PSIA Seminar Series: Meeting 2

Indonesia

Two of the researchers producing the Indonesia PSIA (Jennifer Leith, SDD, DFID ] and Cath Porter, EPRD DFID) outlined the process, method and findings of the pilot study , which examined the likely poverty and social impacts of an increase in the import tariff on rice f (presentation available).  The  study methodology had two core elements: a Computable General Equilibrium (CGE) model which was able to simulate the effects of a rise in the import tariff on the poverty headcount in themedium term; and a ‘Policy Interest Matrix’  which identified key institutions and stakeholders and their interest in and degree of influence over the rice tariff debate in Indonesia.  This was the only pilot study  where DFID staff were directly involved in the the research team. Demand and ownership of the PSIA work within Government  

· High-level government officials were involved in the early discussions about the policy area/issue to be the focus of the PSIA, but this interest fell away over time andthere was very little participation from them during the course of the work. 

· Indonesia has good capacity for PSIA type analysis, both in government and amongst donors Grappling with the technical issues of PSIA is important but perhaps less so than building a public debate on the issues raised.

· Not clear on how the PSIA work  has been received by government (although the tariff has not  been increased) DFID intends to follow up on this approach in the context of its ongoing support to the PRSP process. 

Technical merits and limitations of the CGE approach

· The CGE approach was only possible in the time available because an existing CGE was already available

· The CGE proved helpful in bridging the gap between different sides of the rice tariff debate. But is this approach too technical for replication elsewhere?? Are there simpler systems approaches which could do a similar job with less data and less reliance on complex assumptions?

· The CGE is income based and does not take into account the social dimensions of poverty in Indonesia.  Intrahousehold data exists but was not used because of time constraints

· The CGE used is built around the1995 Social Accounting Matrix.  There was some validation of this data to ensure that it reflected the current economic situation  but there are still questions about the validity of using a model based on pre-crisis data 

Finding that an increase in the rice import tariff would lead to a 0.05% increase in the poverty headcount ratio

· The pilot approach allowed for analysis of only one policy change – in this case an increase in the rice tariff.  It did not take into account the concurrent increase in fuel, phone, and electricity tariffs which together could be expected to have a much larger impact on poverty.  This illustrates the difficulty in selecting out a single policy change for PSIA when it is the cumulative effect of multiple policy changes that so often impact the poor negatively. 

· World Bank studies suggest that the negative impacts on the poor of a tariff increase would be even greater.

The Policy Interest Matrix (PIM) and its uses: 

· There was a lot of interest in the Matrix and the way in which the PSIA team took on board the political economy of the policy context (and policy change) in Indonesia.

· The Matrix was drawn together on the basis of focus group discussions and existing information about the policy context (such as public domain court cases). It was subjective but there was some attempt at triangulation. 

· The Matrix identifies areas of overlap in policy debate , as well as possible coalitions around a particular policy change, and makes the policy process somewhat more transparent. 

· The PSIA team used the Matrix for discussions of the PSIA with government.  Given more time, they would have liked to iterate further between clarifying the position of  various interest groups and formally modelling these positions through the CGE e.g. the position of the Planning Ministry  for a zero tariff

· The Matrix only begins to answer the question of how policy is made in Indonesia. It could go much farther and give detail of the positions of consumer groups, the position of other government offices, and so on. 

· So far the Matrix and related analyses are limited to national institutions and stakeholders. No attempt was made to ‘model’ the international context such as ASEAN or WTO regulations on tariffs. 

· Lessons LearnedFlexibility matters (the team had to respond to a number of changes in personnel and approach); don’t underestimate the context – policymaking in Indonesia is highly politicised, and no more so than the price of rice. Understanding this was crucial to identifying whose interests would be served by raising the tariff and who would lose out. Finally, the PSIA ‘process’ is important – working closely with national researchers, stakeholders and Government officials proved rewarding and was the basis of a very interesting product (even if its influence is unclear at this point).

General Comments 

· In the run up to the PSIA process there was debate within DFID on whether DFID could directly engage in work that might generate a result that was contrary to DFID’s corporate view (or that of the World Bank) on tariff increases.  In the end it was not an issue and DFID could comfortably agree with the findings of this PSIA.  But what is the role for PSIA in challenging donors views about the appropriateness of particular structural reforms/policy changes? Can DFID expect to use PSIA type work to question IFI orthodoxy?

· Is PSIA an analytical approach or is it an advocacy tool? The Indonesia pilot sought to combine both to some degree, as did Rwanda highlighted last week.  But can the PSIA comfortably do both? 

