would-be
voluntary members. The availability of voluntary
membership by groups presently excluded (such as
self-employed, informal sector workers and migrant
workers needs wider publicity. Such payment systems
should, in future, take account of new technology such
as internet banking that would enable people to
contribute while working abroad.
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CHAPTER 9 HUMAN RESOURCES

The human resource requirements of Jamsostek Baru
are going to be considerably greater than at present,
given the need to extend coverage to groups presently
excluded and assuming that there will be a phased
improvement in the benefit programme. There will need
to be a progressive increase in the number of Branch
and Regional offices with a requirement for more
managers. Should there be a new force of inspectors
possibly with a regionalized command structure, this
too will imply the need for more managerial staff with
specialist compliance experience. Having trained this
new cadre of inspectors it would be a huge waste of
resources if they were not to be available to meet the
human resource requirements of the future. Thus it is
imperative that this new force of inspectors should be
integrated into the Jamsostek staffing and career
structure and, in the longer term, to be available to fill
management succession needs. It also follows that
Jamsostek should recruit, train and control the
inspectorate force and that inspectors. These new
inspectorate posts should carry appropriate conditions
of service no less attractive than their indoor Jamsostek
equivalents.

Through informal discussion with staff at various levels
within Jamsostek it is clear that, while improvements
have been made over the past two years, there is still
some way to go to improve the corporate culture of
Jamsostek, its staff morale and its level of
performance.

In particular, there is a need for Jamsostek to develop
and strengthen its managerial capacity to cover an
enlarged membership and established new Regional
and Branch offices where necessary. This creates the
opportunity for a change in corporate culture to a more
participative system involving staff at all levels to
contribute to new strategies and systems. Such a
process would benefit from developing shared values
and the development of a new Mission Statement and

perhaps a new logo that staff can feel ownership of.
This process could evolve from a corporate strategic
planning exercise with staff undertaking their own
SWOT (strength weaknesses opportunities and threats)
and PEST (political, economic, social and technical)
analyses.

It would be helpful for agreed job descriptions for staff
at all levels to be drawn up with procedures for review
of individual staff performance against agreed
standards. Following from this would be provision for
an agreed management succession programme with
arrangements for a comprehensive technical and
developmental training programmes based on a training
needs assessment. This might include the establishment
of an appropriate grading structure for Jamsostek staff
in Headquarters, Regional and Branch Office locations,
including the newly created force of inspectors.

The study of the economically active population could
be used not only to inform policy decisions on the
phasing in of extension of coverage but also to inform
an assessment of the human resource requirements
and the implications for establishing additional Regional
and Branch offices for Jamsostek.

There will be immediate needs for new staff for the
inspectorate and IT and a continual need for new staff
as coverage develops geographically and by sector or
occupational group. This need indicates an ongoing
requirement for training that can best be met by an in-
house training facility. The ILO is in a position, via a
future (Phase 2) technical assistance project to support
the establishment of such a facility and with
involvement in ‘training for trainers’ programmes.

Staff training and improved performance management
should lead to increased professionalism, enable
technical performance to be improved, and service to
the public to be measured.
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CHAPTER 10 JAMSOSTEK FINANCE AND INVESTMENTS

economy is that employment is predominated by a large
informal sector.

Financial analysis of Jamsostek
With respect to the financial aspects of Jamsostek,
the following issues have been identified.
• Despite its original intension, the scheme does not

cover all private sector workers. The scope is limited
to establishments with more than 10 workers.
Workers in small workplaces and in the informal
sector are still outside the scope of the scheme.

• The “contract out” clause makes a loophole of the
coverage, giving an incentive for relatively large
companies to stay out of the scheme. This will also
results in limited horizontal income redistribution.

• The compliance of contribution payment stood at
significantly low level (less than 50%). This will
further reduce the effective number of contributors.

• There is a problem of contribution evasion by under-
declaring contributory wages. A common practice
is to pay contributions on the basis of basic wage
excluding various allowances and bonuses.

• The problems of coverage and evasion appear most
evidently in the health care programme. The coverage
of health care is less than 10% of other programmes,
and the health care contributions are paid on the basis
of the minimum wages.

• The current legal status of Jamsostek as a public
limited liability enterprise (Persero) entails a legal
obstacle against the enforcement of the scheme.
Currently Jamsostek has to rely entirely on labour
inspectors of the Ministry of Manpower to conduct
inspections and contribution collections. In addition,
the administrative capacity and efficiency of
Jamsostek need further improvement.

• As a state-owned enterprise, Jamsostek is run on a
profit-oriented basis. Part of its surplus (i.e.
contributions in excess of benefit and administrative
expenditure) is paid to the Ministry of Finance as
dividends and corporate tax. In this relation, it should
be noted that Jamsostek adopts accounting practices
applicable to private insurance companies, which
require that substantial technical reserves be kept
by Jamsostek. The financial projections suggest that
the scheme may not face major financial difficulties
but it could provide insufficient protection for a limited
number of workers.

• One reason for the continuous surplus is the low
expenditure on short-term benefits in relation to their
contributions. Our statistical analysis reveals that

Executive Summary

This Chapter is based on the main findings and
conclusion of the actuarial and social budget expert
team in the project “Restructuring of the Social Security
in Indonesia (INS/00/M04/NET)”. The scope of the
report covers an assessment of the demographic and
economic background for the development of social
expenditure, an actuarial valuation of the Jamsostek
scheme to examine its financial sustainability and to
identify weaknesses in its financial structure and a
review of the investment policy and financial
management. ILO Actuaries also developed a social
budget model for Indonesia for the national financial
planning and this is presented in Part IV of this
Publication.

Demographic and economic context
The Indonesian population has been in a transition from
a young age-structure with high growth rates to an old
age-structure with relatively low growth. The projection
results show that this trend will continue. In particular,
the projection results show that Indonesia will
experience a rapid population ageing for the next few
decades. By 2030, the percentage of the population
older than the current retirement age (55 years) and
the old-age dependency ratio (defined as the population
older than 55 divided by the population aged 15-54
years) is expected to be twice as high as the current
level. This will put heavy pressure on the financing of
social protection in the long run.

Furthermore, due consideration is required on the
following socio-economic issues associated with the
future demographic changes. Firstly, the increased life
expectancy after retirement will necessitate an
increase in the retirement age, possibly from the current
55 years of age to 60 years or higher. Secondly, the
trend towards smaller families will reduce the level of
the family support for the elderly and create the need
for old-age support in the form of social security.

In terms of economic performance, the country has
grown at rates higher than many other Southeast Asian
economies except for the crisis period when it
experienced double-digit contraction. The industrial
sector led the way in the past economic growth. In
addition, except for the crisis period, the economy has
been stable with single digit inflation and relatively low
unemployment rates. One characteristic of the
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rates of incidence of employment accident and rates
of utilisation of in-hospital care are significantly lower
than the experiences of neighbouring countries. In
order to make the balance of contribution and benefit
more equitable, suitable measures should be taken
such as (i) increasing benefit levels, (ii) relaxing the
qualifying conditions or (iii) decreasing the
contribution rates. It should be noted that given the
already high benefits/contributions ratio for health
care programme, excessive benefit increases might
cause a risk of financial shortage.

• The level of the old-age benefit is not sufficient for
adequate economic protection for life after
retirement. The average amount of the old-age lump-
sum for the retirees at age 55 is currently only 5
months’ contributory salary (note that due to under-
declaration the contributory salary represents only a
part of actual salary). One reason for the current
low benefit level is the past unfavourable interest
rates (negative real interest rates) attributed to
members’ balances. However, even though the
members’ individual accounts earn a fair interest for
the future, the estimated benefit level is still 2.5 years’
contributory salary. This leads to the conclusion that
the current contribution rate (5.7%) is set at too low
a level to produce sufficient savings. Further,
considerations need to be made on the introduction
of periodical payments.

• Since the financial crisis there has been a sharp
increase in the number of withdrawals of the old-
age benefit on grounds of unemployment. In the

absence of unemployment insurance in Indonesia,
this payment works as its substitute to meet
immediate need of cash for unemployed workers.
However, such a premature withdrawal is not an
advantage for the beneficiaries but also it weakens
the old-age protection.

In view of the above problems in the current system,
comprehensive reform packages need to be formulated
and presented together with their financial assessment.
Special attention should be paid to the considerable
population size and regional diversity in Indonesia in
planning the reform process (policy-planning and
decision-making) and the implementation process.

Issues in the investment of the Jamsostek fund
As a result of poor investment performance in the past,
the Jamsostek’s provident fund accounts have lost their
real value substantially. However, under the current
investment regulation and improved investment
management, a fair interest is expected for the future.

A possible scope of improvement of the current
investment regulations includes a further restriction of
equities and direct participation. To diversify the risk
in the domestic market, possibility of foreign investment
initially with a limited scope should be considered.
Further to the investment regulations, organisation of
regular and efficient fund supervisions and the design
of the institutional structure that enables effective
monitoring and inspection are also crucial for ensuring
sound fund governance in the long-term.
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Bab 10 Keuangan Dan Investasi
Jamsostek

Rangkuman Eksekutif

Bab ini disusun berdasarkan temuan-temuan utama
dan kesimpulan dari tim ahli aktuaria dan anggaran
sosial dalam proyek “Restrukturisasi Jaminan Sosial
di Indonesia (INS/00/M04/NET).” Ruang lingkup
laporan mencakup penilaian terhadap latar belakang
demografis dan ekonomis bagi pengembangan
pengeluaran sosial, penilaian aktuaria terhadap skema
Jamsostek untuk memeriksa kesinambungan
keuangannya dan untuk mengidentifikasi kelemahan-
kelemahan dalam struktur keuangannya serta tinjauan
ulang terhadap kebijakan investasi dan manajemen
keuangan. Aktuaris ILO juga telah menyusun suatu
model anggaran sosial untuk Indonesia untuk
perencanaan keuangan nasional dan ini disajikan dalam
Bagian IV Publikasi ini.

Konteks demografis dan ekonomis

Penduduk Indonesia berada dalam transisi dari struktur
penduduk usia muda dengan tingkat pertumbuhan yang
tinggi sampai struktur penduduk usia lanjut dengan
tingkat pertumbuhan yang relatif rendah.
Kecenderungan ini diperkirakan akan terus berlanjut
dan dalam beberapa dasawarsa mendatang jumlah
penduduk berusia lanjut di Indonesia akan bertambah
dengan cepat. Pada tahun 2030, persentase penduduk
yang lebih lanjut usianya dari usia pensiun sekarang
(55 tahun) dan rasio ketergantungan usia lanjut (yang
didefinisikan sebagai jumlah penduduk berusia di atas
55 tahun dibagi jumlah penduduk berusia 15-45 tahun)
diperkirakan akan menjadi dua kali lipat daripada
tingkat yang ada sekarang. Hal ini akan memberi beban
yang berat terhadap pendanaan perlindungan sosial
untuk jangka panjang.

Selanjutnya diperlukan pertimbangan yang tepat
mengenai isu-isu sosial ekonomi yang berkaitan dengan
perubahan-perubahan demografis di masa yang akan
datang. Pertama, meningkatnya usia harapan hidup
setelah pensiun akan menyebabkan perlunya usia
pensiun diperlambat, mungkin dari 55 tahun menjadi
60 tahun atau lebih. Kedua, kecenderungan ke arah
keluarga yang lebih kecil akan mengurangi banyaknya
bantuan yang dapat diberikan kepada keluarga yang
berusia lanjut serta menimbulkan adanya kebutuhan
akan bantuan usia lanjut dalam bentuk jaminan sosial.

Dari segi kinerja perekonomian, Indonesia telah
mengalami pertumbuhan ekonomi pada tingkat yang

lebih tinggi dari perekonomian dinegara-negara Asia
Tenggara lainnya kecuali selama periode krisis moneter
(krismon) di mana perekonomian Indonesia mengalami
penyusutan hingga dua digit. Di masa lalu, sektor
industri memimpin pertumbuhan ekonomi. Selain itu,
kecuali selama masa krisis, perekonomian Indonesia
relatif stabil dengan inflasi digit tunggal dan tingkat
pengangguran yang relatif rendah. Salah satu
karakteristik perekonomian Indonesia adalah adanya
sektor informal yang besar yang mendominasi lapangan
kerja.

Analisa keuangan Jamsostek:

Sehubungan dengan aspek keuangan Jamsostek, hal-
hal berikut telah diidentifikasi:

• Meskipun Jamsostek aslinya ditujukan untuk seluruh
pekerja sektor swasta, pada kenyataannya tidak
semua pekerja sektor swasta menjadi peserta
jamsostek. Hingga saat ini, ruang lingkup kepesertaan
Jamsostek terbatas, yaitu untuk perusahaan yang
mempekerjakan sedikit-dikitnya 10 orang tenaga
kerja. Tenaga kerja yang bekerja di tempat kerja skala
kecil dan di sektor informal masih berada di luar
lingkup skema jamsostek.

• Klausul “contract-out” [yaitu klausul yang
memungkinkan perusahaan mensubkontrakkan
pekerjaan atau memberikan pekerjaan borongan
kepada perusahaan lain atau pemborong] merupakan
jalan keluar bagi perusahaan-perusahaan yang relatif
berskala besar untuk tidak masuk dalam cakupan
dan tetap berada di luar skema Jamsostek. Ini juga
mengakibatkan terbatasnya redistribusi pendapatan
secara horisontal.

• Kepatuhan dalam membayar iuran masih amat
rendah (kurang dari 50%). Hal ini akan lebih
mengurangi jumlah orang yang secara efektif
membayar iuran.

• Di samping itu juga terdapat masalah sehubungan
dengan peserta yang mengelak membayar iuran
sesuai ketentuan dengan memberitahukan jumlah
upah yang lebih rendah daripada jumlah upah
sesungguhnya untuk memperkecil jumlah iuran
Jamsostek yang harus dibayar. Cara yang umum
dilakukan adalah membayar iuran berdasarkan upah
pokok di luar berbagai tunjangan dan bonus.

• Masalah cakupan dan pengelakan pembayaran iuran
paling nyata terdapat pada program perawatan
kesehatan. Cakupan perawatan kesehatan ini lebih
kecil dari 10% cakupan program-program lain dan
iurannya dibayar berdasarkan upah minimum.

• Status hukum Jamsostek saat ini adalah perusahaan
perseroan terbatas (Persero). Status ini merupakan
penghalang bagi upaya menegakkan ketentuan
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jamsostek. Untuk melakukan pemeriksaan dan
pengawasan serta mengumpulkan iuran, dewasa ini
Jamsostek harus sepenuhnya bergantung pada
pegawai pengawas ketenagakerjaan Departemen
Tenaga Kerja. Lagipula, kemampuan administratif
dan efisiensi Jamsostek masih terus perlu diperbaiki.

• Sebagai badan usaha milik negara, Jamsostek dikelola
untuk mencari keuntungan. Bagian dari surplus sisa
hasil usaha yang diperoleh (yaitu iuran dipotong
manfaat dan biaya administrasi) dibayarkan ke
Departemen Keuangan sebagai dividen dan pajak
usaha. Dalam kaitan ini hendaknya diperhatikan
bahwa Jamsostek menerapkan praktik akuntansi
yang diberlakukan pada perusahaan asuransi swasta,
yang mengharuskan Jamsostek memiliki cadangan
teknis dalam jumlah besar. Dari proyeksi-proyeksi
keuangan yang dilakukan diperkirakan bahwa skema
ini kemungkinan tidak akan menghadapi kesulitan-
kesulitan besar di bidang keuangan tetapi
perlindungan yang diberikannya kepada jumlah
pekerja mungkin kurang memadai.

• Salah satu alasan mengapa Jamsostek menikmati
surplus sisa hasil usaha terus-menerus adalah
rendahnya pengeluaran yang dibayarkan untuk
manfaat jangka pendek dibandingkan dengan iuran
yang diterima untuk itu. Analisa statistik yang kami
lakukan mengungkapkan bahwa tingkat terjadinya
kecelakaan kerja dan tingkat penggunaan fasilitas
rawat inap di rumah sakit [di Indonesia] jauh lebih
rendah daripada di negara-negara tetangga. Supaya
saldo antara iuran dan manfaat menjadi lebih merata,
langkah-langkah yang sesuai perlu diambil, seperti
misalnya: (i) menaikkan tingkat manfaat, (ii)
melonggarkan syarat-syarat untuk memperoleh
manfaat atau, (iii) mengurangi tingkat iuran.
Hendaknya diperhatikan bahwa, mengingat sudah
tingginya rasio antara manfaat dan iuran untuk
program perawatan kesehatan, kenaikan manfaat
secara berlebihan dapat menyebabkan risiko
kekurangan dana.

• Masalah lainnya berkenaan dengan tidak
mencukupinya tingkat jaminan hari tua untuk
memberikan perlindungan ekonomi yang memadai
seumur hidup setelah pensiun. Jumlah rata-rata
pembayaran sekaligus jaminan hari tua untuk
pensiunan berusia 55 tahun saat ini hanya lima bulan
gaji selama mengiur (perhatikan bahwa akibat
diperkecilnya jumlah gaji yang diberitahukan, gaji
selama mengiur hanya mewakili sebagian dari gaji
yang sesungguhnya). Salah satu alasan di balik
rendahnya tingkat manfaat saat ini adalah tidak
menguntungkannya tingkat suku bunga di masa lalu
(tingkat suku bunga riil yang negatif) yang dianggap
merupakan akibat dari saldo anggota. Namun,
sekalipun rekening pribadi peserta mendapat bunga

yang cukup baik di masa yang akan datang, tingkat
manfaat yang diperkirakan masih 2,5 tahun gaji
selama mengiur. Kesimpulannya adalah bahwa
tingkat iuran pada saat ini (5,7%) ditetapkan terlalu
rendah untuk dapat menghasilkan tabungan yang
memadai. Selanjutnya, perlu dilakukan pertimbangan
untuk memperkenalkan sistem pembayaran secara
periodik.

• Sejak terjadinya krisis keuangan, telah terjadi
kenaikan tajam dalam jumlah penarikan jaminan hari
tua akibat pengangguran. Karena tidak adanya
asuransi pengangguran di Indonesia, pembayaran
jaminan hari tua ini berfungsi sebagai pengganti
asuransi pengangguran untuk memenuhi kebutuhan
uang tunai yang mendesak bagi pekerja yang
menganggur. Namun, penarikan dini seperti itu
sebenarnya tidak saja merugikan si penarik itu sendiri
tetapi juga berdampak kurang baik terhadap program
perlindungan hari tua.

Sehubungan dengan masalah-masalah yang dijumpai
dalam sistem yang ada sekarang sebagaimana yang
telah disebut di atas, paket-paket reformasi
(perombakan) yang komprehensif perlu dirumuskan
dan disajikan bersama dengan penilaian keuangannya.
Dalam merencanakan proses reformasi (perencanaan
kebijakan dan pembuatan keputusan) serta proses
implementasinya kita harus memberikan perhatian
khusu pada banyaknya jumlah penduduk di Indonesia
serta keanekaragaman daerahnya.

Beberapa pokok permasalahan dalam investasi
dana Jamsostek

Akibat buruknya kinerja investasi di masa lalu, rekening
dana jaminan hari tua Jamsostek telah kehilangan nilai
riilnya secara substansial. Meskipun demikian, dengan
peraturan investasi yang sekarang dan perbaikan
manajemen investasi, diharapkan di masa yang akan
datang dapat diperoleh bunga yang memadai.

Ruang lingkup untuk kemungkinan perbaikan peraturan
investasi saat ini mencakup pembatasan lebih lanjut
terhadap ekuiti dan partisipasi langsung. Untuk
melakukan diversifikasi terhadap risiko di pasar
domestik, hendaknya dipertimbangkan kemungkinan
investasi asing dengan lingkup terbatas pada awalnya.

Selanjutnya terhadap peraturan-peraturan investasi,
upaya mengorganisir pengawasan dana secara teratur
dan efisien serta rancangan struktur kelembagaan yang
memungkinkan pemantauan dan pengawasan secara
efektif adalah juga penting untuk memastikan tata
kelola dana yang sehat untuk jangka panjang.
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Financial Analysis of Jamsostek
Review of the current status of Jamsostek :
issues and problems

Operations of Jamsostek
In the current Indonesian social security system, the
Government employees and private sector employees
are covered by separate schemes, as shown in Figure
48. Historically, the scheme of formal private sector
workers, called Perum ASTEK, was first implemented
in 1978 under the Government regulations Nos. 33 and
34 of 1977. The scheme provided old-age, death and
work injury benefits. After the promulgation of the
Employees’ Social Security Act (Law No. 3 of 1992)
and the Government regulation on the implementation
of the Employees’ Social Security Programme (No.
14 of 1993), the scheme was reformed to
JAMSOSTEK-PT (Jaminan Sosial Tenaga Kerja
Persero). Jamsostek is a public limited liability
company, the Ministry of Finance being the only share
holder, and it is under the supervision of the Minister
of Manpower and Transmigration. From 1992,
Jamsostek began providing health care benefits in
addition to the above three benefits.

The current legal status of Jamsostek as a state-owned
enterprise entails a number of unusual features as a
social security institution. Problems associated with the
current legal status of Jamsostek are discussed in Part
II of this Publication and pointed out by a number of
ILO reports.21 Here we focus on financial aspects only.
Currently the share capital held by the Ministry of
Finance amounts to Rp. 62.5 billion. Hence, if the legal
status of Jamsostek changes from a public limited
company to a trust fund, this amount will have to be
redeemed to the Ministry of Finance. As the scheme
is run on a profit-oriented basis, contributions have
constantly exceeded the benefits in each branch. The
excess contribution is used in part to constitute the
technical and catastrophe reserves22 and to pay tax
and dividends. In 2000, the Jamsostek fund paid Rp.
110 billion of dividends and Rp. 3 billion of corporate
tax to the Ministry of Finance.

Figure 48 presents the revenue and expenditure of the
Jamsostek from 1992 to 2000. The table also presents

the ratio of the benefits to contributions and the reserve
ratio, which is defined by the reserve at the end of the
year expressed as a multiple of the benefit payment
during the same year. The benefits/contributions ratio
shows stable trends for each branch. The historical
average of this ratio is in the range of 40-50% for
work injury, 20-30% for death benefits, 70-80% for
health care benefits and 10-40% for special
programmes. With the exception of health care
programme, all programmes retain substantial reserves
which cover more than four years’ current expenditure.
These results are attributed to low benefit levels and
low benefit take-up rates. Note that recently the
expenditure on special schemes has been low due to a
decrease in casual workers.
It should be noted that since Jamsostek is liable to
accounting rules applicable to private insurance
companies data on the financial performance are
presented in a somewhat different way.23 The income
statement of Jamsostek records operations of three
short-term insurance benefits only and the old-age
benefit is treated separately in the balance sheet (the
balance in provident fund is regarded as liability). Note
that the balances of old-age benefits are tax-exempt.

The above analysis does not take into account the
administrative expenses because they are not shown
separately for each programme. The consolidated
account shows that the administrative expenses
(including salaries of the Jamsostek staff) have ranged
between 8% and 17% of the total contributions, which
is considered to be excessive. In middle and low-income
countries in the Asia and Pacific region such as Fiji,
Malaysia, Thailand and Vietnam, the administrative
expenses of social security institutions are less than
5% of the contribution income. An Indonesian authority
explains that Jamsostek is particularly short of skilled
staff in processing the individual accounts of the old-
age programme.24 According to his opinion, a low
contribution rate (5.7% for the old-age) also results in
a large share of fixed costs in the total contributions;
hence, other things being equal, an increase in the
contribution rate would reduce the relative
administrative costs.

During the data collection, the project’s expert team
encountered several problems concerning the quality

2 1 See, for example, ILO (1999).
2 2 Methods and assumptions of calculating technical and catastrophe reserves are described in the Ministry of Finance Decree No. S.1101/

MK.17/1994 and the Director’s Decision Letter No. KEP/330/0997.
2 3 For the details of the account structure, reference should be made to the 1998 annual report of Jamsostek.
2 4 It is reported that due to errors in administration a certain amount of old-age reserves are not attributable to members’ individual

accounts.
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Figure 49 Table of Coverage of Jamsostek, 2000

Covered population (in millions) As a % of employed population

Old-age 18.9 34%
Death 18.9 34%
Work injury 15.2 27%
Health care 1.3 (workers) / 1.4 (dependents) 2.3% / 2.5%
Special programme 1.5 2.7%

Note: Estimated number of total employed population is 55.7 million in 2000.

of the base data. It was difficult to establish consistent
time series data, because Jamsostek does not present
their key statistics in a standard format. (For different
years, the statistical reports were published under
different names such as, annual report, fact book, or
company profile.) The data sources are fragmented
due to segmented administration and lack of
coordination between departments.25 As a result, some
inconsistencies in the base data remain not reconciled.
In order to improve the accuracy of the following
analysis, a substantial improvement is needed in the
statistical reporting system.

This publication provides only some of the source
statistics that were used in the study. The full range of
predictions, statistics, tables and figures are contained

in the Project Report titled Report to the Government
on the financing and investment of Jamsostek and
social budgeting in Indonesia.

Coverage and compliance
Employers hiring 10 or more employees, or paying a
total payroll of more than Rp. 1 million per month are
under the statutory coverage of Jamsostek. (Note that
Rp. 1 million is equivalent to around US$ 100, or 2 to 3
times the minimum salary.) So far 168,000 enterprises
have been registered in Jamsostek but around 500,000
smaller enterprises with less than 10 employees’ and
further a bulk of informal sector workers remain outside
the scope of the scheme. The following table in Figure
49 shows crude estimates of population registered with
Jamsostek.

There is a separate special programme for construction
and casual workers, called JAKON. This scheme
provides work injury and death insurances only.
Employers pay contributions on the project basis. The
amount of contribution is determined by the local
Jamsostek branch offices on the basis of the value of
projects.

Furthermore, the compliance rate stands at a
significantly low level. In July 2001, the old age scheme
covered 18.9 million members of which only 9.4 million,
or only 49.7 percent, actually paid the contribution in
that month.

Contribution and evasion problem
Contributions collected from employers and workers
are the main income to the Jamsostek fund. Table in
Figure 50 below indicates the contribution rates by
programme.

2 5 For example, health care statistics are kept separately from the other three benefits. As already mentioned, in the accounting statement
the old-age benefit is treated differently from the three insurance benefits.

In addition to the limited scope of coverage, there is a
problem of exemption. Although the coverage is
compulsory for the old age and death benefits, an
employer is allowed to “contract out” to a private
insurance that provides better benefits. This clause
inevitably results in the evasion of large enterprises
from the scheme and thus limits the horizontal income
redistribution. A crude estimate shows that about 3.7
million workers are participating in the old age and
death schemes but not in the work injury scheme.

The participation of health care is significantly low.
When this benefit started in 1992, most state-owned
and some private enterprises had already been
registered with the Government Employees Health
Insurance (ASKES). In addition, the contracting-out
clause applies to this benefit.
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Figure 50 Table of Breakdown of contribution rates of Jamsostek

Employer Worker Total (per cent)

Old age 3.7 2.0 5.7
Death 0.3 - 0.3
Work injury 0.24 to 1.74 (*) - 0.24 to 1.74
Health care 3.0 (single) - 3.0 / 6.0

6.0 (with dependents)

Note (*): The contribution rates of employment accident benefit is set by group of business classification I-V:  0.24%, 0.54%, 0.89%, 1.27% and
1.74%, respectively.

period up to 5 years during which the outstanding
balance will earn interest. This programmed
withdrawal, however, does not have any insurance
element which allows for sharing the longevity risk.
The conditions for withdrawal are (i) attaining 55 years
of age, (ii) total and permanent disablement, (iii) death
before reaching age 55, (iv) death of accident at work,
(v) repatriation of foreign workers and (vi) 6 months’
unemployment period for workers who made at least
5 years’ contributions (called the 5-years/6-months
rule).

Following a detailed analysis of the number and amount
of withdrawals of the old-age benefit by grounds, the
following observations are made:
• The average old-age benefit attaining 55 years of

age is Rp. 2.1 million, or 5.5 months’ average
contributory salary (8.5 months’ minimum wage).
This benefit level is far from sufficient to provide an
adequate income protection for the life after
retirement. The low benefit level results from (i) an
unfavourable rate of return, (ii) high administrative
costs, (iii) low compliance rates and (iv) an
insufficient contribution rate (5.7%). Issues related
to investment will be discussed in more detail in
Chapter 10.

• Since 1995 the number of withdrawal has increased
significantly as a result of a sharp increase in the
claims on grounds of the 5-years/6-months rule. In
2000, for example, more than 0.6 million workers, or
3.3% of covered workers, received this benefit for
this reason. As of mid-2001, this trend was continuing.
This suggests that since the crisis period the old-age
benefit has been used as an unemployment benefit
to cope with the emergent need of cash for the
unemployed workers. However, these premature
withdrawals of the old-age savings in turn weaken
the old-age income protection.

(ii) Work injury benefits (JKK) and Death
benefits (JKM)

Work injury programme provides typical compensation
benefits against work-related accidents and diseases.

For a married worker, the total contributions for the
four benefits are about 13 percent of the contributory
wage, of which 2 percentage-points are deducted from
the worker’s salary. For the health care, the
contributory wage is subject to a maximum of Rp. 1
million per month.

Moreover, there are some evidences of contribution
evasion by means of under-declaration of contributory
wages. The average contributory wage for old-age is
estimated at Rp. 380,000 per month. Further, the
estimated average contributory wage for health care
is Rp. 250,000 per month, which is almost equivalent
to the minimum wage level. Being a state-owned
enterprise, Jamsostek has to rely entirely on labour
inspectors of the Ministry of Manpower for the
inspection of establishments and the collection of
contributions. The Government regulation stipulates that
employers have to pay a fine of 2% of contributions
due for each month of late payment. In case of fraud,
a penalty of Rp. 50 million or 6 months imprisonment
can be charged. In practice, however, this clause is
rarely applied.

A comparison of the distribution of contributory wages
with the results of the labour force survey of August
2000 suggests that, in comparison with the general
wage distribution, the declared contributory wages are
much more concentrated (more than two-thirds) to the
salary range between Rp. 200,000 and 400,000 per
month. A common case of under-declaration is to report
the basic wage only that excludes various allowances
and bonuses.

Financing issues of individual benefit
programmes

(i) Old-age benefit (JHT)
The old-age programme is essentially a provident fund
which refunds the contributions and interest in a lump-
sum on certain conditions. If the final balance exceeds
Rp. 3 million then the amount can be received over a



9 1

Part II Chapter 10

The analysis undertaken studied the change of the
benefit amounts from 1990 to 2000. Concerning the
performance of work injury programme, breakdown
data were available only for the period 1978-1988. Main
observations are as follows:
• The estimated incidence rate is about 1.3% per active

insured worker, which appears to be significantly low.
For comparison, the incidence rate of the Workmen’s
Compensation Fund of Thailand is more than 3%
per insured worker.

• Medical costs have the largest share in the work
injury benefits (38%), followed by death benefits
(33%), temporary disability benefit (14%) and
permanent disability benefit (13%). As a
consequence of employment accidents, 86.5% of
cases recover from illness but 9.5% remain
permanently disabled and 4.0% die.

• By age group, 47% of employment accidents
occurred to workers of 26-35 years of age, 33% to
16-25 years of age, and 15% to 36-45 years of age.
Main types of accident include falling on hard
surfaces (46%), falling from height (18%), injury by
falling objects (14%), compressed legs (13%) and
so forth. It is also reported that a large number of
work injury cases occur during the commuting time.

• As from 2002, it is planned to increase the periodical
payments for the work-related total and permanent
disability from Rp. 50,000 to Rp. 500,000 per month,
and to abolish 2 years’ maximum payment period.

Death benefits are cash benefits payable to the family
in the event of non work-related death of an insured
worker. Currently, the benefits consist of a lump-sum
cash benefit (Rp. 3 million) and a funeral grant
(Rp. 0.6 million). It is planned to change the benefit
formula to 6 times the last drawn salary with a
minimum guarantee of Rp. 3.6 million. Also planned is
the payment of the funeral grant upon the death of the
spouse of an insured worker. Given the sufficient
contribution income to the scheme, the above benefit
improvements are anticipated to be financially feasible.
It is estimated that after the implementation of these
modifications the benefits/contributions ratio will
increase to 60-70% for the both schemes.

(iii) Health care benefits (JPK)
The health care benefits cover the medical costs for
primary and secondary out-patient care, in-patient
hospital care, and special and emergency care. Table
2.7 analyses the utilisation rates, unit costs and average
costs by benefit category based on experience in 2000,
from which the following observations emerge.
• Concerning the utilisation of the outpatient care, an

insured person visits hospitals on average 1.9 times

a year (1.7 for primary care by general practitioners,
0.09 for primary dental care, 0.1 for secondary care
by specialists). For the in-patient care, the average
incidence rate of hospitalisation is 25 cases per
thousand and the average admission period is 2.81
days per case.

• For comparison, the corresponding health care
utilisation rates of the Social Security Office (SSO)
in Thailand (covering private sector workers) in 2000
are as follows: 2.04 visits of out-patient care, 43
hospitalisation cases per thousand, and 4.62 admission
days per case. Although the utilisation of outpatient
care of Jamsostek is only slightly lower than SSO in
Thailand, the utilisation of in-patient care is about
40% lower in terms of both incidence rate and the
length of stay.

• The resulting average cost in 2000 is Rp. 37,810 per
person per year. Assuming 1.08 dependents for one
contributing worker and the average contributory
wage of Rp. 250,000 per month, the required
contribution rate (net of administrative expenses) is
estimated at 2.62 per cent.

The adequacy of the medical cost rests on further
detailed examination of the unit cost. Given the current
price level of medical services and the current
contribution rates, a further increase in the utilisation
rates of in-patient care, coupled with very low
contributory base and relatively high administrative
costs, could potentially risk the financial viability of the
health care programme.

Future development of the Jamsostek fund
In this section, we present the results of long-term
actuarial projections of Jamsostek and examine its
financial viability.

Methods and assumptions
The table in Figure 1 (in Annex 3) summarises the
demographic and economic assumptions for the
actuarial projections which have been set out in
Chapter 1. The scheme specific assumptions have
been taken, where possible, from the scheme statistics.
In the absence of reliable data, we have used
experiences of other countries and adjusted them in
order to ensure the overall consistency with
demographic and macroeconomic assumptions. The
scheme specific assumptions and cost estimation
methods can be summarised as follows.
• The development of the covered population is

assumed to follow that of the employed population.
In other words, the coverage rates are assumed to
be kept at the current level. In addition, both
compliance rate and tax income assessment rate are
assumed to stay at the current level.
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• For the old-age benefits, it has been assumed that
the number of withdrawals on grounds of
unemployment (the so-called 5-years/6-months rule)
would decrease as the Indonesian economy is
assumed to stabilize in due course. The claim rate of
5-years/6-months rule is assumed to decrease to pre-
crisis level by 2007. The old-age benefit has been
estimated by simulating year-to-year transition of
each generation, thus the model captures the effect
of ageing population.

• Costs of the work injury and death benefits have
been estimated by taking into account the respective
incidence rate (estimated from past experiences and
assumed constant for the future) and the unit amount.
The unit amounts are assumed to increase in line
with the increase in wage. The effects of the
proposed benefit improvements have also been taken
into account.

• The health care costs were estimated separately by
outpatient care and in-patient care. Costs of the
outpatient care have been estimated by taking into
account the estimated utilization rate and the unit
cost. The utilization rate is assumed to increase from
the current level of 1.9 visits per year to 2.0 visits
per year by 2011. The unit outpatient cost is assumed
to increase in line with the wage increase. Costs of
in-patient care have been estimated by taking into
account the incidence rate, the length of
hospitalisation and the unit cost per day. The incident
rate has been estimated from the past experiences
and assumed constant. The length of stay in hospitals
is assumed to increase from 2.9 days per case in
2001 to 3.0 days per case by 2011. The unit in-patient
cost is assumed to increase in line with the wage
increase.

• It has been assumed that 7.2 per cent of the surplus
will have to be paid for tax and dividends every year,
and that the administrative expenses are 8% of
contributions in 2001 but will gradually decrease to
6% by 2011. In the absence of data, very crude
estimates have been made for the special
programmes.

Implications of the status quo projection
The Table in Figure 2 (in Annex 3) summarises the
projected financial operations of the Jamsostek based
on the current legal provision (status quo condition)
for the period from 2001 to 2030. Throughout the
projection period the revenue to the Jamsostek fund is
expected to exceed the expenditure. Thus Jamsostek
continues to be able to pay substantial tax and dividends
to the Ministry of Finance in addition to the benefits
due. The fund is expected to retain substantial reserves.

Concerning the situation of each programme, the
following observations have been made.

Firstly, as shown in the table in Figure 3 (in Annex 3),
the total cost of old-age benefit is expected to decrease
initially due to the assumed decrease of claims on 5-
years/6-months rule. Instead, the number of claims on
grounds of attaining retirement age (55 years) is
expected to increase as a result of ageing population.
In the long-term, withdrawal due to retirement is
expected to be the largest both in number and amount.

Second, the average amount of old-age lump-sum
(attaining age 55) in 2030 is expected to be equivalent
to 2.5 years’ average contributory wage (as compared
to only 5 months in 2000). This increase in the benefit
level is due to improved rates of return on investment,
fair attribution of investment income to members’
balance and the payment of contributions without
interruption. Although the benefit is estimated to
become more than five times the current level, the
resulting level is still insufficient to provide adequate
old-age economic protection. Under the defined-
contribution scheme, this suggests a systemic
insufficiency of the current contribution rate (5.7%).
Countries in the Asia and Pacific region that adopt
provident fund schemes collect contributions based on
much higher contribution rates.

Third, the short-term benefits show a steady
development except for marginal increase in the cost
of health care programme. The total contributions are
expected to exceed the total benefits by 40% per cent.
As noted earlier, in order to have a more equitable
allocation of contributions to benefits, adequate
measures should be taken, such as (i) increasing benefit
levels, (ii) relaxing the qualifying conditions, or (iii)
decreasing the contribution rates of the short-term
benefits. For the short-term benefits, unlike old-age
benefits, these reform measures can be implemented
without a need of long transition period and thus their
financial effects appear immediately.

Sensitivity analysis
The projection results depend on a number of
assumptions. Although the base line assumptions are
considered to be our best estimates, uncertainties
associated with insufficient and inconsistent data,
assumptions on future development, and margins of
error in the estimation, may give rise to deviations from
actually realized figures. In order to indicate probable
changes with respect to different macroeconomic
variables, another projection has been made using the
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low growth economic scenario. The projection results
under the low growth economic scenario give lower
amounts in nominal terms. However, as most unit costs
of short-term benefits are linked with the increase in
the average wage, the relative costs remain unchanged.
For the old-age programme, a lower interest rate yields
less accrued liability but a lower benefit accordingly.
The estimation method, which links the development
of key scheme parameters with macroeconomic
variables, implies that the projection results in the
relative terms are robust with respect to changes in
economic factors.

In the technical consultation, a question was raised
concerning the effects of an increase in compliance
rate and an increase in investment return. Generally, if
rates of compliance or collection are improved, there
is an immediate increase in the contribution income
due to the extended contributory base. In the long-
term, this will result in an increase in the benefits
accordingly. An improvement in the investment return
will result in higher old-age benefits if the interest is
properly attributed to members’ individual accounts.

To summarize this section — from the analysis in this
section, the following issues have been identified
regarding the financial aspects of Jamsostek.
• Despite its original intension, the scheme does not

cover all private sector workers. The scope is limited
to establishments with more than 10 workers.
Workers in small workplaces and in the informal
sector are still outside the scope of the scheme.

• The “contract out” clause makes a loophole of the
coverage, giving an incentive for relatively large
companies to stay out of the scheme. This will also
results in limited horizontal income redistribution.

• The compliance of contribution payment stood at
significantly low level (less than 50%). This will
further reduce the effective number of contributors.

• There is a problem of contribution evasion by under-
declaring contributory wages. A common practice
is to pay contributions on the basis of basic wage
excluding various allowances and bonuses.

• The problems of coverage and evasion appear most
evidently in the health care programme. The coverage
of health care is less than 10% of other programmes,
and the health care contributions are paid on the basis
of the minimum wages.

• The current legal status of Jamsostek as a public
limited liability enterprise (Persero) entails a legal
obstacle against the enforcement of the scheme.
Currently Jamsostek has to rely entirely on labour
inspectors of the Department of Manpower to

conduct inspections and contribution collections. In
addition, the administrative capacity and efficiency
of Jamsostek need further improvement — these
issues are discussed in Part II of this Publication.

• As a state-owned enterprise, Jamsostek is run on a
profit-oriented basis. Part of its surplus (i.e.
contributions in excess of benefit and administrative
expenditure) is paid to the Ministry of Finance as
dividends and corporate tax. In this relation, it should
be noted that Jamsostek adopts accounting practices
applicable to private insurance companies, which
require that substantial technical reserves be kept
by Jamsostek. The financial projections suggest that
the scheme may not face major financial difficulties
but it could provide insufficient protection for a limited
number of workers.

• One reason for the continuous surplus is the low
expenditure on short-term benefits in relation to their
contributions. Our statistical analysis reveals that
rates of incidence of employment accident and rates
of utilisation of in-hospital care are significantly lower
than the experiences of neighbouring countries. In
order to make the balance of contribution and benefit
more equitable, suitable measures should be taken
such as (i) increasing benefit levels, (ii) relaxing the
qualifying conditions or (iii) decreasing the
contribution rates. It should be noted that given the
already high benefits/contributions ratio for health
care programme, excessive benefit increases might
cause a risk of financial shortage.

• The level of the old-age benefit is not sufficient for
adequate economic protection for life after
retirement. The average amount of the old-age lump-
sum for the retirees at age 55 is currently only 5
months’ contributory salary (note that due to under-
declaration the contributory salary represents only a
part of actual salary). One reason for the current
low benefit level is the past unfavourable interest
rates (negative real interest rates) attributed to
members’ balances. However, even though the
members’ individual accounts earn a fair interest for
the future, the estimated benefit level is still 2.5 years’
contributory salary. This leads to the conclusion that
the current contribution rate (5.7%) is set at too low
a level to produce sufficient savings. Further,
considerations need to be made on the introduction
of periodical payments.

• Since the financial crisis there has been a sharp
increase in the number of withdrawals of the old-
age benefit on grounds of unemployment. In the
absence of unemployment insurance in Indonesia,
this payment works as its substitute to meet
immediate need of cash for unemployed workers.
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However, such a premature withdrawal is not an
advantage for the beneficiaries but also it weakens
the old-age protection.

In view of the above problems in the current system,
comprehensive reform packages need to be formulated
and presented together with their financial assessment.
Special attention should be paid to the considerable
population size and regional diversity in Indonesia in
planning the reform process (policy-planning and
decision-making) and the implementation process.

Issues in the Investment of the
Jamsostek Fund

This section focuses on the issues related to the
investment of the Jamsostek fund, as the project is
required to review the investment policy and
management and to formulate a code of practice on
investment and financial management. In fact,
however, the “Regulation on management and fund
investment of Jamsostek (No. 28 of 1996)” – hereafter
called the “investment regulations” – has already been
brought into effect for several years. These regulations,
together with its Clarification promulgated in 1996,
provide the legal basis for the management and
supervision of the Jamsostek fund investment. With
these in view, in this chapter we approach to this issue
by reviewing the investment performance in past years
and identifying possible improvements to the current
investment regulations.

Investment performance
In general, contributions and investment income
constitute two major sources of income to a social
security scheme. In particular, for a provident fund
scheme such as Jamsostek, the performance of the
investment is directly related to the benefit level and
thus the investment risk is borne entirely by the
individual members. Therefore, the Board is required
to meet conflicting objectives of securing the safety of
the funds and achieving an adequate positive real rate
of return on investment.

The table in Figure 4 (in Annex 3) compares the rates
of interest credited to the balance of the Jamsostek
provident fund with inflation and the average market
interest rates. The cumulative index from 1978 to 2000
shows that the interest credited was 38% less than
inflation, indicating a negative real rate of return. The
index was 63% less than that of the average market
interest rate. These low interest rates directly affected
the old-age benefit. As noted in the previous chapter,
the average old-age lump-sum is currently equivalent

to only 5 months contributory salary. Such a large
discrepancy between the credited interest rate and the
market interest rate was primarily due to the poor
governance on the fund investment by the Board of
Commissioners and the Board of Directors. Interest
rates prior to 1998 were set as follows; 6% per annum
for 1978-1985, 8% per annum for 1986-1990 and 10%
per annum for 1991-1997. As the table in Figure 4
shows these rates are substantially lower than inflation
and the market interest rate.

With the implementation of the investment regulations,
the actual invest performance has been taken into
account in the determination of the interest rates. The
interest rates credited on individual balances are 17%
in 1998, 16% in 1999 and 12% in 2000. Except for the
crisis year of 1998, these rates not only exceeded
inflation but also became close to the market rates
(the rates are equivalent to the market rate if we take
into account the fact that investment income for the
provident fund is tax exempt). It should be noted that
even though a fair interest rates will be attributed to
members’ balances prospectively the effect of past
low interest rates will persist in the long-term.

Review of the investment regulations

Current investment regulations: portfolio
selection and risk diversification
In August 2001, Jamsostek’s investment amounted to
Rp. 14.2 trillion, or 1% of GDP of the same year. We
shall review the core requirements of the current
investment regulations.

First, the regulations specify the allowed types of
investment. Jamsostek can invest its assets in the
following types of instruments:
(a) time deposit;
(b) certificate of Bank Indonesia (SBI);
(c-1) shares recorded at the Indonesia stock

exchange;
(c-2) bonds;
(d) unit trust of Reksadana;
(e) direct participation; and,
(f) land and building.

Second, the regulations stipulate the maximum values
of these assets in terms of percentage of the total
investment value. Not more than 10% of the total
investment value should be kept in any single investment
medium except for the Certificate of Bank Indonesia
(SBI). The maximum limit of each investment as a
percentage of the total asset is specified as follows:
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2 6 This does not mean that Jamsostek is short of professional skill for the investment management. On the contrary, Jamsostek contracted
with investment managers in 2000 (the investment regulations permit to recruit or contract fund managers), but it turned out to be rather
unnecessary given the consultation fees.

Time deposit 70%
Stocks (shares) 50%
The total of bonds and the unit trust 70%
Direct participation 10%
Land and building 10%

Third, the investment regulations prohibit the placement
of fund in the following categories of investment:
(i) derivatives;
(ii) trade instruments (goods or foreign currencies);
(iii) overseas investment;
(iv) direct participation in insurance companies;
(v) companies owned by the members of the Board

of Commissioners and their family.

The table in Figure5 (in Annex 3) presents the evolution
of the reserve of Jamsostek and its composition; and,
Table 3.3 shows the return for each investment
instrument. The following observations can be made:
• Historically, time deposit and deposit certificate

(including the certificate of Bank Indonesia) have
dominated the share in the asset composition.
Jamsostek held substantial amount of the certificate
of Bank Indonesia from 1991 to 1998, but it holds
none, as it cannot purchase new certificate due to
its limited supply.

• Even after the implementation of the investment
regulations in 1996, the percentage of time deposit
and deposit certificate exceeded the required level
of 70% from 1998 to 2000, as a defensive measure
against the financial crisis. During these years, the
Jamsostek requested the authorisations by the
Ministry of Finance for the exceptional practice. In
2001, as a result of a substantial shift from time
deposit to bonds, the percentage of time deposit has
reduced to less than 70%.

• The percentage of stocks was stable at 5% from
1978 to 1987; however, it increased to more than
20% in 1990 and 1991 then decreased to the previous
level. In 2001, a slight increase is observed.

• Real estate has produced the lowest return on
investment. The percentage of the real estate
increased sharply from 1.0% in 1996 to 5.9% in 1997.
Currently, the real estate accounts for 3.6% of the
total asset.

• Concerning the direct participation, detailed
information on the projects and their management
and monitoring was not entirely clear. The return on
this investment is low but it currently represents only
0.2% of the total asset.

Observations on the current investment
regulations
One may argue that imposing quantitative restrictions
on the investment opportunities may inhibit portfolio
diversification and expose the fund to a higher portfolio
risk therefore such restrictions should be replaced by
a more flexible Prudent Man Rule. Yet, in the particular
case of Indonesia, regulations with quantitative
restrictions are considered to be still meaningful. Under
the current state of development of the capital market,
a set of explicit rules is much easier to apply rather
than the approach that requires extensive professional
judgements.26 The following observations are therefore
made within the existing regulatory framework.

In view of the safety requirement, it is appropriate that
time deposits and bonds (the principal is secured and
interest is predetermined) dominate a large portion of
portfolio. However, the current maximum limit for
stocks and shares (50%) appears to be too high.
(Historically, however, stocks and shares never
exceeded 25%). Direct participation shows a low yield
and apparently high risk, though the details are not
entirely clear. It is suggested that allocation to the direct
participation should be further restricted and abolished
ultimately.
Investment in risky instruments should be avoided as
the safety is the foremost important requirement for
the social security schemes. In the present situation, it
seems premature for Jamsostek to purchase assets
with uncertain risks such as derivatives and trade. In
order to keep the neutrality of financial governance
and to prevent any source of additional corruption,
investment in the family business of the Board members
should be strictly forbidden.

Further consideration, however, seems worthwhile on
the restriction of foreign investment. The Government’s
policy to restrict the fund investment in the domestic
capital market is understandable, provided that these
savings are invested productively and contribute to
economic growth. On the other hand, the investment
portfolio needs to be diversified to minimize the portfolio
risk. The capital market in Indonesia at the current
level of development can provide only limited
opportunities for diversification. Given the weakness
of Rupiah which is subject to further devaluation, the
scheme is more likely to have exchange rate profit
than is exposed to exchange rate risks. In view of these
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advantages, measures should be sought to pave the
way for foreign investment. The assets should meet
the safety criteria and the amount should be initially
bounded by a relatively low maximum limit (for
instance up to 10%).

In addition to the concerns on safety and yield, the
liquidity requirement has become an increasingly
important issue. In 1998 and 1999, due to a sharp
increase in the withdrawal of the provident fund on
grounds of unemployment, the expenditure exceeded
the contribution income; therefore, part of investment
income or asset had to be liquidated to cover the part
of expenditure in excess of the contribution income.
In 2000, contributions exceeded the expenditure but
the margin became narrower to 18 per cent. The
financial manager should take into consideration the
liquidity requirement in view of the future development
of expenditure and contribution.

Issues in institutional organization and fund
supervision
Further to the investment regulations on portfolio,
equally important questions are how to organize
efficient fund supervisions and how to design the
institutional structure that enables effective monitoring
and inspection.

Neutrality, transparency and accountability are crucial
elements for achieving the sound fund governance.
Only by efficient monitoring and supervision of the
investment management, can one ensure the sound
fund governance in the long run. The internal and
external audits will serve as important tools for this
purpose. Disclosure of key information on the fund
operations is important not only because it is a
prerequisite for the auditing but also because it provides
an opportunity for a wider surveillance. In this regard,
the disclosed information should be made fully
accessible to all members.

One of the reasons for the investment failure in the
past is that the actual fund management did not always
satisfy the basic investment objectives when other
priorities took precedence over the social security
concerns. Although it may be impossible to completely
eliminate the political pressure on the management of

investment, a well-designed legal and governance
structure which leads the Board members to adhere
to the interest of the members (shareholders) could
preclude, to a certain extent, potential risks of political
influence. Hence, examination should also be made
on the institutional aspects such as the composition
and selection of members, the length of duty period,
obligations during the duty period and possible sanctions
and penalties in case of non-fulfilment of duty.

An additional dimension generally found in the
investment policy is economic and social utility. It is
reported that in 2001 the Ministry of Finance reallocated
part of dividend and tax payments from Jamsostek for
the investment in social projects (such as building low
rent houses and hospitals). It should be noted that the
use of social security funds for activities other than
providing benefits to the insured workers would be
acceptable only if they contribute to the growth of the
economy (through improved productivity and creation
of employment) and, as a result, increase the future
tax base and further to improve the standard of living
of all nationals as these improvements can be regarded
as social welfare in broad terms. As a prerequisite
condition for considering the investment of this nature,
it is crucial that the investment management should
meet the more fundamental criteria of safety, yield and
liquidity.

To summarize this section — As a result of poor
investment performance in the past, the Jamsostek’s
provident fund accounts have lost their real value
substantially. However, under the current investment
regulation and improved investment management, a
fair interest is expected for the future.

A possible scope of improvement of the current
investment regulations includes a further restriction of
equities and direct participation. To diversify the risk
in the domestic market, possibility of foreign investment
initially with a limited scope should be considered.

Further to the investment regulations, organisation of
regular and efficient fund supervisions and the design
of the institutional structure that enables effective
monitoring and inspection are also crucial for ensuring
sound fund governance in the long-term.
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Executive Summary

The ILO Report “Pensions Reform in Indonesia”
examines the strengths and weaknesses of the JHT
provident fund operated by PT Jaminan Sosial
Tenaga Kerja (Jamsostek), a public limited liability
company with the Indonesian Finance Ministry as the
sole shareholder. The provident fund is a compulsory
savings scheme financed, in accordance with defined
contribution principles, by earnings-related
contributions from insured persons and their employers
together with an income from investments. Details of
the scheme, that aims to provide a lump sum on
retirement and other benefits for workers in Indonesian
enterprises with 10 or more employees or a monthly
wage bill of more than Rp.1 million, are given in Annex 4.

The scheme falls outside the provisions of the ILO
Social Security (Minimum Standards) Convention
No.102 of 1952, in particular because it does not
provide benefit in the form of a periodic and predictable
payment throughout the period of the contingency and
does not replace, to the prescribed extent, the loss of
income on retirement. Within the framework of the
ILO Project: “Restructuring of the Indonesian Social
Security System” INS/00/M04/NET, the Report
examines the feasibility of converting (partially or
wholly) the provident fund into a pension scheme that
would provide an adequate income on retirement. This
Chapter is based on that Report.

Jamsostek has a network of well appointed local branch
offices and staff who do their best to give their
customers a good service. But it lacks the necessary
information technology to operate a truly national, social
insurance scheme and its branch organization and
functions will require reform if it is to increase the
level of contribution compliance above the current very
low level of around 40%.  Given the proposal to change
the status of Jamsostek to that of a trust fund with a

PART III
BENEFIT PROGRAMME STUDIES

CHAPTER 11. PENSION REFORM IN INDONESIA.

tripartite board acting as trustees for the funds of
contributors, and with responsibility for operating a
reformed social insurance scheme, there are good
prospects that the organization will be able to gain the
full confidence of its customers and meet the challenge
of introducing and implementing the scheme.

A number of options for replacing or partially replacing
the lump sum provisions of the JHT scheme are
examined, ranging from the most simple — activating
the provisions already existing for payment of
accumulated individual balances as periodic pensions.
Alternatives of introducing a notional defined
contribution scheme or a mandatory defined
contribution scheme are examined.

Parallel pension systems — with lower paid workers
contributing to a separate scheme or with a minimal
and mandatory defined benefit scheme being introduced
for all Indonesian workers with a mandatory defined-
contribution scheme for those earning well above the
national average minimum wage — are explored.
The option recommended for Indonesia is to convert
the present Jamsostek scheme into a contributory public
defined-benefit scheme. Such a scheme has many
advantages provided it is sustainable in the longer term.
The Report illustrates the main elements of such a
scheme and a possible pension formula for Indonesia.

Longer term strategies for separate pension provisions
for the informal sector and the self-employed are
examined and consideration given to the scope of other
pension schemes and their relationship with existing
schemes including those for public servants and the
private and employer based schemes.

The report recognizes that any proposal for change in
the present systems may call for administrative changes
some of which are examined together with the
implications for the existing institutions.
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BAGIAN III STUDI PROGRAM
MANFAAT

Bab 11 Reformasi Pensiun di Indonesia

Rangkuman Eksekutif

Laporan ILO berjudul “Reformasi Pensiun di
Indonesia” menganalisa kekuatan dan kelemahan dana
provident jaminan hari tua yang dioperasikan oleh PT
Jaminan Sosial Tenaga Kerja (Jamsostek), suatu
perusahaan perseroan terbatas dengan Departemen
Keuangan Republik Indonesia sebagai pemegang
saham tunggalnya. Dana provident merupakan skema
tabungan wajib yang dibiayai, oleh iuran-iuran yang
berkaitan dengan pendapatan dari orang-orang yang
diasuransikan dan pengusaha mereka bersama dengan
pendapatan dari hasil investasi sesuai dengan prinsip
iuran pasti. Rincian skema ini, yang bertujuan
memberikan pembayaran sekaligus saat pensiun dan
manfaat lainnya kepada pekerja di perusahaan-
perusahaan Indonesia yang mempekerjakan sedikit-
dikitnya 10 orang pekerja atau membayar upah
sekurang-kurangnya Rp1 juta per bulan, diberikan
dalam Lampiran 4.

Skema ini berada di luar ketentuan Konvensi Jaminan
Sosial ILO (Standar Minimum) No. 102/ 1952,
terutama karena skema ini tidak memberikan manfaat
dalam bentuk pembayaran secara berkala dalam jumlah
yang dapat diperkirakan selama masa yang tidak pasti
dan tidak menggantikan, hingga tingkat yang telah
ditetapkan sebelumnya, hilangnya pendapatan saat
pensiun. Dalam kerangka proyek ILO: “Restrukturisasi
Sistem Jaminan Sosial Indonesia” INS/00/M04/NET,
Laporan ini menelaah kelayakan mengubah (baik
sebagian maupun secara keseluruhan) dana provident
menjadi suatu skema pensiun yang nantinya akan
mampu memberikan pendapatan yang mencukupi saat
pensiun. Bab ini disusun berdasarkan Laporan tersebut.

Jamsostek memiliki jaringan yang terdiri dari kantor-
kantor cabang di tingkat lokal dan staf yang
memberikan pelayanan yang terbaik kepada nasabah
mereka, tetapi tidak memiliki teknologi informasi yang
diperlukan untuk mengoperasikan skema asuransi
sosial yang benar-benar dapat diterapkan secara
nasional. Di samping itu, organisasi dan fungsi dari
cabang-cabang yang dimilikinya perlu direformasi untuk
meningkatkan tingkat kepatuhan pembayaran iuran di
atas tingkat saat ini yang amat rendah, yang berkisar
sekitar 40%. Dengan adanya usulan untuk mengubah
status Jamsostek menjadi suatu dana wali amanat
dengan dewan tripartit yang bertindak sebagai wali

amanat untuk dana-dana yang terkumpul dari iuran-
iuran yang dibayarkan dan dengan tanggung jawab
untuk mengoperasikan skema asuransi sosial yang
telah direformasi, Jamsostek mempunyai harapan yang
baik untuk memperoleh kepercayaan penuh dari para
nasabahnya dan untuk memenuhi tantangan
memperkenalkan dan mengimplementasikan skema
tersebut.

Pengkajian terhadap sejumlah pilihan untuk
menggantikan atau menggantikan sebagian ketentuan
pembayaran sekaligus skema jaminan hari tua telah
dilakukan, mulai dari yang paling sederhana –
mengaktifkan ketentuan-ketentuan yang sudah ada
untuk pembayaran akumulasi saldo-saldo individual
sebagai pensiun secara periodik. Alternatif-alternatif
untuk memperkenalkan suatu skema iuran pasti yang
bersifat nosional (imajiner) atau skema iuran pasti wajib
juga telah dikaji.

Kemungkinan diterapkannya sistem-sistem pensiun
yang bersifat paralel – dimana para pekerja yang
menerima upah rendah mengiur ke suatu skema
terpisah atau dengan memperkenalkan suatu skema
manfaat pasti minimal dan wajib kepada seluruh pekerja
Indonesia dengan suatu skema iuran pasti wajib untuk
mereka yang berpenghasilan di atas upah minimum
rata-rata nasional juga dijajaki. Pilihan yang
direkomendasikan/ disarankan untuk Indonesia adalah,
mengubah skema Jamsostek yang ada saat ini menjadi
suatu skema manfaat pasti publik dengan iuran dari
pekerja dan pengusaha. Skema seperti itu mempunyai
banyak keunggulan asalkan berkesinambungan untuk
jangka yang lebih panjang. Laporan ini mengilustrasikan
elemen-elemen utama dari skema ini serta memberikan
rumusan pensiun yang mungkin cocok untuk Indonesia.

Selain itu telah dipertimbangkan pula strategi-strategi
jangka lebih panjang untuk ketentuan-ketentuan
pensiun terpisah bagi sektor informal dan pekerja
mandiri. Kajian juga dilakukan terhadap ruang lingkup
yang dimiliki skema-skema pensiun lain serta
hubungannya dengan skema-skema jaminan sosial yang
ada sekarang, termasuk skema-skema jaminan sosial
untuk pegawai negeri dan skema-skema jaminan sosial
yang berdasarkan skema untuk pihak swasta dan
pengusaha.

Laporan ini mengakui bahwa setiap usulan untuk
melakukan perubahan terhadap sistem-sistem yang ada
sekarang akan berdampak pada perubahan-perubahan
administratif, beberapa di antaranya akan dikaji
bersama dengan implikasi-implikasinya terhadap
lembaga-lembaga yang ada sekarang ini.
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Jamsostek JHT Scheme and the Need
for Change
PT Jamsostek has the legal status of a State-owned
limited liability company, Persero, which is examined
in Part I of this Publication. The income from the
investment of contributions has been low for some
years but more recently has improved due to improved
fund management within Jamsostek.

When contributors retire at age 55 they receive a lump
sum representing their total contributions plus
investment income. Jamsostek has no contact with
pensioners after age 55 and has no reliable information
on how they manage after receiving their lump sum.
Some are thought to invest the whole sum in a small
business within the informal sector but as the average
pay-out is Rp.2.1 m (around $200), or 8.5 times the
average monthly minimum wage, any person using the
sum as a cash pension would extinguish it within a
year. Such sums do not represent adequate provision
for old age. However, it is reported by employers that
many workers continue to work after age 55 in the
informal sector.

A contributor who suffers a work injury can receive a
reducing percentage of former earnings under the JKK
scheme while there are prospects of a return to the
employment field but after about one year will receive
a final lump sum payment. Someone who is
permanently disabled following a work accident will
receive an immediate lump sum. Disability pensions
as such are not paid but a recent Presidential decree
provided for additional monthly payments of Rp.50,000
for a period of two years to those who are permanently
disabled following a work accident and unable to return
to work. For administrative convenience these
additional monthly payments have now been converted
into a single lump sum. The methods used to assess
the various degrees of disability arising from work
accident appear to work satisfactorily with a local
medical specialist attached to each Jamsostek branch
that is paid a fee of about Rp.25,000 for each
examination.

There is little doubt that Jamsostek members are not
properly protected against the contingencies of
permanent invalidity and death or throughout old age;
or that they have similar needs for an adequate system
of long-term income maintenance as public servants
and other groups in the working population who are
already entitled to periodic pensions following
retirement. The Jamsostek JHT scheme of single, lump
sum payments suffers from fundamental defects as a
method of replacing earnings from employment. Its

effectiveness as a scheme of social protection following
retirement has been further eroded by the provision
for early withdrawal of lump sums because of
unemployment (in the absence of any unemployment
insurance).

From the views expressed by trade union
representatives and workers in the formal labour
market that Indonesian workers would welcome the
introduction of an improved social insurance scheme
that covered them for the normal risks and offered
them a monthly pension after retirement. When the
appropriate level of contributions was discussed the
views were mixed with some trade union
representatives of the opinion that, if wages were
raised, the workers would be prepared to match the
contributions paid by the employer. Others felt that
until the general level of wages was higher, workers
would not be prepared to contribute more than the
current 2% of gross wages. Some employer
representatives said that while the basic wage in the
formal sector was based on the provincial minimum
wage, this represented only about 35% of the gross
take home pay as most employers operated significant
incentive payment schemes.

Workers in the informal sector felt that contributions
should be kept to the absolute minimum while their
wages were so near the minimum wage set by each
province. (See Annex 5) It was clear that a scheme
that would be found acceptable by the formal sector
might well not find favour amongst workers in the
informal sector. Thus it may be necessary, when it
becomes possible to extend social security coverage
to the informal sector, to design separate (if
complementary) schemes for the formal and informal
sectors of the workforce.

There are a number of options for changing the present
system of lump sum benefits to provide periodic
pensions following the attainment of retirement age.
These are discussed in the following sections.

Option of Purchasing Annuities
Article 24 of Government Regulation No.14 of 1993
provides for the payment of periodic pensions, albeit
for a maximum period of five years. Jamsostek does
not, however, presently have the capacity to pay
periodic benefits. Also, although there is a system to
credit individual member accounts with an annual rate
of interest, this is on an increasing balance. There
appears to be no provision for crediting interest on a
reducing balance, although this should not be difficult
to design.
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Thus a simple option to convert the JHT provident fund
to a pension scheme might be to activate Article 24
(2)(b) (but with deletion of the 5-year limit). At age 55
(or other ‘retirement’ age) an actuarial calculation
could be made to divide the accumulated balance plus
an estimated addition of interest post retirement by an
assumed life expectancy beyond age 55 to give a
monthly lump sum. The reducing balance would attract
annual interest enabling either the pension to continue
to be paid longer than 20 years, for a higher pension to
be earned, or for a combination of the two.

For the purposes of illustration — an accumulated lump
sum of Rp.10 million at age 55 might, if spread over 20
years, give rise to a monthly pension of Rp. 41,700
(Rp. 500,000 a year). If the lump sum at the end of the
first year (at age 56) is reduced by Rp. 500,000 on
account of the monthly pension paid, there would be
9.5m left that would be accruing interest. If this were
to attract interest at 5% p.a., to add to the lump sum
there would be an accumulated balance of Rp. 9.975m
at the end of that year. Reducing the lump sum each
year by Rp. 500,000 but adding on the interest on the
balance at 5% would give balances of: Rp.9.949m at
age 57;Rp. 9.921m at age 58; Rp. 9.892m at age 59;
and Rp. 9.861m at age 60 and so on. The lump sum
reduces much less quickly in the early years following
retirement and accelerates with age but at age 75 (after
20 years) it may be as much as Rp. 8.737m. But this is
of course at 2002 prices and not corrected for inflation
or indexation.

The following illustration is based on a lump sum of
Rp.10 million and investment earnings of 8% pa (less
2% administration cost) showing an annuity of 6%. It
does not take account of inflation.

Figure 51 An Example of Jamsostek Annuity

This option might be the simplest means of replacing
the lump sum by a periodic pension the advantages
would be:

• That it would require only a simple change to the
legislation; and

• It would be relatively simple to publicize and explain
to members.

It would be possible to supplement the modest, provident
fund pension with occupational or private schemes so
that the higher paid could provide themselves with an
additional pension during retirement. (This is the third
tier of the 3-tier system described in the Section on
Definitions). It would be advisable for such
supplementary schemes to be regulated to ensure value
for money and also to provide for portability of rights
between schemes.

Despite its relative simplicity, conversion of the lump
sum method to periodic pensions would have
disadvantage. In particular:

• The average level of lump sums accumulated up to
the present time is too low to be converted into a
meaningful pension;

• Such a system would not be ‘social insurance’ but
still individual savings — with no social solidarity
between individuals and groups;

• There would be no income redistribution either within
or between generations;

• It would be more difficult than a defined benefit
scheme to provide for indexation; and

• The illustration takes no account of the real level of
pension at current prices in years to come and shows
a much higher figure than the average lump sum
actually paid (on average Rp. 2.1m, not Rp.10m).

The level of accumulation could reasonably be
expected to be a lot higher over a 30-year working
life, especially if contributions were to be enforced on
the correct level of actual income (instead of an
artificially depressed figure). Also accumulated
balances would be higher if withdrawals from lump
sums had not been permitted.

It follows that for provident fund age benefit to be
payable as periodic pensions in any meaningful way,
the provision for withdrawal of lump sums prior to
retirement should be repealed.
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However, the Actuarial Report27 projects that, given
the current contribution rate of 5.7%, the average
payout at age 55 is expected to be equivalent to only
2.5 years’ average contributory wage (compared with
5 months in year 2000) by the year 2030. This is still
too low for a meaningful periodic payment to the
average contributor.

A simple method for the conversion of the balance in
the individual account is the single-life annuity, which
is paid so long as the retired worker is alive (i.e.
payment stops when the retired worker dies). The
amount of monthly pension is determined according to
the principle of equivalence of contributions and
payments in terms of present discounted value. The
monthly pension is calculated by dividing the final
balance by the annuity factor, i.e. the present value of
one currency unit of annuity.

As an option, one may add a guarantee period during
which the payment is secured irrespective of whether
the retired person is alive or not. For instance, if a
retired person who chooses an annuity with a 10-year
guarantee period dies 6 years after retirement,
payments equivalent to 4 years annuity (i.e. the
remaining guarantee years) will be paid to his/her
survivors either as a lump-sum or in the form of
pensions.

The annuity factor depends on the assumed mortality
rates, the assumed earnings rate and the length of the
guarantee period. The following table indicates the
estimated life annuity factors at age 55 by different
earning rates and the guarantee periods.

• Under the standard assumption of 5 % per annum
and with no guarantee period, the estimated single
life annuity factor is 12.6;

• The annuity factor is sensitive to the assumed earnings
rate. Roughly, if the earnings rate increases by 2 %-
points from the standard assumption, then the annuity
factor decreases by around 10% (i.e. the amount of
pension becomes less); and

• If the guarantee period is longer, then the resulting
annuity factor becomes more. Under a 5% earnings
rate and a 5 years’ guarantee period, the annuity
factor will increase from 12.6 to 13.3. A 10 years’
guarantee period will further increase the annuity
factor to 14.0.

Figure 52 Estimated Actuarial Annuity Factors at
Age 55 for Selected Interest Rates &
Guarantee Periods

Interest rate \
guarantee 0 year 5 years 10 years 15 years
period
0% 21.0 22.3 23.9 26.0
2% 16.7 17.7 18.9 20.3
4% 13.7 14.5 15.4 16.3
5% 12.6 13.3 14.0 14.8
6% 11.6 12.2 12.9 13.5
8% 10.0 10.5 11.0 11.5
10% 8.8 9.2 9.6 9.9

Note: ILO calculation.
Data source:  Mortality rates have been drawn from United Nations
model life table (South Asian pattern with life expectancy at birth
64.3 years).

With respect to the old-age risk, life pension which is
based on collective financial equivalence generally
admits the redistribution from those beneficiaries who
die earlier than average to those who live longer than
average. Payments stop upon the death of a pensioner,
and any unused resources are retained by the scheme
and used to cover the costs of other pensioners who
survive longer. This is how life annuity provides income
security after retirement. In the case of a single-life
pension, the retired worker is the sole beneficiary.
However, it appears that the individualistic approach
would not be suitable in Indonesia where a worker’s
family responsibility extends to a broad range of
relatives. Imposing certain guarantee period may be
an option to allow for extending the categories of
beneficiaries. It should be noted that the amount of
pension in this case is less than that of a single-life
pension. This is because of the fact that if the degree
of protection is higher the expected cost will be more
accordingly.

Annuitisation involves another risk of longevity
associated with the decrease in mortality rates over
time. If the life expectancy becomes longer, an annuity
calculated on the basis of short life expectancy no
longer matches the accumulated balance and thus
produces unfunded liability. The liability is to be covered
by the Fund. To avoid such a problem, the annuity
factor should be reviewed on a regular basis to reflect
the current mortality level.

The ILO Report recommended on balance that this
should not be the favoured option.

27 See Chapters 10 and 18 of this publication
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A Notional Defined Contribution
Scheme

Another type of pension scheme that could replace
the present Jamsostek scheme or be run in conjunction
with it is generally known as a notional defined
contribution (NDC) scheme.  Various forms of this
system have been introduced in Europe during the last
decade to replace PAYG defined benefit pension
schemes. NDC schemes have the advantage that
future pension liabilities can de determined by actuarial
calculation each year and that contributors can be
advised annually of the points they have earned
towards a pension at retirement age. In the absence
of the requirement to have paid a minimum number of
contributions before a partial pension is payable
contributions cannot be lost. Such a scheme is
particularly suited to any later extension of coverage
to workers in the informal economy where insured
periods can be very fragmented. It can be redistributive
by restricting the maximum number of pension points
that can be earned in any one year by higher paid
workers. A version of the scheme could provide that
a worker who earns the equivalent of the national
average wage would receive one pension point per
annum. A worker with earnings at or above the upper
earnings level for contributions liability, for example,
three times the national average wage, would receive
the maximum-permitted three pension points per
annum. Fractions of points would be calculated by
reference to total annual earnings and the national
average wage. Pension points can be revalued each
year in line with any change in average earnings, prices,
or a combination of the two, and contributors notified
in writing of current values. The personal records to
be kept on a central database can be limited to pension
points rather than earnings details with contributors
given a limited time in which to challenge their points
total after the annual letter of notification.

A notional defined contribution scheme could be
introduced for younger workers and a partial reserve
fund established as a buffer against any significant
change in the system dependency ratio, that is the
number of workers required to support the pension of
a single pensioner through their contributions.

Like many other countries in Asia and other parts of
the world Indonesia has a population that is slowly aging
(see Annexes 10, 11 and 15 for demographic
projections). However, the projected support ratio may
change significantly in the future for reasons quite

unconnected with the average age of the population
and it would be necessary to make a range of difficult
assumptions before any worthwhile projection could
be made. For example, the August 2000 labour force
survey shows that about 33% of Indonesian women
of working age are housewives and outside the active
labour force. Whether this participation rate will change
or how it will change in future years will depend upon
several factors including the national unemployment
rate, the demand for female labour, the availability of
child care facilities and changes in social attitudes to
female employment in the different provinces. The
numbers of young people taking advantage of further
education will almost certainly grow. The productivity
of the workforce can also be expected to grow with
increased investment in industry. The lesson for those
designing any contributory public scheme is that while
projections of the system dependency ratio must be
taken into account in setting contribution and benefit
levels the whole future can never be seen. Inevitably
the provisions of any scheme will need to be kept under
review and changes made to cater for variations in
the dependency ratio. Furthermore although the NDC
system provides a mechanism for linking pension
entitlement to average earnings, it does not necessarily
ensure that the resources are available to meet this
obligation in full. In fact, the system is open to political
risks similar to those which other pension systems have
faced.

These technical considerations represent an obstacle
to the introduction of this system at present in
Indonesia. In addition, the absence of any redistributive
element would exclude or severely restrict pension
protection in respect of surviving dependants and
invalids and would result in new pension awards being
at a low level low pensions being paid for many years
until pension rights had developed.

The administrative requirements associated with such
a scheme would be difficult to meet. In particular, there
is a lack of a reliable national identity number and the
use of common single names in some provinces.
Without a national database that could ensure that the
record of contributions paid or points earned would be
accurately maintained throughout each contributor’s
working life the scheme would not be feasible. Under
the present provident fund it is obviously to the
member’s advantage to ensure that periods of
membership are linked and that contributions are paid
by employers but linking records and ensuring
compliance are major problems.
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28 See Chapter 8

A Mandatory Defined Contribution
Scheme

Another option might be to modify the old-age benefit
part of the Jamsostek provident fund scheme into a
mandatory defined contribution scheme in which
contributions are collected and invested by Jamsostek
or transferred for investment by an approved and
regulated private pension company of the contributor’s
choice.

Contributions to the defined contribution scheme could
be split equally between employers and employees and
collected as now from employers after legislation had
been introduced to change the status of Jamsostek to
that of a trust fund. It would greatly improve the
efficiency of contribution collection and compliance if
Jamsostek could be given the legal right to appoint
inspectors with powers of entry and the right to
examine payroll records at employers’ premises. The
present arrangements — whereby labour inspectors
employed by local government act as agents for
Jamsostek — are patently inappropriate and
ineffective. The current collection rate of around 40%
must be improved dramatically before any reforms are
likely to be productive28.

All the contributions from scheme members could be
invested in a single fund managed by Jamsostek or in
a fund of the contributor’s choice chosen from an
approved list of pension companies. Contributions would
be collected by Jamsostek and forwarded to the chosen
company within a fixed number of working days as
provided for in pension legislation. Jamsostek would
be one of the approved pension companies and allowed
to compete on equal terms with others on the approved
list. Effective supervision and an insistence on good
governance would be essential if the confidence of
contributors is to be retained. But choice for
contributors and competition between pension
companies for the custom of contributors should go a
long way to ensuring good governance.  The following
briefly summarised provisions are examples of the key
elements that might appear in legislation aimed at
ensuring that contributors receive good service and
satisfactory returns over the longer term on
investments from their chosen pensions company and
fund managers:
• Contributors to be able to transfer their savings from

one to another approved pension company after giving
Jamsostek notice in writing. The transfer to be

carried out within the number of days stipulated in
pensions law, for example, one month;

• A Pensions Supervisory Board to be established to
oversee the scheme and approve pension companies
and annuity providers before they can accept
contributions. The Board to publish an annual report
that discloses the true investment performance of
each approved Pension Company;

• The maximum charges that approved pension
companies can charge contributors to be established
in the pension law;

• Special benefits are not to be offered by pension
companies to persuade contributors to invest with
the company;

• The methods used to value investments to be detailed
in law and the valuations carried out monthly;

• At retirement age each scheme member to receive
part of the amount invested as a lump sum while the
remainder is to be used to purchase an annuity. The
purchase of an annuity may be delayed for up to
five years;

• The beneficiary of a deceased contributor to have
the same rights of annuity purchase;

• A contributor to have the right to purchase an annuity
from an approved list of providers. The providers to
offer a wide choice of annuity types without special
terms related to health, gender, race or similar criteria;

• All annuities sold must increase in value when price
inflation exceeds a percentage specified in the law;

• Each contributor to be issued with a six monthly
statement showing the amount standing to his or her
investment account;

• The Pensions Supervisory Board to specify the
proportion of a pension company’s investments that
may be invested in a particular category of investment,
for example, bonds, bills or other securities issued
by the National Bank; and

• The Pensions Supervisory Board to require each
approved Pensions Company to contribute to a
national pensions guarantee fund to be used to pay
an annuity where a provider has failed to do so.

The above brief list of outline provisions gives some
indication of the complex legislation that is required to
ensure that the funds of contributors are safeguarded
to the best possible extent when invested in an
approved private pensions company. Any legislation
would also need to include the penalties to be imposed
on any company failing to comply with the
requirements of pension legislation. Investment with
any pension company will carry some risk but if a
scheme could give contributors a choice of company
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and details of investment performance are published
regularly this should ensure a competitive environment
and satisfactory investment returns and annuity rates.
Indonesia is in the process of establishing a national
financial services supervisory body and it would appear
that machinery will soon be in place to allow for the
effective supervision of privately managed funds.

The advantages of such a defined contribution scheme
with individual accounts in a private fund of the
contributor’s choice can be summarized as:-

• Investments should grow at a rate above the rate of
inflation;

• With an individual stake in the capital markets a
worker should be better motivated; and

• Increased investment in national industry and
commerce could improve job prospects.

Disadvantages can be that:-

• The risk of poor investment performance is carried
by the contributor;

• Inadequate supervision may lead to corrupt practices;
• A recession at the time of annuity purchase can lead

to a shortfall in expected income; and
• Interest rate changes will affect annuity rates.

On balance it is considered that the disadvantages,
particularly the complexity and need for strict
regulation, outweigh the advantages, some of which
apply also to partially funded, defined benefit schemes.

A Mixed Pension System

A simple but mandatory mixed system under which a
flat rate defined benefit system is supplemented by a
defined contribution system could be another option
suited to the diverse Indonesian labour market. This
would recognize that a defined contribution scheme,
with the possibility of investment choice, may perhaps
best be mandatory only for workers with an income
above a certain level while an underlying defined
benefit scheme, as described in later paragraphs, would
be mandatory for all workers. However, workers with
earnings below the mandatory threshold could be
allowed to volunteer as contributors to the defined
contribution scheme (see Annex 13 for the wage levels
of Jamsostek contributors). Whether two such
schemes could be run in parallel would depend very
much on the contribution levels applying to the
universal, defined benefit scheme.

Each worker could pay a contribution of between 2%
and 5% of his or her gross wage with a slightly larger
employer contribution. The actual percentages can only
be determined in the light of actuarial findings and the
need to keep the worker’s contribution as low as
possible in the early years of the scheme. From each
combined contribution the equivalent of perhaps 5%
of the provincial minimum wage would be allocated to
a defined benefit scheme. Any balance over and above
that 5% would be allocated to the worker’s personal
Jamsostek investment account, or another privately
managed fund that the worker had chosen from a list
of approved pension providers.

There would need to be an upper wage limit for this
mandatory contribution to allow higher paid workers
the opportunity to contribute to a voluntary, third tier
pension scheme should they wish to do so.

The pension payable under the defined benefit scheme
at pension age to those who had contributed for, say,
30 years would be a fixed percentage of the provincial
minimum wage. This percentage would probably need
to be at a minimum of 60% to provide an acceptable
standard of living together with some family support,
but again could only be decided following an actuarial
assessment nearer the time the scheme was launched.
If a contribution record showed earnings in more than
one province a pro-rata pension based on two or more
minimum wage levels would be payable. Any
‘voluntary’ contributions to the defined contribution
pension fund would be used to purchase an annuity at
pension age or could be paid in part as a lump sum.

Entry to such a scheme would probably need to be
restricted to workers below the age of, say 45, with a
transitional provision allowing a full or enhanced partial
pension under the defined benefit scheme to those who
will be unable to qualify for such a pension before
reaching retirement age. The cost of such a transitional
provision would be high and possibly higher than the
scheme could afford. A subsidy could be provided from
the government central budget in the interests of social
solidarity and to ensure the reformed scheme had a
good reception from older workers. An option might
be to use funds from the sale of State enterprises or
the proceeds from a dedicated tax on luxury goods for
the purpose.

A survivor’s pension or lump sum could be payable
under the defined benefit scheme and a survivor’s lump
sum of total contributions plus investment income from
the defined contribution scheme. Again the decision
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on whether a survivor’s pension could be offered to
older workers to supplement the lump sum payable to
those with savings in the existing Jamsostek provident
fund would need to be made in the light of actuarial
findings at the time the scheme was launched.

As mentioned earlier it would be an option to allow
existing Jamsostek fund holders to purchase a partial
contribution record in a new scheme. The value of
contributions to achieve a minimum record giving the
right to a partial pension could be fixed at a true value
after actuarial assessment, or a decision made to
reduced the cost to older workers to below the actual
value with an appropriate government subsidy to cover
the difference.

Operating two different systems in tandem may be
too difficult to ‘sell’ to the working population; it may
also be considered too divisive and too complicated to
meet the objective of transparency and too
administratively expensive to be viable in the short
term.

A Defined Benefit Scheme
The option favoured by the ILO is the conversion of
the Jamsostek Provident Fund to a partially funded
public defined benefit scheme. Such a scheme pays
a benefit after a fixed number of years during which
contributions have been paid. Defined benefit schemes
call for a number of choices as to the best option at
various stages in its design. The first question for policy
makers is the extent to which the scheme will be
redistributive. The choice is between:

a) A fully flat rate scheme — where all members pay
the same  contribution and eventually receive a
pension on a similar basis;

b) A scheme with earnings-related contributions giving
rise to a flat-rate pension; or

c) A fully earnings related scheme — where both
contributions and pensions are related to earnings

A number of factors need to be taken into account:

• Striking the right balance between securing support
for redistribution and encouraging evasion. In
Indonesia, evasion by employers is a major problem
and takes the form of non-registration, under-
declaration of workers and their earnings and delay
in payment;

• Equity and coverage. It should be one of the
objectives of the scheme to extend coverage to as
many workers as possible;

• Encouraging coverage of those who work for small
employers. The imposition of a heavy social security
contribution and more effective compliance may
have economic implications for small employers
which cause them to go out business or to portray
their workers as self-employed temporary or family
workers;

• Affordability; and
• Allowing scope for the development of private sector

schemes to provide supplementary pensions.

A fully flat-rate scheme, although the easiest to
administer and to understand, has the disadvantage that
it has a negative redistributive effect: with the lower
income earner paying a higher proportion of disposable
income towards a pension than those in higher income
groups.

The combination of earnings related contributions with
a flat rate pension clearly redistributes resources from
the better-paid worker to the less well paid. (See
Annexes 6, 7, 8 and 16 for current wage levels).

The fully earnings related system is more neutral in its
redistributive effect, although a measure of
redistribution can be achieved by introducing
contribution or benefit ceilings. Earnings related
contributions encourage the employment of low paid
workers but low paid workers may suffer hardship in
retirement from low pensions which are
disproportionate to their basic needs

Thus there would be an option to retain earnings related
contributions with an upper earnings limit while paying
a capped or limited earnings related pension.

On this basis the scheme could operate within a
structure of:

Earnings related contribution ceiling - Rp.2 million
(figure used as tax threshold);

• Pension ceiling - Rp.1 million (2x average earnings);
and

• Minimum pension - 60% of minimum wage. (See
Annexes 5 and 6 for minimum wages by province
and national wage levels.) There would probably
need to be a rule that restricted a worker’s pension
to a percentage of his or her earnings over a period
prior to the retirement date. The limited evidence
gathered on wage rates in the informal sector
suggests that many full-time workers earn only a
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little above the local minimum wage while the daily
wage of part-time workers is fixed by reference to
that same minimum wage. A further option on pension
levels would be to fix a national guaranteed minimum
to ensure that those who had worked in the provinces
with the lowest wage levels received a pension at
least at a subsistence rate provided they satisfied
the contributions qualifying condition.

Each beneficiary would need to satisfy contributions
conditions as a test of membership. The minimum
number of paid contributions in a year and the number
of years during which contributions must have been
paid to receive a pension will normally be related to
the pensionable age, currently age 55. The life
expectancy of both males and females who reach age
55 or 60 is increasing (see Annex 15) and an important
decision for those designing any reformed Indonesian
pensions system is whether to retain age 55 or increase
the retirement age to 60 in stages over a number of
years. In the absence of reliable information on the
average length of insurable employment it will be
difficult to arrive at an informed decision on the
appropriate contributory period but the chart at Annex
8, showing the high preponderance of younger workers
contributing to the Jamsostek provident fund, suggests
that the average period of insured employment is not
over-long. A minimum of 10 years with a maximum of
30 years could be appropriate if the retirement age is
to remain at 55. With a retirement age of 60 the
minimum might be 15 years and the maximum 35 years.
Age 60 could be regarded as the retirement age with
provision for early retirement from age 55 with a
pension reduced in accordance with actuarial principles
for each month of early retirement.  It would be
inequitable to pay a retirement pension to someone
who was still working but it would be difficult to police
such a provision. The choice of age 60 as pension age
would represent a partial solution of this problem.

It would also be necessary to provide graduated
contribution conditions under which minimum pension
entitlement was dependent on the contributor having
paid contributions for 180 months (or been credited
with contributions:  see below) This could provide
entitlement to a pension of 30 % of his or her average
insurable earnings with this base supplemented by an
additional 1 % for every additional 12 contributions.
On this basis after 35 years of membership a pension
of 50 % of average earnings would be payable. Those
who do not satisfy the minimum qualifying condition
could be paid a lump sum representing an approximation
of their contributions plus interest.

Such a scheme might be able to afford to pay a small
lump sum on retirement. Other policy questions
associated with defined benefit schemes are discussed
in the following paragraphs.

Dependency increases are paid in some pension
schemes for dependent spouses and children. When
the head of the family is aged 55 it will be common in
Indonesian families for the household to include
dependent children and an option will be to increase
pensions by a fixed amount for each dependant. This
is, however, a major complication for any scheme and
in the interests of low administration costs it may be
considered best to leave the question of additional
financial assistance for larger families to better-
targeted, anti-poverty programmes.

As outlined in Annex 4 the Jamsostek scheme provides
for a totally and permanently disabled person to
withdraw all his or her accumulated pension fund
savings in the form of a lump sum or to receive a
periodic pension over a period of up to five years. In
practice all claimants request and receive a lump sum.
The claimant must submit a medical certificate from a
family doctor certifying the extreme degree of disability.
There is no procedure requiring a Jamsostek medical
officer to confirm the medical assessment of the
claimant’s own doctor. In a reformed scheme paying
pensions for life after retirement, and a life disability
pension to those disabled persons who are unable to
return to the workforce, the important question of how
best to assess a claimant’s disability will arise. Pensions
law will need to specify the criteria to be applied by
examining medical officers and could include perhaps
one or more degrees of disability ranging from
permanent disability but with the ability to live without
permanent help from another person, to permanent
disability requiring constant attendance by another
person. Experience in other Asian countries shows that
without adequate and efficient well-trained examining
medical staff employed by or under contract to the
social insurance institution there is every chance that
the disability pension scheme will not function as
intended and that costs will escalate. There would
probably be a need for a minimum qualifying period
for contributors to the pension scheme before a disability
pension could be paid. This might be any period
between 2 and 5 years.

A survivor’s benefit in the form of a lump sum
representing the provident fund balance standing in the
name of the deceased is paid to the spouse or another
surviving relative under the Jamsostek scheme. It would
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be normal in a social insurance scheme to find that
survivors were paid either a lump sum or a pension. A
surviving spouse of a contributor who had contributed
for a fixed minimum number of years would normally
receive a lump sum if below an age at which it would
be possible to find work and build a contribution record
for a pension. For an older survivor, below or above
pension age, a survivor’s pension could be based on a
fixed percentage of what was, or would have been,
the pension entitlement of the deceased; for example,
60%. If such an older survivor was not entitled to a
pension, the rules could provide for a lump sum to be
paid at the rate payable to a younger survivor. An
option would be to increase the rate of survivor benefits
in respect of dependent children. A decision would
rest on the issues of administrative complication, benefit
costs and whether other programmes catered for the
cost of child support. When the survivors include two
or more wives the options will be to pay the one wife
nominated earlier by the deceased or to divide the
survivor’s benefit that would be payable to the eldest
wife between all the wives.

Any conversion exercise aimed at providing
Jamsostek contributors with a monthly retirement
pension will face the question of the options to be
offered to existing contributors. (See Annex 9 for the
age breakdown of Jamsostek new entrants).  When
transitional provisions are generous they will encourage
the existing scheme members to enter the new scheme
and assist in its launch. Special qualifying conditions
would need to be devised and Jamsostek members
invited to decide within a prescribed period whether
or not to convert their provident fund account, wholly
or partially, into months of pensionable employment.
One mechanism would be to apply a divisor, equal to
the average monthly contribution paid by the insured
person in the last year of provident fund membership,
to the provident fund balance and thus calculate the
number of months of pensionable employment which
could be added. Existing Jamsostek members aged
over 50 could be allowed to choose whether to continue
with the present scheme or purchase membership on
this basis. Those who are younger would be obliged to
join the pension scheme but could opt either to leave
their provident fund contributions in their account or to
convert these as above.  Another option might be to
modify the retirement conditions for those close to
retirement at the time of conversion.

In long established social insurance schemes there is
usually a provision allowing certain categories of person
to be credited with a monthly contribution when

they are in no position to work. Credits, which will
maintain a person’s contribution record, can be
awarded for periods of sickness, maternity, and
unemployment when those benefits have been claimed
and paid. Credits can also be awarded to those who
are at home caring full-time for dependent children or
an invalid and to those in full-time education. Many of
these credits are of great benefit to female workers
who tend to experience more breaks in their
employment than do their male colleagues. (See Annex
7 for the sharp fall in the number of female workers
after age 44 and Annex 9 for the small intake of this
age group in the Jamsostek scheme) Of course, to the
extent that crediting is permitted the beneficiaries are
being subsidized by other contributors. It will be an
option to introduce a limited form of credit provision
that can perhaps be extended as other benefits are
introduced.

The level of contributions to sustain a scheme on the
above lines will depend, of course, on the options on
benefit levels and particularly on a retirement age. Thus
the current level of contributions to the Jamsostek
provident fund retirement programme of 5.7%
(employer 3.7%, employee 2.0 %,) plus the addition
of the 0.3% contribution for death benefits could be
retained to pay for the new, replacement scheme. The
funding mechanism would, however, be different since
instead of the contributions going into individual
(savings) accounts they would fund current pensions
on a pay-as-you-go basis, supplemented by interest
earned on investing the reserve fund built up by a partial,
advance funding system.

A Scheme for the Informal Sector
The informal labour market or economy in Indonesia
is not easily defined. Every person employed in a
properly constituted company with 10 or more
employees is required to contribute to the Jamsostek
social insurance scheme, as are the employees in a
similar company with a monthly payroll of more than
Rp.1 million. As provincial minimum wages in the year
2000 ranged from Rp173,000 to Rp350,000 (see Annex
5) with most workers earning between Rp.200,000 and
Rp500,000 (see Annex 13) it is evident that many
employers with fewer than 10 employees are liable to
contribute to the scheme and could be regarded as
within the formal sector. It has been estimated that
there are over 2 million employers in Indonesia of
which only 97,000 are registered with Jamsostek. The
labour force survey of August 2000 shows the active
labour force, urban and rural, (defined as those normally
working one hour or more in a week) as approximately
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90 million as against around 9 million workers with
active Jamsostek files. Of these 90 million workers,
aged between 15 and 55, only 40 million were working
more than 35 hours per week while it has been
estimated that another 40 million have no permanent
job. The ideal for any social insurance scheme is that
it should cover all citizens and that risks should be
shared. With the increasing mobility of labour the
problems facing any restricted scheme will also
increase. A difficult question for Indonesia is whether
it is possible to construct a scheme that meets the
needs of the informal economy without producing
major problems for schemes in the formal sector.

The Jamsostek estimate (year 2000) that under existing
provisions 26.7 million formal sector workers should
be contributing to the Jamsostek scheme .A very small
survey of informal sector workers carried out by the
ILO project team and from discussions with Jamsostek
officials, Department of Manpower and Transmigration
officials and with those attending workshops it revealed
that most full-time workers in the informal sector are
paid the local minimum wage plus an occasional bonus
linked to performance. Daily earnings of this group
probably average at around Rp. 15,000, but it would
be necessary to conduct a fairly extensive survey of
the informal sector labour force in order to obtain more
reliable information. Other important questions that
could be answered by such a survey and which need
to be considered by those designing a very basic social
insurance scheme suited to the needs of the informal
sector are:

• How much can these workers afford to contribute
each month?

• How much are they prepared to contribute? and
• What risks do they see as a priority for cover?

A small-scale survey of 2000 informal sector workers
from Jakarta, Bandung and Yogyakarta was conducted
as part of the study on extension of coverage and the
findings suggest that at least 50% of the informal sector
workers surveyed would be unable to make effective
contributions as they earned between one half and the
average minimum salary which is recognised as being
below the poverty line in most provinces. About 42%
of those surveyed indicated that they could pay at least
Rp. 20,000 per month and a full breakdown of the
potential monthly contributions was:

• Rp. Less than Rp. 10,000 44.47%;
• Rp. 10,000 – 20,000 26.01%;
• Rp. 20,000 – 30,000 9.95%;

• Rp 30,000 – 40,000 6.15%; and
• More than Rp. 40,000 1.65%.

The desired social security priorities for male and
female respondents are shown below.

Figure 53 Social Security Priorities for Workers
in the Informal Economy

On the basis of the above estimated level of income it
is suggested that full-time informal sector workers (that
is those working 35 hours per week or more) might be
prepared to contribute a flat rate of Rp. 20,000 per
month to a scheme. The administration costs of
collecting such a small amount rule out any collection
system other than direct payment of the whole amount
by the employer. If employers were required, in
addition, to pay Rp. 40,000 for all full-time workers
the resulting fund income should be sufficient to provide
a small pension after 15 years of fully paid contributions.
Employers would face a 10% increase in their wage
costs and evasion could result in a low collection level.
An alternative might be to require the same Rp. 20,000
plus Rp. 40,000 contribution for all workers who receive
monthly wages at or above the local minimum wage.
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This would allow labour inspectors to more easily
identify employers paying below the minimum wage
and avoid any evasion by manipulation of working
hours. An alternative to a national flat rate contribution
would be a provincial flat rate adjusted in line with the
provincial minimum wage. Under this arrangement the
rate would be reduced significantly in those 11
provinces with a minimum wage below Rp. 200,000
(see Annex 4).

The above arrangements, with flat rate contributions
collected from a working population with fluctuating
work patterns, probably rule out the minimum
contribution condition found in traditional defined-
benefit schemes. Provision would, therefore, have to
be made for a lump sum payment representing an
approximation of established contributory pensionable
employment to be paid on retirement.

Many informal sector part-time workers will be unable
pay contributions from earnings below the monthly
minimum wage for their province. Consideration
should be given to integrating the informal sector and
the self-employed to an extent in a national scheme.
This would require an element of redistribution or cross
subsidy which would require analysis to avoid obvious
inequity. One option would be to require all employers
employing part-time workers to pay a flat rate
contribution of Rp. 30,000 for each worker, irrespective
of the number of hours worked. If total hours of work
exceeded 35 or monthly wages exceeded the local
minimum wage a full combined contribution of Rp.
20,000 plus Rp. 40,000 would be payable. There would
need to be a lower earnings level below which a
monthly contribution was not payable but it would be
necessary for employers to list such exempt workers
on their monthly returns to Jamsostek for the purposes
of compliance control.

An alternative approach would be to develop a
universal, tax-financed pension scheme which did not
rely on contribution conditions. This could for example
provide for every person who had been resident in
Indonesia for 20 years to receive at age 60, a flat rate
pension of a prescribed amount based on a percentage
of the minimum wage, the subsistence level or average
earnings. A variation could exclude those who received
a public sector pension. This could provide the first
tier/safety net for a three-tier social security system
and thus be supplemented by a public defined benefit
social insurance system and by defined contribution
arrangements.

A Scheme for the Self-Employed
The self-employed, who numbered 19.4 million at the
time of the August 2000 Labour Force Survey, will be
engaged across both the formal and informal sectors
but are currently not liable for contributions. Experience
in other Asian countries is that when offered voluntary
participation in a social insurance scheme the number
of self-employed volunteers tends to be low. The
problem of adverse selection arises as a major
consideration only when a scheme offers incapacity
or disability benefits. If the self-employed were offered
participation in a retirement scheme, adverse selection
would not normally present difficulty. An option would
be to offer the self-employed voluntary participation
in a national scheme with the contribution level set at
the joint employee/employer rate or at a fixed lower
rate of perhaps Rp. 40,000. Due to fluctuations in
income an option would be to invite self-employed
workers to agree a provisional assessment of their
future income for the calculation of contributions liability
and make quarterly collections until actual profits could
be better assessed, perhaps at the end of each
accounting year, when an adjustment could be made.
Consideration could then be given in the future to the
extension of coverage on a compulsory basis to certain
categories of the self-employed such as those who
had employees, those who had an established place of
business, were registered tax payers or were otherwise
readily identifiable.

Pensions Administration
If the costs of a pension scheme are seen to be rising
there are several traditional means whereby these can
be controlled. Perhaps the greatest danger for any
scheme is that the income from workers contributions
will fall when pension costs are rising. In Indonesia a
current priority must be to increase the contribution
collection level well beyond its present level of
approximately 40%. While 40% compliance is an
embarrassing inconvenience in a defined contribution
scheme (where those who lose out are the individual
contributors), where the old age provisions are provided
by way of a social insurance system (with pooling of
risk and income redistribution between generations)
low compliance can be disastrous and will need to be
raised to at least 80% if meaningful benefits are to be
paid.  The problem of compliance is fully discussed
earlier in this Publication but in the context of this
Chapter it must be understood that without an
organization that can ensure the maximum compliance
by employers it is unlikely that any pension scheme
will provide the workforce with financial security in
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old age. It is equally essential for the social security
system to establish a national database for the recording
of contribution records or pension points.

The following are the more usual scheme modifications
that can be made to meet any fall in scheme income:

• Raising the upper earnings limit for contributions.

Scheme income will be increased immediately but
where pensions are earnings related the change will
tend to benefit higher paid workers who are better
able to retain their higher earnings into the later years
of employment and live longer on average than lower
paid workers. This regressive effect could be modified
by calculating pensions on the basis of career earnings
or limiting the maximum pension by reference to either
the national average wage or the average of the
provincial minimum wages.

• Raising the employee contribution rate.

The danger is that lower paid workers will be worst
affected and may be tempted to move out of the formal
sector to avoid payment. (See Annex 12 for one
estimate of the relative size of the formal and informal
sectors).

• Raising the employer contribution rate.

This change could reduce the competitiveness of those
employers who compete directly with foreign
enterprises with lower costs, and could in the longer-
term result in the loss of employment opportunities. It
was stressed by employer representatives at the ILO/
Depnakertrans workshops that many small employers
would find it extremely difficult at the present time to
increase their contributions beyond the present level
of 3.7% and that some larger employers in depressed
industries were currently unable to contemplate higher
labour costs.

• Reducing pension rates for higher paid workers.

This could be more acceptable to higher paid workers
if they were at the same time contributing to a second
pillar public or private pension scheme.

• Raising the pension age.

This is usually done by giving several years notice and
then phasing the change over a number of years so
that older workers are not forced to change their plans

for retirement. Annex 17 shows the increasing life
expectancy of workers who reach retirement age. This
increase will have a significant effect on future pension
costs. Participants at the ILO / Depnakertrans
provincial workshops made the point that while many
workers would prefer to have the right to remain in
their formal sector employment beyond age 55 there
was a feeling that any increase in the pension age would
be to the detriment of young people entering the labour
market who would find their job opportunities reduced.

• Exercising strict controls over disability pension
claims.

When a scheme provides for a disability pension there
will be the temptation for some workers to see claims
as a way to early retirement. If effective control
measures are not in place, the cost of such pensions
can escalate. Experience in other countries shows that
some employers may attempt to avoid paying higher
severance pay to older workers — by encouraging
them to claim a disability pension.

• Amalgamating public and civil service pension
schemes.

There will be advantages for any pension scheme in
extending the number of its contributors and civil
servants with above average lengths of insured
employment will add to the sustainability of any pay-
as-you-go scheme. It may be possible to provide civil
servants with a separate civil service superannuation
scheme and this is discussed below.

• Changing the method of indexation.

Pensions can be indexed by reference to prices or
wages, a combination of both or by an amount limited
by statute to what the government decides the economy
can afford in a particular year. One method may favour
pensioners at a particular time in the economic cycle
while at another time, for example, when wages are
rising faster than the prices used for indexation, the
same method could favour the contributors. If pensions
are calculated by reference to earnings or national
wage levels it might be seen as appropriate to index
pensions using recent changes in wages. Over a period
of years wage increases usually reflect both price
changes and increases in productivity.
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The Civil Service Pension Scheme Run
by PT Taspen.

Tabungan dan Asuransi Pegawai Negeri (PT
TASPEN) is a State-owned enterprise or Persero that
runs a form of social insurance scheme for civil
servants. The 2001 State budget allocated Rp.40 trillion
towards the cost of current civil service pensions. This
figure represents 75% of annual pension expenditure
while the balance of 25% is met from earnings related
contributions of 4.75%.  The average monthly pension
is Rp.800,000 representing 80% of final earnings.  The
term “civil servants” includes all 4,020,000 permanent
employees of both central and provincial government
plus some State-Owned Corporations. Many civil
servants pay an additional 3.25% of salary as an
insurance premium that provides them with a lump-
sum on retirement of 55% of final month’s salary for
each year of service plus death and survivors benefits.
Pensions are indexed in line with salary increases in
the government service. All pension rights are lost if a
civil servant leaves the service before the retirement
age of 56, or is dismissed for any reason. After
retirement the pension is withdrawn from those
convicted of a criminal offence. A full pension is
payable on loss of employment due to permanent
disability. Survivors receive 60% of the pension due to
the deceased and additions are paid for dependent
children.

TASPEN pays 1,778,054 pensions and accepts claims
and provides a service to pensioners and contributors
through its Head Office, 7 regional offices and 38
branch offices. It employs 2,195 staff.

Discussions are continuing in government on how to
reform the civil service pension scheme and reduce
the government’s financial commitments. The scheme
suffers from inadequate contribution levels, below
market level investment returns, higher than average
administrative costs and demographic change that has
increased the number of pensioners relative to the civil
service complement. A current civil service pensioner
is supported in terms of pension contributions by 2.6
working civil servants so with pensions based on final
earnings the scheme contribution rate in the absence
of government subsidy would need to be in the region
of 40%, a totally unrealistic level. The civil service is
not reducing in size and it has been suggested that
existing pensions should be financed entirely from the
State budget while current civil servants continue in
the present scheme and all new entrants join a reformed
scheme. The reformed scheme would require monthly

contributions from both employer and employee and
be self-financing. If these reforms are adopted the
change would appear to provide the option for civil
servants to join a public pension system with a civil
service funded scheme providing a second pension.

When a national social insurance scheme is introduced
that extends into the informal sector it will necessary
to increase the staff complement of the social security
institution beyond the current Jamsostek complement
and add to the network of branch offices. If the civil
service were to have its own occupational pension
scheme and at the same time be liable for contributions
to the mandatory part of a reformed State pension
scheme there would be an option for Jamsostek to
take control of the TASPEN network of branch offices
to produce a national network with staff that had a
background of pensions work. This would represent a
significant saving over the costs of establishing new
branch offices and recruiting and training new staff.
TASPEN is currently responsible for the service
pensions of ex-servicemen above a certain age. There
would appear to be an option of transferring all
government pension schemes, service and civil, to a
central pensions office if a decision is made to require
all citizens to contribute to a reformed State pension
scheme. The organisation and arrangements for the
payment of military pensions has not formed part of
this study but it is assumed that further staff savings
could accrue from amalgamation in this area.

Employer Based and Financial
Institution Pension Plans
There are currently less than 400 employers who use
approved employer pension plans administered by
trustees. This represents only a small percentage of
companies making up the formal sector and a minute
fraction of the 2 million employers in Indonesia.
Financial institutions offer pension plans to the self-
employed and to companies without an approved
employer based scheme. Both types of pension plan
tend to be defined benefit schemes with pension
entitlement based on the insured person’s final month’s
salary. In the time available to the ILO consultant it
was not possible to examine investment practice or
the performance of private pension companies but
anecdotal evidence is that performance is variable. The
government’s current policy is to allow full competition
with effective supervision of the financial markets. An
optional provision in a mandatory second tier pension
scheme (see above) is to allow employers to offer
workers who wish to opt-out of the State scheme an
alternative scheme with an approved pension company
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that is prepared to provide a pension at least as
beneficial to the recipient as the government scheme.
However, such a provision tends to reduce the size of
the risk pool, weakening the State scheme (as has been
the case with the opt-out clause in the Jamsostek
medical care component). Such a provision is not,
therefore, recommended for Indonesia.

Approval of these voluntary, third tier schemes may
be subject to the requirement that each pension
company limits its charges within the maximum set by
government regulation. At present investment fund
managers are required to invest exclusively in the
Indonesian financial markets. Other countries have
found that this restriction, while apparently
advantageous for developing the national financial
infrastructure in the short-term might be described as
a policy of putting all one’s eggs in one basket as it
renders funds vulnerable to falls in the national stock
market, changes in the rate of exchange or devaluation
of the currency. An option is to allow perhaps a 10%
investment in foreign securities with a gradual increase
to a maximum of 40% when pension funds form a
major part of national investment. The local annuities
market is said to be still immature. An option would be
to allow approved foreign companies to compete in
this market in order to provide workers with the best
possible income in retirement.

Preparation for a New Pension
Scheme
The view was expressed by several participants at
the ILO / Depnakertrans workshops that both workers
and employers were generally ill-informed about the
Jamsostek pensions and benefits schemes. There has
been only limited social dialogue on social security
issues and a general lack of awareness about social
security concepts. When employer and worker
representatives were asked how they saw the priorities
for reform of the current social insurance scheme the
employers tended to place work-injury and health
insurance before pensions reform while the trade
unions felt that existing benefits and pensions had equal
importance and that all rates required improvement
with pensions paid monthly for the whole of a
pensioner’s life. It was a general complaint that the
government took a profit from Jamsostek funds and
there was general approval for oversight by a tripartite
board that was seen as an essential if there is to be
more open and transparent management of Jamsostek.

There is a need to encourage greater involvement of
senior policy-makers and to educate social partners

on social security principles and options for developing
social protection. Before the new scheme is launched
it will be essential to prepare a communications strategy
that can ensure that employers, contributors and
pensioners are aware of the advantages of the scheme
and the obligations of the various stakeholders. Such a
strategy usually calls for television and radio
advertising, for posters that can be displayed in, for
example, post offices, and for a series of leaflets on
the various benefits and pensions that can be made
available to the public in Jamsostek local offices and
perhaps local government offices. Such a media
campaign is envisaged in a possible 2nd Phase technical
assistance project the outline of which has been drafted
by the ILO. In addition there will be a need for an
employer’s guide that can be distributed to all
participating employers. This can explain the
responsibilities of employers and the procedures they
need to follow. Immediately before a new social
insurance scheme starts it is usual for the responsible
government agency to arrange local meetings of
employers, trade unions and other interested parties to
explain the finer points of the scheme and answer
questions about the start-up procedures. Given the
present poor public perception of Jamsostek; many
workers are said by their employers to refuse to
contribute to the Jamsostek pension scheme, it will be
an option for government to change the name of the
organization to signal the changes introduced by the
reformed scheme. This is a common practice in many
countries at the time of social insurance reform.
However, at present a potential change is being
signalled to members by referring to the institution after
the change of status to a trust fund as Jamsostek Baru
(New Jamsostek).

Although this Chapter provides an outline of the a
possible pension scheme for Indonesia and later
suggests a possible formula for this, it is clear that the
country is at a very early stage of planning and a long
way from reaching an informed consensus about the
detail of the preferred scheme. Further work needs to
be done to establish the real social insurance aspirations
of the workforce, both formal and informal and the
monthly premiums they can afford to contribute to a
national scheme. It is also clear that there has been
only limited social dialogue on social security issues

It is suggested that the first step should be an
information gathering exercise to solicit views from a
wide cross section of the workforce. The answers could
vary significantly as between provinces given the
different stages of development and could point to the
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option of designing a national scheme with slight
variations to meet provincial needs. When a decision
has been made on the national system it would seem
politic to conduct several pilot exercises to test its
administration. Such pilots could cover the recording
of all employers in an area, the recording of individual
employees, the establishment and training of a team
of compliance inspectors and the feasibility of local
schemes with reduced rates of contribution for the low
paid and possibly part-time workers. Schemes to meet
the special needs of the self-employed will be another
option but it is generally an advantage if the self-
employed contribute to a universal scheme covering
as large a part of the workforce as possible. The
successful results from such pilots could then be applied
in larger geographical areas until they were operating
in two or three provinces. Only at that stage, when
operating systems were seen to work well at a cost
that a national system could afford, would it be time to
extend the scheme to become a national social
insurance scheme.

Conclusions
From the limited contact made by the ILO Project Team
directly with individual workers during the study it was
found that Indonesian workers say they would like a
pension scheme that will provide an adequate income
in retirement. The above options for pension schemes
give scope to those designing a future national social
system to meet these aspirations of the national
workforce. There are a number of key factors that
guide recommendations on an appropriate structure
for a pension system for the private sector in Indonesia
including:

• Provident fund balances withdrawn whenever
possible;

• Short-term perspective of social protection needs;
• Low incomes and expectations among workers;
• Low participation rate and non-compliance among

both employers and their workers;
• Poor public perception of the private social security

system and the institution administering it (PT
Jamsostek);

• Lack of awareness of social security principles;
• Limited administrative capacity — in particular, the

ineffective enforcement procedures and lack of
capacity to pay periodic benefits;

• Undeveloped private pensions and insurance sector;
• Weak capital markets;
• Public sector pension schemes are well established

but are underfinanced;

• The public sector scheme does not have portable
benefits and this  discourage labour mobility; and

• Restructuring is necessary.

It is evident from the high number of lump sum
withdrawals from the Jamsostek provident fund (see
Annex 14) that the fund is not being used to provide
security to its members in old age  in that benefit is not
being provided  by way of a periodic pension that is
indexed as a protection against inflation. Instead, the
provident fund is acting as a substitute for a basic
unemployment benefit scheme in that the vast majority
of the premature withdrawals are by those workers
who have lost employment before reaching retirement
age.

Even without the provision to withdraw lump sums
before pension age, there is an underlying preference
for the short-term benefit of a lump sum against the
alternative (de jure if not de facto) of a periodic
pension over a period of five years.

The low national average income means that
contribution income is low and there is resistance to
any increase that might fund a higher level of benefit.
In the wake of an economic crisis employers are also
reluctant to pay more or increase their labour costs.
With the scheme being essentially an individual savings
scheme with a direct relationship between the
contributions paid and the lump sum entitlement,
expectations are low.
The present coverage of the Jamsostek old age benefit
scheme is only around 10% of the workforce. This is
partly due to the legislation not having been extended
to cover the whole of the private sector but also due to
widespread non-compliance. This non-compliance
includes employers who should be covered (given that
they employ 10 or more workers or have a payroll of
Rp.1 million a month or more) and also employers who
pay contributions in respect of fewer than their total
labour force and on lower than actual wages paid. Low
pay levels tend to discourage workers from complaining
to Jamsostek about low deductions from their pay-
packets.

The poor public perception of Jamsostek is partly due
to poor service in the past, allegations of corruption
and also to a low rate of return on investments that
has been substantially below market rates and inflation.
This has give rise to a negative rate of accumulation
over a number of years, although the situation has
improved. The low esteem has in turn made compliance
more difficult and even to worker-pressure to withdraw
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29 Chapter 10 and Report to the Government of the financing and investment of Jamsostek 2002.

from membership. In such an environment of suspicion
a ‘take-your-money-and-run’ concept is
understandable.
Social security principles are not widely known in
Indonesia and, in particular, the social insurance
principle of shared risk. While there may be suspicion
of income transference from richer to less well paid, it
is hoped that pooling of risk and income transfer
between generations will be more readily accepted.

Jamsostek’s administrative capacity, though limited, can
be improved and the institution has not benefited from
the policy and operational control being with the
Department of Manpower and the financial control by
the Ministry of Finance. No national pension scheme
can be administered without an effective system for
the collection of workers’ contributions. The present
arrangement with its division of responsibility between
Jamsostek and the Labour Inspectorate shows very
poor returns and needs a major review aimed at the
creation of adequately complemented teams of well
trained inspectors in every area of the country. It would
be very difficult to record pension records without a
modern computerized system with a national database.
Both these reforms will require the investment of capital
and the training of those staff without the necessary
skills. The management of a reformed system will call
for new management skills, methods and techniques
that can only be acquired after a comprehensive
programme of training. New management and
financial information systems need to be created to
provide managers with reliable statistics and other
information. These changes will involve long-term
projects and it cannot be realistically expected that all
systems will be in place for several years. The
important and urgent question for Indonesia is how
and when to start the process of reform. (See also
recommendations on compliance and on human
resource development in Part I of this Publication).

There are presently only around 400 employers
operating private or occupational schemes in Indonesia
(as mentioned above) and while it would be detrimental
to the development of any planned social insurance
pension scheme to permit opting (or contracting) out
of the national scheme, there should be provision for
properly regulated, private pension plans to operate in
a voluntary, third tier for any employers or individuals
who wished to supplement eventual pensions
entitlement for their workers or for themselves by
purchasing additional pension rights. Experience in

many countries indicates that the existence of a national
pension scheme actually generates interest in
supplementary provision as individuals and groups are
stimulated to think about proper provision for old age.
The same trend applies also to other private insurance
and it would thus be anticipated that the development
of social health insurance would generate interest in
supplementary, private provision. But, in order to leave
room for this development of the private market, it
follows that the level of contribution to the national
compulsory scheme should not be too high.

With advance funding of social insurance schemes
account needs to be taken of the strength of the capital
market available for the investment of social insurance
funds derived from contributions. The actuarial report29

suggests that the capital market in Indonesia is not
capable of providing sufficient investment instruments
for risk diversification and that provision might be made
for some investments to be placed overseas.

The terms of reference for the ILO pension study did
not require options to be considered for development
of the public sector pension schemes. However, there
are believed to be potential funding problems building
up for these schemes and, in the meantime there may
be advantages in  considering the possible
harmonization of the pension provisions in case a future
option might be to develop a unified national pension
scheme covering the public as well as the private
sector. There would, of course be benefits to such a
course of action, including the portability of pension
entitlement for workers moving between the public and
private sectors, leading to greater mobility in the
workforce and a greater sense of solidarity. In the
meantime provisional arrangements for such portability
should be considered.

The above considerations lead to the conclusion that
the development of a national social insurance pension
scheme for Indonesia should be a phased process over
a number of years. This would enable the capacity of
Jamsostek to be built up together with a widening of
the appreciation of the concepts. Thus initially a modest,
simple scheme should be devised that covers as many
workers as possible, costed and promoted to illustrate
the impact on social protection and to assess the level
of consensus.

In its Report, the ILO recommended a defined benefit
scheme, which would provide a predictable benefit,
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taking advantage of pooling principles of social
insurance and providing reasonable levels of benefit
— on retirement, for invalidity or death — within a
few years of the schemes inception.

The amount of pension payable in defined benefit
schemes is usually related to the length of insurance
and earnings-related pensions are also usually based
additionally on the average reference earnings. Most
schemes also stipulate a prescribed band width
(between a minimum pension and a benefit ‘ceiling’)
within which pensions are payable. In Indonesia it is
tempting to relate this band width to the national
minimum wage. However, it is understood that the
minimum wage is related to a periodic calculation of
‘minimum living needs’ Kebutuhan Hidup Minimum
(KHM) and that this relationship is under review. The
reasons for this include consideration of the view that
a ‘national minimum wage’ should be related to an
entry wage — the level of earnings for school leavers
or persons entering employment for the first time —
not  to a living wage for those who have family
responsibilities as bread-winners.  Thus it would be
preferable to use the national average wage as a
reference point for determining minimum and maximum
pensions payable to any particular claimant. However,
reference to the ‘minimum wage’ might still be
necessary when prescribing the contribution liability
and reference to KHM might be necessary should any
future social assistance scheme be planned that would
require comparison with basic living or subsistence
standards.

The elements of a defined benefit scheme for Indonesia
could, therefore, be:—

• Coverage:

! All workers except those covered by TASPEN
or ASABRI;

! Possibly also self-employed persons with a place
of business, having employees, or following a
prescribed occupation.

Alternatively consideration could be given to including
the self-employed on a voluntary basis or compulsorily
in a later stage, since enforcement of liability for this
group is potentially problematical.

• Contribution liability:

! The current level of contribution (5.7% +0.3%)
could be applied initially to pay for the new scheme,

thus all workers with earnings above the minimum
wage (and prescribed self-employed persons)
would pay earnings-related contributions (on
prescribed insurable gross earnings) of 6% (4%
for employers & 2% for workers – 6% for self-
employed). The contribution rate will be reviewed
regularly in order to ensure the long-term financial
equilibrium;

! There could be a contribution ceiling of Rp.2m (to
be reviewed in the light of increases in wages
indices over time; and

! Part-time workers and workers earning at or
below the minimum wage could be covered by a
flat-rate contribution of Rp.40,000 (Rp.20,000
payable by the worker and Rp.20,000 by the
employer – Rp.40,000 payable by low-paid self-
employed persons) with the employer paying an
additional sum of  Rp.20,000 for every full-time
worker as a subsidy to the scheme.

• Pension age:

! The recommended age for entitlement to old age
pension is 60 years with no retirement condition;
or

! Age 55 – 60 years subject to retirement from
employment with earnings at or above the level
of 60% of the minimum wage (or a lower
percentage of the national average wage).

• Qualifying conditions:

! Contributions would need to be paid or credited
(see Paragraph 9.14) for 180 months (15 years)
with at least 120 contributions actually paid;

! 180 months active membership would give rise to
a pension of 25% of average insurable earnings;

! Each additional month might give rise to an
additional 1%;

! Minimum pension would be 60% of the minimum
wage (or a lower percentage of the national
average wage);

! ‘Average insurable earnings’ would relate to
earnings over the period of insured membership,
increased by reference to a national average
earnings index. Alternatively the average could
be based on final 3 years’ earnings;

! A benefit ceiling based on 3 times average
earnings (i.e. currently Rp.1.5m);

! Special qualifying conditions could apply to
provident fund members who decide, within a
prescribed period, to convert their provident fund
accounts wholly or partially into months of
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pensionable employment. The divisor should equal
the average monthly contribution paid by the
insured person in the last year of provident fund
membership; and

! Insured persons unable to qualify for a pension,
even with the conversion of their provident fund
membership, may be entitled to special credits if
they would not be able to satisfy the 180 months
qualifying test.  Alternatively there could be
provision for a lump sum grant to be payable.

• Invalidity pension:

An invalidity pension would be payable to members
who are rendered permanently and totally incapable
of work prior to reaching minimum retirement age
subject to:

! A qualifying period of 60 months insurable
employment, including at least 36 contributions
actually paid and at least 12 contributions having
been paid in the 24 months immediately preceding
the commencement of invalidity;

! There could be credits (see Paragraph 9.14)
awarded in respect of temporary incapacity or
child care;

! Invalidity pension would be payable until age 60
or earlier death or cessation of disability; and

! A full retirement pension would be payable at
pension age based on 60 months qualification with
additional amounts based on 0.75 month for each
month between the date of onset of invalidity and
reaching 60 years of age.

• Survivors’ pensions:
! Survivors’ pension would be payable in respect of

prescribed family members who were wholly or
mainly dependent on the deceased at the time of
his or her death in accordance with a prescribed
priority of dependency for example:

* Widow (or widower) 60% of the deceased’s age
pension; and

* 10% for each child up to school leaving age, or
marriage.

Under the defined benefit social insurance scheme,
unlike the Provident Fund, the benefit provision is
explicitly stipulated in terms of the qualifying conditions
and the pension formula. Under this option, if the
qualifying condition for the receipt of a pension is met,
the amount of pension is calculated as a certain
percentage (called the benefit rate) of the reference
salary. The benefit rate depends on the number of
years of contributions. For a worker with 30 years of
contributions, the formula produces 40 % of benefit
rate, which would meet the standards regarded as
reasonable in an international context, as set out in the
International Labour Convention No. 102 concerning
Minimum Standards of Social Security. If the pension
thus calculated falls below the minimum pension which
is set at 60 per cent of the minimum wage of the current
year, then the amount is increased to the minimum
pension. The following table shows the expected
benefit by different salary levels and contribution
periods.

Figure 54 Table of Estimated Benefits under the Defined-Benefit Option in 2001 Prices

(i) Workers with average wage (lifetime indexed average earnings are Rp.500,000  per month)

Years of contribution Benefit rate Pension amount per month
10 not eligible (cash lump sum only)
15 25% (30%*) Rp. 150,000 guaranteed minimum(*)
20 30% Rp. 150,000
25 35% Rp. 175,000
30 40% Rp. 200,000

(ii) Minimum wage earners (lifetime indexed average earnings are Rp.250,000 per month)

YEARS OF CONTRIBUTION BENEFIT RATE PENSION AMOUNT PER MONTH
10 not eligible (cash lump sum only)
15 25% (60%*) Rp. 150,000 guaranteed minimum(*)
20 30% (60%*) Rp. 150,000 guaranteed minimum(*)
25 35% (60%*) Rp. 150,000 guaranteed minimum(*)
30 40% (60%*) Rp. 150,000 guaranteed minimum(*)
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The minimum pension of Rp. 150,000 per month is
provided to workers who have been contributing
members for 15 or more years. The percentage in
brackets shows the benefit rates of the minimum
pension. In the case of average wage earners with 15
years contribution period, applying the pension formula
would produce Rp. 125,000, which is lower than the
minimum pension. Therefore, the pension is increased
to Rp. 150,000.

Given the low level of the reported contributory salary,
the proposed pension formula would not provide an
amount significantly higher than the minimum pension.
In particular, it is seen that for minimum wage earners,
the pension formula always produces lower benefit
rates than the minimum pension. Therefore, it is
anticipated that a large number of pensioners would
receive the minimum pension. Hence, the proposed
design is de facto similar to a flat-rate pension with a
small increment for long service or high contributions.
In the absence of enforcement of inspection of the
contribution base, such a design will invite a disincentive
effect and may raise a further concern of compliance
deterioration. If the inspection of the contributory
salary remains lax, the most rational behaviour of a
worker is to pay contributions for only the qualifying
period (10 years) at the minimum wage.

The contribution rate that ensures the long-term
financial viability of the proposed scheme should be
determined in an actuarial assessment.  In the absence
of reliable data, a full-scale actuarial assessment is
difficult to carry out. Nevertheless, ILO attempted to

make the following crude evaluation based on a steady
state analysis using the total population data. Let us
consider the pay-as-you-go (PAYG) cost rate, which
is defined as the expenditure expressed as a
percentage of the total contributory wage. This is
regarded as the contribution rate needed for payment
of expenditure in the current year if costs were to be
financed solely from the current contribution income.
The PAYG cost rate is further expressed as a product
of two factors. The first factor is “the demographic
dependency ratio”, defined by the number of pensioners
as a percentage of the covered population; and, the
second factor is “the average replacement ratio”,
defined by the average pension as a percentage of the
average contributory earnings. According to the
population projection result (intermediate scenario), the
demographic dependency ratio of the total population
(pension age 60 years) is expected to be 29.1% in
2030, 47.3% in 2050 and 51.3% in 2070. Taking a 30%
of benefit rate as a rough proxy for the average
replacement ratio and assuming that the cost of
invalidity and survivors’ pensions are around 20 percent
of the old-age pensions cost, the estimated PAYG cost
rate would be 10.5% in 2030, 17.0% in 2050 and 18.5%
in 2070. (These are net rates for benefit payment. In
practice, administrative expenses should be added.)
These preliminary results suggest that the current
contribution rate of 6% would probably not sufficient
for ensuring the prescribed benefits, although the final
analysis needs to take into account the level of advance
funding and the development paths of  income and
expenditure in the long run.
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CHAPTER 12 EMPLOYMENT INJURY & DEATH BENEFITS

Executive Summary

Background

The employment injury benefit scheme was put into
place by Act No. 2 of January 1951. The original Act
was replaced by the Accident Act, No. 33 of 1974
and was gazetted to apply to the whole of Indonesia.
The scheme to provide protection for employment
accidents was based on the principle of individual
employer’s liability. Later, attempts were made to
improve the protection provided through the
Government Regulation No. 33 of 1977 known as the
Employee’s Social Insurance State Gazette 1977 No.
54 and a Supplementary State Gazette No.3112. This
law changed the employer’s liability principle and
introduced protection through social insurance. The
administration of the coverage was assigned to a
Government agency known as Perum ASTEK
(Asuransi Sosial Tenaga Kerja).

These developments over three decades mark attempts
by the Government to review the available protection
with a view to improving it and make it more relevant
to the times and the needs of the workers. At the time
of these changes the Government recognized that the
measures had not provided comprehensive social
security protection to workers and existing schemes
did not meet their needs. The above-mentioned Laws
limited the scope of protection to accidents at work
while the responsibility to provide this coverage was
placed on the employer. Employers were required to
make good all the payments due either from their own
resources or through the purchase of an insurance
policy to cover the liability.

Developments in social security protection advanced
with the introduction of the Employees’ Social Security
Act No 3 of 1992. The Government established a public
limited liability company   PT Jamsostek (Jaminan
Sosial Tenaga Kerja - Social Security for the
Workforce), to implement the provisions of the Act.

The scope of benefits provided by this Act is: 
• Employment Accident Benefits (including benefits

for Occupational Diseases;
• Old Age;
• Death; and
• Health Care Benefits.

The provisions of the Act apply to employers with ten
or more employees or with a monthly wage bill of
Rp1,000,000.00 or more.

An ILO study, TSSI Indonesian Social Security in 1993,
noted that 
“There are several deficiencies with regard to
protection in respect of employment injury and
recommended:

That legislation is enacted to provide for the
payment of benefits by way of a periodic payment
in respect of disablement where the degree of
disablement is 30% or more and in the case of
death;

There is considerable anecdotal evidence
supported by inference from statistics that
employment accidents are under reported and that
claims are not being made in respect of entitlement.
This requires increased publicity focused on both
the employer and worker to ensure that obligations
and rights are known and it also requires
supporting emphasis by those responsible for the
enforcement of the provisions (the labour
inspectorate);

It is recommended that priority be given to
extending coverage against employment injury
under the employment injury scheme to all
employees including home workers.”

These recommendations were not implemented. As a
result of this, the protection provided at present is limited
to a small proportion of the labour force while benefits
have become irrelevant to the needs of the injured
employees and their dependants. The public view is
that Jamsostek is a private company that makes profits
for the government and they have lost confidence in
Jamsostek’s ability to provide protection. There is also
misinformation about coverage, benefits and liability
under the Act. There is no transparency in financial
administration and the lack of publicity has eroded
employer and employee confidence in Jamsostek.
Jamsostek’s administration over the years has
concentrated on the financial aspects rather then social
protection and in its search for profits has extended
coverage to certain groups charging them high premium
rates for coverage of employment accidents.
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The Terms of Reference for the ILO Study of the
Feasibility of Improvements of Benefits in
respect of Employment Injury and Death in the
present project were 

• Undertake a financial assessment of the existing
scheme and the basis on which contribution rates
are determined;

• Undertake consultations with employers and workers
organisations and Jamsostek staff to determine the
experience in the operation of the scheme;

• Design a revised benefit and contribution structure
to address existing weaknesses;

• On the basis of the actuarial analysis conducted as
part of the social budget exercise advise on different
design options including whether the scheme should
be financed on a uniform rate of contribution or a
variable rate with modification;

• Identify and analyse the administrative implications
of the reform.

Funding profile
The JKK scheme is funded entirely by contributions
from employers. Employers pay differential rates of
contribution according to five occupational groups. The
rate of contribution for industries in Group 1 is 0.24%,
while the rate for Group 2 is 0.54%, Group 3 is 0.89%,
Group 4 is 1.27% and Group 5 is 1.74%. Jamsostek
also covers other groups of workers who are
independent contractors in the construction sector, the
transport sector, harbour workers and migrant workers
through employment agencies. These groups are
charged different rates of contribution and in the case
of the construction industry it is 1.74% of the value of
the contract. The method of determining the rate of
contribution for each group is not clear, although the
occupational groups appear to have been drawn up
according to an arbitrary assessment of risk. The
collection system is considered to be unnecessarily
costly to administer and would benefit from
simplification   such as a change to a unified rate of
contribution.

The JKK scheme statistics show that contributions
collected considerably exceed benefit outgo. The ratio
of benefit payments to collections has declined steadily
from 53.95% in 1994 to 42.29% in the year 2000. This
is partially due to the inadequacy of the level of benefit
paid but also to the low level of claims which is
considerably less than could be expected. This low

incidence of reported accidents and claims is believed
to be a combination of low awareness of the availability
of employment injury benefits and employers’
reluctance to report accidents in case their contribution
liability is increased.

Consultations with workers and employers
A number of employers, in particular those representing
oil exploration and exploitation concerns, expressed
dissatisfaction with the contribution structure and felt
that there was inadequate recognition of employers
who introduced good health and safety practises or
maintain low accident records   by way of reduction
in liability or movement to a lower risk group.  Not
surprisingly, workers’ representatives considered that
the level of benefit provision was inadequate.

Proposals for improvement
The ILO Report weighed the advantages of the
different contribution systems to support employment
injury schemes and recommended a unified contribution
system. A number of recommendations are also made
concerning possible improvements in the method of
payment of benefits, especially the introduction of
periodic payment of benefit throughout the contingency
for the long-term disabled or for the survivors of
persons who die as a result of an employment injury
or disease.

Comment was also made in the Report regarding:

• The scope of coverage of occupational diseases
under the present employment injury scheme being
restricted, due to the list of diseases not being updated
to reflect the developments in this field.

• The scope of commuting accidents needing to be
reviewed with a view to extending it to other work-
related journeys.

• Artificial aids or prosthetics being provided only once
with no provision for replacement or repair.

• The need for extension of coverage to enterprises
employing one or more employees.

• The need for enhancement of medical care for the
injured and improvement in provision for vocational
and physical rehabilitation.

• The need for the provisions for Death Benefit to be
changed to provide survivor’s pension to the primary
dependants of the employee or in their absence the
secondary dependants.
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Bab 12. Jaminan Kecelakaan Kerja
Dan Jaminan Kematian

Rangkuman Eksekutif

Latarbelakang

Skema jaminan kecelakaan kerja diperkenalkan melalui
UU No. 2 pada bulan Januari 1951. Undang-undang
asli tersebut digantikan oleh UU Kecelakaan No. 33
Tahun 1974 dan dimasukkan ke dalam berita negara
untuk diberlakukan di seluruh Indonesia. Skema untuk
memberikan perlindungan bagi kecelakaan kerja
didasarkan pada prinsip kewajiban pengusaha secara
perorangan untuk memberikan jaminan kecelakaan
kerja kepada pekerja. Kemudian dilakukan upaya-
upaya untuk memperbaiki perlindungan yang diberikan
melalui Peraturan Pemerintah No. 33 Tahun 1977 yang
dikenal dengan Lembar Negara No. 54 Tahun 1977
mengenai Asuransi Sosial Tenaga Kerja beserta
Tambahan Lembar Negara No. 3112. Undang-undang
ini mengubah prinsip kewajiban pengusaha untuk
memberikan jaminan kecelakaan kerja dan
memperkenalkan perlindungan kecelakaan kerja
melalui asuransi sosial. Administrasi kepesertaannya
diserahkan kepada suatu instansi pemerintah yang
dikenal dengan nama Perum ASTEK (Asuransi Sosial
Tenaga Kerja).

Perkembangan-perkembangan yang berlangsung
selama tiga dasawarsa ini menandai upaya pemerintah
untuk meninjau ulang perlindungan yang ada dengan
maksud untuk memperbaikinya dan membuatnya lebih
relevan dengan perkembangan jaman dan kebutuhan
pekerja. Saat berlangsungnya perubahan-perubahan
tersebut, Pemerintah mengakui bahwa langkah-langkah
yang dilakukan tidak memberikan perlindungan jaminan
sosial secara meluas kepada pekerja dan skema-skema
yang ada sekarang tidak memenuhi kebutuhan mereka.
Undang-undang yang disebut di atas membatasi ruang
lingkup perlindungan pada kecelakaan di tempat kerja
sedangkan tanggung jawab untuk memberikan
perlindungan terhadap kecelakaan di tempat kerja ini
dibebankan kepada pengusaha, yang diwajibkan untuk
melakukan semua pembayaran baik dari sumber dana
mereka sendiri maupun dengan membeli polis asuransi
untuk memenuhi kewajiban memberikan jaminan
kecelakaan kerja kepada karyawannya.

Perkembangan-perkembangan dalam perlindungan
jaminan sosial terus berlanjut dengan diperkenalkannya

UU No. 3 Tahun 1992 mengenai Jaminan Sosial Tenaga
Kerja. Pemerintah membentuk suatu perusahaan
perseroan terbatas publik – PT Jamsostek (Jaminan
Sosial Tenaga Kerja) – untuk mengimplementasikan
ketentuan-ketentuan UU No. 3 Tahun 1992 tersebut.

Ruang lingkup manfaat yang diberikan oleh UU ini
adalah:
• Jaminan Kecelakaan Kerja (termasuk jaminan untuk

penyakit akibat kerja);
• Jaminan Hari Tua;
• Jaminan Kematian; dan
• Jaminan Pemeliharaan Kesehatan.
Ketentuan-ketentuan UU tersebut berlaku untuk
pengusaha yang mempekerjakan sedikit-dikitnya 10
orang atau membayar upah sekurang-kurangnya Rp1
juta.

Suatu studi ILO, Jaminan Sosial Indonesia TSSI dalam
tahun 1993, menyebutkan bahwa:

“Sehubungan dengan perlindungan terhadap
kecelakaan kerja dijumpai adanya beberapa
kekurangan dan karena itu direkomendasikan:

Supaya diberlakukan undang-undang yang
memberikan pembayaran manfaat secara periodik
dalam hal terjadinya cacat bilamana tingkat cacat
mencapai 30% atau lebih dan dalam hal terjadinya
kematian;

Terdapat banyak bukti anekdot, yang tersirat dari
data-data statistik yang ada, bahwa jumlah
kecelakaan kerja yang dilaporkan lebih rendah
dari jumlah kecelakaan kerja yang sesungguhnya
terjadi dan bahwa tuntutan untuk memperoleh
jaminan kecelakaan kerja tidak diajukan
meskipun ada hak untuk itu. Karena itu publisitas
mengenai jaminan kecelakaan kerja perlu
digalakkan, dan hendaknya difokuskan pada
pengusaha dan pekerja guna memastikan
disadarinya apa yang menjadi kewajiban dan hak
masing-masing; di mana untuk itu juga diperlukan
penekanan dengan dukungan dari mereka yang
bertanggung jawab atas penegakan ketentuan
(yaitu inspektorat ketenagakerjaan);

Di samping itu, upaya memperluas cakupan
kepesertaan skema jaminan kecelakaan kerja
untuk menjangkau semua tenaga kerja, termasuk
pekerja rumahan, hendaknya diprioritaskan.”
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Rekomendasi-rekomendasi tersebut di atas tidak
dilaksanakan. Akibatnya, perlindungan yang diberikan
saat ini terbatas pada proporsi tenaga kerja yang relatif
kecil sedangkan manfaat yang disediakan menjadi tidak
relevan dengan kebutuhan pekerja yang mengalami
kecelakaan kerja dan tanggungan mereka. Masyarakat
umum berpendapat bahwa Jamsostek merupakan
perusahaan swasta yang mencari laba untuk
pemerintah dan masyarakat telah kehilangan
kepercayaan pada kemampuan Jamsostek
memberikan perlindungan. Di samping itu juga terjadi
kesalahan informasi mengenai cakupan kepesertaan,
manfaat dan kewajiban menurut undang-undang. Tidak
ada transparansi (keterbukaan) dalam administrasi
keuangan dan tidak adanya publisitas menyebabkan
terkikisnya kepercayaan pengusaha dan pekerja pada
Jamsostek. Administrasi Jamsostek selama bertahun-
tahun terkonsentrasi lebih pada aspek keuangan
daripada perlindungan sosial dan dalam upaya mencari
laba, Jamsostek telah memperluas cakupan
kepesertaan ke kelompok-kelompok tertentu dengan
membebankan tingkat premi yang tinggi untuk
perlindungan kecelakaan kerja.

Batasan (Terms of Reference) Studi ILO mengenai
Kelayakan Perbaikan Manfaat sehubungan
dengan Kecelakaan Kerja dan Kematian dalam
proyek yang sekarang ini adalah:
• Melakukan penilaian keuangan terhadap skema yang

ada sekarang dan berdasarkan tingkat iuran yang
ditetapkan;

• Melakukan konsultasi dengan organisasi pengusaha
dan pekerja serta staf Jamsostek untuk menetapkan
pengalaman dalam pengoperasian skema;

• Merancang struktur manfaat dan iuran yang sudah
diubah untuk memperbaiki kelemahan-kelemahan
yang ada sekarang;

• Berdasarkan analisa aktuaria yag dilakukan sebagai
bagian dari upaya penyusunan anggaran sosial,
memberikan nasihat mengenai berbagai pilihan
rancangan, termasuk apakah skema tersebut
hendaknya dibiayai berdasarkan suatu tingkat iuran
yang seragam atau tingkat yang beragam dengan
modifikasi;

• Mengidentifikasi dan menganalisa implikasi-implikasi
administratif dari reformasi (perombakan) yang
dilakukan.

Profil pendanaan

Skema JKK didanai seluruhnya dari iuran yang
dibayarkan pengusaha. Pengusaha membayar tingkat
iuran yang berbeda-berbeda menurut lima kelompok

industri. Tingkat iuran untuk industri yang termasuk
dalam Kelompok I adalah 0,24%, sedangkan tingkat
iuran untuk industri Kelompok 2 adalah 0,54%, untuk
industri Kelompok 3 adalah 0,89%, untuk industri
Kelompok 4 adalah 1,27%, dan untuk industri Kelompok
5 adalah 1,74%. Jamsostek juga mencakup kelompok
pekerja lain yang merupakan kontraktor independen
di sektor konstruksi, sektor transportasi, buruh
pelabuhan dan pekerja migran melalui agen penyalur
tenaga kerja. Kelompok-kelompok tersebut dipungut
iuran yang berbeda-beda nilainya. Untuk industri
konstruksi, tingkat iurannya adalah 1,74% dari nilai
kontrak. Metode untuk menetapkan tingkat iuran untuk
masing-masing kelompok tidaklah jelas, meskipun
kelompok-kelompok industri tersebut tampaknya telah
disusun berdasarkan penilaian risiko secara
sembarangan. Sistem pemungutan iuran dinilai tidak
perlu terlalu mahal untuk dijalankan dan akan
bermanfaat apabila disederhanakan – seperti perubahan
ke tingkat iuran yang diseragamkan.

Statistik skema JKK menunjukkan bahwa iuran yang
terkumpul jauh melebihi pembayaran manfaat. Rasio
pembayaran manfaat terhadap iuran yang terkumpul
secara terus menerus mengalami penurunan dari
53,95% di tahun 1994 menjadi 42,29% di tahun 2000.
Ini sebagian diakibatkan oleh tidak memadainya tingkat
manfaat yang dibayarkan tetapi juga karena rendahnya
tingkat tagihan yang diajukan, yang jauh lebih rendah
daripada yang diperkirakan. Rendahnya insiden
kecelakaan yang dilaporkan dan tagihan yang diajukan
diyakini merupakan kombinasi dari rendahnya kesadaran
akan tersedianya jaminan kecelakaan kerja dan
keengganan pengusaha untuk melaporkan kecelakaan
kerja apabila kewajiban mereka membayar iuran
kecelakaan kerja dinaikkan.

Konsultasi dengan pekerja dan pengusaha

Sejumlah pengusaha, terutama yang mewakili
perusahaan-perusahaan eksplorasi minyak dan
eksploitasi sumber daya alam, merasa tidak puas
dengan struktur iuran yang ada saat ini. Mereka merasa
bahwa pengusaha yang telah memperkenalkan praktik
K3 yang baik atau telah berhasil menekan angka
kecelakaan kerja tidak diberi pengakuan yang cukup,
misalnya berupa pengurangan kewajiban atau
penempatan ke kategori risiko yang lebih rendah.
Karena itu tidaklah mengherankan bahwa wakil-wakil
pekerja beranggapan bahwa tingkat manfaat yang
diberikan tidak memadai.
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Usulan untuk melakukan perbaikan

Laporan ILO ini menimbang keunggulan dari sistem-
sistem iuran yang berbeda-beda dalam mendukung
skema kecelakaan kerja dan merekomendasikan suatu
sistem iuran yang seragam. Sejumlah rekomendasi
juga diberikan mengenai perbaikan-perbaikan yang
mungkin dilakukan dalam metode pembayaran
manfaat, terutama dalam memperkenalkan periode
pembayaran manfaat selama masa kontinjensi untuk
penderita cacat jangka panjang atau untuk mereka yang
ditinggalkan oleh orang yang meninggal dunia akibat
kecelakaan kerja atau penyakit.

Laporan ini juga memberikan tanggapan tentang
perlunya mengkaji ulang:

• Ruang lingkup jenis-jenis penyakit akibat kerja yang
ditanggung/ dicakup dalam pemberian manfaat  —
karena daftar penyakit yang tidak mencerminkan
pengembangan di bidang ini;

• Ruang lingkup kecelakaan sewaktu berangkat ke dan
pulang dari tempat kerja — dengan maksud

memperluas ruang lingkup tersebut dengan
memasukkan perjalanan-perjalanan lain yang
berkaitan dengan pekerjaan;

• Pemberian alat bantu tiruan atau bagian tubuh palsu
untuk menggantikan bagian tubuh asli yang hilang
— yang menurut ketentuan yang berlaku saat ini
hanya diberikan sekali tanpa kemungkinan
mendapatkan penggantian atau perbaikan;

• Perluasan cakupan kepesertaan ke semua
perusahaan (yaitu, untuk mengikutsertakan
pengusaha yang mempekerjakan pekerja kurang dari
10 orang);

• Kebutuhan untuk meningkatkan perawatan medis
bagi pekerja yang terluka/ mengalami kecelakaan
serta perbaikan ketentuan-ketentuan yang mengatur
rehabilitasi keterampilan dan rehabilitasi jasmani; dan

• Kebutuhan untuk mengubah ketentuan-ketentuan
yang mengatur Jaminan Kematian supaya pensiun
yang menjadi hak pekerja yang meninggal diberikan
kepada tanggungan primer dari pekerja yang
meninggal tersebut atau, bila tanggungan primer tidak
ada, kepada tanggungan sekunder.
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30 The question of compliance is discussed in Part I of this Publication.

Overview of the Legal Provisions and
Their Implementation

Coverage of Enterprises

The Employees’ Social Security Act 1992 has
provisions to comprehensively cover all enterprises
irrespective of the fact they are established to make
profits or not and whether they are state or privately
owned. Foundations, scientific institutions or other
NGO’s with managing directors also fall within the
scope of the Act.

Despite these provisions administratively the Act is
enforced only on the private sector and semi
Government agencies. Employers with 10 or more
employees or paying a monthly payroll of not less than
Rp.1,000,000 (one million) are compulsorily required
to register with Jamsostek. The dual conditions
imposed have caused some confusion and complicated
enforcement and consequently compliance30. Many
employers hide behind the first condition and
conveniently forget the secondon. Taking into
consideration the minimum wage in Indonesia (which
ranges from Rp.230,000 in the district of Muluku to
Rp.426,250 in Jakarta), all employers with 3 or more
employees should be liable for coverage. All other
enterprises with less then the minimum number of
employees are not covered by the Act and remain
under the old law being liable to pay compensation to
their injured employees. Due to lax enforcement this
group of employers and employees has has effectively
been excluded from social secutity protection against
the effects of employment injury and disease for the
past fifty years.

Although there are no legal provisions to cover certain
employees, some small employers have been permitted
to register with Jamsostek providing them with the
protection. A number of such employers in the
construction sector, harbour workers and self employed
workers register voluntarily and once registered they
remain under Jamsostek as there is no option to
withdraw.

Since 1987 enterprises in the construction sector have
been compulsorily required to register with Jamsostek
for employment injury coverage under a program
known as JAKOM. The registration has to be
completed before the start of any construction project

irrespective of the number of employees or the total
monthly payroll. Employers in this sector are classified
into Group 5 and are required to pay the highest rate
of contribution   that is 1.74%. The contribution is
paid on the total value of the construction project and
not on the wages of the employees hired to complete
the project. The mechanism for enforcement of this
compulsory requirement is exercised through the
authority issuing the contract, which does not permit
work to commence prior to registration. Similarly,
protection has been extended to transport workers in
Makassar through their association. The association
collects Rp.1,690 per member per day for coverage
of the contingencies of employment injury, death,
medical and old age. In addition workers employed at
the harbour are also covered through special
arrangements through their unions and at rates
calculated by Jamsostek. Many other groups are also
being considered for coverage through special
arrangements but details of such coverage were not
made available. There seem to be no legal provisions
for such new instruments of coverage, although the
Act permits voluntary membership. The provisions are
equivalent to group insurance coverage provided by
private insurance companies which tends to reinforce
the public view that Jamsostek is a private insurance
company. This process, if continued, may lead to the
proliferation of different micro schemes with varying
provisions creating a potential harmonization problem
and possibly affecting portability. However, the pros
and cons of the extension of coverage to excluded
groups is discussed more fully in Part III of this
Publication.

Employees covered

The provisions in the Act provide for coverage of all
employees receiving wages and working with liable
employers. Employees employed under a contract of
service are covered irrespective of their employment
status   be it permanent, casual or temporary. The
method of calculating the wage of the employee that
is monthly, daily, an hourly rate or piece rate is also not
material in determining the coverage of employees.
Hence, theoretically and as provided in the legislation
all workers in the private sector, who are directly
employed or employed through contractors should be
registered for coverage for employment injury by
Jamsostek.
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In reality this does not happen as employer groups
informed the ILO consultant that only permanent
employees drawing monthly wages are registered with
Jamsostek for coverage, while all other categories of
employees are excluded. Employees who work for
periods of less then three months are assumed to be
contract workers by employers and hence also
excluded.

An examination of the data (Table 2 below) confirms
that there is a large gap between the number of
employees gainfully employed for wages and the

membership of Jamsostek. Although the gap seems to
be narrowing from 17.5 million in 1994 to 9.5 million in
1999, the general consensus is that the Jamsostek
figures of registered employees are not reliable. The
Jamsostek figure of registered employees is artificially
high due to multiple registrations of the same employee.
Each time an employee shifts from one enterprise to
another he re-registers and is allocated a new number.
This has been pointed out by unions representing
employees from various sectors and is a cause of
concern. Discounting this factor, 47.1 % of the gainfully
employed workers have no social security protection.
In reality the figure could be higher.

Figure 55 Table of Membership Statistics of Jamsostek

Employees Active Inactive Total Employed % covered % Covered
Labour Active (1)/(4) Total (3)/(4)
Force

(1) (2) (3) (4) (5) (6)

Males 6,309,902 4,074,907 10,384,809 19,788,206 31.89% 52.48%
Females 3,072,884 1,694,920 4,767,804 9,709,833 31.65% 49.10%
Total 9,382,786 5,769,827 15,152,613 29,498,039 31.81% 51.37%

Jamsostek IT Bureau * Figures August 2000

Figure 56 Table of Labour Force, Employment and Jamsostek Membership

Description 1994 1995 1996 1997 1998 1999 2000
1. Labour Force (million) 83.7 85.7 87.8 90.1 92.7 94.8 97.9
2. Employment opportunities (million) 81.1 83.4 85.7 88.2 87.6 86.7 90.01
3. Job Seekers (1-2) 2.6 2.3 2.1 1.9 5.1 6.03 7.77
4 Number of employees employed gainfully 25.1 25.7 26.3 27.1 26.3 25.5 28.62

for wages (million)
5. Number of formal Employers (000) 182 182 183 183 183 183 Na
6. Member ship of Jamsostek:

a) Wage employees (million) 7.6 9.1 11.3 13.4 14.9 16.0 15.15
b) Employers (thousand) 51.6 60.1 68.7 77.7 82.5 86.6

6. Potential Members:
a) Employees (4-6a) 17.5 16.6 15.0 13.7 11.4 9.5 13.47
b) Employers (5-6b) 130.4 121.9 114.3 105.3 100.5 96.4 Na

Source: Ministry of Manpower, Central Bureau of Statistics & Jamsostek

The low level of coverage of only 52.9% of employed
workers has been achieved despite the period of nine
years since the implementation of the Act. This
indicates there is a need to examine the causes of the
low coverage rate. The coverage is even lower at only
32.49% (less than 10% of the total workforce) using
the figure for active employees (i.e. discounting multiple
registrations and inactive members).

The reasons for such ineffective coverage given by
various groups in their discussions can be summarized
as follows: -

• The enforcement function has been delegated to a
separate agency — the Inspectorate Division of
DEPNAKER. This Division, while burdened with
its own priorities, has a limited numbers of
inspectors. Hence, the enforcement of the Social
Security Act compared to other labour laws is given
low priority. Furthermore, the number of
DEPNAKER officers appointed to carry out
enforcement is also small, while the scope of their
duties has been expanded over the years in other
areas of labour law enforcement and in some regions
the resettlement of internal transmigration workers.
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The Inspectorate being responsible for the
enforcement of a host of other laws mentioned
above and their provisions, leave them little or no
time to concentrate or pay due attention to the
enforcement aspects of the Social Security Act.

· The Report on Enforcement and Compliance by
the Department of Manpower and Transmigration
for 2001 shows that of the 30 provinces,
enforcement was carried out in only 11. The
compliance level is low with almost two thirds of
the inspected industries defaulting or not complying
in full. Despite such a wide spread non-compliance,
action to prosecute is taken against only a handful
of employers. (See Appendix 1 of the ILO Report
on Employment Injury & Death Benefits for
details).

The Inspectorate Section of the Department of
Manpower and Transmigration’s view is that
Jamsostek is not able to provide the promised service
to its clients, nor clear information on the requirements
of the Act. This has led to many employees defaulting
on their contribution payments and refusing to register
with Jamsostek. The question of compliance and a
strategy for improvement are discussed more fully in
Part I.

Systems For Fixing Rates Of
Contribution

Employment injury schemes are normally funded
wholly by employers. Broadly there are available three
different systems for fixing the rates of contributions
under employment injury schemes (so that the costs
are shared among the totality of employers), namely:
• Uniform rates, independent of risk or industry;
• Differential rates, by risks or industry, independent

of the actual experience of the individual
establishment; and

• Merit or experience rating, where the rate is
fixed or adjusted individually for each establishment
on the basis of the accident record and safety
conditions in the individual establishment.

Uniform Rates
Under this system no account is taken of the risk or
hazards in the establishment or in the industry to which
the establishment belongs. This system is the simplest
to apply in practice.  Once the contribution rate is fixed,
the assessment of the contribution liability for each
employer may be calculated in the same way as for

other social security branches.  Should there be a need
to raise the level of funding for the scheme this can be
achieved by simply increasing the percentage of
insurable wages included in the assessment.  It has
also the advantage that the collection of contributions
can be co-coordinated with the collection of
contributions for other social security branches as and
when established so that the overall contribution
payable for the full range of the social security
programme can also be unified.  The need to employ
qualified staff also will be less — reducing
administrative costs of the social security institution
and for employers. This lower administrative cost would
apply whether there was a single or several agencies
collecting social security contributions.

Furthermore, under the uniform rates system there is
scope for development of better employer-employee
relations since the employer would help the injured
person to make and process his claim for employment
injury benefit from the Fund.  This may not be the
case under the merit rating system, since under that
system the interest of the employer would run counter
to that of the injured person in as much as it would be
in the employer’s interest to show a lower incidence
of claims entitling him to a reduction in his contributions
to the scheme.

It may be said that this system does not provide for an
equitable distribution of charges among the various
establishments.  This raises the question of principle
regarding the extent of collective solidarity in social
security.  It should be observed that in other branches
of social security (e.g. sickness and unemployment)
there is some variation in the incidence of interruption
of employment between different industries yet,
following the principle of collective solidarity and pooling
of risk, uniform rates of contribution are applied,
irrespective of risk.

It may also be advanced that the system of uniform
rates does not contain an incentive for accident
prevention measures.  If such measures encouraging
accident prevention and observance of safety
regulations are to be achieved in an active way, they
should be done through other means such as an
effective enforcement of safety measures, rather than
through the system of contributions assessment.  Under
a unified system, however, the legislation may contain
provisions under which the insurance institution can
impose sanctions such as penalties or the ability to claim
reimbursement of benefit payment from establishments
or undertakings, which have infringed the safety rules
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or failed to introduce safety measures. But it may be
preferable to contain such provisions in legislation
separate from the laws creating liability for
contributions. Furthermore, it may be argued that the
introduction of uniform rates may impose a slightly
increased burden on establishments in the light risk
industries — which also may not be uniform among
the individual institutions in any industry — such as
plantations.  Against this the counteracting effects of
increased administrative, inspection and investigation
expenses, and also higher per capita costs of medical
benefits, which are caused by the very nature of the
distribution of institutions in sparse and far-flung areas,
cannot be overlooked.

Differential Rates
Under this system contribution rates are fixed for each
risk class or classes of industry.  The establishments
are than assigned to the various classes according to
the activity that they carry out or according to which
branch of industry they belong.  No account is taken
of the experience of the individual establishment or of
any measures taken for accident prevention.  Under
this system each class is usually considered as an
autonomous financial unit, and the statistics and
accounting data are compiled separately for each class
which permits the fixing of the contribution rate and
which will assure the financial equilibrium of the class.
The contribution rates are subject to periodical reviews,
say every three or five years.

The application of this system requires more
complicated administrative machinery.  First, statistical
and accounting data must be available by risk class in
order to be able to review and check up on the
contribution rate fixed for each class.  Secondly, this
system requires qualified and experienced staff for
classification of the establishments.  Further, it may
more often be difficult to draw a clear-cut line between
the different classes.  The question of classification
itself would become more difficult with a larger number
of classes. It requires several years to construct scales
of contributions applicable to different classes of risks
based on a country’s own experience.

Merit or Experience Rating
Under this system the rates are fixed or adjusted
according to the accident experience in the individual
establishment or on the basis of the accident-preventive
measures taken by the establishment.

This system is usually based on a schedule or
classification of industries by risk, which indicates a

“normal” or “average” rate of contribution for each
class.  The normal rate can then be modified upwards
or downwards within certain limits according to the
accident experience of the individual undertaking and/
or according to the safety measures taken or general
safety conditions prevailing in the establishment.  The
application of the system of merit or experience rating
is most likely to result in great variations of the
contribution rates between the different categories of
establishments and, in consequence, more complicated
enforcement procedures.

The merit rating system may be applied to all the
establishments covered or it may be applied only to
establishments over a certain size.  The system is
applied to small establishments mainly when the merit
rating is made according to prevention measures taken
or to safety conditions in the individual establishments.
When the rating is made according to experience, the
application is usually limited to establishments over a
certain size, say establishments with over 100
employees, where chance variations play a smaller role
and statistical data are more significant.

The administration of a system based on merit or
experience rating requires very elaborate and smooth
working machinery.  All establishments have to be
classified individually, all records and statistics have to
be kept individually and highly qualified and specialized
personnel are required for the assessment of the various
factors for determining the rates of contribution for
each establishment.  Furthermore, decisions on
individual employers’ liability may be a source of
dispute, and sometimes, particularly when the provisions
governing the merit rating are not very clear, the fixing
of the rate may be somewhat arbitrary.  Moreover,
when the system is in its early stages and the rules
also not clear, the personnel responsible for the
application may also be subject to undue pressure from
interested parties resulting in inequity.

In view of the more complicated administrative
machinery, the merit or experience rating system will
generally involve higher administrative costs of
operations such as collection of contributions and
enforcement.

Lastly, if this system is stretched to its extreme form,
the insurance element (i.e. pooling of risk) would
disappear and each establishment would in effect pay
its own accident costs.

The Government of Indonesia has preferred to use
the differential rating system in its modified form for
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the contingency of employment injury coverage.
Industries are grouped into five categories and the rate
of contribution according to each of the categories is
as follows: -
• Group I 0.24% of monthly wage 19 industries

• Group II 0.54% of monthly wage 29 industries

• Group III 0.89% of monthly wage 99 industries

• Group IV 1.27% of monthly wage 13 industries

• Group V 1.74% of monthly wage 28 industries.

The types of businesses falling within each of the
Groups have been listed under the Government
Regulation No.14 Year 1993 dated 27 February 1993.
It should be noted that:

• The list has not been changed since 1992 despite
the emergence of new industries within the economy
in the past eight years (such as the Information
Technology industry). Manufacture and service of
computers and related services have not been
provided for and are hence notably missing from
the list;

• There is also ambiguity in the list as products are
stated without referring to any process relating to
their manufacture, storage, transport, export or
marketing. The risk of each of the activities is
different but there is no provision for this.
Furthermore present day companies have operations
that transcend these boundaries as their business
activities range across industrial classifications found
within the stipulated list;

• There are no legal provisions to determine the basis
on which each industry would fall within a risk class
or the group into which a company should be
classified. No provisions exist providing for change
from one group class to another in the event that
programs for improvements in safety have been
successful introduced (or refused). Some
enterprises have won the annual Golden Award for
Safety while others have won the zero accident
awards but their contribution liability remains
unchanged and they continue to pay contributions
according to their respective risk group;

• Similarly, the method of determining the rate of
contribution for each of the Groups is unclear. There
was no explanation available from Jamsostek on
the formula used to determine the contribution rate
for each of the risk Groups. Apparently, some
historical data has been used together with private
insurance formula on risk assessment to determine

the rates of contribution to be charged to ensure
the viability of the fund;

• The procedure is that Jamsostek officers visit any
enterprise submitting a new registration in order to
determine the risk of the industry and subsequently
informs the enterprise of the rate to be paid. There
is no process for appeal against the decision; and

• The main reason for adopting the differential rates
seems to be to influence health and safety
outcomes. However, there is no evidence that
Indonesia has maximized the beneficial effects of
the method it has adopted and there has been no
change in the rate of contribution for many years.
Jamsostek probably does not have the capacity to
link the incidence of accidents to contribution rates.

The base rate for industries with very low risks has
remained at 0.24% of the monthly wage from 1978 to
the present (2002). Changes to the rates in the other
categories were made in 1993, which led to the
reduction of the maximum rate of contribution for high
risk industries in Group 5 from 3.6% to 1.74% of the
monthly wage, a 51.7% reduction. It is also clear that
the average risk category is Group 3, where the largest
number of products is listed, which could mean that
most of the employers are contributing at a rate of
0.89% of the employee’s monthly wage. It was also
verbally confirmed that a very small proportion of
employers pay contributions according to Group 1 &
2. It is also noticed that most of the industries listed in
Group 4 and Group 5, with the exception of the
construction industry, have been improving their safety
records. Despite these improvements they continue to
contribute at the higher rates. This has significantly
contributed to the profit margin of the Jamsostek JKK
programme. A detailed examination of the data, if
available, would confirm this view.

Despite the overall reduction of the contribution rates,
which was carried out in 1993, this branch of
Jamsostek provides the largest profit to the
Organisation. The achieved surpluses or profits do not
reflect the true picture of the situation of the number
of industrial injuries at the work place as there is
evidence of under reporting of accidents. Also the level
of benefit paid to injured employees is low, as
employers tend to under declare the wages of
employees further boosting surpluses in the
programme. Another reason for the surpluses is that
contractors in the construction sector are charged the
highest rate of contribution based on the total value of
their contract and not on the wages of the employees.
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Table 3 provides the rates of contribution and rates of benefits for the various periods.

Figure 57 Table of Schemes, Contributions and Benefits in Jamsostek

Item 1978-1983 1984-1988 1989-1992 1993-1998 1999 2001

Work accident (%) 0.24-3.6 - - 0.24-1.74 -

Survivors’ plan (%) 0.5 - - 0.3 -

Provident Fund (%0 2.5 - - 5.7 -

Health Care (%) - - - 3.6 -

Promised Interest (%) 6 8 10 10 17

Survivor’s Benefit (Rp) 0.17 mil 0.4 mil 0.7 mil 1.2-2.4 mil. - 3.6 mil

Maximum work Accident
hospitalization costs (Rp) 1.0 mil - 1.5 mil 3.0-4.0 mil - 6.4 mil

Rate of Death Benefit due to work 21.6 times - 28.8 times Times - 42 Times
accident (Rp) wage wage Wage

Rehabilitation Orthopaedic and Injured - - 140% of - -
other devices Employee Cost set by

Rehab. Centre

Source: Bambang Purwoko (1999)

argument that as the incapacity or death resulting from
an accident is more important than the cause, there
should be no distinction in the compensation paid to an
injured worker between work-related accidents and
accidents occurring outside the work environment.
While an ‘accident benefit’ would be easier to
administer it would inevitably raise the number of claims
and would need to be an actuarial valuation of the
proposals. However, the control of work-related
accident claims for the informal sector would be even
more difficult than for the formal sector and it is
recommended that serious consideration should be
given to widening the scope of accident insurance in
the future.

Should the Government of Indonesia decide to consider
converting the JKK scheme to a broader, accident
insurance scheme, it would be important to study the
possibility of coordination between such a scheme and
the present ‘travel insurance’ provided by PT Jasa
Raharja. Although not covered by the terms of
reference of the ILO Project, it is understood that since
1964 PT Jasa Raharja has operated a compulsory, third
party insurance for road and other travel accidents
under the supervision of the Ministry of Transport &
Communications and Ministry of State-Owned
Enterprises. The main features of the scheme are that
the victims of travel accidents (whether by Air, Sea,

The ILO Report recommended that consideration
should be given to the introduction of a uniform rate of
contribution due to the following reasons:
• Lower administration costs;
• Promotes solidarity amongst the employers.

However, employers who are in Group I and II may
have to pay a higher rate and consequently incur
higher labour costs. This group of employers would
oppose the proposal with arguments that they were
subsidizing the employers who were in the higher
risk groups or had no proper safety program in place.
It could be argued that the companies in Group IV
and Group V are large and over time have established
better safety standards resulting in a lower rate of
accidents;

• Furthermore, employment injury includes commuting
accidents for all workers and the risk of its occurrence
is uniform irrespective of the industry or the risk
Group; and

• The other benefit is the simplicity of the system and
the ease of implementation. Employers and
employees will understand the system easily.

The Case for Accident Benefit

The investigation of employment injuries, in order to
confirm in cases of doubt that the injury is indeed work-
related, is administratively expensive. There is an
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Rail or Road, etc.) are covered for limited medical
expenses, death and disablement (maximum of Rp.10
million for death, Rp.5 million for medical). Passengers
and pedestrians are covered and also the driver of any
vehicle involved in a traffic accident, provided he or
she has a valid licence to drive. Damage to vehicles is
not, however, included. The insurance is funded by a
levy on each public transport ticket sold and from a
component in the annual registration of motor vehicles.
It is further understood that any payment from PT Jasa
Raharja may be made in addition to any entitlement
under the Jamsostek scheme. The effect of this is that
medical expenses may be payable within the total of
Rp.5 million limit plus the JKK limit of Rp. 6.4 million.
It is not clear whether provision exists for effective
recovery, by Jamsostek or PT Jasa Raharja, of the full
amount paid by way of compensation from any
separate, private motor vehicle insurance that may
cover the accident in question. However, anecdotal
evidence suggests that many drivers in Indonesia do
not possess legal licences to drive and that many may
also not have taken out motor vehicle insurance.

Should it be decided to review the concept of accident
insurance, it may be that some strengthening of
enforcement of private, third party insurance is possible
— possibly by making the annual renewal of vehicle
registration dependent upon evidence of such
insurance. This would need to go hand-in-hand with
improved enforcement (by the Traffic Police) of
vehicular registration.

Many countries also have sickness insurance, in
addition to employment injury or accident insurance.
In some the rates of cash benefit are higher for work-
related accidents than for ordinary sickness which
complicates administration of such benefits for
incapacity and introduces the need for investigation of
cases of doubt. The ILO Consultant considers that
the simplest system to operate is one where any
incapacity for work is compensated, irrespective of
the cause. However, should such an incapacity benefit
be considered for Indonesia in the future, the planning
would have to take account of the inevitably higher
incidence of claims and an actuarial valuation of the
provisions, including the incidence and duration of
morbidity, would be necessary.

JKK Scheme Benefits
The following benefits are available to workers injured
at work or suffering from an occupational disease:
• The cost of transportation;

• The cost of medical examination, treatment, and/or
hospital care;

• The cost of rehabilitation;
• Cash allowances which consist of the following:

! Temporary disablement allowance;
! Permanent partial disablement allowance;
! Permanent total disablement allowance; and
! Death allowance.

Entitlement to any of the benefits is dependant on the
occurrence of an ‘Employment Injury’, which is defined
as an accident arising out of and in the course of
employment, including diseases arising out of
employment and accidents on the way from the
residence to the place of work and back to the
residence via the usual and reasonable route. Based
on this definition an ‘occurrence’ can be separated
into three categories namely: -
• An accident at the work place or otherwise that is

directly related to the nature of the employment. This
is the most common scope of coverage found in all
social security schemes:

• An occupational disease arising out of the
employment. Attachment No.22 to the Presidential
Decree lists 31diseases where compensation would
be payable. The list is not exhaustive and nor is it in
line with accepted international lists. There is also
no time limit given for the emergence of occupational
diseases, length and level of exposure to the agents
and elements causing the disease; and

• Travel accidents that occur while travelling to work
or on the return journey following the usual route.
The coverage is limited, as commuting during
authorized meal breaks for purposes of taking a meal
is presently not covered. The area of commuting
accidents should be restricted as provided in the
present Law and due consideration should be given
to many other situations: such as travelling to receive
medical care, and all other travel related to the nature
of a person’s work.

Employees who suffer an employment injury, or the
dependants of a deceased employee, are paid their
benefits as a lump sum. However, the elucidation
provided to Act No. 3 states the following: “Basically,
payments of these benefits are provided on a
periodic basis, with the intention that the employees
and their families could meet a portion of their
necessities of life” There is also a statement that these
periodic benefits could be paid as lump sums. The
original intention was to pay benefits periodically but
this was changed to lump sum payments.
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The weaknesses of a lump sum compensation for
employment injury are:

• Lump sum payments have the inherent weakness
that they do not provide life long guarantees to the
recipients of the benefit;

• Injured employees, dependant widows and children
of employees, normally exhaust the lump sums
received within a short period of time;

• The money received is normally spent on
consumption expenditure leaving little or none for
the future needs of the employee or the dependants;

• There is also the danger that the lump sums may
not be utilized for the benefit of seriously injured
persons as the nature of the disablement may
prevent the management of their own finances;

• In the case of widows the probability of being
cheated by relatives and others cannot be
discounted where the literacy level of the widow is
low;

• The normal inclination to consume is compounded
by the fact that the quantum of benefit itself is low.
The average lump sum benefit received is low, due
to employers paying Jamsostek contributions on the
basis of wages declared at a lower level than that
actually paid. Since Jamsostek computes the amount
of the lump sum on the basis of last wage paid prior
to the many injured employees receive benefit lower
than their legal entitlement. This has contributed to
the benefits being inadequate, especially where
needed to support the injured worker for a long
period or in the event of his or her death; and

• Table 4, showing the average amount of injury
benefit paid, illustrates the inadequacy of the
compensation.

Figure 58 Table of Amount of Benefit Expenditure
& Number of Cases

Year No. Of Total Amount per
Cases Expenditure Case

(Rp.Million) (Average)
1997 101,414 78,686. 578,704
1998 92,177 81,950. 889,054
1999 84,168 91,622. 1,088,563
2000 99,843 105,158. 1,053,230
2001 (June) 54,970 61,156. 1,012,435

Data from Jamsostek August 2001

The cost of transportation reimbursed by Jamsostek
for land or river transportation to hospital is a maximum
of Rp.150,000. In the event there is a need to transport

the injured employee by sea the maximum amount of
reimbursement is Rp.300,000 while the rate for air
transport is Rp.400,000. In the event that treatment in
severe cases is available only at a hospital distant from
the site of the accident, these sums may be inadequate.

The maximum medical cost for treatment of an
injured employee reimbursable is Rp. 6,400,000. This
cost is limited to the payment of medical fees,
medicines, surgery, X-rays, and laboratory tests.
Treatment may be obtained at community health centres
or Public Hospitals in normal ward class. Treatment is
provided for dental and ophthalmic services while the
services of authorized traditional medicine providers
are also accepted.   The maximum medical benefit
has been increased from October 2000 but is still
insufficient. The administrative provisions are also
restrictive as Jamsostek has outsourced its medical
coverage provision to health management organizations
(HMO) which control the treatment costs and the
hospitals where treatment is to be provided. Employers
and employees at workshops and at separate meetings
reported that Jamsostek members received poor
treatment and lower priority at hospitals due to the
controls and as a result of late payments to them by
Jamsostek.

Rehabilitation Costs are reimbursed for the purchase
of artificial limbs and other devices in accordance with
the cost guidelines set by the Professor Doctor Suharso
Rehabilitation Centre Surakarta. The rehabilitation cost
is only given once and is equivalent to 140% of the
guidelines. This benefit is considered to be grossly
inadequate as it is given only once ¾ without provision
for replacement or repair of artificial limbs or other
prosthetic devices. The guidelines do not take into
consideration developments in the field of rehabilitation,
referring only to basic, functional prosthetic appliances.
An additional drawback is that the injured employee
has to pay for the required devices in advance, before
being able to claim reimbursement.

Temporary Disablement Benefit is paid to an injured
employee for a maximum period of 12 months. The
replacement rate for the first four months is 100% of
the monthly wage, 75% for the following four months
and finally 50% for the last four months. On average
an injured employee receives 75% of the last drawn
wage. The benefit is paid by the employer and the
total amount is then claimed from Jamsostek. This
method of compensation favours those with minor
injuries by providing full replacement rates, while
penalizing employees with severe injuries. Such high
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replacement rates do not encourage injured employees
with minor injuries to return to work as soon as they
become fit, especially during the first four months
following the accident. There is also a limit to the period
of compensation and any injured employee still in need
of medical treatment or recuperation after 12 months
is denied further compensation. The employer at this
stage can also dismiss the worker in accordance with
the provisions of the Labour Laws.

The lack of a proper system of data collection in
Jamsostek leads to the inability to determine the
average number of days of medical leave of injured
employees. Although reimbursement payments to
employers are based on the number of days of medical
disablement the data is not captured electronically.
Recommendations are made without supporting
detailed data for purposes of analyzing the relative
experience of the present scheme.

Permanent Disablement Benefit, known as
‘Disability Benefit’, is paid for partial and total
disablement. The percentage of partial and total
disability is listed in Attachment II of the Act and is
used as a guide by the doctor treating the injured
worker and by Jamsostek to determine the loss of
earnings capacity. On 1st October 2001 the Government
revised the 1993 formula for calculating lump sums,
increasing the number of months wages’ used to
calculate the compensation from 60 to 70 months.
Based on the assessment of loss of earnings capacity
the lump sum is calculated by multiplying the
assessment with the last drawn wage and multiplied
by 70. As the maximum rate of permanent total
disablement is 70% of seventy months’ wages,
effectively an injured employee who is totally disabled
receives 49 months’ wages.

An additional Rp. 1,200,000 is paid for permanent total
disablement, irrespective of the wage of the injured
employee. Assuming a minimum wage of Rp. 500,000,
the Rp. 1,200,000 additional payment is equivalent to a
little over two and a half months’ wages. Thus   the
lump sum method of compensation is roughly equivalent
to 51.5 months’ wages (just over 4 years) — relatively
short considering the increasing life expectancy in
Indonesia.

Dependants’ Benefit (in respect of employment injury)
is paid as a lump sum to the widow(er) or other
relatives of the deceased employee in the event of an
employment injury. The total amount paid is equivalent
to the sum of 60% of 70 months wages and an additional

Rp. 1,200,000. This represents 24 monthly payments
at a rate of Rp. 50,000 per month. The payment
represents three and a half years’ wages for the
dependants. This payment is received by widows and
with the life expectancy of females in Indonesia rising,
this payment is clearly insufficient to provide protection
for a significant period, especially where the benefit is
calculated on an artificially low wage.

Funeral Benefit: expenses amounting to Rp.600,000
are paid to the relatives of employees and in certain
cases to the employer or person who has paid the
expenses of the funeral. The amount given to cover
the expenses seems to be low and there were
complaints that it does not provide adequately for a
modest decent funeral.

Death Benefit Scheme
Death Benefit (in respect of death due to any cause)
is also paid as a lump sum to the relatives of a deceased
employee irrespective of the cause of death. However,
the death must occur while the employee is in
employment — so retired or unemployed workers are
excluded. The amount paid is a flat rate sum of Rp.
3,000,000. The rate of contribution paid by the employer
for this contingency is 0.3% of the monthly wage. In
addition a Funeral benefit of Rp. 600,000 is also paid
to the family.  There are inequalities in the system of
benefit provision as:
• The family of an employee who newly joins the

enterprise is entitled to the benefit without having
contributed, while the family of an employee for
whom contributions have been paid over a long period
will not get the benefit if the employee dies after
retirement or while unemployed;

• Contributions are wage based while benefits are flat
rate payments. This makes the benefit inadequate
for the families of employees earning high monthly
wages; and

• The lump sum of Rp. 3 million does not provide long-
term protection. At average minimum wages, the
payment is equivalent to 8.6 months’ wages.

Implementation And Experience Of
The Schemes
Statistics provided by Jamsostek for the employment
injury scheme show that contributions collected exceed
benefits payments and the ratio of benefits to collections
has declined steadily from 53.95% in 1994 to 42.29%
in year 2000. However, the amount paid out has
increased from Rp.35.482 million to Rp.102,440 million.
Details of the experience are given in Table 5.
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Figure 59 Table of Employment Injury Contributions and Benefit Data 1994- 2001

Year Cases Contributions Benefits(Rp.) Change Change Change Ratio
(Rp.) (Rp.) Cases% Contributions Benefits %

% %
1994 64,577 65,771,000,233 35,482,884,188 22.71 5.72 32.90 53.95
1995 65,949 97,474,918,167 40,485,876,020 2.12 48.20 14.10 41.53
1996 82,066 112,828,488,833 50,312,692,864 24.44 15.75 24.27 44.59
1997 95,759 148,306,145,068 71,144,314,315 16.69 31.44 41.40 47.97
1998 88,595 164,289,413,670 75,120,269,613 -7.48 10.78 5.59 45.72
1999 82,456 193,141,087,437 87,694,598,285 -6.93 17.56 16.74 45.40
2000 98,902 242,251,594,478 102,439,839,461 19.95 25.43 16.81 42.29
200131 54,447 150,916,481,239 59,639,500,271 - - - 39.52

Jamsostek Technical and Customer Service Division August 2001

The numbers of death and permanent total disablement cases under the scheme were not available. These figures
are given under the old age benefit scheme where the balances of the individual employees have been paid out
due to death or disablement. These figures do not include employees who may have no balances. The figures are
low and do not reflect the real experience of the employment injury scheme.

Figure 60 Table of Number of Cases of Withdrawal

Year Normal Deaths Deaths (Employment Injury) Permanent Total Disablement
1994 7,494 625 150
1995 6,678 570 97
1996 8,020 393 69
1997 12,052 1,893 745
1998 12,081 1,563 351
1999 10,742 1,376 58
2000 9,382 1,283 38
2001 6,982 635 22

The program to cover building contractors for employment injury is known as JAKOM. This program has an even
lower ratio of benefits to contributions. The number of cases of accidents has declined drastically while contribution
income has seen a slower decline leading to excessive profits from this program.

Figure 61 Table of Income and Expenditure – Employment Injury for Construction Industry

Year Cases Contributions Benefits Ratio % % Change % Change % Change
Cases Contributions Benefit

1994 4,600 32,287,722,734 5,054,818,500 15.66 -7.98 15.90 11.57
1995 4,536 36,756,622,717 5,495,480,339 14.95 -1.40 13.84 8.72
1996 5,239 49,678,458,869 6,919,557,159 13.93 15.49 35.16 25.91
1997 5,024 48,924,745,793 7,251,101,404 14.82 -4.09 -1.52 4.79
1998 3,113 26,516,661,724 5,414,315,996 20.42 -38.04 -45.80 -25.33
1999 1,712 31,800,745,057 3,927,650,189 12.35 -45.00 19.93 -27.46
2000 941 32,926,346,778 2,717,851,559 8.25 -45.03 3.54 -30.80
2001 523 6,211,948,786 1,511,096,163 18.40 - - -

31 2001 Data from January to 9 June only
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The experience of the Death Benefit component of
the program shows a rising trend in the number of
death claims, significant rise in contributions received
and a moderate increase in the benefit payments. The
benefit to contributions ratio has remained below 30%

resulting in surpluses from the program. The total
number of death benefit cases for the period 1994 to
2001 was 88,559, while those covered under  old age
protection was 73,411.

Figure 62 Table of Death Benefits by Cases, Contributions and Benefits

 Year Cases Contribution Benefit % Change % Change % Change Ratio %
Cases Contribution Benefit

1994 6479 28,206,508,884 8,253,200,000 10.28 13.35 28.20 29.26
1995 7143 43,072,835,124 8,569,000,000 10.25 52.71 3.83 19.89
1996 7899 48,294,930,957 9,660,471,000 10.58 12.12 12.74 20.00
1997 9074 62,892,895,815 11,160,019,000 14.88 30.23 15.52 17.74
1998 10729 69,926,812,097 12,874,407,000 18.24 11.18 15.36 18.41
1999 17575 82,126,938,369 21,615,300,000 63.81 17.14 67.89 26.32
2000 16817 102,489,541,402 24,652,336,000 -4.31 24.79 14.05 24.05
200132 12843 64,822,517,715 18,991,492,800 - - - 29.30

Recommended Benefit, Contribution
and Administration Structure

The ILO Consultant advanced the following
recommendations:

• The benefit structure of the scheme should be
changed and a more comprehensive package of
benefits with periodical payments should be
introduced. The method of determining the level of
benefits and the payment as a lump sum should be
changed to be consistent with social security
principles of life long protection to persons covered.

• The concept of employment injury should be
extended to provide protection during travel during
authorized meal beaks as well as other work-related
travel.

• Consideration should be given to changing the scope
of the scheme to include ALL accidents, whatever
the cause. The possible coordination with the travel
accident insurance administered by PT Jasa Raharja
should also be considered.

• The list of occupational diseases should be updated
and new and emerging diseases added to the list.
Protection against occupational diseases should be
extended to cover the employee for a period of sixty
months (60) after leaving the industry and for a period
exceeding that with medical evidence and
certification.

• The rate of compensation for temporary disablement
should be set at a uniform rate of 80% of the average

wage for the three months immediately preceding
the employment injury. This rate should apply for
the duration of the temporary disablement. The
benefit should be payable from the fourth day the
employee is certified medically unfit to work. This is
in accordance with the ILO Convention requiring a
waiting period of three days before the
commencement of payment of temporary
disablement. The employer should be responsible for
the payment of wages during this period.   The lower
reimbursement rate encourages the employee to
return to work early, while a uniform rate is equitable
to all employees. The length of temporary
disablement should not be limited. During the period
of disablement the employee should not be entitled
to both the salary from the employer and temporary
disablement benefit from Jamsostek.

• Employers should be entitled to dismiss workers only
after twelve months following the occurrence if the
employee continues to be medically certified as unfit
for work. The employer should continue to make
payments of full wages to the employee for the first
four months of this period and be entitled to claim
reimbursements of up to the 80% from Jamsostek.
After that initial four-month period, the injured
employee should receive only temporary disablement
benefits from the organization upon production of a
medical certificate. This process should continue until
the date on which the employee is certified fit for
work or is able to claim permanent disablement
benefit.

32 2001 Data from January to 9 June only
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• Permanent disablement benefit should be payable
on a periodic basis for all cases where the loss of
earnings capacity has been assessed as 20% or more.
However, the injured employee could be given an
option to commute one fifth  of the periodic pension
into a lump sum to assist the employee to adjust to
reduced income. The remainder of the employee’s
periodic pension would be paid for life and continue
to be paid to the dependants if the injury results in
death. All other injured employees with assessments
of  below 20% should receive lump sum payments.

• The rate of monthly pension for permanent total
disablement should be 80% of the average wage for
the three months immediately preceding the
employment injury.

• Lump sums should be computed by multiplying the
average daily rate of permanent total disablement
by the assessment of loss of earning capacity and
the actuarial present value factor. The factor should
be calculated actuarially taking account of the age
of the injured employee at the time of the claim; the
adjusted life expectancy prevailing; the expected rate
of interest; and the rate of return on the fund.

• The method of computing the lump sum payment
for assessment of loss of earnings capacity of 20%
or more should be one fifth multiplied by the
percentage loss of earning capacity multiplied by 80%
of the average daily wage in the preceding three
months (1/5 X % loss of earnings X 80% of Average
Wage over 3 months preceding accident X Actuarial
Factor). The daily rate to be calculated by dividing
the average monthly wage by 26.

• Dependants’ Benefit should be payable to the
widow or widower and all children. The widow or
widower should receive a pension for life but such
payments should cease upon death or remarriage.
Children should receive benefit up to age 18 years
with entitlement to benefit ceasing on death or
marriage before that age. The definition of children
needs to be broadened to encompass natural, adopted,
illegitimate and step children.

 • The benefit should be equal to 80% of the average
daily wage for the three months immediately
preceding death as a result of an employment injury.
The daily rate should be calculated by dividing the
average monthly wage by 26.  The benefit may be
shared proportionately between the dependants.
E.g.the widow, widows or widower receive three
fifths; and the child(ren) two fifths. In the event the
widow or widower dies or remarries the children
should receive three fifths of the benefit.

• In the event the deceased does not leave any widow/
widower or children the benefit should be paid to
other relatives as follows:

! The parents of the employee — benefit for life at
a rate of half the average daily rate calculated
above;

! Grand parents of the deceased employee — in
the event no parent is alive at the time of the death,
the rate should be the same as that for parents;

! Brothers and sisters — may all receive benefits
at a rate of three-tenths of the average daily rate
up to age 18 or as long as they are not married.
The amount to be equally divided amongst them;
and

! Any other relative of the deceased employee may
be considered if none of the above listed relatives
are entitled to the benefit. The inclusion of such a
relative may be subject to the condition that the
death has caused hardship to the relative and can
be approved only by the Minister responsible for
social security.

• Funeral Benefit should be paid to the dependants
of the deceased to cover the costs of providing a
decent burial. This benefit should be paid as soon as
possible and the present provisions and method of
providing the benefit should be followed. The
maximum benefit payable needs to be reviewed in
line with current costs in each region.

• Medical Benefit in respect of occupational injuries
and diseases should be the responsibility of
Jamsostek. An injured employee meeting with an
employment injury should be entitled to medical
treatment throughout the period he or she is suffering
from disablement as a result of the injury or disease.
The kind, level and scale of such benefits to be
determined by the organization after taking into
consideration the availability of such facilities. The
organization can make arrangements with the service
providers to ensure adequate and comprehensive
medical treatment is provided to the injured
employee. The scale of the medical treatment to be
provided should ensure easy and quick recovery
minimizing permanent disablement. Such treatment
may include microsurgery and the use of implants.

• Constant Attendance Allowance Benefit. An
injured employee who is permanently and totally
disabled should be entitled to a constant attendance
allowance equivalent to 40% of the pension payable
where he or she requires the constant attendance of
another person. This allowance should be payable
to the claimant for life together with the monthly
pension.

• Facilities for Physical and Vocational
Rehabilitation should be provided to an employee
who suffers from permanent disablement. The
organization should provide prosthetic or other
appropriate appliances free of charge. The total costs
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of such devices to be borne by the organization
together with the cost of arrangements for their fitting,
repairs and replacement. The appliances should be
renewed or repaired, when necessary, free of
charge. The organization should also make
arrangements for physical or vocational rehabilitation
of the injured employee. The employee should be
reimbursed for any reasonably travelling expenses
incurred for the fitting or maintenance of prosthetic
or other appliances.

Recommended Administrative Changes

The ILO Consultant recommended the following
improvements to the arrangements for enforcement
of the provisions of the Act:

• Employers should be required by Regulations to
maintain a Register of Employees, which will contain
the following particulars:
! Name of Employee;
! Social Security Identification Number;
! Date employment Commenced;
! Date Employment Ceased;
! Basic Wages;
! Other Allowances;
! Total Wages;
! Total Contribution Deducted from employee;
! Total Contribution paid; and
! Signature of the employee.

• Particulars in the Register need to be updated
monthly. The Register should be kept for a period of
five years from the date of the last entry. The
Register should be presented for inspection at any
time to a social security or labour inspector. The
Regulations should provide for the enterprise to be
responsible for the accuracy of all the entries.

 • Regulations should provide for a separate Register
of Accidents to be maintained and kept in a place
accessible to all workers. The register should record
all employment injuries that occur to any employee
working on the premises. The Accident Register
should record the following particulars:
! Serial Number;
! Name of Injured Employee;
! Social Security Identification Number;
! Date, Time and Place of the Accident;
! Name of Clinic or Hospital that Treated the Injured

employee;
! Names of Witnesses;
! Type and Location of Injury;
! Brief Account of how the accident occurred and

any First Aid treatment given.

• The employer, supervisor or person authorized to
administer First Aid, should make entries into the
Accident Register as soon as possible after the
accident and no later than a period of two days. The
Register should be maintained by the enterprise for
a period of five years after the final entry.

• Accident Reporting:
! The employer should be required to report all

accidents where there is stoppage of work and
where entitlement to a temporary disablement
payment is likely to arise. Accidents should be
reported using the prescribed forms to Jamsostek
within 48 hours from the time the employer
receives notice of the accident;

! The present form for reporting accidents needs
to be changed and the system presently in place
should to be reengineered to account of any of
the above recommendations regarding new
responsibilities for accepting the reported accident
as an employment injury, verifying the facts of
the case and the wage of the employee;

! In cases requiring payment the process of
calculating the benefit and then paying the benefit
needs to be established. Some cases may require
investigation before being accepted for payment;

! Payment of periodic benefit will require separate
divisions for permanent disability calculation, death
benefit, and funeral benefit; and

! Normally, the approval of cases for payment should
be separated from the actual payment process to
prevent fraud.

• Recommendations concerning the organizational
arrangements, spread of responsibility, etc. will need
to be made in the light of such changes to the benefit
programme as are accepted by Government and
Jamsostek and in the light of further technical
assistance with the development of performance
indicators; quality control; internal audit and other
management control systems.

• However, consideration should be given to the
establishment of a Benefits unit at headquarters to
approve all long- term payments and maintain the
monthly payments to all permanent disablement
employees, widows, children and other relatives. All
long-term recipients of benefits may be required to
make periodic and legally binding declarations
regarding their status. Pension payments should be
contingent upon such a declaration. The Benefits unit
will need to maintain a system for adjustment of
benefits on a biannual basis in accordance with any
changes to the cost of living index and after an
actuarial evaluation.
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• The ILO Consultant also recommended that
consideration should also be given to the
establishment of a Medical and Rehabilitation Division
within Jamsostek to facilitate adequate medical
coverage for work-injury cases.

• This Division could be responsible for arrangements
medical care and for the medical service to be
provided promptly to injured employees; for the supply
of the right prosthetic devices to injured employees
within a reasonable time at competitive prices and
for monitoring the supply, repair and replacement of
the prosthetic and other devices. This Division might
also be responsible for cooperation with vocational
training and rehabilitation institutions to facilitate the
return of injured workers to productive employment
thus minimizing the drain on the fund. However, the
recommendations regarding the administration of
medical care under the employment injury scheme
need to be consistent with any changes in the
Jamsostek Health Care Programme (see Chapter
16).

Recommendations regarding the collection and
recording of personal and social security data are
contained in the Report on Jamsostek Operations and
IT Systems (see Part I of this Publication) but the
introduction of a social security scheme to cover the
contingencies of employment injury and death
necessitates system to collect data on the relative
experience of the operations of the scheme. Data has
to be collected on the total number of accidents.
Reported accidents at work, commuting or occupational
diseases. Number of cases approved, paid, size and
type of payment. Cause, agent, location of injury,
number of days of temporary disablement, permanent
disablement by lump sum, rate of pension, duration of
payment.

There appears to be no proper provision for claimants
to appeal against benefit decisions, particularly
regarding the quality or quantity of their benefit. A
proper appeals procedure should be established. This
could be a dedicated Tribunal to hear appeals or
alternatively the proposed Trust Fund might operate
as an appeal body. An appeal body should have access
to legal as well as medical advice. It should be
independent from both Jamsostek and there should be
right of appeal from decisions of the body on points of
law.

There may need to be powers delegated to Jamsostek
for the appointment of Guardians for under aged
children, subject to the practices in Indonesia.

Death Benefit Scheme

This scheme should be improved and incorporated into
the pension scheme so that long-term periodic benefits
can be paid to the dependants of a deceased pensioner.
The rate of this pension could be 70% of the retirement
pension that would have been payable.

In the event this benefit is to be independent of the
pension scheme some contribution qualification
conditions must be set for entitlement to the benefit.
These conditions will help ensure that the scheme is
not abused and would remain viable over a long period
of time. There is already an increase in the claims for
this benefit and there could be a further escalation as
awareness of the benefit increases.

The ILO Report recommended the following conditions
be considered:

• The benefit should be paid in the case of death, while
still in employment, provided there are twelve or more
contributions paid on behalf of the deceased;

• Dependants of employees who die after leaving
employment but before the retirement age of 55 years
should have more than five Consideration should be
given to changing the scope of the scheme to include
ALL accidents, whatever the cause. The possible
coordination with the travel accident insurance
administered by PT Jasa Raharja should also be
considered;

• Years of contributions paid on their behalf in the ten
years immediately preceding the date of death or
should have contributed for half the period of time
between the initial registration of the employee with
Jamsostek and their death; and

• These recommendations are subject to the advice
of the actuary.
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CHAPTER 13 MATERNITY PROTECTION

• Determine the present experience with regard to the
effectiveness and equity in the provision of income
protection and health care benefits to working
women;

• In consultation with employers and workers
organisations, design the framework of a social
insurance scheme for maternity benefit under which
direct responsibility for the payment of maternity
benefits would be transferred to a social insurance
fund financed by all employers;

• Formulate alternative proposals for meeting the needs
of working women;

• Determine the financial structure for such a scheme;

• Consider the possibility for such schemes to provide
health care to mothers and children during the
maternity period; and

• Identify the administrative implications for such
schemes.

The study considered that a maternity benefit scheme
based on social insurance principles could be financed
by a contribution rate of 0.9% of wages. This assumes
no increase in overall costs for maternity protection
(on this basis employers would save on the costs of
funding their maternity benefit obligations from their
own resources or paying for private insurance cover
for this). However, there would be some sharing of
risk (between employers with and those without female
workers) should the project recommendations for
unified rate of contribution be accepted. This estimate
of contribution level is subject to verification by
actuarial valuation. The calculation also assumes that
the contribution would also cover the cost of health
care during pregnancy and confinement — with
potential savings to the rest of the health care
programme.

The Report recommended that entitlement to cash
maternity benefit should be based on contribution
qualifying conditions and that a female employee or
the working male spouse of a female claiming the
benefit should have paid at least three contributions in
the nine months preceding the date of delivery. Other
provisions concerning the number of children in respect
of whom maternity benefit might be payable, the period
of entitlement and the medical qualifications could
remain similar to those covered by the Government
Regulation. However, in the interests of addressing
the high incidence of maternal deaths during pregnancy
or confinement, the possibility of extending health care
to all births (i.e. beyond the present limit of three) is
recommended.

Executive Summary

The position of women in the economy has changed in
the last decade and more women are employed and
participate in economic sectors, in both formal and
informal employment. The structural changes in the
economy, which led to the emergence and growth of
the service and manufacturing sectors, provided women
with employment opportunities. Globalization, changes
in the literacy level of women and the availability of
employment opportunities have influenced the role of
women in society and as social and economic partners
in the home. These trends, which are prominent in most
developing countries, require the attention of policy
makers to ensure adequate social security protection
of both women and children.

Indonesia is experiencing the effects of these changes.
The number of females in the workforce, which was
22.1 million and constituted 35.88% of the employed
labour force in 1985, rose steadily to 36.47% in 1995.
This trend has continued and by the year 2000 women
constituted about 38.3% of the employed labour force
making them significant partners in economic and social
development.

Despite these changes at the macro level, women
constituted only 32.9 per cent of wage and salary
earners. Women are also at a disadvantage in the labour
market and on average are employed in less skilled
jobs that pay a lower wage. Compared to men they
are disadvantaged both in terms of jobs and wages.
However, despite these differences the number of
females as a ratio to males in the country, which
remained steady in the past, is expected to increase
by year 2010.

At a national workshop on ‘Restructuring the Social
Security System’ held in Jakarta in November 1999
views were expressed that the present system of
maternity protection needed review in order to
overcome evasion by employers of their statutory
obligations to pay cash maternity benefit and to avoid
discrimination against the employment of female
workers. It was considered that cash maternity benefit
could be incorporated into the Jamsostek benefit
programme — as a social insurance benefit — without
adding to the existing costs of providing payment during
maternity required by the employers’ liability under
Government Regulation No. 21 of 1954.

Following that workshop the ILO undertook a Study
of the Feasibility of Improved Maternity Benefits the
terms of reference for which were:
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Bab 13 Perlindungan Persalinan

Rangkuman Eksekutif

Posisi perempuan dalam perekonomian telah berubah
dalam dasawarsa terakhir dan lebih banyak perempuan
yang dipekerjakan dan berpartisipasi dalam sektor
ekonomi, baik dalam pekerjaan yang bersifat formal
maupun informal. Perubahan-perubahan struktural
dalam perekonomian, yang menyebabkan timbulnya
dan tumbuhnya sektor pelayanan dan manufaktur, telah
memberikan kesempatan kerja bagi perempuan.
Globalisasi, perubahan-perubahan dalam tingkat melek
huruf bagi perempuan dan tersedianya kesempatan
kerja telah berpengaruh terhadap peran perempuan di
masyarakat dan peran perempuan sebagai mitra sosial
dan ekonomi di rumah. Kecenderungan ini, yang
menonjol di sebagian besar negara berkembang,
memerlukan perhatian kebijakan pembuat keputusan
untuk memastikan diberikannya perlindungan jaminan
sosial yang memadai bagi perempuan dan anak-anak.

Indonesia sedang mengalami dampak dari perubahan-
perubahan ini. Pada tahun 1985 terdapat 22,1 juta
pekerja perempuan. Jumlah ini merupakan 35,88% dari
seluruh tenaga kerja yang dipekerjakan pada tahun
tersebut dan persentase ini meningkatkan menjadi
36,47% pada tahun 1995. Kecenderungan ini terus
berlanjut dan pada tahun 2000, perempuan merupakan
38,3% dari tenaga kerja yang dipekerjakan, sehingga
mereka menjadi mitra yang penting dalam
perkembangan sosial ekonomi.

Meskipun ada perubahan-perubahan seperti ini pada
tingkat makro, perempuan hanya mewakili 32,9 persen
dari mereka yang bekerja dan menerima upah atau
gaji. Perempuan juga berada dalam posisi tidak
diuntungkan di pasar kerja dan rata-rata dipekerjakan
di pekerjaan-pekerjaan yang kurang membutuhkan
keterampilan dengan bayaran lebih rendah.
Dibandingkan pria, perempuan berada dalam posisi
yang tidak diuntungkan baik dari segi pekerjaan
maupun upah. Meskipun ada perbedaan-perbedaan
tersebut, jumlah perempuan dibanding jumlah laki-laki
di Indonesia, yang dulu selalu tetap, diharapkan akan
meningkat pada tahun 2010.

Dalam lokakarya Restrukturisasi Sistem Jaminan Sosial
yang diselenggarakan di Jakarta di bulan November
1999 muncul pandangan-pandangan yang menyebutkan

bahwa sistem perlindungan persalinan yang ada saat
ini perlu ditinjau kembali untuk mengatasi upaya
pengusaha yang mengelak memenuhi kewajiban
mereka membayar manfaat persalinan secara tunai
sebagaimana ditetapkan undang-undang serta untuk
menghindari diskriminasi terhadap perempuan dalam
penerimaan pekerja. Jaminan persalinan yang
dibayarkan secara tunai dianggap dapat dimasukkan
ke dalam program manfaat Jamsostek – sebagai suatu
manfaat asuransi sosial – tanpa menambah biaya-biaya
yang saat ini dikeluarkan untuk memberikan
pembayaran semasa persalinan sebagaimana dituntut
oleh kewajiban pengusaha menurut Peraturan
Pemerintah No. 21 Tahun 1954.

Setelah lokakarya tersebut, ILO melakukan suatu studi
mengenai Kelayakan Perbaikan Jaminan Persalinan,
yang batasan studinya adalah sebagai berikut:
• Menetapkan pengalaman saat ini yang berkaitan

dengan kefektifan dan ekuiti dalam pemberian
perlindungan pendapatan dan manfaat perawatan
kesehatan bagi perempuan bekerja;

• Berdasarkan konsultasi dengan organisasi pengusaha
dan pekerja, merancang kerangka kerja untuk skema
asuransi sosial di mana tanggung jawab langsung
untuk pembayaran jaminan persalinan akan ditransfer
ke suatu dana ansuransi sosial yang dibiayai oleh
semua pengusaha;

• Merumuskan usulan-usulan pilihan untuk memenuhi
kebutuhan perempuan bekerja;

• Menetapkan struktur keuangan untuk skema-skema
seperti itu;

• Mempertimbangkan kemungkinan bagi skema-skema
seperti itu untuk memberikan perawatan kesehatan
kepada ibu dan anak selama masa persalinan; dan

• Mengidentifikasi implikasi-implikasi administratif
untuk skema-skema seperti itu.

Studi tersebut mempertimbangkan bahwa suatu skema
manfaat persalinan yang didasarkan pada prinsip-
prinsip asuransi sosial dapat dibiayai oleh suatu iuran
sebesar 0,9% dari upah. Hal ini mengasumsikan tidak
adanya kenaikan dalam biaya keseluruhan
perlindungan persalinan (di mana atas dasar ini
pengusaha akan menghemat biaya mendanai kewajiban
manfaat persalinan mereka dari sumber daya mereka
sendiri atau membayar perlindungan asuransi swasa
untuk ini). Kendati begitu, akan ada suatu pembagian
risiko (antara pengusaha dengan pekerja perempuan
maupun tanpa pekerja perempuan) apabila usulan
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penyeragaman tingkat iuran diterima. Perkiraan tingkat
iuran ini tunduk pada verifikasi yang dilakukan menurut
penilaian aktuaria. Perhitungan tersebut juga
mengasumsikan bahwa iuran tersebut juga mencakup
biaya perawatan kesehatan semasa kehamilan dan
menanti persalinan dengan penghematan yang mungkin
dilakukan untuk program-program perawatan
kesehatan lain yang ada.

Laporan ini menganjurkan supaya hak atas manfaat
persalinan tunai hendaknya didasarkan pada
dipenuhinya kriteria iuran dan bahwa seorang pekerja
perempuan atau suami (yang bekerja) dari seorang
perempuan yang menuntut agar manfaat tersebut

hendaknya telah membayar sekurang-kurangnya tiga
iuran dalam kurun waktu sembilan bulan sebelum
tanggal kelahiran. Ketentuan-ketentuan lain mengenai
jumlah anak yang dapat dicakup oleh pembayaran
jaminan persalinan, periode berlakunya hak untuk
memperoleh manfaat persalinan dan kualifikasi medis
dapat tetap sama dengan yang ditetapkan oleh
Peraturan Pemerintah. Meskipun demikian, untuk
menanggulangi tingginya angka kematian akibat
persalinan baik selama masa kehamilan maupun
kelahiran, perawatan kesehatan sebaiknya diperluas
untuk mencakup seluruh kelahiran (yakni, tidak
terbatas pada tiga anak saja).
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Maternity Protection In Indonesia

Women in the Workforce
Table 1 below provides some figures on the Female Sex Ratio and age specific female sex ratios in Indonesia.

Figure 63 Table of  Female Sex Ratios in the Asian Region
 (Unit: per 100 males)

Region 1985 1990 1995 1998 2000 2005 2010

East and Northeast Asia 95.2 95.0 95.2 95.3 95.4 95.8 96.1
Southeast Asia 101.2 100.8 100.5 100.4 100.4 100.3 100.3
Korea 98.3 98.8 98.5 98.3 98.3 98.3 98.5
Indonesia 100.9 100.6 100.5 100.4 100.4 100.4 100.5
Thailand 99.5 99.7 100.0 100.2 100.5 101.1 101.5

The data in Table 2 indicates that there is a marginal
decrease in the Age specific Female Sex Ratio from
1985 to year 2000 especially for the 15 to 24 and 25 to
34 year groups, which represents the fertile age group

and would affect maternity benefit. Despite the
decrease in the ratio, the number of females for these
specific groups has increased in absolute terms.

Figure 64 Table of Age-specific Female Sex Ratios in Indonesia

 (Unit: per 100 males)

Indonesia All 0 – 4 5 -14 15-24 25-34 35- 49 50-64 65+
ages

1985 100.9 97.1 97.5 99.7 101.9 105.4 105.1 116.9
1990 100.6 96.9 97.4 98.2 101.6 104.3 106.5 115.2
1995 100.5 96.4 97.3 97.6 100.2 103.4 108.5 116.2
2000 100.4 96.3 96.9 97.7 98.7 102.8 108.4 120.1

Current Provision
Maternity protection in Indonesia currently consists of
health care during maternity and delivery, provided
under The Minister of Manpower Regulation — No.
PER-05/MEN/1993 (made under the provisions of the
social security law: Law No. 3 of 1992) and cash
maternity benefit — an employers’ liability — under
Government Regulation no. 21 of 1954.

Cash Maternity Benefit
Entitlement to benefit arises for delivery after a
pregnancy of not less than 26 weeks. The employer is
required to pay cash benefit equivalent to the monthly
wage for a period of 12 weeks — six weeks before
confinement and six weeks afterwards. In the event
the employee dies during or after delivery, the employer
is liable for maternity benefit payments for the whole
12-week period.

There are no employment or contribution conditions
for entitlement of maternity benefit. This is a major
weakness, as an employer is required to pay benefit
even if the woman delivers within the first month of
employment.

Medical Care During Pregnancy and
Confinement

The requirement to provide health care during maternity
and delivery comes under separate legislation from that
covering cash maternity benefit — Government
Regulation No. 14 of 1993 (Article 35) and Minister
of Manpower Regulation No. PER-05/MEN/1993
(both made under the provisions of the social security
law: Law No. 3 of 1992). The provisions apply only to
the private sector and only to employers to whom the
provisions of the social security law apply. The health
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care programme, of which provision of maternity and
delivery care is part of the package, is administered
by PT Jamsostek.  It is funded by contributions payable
wholly by the employer of 3% in respect of single
workers and 6% for married workers.

Under the provisions of Article 2 of Government
Regulation No.14 of 1993, employers are covered
compulsorily by the social security law if they employ
ten employees or more or have a monthly payroll of
not less than Rp. 1 million. Article 2 also provides that
employers who provide health care programmes for
their employees with benefits superior to those of the
Basic Health Care Package provided by Regulations
may opt out of the Jamsostek programme, a provision
that is not closely regulated. Many employers, covered
by Jamsostek for old age and employment injury
benefits, have opted out of the health care provisions.
Employers who are outside the scope of compulsory
Jamsostek membership and do not become voluntary
members must pay for health care from their own
resources or through private insurance.

Under the 1993 Ministerial Regulation the employer is
required to provide primary medical care to the female
worker or the spouse of a male worker for the first,
second and third child. Jamsostek has determined the
maximum cost for delivery to be Rp. 500,000. Female
employees have to bear the difference between the
actual amount and the maximum amount covered by
Jamsostek. This difference has risen significantly over
the years — a result of the escalating medical costs.

The minimum period for inpatient care for normal
delivery is three days and a maximum is five days.

A unique provision of the Labour Law of Indonesia is
that female workers, in addition to cash maternity
benefit, are also entitled to two days of paid leave for
the first and second day of their menstrual cycle. This
provision could have the effect of saving the employer
the cost of sixteen to eighteen days’ wages during the
period of pregnancy. However, the provision is in
practice discretionary – many employers allowing only
one day a month, others no menstrual leave at all. Some
employer groups have expressed the view that such
provisions in the Labour Laws favoured the female
worker and resulted in some women working ten
months in a year and receiving thirteen months’ pay.
Annually employers have to provide 12 days of annual
leave, up to 24 days of menstrual leave. The paid leave,
together with an obligation to pay maternity benefit

should the requirement arise, represents a significant
cost to many employers who then choose to
discriminate against women in their hiring policy.

In the event of death during childbirth or due to other
causes the relatives of the female employee are entitled
to receive death benefit from Jamsostek. The death
benefit is equal to Rp. 3,000,000 with an additional Rp.
600,000 as funeral benefit.

From discussions the ILO Consultant had with the
various groups at workshops and individually there
appeared to be differences between the levels of
protection provided by employers in the different
economic sectors. Historically employers in the
plantation sector provide better maternity protection
for their female workers and spouses of male workers
than most others. Female employees in the financial
sector generally receive even higher and better
coverage as their employers provide private insurance
coverage for medical benefits that includes delivery
care. These conclusions about differences in levels of
cover were drawn from comments made by employers
and labour union representatives — no adequate or
reliable data was available.

Depnaker officials were unable to provide any figures
on complaints made by female employees against
employers who failed to meet their obligations regarding
maternity protection. From the absence of recorded
complaints, a cursory overview of the present
provisions would tend to indicate the existing system
works well without significant problems. This probably
explains the generally expressed view of employers
that a change in maternity provision was not a priority
and not really necessary. However the views of
women’s groups indicate that the present system is
far from satisfactory.

Analysis of the Programme
The number of maternal deaths and the number of
live births in hospitals has been on the increase since
1997. Data obtained by the Consultant from the
Ministry of Health and other sources are as follows:
• The rate of maternal deaths is 450 per hundred

thousand females and is one of the highest rates in
the region (it is understand that this figure has since
been reduced);

• The number of maternal deaths per thousand in
hospitals is increasing and is a cause of concern;

• The birth rate is estimated to be 22.6 per thousand in
the year 2000 indicating that there is a need for
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adequate maternity protection;
• The number of females in the work force is

increasing. Statistics of female workers who were
paid wages and have worked in year 2000 was
35,032,000 and of these 25,134,000 are between the
ages of 15 and 44 years. (Table 3);

• However, the number of salaried female workers in
August 2000 in both the urban and rural sectors was
9,709,833. (Table 4);

• The number of maternal deaths in hospitals has
increased significantly over the years. (Table 5). As
the data given are only for hospital deaths, where
the care available is better, the situation could be
worst at health care centres and for home deliveries
in the rural sector; and

• There are other complications in the childbearing
process where prenatal and postnatal care has to be
given consideration. (see Figure 68).

Figure 65 Population 15 Years of Age and over by
Age Group and Types of Activity

(in Previous week August 2000)
(in millions)

Age Group Working Have Worked Total
15 – 19 2.511 .085 2.596
20 – 24 4.189 .201 4.390
25 – 29 4.707 .159 4.866
30 – 34 4.214 .095 4.309
35 – 39 4.628 .033 4.661
40 – 44 4.050 .262 4.312
45 – 49 3.126 .010 3.036
50 – 54 2.443 .006 2.449
55 – 59 1.729 .008 1.737
60 > 2.800 .006 2.806
Total 34.399 .633 35.032
Badan Pusat Stastik August 2000 / Indonesia Statistics
Department

Figure 66 Table of Female Employees Wages: Salaries per Month by Region (August 2000)

Wage/ Salaries per month Urban Rural Total Urban & Rural
<100,000 417,355 856,686 1,274,041
100,000 – 199,999 1,328,658 1,226,247 2,554905
200,000 – 299,999 1,155,274 718,318 1,873,592
300,000 – 399,999 948,406 320,086 1,268,492
400,000 – 499,999 534,109 174,300 708,409
500,000 – 599,999 390,673 85,004 475,677
600,000 – 699,999 325,194 126,683 451,876
700,000 – 799,999 281,139 131,671 412,810
800,000 – 899,999 240,327 101,944 342,271
900,000 – 999,999 107,738 31,343 139,081
1,000,000 > 195,780 12,899 208,679
Total 5,924,653 3,785,180 9,709,833

Badan Pusat Stastik August 2000/ Indonesia Statistics Department

Figure 67 Table of Maternal Deaths and Births in Hospitals in Indonesia year 2001

YEAR TOTAL number of Maternal Deaths Number of Life Births Deaths/ thousand

94 74 18,576 4.0
96 92 19,210 4.8
97 632 19,210 7,0
98 613 63,334 9.7
99 697 87,028 8.0
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Figure 68 Table of Distribution of Patients by Gynaecological Problems in Hospitals during 1999

Gynaecological Problem Total No. Of Cases Deaths Case Fatality Rate
No. Of Pregnancies Terminated in Abortions 20,418 168 0.8
Difficult Pregnancies 67,327 413 0.6
Premature Births 7,256 66 0.9
Excessive Bleeding During Birth 6,004 146 2.4
Internal Bleeding 1,779 54 3.0
Placenta Problems 6,474 70 1.1
Pre Eklasima 5,139 54 1.1
Total 114,459 976 0.9

Figure 69 Table of  Distribution of Patients Re-
ceiving Gynaecology Treatment by Age
(1999)

Below 14 Years of Age 1,562 1.4%
15 to 24 Years of Age 29,424 25.7%
25 to 44 Years of Age 57,954 50.6%
45 Years and Above 25,514 22.3%
TOTAL 114.454 100%

The analysis indicates the need to introduce adequate
maternity protection for female workers and spouses
of male workers. In particular, there is a need to
address the following shortcomings in the maternity
protection programme:

• There are several anomalies in the cash maternity
benefit provisions (e.g. a female employee loses
entitlement to maternity benefit if she quits or loses
her job, while a newly employed female worker or
the spouse of a new male worker would be entitled
to benefit within the first month of employment);

• There is no coverage for death during delivery except
where the deceased is in current employment);

• The provisions available are not uniform across the
all employment sectors — some groups providing
better medical coverage then others;

• A major concern is the potential for discrimination
against the employment of women and the absence
of effective regulation of the provisions. Despite the
absence of registered complaints, anecdotal evidence
suggests that there are many cases where employers
do not meet their statutory obligations regarding the
payment of cash maternity benefit; and

• The medical benefit provided is out-of-date and
inadequate.

There are also associated concerns about protection
during pregnancy and the postnatal period such as the

need to improve Occupational Health & Safety
provisions for pregnant workers ¾ to safeguard the
mother and the foetus. These might include regulations
concerning exposure to hazardous working conditions
and toxic substances, provisions for rest periods during
the later stages of pregnancy.  They might also include
provision for:

• Child Care and Post-natal Care; and
• Breast Feeding Policy (such as time off or provision

for storing breast milk or formula feeds).

Recommendations
In the view of the ILO Consultant, there is a strong
case for replacing the existing provisions, making cash
maternity benefit available through social insurance
funded by contributions from employers (and possibly
a counterpart contribution from all covered workers).
Jamsostek could operate such a social insurance
programme.

It was not possible during the study to obtain data on
the expenditure by employers on maternity benefit
actually paid or the extent to which individual employers
met their liability from their own resources or from
private insurance. However, the Consultant estimated
that a social insurance maternity benefit scheme with
all employers sharing the risk (possibly with a
counterpart contribution from all covered workers)
might be financed by a total contribution of 0.9% of
insurable wages. This level of contribution would, of
course, need to be verified by an actuarial valuation of
the provisions; the incidence of maternity, etc. and
covered workforce projections. The basis of this
estimate is given below (Table 8 et seq.) and assumes
that the cost of medical care during pregnancy and
delivery would be covered by the scheme. This means
a potential saving to the health care programme and
the opportunity, in due course, to consider equalizing
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the present health care component contribution of 3%
& 6% to arrive at a unified rate that would be simpler
to administer. This possible unified rate would be in
line with the social insurance principle of shared risk
(in this case the ‘risk’ of providing health care to family
members being shared between single and married
workers).

The main provisions of a possible scheme were outlined
as follows:

• The covered population should be — female
employees and spouse of male employees where the
wife was working prior to confinement;

• The Maternity Benefit Scheme should provide the
following benefits:

! Eligible females might be provided with a cash
benefitequivalent to 100% of the actual average
monthly wage of the employee in the three months
immediately preceding the confinement. Or, in the
event that the actual wage is below the minimum
monthly wage for the region or if the employee
has not worked during that period the amount
payable shall be the minimum monthly wage;

! The benefit should be payable for a period of 12
weeks (as at present);

! Entitlement to cash benefit might be limited to three
(3) children;

! Medical Benefit for pre- and postnatal treatment
will be provided. Consideration might be given to
removing the 3-child limit in the interests of the
safety of the mother and child. The Consultant,
while recognizing the relevance of the ‘3 child
limit’ on controlling the birth rate, considered that
this might apply only to the cash benefit entitlement
not to medical care;

! Total medical costs for delivery to be borne by
the scheme administered by Jamsostek.
Arrangements with the providers of the service
will be made with agreements on the level, quality
and cost of the service;

! The female employee or the spouse of the male
employee should be entitled to the benefit if at
least 3 contributions have been made to Jamsostek
during the 9 months preceding the month of
confinement;

! The spouse of a male worker, where the male
has fulfilled the contribution qualifying condition,
should be entitled to medical benefit for the
confinement;

! No cash benefits shall be payable where a woman
does not qualify on the basis of her own
contribution record;

! Consideration might be given to male employees
being entitled to three days paternity leave; and

! The employer shall not dismiss a female employee
during her period of confinement.

It is recommended that the employer should pay the
maternity benefit to the claimant and claim
reimbursement for the sum paid from Jamsostek. The
employer should furnish proof of the female employee’s
entitlement, delivery after 26 weeks of pregnancy and
evidence that the payments have been made to the
claimant.

Any female employee, who is entitled to the benefit,
should be able to claim the benefit directly from
Jamsostek if she is not employed at the time of her
confinement or if the employer has not paid the benefit.

Non-payment of benefit by an employer should
constitute a criminal offence punishable under the
provisions of the social security law.
There should be provision in the law for appeals against
decisions regarding the quality or quantity of benefit
payable under the provisions of the maternity benefit
and health care programmes. This should include
provisions for appeal against refusal of benefit on the
grounds of failure to satisfy the contribution
requirements, employment or medical conditions.

Contributions to finance the maternity benefit scheme
should be payable by all employers, irrespective of
whether or not they employ women workers. The risk
is thus to be shared across the workforce following
the social insurance principle. The contributions should
be payable monthly with other Jamsostek contributions.
The level of contribution necessary has been estimated
at 0.9% of the monthly wage of all employees (men
and women). The basis of the estimate (to be verified
by actuarial valuation) is given in Table 8 and the data
that follow the table.
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Figure 70 Table of Assumed Average Wage Calculations

Mid point of salary range No. Of Females Males and females Total wages(Rp. Millions)
50,000 1,274,041 1,887,943 94,397

150,000 2,554,905 4,657,136 698,570
250,000 1,873,592 5,195,761 1,298,940
350,000 1,268,492 5,033,598 1,761,759
450,000 708,409 3,511,983 1,580,392
550,000 475,677 2,080,280 1,144,154
650,000 451,876 2,064,076 1,341,649
750,000 412,810 1,646,855 1,235,141
850,000 342,271 1,375,147 1,168,874
950,000 139,081 682,277 648,163

1,050,000 208,679 1,362,983 1,431,132
Total 9,709,833 29,498,039 12,403,174

Figure 71 Table of Programme Calculations and Cost Estimates

Calculations and Estimates Result
Total Number of salaried workers in the economy male and female 29,498,039
Total Number of salaried female workers in the economy 9,709,833
Total Number of working females in the economy 35,032,000
Total Number of working females in fertile group (age 15-44) 25,134,000
Birth Rate 2.3 per 1,000 employees. Expected no of births annually 58,808
National Average minimum monthly wage Rp.364,148
Total for 3 months of payment Cash Benefit for female employees Rp.1,100,000
Total average annual cash benefit expenditure Rp.64,685,500,000
Assuming medical expenditure is Rp.500,000 per case then the Total is Rp.29,404,000,000
Assuming 70 % of the total males in employment are married (19,788,206 X 70% 13,851,744
Total number of spouses giving birth (2.3 X (19,788,206 / 1000) X 0.7) 31,859
Total medical cost for spouses Rp.15,929,505,800
Estimated Cost of the Maternity scheme Rp.110,019,000,000
Total wage bill of the salaried employees Rp.12,403,200,000,000
Rate of Contribution Required excluding Administration Costs 0.0887%

Other Issues

The Labour Laws require employers to provide two
hours time-off to female employees who are breast-
feeding. The employer could alternatively provide a
place and other facilities to enable the employee to
extract and refrigerate the breast milk. Similar
provisions might be made for storage of formula food
for bottle-feeding.

The employer is also required to provide child-care
centres to help the female employees. Employers in
the plantation sector fulfil this provision while others
due to a number of reasons have yet to comply.

Employers have to ensure the health and safety of the
female worker as well as the foetus. Pregnant

employees should not be exposed to hazardous
materials or substances and they should be given
proper rest breaks and provided with appropriate
seating and working equipment.  On the basis of
anecdotal evidence it seems that these requirements
are not always enforced. In the interests of addressing
the worrying number of maternal deaths during
pregnancy it should be possible for provisions to be
made for early notification (by hospitals, doctors or
midwives) to be given to the Occupational Health &
Safety division of Depnaker for them to arrange OSH
inspections at the expectant mother’s workplace to
ensure that the relevant provisions are complied with.
It should be noted that exposure of male workers to
hazardous substances can also adversely affect a future
foetus.
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CHAPTER 14 UNEMPLOYMENT BENEFIT INSURANCE

Executive Summary

Indonesia, like many developing countries, has no
unemployment benefit system. A severance pay
system does operate for many formal sector employees,
but not for the majority of the working population
employed in the informal sector. De facto, the
withdrawal of Retirement Savings balances held in
Jamsostek, Indonesia’s Provident Fund/Social
Insurance Fund also acts unofficially as a means of
coping with the financial impact of job loss, though
again this option is available only to formal sector
Jamsostek members, and erodes retirement provision
for this group. Otherwise there is no formal provision
for catering for unemployment.  Instead people who
lose a job or are unable to find paying work rely mainly
on extended family and informal sector activities to
manage.

A feasibility study, undertaken as part of the ILO
project on restructuring the social security system in
Indonesia, looked at options for meeting the financial
problems caused by unemployment.  It concluded that
it would be possible to introduce a form of
Unemployment Insurance in Indonesia, and to add this

programme to the existing programmes of Jamsostek.
At this stage what is feasible is a short-term
unemployment benefit for insured workers in the
formal sector.  A wider coverage or longer-term
benefit is not yet feasible given the structure of
Indonesia’s economy and labour market. For those not
able to be covered by any scheme introduced, some
form of Social Assistance may be a fall back option.

The study also noted that a number of other issues
would need to be resolved before any unemployment
insurance benefit can be introduced in Indonesia. These
include decisions on:
• The priority of unemployment insurance in relation

to other social security objectives;
• What should be the funding source and, if funded by

contributions, who should pay the required
contributions:

• The implications for existing severance pay system;
and

• The need to upgrade the capability of Jamsostek —
the logical carrier for any Unemployment Insurance
programmes.

Most of these issues are likely to require further
discussions between the social partners in Indonesia.
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Bab 14 Asuransi Jaminan Pengangguran

Rangkuman Eksekutif

Indonesia, sebagaimana negara-negara sedang
berkembang lainnya, tidak memiliki sistem yang
memberikan manfaat pengangguran. Sistem
pembayaran pesangon berlaku bagi banyak pekerja
sektor formal, tetapi tidak berlaku untuk mayoritas
penduduk bekerja yang dipekerjakan di sektor informal.
Secara de fakto, penarikan saldo tabungan
pengangguran yang disimpan di Jamsostek, Dana
Provident Jamsostek/ Dana Asuransi Sosial juga secara
tidak resmi berfungsi sebagai suatu cara untuk
mengatasi dampak keuangan yang ditimbulkan oleh
kehilangan pekerjaan, meskipun sekali lagi, pilihan ini
hanya tersedia bagi anggota Jamsostek di sektor
formal, serta mengikis persediaan uang pensiun yang
dimiliki kelompok ini. Jika tidak demikian, ketentuan
resmi yang menangani masalah pengangguran. Sebagai
gantinya orang yang kehilangan pekerjaan atau tidak
dapat memperoleh pekerjaan yang menghasilkan
pendapatan bagi mereka, sebagian besar
menggantungkan hidupnya pada keluarga besar dan
pada kegiatan-kegiatan usaha sektor informal untuk
menanggulangi pengangguran.

Suatu studi kelayakan yang dilaksanakan sebagai
bagian dari proyek ILO mengenai restrukturisasi sistem
jaminan sosial di Indonesia mencoba menganalisa
pilihan-pilihan yang ada untuk mengatasi masalah-
masalah keuangan yang timbul sebagai akibat
pengangguran. Studi tersebut menyimpulkan bahwa

bisa saja memperkenalkan Asuransi Pengangguran di
Indonesia, dan menambahkan program ini ke program-
program Jamsostek yang sudah ada. Pada tahap ini,
mungkin dan layak dilakukan adalah manfaat
pengangguran jangka pendek untuk para pekerja di
sektor formal yang sudah diasuransikan. Cakupan
kepesertaan yang lebih luas atau manfaat
pengangguran untuk jangka waktu yang lebih lama
belum memungkinkan mengingat struktur
perekonomian dan pasar kerja Indonesia. Suatu bentuk
Asuransi Sosial dapat menjadi pilihan cadangan bagi
mereka yang tidak dapat dicakup oleh skema apapun
yang diperkenalkan.

Studi tersebut juga mencatat bahwa sejumlah pokok
permasalahan lain perlu dibereskan terlebih dahulu
sebelum jaminan asuransi pengangguran dapat
diperkenalkan di Indonesia. Pokok-pokok per-
masalahan tersebut meliputi keputusan-keputusan
mengenai:
• Prioritas asuransi pengangguran dalam kaitannya

dengan tujuan-tujuan jaminan sosial lainnya;
• Dari mana sumber dananya dan, apabila didanai dari

iuran, siapa yang harus membayarnya;
• Implikasi-implikasinya terhadap sistem pembayaran

pesangon yang ada; dan
• Adanya kebutuhan untuk meningkatkan kemampuan

Jamsostek – pelaksana logis bagi program-program
asuransi pengangguran.

Sebagian besar dari pokok-pokok permasalahan
tersebut memerlukan diskusi lebih lanjut di antara para
mitra sosial di Indonesia.
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Employment and Unemployment in
Indonesia

Out of a population estimated at just over 200 million
in the year 2000, the estimated labour force in
Indonesia was 95.7 million.  Open Unemployment was
5.8 million, with 89.8 million classified as being in
employment. In 2001 open unemployment moved
above the 6 million mark. However, the majority of
employed people in Indonesia are in the rural and urban
informal economy rather than in the formal sector
(characterised by regular wage and salary employment
and a clear employer/employee relationship.  Most
workers in the informal economy are self employed
farmers, vendors and small traders, or unpaid family
workers.

Using a classification which treats all designated
employers and employees as being in the formal sector
suggests that Indonesia has about 31.5 million people
employed in the formal sector, and 58.3 million in the
informal economy.  An alternative classification adds
self-employed workers in professional, technical and
administrative categories to the formal sector grouping
— but treats wage workers in the agricultural sector
as part of the informal economy. This approach
suggests that Indonesia has about 26.7 million employed
formal sector workers and about 62.4 informal sector
workers.  Either classification approach produces a
substantial majority in the informal economy and a
minority in the formal sector of the economy.

Of the formal sector workers, somewhat over 9 million
(9.4 million in 2001) were active members of the
Jamsostek Social Insurance/Provident Fund.  Another
9.1 million names on Jamsostek files included 5.8 million
inactive members and duplicate listings, and 3.3 million
former members to whom benefits had been paid out
(and probably no longer in active employment).

A further complication in the formal sector is the
frequent use of temporary contracts of up to 3 months
employment or “outsourcing” of wageworkers. These
people do not have the status of permanent employees
(though some contributions to Jamsostek may be paid
on their behalf in some industries such as construction)
and hence are not entitled to statutory severance pay
or other redundancy payments from their employers if
their contracts are not renewed.

Unemployment

The relatively low open unemployment rate of around
6% hides a major degree of underemployment in
Indonesia, particularly in the informal economy.  People

are classified as “employed” if they work at least one
hour per week, including those involved in unpaid family
labour. In the year 2000 a full 32 million of the
“employed” group worked less that 35 hours per week
and many of these people would in fact take up more
work if this were available.  Adding this measure of
underemployment to open unemployment would
produce a figure of close to 40% of the labour force
being not fully employed or not employed. However,
this approach tends to overstate unemployment since
some of the group working under 35 hours do so from
choice. Some officials suggested that about 10 million
of the underemployed should be regarded as hidden
unemployed, though the basis of this figure is not clear.
The 1999 labour force survey indicated that 12 million
in the group working less than 35 hours did so
involuntarily. If this figure is used, it would imply that
the underlying involuntary unemployment rate in
Indonesia is about 18 or 19%. Whatever the basis of
the calculation, it is clear that the official open
unemployment rate significantly understates the degree
to which the Indonesian labour force is under-utilised.

Prior to the 1997 crisis, most open unemployment in
Indonesia consisted of young people who had left
secondary schools or tertiary training looking for their
first permanent, paid job.  Average job search time
was then around 6 months.  82% of the openly
unemployed had never worked.  Unemployment rates
were lowest amongst the least educated people because
they had little option other than to take up the least
skilled and least remunerated work, often as unpaid
family workers. The somewhat better educated usually
had some family resources to fall back on while they
looked for better-paid work.

It may be noted that, with an open unemployment rate
of around 6% and unemployment duration of around 6
months, about 12% of the labour force would become
unemployed at some stage during each year.  However,
this calculation tends to understate the position because
job losers who move into the informal economy are no
longer counted as unemployed.

Impact of the 1997 Crisis

The 1997 crisis changed the unemployment pattern,
with several million people losing jobs in the formal
sector.  The impact was particularly severe in 1998,
when real GDP in Indonesia declined by 13% , and
the proportion of establishments operating below 50%
of their capacity rose from 15.1 to 36.3%. In the
manufacturing sector in 1998, 2,526 enterprises dropped
out of the lists of large and medium scale enterprises
listed in the Statistics directory, equal to around 12%
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of the number of listed enterprises.  In the construction
industry cutbacks were even larger.   Even so, most of
the displaced workers from closed or reduced scale
enterprises did not show up in the open unemployment
statistics.  Part of the reason was that in the absence
of any unemployment benefit, and in many cases also
the absence of any severance pay, the workers who
lost their jobs had to take any option available to support
themselves and their families. Hence they continued
to be classified in the statistics as “employed.”  In the
year 2000 the Labour Force Survey people who were
formerly employed still constituted fewer than 30% of
those classified as openly unemployed.

Many of the displaced workers moved into other
situations which were not classified as unemployment.
Some returned to the agricultural sector as low paid
workers or unpaid family workers, dropped out of the
labour force (particularly women), took lower paid jobs
in other parts of the formal sector, or work in the
informal economy in urban areas.  The latter category
included many people who became itinerant vendors
or hawkers. Some also sought work abroad, though
this effect was soon outweighed by the return of
Indonesian workers from other countries also affected
by the Asian crisis.

The statistical “disappearance” from the unemployment
counts of most of the workers displaced by the crisis
led to widely varying estimates of the “true” size of
the rise in Unemployment in 1998.  The Ministry of
Manpower estimated that displaced workers numbered
5.2 million in 1998 and estimated the unemployment
rate at 14.8%. BAPPENAS (Planning)) initially
estimated 3.84 million displaced workers, and the
unemployment rate to be 13.6%. The Task Force
estimated 5.42 million displaced workers, leading to
an unemployment rate of 10%.  None of these
unemployment-rate figures were reached when the
actual survey results came out. The official open
unemployment rate rose only from 4.7 to 5.4 %
between August 1997 and August 1998, moving up to
6.4 % in 1999.

However, there was a massive decline in average real
wages as price rises deflated the real value of money
wages. General inflation was 78% in 1998, while food
prices rose by 118%.  Despite increases in money
incomes, real wages fell by about one third in 1998.
Mean consumption levels fell 24.4% nationally. Those
in urban areas fell by 33.9% and in rural areas by
13.4%. The distribution of the consumption cutbacks
was skewed, and median consumption fell only 1.5%,
with the median urban reduction being 5%. It is
somewhat difficult to explain this pattern, but it may

be composed of large consumption cutbacks by those
directly affected by the first round effects of the crisis,
plus precautionary reductions in discretionary spending
by some other groups.

Per capita daily food consumption fell from 2,019.79
calories in 1996 to 1,849.36 in 1999.  Protein
consumption per capita in grams fell from 54.49 to
48.67.  The national Poverty index which had dropped
to just over 11% in 1996 rose to over 24% by
December 1998, though some changes in definitions
cloud comparability of the figures. However the
severity of the change is not in doubt.

Overall, the Indonesian labour market showed
remarkable flexibility in adjusting to the crisis. However,
the flexibility had a high human cost.

Impact on Women

In Indonesia in the year 2000 women constituted about
38.3% of the employed labour force.  However, they
constituted only 32.9% of wage and salary earners,
but 74% of the unpaid family workers. Women in
Indonesia tend to be disadvantaged in the labour market
and, on average, to occupy less skilled or at least less
well-paid jobs than men.  If employed they are more
likely to be in the informal economy or in small-scale
businesses in the formal sector where most workers
are not Jamsostek members with social insurance
cover.

The impact of the 1997 crisis on women was somewhat
complex.  On the one hand women were more likely
than men to be dismissed from jobs in the formal sector
as formal sector workers were laid off, and in the year
2000 constituted 42.5% of the openly unemployed.  On
the other hand, the majority of women were in the
informal economy or in small-scale, formal sector
employment where the employment impact of the crisis
was less severe.  This meant that in many households
the women members became the breadwinners when
males in the formal sector lost their jobs.  Overall,
employment rates amongst men and women changed
to about the same degree, total employment for both
groups rising only 0.3% between 1997 and 2000.

Gender issues in relation to Unemployment Insurance
benefits relate mainly to ensuring that women workers
in enterprises are included in the insured workforce,
rather than in the uninsured, “outsourced” workforce
¾ and obtain unemployment benefit rights.  If active
labour market programmes are also set up with
Unemployment Benefit Fund financing, the gender
issues relate to ensuring that the types of programmes
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set up also relate to the needs and re-employment
options of women and that women obtain access to
such programmes in proportion to their representation
amongst the unemployed.

For example, pilot small scale loan projects by the
Office of the State Minister for Women’s
Empowerment have indicated that there are significant
numbers of women who have the capacity and
motivation to run small scale businesses successfully
provided funding and some training can be provided.
The loan repayment rate of women who are advanced
business credit compares favourably with that of men.

There are also gender issues for women in terms of
maternity medical costs, maternity leave, and maternity
leave benefits.  These lie outside the area of
Unemployment Insurance itself, but could be
considered as part of a “package” restructuring of the
Indonesian social security system.

Redundancy Payments and Use of
Retirement Savings

Under Indonesian law permanent employees whose
jobs are terminated by their employers are entitled to
redundancy payments in the form of Severance Pay
and Service Pay or Gratuity, with amounts based on
the number of years of employment.  Generally under
Articles 22 and 23 of the 20 June 2000 Decree, one
month’s pay accumulates for additional periods of
employment up to a limit of 17 months total for the
two elements combined. There are currently some
unresolved disputes over the exact legal status of some
of these entitlements. As noted, these provisions do
not cover short-term, temporary contract workers and
those on 3 months’ probation before becoming
permanent employees.

The Law for Severance Pay provides for one month
of Severance Pay for up to 12 months’ employment,
with an additional month for each additional year of
employment up to a maximum of 5 months of Severance
Pay for 4 or more years of employment.
Service Pay (Gratuity) accrues after 5 years of
employment.  It is 2 months for 5 but under10 years, 3
months for 10 but under15 years, 4 months for 15 but
under 20 years, 5 months for 20 but under 25 years,
and 6 months for 25 or more years.

After the crisis there was a variable outcome in terms
of actual receipt of redundancy payments. In some of
the worst affected sectors where enterprises collapsed
(e.g. in construction) many workers did not receive
their theoretical entitlements.

However, many formal sector workers drew on their
retirement savings in Jamsostek, the Social Insurance
and Provident Fund for insured workers in the private
sector. Jamsostek formally covers all workers in
enterprises with 10 employees or more, or with a payroll
of Rp.1 million a month or more.  In theory this should
mean coverage of the majority of formal sector
workers.  In practice coverage is somewhat more that
9 million members, or around 12 % of the employed
workforce. This group is required to contribute to the
Jamsostek JHT provident fund.

One of the ways for unemployed workers to adjust to
their need for money to fund their expenses is to
withdraw Jamsostek Old Age Benefit balances.  This
can be done once a member has been a Jamsostek
provident fund contributor for five years or more, plus
an additional wait period of 6 months, and has become
unemployed. Total early withdrawal claims prior to the
age of 55 because the workers were laid off were
241, 760 in 1997, 493,131 in 1998, 610,791 in 1999, and
632,055 in the year 2000.  In the same years
withdrawals made because the person had reached
the age of 55 were only 28, 612, 33,657, 33,650, and
34,085 respectively.  In effect the Jamsostek
Retirement Savings scheme is being used mainly for
purposes other than financing individual retirement
savings.

First half year data for 2001 showed that withdrawals
for Jamsostek were 316,242, or in other words were
continuing at the high year 2000 rate.

The use of Jamsostek Old Age Benefit Savings
balances in this way suggests that there is a large
financial need faced by dismissed workers which is
not adequately met by other existing systems, including
Severance Pay.  The size of the groups making
withdrawals in relation to Jamsostek active membership
also suggests that the 5 year limit may not have been
strictly observed by Jamsostek. It is also possible that
part of the withdrawal was opportunistic. The high
price inflation rates of recent years and the associated
negative real return on Jamsostek investments may
have persuaded many workers that Jamsostek Old
Age Benefit savings balances are not a good
investment.  These factors point to the need to achieve
positive real net returns on Jamsostek investments ¾
though this issue lies largely outside the scope of
unemployment cover as such.  However, attitudes to
Jamsostek do affect workers willingness to sign up
for Jamsostek programmes, which in turn impacts on
the likely coverage of Unemployment Insurance if
Jamsostek were to be the administrative carrier of an
Unemployment Insurance Fund.
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The development of more formal arrangements to
address income needs during unemployment may allow
retirement savings in the Jamsostek Old Age Benefit
accounts to be preserved for their intended purpose.
This issue is addressed in the ILO Study on Pensions
and is referred to in an earlier Chapter of this
Publication.

Options for Unemployment Cover
In principle there are a number of different ways by
which some additional protection could be provided to
Indonesian workers who lose their jobs because of
economic conditions affecting the firms previously
employing them.  Before returning to the option of
Unemployment Insurance, it is desirable to comment
briefly on each of these options.

• Expanding redundancy payments to cover short-term
workers;

• Redundancy insurance;
• A Central redundancy fund;
• Unemployment insurance with private companies;
• A Compulsory Savings Scheme;
• Social assistance for the unemployed;
• Tax-funded unemployment benefits; and
• Unemployment Insurance on Social Insurance

principles.

Expanding Redundancy Coverage
Indonesia already has a redundancy payment system
in the form of service and severance pay for those
permanent employees who are discharged from
employment.  It does not cover short-term contract
workers, those legally employed for periods of less
than 3 months (notably probationers), and some other
categories of “outsourced” workers.

It would be possible to extend the redundancy scheme
to short term workers by treating all cumulative periods
of employment with the same employer as periods of
service for service and severance pay purposes.

However, there are a number of problems with this
approach: —

• Firstly, employers could get around the severance
pay requirement by hiring different workers at the
end of short-term contract periods.  This would mean
that short- term workers were still uncovered in
practice;

• The second problem is that people with short periods
of employment with any employer, even if they are
permanent employees, would get very little out of
severance and service pay, even though their income

support needs are the same as those of a worker
with longer periods of employment; and

• Thirdly, as now, if an enterprise collapsed financially
workers may get little or nothing in the way of
severance or service pay.  This was a major problem
after the 1997 crisis.

One partly offsetting advantage of lump sum
redundancy payment schemes is that the former
employee has an incentive to seek re-employment
rather than remain passively unemployed.

Redundancy Insurance
A second option is to require all employers to take out
redundancy insurance from private insurance
companies for their employees to ensure that due
severance and service pay obligations are met.

This is theoretically possible, though the costs of this
to employers are unclear.  An employer with many
long-serving staff members is likely to have to pay
very high insurance premiums.  This would work
against stability of employment for workers because
when the system came in it would be cheaper to for
some employers to seek to replace longer-term staff
with new workers whose insurance premium costs
were lower. It would be cheaper to hire new workers
for short periods only.
A second problem is that it would be difficult to enforce
compliance, particularly from smaller employers, just
as it is difficult to enforce compliance with requirement
to pay premiums to Jamsostek. However, the biggest
problem is that staff with short periods of service would
get very little severance and service pay, as at present.
This means that the amount received would be
unrelated to their needs or period of unemployment.
This is a basic flaw of the existing system.

A Central Redundancy Fund
A related option would be to set up a Central
Redundancy Fund financed by premiums from
employers.  This could be attached to Jamsostek. This
would levy premiums on employers based on the length
of service of their staff, and pay redundancy when
workers lost their jobs.

This approach is also possible, but is likely to require
much higher average premiums from employers than
would an unemployment benefit insurance scheme
because it would have to take over liability for past
service.  It would also be more complex to administer
because it would need a highly differentiated premium
structure.  Calculating premiums would require large
amounts of detailed information from employers about
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the length of employment of their staff members in
order for premiums to be set.  This would rise
administrative and compliance costs.

Like the private insurance option, it suffers from the
disadvantage that workers with short periods of
employment would receive little when they lost their
jobs, but those with long service would receive the
most even if they immediately became re-employed
elsewhere.

Unemployment Insurance with Private
Companies

The fourth option is to require unemployment insurance
with private insurance companies for formal sector
workers.  This would mean that employers would have
to take out insurance cover to protect their staff against
periods of unemployment.

This option is theoretically possible, and improves the
position of workers employed for short periods, and
workers whose employer’s business collapses and is
unable to pay severance and service pay.  However,
private unemployment insurance has many of the same
problems as redundancy insurance with private
companies.  It would also mean that employers were
paying contributions both to Jamsostek and to the
private insurance company, which raises both
administration and compliance costs.

Risk pooling would be less than with a central fund,
and the need for private companies to make profits
and pay taxes would imply a higher premium cost for
employers than with a centralised fund.

Compulsory Savings Schemes
A further option would be to require all formal sector
workers to contribute to individual compulsory savings
schemes.  Amounts from these schemes could be
withdrawn when a person became unemployed. In
reality this is virtually what has happened to the
Jamsostek Old Age Benefit Scheme, with the side
effect of undermining its primary purpose of providing
savings for Old Age Benefits. However, as a means
of providing Unemployment protection the compulsory
savings approach has serious flaws.  There is no risk
pooling, so the amount required to be saved by each
individual involves far higher contribution rates than
would an unemployment insurance fund.  Further,
younger workers or those with limited periods of
employment including many women would not have
much accumulated in the way of balances to cover
their unemployment risk.

If the Government ever wished to introduce a
compulsory savings scheme, this would have to have
other objectives than providing Unemployment
Insurance. The compulsory savings approach could
have some attractions in a period of booming demand
and rising pressure on resources.  However, this is not
the current situation in Indonesia.

Social Assistance for the Unemployed
A sixth option is not to have any Unemployment Benefit
as such, but simply cover the unemployed by any Social
Assistance allocated to other poor people in Social
Safety Net programmes. This is possible, but would
mean that many formal sector workers continued to
have no unemployment protection which recognised
their special situation. This usually involves location
away from their villages of family origin and residence
in higher cost urban areas. Social Assistance to this
group would also raise Government Budget costs.
Fiscal considerations suggest that it would be preferable
if any provision for coverage of the unemployed was
self-funded rather than an extra claim on the normal
revenue base.

However, Social Assistance is a fall back option if none
of the other options proceed.  Further, once entitlement
to Unemployment Benefit expires, Social Assistance
would be required for some of those unable to obtain
employment. Social Assistance is covered separately
in the following Chapter of this Publication.

Tax-Funded Unemployment Benefit
Another option is for the cost of Unemployment
Benefits to be met from the Government budget.  This
type of system might involve flat rate unemployment
assistance benefits, perhaps set at the level of the
minimum wage in each area, and tax increases to cover
the costs. This is also theoretically feasible.  However,
the Ministry of Finance has indicated that there is no
spare money to fund such a programme, and it could
not be considered a priority for scarce budget funding.
Accordingly, this option is not further considered.

Unemployment Insurance with a
Central Fund
The most feasible option (if Unemployment Benefits
are to be introduced) is Unemployment Insurance
operated from a Central Unemployment Insurance
Fund, and funded by standard premiums set as a
percentage of insured wages.

This is the option with the simplest structure and
potentially the lowest operational costs. It could be run
as a Jamsostek programme, which would mean that
formal sector employers would have to deal only with
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the organisation they are already dealing with.  This
would lower their administration costs and the overall
compliance cost. Once Jamsostek has completed its
proposed computer and information system upgrade,
it should be possible to add in an Unemployment
Insurance programme to existing Jamsostek functions.
However, Jamsostek would need more staffing and
other resources, and the cost of this would need to be
built into the contribution levy rate.

A major potential advantage of a separate
Unemployment Insurance scheme is that this would
make it possible to preserve Old Age Benefit Savings
accounts in Jamsostek solely for retirement purposes.
Ending the practice of using these balances as a source
of unemployment finance would have two beneficial
spin-offs.  It would provide more for workers when
they retired from the labour force.  It would also tend
to raise the national savings level, providing more
domestic funding for development.

The Feasibility of Unemployment
Benefit in Indonesia

There are a number of conditions which should
desirably be met before introduction of an
Unemployment Benefit Scheme is considered in any
country.  These include:—

• Need for the Scheme;
• Economic Feasibility;
• Ability to Administer the Scheme;
• The existence of matching services for employment

and training; and
• Support from the Social Partners.

These issues will be considered briefly.

Need for a Scheme
There is little doubt that some type of measure to assist
those who become unemployed is necessary.  While
the Indonesian labour market has showed itself to be
remarkably flexible, and the rural extended family still
operated to a considerable degree in helping those
affected by the recent crisis, the overall impact of the
1997 crisis on the population was severe, particularly
for those who lost their jobs.  This is indicated in
particular by the decline in food consumption per head.
The massive withdrawals of Provident Fund savings
balances by the unemployed also pointed to an unmet
financial need.

Over the longer-term perspective, those who become
wageworkers in the urban formal sector (and also many
workers in the informal economy in urban areas)

gradually lose touch with their rural roots, and extended
family ties tend to erode.  This means that formal
systems of protection against the consequences of
unemployment become important to workers.  What
these formal systems should be is a more open
question.

The existing system of severance and service pay for
formal sector workers did not operate well in the crisis.
When firms collapsed, no severance pay was available.
Further, many workers with short periods of service
only received very little, while all the short-term contract
workers were ineligible for any payments. An
Unemployment Benefit would assist workers who
become unemployed.  It would also provide benefits
for the other social partners by strengthening social
consensus and reducing employee resistance to
economic and industrial restructuring.

Economic Feasibility
Unemployment benefits and more particularly, wide
coverage unemployment benefit systems generally
operate only in developed economies where the
majority of the employed population is in the formal
sector, and there is a substantial “economic surplus”
above household consumption needs and basic
administration and development costs.  Where such a
surplus emerges, contributions or taxes can be levied
to fund unemployment benefits or other social security
priorities.

On these two criteria Indonesia ranks poorly.  Most of
the labour force is in the informal economy.  Per capita
GDP was only US$669 in 1999.  In purchasing power
parity terms this was still only US$2,857.  This leaves
limited scope to fund social protection measures —
Government expenditure priorities for development in
the social area are heavily weighted towards
improvement of the educational and health services
available to the population.  Social protection priorities
are currently located in “Social Safety Net” provisions
designed in principle to help the very poorest.

What this amounts to is a situation where “wide
coverage” unemployment benefits are not yet
economically feasible in Indonesia. It is not possible to
envisage granting entitlement to unemployment benefits
to the majority, informal economy, nor to all the potential
job seekers in the population.  There are also significant
limits on the extent to which even formal sector workers
can be covered in the short run. For the next few years
all that appears to be economically feasible is the
development of unemployment insurance benefits for
insured workers in the formal sector.  On the basis of
Jamsostek active membership, this is only around 12%
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of the employed labour force, plus possible coverage
for those in the public sector who represent about 4%
of the labour force.  However, as economic conditions
improve this proportion could be increased by widening
the net of mandatory coverage as well as increasing
compliance rates amongst those who are currently
required to be Jamsostek members, but have not
enrolled for membership.

Ability to Administer an Unemployment Benefit
System
The potential administrative capacity to run an
unemployment benefit system in Indonesia is mixed.

The Indonesian Social Insurance and Provident Fund
for private sector employees (Jamsostek) is currently
able to administer several social insurance and savings
programmes for over 9 million active members.  With
some extension of capacity, including better
information and processing systems, it could add
Unemployment Insurance to its existing set of
programmes for existing client members and for new
contributors who are prepared to sign up to
membership. However, the extent to which this would
much widen the membership base in the short run is
uncertain since Jamsostek is currently unable to draw
in all the employers and workers who are legally
required to be members.  Non-membership, under-
reporting of staff numbers, and under-reporting of
wages paid are all existing problems for Jamsostek.

More seriously, Jamsostek currently lacks the ability
to run a large-scale periodic payment system, and the
capacity to verify the actual employment status of
benefit claimants. Jamsostek does not at present even
have its own inspectorate. A periodic payment system
could be set up in the medium term.  However, it will
be much more difficult to verify the employment status
of benefit claimants, since a high proportion of the jobs
into which the unemployed might gravitate will be in
the informal economy or in the parts of the formal
sector not connected to Jamsostek, and hence not
providing a source of information on re-employment.

What this amounts to is a situation where “long
duration” unemployment benefits are not
administratively feasible for the medium term.  Any
unemployment insurance benefit at this stage could be
short duration only because of the inability to verify
employment status for long duration benefit claimants.
A possible outcome of this situation is that most
claimants could receive the benefit for the maximum
legal duration of payment.

Existence of Counterpart Services
Unemployment Benefit systems operate more
effectively when there are counterpart services for
job seekers, notably employment services, training
schemes, and in some cases special employment
schemes.  Available data indicates that Indonesia has
limited labour force coverage through its Employment
Centres, and very limited availability of training places
for the Unemployed.  This means that these
counterpart services can provide only limited support
to an Unemployment Benefit Scheme.

Employment Services
In Indonesia there are a number of Employment
Centres set up by the Government at which the
unemployed can register their status. The 1997
Depnaker (Ministry of Manpower) statistics showed
that 1,542,522 people registered, and 492,705
employment placements were made. Thereafter
numbers in both series declined.  Registrations dropped
to 1,119,750 by 1999, despite higher unemployment
levels, and to 865,392 in the first 10 months of 2000.
Placements were down to 395,214 by 1999 and 238,861
by the first 10 months of 2000.  It is not clear how
much of the declines are due to a reduction in actual
registration rates, and how much to deficiencies in
reporting to the central government since
regionalisation and devolution of the responsibilities to
provinces and districts.

How these registration statistics relate to the numbers
of the openly unemployed is less clear.  The labour
force survey of the 6,030,000 openly unemployed in
1999 identified only 214 thousand or 3.5% of this group
who had registered with the Unemployment Centres.
Assuming an average unemployment duration of 6
months, including that of first job seekers, and hence a
flow of about 12 million formally unemployed in the
course of the year, this would still give only 428,000 of
the openly unemployed who used these centres over
the course of 12 months.  This is only 38% of the
numbers reported as using the centres.  The difference
may reflect the large numbers of people who are not
officially unemployed but who were looking for formal
sector employment and registered their interest with
the centres.  This could include many intending school
leavers and unpaid family workers.

In terms of capacity, on the basis of existing Jamsostek
active members and the “standard” calculation
explained later in this text, the requirement for
Unemployment Insurance Fund members to register
with the Employment Centres in order to claim
unemployment benefits would somewhat more than
double the number of people registering with these
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centres.  Whether the Employment Centre system
could cope with this surge without additional resources
is unclear.  Some of the surge could presumably be
taken up from existing capacity if registrations returned
to the 1996-1997 level of 1.5 million per year, but
compulsory registration of insured job seekers is likely
to push the annual registration totals to closer to 2.5
million registrations per year, unless there was a large
drop in registrations of the non-insured.

Training
Training capacity for the Unemployed in Indonesia is
on an even more limited scale. There are currently
156 training centres in Indonesia, though only 24 are
of significant size and most have an annual training
capacity of only 600 to 700 per year. There is a very
limited geographical coverage in relation to local labour
markets, since Indonesia has over 4,000 districts.

In 1997 the centres provided training to 95,709 people,
including employed as well as unemployed.  This was
equal to around 6% of the registered job seekers but
only 1.6% of the openly unemployed and around 0.5%
of the numbers of openly unemployed plus involuntary
short time workers who were underemployed.   Since
then regionalisation has shifted all but 6 centres out of
the central government sector, and national on training
are currently not available.  Centrally financed training
place availability was estimated at around 25,000
places in the year 2001, including that provided by mobile
teams.  Depnaker officials thought that the training
centres were operating at about 40% of capacity, but
that some other training programmes were running in
the private sector.  However, the recession had
weakened employer incentives to train. For the public
centres the policy was to train to meet needs where
jobs were available, not simply to train.

Overall, while there is some spare training capacity in
the existing centres, it is quantitatively small in relation
to the size of the pool of unemployed people. Further,
liaison problems associated with devolution will be
difficult to deal with in the short term.

Attitudes of the Social Partners and
Other Stakeholders

ILO consultation with the range of stakeholders
indicated a range of attitudes towards Unemployment
Insurance which impact on the feasibility of an early
introduction of this form of social protection. Discussion
with the various groups probed the issue of the need
for and priority of an unemployment benefit, and a
number of funding options.  These were:
• Employer Funding;

• Employee Funding;
• Shared Cost Funding between employers and

employees; and
• Employers pay, but obligations to pay severance pay

reduced.

 Employees
Generally, employee organisations contacted as part
of the ILO project were cautious.  Most favoured
unemployment insurance benefits in principle.
However, with some exceptions most wished employers
to pay all or most of the premiums needed, and did not
wish to lose existing severance and service pay
entitlements.  They were reluctant to envisage any
financial arrangements which resulted in any further
reduction in net real wages.  A number of employee
organisation representatives indicated that they wished
to have more information on what any scheme would
involve before they expressed a firm view.  Detailed
points which emerged in a number of discussions were:

• Employee organisations were supportive of the idea
of Unemployment Benefits.  In the first instance this
could be payment of benefits for people who lost
their jobs.  They also felt that something needed to
be done for low-income people in the informal sector.

• A preference was that Unemployment Benefits
should be funded by employer levies. The
Government should pay for assistance to people in
the informal economy.  The counter-comment that
the real economic incidence of the levies might fall
on the real net incomes of workers was also
acknowledged.

• When asked how much the employees themselves
were prepared to contribute to an Unemployment
Benefit system, the answer was that it would first
be necessary to know what such a system could
deliver. The Bali union representative was prepared
to accept a 50/50 split of costs between Employers
and Workers provided real minimum wages were
first raised. Other employee groups were not
currently prepared to go this far, or reserved their
position.

• There were mixed views about social budget
priorities. Some felt that the priority was employed
people in the formal sector who lost their jobs.  This
group was seen as needing some form of income-
related unemployment compensation. However,
some of those present thought that the low-income
unemployed were the priority.

• The process of developing any system was seen as
important. The unions wished to be consulted and



Part III Chapter 14

156

involved, and not marginalised as was considered to
have happened in the past.

• Jamsostek was not held in high regard.  It was
regarded as slow, unresponsive to workers needs,
and wasteful in its administrative spending, including
the building of lavish buildings.

• Governance of any future Unemployment Insurance
scheme was seen as critical.  It should not be run or
dominated by Government.  A tripartite Board was
favoured.

• The need for policing of Unemployment Benefits to
prevent fraud was acknowledged.

Employers
Employer organisations had a more varied response.
Some supported and some opposed the idea.  Those
supporting the idea, particularly a number of the Jakarta
employers,  recognised the problem and were, prepared
to envisage shared costs for unemployment insurance
in the longer run, provided that there was some offset
to severance pay obligations. However, they felt that
existing economic conditions were unfavourable to any
such new initiative.  Employers generally considered
that they could not currently afford anything which
raised real production costs and the cost of employing
labour. There was clear opposition to any unilateral
increase in costs faced by employers.

The Jakarta employers were also doubtful of the cost-
effectiveness of special employment and retraining
schemes for the unemployed.  They noted that
Indonesia lacked sufficient training capacity places,
and in any case priority needed to go to training for
actual jobs for employed or soon to be employed
people.  Also, labour-intensive unskilled work did not
do much to fit people for more skilled work when the
economy picked up.

Attitude of NGOs and Community Organizations
Some NGOs and community organisations also had
reservations about Unemployment Benefits paid for
passive inactivity following job loss.  For example
representatives of Muslimat (a large Muslim Women’s
organisation) expressed preference for active
programmes for the unemployed, which taught new
skills that led to jobs, provided special employment, or
developed other options for longer term self support.

A preference for active labour market policies and
initiatives which developed capacity was also
expressed by some other NGO representatives.

Government Officials
Officials generally were cautious in their views on an
Unemployment Benefit or Unemployment Insurance.
A number considered it to be not affordable or not a
priority for Indonesia’s current stage of development.
Some officials in Depnaker (the Department of
Manpower) thought that it should be off the policy
agenda for the next 10 to 15 years while other
development priorities were pursued. This group of
officials considered that any available resources related
to the Unemployed should go into Active Labour
Market programmes such as retraining, special
employment, skill development, micro-credit, and
assistance in setting up into self-employment.

Some other officials were more attracted to the idea
of individual compulsory savings accounts along the
lines of the Singapore and Malaysia schemes, though
whether the unemployed could access any part of the
savings balances as a means of income support was
less clear.

The Ministry of Finance indicated that budget
considerations meant that there could be no available
tax funding for any scheme.  This implies that any
Unemployment Benefit scheme would have to be self-
funded from employer or employee contributions. .

Other Responses
A number of those contacted who favoured an
unemployment benefit scheme felt that any scheme
should be funded from Jamsostek surpluses or from
improvements in administration efficiency or in
Jamsostek investment performance rather than
increased premiums.  This amounted to a proposal that
existing levies should be restructured so that part was
re-designated as a contribution for Unemployment
Insurance, without total levies themselves increasing.
Others however felt that Jamsostek levies should be
used for the purposes they were intended and real
benefits to members improved. The issue is examined
in more detail in a subsequent section.

Overall, consultation responses indicated that
considerably more discussion between social partners
was required before a firm scheme could be brought
forward.

Possible Characteristics of Unemployment
Insurance in Indonesia

Even with agreement of the social partners, it would
be very difficult in the short run to introduce more than
a very limited form of Unemployment Insurance
Benefit in Indonesia.  In part this is because the
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predominance of informal economy employment, and
also because the large number of formal sector small
employers who are not members of Jamsostek makes
it difficult to know whether a person has become re-
employed or not.  In developed economies most
workers are in the formal sector, and most are covered
by Social Insurance or other forms of Social Security
for Unemployment.  In developed countries with
compulsory social insurance for unemployment, when
a formerly unemployed worker takes up another job,
the fact can be registered automatically in the databases
of the social insurance fund and the benefit payment
cancelled and overpayments recovered.  However, this
is not the case in Indonesia, as many workers who are
laid off would find jobs in areas not providing data to
an Unemployment Insurance Fund.  Alternative
measures to verify employment status are likely to be
costly and with limited reliability under current
circumstances.

A second problem is that the only organisation which
has the potential to operate a National Unemployment
Insurance Fund (Jamsostek) is a number of years away
from having the capacity to run a periodic payment
system such as a weekly unemployment benefit. It
also lacks its own inspectorate function.

Because of the particular characteristics of
employment and unemployment in Indonesia, it is
suggested that at this stage only a Short Term
Unemployment Benefit is feasible.  This would mean
that the insured unemployment benefit was time-limited
and payable only for a specified number of weeks.
After entitlement ran out those who were still
unemployed would have to access other Social Safety
Net programmes such as Padat Karya (special
employment schemes).

A Short Term Unemployment Benefit scheme might
have the following features:

• Entitlement to claim a benefit if a worker is made
redundant would accrue after a worker or the
employer had paid premiums for a specified period,
for example one year, or 12 months in the past 24
months.  Once a benefit had been claimed, the
worker or the new employer would have to
contribute again for a further qualifying period before
becoming eligible for a benefit again.

• Unemployment Benefit would not be payable if a
person voluntarily left a job, or if seasonal work
ceased on its normal cycle.  It would also be
necessary to devise rules about whether any
entitlement existed if a worker was dismissed for

misconduct.  In most benefit systems specified types
of misconduct disqualify the person from benefit
receipt, subject to appeal rights.

Initial membership of an Unemployment Insurance
Fund could be defined as the same group now required
to be members of Jamsostek. Coverage could
subsequently be expanded to other groups.

A more restrictive initial membership option would be
to start only with the groups classified as permanent
employees.  However, this would mean that the group
most liable to be unemployed — the short-term contract
workers — would not be covered in the first stage of
the scheme.  An option is to include these groups in
coverage by allowing premiums paid via several
successive employers to accumulate an entitlement to
benefit.

A decision would also need to be made on whether
civil servants would be included in the coverage of the
scheme.  Traditionally it has been assumed that civil
servants had highly stable employment, and that
provided they carried out their work properly, they were
at minimal risk of unemployment.  Hence, they would
not need to be covered by an Unemployment Insurance
Scheme. However, the upheavals connected with the
abolition of a number of departments, the “sinking lid”
policy on numbers, plus the impact of regionalisation
and devolution now throw the assumption of long term
job security for civil servants into question.  If civil
servants were to be included in an Unemployment
Insurance Scheme, then either they or the government
would have to pay the premiums to the Unemployment
Insurance Fund.

Form of Benefit
One option for implementing Unemployment Insurance
in Indonesia on a fast track basis is to begin with a
lump sum payment system rather than periodic
payments.  This would mean that the Unemployment
Benefit system would initially operate rather like a
severance pay system.  Once the Unemployment
Insurance Fund had built up capacity, including capacity
to verify employment status, it would be possible to
consider shifting to a periodic payment system such
as a weekly, fortnightly, or monthly unemployment
benefit.  The Fund could also consider developing
“second tier” active labour market programmes to
assist the Unemployed to find alternative means of
self-support.

One advantage of starting with a lump sum
unemployment benefit is that the processing
requirements for claims would be very similar to those
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already used for verifying claims for withdrawal of
Retirement Savings balances from Jamsostek.  The
volume of claims could be expected to be larger, but it
should be feasible to handle these once the reforms to
the Jamsostek computer and information systems are
in place.

While a lump sum Unemployment Benefit system
shares some of the disadvantages of severance pay in
that the amount of payment is not related to actual
need for support, it is a system which could be set up
relatively quickly for existing Jamsostek clients if this
were a government priority.  It could then be modified
later into a periodic payments system when the
capacity to implement such a system had been
developed.

Level of Benefit Paid
An option is that the benefit paid to any unemployed
worker would be a percentage of the insured wage
upon which premiums had been paid.  This would give
workers and unions an incentive to scrutinise their
records to ensure that premiums had been paid on their
behalf, and that employers had declared the full wage
paid to the Unemployment Insurance Fund.  The ILO
proposal that Jamsostek provide regular information
to employee members would assist in this process. A
side benefit of improved information and scrutiny is
that payment into other Jamsostek programmes could
increase.

As an example of how an initial lump sum
Unemployment Benefit might work, suppose that the
benefit rate was set at 50% of the insured wage.  If
the benefit were paid in a lump sum to cover 6 week
of benefits, this would be a lump sum equal to 3 weeks
normal pay.  If it were to be for 12 weeks, this would
be a lump sum equal to 6 weeks normal pay.

Alternative options to the model above are:—

• To pay a flat rate Unemployment Benefit based on
the minimum wage, or possible on the local minimum
wage, or a specified percentage of the minimum
wage. This option would redistribute income from
the better paid to the lower paid workers in the event
of unemployment. It would also tend to lower the
average cost of the scheme and hence the premiums
which had to be paid. A possible problem is employer/
employee collusion to declare only minimum wages
since the amount paid in would not change benefit
entitlement. It could also be possible to charge a flat
rate contribution for coverage, though this would bear
most heavily on the low-paid;

• To pay supplements to the benefit for the need to
support a dependent spouse and children.  This option
would mean that the basic benefit would have to be
set at a lower percentage of wages to cover costs,
or else higher premiums charged. Higher premiums
for married people are currently applied for
Jamsostek health insurance;

As noted, it is considered that more discussion between
social partners is needed on such issues.

How an Unemployment Insurance
Benefit might be Funded.

In the discussions with social partners, a number of
options for funding unemployment benefits were
explored. These are commented on in more detail:

• Employer payments;
• Employee payments;
• Payments shared between employers and employees;
• Employers paying, but offsetting Unemployment

Insurance entitlement against severance pay; and
• Use of Jamsostek surpluses.

Employer Premium Funding
One option is for employers to pay all the premium
costs of Unemployment Insurance without any changes
in existing severance pay obligations.  This is
administratively feasible, but raises the cost of
employing people.  It might also lead to further
pressures for employers to avoid Jamsostek and
Unemployment Insurance Fund membership, or not to
declare all their workers, or pay the full salaries.
Conversely, Employees would have greater incentive
to press their employers to join the Fund. As noted,
employers were strongly opposed to this option.

Employee Payments
A second option is that employees should pay all the
premiums by deductions from their wages and salaries.
This is also administratively feasible. However, it would
mean some further reduction in real wages in the short
term, following on from the declines after the 1997
crisis.  There might also be increased pressure from
some employees for their employers not to join
Jamsostek and the Unemployment Insurance Fund.
Employee organisations consulted were strongly
opposed to this option.

Employees and Employers Share Payment
A third option is for employers and employees to share
the costs of the premium.  This could impose equal
sacrifice, but could give both an incentive to avoid Fund
membership. However, it is a model which operates in



Part III Chapter 14

159

may countries. This option achieved cautious responses
from the social partners which appeared to depend on
what else was on the table.  However, it was clear
that employers did not wish net labour costs to rise,
and employees did not wish real net wages to fall. The
option may be more acceptable in a time of economic
buoyancy accompanied by rising real wages and profits.

Employer Funding with Severance Pay Offset
A fourth option would be for employers to pay the
premiums, but be allowed to reduce any severance
pay due by the amount of lump sum unemployment
benefit payable to the discharged worker. Thus for
example if the lump sum unemployment benefit
payment was equal to five weeks pay, the employer
who had paid all due premiums would be entitled to
deduct five weeks payment from any severance pay
due to the discharged worker.

For employers the system amounts to a partial pre-
payment of severance pay liability. While it raises up-
front costs for employers, it means the financial burden
of severance pay is less when their enterprise is in
difficulties.

This option also improves the position of workers. While
the total amount due to longer-term employees is
unchanged, they are certain of getting the
Unemployment Benefit lump sum even if the enterprise
employing them collapses. Shorter-term employees gain
financial rights which they do not currently have.

For this system to work, there would have to be a
specified minimum number of months of premium
payments made in respect of each qualifying employee
before the benefit became payable.  If this were not
done, there would be a tendency for some employers
to join the Unemployment Insurance Scheme
opportunistically just prior to making workers
redundant.

As noted some employers expressed interest in this
option.  Employee representatives, however, did not
wish to see any erosion of existing severance pay
rights.

Replacing Severance Pay with Un-
employment Benefit

A longer-term option would be to replace Severance
Pay entirely with an Employer-funded Unemployment
Benefit for insured workers and employers.  Uninsured
employers could still be left liable to pay Severance
Pay.  This would act as an incentive to become insured.
Service Pay (Gratuity) is not considered in the
discussion which follows.

Replacing Severance Pay with Unemployment Benefit
would involve winners and losers amongst both workers
and employers.  The workers who would “gain” would
be those who received Unemployment Benefit for a
longer period than the equivalent of their former
Severance Pay entitlement.  These would be mainly
those with shorter employment duration.  Those who
would “lose” would be the workers who found new
jobs relatively quickly.  However, the payments then
would be more closely related to need.  The payment
receipt would also be more certain than is currently
the case with Severance Pay.

Amongst employers those who would gain would be
those with a less stable employment pattern, because
their premium payments would be less than previous
Severance Pay obligations.  Employers with very
stable employment patterns who did not make staff
redundant would tend to lose out. It would of course
be possible to have differential employer premiums,
as in the Employment Accident Scheme at present,
though this would require a more complex
administration and ILO is recommending consideration
of a change to a unified contribution rate.

To replace all of the current 5 months of maximum
Severance Pay with Unemployment Benefit is a
relatively major undertaking.  A “trade-off” might be
an equivalent maximum period of Unemployment
Benefit payment.  However, 5 months Severance Pay
translates into about 43 weeks Unemployment Benefit
payment at a rate of benefit payment equal to 50% of
the insured wage.  This is substantially longer benefit
duration than is envisaged for the type of Short Term
Unemployment Benefit discussed earlier.  Accordingly,
it may be feasible to replace only part of Severance
Pay with Unemployment Insurance benefits in the early
stages of setting up a system.  Alternatively, the
balance of the current Severance Pay entitlement could
be “traded off” against the cost of some other types
of employer-funded social insurance protection, such
as Maternity Benefits for women workers and
Sickness or Invalidity Benefits.

Employer and employee views on this option follow
the responses earlier indicated. Discussion by the social
partners might need to be set in the context of a much
wider ranging consideration of social protection options.

Use of Jamsostek Surpluses

Another option is to use Jamsostek surpluses to fund
an Unemployment Insurance Benefit scheme.  If there
were enough profits available, this approach could be
implemented technically by lowering contribution rates
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for programmes other than Old Age Benefit, and re-
designating the amounts saved as Unemployment
Insurance premiums.  This approach would leave total
premiums paid unchanged.

However, the year 2000 surpluses of Jamsostek were
about Rp .212,000 million before tax.  This is only about
one third of the amount needed to run an
Unemployment Insurance Benefit providing 50%
replacement income for 3 months. Hence present
profits would not be enough to fund an unemployment
benefit scheme, though they could provide part of the
necessary funds. However, increased efficiency by
Jamsostek, notably in increasing the proportion of real
incomes on which premiums are paid, could raise the
current level of surpluses.

It also needs to be recognised that even if these
increased amounts of surpluses were realised, there
are several competing claims for the use of Jamsostek
surpluses.  These include: improving benefits in existing
programmes (e.g. for long term disability), expanding
other programmes (e.g. Sickness Benefit), increasing
allocations for Old Age Benefit or Pensions, and
upgrading Jamsostek computer systems.  The relative
priorities of these claims would need to be decided.

Finally, while Jamsostek currently has surpluses,
changed financial conditions could erode this potential
partial funding source.

Other Financing Options For Informal
Sector Workers

If workers in the informal economy are also to be
provided with some form of unemployment insurance
cover, there would need to be a means of financing
this.

For “informal sector” workers and temporary workers
whose conditions of employment are in reality similar
to those of formal sector workers, an option is simply
to deem them to be covered and require their
sponsoring firm to collect and pay contributions on their
behalf. However, under present circumstances
compliance with this requirement is likely to be a
problem

For “cottage industry” type workers in the informal
economy, the funding problem is more difficult.   Where
they are subcontractors for a larger firm, an option is
to collect a percentage of the contract price, with the
main contracting firm being responsible to collect this
amount and pay it to Jamsostek.  For other situations,
voluntary standard payments linked to standard
minimum benefits may be an option.

Jamsostek as a Potential Administrator
of Unemployment Insurance

Jamsostek is the only public entity in Indonesia
potentially capable of administering an Unemployment
Insurance Fund.  The collection of premiums could be
associated reasonably easily with its current collection
of premiums for Old Age Benefits, Death Benefits,
and Employment Accident Benefits.  Provided the legal
liability for contributions to pay for the different sets
of benefits were the same, the premium could simply
be collected along with existing premium collections
from the same group of members. However, to set up
a payment system for paying out unemployment
benefits some changes in Jamsostek computer and
information systems would be needed. These would
include individual employee identification, a unique
membership number, and eventually provision for a
periodic payment system and an inspection function.
These issues are set out more fully in the ILO Review
of Operations and Information Technology Systems
of Jamsostek and discussed in Part I of this Publication.

For an initial lump sum payment system the changes
required would not be so large. Such a system would
require very similar processes to the existing processes
used for verifying and paying entitlements to Old Age
Benefits for workers who have been members for five
years or more who have been made redundant.  On
current processes these require provision of:—

• Original Jamsostek membership card (KPJ);
• Personal ID Card (KPT);
• Family Identification card (Kartu Keluarga); and
• Letter confirming termination of employment /PHK

from the company.

Jamsostek is currently geared up to process over
600,000 such applications each year.  Addition of
Unemployment Insurance to Jamsostek programmes
would substantially expand this volume, requiring more
staff and resources, but would not involve radically
new processes.  The main additional requirement would
be evidence of registration with the Employment
Service offices.

Shifting to a periodic payment system for
Unemployment Insurance benefits would require much
larger changes and, if this were a priority, would
probably take several years to set up — including the
initial policy development and legislative phases. An
early requirement would be an inspection capacity in
Jamsostek.  However, Jamsostek will need to develop
a periodic payment system in any case if there is to be
any future transformation of the Old Age Benefit into
a pension paid on a periodic basis.
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Currently Jamsostek has 2,164 permanent staff plus
about 600 “outsourced” or temporary staff.  This is a
rather low ratio to its 9 million plus active members. In
part this reflects the limited number of programmes
Jamsostek runs, plus the fact that some functions,
which are normally part of a social insurance entity,
are currently designated as the responsibility of other
agencies. The notable case is inspection, which has
been carried out by Depnaker but has recently been
transferred to the regional administrations.

Jamsostek Cost Structure
Currently Jamsostek offers a standard “package” of
three or four programmes to employers and their staff.
Most members take only the three compulsory
Programmes (Old Age Benefit, Employment Accident
Benefit, and Death Benefit), while only a minority also
sign up for the Health Benefit programme.  Employers
and their staff may instead choose health coverage
from a private health insurance company or provide
in-house coverage.

In addition to this standard arrangement there are
certain “Special Programmes” which cover short-term
contract workers in industries such as construction.
These cover only Employment Accident and Death
Benefits.  Unlike the standard programmes their
funding is not wage-based, but is financed by levies on
the value of the contract.  Currently these Special
Programmes operate with substantial financial
surpluses.

Dividing the estimated number of active Jamsostek
members (9,382,786) into the estimated total
administrative and operating costs of Jamsostek (Rp.
232,843 million) produces an estimated average
administrative cost of Rp. 24,816 per year per active
member.  This of course covers 3 and sometimes 4
programmes per member.

Isolating the cost of the Old Age Benefit Programme
alone is more difficult as Jamsostek does not keep its
accounts in a form which separately identifies costs.
However, a 1997 exercise attempted to build a cost
allocation model, which produced the following
tentative estimates:—

Figure 72 Table of Jamsostek Programmes as %
of Operating Costs

Title Scheme % of Costs
JHT Old Age Benefit 86.24
JKK Employment Accident 2.98
JPK Health 1.64
JKM Death Benefit 1.28

The cost allocation to Old Age Benefit seems high,
and may be influenced by the increased numbers
claiming an early payout when the Asian Crisis struck.
The Health and Employment Accident estimates also
look low.  However, these are the only figures available
at the moment. On this basis the administrative cost of
running the Old Age Benefit system would be about
Rp. 21,400 a year per active member.

This figure gives some idea of the possible order of
magnitude for the cost of running an Unemployment
Insurance Benefit system covering existing Jamsostek
members, which made only lump sum payments to
those who became unemployed.  In practice the
incremental costs of collecting premiums should be less
than the collection cost embodied in this figure, because
some of the joint costs of collecting premiums would
not be repeated.  How much this is cannot be estimated
more closely until a more detailed costing model is
developed which separately identifies the cost of
activities such as premium collection and payment of
claims.  Offsetting this, it is probable that the frequency
of claims for Unemployment Benefit would exceed
the current frequency of claims for withdrawal of Old
Age Benefit account balances. Tentatively it is
assumed that the median claim rate might be a little
more than twice as high. This would raise the claims
component of administrative costs. In the other
direction, the potential reduction in claims for early
withdrawal of Old Age Benefit (or the possible joint
determination of any such claims) would provide a cost
saving on the existing Old Age Benefit programme.

What the administrative cost figure will actually turn
out to be cannot be estimated with any real accuracy
until Jamsostek develops a proper cost allocation system
for its separate programmes and for the separate
activities, notably premium collection and claims
processing within these programmes. For costing
purposes is provisionally assumed that the incremental
costs of Jamsostek operating a modified lump sum
payment Unemployment Insurance Benefit system is
Rp.15,000 per member per year.  This cost would rise
if a periodic payment system were introduced, though
benefit payment costs might be reduced. Using the
Rp.15,000 per member incremental cost and multiplying
this by the assumed current active membership of
9,382,786 Jamsostek members, produces and annual
cost figure of approximately Rp.140,000 million. This
is equivalent to about 0.4 % of the Insured Wage base
in Jamsostek. These figures assume year 2000 cost
levels and numbers of members.  The figures could be
expected to be higher in the future, but revenue would
also rise if numbers were larger and wage levels higher.



Part III Chapter 14

162

What would be provided by this figure would be
premium collection, recording of member data, and
claims processing and payment of benefits.  Most of
this work would be integrated with existing Jamsostek
processes. There would be little resource left to verify
the validity of ongoing claims of unemployed status

Benefit Costs

Cost estimates for benefits depend on what percentage
of wages the benefit replaces, and how many weeks
the benefit is payable for.  The following calculations
assume:—

• Alternative replacement rates of 50, 60 and 70 % of
insured wages; and

• Alternative average periods of payment of 5, 10 and
15 weeks.

It may be noted than in a properly administered, periodic
payment system the average number of weeks of
benefit payment would be lower than the maximum
number of weeks for which it is payable.  However, in
a lump sum payment system the two would be the
same.

The ratio of average to maximum duration of
unemployment benefits is hard to estimate in Indonesia.
General labour force data suggests long average
unemployment durations of around 6 months, which
could imply that most people would not have moved
off a short duration benefit of say 13 weeks maximum
period of payment.  However, first job seekers heavily
weight the labour force average, and the average
unemployment duration for those formerly employed
may be lower.  On the other hand, the existence of an
Unemployment Benefit could change job search
behaviour.  It might lead to longer job search periods
(and hence longer periods on benefit) as workers
looked for good or average jobs rather than taking the
first option available.

Benefits and Insured Wages
The estimate of average insured wages has been
derived by taking the revenue for the Death Benefit
(calculated at 0.3 % of the insured wage), dividing this
by the number of active members, and then grossing
the average figure up to what the base wage must
have been to produce these revenue numbers.  This
calculation suggested that the average insured wage
in Jamsostek is equal to Rp. 3,650,000 per year, or
about Rp. 70,000 per week.  This may be a substantial
underestimate of actual wages in the insured group.
Average urban wages in the year 2000 labour force
survey were just under Rp. 500,000 per month, and

the skew of Jamsostek membership towards larger
companies suggests that the current membership true
average wage may be higher again. However, the
lower figure used in these calculations it is what actual
current contributions to Jamsostek are based on.  It
should also be noted that even when actual wages are
fully declared, these may be only basic wages and may
not include the variety of supplements, fringe benefits,
and overtime payments which boost the actual pay
packet. However, an insurance system bases
payments on insured wages.

On the basis of wages actually declared to Jamsostek,
the weekly cost per person of various replacement
rates for Unemployment Benefit would be as follows.
The average cost figures assume a random distribution
of unemployment in relation to wage level as shown in
Figure 4.

Figure 73 Average Weekly Cost per Benefit Paid

Replacement Weekly Cost Per
Average Rate Benefit Paid

Percentage (000 rupiah)

50 35
60 42
70 49

From these figures a matrix of cost per beneficiary
can be derived for 5, 10 and 15 week average duration
of payment:—

Figure 74 Cost per Beneficiary per Benefit Pay-
ment Paid

Average Cost per Beneficiary of Benefit
Payment (000 Rupiah)

Weeks of Payment
Replacement Rate %.

50% 60% 70%

5 175 210 245
10 350 420 490
15 525 630 735

The next stage requires an estimate to be made of
how many beneficiaries might claim and receive
Unemployment Benefit in any one-year. Low medium
and high projections have been made. The low
projections assume 10%, the medium projection 15%,
and the high projection 20%.

It should be noted that the Claim Grant Rates are not
Unemployment Rates. Unemployment rates at any
point of time are usually much lower than annual claim



Part III Chapter 14

163

or grant rates. For example if the average duration of
unemployment was 3 months, and all insured people
who became unemployed lodged claims, then an annual
claim rate of 10% would mean an average
unemployment rate at any point in time amongst insured
workers of only. 2.5%.  It the average duration of
unemployment was 6 months, the 10% claim rate would
represent an unemployment rate of 5% amongst the
insured group.

Based on year 2000 estimates of active members, the
low, medium and high annual claim grant rates would
be:

Figure 75 Annual Claims Grants

Claim Rates
Numbers receiving
Benefits (thousands)

Low 940
Medium 1,410
High 1,880

The medium grant rate is assumed to be the most
probable under current conditions. It involves total
grants about twice as large as the number of people
with 5 years or more of contribution who currently
withdraw their Old Age Benefit savings prior to age
55. The high rate could occur if another major
economic crisis emerged such as that of 1997. The
low rate assumes a return to very favourable
employment conditions such as prevailed prior to 1996.

Using these numbers, a larger table can be constructed
showing what it would cost to pay benefits for specified
number of weeks and with each of the three alternative
replacement rates. The figures are for average
payment duration, and not maximum period of
entitlement to a benefit:—

Figure 76 Costs of Alternative Replacement Rate
and Time Duration of Benefit Payments

Option A. Benefit Paid for 5 weeks

(Thousand million Rupiah)

Replacement Rate
Claim Rate %.

10% 15% 20%

50 164.5 246.8 329.0
60 197.4 296.1 394.8
70 230.3 345.5 460.6

Option B. Benefit Paid for 10 weeks

Replacement Rate
Claim Rate %.

10% 15% 20%

50 329.0 493.6 658.0
60 394.8 592.2 789.6
70 460.6 697.0 921.2

Option C. Benefit Paid for 15 weeks

Replacement Rate
Claim Rate %.

10% 15% 20%
50 493.5 740.4 987.0
60 592.2 888.3 1,184.4
70 690.9 1,036.5 1,381.8

Premiums Needed to Support these Costs
Any self-funded Unemployment Insurance Benefit
system would have to set premiums sufficient to cover
these costs of benefits plus administrative costs.  It
should also desirably create a buffer fund to have the
resources to deal with economic crisis.  To some extent
a buffer fund would build up in the initial period while
premiums were being collected, but before entitlements
began to accrue. However, it might be desirable to
build up a somewhat larger buffer fund than this process
would create.  Earnings on this fund could then help
offset administrative costs.

Using the same estimates of average insurable earnings
of Rp.3,650,000 per member per year means a revenue
base of Rp.34,247,000 million.  Levy rates of 1%, 1.5%
and 2.0%, 2.5%, 3%, 4% and 5 % would raise the
following amounts of revenue:—

Figure 77 Table of Contribution Costs

Levy Rate Revenue raised Revenue less
(Thousand Administration

Million) Costs

1.0% 342.5 202.5
1.5% 513.8 373.8
2.0% 685.0 445.0
2.5% 863.0 723.0
3.0% 1,027.5 887.5
4.0% 1,370.0 1,230.0
5.0% 1,712.5 1,572.5

Deducting administration costs, provisionally assumed
to be Rp.140 thousand million for a simple short period
payment system, and using the medium 15% estimate
of annual approved claimant numbers, produces the
following conclusions: The figures are not proportional
because of the fixed level of benefit administration
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costs assumed.  These mean that a levy of about 0.4%
of insured wages must be collected to finance the cost
of administration even before any benefits can be paid.
Hence, if the Unemployment Insurance Fund operates
on a Pay as You Go basis, and a claim rate of 15% is
assumed, the following average levels of benefits
would link to alternative premium rates.  If the Fund
built up a buffer reserve in the early years, earnings
on the buffer fund could produce slightly better
outcomes than those listed below:—

PAYG Benefits at specified Contribution Rates:
The indicative range of premiums and the benefit levels
these would support are indicated as follows.  In each
case the premium is expressed as a percentage of
insured wages.

• A premium rate of 5% would support a benefit of 70
% of insured wages for 32 weeks or a benefit of
50% of insured wages for 45 weeks;

• A premium rate of 4% would support a benefit set
at 70% of insured wages for 25 weeks, or at 50% of
insured wages for 35 weeks;

• A premium rate of 3% would support an
unemployment benefit of 70% of insured wages for
about 18 weeks, or a benefit set at 50% of insured
wages for about 25 weeks;

• A premium rate of 2.0% would support a benefit of
70% of insured wages for about 9 weeks or a benefit
of 50% of insured wages for about 13 weeks; and.

• A premium of only 1% would support a benefit of
70% of insured wages for about 4 weeks, or 50% of
insured wages for about 6 weeks.

It should be noted that these figures are averages.  An
effectively policed periodic payment system could
reduce benefit average duration while increasing the
maximum allowable period on benefit.

A second consideration is the probability that numbers
of employers under-declare wages paid for Jamsostek
purposes.  To the extent that a more active inspection
policy raised average wage declaration rates levy
income might be higher than the figures calculated
here. Average benefits would also rise, but the financial
position of the Fund (and hence capacity to pay more
benefits) would improve because administrative costs
were fixed in the short run.

However, the initial calculations suggest that an
Unemployment Benefit Fund would have to set levies

at several percent of insured wages if a worth while
amount of benefit is to be payable.  How much above
this level is a matter of policy choice related to how
much employers and workers are prepared to pay to
improve protection against unemployment.

A minimalist periodic payment scheme would be one
with a levy rate of around 1.5%; a maximum benefit
duration of 13 weeks (ILO Convention 102); and a
benefit rate set at 50% of insured earnings. This
calculation assumes that average benefit duration is
around 8 weeks rather than the 13 weeks maximum.
However, because of the potential margin of error in
benefit uptake rates, it might be better to establish a
minimum scheme with a contribution rate of 2% of
insured wages.  This would provide some margin to
build up a buffer fund, and to subsequently expand
generosity of cover plus the associated cost of a more
extensive inspection and verification system and/or
some active labour market measures.

A sensible approach may be to set the levy rate at 2%
and then review the situation once the Unemployment
Insurance Fund had built up to a level sufficient to
cover one year’s payments of benefits and other costs.
If it was then decided to keep the scheme at a
minimalist level it might be possible to then drop the
contribution rate back to 1.5%.  (This might not be the
case if the economy moved into severe recession
again).  Alternatively, additional funds could be spent
on Active Labour Market Programmes such as training
or special employment.

Implementation Strategy

In the final analysis it is the decision of the Government
of Indonesia and the Social Partners who must decide
whether they want an Unemployment Insurance
Benefit system and if so what level of cost they are
prepared to pay to fund it. The calculations above
suggest that premium rates of at least 2 or 3% of
insured wages will be needed to provide a worthwhile
period of social protection for whose who lose their
jobs in the formal sector.  A modest minimal scheme
might cost 1.5% to 2% of wages. The standard
calculations used for illustrative purposes assume a
2% contribution rate.

If  Government and the Social Partners wish to proceed,
then there are some strategic decisions which would
need to be made, particularly concerning the type of
system which would come in, and the phasing of
contributions and entitlements. As noted, at this stage
of Indonesia’s development only a scheme for insured
formal sector workers seems currently feasible. Other
measures would be needed to assist other groups:—
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• It would be necessary to decide if a periodic payment
system would be set up from the beginning, or if an
initial stage of a lump sum only scheme would start
the system off.  If it was desired to begin with a full
periodic payment system, then more start-up time
would be needed to allow systems development to
take place, including proper inspection system
attached to the Unemployment Insurance Fund to
verify compliance with legislative conditions of
entitlement;

• If it is desired to develop “Active Labour Market”
schemes as a second tier to an initial period of passive
receipt of Unemployment Benefit, then thought will
need to be given as to what these schemes are to be
and who is to administer and deliver them; and

• It will also be necessary to decide a phasing strategy
in relation to the state of the economy and the size
of the buffer fund which could be built up.  If the
scheme started in a period of low unemployment it
would be possible to build up a buffer fund quickly,
or to phase contribution rates up more gradually.
Conversely, if the Unemployment Insurance Benefit
Scheme started up during an economic crisis it would
be necessary to move immediately to full contribution
rates and possibly seek start-up assistance from the
Government.

Alternative Phasing
Three alternative implementation strategies could be
considered depending on the scheme chosen.

• All of the required contribution rate could be imposed
from the first year.  This approach allows an initial
buffer fund to build up, since no benefits are payable
until after 12 months of contributions have been paid.
This approach could be considered if a relatively
modest minimal scheme were to be set up, and
possibly also if employer liability to pay premiums
was “traded off” against some existing liability to
pay severance pay;

• A second option is a phased implementation
timetable.  For example if a contribution rate of 3%
were chosen, the rate could go up by 1% each year,
reaching the target level in the third year.  Benefit
entitlements could also be phased in;

• The third option is a staged implementation. There
would be no fixed timetable, but stages would be
brought in when conditions were favourable, for
example when the economy was expanding and
business conditions were good, or when Jamsostek
was geared up to run a periodic payment system.

Implementation and the Economy

There is something of a dilemma in choosing the right
economic time to bring in an Unemployment Insurance
Benefit Scheme.  It can be most easily afforded when
economic conditions are buoyant and unemployment
low. However, the need for a scheme is greatest when
economic conditions are bad, and unemployment is high.
Unfortunately, these conditions also mean more claims
on the scheme, and fewer people paying in
contributions. A scheme launched in the middle of a
recession such as that of 1997 would have to charge
higher premiums, or receive an initial government
subsidy, or face the risk of becoming insolvent.
Conversely a scheme launched in good times could
build up large buffer funds to deal with future crises.

In the end this is a political choice.  However, it is
suggested that any scheme launched in the next few
years should include the objective of holding reserves
equal to at least one full year of benefit payments plus
administrative costs.  If reserves were more than twice
annual costs for more than two years in a row, the
scheme conditions and premiums could be reviewed.
Unlike “long tail” schemes such as pensions or disability
benefits, there is no good reason to accumulate large
reserves in a short term Unemployment Insurance
Benefit Fund.  However, the reserves should be large
enough to enable the Fund to withstand recession
shocks such as the 1997 Asian Crisis.  It may also be
noted that if reserves have been built up to a healthy
level, it would be possible to invest some of this reserve
into small scale business loan schemes to fund
unemployed people into their own small businesses.

Premium Level Needed
A number of sets of calculations and economic
scenarios were calculated for the ILO project.  The
calculations indicated that a contribution rate of about
2% of insured wages appears to be of about the right
order of magnitude for the type of scheme modelled
under existing economic conditions in Indonesia.  This
was a scheme paying insured workers 50% of their
insured earnings for up; to 3 months in the event of
unemployment.

Conclusions

There is clearly a need for some form of unemployment
assistance in Indonesia in the longer term.
Unemployment is a serious problem which has very
adverse consequences for those who lose their jobs.
At the same time the existing redundancy pay system
has not worked particularly well for many workers.
In practice also large-scale early withdrawals of Old
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Age Benefit savings by workers who are Jamsostek
members indicates that the Old Age Benefit scheme
has become a kind of de facto unemployment
assistance scheme.  This undermines its role as an
Old Age Savings scheme, and further undermines the
potential to turn it into a pension scheme.

Of the options, a short- term unemployment benefit
for insured workers seems the most feasible option
for Indonesia in its present circumstances.

• A wide coverage unemployment assistance scheme
also covering uninsured workers appears not feasible
because of the high proportion of the workforce in
the informal economy and the huge scale of
underemployment in the labour force.
Unemployment amongst the uninsured group will
need other solutions, including capacity development
and special employment schemes; and

• At this stage it appears to be feasible to operate only
a short period unemployment benefit scheme.  Long
duration unemployment benefits appear to be
unfeasible for the present because of the limited
ability to verify whether a worker who has lost a job

in the insured sector has actually been re-employed
or not including employment in the informal economy.

It does appear to be economically feasible to develop
a short period unemployment benefit.  A scheme with
up to 3 months benefit duration and a 50% income
replacement rate could operate for a premium rate of
around 2% of insured wages.  Further, it seems feasible
for Jamsostek to operate such a scheme provided its
information and computer systems are upgraded as
recommended in the separate report on Jamsostek
systems.

However, while a short period Unemployment
Insurance Benefit is economically and administratively
feasible; the priority and acceptability of any particular
scheme to major stakeholders is unclear. Some groups
have reservations about paying benefits for passive
inactivity.  Further, even amongst the groups supporting
the idea, there is still lack of agreement on who should
pay for it, or at least opposition to anything which
further depresses real wages and profits in the present
economic conjuncture.  Making progress at this stage
requires options to be further worked through to identify
if there is a social consensus on an Unemployment
Insurance Benefit scheme proceeding.
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CHAPTER 15 SOCIAL ASSISTANCE

Executive Summary

The Indonesian Background.
Social Assistance is usually defined as some form of
targeted cash or in kind assistance provided to the
poorest people in the community by public authorities.
In developed countries social assistance is often the
bottom tier of support provided to those in need who
lack adequate personal resources and/or social
insurance or other social security entitlements.  In
Indonesia, Social Assistance in the modern sense of
the term has only recently emerged, with the “Social
Safety Net” responses to the 1997 economic crisis
being the driving force. The extent to which these ad
hoc responses to a crisis can be developed into a more
systematic programme for Social Assistance is the
focus of this text.

The modern concept of Social Assistance to the poorest
groups in the community as a responsibility of the central
government or other public authorities is a relatively
new one in Indonesia. Traditionally assistance to the
poor and needy has been seen in the first instance as
an obligation on relatives or extended family members,
or the local rural community. Beyond this the giving of
alms or assistance to the poor was seen by the main
religious groups in Indonesia as a duty of individuals
who had the means to assist, or as an area of
responsibility of community and religious groups, and
some NGOs.

Prior to the 1997 crisis Indonesia had very little in the
way of central government expenditure which could
be classified as Social Assistance. Government
expenditures in the social area were concentrated on
what could be regarded as development spending,
particularly education and health and community
development, though these outlays did produce gains
for the lower income groups.  However, direct poverty
relief as such was not viewed as a core responsibility
of the central government.

The traditional non-involvement of the central
Government in direct Social Assistance spending
conformed to a pattern which is common in low income
developing countries. It also reflected major social and
economic considerations specific to Indonesia.

• Indonesia entered the New Order period of
Government (1967 to 1998) with extremely high and

pervasive levels of poverty.  As late as 1970 a full
60% of the population were below the national
poverty line, which in turn was set well below the
current international poverty line of US$1 per day.
With the majority of the population being poor, there
was less focus on the poorest within this group.

• Indonesia’s main poverty reduction strategy during
this period consisted of economic development.  This
worked extremely well over the period prior to the
crisis, and by 1996 the proportion of the population
below the national poverty line had declined to just
over 11%.  However, many people who had moved
above the poverty line were only above it by a small
margin, and vulnerable to economic downturns. This
vulnerability was particularly so for many of those
who had migrated to urban areas to take advantage
of the previously expanding economic opportunities.
However, before the onset of the 1997 crisis these
people in general were not part of the groups who
were poorest by Indonesian standards.

Prior to the 1997 crisis it was also becoming clear that
those left below the poverty line were increasingly the
most vulnerable - for example the handicapped or
disabled or the unsupported elderly — plus people in
the remote outer areas of Indonesia.  These groups
were less likely to exit poverty through the general
process of economic development of Indonesia as a
whole than had been the case for the mainstream
groups in the population.

The Social Safety Net measures which emerged after
the 1997 economic crisis were mainly an ad hoc
response to the sudden re-emergence of poverty
amongst many who had previously experienced rising
living standards.  The measures were put together at
speed, and were uneven in their impact. Administrative
delivery mechanism issues, governance problems, and
substantial leakages of assistance to non-target groups
were evident along with the achievements of these
programmes. The 1997 crisis acted as a precipitant
for the substantial involvement of the central
government and supporting layers of provincial and
local government in direct poverty relief. They also
focussed attention on the fact that the Indonesian
population has been transiting from a predominance
of rural extended families and communities reliant on
semi-subsistence agriculture to provide for their needs,
to a more urban pattern with predominant reliance on
a cash economy.  This shift in pattern will require more
formal systems of social protection, including some
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form of Social Assistance. The longer-term issue for
Social Assistance policy is to determine which
approaches are feasible in Indonesia, will reach the
intended target groups, and will result in a sustained
reduction in poverty.

The ILO Report on the feasibility of introducing a Social
Assistance scheme undertaken as part of the Project
on ‘Restructuring the Social security System’ identified
a number of possible strategies for the Government of
Indonesia to adopt is relation the Social Assistance for
the assisting the poorest people.  The main options
identified were:

• Do nothing and spend no Government funds on Social
Assistance.  In effect this means relying wholly on
the traditional Indonesian support from extended
family, village, charity, and NGO assistance.  It would
mean phasing out the present Social Safety Net
measures as the immediate crisis recedes;

• Have no formal scheme, but rely on “ad hoc”
measures when particular crises strike, for example
economic crises, refugee problems, or floods;

• Make social assistance the legal responsibility of
Provinces or Districts, but provide no central
government funds;

• Set up a Government of Indonesia Social Assistance
Agency funded by the budget, and with local offices
throughout Indonesia;

• Add Social Assistance to the duties of JAMSOSTEK,
the existing Social Insurance/Provident Fund scheme;

• Rely on micro-credit and related schemes;
• “Contract” with Provincial and district governments

to deliver assistance, with each layer of Government
providing some of the funds; and

• “Contract” with NGOs to deliver social assistance.

Comments on each of these options are given later in
this Chapter.

The ILO Report concluded that it was not currently
feasible to set up an Indonesia-wide cash social
assistance scheme.  However, it is possible that this
approach could be considered in some of the more
advanced provinces or districts of provinces.  In the
longer run cash grants and benefits are likely to be a
rising component of Social Assistance.  In the short
term it is best to concentrate on those things which
have a reasonable chance of being achieved.  More
generally, it is probable that local initiatives could come
up with other options which are cost-effective provided
the programmes are operated with good governance.

Overall, it was suggested that core Social Assistance
for the period ahead could include the following:

• Rice subsidy or its equivalent for the poor;
• Other food assistance for young children and nursing

mothers in poor families;
• Health cards for the poor giving access to free

treatment in public facilities and free or subsidised
medicines;

• Education scholarships for children for poor families;
and

• Cash grants on a periodic payment basis to poor
households where the local capacity to run such a
system exists.

Other options could be developed by agreement
between the central government as main funder and
the provincial and district authorities as administering
agents and co-funders of any programmes.

The ILO report identified some possible funding
options, including a redeployment of part of the Oil
Products subsidy; eventual excise taxes on Oil
Products; redeployment of the funding for the
electricity subsidy and credit subsidies; some additional
taxes, notably on tobacco products; and co-
contributions from local administrations.
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Bab 15 Bantuan Sosial

Rangkuman Eksekutif

Latarbelakang Indonesia

Bantuan sosial biasanya didefinisikan sebagai suatu
bantuan dalam bentuk tunai maupun dalam bentuk non
tunai yang diberikan kepada orang-orang termiskin
dalam masyarakat oleh pihak b erwenang. Di negara-
negara yang sudah maju, bantuan sosial sering kali
merupakan tingkat penunjang terbawah yang diberikan
kepada mereka yang membutuhkan yang sumber
penghasilan asuransi sosial atau hak atas jaminan sosial
lainnya kurang memadai. Di Indonesia, Bantuan Sosial
dalam pengertian modern baru dikenal akhir-akhir ini,
yakni dengan diperkenalkannya Jaring Pengaman
Sosial sebagai reaksi terhadap krisis ekonomi 1997.
Sejauh mana reaksi yang bersifat ad hoc, terhadap krisis
tersebut dapat dikembangkan menjadi suatu program
yang lebih sistematis untuk Bantuan Sosial merupakan
fokus naskah ini.

Konsep modern Bantuan Sosial kepada kelompok-
kelompok termiskin dalam masyarakat sebagai
tanggung jawab pemerintah pusat atau pihak
berwenang lainnya relatif masih baru di Indonesia.
Secara tradisional, bantuan kepada orang yang miskin
dan berkekurangan pertama-tama dipandang sebagai
kewajiban dari sanak saudara, kerabat atau anggota
keluarga besar yang bersangkutan atau bahkan
masyarakat lokal pedesaan. Di luar itu, pemberian
sedekah atau bantuan kepada orang miskin dipandang
oleh banyak kelompok agama di Indonesia sebagai
kewajiban individu yang mempunyai harta kekayaan
untuk memberikan bantuan atau sebagai bidang
tanggung jawab kelompok-kelompok masyarakat dan
agama, serta beberapa organisasi non pemerintah.

Sebelum krisis tahun 1997, hanya sedikit pemerintah
pusat Indonesia yang dapat dikategorikan sebagai
Bantuan Sosial. Pengeluaran pemerintah di bidang
sosial dikonsentrasikan pada apa yang dapat dianggap
sebagai pengeluaran pembangunan, terutama untuk
pengembangan pendidikan, kesehatan dan masyarakat,
walaupun bidang-bidang yang dibiayai tersebut
memberikan keuntungan bagi kelompok-kelompok
berpenghasilan rendah. Meskipun demikian, bantuan
untuk meringankan beban kemiskinan secara langsung
seperti itu tidak dipandang sebagai tanggung jawab inti
pemerintah pusat.

Secara tradisional, tidak terlibatnya pemerintah pusat
dalam pengeluaran untuk memberikan Bantuan Sosial
secara langsung sesuai dengan pola yang umum
dijumpai di negara-negara sedang berkembang yang
berpendapatan rendah. Hal tersebut juga mencermin-
kan pertimbangan-pertimbangan utama di bidang sosial
ekonomi yang bersifat khas Indonesia.

• Indonesia memasuki periode Pemerintahan Orde
Baru (1967-1998) dengan tingkat kemiskinan yang
amat tinggi dan menyeruak di mana-mana. Pada
tahun 1970, 60% penduduk Indonesia berada di
bawah garis kemiskinan nasional, yang selanjutnya
berada jauh di bawah garis kemiskinan internasional
saat ini sebesar US$1 per hari. Karena sebagian
besar penduduk Indonesia saat itu tenggelam dalam
kemiskinan, maka orang-orang termiskin di antara
yang miskin kurang diperhatikan.

• Strategi utama Indonesia dalam menanggulangi
kemiskinan selama periode ini terdiri dari
pembangunan ekonomi. Pembangunan ini berjalan
dengan sangat baik hingga periode sebelum terjadinya
krisis dan pada tahun 1996, proporsi penduduk yang
berada di bawah garis kemiskinan nasional telah
menurun hingga mencapai sedikit di atas 11%. Tetapi,
penduduk yang bergerak naik di atas garis kemiskinan
kebanyakan hanya bergeser sedikit di atas garis
tersebut sehingga mereka masih rentan terhadap
kemerosotan ekonomi. Kerentanan ini terutama
tercermin pada mereka yang pindah ke daerah-
daerah perkotaan untuk memanfaatkan peluang-
peluang ekonomi yang sebelumnya sedang
berkembang. Tetapi, sebelum terjadinya krisis
moneter tahun 1997, orang-orang ini secara umum
bukan merupakan bagian dari kelompok yang
termiskin menurut standar Indonesia.

Sebelum terjadinya krisis tahun 1997 juga jelas bahwa
mereka yang tertinggal di bawah garis kemiskinan kian
banyak dan mereka merupakan orang-orang yang
paling rentan – misalnya orang yang cacat atau orang
usia lanjut tanpa dukungan keuangan – ditambah orang-
orang yang tinggal di daerah-daerah terpencil di
Indonesia. Kecil peluang yang dimiliki kelompok-
kelompok ini untuk keluar dari kemiskinan melalui
proses pembangunan ekonomi Indonesia secara umum
sebagai suatu keseluruhan dibandingkan kelompok-
kelompok utama yang terdapat dalam populasi.

Langkah-langkah yang dilakukan Pemerintah dalam
bentuk Jaring Pengaman Sosial yang muncul setelah
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krisis ekonomi tahun 1997 sebagian besar merupakan
tanggapan yang bersifat ad hoc terhadap munculnya
kembali kemiskinan secara tiba-tiba di antara banyak
orang yang dulunya mengalami kenaikan dalam standar
hidup mereka. Langkah-langkah tersebut dilaksanakan
secara tergesa-gesa dan dampaknya tidak merata.
Masalah-masalah administrasi mekanisme penyaluran
administratif jaring pengaman sosial, masalah tata
kelola, dan besarnya kebocoran dari bantuan yang
diberikan kepada kelompok-kelompok bukan sasaran
tampak jelas seiring dengan pencapaian-pencapaian
yang diperoleh program ini. Krisis 1997 merupakan
suatu titik balik bagi keterlibatan pemerintah pusat
beserta lapisan-lapisan pendukung dari pemerintah
provinsi dan pemerintah lokal secara substansial dalam
upaya penanggulangan kemiskinan secara langsung.
Mereka juga memusatkan perhatian pada kenyataan
bahwa penduduk Indonesia telah dan sedang
mengalami transisi dari keluarga besar yang sebagian
besar tinggal pedesaan dan masyarakat-masyarakat
yang bergantung pada pertanian semi subsistensi untuk
memenuhi kebutuhan mereka ke pola yang lebih bersifat
perkotaan dengan ketergantungan yang besar pada
perekonomian tunai. Pergeseran pola ini akan
memerlukan sistem-sistem perlindungan sosial yang
lebih formal, termasuk beberapa bentuk Bantuan Sosial.
Masalah berjangka waktu lebih panjang untuk
kebijakan Bantuan Sosial adalah untuk menetapkan
pendekatan-pendekatan mana yang paling sesuai untuk
diterapkan di Indonesia yang dapat menjangkau
kelompok-kelompok sasaran yang dituju, dan yang
dapat menyebabkan berkurangnya kemiskinan secara
berkesinambungan.

Laporan ILO mengenai kelayakan memperkenalkan
suatu skema Bantuan Sosial yang dilakukan sebagai
bagian dari Proyek mengenai “Restrukturisasi Sistem
Jaminan Sosial,” mengidentifikasi sejumlah strategi
untuk digunakan Pemerintah Indonesia dalam
kaitannya dengan Bantuan Sosial untuk membantu
golongan masyarakat yang termiskin. Pilihan-pilihan
yang telah teridentifikasi adalah:
• Tidak melakukan apa-apa, dan tidak menggunakan

uang Pemerintah untuk Bantuan Sosial. Artinya,
bergantung sepenuhnya pada bantuan keuangan yang
diberikan oleh keluarga besar yang merupakan
bantuan tradisional Indonesia, bantuan desa, derma
dan bantuan organisasi non pemerintah. Hal ini berarti
mengurangi Jaring Pengaman Sosial yang diberikan
sekarang secara bertahap seiring dengan
berkurangnya krisis;

• Tidak mempunyai skema formal, tetapi bergantung
pada langkah-langkah ad hoc apabila timbul krisis
tertentu, misalnya, krisis ekonomi, masalah pengungsi,
atau banjir;

• Menjadikan bantuan sosial sebagai tanggung jawab
provinsi atau kabupaten, tetapi tanpa dana dari
pemerintah pusat;

• Membentuk Instansi Bantuan Sosial Pemerintah
Indonesia yang didanai dari anggaran negara dengan
kantor lokal di seluruh Indonesia;

• Menambahkan Bantuan Sosial kepada tugas-tugas
JAMSOSTEK, skema Asuransi Sosial/ Dana
Provident yang ada saat ini;

• Bergantung pada skema kredit mikro dan skema-
skema terkait lainnya;

• Menjalin “kontrak” dengan pemerintah provinsi dan
kabupaten untuk memberikan bantuan, dimana tiap
lapis pemerintah memberikan sebagian dana bantuan;
dan

• Menjalin “kontrak” dengan organisasi non pemerintah
untuk memberikan bantuan sosial.

Tanggapan mengenai masing-masing cara tersebut di
atas dibahas dalam Bab mengenai Bantuan Sosial.
Laporan ILO menyimpulkan bahwa saat ini tidaklah
dimungkinkan untuk membentuk suatu skema bantuan
sosial tunai di seluruh Indonesia. Namun, adalah
mungkin untuk mempertimbangkan pendekatan ini di
beberapa provinsi atau kabupaten yang sudah lebih
berkembang. Untuk jangka yang lebih panjang,
pemberian bantuan dan manfaat secara tunai
kemungkinan akan menjadi komponen Bantuan Sosial
yang semakin meningkat. Untuk jangka pendek, yang
terbaik adalah berkonsentrasi pada hal-hal yang
mempunyai peluang yang wajar untuk diwujudkan.
Secara lebih umum, inisiatif-inisiatif lokal mungkin dapat
memberikan cara-cara lain yang efektif dari segi biaya
asalkan program-programnya dijalankan berdasarkan
tata kelola yang baik (good governance).

Secara keseluruhan disarankan bahwa Bantuan Sosial
inti untuk periode selanjutnya dapat mencakup hal-hal
berikut ini:
• Subsidi beras, atau yang setara dengan itu untuk

orang miskin;
• Bantuan pangan lainnya untuk anak kecil dan ibu-

ibu menyusui di keluarga-keluarga miskin;
• Kartu kesehatan untuk orang miskin yang

memungkinkan pemegangnya untuk mendapatkan
perawatan cuma-cuma di fasilitas-fasilitas kesehatan
umum dan mendapatkan obat secara cuma-cuma
atau dengan subsidi;
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• Beasiswa pendidikan untuk anak-anak dari keluarga
miskin; dan

• Bantuan uang tunai melalui pembayaran secara
periodik kepada rumah tangga miskin di mana ada
kapasitas di tingkat lokal untuk menjalankan sistem
seperti ini.

Cara lain dapat dikembangkan berdasarkan
kesepakatan antara pemerintah pusat sebagai pemberi
dana utama dan pihak berwenang di tingkat provinsi
dan kabupaten sebagai instansi pengelola administrasi

sekaligus rekan yang bersama pemerintah pusat juga
ikut menjadi penyandang dana dari program-program
yang ada.

Laporan ILO ini mengidentifikasi beberapa cara
pendanaan yang dapat dilakukan, termasuk
penggunaan kembali sebagian subsidi hasil minyak;
pemungutan cukai penjualan terhadap produk minyak;
penggunaan kembali pendanaan untuk subsidi listrik
dan subsidi kredit; beberapa pajak tambahan, khususnya
pajak atas produk-produk tembakau; dan iuran bersama
dari pemerintah daerah.
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The 1997 Crisis and the Social Safety
Net

The 1997 economic crisis reversed the previous
downtrend in poverty.  By late 1998 over 24 per cent
of the population were again below the national poverty
line. Most Indonesians experienced real income losses
as price inflation outpaced nominal income gains.  Some
sections of the community did experience real income
gains (for example exporters whose prices were fixed
in hard currencies), but most groups experienced real
income declines.

There was a massive decline in average real wages
as price rises deflated the real value of money wages.
General inflation was 78% in 1998, while food prices
rose by 118%.  Despite increases in money incomes,
real wages fell by about one third in 1998. Mean
consumption levels fell 24.4% nationally — those in
urban areas by 33.9% and in rural areas by 13.4%.
The distribution of the consumption cutbacks was
skewed, and median consumption fell only 1.5%, with
the median urban reduction being 5%.  It is difficult to
explain this pattern but it appears to be a combination
of severe consumption cutbacks by those most affected
by the crisis and precautionary cutbacks in
discretionary spending by some other previously
affluent groups; with the more traditional rural dwellers
and hence the median being less affected. Significant
groups of mainly urban or other non-farm households
moved from relative affluence to poverty as a result
of the crisis, and this group affected the mean average
drop in consumption more than the median.

There are some indications than many households sold
or pawned assets to cope with the impact of the crisis.
In general urban areas were worse affected by the
crisis than rural areas, though rural Java soon
experienced the flow on effects of the downturn in
the cities. Per capita daily food consumption in
Indonesia fell from 2,019.79 calories in 1996 to 1,849.36
in 1999.  Protein consumption per capita in grams fell
from 54.49 to 48.67.  The national Poverty index which
had dropped to just over 11% in 1996 rose to over
24% in December 1998.

The sudden precipitation of large groups back into
poverty and the worsening of the position of many of
those already in poverty generated the first major
involvement of the Indonesian Government into poverty
relief through Social Assistance measures.  These
measures known collectively as the Social Safety Net
took several forms:

• The initiative reaching the largest number of people,
even if in small measure, was the rice subsidy
programme, known technically as the Special Market
Operations programme (OPK).  This allowed the target
poverty households to buy 10 (later 20) kilos of rice
per month at a price of Rp. 1,000 per kilo. At the time
average market prices were of the order of Rp. 2,500
per kilo;
• A second set of initiatives involved special

employment creation programmes, (Padat Karya)
which were also to be targeted to the poor and those
who had lost employment;

• A third programme extended scholarships designed
to encourage children from poor families to stay on
in school, and provided additional grants to schools;

• In the Health sector additional grants were given to
Health centres, and low income people were to be
given Health cards which enabled them to access
some free health care. An associated nutrition
programme provided higher quality foods for babies
and their mothers, also in theory targeted to poor
households; and

• Community development grants were also given to
some poor communities, and associated small loans.
At a subsequent stage some cash grants were made
under this programme.

In addition to these programmes, there were also some
other poverty relief programmes provided by NGOs,
including some food for work programmes.

Part of the cost of the Social Safety Net programmes
was financed by external loans from the World Bank
and ADB, particularly in the period from 1998 onwards.
This of course accumulated debt, which must
eventually be repaid by the Government of Indonesia.
It also raises the issue about what domestic sources
of funds would fund any future Social Assistance
programmes once the loan funds run out.

The Size of the Social Safety Net
Initiatives

Measuring the size of the Social Safety Net initiatives
is somewhat problematic, since the measure depends
on what is included in the coverage. A number of the
measures announced as part of the Social Safety Net
such as additional grants to schools were expansions
of existing activities rather than entirely new activities
for the central government. Also, some assistance from
outside came in kind rather than cash.  Irwan, Rahman,
Romdiati and Suhaini estimated the size of the outlays
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including the rice subsidy at Rp.15 trillion in 1998/99,
and Rp. 11.9 trillion in 1999/2000. Statistics Indonesia
(BPS) using a wider definition estimated the outlays
at Rp. 17.9 trillion in 1998/99, Rp. 20 trillion in the year
2000, and projected Rp. 14.6 trillion for 2001.

Ministry of Finance statistics which cover cash outlays
on subsidy through the regular budget show that non-
oil subsidies rose from Rp.0.2 trillion in 1996-97 to a
peak of Rp.25 trillion in 1999-2000:—

Figure 78 Table of Non-oil Subsidies

Non-Oil Subsidies from the Regular Budget –
(Trillion Rupiah)

Year Trillion Rupiah

1996-97 0.2
1997-98 11.3
1998-99 4.1
1999-2000 5.0

2000 (9 months) 8.6
2001 (proj) 12.5
2002 (plan) 13.9

However, these figures include some items (credit
subsidies and electricity subsidy) which may not strictly
be part of the Social Safety Net since their main target
groups were not the poor.  They also exclude spending
of external loan monies channelled through the separate
Development Budget.  In fiscal 2001 for example a
further Rp.2.2 trillion of subsidies was budgeted in this
way, pushing the year 2001 planned total to Rp.14.7
trillion.  The apparent “fall” in spending 1998-99 reflects
the fact that loan monies for the Social Safety Net
from the World Bank and ADB at this juncture went
through the Development Budget rather than the
regular budget.  However, the tailing off of Social
Safety Net spending after the year 2000 seems to
reflect a real decline.  Whichever the definitions and
measures used, two things stand out in relation to the
size of the Social Safety Net expenditures:—

• In total size the amounts spent were of medium-large
rather than massive in relation to the size of the
Indonesian economy and budget. The peak BPS
estimate of Rp. 20 trillion spending in fiscal 2000
represents about 2% of GDP. The peak non-oil
current subsidy expenditures recorded by the
Ministry of Finance in 1998-99 were about 2.6% of
GDP. For fiscal 2002 the ratio is expected to be 0.8%
of GDP.

• All of the Social Safety Net measures together were
smaller than the outlays on the Oil Products subsidy,
the main benefits from which go largely to middle
and upper income groups rather than to the poor.
This was estimated at Rp.53.8 trillion for fiscal 2001,
or at about 3.7% of GDP. In the 9 months of fiscal
2000 the Oil subsidy was 5.2% of GDP.  For fiscal
2002 the Oil Products subsidy is still expected to be
Rp.32.3 trillion or 1.9% of GDP.

The non-oil subsidies have come down from their peak
levels as the worst of the crisis has eased.  Oil subsidies
are also planned to be phased out by the year 2004.

Indonesia currently has a deficit budget situation, with
the year 2002 deficit projected at Rp. 43 trillion, or
about 2.5% of GDP.  The budget deficit reflects current
economic difficulties, and the escalation of external
debt service costs following the depreciation of the
Rupiah after the crisis. It also reflects the costs of
revenue sharing with the regions and the subsidy
programmes. The ongoing oil subsidy represents 75%
of the projected 2002 deficit figure. The non-oil
subsidies represent about 32% of this figure.  However,
the electricity and credit subsidies together are 21%
of the deficit. The remaining non-oil subsidies which
include most of the locally financed Social Safety Net
measures represent only 11% of the deficit.

Effectiveness of the Social Safety Net
Programmes

The Social Safety Net programmes were set up at
speed in the context of a situation where no adequate
central government administrative network existed to
deliver the programmes, and where the governance
arrangements of the local channels which were actually
used were often problematic.  Consequently what was
achieved at the local level often did not fully reflect
the intentions of Government at central level. This was
reflected in many in the target groups not receiving
assistance, and in significant “leakage” away from the
intended target groups to others.  For example in the
case of the rice subsidy programme many local
communities seem to have simply shared the assistance
amongst all households. In some areas also there were
manifestations of what Indonesians call KKN
(Corruption, Collusion and Nepotism) in the allocation
of assistance.

The Rice Subsidy Programme
The rice subsidy programme operated at the local level
with rice supplies being distributed to districts in relation
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to the estimated poverty incidence, and in turn being
distributed to villages or counterpart lower level
subdivisions of urban areas where actual allocations
took place.  The poverty measure initially used was
based on the Indonesian Family Planning Association
(BKKBN) classification of households, with the target
group being the lowest of the 4 classifications used by
Family Planning.  These “pre-prosperous” (i.e. poor)
households were characterised by the absence of one
or more of the following criteria for economic
reasons:—

• Ability to eat at least twice per day;
• Main floor area not dirt;
• Had change of clothing for work and other activities;
• Able to seek medical assistance for sick children,

and family planning services for contraceptive users;
and

• Able to practice the principles of the family religion.

The evaluation by the SMERU Research Institute
indicated that the rice subsidy programme did reach
and assist many poor households.  However, there was
a significant degree of “leakage” and miss-targeting.
Just over half (52.6%) of the households in the bottom
20% of the population in terms of consumption levels
received some assistance from the programme.
However, three quarters of recipients were “non-poor”
households in terms of SMERU consumption criteria,
and most of the rice subsidy outlay went to these “non
poor” groups, or at least to households outside the
bottom 20% in terms of consumption standards.

It should be noted that the SMERU analysis showed
relatively poor correlation between the Family Planning
classifications and the lowest 20 per cent of households
classified by consumption levels.  There were a number
of reasons for this:—

• Some of the households which were asset poor on
BKKBN criteria (e.g. because their dwelling had a
dirt floor) were not in fact the lowest category in
terms of ability to fund current consumption;

• Some households which had not been poor at the
time the BKKBN lists were drawn up had
subsequently fallen into poverty because of the crisis;

• Some households which were not in the lowest
consumption group on the SMERU criteria were in
fact financing their current consumption levels by
assets sales or borrowing; and

• Some types of households (e.g. single people) did
not feature in the BKKBN lists. A problem also in
some areas was the lack of a local identity card by
poor households, often leading to assistance not being

provided to those households. However, in some
areas these households were included.

The poor correlation between the different measures
of poverty, and the small margins between many
categorised as “poor” or “non poor” led to some
modification of allocation guidelines, involving
agreement that people in the second from bottom
BKKBN group could also be included in the
distribution.  In practice however the distribution went
wider than these two groups while missing many
households which were actually poor

The rice subsidy programme achieved some of its
objectives, particularly in helping very large numbers
of people during the worst of the crisis, but was poorly
targeted in terms of normal social assistance criteria
of need — with the local distribution mechanism only
partly responding to central government priorities.

Education Assistance and the Scholarships
Programme
A second set of social safety net initiatives took place
in the education area with the objective of preventing
large dropouts from school participation during the
crisis. The families of children going to school in
Indonesia are required to pay some fees, and in
previous economic crisis situations withdrawing
children from school had been one way poor families
coped with a reduction in income.

The education response took two forms:

• Some additional block grants were made to the
poorest 60 per cent of schools in districts; and

• Scholarships were made available which were
supposed to be targeted on the poorest students who
were at risk of dropping out from school.

The extra block grants seem to have helped the schools
faced with escalating costs, though some commentators
have suggested that the longer run effect was for
“normal” funding to be subsequently trimmed.

The major focus of the programme however was on
scholarships for poor students. The target was to
provide assistance to 6% of primary students, 17% of
lower secondary students, and 10% of upper secondary
students. At least half were to be girls. Allocation of
scholarships was done through local school committees
comprising the headmaster, a teacher representative,
a parent’s association representative, the village head,
and a local community association representative.
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The SMERU evaluation showed that in practice:

• Only 4% of primary students rather than the target
6% received a scholarship grant, while 71% of the
grants went to children from non-poor households.
Only 5.8% of children from poor households
received, scholarship grants;

• For lower secondary schools the scholarship grant
rate was 8.4% compared with the 17% target.  Again
71% of grants went to children from non-poor
households, and 12.2% of children from the poorest
households received grants; and

• For upper secondary school students the grant rate
was only 3.7% compared with a target rate of 10%.
Again 71% of grants went to children from non-poor
households, and programme coverage amongst poor
students was only 5.4%.

In some instances students appear not to have received
the full amount of the grant.
Overall the scholarship programme had some impact
on the children of poor households, particularly at the
lower secondary school level, but large leakages
occurred to non-target groups where most of the
funding ended up.

At its worst the school participation rate dropped by
only 1.5% and subsequently recovered.  The
scholarship programme played some role in this
satisfactory outcome. However, larger factors may
have been the strong commitment of parents to the
value of education (in contrast to reactions during earlier
economic downturns).  The UNDP CBS study in 1999
also identified the flexibility many schools displayed in
trimming school costs or allowing textbooks to be
borrowed. Also, because of the long boom which
preceded the economic crisis, more households had
assets which could be sold or pawned to cover real
income reductions for a period.

Special Employment Schemes
The third main social safety net programme was a
collection of special employment schemes run by up
to 16 government departments and agencies, and
collectively described as Padat Karya. This was an
amalgam of different types of schemes, including some
works schemes which had existed prior to the crisis.
These had diverse objectives, including upgrading urban
infrastructure and increasing participation of women
in productive employment. There was no single set of
principles underpinning these schemes, though they
were supposed to hire the poor and those who had
become unemployed, and to pay local minimum wages.

The SMERU evaluation for 1998-99 indicated that
5.6% of households had at least one member who
participated in a Padat Karya programme.  For poor
households this was 8.4%  and non-poor households
4.9%.

The programmes did pick up numbers of the poor and
those who had lost jobs, (though the quantitative
magnitude of households reached was much smaller
than the coverage of the rice subsidy programmes).
However, a number of problems emerged in the
operations of many of these programmes.  This included
hiring of non-target people, paying wages which were
well above local minimums (and hence attracting
people out of other employment), and in some cases
people being paid for work which was not actually
done.  The overall value to the community of the work
carried out was not always clear.

Health Assistance
Another social safety net priority area was health care
for the poor, where there were fears that the economic
crisis would force poor households to abandon modern
medical services, reversing the previous decades of
improving health status and access to medical care.
The response was the JPS-BK programmes for the
health sector. For some of the programmes the targeting
criteria for access to a health card was also the Family
Planning “pre-prosperous” group of households, though
this was later made more flexible.  Initiatives included
subsidies for medicines and imported medical
equipment, additional operational support funds for
community health centres, free medical and family
planning services, and supplementary food for pregnant
women and children under three years old.

In the early stages attempts were also made to set up
Health Maintenance Organisations, but this programme
was subsequently curtailed.

As regards the health cards, the SMERU evaluation
showed that 6.3% of households used their health cards
to obtain free medical services, including 10.3% of the
poor and 5.3% of the non-poor.  This suggested
significant leakage. The survey also found that some
cardholders did not use their cards when obtaining
health services.  The SMERU evaluation did not clarify
the reasons for this in the survey questions and
responses themselves, but indicated that this may have
been because of the desire to obtain better quality
medical services than were available from the public
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health service providers to whom the cardholders had
access.

The special nutrition programme reached 15.9% of all
pregnant women and children under three.  For the
poor the participation rate was 16.5% and for the non-
poor 15.8%.  79% of beneficiaries were non-poor. In
effect there was virtually no skew in favour of the
poor in this programme. However, significant numbers
of people were assisted, and pregnant women are a
group where nutrition risk is higher than average.

Community Development Grants
Community development grants aimed at transferring
some savings on the Oil Products subsidy into cash
grants to the poorest families in the poorest villages.
The SMERU evaluation in two areas only indicated
that this programme actually did get grants through to
poor people, and had a more transparent selection
process that some of the other programmes, possibly
because of the involvement of NGOs. However, the
programme did not actually seem to do much for self-
reliance or community development.  There were also
problems over administrative costs and access by people
with poor transport access. The conclusion was that
“quick fix” programmes of this sort were not a
desirable long run way to proceed with community
development.

Summary on Social Safety Net
Programmes

The combined Social Safety Net programmes had a
positive effect on outcomes for the poor and those
most impacted by the crisis. But most were poorly
targeted with high or very high degrees of leakage to
the non-poor, with many of the poor missing out on
allocations.  Lack of effective governance and
administrative delivery mechanisms and differences
in local and central perspectives on how funds should
be allocated meant that only parts of the original
government objectives of the programmes were met.
This is not surprising in view of the speed with which
programmes were put in place in response to the crisis.
However, it also suggests that much better planning
and targeting and better governance mechanisms would
be needed for any longer run Social Assistance system.

It should be noted that not all government officials
accepted the SMERU assessments of the degree of
miss-targeting and leakages from the Social Safety Net
programmes. Two arguments were frequently

advanced to defend the ongoing programmes. The first
was that the degree of targeting had improved since
the initial SMERU assessments were done.  The
second was that there were only moderate differences
in economic situation between the official “poor” and
their “near poor” neighbours.  Hence assistance
flowing to the “near poor” groups should not be
regarded as leakage or miss-targeting. It is also
suggested that there are very real limits on the extent
to which centrally determined priorities can actually
be delivered at the local level in Indonesia, and that
objectives of any Social Assistance programme cannot
be set at too ambitious a level.

Overall, several of the Social Safety Net programmes
form a good foundation for a longer term Social
Assistance delivery system.  The problems associated
with them are largely problems of implementation and
control rather than in the basic approach adopted.  For
example, Health Cards are an excellent way of
targeting health assistance to the poor. The practical
problems lie in ensuring that the health services that
the cards are supposed to provide access to actually
exist at an adequate level; and also in ensuring that the
cards go to the poor and needy rather than to others.

Other Anti Poverty Measures

One other anti-poverty measure taken by the authorities
was the de facto relaxation of restrictions on  urban
area traders in the informal economy.  This led to the
growth in the numbers of stalls and mobile carts (kaki
lima) in the urban areas. In some areas pedal cycle
taxis re-emerged. The growth in this informal activity
helped to provide employment, but also made pedestrian
movement on congested sidewalks and lanes more
difficult.  In Jakarta the problem has seen some moves
to enforce regulations against some of these informal
economy activities.

However, there may be other “pro-poor” options for
encouraging such employment in the informal economy.
For example there are many boarded up building sites
in Indonesian cities, the result of building projects
cancelled or deferred following the 1997 crisis. Traders
in the informal economy could open these up to
temporary use while they are not required for
construction — provided the safety of the traders and
their customers was not at risk.

More generally, the main anti-poverty stance of the
Indonesian government is expected to be economic
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development.  Within this, priorities are expected to be
promoting economic opportunities for the poor,
facilitating empowerment, and enhancing security.  This
last area includes social security.  Outside of the formal
sector, social security for the poor is seen by Bappenas
as:

• Supporting existing schemes in community institutions
and extended family efforts; and

• Providing better mechanisms and schemes to assist
the poor when there is an economic downturn,
drought or other natural disaster.

This categorisation indicates that the Social Safety Net
is seen largely as temporary and episodic rather than
permanent.  However, the Task Force set up by the
Indonesian Government may come up with longer term
strategies which extend the temporary Social Safety
Net concept into a longer term Social assistance
framework to meet the changing needs of Indonesian
society. Options which might be considered are set
out later in this Publication.

Social Safety Nets and Social
Assistance

Social Assistance is assistance in cash or kind targeted
to the poor or other groups deemed to be in need of
assistance because of their disadvantaged situation.
Targeting involves an assessment of the social and
financial situation of the groups receiving assistance.

Using this definition, many of the measures included
in the Social Safety Net programme should not be
regarded as Social Assistance, even if they have other
merits from a development perspective.  For example
additional bulk grants to schools and additional
allocations to hospitals are part of education and health
policies rather than Social Assistance.  Similarly the
electricity and credit subsidies do not seem to have
involved the element of targeting on the poor which
characterises Social Assistance.

Of the measures included in the Social Safety Net
programmes (and putting to one side the issue of
“leakages”), the following parts of the Social Safety
Net programmes would seem to meet normal criteria
of definitions of Social Assistance:

• Rice Subsidies to the poor;
• Additional food for poor pregnant women, babies,

and children;

• Health Cards giving the poor free medical treatment
from public facilities;

• Educational Scholarships for student from poor
families; and

• Cash grants to poor people.

In addition, Special Employment at minimum wages
for unemployed people has a Social Assistance
dimension, though it is more usually classified as an
Active Labour Market Policy.  In an Indonesia context
it also has a potential community development
dimension when the Special Employment schemes are
used to develop community infrastructure. The use of
well-designed Special Employment schemes has a
particular attraction over and above “passive” forms
of Social Assistance because it allows those households
with potential earners to work for their own support,
while at the same time providing additional facilities or
services to the community.

There are of course some problems from a wider
poverty reduction strategy in focussing too heavily on
Social Assistance based on need.   Firstly, many
elements of traditional Social Assistance do little to
build capacity for self-support. Hence, it is
understandable that the Indonesian authorities would
wish to give major emphasis to those forms of Social
Assistance such as targeted Education and Health
assistance which tend to build long run capacity.
Secondly, the quality of the services to which the poor
are given free or subsidised access is also important.
Hence improving the quality of hospitals, health centres
and schools which the poor and others use also has an
impact on the poor, even though it cannot be classified
as Social Assistance.

More generally, Social Assistance is the bottom layer
or safety net of an anti-poverty programme. The larger
components consist of economic development, including
social investments in health and education which build
capacity to be self supporting, plus the expansion of
social insurance coverage.  As a bottom layer, Social
Assistance can be expected to focus mainly on those
who lack the long run capacity to be self-supporting,
plus those who are temporarily in poverty. The former
group in particular have problems which cannot be
addressed by capacity building approaches.

Unmet Needs

Before going on to consider what a medium or longer
term Social Assistance policy in Indonesia might cover,
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it is useful to consider some of the unmet needs which
may be growing in scale.

The traditional Indonesian Government response to
poverty focuses on expanding economic opportunities
and, more recently, on providing temporary relief to
those affected by the economic crisis. However, this
approach presupposes that individuals or at least
families and households can normally solve their own
problems.  This may not be true for some groups in
the population. There are a number of areas where
assistance policy is still to address unmet needs in the
Indonesian population:

• One area is the growth in the number of elderly
people.  Life expectancy at birth in Indonesia rose
by 24 years between the early 1960s and 1999,
climbing from 42 to 66 years. With a time lag, this
rise in survival rates is feeding into the growth in the
numbers and proportion of older people. Traditionally
dependent elderly people have been cared for by
their extended families, with urban migrants often
returning to their rural villages of origin.  However,
with a rising proportion of older people in the
population and the long-term urbanisation of much
of the population, the proportion of indigent elderly
without a rural family to return to can be expected
to rise.  The problem is compounded by the tendency
for those formal sector workers who are Jamsostek
Old Age Benefit Fund members to withdraw their
contribution balances when they become
unemployed.  This depletes a potential source of
assistance for part of the aging population. In the
longer term specific policies to deal with the problem
of indigent elderly will need to be developed. In the
medium term, this group may be a large and growing
claimant on any general Social Assistance measures
for the poor.

• A second group consists of the disabled and others
unable to work because of their physical or mental
impediments.  To the extent that this drags down the
total capacity for self- support of their household,
Social Assistance may be needed. At this stage there
is not even a permanent disability benefit in the formal
insured sector. This may be where the approach
should start.

If a longer term Social Assistance structure is to
develop, these two areas at least will need to be
addressed.

Scale of Funding Needed

A major consideration in estimating the potential cost
of a more systematic Social Assistance strategy aimed
at raising households above the national poverty line is
the numbers of people who would need to be assisted
and the average amount that would need to be provided
in Social Assistance. This or course will vary with the
household composition of the poor, and the varying
amounts of Education and Health assistance, and food
subsidies or cash grants included in the Social
Assistance “package” received by each poverty
household.

As background it may be noted that the rice subsidy at
20 kilos provided an income equivalent subsidy equal
to about Rp. 30,000 per month to those who received
the full allocation..  Temporary grants to occupational
injury cases for two years have been Rp. 50,000 per
month

Different sources provide different estimates of the
current measure of the national poverty line in terms
of current monthly Rupiah costs.  The ADB JPS uses
a figure of Rp. 39,807 per capita per month, while the
Ministry of Health uses Rp. 37,220 per month.  These
figures, of course, are not adjusted for variations in
household composition and need, or rural urban
differences.  However, using a rounded up figure of
Rp. 40,000 per month implies that a household of 4
people would on average need Rp. 160.000 a month
to be just above the national poverty line.  This is still
well below alterative international poverty measure
estimates. Currently about 10 million households are
regarded as being below the national poverty line and
another large group are “near poor” and might be
included in a wider social assistance policy, particularly
for Health and Education assistance.

To estimate what poverty relief for the first group only
would cost, it is necessary to make some assessment
of the average “poverty gap,” the difference between
the actual income of poor households and the minimum
target income.  For example, if the average “poverty
gap” was Rp. 50,000 per month per household, closing
this gap would cost about Rp. 600,000 per year, or
about Rp.6 trillion per year for 10 million households.

In practice however Social Assistance may have to
go to a wider group, particularly for Health and
Education assistance, and part of the assistance to the
poorest groups may be on top of minimum income need
estimates to recognise development needs.  For



Part III Chapter 15

179

example, if the Social Assistance package cost an
average of Rp. 100,000 per month for the 10 million
poorest families, and Rp. 50,000 per month for the next
10 million “near poor” families, the total cost would be
Rp.18 trillion per year. These are relatively substantial
amounts of money for a government with fiscal funding
problems, though part of this cost is already included
in the budget in the form of existing Social Assistance
measures. Rp. 6 trillion is about 0.4% of GDP, while
Rp. 18 trillion is equal to about 1.2% of GDP.

Proposed total allocations for domestically financed
non-oil subsidies in fiscal 2002, some of which goes on
Social Assistance, are estimated at Rp. 13.9 trillion.
However, the Oil Products subsidy which benefits
mainly middle and upper income groups is projected at
Rp. 32.3 trillion in fiscal 2002.  This suggests that there
is scope for subsidy re-allocations in a pro-poor manner.

For international comparative purposes it should be
noted that Rp. 50,000 was equal to about US$5 at  2001
exchange rates and Rp. 100,000 was then  about
US$10.

Characteristics of Effective Social
Assistance Systems

Before considering the extent to which a more formal
social assistance system is feasible in Indonesia, it is
helpful to consider the features which tend to
characterise well functioning social assistance
systems.  These include:

• A broad social agreement on who should be helped
and in what circumstances;

• Well designed policies which are far as feasible limit
assistance to those individuals and households not
capable of supporting themselves from employment
— and do not “draw in” people who could support
themselves from their own efforts;

• A source of funding which is sufficient but not too
costly for the national economy;

• An accurate means of identifying the poor and needy
at the local level; and

• An efficient and honest administrative system for
delivering assistance to those defined as eligible.

On these criteria, Indonesia is not particularly well
placed currently to implement a longer term Social
Assistance system covering the whole nation for the
following reasons:

• There appears to be agreement that the people most
affected by the 1997 economic crisis and the internal
refugee situations should receive at least short term
assistance. Beyond this the degree of community
support for public funds being used for helping other
poor people is less clear. Comments at the various
workshops and in other consultations conducted
under the ILO project indicated somewhat more
support for “developmental” types of assistance for
the poor (Education, Health, Job Training, and loans
to start up small businesses) than for other types of
social assistance.  However, some of the long term
poor represent categories of people who cannot be
assisted by developmental measures alone;

• The particular Social Safety Net policies adopted
after 1997 were innovative and for the most part
practical and sensible if problems associated with
targeting are put to one side.  However, the very
varied social and economic situations in different
parts of Indonesia may require somewhat different
policies.  For example, a rice subsidy is of little use
in regions where the staple foods are yams or
tapioca.  Similarly, in urban areas where people do
not have their own land or housing, cash assistance
may be more practical than food subsidies;

• Central government has a difficult fiscal situation
which makes funding ongoing Social Assistance
difficult.  Further, the use of external loan funds to
pay for part of the Social Safety Net measures is
not sustainable in the longer term.  Eventually these
loans must be repaid, which then doubles the burden.
Options for funding Social Assistance on a longer
term basis include use of money currently allocated
to the Oil Products subsidy; new taxes such as a
cigarette and tobacco tax; contributions form
Provincial and District governments; and
contributions from NGOs and charities;

• Central government has no accurate way of
identifying the poor at the local level.  The government
has fairly good information on the incidence of
poverty in various regions, but this does not extend
to knowing sufficient about which individual poor
households need and deserve assistance.  This
requires local knowledge of the situation,
circumstances and capabilities of individuals and
households; and

• Finally, the high degree of “leakage” associated with
the Social Safety Net programmes indicates that an
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accurate and efficient delivery mechanism in
Indonesia does not currently exist.  There is no central
government organisation currently in existence which
could efficiently deliver social assistance at the local
level.  Accordingly, other options need to be
considered.

Possible Strategies For Indonesia

There are a number of possible strategies for the
Government of Indonesia to adopt is relation the Social
Assistance for the assisting the poorest people.  The
main options are:

• Do nothing and spend no Government funds on Social
Assistance.  In effect this means relying wholly on
the traditional Indonesian support from extended
family, village, charity, and NGO assistance.  It would
mean phasing out the present Social Safety Net
measures as the immediate crisis recedes;

• Have no formal scheme, but rely on “ad hoc”
measures when particular crises strike, for example
economic crises, refugee problems, or floods;

• Make social assistance the legal responsibility of
Provinces or Districts, but provide no central
government funds;

• Set up a Government of Indonesia Social Assistance
Agency funded by the budget, and with local offices
throughout Indonesia;

• Add Social Assistance to the duties of JAMSOSTEK,
the existing Social Insurance/Provident Fund scheme;

• Rely on micro-credit and related schemes;

• “Contract” with Provincial and district governments
to deliver assistance, with each layer of Government
providing some of the funds; and

• “Contract” with NGOs to deliver social assistance.

Comments on each of these options follow:

Do Nothing
A simple option is for the Government to do nothing to
provide Social Assistance, and not require Provinces
or Districts to do anything either.  Instead extended
families, villages, charitable giving and NGOs would
be expected to help the poor in the traditional Indonesian
manner. This option may seem tempting in the light of

the difficult fiscal situation, and the many other
competing demands for funds.

Doing nothing was a realistic option a generation ago
when most Indonesians still lived in villages, and before
the massive growth of cities and the increasing
dependence on the cash economy.  The doing nothing
option also recognises that economic development is
the main route out of poverty and low incomes.
However, in current circumstances it would mean that
Indonesia did nothing to soften the hardship experienced
by many, either long term, or because of the impact of
the economic crisis or of other emergency situations
such as those of internal refugees or flood victims.

It is considered that this option is not realistic in the
light of Indonesia’s current situation.  Nor is it realistic
for the longer term.  In practice also the Government
of Indonesia has not found it possible to do nothing
when crises emerge. At most but not all of the ILO
consultations there was agreement that some form of
public social safety net was needed.  Only in one
consultation it was suggested that Social Assistance
would make the poor lazy.  For the larger groups
supporting the idea of Social Assistance there was also
agreement that the “leakages” problems needed to be
dealt with. There was less agreement on what the form
of assistance should be.

Ad Hoc Measures Only

A second option is to have no formal social assistance
schemes on an ongoing basis, but to introduce ad hoc
emergency measures whenever a particular crisis
strikes.  This approach is perhaps rather close to the
current Social Safety Net approach in Indonesia.  This
approach is possible, but does nothing to help the long-
term poor in between the crises affecting other people.

A further problem is that the use of this ad hoc
approach on a large-scale basis in the post-1997 “Social
Safety Net” saw major problems of poor targeting and
wastage of money.  While the Social Safety Net
initiatives did help many poor people, and eased the
severity of the crisis, many poor people missed on help,
while large amounts of aid “leaked” to people who
were not supposed to receive assistance.

Continuation of this ad hoc approach with hasty
measures put in place each time a new crisis emerges
can be expected to lead to a recurrence of the same
problems of poor targeting and wastage of assistance.
Without any regular system for assessing need and
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policing the expenditure of monies, there is little chance
that targeting will get any better.

Make Provinces or Districts Responsible
A third option is to make Provinces or Districts legally
responsible for providing Social Assistance to poor
people, but with no attached central government
funding.  This approach would require a law which
defined local social assistance obligations.  A decision
would need to be made as to whether the responsibility
would be with the Province, or with the District.

This approach is possible, and compatible with the
decentralisation of Government.  However, in practice
it would tend to mean that the richer provinces or
districts might set up their own systems, while the
poorer provinces or districts would do little or nothing
for the poor. Almost inevitably this would lead to
pressures from the poorer areas for government
assistance, and pressure from all areas for the central
government to cede further tax bases to the provinces
or districts to allow them to fund social assistance
activities. It is possible that even in rich areas funds
raised by new local taxes may be diverted to other
local priorities rather than to social assistance. However,
this is a possible road to travel down. It would
institutionalise a lack of any national minimum living
standard support.

Government of Indonesia Social Assistance
Department

A model which is used in some developed countries is
to have a Government Social Assistance Department
with offices in all districts dealing directly with poor
families — assessing their need for assistance and
providing assistance in cash or kind. Of the options,
this seems amongst the least realistic for Indonesia at
its present state of development.  There is no Indonesian
Government network capable of administering this at
present and building up such a network would take
many years. It would be extremely expensive to set
up offices in over 4,000 districts and sub-districts or
providing mobile teams to cover all villages and
localities. The approach is incompatible with a shift
towards devolution and decentralisation of
Government.  Also, the costs of the approach would
fall solely on the budget of the Government of
Indonesia.
Several of the options discussed would require a central
government department which funded or part-funded
programmes delivered by others.

Make Jamsostek the Social Assistance Agency

Jamsostek is also not a plausible delivery mechanism
for a Social Assistance scheme.  The needs-based
targeting of Social Assistance is incompatible with the
contributory basis of Jamsostek programmes.
Furthermore Jamsostek has only around 100 offices
and does not have the administrative capability to
deliver targeted programmes at the local level.

Rely on Micro-credit

A sixth option is to rely on micro-credit to help the
poor, with the aim that small development loans would
move them into self sufficiency.  Government would
provide some seed funding, with the funds eventually
becoming self-sustaining.
Micro credit is a useful approach, and can be expected
to help some people.  However, micro-credit schemes
go best when they are developed locally from the
“bottom up” and are likely to be less successful when
attempted as a government “top down” approach.
Without an effective pre-existing network of micro-
credit banks through which to channel funds, it is likely
that the same “leakages” which plagued the Indonesian
Social Safety Net measures would also be replicated
in any Government “top down” approach to micro
credit.

Two other comments also need to be made.  One is
that many long-term poor households whose adult
members are disabled or elderly or sick may not be
good candidates for micro-credit.  Secondly, micro
credit alone cannot be expected to deal with major
economic downturns such as the 1997 Asian crisis.

Overall, micro credit is a supplementary approach
which can help some poor people exit poverty rather
than something which can solve all social assistance
needs.

Contracting with Provincial or District
Government

A seventh approach is to share responsibility between
the Government of Indonesia and Provinces or Districts
through a partly devolved “contracting” arrangement
involving a “shared cost” approach.

This option would mean that central government would
provide a framework law, and part of the funding to
Provinces or Districts.  In turn, to get this funding the
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Provinces or Districts would have to provide the
balance of the funding from their own revenues, and
meet government criteria about the targeting of the
funding.  A degree of variability in the level and forms
of assistance delivery could be negotiated to take
account of variations in local conditions.  For example,
rice subsidies would not be used in areas where yams
or cassava were the staple foods, and cash payments
might play a larger part in cities. The amount of central
Government assistance could be in proportion to the
number of poor people in the area.  Knowledge about
variations in aggregate poverty rates by area is one of
the issues upon which the Government of Indonesia
has reasonable good statistics which could be used as
the basis for a “sliding scale” of grants to local areas.
This approach would mean that poor areas would get
more assistance in relation to the size of their total
population than rich areas.  It would also mean that if
rich areas chose to provide a more generous level of
social assistance than any national minimum standard,
then they would have to pay for the extra out of their
own revenues.

To make this system work it would be necessary to
have regular evaluations and audits to ensure than
funding was being used for the approved purposes.
Government funding could be reduced or withheld in
the event of substantial irregularities occurring.

Contracts with NGOs

A possible variant to using provincial or local
governments is to contract with NGOs to deliver
assistance funded in part or whole by Government in
particular areas or districts.  There is a partial
precedent for this in the use of National Family Planning
Agency data in several of the Social Safety Net
schemes. The viability of this approach depends on
the existence of effective NGOs in particular areas,
and their impartiality and efficiency in delivering
assistance. Because NGOs cannot raise local taxes,
the approach might require a higher level of government
funding than a “shared cost” approach with local
government.  Some NGOs could contribute part of
the resources required.

Administrative Improvements

Apart from the “Do nothing” option, all of the options
will require improvements in the machinery of
government for delivering social assistance.  In this

area as in many other areas of Indonesian public
administration, the weakness of administrative systems,
in some cases aggravated by KKN (corruption,
collusion and nepotism) means that good intentions
backed up by funding are not translated into equivalent
levels of effective action.  Weaknesses in governance
ability appear to exist in all levels of Government in
Indonesia, whether central, provincial, or district.

Some approaches which are likely to help improve
Governance, particularly for devolved programmes,
include the following:

• A contractual basis for delivering the programmes,
with explicit provision to withhold or reduce allocations
from central government if subsequent evaluations
show that programme targets are not being achieved;

• Co-contribution requirements from subordinate levels
of Government;

• Inclusion of adequate administrative cost funding in
the budgets allocated;

• Training for workers involved;
• Wide public dissemination of the criteria upon which

programme eligibility is to be based;
• Requirements for consultation with and participation

of local people in the decision making process on
programmes;

• Involvement of NGOs and community organisations
in vetting the allocation process;

• Public reporting on how the money has been spent,
including at each district and local level;

• Inclusion of adequate audit and evaluation provisions;
and

• Prompt prosecution and punishment of cases of
fraud.

It is also suggested that authority to make allocation
decisions and authority to release funds be located
separately.  Thus for example if funds were held at
the district level in the name of a village or locality, the
actual allocations would be made at local level by the
duly constituted local allocation authority.  The district
level would check that these allocations were made in
terms of the programme criteria before funds were
released, but could not allocate funds to other purposes.
The dual accountabilities would reduce the tendency
for funds to be diverted to other purposes. There would
also need to be an appeal mechanism to a higher level
of government to deal with conflicts between the
different authorities.
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Feasible Types of Social Assistance

As noted the Social Safety Net measures showed that
several types of programmes funded at central
government level can be delivered down to the local
level in Indonesia, even if the targeting performance
of the schemes has been weak with high leakages.
These programmes include the rice subsidy, the
education and health assistance measures, and some
special employment arrangements.

It is not considered currently feasible to set up an
Indonesia-wide cash social assistance scheme.
However, it is possible that this approach could be
considered in some of the more advanced provinces
or districts of provinces.  In the longer run cash grants
and benefits are likely to be a rising component of Social
Assistance.  In the short term it is best to concentrate
on those things which have a reasonable chance of
being achieved.  More generally, it is probable that
local initiatives could come up with other options which
are cost-effective provided the programmes are
operated with good governance.

Some of the criteria for better operation of existing
programmes are suggested by the evaluation reports.
For example special employment schemes should focus
on local development priorities and pay no more than
the local minimum wage.  In areas where physical
infrastructure is adequate, the focus could shift to
things such as revolving funds for small business
development.

Overall, it is suggested that core Social Assistance for
the period ahead could include the following:

• Rice subsidy or its equivalent for the poor;
• Other food assistance for young children and nursing

mothers in poor families;
• Health cards for the poor giving access to free

treatment in public facilities and free or subsidised
medicines;

• Education scholarships for children for poor families;
and

• Cash grants on a periodic payment basis to poor
households where the local capacity to run such a
system exists.

In addition, special employment programmes would
seem to be an important mechanism with a Social
Assistance dimension.  These could be programmes
meeting local infrastructure development priorities but
conditionally funded at least in part by Central

Government.  Wages could be local minimum wages,
or in some cases a percentage of these in some areas,
or “food for work” programmes.  These latter two
variants may have to be considered in provinces where
the announced minimum wage is not the actual
minimum paid in the informal sector but an objective
for formal sector wages.

It should also be noted that in some parts of Indonesia
rice is not the staple food.  In these areas either the
use of local staple (e.g. yams), or else a cash grant to
the poor which is the equivalent of the rice subsidy.

Other options could be developed by agreement
between the central government as main funder and
the provincial and district authorities as administering
agents and co-funders of any programmes.

Funding Sources

Some of the Social Safety Net Programme has been
funded by loans from International Agencies,
particularly in the middle period of peak spending.  This
is not a stable long run basis for funding Social
Assistance.  The Government of Indonesia must
eventually repay loans.  Hence a more sustainable
source of finance needs to be sought, particularly if
Social Assistance is to be expanded or take a longer-
term form.  Apart from any grant aid which can be
obtained from abroad, this will need to be a domestic
revenue source.

Much of the discussion on domestic funding of Social
Safety Net programmes in Indonesia has focussed on
redeployment of at least part of the subsidy now
allocated to petroleum products. In the 2002 draft
budget this was allocated Rp.32.3 trillion, or about 1.9%
of estimated GDP. Non-Oil subsidies amounted to
Rp.13.9 trillion, plus a further Rp.2.2 trillion in the
Development budget.  When the Oil Products subsidy
rate was trimmed, part of the money was reallocated
to social assistance programmes. The objective was
to seek to shield the poorest people from the cost
impact of the rise in prices for oil products. While
reduction or removal of oil product subsidies would
have some cost impact on all Indonesians, the main
impact would fall on middle and upper income groups
who are the major users of these products. The
SMERU Household Consumption study has shown that
this is true even for Kerosene, with the higher income
groups being the biggest users.
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Redeploying the Oil subsidy money to fund improved
Social Assistance is clearly an option, although it is
recognised that there are other potential claims on this
money including deficit reduction. Apart from
redeployment of some part of the Oil Products subsidy,
other options for funding additional Social Assistance
include:

• Additional taxes on products which are not favourable
to health, for example cigarettes and tobacco;

• Redeploying funds from the electricity subsidy
(Rp.4.6 trillion) and the credit interest rate subsidies
(Rp.4.4 trillion);

• Co-contributions from Regional and District
Governments to cover part of the cost of Social
Assistance programmes in their areas as part of the
conditions for receiving central government grants.
This would also give them an incentive to contain
costs and look for efficiency in the programmes.
Contribution formulae could be developed which
required the least contribution from the poorest
provinces and the largest co-contributions from the
richest provinces; and

• Local contributions from some of the people
benefiting from some of the programmes, for example
Health Insurance. However, the poorest people
would not be able to contribute.

It is understood that current intentions are to target
centrally provided assistance for social safety net
purposes according to the assessed numbers of poor
people in each province.  This has a strong logic to it.
It would also mean that over time as poverty reduced,
the amount of real transfers needed for existing
programmes would reduce. This would free up
resources for other objectives.  However, while
national poverty data provides a good basis for funding
allocations to regions, districts, and some lower
geographic levels, it does not solve the second problem
of who is to get the assistance at the local level.  This
is the more difficult problem of targeting.

Data for Targeting

Discussion with some officials during the ILO project
produced the view that there is little data available to
central government which could assist in more accurate
targeting of Social Assistance to individual households.
However, some other people consulted expressed the
view that there is actually a very large volume of data
on households collected by a variety of agencies in
Indonesia. A problem was that much of this data was
never shared between agencies.

A further problem is that if administrative data collected
for other purposes was known to be the basis of Social
Assistance allocations to individual households, there
would be a tendency for the data supplied to become
less reliable.

Overall, it seems probable that even without official
statistics local communities have a very good idea as
to who is poor and in need of assistance.  The more
difficult problem is that local views on who is deserving
of assistance and local priorities for spending may be
very different from those of the Central Government.
The governance criteria set out earlier are intended to
help reduce the discrepancies.

Summary

Indonesia is in a social and economic situation where
it can no longer rely solely on traditional relationships
to deal with problems of poverty and loss of livelihood.
At the same time the public authorities have limited
financial capacity to provide Social Assistance to the
poor, and lack effective administrative channels to
ensure accurate targeting of what assistance can be
provided. There also appears to be little social
consensus on future directions for Social Assistance,
though a majority view that something needs to be
done.

Some of the problems now requiring Social Assistance
interventions can be more effectively resolved by
extending the scope and coverage of the contributory
Social Insurance/Provident Fund system run by
Jamsostek for formal sector workers. However, this
will resolve only part of the problem at Indonesia’s
current level of economic development. Nearly two
thirds of the employed work force in Indonesia is in
the informal economy and there are some other groups,
individuals and households who lack the means to
support themselves — even in the informal economy.

At a Roundtable meeting on poverty relief at Bappenas
sponsored by the ILO in November 2002, drafts of
Poverty Reduction Strategy Papers (PRSPs) were
presented in which the importance of social protection
in poverty reduction was stressed. It was further
asserted (and largely supported) that such social
protection should be ‘Social Protection for All’, not
just the privileged formal sector workers. This suggests
that there is a groundswell among policy-makers in
favour of social assistance. Certainly this ILO Report
on the feasibility of introducing Social Assistance, and
further ILO Reports in the project series on the
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feasibility of introducing Unemployment Benefit
Insurance and Extending Social Security Coverage to
Excluded Groups will assist in the formulation of
strategies for improving the scope of social protection
in Indonesia. However, the realization of the ‘Social
Protection for All’ aim is some way off.

The Social Safety Net measures adopted by the
Indonesia authorities after the 1997 crisis were
innovative and did assist many poor people.  However,
the weakness of the administrative delivery systems
meant that there was a high degree of “leakage” of
assistance to people who were not supposed to be
receiving it.

In the long run Indonesia will have to face up to the
need to have some form of ongoing Social Assistance
system. However, the mechanism by which this system
should eventually be operated and funded is more open
to question.

Given the present trend to decentralisation and
devolution, and also the need for local knowledge about
family and household situations, publicly funded Social
Assistance would seem to require the involvement of
Provincial or District authorities. In order to
accommodate this in some form of national minimum
living standards objectives, an option may be some form
of “contracted” programmes between central
Government and other levels of Government involving
sharing of programme costs and local delivery of
assistance on the basis of agreed programmes. These
considerations suggest that:

A Social Assistance policy for Indonesia should be a
broad framework set at national level within which a
number of options could be developed at the local level.
Funding from Central Government would be related
to the poverty level in each region or district, and ideally
would involve co-contributions from the devolved levels
of government.  Ongoing central government
assistance would be conditional on specified
programme objectives being met.  From this
perspective centrally provided funding for Social
Assistance would not be part of devolved funding
allocated as of right to districts and provinces, but
“contractual” funding supplied in order to meet agreed
Social Assistance needs;

At this stage of its development feasible core
components of a Social Assistance strategy should be
those parts of the Social Safety Net programme which
have been workable in practice. These include Rice
and Food subsidies for the poor, Health Cards and
Education scholarships for poor families and special
employment on local development projects at minimum
wages.  To this can be added some wider possibilities
of the more advanced local areas using more direct
cash assistance benefits to those unable to support
themselves;

Feasible funding options include a redeployment of part
of the Oil Products subsidy; eventual excise taxes on
Oil Products; redeployment of the funding for the
electricity subsidy and credit subsidies; some additional
taxes, notably on tobacco products; and co-
contributions from local administrations.
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CHAPTER 16 JAMSOSTEK HEALTH CARE PROGRAMME

in that the benefits are provided in kind (instead of
cash) using managed care techniques; dependants are
covered and membership is optional.

Although health insurance is part of the Jamsostek
benefit package, this has only been partially
implemented and exclusion (via the so-called ‘opt-out’
clause of Article 2 (4) of Government Regulation No.14
of 1993 made under the social security law: Law No.3
of 1992) has been permitted for those insured
elsewhere such as with ASKES or where the employer
has provided alternative arrangements. The number
of people covered by the Jamsostek health care
program is only 2.7 million (including 1.3 million
workers) out of about 100 million potential people who
could be covered by the programme.

The opt-out provision has resulted in adverse selection
to Jamsostek. Higher salaried workers obtain health
coverage from private health insurance while those
who are on low salaries choose to join Jamsostek. The
average per capita contribution in 2000 was only Rp.
5,224 per month; while the closest comparable product
from the private market cost an employer Rp. 20,500
per month. The total contributions received by PT
Jamsostek for health care in 2000 was only Rp. 155
billion ¾ much less than total premiums received by
private insurance companies. Thus, the Jamsostek law
is considered to benefit private insurance companies
more than PT Jamsostek and its members.

The current organization of the system produces the
following effects:—

• Segmentation and fragmentation of the health
insurance system. Potentially exacerbated, if not
done well, by recent decentralization to the provinces
(24) but mainly to the districts (320);

• Fragmented government policy in social security,
health and in social security reform;

• Equity problems, including different contribution rates
and benefit packages;

• Leakage of public subsidies to the non poor;

• Inefficiency issues within each sub-sector;

• Weak and fragmented regulation.

Executive Summary

In practice, Indonesia has a three-tier system, which
is additionally fragmented by the size and geographical
fragmentation of the country, resulting in at least the
following sub-systems:

• The Department of Health and the Provincial
Authorities (after the decentralization law) running
the health care system for the uninsured, mainly the
poor;

• The social security organizations (ASKES and
Jamsostek) for the formal sector, civil servants and
private workers respectively; and

• Private Health insurance organizations (pure private
health insurance and general private insurance that
also provide health insurance) and JPKM. Also
Community funds.

The public health protection programme has developed
in a fragmented and piecemeal way over many years,
each stage of development having arisen as a result of
individual attempts to address particular problems
rather than as any coherent attempt at a coordinated
plan.  The result is a system that lacks transparency, is
administratively expensive and generally held in low
esteem by the people who use it. At one end of the
system, people requiring treatment feel that the quality
is poor and the service providers at the other end feel
the victims of late or insufficient payment for their
services.

Accurate population statistics about the degree of
health insurance cover provided by each of the sub-
systems is not readily available. Unconfirmed reports
suggest that about 15% of the population is covered
by the combined social security organizations and
private health insurers. However, preliminary
discussions and literature review suggest a much lower
level, possibly as low as 7%.

Coverage for formal sector workers is provided under
a dual system which includes traditional social health
insurance organizations (Jamsostek and ASKES) and
private insurance organizations (JPKM and traditional
private health insurance) in competition with each other.

Jamsostek covers four programs: health benefits,
occupational injury, death benefit, and provident funds.
The health program is very different from the others
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Given the geographic, cultural and political complexity
of Indonesia and the weak institutional capacity present
in the health sector, reforming the health sector will be
particularly difficult. Indonesia has at least 3 possible
main scenarios for such reform that are understood to
be currently under consideration by the Presidential
Task Force:

• Reforming each sub-sector separately —
addressing the main efficiency and equity issues
within each sub-sector separately while maintaining
system segmentation;

• The integration of social health insurance —
maintaining system segmentation between the poor
and informal population and the formal population
but developing a single, unified system for the formal
sector with either:

• An actual single integrated system with a single
payer or insurance carrier; or Virtual single
integration through ‘same rules of the game’ for
all insurers (premium setting, package, etc.) but with
competition permitted between insurers, possibly with
some mechanisms in place to compensate for the
eventuality of market failure;

• Total system integration — with the formal sector
subsidizing the premium for the poor and the informal
sector, so that they can join any insurer of choice
(within the above scenarios). It would mean total
separation of purchasing and provision and a radical
shift from historic supply-side financing to
“portability” of the public subsidy.

The scenarios identified above are very complex
politically as well as technically and will require very
significant technical assistance at the policy level. It is
considered that such technical assistance needs to be
injected at the highest level with multiple actors —
including, but not restricted to, the Department of
Health, Depnaker and Jamsostek.

Probably the most logical way forward would be to
plan a phased restructuring of the total system, starting
with the scenario of reforming each sub-sector
separately. When each sector has been strengthened
and some harmonization has been achieved, then the
possibility of institutional reform or rationalization could
be considered.

Given the national commitment to develop a
comprehensive social security scheme
(JAMSOSNAS), it follows that there is a strong
probability that a new network will be required. Once
the system has been designed embodying the specific
national answers to a number of policy issues, then
will come the time for the structure appropriate for its
implementation to be considered. This may call either
for new (or different) institutional arrangements, or
for some kind of integration or rationalization of the
existing ones.  It is the design of the system that
should determine the institutional arrangements
— not the other way round.

From the system design point of view it will be
important to take account of advice and
recommendations arising from the technical assistance
projects being funded by the European Union.
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Bab 16 Program Jaminan
Pemeliharaan Kesehatan Jamsostek

Rangkuman Eksekutif

Dalam praktiknya, Indonesia memiliki suatu sistem tiga
tingkat yang terbagi-bagi sesuai dengan ukuran dan
pembagian geografis negara dan setidak-tidaknya
menghasilkan sub-sub sistem berikut ini:

• Departemen Kesehatan dan Pemerintah-pemerintah
Provinsi (setelah diberlakukannya undang-undang
otonomi daerah) menjalankan sistem pemeliharaan
kesehatan untuk mereka yang tidak diasuransikan,
terutama mereka yang tergolong miskin;

• Organisasi-organisasi jaminan sosial (ASKES dan
Jamsostek) untuk sektor formal, pegawai negeri dan
pekerja sektor swasta; dan

• Organisasi-organisasi asuransi kesehatan swasta
(asuransi kesehatan swasta murni dan asuransi
swasta umum yang juga memberikan asuransi
kesehatan) dan JPKM. Juga dana-dana Masyarakat.

Di Indonesia, program perlindungan kesehatan
masyarakat telah berkembang selama bertahun-tahun
secara terpecah-belah (terfragmentasi) dan tambal
sulam. Setiap tahap perkembangan program ini lebih
merupakan hasil dari upaya yang dilakukan secara
sendiri-sendiri untuk menangani masalah-masalah
tertentu daripada upaya koheren [upaya yang terpadu
secara logis dan konsisten] yang dilakukan
berdasarkan suatu rencana yang telah terkoordinir
dengan baik. Akibatnya, sistem yang dihasilkan bersifat
tidak terbuka, secara administratif mahal dan secara
umum dipandang rendah oleh orang-orang yang
menggunakannya. Sementara itu, mereka yang
memerlukan pelayanan kesehatan merasa bahwa
layanan yang mereka dapatkan bermutu rendah. Di
sisi lain, pemberi jasa merasa diri mereka menjadi
korban dari pembayaran yang terlambat atau tidak
mencukupi atas pelayanan yang mereka berikan.

Statistik penduduk yang akurat mengenai sampai sejauh
mana perlindungan asuransi kesehatan yang diberikan
oleh tiap-tiap subsistem masih belum tersedia. Laporan-
laporan yang belum pasti kebenarannya menyebutkan
sekitar 15% penduduk mendapat perlindungan dari
kombinasi antara organisasi-organisasi jaminan sosial
dan penjamin asuransi kesehatan swasta. Meskipun
demikian, diskusi-diskusi awal dan kajian pustaka
menyebutkan bahwa tingkat perlindungan kesehatan
yang diberikan mungkin jauh lebih rendah, yakni sekitar
7%.

Perlindungan untuk pekerja sektor formal diberikan
melalui sistem rangkap dua yang meliputi organisasi-
organisasi tradisional asuransi kesehatan sosial
(Jamsostek dan ASKES) dan organisasi-organisasi
asuransi swasta (JPKM dan asuransi kesehatan swasta
tradisional) yang saling bersaing satu sama lain.

Jamsostek mencakup empat program: (1) program
jaminan perawatan kesehatan, (2) program jaminan
kecelakaan kerja, (3) program jaminan kematian, dan
(4) program jaminan hari tua (provident funds).
Program jaminan pemeliharaan kesehatan Jamsostek
sangat berbeda dari program-program jaminan yang
lain dalam pengertian bahwa manfaat tidak diberikan
dalam bentuk tunai tetapi dalam bentuk non-tunai
menggunakan teknik-teknik perawatan yang diawasi;
di mana tanggungan ikut ditanggung dan keanggotaan
bersifat opsional.

Meskipun asuransi kesehatan merupakan bagian dari
paket manfaat Jamsostek, hal ini baru dijalankan
sebagian. Pengecualian untuk tidak mengambil
program jaminan pemeliharaan kesehatan Jamsostek
(melalui klausul opt-out atau pilihan untuk tidak ikut
serta dalam Pasal 2 (4) Peraturan Pemerintah No. 14/
1993 yang dibuat berdasarkan Undang-Undang
jamsostek No. 3/ 1992) diijinkan bagi mereka yang
telah diasuransikan di tempat lain, seperti dengan
ASKES, atau apabila pengusaha telah memberikan
jaminan pemeliharaan kesehatan alternatif. Jumlah
orang yang saat ini ditanggung oleh program jaminan
pemeliharaan kesehatan Jamsostek hanyalah 2,7 juta
orang (termasuk di antaranya 1,3 juta pekerja) dari
sekitar 100 juta orang yang semestinya dapat dicakup
oleh program tersebut.

Ketentuan opt-out atau pilihan untuk tidak ikut serta
ini, yang membolehkan pengusaha keluar dari
kepesertaan program asuransi jaminan pemeliharaan
kesehatan Jamsostek apabila mereka dapat
memberikan jaminan kesehatan yang ‘lebih besar
daripada paket pemeliharaan kesehatan dasar’
yang diberikan Jamsostek, telah mengakibatkan
terjadinya pemilihan yang berbeda untuk mengikuti
program jaminan pemeliharaan kesehatan Jamsostek,
di mana pekerja-pekerja yang berpenghasilan tinggi
mengikuti jaminan pemeliharaan kesehatan dari
asuransi kesehatan swasta sedangkan mereka yang
berpenghasilan rendah memilih untuk bergabung
dengan Jamsostek. Iuran rata-rata perorang pada tahun
2000 hanyalah Rp5.224 per bulan; sedangkan untuk
memperoleh produk terdekat yang dapat dibandingkan
dengan JPKM dari bursa swasta, pengusaha harus
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mengeluarkan Rp20.500 per bulan. Total iuran yang
diterima PT Jamsostek dari program JPKM pada tahun
2000 hanyalah Rp155 milyar – jauh di bawah total premi
yang diterima perusahaan-perusahaan asuransi swasta.
Dengan demikian, undang-undang Jamsostek dinilai
lebih menguntungkan perusahaan-perusahan asuransi
swasta daripada PT Jamsostek dan para peserta
Jamsostek sendiri.

Pengorganisasian sistem jaminan pemeliharaan
kesehatan dewasa ini menghasilkan dampak-dampak
berikut:

• Segmentasi dan fragmentasi sistem asuransi
kesehatan. Kalau tidak ditangani dengan baik,
segmentasi dan fragmentasi ini akan berdampak lebih
buruk dengan diberlakukannya desentralisasi
terhadap 24 provinsi, terutama terhadap 320
kabupaten.

• Kebijakan pemerintah yang terfragmentasi di bidang
jaminan sosial, kesehatan dan reformasi jaminan
sosial;

• Masalah pemerataan (equity), termasuk tingkat-
tingkat iuran dan paket manfaat yang berbeda-beda;

• Bocornya subsidi rakyat kepada orang yang tidak
miskin;

• Masalah-masalah yang berhubungan dengan tidak
adanya efisiensi di masing-masing subsektor;

• Peraturan yang lemah dan terfragmentasi.

Mengingat kompleksitas geografis, budaya dan politik
Indonesia serta lemahnya kapasitas kelembagaan
sektor kesehatan, upaya mereformasi sektor kesehatan
pada saat ini tidaklah mudah. Indonesia mempunyai
sekurang-kurangnya 3 skenario utama untuk
melakukan reformasi sektor kesehatan, yang diketahui
saat ini sedang dipertimbangkan oleh Kelompok Kerja
Kepresidenan:

• Mereformasi masing-masing subsektor secara
terpisah – mengatasi masalah-masalah efisiensi dan
pemerataan di tiap-tiap subsektor secara terpisah
sambil tetap mempertahankan segmentasi sistem;

• Integrasi asuransi kesehatan sosial –
mempertahankan segmentasi sistem antara
penduduk miskin dan informal di satu sisi dan
penduduk formal di sisi lain tetapi mengembangkan
suatu sistem tunggal dan seragam untuk sektor
formal dengan:

• Sistem terpadu tunggal yang sebenarnya dengan
satu pembayar tunggal (single payer) atau badan
penyelenggara asuransi tunggal (insurance carrier);
atau keterpaduan tunggal secara virtual dengan
menerapkan ‘aturan main yang sama’ untuk seluruh

penjamin asuransi (penetapan premi, paket asuransi,
dll.) tetapi dengan memperbolehkan adanya
persaingan antar penjamin asuransi, dan mungkin
dengan beberapa mekanisme pemberian kompensasi
guna mengantisipasi kemungkinan terjadinya
kegagalan pasar;

• Keterpaduan sistem secara total – dengan sektor
formal memberikan subsidi kepada orang miskin dan
sektor informal, sehingga mereka dapat mengikuti
program asuransi dari penjamin asuransi yang
mereka pilih sendiri (dalam lingkup skenario di atas).
Ini berarti pemisahan secara total antara pembelian
dan penyediaan [perawatan kesehatan] dan juga
berarti pergeseran secara radikal dari pembiayaan
pada sisi historis penawaran ke ‘portabilitas’
(kemudahan untuk dipindah-pindah atau dialihkan)
dari subsidi masyarakat.

Skenario-skenario yang diidentifikasi di atas secara
politis maupun tehnis sangat kompleks dan akan
memerlukan bantuan teknis yang sangat berarti pada
tingkat kebijakan. Bantuan teknis seperti itu dianggap
perlu diberikan di tingkat tertinggi dengan pelaku ganda
– termasuk, tetapi tidak terbatas pada, Departemen
Kesehatan, Depnaker, dan Jamsostek.

Mungkin, cara paling logis ke depan adalah
merencanakan restrukturisasi sistem total secara
bertahap, mulai dari skenario mereformasi masing-
masing subsektor secara terpisah. Bila tiap sektor telah
diberdayakan dan penyelarasan telah tercapai, maka
kemungkinan untuk melakukan reformasi kelembagaan
atau rasionalisasi dapat dipertimbangkan.

Mengingat komitmen nasional untuk mengembangkan
suatu skema jaminan sosial yang komprehensif
(JAMSOSNAS), ada kemungkinan kuat dibutuhkannya
suatu jaringan baru. Begitu sistem tersebut dirancang
dengan memasukkan jawaban-jawaban secara
nasional yang bersifat spesifik atas sejumlah isu
kebijakan, maka akan tiba saatnya untuk
mempertimbangkan struktur yang tepat untuk
implementasinya. Ini akan memerlukan pengaturan
kelembagaan yang baru (atau yang berbeda), atau
sejenis keterpaduan atau rasionalisasi dari yang sudah
ada sekarang. Rancangan sistemlah yang hendak-
nya menentukan pengaturan kelembagaannya,
bukan sebaliknya.

Dari sudut pandang rancangan sistem, akan penting
untuk mempertimbangkan nasihat dan rekomendasi
yang timbul dari proyek-proyek bantuan teknis yang
saat ini sedang didanai oleh Uni Eropa.
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Current Health Care Policy And
Delivery

Indonesia is currently at the crossover between
centralized and decentralized government and between
strong state controls to market driven businesses. In
the health sector, reforms are being undertaken to
accommodate global changes and to respond to the
local demand in various levels of government. The
Ministry of Health (MOH) has a vision of ‘Healthy
Indonesia 2010’ by prioritizing four main elements of
health sector development: healthy paradigm,
professionalism, decentralization, and development of
managed health insurance.33 This vision sets healthy
life for all Indonesians by the year 2010. In line with
the concept of improving professionalism and
decentralization, privatization of health care financing
and services is being undertaken. 35% of shares of a
state owned company dealing with pharmaceutical
production and distribution (PT Kimia Farma) were
recently sold in the stock market to increase the
company equity and to stimulate quicker response to
market changes. Several public hospitals are to be
privatized to form Perjan. The pros and cons of this
privatization process of public hospitals continue to be
hot issues in health sector reform as, while improving
quality of health services, privatization of

pharmaceutical companies and public hospitals is likely
to increase health care costs. However, this rise of
health care costs may affect access to necessary health
services by the poor and nearly poor population.

As in many other developing countries Indonesia is
experiencing the double burden of the continuing
problem of infectious disease while social and
economic development during the last 30 years has
changed people’s health behaviour and eating habits
giving rise to increasing incidence of chronic disease.
Cardiovascular diseases have been the number one
cause of death since 1992 (see Table 1)34. But many
public and private general hospitals are not yet ready
to respond to the increasing chronic diseases. There
are few hospitals that can provide adequate
cardiovascular services in the country. According to
one cardiac surgeon, every year Indonesia spends about
US$ 120 million for cardiac treatment overseas. Many
public hospitals in districts must concentrate their
services to fight prevalent infectious diseases while
public and private hospitals in urban areas must also
provide expensive equipment to provide services for
the growing chronic diseases as the population is ageing
rapidly. To respond to the epidemiological changes,
health insurers and health care providers must change
the way they do business to anticipate higher costs of
medical care.

33 Healthy Indonesia 2010. MOH, Jakarta, Oktober 1999
34 MOH. Health Profile 2000. MOH, Jakarta 2000
35 Asiaweek, August 31, 2001: 13

Figure 79 Table of Five Leading Causes of Death from Series of Household Health Survey

Rank 1980 1986 1992 1995
1 Respiratory infection Diarrhoea Cardiovascular Cardiovascular
2 Diarrhoea Tuberculosis Tuberculosis Respiratory infection
3 Cardiovascular Diphtheria, measles Respiratory infection Tuberculosis
4 Tuberculosis Tetanus Diarrhoea Other infection
5 Tetanus Malaria Other infection Others

The impetus for changes also comes from the recent
currency crisis that was followed by economic crisis
in Indonesia. Among other Asian countries, Indonesia
suffered and continues to suffer the worst. The
Indonesian currency (Rupiah) plunged from about
US$1:Rp. 2,500 in June 1997 to $1:Rp. 13,500 in
January 1998 (at the lowest point). In the past year in
response to current political change, the currency has
been relatively stable, floating at around $1:Rp. 9,000
— still less than one third of its pre-July 1997 value. In

early 1998, the government reacted to the growing
burden of debt —both in the public and private sector,
totalling around US $ 150 billion, a little less than the
gross domestic product in the year 2001 estimated at
US$ 153 billion35— by selling state owned companies
to domestic and international investors.

Outside the health sector, privatisation of state owned
companies is proceeding much faster than privatisation
of the health sector. Following the financial crisis of
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1997, while the Indonesian currency continued to
plunge, there have been many political, social, and
economical changes throughout the country. After July
1997, the cost of living suddenly rose four times
compared to the beginning of 1997, while Indonesian
income per capita fell to only one third of the income
in the preceding year. This condition has driven much
social unrest in Jakarta and other parts of Indonesia.
At the same time, devolution of political powers from
the central government to local governments was
unavoidable in all parts of the country, accelerating
social and economical change. Despite the recent
political instability, flow of foreign capital is increasing.
The public confidence in the market in Indonesia is
stabilizing slowly. The country’s economic growth has
been rising steadily from –15% in 1998 to about 4% in
the year 200136. The annual income per capita that
had been around US $ 1,200 at current values (it was
estimated at about US$ 3,200 using purchasing power
parity) then declined to around US $ 618 in 1998.It is
now about US$ 69237.

Health Care Financing

Health care financing for the public sector comes
through the Department of Health (Depkes), the
Provincial health care budget, the District health budget,
other sector allocations, military health services, public
health insurance corporations, and foreign aid and
loans. Private sector health care financing comes from
out-of-pocket payments from individuals and
households, reimbursement by corporations/employers,
third party payments through private insurance
companies, and direct health services provision by large
firms.  It is difficult to determine how much the private
sector spends on health care each year, since there is
no regular survey on this issue.  However, recent
studies indicate that the private sector role in health
care financing is much greater than the public sector.
During the last ten years, public sector financing
accounted for about 30-40% of total health expenditure
while private sector contributed about 60-70%,
according to most cited sources38.

Figure 80 Table of Health Care Financing in Selected Countries in Asia, 199739

• Countries • Per capita health • Per capita • Total expenditure • Public expenditure
expenditure at exchange expenditure on health on health as % of GDP as % of total health

rate (US$) in international $ expenditure
• India • 23 • 84 • 5.2 • 13.0
• Indonesia • 18 • 56 • 1.7 • 36.8
• Malaysia • 110 • 202 • 2.4 • 57.6
• Philippines • 40 • 100 • 3.4 • 48.5
• Thailand • 133 • 327 • 5.7 • 33.0
• Vietnam • 17 • 65 • 4.8 • 20.0

World Health Organization (WHO) 2000 report (see
above) shows that Indonesia spent only US$ 18 per
capita on health in 1997 while countries such as India
and the Philippines spent more. In US dollars, Indonesia
even spent less for health (US$ 56) than Vietnam (US$
65) which has a much lower GDP per capita than
Indonesia. Even after the 1997 economic crisis the
GNP per capita of Indonesia is currently about US$
692 while the GNP per capita of Vietnam is US$ 382.40

Indonesia only spent 1.7% of its GDP for health while
India and Thailand spent 5.2% and 5.7% of GDP
respectively.41 As can be seen on Table 2 above,

36 ibid
37 Asiaweek, August 24, 2001: 55
38 WHO Report 2000, Geneva 2000.
39 Source: WHO Report 2000
40 Asia Week, 2001
41 World Health Report 2000. WHO, Geneva, 2000

Indonesia lags behind its neighbours in health care
financing. This low health care financing reflects lack
of serious attention by the government, the private
sector, and the community at large. Low coverage of
social security or social health insurance schemes may
be a factor in low health care financing.

In most European countries, the public sector spends
much more on health than the private sector because
of strong social security or social health insurance
systems.  Among developed countries in the world,
only in the United States (US) does the public sector
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contribute less than 50% of total health care
expenditure. Health care financing in Indonesia is
dominated by the private sector, including household
contributions of between 60-70% of the total
expenditure on health. Using the public share of total
health expenditure, Roemer (1993)42 classified
Indonesian health care system and the US health care
system as entrepreneurial health care systems.
These entrepreneurial systems are very regressive in
terms of the burden of health care financing to the
population.  The high infant mortality and maternal
mortality rate in Indonesia may be attributed to this
regressive system. Thailand and the Philippines have
been in the other quadrant where public share on health
expenditure is greater than the private sector43.

The possible reasons for low public health financing in
Indonesia include:

• The Indonesian Government does not have
sufficient resources to invest adequately in health
care.  In 1998, the Indonesian Government invested
less than US $ 4 per capita per year through Central,
Provincial, and District health care budgets for wide
ranges of health programs and services. A significant
proportion of these funds came from foreign
assistance or loans. Foreign assistance is needed
because the Government is unable to finance from
domestic sources its total health care budget, including
the budget for health programs and services:

• The Indonesian government places low priority
in investing on health. While the government spent
only US$ 4 per capita in 1998, it received taxes from
tobacco sales of about US$ 5 per capita. If the
government placed a high priority in investing on
health, it would return all money received from
tobacco taxes in recognition of the fact that tobacco

destroys people’s health.  In the year 2001, the
government set a target of Rp. 20 trillion-revenue
from tobacco taxes, about four times greater than
the government spent for health. If the revenue from
tobacco taxes were be used to finance health
programs and services, there will be more money
for health.

The second reason seems more realistic than the first.

The government allocation for health is believed to be
one of the lowest in the world. In the last fifteen years,
it has never been above four percent of the total budget
(see Figure-1).44 Although private sector contributions
for health services have been and continue to be about
twice as much as the government’s share, the roles of
the government in the provision of health services
remain large. This is due to the central government
tightly controlling the price of health services in health
centres and public hospitals — aimed at assuring
affordable health services to patients with low-income.
For example, at public health centres people get
treatment for as low as US$ 0.10, including three-day
supplies of medicines.

However, from 2001 the low cost of treatment at public
hospitals and health centres changed. Many health
centres and public hospitals now under full control of
local governments will be transformed into swadana
(autonomous) facilities and it will be more likely that
the local government will approve higher prices. If
prices of health services in public hospitals and public
health centres rise, then the financial risks to the low
and middle-income group will increase. Without
significant health insurance coverage or financial
assistance for the poor, the access to health services
will be jeopardized.

42  Roemer, . Health System of the World, Oxford University Press, New York, 1993.
43 WHO Report, 1999
4 4 Malik, R et. Al. Evaluasi Pembiayaan Kesehatan, and Bureau of Planning Data., Jakarta 1997

Figure 81 Government Allocation of Health Services as Percent of Total Government Expenditures
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Currently about 84-85%% of the population does not
have health insurance.45 About seven percent of those
insured are covered through Askes; a state owned
company that administers compulsory health insurance
for civil servants, retired civil servants and the military,
and their dependents. Jamsostek covers about 1.3%
of the population (instead of the potential 40-50% of
the population if the Jamsostek law were to be
implemented consistently). The remainder are covered
by other private health insurance schemes, including
coverage by JPKM bapels (the Indonesian version of
health maintenance organizations). In the ten years to
1998, the health insurance coverage as a proportion of
total population remained relatively stable. In 1990 data
published by the World Bank gave the proportion of
the population with health insurance as 13%.46  The
proportion of the population with health insurance now
is only about 15-16%. The number of people with
health insurance has increased by 9 million in the last
decade, excluding military personnel and their families.
Most of the growth of health insurance coverage
occurred in the last two years. After 1998 when
economic crisis was at its worst in Indonesia, the
growth of health insurance coverage increased sharply.
The HMO products sold by PT Askes have reached
one million people at present while the number of people
insured by other insurance companies in 1999 was 3.98
million.47

It is estimated that private health insurance companies
now cover more than five million people, twice the
number of people covered by the Jamsostek health
insurance programme. Private health insurance
includes schemes for profit and non-for profit. The
lack of information about this sector is striking. There
are at least three types of private health insurance
schemes, all extremely weakly regulated by different
government entities, so much so that there are problems
in consumer protection (one large international JPKM
went broke recently). The types of schemes are:

• The traditional indemnity health insurance being
provided mostly by international insurance
companies. The law only allows the life insurance
companies to provide health insurance coverage but,
in practice, it is being provided even by other
companies. The companies providing health
insurance are doing so under the Life Insurance
business and they are regulated as such by the
Ministry of Finance, mostly with no separation

4 5 Thabrany, H and Pujianto. Asuransi Kesehatan dan Akses Pelayanan Kesehatan. Majalah Kedokteran Indonesia, 50(6), Juni 2000. 282-
289

46 World Development Report 1993: Investing in Health. Oxford University Press, New York, 1993.
47 Djaelani F. Perkembangan dan Peluang Asuransi Kesehatan. Seminar Nasional Asuransi Kesehatan, Jakarta 23-24 Oktober 2000

between the life insurance part of the business and
the health insurance one;

• The JPKM, HMO type of private insurance, mostly
offered by national companies, for profit or non-for-
profit, created on an ad-hoc for this purpose and
licensed and theoretically regulated by Depkes. The
regulatory framework is also extremely weak; and

• Community and cooperative arrangements to provide
limited health benefits.

JPKM and community schemes are allowed to do risk
rating, in practice to match the package to the
contribution and to have short-term contracts which
vary yearly. Most private health insurance companies
focus on offering group insurance within which
community rating or risk rating (for different sub-
groups) is used for setting the premiums. However,
although in principle it might look like community rating,
they are increasingly doing individual risk rating as they
differentiate the benefit package even within a group.
This practice (resulting from the lack of regulation)
might potentially result in very negative practices and
abuse by insurers and employers’ toward the low-
income workers within a group. Regulation is almost
absent and the existing one is weak and not enforced.
Private Health Insurance is operating under two
different frameworks. One, law 23, for JPKM, which
is regulated by the corresponding unit of the
Department of Health, including a financial guarantee
which is in practice small (indexed to the reported
membership), no solvency margin or technical reserves
regulation, no effective benefit package or consumer-
scheme contract regulation. In turn, other private health
insurance (mainly international companies or large
national insurance groups) are operating under law 3,
which allows the provision of “health programs” under
the Life Insurance section of such law. Therefore, all
financial guarantees and solvency margins and
technical reserves regulations are referred generically
to the life insurance product and within it, implicitly for
health insurance. No specific regulation for health
insurance exists.

The Indonesian policy on health services allows public-
private partnership both in financing and delivery of
health services. However, it is not clear what portion
the public sector must be responsible for and what
portion the private sector could be responsible for.
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Currently this issue is being debated within the health
sector, especially after the implementation of
decentralization of health services. In general, there
are discussions that money from the government budget
should be used to pay for the provision “public goods”
such as environmental sanitation and immunization.
However, the detailed services to be the responsibility
of the government and local governments are not yet
listed. There is a general consensus that financing of
curative care and other individual care that are
considered “private goods” will be the responsibility
of the community, except for the poor that will be
financed by the government. It is still not clear who
will bear the cost of personal health care for the
marginal people who cannot afford to meet their health
care needs but who are not qualified for assistance. It
is also not clear to what extent; the government will
provide assistance to the poor in meeting their health
needs. In the past, the assistance covered only basic
health care; whereas secondary and tertiary care (for
which the poor and the marginally non poor cannot
afford to pay) were not covered. The need for health
insurance will, therefore, increase in the near future.

In the delivery of health services, the trend is that the
government will place more reliance on the private
sector. Currently, public hospitals are being privatized
or transformed into autonomous entities. This could
be in the form of for-profit state or local government
enterprises (BUMN or BUMD). Many health centres
are also being transformed from the local government
facilities into autonomous health care facilities, known
as swadana. Much of this transformation is aimed at
making financial management and the responsiveness
of management to local demands more flexible. As a
general trend, user fees may increase significantly
while social protection for those who may not be able
to afford the services is not yet established. One serious
concern over this transformation is that the financial
access by the poor or nearly poor people might be
jeopardized. Some public health programs currently
installed, such as immunization, family planning, and
eradication of communicable diseases, may fail to
achieve significant coverage. As a consequence, there
may be rising prevalence of communicable diseases.

Micro Financing Schemes

As discussed in the previous sections, the government
contributes about 2 - 3.6% of the total government
expenditure for health annually, the lowest among

ASEAN countries. To supplement this low public
spending on health, the Ministry of Health introduced
a concept of micro financing scheme called dana sehat
or village health fund in the 1970’s. At that time, it was
predicted that the government funding for health would
diminish because of a significant reduction in oil
revenues. Many health care financing advocates
suggested that the government domination of funding
for health care was not good for the future of the health
system in Indonesia. Therefore, money from
households was to be mobilized to meet growing needs
of health services of the community.

Households have been also spending a relatively low
percentage of their total expenditure on health —
ranging from 2 - 4% of total household expenditure.
This low health expenditure from household sources
represents low ability to pay for health services where
nationally 50% of households spend 80% of household
income on food. In such households there is, therefore,
little money left to purchase other services and goods
such as health care and education. This low household
health expenditure may be related to low prices charged
by health centres and hospitals. The utilization data
shows that visits to health centres account for about
half of the total health care visits in most regions in the
country. In the majority of the districts/municipalities,
people get access to health centres for only about
Rp.1,000 (US$ 0.10) per visit. This is one reason why
efforts to mobilize resources from the community
through micro financing schemes, such as health card
or health fund (dana sehat) have been unsuccessful—
there being no incentive to households to contribute to
health funds when the cost of health centre services is
so low.

Studies by Thabrany and Pujianto from the National
Socio-economic survey in 1998 found that only 1.87%
of the population were holding health cards or were
members of health funds. There was no significant
improvement in the access to inpatient care among
the health cardholders or health fund members, but
there was about 47% better access to health centre
services among the members compared to those who
were uninsured. This was due to most micro financing
schemes covering only outpatient care in health
centres. This coverage of health-centre only services
was useless because the cost of health centres visits
was affordable by all layers of the population.
Therefore, the benefits of health funds were not
considered meaningful. Studies by Silitupen48, Iriani49,

48 Sillitupen, valens. Evaluasi Perkembangan Dana Sehat di NTT. Tesis, FKMUI, 1998
49 Iriani, R. Faktor-faktor yang berhubungan dengan kesinambungan Dana Sehat di Kabupaten Bogor. Tesis, FKMUI, 1999
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and Asnah50 indicated that very few households paid
contributions for more than two consecutive years.
Drop out rates from the first to the second year of
health fund membership were between 60-90%. It is
not surprising that since the introduction of this scheme
in the 1970’s, there was very little progress. During
the beginning of the financial crisis in 1998, when the
government introduced a social safety net program in
the health sector by providing financial assistance to
about 18 million poor families (at a cost of Rp. 180
billion in 1998); the dana sehat schemes halted51.
During the crisis poor families were covered by the
social safety net program that was fully funded by the
government. Having financial assistance, the poor
families did not feel the need to contribute to dana
sehat.  The target of dana sehat scheme was mostly
poor families from whom the fund collected
contributions. This targeting was in contradiction to
the general principle of contributions by those who could
afford to pay to provide social assistance for the poor.

The failure of dana sehat to expand and to develop
into a more sustainable schemes was considered to be
due to:

• Benefits provided were far from the members’
needs. Most dana sehat provide health benefits in
health centres and some small financial assistance
where a member is hospitalized. Even a large scale
dana sehat sponsored by the provincial government
of West Java could not develop into a reasonable
and sustainable scheme;

• Contributions are set based on community consensus
and normally very low. Normally dana sehat collect
contributions door-to-door at a predetermined amount
ranging from Rp. 100 – Rp. 1.000 per household per
month. The amount of contribution is normally
determined by general consensus. There is no
actuarial calculation;

• The target memberships were the poor communities.
While the membership was voluntary, like
commercial health insurance schemes, the main
target groups for membership were the poor who
deserve free care. The poor rarely have money
available to contribute regularly. The amount of
finance available was, therefore, too small to be able
to negotiate an acceptable level of health care; and

• All dana sehat are managed on a volunteer basis
by those people or heads of neighbourhoods or
villages who had no knowledge about health
insurance schemes. In some cases, the money was
the subject of corruption by the management.

The social safety net program at inception consisted
of three different programs of financial assistances
to ensure access to necessary health services for
the poor:

• The first program targeted high-risk pregnant women
by channelling money (Rp. 10,000 per poor
household) directly to a village midwife. This money
could be used by the midwife to refer high-risk
pregnant mothers to a health centre or hospital. The
money could also be used to pay for drugs, services,
or transportation costs. This program increased
access to hospital services for quite severe cases
such as bleeding and complicated delivery;52

• The second program was the promotion of JPKM
(community health maintenance scheme adopted
from the concept of HMO in the U.S.). Rp.10,000
per poor family was given to companies, cooperatives,
or foundations to establish a sustainable ‘pre-bapel’
(provisional bapel) in a district. The pre-bapel could
retain 8% of the money for administration and
preparations for full (licensed) bapel status. The
program provided the objective that, after two years,
the pre-bapel could expand its membership by selling
JPKM/HMO product to non-poor families.
Immediately, 354 pre-bapels were created — the
majority by civil servants, pensioners or cooperatives
of civil servants within district health offices with no
prior experience of managing such schemes. After
one year, under heavy criticism, this program was
terminated. Evaluation of the pre-bapel program in
East Java and in South Jakarta revealed that there
was no real prospect of pre-bapels achieving full
HMO status (Ekowati53 2000; Azwar 200154);

• The third program was the assistance for health
centre services through special block grants of
Rp.10,000 per poor family to all health centres. The
health centre could use the money to buy drugs, to
supplement essential drugs supplied by the
government;

50 Asnah. Faktor-faktor yang berhubungan dengan kesinambungan Dana Sehat di Lampung Barat, Tesis, FKMUI, 2001
51 Azwar, R. Evaluasi program JPKM-JPSBK di Jakarta Selatan, Tesis, FKMUI, 2001
52  Hasan, F. Evaluasi Program JPSBK terhadap Kehamilan Risiko Tinggi., Thesis December 2000.
53 Ekowati. Faktor-faktor yang berhubungan dengan kemandirian pra bapel JPKM-JPSBK di Jawa Timur., Tesis, FKMUI, 2000
54 Azwar. Faktor-faktor yang mempengaruhi utilisasi JPKM JPSBK di Jakarta Selatan. Tesis, FKMUI, Depok 2001.
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• In addition, hospitals got some help through the
disbursement of financial assistance for the
operational costs of providing inpatient care for the
poor. The latest programs had mixed results in
improving access by the poor. However, those in the
marginally poor group (who did not qualify for the
assistance, but were unable to pay for expensive
medical care in hospitals — such as self employed,
part-time workers, seasonal workers, and farmers)
remained in a difficult situation in meeting their medical
needs. Evaluation of this program showed that more
than 90% of the beneficiaries who were eligible,
satisfied the means test. While the remainder of the
program was received by those who actually could
afford to pay part of the care (Khumaedi, 200)55;
and

• Further evaluation of the safety-net program is given
in the report entitled ‘Klaten Re-visited’, sponsored
by the ILO under the Project ‘Restructuring the
Social Security System’. This report is reproduced
in Part III of this Publication.

Access To Primary Care

Primary health care in Indonesia is delivered through
public health centres and private clinics or doctors in
solo practices. For 85% of the population who do not
have health insurance, access to primary health care
varies according to their economic status, individual
preference, and availability of transportation to the
facilities. Local governments normally set user fees at
very low levels that all people can afford. After the
Regional Autonomy Law has been implemented, local
governments will tend to raise user fees in order to
recover the costs of providing basic health services
that were traditionally funded by the central
government. User fees have been between Rp.500
and Rp.2,000 per visit, including three days of
medication. The quality of services at public health
centres, and sub-health centres is considered very poor
resulting in the majority of people who are the better
off declining to use health centre services. Instead,
they go to private doctors. These are the same doctors
who provide services in the morning at health centres,
having private practice in the evening to supplement
their low income from government. This is one reason
why policy makers are considering increasing user fees
so that the facilities will have adequate funds to
maintain certain level of quality. The trade-off is that
the poor or marginally poor may be excluded.

Because user fees in health centres have been very
low (less than the price of a bottle of drinking water),
almost all people can afford to pay for the services.
Often the problem is not in the price of service, but in
the transportation costs. In rural areas, only one health
centre or sub-health centre is available for several
villages or even for one sub-district. The travel costs
to health centres can be the same or ten times more
than the user fees set by local governments. Numerous
studies have reported that access to health centres is
good only for those living within one to two kilometres
from the centre. While for hospitals, access is good
for those living within ten kilometres from the hospital.
Beyond that, many people have geographical barriers
to health centre and hospital access. Formal sector
workers who normally live in urban areas may not have
geographical barriers to the services. To overcome
geographical barriers, the government provides mobile
health centres visiting remote villages at least once a
week. The availability of public health centres
(stationary, mobile, and sub-health centres) and low
user fees make access to primary health services quite
good for all levels of the community. The better off,
who demand better services, may visit a private doctor
in the afternoon. The chart below (Figure-2) depicts
the relatively equitable access to primary health care
for all groups of the population (Thabrany 2001)56.

Figure-2 shows that the number of primary care visits
per thousand of the population by ten income deciles,
from the poorest ten percent to the richest ten percent
of the population, did not differ significantly. In other
words, there has been equitable access to primary
health care in Indonesia. There are some differences,
however, 15 visits per thousand people between the
poorest ten percent and the richest ten percent of the
population (Figure 3). The poorest ten percent on
average had 358 visits per 1,000 people per month
while the richest ten percent had 373 visits per 1,000
people. There were minor differences in primary health
care visits between the insured and the uninsured.
These minor differences were due to low health centre
fees, good distribution of health centres, sub health
centres, nurses, general practitioners, and mobile health
centres. If we examine visit rates to private doctor
services, the differences were quite high. However,
those who had low access to private doctor services
had options to visit public health services with almost
no barriers. This equitable access may diminish if local
governments transform public health centres into
swadana facilities and raise user fees.

55 Khumaedi. Evaluasi program JPSBK di RSU Tangerang. Thesis, FKMUI, Depok 2000
5 6 Thabrany, H. Hospital and Health Insurance. Paper presented at Hospital Seminar and exhibition center, University of Indonesia,

August 27-29, 2001.
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Figure 82 Visit Rates for Any Outpatient Care by Income Deciles, 1998

Figure 83 Differences in Visit Rates for Primary Health Care Utilization by Income 1998

One important factor about equitable access to primary
health services is the proximity of those services to
the population. The Indonesian health policy mandates
local government to build one health centre for every
30,000 inhabitants and one sub-health centre for every
10,000 inhabitants. A public health centre is staffed by
at least one physician (general practitioner), several
nurses and midwives, and administrative staff; while a
sub-health centre is staffed by at least one nurse or a
midwife plus administrative staff. There are currently
more than 7,000 health centres and 21,000 sub-health
centres throughout Indonesia.57 In addition, in the past
(although the position may change) essential drugs are
provided free in health centres through the Inpres
program.

Access To Hospital Services

Hospital services differ from health centre services
for several reasons:

• Hospital services are available only in the capital city
of a district or municipality. Although the government
has built one type D (the smallest) hospital for every

district, the distance from the rural residential areas
is much further than to - health centres. A district
can cover an area as much as tens of thousands of
square kilometres. While there are more than 50
health centres and sub-health centres in a district,
there is only one public hospital. In several large
districts or municipalities there may be a private
hospital owned by doctors who work for the
government in the districts/municipalities;

• Drugs and other medical supplies are not free in public
hospitals. Patients must pay out of their own -
resources for medicines and medical supplies;

• Although local governments normally set low user
charges for hospital confinements, the true costs of
a hospitalization may be 3-10 times the low cost of
room and board set by the local governments.  As
an illustration, in one public hospital in Jakarta the
room charge for the third class services is only
Rp.15,000 per day. A patient needing an
appendectomy and hospitalization for three days may
end up receiving a bill upon discharge from hospital
of Rp.800,000 covering the cost of operation, drugs,
and medical supplies.  A blue collar worker with a
minimum wage of Rp.426,000 in Jakarta and having

5 7 Health Profile 2000. Pusdakes MOH, Jakarta, 2001
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5 8 Trisnantoro, et al. Evaluasi RS Pasar Rebo dalam era desentralisasi, PPEK UGM, Yogyakarte, 2000.
5 9 Thabrany, H. Perbaikan Askes Pegawai Pemda DKI. Unpublished. Jakarta 2001
60 Thabrany, et.al. Comprehensive Review of JPK in Indonesia. Yayasan Pengembangan Kesehatan Masyarakat Indonesia, Jakarta 2000

group. On the other hand, the poorest 10% of the
population had only about one-fifth of the hospital
occupation of richest 10%, both for the insured and
non-insured. The gap between inpatient days for the
insured poor and the rich - remain high because the
benefits are inadequate. According to many studies,
insured civil servants ought to pay up to 80% of the
hospital costs and drugs (Trisnantoro et al. 200058;
Thabrany 200159).

Additional analysis can be conducted by examining the
household financial burden to pay for hospitalization.
In this analysis, researchers examined how much a
household had to pay for an admission of a household
member to any hospital. Researchers calculated
average amounts of money for such hospitalisation and
average total household expenditure in one month for
each income decile. The study found (Figure-5) that
the poorest 10% of the population had to spend 230%
(2.3 times) of monthly total household expenditure for
one inpatient care.  Despite high subsidies given by
the government to public hospitals, most low income
individuals could not get access to inpatient care
because of the costs of medical procedures and
expensive, unsubsidised drugs.60 Figures 4 and 5
indicate the correlation of low inpatient days by those
in lower income levels and the high price a household
had to pay to a hospital. This financial burden will
continue or even worsen while there are no significant
policy changes to solve the problems.

no insurance, must spend about two months salary
for such an appendectomy at a public hospital. The
cost of intensive care or going to a private hospital
would be devastating to a blue-collar worker’s
resources. They may even have to pay a deposit
prior to admission; and

• The quality of services varies widely. Hospital
services are designed to provide special/secondary
or even tertiary care. In theory, type D hospitals
provide four specialists; a surgeon, a gynaecologist,
a paediatrician, and an internist. In reality, those
services may not be available to communities at all
times. At a type B hospital in Jakarta, third class
patients do not get treatment from specialists. Many
specialists in that hospital are unwilling to visit the
patients because there is no additional fee beside
the specialists’ monthly income. Specialists who visit
patients admitted in second class or first class,
however, get financial incentives for each visit.

As a result of these problems, there is great inequity in
access to hospital services, even at public hospitals.
The barriers can be geographical, cultural, and financial.
Financial barriers remain the largest factor. Figures 4
and 5 suggest that there were, and continue to be, large
gaps between the poor and the wealthy in access to
hospital inpatient care, even at public hospitals
(Thabrany, 2001). The richest 10% of the population
had more than 400 hospital days per 1,000 people.
Members of Askes and Jamsostek (insured group) had
500 hospital days — higher than those of non-insured

Figure 84 Hospital Inpatient Days per 1000 People by Income Groups and Insurance Status, 1998.
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Figure 85 Average Financial Burden of Households (times household monthly expenditure)
(for one admission by income deciles)

Quality of Health Services

The quality of health services in Indonesia is difficult
to measure because of lack of set standards, for both
clinical and administrative services. Although there are
clinical standard guidelines developed by the Indonesian
Medical Association, these guidelines provide
standards for only about 200 medical conditions/
procedures and these are not widely accepted,
especially by specialists. Administration of health
services in health centres and hospitals varies between
institutions. Very few hospitals use computerized
systems for medical records or appointments, even in
Jakarta. The physical appearances of public hospitals
and health centres are generally not attractive to
patients from middle and upper classes, although it is
argued that public health centres and public hospitals
are provided for the people in the lower income
bracket. Private clinics and private hospitals are
competing to attract patients from middle and high
incomes resulting in better physical appearance and
amenity services being offered.

The market for health services remains quite small,
except for large cities like Jakarta, with little incentive
or need for competition for providers to improve
services. One measure of service quality is user
satisfaction. But there is no user satisfaction survey
conducted in public health or public hospital services
at national level. There is also an absence of a national
survey on consumer satisfaction of private providers.

In general policy makers admit that the quality of
services in Indonesia, especially by public providers, is
not good enough.  The fact that many patients from
middle and high-income groups use private providers
rather than public, or go to Singapore or Australia for
treatment is an indication of the poor quality of health
services in Indonesia. Despite facility-wide surveys
(Warnida61 and Neneng62) showing that 80 - 90% of
patients were satisfied with services by public providers,
many health analysts are sceptical of these results
which differ from their own observations.
Accreditation of hospitals is not yet considered a reliable
measurement of quality of services, since the emphasis
in the accreditation process is on structural measures
such as whether or not there are guidelines for
emergency care or medical records.

The measurement of user satisfaction also lacks
credibility because the majority of users are people
from low educated and low-income groups. The
measurement of user/customer satisfaction itself is
problematical due to the subjectivity of the
measurement. This measurement is considered reliable
only for high-income or highly educated users in large
cities where there is the availability of choice and where
users are able to compare the services of other
providers. In villages and districts where most people
often have no choice of health centre or district hospital,
no knowledge of how the services should be provided
and no opportunity of comparison, measurement of user
satisfaction is unreliable.

6 1 Warnida, Faktor-faktor yang mempengaruhi kepuasan pasien di Paviliun Kartika, RSPAD, Skripsi FKMUI, 2001
6 2 Neneng. Kepuasan pasien Askes dan Non Askes terhadap rawat jalan di RSU Bekasi, Tesis, FKMUI, 2000



Part III Chapter 16

200

One of the more objective measures is to examine
how people choose medical care when they have
options. The assumption is that those who have a better
option that they can afford would choose their
perception of the best quality of service. On the basis
of this assumption, an examination of utilization data
from the Susenas of 1998 and 1999 shows that, even
for those who were covered by health insurance under
Askes, there were people who chose health care
facilities outside the network of public providers that
their entitlement covered. This means that many
people prefer to utilize health care on the basis of
service quality rather than cost. The proportion of
insured civil servants who utilized outpatient care from
private providers for which they had to pay the full
cost accounted for about half of the total visits.63 This
implies that those people perceived that the services
provided in public health care facilities were not
acceptable, preferring to pay for better services out of
their own resources.  In general, people perceived that
both outpatient and inpatient services in public facilities
do not meet their expectations. Therefore, any attempt
to expand social health insurance using predominantly
public health care providers will face significant
resistance from prospective members. The JPK
Jamsostek scheme, which often uses public health
centres as gatekeepers, attracts only those in lower
income groups — thus inhibiting optimal cross subsidy
from the better off to the worse off.

Efficiency

Efficiency in health services in Indonesia can be
evaluated from two different perspectives. The first
perspective is from the allocation standpoint. Until
recently, government policy focused on assuring that
health services must be accessible by all citizens. Thus
government subsidized health services in public health
centres and hospitals across the country required
doctors to provide mandatory services, constructing
buildings, procuring medical and non medical
equipment, and by paying medical staff (including
doctors, nurses, and midwives) working for the public
providers. Local governments normally set very low
prices that low-income earners can afford, without
taking into account the actual cost of each service.
Often these low user fees become political issues. The
assumption is that by lowering prices (user charges

are subsidized up to 80% of the true cost) those who
are poor can afford to access health care. Because
the subsidy goes to the supply side (public providers),
the fees for the poor and the better off are the same.
This is a regressive payment system, meaning that the
poor must pay a higher percentage of their income
than the rich in order to the receive services from the
public health care providers. The supply side subsidies
lead to inefficiencies in usage of public money,
especially for hospital services, because those who
utilize health services are not necessarily those who
need subsidies. In fact, data from ten years of the
national socio-economic surveys indicate that those who
are richer are more likely to utilize hospital services
than those who are poor. In other words, the subsidies
have been going to the better off and access to health
care for the poor remains unsatisfactory. From this
point of view, the low spending on the current health
care system in Indonesia is biased against the poor.

The second perspective is from the technical aspect
of health services delivery. The majority of services
are delivered through a fee-for-service system leading
to costly medical care. As cited in most health
economics literature, this payment system leads to
higher probability of supply-induced demand. The
probability of the provider prescribing unnecessary care
becomes higher than if the providers are paid on global
budget or capitation payment system. In a private
hospital in Jakarta for example, the proportion of
deliveries by Caesarean section is as high as 80% of
the total birth deliveries. In order to prevent this kind
of moral hazard, the Directorate General of Medical
Care of the Ministry of Health issued a maximum
standard for C-sections of 15% in private hospitals. -
This level is high by international standards.64 For other
medical services, including prescription drugs,
laboratory examinations, and other medical procedures,
this payment system also contributes to high
inefficiencies. Since about 85% of the population is
uninsured and pay medical care out of their own
resources, this payment system will continue with
minimal control over wastage, outcomes and
inefficiencies. Therefore, efforts to strengthen social
health insurance schemes leading to stronger
purchasing power for health services may stimulate
system efficiency, although health care providers may
resist supporting these efforts.

6 3 Thabrany, H and Pujianto. Analisis utilisasi peserta Askes dari Susenas 98. Pusat Ekonomi Kesehatan, FKMUI, 1999.
6 4 Berita IDI, February 2001.
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Direction of Health Care Reform

Since the crisis, there have been strong initiatives to
reform the health care system in Indonesia. One of
the more significant reforms is the Healthy Paradigm
approach signed by President Habibie in 1999. Under
this revival of the public health paradigm, the Ministry
of Health will take the lead in the healthy public policy,
healthy overall development, healthy environment, and
shifting the paradigm from mainly curative approach
towards a balance between promotive and preventive
health care and curative approaches. The Ministry of
Health set four pillars to achieve Healthy Indonesia
2010, a goal to move toward a healthy environment,
and universal coverage. The four pillars are: shifting
from sick paradigm to health paradigm; preserving
health rather than curing diseases, professionalism in
development of insurance schemes (called Jaminan
Pemeliharaan Kesehatan Masyarakat, JPKM), and
decentralization of health services.65

Healthy Paradigm

Under this paradigm, Depkes assumes responsibility
of guiding the country in a healthy development policy
in which all aspects of development must consider the
effects on people’s health.  Depkes is responsible for
making policy on healthy environment, healthy
behaviour, and for shifting the orientation of health
programs from curing the sick to maintaining people’s
health. In international public health jargon, this
paradigm is actually not a novel idea. However, from
the perspective of the Indonesian health care system
that has been too much oriented toward reactive
approaches to curing diseases, this paradigm realigns
the vision and mission of Depkes toward a national
goal of healthy Indonesia. One of the significant policies
introduced recently in Jakarta is the requirement to
sell only unleaded gasoline to reduce pollution by lead
residues. By eliminating leaded gasoline, the
government expects to improve the quality of life by
reducing risks associated with lead pollution. To
accelerate the goal of healthy paradigm, a private, not-
for-profit coalition has been set up to promote the
healthy paradigm. By promoting healthy lifestyle, the
government expects to reduce the incidence of illnesses
in the country and consequently increase the number
of productive days.

Professionalism

Under the professionalism principle, Depkes promotes
and encourages the development and improvement in
the quality of service by health professionals such as
doctors, nurses, and midwives. Basic nurse education
that has been at the level of high school is now being
upgraded to the minimum level of three years education
after high school. Many universities are now developing
bachelor level (four years education after high school)
to improve the knowledge and skills to the level
equivalent with nurses in other countries. Medical
specialist training that for more than three decades
has been conducted from a university base is now being
transferred to a hospital base managed by medical
associations. The Indonesian Medical Association and
other Specialty Organizations are now preparing for
hospital-base specialist training. This transformation
is expected to speed up the production of specialists in
Indonesia. Currently about one-fifth of the 45,000
doctors in Indonesia are specialists. The shortage and
uneven distribution of specialists across the country
creates inequity in access to modern health care.
Without significant efforts to improve skills of health
professionals, Indonesia may face serious problems in
the provision of modern health care because the demand
for specialists has been growing much faster than the
supply.

In administration, the government also requires that
managers and directors must have certain job-relevant
professional training. In several provinces, the head of
Dinas Kesehatan (District or Provincial Health Office)
must be a doctor who has a Masters Degree in Public
Health. Many hospitals are now headed by a doctor
who holds a Masters Degree in Hospital Administration.
Health centre management is also being scrutinized to
improve professionalism in service provision. For
example, in the past public health centres had to be
managed by a physician, now a public health graduate
who may not be a medical doctor may become the
head of a public health centre. The public health
graduate will conduct all managerial and administrative
tasks as well as community health programs. These
kinds of tasks are currently the responsibility of a doctor
as Head of Health Centre resulting in the doctor not
being able to treat all health centre patients and the
performance of managerial and administrative tasks
being below standard. Under this experimental new
leadership the doctor(s) in health centres can
concentrate on caring for and treating patients.

6 5 MOH. Healthy Indonesia 2010, Jakarta 1999.
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Privatization/ Autonomous Hospitals and Health
Centres

In line with the professionalism principle, many regions
promoted by the MOH will transform public health
centres and public hospitals into autonomous bodies.
The main goal of this transformation is to give the
management more flexibility to manage resources such
as revenues and human resources in order to respond
quickly to local demands. The transformation to
autonomous bodies can be in the form of swadana or
state owned companies. The swadana form is
basically gives the management flexibility to use
revenue from user fees according to the facility needs.
The status of personnel remains that of civil servants.
Under this form, the facilities are exempted from the
government accounting system in which all revenues
must be deposited in the government treasury the same
day the fees are received. The facilities receive an
annual budget for investment and operational costs,
determined by the local government. Under the current
system, the facilities often have chronic supply
problems that affect quality of services because of
rigid government budgeting and accounting systems.
By transforming into swadana facilities the
government expects that the quality of services can
be improved and the scope of services can be adjusted
to community needs.

The second form of privatization is to transform public
hospitals into BUMN or BUMD. Depending on the
level of privatization, a facility can be transform into
Perjan, Perum, PT Persero, or BUMD. All of these
forms, however, are for-profit organizations that are
not consistent with the mission of public hospitals. The
Presidential Decree No. 40/2001 allows a local public
hospital to be transformed into a BUMD, a for-profit
entity aimed at improving the local government
revenues. Actually, what many health policy makers
want is the flexibility of public health care facilities to
manage revenues and to respond to local needs.
However, they were not successful in finding a new
legal entity that is in harmony with visions and missions
of public health care facilities.

The swadana, BUMN, or BUMD forms have one
common effect on user fees or prices. All of these
forms normally increase user fees to satisfy financial
requirements in managing the facilities. By increasing
user fees, the management expects to provide better
quality of services. However, higher user fees may
jeopardize access to necessary care for the poor or
near poor, especially as a formal mechanism to switch

subsidies from the supply side to demand side of the
cost equation¾ such as kartu sehat which has not
been developed adequately. Management argues that
if a patient attends a swadana facility without adequate
money, she/he may be exempted from user fees by
showing a village certificate stating that she/he is poor.
However, the certificate is not automatically issued to
every poor family. The poor or near poor often decide
not to come to a hospital (after knowing the level of
fees from neighbours or friends) realizing that they
cannot afford the fees. So the problems of access
remain unsolved. There is also evidence that health
cards have been issued to non-poor families.

Decentralization

Decentralization of power and authority has a national
consensus. The law of regional autonomy, including
the health sector, was implemented nationwide in
January 2001. While decentralization provides faster
response and more appropriate policy in many aspects
of life, there are some disadvantages to decentralization
of health services. Under this law, local governments
are responsible for providing and financing health
services in districts/municipalities. One immediate
problem that arises from this decentralization is that
many local governments perceive that health services
are mainly consumed with intangible results without
political leverage for them, therefore financing of health
services is likely to be accorded low priority. Many
local governments perceive that hospital services could
be utilized to generate income. Yet other local
governments set quite high income from hospital
services while spending much less on health in the
region. On the other hand some rich districts, such as
the oil rich provinces of Riau and East Kalimantan,
are planning to provide health services free of charge.
Thus decentralization may result in regional inequities
in health care.

Mechanisms to cross subsidize poor districts/
municipalities have been proposed such as special
allocation funds (dana alokasi khusus), however, this
notion has not been politically acceptable. Problems
of access to essential health care, especially for the
poor, in decentralized governments have been the
concern of many international and donor agencies such
as the WHO, UNICEF, and the Asian Development
Bank (ADB). The National Planning Bureau
(Bappenas) is trying to establish a social safety net by
providing special assistance funds for the poor to
facilitate access to essential health services. Until the
year 2002, the ADB has been providing loans for this
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social safety net. In addition, in 2001, some Rp.540
billion was allocated to finance hospital services,
immunization, and essential drugs from the government
budget generated from increasing oil prices.
Considering the very high number of poor households,
this amount of money is very far from adequate.

Jaminan Pemeliharaan Kesehatan Masyarakat
(JPKM)

Initially, the concept of JPKM was taken from the
concept of HMO in the United States. The common
features of HMO such as voluntary membership,
comprehensive benefits, capitation payment system,
community rating premiums, and closed system
delivery are also found in the concept of JPKM. The
USAID had been very active in promoting the
development of JPKM in Indonesia, starting from the
development of the concept in the 1980s up to financing
the pilot project in Klaten, Central Java. However, after
almost 15 years of the promotion of the concept and
more than seven years after the enactment of the
Health Law in 1992 (providing for government
promotion and development of JPKM) membership
has barely reached 100,000 members. Millions of
dollars and billions of Rupiah have been spent on
promoting the growth of JPKM but currently there
are only 21 licensed JPKM bapels (HMOs). During
the economic crisis, the MoH spent Rp.180 billion to
promote the development of JPKM using social safety
net money in order to establish 354 new pre-bapels
across the nation. As explained earlier in this Report,
none of those pre-bapels was able to become
sustainable or able to cover a significant number of
people. This has given some impetus to reform the
concept of JPKM as a means of pooling financial
resources using health insurance principles.

Depkes has considered promotion of the JPKM
concept by drafting a law (JPKM Law) aimed at
expansion of JPKM through mandatory membership
of a bapel. By changing membership from voluntary
to compulsory, JPKM is moving to a social health
insurance concept. The draft also envisages
contributions of 3% of monthly income for singles and
6% of income for married people. But contributions

would be payable by the insured person, not the
employer (as is the case with the similar level of
contribution payable to Jamsostek), which runs counter
to the social insurance principle of shared risk.

The concept continues the existence of bapels and
pre-bapels, the majority of which by law are for-profit
entities that will maximize profits to the stockholders.
All people mandated to contribute must choose from a
number of available for-profit bapels as their health
insurance carrier.66 This is inconsistent with the
principle of social health insurance of maximizing
benefits to members. The current performance of JPK
Jamsostek and similar schemes implemented in Chile67

shows that social health insurance by for-profit entities
leads to adverse selection that benefits investors, rather
than the people it is designed to protect. It has also
been suggested that should the bill be passed some
investors, or even government officials, may try to use
the proposed JPKM Law to their own business
advantage within the health insurance industry.

In addition, the proposed JPKM law may require each
of the existing social health insurance schemes (JPK
Jamsostek and Askes) and all private insurance
companies to obtain a licence from the MOH to operate
as a bapel. The bill will create a huge regulatory
responsibility for the MOH to license, control, and
supervise bapels — complex tasks that may be beyond
their current capacity. It is understood that at least
two bapels have gone bankrupt, partially due to
inadequate regulatory control. The two bapels left
more than Rp.7 billion in hospital debts while their paid
up capital was only Rp.150 million.68 It is also
understood that none of the remaining bapels has
capital of more than Rp.500 million, a very low level
of financial solvency to run high risk health insurance
schemes.69

Some parliamentarians have suggested improving and
strengthening the existing social health insurance
organizations (Askes and Jamsostek) and expanding
membership — rather than developing new private
entities. At the time of writing this Report, it is
understood that there is no parliamentary agenda for
discussion of the proposed JPKM law.70 On the other
hand the recommendations of the present project on

6 6 MOH. Draft RUU JPKM, Jakarta, April 2001
6 7 WHO. WHO Report 2000, Geneva, 2000
6 8 Personal communication with secretary of the Indonesian Hospital Association.
6 9 Thabrany, H; Pujianto; and Mundiharno. Subsidi Silang Antar Bapel dan Antar Kabupaten dalam Pelaksanaan JPKM. PT MJM.

Jakarta, 2001
7 0 Personal communication with vice chairmen of Commission VII of DPR (House of Representative) responsible for health and social

welfare issues.
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‘Restructuring the Social Security System’ for
Jamsostek to be strengthened and for its membership
base to be expanded to cover all formal sector workers
and progressively to the informal sector, if accepted
and implemented, would actually meet the objectives
of Depkes in a much more efficient and realistic
manner, achieving greater social solidarity and equity
than would be achieved by creating a new law.

Analysis of the Organization of Health
Care
The current organization of the health care system
produces, inter alia, the following effects:

• Segmentation and fragmentation of the health
insurance system. Potentially exacerbated, if the
significant decentralization to the provincial (24)  and
the district (320) levels are not well managed;

• Fragmented government policy in social security in
health and in social security reform;

• Equity problems:

! Formal workers with different contribution rates
and benefit packages based exclusively  on what
sector they work for (e.g.: Askes  has 2%
contribution  for public sector workers while
private sector workers contribute 3 - 6% for
Jamsostek.);

! Significant differences in the per-capita public
expenditures even within the public sector (among
the regions and districts), resulting from the
historical allocations of budget. Extremely difficult
to correct in the short  term given the rigidity of
public providers cost structures.

• Public subsidies leaking to the non-poor:

! Users fees and differential utilization of services
by rich and poor in the public sector;

! Indirect public subsidies to social security
organizations: to both, Jamsostek and Askes
through subsidized public sector facility prices;

! Direct public subsidies to JPKMs in the preliminary
implementation process and indirect subsidies via
subsidized public sector facility prices to all private
health insurance including JPKM.

• Inefficiency issues within each sub-sector:

! Low purchasing capacity. There is almost non
existent in Jamsostek  which subcontracts with

“primary providers”, low capacity indemnity
insurance that uses “fee-for-service” and also for
JPKMs. Askes seems to be the most developed
among all of the different insurance schemes;

! Public sector provider financing still under
historical supply side financing (through line item
budgets) — with no separation of purchasing and
provision.

• Weak and fragmented regulation and consumer
protection capacity as well as weak enforcement
capacity: Jamsostek has no right to enforce
compliance, either by employers (this is the role of
labour inspectors from Depnaker/Dinas) or by
providers (it pays “primary providers” on the basis
of capitation which in turn sub-contract with specific
local providers). Multiple regulators for private
insurance with scarce regulation available and weak
enforcement capacity. There is no information on
utilization and no monitoring systems. A capitation
system widely used and implemented in such a way
is potentially susceptible to risk selection behaviour
by providers, denial of services and corruption.

The Alternative Scenarios for Reform
Given the geographic, cultural and political complexity
of Indonesia and the weak institutional capacity present
in the health sector, reforming the health sector will be
particularly difficult. Indonesia has at least 3 possible
main scenarios for such reform that are understood to
be currently under consideration by the Presidential
Task Force:

• Reforming each sub-sector separately —
addressing the main efficiency and equity issues
within each sub-sector separately while maintaining
system segmentation;

• The integration of social health insurance —
maintaining system segmentation between the poor
and informal population and the formal population
but developing a single, unified system for the formal
sector within either:

! An actual single integrated system with a single
payer or insurance carrier; or

! Virtual single integration through ‘same rules of
the game’ for all insurers (premium setting,
package, etc.) but with competition permitted
between insurers, possibly with some mechanisms
in place to compensate for the eventuality of
market failure;

• Total system integration — with the formal sector
subsidizing the premium for the poor and the informal
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sector, so that they can join any insurer they choose
(within the two scenarios shown in the last paragraph
i.e. actual single integration or virtual single
integration). This would mean total separation of
purchasing and provision and a radical shift from the
historical supply-side financing to “portability” of the
public subsidy.

Reforming each sub-sector separately. This
scenario assumes that Indonesia might wish for some
reason (political and technical feasibility and/or policy
decision), to retain a three-tier system (with its equity
implications) but improving the functionality within
each of the three. Some of the key aspects are:—

• For the National Health Service (run by the
Department of Health and district authorities after
decentralization):

! Shifting from historical supply side financing
towards demand side financing or at least “money
to follow the patient” within the public sector.
Among other effects, it has the potential to
empower users when alternative providers are
available. It most probably requires increasing the
level of separation of purchasing from provision.
The decentralization process provides a good
opportunity to do this;

! Improving the costing and pricing systems in public
facilities, improving the patient identification system
(similar to the Health Card Process) and the
management (public provider autonomy?) of public
facilities, all in order to reduce leaking of public
subsidies to non-poor and to increase efficiency;

! Encourage community organization and
participation in overseeing public facilities, not as
self-contained pooling schemes but as entry points
to the public system and as a means to improve
accountability and responsiveness.

• For traditional social security

! It is not clear why there is a need for two separate
public social health insurance agencies using
different rules. The possibility of merging Askes
and Jamsostek health insurance components is a
possibility;

! There are differential contribution rates for civil
servants and private workers — this constitutes
an unfair discrimination to non-government
workers;

! Separate the health insurance component of both,
Askes (but particularly Jamsostek) from their other
programs and establish them as independent social
health insurance schemes;

! Transformations in Askes and Jamsostek
governance (to be really autonomous from any
particular vested interested except its
beneficiaries) and in taxation and government
financial control to ensure autonomy,
independence and focus on their user interest only;
and

! Significantly improve the strategic purchasing
capacity, currently almost non-existent.

• For private health insurance.

! Amend law No. 3 to allow the private sector to
provide hea lth insurance coverage separately
from life insurance;

! Create a single independent regulator, responsible
for licensing, regulating, solving controversies and
regulating, under ‘same rules’ any form of private
health insurance including JPKM, private health
insurance, community health insurance and any
other private health insurance; and

! The single autonomous regulator should enact clear
regulations, mandatory for any form of private
health insurance, including minimum required
coverage, group insurance, consumer-insurer
contracts (pre-existence, exclusions, controversy
resolution, and contract comparability), product
marketing, solvency margins, technical reserves,
minimum provider availability, etc.

This scenario does not include the elimination of the
opt-out provision from Jamsostek. However, it would
not be an opt-out provision from Jamsostek but a similar
provision for the new organization created from the
merger of Jamsostek-Astek. It also does not include
any specific recommendation regarding the amount of
the contribution or the maximum salary limit for
contributions as decisions regarding them are a function
of the size and quality of the package that is desired
for Jamsostek-Astek to cover. However, the minimum
coverage to be regulated for the private sector would
probably have to be to indexed to the Jamsostek-Askes
benefit package.

This scenario, particularly in that it does not change
the opt-out provision, does not aim for equalizing all
formal workers, much less for equalizing all workers
in general. However, it would achieve some
equalization among civil servants and formal workers
remaining in the new Jamsostek-Astek organization.

Integration of Social Security. This scenario would
reform separately the National Health Service (for
informal poor workers) and would integrate social
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security through a single system. Under this scenario
all formal workers would be covered under the same
rules. This could be accomplished under the following
two sub-scenarios:

• Single Insurer for all formal workers with additional
voluntary supplementary health insurance; or

• Single rules of coverage but multiple agents
(insurers) to provide coverage under those rules.

For Single Insurers, all formal workers would be
mandated to contribute to a single insurer (most likely
public). The single insurer could be the newly merged
Jamsostek-Astek or a completely new public entity.
In any case, all recommendations for single rules of
cover shown above would apply.

For supplementary insurance, to be provided by private
insurance (JPKM, private health insurance companies
and others), all recommendations for Private Health
Insurance (shown above) would apply.

The scenario for Single Insurer shown above de facto
eliminates the opt-out provision and leaves private
health insurance exclusively as voluntary
supplementary health insurance. It also achieves, at
least in theory (see comments previous section), equality
if the single insurer provides a single package of
benefits regardless of the contribution of the worker.

Under the Single rules of Cover scenario, all formal
workers, regardless of their income, would be covered
by health insurance under equal conditions and they
would be allowed to choose the insurer among a
multiplicity of insurers, including a public insurer. To
avoid traditional health insurance competition failures
(due to adverse selection, risk selection, income cream
skimming, etc) resulting in risk and income
segmentation, most probably a basic benefit package
regulation would need to be included in the model as
well as some kind of risk/income equalization fund,
similar to the ones existing or being implemented in
the Dutch, German, Chilean and Colombian systems.
All recommendations for Private Health Insurance
(shown above) would apply.

Total System Integration.  This scenario is an
expansion of scenario described in the previous
paragraph in which not only formal sector workers
would be covered under a single system and same
rules but also informal sector workers and the poor —
with public funds being used to subsidize the premium
for the informal sector and the poor to join either: the
single insurer sub-scenario, or the choice among all

insurers under the single rules of cover sub-scenario.
All comments for that scenario would apply. If ‘single
package’ is defined as one of the rules, it probably
would be a very shallow one as it has to be affordable
to the state through public financing, unless total cross-
subsidization from formal to informal workers is decided
which would have very significant incentives for under-
contribution and evasion.

The policy debate within government is between those
two scenarios (i.e. single insurer or single rules of
cover). Both are very complex technically and
politically and will require very significant Technical
Assistance at policy decision level within the
government, which are beyond the current capabilities
of Depnaker and Jamsostek.

Given the current situation in the public health sector,
it is very unlikely that any scenario which extends the
Jamsostek scheme could be considered feasible in the
medium term.

Although the single insurer and single rules of cover
scenarios are the ones concentrating the discussion
within the government (as they are rightfully the most
rational alternatives for a country with the cultural,
historical and geographic diversity of Indonesia), both
scenarios are fundamentally different and it would not
be surprising if the decision between either of them
takes a long time so that the scenario Reforming each
sub-sector separately becomes the “de-facto”
choice. Therefore, future technical assistance should
be designed in a way that would be useful for any of
the 3 scenarios described above, focused on the key
stakeholders, but not restricted only to Depnaker,
Depkes and Jamsostek.

A detailed analysis of JPK Jamsostek follows in order
to expand on the above scenarios.

JPK Jamsostek (Health Insurance
Component Of Jamsostek)

Current Conditions and Problems of JPK
Jamsostek

Legal Structure
The legal basis for the social health insurance program
(JPK Jamsostek) is Law No. 3 of 1992; Government
Regulation (Peraturan Pemerintah) No.14 of 1993,
and the Minister of Manpower Regulation (Peraturan
Menteri Tenaga Kerja) No. 05/MEN/1993. This
legislation also applies to the other three Jamsostek
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programs. However, JPK Jamsostek differs from other
Jamsostek programs in several ways71:

• The participation in JPK Jamsostek is effectively
optional. Where superior health benefits are
provided by an employer (self insured) or through
health insurance companies, under Article 2 (4) of
Regulation No.14, there is no liability to participate
in the scheme. Because of this provision, the majority
of employers choose to opt out of the Jamsostek
scheme and buy health insurance from insurance
companies or HMO’s;

• Employers are mandated to pay a premium of 3%
(for single employees) and 6% (married) with no
employee counterpart contribution;

• The contribution ceiling for this health insurance
since 1993 has been Rp.1,000,000 resulting in
freezing low revenues for the medical benefit
programme;

• The benefits are provided in the form of health
services through various health care providers
contracted directly or indirectly by Jamsostek, except
for limited emergency out of zone care that is
reimbursable.  Other Jamsostek programs pay cash
benefits to the beneficiaries; and

• The benefits are provided not only to the employees
but also to family members up to the third child.

Operational Problems

Membership - The Jamsostek health insurance
program covers employees and their dependents
including up to three children under the age of 21 years.
All employers who are not exempted under Article
2(4) of Regulation 14/93, regardless of the legal status
of the entities, and who employ 10 or more employees
must pay health insurance premiums for their
employees. Employers with fewer than 10 employees
but with a total payroll of Rp.1 million per month or
more are also required to enrol their employees into
JPK Jamsostek. Given the level of the minimum wage,
most employers with two or more employees, including
those with domestic workers (e.g. a driver and a
housemaid), should be covered. If this law were fully
enforced, health insurance coverage could increase to
more than 100 million people.  But, the membership
growth of Jamsostek is progressing very slowly (see
table-3), from 199,000 in 1991 to 2.7 million people in
2000. The average growth of employers enrolling their
employees to Jamsostek in the last ten years was 53%

per year, but the number of employees enrolled grew
only by 40% per year and the number of insured
(members, including family members) grew even less
at 38% per year. This means that only small employers
(average size of 79 employees per employer) are
enrolling in JPK Jamsostek while larger employers
have been exempted from mandatory membership of
JPK Jamsostek. As a result there is only about 2.5%
of the potential coverage by JPK Jamsostek — while
the vast majority of the eligible workers are still not
covered. Currently, there are about 18.8 million
employees enrolled in the other three Jamsostek
programs (of those only 9.3 million are active
members72), but only 1.3 million people enrolled in JPK
Jamsostek. The total number of people (including
family members) covered by this social health insurance
in 2000 was only 2.7 million people. The national labour
force survey estimated that 56.2 million workers were
fully employed in the year 2000.73 If these workers
have an average of only two dependents and only about
two-thirds are eligible for Jamsostek, the total number
of people covered by Jamsostek should be about 100
million. So there are more than 97 million people that
should be covered by JPK Jamsostek who are outside
the present coverage.

Data from commercial insurance companies show that
total membership of health insurance schemes in the
1999 was about 4 million people.74 Health insurance
premiums (excluding personal accident insurance)
received by commercial health insurance companies
in 1999 was Rp.279 billion is estimated to reach Rp.1
trillion in the current year. At the same period,
Jamsostek collected only Rp.155 billion in 2000, much
less than the total health insurance premiums received
by the private insurance companies. Thus it could be
inferred that the Jamsostek law — with the opt-out
provision in place — has benefited commercial health
insurance companies more than the JPK Jamsostek
scheme.

The above comparison clearly indicates that the existing
Jamsostek law is not consistent with the social health
insurance principles of shared risk and protection of
employees on an equitable basis. Employees with
higher incomes get their health benefits from the private
sector while employees with lower incomes receive
their health benefits from an under-funded JPK
Jamsostek. This creates an adverse selection situation.

7 1 Jamsostek. Kompilasi Peraturan Jamsostek. PT Jamsostek, 1999
7 2 Jamsostek web data, 2001
7 3 ILO. National labor force survey, 2000
7 4 Djaelani, F. Perkembangan Asuransi Kesehatan di Indonesia. Makalah disajikan pada Seminar Nasional Asuransi Kesehatan, Jakarta,

Oktober 2000
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Another main problem in the implementation of JPK
Jamsostek is law enforcement, a problem common to
the other Jamsostek programmes.  if the trend of low
compliance is allowed to continue, Indonesia will suffer
severe health care financing problems. Chile and
Argentina have experienced severe adverse selection
of their social health insurance systems because of
liberalization. The US experience is a very clear
example of serious problems in financing health care
because of too much dependence on market
mechanisms. There is, therefore an urgent need to
revise the provisions of JPK Jamsostek to meet the
social security goals. The issue of compliance is
discussed in Part I of this Publication.

However, the management of JPK needs to be
strengthened if it is to provide an acceptable quality of
service. The current administration of JPK Jamsostek,
and PT Jamsostek itself, does not have the capacity to
manage a considerably larger membership. Current
high claim ratios of an average of 71.8% and low
revenues for JPK Jamsostek contribute to under-
resourcing in the administration of JPK Jamsostek
compared to other Jamsostek programs. Within PT
Jamsostek, many employees even at managerial levels
appear to have insufficient commitment to the JPK
programme. This may be partially due to overall profit
motive of the institution to which JPK contributes little.
There is some way to go before the medical services
provided meet members’ expectations. One way of
narrowing the gap would be to repeal the opt-out clause
to prevent adverse selection; another is to ensure that
the level of compliance and membership is increased.

Delivery of Services

PT Jamsostek sub-contracts the management of health
care and health services to other parties called ‘main
providers’ (MP). Many of these parties are JPKM
bapels that are insurance carriers, not health care
providers. Capitation payment to providers are not
made directly by Jamsostek, instead Jamsostek
contracts on a capitation payment basis to JPKM
bapels (HMO) or the MP — a reflection of poor
capability of Jamsostek to directly manage contracting
with health care providers. Certainly this contracting
system leads to inefficiencies and higher costs since
the main providers will also take profits. The contracted
health care providers vary from region to region.

Several Jamsostek regions contract outpatient services
only to private providers, while others use a mix of
public and private providers. Several regions use public
health centres as primary care providers resulting in
poor quality perception by members. As discussed in
the previous sections, services provided at public health
centres are considered to be of poor quality. Members
demand service differentiation from those services
usually provided for the poor in public health centres.
By contracting with public health centres, main
providers can save some money in the short term. But
in the long term, this system will discourage employers
and employees from enrolling with JPK Jamsostek.

Some main providers do not provide good quality
services and sometimes appear to be unaware of the
mission of JPK Jamsostek to provide equitable health
care to employees. As the majority of MPs operate
on a for profit basis, they are generally more concerned

Figure 87 Memberships Growth of Health Insurance Component of (JPK) Jamsostek, 1991-2000

Year Firm Employees Insured Premium (Rp. 000) Claim ratios (%)
1991 723 85,926 199,695 4,553,000 63.9
1992 958 110,345 238,022 8,280,000 62.2
1993 3,419 256,402 537,173 13,657,000 59.1
1994 5,624 458,257 963,619 28,263,000 67.5
1995 8,034 698,052 1,414,175 44,365,000 80.7
1996 9,452 961,594 1,725,618 64,314,563 79,7
1997 10,892 989,094 1,949,011 86,233,060 76.1
1998 14,225 1,110,478 2,338,075 100,220,435 88.5
1999 15,628 1,235,818 2,567,576 136,103,858 74,6
2000 16,707 1,321,844 2,699,977 155,360,770 65,4

Average annual 53% 40% 38% 51% Av. Claim Rate
growth 91-2000 71,77%

Source: PT Jamsostek, Account Division 2001
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with profit margins than maximizing quantity and quality
of services — which should be the main goals of health
care in a social security scheme. At present, there is
no standard procedure for the selection of MP by
Regional Offices of Jamsostek. Many MP’s do not
have service providers of their own. Instead they sub-
contract services to other providers leading to higher
administrative expenses. Taking into account 20%
administrative costs by PT Jamsostek and additional
administrative costs by MP’s, the amount of funding
going to health care providers is less than 60% of the
total contribution received. This high administrative cost
leads to low quality of health care benefits and
dissatisfaction of the system by service providers and
members alike.

This long contracting chain is inefficient and can also
lead to corruption. Indeed there were allegations that
certain officials in Jamsostek asked for “kick back”
money for placing contracts, resulting in less money
reaching health care providers.

In most social health insurance schemes in other
countries, the administrative costs can be as low as
3% (Taiwan) and 5% (Germany). The economy of
scale by pooling in one agency that is responsible for
the administration of health insurance, such as the case
in Taiwan, Canada, or even Medicare in the US, can
achieve administrative cost efficiency levels of up to
4% of premiums. If the number of members is very
large, contracting out health services management
through intermediaries (main providers) may lead to
higher efficiency. For Indonesia where the amount of
premiums is relatively small, the overall maximum of
10% administrative costs would be acceptable if
membership was high. If this low administrative cost
can be achieved, then the benefits received by
beneficiaries will be optimal.

The capitation payment system prescribed by
Regulation 14/93 is required to ensure that health
services are delivered in a cost-effective way. In
theory, all providers must be paid on capitation payment
system; however, in practice this is not always possible.
Doctors and hospitals are not ready to accept ‘risk-
contracting’ by capitation payment because they are
not trained to accept risk and the market for fee-for-
services is still dominant. The environment is simply
not supportive for a capitation payment system, except
for relatively small number of primary care physicians.

Partial capitation payment to primary health services
is, however, undertaken in many Jamsostek branches.
Capitation payment to primary care providers is easier
to manage since the required number of members for
primary care capitation is low.75

Capitation payment to hospitals is used only in those
branches that have sufficient members (Purwoko and
Mahmud, 1998).76 Furthermore, the MOH Decree on
hospital prices still provides guidelines for user charges
based on a fee-for-service system. In addition, all local
regulations on health centre and hospital prices are on
a fee-for-service system. Capitation payment to
hospitals is much more difficult to manage, even for
private hospitals in which prices are not regulated.
Many hospitals will not accept capitation payment since
there is a lack of information on which to base an
adequate level of capitation payment. Moreover,
capitation payments to hospitals require much larger
memberships due to large variations in costs per
admission. Finally, hospital managers are not trained
to assume risks for services provided.

This review of Jamsostek should, therefore, consider
options for revising the payment systems that are
applicable and accepted by various health care
providers. The proposed revision of Jamsostek should
accommodate more flexible payment systems (rather
than only capitation) that facilitate efficiency in health
care financing and delivery systems. Prospective
payment systems other than capitation can stimulate
efficiency.

Prospective payment systems must be accompanied
by explicit standards of service. Most providers
contracted by MPs or contracted directly by a
Jamsostek branch do not have adequate quality
standards. The MOH and the Indonesian Medical
Association do not have the capacity to control
standards of medical care, simply because acceptable
standards are yet to be developed and implemented.
If PT Jamsostek had a larger purchasing power, the
absence of standards developed by the MOH or
professional associations could be taken over by the
purchaser. However, the number of members is very
small. In addition, many MPs contracted by PT
Jamsostek do not have adequate training or skill in
managing social security or providing services to health
insurers. The proposed revision must take into account

7 5 Thabrany H. Rasional Pembayaran Kapitasi. Yayasan Penerbit IDI, Jakarta 2000
7 6 Paper presented at the First National Conference on Health Insurance, Jakarta, November 9-11, 1998.
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the need to manage these quality standards in order to
attract significant number of members.

Information System

The current information systems in Jamsostek do not
support changes of membership data (marital status,
family size, change of employers, etc.), while the
capitation payment system to providers (MPs) requires
exact numbers of employees and their dependents on
a monthly basis. As a result, many members are not
on the list for capitation payment but nevertheless
demand health care services. Providers refuse to
provide services, which creates conflict between
members, providers, and Jamsostek. This kind of
conflict reduces the trust of members and employers
in Jamsostek. The main cause of this information lag
has been the difficulty in updating records due to
employers’ neglect, employees’ poor awareness, and
Jamsostek poor information management. Lack of
adequate human resources in Jamsostek information
division generates more information problems. The ILO
Report on Jamsostek Operations and IT Systems
provides more detail about the shortcomings of the
systems and makes recommendations for improvement
(see also Part I of this Publication).

It was reported that hospitals sometimes billed
Jamsostek/MPs for services rendered for Jamsostek
members using higher than pre-negotiated prices. There
are several reasons for these inappropriate claims.
Firstly staff at hospitals may be confused about various
prices applicable to different insurance carriers.
Currently there are more than 70 companies offering
health insurance and contracting services to hospitals
using unique prices negotiated in advance. Staff at
hospitals may mistakenly quote prices negotiated with
other insurance carriers and bill the prices to Jamsostek.
The second possible reason is that hospital staffs
deliberately charge higher than negotiated prices to
increase income, especially when prices of medical
supplies and drugs are not stable. This practice may
enable providers to balance overall costs where there
would otherwise be a loss. This kind of moral hazard
is often reported in health insurance literature. The
information system of Jamsostek must be designed to
enable managers to identify moral hazards from health
care providers and possibly by members. The existing
information system is not designed to provide these
warnings.

Other Operational Problems

Many employers complained that Jamsostek was not
responsive enough to their concerns about notices of
payment received; issuing ID cards, poor services, and
handling of other complaints about the JPK program.
This is partially due to the low level of resources within
the program. Clearly the human resource deployment,
including provision for training in managed care
techniques, would need to match increases in
membership. Failure to address this problem will
inevitably result in further dissatisfaction with the
service and resistance to compliance.

Other Problems in the Implementation of JPK
Jamsostek

The contribution ceiling (Rp. 1 million) set almost eight
years ago without adjustment is detrimental to JPK
Jamsostek’s financial viability and is in urgent need of
review. Under this ceiling, employers contribute a
maximum of only Rp. 60,000 (married employees) or
Rp. 30,000 (single) per month. If the ratio between
employees and total members is 3 (on average two
dependents for each employee) then the contribution
is only Rp. 10,000 – 20,000 per person per month. A
commercial health insurance product sold by PT AJ
Central Asia Raya costs Rp. 125,000 per person per
month for inpatient coverage only,77 much higher than
contributions for JPK Jamsostek despite its
comprehensive coverage. Many employers allocate
money for health benefits above Rp. 60,000 per
employee. As a result companies that on average pay
high salary have more incentive to opt out of the PT
Jamsostek scheme in order to obtain health insurance
from private insurance companies (that provide better
service).

The average premium received by Jamsostek per
member in 2000 was only Rp. 5,224.78 In contrast one
of the cheapest premiums sold by a national insurance
company was Rp. 50,000 per member per month. PT
Askes markets the comparable products for Rp. 20,500
per month or four times the JPK Jamsostek average
contribution. Of course, the commercial insurance
companies must provide better services (or perceived
to be better) as required by the Ministerial Decree
No. 01/1998. The claim ratios of commercial insurance
companies have been about 60% and below current
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delivery of JPK services, the amount of money going
to health care providers from Jamsostek may also reach
60% of the total contribution received. This comparison
indicates that an employer may be in a better position
to buy health insurance from the private sector in order
to receive better services.

The minimum benefits dictated by the law cover limited
comprehensive health services. Access to outpatient
care and specialist services, including hospitalization
requires referral by gatekeepers, health centres or
private doctors. However, inpatient services are limited
to 60 days, including a maximum of 20 days in an
intensive care unit. The level of inpatient care is limited
to second-class rooms in designated public hospitals
or third-class rooms in designated private hospitals.
Considering the more limited choice of hospitals
compared with a traditional health insurance product
from the private sector, employers and employees will
prefer the product from the private sector.

Haemodialysis, cancer treatment, cardiac surgery,
congenital diseases, alcoholism, drug abuses, organ
transplants and all services provided by non-contracted
providers are not covered (Supriyono, 1998)79. Drugs
are covered if doctors prescribe them from a special
formula developed by PT Jamsostek. Because some
expensive medical care is not covered, many
employees and employers consider that the benefits
provided by JPK Jamsostek are not sufficient or
meaningful. The proposed revision of Jamsostek must
take into account to change the benefit levels.

Relevance

The Declaration of Human Rights, the ILO Convention
and the Indonesian Constitution clearly acknowledge
that employees and their dependents are entitled to
health care under social security. The WHO
emphasizes that health care is a fundamental human
right that enables people to work, study, and improve
the quality of life. Countries all over the world are
striving to provide universal coverage of health
insurance to be able to produce goods and services
without worrying about unaffordable health care. The
basic principle of equitable health care adopted by all
developed and newly developed countries is that every-
body should get health services according to his/her
medical needs and independent of his/her ability to
pay.80 It is under this principle that social security

covers medical care and maternity benefits, either
integrated with other social security programs or
managed independently as social health insurance
programs for workers.

In Indonesia, the financial burden of ordinary
households in obtaining necessary health services is
very high. A family may go bankrupt if a member of
the family needs inpatient care. Data from Susenas
consistently shows that families may have to spend at
least the total of all monthly family income in order to
pay for a single inpatient care of one household member.
This means that if a family with no insurance or other
financial support will be in financial deficit if required
to pay for inpatient care for one family member.
Therefore, risk-pooling and sharing among all other
workers, employers, and the government is necessary
to ensure that no one should suffer from severe
sickness and financial distress at the same time. If a
group of workers is allowed to choose not to share by
purchasing health insurance to meet their unique
demands, then other groups may demand the same
privilege. Eventually no group will wish to share with
others and therefore many families will continue to
bear high financial burden and suffer from an
unexpected illness.

In neighbouring countries such as in Thailand, the
Philippines, Taiwan, and South Korea all employers
and employees must join the social health insurance
scheme without exception. In the Askes program, all
civil servants become members of Askes thus avoiding
adverse selection. The JPK Jamsostek opt-out
provision is inconsistent with the goal of social security
and it does not facilitate the achievement of the
objectives of the Declaration of Human Rights. The
right of choice of insurers is not applicable for the social
security system because it raises costs and loses the
benefits of economy of scale. Arguments that PT
Jamsostek should not monopolize the social security
system are also not appropriate because in the absence
of profit there is no need for competition and Anti-
Trust laws should not apply to the government or for
social programs. The anti-trust law is applicable for
businesses based on voluntary contractual relationships.

Effectiveness

The current JPK Jamsostek scheme uses managed
care techniques as the means of controlling utilization
and costs through the ‘gatekeeper’ system, referral
requirements, and limiting availability of drugs to

7 9 Paper presented at the First National Conference on Health Insurance, Jakarta, November 9-11, 1998.
8 0 Equity.
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essential drug lists. These kinds of procedures certainly
keep costs of health services relatively low. However,
the number of members in JPK Jamsostek has been
too small to have significant leverage at the regional
or national level. On the other hand, private health
insurance companies offering traditional indemnity or
reimbursement systems may stimulate inefficiencies.
When health care providers are reimbursed on a fee-
for-service basis, the incentive to prescribe more
medical procedures and unnecessary drugs becomes
greater. The provision of unnecessary medical
technologies and procedures is growing because of
this payment system. Often sophisticated medical
technologies require more diagnostic techniques
without offering more effective treatment — with very
small marginal benefits to the patient.81 The more
people covered by this commercial insurance system,
the more likely overall health care costs will increase.
In the end, all members must bear the costs. Because
in the near future it is unlikely that all people will be
covered by health insurance, the uninsured will suffer
the most due to the domino effects of ineffective and
inefficient systems. Costs to non-insured will be
affected if providers charge the same rates for insured
and non-insured individuals.

The biggest obstacle to the development and
implementation of standard procedures for medical
care is lack of financial incentive to providers to follow
the standards. Fragmented and small groups working
and negotiating independently certainly do not have
leverage to implement standard procedures. Therefore,
liberalization of JPK Jamsostek by allowing members
to choose and change insurer over time will create
further disincentives for effective health care. If JPK
Jamsostek and Askes were combined into one large
pool, then there would be market power to push medical
providers to follow higher standards. To be effective,
however, the level of payment to providers must be
reasonable. Moreover, contributions the pool must
cover the real cost of providing both medical and
administrative services. It follows that there must be
vigorous enforcement to ensure that the level of wages
declared by employers cannot be artificially low in order
to reduce contributions. Such practices will adversely
affect the financial viability of the scheme.

However, despite the case for a merger of institutions,
such decisions can only be taken when the overall
design of the future social security scheme has been
agreed. It is the design of the system that should
determine the institutional structure and not the other
way around.

Financial Performance

Before the current JPK Jamsostek was conditionally
mandated, between 1985 and 1991, there was a pilot
project on health insurance for private employees.
Since then, PT Jamsostek (originally PT Astek) has
been consistently managing health insurance using
managed care techniques to control costs. The
membership of JPK, however, is not fully mandatory
resulting in a very low enrolment rates during the last
10 years compared with the enrolment of the other
three programs. Since 1991, the growth of firms joining
Jamsostek has steadily increased at the rate on average
at 38% annually. The number of insured employees
and their dependants has also increased on average
24% annually (see Table 3).

The premium increase in the last ten years has been
slightly faster (51%) than the increase of the number
of insured (38%). The premium for JPK in 1991 was
Rp. 4.5 billion for 199,000 insured giving the average
of Rp.22,800 per capita per year; while total premium
for the year 2000 was Rp.155 billion for almost 2.7
million members (insured) resulting in Rp.57,542 per
capita per year. However, compared with the price
index, the growth of premiums has not matched the
increase in health care costs. The price index in 1993
was 100, adjusting the index for the year 2000 to 311,
thus in order to maintain sufficient financing for health
benefits, the premiums should have increased from
Rp.4.4 billion in 1991 to Rp.213 billion in the year 2000.
This calculation results in shortfall of Rp.58 billion
needed to maintain quality of services at the1993 level;
assuming that the distribution of health risk in 2000
remains the same as in 1993. This analysis suggests
that the quality of services provided by JPK Jamsostek
has not been improving.

In practice, PT Jamsostek has not been losing money
because until recently it was unable to separate
administrative costs for running JPK Jamsostek from
other programs. In addition, the management of JPK
Jamsostek is pushing for more control over utilization
to ensure that the revenue of JPK Jamsostek is
adequate to purchase the required health benefits.

Utilization of Health Services

It could be argued that the imbalance in growth of per
capita premiums in the last ten years may be offset
by lower utilization of health services. Data from JPK
Division show that utilization rates of outpatient and
inpatient services have been relatively stable. The table

8 1 HIAA. Fundamental of Health Insurance, part A. HIAA, Washington, D.C., 1997.
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below shows the stability of outpatient and admission
rates per 1,000 members from 1992-2000. The use of
managed care techniques such as gatekeeper and
referral systems to control utilization and costs shows
significant success. One could then question whether
the quality of services could have been maintained at
the 1993 level (when JPK was introduced) if the real
per capita contribution decreased over time. The
admission rates have been quite low (average 2.2
admissions per 1000 members) compared to the
admission rates of insured civil servants and privately
insured individuals that are about 6 - 6.5 per thousand
members.

Unfortunately no quality data are available at this time.
JPK Jamsostek has been working with the Indonesian
College of Family Physicians to improve the quality of
services provided by primary care physicians serving
Jamsostek members. However, the relatively small
number of members does not provide adequate
leverage to assure that the quality of services for
members of JPK Jamsostek was acceptable by higher
income employees. The relatively low wage index (the
average per employee contribution compared with
minimum wages) indicates that higher income
employees are not joining JPK Jamsostek.

Figure 88 Table of Utilization Rates per 1,000
Members of JPK Jamsostek 1992-2000

Year Outpatient Outpatient Admission
visit rate referral rate rate

(per 1000) (000) (000)
1992 163.8 6.8 2.1
1993 156.1 5.8 2.1
1994 117.5 7.2 1.8
1995 146.1 7.4 3.5
1996 142.9 11.8 2.7
1997 146.9 9.57 2.1
1998 133.3 7.3 2.4
1999 125.0 20.4? 0.7?
2000 147.5 8.9 2.2

Average 142.1 9.5 2.292-2000

Summary of JPK Jamsostek Problems

The following paragraphs summarize the current
problems of JPK Jamsostek.

The contribution ceiling of Rp.1 million discourages
employers paying higher salaries than Rp.1 million per
month from enrolling in PT Jamsostek. Employers

paying a lower salary enrol their employees but often
report lower levels of salary than they actually pay
resulting in only lower-paid employees enrolling in
Jamsostek. Consequently, Jamsostek cannot afford to
pay higher capitation or per diem rates to providers.
These low reimbursement levels produce low quality
of services that in the end will discourage employers
from joining Jamsostek.

Only employers are liable to pay premiums while
employees have no obligation to pay premiums. The
absence of a counterpart contribution (from
employees) limits the sense of ownership of the
scheme so essential to effective social security.

The scope of benefits is much lower than benefits
provided for civil servants who have lower premium
rates. The lower economic status of employees
enrolled in Jamsostek may result in their having severe
financial problems in meeting their families’ medical
needs. For example, no coverage is provided for an
employee having a child with a congenital disease and
the employee cannot afford to pay medical bills from
his/her low salary. A civil servant with a child having a
similar medical condition is covered by PT Askes.

The Jamsostek law does not provide health care
coverage to retirees (when employees’ medical needs
are likely to be increasing while their income is
decreasing). The Jamsostek scheme creates a double
financial burden that is not in line with the concept of
social security and is in contrast with the protection
previously provided (when they were active
employees). Their civil servant counterparts, on the
other hand, continue to receive health coverage until
they die. Even the survivors of civil service retirees
continue to receive health insurance benefits.

Although PT Jamsostek is a state owned company, it
seeks profit instead of maximizing services.
Transformation into a Trust Fund is under active
consideration but has yet to be achieved despite the
inputs from the ILO project.

The optional nature of the program places PT
Jamsostek in a difficult situation to enforce
membership. The income from low participation in JPK
is relatively small. The claim ratios of this social health
insurance programme are much higher than the other
three programs. It is, therefore unable to compete with
the other programmes on the basis of profit.
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Staff of PT Jamsostek generally has less experience
and training to equip them to undertake the system of
managed social health insurance compared to
managers and employees of PT Askes. PT Askes
specializes in health insurance using managed care
techniques supported by an adequate number of
managers who have educational and relevant technical
backgrounds in health insurance.

The nature of employment in the private sector is very
different from employment in the public sector (civil
servants). The turn over rate and change of employers
is higher in the private sector; as a result membership
management in JPK Jamsostek is very dynamic and
more complex. Portability of coverage in JPK
Jamsostek is currently not guaranteed. This becomes
very hard for employees and their dependents when
they are temporarily out of work and may not
immediately qualify for benefit on re-employment.

Setting premiums proportional to salary has many
advantages for inter-income level subsidies; however
the low ceiling (Rp.1 million) and low level of
compliance create serious problems to the viability of
the scheme. The growth of premium levels is lower
than the growth of health services costs and PT
Jamsostek will not keep up with increasing costs for
long period of time. This imbalance of premiums and
costs pose very significant threats to JPK Jamsostek.

JPK Jamsostek does not cover maternity care for the
delivery of the fourth or subsequent child, regardless
of the medical condition. For those who have pathologic
deliveries, the costs of treatment may be prohibitive to
most workers. Certainly this limitation is not consistent
with the right for health care security of workers.

Lack of continuity of coverage for those who are
undergoing treatment for chronic or serious diseases
and have to leave employment, those who are
temporarily out of work and those retiring is a weakness
in the system. The absence of unemployment benefit
and retirement pensions creates an added problem that
needs to be addressed urgently.
 The penalty for a company (Rp.50 million, set in 1993)
for non-compliance now seems very low and represents
no real deterrence to violating the Jamsostek law.

Possible Design of Health Insurance for
Indonesia

Indonesia is a very large country with 210 million people
scattered over about 7,000 islands. The labour force is
estimated to be about 98 million people comprised of
36.2% in wage and salaried employment, 51.9% self-
employed, 3.4% employers, and 8.5% family
workers.82 The self-employed people are farmers,
individual retailers, and self-employed professionals.
With only one-third of labour force in formal sector
employment it is not easy to mobilize financial resources
to finance health care for the entire population. In
addition, income per capita of Indonesians is relatively
low (US$ 692 at official exchange rates) resulting in
very low disposable income for health insurance
contributions. The Indonesian per capita income
adjusted for purchasing power parity, is estimated at
about US$ 2,600 — far below Thailand and Malaysia.
The low per capita income significantly affects
household expenditure in Indonesia. The National
Socio-Economic Surveys indicated that between 50-
70% of household expenditure between 1995 and 2000
was on food. The minimum wage (in Jakarta at the
time of the ILO study) was Rp. 426,000 or about US$
47.34 per month leaving the worker little residual money
after buying food.

A social security system relies on contributions from
employees and employers (or an individual contribution
from self-employed persons). It is clear that social
security systems must start from formal sectors
without diluting the risk pool by allowing opt-out
provisions. This allows all workers to share the risk of
ill health — that tends to be higher among low-income
workers. Outside the formal sector, there are problems
in determining and collecting social security
contributions from those who work temporarily, are
self-employed, or seasonal workers. These people
work without employment contracts and are paid daily
or weekly by ‘employers’. The problems of extension
of coverage to these (and other excluded groups) are
discussed in a separate Report and in Part III of this
Publication).

People with low income may be entitled to free or
very low cost medical care provided by the government
in public health centres or public hospitals on production
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of a health card. Although the quality of services in
public health centres or third-class public hospitals is
not high, quality may be of less concern to low-income
groups.

For those with low incomes but receiving more than a
basic level of income there might still be capacity for
them to pay an earnings-related contribution. Even
pensioners might be required to contribute in a future
health care system.

The implementation of this system may be decentralized
to respond to local demands and Expansion of
membership into non-salaried workers can be done in
later stages.

The proposed new health care programme must take
into account the general framework or the design of a
new social security system. Figure-89 depicts how the
national social health insurance system might work in
the future.

The main features of the design are as follows:

• Formal or salaried workers can be classified into low
to high income levels. For all salaried workers, and
pensioners in the private sector regardless of their
income level, it will be mandatory to join the social
security system. The premium of 3% (which will
need further actuarial study and calculation) can be
deducted from employees’ salaries and additional 3%
would be payable by the employers. There should
be no different levels of contribution for singles and
married employees to simplify administration and to
strengthen the social solidarity principle. Within the
next ten years the compulsory scheme needs to be
extended to all employers, regardless of the legal
status or number of employees. The contributions
will be collected by the social security organization
that administers long-term and cash benefit programs
along with contribution for other programs. The social
security organization then will transfer a sum
equivalent to the total health component contributions
to the compulsory health insurance scheme.

• Those who are not satisfied with the compulsory
scheme may purchase supplementary health
insurance from private insurance companies. But
they should not be allowed to opt out of the
compulsory health insurance scheme. These people
may have better services covered by their private

health insurance schemes or pay out the difference
themselves. Their entitlement to benefits from the
compulsory scheme can be coordinated with a private
health insurance scheme.

• Self-employed professionals such as physicians,
lawyers, brokers, agents, etc. should also be in the
compulsory scheme. The contributions may be based
on the mean reported taxable income in a region and
paid directly by the professionals on a monthly basis
along with the payment of income tax. A deadline
for inclusion of this group can be considered as a
separate phase of implementation. The levels of
contributions need further actuarial calculation.

• In Figure 88, the income curve of salaried and self-
employed professionals (solid line) moves to the right
(there will be more people belonging to this group)
as time goes by and the economy of the country is
improves. This means that the membership of the
compulsory scheme automatically expands as formal
employment increases.

• On the other hand, the income curve for non-salaried
workers (dotted line) will not move because this line
also represents total population, reducing the number
of people in this group.

• The low-income group (the poor and marginally poor)
in the non-salaried workers (under the solid horizontal
line at the right) might be provided with financial
assistance from the government and or other
charitable organizations. The financial assistance
from the government would need to be subject to a
means test.  The money for this assistance could be
allocated from oil subsidies. This group can be divided
into two sub groups:

! The very poor could receive financial assistance
for outpatient and inpatient care from public
providers. These people could be covered
immediately as a continuation of the existing social
safety net programs that will terminate in 2002;
and

! The low income group who are not classified as
‘poor’ by the means test (i.e. the marginally poor)
who still cannot afford to pay expensive medical
care should be provided with financial assistance
for inpatient care and surgical procedures. This
group should be able to afford to pay for out-patient
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Figure 89 Possible Design of Social Health Insurance Scheme in Indonesia

care, at least by public providers. This group could
be covered next and should be covered completely
by 2012.

• Those who are not in the low-income group of non-
salaried workers may pay health care out-of-pocket
to public or private providers depending on their
income or they may voluntarily join the compulsory
scheme or purchase individual health insurance from
private health insurance companies. Once this group

enters formal sector employment they should be
obliged automatically to join the compulsory scheme.

• If the national tax system improves significantly
allowing income of the later group to be identified
and either monthly or annual contributions to be
regularly collected , then they will be required to join
the compulsory scheme. They may still purchase
supplementary health insurance from the market if
they perceive that the quality of services provided
by the compulsory scheme is not meeting their
demands.

The above design could be implemented in stages since
the current system covers only relatively few eligible
workers for several reasons discussed in the previous
sections.

The revised compulsory health insurance scheme
should focus (firstly) on those who are not currently
covered either by Jamsostek, private health insurance,
or health benefits provided by enterprises. Gradually,
over the next five to ten years those who are not in
the system but who are currently covered under
various schemes will be included in the system. This
will enable private schemes to make the adjustments

required to shift the emphasis to supplementary
insurance coverage. This expansion will be
accomplished by consistent, quality health cover at less
cost to employers and employees. It is expected that
those who are currently under various private health
insurance systems will voluntarily join the compulsory
scheme when they realize that they are able to get
adequate benefits for lower contributions. The stages
could be implemented according to the following
agenda (Table 5), although this will need to be flexible
to take account of progress and experience:
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Figure 90 Agenda for Universal Coverage in the Proposed Compulsory Health Insurance Scheme (in Indonesia)

Year Stage People covered Scheme
2003-2010 I Formal (waged) employers of >= 10 employees, Social health insurance

self employed professional, and pensioners in the
private sector are mandated to enrol in the
compulsory health insurance schemes

2003-2012 II Small employers (< 10 employees) and self- Semi social health insurance
employed can unroll the compulsory scheme
voluntarily.

2003-2012 Ia The poor and the marginal poor of informal Social assistanceFree health care by
(non-waged) are covered gradually starting from public providers or from charitable
the very poor one. Self-employed in upper income organizations or from private health
levels may join the compulsory scheme voluntarily insurance
or purchase private health insurance

2007-2013 III Small employers (< 10 employees) and self Social health insurance
employed in low income are mandated to enrol in
the compulsory system

2012-2020 IV All groups must be covered by the compulsory Social health insurance and social
health insurance scheme assistance for the very poor

• NB. The dates are for illustration only.

Health Benefits to be Covered and the
Related Contributions

The compulsory health insurance scheme cannot be
separated from the existing health care delivery system.
In general, health care delivery can be divided into
two groups: public and private providers. Public health
care delivery is considered to provide poor health
services in terms of amenities and the physical
appearance of the facilities. The public providers are
heavily subsidized, ranging from 70 - 80% of the total
investment and operation costs.83 The provision of
health services by public providers aims at keeping
essential health services affordable for all people. In
practice, most high-income people do not use health
services from public providers except those services
offered in the private wings offered by some public
providers. Public hospitals may offer private outpatient
services in the afternoon and offer first class or VIP
class inpatient services for those who demand better
services in separate rooms of the hospitals.

On the other hand, private health care providers must
provide a (real or perceived) better quality of services
to be able to attract significant number of users. Under
current Regulations, private hospitals are required to

provide 25% of beds for the poor to supplement
inadequate public facilities. Although in practice, many
private hospitals do not comply with this regulation. In
exchange, private hospitals may receive assistance
from the government in the form of building
construction, medical equipment, or cash money. But
in general, the services for the poor are still relatively
more costly than the cost of services in third class
public hospitals. Because of the asymmetric
information of health services, people tend to judge
that the more expensive the health service the better
the quality. Therefore, higher income groups who
demand better quality of services tend to use private
providers or private wings of public hospitals when
they have the option to do so.

One of the important elements of a compulsory health
insurance scheme for it to be sustainable and attractive
to all groups is the acceptability and meaningfulness
of the benefits. Since optimal cross subsidy — from
the rich to the poor — can be made possible by the
compulsory health insurance scheme, the benefits of
the compulsory health insurance scheme must be
acceptable by those in upper income bracket. The lower
income brackets would normally be happy to receive
better quality of services than they normally get from
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the public providers. Therefore, the benefits of the
compulsory health insurance scheme must be offered
from private providers or private services in the
facilities of public providers. To be efficient and in order
to prevent moral hazards, the benefits must be provided
in kind, not in cash. The compulsory scheme should
not provide benefits from public health centres or third
class public hospitals, except in the areas where a
private provider is not available. Inpatient care must
be provided at least at second-class public hospitals or
the equivalent level from private providers.

The actuarial calculation of contributions to sustain
necessary revenue must be based on the costs of
providing the above levels of care. It is better to set
contributions at the same level for singles and married
workers for simplicity of administration and for
optimum cross subsidy. Employers will not then
discriminate in the selection of their employees based
on marital status. Updating members’ data for the
collection of contributions and in providing services due
to change in marital status will become unnecessary,
saving time and cost of administration. Employers and
employees ought to share contributions on a 50:50 basis
for the system to be more equitable. The contributions
must also take into account the financial requirements
to provide services for pensioners. The actuarial
calculation should be conducted at an early date and
the level of contributions must be adjusted periodically
to reflect increasing costs of health care.

The level of contributions should be a matter for
secondary Regulation (not primary legislation) and
made on the recommendation of the Board of Trustees
according to actuarial advice. The possibility of regional
variations may be considered.

Options for Non-Salaried Workers

Non-salaried workers currently represent the majority
of the labour force in Indonesia. Together with their
dependents, they represent more than half of the
population. Their income varies from very low (below
minimum wage) to very high that is equivalent to that
of top executive levels. Seasonal workers, such as
carpenters, part time drivers, and the unemployed may
be completely without disposable income to pay for
health services or even to buy clothes or pay to educate
their children. Street vendors who sell cigarettes, light
foods, newspapers, etc. may have income equivalent
or below minimum wages and they may be considered
poor or nearly poor people. Some merchants who may
be helped by family members such as small restaurant

owners, used-car sellers, or self-employed
professionals may have income of Rp.10 million or
more per month, above the average salaries of middle
managers in national companies. The latter types of
non-salaried workers have the ability to pay sizeable
contributions, but because they are unorganized,
collecting contributions from them is difficult. The
following options (not mutually exclusive) are
possible:—

Public Assistance Programs

The non-salaried poor or the unemployed poor have
almost nothing to contribute to the scheme. However,
they may suffer from an illness or an accident without
warning — the same as people in other groups. These
poor people should be entitled to free health care from
the government or from a charitable organization. The
government (not a charitable organization) must be the
last resort for them. Therefore, public health centres
and public hospitals must continue to provide health
services with very low user charges by providing
subsidized facilities. This type of subsidy often does
not reach the right target as is seen currently in service
delivery in public hospitals. But this method of subsidy
is the easiest to organize. Central and local
governments must share in the provision of such
subsidies. Third class care in public hospitals must be
provided uniquely for such poor people, while second-
class hospital inpatient care should be provided for
members of the compulsory health insurance schemes.

One of difficulties of reaching the poor is that they
often do not seek medical care in a public hospital
fearing unavoidably high cost of medical services.
Therefore, other alternative options must be developed.
As a temporary solution, before the poor can be
covered by the compulsory health insurance scheme,
central and local government might share costs,
channelled through a third party organization, to cover
health care for the poor. This could be done in a
decentralized system in which a district or provincial
government contracts with a third party in the area
such as a bapel, to identify the poor and provide them
with Health Cards. By holding a Health Card the poor
would be entitled to free health care at public health
centres and or public hospitals, depending on the type
of eligibility. The government needs to develop a means
test to determine the eligibility criteria for those who
will receive Health Cards in order to minimize the abuse
of scarce resources. There might be two different
cards. The very poor could receive a card giving
entitlement to free health services at both public health
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centres and public hospitals. The marginally poor could
receive another type of card entitling them to inpatient
care, including medicines, in public hospitals with a small
co-payment for each hospital admission.

The services provided for these beneficiaries should
not be limited to low cost health services. However,
the government may limit the use of medicines to
essential drugs and or generic drugs only. In addition,
the services may be limited to third class inpatient
services in public hospitals and in private hospitals that
are willing to join the programs at predetermined fees.
The local government would set fees to health centres
or hospitals that would be reimbursed by the contracted
third party. Public hospitals must accept the fees
without charging the cardholders additional costs while
private hospitals may voluntarily join the program for
the same fees.

The cost of this public assistance program could be
taken from transferring money for gasoline subsidies
to health and education subsidies, by gradually
increasing gasoline prices.  In the year 2000 the
government spent Rp.55 trillions to subsidize gasoline,
more than ten times the government expenditure on
health nationwide,. More of the gasoline subsidies,
were consumed by those better off with cars and other
motorized vehicles than by the poor. In the year 2002,
the government plans to spend Rp. 53 trillions for the
same subsidy, while the estimated cost of providing
free health care for all is about Rp. 30 trillions. The
cost of public assistance to health care for the poor is
estimated at about Rp. 4 - 6 trillion a year.

By 2004, the government should consider totally
transferring all gasoline subsidies to subsidies for health
care and education. By that time, the coverage for the
poor and near poor people may be expanded as the
capacity of local governments and third parties to
manage such scheme will improve. From early 2002
until late 2003, the compulsory health insurance scheme
and central and local governments can prepare human
resources, administrative, and logistical standard
procedures to implement this public assistance
programs. Advocating and convincing policy-makers
to establish such public assistance programs must be
done intensively during this period and they must be
convinced that such public assistance programs will
reduce potential social unrest and will reduce social
and economic uncertainties that hinder the economic
development of the country.

Charity Care

There are always people willing to provide charity care
for the poor or near poor for their religious practice or
for their personal satisfaction. Currently thousands of
religious and social organizations are providing some
kind of charity care at various levels.  It must be
remembered that there is no guarantee that this charity
care will be sustainable and adequate to cover the
health needs of the poor and near poor.  The number
of poor people may reach more than 50 million
depending on the level of income used in the means
test. Although there is no guarantee for sustainability,
we should continue to encourage these grass roots
movements to fill gaps in the public assistance
programmes.

Religious hospitals and public hospitals are currently
providing this kind of care, even though their capacity
is limited.  Data published by the MOH shows that
between one and three percent of the total number of
patients hospitalized was exempted from user fees.84

Of course private hospitals may provide charity care
up to the level that the care does not harm the cash
flow of the hospitals. Organizations such as Rotary
Club, Muhammadiyah, Catholic societies etc., often
sponsor free health services for the poor and free
surgical services for certain illnesses. Special clubs
such as Heart Club and Diabetic Club also provide
some help for those who suffer from these diseases
but cannot afford to pay for the necessary medical
care. Before all people are covered and the health
needs of the poor adequately catered for, charity care
will be an essential for those who need medical care
but are unable to pay.

Micro Financing Schemes
Micro financing schemes have been implemented since
the 1970’s all over the country. Normally the schemes
are very small (covering tens to hundreds of
households) and do not have adequate leverage to
reduce financial burden of the households enrolled in
the schemes. The schemes generally cover one or
several villages and are organized by volunteers. Often
the schemes worked well during a particular leadership
of Camat (head of a Sub District) or Bupati (mayor)
but when the leader left, the schemes also halted.
Benefits provided are normally out patient care in
public health centres or small financial assistance for
inpatient care such as Rp.50,000 per admission.
Contributions are determined by consensus (usually

8 4 MOH. Health Profile, Jakarta, Pusdakes Depkes, 2000
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very small amounts of money), not by actuarial
calculation. Therefore, no micro financing scheme has
been able to grow into a large scale financing scheme
that is sustainable, efficient, and beneficial to the
members.

However, before the compulsory health insurance
scheme covers the whole population, well-managed
micro financing schemes should be encouraged to serve
the community. These kinds of schemes are providing
some lessons in risk sharing among the members.
Religious organizations and local governments often
help or sponsor communities to establish such micro-
financing schemes. Their sponsorship should not, in
any way, be discouraged. But all stakeholders must be
informed that in the future they will join a much larger
health insurance scheme that is much better more
efficient. They must prepare to join the compulsory
health insurance schemes when there is the mechanism
to collect sufficient contributions in an efficient and
sustainable way. Any effort to transform those micro-
financing schemes into a large size and sustainable
scheme before the compulsory health insurance
scheme performs satisfactorily will meet resistance
from members. In the meantime the compulsory health
insurance scheme must focus on the formal sector until
non-salaried workers see that it is beneficial for them.

As discussed in the Health Care Financing section,
there is no evidence that micro financing schemes can
grow significantly. Investing time and money into the
development of micro financing schemes to become
larger schemes is too expensive. Experience in the
US in the early 20th century also shows that similar
schemes were unable to grow because of lack of
capital and data on which to base premium
calculations.85 It is much more efficient and effective
to concentrate efforts into developing large reliable
compulsory health insurance schemes.

Cooperative or Trade Associations
In addition to micro financing schemes, cooperatives
and trade associations often organize health funds for
their members. The scope and effectiveness of these
funds has not been systematically evaluated. In theory
these funds may help members to cover some health
care costs for their family members. Members of these
groups could potentially join the compulsory health
insurance scheme sooner than members of micro
financing schemes.  Many farmers, fishermen, and

small industries receive their income from cooperatives
or trade associations through which they sell their
products. Contributions can be deducted from
payments made periodically by the cooperatives to
members. The number of people belonging to this
group could be as many as 50 million. However, there
are many cases where members of cooperatives or
trade associations are also members of salaried
workers’ unions. Many civil servants establish
cooperatives in their offices to raise money to
supplement their income. Many civil servants and
private employees may have spouses working as
farmers, entrepreneurs or have small businesses and
establish cooperatives or trade associations. Therefore,
establishing several schemes based on the source of
household income groups may end up with duplication
of membership and produce more administrative
problems. This complication is especially more complex
when the contribution levels and the benefits are
different from one scheme to another. It would be
helpful to study the informal sector schemes and to
develop guidelines for the establishment of micro
schemes.

For simplicity and equity, a compulsory health insurance
scheme at least for one region, is much more efficient
and simple to administer. Members of cooperatives or
trade associations, whose household members are not
employees, may join the compulsory scheme voluntarily.
As with micro financing schemes, members of these
groups must be informed that ultimately they will join
the compulsory health insurance scheme. Members
of cooperatives that deal with selling products or crops
on a routine basis may be encouraged to join the
compulsory scheme as soon as the scheme is in
operation. An actuarial study needs to be conducted
to calculate levels of contributions and the method of
collection from these groups. The health benefits must
be provided at the same level and scope as for salaried
workers.

The problems of extension of coverage are further
discussed in Part III of this Publication and the ILO
report on Extension of Coverage to Excluded Groups.

Purchase Private Health Insurance
Another option for individual non-salaried workers is
to purchase health insurance from private health
insurance companies. Currently more than 60 private
insurance companies offer health insurance, mostly for

8 5 HIAA. Group Life and Health Insurance, part A. HIAA Education Program, Washington DC, 1994
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hospital and surgical coverage on indemnity or
reimbursement basis.86 Looking at the high premium
rates offered by private insurance companies, these
types of cover may only be available to those in high
income groups. Salaried workers may purchase private
health insurance as a supplement for their compulsory
health insurance coverage. Non-salaried workers, who
do not join the compulsory health insurance scheme,
may rely on private health insurance as the only cover
available to them. When the government tax collection
system is reliable non-salaried workers will be required
to join the compulsory scheme in their region.
However, it should be noted that private medical
insurance is not available from national carriers for
people over the age of 65 years, although international
medical insurance is available at very high cost.

In the long term, there will be very few people who
will rely only on private health insurance. Those in the
top five percent of the population may depend more
on private health insurance coverage than on the
compulsory health insurance scheme. However, for
the optimum social solidarity it is better that those who
are very rich should also contribute to the compulsory
health insurance scheme — whether or not they choose
to use their entitlements to the benefits provided by
the scheme or prefer to rely solely on a private health
insurance scheme.

Recommendation for the Revision of
Jpk Jamsostek

General Recommendation for the Revision of
Jamsostek Law

After careful examinations of the existing JPK
Jamsostek and its performance within PT Jamsostek,
several changes are recommended:

1. Repeal the opt-out clause from Regulation No. 14
of 1993 to assure a larger pool and to reduce
adverse selection. Employers/employees who wish
to receive better quality benefits may purchase
voluntary, supplementary health insurance from
the private sector. Coordination of benefit should
be undertaken by both administrator and the private
insurer so that the beneficiaries should not deal with
two separate entities and encounter administrative
constraints when receiving benefits from two
sources (the social security scheme and the private

insurers). For example, the compulsory scheme pays
the hospital bill for inpatient care in a second-class
room costing Rp.2 million. An employee who
purchased supplemental health insurance is
hospitalized in first class room in a private hospital
which costs Rp.3 million. Then the supplementary
health insurance scheme pays the hospital only the
difference (Rp.1 million). The phasing out of the
opt-out clause should be done gradually by allowing
existing private options to continue for five years.
Employers should be able to enter into the
compulsory scheme anytime they want to.
However, employers that are not in contract with
any private scheme at present must join the
compulsory scheme.  Thus the revised Jamsostek
law should allow entry (opt-in) but not exit (opt-
out). This gradual transition should permit the
compulsory scheme to improve services to the level
that is acceptable by current employers/employees
and for the private market to continue to grow.
Removal of the opt-out provision will allow a large
pool to develop (as many as 100 million people
nationwide within the next five years) and the
accumulation of at least Rp.15 trillions (2001 value)
per year for health care. This amount of money
would provide purchasing power for the compulsory
health insurance scheme to negotiate prices and
quality of health services with health care providers.
Thus the compulsory scheme could push the health
care delivery system into a more efficient and more
effective system than the current financing and
delivery system.

2. For the next five years, the social security system
should continue to expand with phased extension
of coverage to smaller employers (with less than
10 employees). Consideration should also be given
to covering pensioners. Self-employed in prescribed
occupations should be brought into the scheme in
line with their membership of the proposed
retirement pension scheme. Voluntary membership
should be considered for others. But the capacity
of Jamsostek to manage a larger membership needs
to progress ahead of the expansion of the
membership base otherwise extending compulsory
membership to all employers within the next five
years will not be feasible due to the low capacity of
the current system. Initially, emphasis could be
focused on all employers of 10 or more employees
with aggressive enforcement procedures to ensure
that the law is complied with. The expansion of

8 6 Thabrany. Asuransi Kesehatan Indonesia. Pusat Ekonomi Kesehatan FKMUI, Depok 2001
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compulsory insurance to non-salaried workers may
be introduced based on a proper study of the sector,
perhaps in five to ten years’ time, when the
performance and the capacity of the enhanced
compulsory health insurance scheme is widely
accepted.

3. Coverage for dependants should be expanded
without limit on the number of children. But the
plan should provide incentive to employees to take
advantage of family planning services or require
cost sharing for the third child and beyond.

4. The revised social security system should cover
health benefits for retired employees and their
dependents on a contribution basis. Premiums for
retired employees should be collected from wages
during employment or contributions taken from
pension payments. In case of those with no pension
payments at the beginning of the compulsory system,
a community rate may be applied. A special
actuarial study must be conducted for this retired
population. Benefits provided may commence with
hospital services that become a large financial
burden and may create economic hardship to the
retired people. Later when the financial condition
of the compulsory scheme permits, the expansion
of benefits to out patient care can be introduced.

5. The premium level must be recalculated by actuarial
study to meet the real cost of health services and
development of the compulsory scheme. The level
of contributions is estimated at 6% of monthly
salaries shared fifty-fifty by employers and
employees. The higher contributions are justifiable
because the scheme will provide for a larger scope
of health services and better quality of services.
The contributions for singles and married should be
the same.  Local or central governments should
pay 50% contributions for civil servants at a rate
that will be calculated later, perhaps about 3% for
both singles and married employees — the same
arrangements as for private employees. Civil
servants and civil service pensioners and military
personnel might pay a counterpart contribution of
3% of their salaries or pension.

6. The new scheme should utilize private health care
providers for out patient and mixed public/private
providers for inpatient care. To maintain costs at
an acceptable level, the new scheme must utilize
second-class inpatient care and only use the
government subsidized third class inpatient care only

for the uninsured. By differentiating services,
members would feel different from ordinary poor
citizens who use third class and subsidized care.
Without this arrangement, there will be difficulty in
attracting higher income employees to the scheme
so that even if the law is enforced, the low level of
satisfaction of the members could make the scheme
unpopular.

Separation of Health Insurance Coverage from
Other Social Security Programs and
Establishing a New Trust Fund (Jaminan
Kesehatan, Jamkes)

This scenario above is further examined as follows:

Because of the differences in managing health benefits
from social security cash benefits, consideration needs
to be given in the longer term as to whether the health
insurance component of the social security system
should be managed separately. Such separation must
ensure: that there are economies of scale, a sufficiently
large risk pool, and maintenance of solidarity principles.

There are a number of options that would facilitate
more equitable and stronger bargaining powers
between the social security scheme and health care
providers. One option is to combine the program for
civil servants (currently administered by PT Askes)
with the private employee program (currently JPK
Jamsostek). This would create a combined pool of
members from both present schemes and facilitate the
administration of health benefits in a decentralized
system at regional level — at the level of one province,
several provinces, or several districts. However, the
size of the pool should take account of the need to
cover high cost medical care. Small pools would not
be sustainable. Actuarial studies to calculate the optimal
membership size and the contribution level must be
performed later. The new organization should be a
tripartite Trust Fund (not PT Persero) without profit
motive (on the lines envisaged for ‘Jamsostek Baru’).
The possibility of separate Trust Funds for each region
might be considered provided consistency across the
country could be assured.

At regional level, a new Trust Fund might be established
by combining branches of PT Askes and PT
Jamsostek in each region. Current assets and human
resources from both programmes must be transferred
into the new entities. The new Trust Funds might be
called ‘Jamkes (Jaminan Kesehatan) Jakarta’,
‘Jamkes Jabar’ (for West Java), ‘Jamkes Sulsel’
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(South Sulawesi), etc. Each regional Jamkes might
operate independently from others or the National
Jamkes. At the national level, there should be a national
pool managed by a Trust Fund responsible for coverage
of catastrophic illnesses, local disasters or inter-region
referrals. This national pool will be discussed the
following section.

Justification

Managing social health insurance and delivery of
services at the same time, requires special skills and
expertise that are very different from managing cash
benefits in provident or pension funds. Managing such
financial and health service delivery requires extensive
information systems and processes to ensure that there
is sufficient funding to pay benefits as the prices of
health services, drugs, medical supplies, and other
related health services increase. Special regulations
that are flexible and adaptable to regional differences
in provider availability, income level, health needs, and
others factors pertinent to delivery of health services
are required.

Decentralization of management and risk pooling
provides flexibility to reflect differences in prices,
service availability, and utilization of services by
different characteristics of members in various regions.
One national pool can create inequality in utilization
between those who live in metropolitan areas and those
who live in small towns in distant areas. Therefore, if
all employees (public and private) were in large pools,
then decentralized management and risk-pools in
regions (such as for every 10 million population) are
feasible. This decentralized management would be
more responsive to the local demands while maintaining
adequate risk sharing (social solidarity) across income
groups. There might be 10-15 regional Trust Funds for
social health insurance scheme throughout the country.
A national Trust Fund (Jaminan Kesehatan Nasional,
Jamkesnas) would need to be established to take

responsibility for catastrophic illnesses funded by, for
example 10% of premium.
The main goal of the implementation of social security
is redistribution of income/financial burden among the
members/population. Combining both civil servants and
private employees into not for profit organizations
(Trust Funds) would optimize the benefits to the
members and distribute financial burden for health care
among members in more equitable way, unifying
medical benefit between the public and private sectors.
Such a system would create stronger solidarity among
employers and employees from different employment
fields and regions, improving Nation Building.

Disadvantages

There are, however, disadvantages to employees and
employers of this pooling of contributions from civil
servants, private employees and non-salaried workers.
The disadvantages include:

• The absence of choice of insurance carrier may lead
to dissatisfaction of members. However, it should
be realized that choice of providers is more important
than choice of insurance carriers. Insurance carriers
are just payers with little effect on the treatment
outcomes.

• Combining PT Askes and PT Jamsostek into a new
Trust Fund could be affected by previous
performance and perception of low quality of services
of the existing JPK Jamsostek and Askes.

• Current use of public health centres and public
hospitals for Askes and Jamsostek members may
generate distrust among those who are currently
under private health insurance schemes. To
overcome these problems, for the first five years
the new scheme must concentrate on those who are
not covered by any scheme.  Gradually the
compulsory health insurance scheme must improve
quality of services while proving that the scheme
could provide quality services.
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PART IV  OTHER STUDIES

CHAPTER 17 EXTENSION OF COVERAGE TO EXCLUDED GROUPS

Executive Summary

Introduction

The project Restructuring of Social Security in
Indonesia is a continuation of the long ILO involvement
in the social security reform process in Indonesia.
Recent ILO project reports have recommended the
need to restructure the social security system in order
to extend the social security coverage to a larger
percentage of the population.

The International Labour Conference of 200287

confirmed the commitment to making decent work a
reality for all workers and employers and the Governing
Body of the International Labour Organisation invited
the International Labour Conference to address the
issue of the informal economy. The commitment to
decent work is anchored in the Declaration of
Philadelphia’s affirmation of the right of everyone to
conditions of freedom and dignity, of economic security
and equal opportunity. The ILC sought to address the
multitude of workers and enterprises who are often
not recognized and protected under legal and regulatory
frameworks and who are characterized by a high
degree of vulnerability and poverty, and to redress these
decent work deficits.

The promotion of decent work for all workers, women
and men, irrespective of where they work, requires a
broad strategy: realizing fundamental principles and
rights at work; creating greater and better employment
and income opportunities; extending social
protection; and promoting social dialogue. These
dimensions of decent work reinforce each other and
comprise an integrated poverty reduction strategy. The
challenge of reducing decent work deficits is greatest
where work is performed outside the scope or
application of the legal and institutional frameworks.
In the world today, a majority of people work in the
informal economy because most are unable to find other
jobs or start businesses in the formal economy.

The progressive extension of social security eligibility
is also one of the key elements in Indonesia’s national
strategy for poverty reduction which aims to enhance
social security for the poorest by improving core social
safety nets and accelerating development in remote
areas. The initial finding from the National Task Force
for Social Security reform has supported this general
reform strategy.

This study into the progressive extension of social
security eligibility to the wider population examined the
options for extension of eligibility to the excluded formal
sector workers, and examined the needs of workers
in the informal economy and overseas migrant workers.
The informal economy by its nature is difficult to
quantify and the lack of a standard definition and
categorization of workers and their distribution has
resulted in a limited availability of statistical data relating
to workers in the informal economy.

The study also aimed to identify categories of workers
in the informal economy, to define their status in
Indonesia and their priority social security needs and
considered the feasibility of providing them with basic
social security eligibility.

Summary of Recommendations

Extension of Social Security to Remaining Formal
Sector Workers

To increase Jamsostek membership from the current
32.5% of potential formal sector employees to at least
80%, the following initiatives would be required:
• Extend compulsory coverage to all formal sector

enterprises by repealing the sections of Regulation 3
of 1993 that restricts coverage to enterprises with
10 or more employees or a monthly payroll of more
than Rp.1,000,000;

• Review the definitions in the Act No. 2 of 1992 to
reinforce the provisions for employer/employee
relationship as the basis for compulsory contributions;

87 Source - Resolution concerning decent work and the informal economy - The General Conference of the International Labour Organization,
meeting in its 90th Session, 2002,



Part IV Chapter 17

225

• Improve benefits to members by changing the status
of Jamsostek from a Persero and removing its
liability for tax;

• Improve the image of Jamsostek by changing its
status to a trust fund managed by a tripartite board
thereby limiting the degree of direct government
control over investment of funds;

• Increase community awareness of social security,
the features of Jamsostek Baru and the obligations
of all employers by a targeted marketing strategy;

• Increase contribution compliance by transferring the
authority for enforcement from Depnakertrans to
Jamsostek and the establishment, training and
implementation of a national compliance strategy;
and

• Improve Jamsostek efficiency by implementing the
recommendations about operations and IT shown in
the report Review of Operations and Information
Technology in Jamsostek.

Feasibility of Extending Social Security to
Workers in the Informal Economy

There is a demonstrated strong demand for basic social
security services but an almost non-existent supply.
Almost half of the people said that they would
contribute to a suitable social security scheme and the
level of these contributions may be able to provide for
the priority social security needs of informal economy
workers.

From the comparative international studies, local trials
and from the survey findings, the extension of social
security to the informal sector in Indonesia is feasible
and the task for the social security agency is to satisfy
the supply side of the equation with a viable scheme
that is flexible, affordable and sustainable. This may
require reviewing the social budget in Indonesia with
a view to better targeting of government funds to
provide the basis for a contributions subsidy to support
a voluntary social security scheme for workers in the
informal economy and the poor.

Principles for Extension of Coverage to the
Informal Economy

Based on the International and Indonesian experiences
and from the results of the surveys undertaken as part
of this study the following principles are recommended
for the development of strategies for extension of social
security to the informal sector.
• Self-help groups supported by the social security

agency (Jamsostek) and by private companies should
be the core of the system;

• Groups should have external local facilitators linked
to the social security agency, selected NGO’s and
supported by local administrations and other local
partners; and

• The self-funded insurance programs provided by
government (Jamsostek) and private companies
should be flexible. Subsidies from all levels of
government should be provided to encourage
participation by contributors.

Develop Models for Provision of Social Security
to Workers in the Informal Economy.

To develop a viable social security scheme, it will be
necessary to establish model systems that provide
meaningful benefits, affordable contributions and are
sustainable. Implementation of such schemes is likely
to be progressive and will take into account the wide
variety of occupations, organizations and geographical
distribution of the workers. The following prerequisites
are recommended as a first step in the process of
developing social security models for Indonesian
informal sector workers.
• Identify the program partner agencies. preferably a

combination of government and private companies;
• Identify the responsible executive agency of the

programme, (at least initially, consideration should
be given to Jamsostek assuming this role as the
workers’ social security provider);

• Select the fund and risk carrier(s) for the scheme
and which agencies will be involved;

• Develop the programmes that will be available
including the benefits, services, contributions and
management fees. The programmes must have
flexible mix and match options with a range of
contribution rates and benefits to satisfy the needs
and capacity of different groups and include at least
injury, health, death, retirement and other voluntary
savings schemes;

• Develop administrative and service delivery models
for the programmes concentrating on group schemes
but also providing options for self-employed
contributors. The models should include management
information requirements to allow close monitoring
and ongoing risk assessment of the schemes;

• Conduct a small-scale test of the suitability of the
programs; and

• Define user requirements, analysis and design of an
IT system with sufficient data that can be integrated
into the Jamsostek IT system. (A temporary system
to be developed in Jamsostek has been costed at
about US$ 1000 – 1500).

• Design and develop the implementation and
marketing strategy.
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Initiate the Proposals for a Funded Pilot Program

There are a number of complex issues involved in
extending social security to informal sector workers
and without government assistance, including some
form of financial and administrative support, the
success of any scheme would be doubtful. The scheme
would need to attract and continue to attract sufficient
numbers of voluntary contributors to be sustainable.
Initial findings of this study have suggested that up to
50% of informal sector workers may contribute to a
suitable scheme. It is recommended that a large-scale
area based pilot scheme be conducted as the precursor
to full-scale implementation of the scheme across the
country.

The pilot programme would need to incorporate the
elements of the previous recommendation and be able
to identify and develop the most suitable program and
administrative models for future implementation. The
outcomes of the pilot would be to develop associations
of informal sector workers based on trust, meaningful
social security programmes and an administration
capable of collecting contributions and payment of
benefits that can be replicated across the country.

A successful large-scale pilot scheme, promoted as
part of the social security reforms and supported by
international agencies, would improve the understanding
of social security in local communities, highlight the
community needs and stimulate the extension of social

security coverage in Indonesia. A partially subsidised
scheme would demonstrate government commitment
to social security reform and greatly improve the
enrolment rates, spread the risk and ensure a higher
probability of long-term success and sustainability.

Extension of Social Security to Overseas Migrant
Workers

It is evident from this and other studies that there is a
need and demand for improved social protection for
migrant workers.  In this context, the following issues
should be addressed:
• Improve the quality of insurance provided to workers

by introducing a broker such as Jamsostek to monitor
the scheme and also to be given the opportunity to
provide insurance for migrant workers in competition
with the private agencies;

• Review the decision to exclude migrant workers from
the Jamsostek scheme and to include migrant workers
in that scheme or in a programme modified to reflect
their needs; and

• Develop a partnership model with the key agents in
the process (APJATI, Depnakertrans and Jamsostek)
to provide social security cover to migrant workers
based on the modified needs of the migrant workers.
Incorporating the employment agencies as employers
on the Jamsostek IT system could also provide much
of the management information that is not currently
available to Depnakertrans.
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BAGIAN IV STUDI-STUDI LAIN

Bab 17 Perluasan Cakupan Kepeser-
taan ke Kelompok-Kelompok
yang Belum Diikutsertakan

Rangkuman Eksekutif

Pendahuluan

Proyek Restrukturisasi Jaminan Sosial di Indonesia
merupakan kelanjutan dari keterlibatan ILO sejak lama
dalam proses reformasi (perombakan) jaminan sosial
di Indonesia. Laporan-laporan proyek ILO terbaru telah
merekomendasikan kebutuhan untuk merestrukturisasi
sistem jaminan sosial untuk memperluas cakupan
kepesertaan jaminan sosial ke persentase populasi yang
lebih besar.

Konferensi Perburuhan Internasional tahun 200287

mengkonfirmasikan komitmen untuk menjadikan
pekerjaan yang layak menjadi suatu realita bagi semua
pekerja dan pengusaha dan Badan Pengurus
Organisasi Perburuhan Internasional mengundang
Konferensi Perburuhan Internasional untuk membahas
masalah perekonomian informal. Komitmen terhadap
pekerjaan yang layak terpateri dalam penegasan
Deklarasi Philadelphia terhadap hak setiap orang atas
kondisi-kondisi yang bebas dan bermartabat, kepastian
ekonomi dan kesetaraan kesempatan. Konferensi
Perburuhan Internasional berupaya menangani masalah
yang dihadapi oleh begitu banyak pekerja dan
perusahaan yang sering kali tidak mendapat pengakuan
maupun perlindungan dalam kerangka hukum dan
peraturan dan yang ditandai dengan tingginya tingkat
kerentanan dan kemiskinan, serta berupaya untuk
mengatasi kurangnya pekerjaan yang layak ini.

Upaya mempromosikan pekerjaan yang layak untuk
semua pekerja, baik pekerja laki-laki maupun
perempuan, tanpa mempedulikan di mana mereka
bekerja, memerlukan suatu strategi yang luas:
menyadari prinsip-prinsip dan hak-hak mendasar di
tempat kerja; menciptakan peluang kerja dan peluang
pendapatan yang lebih besar dan lebih baik;
memperluas perlindungan sosial; dan mempromosikan
dialog sosial. Dimensi-dimensi dari pekerjaan yang
layak ini saling menunjang satu sama lain dan
membentuk suatu strategi terpadu mengenai upaya
mengurangi kemiskinan. Tantangan untuk mengatasi

kekurangan akan adanya pekerjaan yang layak
merupakan sangat berarti apabila pekerjaan tersebut
dilakukan di luar ruang lingkup atau penerapan
kerangka hukum dan kerangka kelembagaan. Di dunia
saat ini, mayoritas penduduk mencari nafkah dalam
perekonomian informal karena sebagian besar tidak
berhasil mendapatkan pekerjaan lain atau memulai
usaha dalam perekonomian formal.

Perluasan secara bertahap dari kondisi yang memenuhi
syarat untuk mendapatkan jaminan sosial juga
merupakan salah satu unsur penting dalam strategi
nasional Indonesia dalam hal pengurangan kemiskinan
yang bertujuan untuk meningkatkan jaminan sosial bagi
masyarakat termiskin dengan memperbaiki jaring
pengaman sosial inti dan mempercepat pembangunan
di daerah-daerah terpencil. Temuan awal dari
Kelompok Kerja Nasional untuk reformasi Jaminan
Sosial mendukung strategi umum perombakan ini.

Studi mengenai perluasan secara bertahap dari
eligibilitas [kondisi memenuhi syarat untuk
mendapatkan] jaminan sosial ke populasi yang lebih
luas dilakukan dengan menganalisa pilihan yang ada
untuk memperluas eligibilitas ke pekerja sektor formal
yang masih belum menjadi peserta Jamsostek, serta
menelaah kebutuhan pekerja dalam perekonomian
informal dan pekerja migran yang bekerja di luar negeri.
Berdasarkan sifatnya, perekonomian informal sulit
diukur. Tidak adanya definisi dan pengelompokkan
pekerja dan distribusi pekerja dalam perekonomian ini
telah mengakibatkan terbatasnya data statistik yang
ada mengenai pekerja dalam perekonomian informal.

Studi ini juga ditujukan untuk mengidentifikasi kategori-
kategori pekerja dalam perekonomian informal,
mendefinisikan status mereka di Indonesia serta
prioritas kebutuhan jaminan sosialnya dan
mempertimbangkan layak tidaknya memberi mereka
jaminan sosial dasar.

Rangkuman

Perluasan Jaminan Sosial ke Sisa Pekerja Sektor
Formal

Supaya keanggotaan Jamsostek, yang saat ini terdiri
dari 32.5% dari pekerja sektor formal yang berpotensi
menjadi peserta, meningkat menjadi sekurang-
kurangnya 80%, akan diperlukan prakarsa-prakarsa
berikut:

8 7 Sumber – Resolusi mengenai pekerjaan yang layak dan perekonomian informal – Konferensi Umum Organisasi Ketenagakerjaan
Internasional, mengadakan pertemuan dalam Sidangnya yang ke 90, 2002.
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• Perluas cakupan kepesertaan ke seluruh perusahaan
sektor formal dengan mencabut pasal-pasal dalam
Peraturan No. 3/ 1993 yang membatasi cakupan
kepesertaan ke perusahaan-perusahaan dengan 10
atau lebih pekerja atau yang membayar upah lebih
dari Rp1 juta;

• Kaji ulang definisi-definsi yang terdapat dalam
Undang-Undang No. 2/ 1992 untuk mempertajam
ketentuan-ketentuan hubungan antara pengusaha dan
pekerja sebagai dasar dalam menentukan iuran wajib;

• Tingkatkan manfaat bagi anggota dengan mengubah
status persero Jamsostek dan menghapus kewajiban
Jamsostek untuk membayar pajak;

• Tingkatkan citra Jamsostek dengan mengubah
statusnya menjadi suatu dana wali amanat yang
dikelola oleh suatu dewan tripartit sehingga dengan
demikian membatasi tingkat kendali langsung
pemerintah atas investasi dana;

• Tingkatkan kesadaran masyarakat akan jaminan
sosial, ciri-ciri Jamsostek Baru dan kewajiban semua
pengusaha melalui suatu strategi pemasaran yang
ditargetkan;

• Tingkatkan kepatuhan membayar iuran dengan
mengalihkan otoritas (wewenang) untuk melakukan
penegakan dari Depnakertrans ke Jamsostek dan
dengan pembentukan, pelatihan dan implementasi dari
suatu strategi pematuhan nasional; dan

• Tingkatkan efisiensi Jamsostek dengan
mengimplementasikan rekomendasi-rekomendasi
mengenai operasi dan teknologi informasi yang
ditunjukkan dalam laporan Kajian Ulang terhadap
Operasi dan Teknologi Informasi dalam Jamsostek
(Review of Operations and Information
Technology in Jamsostek).

Kelayakan untuk Memperluas Jaminan Sosial ke
Pekerja-pekerja dibidang Ekonomi Informal

Meskipun jelas-jelas terdapat permintaan yang kuat
akan pelayanan dasar jaminan sosial, penawaran untuk
itu hampir tidak ada. Hampir separuh orang yang
ditanya mengatakan bahwa mereka bersedia
membayar iuran ke suatu skema jaminan sosial yang
sesuai dan tingkat iuran tersebut dapat memungkinkan
diprioritaskannya kebutuhan jaminan sosial para
pekerja perekonomian informal.

Dari studi-studi banding di tingkat internasional,
percobaan-percobaan yang dilakukan di tingkat lokal
dan dari temuan-temuan hasil survei, perluasan jaminan
sosial ke sektor informal di Indonesia mungkin untuk
dilakukan dan tugas lembaga jaminan sosial adalah
untuk memuaskan sisi penawaran dari persamaan yang
ada (equation) dengan suatu skema layak yang bersifat

fleksibel, terjangkau dan berkesinambungan. Untuk ini
perlu diadakan kajian ulang terhadap anggaran sosial
di Indonesia dengan maksud menetapkan sasaran yang
lebih baik bagi dana-dana pemerintah untuk
memberikan dasar bagi subsidi iuran guna mendukung
skema jaminan sosial sukarela untuk pekerja dalam
perekonomian informal dan untuk orang miskin.

Prinsip-prinsip Perluasan Cakupan Kepesertaan
ke Perekonomian Informal

Berdasarkan pengalaman internasional dan
pengalaman Indonesia dan dari hasil survei yang
dilakukan sebagai bagian dari studi ini, prinsip-prinsip
berikut direkomendasikan untuk pengembangan
strategi bagi perluasan jaminan sosial ke sektor informal:
• kelompok-kelompok swadaya masyarakat yang

didukung oleh lembaga jaminan sosial (Jamsostek)
dan perusahaan-perusahaan swasta hendaknya
menjadi inti sistem;

• Kelompok-kelompok hendaknya mempunyai
fasilitator-fasilitator local yang bersifat eksternal yang
terkait dengan lembaga jaminan sosial, organisasi-
organisasi non pemerintah yang terpilih, dan didukung
oleh pemerintah daerah dan mitra-mitra lokal lainnya;
dan

• Program-program asuransi yang swadana, yang
disediakan oleh pemerintah (Jamsostek) dan
perusahaan-perusahaan swasta hendaknya bersifat
fleksibel. Hendaknya pemerintah dari semua tingkat
memberikan subsidi untuk mendorong partisipasi dari
pembayar iuran.

Mengembangkan Model untuk Memberikan
Jaminan Sosial kepada Para Pekerja dalam
Perekonomian Informal

Untuk menyusun suatu skema jaminan sosial yang
layak, perlu dibentuk sistem-sistem percontohan yang
memberikan manfaat yang berarti, iuran yang
terjangkau serta berkesinambungan. Implementasi dari
skema-skema seperti itu cenderung bersifat progresif
dan mempertimbangkan beraneka ragam pekerjaan,
organisasi dan distribusi geografis pekerja. Prasyarat-
prasyarat berikut direkomendasikan sebagai langkah
pertama dalam proses pengembangan percontohan
jaminan sosial bagi pekerja sektor informal Indonesia:

• Mengidentifikasi badan-badan atau lembaga mitra
program, yang sebaiknya merupakan kombinasi dari
pemerintah dan perusahaan-perusahaan swasta;

• Mengidentifikasi lembaga eksekutif yang
bertanggung jawab atas program (sekurang-
kurangnya, pada awalnya, pertimbangan hendaknya



Part IV Chapter 17

229

diberikan kepada Jamsostek, yang berperan sebagai
penyedia jaminan sosial bagi pekerja);

• Memilih dana dan pembawa risiko (risk carriers)
untuk skema tersebut serta lembaga mana yang akan
dilibatkan;

• Menyusun program-program yang akan diadakan,
termasuk manfaat, pelayanan, iuran dan biaya
manajemen. Program-program tersebut harus
mempunyai pilihan dimana program yang satu bisa
digabungkan dengan program yang lain secara
fleksibel dengan jajaran tingkat iuran dan manfaat
untuk memenuhi kebutuhan dan kapasitas berbagai
kelompok yang berbeda dan meliputi setidaknya
skema kecelakaan kerja, pemeliharaan kesehatan,
kematian, pensiun dan skema-skema tabungan
sukarela lainnya.

• Menyusun percontohan administratif dan pemberian
pelayanan untuk program-program yang dikonsen-
trasikan pada skema-skema kelompok tetapi juga
memberikan pilihan bagi para pembayar iuran yang
bekerja sebagai pekerja mandiri. Model-model
tersebut hendaknya meliputi syarat-syarat informasi
manajemen untuk memungkinkan pemantauan
secara ketat dan penilaian terhadap risiko skema
yang berlangsung;

• Melakukan tes skala kecil terhadap kecocokan
program-program tersebut; dan

• Mendefinisikan syarat-syarat pemakai, analisis dan
rancangan dari suatu sistem teknologi informasi
dengan data-data yang memadai yang dapat
diintegrasikan ke dalam sistem teknologi informasi
Jamsostek. (Suatu sistem sementara yang akan
dikembangkan dalam Jamsostek dianggarkan sekitar
US$1000-1500).

• Merancang dan mengembangkan strategi penerapan
dan pemasaran.

Memprakarsai Usulan untuk Suatu Program
Percontohan yang Didanai

Ada sejumlah masalah yang rumit dalam upaya
perluasan jaminan sosial ke pekerja sektor informal.
Tanpa adanya bantuan pemerintah, termasuk tanpa
adanya suatu bentuk dukungan keuangan dan
administratif, skema apa pun yang dijalankan diragukan
keberhasilannya. Supaya dapat berkesinambungan,
suatu skema perlu menarik dan dapat terus menarik
pengiur sukarela dalam jumlah yang mencukupi.
Temuan-temuan awal studi ini menyebutkan bahwa
hingga 50% pekerja sektor informal dapat membayar
iuran ke suatu skema jaminan sosial yang sesuai.
Disarankan supaya suatu skema percontohan yang
didasarkan pada daerah berskala besar dilakukan
sebagai ancang-ancang bagi implementasi skema
tersebut dalam skala penuh di seluruh Indonesia.

Program percontohan perlu memasukkan unsur-unsur
dari rekomendasi terdahulu dan dapat mengidentifikasi
dan mengembangkan program serta model-model
administratif yang paling sesuai untuk diterapkan di
masa yang akan datang. Hasil dari proyek percontohan
tersebut akan digunakan untuk mengembangkan
asosiasi-asosiasi pekerja sektor informal yang
didasarkan pada kepercayaan, program-program
jaminan sosial yang berarti dan suatu administrasi yang
sanggup mengumpulkan iuran dan pembayaran
manfaat yang dapat ditiru di seluruh Indonesia.

Suatu skema percontohan skala besar yang berhasil,
dikembangkan sebagai bagian dari reformasi jaminan
sosial dan didukung oleh badan-badan internasional,
akan meningkatkan pemahaman terhadap jaminan
sosial dalam masyarakat lokal, menyoroti kebutuhan
masyarakat dan mendorong perluasan cakupan
kepesertaan jaminan sosial di Indonesia. Suatu skema
yang disubsidi sebagian akan mendemonstrasikan
komitmen pemerintah terhadap reformasi jaminan sosial
dan akan sangat meningkatkan angka pendaftaran,
mendistribusikan risiko dan memastikan peluang
keberhasilan dan kesinambungan yang lebih besar.

Perluasan Jaminan Sosial ke Pekerja Migran
yang Bekerja di Luar Negeri

Dari studi ini dan studi-studi lainnya jelas terlihat adanya
kebutuhan dan permintaan akan perbaikan perlindungan
sosial bagi pekerja migran. Dalam konteks ini, pokok-
pokok persoalan berikut ini hendaknya dibicarakan:
• Meningkatkan mutu asuransi yang diberikan kepada

pekerja dengan memperkenalkan broker (perantara)
seperti Jamsostek untuk memonitor skema dan juga
supaya diberi kesempatan untuk memberikan
asuransi bagi pekerja migran dalam persaingan
dengan badan-badan swasta;

• Mengkaji ulang keputusan untuk tidak memasukkan
pekerja migran dalam skema Jamsostek serta
memasukkan pekerja migran ke dalam skema
tersebut atau dalam suatu program yang dimodifikasi
untuk mencerminkan kebutuhan mereka; dan

• Mengembangkan suatu model kemitraan dengan
agen-agen kunci (APJATI, Depnakertrans dan
Jamsostek) dalam proses memberikan perlindungan
jaminan sosial kepada pekerja migran berdasarkan
kebutuhan-kebutuhan pekerja migran yang telah
dimodifikasi. Memasukkan badan-badan penempatan
tenaga kerja sebagai pengusaha pada sistem
teknologi informasi Jamsostek juga dapat
memberikan banyak informasi manajemen yang saat
ini masih belum tersedia bagi Depnakertrans.
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General Overview of the Issues for
Extension of Coverage

Social Security Coverage in Indonesia

Indonesia has a population of some 210 million people
of whom about 95 million were classified in the year
2000 as being in the labour force. The majority of these
were classified as being in the “informal” economy.
Alternative definitions of what constitutes formal sector
and the informal economy exist.  However, using the
formal classifications of employment status used in the
labour force survey, about 35% of the employed labour
force of 90 million can be regarded as employees or
employers, with the other 65% being in various forms
of self employment or irregular and mixed activity.
These range from peasant farming to a wide variety
of trades and casual activity, with large numbers of
unpaid family workers.  In urban areas the informal
sector includes many street vendors and people seeking
remuneration from casual activity.

There were also around 8 million people classified as
formally unemployed. This latter figure excludes the
large numbers in the informal sector who would take
up wage employment if they could find jobs.  In addition
about 1.5 million Indonesia migrant workers are
estimated to be officially employed abroad, notably in
Malaysia and the Middle East, particularly Saudi
Arabia.  The true totals of those employed abroad may
be higher than this because of large numbers of
undocumented and technically illegal workers also
understood to be employed abroad.

Social Security coverage in Indonesia is currently
confined to a minority of employee groups in the formal
sector of the economy. These comprise members of
Jamsostek, the private sector employee Social
Insurance and Provident Fund scheme, plus members
of the counterpart Government Employees and Armed
Forces Social Insurance schemes.

Jamsostek is funded by contributions from employers
and employees, and provides four programmes:

• Old Age Benefit (A lump sum retirement benefit);
• Occupational Injury Insurance;
• Death Benefit;
• Health Insurance.
The Jamsostek provision for Old Age is (in practice)
only a lump sum benefit — unlike the Government
employee and military schemes which provide pensions.

The Jamsostek health care package covers worker
members, spouse and the first 3 children only. Article
2(4) of Government Regulation No.14 of 1993 provides
that employers with their own private health care
provisions may opt out of the Jamsostek Health
Insurance component of the system if the benefits they
provide for their employees are ‘superior to the basic
Health Care Package’. This has resulted in some
adverse selection with better-paid workers more likely
to be covered by private (or employer-funded)
packages with the lower-paid, more vulnerable workers
covered by Jamsostek. The risk pool is in consequence
much smaller than it should be and with a lower level
of funding than it should have. The year 2002 estimate
of the number of persons covered by Jamsostek
package was 2.7m persons (of whom 1.3 m were
workers). The coverage of the public sector health
care scheme (Askes) was estimated to be 13.8m (plus
0.72m ‘commercial’ members). Thus only some 17.22m
people in Indonesia (with a population of 210 m) are
covered by the formal health insurance schemes —
leaving 91.8% of the population excluded. Even adding
in those covered by private health insurance, there are
estimated to be 85% of the population excluded.

Membership of Social Insurance Funds (Income
Replacement Schemes)

Current Jamsostek active membership is understood
to be around 9 million, though different estimates exist
because of doubts about the extent to which the 18
million names recorded in the system include duplicate
accounts and people who have moved out of
employment.  The 18 million aggregate also includes
people who have formally retired or drawn benefits
for other reasons. The Jamsostek system currently
relies heavily on employer records, but these are often
incomplete when workers change employers or exit
employment.  In addition the Government and Armed
Forces schemes have somewhat over 4 million
members.  In total perhaps 13 million employed people
in Indonesia have some form of active contributory
social insurance cover.   This is about 14% of the labour
force and about 45% of the number of employees
including those in the Government and Armed Forces.
However, in the private sector Jamsostek membership
is perhaps 35% of the total of private sector employees.

Actual membership of Jamsostek is drawn mainly from
large and medium scale enterprises.  While the Labour
Force Survey recorded over 2 million employers in the
year 2000, only just over 97,000 were Jamsostek
members, or less than 5% of the total.  It is clear from
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the statistics and also from field visits that most small
employers do not enrol their staff in Jamsostek — even
though legally liable to do so.

Legally, private sector employers are required to enrol
their staff in Jamsostek if they have 10 or more staff
or a monthly payroll of Rp. 1 million or more.
However, since minimum wages in many provinces
exceed 400 thousand Rupiah a month, most employers
with more than 2 or 3 staff are legally supposed to be
Jamsostek members.  In practice this legal requirement
is widely ignored, and Jamsostek lacks the capacity to
enforce it.

Reasons for non-compliance with Jamsostek
registration

Consultations and discussion with employers and
employees yielded a variety of reasons why people
did not join Jamsostek:

• Jamsostek contributions were a cost to employers
and a reduction in net wages for employees. Many
felt that they could not afford this, or had better
current uses for the money;

• Some considered that Jamsostek programmes were
not a good economic deal, with benefits being less
than proportional to the scale of contributions;

• Jamsostek was not regarded as providing a very good
client service — offices were few, particularly in
the more remote areas, and response times slow;

• Jamsostek was seen as having invested members’
assets unwisely;

• The large share of profits going to the Government
in taxes and dividends was also seen as shrinking
the scale of benefits that could be provided to
members;

• Some people were not aware of the details of what
Jamsostek provided, and others thought that
membership was now voluntary.

To this list should be added the lack of inspection and
enforcement capacity in Jamsostek. This is currently
the responsibility of the labour inspectors in the
Department of Manpower (Depnaker) and in the
provincial administrations.  These people also have
many other duties.

Exclusions from Social Security Coverage

In summary six groups in the labour force or population
and their dependents currently lack coverage by formal
social security arrangements. Some of these will access

the limited forms of Social Assistance provided under
the emergency Social Safety Net Programme which
was put in place after the 1997 crisis.  However, this
is commented on in the separate paper on Social
Assistance.  The six groups excluded from formal
social security coverage are:

• Employees who are legally required to be members
of Jamsostek, but are not currently enrolled;

• Employees not currently required to be members of
Jamsostek;

• People in the informal sector;
• The Unemployed;
• Migrant workers temporarily abroad; and
• Households without adult earners.

Comments on possible strategies for covering these
groups follow.

Illegal non-compliers

The main strategies for increasing the rate of
compliance with legal requirements for Jamsostek
membership are dealt with in detail in the separate
reports on Jamsostek covered elsewhere in the project.
These include:

• Turning Jamsostek from a Government profit making
body (Persero) into a Trust Fund with a
representative tripartite Board, thereby formally
providing that member funds are to be used only for
members;

• Improving the Jamsostek information systems to
provide better client information and help facilitate
better client service;

• Developing a client service culture and an expanded
network of offices; and

• Allowing Jamsostek to appoint its own inspectors to
improve compliance.

Expanding the Legal Requirement to Join
Jamsostek

Once Jamsostek has improved its administrative
capabilities; it should be possible to initiate a process
of progressively expanding the legal requirement for
formal sector employees to be enrolled in Jamsostek.
This could include the following steps:

• Progressively lowering the size limit from 10 to
perhaps 5 employees, and ultimately to cover all
formals sector employees. There are, however,
advantages from the enforcement point of view in
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including all employers in the next phase of extension,
bringing in the whole of rest of the formal sector at a
stroke;

• Using regulations to define various forms of
“contracted” and casual employment as being subject
to Jamsostek membership requirements.

The path of progressive expansion of coverage to
smaller and smaller enterprises is one used elsewhere
in the world.  Expanding the definitions of dependent
employment is already possible under the Jamsostek
law and its interpretation, but has not been widely
implemented in practice.

However, enterprises in the construction sector have
been compulsorily required to register since 1987. But
the coverage is only for employment injury under a
program known as JAKOM. Registration must take
place before the start of a contract irrespective of the
number of employees or the wages paid. The employer
pays the highest rate of the variable rate of contribution
for occupational injury coverage — that is 1.74% of
the total value of his contract.

Similarly, protection has been extended to transport
workers in Makassar through their association. The
association collects a flat-rate (Rp.1,690 per member
per day) for coverage of the contingencies of
employment injury, death, medical and old age.

Workers employed at the harbour are also covered
through special arrangements through their unions and
at rates calculated by Jamsostek. Other groups are
also being considered for coverage through special
arrangements, including: Jakarta Port delivery drivers;
public service vehicle drivers; Ojeg (motor cycle taxi)
drivers and fishermen.

While this gradual extension of coverage is to be
welcomed for the protection it provides, there appears
to be no legal provision for such new instruments of
coverage (other than that implied by the elucidation of
Article 2 paragraph 3 of Government Regulation No.
14 of 1993 which permits voluntary membership).
These arrangements can be compared with provision
in group insurance coverage provided by private
insurance companies and while on the one hand they
indicate possible ways of extending coverage to
informal groups by organizing them into associations
or cooperatives and obtaining group (rather than
individual) coverage, on the other they tend further to
fragment social security coverage and are likely to lead
to the proliferation of schemes within schemes — each

with separately negotiated contribution rates and levels
and ranges of benefit. There is thus an urgent need to
study the arrangements and to draw up guidelines or
model agreements to facilitate their eventual
amalgamation with the mainstream of Jamsostek
coverage. Such a study needs to take account of any
possibility that there is an identifiable ‘employer’ who
is controlling the manner or method of the services
rendered by the worker. If such an ‘employer’ exists
or such an entity could be treated as existing under a
modification to the law, the employment could be
treated as ‘formal’ and subject to the normal provisions
of the scheme. Other persons could be treated as ‘self-
employed’ and decisions may be taken regarding the
scope of coverage for this group. Only the truly informal
will then require separate, special treatment but even
with the truly informal there should be some consistency
of treatment.

The Informal Economy

Covering the informal economy is a more difficult issue
because of its enormous variety. Workers in the
informal economy range from urban street people with
no assets seeking casual earnings from “minding”
parked cars or directing traffic turns, to small traders
with handcarts or street stalls, to farmers, traders and
craftspeople with property and premises and
equipment, and to unpaid family workers in farms and
small businesses. In parts of Indonesia there are still
people who are hunter-gatherers or slash and burn
shifting cultivators. All these very different situations
are currently classified as being in the “informal” sector.

At the stage of drafting this chapter of the report there
was insufficient information to determine what
approaches are likely to be the most successful with
each of these groups. Basic information which will be
required to determine this includes:

• The financial capacity of various informal sector
groups to contribute to social insurance type schemes
of social security;

• Priority needs of each of the groups for various types
of cover;

• The mechanisms by which this is best achieved,
including individual membership group membership,
occupation-specific levies, or other forms of funding;
and

• The extent to which these needs and options can be
incorporated in existing or revised Jamsostek
programmes.
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These informal economy groups were included in a
further study on extending social security coverage
below.

Apart from contributory Social Insurance or related
schemes, some of these groups may be eligible for
Social Assistance in areas such as Health.

The Unemployed

Proposals to extend Unemployment Insurance to cover
insured people in the formal sector who become
unemployed are included in a separate Report (Part 4
of the project series) and discussed in Part III of this
Publication.

For the unemployed who are not recent employees of
the formal sector, (i.e. mostly school leavers and
housewives seeking employment) there is currently little
that can be suggested. Some options in the social
assistance sector (e.g. special employment at low
wages) may offer some options. Social Assistance may
also offer some health cover. Coverage of other
earners in the household through social insurance may
also assist.

Migrant Workers

Indonesian migrant workers abroad lack domestic social
insurance and are predominantly not covered or not
adequately covered by social security in their countries
of employment. Coverage for migrant workers abroad
is a specialist area where coverage needs to be defined
and ensured in reciprocal or other agreements covering
migrant workers between Indonesia and the host
countries.

Households without Adult Earners

There is a minority of households in Indonesia which
lack active adults capable of undertaking employment.
These include some of the elderly, those where the
adult members are physically or mentally disabled, and
some sole parent situations.  To the extent that there is
no larger extended family or other group able to provide
assistance, these people may subsist by begging.

In the long run this group will need to be supported by
social assistance.  This is commented on in the separate
report on Social Assistance (Part 5 of the project series)
and further discussed in Part III of this Publication.

Extending the Coverage of Social Security

While some of the paths to extending social security
coverage in Indonesia are clear, and involve actions
which can be progressively implemented, in other areas
options and possibilities are less clear. A scoping
exercise was undertaken in the early stages of the
project in May and June 2001 in order to identify the
options for the study on extending coverage and
literature research to identify the range of information
available and the extent of the stakeholders. The
scoping exercise also involved a number of visits to
locations that employed workers not covered by existing
provisions including a range of workers in the informal
economy, including occupations in the fishing, garment
and food processing industries.

The study identified the groups not currently covered
by social security, including in particular non-coverage
by Jamsostek and other social insurance schemes, and
proposed a strategy for extending coverage to these
groups. It also distinguished the situation of three
distinct groups, and identified the appropriate
approaches for incorporating these groups into social
security coverage, notably:—

• Workers in formal sector employment who are legally
required to be members of Jamsostek, but are not
currently in membership;

• Workers in the formal sector who are not members
of Jamsostek or other formal social insurance
schemes, and are not currently required by law to
be members, including groups which can be covered
by broader definition of employment;

• Workers in the informal economy; and
• Overseas Migrant Workers.

The study comprised three distinct phases:—

• Phase 1 used existing statistical sources including
the Social and Economic Surveys, the Rand
Corporation Indonesian Family Life Studies, and
Jamsostek and other statistical information to identify
the size and composition of each of these groups,
and in particular their apparent financial capacity to
contribute to social insurance type schemes. It also
examined selected international experiences with
extension of cover and local projects on
empowerment and self-help schemes for the poor
and in the informal sector;

• Phase II identified the extent and reasons for non-
coverage of workers in the formal sector by
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Jamsostek, and the feasible options for extending
coverage of Jamsostek by increasing compliance of
those legally required to be Jamsostek members, and
those in the formal sector who might be brought into
coverage by extensions to the present law; and

• Phase III involved surveys of people employed in
the informal sectors of the economy to identify:
! Their priority needs in terms of social security

cover;
! The extent to which they have capacity to fund

membership of contributory schemes, either
individually or in terms of joint coverage of
identifiable groups;

! Alternative options for funding social security
coverage for these groups, including group
schemes of various types; and

! The extent to which these options can be fitted
within Jamsostek or other social insurance
programmes.

The project extension to the end of 2002 granted by
the Netherlands Government enabled completion of
the survey of the economically active population in an
area of Jakarta and another in Bandung, West Java.
Considerable enquiry was made of people working in
the informal economy regarding their social protection
needs and ability to contribute. In a later phase, the
study focused on informal sector workers in the
handicrafts industry in and around Yogyakarta in
Central Java. The objective was to explore contractual
links between the various levels of activity — the craft
making, distribution, retailing, etc. to establish what
control was exercised in quality, quantity and manner
and method of working — with a view to identifying
possible sources of capital to tap for a social security
contribution and also to consider broadening the
definition of ‘employer’ to enable handicraft workers
to be ‘treated’ as employed persons within the meaning
of the legislation and so bring them under a similar
level of protection as formal sector workers.

Clear priorities were expressed within the informal
economy that health care was of paramount
importance, followed by accident insurance. Since most
people in the informal economy would be unable to
afford the full Jamsostek contribution giving access to
the full range of benefits, the possibility of provision
for partial cover being made for the sector is being
considered. The alternative of micro insurance for
individual groups is thought to suffer from too small a
risk pool unless there is re-insurance via the main
scheme funded through cross subsidy. But the law will
need to be changed to enable this to be done, as with
the exception of the ‘opt out’ clause in the provision of

healthcare, it does not permit less than the
comprehensive range to be provided. The difficulty of
confirming that any accident to an informal sector
worker in respect of which benefit may be claimed is
‘work-related’ adds support to the view expressed
elsewhere in this project report that broadening the
scope of employment injury to include all accidents
should be considered.

Some of the other relevant findings from the survey
include the salary of informal sector workers which
ranged between about one half and four times the
average minimum salary, most were self employed and
the 40% of self employed respondents employed a total
of over 4000 employees suggesting that the employer/
employee relationship requirements of the social
security law would provide for these workers to be
covered by Jamsostek. Other important findings
suggested that about 60% of respondents believed that
individuals should be responsible for their social security
contributions and 42% indicated that they would be
prepared to contribute to a suitable scheme.

The findings concluded that extension of coverage to
the informal sector if feasible and should be based on
the self-help groups and cooperatives that are
supported by a combination of existing NGO’s and
suitably trained field officers from the social security
agency. The programs must be tailored to the needs
of the relevant groups and will vary from place to
place. The principles of any extended scheme to the
informal sector and overseas migrant workers should
be flexible, affordable and sustainable and based on
an extended pilot programme in e few sites with a
view to extending the successful model to other parts
of the country. Full details of the findings and
recommendations are contained in the report Study
on the Extension of Coverage to Excluded Groups
(Part 10 of the project series).

Introduction

Project Background

The ILO has been closely involved in the development
of social security in Indonesia for many years. Recent
ILO project reports have recommended the need to
restructure the social security system in order to extend
the social security coverage to a larger percentage of
the population.

A National Steering Committee was established by
the Department of Manpower and Transmigration
(Depnakertrans) in September 1999 to work with ILO
specialists. This followed the strategic vision about
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employees’ social security administration described in
the Guidelines of State policies Year 1999 – 2004. The
guidelines provided the aim: To develop a system of
employees social security for all workers to provide
sufficient work protection, security and safety with
management involving government, employers and
employees. A National Workshop on Restructuring of
Social Security was held in Jakarta in November 1999
and a number of recommendations were made about
the future direction of social security reform in
Indonesia.

The key findings of the workshop can be broadly
grouped as identifying the need for:
• Redefining the role of the state and private agencies

and the development of a national social security
reform strategy;

• Improving the scope and type of benefit programmes
and progressive extension of eligibility to the
various schemes to the wider population, with
Jamsostek as one of the core service delivery
agencies;

• Strengthening the management, accountability,
investment performance and service delivery
standards of Jamsostek; and

• Improving compliance measures and public relations
processes in Jamsostek.

The progressive extension of social security coverage
is also one of the key elements in Indonesia’s national
strategy for poverty reduction, which aims to
• Promote opportunities for the poor:

! Achieving rapid, sustainable growth,
! Strengthening local governance,
! Providing effective core public services like health

and education, and
! Building community infrastructure.

• Empower the poor:
! Strengthening community organization,
! Promoting sustainable rural development, and
! Revitalizing small and medium sized enterprises.

• Enhance access to social security for the poorest:
! Improving core social safety nets, and
! Accelerating development in remote areas

This report addresses the options for extending social
security coverage to workers in Indonesia who are
excluded from existing schemes. The study focused
on the three main excluded groups; persons who work
for small employers and who are thus currently
excluded from Jamsostek, informal sector workers and

overseas migrant workers. This report complements
the other reports and feasibility studies produced in
the project Restructuring of Social Security in
Indonesia, particularly the review of operations of
Jamsostek.

Summary of Activities

The study aimed to identify categories of workers in
the informal economy, to define their status in
Indonesia, to identify their priority social security needs
and to assess the feasibility of providing them with
basic social security provision.

The study also reviewed the capacity of Jamsostek,
as the likely agency to be responsible for extending
eligibility to all formal sector workers and to informal
sector workers. The study of the informal economy
and the administration and operations of Jamsostek
required the close co-operation and involvement of a
National Economist/statistician counterpart, staff in
Jamsostek and research assistants to undertake a small-
scale survey. The counterparts and staff provided
valuable support to the consultant in the all phases of
the project, their cooperation and effort, particularly in
addition to their considerable normal daily workloads
was greatly appreciated.

The consultant made a detailed analysis of the data
obtained from research of previous studies into the
informal economy, local data obtained from recent
statistics and the survey results and from previous
studies into the operations of Jamsostek. This analysis
was conducted in conjunction with counterpart staff
and included personal visits, observation and discussion
with selected informal sector workers. The staff and
stakeholder needs and suggestions were taken into
account in the analysis and the subsequent
recommendations. The priority was a detailed study
of the informal economy and through surveys of
informal sector workers. The recommendations for the
extension of social security eligibility were made in
conjunction with the key stakeholder agencies.

The Incidence of Poverty in Indonesia88

Introduction

Poverty has become one of the critical problems in
economic and social development in Indonesian. The

88 This section was prepared by Dr. Carunia Mulya Firdausy, Senior Economist at National Centre for Economic Research–Indonesian
Institute of Sciences and edited by the author.
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reason for the recent growth in the number of the poor
was due substantially to the economic crisis that
occurred in mid 1997 which resulted in a contraction
of the economy, so much so that in 1998 the economic
growth was 14 percent lower than the previous year.
As a result of the economic slowdown, large numbers
of workers were laid-off, particularly in the labour-
intensive construction and manufacturing sectors and
the modern services sectors all of which are mostly
located in urban areas. Some of these unemployed
workers had to return to rural areas, while others chose
to remain in the cities. Many laid-off workers were
forced to find self-employment in the informal economy,
both in urban and rural areas, in order to ensure their
livelihood.

Female workers have been equally affected by the
layoffs and as they represent a third of employment in
the formal sector, they are likely to account for at least
30 per cent of the total displacement in the formal
sector. Nevertheless, many home workers and
contractors who supplied inputs to formal sector
enterprises experienced reduced demand and a
subsequent reduction in hours worked and income
earned. Though they may not be actively looking for
alternative work and thus not included in the jobseekers
statistics, they form an important, though difficult to
quantify, component of hidden unemployment and
underemployment. The Department of Manpower and
Transmigration estimates that the number of
unemployed and underemployed workers in 2002 is
almost one-third of the total workforce89.

The Central Bureau of Statistics (BPS, 2001) calculated
that in the year 2000, the poor represented about 23.4
per cent of the total population of 206 million people.
Of these, about 32 million (66.7 %) lived in rural areas,
while the remaining 16 million (32.3 %) lived in urban
areas. Using The World Bank poverty line per capita
daily income of one US dollar, the number of the poor
is much larger than the estimate made by BPS. The
World Bank estimated the number of the poor in the
year 2000 to be about 54 per cent of the total population,
more than double the official estimate. Though there
are varying estimates of the impact of the economic
crisis on the incidence of poverty, there is no doubt
that absolute poverty has increased significantly and
that economic distress was widespread among a large
number of economically vulnerable people. Hence, one
of the prominent achievements of the Soeharto

administration, namely the sharp reduction in absolute
poverty during its 32-year rule, was reversed as a result
of the severe economic crisis.

This section aims at providing background information
on the incidence of poverty in Indonesia. This
information will demonstrate the requirement to support
the poor through the expansion of social security
programs in Indonesia. However, to understand the
full extent of the incidence of poverty, it is important to
provide background information on the present
economic conditions and Indonesia’s efforts at
recovery.

Present Economic Conditions and Indonesia’s
Recovery Efforts

Although by mid-2002 macroeconomic stability had
been achieved with a lower rate of inflation, and with
the Rupiah strengthening to below Rp. 9,000 to the
US dollar, the growth in 2002 was only about 5 per
cent. The strengthening of the Rupiah did not
automatically lead to an improvement in the economic
fundamentals. Many economists have argued that
economic recovery programs such as bank
restructuring, corporate debt restructuring, and the
attempt to increase investment and exports have been
very slow.

In the case of bank restructuring, for instance, it has
been reported that the Indonesian Bank Restructuring
Agency (IBRA) whose main task is to sell assets, has
not achieved much success. The reason for this is
because of the political debate about the appropriate
value of assets to be sold. This debate has arisen
because the actual market value of IBRA’s assets has
turned out to be much lower than the book value at
which these assets were acquired.  This has aroused
political controversy, since the Parliament has decreed
that the assets sales should recover at least 70 per
cent of the value at which an asset was transferred to
IBRA. A fire sale of these assets would only benefit
foreign investors who would subsequently own a larger
share of Indonesia’s economy. Knowledgeable market
analysts, however, have stated that a realistic rate
would only amount to t 30-40 per cent90, perhaps even
less. Another estimate has indicated that instead of
the Rp. 660 trillion book value of assets controlled by
IBRA, the fair value of these assets was only about
Rp. 168 trillion91, which represents only about 26 per
cent of the book value.

89 This is assumed to include the 8 million formal jobseekers and about 25 million unpaid workers in family businesses.
90 ICG, 2001
91 Takii, 2002
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The much lower actual value of these assets can be
partly attributed to poor market conditions caused by
negative perceptions by foreign investors of Indonesia’s
poor investment climate and partly because of fraud
by the original owners, who were responsible for the
inflated value of assets before being handed over to
IBRA. Despite this, both the government and the
parliament have been very reluctant to accept this lower
figure because it means that the government will never
be able to recoup the huge total costs of the bank
bailouts provided in 1997/1998. Without a speedy
resolution of this problem, IBRA will not be able to
dispose of the large numbers of its remaining assets
by the time its term expires in February 2004.
Experience has indicated that holding on to idle assets
will only lead to further erosion in the prices of the
assets. Moreover, selling idle assets to foreign
investors, specifically banks, would not only yield much
needed revenues for the government, but also benefit
from a healthy restructuring of these banks by bringing
in much needed skills and modern management
practices. A comprehensive restructuring of the
banking system is crucial to the revival of the financial
sector of the economy.

In terms of foreign direct investment (FDI), there has
been a substantial decline of 59 per cent in approved
FDI during the first five months of 2002 when
compared to the same period in 2001. During the first
five months of 2001, the Capital Investment
Coordinating Board (BKPM) had approved 566 new
FDI projects amounting to US$ 1.674 billion92.
Approved domestic investment during the first five
months of 2002 also declined by 30 percent compared
to the same period in 2001.

Several steps have been introduced to make Indonesia
a more attractive proposition for foreign investment,
including further simplifications of the investment
licensing procedures, allowing foreign investors to fully
own holding companies and further reductions in the
number of activities closed to FDI as listed in the
Negative Investment List. New fiscal incentives have
been introduced for new investors planning to invest
in pioneer industries in the regions outside of Java and
for new investors employing at least 2000 workers at
the start of commercial production of their plants.
However, the results of these measures have not
achieved the planned investment targets. Foreign
investors claim that Indonesia’s investment climate is
not very conducive. In addition, foreign and domestic
investors claim that there is:

• A lack of legal certainty and proper law enforcement,
• Increased levels of labour disputes,
• General violence,
• Increased crime and the lack of physical safety,
• Problems with corrupt taxation and immigration

officials, and
• Uncertainty caused by the introduction of regional

autonomy and disputes with local governments.

It has been suggested that to promote more FDI, the
Indonesian government should make a more determined
effort to act on the above views of investors,
particularly in regard to the lack of legal certainty, the
wide prevalence of labour conflicts, the lack of safety,
and the pervasive corruption which adds to the cost of
doing business in Indonesia.

Other attempts to develop small and medium scale
enterprises (SME’s) have also been introduced,
although this is not a new policy. The recent concern
about SME’s can be reflected in various direct
promotion policies and special programs to encourage
their growth. The major direct assistance programs
for SME’s have included special credit programs,
including subsidized credit, non-financial business
development services programs, particularly industrial
extension services and training, and reservation of
selected sectors or sub sectors to small enterprises93.
However, even after many years of implementation
of these direct government assistance programs,
including both subsidized and unsubsidised credit
programs, and technical assistance programs, they have
not achieved much success or cost effectiveness in
developing economically viable SME’s. The continued
ineffectiveness of government credit programs in
reaching SME’s is, for instance, reflected by research
conducted by the Asia Foundation in 1998 which found
that of the total credit extended to SME’s by portfolio
only about 17 per cent of the SME’s used the formal
banking system to obtain credit.

Similarly, the various non-financial business
development services programs, particularly the
technical assistance programs such as the Small
Industries Development (BIPIK) program have not
been effective either in raising the technical capabilities
of SME’s because they suffered from poor design or
deficient implementation94. Past experience with
supply driven business development services delivered
by government agencies has indicated that these
services, often provided on a cost free basis, have not
been effective in meeting the needs of the SME’s.

92 Kompas daily, 28 June 2002
93 ADB, 2000; Thee Kian Wie, 2002
94 Thee Kian Wie, 2002; Firdausy, 2002
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In view of the lack of success with these direct
assistance programs, the government introduced the
indirect assistance programs, notably the foster father
business Partner Linkage scheme.  Under this scheme
large private or state owned enterprises were coopted
to assist the small enterprises in raising their capabilities
in management, technology, marketing and in accessing
finance. However, experience once again has
confirmed that these schemes have not been successful
as they were difficult to implement mainly because
the large enterprises experienced difficulties in finding
suitable SME partners. Moreover, as these schemes
were not based on proper commercial considerations,
there was little incentive for the large enterprises to
make the scheme work95.

The present economic indicators in Indonesia suggest
that economic recovery is still some way off. The
annual growth rate over the past four years since the
1997 crisis is still below 5 per cent and the prediction
for 2002 is less than 4 per cent. Many economists
attribute this to the unsuccessful efforts to improve
the Indonesian economic fundamentals. One of the
key fundamentals of the economic reforms was to
reduce poverty by creating employment through
economic expansion. The current rates of growth are
insufficient to absorb the additional 2.4 million new
jobseekers that enter the market each year, which may
go someway to explain the increase in poverty and in
the increasing numbers seeking employment in the
informal economy.

Poverty Estimates

Poverty is typically referred to as a state of affairs in
which households and individuals have insufficient
resources and abilities to meet their basic needs. The
standard poverty assessment exercise is to draw on
data about income or consumption at the household/
individual level and to compare this with some defined
threshold. If people fall below this threshold or the
poverty line then they are deemed to be poor. This
classic definition of poverty through inadequate
purchasing power in relation to minimal needs has a
reasonably ancient pedigree and can be traced to the
seminal work of Seebohm Rowntree towards the end
of the 19th century.

In Indonesia the estimate of poverty is based on the
official poverty line produced by BPS which calculates
the incidence of poverty based on periodic household
expenditure surveys called the National Socio-
Economic Survey, and known by its Indonesian
acronym SUSENAS. This survey, which contains a
core but short consumption schedule, is undertaken
every year. Once every three years, the survey collects
data from a separate expanded and detailed
consumption module, and this is the data used for
poverty estimation. The poverty estimates are
presented as a head count measure, made separately
for urban and rural areas.

95 Firdausy, 2002; ADB, 200)
9 6 Source : BPS, 2001.

Figure 91 Table of Estimates of the People below Poverty Line96

Year The Number of the Poor (millions) Percentage of the Poor (%)

 Urban Rural Urban+Rural Urban Rural Urban+Rural
(1) (2) (3) (4) (5) (6) (7)

1976 10.00 44.20 54.20 38.79 40.37 40.08
1978 8.3 38.90 47.20 30.88 33.28 33.31
1980 9.50 32.80 42.30 29.04 28.42 28.56
1981 9.30 31.30 40.60 28.06 26.49 26.85
1984 9.30 25.70 35.00 23.14 21.18 21.64
1987 9.70 20.30 30.00 20.14 16.14 17.42
1990 9.40 17.80 27.20 16.75 14.33 15.08
1993 8.70 17.20 25.90 13.45 16.79 13.67
1996 7.20 15.30 22.50 9.71 12.30 11.34
1996 9.60 24.90 34.50 13.60 19.90 17.70

Dec. 1998 1) 17.60 31.90 49.50 21.90 25.70 24.20
Feb. 1999 2) 15.70 32.70 48.40 19.50 26.10 23.50
 (15.6) (32.3) (48.0) (19.4) (26.0) (23.4)
Aug. 1999 3) 12.40 25.10 37.50 15.09 20.22 18.17

2000 15.60 32.30 48.00 17.02 29.40 23.40
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Note : Figure in the block used consumption pattern in 1998
1) Based on Susenas Data December 1998
2) Based on Susenas Data February 1999
3) Based on Mini Susenas August 1999

It was estimated by BPS that the number of the poor
in 2000 was about 48 million people or 23.4 per cent of
the total population compared to 1996 when the
estimates were 22.5 million or 11.3 per cent of the
total population living below the poverty line. The bulk
of poor people live in rural areas, which is not surprising
since Indonesia is still a predominantly rural country.
The number of the poor people in rural areas in the
year 2000 was about 32.3 million while in urban areas
it was about 15.6 million people. The increase in the
urban poor in 2000 is mainly as a result of the continuing
rural to urban shift in the population and to the massive
employment layoffs in 1998 in urban areas due to the

economic crisis. Detailed estimate of the incidence of
poverty from 1976 to 2000 is shown in Figure 1.

It should be noted that the above estimation of the
poor population is taken from the National Social-
Economic Survey (SUSENAS) data and the estimation
is based on a Rupiah value equivalent calorie intake of
2100 per capita per day; plus the Rupiah value of a
bundle of non-food items considered as basic non-food
requirements. Therefore, those who are not able to
attain that level of expenditure for food and non-food
items are counted as poor while others are regarded
as non-poor. Figure 2 shows the poverty line based on
the level of expenditure per capita per month that was
used to estimate the incidence of poverty from 1976
to 2000.

Figure 92 Table of The Official BPS Poverty Line (in Rupiah).97

Year
Urban Poverty Income Level Rural Poverty Income Level

Food Non Total
Food

Non Total
Food (Rp/month)  Food (Rp/month) 

(1) (2) (3) (4) (5) (6) (7)

1976 - - 4,522 - - 2,849
1978 - - 4,969 - - 2,981
1980 - - 6,831 - - 4,449
1981 - - 9,777 - - 5,877
1984 - - 13,731 - - 7,746
1987 - - 17,381 - - 10,294
1990 17,520 3,094 20,614 12,617 678 13,295
1993 23,303 4,602 27,905 15,576 2,668 18,244

199698 29,681 8,565 38,246 23,197 4,216 27,413
1996 30,455 11,577 42,003 23,844 7,522 31,366

Dec. 1998 1) 71,058 25,901 96,959 56,745 16,035 72,780
Feb. 1999 2) 70,959 21,450 92,409 59,822 14,450 74,272
Aug. 1999 3) 64,396 25,449 89,845 52,319 17,101 69,420

2000 86,345 35,876 122,221 65,525 22,510 88,035

Note : Figure in the block used consumption pattern in 1998
1) Based on Susenas Data December 1998
2) Based on Susenas Data February 1999
3) Based on Mini Susenas August 1999

97 Source : BPS, 2001.
9 8 Dotted line and shaded area indicates the pre and post economic crisis periods

It has been argued that the official poverty estimates
shown above are quite low compared to the standards
in neighbouring countries (e.g. Malaysia and
Philippines). Using internationally comparable poverty
cut-off lines of US$ 1.00 in urban areas and US$ 0.80
in rural areas that are used in Malaysia and the

Philippines, it is evident that the number of poor people
in Indonesia is much higher than the official poverty
estimates. In 1999 the ILO estimated that the number
of the poor in 1996 using the above international
standard was 57 per cent for the country as a whole
and 66.4 per cent in the year 1999 (Figure 3 and Figure
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4). These Figures should be viewed in conjunction with the footnotes which explain how the exchange rate
affects the US$ estimates. Using this international standard suggests that more than half of the Indonesian
population could be considered poor even at the peak of Indonesia economic growth period in 1996, the period
before the 1997 economic crisis.
Figure 93 Table of Estimates of the Incidence of Poverty, 1996-1999.99

Percentage Poor Population Total Population
Indonesia Urban Rural Indonesia Urban % Rural % Indonesia Urban Rural

Pre Crisis (1996)
Official (US$ 0.45/day) 1) 11.34 9.71 12.30 22.50 7.20 32 15.30 68 198.40 74.20 124.40
Based on US$ 0.87/day 2) 57.35 42.91 65.90 113.80 31.80 28 82.00 72 198.40 74.20 124.40
Poverty Trends
1984 (official) 21.64 23.14 21.18 35.00 9.30 27 25.70 73 161.70 40.20 121.30
1996 (official) 11.34 9.71 12.30 22.50 7.20 32 15.30 68 198.40 74.20 124.40
1998 (estimates) 3) 48.34 39.31 53.20 98.80 28.10 28 70.70 72 204.40 71.50 132.90
1999 (estimates) 4) 66.42 56.60 71.71 137.80 41.10 30 96.70 70 207.50 72.60 134.90

Notes :
1) Official 1996 urban/rural poverty line of Rp.38,246 & Rp.27,413/capita/month divided by prevailing exchange rate of Rp.2,300/US$

gives US$ 0.55 and US$ 0.40, or weighed average of US$ 0.45/capita/day.
2) Based on urban/rural poverty line of US$ 1 and US$ 0.80, or weighed average of US$ 0.87/capita/day.
3) Poverty Line (PL) 1998: 1996 PL x 16.6% x 80% (inflation rates in 1997 and 1998).
4) Poverty Line (PL) 1999: 1998 PL x 25% (inflation rate in 1999).

Figure 94 Numbers Below the Poverty Line 1984 - 1999

9 9 Source ILO 1999

The incidence of poverty varies between provinces in
Indonesia. In the year 1999, BPS estimated that in
about 19 of the 32 provinces more than 20 per cent of
their total population lived in poverty. Among these
provinces, the province of Papua (previously named
Irian Jaya) had the highest incidence of poverty (47.5 %)

followed by East Nusatenggara, East Timor, Maluku,
Lampung, West Kalimantan, Central Java, East Java,
Southeast Sulawesi, Central Sulawesi and South
Sumatra (Figure 4). These data suggest that the
incidence of poverty is higher in the eastern part of
the country than the western part.
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Figure 95 Table on the Proportion of Population below the BPS Poverty Line by Province100

Province Urban Poverty Rural Poverty Total Poverty
Per cent Rank101 Per cent Rank Percent Rank

DKI Jakarta 6.59 1    - - 6.59 1
Bali 9.80 3 9.89 1 9.85 2
Riau 11.43 4 14.98 2 13.65 3
Aceh 13.76 6 17.38 5 16.47 4
West Sumatra 17.43 12 16.48 3 16.75 5
Central Kalimantan 7.16 2 20.41 6 16.83 6
North Sumatra 17.50 13 16.64 4 17.03 7
East Kalimantan 12.65 5 22.83 9 17.65 8
North Sulawesi 14.23 7 24.60 13 21.61 9
West Java 20.96 17 22.32 8 21.67 10
South Sulawesi 20.50 16 22.20 7 21.68 11
South Kalimantan 16.37 11 25.03 15 22.33 12
Yogyakarta 20.13 15 27.68 18 22.62 13
Bengkulu 20.02 14 24.55 12 23.23 14
West Nusatenggara 25.94 23 23.42 10 23.93 15
Jambi 23.27 21 24.63 14 24.24 16
South Sumatra 24.77 22 24.27 11 24.42 17
Central Sulawesi 21.69 20 25.87 16 24.78 18
Southeast Sulawesi 14.28 8 28.34 20 25.50 19
East Java 21.55 19 28.80 19 26.24 20
Central Java 26.06 24 27.52 17 27.01 21
West Kalimantan 14.43 10 34.25 22 29.72 22
Lampung 21.14 18 32.92 21 30.77 23
Maluku 28.52 25 41.50 23 37.88 24
East Timor 39.35 27 44.07 24 43.56 25
East Nusatenggara 30.43 26 47.15 25 44.95 26
Papua 14.31 9 59.30 26 47.53 27

INDONESIA 19.98 25.85 23.55102

100 Source : M. Pradhan, et al., June 2000, p.14.
101 Lowest ranking is the poorest.
102 Weighted average

It was found that all sectors experienced a uniform
increase in the incidence of poverty between 1996 and
1999. This implies that there was no single sector that
was spared from the negative impact of crisis. Despite
having only 0.06% of the total poor, the finance,
insurance and leasing sector had the highest increase
in the incidence of poverty which more than quadrupled
from 1.2 to 5.2 per cent. This probably reflects the
financial nature of the origin of the crisis in which this

sector was the hardest hit. Furthermore, the agriculture
sector has consistently had the highest incidence of
poverty as well as the highest contribution to the total
number of poor people during 1996 and 1999 (Table
6). Therefore, it can be seen that agricultural sector
has the largest number of poor people, even though its
share of the national poverty has declined markedly
from 68.5 per cent in February 1996 to 58.4 per cent
in February 1999.
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Figure 96 Table on the Incidence of Poverty by Main Sector of Occupation (%)103

Employment Sector

February 1996 February 1999

Poverty incidence in Contribution Poverty incidence Contribution
each employment to total poor in each employment to total poor

sector  (%) (%)   sector  (%) (%)

Agriculture 26.29 68.54 39.69 58.38
• Trade, Hotel & Restaurant 7.96 8.10 17.63 11.13
Manufacturing industry 10.69 5.71 22.92 7.71
Civil, social & private services 5.73 5.72 13.13 7.36
Transport and communication 8.85 3.32 24.02 5.58
Construction 14.04 5.42 28.97 5.52
Receiving/transfer 6.58 1.86 15.57 2.65
Mining and Quarrying 15.34 1.01 29.81 1.00
Others 13.29 0.10 32.00 0.27
Finance, insurance and Leasing 1.24 0.06 5.23 0.23
Electricity, Gas, Water 6.10 0.16 14.48 0.17

TOTAL 100 100

103 Source : M. Pradhan et. al.,June 2000, p.  20.
104 Source : M. Pradhan, et. al., 2000, p. 21.

The incidence of poverty has a high correlation with
educational attainment. Those who can achieve a
higher level of education will have greater opportunities
to get better jobs, and hence improve the welfare of
their families. Based on educational attainment, the
proportion of the poor with completed tertiary
education was only 0.41 per cent in 1996 and it
increased to 1.98 per cent in 1999. Whereas the total

number of the poor with only primary school education
(completed and uncompleted primary school), showed
a higher proportion in poverty. However in 1999 those
people with higher levels of education experienced an
increase in the incidence of poverty. This once again
confirms that the crisis affected more of the highly
skilled employment sector and people with higher
educational levels than the unskilled sector and those
with lower educational levels. (Fig. 7).

Figure 97 Table of Poverty Profile by Education Level of Household Head (%)104

February  1996 February 1999
Education Levels of Head of Poverty Percentage of Poverty Percentage of

Household incidence total poor incidence total poor
% % % %

Not Completed primary and illiterate 31.23 27.67 47.51 19.84
Not completed primary but literate 21.63 36.09 36.68 31.82
Completed Primary 15.03 30.15 29.66 35.34
Completed Junior Secondary   7.04   4.80 16.85   7.61
Completed Senior Secondary   2.44   2.19   8.59   5.05
Completed Tertiary   0.41    0.11    1.98    0.34
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Concluding Remarks
Overall, and perhaps surprisingly, there has, during the
last three decades, been significant economic growth
in Indonesia and a steady decline in the incidence of
poverty. While the estimates of the exact extent of
poverty reduction have differed according to the use
of specific poverty line concepts by the various
agencies and scholars, all estimates have yielded the
same finding, namely, that the incidence of absolute
poverty in Indonesia had indeed declined from the late
1960’s through to the mid 1990’s. In fact, in a
comparative study on the performance of a number of
developing countries in alleviating poverty, the World
Bank concluded that during the period 1970-1987
Indonesia had been the most successful among the
developing countries in reducing poverty.

However, with the severe contraction of the economy
in late 1997, the related loss of jobs in the formal sector
and the subsequent movement to lower income
activities in the informal sector, hyperinflation and
reduction in purchasing power have resulted in a
significant increase in the number of people below the
official poverty line, in urban and rural areas.

With substantial financial assistance from the World
Bank, the Asian Development Bank, the United
Nations Development Programme (UNDP) and
individual donor countries, the Indonesian government
took various measures to protect the poor from the
worst effects of the crisis. The most notable initiative
was the introduction of Social Safety Net (SSN)
Programmes, including temporary labour intensive
public work programs in urban and rural areas, and
preserving the availability of key social services,
including health and education. In addition, the
government has also responded to demands to protect
the poor from the adverse effects of rising prices by
providing price subsidies for basic foods, petroleum
products, electricity and transport. Whilst these social
safety net measures had some success in the short
term as emergency measures to alleviate poverty of
the people, they were unsuccessful in placing the
Indonesian economy on a sounder footing. Inadequate
targeting and misadministration resulted in a significant
amount of SSN funds intended for the poor being leaked
to those in least need of support. Many of these
subsidies such as those for fuel and rice remain in place
to the detriment of the economy and government budget
and some of these measures benefit the non-poor
(petrol subsidy) and are inhibiting the development of
a targeted social assistance program for the poor by
diverting scarce government revenues to the non-poor.

Social Security in Indonesia

Introduction
An overview of the social security system in Indonesia
including the organisation and responsibility of the
various responsible agencies is discussed in Chapter
1. This also describes s the core legislation,
contributions, benefit programmes, eligibility and
entitlements. Additional issues that are relevant to
extension of social security coverage are discussed in
this section

Social Security Coverage of the General
Population in Indonesia
Social Security is currently provided to a small minority
of the population with only about 13.5 million workers
covered by the Taspen, Asabri and Jamsostek schemes
out of a total workforce of about 98 million people
(including job seekers). This means that only about
14% of workers are currently covered by mainstream
social security schemes. This excludes health insurance
which has more extensive coverage by means of
government, private and micro schemes. The main items
of legislation that relates to the non-government
workers social security scheme and in particular to
rights and obligations of contribution to the scheme
are shown below.

Health Care
The Jamsostek health care scheme covers worker
members, spouse and the first 3 children only. Article
2(4) of Government Regulation No.14 of 1993 provides
that employers with their own private health care
provisions may opt out of the Jamsostek Health
Insurance component of the system if the benefits they
provide for their employees are ‘superior to the basic
Health Care Package’. This has resulted in some
adverse selection with better-paid workers more likely
to be covered by private (or employer-funded) schemes
with the lower-paid, more vulnerable workers covered
by Jamsostek. The risk pool is in consequence much
smaller and with a lower level of funding than it should
be. The year 2002 estimate of the number of persons
covered by the Jamsostek scheme was 2.7m persons
(of whom 1.3 m were workers). The coverage of the
public sector health care scheme (Askes) was
estimated to be 13.8m (plus 0.72 m ‘commercial’
members). Thus only some 17.22 m people in
Indonesia (with a population of 208 m) are covered by
the formal health insurance schemes — leaving 91.8%
of the population excluded. Even adding in those
covered by private health insurance, there are
estimated to be 85% of the population excluded.
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Legislative Framework
Act Number 3, Year 1992 on The Employees’ Social
Security.
Article 1 of this act defined an employee as anyone
able to perform work including contract workers. The
definition of Employers in Article 1 provides for
individuals, associations, self-employed persons,
managers of an enterprise and foreign persons,
associations or representatives of foreign enterprises
in Indonesia. Article 3 (1) of this act conferred the
rights of social security to every employee and Article
4 (2) made contributions mandatory, subject to further
government regulations. The remaining articles of this
act defined the programs, contributions, benefits and
operation of the employees’ social security scheme.
The definition of employer was further extended in
Article 2 which states that social undertakings and
other establishments not in the form of an enterprise
shall be treated as an enterprise if such an undertaking
has manager(s) employing other persons as an

enterprise employs employees i.e. an employer-
employee relationship.

Act 2, 1992 does not restrict the definition of an
employer to the formal employment sector i.e. to
enterprises that are legal entities. The exact terminology
is “Any person, association, or legal entity
managing….” This implies that any employer-
employee relationship would in effect come under the
jurisdiction of this act and not just legal entities. It
appears as though the current interpretation of the act
has restricted membership to formal sector enterprises
and statistics used to determine the contribution rate
and compliance are based on the formal sector
enterprises that are legal entities. When Jamsostek
states a compliance figure of 40% it represents the
percentage of the formal sector and not the population
of eligible contributors. The actual contribution
compliance with the act is probably only about 15%105.

Figure 98 Enterprises by Employment Sector

Enterprises Number of Enterprises by Employee group size106

1 2-4 5-9 10-14 15-19 20+ Total

Enterprises with Legal Entity 14,027 65,130 62,034 27,138 14,324 56,755 239,408
Enterprises without Legal Entity 10,017,217 6,209,313 481,650 67,123 27,060 8,615 16,810,978

Total Enterprises 10,031,245 6,274,441 543,680 94,257 41,380 65,370 17,050,386

105 Authors estimate based on about 60million workers in employee-employer relationships.
106 Source data – Economic census 1996, Profile of establishments with legal entity. Whilst the absolute numbers may be dated and subjected

to the economic crisis of 1997, it is expected that the current relativities between enterprises would be similar.
107 Authors estimate from Figure 13 and including the formal sector estimate of 190,000 and the informal sector employers with greater

than 5-9 employees.

The number of eligible employers (97,499) quoted by
Jamsostek is the approximate number of employers
having a legal entity (formal sector) with 10 or more
employees (see figure 13 above). This ignores the total
payroll of Rp. 1 million which, if included would
probably introduce all of the employers with 5-7
employees and most of the group with 2-4 employees.
Annex 13 contains a table showing the average salary
for contributions by age group. Under the current
administrative arrangements at least 190,000 employers
should be making compulsory contribution to the
Jamsostek schemes. However the real potential under
the existing legislation (i.e. all employers regardless of
legal status) is at least 500,000 employers107.

Regulation Number 14, Year 1993 on the
Implementation of the Employees’ Social Security
Programme.
This Regulation reduced the obligation of employers
to register their employees in the social security
scheme only to those employers with 10 or more
employees and a monthly payroll of not less than Rp.
1 million. The elucidation section of the Laws and
Regulation manual indicates that the intent was to
provide social security coverage to all employees but
implementation was to be progressive and the first
compulsory stage was the 10 employees or Rp. 1
million rule. However it did not remove the provision
for voluntary membership to the scheme for all
employees. The regulation also introduced the opt-out
clause on health insurance for those employers who
provided equivalent private insurance for their
employees.
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In accordance with the existing legislation all workers
are entitled to be voluntary members of the Jamsostek
scheme but this option is rarely exercised. Jamsostek
has considered the recruitment of voluntary contributors
(including informal sector workers) but at this stage
this is confined to a model based on the existing
programs and contributions calculated on the national
average contribution salary. It is unlikely that members
of the informal sector would be prepared, themselves,
to contribute up to 13.2% of the national average
monthly salary when formal sector employees only
contribute 2% of their wages (the remaining 11.2% is
contributed by the employer).

Act No. 7 of 1981 Obligatory Report of Enterprises
This act requires all enterprises to register with  the
Directorate of Labour Inspection in Depnakertrans.
Under the decentralisation arrangements,this
responsibility now rests with the Disnaker or district
offices of Depnaker that are under the control o p
Provincial administrations.

Piece Rate and Contract workers.

One of the major areas of non-compliance with regard
to Act No. 3 of 1992 is due to employers declaring e
that workers employed in their enterprises are piece-
rate (day to day basis) or are contractors and as such
are not insurable under the social security scheme.
Although this is common practice, it is not consistent
with the legislation: the definition of Employee in the
act is “Employee means any person able to perform
work whether under contract of employment or not
to produce services or goods to meet the needs of
society”. Furthermore, although there are numerous
references in the Act and in the Regulation about piece-
rate and contract workers that make it clear that the
intention of the legislation is for them to be included in
the Jamsostek scheme. Relevant examples are:
• Article 8 of the act deals with Employment

Accident Insurance and in the elucidation it states
“Contractor who is not an employer is
considered to be working for the employer who
contracts the job”.

• Elucidation of Article 4 clarifies the meaning of an
employee as anyone “working in employment as
an individual or an enterprises and who receives
wages, including daily, casual, and contractual
workers……”

• Article 1 of Regulation No. 14, 1993 in paragraph 3
defines how the income for daily workers,
contractual, piece rate and seasonal workers are
to be calculated.

It is thus evident that there is a statutory obligation on
employers to enrol their casual, piece rate and contract
workers. It is also evident that without an effective
compliance regime the common practice of excluding
these workers will continue.

Other Legislative Considerations

There are other legislative provisions that relate to
liability for social security contributions that should be
examined. An example is social security contributions
for employees of Diplomatic Missions that are
contained in the Vienna Convention on Diplomatic
Relations, 1961. Article 33. This convention provides
for local staff that are employed by diplomatic missions
including agencies such as the United Nations missions
and projects are subject to the local laws on social
security contribution. This convention would also apply
to all of the international missions in Indonesia. While
most Diplomatic Missions provide some social security
protection for their regular, national employees during
the term of their contracts, employees on short term
contracts may benefit from only minimal, short term
cover or no cover at all - leaving such workers
vulnerable when their contracts end or even while they
are actually still employed. A more in-depth study of
compliance with conventions such as this one should
be included as part of any extension of social security
coverage.

The Employment Sectors in Indonesia

In the context of social protection, it is perhaps useful
in Indonesia to divide employment into three categories
– those who work in registered formal sector
enterprises with a legal entity, those who work in the
informal and unregulated economy and those who
work in agriculture. . In this study, the focus is primarily
on those who work in the urban informal sector.

BPS Statistics for the year 2000 shows the following
distribution of workers by sector and industry.
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Figure 99 Workers by Sector and Industry 2000

Main Industry

Formal Sector Enterprises with Informal Sector Enterprises Total
legal entity without legal entity Population

Workers % of Main % of Workers % of Main % of > 15 who
Industry Work Industry Work worked

type Force type Force

Agriculture, Forestry, 8,001,712 19.67109 8.91 32,675,001 80.33 36.37 40,676,713
Hunting and Fishery108

Non Agricultural Sector110

Mining & Quarrying; Electricity 3,418,314 85.04 3.8 601,478 14.96 0.67 4,019,792
Gas & Water Supply;
Construction
Manufacturing Industry 5,350,315 45.96 5.96 6,291,441 54.04 7.00 11,641,756
Wholesale & Retail Trade; 2,753,363 14.89 3.06 15,735,642 85.11 17.52 18,489,005
Restaurants and
Accommodation Services
Transport, Storage & 2,272,374 49.9 2.53 2,281,481 50.1 2.54 4,553,855
Communication
Financial Institutions; 7,701,961 73.66 8.57 2,754,648 26.34 3.07 10,456,609
Real Estate, Rental Services &
Other Services

Total Non Agricultural Sector 21,496,327 43.73 23.93 27,664,690 56.27 30.79 49,161,017

TOTAL (all sectors) 29,498,039 32.83 60,339,691 67.17 89,837,730

108 These Agricultural sector figure for formal workers has been derived from BPS Catalogue 3404, Labourers/Employees situation in
Indonesia August 2000 Table 13.5 which shows the total number of employees and the tables shown in the other footnotes in this table.
The informal workers figure is the remainder of the agricultural sector.

109 This derived figure is slightly higher than other estimates which place the % of formal agricultural workers at about 15 -16%.
Agricultural workers statistics are at best, estimates due to difficulty in census.

110 The total employment figures are from the BPS website tables dated 18 September 2002 for Population 15 yrs and over who worked
by main industry 1997, 2001 and the table represents the entire workforce less unemployed. The informal sector tables are from BPS
website SME Statistics Table 3 Number of Employees of establishments without legal entity by industry. The formal sector figures are
derived from the informal sector total.

111 Definition from - BPS 1996 Economic Census, Profile of Establishments With Legal Entity

The Formal Employment Sector
The formal sector represents the more administratively
visible part of the economy and society, namely the
public and private corporate sector and comprises
enterprises and the professional self-employed that
have been accorded legal status and are regarded as
legal entities. 5.1.2 This legal status is accorded through
registration by professional associations, Ministry of
Manpower and the Ministry of Trade and Industry et
al. As legal entities the enterprises are subject to labour
laws administered by Ministry of Manpower and to
the ILO conventions that have been accepted by
Indonesia. The formal sector comprises about 2 million
employers (including self-employed) and 29.5 million
employees or 32.83% of the total workforce.

The employment sectors in Indonesia are measured
by the Busan Pusat Statistik (BPS), the National

Statistics Bureau in a National Economic Census
conducted every 10 years and modified annually by
statistical returns from employers and targeted surveys
of selected sectors of the economy. The basis for the
classification of enterprises is the Legal Entity,
described as:- Legal status of a company/unit of
economic activity based on the legal document
issued by a solicitor when the company was
established. Legal status could take the form of
PN/Perum/PT/Persero/Perusahaan Daerah (PD),
PT/NV, CV, Firma, Koperasi and Yayasan
(Foundation)111. The 1996 Economic Census also
considers companies having other types of the following
legal documents as having legal status: SIPD (for
quarrying of C class), Diparda, Governor/Bupati/
Mayor permit (for restaurant/food stall,
accommodation services/hotel, recreation services,
entertainment and cultural services, Ritsblaad/Staatblad
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and Governor/Bupati Decision (for financial services).
Definitions and descriptions of these various legal
entities are contained in the glossary.

The Informal Economy
In Indonesia the informal economy could be more
correctly titled the urban informal economy as (BPS)
usually separates it from the other traditional element
in the informal economy, the agricultural sector. The
urban informal sector comprises those individuals and
employers who have not been accorded legal status
but who have commenced their operations often
without the sanction or knowledge of the local
authorities (e.g. cottage workers). Many enterprises
in the informal economy may be registered with local
authorities and finance regulators such as the Ministry
of Finance or the taxation office but have not been
accorded legal status under the definition of legal entity
by BPS.

It was believed that growth in Indonesia’s industrial
sector would trickle down to the traditional sectors of
the economy. Instead, urban industrialisation has tended
to widen structural inequalities between the handful of
leading sectors and the rest of the economy. With the
ILO concluding in the 1970’s that the informal economy
was both efficient and profitable, there emerged the
view that it should be promoted as a strategy to tackle
structural inequalities and to meet the basic needs of
the poor. Continuing rural-urban migration and the
economic recession in the early 1980’s and again in
the late 1990’s reaffirmed the importance of the
informal economy in terms of work and income
generation.

While the formal economy has a tendency to produce
jobless growth, the informal economy continues to
absorb the bulk of the estimated 2.4 million job seekers
who annually enter the labour market. These jobs are

created with little capital and without any subsidy from
the State. These informal enterprises often rely on
indigenous resources, including re-cycled materials, and
produce predominantly for local markets. The
entrepreneurs mobilise their own financial resources
via family networks, savings clubs and rotating credit
systems. Accommodation for newcomers is provided
and training given on the job. Many workers in the
informal economy also maintain strong ties with their
places of origin and often foster plans to return. Urban
to rural remittances, particularly on Java, occur on a
very large scale and for many village households this
capital flow has even become the major source of
household income.

There is a tendency to associate such informal sector
activities with poverty. While it is true that many
workers in this sector are poor, it cannot be assumed
that earnings are necessarily lower than formal sector
wages. Anecdotal studies suggest that incomes are
not always lower than in the formal economy and the
case study of Ojek drivers conducted as part of this
study confirmed that they can earn from 2 to 3 times
the average national wage. The findings from the small-
scale survey conducted as part of this study showed
that 58% of those surveyed earned less than the
average of Rp. 400,000 per month and that 17%
earned over Rp. 800,000 which is twice the national
monthly average.

Apart from generating work and income for a large
proportion of the urban population -60%, of total
employment, the informal economy is also a major
supplier and distributor of basic services and needs
such as water, food, clothes and shelter. In urban areas
the self-built housing sector meets a substantial amount
of housing needs. Without the informal sector the
majority of the urban population would have difficulty
surviving in the city.
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Figure 100 Table of Comparison between Formal and Informal Economy

FORMAL ECONOMY

Description
• Employee of large firms and in many cases multinational

firms
• Covered by labour laws and regulations
• Generally capital intensive enterprises with relatively few

workers, mechanised, often use expensive raw materials
• A guaranteed standard in the final product
• Employment conditions mostly regular hours & low

wages
• Fixed prices
• Employment mostly in factories
• Government and multinationals help to establish and

maintain operations
• Legal entities registered with appropriate government

and local agencies
• Employs predominantly males

Type of employment
• Typically manufacturing sector employment, both local

and in multinational industries, mining, oil
• Government employment such as the police, military and

civil service
• Service sector in offices, hotels, sales and administration
• Self-employed professionals in medicine, law, accounting

Advantages
• Generally have access to unions and staff associations
• Less susceptible to corruption and standover tactics
• Uses some skilled and many unskilled workers
• Access to compulsory social security
• Provides permanent jobs and regular wages
• Produces goods (like cars and food) for the emerging

middle classes so that profits may remain within the
country

• Waste materials provide raw materials for the informal
economy

INFORMAL ECONOMY

Description
• Self-employed
• Small scale/family enterprise
• Little capital involved
• Labour intensive with use of very few tools.
• Using cheap or recycled waste materials
• Often a low standard in quality of goods
• Irregular hours and uncertain wages
• Prices rarely fixed and so negotiable (bartering)
• Jobs often done in the home (cottage industry) or on the

streets
• Little or no government assistance
• Often outside the law (illegal)
• Employ mostly females and children

Type of employment
• Distributive-street peddlers and small stalls
• Local transport
• Small scale manufacturing such as wood, metals, textiles,

carving etc
• Services, selling food, clothes and fruit
• Small scale industries such as food processing, tailoring

and furniture repairs etc

Advantages
• Employs many unskilled workers
• Jobs may provide some training and skills which might

lead to better jobs in the future
• Any profit will be used within the city or remitted to the

rural areas
• Uses local and waste materials–the products will be for

local use by informal sector, the lower paid people

Disadvantages
• Often not protected by local labour laws and regulations
• Little access to loans or grants
• Generally no access to unions or associations
• Subject to corruption and coercion by unscrupulous

authorities and individuals

The key definition of informal employment in Indonesia
is the same as in about 21 other countries, that of
unregistered enterprises or enterprises without legal
status. The composition of the informal sector in
Indonesia has been categorised into the following

industry groupings by the National Statistics Bureau
(BPS) in its statistical tables titled Small Scale and
Micro Establishments, which it believes equates
roughly to the urban informal employment sector:
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Figure 101 Industry Groupings in the Informal Economy

Urban Informal Sector Agricultural Sector
Mining & Quarrying, Electricity, Gas, Water Supply & Construction Animal Husbandry
Manufacturing Industry Food Crops
Wholesale & Retail Trade, Restaurants & Accommodation Services Horticulture
Transport, Storage & Communication Fishing
Financial Institution, Real Estate, Rental & Other Services Forestry

Figure 102 Composition of Employment in Indonesia in 2000112

Employment Category Males Females Total
(Millions) (Millions) (Millions)

Formal Sector
Employers 1.608 0.424 2.032
Employees 19.788 9.710 29.498

Sub total Formal 21.396 10.134 31.531
Informal Sector
Own Account Workers 13.222 6.279 19.501
Self Employed with assistance 16.128 4.592 20.720
Unpaid workers 4.692 13.393 18.085

Sub Total Informal 34.042 24.264 58.306
Total Employment 55.439 34.398 89.836

112 Source.  Labour Force Situation in Indonesia August 2000. Tables 13.3, 13.4 and 13.5

Government Stakeholders in the Informal
Economy
The government has long recognised the significance
of the informal sector and its importance to the
economy, employment and the self-sufficiency of a
considerable proportion of the population. There are a
number of government agencies that have programmes
directed at the informal economy and these
programmes range from policy development to field
contact with workers and groups of workers. The

following schematic displays the complexity and
number of agencies that relate to the informal economy.
It should be noted that this represents the view of the
national ministries and most of these have provincial
and local elements that are involved with the provincial
government programmes that complement the national
programmes. Some of the agencies that were
contacted during this study were responsible for
developing the informal economy and a summary of
some of their activities is set out below.

Figure 103 Government Stakeholders in the Informal Economy
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Ministry of Cooperatives and Small and Medium
Enterprises

The study discussed the role of the Ministry (C&SME)
at provincial and local level in Bandung and Yogyakarta
and their role was to support and promote the
development of work cooperatives in the region. In
West Java there are about 7 million single entity
production centres and some of these have been
encouraged to develop into about 16,000 cooperatives,
60% of which are from the informal economy. In the
past, the role of C&SME was to sponsor cooperatives
and to provide capital, support and training to the
cooperatives. The promotion of cooperatives is based
on the following principles:
• Individuals with similar activity;
• Same needs such as sales, marketing and customers;
• Similar products; and
• Easiest cooperatives to form are those based on

geography and needs.

The role of the ministry at regional level (Dinas
Koperasi) has now changed from involvement in
internal cooperative development into a support and
monitoring role and the close relationship with
cooperatives is confined to the local (district) level.
The role of the District offices is to promote SME’s
and to assist in the development of cooperatives,
provide training and education for SME’s and to
arrange for revolving funds and financial assistance
for cooperatives and SME’s. In many provinces the
Dinas Industry and Trade has been integrated with
Dinas Koperasi.

The identification and cataloguing of cooperatives by
C&SME has the potential to be of assistance in any
informal sector social security scheme. The
identification and location of cooperatives is an essential
first step in the process of marketing and ultimately
coordinating the collection of contributions and
assistance in the administration of any scheme.

Ministry of Industry and Trade

The role of this ministry at the national level is to
improve the quality and output of informal economy
enterprises, but it appears that this in not translated
into local programmes. Like many other ministries, the
local control and priorities are exercised by the regional
administrations and vary widely across the country.
The Dinas regional offices visited indicated that they
currently have no active programs to assist the informal

economy enterprises. However, they will support
enterprises that request assistance in the areas of
management training, extension of services, formation
of groups, and building relations with other market
stakeholders. At this point in time there is very little
interaction between the ministry and informal sector
enterprises, but this may not be representative of all of
the provinces in Indonesia.

Ministry of Manpower and Transmigration

The Dinas Tenagakerja offices (Ministry of
Manpower regional level) that were visited as part of
the study did not have any specific programs targeted
at the informal sector although they were aware of
the importance of the informal economy in the
employment of people and alleviation of poverty. Their
main social security focus is on the maintenance and
extension of formal sector participation in the
Jamsostek scheme, of which they receive numerous
complaints about the service delivery and in particular
the local health services. The Dinas has assisted
informal sector workers in the past through special
funded programmes such as health assistance for food
vendors and accommodation for migrant workers.
There are no special programmes currently operating
due to lack of funding. The Dinas suggested that future
social security programs for informal sector workers
should include stakeholders from the Informal
Professional Group (Paguyuban) and the provincial
Market Office (Dinas Pasar).

Private Sector Involvement in Informal
Economy

This study identified a number of institutions and NGO’s
that have been closely associated with the informal
sector and some of the agencies included:
• Islamic micro foundation;
• Bumiputra and Bumiasa (insurance companies);
• Trade Unions;
• Bina Swadaya (Self Reliance Development

Foundation);
• Many hundreds of other NGO’s like Binadaya

Nusaindah and Assuransi Jiwa; and
• International donor organizations.

An overview of the organization and operations of Bina
Swadaya has been included in the box on page 62 as
an example of the roles and capacity of NGO’s that
work extensively with workers in the informal
economy.
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Relevant Trials and Pilot Studies in
Indonesia

Social Protection of Home workers in Indonesia
This was an ILO-Danida sponsored project supported
by Bina Swadaya NGO to introduce the concept of
social protection to women home workers. The trials
were initially conducted in villages in East Java over
the period 1988 – 1996. Until this time most NGO’s
concentrated almost exclusively on employment and
income promotion schemes for informal sector
workers. The project objectives were to:
• Raise the NGO’s awareness of social protection for

home workers as a development goal together with
employment promotion;

• Assist women home workers to identify their needs
and to enable them to obtain better working conditions;
and

• Enable women to advocate for social protection.

The project, through Bina Swadaya, developed a new
social protection oriented training programme based
on the successful action project undertaken by a local
NGO (Yayasan Pengembengan Pedesaan or YPP) in
the villages of Gondang and Sidoarjo in East Java. The
completed training program and manual contained
modules on social protection concepts, design of
programs, implementation based on the development,
maintenance and management of self-help groups. This
training programme was then administered to 162 NGO
staff from 137 organizations in 15 provinces in
Indonesia.

The project reported on four major programmes it
conducted for home workers in Jelambar Baru in East
Jakarta, Batik workers of Bayat in Yogyakarta, Sunter
Agung in North Jakarta and Godang in East Java. The
immediate objectives of these projects were to:
• Create self-help groups;
• Raise awareness of household income management,

health and the law,
• Improve work skills;
• Develop group ability to manage their own social

security; and
• Develop networks between the group and local health

facilities.

Constraints and barriers identified by the projects that
had to be overcome included the unwillingness to repay
loans, individualism, live-for-the-day attitude, irregularity
of incomes, lack of organization and work skills, lack
of creativity and financial constraints.

The project found that the labour issues and social
protection were closely linked and successful income
generation improved the affordability of contributions.
Most of the social protection developed as part of these
trials, however, was through local cooperative schemes
mostly within the group. They lacked the cover for
risk and there was limited capacity to create pooling
of funds. The projects achieved varying degrees of
success and in all cases the increased awareness
enabled worker and their groups to negotiate improved
working conditions, better salaries and to be able to
utilize existing facilities, laws and local resources.
Access to loans, health care and cover for injury and
death were improved but limited to the capacity within
the group. A larger risk pool is required if benefits are
to be improved and contributions to be affordable.
Sustainability was improved by maintenance of the
groups and regular visits by facilitators. The
sustainability could have been further improved by
subsidization of some of the social insurance
contributions.

Trade Union Support for Informal Sector Workers

This project was essentially an education program
targeted at senior trade union officials, workers’
educators and informal sector workers. The project
was conducted over a three-year period from 1998 to
2001. The immediate objectives of the project were
to:
• Strengthen the capacity of trade unions to incorporate

informal sector workers;
• Enable informal economy workers to establish links

with formal sector institutions; and
• Enable informal economy workers to be able to exert

more influence on national policy to provide access
to services such as workers training, education and
trade union medical and legal services.

The project conducted a number of activities over the
period including case studies, workshops, seminars for
trainers, developed training materials, conducted study
circles and distributed campaign materials.

The project was successful in raising the awareness
of the issues and an initial increase in trade union
recruitment although this surge of new membership
does not appear to have been sustained. Some success
has been obtained in obtaining private insurance cover
for informal sector members through trade union
negotiated policies with private insurance companies.
Establishing permanent links with social security
schemes, training institutions and health insurance
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schemes has been more difficult. Most unions suffer
similar constraints to government organizations when
servicing the informal sector in that they do not have
resources to reach out to individuals and experience
difficulty in marketing the role of unions, collection of
union dues and maintaining contact with members.

Discussions with some union federations has confirmed
that most do not have well developed informal sector
networks and would be unable to assist in the collection
of contributions for any social security scheme.
However unions are keen to support any initiatives
and are potential partners in the strengthening of local
self-help groups.

Klaten Trial for Health Insurance113

A summary of the experiences of the field trial of the
integrated healthcare strategy conducted in Klaten,
Central Java during the period 1994-98 has been
included to demonstrate the lessons that may be
applicable to this study on extending social security
coverage to the informal sector. It should be noted
that health insurance for the informal sector was only
a small component of the Klaten trial that also covered
delivery of health services and only the findings relevant
to this study will be presented here.

One of the few innovations attempted in the Klaten
project was to establish a members’ cooperative
similar to that of small business health insurance
purchasing cooperatives in other countries. Primary
level cooperatives (farmers, craftsman, vendors, etc.)
would join a dedicated secondary level cooperative for
the purpose of purchasing health insurance. By
providing a large, pre-enrolled group and a single point
of premium collection, the cooperative could negotiate
lower premium rates and stimulate competition for their
members. There is a strong cooperative movement in
Indonesia estimated at over 86 million people (including
family members).

The Health Insurance Members Cooperative created
as part of the trial continues to function more than 4
years after external assistance ended.  Much of the
initial membership was reportedly lost subsequent to
the end of the project apparently due to the economic

conditions. Recent reports indicate that they are slowly
re-expanding their membership and have established
a new branch office in central Java.

Market research in Klaten was conducted in 1996 as
part of the social marketing effort and consumers were
surveyed concerning their views and some of their
comments were:
• In general, the majority of respondents preferred

private healthcare services to public despite the
increased costs. Long queues and poor service were
the most numerous complaints about the public
system;

• The majority of both Askes and Jamsostek member
were not familiar with the details of the benefits of
their schemes or even what percentage of their
wages was deducted;

• Contributions were regarded as just another tax;
• Few of the dropouts from JPKM left due to

dissatisfaction but rather to misinformation and
administrative failures; and

• Almost all respondents expressed a willingness to
rejoin though some with the proviso that the scheme
needed to be more professionally managed.

Worldwide experience indicates that enrolment of the
informal sector in compulsory healthcare financing
schemes is very difficult. Based on the compliance
problems of Jamsostek with large formal sector
employers, the prospect of exacting compliance of
compulsory contributions from the informal sector is
very small. In Klaten, enrolment of the informal
sector on an individual or family basis resulted in
the failure of the government sponsored health
insurance program DS-JPKM.

Organization of the informal sector through the
formation of health benefits cooperatives or other
organizations can provide the economies of scale
necessary to provide affordable coverage.

Insufficient and inconsistent enforcement is a systemic
problem in Indonesia and by no means limited to the
health sector. Without effective enforcement of
regulations, healthy competition and growth cannot be
realized.

113 The trial was part of a seven year assistance program on health care reform sponsored by USAID and supported by the govt of
Indonesia through Ministry of Health, World Bank and ADB. Full details of the trial are available in a study titled  Health Sector Finance
and Klaten Health Care Trial Revisited; produced as part of this project, the ILO Project INS/00/M04/NET, Reform of Social Security
in Indonesia
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Ministry of Social Affairs
The Ministry of Social Affairs is promoting social
insurance for informal sector workers who are not
covered by Jamsostek schemes. This program had its
origins in a trial that was conducted in 7 provinces
during the period 1996 –1999 by the then Ministry of
Social Welfare, which was disbanded in 1999 under
the reforms of the previous administration. The new
Ministry of Social Affairs was established under the
current administration in 2001. Unfortunately the
details of the trial and outcomes are not available and
a final report was not completed before the original
Ministry was disbanded.

The trial was commissioned to provide revolving micro
finance to self-help groups of informal sector workers
that were created in the selected provinces. Insurance
against loss of income as a result of injury and
accidental death was also provided as part of the trial.
The NGO Yayasan Budi was appointed in conjunction
with local organizations to establish, train and manage
the groups and to collect contributions and repayment
of the loans. The service was targeted at rural workers
and fishermen who were not eligible for Jamsostek
membership.

The Ministry plans to commence a new scheme
ASKESOS (Assuransi Kesejahteraan Sosial), a
voluntary savings scheme that will operate in 15
Provinces over a 3 year savings and insurance period.
The process will involve collection of contributions from
the groups by the NGO field officers and these will be
deposited in a Bank BRI account. Members will be
able to receive payments in the event of injury
(maximum once per year) and in the event of death of
the member. The expected claim rate is about 10% of
total membership each year. The national government
is expected to provide guarantees to the insurance
companies for the performance of the fund.

A separate trial is also to be conducted in the
Karawang Regency in East Jakarta to provide social
insurance through private insurance companies
(Binadayan Nusindah and Assuransi Jiwa). The
process will feature a photograph identity card for each
member that will be used to make claims against the
policy. This trial is expected to commence sometime
in 2003.

The local offices of Social Affairs (Dinas) that were
visited were unable to assist in any social security
program for informal sector at this stage. With the re-
establishment of the Dinas only one year ago, the

support to the informal sector is restricted to training
and education on request.

International Experience in Extending Social
Security to the Informal Sector

There have been a number of international trials and
projects aimed at extending the existing formal social
security systems into the informal economy and in this
study some of the outcomes of those trials were
examined for relevance to the situation in Indonesia.
A summary of the schemes that were considered is
shown in the table in Annex 27.

In most developing countries about 10 - 20% of the
workforce is covered by formal social security
programs, another 30 – 40 % live below the poverty
line and the remaining 40 – 60% above the poverty
line but not contributing (or entitled) to social security
schemes. In Indonesia about 13.2% of workers are
contributors and 37.5% live below the poverty line.

The selected studies in Annex 27 show that the
schemes are targeted at either the poor (Social
Assistance) and the informal economy workers (Social
Insurance) and that great emphasis is placed on
developing self-help groups as the basis for the
organisational models for these schemes. It can also
be seen that in most schemes the government has a
supporting role in terms of promotion, guarantor of some
funds and contributor of subsidies in other cases. In
almost all of these schemes international input has been
provided for policy design, governance and in some
cases to provide direct subsidies to promote and
maintain the schemes. The other major stakeholders
are various NGO’s, cooperatives, trade unions and
private insurers.

Additional research on the selected studies and other
programs in India, China, Benin and Tanzania shows
that typical characteristics of social protection programs
for workers in the informal economy are as follows:
• All of the programs are voluntary and it is very difficult

to administer compulsory membership to the
schemes;

• Benefits and contributions are tailored to the needs
of the individual groups who decide on their priorities;

• Programmes are flexible and offer a range of benefits
options with contributions that reflect the affordability
range of the target groups;

• Aggregation of groups is essential to achieve a
critical mass to minimise risk, maximise efficiency
in collection of contributions and payment of benefits;
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• In most cases some form of re-insurance or pooling
of funds is essential if the schemes are to be covered
for unforeseen risks and be sustainable in the long
term;

• In some instances governments have accepted their
responsibility for social security by providing
contribution subsidies for some elements of insurance
and in guaranteeing the funds against high risk (e.g.
natural disasters etc);

• Most schemes relied on some form of partnership
with private insurers or banks to provide the range
of services; and

• Service delivery was usually provided by special
agencies focused on the particular scheme or by
NGO’s supervised by a government agency.

Findings and Options

Introduction

This study into progressive extension of social security
eligibility to the wider population examined the options
for extension of eligibility to the excluded formal sector
workers, the needs of workers in the informal economy
and the needs of overseas migrant workers. The
informal economy by its nature is difficult to quantify
and categorize and there is a limited availability of
statistical data about workers. The study aimed at
categorizing workers in the informal economy
according to their status and their social protection
needs and examining the feasibility of providing them
with relevant social security benefits. The three main
categories for extension of social security eligibility
considered in this study were:
• Formal sector workers within the scope of existing

laws and regulations but in practice excluded by non-
compliance

• The urban informal sector, and
• Overseas Migrant Workers.

Given the limited time for the study and the varied
nature and geographical distribution of the agricultural
sector of the economy it was decided to focus primarily
on the urban informal sector. It should be noted,
however, that there is scope to consider elements of
the agricultural sector in future programmes especially
for those workers included in cooperatives and group
schemes that show potential for consolidated group
contributions and claims for benefits.

Extending Coverage of Formal Sector
The original purpose of Regulation 14 of 1993 seems
to have been to limit the pool of eligible employers to
allow the Jamsostek organisation to develop its capacity
to administer and enforce a manageable base of
contributors. This process of progressive expansion
of coverage to smaller and smaller enterprises is used
elsewhere in the world. However in Indonesia, over
time and with inflation and salary increases the total
payroll limitation of Rp. 1,000,000 has lost its
effectiveness, so much so that it is now technically
and legally compulsory for about 90 - 95% of
employers to make contributions. Now that Jamsostek
is well established and has had almost 10 years of
operation as a Persero, exclusion for only about 5 -
10% of the employers no longer has any significance.
It is therefore appropriate to repeal the regulation, since
it is only a source of confusion amongst employers
and employees. Furthermore, it also encourages the
understatement by employers of the total payroll to
evade contribution liability, to the disadvantage of many
members of the workforce.

The State Guidelines for 1999 – 2003 and the National
Development Programme both envisage the extension
of compulsory social security contributions to
Jamsostek to all enterprises in Indonesia. The only
legislative change necessary to achieve this extension
would be the repeal of those provisions in Regulation
14 of 1993 that restrict compulsory contributions to
enterprises by staff size and total payroll.

Figure 104 Distribution of Formal Sector Enterprises

Element
Formal Sector Enterprises and Number of Employees114

1 2-4 5-9 10-14 15-19 20+ Total

Number of Enterprises 14,027 65,130 62,034 27,138 14,324 56,755 239,408
% of total 5.86% 27.20% 25.91% 11.34% 5.98% 23.71% 100.00%

114 Source data – Economic census 1996, Profile of establishments with legal entity. Whilst the absolute numbers may be dated and subjected
to the economic crisis of 1997, it is expected that the current relativities between enterprises would be similar.
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Compulsory membership of the social security scheme
for all formal sector employees would simplify
administration, compliance and marketing of the
scheme and an acceptable contribution compliance rate
of better than 80% could potentially increase the
coverage of employees from about 13.5% to about
30% of the total workforce.

The findings from the surveys and from general
observations show that in addition to a continuing
image problem for Jamsostek, there is a widespread
lack of understanding amongst employers and
employees about social security in general and the
contribution requirements to Jamsostek in particular.

Extending Coverage within the Existing
Legislation

As discussed in Section 4 of this Chapter, the existing
legislation and regulations requires all employers inside
the 10 employees and Rp. 1,000,000 rule to contribute
to Jamsostek. There is no distinction between formal
or informal employment sectors. Many of these
enterprises may be cooperatives or associations that
employ staff and these are clearly covered under the
definition of an employer and are liable to contribute
to the scheme.

The potential coverage of Jamsostek is considerable
and it can be seen from the table in Figure 19 that
enforcing the existing legislation could cause about 75%
of the workforce to be covered.

Non Compliance with Existing Legislation

The degree of non-compliance with the existing
legislation and administrative arrangements is
significant, with only about 32.5 % of eligible formal
sector employees contributing to the scheme. There
is virtually no voluntary compliance among enterprises
excluded under the law and employees of such
enterprises represent about almost 70% of the
workforce. The major barriers to contribution are
general ignorance of social security provisions and
requirements,, an adverse perspective of  Jamsostek
and a lack of  commitment to compliance by
Depnakertrans and Jamsostek, compounded by limited
capacity.

Jamsostek Performance and Service Standards

The observations made in relation to Jamsostek’s overall
performance were obtained from discussions with
employers, employees, unions and staff about the
reasons why people did not wish to contribute to
Jamsostek schemes. These views have been supported
by the survey of workers undertaken as part of this
study. Some of these perceptions about Jamsostek are:
• Some people considered that Jamsostek benefits are

too low given the amount of contributions they paid;
• Cost of the programmes are too high and represent

a significant reduction in wages (about 80% of
employers choose to opt out of the health insurance
programme),

• Payments are not indexed and lose their relative value
over time;

• The share of profits (dividend) paid to the government
was seen to diminish the amount of benefit that should
be paid to the contributors,115

• Low public confidence in the administration;
• Perception that government influences investment

decisions and that in the past unwise decision on
investment have been made, further reducing returns
to contributors;116

• The level of knowledge about Jamsostek and its
services among employers and employees is low and
some employers believe that contribution is voluntary;

• Jamsostek is not seen as always providing very good
customer service with limited access across the
country, particularly in remote areas and slow
responses to enquiries and payment of claims; and

• Restrictions on the investment portfolios and
strategies available to Jamsostek that are confined
to Indonesia and are dependent on the financial state
and lower investment returns in the local economy.

Many of these perceptions and complaints are being
addressed by the current administration as reflected
in the extensive re-organization of Jamsostek that has
been implemented over the past year. Other issues
are being addressed by the proposal to amend the
legislation to convert the existing provident fund to a
trust fund managed by a tripartite board of trustees.
This proposal will change the management status of
Jamsostek from a Persero to a non-profit orientated
public company such as a Badan and the removal of
the dividend (taxation) liability should increase the return

115 The dividend payment to the government (as the sole shareholder in Jamsostek) is only made in respect to the Work Injury, Death and
Health Insurance programs. The Retirement provident fund (by far the largest program) is exempt from tax or dividends.

116 Actual investments returns are reasonable given the requirement to invest only in Indonesia, but the returns are generally not much
better than the inflation rate.
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to members by higher compounding of interest. This
proposal was presented to the Parliament in early 2002
and is still under consideration.

Compliance Process

The ILO considers that compliance is one of the key
fundamental operations in the administration of a social
security system and together with fraud minimization
are key elements in the equality principle of targeting
social security payments to those most in need.
Compliance was seen as the key to better overall
performance of the fund as higher contribution rates
would result in higher returns to members and serve
to spread the risk across a wider group of members
and minimise adverse selection in critical programmes.
It is most unlikely that extension of social security
coverage can be achieved without a significant
improvement in the performance of the compliance
programme in Jamnsostek/Depnakertrnas. The ILO
is proposing is an inspectorate force with line
management at Jamsostek branch and regional level
with policy direction from Head Office. Full details of
the background to compliance and the proposals are
discussed in Chapter 1.

RECOMMENDATION

Extension of Social Security to Remaining Formal
Sector Workers

To increase Jamsostek membership from the current
32.5% of potential formal sector employees to at least
80%, the following initiatives would be required:
• Extend compulsory coverage to all formal sector

enterprises by repealing the sections of Regulation 3
of 1993 that restricts coverage to enterprises with
10 or more employees or a monthly payroll of more
than Rp.1,000,000;

• Review the definitions in the Act No. 2 of 1992 to
reinforce the provisions for employer/employee
relationship as the basis for compulsory contributions;

• Improve benefits to members by changing the status
of Jamsostek from a Persero and removing its
liability for tax;

• Improve the image of Jamsostek by changing its
status to a trust fund managed by a tripartite board
thereby limiting the degree of direct government
control over investment of funds;

• Increase community awareness of social security,
the features of Jamsostek Baru and the obligations
of all employers by a targeted marketing strategy;

• Increase contribution compliance by transferring the
authority for enforcement from Depnakertrans to
Jamsostek and the establishment, training and
implementation of a national compliance strategy;
and

• Improve Jamsostek efficiency by implementing the
recommendations about operations and IT shown in
paragraph 6.10.7 and in the report Review of
Operations and Information Technology in
Jamsostek.

Informal Sector Findings

Introduction
This part of the study relating to the informal economy
was based on the assumptions that any extension of
social security would have to be piloted and
implemented in phases by areas or provinces. This
study was focussed on areas and employment sectors
that offered the potential to be easily identified,
manageable, close to administrative centres,
occupations that earn more regular incomes and
demonstrated a need for social security.

Methodology of the Informal Sector Study
This study into the informal employment sector is one
of many studies aimed at improving the understanding
of what is a highly complex series of interrelationships
where individual entrepreneurships override the normal
legal constraints and the protective mechanisms of
formal employment. This study attempted to confine
the scope to the social security issues by supplementing
the quantitative measures available from statistics and
other studies with a small-scale geographical survey
to improve the qualitative understanding of the social
security needs of selected elements of this vast
employment sector. The surveys also aimed to
supplement the available background data described
in sections 3 and 4 of this report.

The Survey
The surveys were conducted to obtain primary
indicators of social security needs but also to provide
information that may support the establishment of a
future pilot study that could assist in the design and
testing of a social security program to meet the needs
of informal sector workers. The surveys concentrated
on the two major components of the urban informal
employment sector as described by BPS and the
sectors chosen were the manufacturing industry and
the wholesale and retail trade, restaurants &
accommodation services industries. The surveys were
conducted in three geographical areas that had heavy
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concentrations of urban informal sector workers from
the two major categories that were considered to have
potential for future participation in a social security
scheme. A total of 2000 people were surveyed in East
Jakarta (700), Bandung (500) and Yogyakarta (800).
The scope of the surveys was to obtain information
from selected informal sector workers about personal
details, education, employment, social security needs,
priorities and their capacity and desire to contribute to
a social security scheme. The surveys also provided
information about social security as it may apply in
Indonesia i.e. social insurance for selected life events,
as it was anticipated that many people would have
little understanding of the concept. The choice of
employment category and location was based on
proximity to major cities, earnings capacity, high lifestyle
risk and potential to create groups of workers with
similar work and life interests. The potential to
administer and monitor a future pilot scheme and a
subsequent social security program was also a key
consideration.

Survey Results

The survey data collection form was constructed in 5
parts; personal details, education, employment, income
details, social security needs, priorities and desire to

contribute. A summary
of the key findings are
presented below and a
more complete selection
of tables of findings from
the surveys are
contained in Annex 28.

(i) Personal Details

The balance between sexes in the survey was biased
towards males because of the type of industries chosen.
Many of the retail, manufacturing, transport, repairers
etc were males. The predominant work areas for
females in batik craft and home workers were less
accessible to the surveyors.
The number of Tertiary educated workers was
significant and appears to reflect the limited availability
of skilled jobs and the entrepreneurial nature of the
informal sector around the cities in the sample.

The marital status of the survey sample showed that
about 70% of the respondents were married and given
the age profile the finding is probably not surprising.

The average number of dependents for married people
was significant at 4.2, and to arrive at that average,
the number of dependents in each family ranged from
1 or 2 to up to 12 dependents in some families.

The age ranges shown in this chart indicate that 65%
of the respondents were between the ages of 20 and
40. The numbers of youths employed in these sectors
was relatively small and whilst the reason for this are
not clear it may be related to costs of establishment
for self employed and skills training for the employ-
ees.

(ii) Employment Details

The findings on employment status showed about tho
thirds self employed and about one third as employees.
The chart on membership of cooperatives also confirms
that in the two employment sectors chosen for the study
membership in cooperatives or other associations was
very small at 6%.
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During the survey self-employed people were then
asked how many employees worked for them in their
enterprise. This chart shows that the response none
(36%) probably represents the individual self-employed
and the remaining 64% had more than one employee.
Based on these results about 800 of the self-employed
respondents had employees and employed almost 4000
employees, a ratio of almost 5:1.

The employment satisfaction level was almost the same
for males and for females at 70% and 74% respec-
tively. When the self-employed factor of 65% is taken
into account there are still a significant number of em-
ployees who are satisfied with the work they are cur-
rently doing.

(iii) Income Details

The income distribution of the sample confirmed that
informal sector workers are not necessarily the poorest
with over 20% earning more that double the national
average. However, almost half of those surveyed
earned less than the national average and over 20%
earning less than one half of the national average. This
group and their families would clearly be below the
official poverty line.

(iv) Social Security Details

The vast majority of those surveyed had no social
security cover. Only 2.3% had Jamsostek cover and
about 12% had other social security cover, mostly for
health insurance.

It is also evident that females as a group had the least
cover.



Part IV Chapter 17

259

The life events that most respondents desired to be covered for were Health, Work Injury, and Death. Women
rated Health, Work Injury and Death benefits almost equally. The surprising difference for men was that Mater-
nity payments rated the highest.  It should be noted that respondents were also asked to choose their top priority
cover and this is shown in the charts below

The top priority life event that most respondents selected to be covered for was Health. Males also rated Work
Injury, Age and Death. Women rated Health, Age and to a lesser extent Death benefits as more important than
work injury insurance. Whilst males rated maternity payments highly as desired cover, this did not translate as a
priority for them.
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The issue of who should pay for social security contributions was very surprising
in that almost half respondents indicated that individuals should pay and about
25% believed that the employer should pay contributions. It is unclear whether
this reflects reality or a lack of understanding of what happens in most other
countries.
When asked whether they would be prepared to contribute for their own
social security schemes the response was very similar to the previous question
about who should provide for social security.

The response that 42% were prepared to contribute to a social security scheme offers some promise for a future
voluntary contributions scheme.
The responses to this question provide some
direction into the design of a future scheme
and indeed to any proposed pilot. It is evident
that high contributions and benefits that are
not attractive, together with insufficient infor-
mation and don’t know represented well over
60% of responses. The only other significant
responses were no need for social security
and Need information.

Respondents were asked how much per month
would they be able to pay for social security
contributions and 1999 responses were
received. About 35% were adamant that they
could not contribute and this correlates with
the income levels where 31% earned less than Rp. 200,000 per month or half the average minimum salary and a

further 27% earned Rp. 200,000 – Rp.
400,000 per month which is somewhere
between half and the average minimum
salary.
It is interesting to note that the average
contribution to Jamsostek (Employer +
Employee) is about Rp. 45,000 per month and
from this survey about 17.5% of respondents
believed they could pay about that amount. If
we looked at a contribution of half the
average Jamsostek contribution (about Rp.
20,000 per month), then about 34% of the
respondents would be able to comply. The
results of this survey suggest that a carefully
planned and administered scheme, over time,
could attract a significant number of voluntary
contributors. This of course could be made
more substantial with a contribution subsidy.

RECOMMENDATION

Feasibility of Extending Social Security to Informal Sector Workers
There is a demonstrated strong demand for basic social security services but an almost non-existent supply.
Almost half of the people surveyed would contribute to a suitable social security scheme and the level of these
contributions may be able to provide for the priority basic social security needs of informal sector workers.

From the comparative international studies, local trials and from the survey findings, the extension of social
security to the informal sector in Indonesia is feasible and the task for the social security agency is to satisfy the
supply side of the equation with a viable scheme that is flexible, affordable, sustainable and well marketed and
understood. This may require reviewing the social budget in Indonesia with a view to better targeting of government
funds towards a contributions subsidy to support a voluntary social security scheme for the informal sector and
the poor.
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CASE STUDY – OJEK DRIVERS

Ojek (Ojeg) is the term used to describe an unofficial
privately operated public transport system based on
motorcycle taxis. The Ojek employment is typical of the
informal economy in that it essentially an occupation
without legal status that is satisfying a large public
demand. There are about 1.2 million Ojek drivers in
Indonesia. A study of the Ojek industry around the city
of Bandung in West Java produced the following
description of the industry which is typical to that in
most other urban areas in Indonesia.

The Ministry of Transport (MOT) has apparently not
included Ojek as a legitimate form of public transport and
does not recognize or licence the drivers. Legitimate public
transport services, when registered, are issued with a
yellow vehicle registration licence plate whereas in many
instances Ojek motorcycles are unlicensed vehicles even
by the local police. It is understood that there are concerns
about the training, driving skills, public safety and
motorcycle maintenance standards that make it difficult
to regulate the industry. There are also allegations about
the ownership of the motorcycles including that Ojeks
contribute to the laundering of stolen motorcycles.

The industry is defacto regulated however and the local
district police office establishes a number of geographical
operating zones for Ojek drivers. Permits are issued for
each zone depending upon the size of the zone and the
demand and the police office legitimises these permits
with the office stamp. Permits are issued to the driver and
contain fingerprint and photographic identity. The permit
cards have titles similar to “safety competency certificate”
but rarely make reference to Ojek permit. Over time the
cost of an Ojek permit in the Bandung area has increased
from Rp. 250,000 to the current level of Rp. 5,000,000 (about
US $550) and this registration fee is payable to the local
police office. Transfer between zones is unofficial and
permits are often resold to other drivers but the permits
are not reissued and drivers use the permits with different
personal particulars to the new owner.

The drivers in each zone appoint a supervisor or manager
sometimes referred to as the protector and the role of the
supervisor is to represent the interests of the Ojek drivers
in the zone against police checks, illegal moonlight drivers
and generally manage their interests. The drivers pay a

daily maintenance fee to the supervisor which is typically
about Rp. 2,000 per day. This fee comprises payments of
Rp. 500 to the police office, Rp. 500 to the local military
office, a management fee for the supervisor and the
remainder is held in trust by the supervisor to support
drivers suffering illness and the effects of traffic accidents.
In the zone investigated by this study it was found that
the average Ojek driver worked about 25 to 30 days in a
month and earned about Rp. 1,000,000 – 1,500,000  which
is equivalent to 2 to 3 times the average monthly wage for
the area. The income is derived from negotiating
distanced based fares with customers that range from
about Rp. 1,000 to Rp. 7,500 per fare.

Ojek driving is a particularly demanding occupation
considering that the drivers work up to 12 hours per day
and are exposed to the physical and environmental
dangers of congested urban motor vehicle traffic. Their
risk of injury and death is relatively high with an annual
rate of about 12% - 15% of the drivers suffering some
degree of work related accidents and injury. There is no
social security coverage for the drivers and some
voluntary associations that support Ojek drivers have
negotiated premiums with private insurance companies
for death and injury cover. These policies provide very
low cover for a small annual premium of about Rp 10,000
and the cover provided is significantly lower than that
offered to formal sector workers by Jamsostek. The
premiums are usually collected at the time of purchase of
a motorcycle where the premium is included in the
repayment schedule for the motorcycle loan, usually over
3 years. However, only a very small percentage of the
drivers participate in the schemes.

Despite the attempts at legitimising the industry Ojek
drivers face the uncertainty of regulation, inspection, the
trade in permits, limited security of tenure and are at
relatively high risk of injury. They represent a priority
category for social security coverage that has been
identified by their desire for better protection. However
despite their relatively high incomes their preparedness
to contribute to the scheme is minimal and this is
supported by the limited surveys into the informal sector
as part of this study where slightly less than 50% of
respondents were prepared to make voluntary
contributions to a social security scheme.
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Summary of Informal Sector Findings

It is evident from the survey and from discussion with
urban informal sector workers that they have a high
need for some form of social protection. The results
confirm that health insurance is the highest priority
followed by about equal priority between accident
insurance and death cover. Whilst there is a
demonstrated need for retirement benefits it seems
that the premiums would be unaffordable to most
informal sector workers unless there was some form
of subsidy.

The barriers to development of a suitable program are
discussed in the following section of the report.

Identification of Needs

Unless an employee/employer relationship can be
established and the employer encouraged to make
social security contributions on behalf of the
employee(s) it is unlikely that the full range of
Jamsostek programs (13.2% of average salary) could
be afforded by most workers in the informal sector.
Whilst it is desirable to provide the full range of
Jamsostek services (which barely meets the ILO
protocol 102) it may be better to provide some elements
of social protection than none at all. In addition to the
type of social security cover, the value of the benefits
that are commensurate with the contribution must also
be determined. It may be necessary to offer some form
of graduated contribution and benefits to accommodate
the variability in the income ranges of informal sector
employees and their capacity to pay contributions.

Program Development

The first issue in program development is identifying
the fund that will cover the informal sector workers.
The current Jamsostek program has its contributions
and benefits prescribed in legislation and regulations
and these cannot provide the flexibility needed for
informal sector workers. For example, the eligibility
criteria for the Jamsostek work injury program are for

injuries that occur at work and the disability provisions
cover a prescribed list of injuries that are substantiated
by employers and medical reports. It is unlikely that a
work injury benefit program would be suitable for many
informal sector workplaces as the administrative
requirements to determine that injury occurred at work
would be prohibitive. For most informal sector workers
the critical issue is that there has been a loss of capacity
to work and hence loss of income and a full 24-hour
cover for injury would be more attractive and cost
effective to administer.

Given the current legislation and fund structure in
Jamsostek it would be difficult to include a variable
program for informal sector workers into the existing
funds. It may be more effective to create a new fund
and contribution model for informal sector workers and
this could be achieved through regulations and
Ministerial decrees. Alternatively a private life
insurance company such as Bumiputra could provide
the cover for injury and Health, Injury and Death
independently or in competition with Jamsostek
schemes. A comparison of the Jamsostek and
Bumiputra programs is difficult to make given that the
schemes have been developed using different risk
assessments and memberships. However a broad
comparison of Life Insurance is possible and Jamsostek
members pay a monthly premium of 0.3% of salary
which on current average earnings is about Rp. 12,000
per year. The benefits include a funeral payment of
Rp. 1,000,000 and death benefit of Rp. 6,000,000. The
Bumiputra policy produced for Ojek drivers required
an annual premium of Rp. 10,000 and provided for a
death benefit of Rp. 1,000,000 that was doubled for
accidental death.
Competitive rates for life insurance and injury
insurance could be achieved for a scheme that covered
informal sector workers given an adequate pool of
contributors and appropriate re-insurance and risk
guarantees.

Health insurance and retirement programs are more
difficult for informal sector workers to afford with the
Jamsostek health program requiring contributions of
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3% of salary for individuals and 6% for families. The
retirement program contributions are 5.7% of salary
and 0.3% for death cover, a total of 12%. Work injury
insurance contributions require an additional 0.24% to
1.74% depending upon industry. For most informal
sector workers who generally receive irregular income,
the establishment of a gross or net monthly salary is
difficult and unreliable. In its consideration of this issue
Jamsostek has proposed to use the National Average
Salary as the basis on which to calculate contribution
premiums for informal sector and self-employed
workers. The survey results suggest that there will be
very limited capacity for informal sector workers to
afford about Rp. 25,000 per month for health insurance
in addition to premiums for other programs. Whereas
formal sector workers contribute only 2% of the
maximum 12%+ and employers contribute the
remainder, informal sector workers without an
employee/employer relationship would be expected to
contribute the full amount which in most cases is
unreasonable and unlikely without some form of
subsidy.

Recently the government has raised the degree of
urgency in development of a new universal health
insurance program and a series of discussion forums
to support this strategy have been undertaken. It is
likely that a major project tasked with designing the
new program and supported by international agencies
will commence in 2003. Some of the initial proposals
have suggested independent provincial based schemes
for each province with a central pooling of a proportion
of the contributions for a national contingency pool to
support provinces in the event of unexpected demands
on their funds due to major illnesses, natural disasters
etc.

Should this program be substantially delayed then
interim micro health insurance schemes based on group
contributions would need to be considered for workers
in the informal economy. A disadvantage of micro
insurance schemes is that they have proven in practice
to have a limited life span of less then 5 years before
they become insolvent, usually as a result of imprecise

calculation of risk, under investment and inadequate
delivery of services.

Subsidies

The national government budget is currently in deficit
and the recent economic downturns will only exacerbate
the situation. Some provincial governments are also
experiencing economic difficulties particularly in the
poorer provinces where the income from taxation is
low. The initial indications are that the national budget
would be unable to sustain subsidies for a
comprehensive social security program. However, a
small partial subsidy for a single social security program
such as life insurance could be a catalyst that attracts
informal sector workers into one program and possibly
to other insurance programs. Assuming that there are
about 60,000,000 informal sector workers then a 50%
subsidy for an annual life insurance premium of Rp.
10,000 would be a maximum of Rp. 300 billion (US $
33 million) per year, assuming all workers were
insured. This is unlikely and in the short term and over
a two or three year pilot scheme of 500,000 members
(a probably unachievable target) a similar subsidy for
such a pilot scheme would cost about Rp. 2.5 billion or
US$ 275,000 per year.

Administration

In the case of Jamsostek, the administration costs and
efficiencies are based on group collection from
employers and the average number of employees per
employer is about 124 which results in a monthly cost
per contribution of about Rp. 66 per month or Rp. 751
per year (see Annex 29). The administrative costs
would rise substantially if individual employees were
to make contributions direct to Jamsostek as would be
required for most of the self-employed informal sector
workers. A group contributions model would need to
be developed to maximise efficiency and for there to
be a meaningful amount of contribution residue able to
be invested to contribute directly to the provision of
benefits.
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There have been many attempts at group development
in Indonesia and a number of government and private
agencies are devoted to the creation and maintenance
of cooperatives, self-help and economic groups. In
particular the Ministry of Cooperatives and Small and
Medium Enterprises promotes the establishment of
cooperatives and Bina Swadaya, a private foundation
is an example of many NGO’s that specialises in the
establishment and maintenance of self-help groups.
Other similar NGO’s include Binadaya Nusaindah and
Assuransi Jiwa, although full details about their
operations were not obtained as part of this study. A
recent ILO report has noted that in general,
government support to strengthen cooperatives has
often proven not to be very effective and not
sustainable, particularly in the area of business cluster
development. However it does also conclude that
cooperatives and associations tend to operate better
in a less formal ad hoc environment. Self-help groups
supported by trained facilitators are seen as the key to
successful implementation of a social insurance
program for informal sector workers and their families.
The benefits of self-help groups are:
• Able to be developed in geographical, economic or

occupational groups in accordance with the best
practices. (experience from local trials suggest
geographic groupings may offer the best potential
for sustainability);

• Facilitators and group leaders can assist in the
marketing and explanation of social security
provisions to members of the group;

• Local access to information and assistance about
contributions and claims thereby minimising a major
complaint about access to services;

• Mutual support by the facilitator and other group
members to maintain continuity in the scheme during
times of duress and personal difficulty experienced
by individual members, and

• Essential to the efficient collection of contributions
by field officers visiting the groups on at least monthly
basis thus maintaining low administrative cost of
group contributions to the agency,

Compulsory vs Voluntary Membership

The rights to universal social security coverage by all
members of society have been endorsed by the
government and people of Indonesia and this is
supported by the commitments made in the National
Development Program, State Guidelines 1999 – 2003,
Indonesian Poverty Reduction Strategy and the
Employees’ Social Security legislation etc.

Voluntary membership can only be seen as a
transitional strategy to alleviate temporary government
budgetary constraints but in the long term the
government must accept its responsibility to provide
for a minimum social security system for all citizens.
Inequities between the personal contributions from
formal sector employees and informal sector workers
are huge which creates a sustainability problem for
voluntary schemes, the very schemes that are designed
to protect the most vulnerable informal sector and
poorest workers. Voluntary membership carries with
it some serious risks of adverse selection, limitations
in the pooling principle, drift of formal sector workers
away from their current schemes into a cheaper
informal scheme and ease of withdrawing from a
voluntary scheme.

The dynamics of this proposal is for priority to be placed
on compulsory schemes (formal sector, self employed
etc.), capacity building in the institutions and
encouragement of an informal economy scheme
through self-help and voluntary schemes supported by
the government
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CASE STUDY

FACILITATION of  SELF-HELP GROUPS

Bina Swadaya is the largest NGO in Indonesia and one of
the oldest, being formed from an agricultural workers
foundation in the 1950’s and its role is to enhance the
self-reliance of people from lower socio economic sectors
of society based on the principles of solidarity and social
justice. The mission of Bina Swadaya is to:
• Help community in developing human resources,
institutions, capital and enterprises,
• Support development policies which benefit the poor
to achieve a more equitable distribution of welfare, and
• Bridge the gap between the poorer members of society
to achieve a fairer society.

To achieve its goals Bina Swadaya focuses on:
• Self-help Group Development which involves the

creation of self-help groups across the country aimed
at promoting improvement through education,
stimulating ability and social leadership,

• Training of self-help group development facilitators
and management of self-help group coordinators,

• Micro Enterprises Development by promoting
institutional facilitation to support the creation of micro
enterprises so that they can become self sufficient and
autonomous, and

• Micro Finance Development by facilitating group micro
credit loans with regional development banks and
supporting the groups in the repayment of loans.

Bina Swadaya has 21 regional offices throughout
Indonesia that contain about 7 – 10 staff in each office
that currently facilitate and support over 3000 self help
groups, and each group consists of between 25 – 50
members. Assuming an average family size of 5 then the
number of people under the influence of the groups is

from 400,000 to 750,000. The Bina Swadaya field officers
form and train the self-help groups from individuals based
on similar economic purpose, similar occupations and local
geographical areas.

Micro loans are arranged with development banks usually
for around Rp. 1,000,000 per member and the group
becomes the social and financial collateral for the loan. A
memorandum of understanding between all members of
the group, the facilitator and the lending institution
supports the group loan. Repayment of the loan is
arranged through the group facilitator by at least monthly
collections from the group and is usually achieved by a
group meeting in the local village hall or other suitable
venue. In the case of micro loans a management fee of 0.5
to 1.0% is usually sufficient to cover costs and most
groups pay a development charge of up to 5% of
repayments to Bina Swadaya. In addition to these fees
some groups also contribute to a central pool (sometimes
up to 20% of contributions) to provide a kind of group
security cover to group members who were unable to
make repayments due to unforeseen circumstances.

A typical training program comprises a train the trainer
concept to train the facilitators and this is conducted
over a 3-day period in Jakarta. The trainers then go to the
field and train the group leaders and conduct group
training in the field with ongoing support and training
provided by the group facilitator. Initial feedback suggests
that Bina Swadaya could assist in the promotion and
support of a social security program for the informal sector
employees in the existing groups and then by the
development of future group schemes. Field officers have
assessed that there is an urgent need for formal credit
risk insurance, education savings programs, retirement
incomes as well as the immediate needs of health, injury
and life insurance amongst the existing self-help groups.

RECOMMENDATION
Principles for Extension of Coverage to the
Informal Economy
Based on the International and Indonesian experiences
and from the results of the surveys undertaken as part
of this study the following principles are recommended
for the development of strategies for extension of social
security to the informal sector.
• Self-help groups should be the core of the social

security and insurance models,

• Groups should have external local facilitators from
the social security agency and selected NGO’s and
be supported by local administrations and other local
partners,

• Flexible self-funded insurance programs provided by
government and private companies should be the
core of the system,

• Subsidies from all levels of government should be a
matter of priority to encourage contributors and to
offset the high contribution to personal income ratios
that are a feature of informal sector schemes,
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A Potential Social Insurance Model
An overview of a potential interim social insurance
model that could be tested and extended across the
informal economy in Indonesia shown in figure 20

below. This model is based on the self-help group
principle that has been successfully used for micro
financing.

Figure 105 A Social Insurance Model based on Self-help Groups

In the formal sector, the traditional methods of
extending social security programs has been to use
tripartite cooperation between government, employers
and trade unions. Clearly this process could not be
effective in the informal economy in Indonesia until
there is substantial trade union involvement in the
informal economy. To date most attempts in extending
union membership to the informal economy have been
unsuccessful. It is evident that some experimentation
is required to identify suitable programmes,
administrative models, appropriate partnerships and the
effectiveness of various models. In the past top down
government administered models have achieved little
penetration into the informal economy and experienced
low sustainability. This suggests that more emphasis
should be placed on the development of bottom up
models that will drive the design of programmes and
services to the workers in the informal economy. These
models could make use of some of the existing

cooperatives and self-help groups that are already
established and steps could be taken to extend those
groups and to develop new groups based on the most
successful methods currently in use.

RECOMMENDATION
Develop Models for Provision of Social Security
to Informal Sector Workers
In order that a viable social security scheme could be
developed for informal sector workers it will be
necessary to develop models that provide meaningful
benefits, affordable contributions and are sustainable.
Implementation of such schemes is likely to be
progressive and take into account the wide variety of
occupations, organizations and geographical distribution
of the workers. The following prerequisites are
recommended as a first step in the process of
developing social security models for Indonesian
informal sector workers.
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• Identify the executive agencies, preferably a
combination of government and private companies.

• Select the fund and risk carrier(s) for the scheme
and which agencies will be involved,

• Develop the programs that will be available including
the benefits, services, contributions and management
fees (including risk assessments). The programs must
have flexible mix and match options with a range of
contribution rates and benefits to satisfy the needs
and capacity of different groups and include at least
injury, health, death, retirement and other voluntary
savings schemes,

• Develop administrative and service delivery models
for the programs concentrating on group schemes
but also providing options for individual and self-
employed contributors. The models should include
management information requirements to allow close
monitoring and ongoing risk assessment of the
schemes,

• Conduct a small-scale test of the suitability of the
programs.

• Define user requirements, analysis and design of an
IT system with sufficient data that can be integrated
into the Jamsostek IT system in the future. (A
temporary system to be developed in Jamsostek has
been costed at about US$ 1000 – 1500).

• Design and develop the implementation and
marketing strategy.

• Develop a training strategy and training programme
and delivery methods.

A Future Pilot Project
In conjunction with the other reforms of social security
in Indonesia it would be highly desirable to conduct a
large-scale pilot project to extend social security
opportunities to the informal economy. Worldwide
experience has shown that informal sector workers
will participate in voluntary schemes if there are real
benefits to them and the contributions are affordable.
The most successful schemes are group insurance
schemes that are:

• Area based and to a lesser degree occupation based;

• Able to provide mutual support for members;

• Have identified group leaders; and

• Externally supported by trained facilitators.

Local government resources and facilities could
support these area group schemes and concentration

of effort could be directed at the selected area.
Extension of successful schemes to other areas would
then be easier than for piecemeal-distributed models.

The process of conducting a pilot scheme should
consider the following key points:

• Identify the priority social security needs of informal
economy workers in particular target areas;

• Develop a flexible programme for the informal sector
that could allow a mix of options for cover to
accommodate individual needs and capacity to pay
premiums,

• Develop the administrative arrangements for
establishment of the fund, collection of contributions
and settlement of claims;

• Determine the role of the key stakeholders in national
and provincial governments, NGO’s and the service
delivery agency;

• The potential for subsidies to be provided to
contributors to assist in the promotion of the schemes
and to support their short term sustainability;

• Establish appropriate options for pooling of funds,
re-insurance and guarantees against extreme
situations;

• Improve knowledge and capabilities of local
resources in implementing social security system; and

• The length of the trial and the future of the scheme
after the trial period.

The pilot scheme could assess the suitability and
effectiveness of:
• The programmes and schemes for segments of the

informal sector such as urban, rural and for
occupational groupings;

• Administrative processes and costs;

• Group dynamics such as group building, management
and sustainability,

• Training of group leaders and group facilitators;

• Providers of services, local government, Jamsostek,
NGO’s and private companies;

• Impact of fully self-funded and subsidised schemes;
and

• Most appropriate models for extension to other areas.

An overview diagram of how a pilot scheme may be
organized is shown in Figure 21.
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Figure 106 A Possible Organization for a Social Security Pilot

117 Material about Migrant workers program sourced from ILO (Jakarta office) report A Review of migrant Workers management and
options for Further Development assistance to The Program. November 2001 by the same author of this report.

RECOMMENDATION
Initiate the Proposals for a Funded Pilot Program
There are a number of complex issues involved in
extending social security to the informal sector
employees and without government assistance by
means of a contribution subsidy the success of any
scheme will depend very much on being able to attract
sufficient numbers of voluntary contributors. Initial
findings of this study have suggested that up to 50%
of informal sector worker may contribute to a suitable
scheme. It is recommended that a large-scale area
based pilot scheme be conducted as the pre-cursor to
full-scale implementation of the scheme across the
country.

The pilot programme would need to incorporate the
elements of the previous recommendation and be able
to identify the most suitable program and administrative
models for future implementation. The outcomes of
the pilot would be to develop associations of informal
sector workers based on trust, meaningful social

security programmes and an administration capable
of collecting contributions and payment of benefits that
can be replicated across the country.

A successful large-scale pilot scheme promoted as part
of the social security reforms and supported by
international agencies would improve the understanding
of social security in local communities, highlight the
community needs and stimulate the extension of social
security coverage in Indonesia. A partially subsidised
scheme would demonstrate government commitment
to social security reform and greatly improve the
enrolment rates, spread the risk and ensure a higher
probability of long-term success and sustainability.

Overseas Migrant Workers117

The migrant worker programme is supported by most
sections of Indonesian society as it promises to reduce
unemployment, improve inflow of foreign currency and
provide increased wealth for individual migrant
workers. Large-scale migration of workers from
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Indonesia began in the late 1980’s and has grown
significantly to an unofficial estimate of about 1.4 million
migrants currently working overseas on both legal and
illegal contracts.

Summary of Problems in the Migrant Workers
Program
The problems associated with the Overseas Migrant
Workers have been well documented by a number of
researchers and the problems more recently identified
during the ILO review in August 2001118 are:
• Violation of basic human rights of workers;
• Physical and sexual abuse of female workers;
• Recruitment fraud and malpractices;
• No social security membership whilst working

overseas;
• Clandestine migration and forced return of workers

without official documentation;
• Low wages and poor working conditions;
• Imprisonment of some workers for serious crimes

in foreign countries,
• Graft and corruption in the public service;

• Victimization by hustlers immediately upon return;
and

• Consequences of family disruption caused by
migration.

Most of these problems are not unique to Indonesia
and are common to most countries that promote high
rates of migration of low and semi-skilled workers

Statistical Overview of Migrant Workers
Programs
The statistics shown in this report relate to the
placement of official or legal migrant workers
sponsored through Depnakertrans by the registered
recruitment agencies for overseas employment,
(JPTKI - Perusahaan Jasa Tenaga Kerja). The
extent and distribution of unofficial, illegal or
independently recruited migrant workers is not known
but estimates of a total of 1.4 million Indonesian migrant
workers re often used.

118 Summary of problems identified by M.Abela, ILO August 2001

Figure 107 Table - Destination of Migrant Workers by Region

Destination 1997 1998 1999

Males Females Total Males Females Total Males Females Total
Asia-Pacific 216,538 158,799 375,317 53,560 129,014 182,574 104,164 163,639 267,803
America 736 0 736 2,446 2 2,448 3,505 14 3,519
Europe 576 1 577 1,201 13 1,214 1,604 57 1,661
Middle East & Africa 8,775 117,572 126,347 14,686 179,251 193,937 16,683 149,606 166,289

TOTAL 226,625 276,352 558,862 71,893 308,280 380,173 125,956 313,316 439,272

The above table confirms that the majority of migrant
workers are female and that the most popular
destination countries are Malaysia and Saudi Arabia.
Trends suggest that the proportion of female workers
is increasing to all destination countries.

Social Security for Migrant Workers
In the past Jamsostek was involved in the Migrant
Workers program by insuring members along the same
lines as formal sector employees in Indonesia.
Jamsostek ceased to provide cover to migrant workers
following concerns that it was in a monopoly situation
and that workers would be better served in a

competitive insurance market. There are now 22
authorised insurers for migrant workers providing for
work injury and contract employment insurance. This
has proved to be a more expensive programme that
provides no guarantees for workers and there are
numerous allegations that workers are unable to obtain
legitimate claims from these insurers. It has been
suggested that the typical process generally requires
litigation against the company to obtain payment. This
would clearly be beyond the financial capacity of most
migrant workers particularly in cases of early breach
of contract or non-payment of wages.
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There is a clear need to determine the situation for
insurance for migrant workers, the degree of coverage
and the commitment to payment of claims.
Improvement could be facilitated by making
compulsory the requirement that Jamsostek provide
insurance cover for migrant workers or be the broker
for obtaining insurance for migrant workers. Ministerial
Decree could facilitate this. In this way PTJKI
agencies could be established as nominal employers
on the Jamsostek IT system and all contracted workers
(by the PTJKI) will be shown as employees. Apart
from providing guaranteed insurance cover for workers
the data records and appropriate statistics can be made
available at national and local level through Jamsostek.
The workers would have a choice of insuring with any
of the existing 22 approved insurance companies or
with Jamsostek, however Jamsostek, as the broker,
could ensure that all insurance policies comply with
the minimum standards and monitor the satisfaction of
claims by migrant workers.

In the absence of any government promotion of social
security programs for migrant workers the private
agencies (APJATI) are becoming increasingly involved
in offering services to migrant workers. It is understood
that in conjunction with local banks APJATI intends to
arrange loans to migrant workers to purchase land or
housing so that money earned overseas in put to some
use. A major concern is that many migrant workers
dispose of their earnings unwisely and this is the reason
for requests for further overseas work. The housing
proposal is an effort to maximise the benefits to
individuals of their overseas employment.

The social insurance situation for migrant workers and
the potential role for Jamsostek should be re-examined
in the light of significant improvements in the
performance and management of Jamsostek. The
options for retirement insurance, voluntary saving etc
are not currently provided to migrant workers. By
contrast in the Philippines the Overseas Migrant
Workers Fund provides social insurance to overseas
workers from a trust fund managed by a tripartite
board. This fund, in addition to social insurance,
provides an overseas banking facility, credit facilities
and small business loans. The funds and investment
earnings remain in trust solely for the purpose of
supporting migrant workers. A feature of this fund is
that it maintains its own fiscal inspectors to ensure
compliance of contributions and services.

In addition to social insurance, some of the other
benefits that Jamsostek may be able to offer the migrant
workers program are:
• The opportunity for access to a nationally directed,

distributed service delivery network (Jamsostek has
high capacity communications within Jabotabek and
to West and East Java where the bulk of the migrant
workers originate from119);

• Capacity to provide social security to migrant workers
by incorporating them into the Jamsostek programs;

• The insurance broker for migrant workers insurance;
• If insurance broker status is provided then basic

statistics about PJTKI and workers contracted by
them would be available through Jamsostek, a service
that at the moment is unreliable and in some instances
non existent for the responsible Ministry,
Depnakertrans;

• Access for migrant workers to the 114 Jamsostek
branch offices and 8 Regional Office outlets
throughout Indonesia;

• Potential Information distribution/access points for
the Migrant workers program, in addition to the 419
offices of PJTKI, 15 offices of Depnakertrans
offices at ports of departure (BP2TKI) and 32
Provincial Labour offices (Kandis); and

• All Jamsostek sites have Internet access and the
possibility exists for the creation of an internet
terminal for some use (full, restricted or scheduled)
as a resource point or kiosk for local administrations
to support migrant workers (with information, email,
printing leaflets etc).

This list is indicative only and serves to promote the
need to explore the symbiotic relationship with
Jamsostek now that the Depnakertrans network has
mostly been devolved to provincial administrations. This
would not absolve Depnakertrans of the need to
incorporate the provincial administrations into the
program but would serve to strengthen the relationship
by providing additional access of IT services to local
administrations. The management of Jamsostek would
need to be closely consulted about the feasibility and
its capacity to accept any part of the migrant workers
program.

The migrant workers program appears to be
substantially driven by the private agencies which are
heavily involved in all phases of the migrant worker
process including recruitment, training, employment
overseas and resettlement. Provision of social security

119 Seapat Working Paper 7, Hugo and Bohning July 2000
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eligibility for migrant workers is more complex than
for domestic workers as it is often difficult to negotiate
with international employers and governments. The
private recruitment agencies would be key elements
in any process that required collections of social security
contributions for migrant workers and would need to
be incorporated into the work contracts. In many cases
work injury cover is provided as part of the
employment contract or is included in the insurance
packages currently provided by the registered insurers.

RECOMMENDATION
Extension of Social Security to Overseas Migrant
Workers
It is evident from this and other studies that there is a
need and demand for social security for migrant
workers and that the current insurance programs are
not providing adequate protection. To improve the
welfare of migrant workers the following issues should
be addressed:
• Improve the quality of insurance provided to workers

by introducing a broker such as Jamsostek to monitor
the scheme and also to be given the opportunity to
provide insurance for migrant workers in competition
with the private agencies.

• Review the decision to exclude migrant workers from
the Jamsostek scheme with a view to include migrant
workers in the existing scheme or a program modified
to reflect the needs of migrant workers,

• Develop a partnership model with the key agents in
the process (APJATI, Depnakertrans and Jamsostek)
to provide social security cover to migrant workers
based on the modified needs of the migrant workers.
Including the employment agencies as employers on
Jamsostek IT system could also provide much of
the management information not currently available
to Depnakertrans.

Social Security Institutions for Extension of
Social Security Coverage
The main national institutions capable of delivering an
expanded social security programs are Jamsostek
(workers scheme), Taspen (public sector workers),
Asabri (military scheme) and private insurance
companies. Of these institutions Jamsostek has the
legislative authority for private sector workers, has a
national network in all major provinces and is the largest
institution. The private insurance companies would also
be in a position to administer private insurance schemes
using their existing group schemes that have been
developed on a group risk basis. Whilst extension of
social security coverage is welcome it is also desirable
that the number of schemes is kept small and the overall

system does not become fragmented with a
proliferation of schemes that will become difficult to
control. Smaller schemes may be less profitable, have
higher administrative overheads, provide lower
benefits, increased risk of insolvency and may in the
longer term jeopardise the development of a future
government subsidised system.

An ideal social security system should maximise the
performance of existing institutions within the bounds
of current legislation by treating all employer/employee
relationships as formal sector workers and subject to
compulsory social security contributions. This could
allow the creation of special cases for the remainder
of truly informal sector workers. The existing public
sector and military schemes should remain independent
until it is possible to provide for a standardised social
security scheme that provides a basic benefit for all
workers and for portability between schemes. In the
short term it is most likely that Jamsostek could
coordinate a social security scheme for informal sector
workers jointly with private insurance companies by
delivering flexible policies to group schemes through
local facilitators.

Capacity for Jamsostek to Extend Membership
The Branch Offices are the main service delivery
outlets for Jamsostek customers. The primary
customer focus is on the employers who are responsible
for registration of their employees in the schemes,
payment of monthly contributions and representing their
employees’ social insurance affairs. The service
delivery concept is based on group collections of
contributions and this has shaped the organisational
structure. Previous reports in this project have
recommended that the focus should be changed more
towards the individual member in terms of access to
services, information, marketing and privacy.  The
ability to have direct contact with members, without
using the employer as a broker is considered essential
in the longer term. A cost estimate has not been made
to undertake this change in focus but it is expected at
a minimum that IT systems will have to be upgraded
as well as changes to staffing and property models.
The upgrade of IT systems, data collection and data
entry of the additional data has been broadly estimated
to cost between US$ 1.5 - $2.0 million.

It is not proposed that the employer group collection
methods be changed as they have proven to be
efficient; however additional collection methods need
to be devised if smaller enterprises and self-employed
workers are included in the membership of Jamsostek.
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This may include the user of field officers employed
by Jamsostek, as paid agents or NGO’s paid a
commission for servicing informal sector groups.

Service Delivery Network
The national service delivery network is based on 108
Branch offices located around the country. There are

provisional plans to increase this number to 114
branches by the end of 2002. These Branch offices
are responsible for customer service, collection of
contributions and processing and payment of benefits.
The Branch offices are administered by eight (8)
Regional Offices and their locations are shown in Figure
23.

Figure 108 Regional Office Locations

The Regions are numbered one (I) to eight (VIII) from
west to east and they are located around the major
employment centres with 4 of the Regional offices and
61 Branch offices on the most populous island, Java.

New Branch Offices are created from other Branch
Offices within the Region based on the total number
of current employees actively contributing to the
schemes. The Branch Offices are graded in size
according to the employee membership numbers and
the grades are:
• Grade I – more than 150,000 active members;
• Grade II – 100, 000 active members; and
• Grade III – maximum of 50,000 active members.

The number of branch offices per Regional office varies
in accordance with population density and the location
of employment.

Jamsostek Operating Costs
The purpose of this section is to obtain a broad indicator
of the administration costs of Jamsostek and the impact
that the integration of additional small contributors may
make on the efficiency of the organisation. It is also to
determine whether it will be cost effective to collect
potentially small contributions from informal economy
workers and whether the balance of the contribution

will be sufficient to provide useful social security cover
for the contributor. This section is not an exhaustive
detailed analysis but an indicative overview.

There is no data available about the individual costs of
processing transactions or the range and work value
of the key transactions in Jamsostek, although the
administration costs for the whole organisation are
available for the year ended March 2001 (year 2000)
and are provided as Table 14 in Annex 22 to this
publication.

Dividing the estimated number of active Jamsostek
members (9,382,786) into the estimated total
administrative and operating costs of Jamsostek (Rp.
232,843 million) produces an estimated average
administrative cost of         Rp. 24,816 per year per
active member. This of course covers 3 and sometimes
4 programs per member.

Isolating the cost of any of the individual programs is
more difficult as Jamsostek does not keep its accounts
in a form that separately identifies costs.  However, in
1997 Jamsostek conducted an exercise in an attempt
to build a cost allocation model, which produced the
following tentative estimates.
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Figure 109 Jamsostek Program Cost estimate
1997

Program Scheme % of Costs
JHT Old Age Benefit 86.24%
JKK Employment Accident 2.98%
JPK Health 1.64%
JKM Death Benefit 1.28%

Cost of Collecting Contributions
A gross figure for the cost of administration per
contribution can be produced using the gross
administration costs (Table 14 in Annex 22) and gross
contribution receipts (Table 15 in Annex 22)120 and
provides the following gross estimate of Administration
costs as a % of Contributions collected:

(Jamsostek Annual Administrative Costs)

(Total Actual Annual (Total Actual Annual
employer contributions + Aged program employer

less Aged program) contributions)

(232,843,021,994)

(553,100,592,106) + (1,929,718,764,933)
= 9.45 % of Total

Contributions

It should be noted that in publication of accounts,
Jamsostek does not include Aged program contributions
as receipts because they are exempt from the dividend
to the government (tax) and are held in trust (albeit
invested) and belong to the individuals that have made
the contributions. The contributions for the other
insurance programs (Work Injury, Death and Health)
are included in the company financial statements and
form part of the income for purposes of the dividend.
This exclusion of the Age Retirement program presents
the image of a very inefficient operation and the
published figure for operating costs against
contributions for year 2000 was 40.63%. For this
version of the measure to be meaningful, the resources
dedicated to the largest program, the operation of the
Age Retirement program, should be taken into account.
The tentative estimate that the Age Retirement
program represents 86.24% of the Jamsostek workload

suggests that the published figure could be reduced by
86.24%, which would reflect the cost of the other
insurance programs. i.e. administration costs against
contributions for:
• JKK, JKM and JPK = 5.79% of contributions; and
• All programs (JHT, JKK, JKM and JPK) = 9.45%

of contributions.

Administration Costs as a Ratio of the Investment
Portfolio
Another typical indicator of costs and used to compare
the efficiency of retirement funds and often to set their
management fees is administration cost as a
percentage of total funds invested. The estimation
for Jamsostek in year 2000 was:

(Jamsostek Annual Administrative Costs)
(Total Funds Invested as per the investment portfolio)

(232,843,021,994)
(12,289,731,000,000)

= 1.89 % of Investment Portfolio

Based on these broad estimates it would be cost
effective to collect smaller contributions from informal
sector workers if the group size was maintained close
to the existing average (124 employers per employer
group121). This could be achieved by deputising a key
individual or agency as the group leader and to be paid
on commission or fee for service on a part-time basis
to collect and deposit monthly contributions on behalf
of individual contributors.

Administration Cost of Key Transactions
Annex 29 attempts to show what the Minimum costs
per customer or transaction would be if the collection
of contributions was 100% of the active members of
Jamsostek. In reality this is probably not achievable
and a more realistic international standard is 85% of
contributions collected each month. The potential
administrative cost per transaction of collecting
contributions and processing Age Retirement claims
as calculated in Annex 29 are summarized in Figure
25.122

120 The contributions for the Old Age program are obtained separately to the item in this Annex.
121 See Annex 5 for calculations
122 It should be noted that the work value of the Health Insurance scheme and Work Injury Insurance schemes are not treated separately

for the purposes of this exercise. The health insurance fund is relatively small compared to the retirement fund and much of the
processing is outsourced to intermediaries. Refinement of these estimates into a more accurate model that includes costing for other
programs would assist in the planning of future expansion in Jamsostek.
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Figure 110 Summary of Estimated Transaction
Costs in Jamsostek

Estimated Key Monthly Yearly
Transaction Costs (Rp) (Rp)

Employer contributions
(12 contributions per year) 7,768 93,219

Payment of Retirement 66,505
claims (each claim)

Individual Employee 63 751
Contribution cost
(based on average of 124
employees per employer)

Cost Estimates and the Expansion of Jamsostek
These cost estimates may provide some indication on
how Jamsostek will be able to manage an expanded
customer base and the feasibility of extending
contribution options to the remainder of the formal
sector and ultimately to the informal sector. The cost
estimates do not take into account:
• Economies of scale that may be achieved by

increasing the ratio of the larger class I branch offices
to the smaller class II and III offices;

• Efficiency improvements by introducing cost based
resource monitoring and management information;

• Improvements in productivity based on an
organization wide best practice environment;

• Cost reductions in management by promoting
devolution of support tasks to Branch offices; and

• Additional automation of processes by enhancements
to IT systems.

The improvements need to be offset against additional
resources that will be required to:
• Implement a new compliance program to enforce

existing and new regulations on contributions; this
will involve additional staffing, training,
accommodation, IT programs and transport;

• Service a potentially lower employer/employee
contribution ratio to accommodate smaller
workplaces, self employed workers and informal
sector workers;

• Provide additional resources to shift focus from
employers to individual members, especially for
marketing, promotion and claims;

• Expand property requirements, and
• Upgrade IT systems to accommodate a more

individual service including the dispatch of individual
annual statements, compliance, new registration

system and possible additional categories of
membership for self employed and informal sector
workers.

Improvements to Jamsostek
A number of recommendations about improvements
to Jamsostek were made in the ILO report titled
Restructuring Social Security in Indonesia –
Review of operations and Information Technology
in Jamsostek, November 2001. These improvements
are considered critical to the future of Jamsostek as
one of the key social agencies and without these
improvements expansion of the membership base will
be difficult to achieve and remain less efficient. A
summary of these improvements is as follows:

Process and Administrative improvements
• The membership process needs to be enhanced to

involve individual members in their social security
investment;

• Compliance process should be the responsibility of
Jamsostek with amendments to legislation required
to allow social security inspectors to be managed by
Jamsostek in order to improve compliance from the
current 32.5% to a more acceptable international
target of more than 80%;

• Provident fund performance to improve the returns
on investment and lower the relative administration
cost to make the fund more attractive to members
by increasing the long term benefits to members;

• Improvement of the benefits provided to members
and to introduce new social security benefits in the
medium term such as unemployment insurance,
maternity benefits, regular pensions in lieu of lump
sum payments, accident insurance and possible social
assistance in the long term;

• Improved access to services by distributing access
to remote areas by the use of part-time services,
authorised agents, telephone services and further
devolution of branch offices;

• Reviewing the business needs to improve targeting
of services and needs to customer groups in the
currently excluded employment sectors; and

• Developing a more effective marketing program to
better inform the potential members about Jamsostek
social security services, eligibility, benefits and
procedures.

Technology Improvements
• Development and implementation of a unique

numbering system for social security customers to
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minimise the risks of duplicate claims, redundant data
and provide more accurate advice to members;

• Integration of the duplicate records that have been
created by the multiple records that are produced
when members change employers or branch offices;

• Development and implementation of a national index
to enhance the record search process, transfers
between branches, support the minimisation of
duplicate records and obtain a national view of
customer records; and

• Develop a new integrated registration process that
uses additional data about individuals, includes a
stringent proof of identity process and provides
customers with their rights and obligations of
membership.

Jamsostek has a developed organization that is centrally
managed, distributed throughout the country and has a
flexible expansion model that could be gradually
extended to include additional contributors. In order to
do this the suggested improvements would need to be
substantially completed before any expansion occurred.
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CHAPTER 18 THE SOCIAL BUDGET
In terms of economic performance, the country has
grown at rates higher than many other Southeast Asian
economies except for the crisis period when it
experienced double-digit contraction. The industrial
sector led the way in the past economic growth. In
addition, except for the crisis period, the economy has
been stable with single digit inflation and relatively low
unemployment rates. One characteristic of the
economy is that employment is predominated by a large
informal sector.

Analysis of the aggregate social insurance
expenditure
Currently, the cost of social insurance in Indonesia is
1.5% of GDP with 95% spent on old-age benefits.
This is explained by a limited coverage and low benefit
levels. This also does not deviate from the common
trends in Southeast Asia except for Singapore. It should
be mentioned, however, that there is an increasing
pension debt represented by the deficits in the old-age
benefit schemes for civil servants and retirees in the
TASPEN programme. Furthermore, considering the
slowing down of the population growth and the
extension of life expectancy, a rapid rise in the old-age
dependency ratio is inevitable. This would impose an
increasing pressure for current contributors as well as
for government budget in the future. Finally, if the
economy cannot attain the assumed growth rate of
the economy of 5%, the relative cost of the social
insurance system will increasingly become heavy for
the Indonesian economy.

The analysis made in the report has demonstrated the
feasibility and usefulness of the social budgeting as a
tool for the national planning. In addition, it is also hoped
that this would initiate further effort towards building
more comprehensive and reliable database required
for a full-scale social budgeting exercise.

Executive Summary

This Chapter presents the main findings and conclusion
of the actuarial and social budget expert team in the
project “Restructuring of the Social Security in
Indonesia (INS/00/M04/NET)”. The scope of the
report covers an assessment of the demographic and
economic background for the development of social
expenditure and a development of a social budget
model for Indonesia for the national financial planning.
An actuarial valuation of the Jamsostek scheme,
examining its financial sustainability and identifying
weaknesses in its financial structure and reviewing the
investment policy and financial management are the
subject of Chapter 10 in Part II of this Publication.

Demographic and economic context
The Indonesian population has been in a transition from
a young age-structure with high growth rates to an old
age-structure with relatively low growth. The projection
results show that this trend will continue. In particular,
the projection results show that Indonesia will
experience a rapid population ageing for the next few
decades. By 2030, the percentage of the population
older than the current retirement age (55 years) and
the old-age dependency ratio (defined as the population
older than 55 divided by the population aged 15-54
years) is expected to be twice as high as the current
level. This will put heavy pressure on the financing of
social protection in the long run.

Furthermore, due consideration is required on the
following socio-economic issues associated with the
future demographic changes. Firstly, the increased life
expectancy after retirement will necessitate an
increase in the retirement age, possibly from the current
55 years of age to 60 years or higher. Secondly, the
trend towards smaller families will reduce the level of
the family support for the elderly and create the need
for old-age support in the form of social security.
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Bab 18 Anggaran Sosial

Rangkuman Eksekutif

Bab ini menyajikan temuan-temuan utama dan
kesimpulan dari tim ahli aktuaria dan anggaran sosial
dalam proyek “Restrukturisasi Jaminan Sosial di
Indonesia (INS/00/M04/NET).” Ruang lingkup laporan
ini meliputi penilaian terhadap latar belakang
demografis dan ekonomi bagi pengembangan
pengeluaran sosial dan pengembangan suatu model
anggaran sosial bagi Indonesia bagi perencanaan
keuangan nasional. Suatu penilaian aktuaria mengenai
skema Jamsostek, yang menganalisa kesinambungan
keuangan dan mengidentifikasi kelemahan-kelemahan
dalam struktur keuangannya serta mengkaji ulang
kebijakan investasi dan manajemen keuangan
merupakan pokok persoalan dari Bab 10 Bagian II
Publikasi ini.

Konteks demografi dan ekonomi

Penduduk Indonesia berada dalam transisi dari struktur
penduduk usia muda dengan tingkat pertumbuhan yang
tinggi ke struktur penduduk usia lanjut dengan tingkat
pertumbuhan yang relatif rendah. Hasil proyeksi
(perkiraan) menunjukkan bahwa kecenderungan ini
akan terus berlanjut dan Indonesia diperkirakan akan
mengalami pertumbuhan penduduk usia lanjut secara
cepat dalam beberapa dasawarsa mendatang. Pada
tahun 2030, persentase penduduk yang lebih tua dari
usia pensiun sekarang (55 tahun) dan rasio
ketergantungan usia tua (yang didefinisikan sebagai
jumlah penduduk berusia di atas 55 tahun dibagi jumlah
penduduk berusia 15-45 tahun) diperkirakan akan
menjadi dua kali lebih tinggi daripada tingkat yang ada
sekarang. Hal ini akan memberi tekanan yang berat
terhadap pembiayaan perlindungan sosial untuk jangka
panjang.

Selanjutnya diperlukan pertimbangan yang tepat
mengenai isu-isu sosial ekonomi yang berkaitan dengan
perubahan-perubahan demografi di masa yang akan
datang: Pertama, meningkatnya usia harapan hidup
setelah pensiun akan menyebabkan perlunya usia
pensiun diperlambat, mungkin dari 55 tahun menjadi
60 tahun atau lebih. Kedua, kecenderungan ke arah
keluarga yang lebih kecil akan mengurangi tingkat
dukungan keluarga kepada mereka yang berusia lanjut
serta menciptakan kebutuhan akan bantuan usia tua
dalam bentuk jaminan sosial.

Dari segi kinerja perekonomian, Indonesia telah
mengalami pertumbuhan ekonomi pada tingkat yang
lebih tinggi daripada perekonomian-perekonomian Asia
Tenggara lainnya kecuali selama periode krisis moneter
(krismon) di mana perekonomian Indonesia mengalami
penyusutan hingga dua digit. Di masa lalu, sektor
industri memimpin pertumbuhan ekonomi. Selain itu,
kecuali selama masa krisis, perekonomian Indonesia
relatif stabil dengan inflasi digit tunggal dan tingkat
pengangguran yang relatif rendah. Salah satu
karakteristik perekonomian Indonesia adalah adanya
sektor informal yang besar yang mendominasi lapangan
kerja.

Analisa pengeluaran untuk asuransi sosial secara
keseluruhan

Saat ini, biaya asuransi sosial di Indonesia adalah 1,5%
dari Produk Domestik Bruto di mana 95%-nya
digunakan untuk membayar jaminan hari tua. Hal ini
diketahui dari terbatasnya cakupan dan tingkat manfaat,
jaminan sosial yang rendah. Ini juga tidak menyimpang
dari kecenderungan umum yang ada di Asia Tenggara,
kecuali Singapura. Namun, perlu disebutkan adanya
kenaikan utang uang pensiun sebagaimana terlihat dari
kekurangan yang terjadi dalam skema jaminan hari tua
untuk pegawai negeri dan pensiunan dalam program
TASPEN. Selain itu, dengan mempertimbangkan
melambatnya pertumbuhan penduduk dan meningkat-
nya usia harapan hidup,  kenaikan secara cepat dalam
rasio ketergantungan usia tua agaknya tidak dapat
dihindari. Hal ini tidak saja akan memberikan tekanan
yang semakin berat bagi peserta program yang saat
ini masih membayar iuran tetapi juga membebani
anggaran pemerintah di masa mendatang. Akhirnya,
apabila perekonomian tidak dapat mencapai/mewujud-
kan asumsi tingkat pertumbuhan ekonomi sebesar 5%,
biaya relatif dari sistem asuransi sosial tersebut akan
menjadi semakin berat bagi perekonomian Indonesia.

Analisa yang disusun dalam laporan ini telah
mendemonstrasikan kelayakan dan kegunaan penyu-
sunan anggaran sosial sebagai alat bagi perencanaan
nasional. Di samping itu, diharapkan juga bahwa hal
ini akan memprakarsai upaya-upaya lanjutan ke arah
pengembangan database yang lebih komprehensif dan
dapat dipercaya, yang dibutuhkan untuk suatu upaya
penyusunan anggaran sosial berskala penuh.
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The Demographic And Socio-
Economic Context

Any financial analyses of social security system need
to reflect the legal, demographic and socio-economic
context in which it operates. This chapter provides an
analysis of the demographic and socio-economic
environment of Indonesia and sets out scenarios for
the future development.

Demographic context

Historical trends

(i) Population growth and ageing
In 2000, the Indonesian population was estimated at
208 million, growing at a rate of 1.4% per year, as
summarised in the table in Figure 110 Due to declining
fertility and mortality, the growth rate of the population

Figure 111 Table of Main Demographic Indicators of Indonesia, 1970-2000

Year 1970 1980 1990 1995 2000

Population (in thousands)
Total population 120,208 146,935 178,298 193,915 208,000(E)

Age structure
(a) Below 15 42% 40% 36% 33% 29%
(b) From 15 to 54 50% 52% 55% 57% 60%
( c) 55 and over 8% 8% 9% 10% 11%
Dependency ratio ( c)/(b) 15.9% 15.7% 17.0% 17.9% 18.2%

Period 1970-1979 1980-1989 1990-1995 1995-2000

Average annual rate of growth (%) 2.3 2.0 1.6 1.4
Total fertility rate
(per woman, average of 5 years) 5.61(1970/74) 4.06(1980/84) 2.80 2.55(E)
Life expectancy at birth (years) 4.68(1975/79) 3.33(1985/89)

Both sexes combined 49.2 56.2 62.6 65.1
Males 48.0 54.5 61.0 63.3
Females 50.5 58.0 64.5 67.0

Infant mortality rate (per 1,000 live births) 126 89 59 48
Note: Excluding East Timor.
Source: BPS Census, UN “World Population Prospects, the 2000 revision”.

(ii) Fertility
The total fertility rate (TFR) has declined from 5.6
children per woman in 1970 to the current level of
around 2.5. Recent statistics show a substantial
decrease in the age-specific fertility rates at 40
years and above. This decrease is ascribed to the

changes in reproductive behaviour as more people
use the family planning programme. The family
planning programme, promoted by the National
Family Planning Coordinating Board (BKKBN)
since the 1970s, legitimised the concept of fertility
control, making contraceptive methods available

shows a decreasing trend. The change in population
size is accompanied by changes in age structure (see
the transition of population pyramids shown in Annex
11 The percentage of the population younger than 15
years of age has been decreasing considerably.
Accordingly, the population older than the normal
retirement age (55 years) has been increasing steadily.
The dependency ratio, defined as the population aged
55 and older as a percentage of working age population
(age 15-54), increased from 15.9% in 1970 to 18.6%
in 2000.

In the long run, these demographic changes are
expected to have a wide range of socio-economic
implications such as change in family structure,
population ageing, urbanisation, education, structure of
diseases and feminisation of labour. The recent
economic crisis has caused considerable damages to
the general standard of living. The share of the
population living under the poverty line has increased
sharply from 11% in 1997 to 21% in 1999.
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for women in need and introduced the small family
norm. Some demographers argue that as a result
of the recent financial crisis the fertility rates would
increase because of the reduced use of
contraceptive methods, although there has been
no empirical evidence so far.

(iii)Mortality
Life expectancy at birth is estimated at 64.3 years
for men and 67.2 years for women in 2000. There
has been a significant reduction in infant mortality
from 126 per thousand births in 1970-74 to 48 in
1995-99. (It is reported that there are cases of
failure to register deaths in rural areas. This may
lead to an underestimation of mortality.)

According to the statistics of the Ministry of Public
Health, the number of HIV/AIDS cases is very small
(only 2,950 cases have been registered as of June
2002). However, Government reports estimate that
120,000 Indonesians have been infected by HIV/AIDS,
out of which 43,000 are intravenous drug users. United
Nations Programme on HIV/AIDS (UNAIDS) states
that drug injection (needle sharing) is a major route of
infection in Indonesia. It is estimated that 9,000 women
have been infected sexually by intravenous drug users.

(iv)Migration
Net international migration has been marginal and
no significant change is recognised. In respect of
internal migration, there have been movements
from rural provinces to more developed areas. The
programme of transmigration (or resettlement of
internal migration) had caused a large counter flow
of population from high-density areas to low density
areas. This programme is currently suspended.

Population projection
Population projections provide the general framework
for the development of the labour force and the
population to be covered by social security systems.
In Indonesia, several institutions undertake population
projections, including the Central Bureau of Statistics
(BPS) and the Demographic Institute of the University
of Indonesia, as well as the United Nations. For the
purpose of this study, an updated projection for the
period 1995-2050 has been established using the
standard ILO population projection model with the latest
available information. Particular attention has been paid

to the effects of the economic crisis, which began in
1997.

(i) Base data
The year 1995 has been selected as the base year
of the projection. Most of the base data have been
taken from the intercensal survey in 1995. These
data are supplemented by preliminary results of
the last census in 2000 to take into account the
effects of the economic crisis where possible.

It should be noted that there remain some
inconsistencies among the data even though we
consulted the most reliable sources. This is, to a
certain extent, inevitable in view of the country’s
highly heterogeneous ethical, cultural and
geographical composition. In this respect a suitable
disaggregation of data would be necessary for the
efficient administration of a social security scheme.

(ii) Assumptions of the population projection:
intermediate scenario
The population in the base year was determined
on the basis of the 1995 inter-censal survey with
the following two modifications. First the population
in East-Timor has been excluded, and second, the
population of the age group “75 and over” has been
divided into further age groups.

The Table in Figure 112 summarises the key
assumptions for the population projection under the
intermediate scenario. The total fertility rate (TFR) in
1995 is estimated to be 2.55 children per woman. A
declining trend in fertility is assumed for the future.
The TFR is assumed to decrease until it attains its
ultimate level of 2.1 children per woman by 2010. In
view of the stability of the childbearing schedule in the
past period, the intermediate childbearing pattern has
been chosen. The sex ratio for the newborn (i.e. ratio
of boys to girls) is estimated to be 1.037.

As no official mortality rates are available, these rates
have been drawn from the United Nations’ model life
tables. The “South Asian” regional pattern has been
selected. The reduction in mortality rate is expected
to continue but at a more moderate pace. In view of
the statistics of the past period, no net international
migration has been assumed for the whole period of
projection.
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Figure 112 Table of Key Assumptions of the Population Projection (intermediate scenario), 1995-2050

Year 1995 2000 2010 2020 2030 2040 2050

Total fertility rate 2.55 2.3 2.1 2.1 2.1 2.1 2.1

Life expectancy
Males
At age 0 62.3 64.3 67.8 69.8 71.6 73.2 74.2
At age 55 20.0 20.5 21.6 22.3 22.9 23.6 24.0
At age 60 16.3 16.8 17.7 18.3 18.9 19.4 19.8
At age 65 13.1 13.4 14.2 14.6 15.1 15.6 15.9
Females
At age 0 65.2 67.2 70.7 73.1 75.1 76.7 78.0
At age 55 21.6 22.3 23.5 24.5 25.3 25.5 25.9
At age 60 17.7 18.3 19.4 20.2 21.0 21.2 21.6
At age 65 14.2 14.7 15.6 16.3 17.0 17.1 17.5

(iii) Results of the intermediate projection

The table in Figure 113 summarises the results of the intermediate projection.

Figure 113 Table of Key Results of the Population Projection (intermediate scenario), 2000-2050

Year 2000 2010 2020 2030 2040 2050

Population (In thousands) 208,866 237,422 261,543 281,290 296,075 304,341
Annual growth rate 1.4% 1.2% 0.8% 0.6% 0.4% 0.2%
Age structure
(a) Below 15 29% 25% 23% 21% 20% 19%
(b) From 15 to 54 60% 61% 59% 57% 52% 51%
( c) 55 and over 11% 14% 18% 22% 28% 30%
Dependency ratio ( c)/(b) 18.2% 22.6% 30.9% 39.2% 52.8% 58.7%

Due largely to the continuous decline in fertility, the
population growth is estimated to slow down further
but the total population is expected to exceed 300 million
by 2050. As shown in Figure 1.1, a rapid population
ageing is anticipated. The percentage of the population
older than 55 years of age is expected to double by
2030 and become three times the current level by 2050.
Accordingly, the dependency ratio is estimated to
increase rapidly from 18.2% in 2000, to 30.9% by 2020
and to 52.8% by 2040. In terms of the reciprocal of
the dependency ratio, namely the number of working
persons per one retired, the figures decrease from 5.5
in 2000, to 3.2 in 2020 and to 1.9 in 2040. Such a rapid
population ageing raises concerns on the increasing
cost of social protection in the future.

(iv)Sensitivity analysis
In order to show the degree of confidence of the
intermediate projection results, projections have been
made under two alternative scenarios, namely the rapid
ageing and the slow ageing scenarios. Under the rapid

ageing scenario, the TFR is assumed to decrease
further until it reaches 1.8 children per woman in 2020
and after. In addition, a faster reduction in the mortality
rate has been assumed. Under the slow ageing
scenario, both the fertility and mortality levels are
assumed to remain at the 1995 level.

In a comparison of the assumptions and results of
projections under these scenarios we observe that even
if the declining trends of fertility and mortality are
stabilised at the current level a considerable population
ageing is unavoidable. If, on the contrary, such
demographic changes take place at a more accelerated
pace, the long-term effect on the population ageing is
even more significant.

In addition, our results were compared with United
Nations population prospects (2000 revision). The
results of UN projection are more or less similar to
those of our intermediate projection.
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Figure 115 GDP by Sector 1983 – 2000

Macroeconomic and labour market overview

Overview of past performance

(i) Gross domestic product
Indonesia has been growing consistently – its
growth rate is less than the Newly Industrialized
Economies but high by the ASEAN standard. As
shown in the table in Figure 114, in the 1980s the
real GDP has been growing at more than 5% and
posted even higher growth (7% to 9%) in the last
decade except for the period of the financial crisis.
The industrial sector led the way in terms of growth
throughout the recent history posting even double-
digit growth in the 1990s. It is observed that the
major feature of Indonesia’s economic trend is high
growth and rapid industrialization (EIU 2000, Fane
1999). Agriculture showed slower growth rates of
less than 5%. However, it showed resiliency during
the crisis when it posted a positive grow as industry
and services contracted substantially.

Figure 114 Table of Growth rates of real GDP,
1983-2000

1983-1987 1990-1995 1995-2000

Total 5.4 9.2 0.7
Agriculture 3.5 3.3 1.5
Industry 5.6 12.6 1.5
Services 6.4 8.9 -0.4

The structure of the economy has been changing with
dependence on agriculture declining and the share of
industry rising. As shown in Figure 114 the share of
agriculture in real GDP has declined from 23% in 1983
to 17% in 2000. Industry, on the other hand, accounts
for an increasing proportion from 40% in 1983 to 43%
in 2000. Finally, the share of services also increased
from 37% in 1983 to 40% in 2000. A standout in the
industrial sector is manufacturing which steadily
increased its share from 13% in 1983 to 26% in 2000,
faster than other branches in the industrial sector. The
rise in manufacturing was seen as the country’s
response to the declining oil price since early 1980s in
search for alternative exports (EIU 2000).

(ii) Labour productivity
As in many countries, output per worker is highest in
the industrial sector, followed by the services sector.
As the table in Figure 116 shows, the labour productivity
growth turns out to be also high in the last decade.
Output per worker grew as high as 8% before the
crisis and went down significantly during the crisis
period.

Figure 116 Table of Growth Rates of the Labour
Productivity, 1989-2000

1989-1994 1996-2000

Total 6.0 -2.6
Agriculture 4.7 -1.7
Industry 0.8 -1.3
Services 2.9 -3.0
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(iii) Employment
As the table in Figure 117 indicates, the growth in
total employment in the 1990s went from a low of
0.7% in the middle of the crisis in 1998 to as high
as 3.3%. Leading the growth is the industrial
sector, as it also posted the highest output growth
rate except the crisis period where it experienced
double-digit contraction in employment.
Employment in the agriculture sector recorded a
much slower growth reflective of its slower growth
in output although it worked as the absorber of
unemployed during the crisis period by growing
almost 10% as other sectors experienced deep
cuts in their employment. Again, except for the
crisis period, the employment growth in the
manufacturing stands out for the industrial sector.
This was brought about by the emphasis on labour-
intensive manufactured exports as oil prices
declined in early 1980s (Radelet 1999). The service
sector employment contributed modest growth
rates.

123 The 1971 census puts the employment share of the agriculture sector at 64.8% and the 1980 census puts this share at 55.9% (Korns,
1987).

Figure 117 Table of Growth Rates of Employment,
1987-2000

Sector 1987-1990 1990-1994 1996-2000
Total 2.7 2.2 1.8
Agriculture 3.3 -2.5 2.9
Industry 26.9 12.0 0.6
Services -3.4 6.4 1.1

While the distribution of employment by sector is
expected to follow the development in the sectoral
composition of output, the change in composition is
much more modest. Figure 118 illustrates this. The
agricultural sector employed 55% in 1990123 while in
2000 the sector still accounts for 45% of employment.
The industrial sector accounted for 14% of employment
in 1990 and increased its share to 17% in 2000.
Substantial proportion of employment in industry sector
is in manufacturing. The service sector contributed
31% in employment in 1990 and the proportion
increased to 37% in 2000. The overall movement of
workers follows the anticipated way, i.e., shifting from
the agricultural sector to the industrial and services
sectors.

Figure 118 Employment by Sector 1990 - 2000

(iv) Labour supply
Labour supply is determined by the working age
population and the labour force participation rate.
The development of the working age population
reflects the declining growth of the total
population as described earlier. The growth rate

of population of 15 years and above is 2.5%
between 1995 and 2000. Labour force
participation is usually different by sex, with men
mostly in the labour force and women having the
option of being employed or working at home.
This pattern is observed in Indonesia except that
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the labour force participation of women is slightly lower than other Southeast Asian countries, e.g. Thailand
and Vietnam, and a little higher than the Philippines.
There is an increasing trend in the overall labour force participation from 57% in 1986 to 60% in 2000.124 In
terms of sex, as Figure 119 shows, the participation rate of women is about two-thirds of that of men. There
is no discernible trend of closing this gender gap in the labour force participation.

Figure 119 Labour Force Participation Rates by Sex, 1986 – 2000

124 The recorded labour force participation rate in the 1971 census is 51 and 50% in the 1980 census (Korns 1987).

In respect of age distribution, as shown in Figure 120,
the inverse-U pattern is evident as in other countries
with younger and older ages exhibiting lower
participation rates than the middle age group. Two
observations emerge from the data. First, the labour
force participation rates are declining at for young

workers at age groups 10-14 and 15-19. This is due to
the rising enrolment rates of higher education. Second,
there is a slight indication that older workers at 55 years
and above are participating more in the labour force.
This pattern is more pronounced in the case of female
workers.

Figure 120 Labour Force Participation Rates by Age Group 1986 – 2000
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(v) Unemployment
The labour force survey defines the open
unemployment as those looking for jobs but could
not find one.125 Figure 121 shows the age-specific

125There is a critical view to this method of measuring unemployment which results in significantly low unemployment rates (Ahmed and
Dhanahi 1999). We however do not pursue this issue in this report.

open unemployment rates. For young workers
below 35 years of age, the unemployment rates
are particularly high and they are in an increasing
trend. In terms of sex, women have higher
unemployment rates than men.

Figure 121 Open Unemployment Rates by Age Group 1986 - 2000

(vi) Prices, interest rates, exchange rate and
wages

Prices in Indonesia have been relatively stable except
during the turmoil caused by the financial crisis.
Inflation rate has been at double digit levels in the 1970s
and early 1980s but was kept at single digit levels starting
in the middle of 1980s until the crisis struck where
inflation went as high as 59% in 1998 (Some detailed
data are shown in Annex 3 of this publication and
complete data is available in the project report). This
aberration was largely driven by the collapse of the
Rupiah, breakdown in production, rapid growth in
money supply to keep banks liquid (EIU 2000). Relative
price stability returned when macroeconomic stability
was achieved.

Interest rates have been slightly higher than inflation
for the most part of the preceding decade signalling
positive real interest rate, except for the crisis period.
As a result of the deregulation on the lending and deposit
rates in the 1980s, greater movements in the interest
rate followed. The decadal average rate is 15% for
the savings while it is 17% for time deposit. Considering
an average inflation rate of about 9%, this means that
real interest rate is in the range of 6% to 8%.

The exchange rate, as in many developing countries,
is one of the key determinants of prices. The exchange
rate had been stable for most of the 1990s except for
the crisis period where it recorded more than 200%
depreciation. There were also some significant
fluctuations that happened in the late 1980s.

The Statistical Bureau (BPS) regularly reports average
wages by different types of job, sex and locations. One
can observe that although in the pre-crisis period the
real wage has been prevented from declining, during
the crisis the wild fluctuation in prices has cut
substantially the value of the real wage to even below
the 1994-levels. It is, however, difficult to estimate a
measure of average wage from these skill-specific
wage data.

An alternative way is to approximate the average wage
rate by the national average wage. The national
average wage is calculated by dividing the share of
labour in output, estimated from the primary distribution
of income, by the total number of employed workers.
Basic source of data for computing the primary income
distribution is the input-output table that Indonesian
statistical agencies prepare every five years. The latest
available data show that the share of labour is 31.1%
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in 1990 and 42.3% in 1995. We find that average
national increased by 25% in nominal terms during the
period 1990-1995.126

Scenarios for the future
In view of the analysis of the past performance, we
set out two scenarios – the base line scenario and the
low growth scenario – regarding the future
development of the Indonesian economy. For each
scenario, the macroeconomic consistency has been
ensured. It should be noted that these scenarios have

been devised to serve as a basis of the projections of
social security expenditure; they are not necessarily
the ILO’s forecasts of the Indonesian economy.

The table in Figure 122 summarises the key
assumptions under the both scenarios. It is assumed
that the economy will be able to regain the growth
performance of the pre-crisis period by 2005. The base
scenario assumes that the economy will grow at 5.5%
until 2014 and it slows down at 5%. The low growth
scenario, on the other hand, assumes that the economy
will keep 4% growth after 2003 onwards.

126 The input-output table for 2000 is still under preparation.

Figure 122 Table of Key Economic Assumptions, 2001-2030

2001 2005 2010 2015 2020 2030
Base scenario
Growth rates (%)
GDP 3.0 5.5 5.5 5.0 5.0 5.0
Productivity 1.7 3.0 3.0 2.8 2.8 2.8
Employment 1.4 2.5 2.5 1.2 1.0 0.7
Unemployment rate (%) 7.1 7.9 4.9 3.0 3.0 3.0

Low growth scenario
Growth rates (%)
GDP 3.0 4.0 4.0 4.0 4.0 4.0
Productivity 1.9 2.5 2.5 2.5 2.5 2.5
Employment 1.1 1.5 1.5 1.5 1.5 1.5
Unemployment rate (%) 7.3 10.2 11.6 11.0 9.3 3.6

Under the base scenario, the labour productivity
elasticity of growth is assumed to be 0.55 throughout
the projection period. The resulting labour productivity
growth is 1.7% in the immediate term before rising to
3.0% by 2005 as the economy regains a substantial
part of its past growth performance then slows down
to 2.8% starting 2015. In the low growth scenario, the
assumed labour productivity elasticity of growth is
0.625 throughout the period, thus yielding 2.5% labour
productivity growth.
Given the assumptions on the future growth of output
and labour productivity, employment population is
generated. In the base scenario the employment will
grow by 2.5% starting 2005 and will slow down to 1%
in the longer term. In the low growth scenario,
employment grows constantly at 1.5%. Since there is
no firm trend in the labour participation rate, both
scenarios assume that the age-sex labour force
participation rates are maintained at the 2000-level.

As a result of the estimated employment and labour
force, the unemployment for the future is obtained.
As Figure 122 indicates, in the base scenario

unemployment is estimated to increase to 7.9% in 2005
then decrease to 3.0% in 2030. In the low growth
scenario, unemployment rate exceeds 10% starting
2005 and remains at double-digit levels until 2018. It
then gradually stabilizes to 3.6% by the end of the
projection period.

The average inflation rate of the last decade excluding
the crisis years 1997-1999 is 8.6% per annum. Inflation
rate is assumed to start at 8.6% but will be stabilized
to 5% per annum by 2013. The real wage is assumed
to grow at the same rate as the productivity growth,
hence by taking into account the inflation the nominal
wage increase is obtained. Under these assumptions,
in the base case scenario the labour income share in
GDP will decrease from 42% in 2000 to about 35%
by 2030. In the low growth scenario, the labour share
in output stays almost the same as the current level.
As the average real interest rate in the past decade
appeared to be too high in view of the investment
performance of Jamsostek, it is assumed to be 4.5%
per annum for the base line scenario and 3.5% per
annum for the low growth scenario.
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Issues in informal sector, poverty and
decentralisation

(i) Informal sector
Information on the structure of the production sector
is critical in the design of social protection schemes.
This is particularly true since considerably high
administrative costs will incur for highly dispersed
informal sector workers.

Indonesia has a large informal sector. Based on the
1996 Economic Census results, if one considers
establishments without legal personality as those
comprising the informal sector, informal establishments
accounts for 98.6% of non-agricultural establishments.
There are an equally large proportion of informal
establishments in the agricultural sector.127 In terms
of employment, the informal establishments employ
78.6% of workers in the non-agricultural sector and
87.6% if one includes the agricultural sector.128 In terms
of size of establishment, the number of establishments
with less than 10 employees is 99% in the informal
sector while it is 56% in the formal sector.

The labour force survey (Sakernas) identify five types
of employment, namely: (i) self-employed without
assistance, (ii) self-employed assisted by family

members or temporary help, (iii) employer with
permanent workers, (iv) employee and (v) unpaid
family worker. If we consider the workers in the third
and fourth categories as the formal sector workers,
and the remainder as the informal sector workers, then
the ratio of formal and informal sector workers was
35% to 65% in 2000. As indicated in Figure 123, even
if the proportion of informal sector workers has
declined from 73% in 1986, still two-thirds of the
workers are working in the informal sector. From 1986
to 2000, the proportion of informal sector workers has
been reduced only by 8%.

(ii) Poverty
Focus is put on the degree of poverty as well as its
distribution. From several research reports129, one can
observe that although the poverty incidence has been
declining the number of poor people is still very large.
There are more than 37 million poor people in Indonesia
according to the survey conducted by BPS in August
1999. Majority of the poor live in rural areas (estimated
at 25 million). These results were computed using the
official poverty line used in Indonesia. If one uses the
internationally used poverty lines130, the incidence
would be higher. By occupation, agriculture contributes
almost 60% of the poor, followed by trade, hotel and
restaurant (11%).

127 There is an adding up problem in the estimate number of agricultural establishments published in the Economic Survey of 1996. The
report mentions 31.5 million establishments and 22.5 as having no legal personality. However, it reports only 7,268 establishments as
legal entities.

128 Subject to the same data problem as mentioned in the previous footnote.
129 A note on the extent of poverty in Indonesia based on several recent reports on the issue was prepared by Dr. Carunia Mulya Firdausy,

National Economist.
130 For example, the currency equivalent of the official poverty line in 1996 is US$ 0.45 per day as compared to an average of US$ 0.87 per

day if one uses the internationally used poverty line (US$1.00 per day for urban areas  and  US$ 0.80 per day for rural areas).

Figure 123 Percentage of Workers in Formal Sector and Informal Economy 1986 – 2000
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(iii) Decentralisation
After the promulgation of Laws 22 and 25 of 1999,
Indonesia started a large scale decentralisation
programme (regional autonomy), which devolves 40
per cent of the central Government spending to lower
levels of government (currently the transfer to local
governments accounts for less than 20 per cent of the
central budget spending). The Laws prescribe their
implementation by June 2001. In fact, from the 2001
budget, the central subsidy to local governments is
provided as a global amount and the local governments
now decide how to allocate the subsidies. This change
would have important implications on the administration
of social security schemes, in particular health care
and social assistance.

To summarize this section ¾ the Indonesian population
has been in a transition from a young age-structure
with high growth rates to an old age-structure with
relatively low growth. The projection results show that
this trend will continue. In particular, the projection
results show that Indonesia will experience a rapid
population ageing for the next few decades. By 2030,
the percentage of the population older than the current
retirement age (55 years) and the old-age dependency
ratio (defined as the population older than 55 divided
by the population aged 15-54 years) is expected to be
twice as high as the current level. This will put heavy
pressure on the financing of social protection in the
long run.

Furthermore, due consideration is required on the
following socio-economic issues associated with the
future demographic changes. Firstly, the increased life
expectancy after retirement will necessitate an
increase in the retirement age, possibly from the current
55 years of age to 60 years or higher. Secondly, the
trend towards smaller families will reduce the level of
the family support for the elderly and create the need
for old-age support in the form of social security.
In terms of economic performance, the country has
grown at rates higher than many other Southeast Asian
economies except for the crisis period when it
experienced double-digit contraction. The industrial
sector led the way in the past economic growth. In
addition, except for the crisis period, the economy has
been stable with single digit inflation and relatively low
unemployment rates. One characteristic of the
economy is that employment is predominated by a large
informal sector.

It is always difficult to provide, with adequate degrees
of confidence, a mid- to long-term economic scenario.

With this caveat, however, two scenarios – a base case
(the most plausible) and a low growth case – have
been set out here as a basic input to the financial
analysis of the social security expenditure.

Analysis of the Aggregate Social
Insurance Expenditure –

A Preliminary Social Budget Analysis

From a point of view of the national planning of social
security, it is critical to consider the overall social
expenditure. The purpose of this chapter is to establish
the analytical framework of social budgeting and
present the results of a tentative estimation of social
expenditure in Indonesia.

In this section, further to the results of Jamsostek
Finance and investments shown in Chapter 10, we
consider the financial projections of the other social
security schemes, including the old-age pension
scheme for civil servants (TASPEN), the health care
scheme for civil servants and other voluntary members
from the private sector (ASKES) and the proposed
unemployment insurance scheme. We then analyse the
aggregate social insurance expenditure and revenue
and their impacts on the national economy.

All projection results in this section have been produced
by the Social Budget Model developed by the ILO.
The model consists of the demographic, economic, and
labour market modules, as well as various scheme-
specific modules for the social security system of a
country. To achieve the overall consistency, the same
demographic and economic assumptions as described
in the first section in this Chapter have been used for
the projections.

 Need for social budgeting
Depending on the state of development, countries
redistribute between 5 to 30 per cent of GDP through
national social protection systems. Under the national
social protection systems, the financiers collect taxes
or social security contributions and transfer them as
cash benefits (e.g. social assistance, sick-pay or
pensions) or benefits in kind (e.g. social or health
services). This redistribution has a profound impact
on the income distribution, the level and structure of
production, the government budget, the level and
allocation of aggregate demand, and in turn on economic
and social development itself.



Part IV Chapter 18

288

Social budgeting consists of two parts. The first is a
compilation of revenue and expenditure in a country’s
social protection system in a format of the Social
Accounting System (SAS). The other is a medium-
term projection of the expenditure and revenue of social
protection schemes. Underlying the projection is a
social budget model that analyses observed expenditure
and revenue of the past and produce the future
estimates under explicit economic and demographic
assumptions. The process of social budgeting is
summarised in Figure 124.

Considering the tasks involved in building a social
budget, one may ask what its role is in national planning.
Social budgeting serves two main purposes. It serves
as a part of the general social policy planning and a
part of medium-term financial planning. Social
budgeting is thus a device in national financial planning,
which is indispensable for establishing a good
governance in any society under any economic system.
Social budgeting supports the political decision-making
process at the increasingly sensitive intersection
between social policy and national financial planning.
It permits planners to:
• evaluate the financial performance of the social

protection system in comparison to macroeconomic
and general government budget developments;

• describe development of social protection assuming
that the provisions governing the financing and benefit
expenditure do not change (status quo projections);
this would lead decision-makers to define the level
of social protection the country could afford, assess
the sustainability of the present system in the light of
assumed future demographic and economic
developments, and indicate
! if the present system is sustainable, which funds

have to be set aside at which time by which
financiers to finance them; and

! if it is not the case, which adjustments would be
needed to avert potential financial and social
problems;

• explore which modifications of present financing and
benefit provisions could improve the financial
performance or alter the social and economic impact
of the social protection system. Simulations are
generally used for this purpose, as such modifications
could not be tested in the real world without major
social and financial risks.

In the absence of a systematic collection of expenditure and revenue
on social protection required by social budgeting, it would be difficult
to understand the complete financial implications of the normally
very complex social protection system of a country. It will also
make national financial planning prone to errors and inconsistencies
due to the lack of transparency and accountability of the system.

Figure 124 The Social Budgeting Process

The scope of this study covers the main social
insurance schemes, namely, Jamsostek, the old-age
pension scheme for civil servants (TASPEN), the health

care scheme for civil servants and other voluntary
members from the private sector (ASKES) and the
proposed unemployment insurance scheme. The
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scheme for the military and police personnel (ASABRI)
has not been included in the analysis due to the
unavailability of data on the military and police
personnel. Moreover, neither the proposed social
assistance scheme nor maternity benefits scheme has
been included. While there is a technical report on social
assistance131 prepared for this project, it focuses on
the design of the programme and the principle of cost
sharing between the central and provincial
governments on a non-quantitative basis. Similarly, no
study has been made yet on the cost estimates of the
maternity benefit.

However incomplete and preliminary the social budget
model may be, it is believed to be still useful in a
decision-making context. To demonstrate the
usefulness of the social budgeting, let us consider the
effect of the proposed unemployment benefit and its
impact on the existing old-age benefit. With the
introduction of the unemployment benefit, the number
of old-age beneficiaries on grounds of unemployment
is expected to be less (in fact, this effect has already
been taken into account in our projection made in
Chapter 2). Therefore, more workers are expected to
receive their old-age benefits on grounds of attaining
the retirement age 55.

Similarly, different social insurance benefits interact in many ways.
If the unemployment benefit is not implemented, the need for social
assistance may arise, or the pressure on early retirement or on invalidity
benefit may increase again; and, if the Government reduces its budget
on health expenditure, expenditure in the health insurance schemes
is likely to increase, etc. In order to take into account such substitution
effects between different schemes – or even general equilibrium effects
on other markets, concentration on a single scheme is not enough.
Any policy evaluation should be made within the framework of the
social account encompassing all types of expenditure related to social
protection.

Financial projections of social
insurance schemes other than
Jamsostek

TASPEN – Insurance and pension programme
for civil servants and retirees

(i) Description of the current scheme
TASPEN is a state-owned enterprise assigned by
Government to manage the Social Insurance Program

for civil servants. The scheme provides lump-sum
(insurance) benefits and pensions.

Membership132. Membership in the TASPEN
programme is compulsory for civil servants. In 1995,
TASPEN covered about 4 million current members
and 1.5 million retirees (Leechor, 1996). In 1997, there
were 1.646 million retirees and 742.8 thousand
receiving survivors pension (ILO, 1999). An
independent estimate by the State Personnel
Administration (BKN) and the Ministry of Finance
indicates the number of civil servants and members of
the Armed Forces and Police at 4.6 million in 1999
(Filmer and Lindauer (n.d.)).

Contribution/Funding. Civil servants make monthly
contributions of 8% of their salary, of which 3.25
percentage-points are used to finance the lump-sum
(insurance) benefits (THT) and the remaining 4.75
percentage-points go into the pension fund. TASPEN
is designated to cover the costs of the lump-sum
benefits and 25% of the pension benefits. The
remaining pensions cost (75%) is paid from the
Government budget.133 The table in Figure 125 shows
that the contributions from members amounted to Rp.
543 billion for lump-sum benefits and Rp. 736 billion
for pensions in 2000. In the same year, the Government
subsidy for the pension was Rp. 9,757 billion.

Benefits. There are two types of benefits: (a) the
pension benefit, which pays periodical retirement
pensions or survivors’ pensions; and (b) the lump-sum
(insurance) benefit, which is payable upon death or
retirement of an insured worker. The lump-sum benefit
is equal to 16.5 months of salary in the event of death
in service or on attainment of retirement age (56 years).
The pension amount is calculated as the sum of 2.5%
of the final monthly salary for each year of service.
On death, before or after retirement, a monthly pension
is paid to the widow or widower (or to the children if
there is no spouse). In 2000, the total benefit payments
amounted to Rp. 1 trillion for insurance and Rp. 11.6
trillion for pensions.

131 ILO, “Follow up report on social assistance in Indonesia”.
132 No membership data or the number of civil servants was available. The number of members was estimated from previous estimates of

the number of civil servants.
133 This is the proportion given by Didi Achdijat, Executive Director of Operations/COO, TASPEN. However, ILO (1999) and Leechor

(1996) describe that the cost sharing is 22.5% from contributions and 77.5% from the Government.
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134 No membership data was available so the number of members was estimated from previous estimates of the number of civil servants.
Coverage was computed based on the contribution from the financial statements, the estimated average wage and the estimated number
of civil servants.

135 ILO (1999), “Restructuring of the social security system in Indonesia (ILO/TAP/Indonesia/R.20)”.

Figure 125 Table of Taspen Financial Indicators

TASPEN - Financial Indicators

Insurance Pension
1998 2000 1998 2000

Total revenues (Billion, Rp.) 1,559.59 1,270.18 6,986.96 11,714.39
Contribution - members 520.86 543.30 720.29 736.26
Contribution - State 4,166.97 9,757.15
Investment income 1,037.19 673.31 2,067.06 1,191.35

Total Expenditures (Billion, Rp.) 1,466.50 1,176.66 5,681.29 11,637.26
Benefits 1,210.20 1,049.05 5,620.57 11,536.38

Investments 4,427.23 5,877.61 8,163.93 10,838.48

Source: TASPEN Financial Reports

(ii) Assumptions for the future

Membership. Members are assumed to include all
civil servants as mandated by law. Coverage rate is
expected to rise from the existing 66%134 for insurance
and 62% for pension to 90% by 2010 and stay at this
level thereafter.

Contribution. As legally mandated contributions are
assumed to be 8% of salary, 3.25% for lump-sum
benefits and 4.75% for pensions. This is assumed to
grow at the rate of average wage plus the growth of
civil servants. It is also assumed that the Government
will subsidise 75% of the pension benefits.

Benefits. Benefits are assumed to grow at the rate
of wage growth and the growth of the beneficiaries.
For insurance beneficiaries is assumed to grow at the
rate of growth of civil servants. For pension this is
assumed to growth at the rate of growth of population
55 years and above.

Reserves/Investments. The reserves are assumed
to be equal to investments in the initial year of
projection. The reserves will grow by the amount of
surplus from operations and is expected to earn at the
rate of interest assumed in the macroeconomic
scenario.

Administrative expenses. Administrative expenses
are assumed to stay at the current percentage of
contributions (14%).

(iii) Prospects for the future
Under these assumptions, despite the heavy
Government subsidy, the expenditure is expected to
exceed the total income by 2003 for the insurance
programme and by 2001 for the pension programme.
It should be noted that these timings are earlier than
the estimate made by the ILO135 in 1999, which
predicted that these would occur by 2006. If no
measure is taken, reserves will be exhausted by 2009
for the insurance programme and 2004 for the pension
programme.

ASKES – Health care programme for civil
servants and voluntary private organizations

(i) Description of the current scheme
ASKES is a state-owned corporation providing
health care to its members based on the concept of
managed health care. The mission of ASKES is
stated as follows:
1. Perform and support Government policies and

programs in the national development, in general,
and health development, in particular, as a leading
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sector in “health insurance” which provides
“managed health care” comprising of promotive,
preventive, curative and rehabilitative care, to
achieve optimal health status.

2. Promote public awareness in health insurance
by developing an effective health care and
finance system.

3. Enhance the health status of civil servants,
pensioners, veterans, pioneers of national
independence and their dependents and also
voluntary members.

Membership. Membership is compulsory for active
civil servants and pensioners. In 1991, the compulsory
membership was extended to include veterans and
pioneers or fighters of national independence. Also in
1991, a voluntary membership for employees of state
companies and private corporations was introduced.
In 1999, the total number of members is 14.3 million
comprising as follows: compulsory member heads of
household is 5.2 million with 8.5 million family members,
and 0.6 million voluntary members.

Number of government employees. Filmer and
Lindauer (n.d.)136, citing an independent estimate of
State Personnel Administration Board (BKN) and the
Ministry of Finance, estimated the number of civil
servants and those who work for the Armed Forces
and the police at 4.6 million in 1999. EIU (2000)
estimated the active members of the Armed Forces at
298,000 and the police at 206,000.

Contributions. The contribution rate, by law, is 2%
of salary. In 1999, the collection of contributions is
nearly 100%. The full contribution collection is usually
the case for Government employees as their
contributions are deducted from salary.

Benefits. The standard benefits include: (1) Primary
health care; (2) Secondary health care; (3) Inpatient
care; (4) Normal and abnormal delivery; (5) Simple
laboratory and X-ray procedure; (6) Pharmaceutical;
(7) Supplement: Eye glasses, Dental prosthesis. A
standard plus package includes, in addition to the
standard benefits, special care such as CT Scan and
MRI, and extremities prosthesis.

Figure 126 Askes Basic Indicators 1995, 1999

ASKES - Basic Indicators, 1995, 1999

1995 1999

Total Revenues (Billion, Rp.) 336.71 650.07
Contribution 292.266 519.169

Total Expenditure (Billion, Rp.) 261.62 532.92
Benefits 195.66 427.98

Membership (000) 15,916 14,374
Compulsory 15,784 13,719

Heads of households 5,327 5,176
Family 10,457 8,543

Voluntary
Members 132 655

Source: ASKES Annual Reports

(ii) Assumptions for the future

Membership. It is assumed that the contributing
members include all active civil servants, which by law
are compulsory members, and voluntary members. The
difference between the number of member heads of
households and the active civil servants is assumed to
be retirees or veterans137 who became compulsory
members after 1991. In addition to contributing
members, family dependent members are assumed at
the rate of 1.65138 family members per contributing
member. We assume that these are non-contributing
members.

Contributions.  Contributions are assumed to be at
the statutory rate of 2% of wages. The contributory
wage was based on the National Average Wage given
in the economic scenario. The number of contributors
is composed of two groups, namely, (i) compulsory
active civil servants, and (ii) voluntary head of
household members from other firms. It is assumed
that the State pays the contributions for retirees,
veterans and fighters for national independence.
Consequently, contributions are assumed to grow at
the rate of the sum of growth average wage plus the
growth of number of civil servants.

Benefits. Benefit was pegged at the 1999 benefit per
member ratio. This amounts to slightly less than
Rp.30,000 per year or about 0.56% of average annual

136 Filmer, D. and D. Lindauer (n.d.) “Does Indonesia Have a “Low Pay” Civil Service?” World Bank WPS 2621.
137 ILO (1999) “Restructuring of the social security in Indonesia,” reports that by the end of 1998 13.6 million were covered on a

compulsory basis including 4 million civil servants and 1.4 million retirees. This is very close the estimate for 1999 using the formula
that all civil servants are covered and the difference between the recorded compulsory member heads of households less the number of
civil servants is the estimates for the number of member retirees.

138 This is the ratio of family to heads of family in the 1999 report of ASKES for the compulsory members.
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average wage. This is assumed to grow at the rate of
wage increase and the growth of number of members.

Other expenses. Administrative expenses are
assumed to develop in line with the contribution income.

(iii) Prospects for the future
Under the above assumptions, ASKES is expected to
have a continuous surplus in the future. This is mainly
ascribed to the current low benefit level. It is feasible
to substantially increase ASKES’s benefit without
putting any major financial difficulties. The ILO noted
that the Government subsidizes the public health care
facilities. ASKES was also aware that it pays lower
than the general tariff for the services it provides to its
members.

The proposed unemployment insurance scheme

(i) Introduction
At present, Indonesia has no unemployment insurance
programme. In the framework of the present project,
the ILO undertook a feasibility study for introducing
an unemployment insurance programme in Indonesia.
Several options are presented in the technical
reports139. For the purpose of projection, we have
chosen one option, essentially the medium scenario, to
illustrate possible impacts of the proposed
unemployment insurance programme.

(ii) Assumptions for the future
Membership/Coverage. The programme will initially
cover only the formal private sector workers and
employees with permanent jobs. The scope is
essentially the same as Jamsostek. Therefore, it has
been assumed that the coverage is approximated by
the covered workers of the old-age programme of
Jamsostek.

Contribution. Contribution base will be the estimated
insured wages which are estimated at 60% of the
average wage based on the calculation in the technical
report. We also adopt the recommended contribution
rate of 2% in the same study.

Insurable wage. The estimated average insurable
wage in Jamsostek is Rp. 3.65 million per year, which
is about 60% of the national average wage. We have
use this proportion to estimate the insurable wage.

Benefits. The level of unemployment benefit is
assumed to be 60% of the insurable wage and 10
weeks average duration. Benefits will be paid after 12
months of the implementation which is assumed to be
2001. We adopt the recommended medium scenario
claim rate of 15% of active members. Given 10 weeks
average duration and 15% claim rate, the implied
unemployment among the insured is estimated around
2.9%.

Administrative expenses. It is estimated that the
incremental administrative cost of a modified lump-
sum payment scheme implemented under Jamsostek
is Rp. 15,000 per member. We use this figure to
estimate the administrative expenses.

Investment in fixed assets. Since this is a new
scheme, it has to invest in fixed assets, such as office
equipment etc. We assume that investments in fix
assets as a ratio to benefits and administrative cost is
15%, 20% and 13%, respectively, for the first three
years of operations. After the devaluation of the fix
assets, the administrative cost is assumed to decrease
to 2.5% and stay at this level for the rest of the
projection period.

Reserves. Reserves are built up from surpluses in
the financial operations.

(iii) Prospects for the future
Under the above assumptions, the scheme is expected
to pay its benefits and administrative costs and build
up sufficient reserves over years, except for second
and third year of implementation, where there will be
expected shortfall of revenue mainly due to the
investment in fixed assets, the rest of the simulation
years have positive surpluses. The benefit/contribution
ratio stays at 0.87. The reserve ratio indicates that
even during the negative surplus years reserves would
not be exhausted and the scheme will be able to build
up a reserve level that is more than two years’ benefits.

Analysis of the consolidated social expenditure
and revenue
Main financing resources of social security benefits
come from the national income. It is therefore important
to assess its feasibility relative to the future
performance of the economy. To the extent that some
of the benefits are funded from government revenues,
it is also important to assess its impact on the
government budget.

139 ILO, “Report on the feasibility of introducing an unemployment insurance benefit in Indonesia” and  “Follow up report on the
feasibility of introducing an unemployment insurance benefit in Indonesia”.
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Total social insurance expenditure and revenues
The table in Figure 126 summarises the estimated total
social security expenditure and revenue (in nominal
terms) from year 2000 to 2030. Total expenditure is
expected to grow from Rp. 15 trillion in 2000 to Rp.
453 trillion by 2030. Total revenues, on the other hand,
will increase from Rp. 17 trillion in 2000 to Rp. 524
trillion by 2030. Thus, in aggregate, the revenues
exceed the expenditure. In fact, the overall surpluses
increase from Rp. 3 trillion to Rp. 70 trillion by 2030.
However, it should be noted that the pension benefits
for civil servants (TASPEN) are expected to produce
continuous income shortfall unless it is further covered
by the Government.

In terms of its share to GDP, total expenditure and
revenue are at a relatively low level, not exceeding
2%.  Total expenditure would rise from 1.14% in 2000
to 1.5% by 2030. Total revenues on the other hand

would rise from 1.37% in 2000 to 1.73% in 2030.
Surpluses stay at a little over 0.2% of GDP throughout
the projection years. Benefits would rise from the
existing 1.1% to 1.46% by 2030. Member contributions
would increase from 0.37% in 2000 rising to around
0.49% by 2010 then down to 0.45% by 2030. Subsidy
from general revenues would rise from 0.77% in 2000
to 0.92% by 2020. This implies that about one-third of
the government expenditure on personnel expenditure
are salaries and pensions. It should be noted that this
does not include the implicit pension deficit of the
TASPEN.

In terms of the share to the total amount, benefits
accounts for around 97% to 98% of the total
expenditure. Members contribute as much as 35% of
the total revenue, while the Government contributes
more than 50% of revenue. Any remainder is funded
from investment income.

Figure 127 Table of Social Insurance Expenditure and Revenue, 2000-2030
2000 2005 2010 2015 2020 2025 2030

Levels (Billion, Rp.)
Total Expenditure  14,693 28,002 51,784 92,421 160,192 271,625 452,901
Benefits 14,191 26,964 50,090 89,782 156,109 265,292 443,110
Administrative 502 1,038 1,694 2,639 4,083 6,332 9,791

Total Revenues 17,745 32,417 60,194 107,542 186,492 316,000 523,714
Contributions 4,958 11,258 20,860 34,292 55,112 88,131 139,563
State subsidy 9,757 16,472 30,894 55,512 96,842 164,346 272,870
Invesment Income 3,030 4,687 8,441 17,738 34,538 63,523 111,282

Surplus 3,052.17 4,414.05 8,409.79 15,121.29 26,300.15 44,375.69 70,813.55

As % to GDP
Total Expenditure 1.14% 1.20% 1.24% 1.32% 1.40% 1.46% 1.50%
Benefits 1.10% 1.16% 1.20% 1.28% 1.37% 1.43% 1.46%
Administrative 0.04% 0.04% 0.04% 0.04% 0.04% 0.03% 0.03%

Total Revenues 1.37% 1.39% 1.44% 1.53% 1.63% 1.70% 1.73%
Contributions 0.37% 0.47% 0.49% 0.48% 0.47% 0.46% 0.45%
State subsidy 0.77% 0.72% 0.75% 0.80% 0.86% 0.90% 0.92%
Invesment Income 0.23% 0.20% 0.20 %0.25% 0.30% 0.34% 0.37%

Surplus 0.24% 0.19% 0.20% 0.22% 0.23% 0.24% 0.23%

As % to Totals
Total Expenditure 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00%
Benefits 96.58% 96.29% 96.73% 97.14% 97.45% 97.67% 97.84%
Administrative 3.42% 3.71% 3.27% 2.86% 2.55% 2.33% 2.16%

Total Revenues 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00%
Contributions 27.94% 34.73% 34.65% 31.89% 29.55% 27.89% 26.65%
State subsidy 54.98% 50.81% 51.32% 51.62% 51.93% 52.01% 52.10%
Invesment Income 17.08% 14.46% 14.02% 16.49% 18.52% 20.10% 21.25%
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Functional summary of social insurance
benefits
The table in Figure 128 provides the functional summary
of expenditure on benefits. Benefits from old-age
programs will be Rp. 13 trillion in 2000 and Rp. 422
trillion by 2030. Short-term benefits, including work
injury, death benefits, health, unemployment and special
programs will be Rp. 742 billion in 2000 rising to Rp.
21 trillion by 2030.

As a percentage of GDP, old-age benefits increase
from 1.04% in 2000 to 1.39% by 2030. The increase
in old-age benefits accelerates for the next 15 years
and shows down thereafter, as shown in Figure 129.
This increase in old-age benefit is principally due to

the ageing population. Short-term benefits, on the other
hand, are relatively stable at 0.06% in 2000 and 0.07%
by 2030.

In terms of the share to total benefits, old-age benefits
account from 92% to 95% of the total benefits while
short-term benefits account from 5% to 8% of the
total benefits. Among the short-term benefits,
unemployment and health care schemes account for
large shares. Unemployment, for instance, accounts
from 2.5% to 3.9% while health care accounts from
0.9% to 2.8%. The health care benefit and
unemployment benefit, however, are expected to
decline over time as shown in Figure 130. Work injury,
death and special programmes are expected to stay at
the 2010 level.

Figure 128 Table of Social Insurance Expenditure by Benefit, 2000-2030

2000 2005 2010 2015 2020 2025 2030
Levels (Billion, Rp.)

Total 14,191 26,964 50,090 89,782 156,109 265,292 443,110
Old-age 13,449 24,711 46,347 83960 147,166 251,471 421,770
Short-term benefits 742 2,254 3,744 5,821 8,943 13,821 21,339

Work injury 100 302 576 950 1,558 2,545 4,108
Death benefits 25 112 213 352 577 943 1,521
Health 615 760 1,007 1,342 1,885 2,765 4,159
Unemployment - 1,053 1,895 3,086 4,768 7,310 11,119
Special programme 2 27 53 93 155 258 432

As % of GDP
Total 1.0995% 1.1563% 1.1980% 1.2815% 1.3679% 1.4271% 1.4634%

Old-age 1.0420% 1.0596% 1.1085% 1.1984% 1.2895% 1.3528% 1.3929%
Short-term benefits 0.0575% 0.0966% 0.0895% 0.0831% 0.0784% 0.0743% 0.0705%

Work injury 0.0078% 0.0129% 0.0138% 0.0136% 0.0137% 0.0137% 0.0136%
Death benefits 0.0019% 0.0048% 0.0051% 0.0050% 0.0051% 0.0051% 0.0050%
Health 0.0476% 0.0326% 0.0241% 0.0192% 0.0165% 0.0149% 0.0137%
Unemployment 0.0452% 0.0453% 0.0440% 0.0418% 0.0393% 0.0367%
Special programme 0.0002% 0.0012% 0.0013% 0.0013% 0.0014% 0.0014% 0.0014%

As % to Total
Total 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00%

Old-age 94.77% 91.64% 92.53% 93.52% 94.27% 94.77% 95.18%
Short-term benefits 5.23% 8.36% 7.47% 6.48%5 .73% 5.21% 4.82%

Work injury 0.71% 1.12% 1.15% 1.06% 1.00% 0.96% 0.93%
Death benefits 0.17% 0.41% 0.43% 0.39% 0.37% 0.36% 0.34%
Health 4.33% 2.82% 2.01% 1.49% 1.21% 1.04% 0.94%
Unemployment 0.00% 3.91% 3.78% 3.44% 3.05% 2.76% 2.51%
Special programme 0.02% 0.10% 0.11% 0.10% 0.10% 0.10% 0.10%

Note: Excluding administrative expenses.
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140 ILO (2000). World Labour Report 2000.
141 This is estimated to rise to Rp. 89 trillion, or 0.3% of GDP by 2030, under the current retirement age and contribution rate. While at a

ratio to GDP this may appear to be much, this represents a considerable additional burden to government coffers considering that at
present about 1/3 of its personnel cost already goes to old-age benefits.

Figure 129 Old Age and Short Term Benefits as % of GDP

Figure 130 Short Term Benefits as % of GDP

Concluding Remarks
Currently, the cost of social insurance in Indonesia is
1.5% of GDP with 95% spent on old-age benefits.
This is explained by a limited coverage and low benefit
levels. This also does not deviate from the common
trends in Southeast Asia except for Singapore140. It
should be mentioned, however, that there is an
increasing pension debt represented by the deficits in
the old-age benefit schemes for civil servants and
retirees in the TASPEN programme141. Furthermore,
considering the slowing down of the population growth
and the extension of life expectancy, a rapid rise in the
old-age dependency ratio is inevitable. This would
impose an increasing pressure for current contributors
as well as for government budget in the future. Finally,
if the economy cannot attain the assumed growth rate

of the economy of 5%, the relative cost of the social
insurance system will increasingly become heavy for
the Indonesian economy.
The accuracy of the financial projections depends on
the accuracy of the input data used in the projections.
Due to paucity of data, some of the parameters used
in the projection are merely deduced from the allied
data that are available and not computed from actual
data. The results, therefore, have to be viewed with
this remark in mind.
The analysis made in the report has demonstrated the
feasibility and usefulness of the social budgeting as a
tool for the national planning. In addition, it is also hoped
that this would initiate further effort towards building
more comprehensive and reliable database required
for a full-scale social budgeting exercise.
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CHAPTER 19 KLATEN REVISTED

Executive Summary

During the ILO Project, Experts identified “The Health
Sector Finance Project and Klaten Field Trial” as
potentially being a source of data and experience that
would be of value to several of the studies being
undertaken directly to meet the terms of reference of
the Project. Accordingly ILO commissioned the report
“Klaten Revisited” on which this Chapter is based.

Significant healthcare reform efforts were initiated
following the monetary and oil crises in Indonesia
during the 1980’s.  The pace of reform efforts
accelerated in the early 1990’s.  One mechanism
utilized by the Indonesian Ministry of Health to develop
and implement these reforms was a bilateral project
between the Ministry and the United States Agency
for International Development.  From this project,
termed the Health Sector Finance Project (HSF),
major national healthcare strategies emerged such as
hospital autonomy (Swadana), Rational Drug Use, and
JPKM Managed Care.

During the first five years of project implementation, a
lack of integration among the healthcare reform
strategies was recognized.  Separate testing sites
precluded integrative efforts during the original HSF
project, therefore, the project agreement was amended
to permit observation of these policies in a single
location to identify unanticipated operational problems
and policy conflicts between the reform components.
A district in Central Java, Klaten was chosen at the
site.  This so-called Integrated Healthcare Reform Field
Trial was extended an additional two years and was
completed in March of 1999.

The Klaten Field Trial was designed to permit the
simultaneous operation of three healthcare financing

schemes, an autonomous Unit Swadana hospital, and
the pharmaceutical reform strategy in a single district.
In addition, regulatory efforts were to be extended to
monitor JPKM programs and enforce the JPKM
regulations.  In addition, the Swadana concept was to
be expanded to government health centres.

By the end of the Klaten project, all but two of the
objectives had been achieved. Indicators such as
immunization rates, prenatal care, and attended
deliveries were in the top 1% nationally. Significant
improvements quality of care, cost efficiency, and
resource use were achieved.  Lessons, sometimes
painful, were learned and mistakes not repeated.  A
host of cost effective methodologies for socio-
economic analysis, cross subsidy calculations, unit cost
determination, quality of care and health status
measurement were developed.  A viable approach to
healthcare financing for informal sector was created.
Most importantly, major policy issues were identified
that have obstructed health sector reform and growth
for the last decade.

Districts throughout Indonesia are now facing the
challenges of decentralization.  It is the district that
will be responsible for the health of their population.
One of the major concerns in the decentralization of
healthcare is the capacity of the district governments
to carry out this mission.  In the years that follow,
districts will be dealing with the issues of healthcare
financing, how to run the district hospital, what to do
with the post contract doctors, and how to improve
the health of their populations.  Formidable challenges
these districts will have to face in the near future.

There is one district that has already faced these
challenges.  It may well be that districts now facing
decentralization have much to learn from Klaten and
could benefit by building on the experiences there both
good and bad.
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Bab 19. Retrospeksi terhadap Uji
Coba Klaten

Rangkuman Eksekutif

Selama proyek ILO, Para Tenaga Ahli mengidentifikasi
“Proyek Pembiayaan Sektor Kesehatan dan Uji Coba
Lapangan Klaten” sebagai sumber data dan
pengalaman yang berharga bagi beberapa studi yang
sedang dilakukan secara langsung untuk memenuhi
batasan studi (terms of reference) Proyek ini. Sesuai
dengan itu, ILO meminta penyusunan laporan “Klaten
Revisited” (Retrospeksi terhadap Uji Coba Klaten),
yang menjadi dasar Laporan ini.

Upaya-upaya penting untuk mereformasi pemeliharaan
kesehatan di Indonesia mulai dilakukan setelah adanya
krisis moneter dan minyak pada tahun 1980-an, tetapi
barulah pada awal tahun 1990-an, laju upaya reformasi
di bidang pemeliharan kesehatan ini mulai bergerak
cepat. Suatu mekanisme yang digunakan Departemen
Kesehatan Indonesia untuk menyusun dan
melaksanakan upaya-upaya reformasi ini adalah
berupa suatu proyek bilateral antara Departemen
Kesehatan dan United States Agency for
International Development (Lembaga Amerika
Serikat untuk Pembangunan Internasional). Dari
proyek ini, yang disebut Proyek Pembiayaan Sektor
Kesehatan (Health Sector Finance Project atau
HSF), lahirlah strategi-strategi utama di bidang
pembiayaan perawatan kesehatan di tingkat nasional,
seperti misalnya, otonomi rumah sakit (Swadana),
pemakaian obat secara rasional, dan JPKM Managed
Care.

Selama lima tahun pertama proyek ini dilaksanakan
diakui kurang adanya integrasi antara strategi-strategi
perombakan perawatan kesehatan. Tempat-tempat
pengujian yang saling terpisah satu sama lain sudah
sejak awal tidak memungkinkan dilakukannya upaya-
upaya terpadu selama berlangsungnya proyek asli HSF.
Karena itu dilakukan perubahan terhadap kesepakatan
mengenai proyek ini untuk memungkinkan dilakukannya
pengamatan terhadap kebijakan-kebijakan reformasi
yang diterapkan dalam satu lokasi tunggal guna
mengidentifikasi masalah-masalah operasional yang
tidak terantisipasi serta konflik-konflik kebijakan yang
terjadi antara komponen-komponen reformasi. Suatu
kabupaten di Jawa Tengah, yaitu Klaten, telah dipilih
sebagai tempat uji coba. Uji Coba Lapangan Terpadu
di bidang Reformasi Perawatan Kesehatan ini akhirnya
diperpanjang selama dua tahun dan selesai pada bulan
Maret 1999.

Uji Coba Klaten tersebut dirancang untuk
memungkinkan dijalankannya tiga skema pembiayaan

perawatan kesehatan secara bersamaan, suatu rumah
sakit otonom Unit Swadana, dan strategi reformasi di
bidang farmasi dalam satu kabupaten. Selain itu, upaya-
upaya penerapan peraturan diperluas guna memonitor
program-program JPKM sekaligus menegakkan
peraturan-peraturan JPKM. Di samping itu, konsep
Swadana akan diperluas ke pusat-pusat kesehatan
pemerintah.

Pada akhir proyek Klaten, semua tujuan (kecuali dua
di antaranya) telah tercapai. Indikator-indikator seperti
tingkat imunisasi, perawatan sebelum melahirkan, dan
proses melahirkan dengan pendampingan (attended
deliveries) berada dalam peringkat satu persen teratas
secara nasional. Perbaikan-perbaikan yang signifikan
dalam kualitas layanan, efisiensi biaya, dan penggunaan
sumber daya telah dapat dicapai. Pelajaran-pelajaran,
meski kadang-kadang menyakitkan, telah berhasil
dipelajari dan kesalahan tidak diulang. Sekumpulan
metodologi yang efektif dari segi biaya untuk analisa
sosial ekonomi, perhitungan subsidi silang, penetapan
biaya unit, kualitas perawatan dan pengukuran status
kesehatan berhasil dikembangkan. Suatu pendekatan
yang dapat dijalankan terhadap pembiayaan perawatan
kesehatan bagi sektor informal berhasil diciptakan. Dan
yang paling penting, permasalahan kebijakan utama
yang menghambat reformasi dan pertumbuhan sektor
kesehatan selama dasawarsa terakhir telah berhasil
diidentifikasi.

Dengan diberlakukannya undang-undang otonomi
daerah, kabupaten-kabupaten di seluruh Indonesia saat
ini menghadapi tantangan desentralisasi. Artinya,
kabupaten-lah yang akan bertanggung jawab atas
kesehatan penduduk di wilayah masing-masing. Salah
satu keprihatinan utama dalam desentralisasi
perawatan kesehatan adalah kemampuan pemerintah
kabupaten untuk melaksanakan misi ini. Di tahun-tahun
berikutnya, kabupaten-kabupaten akan menghadapi
masalah-masalah pembiayaan perawatan kesehatan,
bagaimana menjalankan rumah sakit kabupaten, apa
yang harus dilakukan dengan para dokter setelah masa
kontrak mereka habis, dan bagaimana meningkatkan
kesehatan penduduk di wilayah masing-masing. Ada
tantangan-tantangan berat yang harus dihadapi
kabupaten-kabupaten ini dalam waktu dekat.

Namun, ada satu kabupaten yang telah menghadapi
tantangan-tantangan tersebut. Mungkin, kabupaten-
kabupaten yang saat ini sedang menghadapi
desentralisasi harus belajar banyak dari Klaten dan
dapat memetik manfaat dari pengalaman-pengalaman
yang dialami Klaten, baik yang baik maupun yang
buruk, dan menggunakannya untuk membangun sistem
pembiayaan perawatan kesehatan di wilayah masing-
masing.
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Introduction
Equitable access to basic health services according to
the need and regardless of the ability to pay is a goal
shared by most nations.   Though it is a common
aspiration, equity in healthcare is difficult to achieve.
Over the last three decades, the Government of
Indonesia has put forth significant effort to improve
access to health services across the archipelago.  A
major healthcare reform effort was mounted in the
mid-1980’s, which featured numerous strategies to
increase social equity.  The National Health Law 23
promulgated in 1992 clearly states the right of every
Indonesia to have access to and received needed
medical care.142 Yet, there is evidence that disparities
have actually increased and equity remains elusive.
The current economic crisis, which began in 1997, has
exacerbated this problem and many of the most
vulnerable elements of society are in dire
circumstances.   Clearly, the healthcare reform efforts
over the last 15 years have not delivered the anticipated
results.  Knowing why is critical to any new efforts to
improve the current health system.   A clear
understanding of those aspects of reform that
succeeded as well as those that failed could prove
useful in guiding the current policy makers into more
productive paths.

In 1988, the Government of Indonesia, with support
from USAID, launched a seven-year project designed
to support implementation of seven of the nine major
MOH healthcare reform objectives. Central to this
project was reform of the healthcare financing system
to achieve greater social equity. This Health Sector
Finance project was followed by a four-year,
observational field trial of how the reforms actually
functioned and how well they integrated.

The purpose of this brief analysis is to review the
experience of the integrated healthcare reform strategy
and, in particular, the field trial of this strategy conducted
in Klaten, Central Java during the 1994-98 period to
determine what lessons there may be that are
applicable to the current situation in the health sector.

Essential Background
Prior to the 1990’s, Indonesia made significant gains
in most of the standard measures of national health
status.  The growth rate of the population declined,
life expectancy rose.  Infant and maternal mortality
rates declined, as did deaths from tuberculosis and
diarrhoeal diseases.  The political commitment of the

Indonesian government to provide basic healthcare on
an equitable basis for the entire population was manifest
during the late 1970’s and 1980’s by a significant
expansion of facilities including hospitals, health centres,
health posts, and regional pharmaceutical depots.  This
effort was carried out with very limited resources as
public healthcare spending has never been lavish in
Indonesia and has historically been only 0.3% - 0.8%
of the GDP.  Despite meagre funding, the MOH was
able to provide access to some modern medical
services even in remote areas.  This effort was did
have consequences.  Operating and maintaining such
a large, geographically dispersed network of facilities
and army of personnel absorbed most of the public
funding for health.  This in turn limited the Ministry of
Health’s flexibility in terms of alternative strategies and
left them vulnerable to any economic down turns and/
or budget reductions.

This vulnerability became quite evident with the oil and
economic crises of 1983 and 1985, which forced the
government to institute austerity measures in all sectors.
The health sector was among those experiencing the
harshest spending cuts.  Between 1985 and 88, the
MOH budget declined 26% in nominal terms.  With
these limitations, it became clear that the public health
system would be extremely difficult to even maintain
let alone expand further to match population growth
and healthcare demand in a sustainable fashion unless
significant reforms were undertaken.  The reform
agenda that resulted focused on mobilizing additional
funds from the public, reducing costs through efficiency
measures, and increasing equity.  The broad goals
described in the fifth five year plan (Repelita V, 1989-
1994), included:

• Continuation of the public health service delivery
approach;

• Mobilization of community resources through
community participation;

• Improvement of the health referral system;
• Increased equity and access to care; and
• Promotion of rational and appropriate drug use.

Progress towards these goals was to be achieved
through focusing on six priority areas:

• Basic services;
• Resource allocation;
• Community participation;

142 National Health Law #23 Articles 4 & 7
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• Decentralization of both public funds and decision
making;

• Private health sector; and
• Quality of care.

These new priorities emphasized increasing quality of
both services and manpower, a reform of the financing
system, and an increased role for the private health
sector.  What followed were a series of deregulatory
efforts first in the pharmaceutical sector and later in
the hospital sector that permitted not only domestic
private investment but also foreign investment.   In
addition, a number of other notable developments
emerged from this effort including a conceptual basis
for a new healthcare financing system called DUKM.
This concept was an amalgam of the systems of a
number of countries but was most marked by its focus
on prevention and cost control.  Further, the Ministry
of Health also initiated a public hospital reform effort,
a national generic drug policy, and a Rational Drug
Use strategy in the late 1980’s.  All of these strategies
combined were to allow the MOH and the public
healthcare system to focus more on public goods,
prevention and promotion, and an increased role as a
regulator as opposed to a provider of care.  Conversely,
the private health sector was intended to increasingly
assume the role of the major provider of healthcare.

Thus, Indonesia entered the decade of the 1990’s with
a full healthcare reform agenda.  A DUKM financing
system and a cost recovery strategy in the public
hospitals were intended to permit the MOH to target
its limited budget on critical national healthcare priorities
and on the segments of society most vulnerable (poor,
young children, etc.) The pharmaceutical policies were
designed to increase production capacity, reduce overall
drug costs, and increase clinical efficacy in their use.
Deregulation of investments in the pharmaceutical and
health services sector paired with a “zero growth”
policy by the MOH were intended to stimulate private
sector growth, financed through the risk pools of
DUKM.  The total package of reforms was deemed
the Integrated Healthcare Reform Strategy
(“reformasi terpadu”) and in 1988 the prospects for
reform and its resultant benefits looked bright.

Health Sector Finance Project
To carry out a number of these reforms the GOI was
able to enlist the support of the United States Agency

for International Development (USAID.)   The
overarching goal for USAID was to assist the
government in increasing child survival expenditures
by 35% relative to the spending level in 1987.   In 1988
a seven year bilateral agreement was signed, under
which USAID would provide $17.2 million dollars and
the GOI would provide 25% ($4.3 million) in counterpart
funding to support implementation of several healthcare
reforms via the Health Sector Finance Project (HSF.).
In turn, USAID awarded a five-year institutional
contract to the International Science and Technology
Institute, Inc. (ISTI) to provide technical assistance,
procurement, and management for the project.

The central theme of the project was to mobilize
additional funds from the public and simultaneously
reduce the costs of the public system through efficiency
and cost recovery.  Hypothetically, the savings
generated would be employed in increased spending
on child survival strategies.  The project consisted of
four main components: hospital autonomy, social
financing, rational drug use, and health economics &
policy analysis.  The project was organized into 4
separate technical units as mentioned above with an
administrative Project Implementation Unit (PIU)
providing central management of the project.  The PIU
operated under the auspices of the MOH Planning
Bureau and was charged with the task of providing
leadership, administrative support for the technical
units, and coordination of the implementation of the
reform agenda.

Hospital Autonomy
In the late 1980’s, public hospital recurrent costs totalled
almost 35% of the health budget.  It was reasoned
that this burden could be lightened by improving the
efficiency and quality of the hospitals, engaging in more
intensive cost recovery, and granting the autonomy to
retain the funds collected.  This strategy was termed
“Unit Swadana.”143  The strategy included developing
improved accounting and financial systems,
computerized hospital information systems, and facility
upgrading.  The cost recovery aspect was designed to
increase hospital income to the extent that the public
budget allocations could be reduced thereby increasing
the funds available for other areas of public health need.
For this to take place, a Presidential Decree was
required to grant the public hospitals the right to retain
and use the collected tariffs.144  Traditionally, public

143 Swadana (sanskrit) - self supporting
144 This decree granted a waiver from the Indische Comptabiliteits Wet (ICW) 1925 - a statute from the Dutch colonial era requiring

remittance of all pubic revenue to the general account.
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healthcare facilities were always viewed as sources
of income by local governments.  Tariffs collected in
public healthcare facilities were remitted to the general
account and used to fund many non-health related
activities.  Under Swadana, this was to be changed.
It was also anticipated that after Swadana was
operational in public hospitals it would be expanded to
include the Puskesmas (Community Health Centres)
and other facilities.

Pharmaceutical Management and Utilization
Although public purchase of drugs represented only a
small faction of the total drug purchases in Indonesia,
it generally accounted for a third of the MOH
development budget.  Many aspects of the
pharmaceutical program of the MOH were fraught
with inefficiency.  The reform termed “Rational Drug
Use” (RDU) entailed a comprehensive strategy
intended to improve drug supply, distribution and
utilization.  Aside from rationalization of the national
formulary, promotion of generic drugs, and development
of a procurement and distribution management
information system, the strategy focused strongly on
the utilization and prescribing practices.  It was
estimated that over 40% of the medications dispensed
provided no therapeutic benefit and were essentially
wasted.  Both polypharmacy and over utilization of
injections were common.  It was projected that
adherence to standard treatment protocols would
render significant savings while actually improving the
clinical results.

Social Financing
Whereas Swadana and RDU focused on increasing
efficiency and reducing costs, the third component of
the HSF project called “social financing” was focused
not only on increasing private expenditures for
healthcare but also on developing a system that
increased access, equity, and improving the quality of
care received.  Unlike the Swadana, RDU, and the
policy analysis (see below) components, Social
Financing had no structural Ministry of Health
counterpart.  Mobilization of private funds through
various strategies had been under discussion since 1982
in Indonesia but other than the principles of DUKM
and the experience with two state owned health
insurance schemes (Perum Husada Bhakti & Astek)
and village health funds (Dana Sehat), this component
essentially started with a blank slate.145

Health Economics and Policy Analysis Unit
(HEPAU)
As the project title implied, the main focus was on the
financial aspects of the healthcare system.  At the
time the capacity to utilize a health economics approach
to policy development was virtually non-existent in the
MOH.  This component of the project was to build
institutional capability in health economics and policy
analysis within the MOH planning department.   A
health economics and policy analysis unit (HEPAU)
was established and, over the life of the project, carried
out a research agenda pertaining to the financial
aspects of the other health reform strategies.  It was
anticipated that, by the end of the project, this unit would
be structurally integrated into the MOH and carry on
autonomous of donor support.

The reforms to be implemented through these four
components seemed to be complimentary and to
address the priorities as portrayed in the National
Development Guidelines (GBHN) and the National
five-year plans.  All were seen to support increased
equity, an emphasis on prevention and promotion,
quality assurance and service provision through a
public - private mix.

The Results of the HSF Project

Initially, implementation proceeded smoothly and the
early results were as anticipated.  By the end of the
five-year institutional contract in 1993, with two years
remaining in the bilateral agreement, virtually all of the
original objectives had been achieved plus some
additional windfall developments of a significant nature.

The Unit Swadana hospital reform had been
successfully implemented in five hospitals and had
already shown evidence of improved efficiency and
cost recovery.  In addition, the first systematic hospital
accreditation process was established.  Quality
assurance, under the rubric of “TQM”, became a
national health priority.The social financing effort has
supported an eclectic study of healthcare financing
systems in other countries.  Working closely with the
two government parastatal insurance schemes, some
private insurance companies, and the professional
associations, the DUKM concept evolved into the
JPKM managed care strategy.  The legal basis for
this strategy was promulgated in the National Health

145 Perum Husada Bhakti - a parastatal health finance scheme with compulsory membership of all civil servants and pensioners.  Now
known as PT Askes.  Astek - a parastatal workers security scheme for formal sector labour. Now known as PT Jamsostek.
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Law #23 (1992) and through subsequent ministerial
regulations.  This legislative basis was further
strengthened by the passage of the National Workers
Security Law #3, which established a minimum benefit
for formal sector workers implemented with the
principles of JPKM.  National task forces on benefits
development, prepaid payment systems, Quality
Assurance, marketing, and information systems were
established.  Collaboration with the Indonesian Medical
Association resulted in the development of the first
National Standards of Care for the 100 most frequent
diseases providing an objective measure of the quality
of care.

Under pharmaceutical reform, the major results were
achieved by implementation of the RDU strategy
pertaining to prescribing.  Both polypharmacy and
unnecessary injections were reduced and combined
with the use of generics and the rationalized essential
drug list it was estimated that potentially $5 million
dollars would be saved annually at the health centre
level alone.  After a period of delay, an improved
distribution and supply information system was also
implemented.

The Health Economics and Policy Analysis Unit also
yielded significant results.  Numerous analyses and
studies of an unprecedented nature were carried out
regarding epidemiologic transition, total public - private
healthcare expenditures, unit cost determinations, and
hospital and ambulatory care utilization patterns.  In
1993, the Unit took the lead in the preparation of the
sixth national health care plan.  Somewhat
paradoxically, when the unit was structurally absorbed
into the MOH, it was not placed in the planning bureau
as anticipated but into the research bureau
(Litbangkes.)  Despite this, the increased institutional
capability continues to be employed in support of the
planning process.

Ironically, the initial project goal of USAID of increasing
public spending on child survival by 35% was
demonstrated to have occurred in 1991, before any of
the project interventions had been implemented.
Nonetheless, the HSF project made significant
contributions to reform of the Indonesian health sector,
with the achievements exceeding the original purpose
of the project.

However, in the second year of the project a disturbing
trend was noticed, namely, that some aspects of the
different strategies were developing in ways that were
not synergetic with the other components of the reform

strategy but in some cases, they were actually
antithetical.  It was conjectured that this derived from
a lack of coordination and integration between the
technical units.

The problems identified were numerous.  The Unit
Swadana component based its improved cost recovery
system on fee-for-service payments, while the JPKM
strategy called for prepaid capitation combined with
risk profit sharing.  In addition, the tariff pricing strategy
employed by the Swadana strategy limited the
increases congruent with the population’s out-of-pocket
ability to pay to ensure that access to care was
maintained.  Yet, enrolment in either JPKM or even
more traditional insurance is dependent on the inability
of the population to afford hospitalization out-of-pocket.
The treatment protocols developed in the RDU
component did not lend themselves well to use with
the National Standards of Care.  The internal Quality
Assurance systems of the Swadana hospitals did not
interface with the external QA system adopted by the
JPKM organizations.  Overall, there seemed, at that
point, to be very little integration in the “integrated”
healthcare reform strategy.   It became apparent that
improved technical coordination was imperative and
coordination efforts were initiated by all components.

The efforts to increase the technical integration met
with yet another problem.  The HSF project reform
components (Swadana, JPKM, RDU) were all being
implemented and field tested in separate locations.
Thus, there was little utility in preparing Swadana
hospitals to accept capitated payments if there were
no JPKM organizations present to make them. No
interface between external and internal Quality
Assurance systems could be established since the two
systems were not geographically proximate.
Theoretically, both JPKM and Swadana would benefit
immensely from the improved clinical results and cost
savings of the RDU strategy, however, the degree and
magnitude of this benefit remained unknown.

The mid-term evaluation of the HSF project
documented that although each of the components had
demonstrated significant results in separate test sites,
there was little evidence concerning how they would
work simultaneously in the same geographical area.
However, by 1993, these three strategies were already
national policy and beginning to expand beyond their
initial test sites.

JPKM had been deemed a “national priority” by the
Minister of Health and seen as the key reform policy
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to stimulate the increasing role of the private health
sector by virtue of its risk pooling effect.  In fact, the
JPKM strategy was the only reform strategy that
directly dealt with the private health sector.  It was
also clear that JPKM was vital to the Swadana
strategy if cost recovery of magnitude to permit
significant reallocation of funds was to be realized.
Conversely, if the subsidies for public healthcare
services were not diminished and tariffs raised, the
stimulus necessary for JPKM enrolment growth would
be absent.  This in turn would impact on private health
sector growth as all economic classes in Indonesia
utilize subsidized government services, which reduces
their willingness to pay for private services.

The GOI commitment to the increased growth and
role of the private health sector was not only reflected
in their “zero growth” policy but also in a manpower
strategy termed “Contract Doctors.”   Prior to this
policy, after serving a post-graduate compulsory three-
year term of government service, doctors were
automatically inducted as permanent civil servants.
Under the Contract Doctor reform strategy, doctors
would serve a one-time, non-renewable government
contract for three years, after which they could enter
government service if positions were available, or enter
the private sector.   Due to the “zero growth” policy,
few positions were available.  The basic concept of
the strategy was to establish a significant pool of private
sector physicians in a relatively short time.  These
private physicians were to be trained as Family
Doctors, which would prepare them for participation
in the private health sector.  The training was to focus
on enhancing primary care capabilities and on providing
the knowledge necessary to effectively understand and
participate in JPKM managed care delivery.  Thus,
the success of the contract doctor strategy was
predicated on success of the JPKM strategy, which in
turn, was predicated on Swadana tariff increases and
reallocation of government subsidies.  Since by 1993
over 6,330 contract doctors were already serving their
term of service, it was critical that any problems with
the integrated operations of Swadana, JPKM, and
RDU be identified and, if possible, remedied.

Based on these pressing considerations and the results
of the mid-term review, the MOH and USAID
concluded that an “integrated field trial” of all these
strategies was required to work out the practical
aspects of implementation.  USAID agreed to support
this effort through the Integrated Health Care Reform
Field Trial, to be conducted in Klaten District of South
Central Java during the last two years of the HSF
project.

The Klaten Integrated Health Care
Reform Field Trial
The Klaten Field Trial was initially planned to take place
during the final two years of the HSF seven-year
bilateral project agreement, using the residual HSF
funds.  A series of extensions were subsequently
granted that carried the project through March 1999.

Klaten was chosen as the site primarily due to the
presence of an operating Swadana hospital
(Tegalyoso).  The process of establishing a Swadana
facility is rather lengthy and relatively costly, thus, it
was thought to be more expedient to select an existing
one.  Other reasons included a relatively strong
economy for Central Java, the presence of some formal
sector labour and an active Jamsostek program.

The project was carried out under the auspices of a
project steering committee that was comprised of
USAID, central MOH, and district officials.  The
reform elements that were to be observed included
Swadana, Rational Drug Use, JPKM, Askes,
Jamsostek, Contract Doctors, Standards of Care, the
private health sector, and regulatory compliance.

There has been much confusion about the results of
the field trial in Klaten and even what the project was
intended to do.  The most common misconception, that
it was a “pilot test” of healthcare reform policies,
perhaps resulted in part from the use of the term “field
trial.”  At the time the project was implemented, all of
the major policy components had already been field
tested in the original HSF project as mentioned above.
No new health reform policies were pilot tested during
the duration of the Klaten project.  Further, prior to the
Klaten project, they had all been legislated at the
national level and were being implemented in various
areas around the country.  In fact, all of the elements
to be observed in Klaten were active in Jakarta during
the same period as well as in other locations.  The
difference was in the systematic observation and an
attempt to remedy, on a local level, problems that were
presumably occurring everywhere.
A second common misconception was that the project
was a field trial of a model of JPKM, which in fact
was only one component of many.  These and other
misconceptions have proved persistent and even
emerged in the final project evaluation by USAID.
According to the original project proposal the purpose
of the field trial was to observe the reform policy
components and their interactions with each other and
other aspects of the healthcare system in a
circumscribed area for the purpose of:
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• Identifying unanticipated operational problems that
arose from the implementation of the reform policies;

• Identifying areas where additional policy formulation
or modification was needed;

• Formulating solutions to the operational problems to
the extent possible;

• Documenting policy and implementation areas that
needed additional attention;

• Conducting operational research on the practicality
of carrying out cross subsidization via Swadana and
JPKM risk based cross subsidy;

• Developing cost effective methodologies to assess
and monitoring the health strategies; and

• Exploring potential innovations that could improve
performance.

The Ministry of Health expressed this purpose in terms
of specific objectives:

The general objective of this integrated trial is to
demonstrate a Model of Integrated Health Sector
Financing Reform at the district level of Klaten.

Specific objectives are to:

• Conduct integrated field trials of comprehensive
health sector financing reform;

• Develop JPKM cross subsidy and local government
budget reallocation system;

• Strengthen Unit Swadana Hospital, hospital
accreditation and improvement of MIS, facility and
personnel;

• Incorporate the health centre services into the
integration strategy and study the possibility of a Unit
Swadana Strategy for Health Centres in the area;

• Implement Quality Assurance systems for all
components of the integrated trial;

• Implement rational, efficient and effective drug
management and use in the area; and

• Assess and develop the institutional, organizational
and operational policies and economic analysis of
the integrated model.146

It appears that USAID concurred with the
observational nature of “field trial.”  “The integrated
trial provides an important opportunity to look at the
synergistic effect of all systems developed under the
HSF project to date.  The result of this field trail will
allow the MOH to develop strategic plans for replication
of these integrated systems in the future.”147

Thus, both parties acknowledged that:
• The policies to be observed were already in effect;
• There was some evidence that these policies did not

integrate well;
• That Klaten would be used to identify these problems

and seek solutions; and
• Certain types of operational research and

methodology development were needed.

Location
Klaten is a district in South Central Java composed of
655 square kilometres with a population (1997) of 1.2
million.  It is situated between two major cities: Solo
and Yogyakarta.  Population growth averaged 0.37%
per annum.

Although almost 47% of employment was connected
with agriculture, only a third consisted of independent
farmers.  Industry, business, construction and
transportation accounted for 25% and civil service only
5.7% of the total labour sector.  With 1,818 people per
square kilometre, it is densely populated.

Prior to 1998, the economy of Klaten has been growing
at a higher than average rate for Central Java and the
percentage of population deemed impoverished was
less than 11%.  At the beginning of the project, the per
capita GDP was Rp. 55,974 per month with a range
of 34,275 to 92,544 between the 26 sub districts.  The
highest average incomes were among those involved
in mercantilism and transportation followed by civil
service and industry.  Construction workers, fisherman,
and “other” were the lowest income groups.

Structure and Organization of the Project
The collaborative agreement between the MOH and
USAID features a number of commitments including:

• Technical assistance in the form of domestic
consultants for hospital, pharmacy and JPKM
aspects, a management unit to coordinate the trial
and an expatriate expert to integrate the overall
implementation;

• The appointment by the governor of Central Java of
a task force to develop the JPKM Dana Sehat,
chaired by the head of the provincial health office;

• Establishment by the Klaten district chief of a district-
level task force, with membership to include senior
officials from the district office, the head of the
district health service and the director of Tegalyoso
Hospital in Klaten; and

146 MOH communiqué to USAID, March 1994
147 USAID Project Implementation Letter (PIL), July 1994
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• Weekly meetings at the MOH in Jakarta to serve as
a forum where MOH officials, consultants and
USAID staff could share and discuss project
development and implementation.

With the expiration of the institutional contract under
the original HSF project, the financial management was
changed to a pre-financing format under which the
MOH would be reimbursed for project expenditures.
This was to prove very cumbersome, as it required
the MOH to adhere to two different standards of
procurement and to carry out the tendering process,
which previously had been the responsibility of the

PT Askes was providing healthcare benefits to the
active civil servants and both civil services and military
pensioners living in Klaten.  The 1995 total membership
was over 104,000 for Klaten.  Askes exclusively used
the public provider system and it was compulsory for
all public providers to treat Askes members.

PT Jamsostek was providing the healthcare benefit
portion of their workers security program to over 12,000
employees or a total of 26,440 people including family
members in 1995.  Jamsostek contracted exclusively
with private outpatient providers, however, besides a
contract with the private hospital, occasionally permitted
patients to be treated in the public hospital.

Most of the villages had a Dana Sehat program though
the extent of participation was unclear and the
contribution rates variable (100-500Rp per month per
family.)

RS Tegalyoso hospital was considered a “flagship”
Swadana as all of the autonomy interventions had been
implemented there under the HSF project.

One of the objectives of the project to was to explore
ways of implementing a program, which offered a
basic benefit package (BBP) as per the existing
regulations on JPKM.148  This program was not
envisioned as directly competing with either Jamsostek

148 Ministerial Regulations 527 & 571 (1993)

institutional contractor.  This did factor in the delay of
many activities.

Components of the Project
In Klaten there were a number of systems and
organizations operating that fell under the umbrella of
the healthcare reform policies that were to be assessed.
This included the two parastatal insurance schemes
PT Askes and PT Jamsostek, both a Swadana hospital
and a private hospital (RS Islam), 46 public health
centres, 36 private clinics, 18 pharmacies, and over
146 private practices.  In addition, there were 22
Contract Doctors some of who were nearing
completion of their term of compulsory service. (Figure
131)

Figure 131 Components of the Klaten IHR
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or Askes who possessed compulsory membership but
rather as healthcare financing scheme primarily for
the informal sector and less affluent segments of
society.  There had been attempts to establish such
programs prior to the Klaten project; some under the
auspices of the HSF project.  However, none had
succeeded due to a myriad of reasons.  The
establishment of such a scheme in Klaten was to depart
from the prior patterns and attempt “something new.”
Rational Drug Use which had proved so successfully
in solo field trials was to be implemented universally
and thereby lower treatment cost, improve quality of
services, and augment the impact of premiums
collected by all financing schemes.

The Indonesian Medical Association had developed
national Standards of Care for the most frequent
diseases.  However, other than a single study employing
these standards to review hospital records in Jakarta,
the standards had not been widely employed.  In Klaten,
training in these standards was to be conducted and
the impact on treatment and outcomes measured.

The project also took the opportunity to examine the
fate of the post Contract Doctors (PCD) to ascertain
whether their deployment in the private health sector
was effective and to what degree.  Further, effort was
to be extended to assist these PCD’s in establishing
and managing private clinics.

These constituted the main components of the Klaten
field trial.  The interactions between the government
in the role of the regulator, three health financing
schemes, and both public and private providers were
to be observed.  In addition, the impact of RDU,
Standards of Care, and the PCD on this system were
to be analyzed.

Aside from these main components, there was also an
ambitious field research agenda.  Among the
hypotheses to be tested was the practicality of
conducting a:

• Risk based cross subsidy system between healthcare
financing schemes; and/or

• A budget based cross subsidization process in which
Swadana facilities’ budgetary funds would be
reduced based on cost recovery revenues.  The
conceptual basis for both of these had been developed,
but the practicality and possibility of actually
implementing them was unknown.

IHCR Strategy Revisions & Implementation
The initial year (April 1994 - March 1995) of the
Integrated Healthcare Reform field trial was supported
with residual funds from the HSF project.  This modest
sum was used to survey and evaluate the baseline
conditions in Klaten, conduct rational drug use and
quality assurance training for providers, perform the
necessary analysis and planning for a basic benefit
program, and establish a district level coordinating body
which included the major stakeholders.

By March of 1995, the following progress had been
achieved:
• Local, provincial and central health officials had

formulated and accepted a concept document for
an integrated healthcare reform trial;

• RDU training was conducted in July and August 1994
for district health office officials and Klaten health
centre doctors and paramedics;

• The district governor had issued a decreed to
convene a working group to develop a basic benefit
JPKM program;

• A feasibility study was conducted which confirmed
that development of a basic benefit JPKM scheme
was feasible.  A formal business plan had been
developed and submitted to the local government;

• The basic benefit package design and costing had
been completed and approved.

• The district level JPKM “organization” was
established and staffed;

• A strategic and tactical plan for system of regulation
for managed care programs and public/private
providers in compliance with regulatory standards
had been developed;

• Implementation of standards of care and rational drug
use and drug management in all of Klaten district;
and

• Enrolment of 105,000 workers and dependents under
the civil service health insurance program (Askes)
and 26,000 under the compulsory health insurance
program for the formal wage sector (Jamsostek), a
total of 11% of the district population.

At this point in time, the MOH requested an additional
one year no-cost extension based on the rationale that
the preparatory activities had taken 9 months to
complete and that all of the reform components that
were to be observed had been in operation for only 3
months. This period was too brief to identify any policy
and technical issues that might arise from a longer
interaction and, more importantly, the impact on the
health status of the population.
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The indicators and targets set for this extension
included:
• An increase in births attended by trained providers

from 37% to 60%;
• An increase in prenatal care (4 visits) from 69% to

90%;
• An increase in tetanus immunization for pregnant

women from 66% to 80%;
• An increase in child immunization from 63% to 80%;
• A 35% reduction in outpatient visits for acute self

limiting upper respiratory tract infections;
• A 50% reduction in inappropriate injections and

antibiotic use;
• A 10% reduction in low birth weight infants;
• A 30% reduction in overall drug costs with evidence

of increased therapeutic compliance;
• Contracts with at least 30 doctors and 15 facilities

by the basic benefit scheme that were in compliance
with existing regulations;

• Achieve an aggregate enrolment of 16% of the
district population in one of the healthcare financing
alternatives (Askes, Jamsostek, or the basic benefit
scheme);

• Establish a functioning regulatory system to enforce
the existing regulations; and

• Expansion of the number of private sector healthcare
providers by 5 clinics with PCD’s.

It was during this two-year period, that two major
problems with the integrated healthcare reform strategy
emerged, namely, the basic benefit scheme and the
regulatory effort.

The organization that was established to operate the
basic benefit plan had born no resemblance to that
detailed in the business plan.  Instead, it was established
by gubernatorial decree and proceeded in a fashion
far removed from the plan.  It fulfilled almost none of
the JPKM licensure requirements (in fact was never
licensed), had virtually no capitalization, and was
staffed with inexperienced people most of them part-
time civil servants.  It was christened Dana Sehat -
JPKM, based on the rationale that the population was
familiar with Dana Sehat and therefore it would be
easier to socialize.

Despite the objective of trying a “new” approach, was
evolved was remarkably like previous efforts in other
regions.  During 1990-92, a “basic” JPKM effort was
mounted in Karambitan, Bali and in 1992-94 another
such effort was attempted in NTT.  Both shared similar
characteristics and results.

• They were largely a government run program, there
was not truly autonomous JPKM organization;

• Both used public facilities with subsidized service
prices;

• Both paid on a fee-for-service basis;
• Only outpatient (puskesmas) care was covered;
• They were not adequately capitalized and possessed

no reserves; and
• Both attempted to build on Dana Sehat.

Despite attempts to establish a different pattern, both
devolved back into Dana Sehat’s and slowly faded
from the healthcare reform stage.  In neither case were
the regulatory requirements to establish a bonafide
JPKM organization met.

The Dana Sehat - JPKM of Klaten shared most of
these same characteristics with the exception of
providing coverage for inpatient care.  This proved to
be one of the many features that led to its undoing.

The business plan was predicated on group enrolment
and adjustment of the premium based on the group
risk assumed.  The DS-JPKM proceeded to enrol
individuals who all paid the initial community premium
rate established in 1994.  The members paid on a
monthly basis and as per JPKM regulations no waiting
periods or pre-existing condition were imposed.  The
predictable result was massive adverse selection.  The
majority of costs were attributable to pregnant women
who joined long enough to receive coverage for their
delivery and then discontinued the program.  In addition,
the district government mandated the premium rate
and year-to-year adjustments for medical inflation were
not permitted.

The business plan also called for pre-enrolment of a
minimum of 12,000 members to lower the reserve
requirements to a manageable level ($27,000.)  DS-
JPKM began with no pre-enrolment and no reserves
whatsoever.   At its height, total enrolment only reached
982 members.

The business plan also called for an initial capitalization
of $170,000 including a commercial business loan for
$100,000, plus a line of commercial credit for an
additional $40,000.  DS-JPKM’s estimated
capitalization was less than $5,000 and no commercial
credit could be obtained, as it was never established
as a legal body and the personal bank account of the
director was used for all transactions.

JPKM regulations require provider payments to be in
the form of capitation with risk profit sharing reserves.
DS-JPKM paid on a fee-for-service basis.  The
Swadana hospital adamantly refused to contract with
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DS-JPKM for numerous reasons.  The hospital director
referred to the business plan and stated that they would
contract with the organization described there but DS-
JPKM was not that organization.

There seemed to be no level of discomfort with the
radical departure from the business plan and the dire
warnings of technical advisors were discounted.   The
result was predictable and by the end of the second
year, the MOH and the district government
acknowledged the problem.149

At the beginning of the project, the importance of
regulatory enforcement was affirmed by all parties.
Regulatory instruments, an information system, and a
detailed regulatory plan developed.  The first step was
to assess the existing operations of Askes, Jamsostek,
and the DS-JPKM regarding their compliance with
the existing JPKM regulations.  Jamsostek cooperated
and the assessment revealed that their health benefit
program complied with almost all of the regulations.
Askes, whose branch office was not located in Klaten
but in a neighbouring district, denied the request of
regulators for the assessment.  They declared that a)
they were under the regulatory authority of the Ministry
of Finance, b) they were not located in Klaten, and c)
they were not subject to JPKM regulations.  The
central MOH offered little in the way of support and
thus the issue was dropped.  On the issue of DS-JPKM
compliance, there was a discreet silence.

Thus by the end of the second year, Rational Drug
Use and quality assurance efforts had been
implemented throughout the district.  The results were
phenomenal.  Injections dropped by 80%, drug costs
by 40%.  The pattern of drug prescribing matched the
treatment standards remarkably well.  In addition to
the Swadana hospital, the district permitted the first
trial of Swadana health centres ever attempted in
Indonesia.  The two health financing schemes Askes
and Jamsostek proceeded as usual, but no functional
basic benefit program was in operation — nor was
there any active regulation.

The Two -Year IHCR Project
Extension (Apr 1996 - Mar 1998)

In January 1996 a further two-year extension until
March 1998 was granted, with new funding $2.2 million.
The rationale was threefold.  First, some of the
objectives had not been achieved yet including the

studies on cross subsidization and the implementation
of the 5 PCD clinics.  Second, the initial results of the
quality assurance and RDU effort were promising but
the issue of recidivism would require additional time.
Third, the MOH and district were ready to try a
different approach to the basic benefit package as the
complex nature of managed care was becoming
evident.  Some divergence of views of the MOH and
USAID on how this new approach was to be achieved
emerged in the proposals as to how the $2.2 million in
funding was to be employed. Both parties concurred
that regulation and regulatory enforcement were
important.  Both agreed a new BBP approach was
needed.  There was also agreement that a major
socialization campaign on JPKM was needed to both
clarify the benefits and to overcome the negative
experience to date.  But an examination of the original
budget proposals for the extension illustrates the
differences. (Figure 132)

Figure 132 Initial Budget Proposals for 1996-98

Component USAID MOH
$ $

Regulatory  1,691,811  128,497
BBP organization development  6,000  499,804
Providers  209,000  551,891
Social Marketing 246,500 830,000
BBP cash injection 0 30,000
Other 46,689 159,809

The MOH still demonstrated a conviction that the
government should be the implementer and that
regulation was of secondary concern.  It was proposed
that a significant portion of the extension funds be
utilized to develop and capitalize a BBP JPKM
program.  The proposed funds for social marketing
included significant procurement of equipment for the
MOH to carry out the social marketing itself.  The
funds for providers included establishment costs for
PCD’s.  Very little operational research was featured.

An alternative viewpoint was that such a pattern was
not replicable, as it would call for a commitment of
almost $200 million from the GOI to develop BBP
programs.  It was also clear by this point that JPKM
regulation could not be implemented on just a local
level but had to be supported by strong regulation at
the national level.  Both BBP JPKM’s and PCD clinics
should be financially viable and use commercial credit
to be established.  Social marketing could be carried
out by a professional marketing firm for a fraction of

149 It is of interest that the following year several commercial JPKM companies were established in Jakarta based on business plans
similar to that provided for Klaten.  These companies continue to operate.
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the cost.  Operational research was one of the major
justifications for the project.

A compromise plan was reached and implementation
once again proceeded.  There were, however, some
fundamental changes in both the way the project was
being implemented and in the results anticipated.

USAID engaged the global bureau’s Partnerships for
Health Reform project to provide technical assistance
and Futures Group International’s Social Marketing for
Change project to provide the market survey and
promotion expertise.

Most notable, a decision was made to add four targets
or objectives to the already lengthy list.  By the end of
project, there was to be a functioning regulatory system,
a licensed basic benefit JPKM program that was
solvent, social marketing of JPKM was to have been
carried out, and the aggregate number of people in
Klaten enrolled in one of the programs increased.
These were felt to be reasonable targets given the
progress to date and established to give increased
impetus to the operational problems identified.  As the
process of identifying and solving problems of this
nature was the fundamental purpose of the project,
there was little contention.

It was also at this time that the events transpiring in
Klaten began to be referred to as “the Klaten Model.”
This term was perhaps as an unfortunate choice as
“field trial” and led to much subsequent confusion.  The
MOH was well aware of the incongruent aspects of
its major reform policies and it viewed Klaten as a
sort of “test tube” in which solutions could be sought.
If solutions to all the problems identified were not found,
what improvements there were would be disseminated
across the country.  The unsolved problems could, at
least, be thoroughly documented so that subsequent
policy and operational efforts could build on the
experience.  Nonetheless, the notion of the “Model”
persists even in the MOH.

Implementation 1996-99
Although all components continued to function, the
major focus during the final years of the Klaten project
was focused on JPKM and JPKM regulation.  This
was not merely due to the fact that they had the major
operational problems identified at that point but even
more so to the impact this dysfunction had on the other
components of the MOH healthcare reform strategy.

During the initial two years of the project training in
rational drug use and quality standards had been given

to all public providers and to any private providers that
wished to attend.  It was clear that RDU yielded
excellent results with public providers.  However, the
vast majority of drugs dispensed in Indonesia are not
dispensed through the public system.  Further, public
expenditures for drugs have never exceeded 13% of
the total during the last decade.  Thus, if RDU were to
render its maximum effect, it would have to be extended
to the private health sector.  The main obstacle to this
derived from the difference in incentives.  Unlike public
providers, private providers had significant pecuniary
incentives to administer injections and to prescribe large
amounts of medication.  One solution to this dilemma
was to change the nature of the financial incentive
and the prepaid capitation systems featured in the
JPKM regulations provided this.  Indeed, over
prescribing or injecting patients would result in financial
losses in a capitated system.

Swadana hospitals were collecting revenues and using
those revenues to improve both their facilities and
services.  However, given that the percentage of a
hospitalization that could be charged to the patient
without effecting barriers to access was low,
implementation of Swadana in the health centres
would have yielded significantly greater results in terms
of total cost recovery for two reasons.  First, the
percentage of the real costs of an outpatient visit that
a patient can reasonably be expected to pay is much
higher than that for a hospital stay.  Second, the number
of outpatient visits exceeds that of hospitalizations by
a factor of 30 to 50.  Thus, Swadana hospital strategy,
as a single reform policy, was fated to produce minimal
cost recovery.  The obvious solution was risk pooling
which is a major advantage of insurance systems.
Again, JPKM seemed to be the critical synergetic.

The Contract Doctors strategy was predicated on their
absorption by the private health sector.  Yet the growth
of the private health sector was limited by the
population’s ability to pay for services out-of-pocket.
If this ability to pay could not be increased, there would
be insufficient private health sector growth to absorb
the PCD.  Again, risk pooling offered the most tangible
solution.

Efforts to improve the quality of care in Indonesia had
been ongoing since the 1980’s, however, despite
enthusiastic participation, the few objective
measurements of the quality of care actually received
demonstrated little improvement.  Quality Assurance
(QA) activities were largely viewed as an unrewarding
additional task by most providers and sustainable efforts
very difficult to achieve.  The regulations of JPKM
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required utilization of the National Standards of Care
as benchmarks and active QA activities to assure the
quality of service that members received. Further, the
provider’s remuneration was linked to the degree of
compliance with those standards.

Thus, the JPKM component of the national healthcare
reform strategy was a significant factor in the
successful implementation of the other components.

One suggested remedy for the Dana-Sehat JPKM
debacle was for the district to simply tender a contract
to major private sector insurance firms who had
institutional experience with managed care in other
countries.   It was envisioned that by offering a multiple
year contract, the insurance carrier could recover their
investment.  It offered the further advantages of
leveraging private capital and bringing significant
professional experience to bear in a relatively short
period of time.  This same strategy had been employed
in other countries with some measure of success;
therefore, it seemed like a reasonable approach.

The implementation of this concept did not exactly
adhere to the intended pattern.  What transpired was
a proposed joint venture between the district
government and Jasindo, a state owned insurance
company.  Despite the lack of competition and the
possible market restriction that a partnership between
the insurance carrier and the regulator might pose, the
proposal was pursued for almost six months.  The major
obstacle was the need to amend the articles of
incorporation of Jasindo to qualify for a JPKM license.
The alternative was to establish a subsidiary
corporation to carry out JPKM activities.  Both efforts
proved to be greater than Jasindo’s interest in the
scheme.  The interest waned and vanished.

In November of 1997 and subsequent to Jasindo, a
small group of post contract doctors in Klaten
established a JPKM scheme largely out of frustration.
As with DS-JPKM, the new organization, PT Husada
Mandiri Berbhakti (HMB) was thinly capitalized and
staffed with inexperienced people.  However, HMB
was established as a private corporation and had
developed a business plan, which was followed.
Despite somewhat pessimistic predictions, HMB
managed to enrol some 5,534 members in 1997-98 and
expanded this membership to over 8,740 by the end of
March 1999.  Their financial reports as of September
1998 indicated that they were both solvent and, despite
the economic crisis, realizing a modest profit.

Members Cooperatives
One of the major challenges facing any national health
insurance strategy in Indonesia is the informal sector.
The state owned enterprises, Askes and Jamsostek,
focus on the civil servants and formal sector.  The
majority of licensed JPKM and health insurance
providers focus on the urban top 10% of the population.
Thus, the vast majority (» 70%) of the population is
left out.  The reasons for this exclusion and lack of
interest include the generally lower purchasing power
of the informal sector, the higher administrative costs,
and adverse selection risks.  The public tax based
system in Indonesia provides a solution for this through
the subsidization of services.  However, if the limited
public funds were to be targeted at the poor and
vulnerable, costs would have to rise for the non-poor.
The impact of these increased costs would fall
disproportionately on the informal sector unless some
mechanism could be devised ameliorate the inequity.

One of the few innovations attempted in the Klaten
project was to establish a “members’ cooperative” to
address the dilemma of the informal sector.   The
concept was extremely straightforward and similar to
that of small business health insurance purchasing
cooperatives in other countries.   Primary level
cooperatives (farmers, craftsman, vendors, etc.) would
join a dedicated secondary level cooperative for the
purpose of purchasing health insurance or JPKM.   By
providing a large, pre-enrolled group and a single point
of premium collection, the cooperative could negotiate
lower premium rates and stimulate competition for their
members.  There is a strong cooperative movement in
Indonesia and it is estimated to involve over 86 million
people.  Thus, it was reasoned that if a JPKM
members’ cooperative worked the potential impact
would be significant.

Koperasi Jasa Kesehatan Husada Mandiri
(KJKHM), a secondary level cooperative was
established in 1997 in Klaten. No direct financial
support was received from either the government or
the project. Technical support in terms of organizational
and software development was provided by the project
technical assistance team.  The cooperative’s main
functions were to promote the concept to primary level
cooperatives, enrol their members, collect premiums,
and negotiate for services.  Quotations were solicited
from 7 JPKM organizations of which 5 responded,
including the HMB group based in Klaten.  A Jakarta
based company won the initial contract and operations
began.  Membership grew rapidly swelling to over
11,300 by the end of the project.
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Family Doctors
The only other innovation attempted during the Klaten
project targeted the PCD’s (post contract doctors.)
It was recognized that if these young physicians were
to work in the private health sector they would need
two things they did not possess: capital and
management ability.  A national “Family Doctor”
strategy had arisen shortly after the Contract Doctor
policy was established.  It was envisioned that the
PCD’s would function as family doctors in private
versions of health centres and serve as the primary
care providers for JPKM programs.  However, none
of the training afforded these physicians provided the
essential, small business management skills necessary.
Further, the vast majority of these young family doctors
could not obtain the capital necessary to establish a
clinic.

Under the auspices of USAID’s Small and Micro
Enterprise project (SME), an assessment was carried
out by Coopers & Lybrand in 1996 to ascertain the
prospects of commercial credit for family doctor clinics.
The results were such that a special training curriculum
was developed for clinic management.  In addition,
arrangements were made with Bank Niaga to include
family doctor clinics in their SME loan guarantee
program.   The training was rated as highly successful
and the first SME loan was made in November 1997.
Unfortunately, the advent of the economic crisis halted
the SME program as all 5 participating banks fell into
receivership.  However, by the end of the project, 23
private clinics, 40 solo practices, and one specialty
hospital had been established in Klaten.  Virtually all
of them were owned, managed, and/or staff by the
participants in the clinic management training.

Regulation
The JPKM regulatory strategy during the final extension
of the project focused on development at the national
level for reasons previously mentioned.   The immediate
needs identified included: a structural location in the
MOH, support from the highest levels in the Ministry,
and sufficient manpower and material to carry out their
mission.150  A formal regulatory needs analysis was
carried out which indicated that an annual operating
budget of $350,000, capital expenditures of $191,000,
and 86 personnel were needed to carry out the task of

regulating the JPKM sector in 1997.151  Subsequently,
a Directorate of JPKM, a sub-directorate within the
directorate of community services was formally
established in the MOH and the necessary
procurements and training carried out.  This unit
continues to function and has carried out several
enforcement actions to date.

Cross Subsidization
The concept of cross subsidization is pervasive in the
Indonesian health sector.   Both public and private
hospitals attempt to cross subsidize 3rd class beds with
higher charges for 2nd class and above.  All hospitals
are required to provide a certain percentage of 3rd class
beds for the poor and indigent.  Both Askes and
Jamsostek base their contributions on a percentage of
income thus effecting a cross subsidy from the more
affluent to the less affluent.  Health insurance by its
very nature effects a cross subsidy from the healthy
to the sick.

There were two additional aspects of cross subsidy
that were to be investigated in Klaten.  The first
pertained to the JPKM basic benefit strategy.  Outside
of the formal sector and government, income is difficult
to determine and therefore contributions based on a
percentage of income not extremely feasible.  The
alternative was to determine a community rate for the
basic benefit where all members would pay the same
premium.  One of the inherent difficulties with
community rates where there is more than one provider
of managed care or insurance is adverse selection.  A
JPKM program that enrolled only school children
would experience much lower costs than a program
that enrolled the elderly.  One mechanism to ameliorate
this is a risk adjustment pool.  Community rated low
risk groups would contribute the actuarially determined
difference to the pool, while high risk programs would
receive distributions.  Such a risk based cross subsidy
had been featured in the JPKM strategy since 1989,
however, it remain theoretical.  In Klaten, an analysis
was carried out to determine the feasibility of such a
system.  Demographic data on the members and
dependents of Jamsostek and HMB were collected
and analyzed with an actuarial table prepared from
the 1997 Susenas survey.152  It was found that the
process was not only feasible but also quite simple as

150 Indonesia: JPKM/Managed Care: The Status of Regulatory Needs and Compliance in Indonesia, P.R. Torrens, PHR project, July 1997.
151 JPKM Regulatory Needs Analysis: Preliminary Assessment of Workload, Logistics, and Budgetary Requirements, J. Marzolf PHR

Project, December 1997
152 The National Socio-Economic Surveys (Susenas) were first used to construct these tables in 1992. See “Development of JPLKM

Information Systems, K. White, HSF Project 1992
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long as the managed care programs collected and
recorded the dates of birth and sex of both members
and dependents.  In terms of results, both Jamsostek,
by virtue of its 55-year-old limitation, and HMB, due
to its high proportion of school age children would be
contributors under such a system.

The second cross subsidy issue was crucial to one of
the main goals of healthcare reform that involved
Swadana and JPKM.   Both strategies were designed
to be implemented in more affluent areas and among
more affluent groups.  The concept is simple.  As cost
recovery increased in Swadana facilities, budgetary
support could be lowered and the savings realized
focused towards the more vulnerable groups and less
affluent areas of the country.  As the economy grew
an increasing number of areas would become more
self-sufficient and, as a result, more funds would
become available to focus on the vulnerable population
that remained.  Although Swadana operations had
been underway for several years, no reallocations had
ever been made.  In fact, no mechanism had been
established to do so.153  Further, no attempts had been
made to develop a methodology to calculate what
these reallocations should be.

In 1998 with the economic crisis in full bloom, the need
for effective allocation of public funds to protect the
most vulnerable groups prompted an analysis of the
financial systems and data of the hospital in Klaten
plus two other public hospitals in Jakarta for comparison
purposes.  Despite the improvements to the financial
management systems in Swadana hospitals, it was
discovered the financial data did not lend itself well to
the identification of operational surpluses and that
further improvements were needed.  However, a
preliminary methodology was developed and applied
to the 3 hospitals.  The results were intriguing.  In all
of the hospitals, there was evidence that, contrary to
the strategy; public funds were being used to subsidize
classes above third class.  Further, budget support had
continued to increase in all of the hospitals since their
Swadana operations began.  In one of the hospitals,
the budget support was rising faster than the cost
recovery rate.  The tariffs in all three hospitals, which
were based on the out-of-pocket ability to pay, were
too low to provide significant reallocation potential.
Most distressing was that only 0.8% of the hospitalized
patients in Klaten were deemed “poor” and exempted
from payment.

Implementation Summary
In March of 1999, the Health Sector Finance project
was finished, ending a 10-year collaborative healthcare
reform effort between the MOH and USAID.  The
last 18 months of the project were marked by the
beginning of the most severe economic crisis
experienced in the last three decades, civil unrest that
resulted in the evacuation of foreign residents, the fall
of one government and the emergence of a new one.
Despite this, the project was completed on schedule
and all activities carried out.  At the time of completion,
crisis issues such as the social safety net, essential
drug supply, and food were so pressing that the final
presentation of the project results was cancelled and
the documented results never disseminated.  Most
commonly available information on the Klaten
Integrated Healthcare Reform Trial is based on
perceptions and commentaries by third parties.  It is
still referred to as the “Klaten Model” and the “JPKM
field trial.”  The documentation seems to indicate it
was much more.  However, the main question remains
to be answered.  What does it all mean?

Analysis and the Aftermath
The ten year health sector finance project absorbed
$16.7 million of the original $17.2 million commitment.
MOH counterpart funding totalled more than $5.5
million.  The major costs were for technical assistance
while commodities only 4.3% of the total.  Almost $3
million was spent on studies. (Figure 133)
Remarkably, 86% of the expenditures was connected
with the implementation of the HSF project prior to
the Klaten trial.  Twenty nine percent of the local costs
were used to supply medical equipment to UNICEF
for crisis response.  Thus, the total costs attributable
to the Klaten efforts were quite modest and, in the
final year, total expenditures were less than $250,000.

Figure 133 Table of Project Finance 1988-99

Expenditure Category USD
Technical Assistance 7,283,067
Training 1,319,653
Commodities 720,545
Local Costs 4,482,142
Studies 2,869,116
Total 16,674,523

In terms of results, most of the objectives of Klaten
were achieved and the targets met or surpassed (Figure

153 Personal communication - Director of Finance, Ministry of Health
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134).  Public health measures such as immunization,
iron supplementation, prenatal visits, attended births,
vitamin A supplementation, and ORT treatment of
diarrhoea all ranked in the top 1% in the nation.  Low
birth weight infants did not decline but actually
increased by 2%, however, there was an 80%
reduction in underweight infant less than one year of
age.

Rational drug use had reduced overall drug costs by
40% and unnecessary antibiotic prescription and
injections declined by 63% and 75% respectively.  Most
striking was that rather than the expected recidivism
from the RDU strategy over the life of the Klaten
project, further incremental improvements were
demonstrated every year. Similarly, compliance with
the National Standards of Care improved with an
overall compliance of 77% and rates of 98% for
prenatal visits, 95% for pneumonia and anaemia.

Cost recovery in the Swadana hospital had increased
by 37% although as a percentage of total funds the
revenues declined slightly.  Cost recovery in the health
centres reached 28% of the total by 1998 and the trial
of the Swadana health centres was viewed as a
success.

Also by the end of the project, four healthcare financing
schemes were operating in Klaten (Askes, Jamsostek,
HMB and KJKHM.)

The two major targets that were not achieved were
the total aggregate enrolment and the existence of a
functioning regulatory system.  In the case of the
regulatory system, no district level regulation was being
conducted but, as mentioned, it had been successfully
established at the national level.

Figure 134 Target Achievement by March 1999

Parameter Initial Target Achieved
Operating JPKM schemes 2 3 4
Operating JPKM Basic Benefit Scheme 0 1 1
Enrolment in schemes 194,561 111,077
Rational Drug Use 0 Universal Done
Reduction in unnecessary injections and antibiotics 0 50% 75% & 63%
Reduction in overall drug costs 0 30% 40.2%
Increase in attended births by trained providers 37% 60% 82.2%
Prenatal visits 69% 90% 83%
Tetanus Toxoid X 2 66% 80% 98%
Ferrous sulphate Prenatal 1st month 5% NT 86%
Vitamin A supplement < 5 year olds 68% NT 100%
Child Immunization 63% 80% 100%
Reduction in outpatient visits for viral respiratory infections NA 35% 37%
Reduction in low birth weight infants 10% Increased 2%
JPKM contracts with doctors and facilities 0 30 & 15 84 & 34
Operating JPKM Regulatory System 0 yes no
Expansion of private sector health care providers 202 209 268
Compliance with Standards of Care NT 77%
Reduction in referral rates Puskesmas to Hospital NT 44.9%
Cost Recovery in Swadana hospital (billions) 1.9 NT 2.6
Cost Recovery in Swadana hospital as % of total 31.8% NT 29.0%
JPKM Members Cooperative enrolment 10,000 11,348

The experience with enrolment could be attributed to
many factors.  During the period of the trial, Askes
lost the military pensioners which reduced their total
membership.  Several large companies closed down
in Klaten, which reduced the Jamsostek membership.
Efforts to enrol the smaller and medium companies
were put on hold pending extension of the JPKTK

management services from Jakarta.  Three years of
effort in the DS-JPKM and Jasindo yielded no results.
The establishment of HMB and KJKHM in the last
18 months of the project showed promise but both
schemes were subject to the vicissitudes of the
economic crisis, which reportedly reduced commercial
health insurance membership by over half a million
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people and over $115 million in premiums and was a
major factor in the failure of two JPKM schemes.
Given this, it is remarkable the schemes increased their
enrolment at all.

Even more notable and perhaps of significance to the
current attempts to establish JPKM on a national level
is that during the Klaten field trial, membership in the
compulsory schemes declined while the voluntary
membership increased by a slightly larger number. In
a neighbouring district, Magaten, a universal,
compulsory Dana Sehat JPKM had been established
at the time of the Klaten project and was viewed by
many as the “Model” that should be adopted.  However,
public demonstrations against the scheme resulted in
discontinuation of its compulsory nature.  During the
final evaluation of the Klaten project a representative
from the agricultural cooperative voiced strong
antipathy for “any more compulsory government
programs.”   This brings into question the meaning of
“compulsory” in the Indonesian health sector and the
degree of acceptance that could be anticipated in the
current process of decentralization and
democratization.

Both HMB and KJKHM continue to operate and have
remained solvent. HMB has expanded its membership
to over 12,000.  According to MOH officials and the
JPKM Managed Care Association of Indonesia,
Husada Mandiri Berbhakti is one of the more robust
schemes operating.  The JPKM Members Cooperative
also continues to function more than 3 years after all
external assistance ended.  Much of the initial
membership was reportedly lost subsequent to the end
of the project due evidently to the economic conditions.
Recent reports indicate that they are slowly re-
expanding their membership and have established a
branch office in Jepara near Semarang, the provincial
capital of Central Java.

Despite this, the question is still, why has enrolment in
JPKM schemes remained low, not only in Klaten but
nationwide?  Some of the answers may be revealed
by the experience in Klaten.

Consumer Attitudes and Behaviours
Market research in Klaten was conducted in 1996 by
Asia Market Intelligence, ltd. as part of the social
marketing effort.154  Consumers and providers were

surveyed concerning their views and decision-making
processes regarding public and private health services
as well as JPKM, Askes, and Jamsostek.  Among the
consumer groups, subjects naïve of JPKM, drop outs,
and current members were interviewed.

In general, the majority of subjects preferred private
healthcare services over public despite the increased
costs.  Long queues, poor service, and ineffective
treatment were the most numerous complaints about
the public system.

The majority of both Askes and Jamsostek member
were not familiar with the details of the benefits of
their schemes or even what percentage of their wages
was deducted.  Satisfaction levels were low in both
groups though lower for Askes.  Contributions were
regarded as “just another tax” and a “sunk cost.” The
most common complaints about Askes were the low
quality drugs provided and the discriminatory treatment
they received by providers.  A significant number of
cardholders preferred to pay cash rather than use their
card.  Some civil servants have never bothered to
receive the card.  When asked about voluntarily
enrolling family members not covered by Askes or
Jamsostek, the interest was low based on a belief that
the poor service and discriminatory treatment would
be the same or worse.

Public providers were very critical of the Askes
program and claimed that the low payment rates by
Askes and the high utilization rates of its members
resulted in continual losses to the public system.  The
hospital director produced evidence of over Rp.200
million in losses in 1996 alone.

Conversely, private providers were generally satisfied
with Jamsostek though felt that the payment could be
more prompt.  Both groups were enthusiastic about
the potential of JPKM but felt that the DS-JPKM was
questionable.

Few of the dropouts from JPKM left due to
dissatisfaction but rather to misinformation and
administrative failures of the scheme or in the case of
new mothers following delivery.  Almost all respondents
expressed a willingness to rejoin though some with the
proviso that the scheme needed to be more
professionally managed.

154 Consumer Attitude and Behaviors Regarding the Managed Care (Dana Sehat JPKM) Health System in Klaten, Asia Market Intelligence,
SOMARC, November 1996
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Despite the problems with the DS-JPKM, 10-20% of
all consumer groups surveyed had heard of the program
and many expressed keen interest in joining.  Some
had even enrolled but never received any follow up in
terms of receiving a card or paying contributions.  Many
were doubtful about the organizational strength and
the management but stated a willingness to join if a
quality program was available.  Yet others expressed
scepticism and characterized it as “just a fad” and the
“government just trying to achieve a target like in family
planning.”  The largest group were not interested, many
stating that it was too expensive and it was cheaper to
wait until one was sick and just pay the low tariff at
the health centre or hospital.  In fact, it is this last
factor that may constitute the major obstacle to JPKM
expansion.

Obstacles to Growth
From the first year of the project, the requisite
conditions to promote enrolment in any of the health
financing schemes were clearly articulated: a) raising
the tariffs in the public facilities to near full cost and b)
fairly applying the existing regulations to both the
compulsory and voluntary schemes.  Both proved to
be very difficult to achieve despite the overt
commitment of the health authorities.

In 1997, the tariffs for the health centres were finally
raised however; it was only a marginal increase.  The
standard tariff was raised from 300 Rp per visit to 600
Rp.  By way of comparison, nationwide surveys
conducted by the Indonesian Consumer Foundation
(YKLI) revealed that health centre tariffs ranged from
300 Rp. to 3,900 Rp.  However, in addition to the
standard tariff, a list of 113 services and procedures
was issued which would be charged in addition to the
standard tariff.  These tariffs ranged from 500 Rp. to
15,000 Rp.   Despite these additional tariffs, the
average cost of a health centre visit was only 1,479
Rp.  Given that the unit cost determinations performed
in Klaten revealed that the average cost per out patient
visit was 14,265 Rp., the new standard tariff was only
slightly more than 4% of the unit cost and the average
charge per visit only 10% of the real cost.   As this is
lower than most health insurance co-payments, it is
not surprising that little change was seen in either the
utilization rates at public facilities or in the enrolment
in the voluntary scheme.  Thus although tariffs were
raised as agreed to, the increase was too small to
provide any incentive.  The government subsidy system
continued to function as a form of social insurance in
everything but name.

There were additional aspects of this new tariff system
that were contrary to the reform policies.  Askes
members were not subject to the new tariffs, hence,
the substantial subsidies to the civil servants continued
while they were reduced, albeit, very little for the
general population.  To some extent, the inequity was
increased.  Further, despite the commitment to
implement Swadana in the health centres 50% of the
standard tariff and 60% of all the revenues from the
tariff list were remitted to the district government rather
than being retained for use at the health centre. This
meant that the actual cost recovery was less than 5%,
a rather insignificant figure.
The need for greater increases was repeatedly
discussed with local government officials who deemed
any further increases would not be ‘politically
acceptable’ at that time.  Herein lies the crux of the
matter.

The most pivotal issue of the healthcare reform effort
initiated in the 1980’s was to more sharply focus public
funds at those least able to pay.  Indeed, the major
reform policies developed in the 1990’s and observed
in Klaten are predicated on this notion.  Yet, the political
will to effect the tariff increases needed to permit this
targeting seemed to be lacking.  As a result the old
paradigm that healthcare reform was to supplant
continues to run in parallel with the reform paradigm.
The result is that neither works well.  The opportunity
to raise Swadana tariffs and thereby drive JPKM
enrolment growth in the pre-crisis period was not taken.
Now policy makers contemplating such increases can
only view the public response to the recent fuel subsidy
decreases with trepidation.

The loss of central control of regional compliance with
health policies also changes the circumstances under
which healthcare reform can be enacted.  Policies such
as hospital autonomy, rational drug use, and workforce
deployment have been largely taken out of the central
ministry’s control.  In this sense, the opportunity to
implement the integrated healthcare reform strategy
has passed.  However, a new opportunity has arisen
and successful health reform at the regional level may
lead to more widespread implementation through
emulation.  This is the basis for the numerous
decentralized healthcare systems projects now
underway.  Are any of the lessons learned in the Klaten
project of relevance?

At the time of the final project evaluation, inquiries to
officials in the World Bank and ADB regarding



Part IV Chapter 19

315

replication of the “Klaten Model” indicated that there
was no interest and the opinion was that it was not a
workable model.  Yet, examination of the current
decentralization projects of both organizations reveal
efforts to develop an integrated health system featuring:
hospital & clinic autonomy, a healthcare financing
mechanism, rational drug use, strategies for post
contract doctors, standards of care, and so forth.
Ironically, it would seem that indeed the “Model”, such
as it was, is being replicated unwittingly or not.
Moreover, some of the proposals from the participating
regions replicate mistakes discovered in the Klaten
trial.  One example is that of resource mobilization
a.k.a. “health insurance.”  Several districts have plans
to establish pilot financing schemes by decree to be
implemented as regional parastatals.  Yet, others are
focusing on increasing hospital tariffs as a way to
defray the costs of public health services.  There is
little evidence of a stronger regulatory role in these
regions but rather a focus on the government as the
primary mechanism of delivery.  There is little in the
way of innovation offered in terms of implementing
RDU in the private health sector.  Plans for
management training for some of the 10,000 under or
unemployed PCD’s and provision of access to
commercial credit have not yet come forth.  The major
strategy to enrol the informal sector in healthcare
financing schemes is to make it compulsory.  One is
given a strong sense of déjà vu from these
developments.

Conclusions

A comprehensive review of the results of the HSF
and Klaten projects in a single document would be
difficult.  The results from almost $3 million of studies
and research related technical assistance alone have
generated over a thousand documents. However, there
are several overarching conclusions that may be drawn
from this lengthy experience that have implications for
the present and future.

The most critical healthcare reform policy has
never been implemented.
Central to the theme of healthcare reform was to
increase equity.  This was to be accomplished by
targeting subsidies.  All of the other reform strategies
(Swadana, JPKM, RDU, etc.) were designed to
provide the circumstances in which this targeting could
be done.  Yet, for the most part the subsidies remain
untargeted with a substantial portion of them benefiting
the affluent.  The lack of this key action not only limited

the impact of the other reform strategies but, in fact,
removed much of their raison d’etre.  JPKM in
particular is superfluous to the healthcare-financing
situation as long as the inequitable pattern of public
spending is perpetuated.

Compulsory healthcare financing systems in
Indonesia have not increased equity
There are three compulsory healthcare financing
systems in Indonesia.  The largest is the MOH, which
provides universal access to basic services subsidized
with tax and other government revenues.  The
ministry’s budgetary resources are too limited to provide
care to the entire population with the result that the
poor receive very little and the non-poor purchase more
with private funds.

The Askes program in its current form increases the
proportion of MOH subsidies received by civil servants.
The losses incurred by public providers due the low
payment rates of Askes constitute a cross subsidy from
the MOH to the other branches of government.  There
is evidence that exemption from tariffs increases
utilization, thus, the Askes system increases the quantity
of public subsidies needed.

The Jamsostek program utilizes less public subsidies
per capita than Askes.  However, Jamsostek health
benefits are limited to formal sector workers under
the age of fifty-five and their dependents.  The informal
sector, the elderly, and unemployed receive no benefit.
Despite the compulsory statutes of the program, the
majority of formal sector employers subject to the
Jamsostek law have evaded enrolment.   Equity has
not been achieved even within the formal sector.

These three systems have increased the inequity of
access to healthcare in Indonesia.  The most vulnerable
elements of the population, which should receive
substantial benefit from compulsory social insurance,
in fact, get less.

The informal economy will require a different
strategy
Worldwide experience indicates that enrolment of the
informal economy in compulsory healthcare financing
schemes is very difficult.  Based on the compliance
problems of Jamsostek with large formal sector groups,
the prospect of exacting compliance from the informal
sector is very small. In Klaten, enrolment of the
informal sector on an individual or family basis resulted
in the failure of the government sponsored DS-JPKM.
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Organization of the informal sector through the
formation of health benefits cooperatives or other
organizations can provide the economies of scale
necessary to provide affordable coverage.

The current system is not sustainable
The continued meagre public spending on health and
zero growth policy paired with the inhibitory effect of
the subsidy system on private health sector growth
has led to an erosion of the adequacy of the national
healthcare system. Other recent reports have
documented that by most measures of infrastructure,
workforce, and services the system has been falling
behind for the last 10 years.  Indonesia does not yet
have the healthcare assets needed to service its
population.  Nor is the government in a financial state
to make the investment needed.  Despite the deficits,
resources such as the PCD’s remain under utilized.
To remedy this trend and reduce inefficient use of what
resources there are, healthcare policies must provide
increased incentives for investment in healthcare.

The conditions necessary for voluntary JPKM
growth have never been established
Currently, JPKM programs compete not only with the
three compulsory systems but also with insurance
companies and unlicensed substitution products.
Requisites for growth include reduction of the MOH’s
role as a universal health finance scheme and diligent
regulatory enforcement.  Although regulatory
enforcement actions have begun several major
inequities exist including the establishment of JPKM
organizations in every district by the MOH itself.  Most
of these organizations cannot fulfil the JPKM licensure
criteria and thus constitute “unlicensed substitution”
programs.  They are allowed to operate with impunity.
Askes currently engages not only in its compulsory
social insurance scheme for civil servants but also
competes with licensed JPKM program for the
voluntary market.  This is in violation of Government
Regulation 73 but no remedial regulatory actions have
been taken.

The regulations on JPKM were designed not to impose
unreasonable burdens on the JPKM companies but to
protect all of the participating stakeholders including
the members, providers, and the JPKM companies
themselves.  Exemptions from these regulations do not
facilitate JPKM growth but jeopardize it as in the case
of DS-JPKM in Klaten.  Insufficient and inconsistent
regulatory enforcement is a ubiquitous problem in

Indonesia and by no means limited to the health sector,
however, without effective enforcement of JPKM
regulations, healthy competition and growth cannot be
realized.

Until the two requisite conditions for JPKM growth
have been established, it cannot be concluded that the
voluntary model of JPKM has failed for it has yet to
be tried.

Implementation of the essential elements of the
Basic Benefit can render significant impacts on
healthcare utilization and increase the use of
prevention.
Diligent efforts to provide the services detailed in the
Basic Benefit Package combined with Rational Drug
Use and the Standards of Care reduces healthcare
costs and inefficiency while simultaneously improving
utilization patterns and therapeutic benefit.  Given the
low levels of healthcare funding there can be no
rationale why sustained effort to support the
implementation of these three reform components
should not be given.  They exist and abundant evidence
demonstrates they work.  There is no need to reinvent
the wheel.

Rational drug use and the standards of care must
be extended to the private health sector
Almost 88% of all healthcare and 90% of drug
expenditures in Indonesia are private expenditures.
The private health sector provides over 50% of the
ambulatory care services and almost 40% of the
hospital care.  Implementation of Rational Drug Use
and the Standards of Care in the private health sector
would render an impact even greater than that in the
public sector.  The method of implementation will have
to differ from that of the public sector due to different
incentives.  Compliance will require a greater regulatory
effort by the government.

The government must clarify its role as either
regulator or provider
In Klaten, the government continually acted in the role
of the implementer or provider with a marked
ambivalence towards its regulatory responsibilities.
This is understandable as the MOH was the major,
nearly sole, provider of healthcare services for
decades.  This is no longer the case.  What future
growth there may be will be in the private health sector.
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The lack of resources limits the effectiveness and
quality of the public services provided.  The lack of
regulation allows the private health sector to operate
in a fashion that does not contribute to the achievement
of the national health priorities.  The result is that
neither the public nor the private health sector performs
well in terms of benefit to the people.  As mentioned
previously, the private health sector’s major competitor
is the public sector.  The government cannot be both a
player and the referee and guarantee a fair competition.

Healthcare reform requires full commitment
Currently, healthcare policy in Indonesia is very messy.
During the 1990’s, new policies were established but
they did not serve as the overarching paradigm but
ran in parallel with the policies they were designed to
supplant.  Many of the paradoxes documented in Klaten
demonstrate that partially implemented healthcare
reforms may be worse than no reforms at all. Reform
cannot be a partial, half way, or sometimes measure.
The reform agenda formulated over the past fifteen
years still offers valid approaches to many of the current
challenges but unless they are carried out fully they
will yield no benefit at all.

Summary

One of the major conclusions of the final assessment
of the Klaten field trial was that is was premature.  In
fact, it seems it was too late.   The operational problems,
policy conflicts, and other obstacles encountered in
Klaten should have been discovered in the initial 5 years
of the HSF project and certainly before any of the
reform policies were legislated.  The key indicator that
should have been used to measure progress throughout
the healthcare reform effort should have been the
reallocation and targeting of public funds achieved.

As it stands, public spending on healthcare continues
to be inefficient and inequitable. The untargeted
subsidies not only limit the access to medical services
for the poor but also inhibit the growth of the health
sector via subsidized competition.  Will the regional
governments break with tradition and target their public
funds at those most in need?  Perhaps, but they will
face the same political pressures as the central
government was subject to and they have greater
proximity, exposure, and accountability to those that
would be affected by such a decision.

Have the lessons from Klaten been learned?
Apparently not but it should perhaps be considered
that under decentralization, it is the district level
government that will be responsible for the health of
their residents.  One of the major concerns of those
involved in decentralization of healthcare is the capacity
of the district governments to carry out this mission.
In the years that follow, districts will be dealing with
the issues of healthcare financing, how to run the district
hospital, what to do with the post contract doctors,
and how to improve the health of their populations.
Formidable challenges these districts will have to face
in the near future.

There is one district that has already faced these
challenges.  Significant improvements in maternal and
child healthcare delivery, quality of care, cost efficiency,
and resource use were achieved.  Lessons, sometimes
painful, were learned and mistakes not repeated.  A
host of cost effective methodologies for socio-
economic analysis, cross subsidy calculations, unit cost
determination, quality of care and health status
measurement were developed.  A viable approach to
healthcare financing for informal sector was created.
It may well be that districts now facing decentralization
have much to learn from Klaten and could benefit by
building on the experiences there both good and bad.
Hindsight is often tinged with irony and it may turn out
that Klaten was a Model after all.
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CHAPTER 20 CONCLUSION

The ILO Project: “Restructuring the Social Security
Scheme” should really be regarded as the first step in
an ongoing process of reform. The development of
any social security programme is inevitably a long-term
process taking many years. There is no doubt that the
process in Indonesia will be no more swift than in other
countries and the ongoing financial problems may even
mean that it takes a good deal longer than most.

This ‘first step’ focused on the private sector social
security scheme administered by PT Jamsostek. One
aspect of the project — assistance with the change of
status of the institution from a profit-orientated limited
company into a trust fund — did not fully achieve its
objectives during the life of the project, despite the
fact that the objective has wide support. The change
of status is virtually certain to take place eventually.
But whether it does or not, the other outputs of the
project clearly indicate the need to proceed with further
institutional strengthening of Jamsostek so that it can
become a respected institution administering the social
security scheme with efficiency, transparency and
honesty. There are many facets to this including the
need for:—

• Changes to the operational systems including and
especially the numbering system;

• Re-engineering the IT systems;
• Re-orientation of the culture from Employer-centred

to Employee-centred;
• Introducing an effective compliance enforcement

system with inspectors employed and controlled by
Jamsostek;

• Introducing reliable internal audit systems, probably
tripartite based to ensure their credibility;

• Changing the management culture based on
performance with improved Human Resources
policies to ensure that corporate values are shared
throughout the institution, that all employees have
proper job descriptions, performance standards and
that their performance is reviewed and appraised
periodically;

• The new culture is supported by a meaningful training
programme with the establishment of on-going
training facilities;

• The membership base is increased so that the whole
of the formal sector is covered — with progressive
extension of coverage to the informal sector;

• That the benefit programme is meaningful and
reactive to national priorities.

The feasibility studies have indicated many areas where
improvements might be made to the benefit programme
—  some without the need to increase the burden on
the economy. Others, like the possible introduction of
a social assistance scheme, are likely to be longer in
reaching the Statute Book. But the reports should be
read in the context of providing a basis for GOI to
develop strategic objectives for the development of
the social security scheme.

In this connection the establishment of the Presidential
Task Force on Social Security Reform has been
especially timely. The stage has been reached when
longer term planning of social security needs to be
coordinated across the board to obviate the
shortcomings of social security development in
Indonesia. There is no doubt that in future one part of
the programme cannot be developed or changed without
impacting on the other parts. The interrelated issues
include: contribution collection — the establishment of
dual or multiple collection mechanisms are too
administratively expensive; financing — the level of
contribution for all the programmes needs to take
account of the impact on the economy; and policy —
possible changes or enhancements to benefits such as
health care, unemployment or redundancy and pensions
interact on the other programmes.

Thus it is recommended that any future social security
project should work closely with an agency (such as
the Task Force) responsible for coordination of policy
across the whole range of social protection. Individual
technical Departments should have inputs, of course,
on issues such as quality but overall policy development
needs to be undertaken at the highest level.

The commitment being given currently to the
development of the national social security scheme
(JAMSOSNAS) — with possible implications for a
future comprehensive system with benefit provisions
that are unified or harmonized between the public and
private sectors — indicates the need, once the overall
design of the scheme is known, for consideration to be
given to the most appropriate institutional structure to
run it. Such consideration is likely to reveal that the
system may call either for new (or different)
institutional arrangements, or for some kind of
integration or rationalization of the existing ones.  It is
worth remembering, even at this early stage that it is
the design of the system that should determine the
institutional arrangements — not the other way round.
In the meantime coordination of technical cooperation
projects and inputs should be aware of the need of the
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‘big picture’ and try to ensure that the development of
individual parts of the programme, including any
institutional changes are not inconsistent with longer
term objectives and do not make future integration more
complex or difficult.

The ILO team prepared an outline project proposal
(SPROUT) indicating possible technical assistance
activities during a 3-year project. This, 2nd Phase
project has the principal objective of assisting the Task
Force to develop the concept of a national social
security umbrella. This will entail consensus-forming
meetings and workshops leading to a formal discussion
document that should be made available to fuel a national
debate. It is anticipated that the feasibility studies
undertaken as part of this present project and intended
to assist the Government to formulate a national
strategic plan will assist with this development process.
Thereafter technical assistance will be needed to draft
an enabling Bill.

The project also envisages the need for further
strengthening of Jamsostek and bringing to fruition the
process of changing its status. If successful, the lessons
learned from the process could assist with the
institutional strengthening of the other social security
institutions under the JAMSOSNAS umbrella and
Jamsostek Baru could represent the model for the
others, since the Task Force are inclined to the belief
that the ‘Trust Fund’ concept should be adopted for
the new scheme.

Also part of the 2nd Phase are proposals for
implementing benefit programme improvements;
extending the scope of coverage to groups presently
excluded from the social security programme — in
particular: the rest of the formal sector, migrant
workers, and the informal sector; and for coordination
with other social security projects (including the EU
projects on developing social health insurance).
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Bab 20 Kesimpulan

Proyek ILO mengenai Restrukturisasi Skema Jaminan
Sosial ini hendaknya benar-benar dianggap sebagai
langkah pertama dalam proses reformasi yang saat ini
tengah berlangsung. Bagaimanapun juga, setiap
penyusunan/ pengembangan program jaminan sosial
selalu merupakan proses jangka panjang yang memakan
waktu bertahun-tahun. Tak diragukan bahwa di
Indonesia proses ini pun tidak akan lebih cepat daripada
proses yang berlangsung di negara-negara lain dan
masalah keuangan yang hingga kini masih terus
dihadapi mungkin bahkan menandakan bahwa proses
ini nantinya akan lebih lama daripada sebagian besar
proses serupa.

Langkah pertama ini dipusatkan pada skema jaminan
sosial sektor swasta yang dikelola oleh PT Jamsostek.
Salah satu aspek proyek ini — yaitu upaya untuk
mengubah status lembaga PT Jamsostek dari
perusahaan perseroan terbatas yang berorientasi pada
laba menjadi suatu dana wali amanat — belum dapat
dicapai dalam jangka waktu proyek ini, meskipun tujuan
ini mendapat dukungan secara luas. Sesungguhnya,
perubahan status tersebut pada akhirnya pasti akan
terjadi. Tetapi apakah perubahan status tersebut
dilakukan atau tidak, keluaran-keluaran lain dari proyek
ini dengan jelas mengindikasikan adanya kebutuhan
untuk meneruskan upaya-upaya pemberdayaan
kelembagaan Jamsostek supaya dapat menjadi suatu
lembaga pengelola skema jaminan sosial yang dihormati
dan mempunyai citra yang baik berkat efisiensi,
transparansi (keterbukaan) dan kejujuran yang
dimilikinya. Hal ini mengandung banyak segi, termasuk
adanya kebutuhan:

• Untuk mengubah sistem kerja Jamsostek, termasuk
dan terutama sistem penomoran peserta;

• Untuk menata ulang sistem Teknologi Informasi;
• Untuk melakukan orientasi ulang terhadap budaya

administrasi jaminan sosial yang berpusat pada
pengusaha ke budaya yang berpusat pada pekerja;

• Untuk memperkenalkan suatu sistem penegakan
kepatuhan yang efektif dengan inspektur-inspektur
yang dipekerjakan dan diawasi oleh Jamsostek;

• Untuk memperkenalkan sistem audit internal yang
dapat diandalkan, mungkin sebaiknya yang bersifat
tripartit guna memastikan kredibilitas sistem tersebut;

• Untuk mengubah budaya manajemen yang
didasarkan pada kinerja dengan melakukan
perbaikan-perbaikan kebijakan Sumber Daya
Manusia guna memastikan bahwa nilai-nilai

perusahaan diterima dan dianut di seluruh lingkungan
lembaga Jamsostek, bahwa semua pekerja
mempunyai uraian kerja dan standar kinerja yang
sebagaimana seharusnya, dan bahwa kinerja mereka
dikaji ulang dan dinilai secara berkala;

• Untuk memastikan bahwa budaya baru tersebut
didukung oleh program pelatihan yang bermakna dan
dengan pembangunan fasilitas-fasilitas untuk
pelatihan-pelatihan yang saat ini berlangsung;

• Untuk meningkatkan basis keanggotaan sehingga
seluruh sektor formal dapat diikutsertakan — diikuti
dengan perluasan cakupan kepesertaan secara
bertahap ke sektor informal;

• Untuk memastikan bahwa program manfaat yang
ada mampu memberikan manfaat yang berarti serta
mampu menanggapi prioritas-prioritas nasional

Studi-studi kelayakan yang dilakukan menunjukkan
banyak bidang di mana perbaikan-perbaikan program
manfaat dapat dilakukan — beberapa bahkan dapat
dilakukan tanpa perlu membebani perekonomian. Hal-
hal lainnya, seperti kemungkinan diperkenalkannya
suatu skema bantuan sosial, tampaknya memerlukan
waktu yang lebih lama untuk dimasukkan dalam
undang-undang. Namun, laporan-laporan yang
diberikan hendaknya dibaca dalam konteks yang
dimaksudkan untuk memberikan suatu landasan bagi
Pemerintah Indonesia dalam menyusun tujuan-tujuan
strategis untuk pengembangan skema jaminan sosial
tersebut.

Dalam kaitan ini, terasa bahwa pembentukan
Kelompok Kerja Kepresidenan untuk Reformasi
Jaminan Sosial amat tepat waktu. Sudah tiba saatnya
untuk mengkoordinasikan perencanaan jaminan sosial
untuk jangka yang lebih panjang dengan seluruh pihak
terkait guna mengatasi kekurangan-kekurangan yang
ada dibidang jaminan sosial di Indonesia. Tak diragukan
lagi bahwa di masa yang akan datang tidak akan ada
bagian program yang dapat dikembangkan atau diubah
tanpa mempengaruhi bagian-bagian yang lain. Isu-isu
yang saling berkaitan meliputi: pengumpulan iuran —
pembentukan mekanisme-mekanisme rangkap dua atau
mekanisme berganda secara administrasi terlalu mahal;
pembiayaan — tingkat iuran untuk seluruh program
perlu mempertimbangkan dampaknya terhadap
perekonomian; dan kebijakan — kemungkinan-
kemungkinan perubahan atau perbaikan-perbaikan
terhadap manfaat seperti jaminan perawatan
kesehatan, jaminan/ manfaat pengangguran atau PHK
dan jaminan pensiun menimbulkan interaksi yang
berpengaruh terhadap program-program lain.
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Dengan demikian disarankan bahwa setiap proyek
jaminan sosial di masa yang akan datang hendaknya
bekerja sama dengan suatu instansi (seperti Kelompok
Kerja Kepresidenan) yang bertanggung jawab
melakukan koordinasi kebijakan terhadap seluruh aspek
dan bidang perlindungan sosial. Departemen-
departemen teknis individual hendaknya memberikan
masukan mengenai isu-isu seperti kualitas tetapi
pengembangan kebijakan secara keseluruhan perlu
dilaksanakan pada tingkat yang paling tinggi.

Komitmen yang saat ini tengah diberikan terhadap
penyusunan skema jaminan sosial nasional
(JAMSOSNAS) — dengan kemungkinan adanya
implikasi-implikasi bagi suatu sistem yang
komprehensif di masa yang akan datang dengan
penyatuan atau penyelarasan pemberian manfaat
antara sektor publik dan sektor swasta —
mengindikasikan kebutuhan yang timbul, begitu
rancangan keseluruhan skema diketahui, untuk
mempertimbangkan struktur kelembagaan yang paling
tepat untuk menjalankannya. Pertimbangan seperti itu
cenderung akan mengungkapkan bahwa sistem
tersebut akan membutuhkan pengaturan kelembagaan
yang baru (atau yang berbeda) atau bahwa sistem
tersebut akan memerlukan semacam integrasi atau
rasionalisasi dari sistem yang ada saat ini. Agaknya
layak untuk diingat, bahkan pada tahap awal seperti
ini, bahwa rancangan sistemlah yang hendaknya
menentukan pengaturan kelembagaan — bukan
sebaliknya. Sementara itu, koordinasi antar proyek-
proyek dan masukan-masukan kerjasama teknis
hendaknya menyadari perlunya mengetahui ‘gambar
besar’-nya dan mencoba memastikan bahwa
pengembangan bagian-bagian individual dari program
tersebut, termasuk perubahan-perubahan kelembagaan
yang dilakukan, tidak inkonsisten dengan tujuan-tujuan
untuk jangka yang lebih panjang dan tidak membuat
integrasi di masa mendatang menjadi lebih rumit atau
lebih sulit.

Suatu garis besar ringkasan proyek telah disiapkan oleh
tim ILO yang mengindikasikan kemungkinan

dilakukannya kegiatan bantuan teknis berbentuk proyek
selama 3 tahun. Proyek tahap kedua ini memiliki tujuan
pokok membantu Kelompok Kerja Kepresidenan
mengembangkan konsep payung jaminan sosial
nasional. Untuk itu akan diperlukan pertemuan-
pertemuan untuk membentuk konsensus serta
lokakarya-lokakarya yang mengarah pada penyusunan
suatu dokumen diskusi resmi yang hendaknya dijadikan
sebagai pembakar semangat untuk mengadakan suatu
perdebatan ditingkat nasional. Studi-studi kelayakan
yang dilakukan sebagai bagian dari proyek yang
sekarang dan dimaksudkan untuk membantu
Pemerintah dalam merumuskan suatu rencana strategis
nasional diharapkan akan dapat membantu proses
penyusunan payung jaminan sosial nasional. Setelah
itu akan dibutuhkan bantuan teknis untuk menyusun
rancangan undang-undang untuk terwujudnya payung
tersebut.

Proyek ini juga mengantisipasi adanya kebutuhan untuk
mengupayakan pemberdayaan-pemberdayaan lebih
lanjut terhadap Jamsosek dan mewujudkan proses
perubahan statusnya. Apabila berhasil, pelajaran-
pelajaran yang dipetik dari proses ini dapat membantu
pemberdayaan kelembagaan dari institusi-institusi
jaminan sosial lainnya yang berada di bawah payung
JAMSOSNAS; Selain itu, Jamsostek Baru juga dapat
menjadi model bagi yang lain karena Kelompok Kerja
Kepresidenan cenderung berkeyakinan bahwa konsep
‘Dana Wali Amanat’ perlu diterapkan untuk skema
baru tersebut.

Yang juga merupakan bagian dari tahap kedua adalah
usulan-usulan untuk menerapkan perbaikan-perbaikan
program manfaat; memperluas lingkup kepesertaan ke
kelompok-kelompok yang saat ini masih berada di luar
program jaminan sosial – terutama, sisa dari sektor
formal yang masih belum menjadi peserta Jamsostek,
pekerja migran, dan sektor informal; serta untuk
koordinasi dengan proyek-proyek jaminan sosial lainnya
(termasuk proyek Uni Eropa di bidang pengembangan
asuransi kesehatan sosial).
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Annex 1 Jamsostek Service Improvement Summary

Introduction
This summary has been produced as part of the ILO project for Restructuring the Social Security System in
Indonesia.

Purpose
The purpose of this summary is to provide constructive information and recommendations to Jamsostek in order
to support the enhancement of its processes, procedures and effectiveness of its IT systems. The recommendations
in the summary support and in some instances are additional to the key recommendations in the report.

The summary is based on key functions of a typical social security organization describing some of the initiatives
that would support Jamsostek in preparing for the additional responsibilities it may be required to undertake over
the next few years.

This summary supports the findings of the various reports of studies conducted during the course of the project.

The comments are for guidance only and it is recognised that this is not a prescriptive formula for improvement of
Jamsostek but serves to list the changes that could have a significant impact on the way Jamsostek does business.

It should be noted that some of the improvements listed in this paper have already commenced or are about to
commence as part of the recently announced Jamsostek strategy titled Jamsostek, A new Beginning.

Conclusion
Many of the initiatives described here will require substantial resources to fund the improvements and it is likely
that subsequent projects may be required. It is also evident that without improvements, particularly in the IT area
Jamsostek will be unable to expand its membership and program base as the core Social Security agency in
Indonesia.
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Annex 2 Taxation Collection in Indonesia

This section is included in the IT report as background information about the other major contribution collection
agency in Indonesia, the tax office (Pajak). The taxation system has direct relevance to Jamsostek as both
organisations have some common customers (companies and individual members) and have common problems in
collection of contributions (and taxes). Any future expansion of the social security system to include social assistance
may be reliant on increased taxation revenues to support the scheme.

Taxes are collected in Indonesia from the following areas:
• Corporations,
• Personal taxpayers, and
• Withholdings from SOE’s.

The national tax office also collects land taxes on behalf of provincial administrations for which it levies a 0.9%
collection fee. Other taxes include B2B taxes such as VAT, Notary taxes, from immigration etc. A percentage of
20% of some taxes are returned to the local provinces from which the taxes are collected and these amounts
contribute to the funding of Provincial Governments. Provincial governments have a local tax office in their
administrations, DINAS Pajak. Some provincial governors have signalled their intentions to create another level
of taxation in their provinces by levying local taxes and this is believed to be consistent with the Regional Autonomy
legislation.

By the end of 2001 the tax office will have a network of 18 Regional offices and 173 district offices throughout
Indonesia. The National office (Main office) is located in Jakarta. Each Regional Office administers between 4
and 18 District Offices, depending on the number of taxpayers. The largest region is Surabaya. In addition to the
general tax offices there are also 55 specialist investigation offices that target businesses and individuals as part of
planned investigations or by referral from the general tax offices. About 40% of the total workforce of 27,000 tax
office staff is employed in the specialist investigation centres.

Taxpayers are required to apply for a Taxation Identification Number (TIN) from their local District Office. This
is a nine-digit number that identifies the taxpayer and their locality.

The annual taxation income threshold for individual taxpayers is comprised of:

Taxpayer allowance 2,880,000 Rp
Spouse allowance 2,880,000 Rp
Child 1 allowance 1,440,000 Rp
Child 2 allowance 1,440,000 Rp
Child 3 allowance 1,440,000 Rp

Maximum allowable 10,080,000 Rp

The taxable threshold can be split in cases where the spouse is also working.

There are 2.2 million TIN in existence comprising corporate, personal and withholding taxpayers. This total
includes about 1.6 million personal taxpayers in three categories of filers, stop filers and non-filers.
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The personal tax collection process is shown below:

Figure 1 Taxation collection process

The taxation collection process suffers from similar problems to those experienced by Depnakertrans labour
inspectors and despite concerns of low productivity, protection of higher paid employers, the taxation collections
have increased steadily over the past few years by around 15-20% per year. The key difficulties facing the
taxation office are:
• limited data transfer network (only 54 offices on-line),
• registration of taxpayers isvoluntary,
• lack of cross reference ability to locate employers and taxpayers,
• lack of a reliable national identity system, and
• transfer of taxpayers between employers and regions.

There is some scope for cooperation between Jamsostek and the tax office to conduct a limited fraud prevention
data matching exercise to identify taxpayers/members and salary levels for employers/taxpayers/members. This
opportunity is likely to be pursued by both agencies.
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Estimated financial operations of the Jamsostek fund. 2001-2050 (base line scenario)

Year 2001 2002 2003 2004 2005 2006 2007 2008 2009
Short Term Benefits Account
Contributions 660 768 887 1,022 1,175 1,342 1,524 1,723 1,938
Work injury benefits 305 353 406 468 538 615 700 793 894
Death benefits 116 134 154 177 204 233 265 300 339
Health care benefits 200 231 266 307 353 404 459 520 586
Special proramme 40 50 60 70 80 90 100 110 120

Benefits 386 450 522 605 698 801 914 1,037 1,171
Work injury benefits 169 195 225 259 299 342 389 442 499
Death benefits 63 72 83 96 111 127 144 164 185
Health care benefits 147 170 196 227 262 300 343 389 441
Special programme 7 12 17 22 27 32 37 42 47

Technical reserve 1,320 1,442 1,542 1,647 1,758 1,874 1,996 2,123 2,256
Work injury 602 656 700 747 796 847 901 957 1,015
Death benefits 506 551 588 627 668 712 757 804 853
Health care benefits 12 15 17 20 23 26 30 34 39
Special programme 200 221 237 253 271 239 308 329 350

Benefits / Contributions 58% 59% 59% 59% 59% 60% 60% 60% 60%
Work injury benefits 55% 55% 55% 55% 55% 56% 56% 56% 56%
Death benefits 54% 54% 54% 54% 54% 54% 54% 54% 55%
Health care benefits 73% 74% 74% 74% 74% 74% 75% 75% 75%
Special programme 18% 25% 29% 32% 34% 36% 37% 38% 39%

Reserve ratio 3.42 3.20 2.95 2.75 2.52 2.34 2.18 2.05 1.93
Work injury benefits 3.56 3.36 3.11 2.88 2.67 2.48 2.31 2.17 2.03
Death benefits 8.08 7.61 7.05 6.53 6.05 5.62 5.25 4.91 4.62
Health care benefits 0.08 0.09 0.09 0.09 0.09 0.09 0.09 0.09 0.09
Special program 27.46 17.94 13.69 11.37 9.93 8.96 8.27 7.77 7.39

Old-Age Benefits Account
Contributions 2,195 2,538 2,924 3,369 3,872 4,427 5,038 5,706 6,432
Benefits 943 984 1,005 968 862 868 955 4,486 1,463
Interest credited to balances 1,189 1,690 2,049 2,473 2,977 3,570 4,246 4,999 5,821
Old-age liabilities = tech. Reserve 13,250 16,496 20,464 25,337 31,324 38,454 46,783 56,303 67,092
Benefits / Contributions 43% 39% 34% 29% 22% 20% 19% 21% 23%
Reserve ratio 14.05 16.77 20.37 26.19 36.32 44.30 48.99 47.47 45.86

Consolidated Account
Revenue 4,521 5,282 6,187 7,239 8,456 9,837 11,378 13,075 14,925
Contributions 2,855 3,306 3,811 4,391 5,046 5,769 6,563 7,429 8,370
Investment income 1,666 1,976 2,376 2,848 3,410 4,067 4,815 5,646 6,555
Administrative expenses 228 258 290 325 363 404 446 490 536

Expenditure 2,746 3,382 3,865 4,370 4,901 5,643 6,561 7,713 8,991
Benefits 1,329 1,434 1,527 1,572 1,560 1,669 1,869 2,223 2,634
Interest credited to balances 1,189 1,690 2,049 2,473 2,977 3,570 4,246 4,999 5,821
Administrative Expenses 228 258 290 325 363 404 446 490 536

Surplus 1,774 1,900 2,322 2,869 3,555 4,193 4,817 5,363 5,934
Tax and Distribution of profit 128 137 167 207 256 302 347 386 427
Net surplus 1,647 1,764 2,155 2,662 3,299 3,891 4,470 4,977 5,506

Reserve 14,598 17,970 22,044 27,029 33,133 40,386 48,846 58,502 69,434
Technical reserve for S.T. benefits 1,320 1,442 1,542 1,647 1,758 1,874 1,996 2,123 2,256
Old-age liablities = tech. Reserve 13,250 16,496 20,464 25,337 31,324 38,454 46,783 56,303 67,092
Catastrophe reserve 28 33 38 44 50 59 67 76 86

(Benefits + Admin.) / Contributions 55% 51% 48% 43% 38% 36% 35% 37% 38%
Reserve ratio 9.4 10.6 12.1 14.2 17.2 19.5 21.1 21.6 21.9
Admin. Expenses / Contributions 8.0% 7.8% 7.6% 7.4% 7.2% 7.0% 6.8% 6.6% 6.4%

Figure 2 Estimated Financial Operation of Jamsostek Fund 2001 – 2050
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( in Rp. Billions)

2010 2015 2020 2025 2030 2035 2040 2045 2050

Short Term Benefits Account
2,164 3,336 5,021 7,534 11,183 16,272 23,349 34,020 50,160 Contributions

998 1,532 2,302 3,449 5,109 7,403 10,562 15,316 22,497 Work injury benefits
378 580 872 1,306 1,935 2,804 4,001 5,802 8,522 Death benefits
654 1,005 1,510 2,262 3,351 4,855 6,928 10,046 14,756 Health care benefits
134 219 338 518 787 1,210 1,859 2,855 4,386 Special programme

1,309 2,031 3,068 4,613 6,854 9,971 14,288 20,784 30,602 Benefits
557 861 1,299 1,951 2,896 4,202 6,000 8,701 12,779 Work injury benefits
206 319 481 723 1,073 1,556 2,222 3,223 4,733 Death benefits
493 765 1,155 1,735 2,575 3,736 5,334 7,735 11,361 Health care benefits

5 3 8 6 133 204 310 477 733 1,125 1,729 Special programme

2,394 3,182 4,153 5,313 6,620 7,964 9,128 9,688 8,769 Technical reserve
1,075 1,419 1,841 2,336 2,880 3,420 3,857 3,991 3,420 Work injury benefits

903 1,193 1,547 1,962 2,420 2,873 3,241 3,353 2,873 Death benefits
4 4 7 0 106 160 238 347 496 717 1,051 Health care benefits

372 499 659 855 1,081 1,323 1,534 1,626 1,425 Special programme

60% 61% 61% 61% 61% 61% 61% 61% 61% Benefits / Contributions
56% 56% 56% 57% 57% 57% 57% 57% 57% Work injury benefits
55% 55% 55% 55% 55% 56% 56% 56% 56% Death benefits
75% 76% 76% 77% 77% 77% 77% 77% 77% Health care benefits
39% 39% 39% 39% 39% 39% 39% 39% 39% Special programme

1.83 1.57 1.35 1.15 0.97 0.80 0.64 0.47 0.29 Reserve ratio
1.93 1.65 1.42 1.20 0.99 0.81 0.64 0.46 0.27 Work injury benefits
4.83 3.74 3.21 2.72 2.26 1.85 1.46 1.04 0.61 Death benefits
0.09 0.09 0.09 0.09 0.09 0.09 0.09 0.09 0.09 Health care benefits
7.03 5.79 4.95 4.19 3.48 2.77 2.09 1.45 0.85 Special programme

Old-Age Benefits Account
7,180 11,028 16,567 24,819 36,772 53,277 76,013 110,232 161,909 Contribution
1,789 4,326 8,758 16,644 30,785 52,996 81,051 122,068 181,016 Benefits
6,706 12,531 22,714 38,435 61,356 93,127 137,630 201,760 294,400 Interest credited to balances

79,189 159,651 287,726 487,040 779,797 1,192,943 1,768,204 2,593,954 3,785,987 Old-age liabities = tech. Reserve
25% 39% 53% 67% 84% 99% 107% 111% 112% Benefits / Contributions

44.27 36.90 32.85 29.26 25.33 22.51 21.82 21.25 20.92 Reserve ratio

Consolidated Account
16,879 28,342 46,820 75,141 116,640 174,917 255,596 373,346 546,073 Revenue

9,344 14,364 21,589 32,353 47,955 69,549 99,361 144,252 212,069 Contributions
7,536 13,979 25,231 42,788 68,685 105,368 156,235 229,095 334,004 Investment income

10,383 19,750 35,835 61,632 101,873 160,267 238,931 353,267 518,743 Expenditure
3,098 6,357 11,826 21,256 37,639 62,967 95,339 142,853 211,618 Benefits
6,706 12,531 22,714 38,435 61,356 93,127 137,630 201,760 294,400 Interest credited to balances

579 862 1,295 1,941 2,877 4,173 5,962 8,655 12,724 Administrative expenses

6,496 8,592 10,985 13,509 14,768 14,650 16,666 20,079 27,330 Surplus
468 619 791 973 1,063 1,055 1,200 1,446 1,968 Tax and Distribution pf profit

6,028 7,973 10,194 12,536 13,705 13,595 15,466 18,633 25,363 Net surplus

81,681 162,987 292,111 492,701 786,935 1,201,663 1,778,418 2,605,218 3,797,073 Reserve
2,394 3,182 4,153 5,313 6,620 7,964 9,128 9,688 8,769 Technical reserve for S.T. benefits

79,189 159,651 287,726 487,040 779,797 1,192,943 1,768,204 2,593,954 3,785,987 Old-age liablities = tech. Reserve
9 7 154 231 348 518 756 1,085 1,576 2,318 Catastrophe reserve

39% 50% 61% 72% 84% 97% 102% 105% 106% (Benefit + Admin.) / Contributions
22.2 22.6 22.3 21.2 19.4 17.9 17.6 17.2 16.9 Reserve ratio

6.2% 6.0% 6.0% 6.0% 6.0% 6.0% 6.0% 6.0% 6.0% Admin. Ecpenses / Contributions

Annex 3 Figure 2 (continued)
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Annex 3 Jamsostek Financial Statistics

Figure 4 Comparison of Jamsostek’s Interest, Inflation and Market Investment Rates

Comparison of Jamsostek's interest, inflation and the market interest rates, 1978-2000

Annual rates (per cent) Index (1978=100)

Jamsostek JamsostekYear
Inflation Interest (*) interest Inflation Interest (*) interest

1978 6.69 9.00 6.00 100 100 100
1979 21.77 9.00 6.00 122 109 106
1980 15.97 9.00 6.00 141 119 112
1981 7.09 9.00 6.00 151 130 119
1982 9.69 9.00 6.00 166 141 126
1983 11.46 9.00 6.00 185 154 134
1984 8.76 12.00 6.00 201 172 142
1985 4.31 12.00 6.00 210 193 150
1986 8.83 13.00 8.00 228 218 162
1987 8.90 11.17 8.00 249 242 175
1988 5.47 14.52 8.00 262 278 189
1989 5.97 15.00 8.00 278 319 205
1990 9.53 12.57 8.00 304 359 221
1991 9.82 14.37 10.00 334 411 243
1992 4.94 21.13 10.00 351 498 267
1993 9.77 16.25 10.00 385 579 294
1994 9.24 12.99 10.00 421 654 323
1995 8.64 15.12 10.00 457 753 356
1996 6.47 16.03 10.00 486 874 391
1997 11.05 15.55 10.00 540 1,010 431
1998 77.63 22.24 17.00 960 1,234 504
1999 2.01 27.90 16.00 979 1,578 584
2000 7.08 13.00 12.00 1,048 1,784 654

(*) Average of fixed deposit rates of commercial banks
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Annex 3 Jamsostek Financial Statistics

Figure 5 The Reserve of Jamsostek by Investment Instrument

The reserve of Jamsostek by investment instrument, 1978-2001
Amount (in Rp. millions)

Time Bonds (bond and Bank Stocks (share Property Equity
deposit and and Certificate of Indonesia and unit trust) (land and  (DirectYear

deposit promissory note) (CBI) real estate) participation)
Total

certificate
1978 2,161 0 0 0 44 0 2,205
1979 13,384 0 0 744 744 0 14,872
1980 27,209 0 0 1,462 585 0 29,256
1981 44,811 0 0 2,409 964 0 48,184
1982 77,410 0 0 4,161 1,665 0 83,236
1983 119,375 0 0 6,418 2,567 0 128,360
1984 161,159 0 0 8,664 3,465 0 173,288
1985 181,889 21,914 0 10,957 4,384 0 219,144
1986 245,778 29,612 0 14,806 5,923 0 296,119
1987 310,728 37,727 0 18,638 5,659 0 372,752
1988 409,217 50,32 2 027,103 7,459 0 494,101
1989 483,992 92,754 0 65,570 8,457 0 650,773
1990 534,000 104,004 0 165,559 9,470 0 813,033
1991 204,095 123,110 421,225 203,448 23,521 37,683 1,013,082
1992 410,530 193,943 490,175 257,460 30,371 25,587 1,408,066
1993 783,069 302,392 472,075 191,350 31,946 60,963 1,841,795
1994 1,465,784 258,876 521,475 140,839 33,137 60,914 2,481,025
1995 2,002,848 364,522 630,406 198,390 22,172 84,037 3,302,375
1996 2,912,214 388,487 637,209 297,009 42,909 83,487 4,361,315
1997 4,642,937 407,938 0 383,558 342,855 47,476 5,824,763
1998 6,554,510 328,488 73,463 321,523 395,911 42,927 7,716,823
1999 8,891,273 355,670 0 584,586 400,868 42,927 10,275,323
2000 10,004,179 1,148,052 0 658,720 433,848 44,933 12,289,731
August  8,954,772 3,744,515 0 976,807 513,597 31,491 14,221,182
2001

Composition

Time Bonds (bond and Bank Stocks (share Property Equity
deposit and and Certificate of Indonesia and unit trust) (land and  (DirectYear

deposit promissory note) (CBI) real estate) participation)
Total

certificate
1978 98.0% 0.0% 0.0% 0.0% 2.0% 0.0% 100.0%
1979 90.0% 0.0% 0.0% 5.0% 5.0% 0.0% 100.0%
1980 93.0% 0.0% 0.0% 5.0% 2.0% 0.0% 100.0%
1981 93.0% 0.0% 0.0% 5.0% 2.0% 0.0% 100.0%
1982 93.0% 0.0% 0.0% 5.0% 2.0% 0.0% 100.0%
1983 93.0% 0.0% 0.0% 5.0% 2.0% 0.0% 100.0%
1984 93.0% 0.0% 0.0% 5.0% 2.0% 0.0% 100.0%
1985 83.0% 10.0% 0.0% 5.0% 2.0% 0.0% 100.0%
1986 83.0% 10.0% 0.0% 5.0% 2.0% 0.0% 100.0%
1987 83.4% 10.1% 0.0% 5.0% 1.5% 0.0% 100.0%
1988 82.8% 10.2% 0.0% 5.5% 1.5% 0.0% 100.0%
1989 74.4% 14.3% 0.0% 10.1% 1.3% 0.0% 100.0%
1990 65.7% 12.8% 0.0% 20.4% 1.2% 0.0% 100.0%
1991 20.1% 12.2% 41.6% 20.1% 2.3% 3.7% 100.0%
1992 29.2% 13.8% 34.8% 18.3% 2.2% 1.8% 100.0%
1993 42.5% 16.4% 25.6% 10.4% 1.7% 3.3% 100.0%
19945 9.1% 10.4% 21.0% 5.7% 1.3% 2.5% 100.0%
19956 0.6% 11.0% 19.1% 6.0% 0.7% 2.5% 100.0%
19966 6.8% 8.9% 14.6% 6.8% 1.0% 1.9% 100.0%
19977 9.7% 7.0% 0.0% 6.6% 5.9% 0.8% 100.0%
19988 4.9% 4.3% 1.0% 4.2% 5.1% 0.6% 100.0%
19998 6.5% 3.5% 0.0% 5.7% 3.9% 0.4% 100.0%
20008 1.4% 9.3% 0.0% 5.4% 3.5% 0.4% 100.0%
August 63.0% 26.3% 0.0% 6.9% 3.6% 0.2% 100.0%
2001
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Annex 4 Jamsostek Retirement Programme - Overview

JAMSOSTEK

Program Retirement Program Life Program

Type of Scheme Provident Fund Death Benefits Scheme

Current Law Provident Fund Benefits in Government Regulation Death Benefits provisions in Government
No. 14/1993 Regulation No. 14/1993

Description Provides an age retirement program and for This program covers loss of life during
compulsory early retirement as a result of invalidity or and within the work area or due to illness
unemployment or natural causes

Coverage Compulsory for all workplaces with at least 10 Compulsory for all workplaces with at
employees or a monthly payroll of Rp 1 million least 10
employees or a monthly payroll of Rp 1 million

Contributions Employer – 3.7% of gross wagesEmployee – 2% Employer – 0.3% of gross wages
of gross wages

Benefits Provides lump sum of combined contributions Provision of payments for:
plus interest or periodical payments for the ! funeral expenses of Rp 600,000,
following life events of the member: ! death allowance of Rp 3,000,000
! At age 55 years,
! Total permanent disability,
! Benefits to the surviving spouse or children in

the event of death of member before age 55 years
! When membership ceases due to unemployment

after at least 5 years membership
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Annex 5 Monthly Minimum Wages by Province, Year 2000

No. Local Province/Region Minimum Wage (Rp)

1 Daerah Istimewa Aceh 265,000
2 Sumatera Utara 254,000
3 Sumatera Barat 200,000
4 Riau Di Luar Batam - Tk. I. Riau 250,700
5 Riau Di Luar Batam - Tk. Kepulauan 300,000
6 Riau - Batam 350,000 Highest
7 Jambi 173,000 Lowest
8 Sumatera Selatan - Daratan 190,000
9 Sumatera Selatan - Kepulauan 209,000
10 Bengkulu 173,000 Lowest
11 Lampung 192,000
12 DKI Jakarta 286,000
13 Jawa Barat – Wilayah I 270,000
14 Jawa Barat – Wilayah II 245,000
15 Jawa Barat – Wilayah III 230,000
16 Jawa Barat – Wilayah IV 225,000
17 Jawa Tengah 185,000
18 Daerah Istimewa Yogyakarta 194,500
19 Jawa Timur - Wilayah I 236,000
20 Jawa Timur - Wilayah II 212,000
21 Jawa Timur - Wilayah III 208,000
22 Jawa Timur - Wilayah IV 202,000
23 Bali – Kab. Badung & Kodya Denpasar 214,300
24 Bali – Lainnya 190,300
25 Nusa Tenggara Barat 180,000
26 Nusa Tenggara Timur 184,000
27 Kalimantan Barat 228,000
28 Kalimantan Tengah 285,000
29 Kalimantan Selatan 200,000
30 Kalimantan Timur 233,000
31 Sulawesi Utara 186,000
32 Sulawesi Tengah 203,000
33 Sulawesi Selatan 200,000
34 Sulawesi Tenggara 210,000
35 Maluku 180,000
36 Irian Jaya 315,000

Source:- Statistik Upah Triwulanan, Triwulan II Tahun 2000
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Annex 6 Monthly Salary / Wages – Urban and Rural Formal Sector

Salary/Wages Males Females

<100,000 613,902 1,274,041
100,000 - 199,999 2,102,231 2,554,905
200,000 - 299,999 3,322,169 1,873,592
300,000 - 399,999 3,765,106 1,268,492
400,000 - 499,999 2,803,574 708,409
500,000 - 599,999 1,604,603 475,677
600,000 - 699,999 1,612,200 451,876
700,000 - 799,999 1,234,0 45412,810
800,000 - 899,999 1,032,876 342,271
900,000 - 999,999 543,196 139,081
>= 1,000,000 1,154,304 208,679

Total 19,788,206 9,709,833

TOTAL 29,498,039
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Annex 9 New Entrants to Jamsostek Provident Fund 1998 - 2000
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Annex 10 Old Age Dependency Ratios

NOTES
1. Population estimates from ILO actuary Sept 2001.
2. Workers statistics from Labour Force survey August 2000.
3. Assumptions made:

(a). workers remain at 66% of population (includes
unemployed and those seeking work);

(b). female participation rates at 2000 level; and
(c). youth employment rates at 2000 level.
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Annex 11 Population Projections 1998 –2040
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Annex 12 Workforce Composition in Indonesia

Workers Male Female Total

Formal Sector      19,788,206      9,709,833    29,498,039
Informal Sector      35,650,857    24,688,834    60,339,691
Unemployed        3,340,659      2,472,572      5,813,231
 
Total      58,779,722    36,871,239    95,650,961
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Annex 13 Average Declared Earnings; Jamsostek Contributors 2000

Salary Range (Rp) Male Female Total

< 200,000 712,448 348,243 1,060,691
200,000 - 400,000 2,424,627 1,470,285 3,894,912
400,000 - 600,000 452,384 129,448 581,832
600,000 - 800,000 175,471 40,306 215,777
800,000 - 1million 97,347 24,045 121,392
1.0 - 1.2 million 56,497 13,533 70,030
1.2 - 1.4 million 39,180 9,330 48,510
1.4 - 1.6 million 29,746 7,782 37,528
1.6 - 1.8 million 21,673 5,909 27,582
1.8 - 2.0 million 18,258 5,591 23,849
2 - 3 million 52,589 14,319 66,908
3 - 4 million 22,940 5,823 28,763
4 - 5 million1 3,053 3,075 16,128
5 - 10 million 20,932 4,217 25,149
10 - 15 million 4,442 747 5,189
15 - 20 million 1,396 207 1,603
> 20 million 1,601 238 1,839

Total 4,144,584 2,083,098 6,227,682
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Annex 14 Withdrawals from Jamsostek Provident Fund

Reason for Withdrawal 1998 1999 2000 2001 (6 mths)

Attaining Age 55 33657 33650 34085 19139
Leaving the Country 2889 2178 689 577
Deceased from Natural Causes 12081 10742 9382 6982
Deceased from Work Injury 1563 1376 1283 635
Total and Permanent Disability 351 58 38 22
Laid off (5years 6 months membership) 493131 610791 632055 316242

TOTAL 545670 660794 679532 343597
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Annex 16 Average Wages for Contributors to Jamsostek

Males Females
Age Average Wage  Average Wage

16 - 20 270,456 269,724
21 - 25 301,279 287,202
26 - 30 386,672 367,414
31 - 35 496,695 466,642
36 - 40 606,558 530,888
41 - 45 667,534 561,639
46 - 50 777,245 616,889
51- 55 865,796 676,802
> 55 620,884 399,010

Weighted Average 480,489 358,931
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Annex 17 Life Expectancy
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Annex 18 Groups of Businesses

GROUP TYPES OF BUSINESS

1

1 Tailoring and Ready made clothing
2 Hats
3 Other clothing Industries (umbrellas, leather belts, coat hangers
4 Production of Sails and Blinds made of textile
5 Household Articles (sheets, blankets, tarpaulins, curtains and other unwoven articles)
6 Export-Import Trade
7 Other Wholesale Trades (wholesale agents, distributors, brokers, ect)
8 Consumer Cooperative Shops, etc
9 Banks and Business Offices
10 Insurance Company
11 Government Services (Military, Police Government Departments)
12 Therapeutic and other Health Services
13 Religious Organisations
14 Welfare Institutions
15 Trade Associations and Workers Organisations
16 Autonomous Research Institutes
17 Other Public Services, such as Museum, Library, Zoo, Social Organisation
18 Barber Shop and Beauty Saloon
19 Animal Husbandry

GROUP TYPES OF BUSINESS

2

1. General Agriculture
2. Sugar Plantation
3. Tobacco Plantation
4. Non-Annual Plantation other than tobacco
5. Annual Plantation, such as rubber, cocoa, coconut etc
6. Tea
7. Powdered Coffee
8. Sugar
9. Cigarettes
10. Cigars
11. Clove Cigarettes etc
12. Other Tobacco Industries
13. Paints and Sealing Wax
14. Ink and Glue
15. Quinine
16. Other Transportation Articles Manufacture (dokar, carts, etc)
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17. Operating, Scientific Measuring and Laboratory Testing Tools
18. Watch and clock Repairing
19. Musical Instruments
20. Sports Articles
21. Children’s Toys
22. Estate Agents (renting flats, land, Houses, garage, etc)
23. Communication Service, such as PTT, Radio
24. Film Producing and Film Distribution Company
25. Cinema
26. Theatrical Company, Comedy, Opera, Circus, Band, etc
27. Entertainment Service other than Theatre and Cinema
28. Laundry, Dyeing Company
29. Photography Company

GROUP TYPES OF BUSINESS

3

1. Irrigation Service
2. Forestry Management
3. Forestry Production
4. Charcoal Burning (in the forest)
5. Hunting
6. Fresh water Fish Breeding
7. Sea Fish Breeding
8. Fresh water Fish Catching
9. Slaughtering
10. Meat Butchery and Conserving
11. Milk and Butter
12. Vegetables and Fruits Conserving
13. Fish Conserving
14. Rice Hulling
15. Flour Milling
16. Shelling of Ground Nuts etc
17. Bread and Cakes
18. Biscuit
19. Sugar (Plantation)
20. Sweets, Chocolate, etc
21. Noodles and Bihun
22. Prawn Crackers
23. Soya Bean Cake
24. Soya Bean Source
25. Ice Cream and Lollypops
26. Margarine, Cooking Oil and Lard
27. Other Food Manufacturing Industries
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28. Alcohol and Spirits
29. Alcoholic Drinks
30. Winery
31. Brewery
32. Soda Waters, Fruit Juice and Lemon Factory
33. Spinning
34. Shoe-lace, Bandage Spinning
35. Weaving
36. Carpet weaving
37. Trico Factory (Underwear, socks and net)
38. Rope works (Cable, Dragnet, Hemp, Fibre, etc)
39. Other Textile Industries
40. Footwear except rubber shoes, plastic sandals and others including plastic goods
41. Repair of foot-wear
42. Wood chips
43. Sawmill
44. Wooden cases and boxes
45. Production of other wooden articles (Plywood)
46. Production of Furniture from Rattan and Bamboo
47. Production of Furniture in Wood and other material
48. Newsprint and cardboard
49. Production of other Articles made of Paper and card board
50. Printing, Publishing
51. Leather tanning and improving
52. Leather Goods (such as trunks, bags and others)
53. Rubber remoulding
54. Other Articles made of Rubber (vehicle tyres and inner tubes, children’s toys, etc)
55. Vulcanizing
56. Hydrochloric acid
57. Manufacture of Gas/ Carbon Dioxide, etc
58. Other Chemical Based industries (colour dyeing materials synthesis, etc
59. Turpentine and Resin
60. Coconut Oil
61. Palm Oil
62. Vegetable Based Oil and Fat
63. Animal Based Oil and Fat
64. Soap
65. Medicine/Pharmaceuticals
66. Perfumes and Beauty/Cosmetics Aids
67. Polishing Materials
68. Other Chemicals (drawing crayons, DDT, mosquito repellants, etc
69. Coke-oven (gas distribution)
70. Construction Material produced from Clay
71. Glass and Glass ware
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72. Articles made from Clay and Porcelain
73. Cement
74. Lime Kilns
75. Floor Tiles, Concrete Pipes
76. Iron Foundries and Steelworks
77. Articles made from Metal (iron bars, rods, plates, pipes, tubes)
78.   Weighing Scales
79. Printing Block and type foundry
80. Galvanizing
81. Other Metal Articles
82. Electrical Machine Manufacture and Repair
83. Wooden ship Building and Repair
84. Bicycle and Becak repairing
85. Photography and repair
86. Watch and clock manufacture
87. Silver industry
88. Precious Metal Articles
89. Ice Factory
90. Other Industries, such as plastic industry, bird feather industry, tobacco pipes
91. Electric and Power Generating Transmission and Distribution
92. Production of Gas, Natural Gas and Distribution to households and Factories
93. Steam Industry for Power
94. Water Company (collection, filtration and distribution)
95. Cleaning (garbage and dirt)
96. Transportation Services such as Sea and Air Forwarding
97. Radio Broadcasting
98. Restaurant
99. Hotel, Boarding House and Renting of Rooms

GROUP TYPES OF BUSINESS

4

1 Kerosene Derivatives
2 Other Articles produced from Kerosene and Coal
3 Brick and Roof Tiles
4 Engine Manufacture and Repair (motor cars and engine workshops
5 Steel Ship Building and Repairing
6 Building and Repairing Materials Connected with Railways
7 Motor Vehicle and Components Manufacture
8 Motor Vehicle Repairing (cars, trucks, and motor cycles)
9 Aircraft Manufacture and Repairs
10 Railways
11 Tram and Bus
12 Transport of Passengers by Road except Tram and bus



Annexes

358

13 Goods Storage and Warehousing
5

1 Timber Felling, Cutting and Cleaning
2. Sea fish Catching
3. Other Sea Fish Catching
4. Collecting Marine Produce other than Fish
5. Sulphuric Acid
6. Fertilizers
7. Can Factory
8. Repairing Houses, Roads, Construction of Canals, Water Pipes, Railway, Bridges and electrical

installations
9. Transport of Goods and Passengers by Sea
10. Air Cargo and Passenger Transport
11. Matches
12. Crude Oil and Natural Gas Mining
13. Stone Quarrying
14. Clay Pits
15. Sand Pits
16. Lime
17. Sulphur
18. Diamond and Precious Stones
19. Other Mining
20. Gold and Silver
21. Coal Production
22. Iron
23. Tin
24. Bauxite
25. Manganese
26. Other Metal Mining
27. Plantation Lorries
28. Explosive Materials, Fireworks material, Fireworks
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Annex 19 Annual Report, Ministry of Manpower and Transmigration 2001
The Enforcement of the provisions of the Jamsostek schemes in eleven (11) Provinces of Indonesia.

This Report contains the results of monitoring and enforcement activities of DEPNEKAR officers in eleven (11)
provinces namely, West Java, Central Java, Lampung, Jambi, Bali, NTB, NTT, Sulawesi Utarah, Sulawesi Tengarah,
Maluku and Papua (Iran Jaya).155

Monitoring and Enforcement
Total Number of employers and employees in accordance with Act no. 7 of 1981;
• Employers: 61,079 Three of the eleven provinces; NTT, Maluku
• Employees: 4,560,789 and Papua did not report reliable figures on

the work force

Number of employers liable for Registration under Jamsostek: 33,947
Number of employers Registered under Jamsostek:      29,914
Total Liable employers not registered: 4,033

Number of Inactive employers: 7,128
Number of employees covered: 4,240,583

Number of employees not registered: 32,750 Data from 7 provinces on employees not
Number of employers given direction for compliance:      15,723 registered was not provided

Employers who did not comply
Employers who failed to register: 4,033 A total of 56 employers were prosecuted
Employers understated wages: 1,762 and 47 of them were from the West Java
Employer registered for not all programs: 3,496 (Jawa Barat) or Jabar province. The District
Employer understated number of employees: 1,388 Courts handed down decisions on 11 cases,

8 of which were in the Jabar province

Total Number of Employers who did not comply 10,679

Notices issued for non-compliance: 4,317

Summary of the Enforcement Activity.
Monitoring and enforcement is being carried out in only eleven (11) of the thirty (32) provinces in Indonesia or
only thirty four percent (34%) of the provinces. In the eleven (11) provinces where the enforcement is carried out,
of the employers that were obliged to register, twelve percent (12%) had not registered. Only forty six percent
(46%) of employers have been informed of the requirements of Jamsostek

The total number of non- compliance cases was 10,679 and the break down is as follows:
• Liable employers who had not registered: 4,033 (38%)
• Under declared wages: 1,762 (17%)
• Did not insure for all the programs: 3,396 (32%)
• Did not cover all the employees: 1,388 (13%)

Notices were sent to forty percent (40%) of employers who had not complied with the Law. The number of such
notices was 4,317.

Only 56 or 1.3% of employers, who were given notices of non-compliance, were prosecuted in the Courts.

155 This explains why the number of employers and employees quoted in the annual report are significantly lower that the BPS and
Jamsostek numbers.
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Annex 21 Marital Status of Urban Residents Male & Female Above Age 10

NO. PROVINCE NOT MARRIED DIVORCED DIVORCED
MARRIED ALIVE DEAD

1 SUMUT 42.51 52.10 0.84 4.56
2 SUMBAR 36.86 53.22 2.55 7.37
3 RIAU 38.01 56.99 0.88 4.12
4 JAMBI 35.06 58.82 1.61 4.51
5 SUMSEL 39.07 55.27 1.20 4.46
6 BENGKULU 36.93 57.22 1.40 4.45
7 LAMPUNG 37.69 57.85 0.81 3.65
8 DKI.JAKARTA - - - -
9 JABAR 32.63 60.25 2.24 4.89

10 JATENG 31.88 59.94 1.67 6.51
11 DI YOGYAKARTA 31.94 59.03 1.60 7.43
12 JATIM 27.21 62.42 1.22 8.08
13 BALI 30.91 62.16 1.12 5.81
14 NTB 35.34 57.33 2.59 4.75
15 NTT 41.01 51.85 1.41 5.73
16 KALBAR 41.16 52.73 1.08 5.03
17 KALTENG 36.27 60.41 0.66 2.65
18 KALSEL 33.24 56.95 1.94 7.86
19 KALTIM 35.44 58.67 1.71 4.19
20 SULUT 36.58 57.25 1.27 4.89
21 SULTENG 34.41 58.95 1.76 4.88
22 SULSEL 39.33 51.96 2.16 6.55
23 SULTRA 42.53 51.53 1.38 4.56
24 IRJA 34.47 61.49 0.55 3.50

TOTAL INDONESIA 33.91 58.46 1.77 5.85

Data: Year 2000
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Annex 22 Unemployment Insurance Statistics

Table 1. Structure of GDP in 1999

Sector %

Agriculture, Forestry and Fishing 19.4
Mining and Quarrying 9.9
Manufacturing 25.8
Electricity, Water and Gas 1.2
Construction 6.0
Trade, Hotels and Restaurants 16.5
Transport and Communication 6.0
Financial Ownership and Business 6.4
Services 8.9

GDP 100.0

Source.  “National Income of Indonesia 1996-99”

Table 2. Percentage Growth Rates of Real GDP

Year GDP Growth

1994 7.5
1995 8.2
1996 7.8
1997 4.7
1998 –13.0
1999 0.3
2000 (provisional) 4.5

Source.  1994-1999. IMF Report “Indonesia: Selected Issues” IMF 2000. Year 2000 data estimated by officials..

Table 3. Employment by Industrial Sector in Indonesia in 2000

Industrial Sector Millions

Agriculture, Forestry, Hunting and Fishing 40.676
Manufacturing 11.642
Construction 3.497
Trade, Restaurants and Hotels 18.489
Transport, Storage and Communication 4.554
Financial and Business services 0.882
All other 0.523

Total 89.837

Of which:

Men 55.439

Women 34.399

Source.  Labour Force Situation in Indonesia, August 2000.  Table 12.5
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Table 4. Composition of Employment in Indonesia in 2000

Employment Category Men Women Total

Formal Sector
Employers 1.608 0.424 2.032
Employees 19.788 9.710 29.498

Sub total formal 21.396 10.134 31.531

Informal Sector
Own Account Workers 13.222 6.279 19.501
Self Employed with assistance 16.128 4.592 20.720
Unpaid workers 4.692 13.393 18.085

Sub total informal 34.042 24.264 58.306

Total Employment 55.439 34.398 89.836

Source.  Labour Force Situation in Indonesia August 2000. Tables 13.3, 13.4 and 13.5

Table 5. Age Structure of the Unemployed in 2000 (millions)

Age Men Women Total

15-19 1.004 0.813 1.817
20-24 1.248 0.872 2.120
25-29 0.593 0.431 1.024
30-34 0.225 0.182 0.407
35-39 0.095 0.074 0.169
40-44 0.057 0.050 0.107
45-49 0.073 0.025 0.098
50-54 0.023 0.010 0.033
55-59 0.012 0.009 0.021

60 plus 0.010 0.007 0.016

Total 3.341 2.472 5.813

Source.  Labour Force Situation in Indonesia August 2000.  Tables 30.3, 30.4 and 30.5

Table 6. Education Level and Unemployment in Indonesia

Educational Level Number % Unemployed

No Schooling 7,128,964 0.4
Incomplete Primary 14,622,078 1.3
Primary School 35,507,292 3.4
Junior High School 15,363,010 8.9
Senior High (General) 13,737,140 13.8
Senior High (Vocational) 4,853,789 13.4
Diploma 2,143,989 8.6
University 2,294,699 12.0
Total 95,650,961 6.1

Source:  Labour Force Situation in Indonesia, August 2000.  Table 4.5
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Table 7 Alternative Estimates of Crisis-induced Unemployment in 1998 (Millions of people)

Category Ministry of Bappenas Task Force
Manpower (Planning)

Backlog 1997 5.80 5.80 5.80
New Entrants 1998 2.70 2.80 1.40
Displaced Workers 5.20 3.84 5.41
Totals 13.70 12.44 9.29
Percentage Rate of Unemployment 14.80 13.60 10.00

Source.  ILO  “Economic Challenges of the Indonesian Economic Crisis”  June 1998.

Table 8 Principal Job search techniques used by the Unemployed.

Job Search Technique 1999 (thousands)
Approached businesses to seek work 2,820.7
Sought help from family and friends 2842.2
Registered with Employment Service 214.0
Advertising, etc 150.3

Totals 6,030.3
Source:  Situasi Tengara Kerja Dan Kesempater Kerua Di Indonesia.  December 2000.

Table 9.     Medium and Large Manufacturing Enterprises listed by Statistics
Year Number Enterprises New

Delisted Listings

1998 1.004 0.813 1.817
1999 1.248 0.872 2.120
2000 0.593 0.431 1.024

Source. BPS (Statistics Indonesia).

The statistical discrepancy represents enterprises delisted which were subsequently re-instated.  Delisting can
occur either because the enterprise closes, or because it falls below the employment size level used to classify it
as a medium or large manufacturing enterprise.

Table 10. The National Poverty Measure in Indonesia

Year Numbers (millions) Below the poverty line % of population below the poverty line
1.1 Old Measure
1970 70.0 60.0
1976 54.2 40.1
1978 47.2 33.3
1980 42.3 28.6
1981 40.6 26.9
1984 35.0 21.6
1987 30.0 17.4
1990 27.2 15.1
1993 25.8 13.7
1996 22.6 11.4
1.2 New 1998 basis Measure
1996 34.5 17.7
1998 Dec 49.5 24.2
1999 Feb 48.4 23.5
1999 Aug 37.5 18.2

Sources.  1970 to 1996 UNDP 1997 “The Indonesian Economic Transition and the end of Poverty”.  After 1997
SMERU and Statistics Indonesia.
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Note.  The National Poverty Measure is based on an ability to afford an average household food consumption of
2100 calories per day per household member, 90 per cent of which are provided from grain, plus a basket of non-
food items.

The Indonesian national poverty measure in 1996 equated to the equivalent of US$ 0.55 per day in urban areas
and $0.40 in rural areas.  An alternative measure of US$ 1.0 in urban areas and US$0.80 in urban areas would
have produced a poverty percentage of 57.3 per cent in 1996 compared with the national measure of 11.3 per
cent.

Table 11.  Per capita daily food consumption in Indonesia

Year Calories Protein (grams)
1993 1,879.13 n.a.
1996 2,019.79 54.49
1999 1,849.36 48.67

Source.Expenditure for Consumption in Indonesia 1996 and 1999.

Table 12a Withdrawals of Old Age Benefits and Death Benefit Payments (Number of cases)

Withdrawals 1998 1999 2000 2001(first half)
Attaining Age of 55 33,657 33,650 34,085 19,139
Leaving the Country 2,889 2,178 689 577
Decease of Natural Causes 12,081 10,742 9,382 6,982
Decease from Work Injury 1,563 1,376 1,283 635
Total and Permanent Disability 351 58 38 22
Laid Off plus 5 years and 6 months 493,131 610,791 632,055 316,242
1.1.1 Totals 543,672 658,796 677,532 343,598

Table 12b Early withdrawals by those laid off with 5 years and 6 months membership

Year Number

1993 11,910
1993 8,512
1994 7,064
1995 171,057
1996 258,827
1997 241,760
1998 493,131
1999 610,791
2000 632,055

2001 First half 316,242

Source: PT Jamsostek, August 2001 Statistical Report
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Table. 13. Social Security Contributions-per cent of covered wages

A. Private Sector – Jamsostek

Scheme Minimum % Maximum %
Work Accident (JKK) 0.24 1.74
Old Age (JHT) 5.70 5.70
Death (Survivors) (JKM) 0.30 0.30
Health (JPK) 3.00 6.00
Total 9.24 13.74

Note.  Employees pay 2 per cent of the 5.7 per cent contribution rate for the Old Age scheme.  The employer
pays all of the other charges.  Employers may opt out of the Jamsostek Health Care Fund and instead select a
private insurer. The Jamsostek Health Care premium is 3 per cent for a single employee and 6 per cent for an
employee family.

B. Civil Servants

Scheme Contribution Rate of Employee %
Retirement ( PT Taspen) 3.25
Pension (PT Taspen) 4.75
Health Care (PT Askes) 2.00

C. Armed Forces

Scheme Contribution Rate of Employee %

Retirement (PT Asabri) 3.25
Pension (PT Asabri) 4.75
Health Care 2.00
(Armed Forces Hospital/Askes)

Note.  The Government, as employer pays any additional costs of the Civil Servants and Armed Forces scheme
costs.
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Table 14. Operating and Administration Costs of Jamsostek

Operating Expenses Rp
Management Expenses     5,968,791,509
Operational Expenses   46,765,550,810
Personnel Expenses

Wages, Salaries and Allowances 71,432,316,712
Social Insurance for Employees   9,991,934,148
Training   6,503,959,496
Recruitment   2,628,669,613
Other      671,354,763

Sub Total   91,228,234,732

Administration and General Expenses
Office Supplies 13,386,495,061
Rent   5,883,496,925
Lighting, Water, Gas, Telephone 10,896,957,535
Maintenance of Buildings   8,700,970,233
Tax and Insurance   1,864,916,960
Household   5,451,803,130
Cost of Data Processing   1,712,288,980
Research and Development   2,205,857,226

Stamp Duty   3,437,835,548
Others   6,218,194,016

Sub Total 59,758,815,615
Expenses Before Depreciation           203,721,392.666

Depreciation 19,243,697,634
Allowance for Bad Debts   9,878,031,694

Total Expenses as per Accounts            232.843,021,994

Total Expenses in thousand million rupiah 232.8
Plus Staff And Management Bonuses   23.3
Total expenses (thousand million rupiahs) 246.2

Notes.
1. The staff and management bonuses are allocated from tax-paid profits of Jamsostek
2. The Administration and General Expenses do not include 307,929,624210 rupiahs allocated to Technical Reserves

prior to determining profits.
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Table 15 Allocation of Revenues of Jamsostek

Contribution Income Rp.

Employment Accident Benefits 247,288,076,880
Death Benefits 102,740,478,356
Health Care Benefits 173,095,656,883
Special programmes   29,976,380,029

Total Contribution Income 553,100,592,106
Subsidiary Operating Income   19,963,798,741

Total Income excluding Investment and Other 573,064,390,849

Investment Income          1,141,045,088,585

Other Income   12,043,783,275

All Income           1,726,153,262,709

Allocated To:
Employee Benefits
Employment Accident 100,236,225,786
Death   24,634,739,000
Health Care 120,066,723,857
Special Program     2,292,632,617

Total Benefits 247,230,321,260

Interest on Old Age Benefit Accounts 725,914,401,757

Technical Reserve Expenses 307,929,624,210

Operating Expenses 203,721,392,666

Depreciation   19,243,697,634

Allowance for Bad Debts     9,878,031,694

Net Income Before Tax 212,235,793,488

Note.  Contributions to Old Age Benefit Accounts are not treated as Income of Jamsostek but as the assets of
the members.
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Table 16 Allocation of Jamsostek Profit Before Tax
Item

Rp.

Net Income Before Tax 212,235,793,488
Corporate Income Tax     2,984,916,000
Net Income after Tax 209,250,877,488

Minority Interest             1,136,261

Net Income 209,249,741,227
(In Rp. thousand million) 209.2

Allocation of Profits  (Rp. thousand million)

Dividend to Shareholder (Ministry of Finance) 101.7
Old Age Accounts   58.0
Additional Benefits to members   10.1
General Reserves   27.2
Employee and Management Bonuses   23.3
Small Scale Enterprise Programme     2.0

Total Allocated 203.0

Staff and Management Bonuses

Employees
  21.9

Management     1.4

Table 17 Unemployment and Placements by Employment Offices.

Year Unemployment Job vacancies Job Placements
Registrations Registered Made

1991 1,324,681 301,553 282,357
1992 1,213,018 364,240 327,852
1993 1,338,990 381,495 352,616
1994 1,228,159 421,189 400,230
1995 1,198,281 462,257 398,300
1996 1,497,159 629,464 527,248
1997 1,542,522 593,153 492,705
1998 1,191,745 546,091 471,160
1999 1,191,750 475,260 395,214

2000 (10 mths)   865,392 258,861

1.3 Sources 1991-1998 Profil Sumber Daya Manusia Indonesia. Jakarta 2000
1999-2000 Ministry of Manpower (Depnaker)
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Annex 23 A Draft Short Period Unemployment Benefit Scheme

1. Type of Scheme.  Unemployment Insurance Fund of a contributory social insurance type, financed by levies
set on the basis of insured wages.

2. Membership.  Compulsory for those groups now required to be members of the Jamsostek Old Age Benefit
programme.  Voluntary for other groups.  Membership coverage to be reviewed with the intention of expanding
coverage as economic conditions make this feasible.

3. Levy Contribution rate.  2% of insured wages up to a ceiling of 3 times the average wage of insured Fund
members.  The ceiling would be set annually on the basis of the average of insured wages in the previous year.
Levy rate to be reviewable once the Fund has built up sufficiently to cover two years costs.

4. Qualifying period of Contributions  12 months in the previous 24 months.

5. Qualifying event to receive benefit Involuntary loss of insured employment other than for specified list of
employee misbehaviours which merited dismissal.  Would not include normal cessation of seasonal work.

6. Other Qualifying Criteria Willing to work
Able to Work
Available for employment

7. Wait Period  One week from application date or date of cessation of employment, whichever is the later.

8. Benefit Rate  50% of insured wage of member, based on average payments in the
last 12 qualifying months.

9. Other Benefit Entitlement  Would retain right to Death Benefit, and Health Insurance (if covered by
Jamsostek for Health Insurance) during period on Unemployment Insurance Benefit.

10. Maximum Period of Coverage  13 weeks of Unemployment ( 3 months)..

11. Form of Benefit Payment. Initial payment of one month’s lump sum.  Subsequent periodic payments of up
to total of 2 further one month payment amounts subject to renewed application and evidence of continued
unemployment plus participation in required Active labour Market Programmes and activities specified by the
Unemployment Insurance Fund.  (Initially this may only be evidence of Job Search activity).

12. Future extension of Active labour Market Programmes
Could include Job search assistance

Job placement
Job skill development

If pursued, these could be contracted out.

13. Administering Agency Jamsostek

14. Form of Unemployment Insurance Fund  Trust Fund

15. Management Oversight  Tripartite Board representing Employers, Unions and Government.  This could be
the same Board as that of Jamsostek.
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Annex 24 Alternative Projections of Unemployment Insurance Outcomes

Projection 1. Low Benefit Duration Case
Premium Rate:  2% of insured wage
Grant Rate 15% of insured workers per year.
Average Benefit Duration:  8 of the 13 weeks
Average Benefit in first year of grants: Rp. 280,000.

Years 1 2 3 4 5 6 7
Revenue
Premiums 685 788 906 1,042 1,198 1,378 1,584
Investment Income ----- 55 83 118 161 212 274

Total Income 685 843 989 1,160 1,359 1,590 1,858
Costs
Administration 140 161 185 213 245 282 324
Benefits ----- 395 454 522 600 691 794

Total Costs 140 556 639 845 845 973 1,118

Surplus or Deficit 545 287 350 425 514 617 740
Year End Funds 545 832 1,182 1,607 2,121 2,738 3,478
Accumulated Funds as % of Costs 389 150 185 219 251 281 311
including Benefits

Projection II Optimistic Case – Low Benefit Duration and Low Claim Rates
Premium Rate: 2% of insured wages
Claim Rate 10% of insured workers per year
Average Benefit Duration:  8 of the 13 weeks
Average Benefit in first year of Grant Rp. 280,000

Years 1 2 3 4 5 6 7

Revenue
Premiums 685 788 906 1,042 1,198 1,378 1,584
Investment Income 685 55 96 148 211 287 379
Total Income 685 843 1002 1,190 1,409 1,665 1,963
Costs
Administration 140 161 185 213 245 282 324
Benefits ----- 263 303 348 400 460 524

Total Costs 140 424 488 561 645 742 848

Surplus or Deficit 545 419 514 629 764 923 1,115
Year End Funds 545 964 1478 2107 2871 3794 4909
Accumulated Funds as % of Costs 389 230 303 376 445 511 579
including Benefits
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Projection III Higher Claim Rate, Low Benefit Duration Case

Premium Rate: 2% of insured wages
Claim Rate: 20%
Average Benefit Duration 8 of 13 weeks
Average Benefit in first Year of Grant: Rp. 280,000.

Years 1 2 3 4 5 6 7
Revenue
Premiums 685 788 906 1,042 1,198 1,378 1,584
Investment Income ----- 55 70 88 111 137 169

Total Income 685 840 976 1,130 1,309 1,515 1,755
Costs
Administration 140 161 185 213 245 282 324
Benefits ----- 526 605 696 801 921 1,059

Total Costs 140 687 790 903 1,046 1,203 1,383

Surplus or Deficit 545 153 186 227 263 312 372
Year End Funds 545 698 884 1,111 1,374 1,686 2,058
Accumulated Funds as % of Costs 389 102 112 123 131 140 144
including Benefits

Projection IV Standard Claim rate, Longer Benefit Duration case

Premium Rate: 2% of insured wages
Claim Rate: 15% of inured wage earners
Benefit Duration: 12 of 13 weeks
Average Benefit in first year of grant: Rp. 420,000

Years 1 2 3 4 5 6 7

Revenue
Premiums 685 788 906 1,042 1,198 1,378 1,584
Investment Income ----- 55 64 75 87 101 117

Total Income 685 843 970 1,117 1,285 1,479 1,701
Costs
Administration 140 161 185 213 245 282 324
Benefits ----- 592 681 763 901 1,036 1,191

Total Costs 140 753 860 996 1,146 1,318 1,515

Surplus or Deficit 545 90 110 121 138 161 186
Year End Funds 545 635 745 886 1,005 1,116 1,352
Accumulated Funds as % of Costs 389 84 87 87 88 88 89
including Benefits



Annexes

373

Projection V Higher Claim Rate and Longer Benefit Duration

Premium Rate: 2% of insured wages
Claim Rate: 20% of insured wage earners
Benefit Duration: 12 of 13 weeks
Average benefit in first year; Rp. 420,000

Years 1 2 3 4 5 6 7
Revenue
Premiums 685 788 906 1,042 1,198 1,378 1,584
Investment Income ----- 55 44 29 11 15 45

Total Income 685 843 950 1,071 1,209 1,363 1,538
Costs
Administration 140 161 185 213 245 282 324
Benefits ----- 790 908 1,044 1,201 1,381 1,588

Total Costs 140 951 1,093 1,257 1,446 1,663 1,912

Surplus or Deficit 545 -108 -143 -186 -257 -300 -374
Year End Funds 545 437 294 108 -149 -449 -823
Accumulated Funds as % of Costs 389 46 27 9 -10 -27 -43
including Benefits

Projection VI Standard Claim Rate, Long Benefit Duration

Premium Rate: 2% of insured wages
Claim Rates: Year 2 is 10%. Years 3 onwards is 15%
Benefit Duration: 12 of 13 weeks
Average Benefit in first year: Rp. 420,000

Years 1 2 3 4 5 6 7
Revenue
Premiums 685 788 906 1,042 1,198 1,378 1,584
Investment Income ----- 55 83 96 110 126 145

Total Income 685 843 989 1,138 1,308 1,504 1,729
Costs
Administration 140 161 185 213 245 282 324
Benefits ----- 395 681 783 900 1,036 1,191

Total Costs 140 556 866 996 1,145 1,318 1,515

Surplus or Deficit 545 287 123 142 163 186 214
Year End Funds 545 832 955 1,097 1,260 1,446 1,660
Accumulated Funds as % of Costs 389 150 110 110 110 110 110
including Benefits
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Projection VII Composite Case with 2 year Recession in years 5 and 6

Premium rate: 2% of insured wages
Claim rates; Year 2 is 10%

Years 3, 4, and 7 is 15%
Years 5 and 6 is 20%

Benefit Duration: 12 of 13 weeks
Average Benefit in First Year: Rp. 420,000.

Years 1 2 3 4 5 6 7
Revenue
Premiums 685 788 906 1,042 1,198 1,378 1,584
Investment Income ----- 55 83 96 110 96 77

Total Income 685 843 989 1,138 1,308 1,474 1,661
Costs
Administration 140 161 185 213 245 282 324
Benefits ----- 395 681 783 1201 1,381 1,191

Total Costs 140 556 866 996 1,446 1,663 1,515

Surplus or Deficit 545 287 123 142 -138 -189 146
Year End Funds 545 832 955 1,097 959 770 916
Accumulated Funds as % of Costs 389 150 110 110 66 46 60
including Benefits
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Annex 25 Comparison of Schemes by Accumulated Funds as % of Costs

Year 1 Year 2 Year 3 Year 4 Year 5 Year 6 Year 7
Projection I 389 150 185 219 251 281 311
Projection II 389 230 303 376 445 511 579
Projection III 389 102 112 123 131 140 144
Projection IV 389 84 87 87 88 88 89
Projection V 389 46 27 9 -10 -27 -43
Projection VI 389 150 110 110 110 110 110
Projection VII 389 150 110 110 66 46 60

Note – In Year 1 (qualifying period)
there would be no claims for benefit
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Annex 26 Social Assistance Statistics

Table 1. The National Poverty Measure in Indonesia
Old Measure

Year Numbers (millions) % of population below
Below the poverty line the poverty line

1970 70.0 60.0
1976 54.2 40.1
1978 47.2 33.3
1980 42.3 28.6
1981 40.6 26.9
1984 35.0 21.6
1987 30.0 17.4
1990 27.2 15.1
1993 25.8 13.7
1996 22.6 11.4

New 1998 basis Measure
Year Numbers (millions)

Below the poverty line
1996 34.5

1998 Dec 49.5
1999 Feb 48.4

1999 37.5

Sources.  1970 to 1996 UNDP 1997 “The Indonesian Economic Transition and the end of Poverty”.  After 1997
SMERU and Statistics Indonesia.
Note.The National Poverty Measure is based on an ability to afford an average household food consumption of

2100 calories per day per household member, 90 per cent of which are provided from grain, plus a basket of
non-food items.

The Indonesian national poverty measure in 1996 equated to the equivalent of US$ 0.55 per day in urban areas
and $0.40 in rural areas.  An alternative measure of US$ 1.0 in urban areas and US$0.80 in urban areas would
have produced a poverty percentage of 57.3 per cent in 1996 compared with the national measure of 11.3 per
cent.

Table 2. Per capita daily food consumption in Indonesia
Year Calories Protein (grams)
1993 1,879.13 n.a.
1996 2,019.79 54.49
1999 1,849.36 48.67

Source. Expenditure for Consumption in Indonesia 1996 and 1999.

Table 3. Medium and Large Manufacturing Enterprises listed by Statistics

Year Number Enterprises Delisted New Listings
1998 22,243 2,526 1,656
1999 21,412 2,642 1,551
2000 22,574 215 1,144

Source.  Bappenas (Statistics Indonesia).

The statistical discrepancy represents enterprises delisted which were subsequently re-instated.  Delisting can
occur either because the enterprise closes, or because it falls below the employment size level used to classify it
as a medium or large manufacturing enterprise.
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Table 4. State Budget Summary

Item
Trillions of rupiah % of GDP

2001 proj. 2002 plan 2001 2002

Revenue
Domestic Taxes 185.3 216.8 11.9 12.8
International Trade Taxation 11.0 12.6 0.7 0.7
Non Tax Revenues 100.7 72.7 6.9 4.3

Total 286.0 289.4 19.5 17.3
Expenditure
Current Expenditure 213.4 195.0 14.5 11..5
Development Expenditure 45.5 47.1 3.1 2.8
Total Central Government 258.8 242.1 17.7 14.3
Revenue Sharing 20.2 23.2 1.4 1.4
General Allocation Fund 60.5 66.4 4.1 3.9
Special Allocation Fund 0.7 0.8 — —
All Expenditure 340.3 332.5 22.2 19.6

Overall Balance -54.3 -43.0 -3.7 -2.5

Source:  Ministry of Finance

Table 5. Composition of Revenues

Item Trillions of Rupiah % of GDP

2001 proj 2002 plan 2001 2002

Taxes
Income Tax
Oil and Gas 25.7 14.6 1.7 0.9
Other 69.2 87.3 4.7 5.2
Value Added Tax 53.4 69.9 3.0 4.1
Land and Building Tax 5.1 5.9 0.3 0.4
Duties on Land and Building Transfers 1.2 2.2 0.1 0.1
Excises 17.6 22.3 1.2 1.3
Other Taxes 1.9 1.9 0.1 0.1

Total Domestic 174.3 204.2 11.9 12.1
International Trade Taxes
Import duties 10.4 12.2 0.7 0.7
Export duties 0.6 0.3 — —

Total 11.0 12.6 0.7 0.7
Total Taxes 185.3 216.8 12.6 12.8

National Resource Revenue
Oil 57.9 37.9 3.9 2.2
Gas 17.4 13.6 1.2 0.8
General Mining 0.9 1.1 0.1 0.1
Forestry 3.0 2.9 0.2 0.2
Fisheries 0.3 0.3 — —

Total 79.4 55.9 5.4 3.3
Profits from SOEs 9.0 8.2 0.6 0.5
Other Non-Tax 12.3 8.6 0.8 0.4

All Revenue 286.0 289.4 19.5 17.1

Source.  Ministry of Finance
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Table 6. Indonesian Government Routine Expenditure
(Trillions of Rupiah)

Year Personnel Material Regional Interest & Subsidies Other
Expenses Expenses Amort.

1996-97 14.553 8.109 9.358 27.941 1.416 1.732
1997-98 17.269 8.999 11.061 31.112 20.413 0.756
1998-99 23.216 9.862 13.074 54.581 32.684 2.669
1999-2000 32.719 10.765 17.485 42.735 65.916 4.621
2000 (9 mths) 29.990 9.047 17.593 53.329 59.725 11.996
2001 projected 38.206 9.909 — 89.570 66.269 9.433
2002 draft 40.665 11.589 — 86.981 46.239 9.543
2002 draft % of spending 20.900 5.900 — 44.600 23.700 4.900

Source; Ministry of Finance

Table 7. Composition of Subsidy Expenditure from Regular Budget
(Trillions of Rupiah)

Year Oil Electricity Food Fertiliser Interest Other Total

1996-97 1.416 — — 0.186 — — 1.602
1997-98 9.814 — 10.599 0.708 — — 21.121
1998-99 28.607 1.930 1.535 — — 0.612 32.684
1999-2000 40.923 4.552 18.164 — 2.033 0.244 65.916
2000 (9 mths) 51.135 3.928 2.213 — 1.930 0.519 59.726
2001 proj 53.774 4.727 2.435 — 4.923 0.400 66.269
2002 draft 32.289 4.640 4.696 4.413 0.200 46.234
Percentage Allocation
2002 % 69.800 10.000 10.200 9.500 0.400 100.000

Source.  Ministry of Finance

Table 8. Estimated Composition of Social Safety Net Subsidies in year 2001

Item Trillion Rupiah

From Regular Budget
Food 2.4
Electricity 4.7
Credit programme 4.9
Other including medical 0.4

Sub total 12.5

From Development Budget 2.2

Total 12.5

Of which Food
Regular Budget 2.4
Development Budget 0.3

Total 2.7

Source.  Ministry of Finance
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Table 9. Estimated Total Outlays on Social safety Net including Donor and Loan Funds

Year Trillion rupiah
1998-99 17.9
1999 20.0
2000 14.7

Sources :
1998-99 and 2000 BPS (Statistics)
1998 Ministry of Finance.

Table 10. Funding of Development Expenditure

Funding
Trillion Rupiah % of GDP

2001 2002 2001 2002

Rupiah Funding 21.7 22.8 1.5 1.4
Project Funding with Foreign Loans 23.7 24.4 1.6 1.4

Total 45.5 47.1 3.1 2.8

Source.  Ministry of Finance
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Annex 28 Informal Sector Survey – Tables of Results

Figure 1. Survey - Table of Occupations

Occupation
Jakarta Bandung YogYakarta TOTAL TOTAL

M F M F M F M F M + F

Fashion Production 9 9 0 0 38 34 47 43 90
Vehicle workshops 106 1 72 3 7 - 185 4 189
Home based food industry 7 6 0 0 2 1 9 7 16
Manufacturer 5 1 1 0 51 16 57 17 74
Furniture workshop 39 0 9 0 131 13 179 13 192
Services 5 0 147 1 12 13 164 14 178
Driver 0 0 27 0 1 - 28 0 28
Salon 0 0 114 24 - - 114 24 138
Restaurant 181 48 0 49 - 2 181 99 280
Trader 16 25 4 0 42 57 62 82 144
Stationery vendor 21 5 2 1 11 3 34 9 43
Building materials vendor 27 9 1 - - 27 10 37
Garden plants vendor 29 3 37 0 5 10 71 13 84
Small goods vendor 58 22 0 12 1 4 59 38 97
Furniture trader 63 2 0 0 29 6 92 8 100
Craft, artist 0 0 0 0 210 79 210 79 289
Other 0 0 0 0 16 4 16 4 20

Sub-Total 566 131 413 91 556 242 1535 464

Total 697 504 798 1999 1999

Figure 2. Survey - Table of Monthly Incomes

Monthly Income Jakarta Bandung YogYakarta TOTAL TOTAL TOTAL
(self)(Rp.) M F M F M F M F M+F %

< 200,000 31 9 104 19 302 157 437 185 622 31.12%
200,001 – 400,000 123 37 175 28 142 38 440 103 543 27.16%
400,001 – 600,000 120 37 79 21 41 21 240 79 319 15.96%
600,001 – 800,000 87 22 32 10 19 6 138 38 176 8.80%
> 800,000 205 26 23 13 52 20 280 59 339 16.96%

Sub-Total 566 131 413 91 556 242 1535 464

Total 697 504 798 1999 1999 100%

Figure 3. Survey - Table of Possible Social Security Contributions

If Compulsory, how much
Social Security contributions Jakarta Bandung YogYakarta TOTAL TOTAL%

 could you pay (Rp.)

< 10,000 291 113 483 887 44.37%
10,001 – 20,000 215 93 212 520 26.01%
20,001 – 30,000 106 67 26 199 9.95%
30,001 – 40,000 54 19 50 123 6.15%
> 40,000 25 0 14 39 1.95%
Could not pay 6 212 13 231 11.56%

Total 697 504 798 1999 100%
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Annex 28 – Informal Sector Survey – Tables of Results (continued)

Figure 4. Survey – Preparedness to Pay Voluntary Contributions

Prepared to Pay voluntary Yes % No %Social Security contributions

Jakarta 346 41.79% 351 29.97%
Bandung 207 25.00% 297 25.36%
YogYakarta 275 33.21% 523 44.66%

Total 828 100.00% 1171 100%
Total % 41.42% 58.58%

Reasons for Not Wishing to Contribute No. %
Not Entitled 70 6.06%
Not obliged 60 5.19%
No Trust in scheme 76 6.58%
High Contributions 200 17.32%
Not attractive 214 18.53%
Covered by relatives 3 0.26%
No need 162 14.03%
Need information 111 9.61%
Don’t know 217 18.79%
Other 42 3.64%
Total 1155 100%

Figure 5. Survey – Desired Social Security Cover and Priority

Desired Social Security Coverage Male % Female % Highest Priority %

Work Injury Insurance 777 20.69% 230 22.55% 398 21.18%
Health Insurance 719 19.15% 224 21.96% 841 44.76%
Maternity Insurance 898 23.91% 170 16.67% 27 1.44%
Age Retirement Insurance 520 13.85% 174 17.06% 359 19.11%
Death Insurance 841 22.40% 222 21.76% 254 13.52%
Total 3755156 100% 1020 100% 1879 100%

Figure 6. Survey – Table of Preferred Social Security Provider

Who Should Provide Social Male % Female % Total %Security Coverage

Individual (self) 692 45.08% 228 49.14% 920 46.02%
Employer 379 24.69% 98 21.12% 477 23.86%
Government 212 13.81% 58 12.50% 270 13.51%
Shared by All 136 8.86% 49 10.56% 185 9.25%
Other 116 7.56% 31 6.68% 147 7.35%
Total 1535 100% 464 100% 1999 100%

156 It should be noted that this value is the sum of all of the responses, not all respondents included every category as their need. The total
number surveyed is shown in the priority column where respondents only chose one category as their priority.
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Annex 28 – Informal Sector Survey – Tables of Results (continued)

Figure 7. Survey – Likely Social Security Provider

Who Will Now Provide for
Male % Female % Total %Social Security Needs

Insurance 6 0.39% 1 0.22% 7 0.35%
Employer 184 11.99% 48 10.37% 232 11.62%
Government 24 1.56% 22 4.75% 46 2.30%
Family 837 54.56% 291 62.85% 1128 56.48%
Self 256 16.69% 58 12.53% 314 15.72%
No one 119 7.76% 20 4.32% 139 6.96%
No Answer 108 7.04% 23 4.97% 131 6.56%

Total 1534 100% 463 100% 1997 100%

Figure 8. Survey – Education Profile

Education Profile Male % Female % Total %

None 35 2.28% 20 4.31% 55 2.75%
Primary 231 15.05% 84 18.10% 315 15.76%
Secondary 525 34.20% 126 27.16% 651 32.57%
Tertiary 637 41.50% 188 40.52% 825 41.27%
Trade 107 6.97% 46 9.91% 153 7.65%
Total 1535 100% 464 100% 1999 100%

Figure 9. Survey – Employment Status

Employment Status Jakarta Bandung YogYakarta TOTAL TOTAL TOTAL

M F M F M F M F M+F %

Employee 12 22 114 18 367 144 493 184 677 33.87%
Self Employed 553 108 227 73 186 94 966 275 1241 62.08%
No Answer 1 1 72 0 3 4 76 5 81 4.05%

Sub-Total 566 131 413 91 556 242 1535 464

Total 697 504 798 1999 1999 100%

Figure 10. Survey – Table of Membership of Cooperatives or Other Organizations

Member of Jakarta Bandung YogYakarta TOTAL TOTAL TOTAL
Cooperative or other

M F M F M F M F
M+F %

Organization

No membership 538 119 342 75 503 202 1383 396 1779 88.99%
Member 16 7 19 5 43 28 78 40 118 5.90%
No Answer 12 5 52 11 10 12 74 28 102 5.10%

Sub-Total 566 131 413 91 556 242 1535 464
Total 697 504 798 1999 1999 100%
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Annex 28 – Informal Sector Survey – Tables of Results (continued)

Figure 11. Survey – Table of Existing Social Security Cover

Social Security Jakarta Bandung YogYakarta TOTAL TOTAL
Coverage M F M F M F M F M+F

Jamsostek 21 0 7 2 13 3 41 5 46
Other Social Security 142 21 18 9 34 18 194 48 242
None 403 110 398 70 509 221 1310 401 1711

Sub-Total 566 131 423 81 556 242 1545 454

Total 697 504 798 1999 1999

Figure 12. Survey – Table Showing Marital Status

Marital Status
Jakarta Bandung YogYakarta TOTAL TOTAL

M F M F M F M F M+F

Married 435 98 279 69 355 173 1069 340 1409
Single 119 30 134 22 201 69 454 121 575
No Response 12 3 - - - - 12 3 15

Sub-Total 566 131 413 91 556 242 1535 464

Total 697 504 798 1999 1999

Figure 13. Survey – Table of Age Ranges

Age Jakart a Bandung Yogjakarta Total Total M + F

 M F M F M F M % F % M+F %

<20 11 7 27 8 39 24 77 5.02 39 8.41 116 5.80
21 - 30 113 31 174 23 260 99 547 35.64 153 32.97 700 35.02
31 - 40 218 40 117 29 131 65 466 30.36 134 28.88 600 30.02
41 - 50 155 43 72 22 67 32 294 19.15 97 20.91 391 19.56
51 - 60 58 8 20 9 46 16 124 8.08 33 7.11 157 7.85

>60 11 2 3 - 13 6 27 1.76 8 1.72 35 1.75

Sub-Total 566 131 413 91 556 242 1535 100 464 100 1999 100

Total 697 504 798 1999   

Figure 14. Survey  - Table of Married Respondents and Dependents

Number of Jakart a Bandung Yogjakarta Total Total M + F

 Dependents M F M F M F M % F % M+F %

None 9 10 6 - 7 5 22 2.94 15 6.12 37 3.72
1 42 12 27 10 23 17 92 12.28 39 15.92 131 13.18
2 154 31 104 24 83 46 341 45.53 101 41.22 442 44.47
3 105 24 71 15 118 51 294 39.25 90 36.73 384 38.63
4 69 14 40 6 69 31 178 23.77 51 20.82 229 23.04
5 33 4 21 8 35 15 89 11.88 19 7.76 108 10.87

>5 23 3 10 6 20 8 53 7.08 11 4.49 64 6.44

Sub-Total 435 98 279 69 355 173 749 100 245 100 994 100

Total 533 348 528 994   
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Annex 28 – Informal Sector Survey – Tables of Results (continued)

Figure 15. Survey – Employment Satisfaction

Satisfaction Jakart a Bandung Yogjakarta Total Total M + F

 Level M F M F M F M % F % M+F %

No Answer 15 2 24 5 12 - 51 3.32 7 1.51 58 5.80
Low + Vlow 117 33 215 27 73 54 405 26.38 114 24.57 519 35.02
Sat+High+Vhigh 434 96 174 59 471 188 1079 70.29 343 73.92 1422 30.02

Sub-Total 566 131 413 91 556 242 1535 100 464 100 1999 100

Total 697 504 798 1999   

Figure 16. Survey – Self Employed and Number of Employees

Number of Jakart a Bandung Yogjakarta Total Total M + F

 Employees M F M F M F M % F % M+F %

None 153 35 142 46 53 16 348 36.02 97 35.27 445 35.86
1 53 22 29 7 29 16 111 11.49 45 16.36 156 12.57

2 - 4 231 41 42 11 61 39 334 34.58 91 33.09 425 34.25
5 - 9 81 10 14 8 19 15 114 11.80 33 12.00 147 11.85

10 - 14 21 0 0 1 8 2 29 3.00 3 1.09 32 2.58
15 - 19 7 0 0 0 6 2 13 1.35 2 0.73 15 1.21

>20 7 0 0 0 10 4 17 1.76 4 1.45 21 1.69

Sub-Total 553 108 227 73 186 94 966 100 275 100 1241 100

Total 661 300 280 1241
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Annex 29 Transaction Costs Based on Maximum Contributions

This annex attempts to show what the Minimum costs per customer or transaction would be if the collection of
contributions was 100% of the active members of Jamsostek. In reality this is probably not achievable and a more
realistic international standard is 85% of contributions collected each month. The number of Active employers in
2001 was 74,966 and figure 43 shows the number of claims processed over the past four years. The average
number of claims processed per year is about 641,799.

In the absence of a suitable transaction costs it is proposed to calculate a broad estimate based on the two core
client functions of contribution collections and payment of claims. It is assumed that the all other functions and
transactions in Jamsostek support these core functions.

The transaction cost formula is based on the following elements:
• The total administrative costs of Jamsostek,
• The number of employers (annualised contribution transactions by the active employers), and
• The average number of separations from the aged benefits fund or claims per year.

Figure 1. Number of Withdrawals of Old Age Benefits and Death Benefit Payments

Claims Processed (Withdrawals) 1998 1999 2000 2001(first half)

Attaining Age of 55 33,657 33,650 34,085 19,139
Leaving the Country 2,889 2,178 689 577
Decease of Natural Causes 12,081 10,742 9,382 6,982
Decease from Work Injury 1,563 1,376 1,283 635
Total and Permanent Disability 351 58 38 22
Laid Off after 5 years and 6 months contribution 493,131 610,791 632,055 316,242

Totals 543,672 658,796 677,532
343,598

Full year =687,196

Assuming that a monthly employer contribution and a claim for benefit are of about equal work value then a rough
cost per key transaction could be obtained by the following formula:

1.4
(Jamsostek Adminitrative Costs)

(Annual employer contribution activity          +         (Average annual Claims)

(246,200,000,000)
= (159,725) Rp per transaction

(74,966 x 12)       +     (641,799)

The annual transaction cost of 159,725 per year can be apportioned at Rp. 93,219 per year for an employer
contribution and Rp. 66,505 for each claim processed. This cost estimate for contributions is based on an average
employer contribution group size of about:

(9,300,000) active members    
=   (124) employees per active employer

(74,966) active employers
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Annex 29 - Transaction Costs Based on Maximum Contributions (Cont)

Figure 2. Summary of Estimated Transaction Costs in Jamsostek

Estimated Key Transaction Costs Monthly (Rp) Yearly (Rp)

Employer contributions
(12 contributions per year) 7,768 93,219
Payment of Retirement claims 66,505
(each claim)

Individual Employee Contribution cost 63 751
(based on average of 124 employees per employee)

The average monthly salary for Jamsostek contributions is Rp. 480,000 for males and Rp. 360,000 for females.
The majority of formal sector workers declare < Rp. 400,000 per month157.

Jamsostek Average Monthly contributions for males are:
Age Insurance (incl death benefit) Rp. 28,800 (employer pays 2/3)
Health Insurance Rp. 14,400 single, Rp. 28,800 married (employer pays all).
Work Injury Rp. 1200 – Rp. 8400 depending upon industry. (Employer pays all).

The average JAMSOSTEK contributor pays 2% of average salary for these services and the employer pays the
remainder.

Figure 3. Average Member Contributions to Jamsostek

Contributor Male Female

Married Single Single

Average Employee Contribution 9,600 9,600 7,200
Average Employer Contribution (incl health Ins and depending
upon industry for Work Injury Ins.) 49,200 – 56,400 34,800 – 42,000 36,400 – 43,600

Total 58,800 – 66,000 44,400 – 51,600 43,600 – 50,800

Total Excluding Health Insurance 30,000 – 37,200 30,000 – 37,200 29,200 – 36,400

The potential administrative cost per employee of collecting contributions (with health insurance) and based on
the above findings is about 1.13% to 1.72% of contributions. This result assumes that all contributions are collected
from the 74,699 employers on behalf of about 9.3 million members.

157 Source Jamsostek IT Department August 2001, See Annex 2
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