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Abstract

This paper investigates the size of grants froncérgral government that is actually
delivered to intended beneficiaries. Combining adstiative data and household
survey datasets, we show that only 78 percenteofithnts under th@pres Desa
Tertinggal (IDT)-Indonesia's poverty alleviation program-weeeeived by intended
beneficiaries. We find that pre-existing administt@and organizational skills of
village governments are positively associated withshare of funds reaching
beneficiaries. We also provide the first evidenokihg the literature on targeting and
the literature on the delivery of public spendibg,demonstrating that failing to
taking into account missing public resources cquittuce a misleading conclusion
on the nature of the distribution of anti-povertggram resources.
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1 Introduction

A loss of public resources due to corruption ormrasagement directly diminishes
targeting performance. It also hampers public speneffficacy by reducing any
possible effect on the welfare of intended benafies. Recent empirical studies
suggest that the magnitude of such a loss is sgnifin developing countries.
Reinikka and Svensson (2004) and Olken (2006) tepat only 20 percent and 82
percent of public resources reached intended bmaeés in Uganda and Indonesia,

respectively.

The two studies above suggest that local agenyggla crucial role in determining
the amount of public funds that were captured. édgdé¢he quality of local
government is becoming more important as a dedex@da community-level public
resource distribution scheme is increasingly usqubor countries.While it is
expected that utilization of local institutionschuas local government, enhances the
accuracy of distribution, previous theoretical amécdotal evidence suggests that
local elites who may not be intended beneficiacmsld capture public resources
(Bardhan and Mookhejee, 2000, 2005, Conning ancdKeyv2002, and Crook and
Manor, 1998). Limited administrative skills of coranity leaders have also been
suggested as a factor that could offset possibiefiie of decentralized distribution
system (Coady, Grosh, and Hoddinott, 2004, ConaimjKevane, 2002). Therefore,
it s crucial to investigate the characteristicsamial government that are associated

with efficient public service delivery.

! More broadly, Community-Based Development or ComitytDriven Development schemes aim to
involve local residents in the processes of prograplementation such as the choice and design of
development projects and selection of beneficiaBeg Mansuri and Rao (2004) for example.



In addition, there is a gap in the literature whestamines the size of missing public
resources and the literature on targeting. Theetarg problem concerns whether
relatively poor households receive more public ues® compared to non-poor
households. A common method to compute this meadter relies only on the
distribution of benefits reported in a householdsey, ignoring possibly missing

funds which are not claimed by any intended beraafic

This paper provides the first evidence to fill teg in the two strands of literature by
demonstrating that failing to taking into accounssmg public resources could
produce a misleading conclusion on the natureefitetribution of anti-poverty
program resources. We also provides the first eméehat explicitly links pre-
existing local government’s capabilities and a diraeasure of its performance in
public resource delivery—the share of entitled utoinds that reached intended
beneficiaries in one of Indonesia’s anti-povertggrams ) npres Desa Tertinggal

(IDT).

Results show that only 78 percent of IDT funds werzived by households in
designated communities. Without taking into accdbist loss, conventional targeting
measures suggest pro-poor distribution. When teikincluded, however, realistic
assumptions on who received the missing public$uedd to indicate pro-rich
distribution. The results also show that the sleduireceipt was high in districts where
many of the communities had a relatively well-orgad government before the
launch of the program, where organized governmanetself-assessed to have the
capabilities to “keep reports in order” and “conddevelopment projects using

contributions of community members.”



These findings, together with the seminal work lgyrikka and Svensson (2004) and
Olken (2006), underscore the importance of direingitative evidence of leakage in
public spending.While perception-based corruption indicators ésely to be
correlated with the quality of distribution syste@iken (2009) shows that individuals
may underestimate the level of corruption. Whileasenpute the outcome variable in
an analogous manner to Reinikka and Svensson (20@4Plken (2006), our

analysis on the relationship between pre-existegllconditions and the share of
receipt departs from Olken (2006), who shows th@eraporaneous correlates of
corruption based on a cross-sectional analysisRamgikka and Svensson (2004),
who measure the correlation between changes idefeee of corruption and changes

in the consumption level.

The rest of the paper is organized as follows. Adw section provides more details
on the program, followed by the explanation ofdlaga used in the paper and the
construction of main variables. Section 4 illustgathe empirical strategy, and
Section 5 discusses the results. The penultimatesecalculates IDT’s targeting
performance once the amount of leakage is takenaictount. Finally, Section 7

concludes.

2 Background

2.1 Indonesiaand IDT

2 This in turn links to a broader literature on eption and public spending efficacy. For examphe, t
loss in public spending in the distribution systprovides an explanation for why the size of public
spending is not as correlated with developmentamé&s as one might expect (Barro, 1991, Landau
1986, and Filmer and Prichett, 1999). It also resdesight into why countries that are perceiveth¢o
corrupt tend to have worse development outcomeaufd)al995 and Azfar and Gurgur, 2007), and
why the effects of public expenditures on relatadcomes are hampered in places with more
corruption (Rajkumar and Swaroop, 2008 and Suryada008).



It is widely accepted that Indonesia is one ofrtlast corrupt countries in the world.
For example, according to Transparency Internali®@orruption Perception Index
(CPI), Indonesia was ranked 126ut of 180 countries in 2008, a ranking which was
tied with countries such as Ethiopia, Honduras, ldgdnda. This international status
has not changed much since the 1990s. The 1995$3Rjned Indonesia as one of the

most corrupt countries among 41 countries in timeesu

The IDT program provides an opportunity to exanhings much public spending
reaches intended beneficiaries in such a corrupttcg. Under IDT, the government
provided selected poor communities (or villageghwimp-sum grants designated for
small business loarisThese selected communities were instructed teat#oloans to
relatively poor households based on community-lewegtings. In a selected village,
the village head and a local government agencgdh#mbaga Ketahanan

Masyarakat Desa (LKMD, Village Community Resilience Board) weresgged to
facilitate these community meetings and the selaaif poor householdsThe
selected households were formed into groBakrfias) containing about 20
households, and each group elected a head (chgirensecretary, and a treasurer.
The treasurer then received funds from local brasdf banks or other government-
appointed financial institutions. TheBekmas leaders were also responsible for

managing loan activities within their group (BP892).

3 See Alatas (2000) for details of the selectionedd. In this paper, our population of interest is
households in selected communities, and we exarfiaerelationship between pre-existing local
conditions and the share of entitled funds thatevestually received by those households.

* Providing non-poor households with eligibility dducontribute to (unhidden) leakage of program
funds. However, based on reported receipt and hold® relative poverty status, Yamauchi
(forthcoming) shows that relatively poor househaldse indeed more likely to be beneficiaries. lis th
paper, we take the selection of poor householdgives, and focus on whether total receipt matches
total disbursement.
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The way program funds were channelled from theonatigovernment to designated
villages, shown in Figure 1, suggests only limisedpe for regional governments to
siphon off IDT funds. The flow of money shows tphabgram funds did not go
through layers of regional government officialsstbad, they were directly transferred
from the central government to local branches eegament-appointed financial

institutions.

However, Figure 1 indicates that the distributigstem is likely to have left ample
room for village leaders (such as group headsetaoes and treasurers as well as
village government officials) to steal part of fn@gram funds. The flow of forms
indicates that eadAokmas provided the village head and subdistrict govemimeth

a loan proposal, which contained information onrtames of members, their projects,
and requested loan sizes. When the proposal whaleckrthe treasurer of each group
was able to exchange the certificate with the retpteamount of funds according to
the proposal. Thus, if IDT funds were not entinegeived by residents, the loss is

likely to have occurred at the village-level, afteoney left bank branches.

For example, Soeradji, Budi and Mubyarto (1998krtbtit probable corruption
actors werd’okmas heads. In one of their research sites, they dontithat aPokmas
head handed out the IDT funds to other partiesidioly those who were ineligible

for the funds. There are also concerns that urtptwé projects were approved simply
because of the pressure from the sub-district gowent (Kimura, 1999). This could
have made it easier for corrupt village officiatglagroup treasurers to siphon off

some of IDT resources. Another possibility is thiate each group was allowed to



have its own rule (Kimura, 1999), some of the fumdght have been retained as

compulsory savings by group treasurers or villafjeials.’

While it is theoretically possible that low deméod credit could have resulted in a
situation where part of IDT funds were left in bébranches at the subdistrict level
(Figure 1), this was not the case as take-up fedesbank branches were very high.
Table 1 shows that on average, 99 percent of edtitinds were withdrawn from
these branches in the first two years (Bappen&@38)1Jhis is consistent with
anecdotal evidence that suggests that there waessaype from the sub-district

governments to use up all the entitled funds (Kemi©99).

In sum, the implementation procedure for IDT imglikat major allocation decisions
were made at the village level. Thus, the main@ue variable in this paper, the
share of public funds received as benefits by hoalgls in designated communities,

is likely to reflect the loss of public money whiohcurred at the village level.

2.2 Scopeof IDT
IDT provided a large amount of public money to coumities regarded as relatively
poor. Between 1994 and 1997, 41.2 percent of contrasiin rural and urban areas

were funded at least on€&ach of the communities received a lump-sum goéint

® Our measure of the gap between disbursement amiptaeflects such possible theft of program
funds by village leaders, which is unlikely to hdaen spent on activities that benefit poor houlsisho
For, if it were used in such a way, the SUSENAK&y to have recorded its value as benefits. That
if IDT funds were explicitly retained blyokmas (possibly for the purpose of purchasing goodstier
members), the SUSENAS recorded the value of funddedl by the number of members. Thus, the
value of such funds is included in our measure=oéipt. If it diverges from the value of disburseme
the gap is unlikely to have benefited the eligible.

® Based on communities observed in the IDT admaiise data and the 1993 Village Potential
Statistics. In each year, approximately 30 peroémommunities were funded. A small proportion of
communities were dropped out of the funding lishjlev additional communities were designated for
funding in later years. The total grant valuesiarg995 prices.



Rp20 million per annum. The total grant value tlgi®1994-97 amounted to an
average of Rp45 million in funded communities. Eonscrupulous local officials, this
was a large sum of money that could be worthwhéalgg. For example, the median
and 90th percentile of the annual per capita exjpamdin funded villages was Rp514

thousand and Rp999 thousand, respectiely.

For households in these villages, IDT provided ppostunity to obtain a loan of a
non-trivial amount, in comparison to their standafdlving. By January of 1997,
28.3 percent of households in Indonesia were ééddr a loan, and most of the
eligible received at least one loan. In communiti@gered by IDT at least once, the
1994-96 cumulative grant value (divided by the namif households as of 1993)
was Rpl135 thousand. This was 29.2 percent of atmuesehold per capita
expenditure of Rp462 thousand. Because the govetrsrguideline of targeting
relatively poor households was generally followathim the selected communities
(Yamauchi, forthcoming), the average cumulativenlsae of Rp373 thousand was
even more significant among the recipients, amaogrito 80.8 percent of their annual
household per capita expenditure. The average alvarasize was Rp124.3

thousand, or 26.9 percent of annual householdggtacexpenditure.

3 Data

3.1 Data sources

We use the following three datasets to providermfdion on pre-existing local
characteristics associated with successful dididghwf public resources. The first is

the 1993 and 1997 National Socioeconomic Housefotdey Qurvei Sosial

" Based on the 1997 SUSENAS. The per capita experditlues are in 1995 prices.



Ekonomi Nasional, or SUSENAS), which is a nationally representatarenually
repeated cross-section data in Indonesia. We es&d®7 SUSENAS to calculate the
value of IDT funds received by households in edstridt® The 1993 SUSENAS
provides information on the pre-existing charastess, such as the proportion of

adults reading newspapers and the average yeadiioation within each district.

The second data source is an administrative randrdating which villages received
IDT between 1994 and 1996. The final source, medawibk the Village Potential
Statistics Potensi Desa, or PODES, 1993), which is a village census dathse

contains information on village government and pation?

3.2 The measures of successful distribution of public resources

The overview of how we construct the main outcomeable, the share of IDT funds
received as benefits, is as follows. First, we cot@phe value of disbursed grants in a
given district and year (1994/95, 1995/96, and 19B6as the number of funded
villages in each district and year (available ia BT administrative data), multiplied
by the grant value, which was Rp20 million per anrfor all selected villages.
Second, we use the 1997 SUSENAS to estimate taleatoiount of IDT funds

received by households in each district and yea udé nominal values to facilitate
the comparison of disbursement and receipt. Thedcalculate the district-level

share of received funds by dividing the value neegiby households by the value

8 District is the most disaggregated level in which SUSENAS is still representative.

°® The 1997 Hundred Villages Survefufvei Seratus Desa, or SSD) also contains information on
households’ IDT receipt. However, the small saniecludes the use of the data in this paper. The
number of villages covered under IDT is 55 outhef 1.00 villages in the data. A further two villages
cannot be matched with the 1993 SUSENAS, whictés dource of covariates. Coupled with this
small sample size, the fact that the SSD was dellefrom a set of villages selected in an ad hoc
manner from different regions of Indonesia suggtssit would be difficult to compare the estinste
between this data and the SUSENAS.



disbursed by the national government. Thereforepatcome variable takes the
value of zero to indicate a complete loss of eeditpublic funds and one to indicate
full receipt of households. The rest of this subisagrovides the details of the

computation of the value of receipt.

Specifically, we gather the value of received fufrds the following information in
the 1997 SUSENAS: whether a household receive®@ndan, the year in which a
recipient household obtained a loan, the total ahlwan size, and the source of the
loan for each retrospective year of 1994, 1995,1986° Other than cases of
corruption or mismanagement, it is unlikely thauseholds had any incentive to
distort their responses to these questions fofalleving two reasons. First, their
responses were not used by the central governmelaticide the funding status of the
community in the coming yeat5Second, the repayment rate, as low as 19 percent,
suggests that households did not perceive strquayneent obligatiort? Thus, they

are also unlikely to have had an incentive to pretiat their loans (and thus

repayment obligation) were small.

Our measure of receipt reflects possible localuwapn the communities. For
example, if ineligible households captured IDT fanand they (correctly) answered

that they were not pokmas member, the capture is not included in the measiure

19 All the households answered the following questibas the head or member of a household ever
been a member of community gro(@ipokmas) in IDT program?’, and households which answered
‘yes’ to this question were further asked the failog: ‘have you ever received IDT fund?’ Those who
answered ‘yes’ to this question were asked to §pé&smount of fund and source’ by the year of loan
receipt. Household enumeration was conducted talg for 1996 and 1997 SUSENAS (Central
Bureau of Statistics, Enumerator Core Module, MaHu&, National Socio-economic Survey for each
year)

" The government instead used the village-level esyrwhich focused on village infrastructure and
general living standard.

12 Based on calculation from the 1998 SUSENAS. thésshare of households that had repaid a loan as
in the beginning of 1998 among those receivingaa im 1996.



receipt because the household was not asked albetihev it received an IDT loan or
how much it was. In the case wherpomas leader captured some of IDT funds, but
also received a loan from the remaining IDT furvdsatever he answered as his
benefit value is included in the measure of recdipus, if he hid the capture, it

creates a gap between our measures of disbursemenéceipt.

We also take into account the fact that the sooféeans included direct funds,
rotated funds, and unknown sources. In order tadadtouble accounting of funds that
were repaid and then lent to another householdynleinclude non-rotating loans.
For a small proportion of households that receieadis from multiple sources per
year—either direct and rotated sources or diredtuarknown sources—we make two
types of assumptions and create upper and lowerdsofor the outcome variabte.
Both assumptions result in similar levels of outeovariables and qualitatively

consistent findings. Thus, we report the regressesnlts based on the upper bounds.

We then create the district-level value of receiftetls as the weighted sum of the
household-level IDT benefitd.We further adjust the district-level value of rigtdor
the fact that the reference period for benefit gga#oes not perfectly match the
official period of disbursement. IDT funds for ataeén fiscal year were disbursed

between April of that year and March of the nexdryélowever, the SUSENAS

13 See Data Appendix for more details.

4 Instead of the weights provided in the 1997 SUSBN#e compute our own weights that take into
account the fact that only households in villagasded under IDT are used in the estimation of the
district-level value of received funds. Our weighdse created as the number of households in
designated villages that were surveyed in the 1S9SENAS, divided by the total number of
households in designated villages as in 1993 (obthfrom the 1993 PODES) — or the reciprocal of
the probability of being selected for the 1997 SN8E given being in a village funded under IDT.
We compute weights for each district and year fer panel analysis. For the analysis of the overall
share of received funds, we use the number of tolde living in villages that were funded at least
once under IDT. The estimate of the share of vecefunds based on our weights is somewhat smaller
than the estimate based on the weight providedhbySUSENAS. However, regression results are
qualitatively unchanged.
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provides information on the size of loans receiwved calendar year. For example, the
initial reference period was January through Deaamob 1994, while the initial
disbursement period was from April of 1994 to Mao€i995. In order to account for
this, we assume that the allocation of IDT fundthimia fiscal year followed the
pattern observed for a related project called gélénfrastructure Project (VIP,
1995/96-1996/97). Under VIP, a subset of IDT vilageceived additional grants
specifically for infrastructure. The allocation e of VIP funds suggests that 90
(97) percent of funds were spent by the end of Bxbes in the first (second) program
year. We assume that the allocation of IDT loatisvieed the same pattern. An
alternative assumption is the equal allocation seruarters® We show the

estimated share of receipt based on these diffessumptions.

Finally, we also adjust the value of disbursemgntdalucing the value for districts
included in provinces where the take-up rate wss flean 100 percent (Table 1), in
order to focus on the loss which occurred after firids were withdrawn from
government-appointed financial institutiofiszinally, in order to create the overall
share of received funds, we aggregate the adjysimdy values of disbursement and

receipt over the three-year program period.

15 Suppose that the true (unknown) value of allocatiithin IDT villages in the fiscal years of
1994/95, 1995/96, and 1996/97 arg, Rys, and Re. The (known) value of allocation in the calendar
years of 1994, 1995, and 1996 ayg s, and ge. If the pattern of allocation under VIP holds form
loans, it suggests the following: 0.9%4% rg4, 0.1* Ryy + 0.97 * Rs = rg5, and 0.03* Bs + 0.97 * Rg =
ree. Solving these three equations provide the estifmitRy,, Ros, and Rg as a function of the known
values of g4, ros, and ge. Under the alternative assumption, for 1994, weethe sum over the 1994
receipt value and a quarter of the 1995 receipteydbr 1995, we use the sum over three-quarters of
the 1995 receipt value and a quarter of the 1986ipevalue; and for 1996, we use the original galu
The adjustment for the last year implicitly assuitineg the receipt for the first quarter of 1997
followed the same pattern as that observed in 1996.

1 The 1996 disbursement value was not adjusted becaformation on the final take-up rate is
unavailable.

11



Table 2 shows the resulting estimates for the sbiafiends received as benefits,
based on the two assumptidigiccording to the upper bound estimate, the mean
overall share of received funds was 78 percent.ditfierence between the upper and
lower bounds are very small, reflecting the faett tmost households stated loan
sources that did not require differential assunmgti(see Appendix Table 1.1). The
upper bound estimate, for example, suggests thpe&2nt of public spending went
missing. This falls between the case in Uganday&8€ percent of public funds
were lost to corruption (Reinikka and Svensson4208nd the case for Indonesia’s
Operasi Pasar Khusus (OPK) or subsidized rice program, where at le8gbdrcent of
subsidized rice went missing (Olken, 2006). It @rthwhile to note that similar
estimates are obtained using the same methodd@rtportion of missing public
resources under OPK and IDT—the two programs cdaedun Indonesia that were
both managed by community leaders. Meanwhile, #aly estimates indicate a
fluctuation over time. The upper bound estimatst filecreased from 83 percent

(1994) to 72 percent (1995), and then increasé&d foercent (1996).

Figure 2 shows the distribution of the overall ghalr receipt. It shows that receipt
was larger than disbursement, or the share ext¢bedslue of one, in 19 percent of
the district. This is not surprising given that tredue of received funds is an estimate,
which could contain measurement errrslowever, since these are measurement

errors in the outcome variable, they do not biasestimates in the regression

Y The number of observations for the overall sharéaiger because it is based on all the districts
which had at least one village receiving a grahéast once over the three year period, while Haees

of received funds in a particular year excludetridis which did not have a treated village in thear.

'8 Districts whose overall share of received fundsiiger than one are not significantly differerarfr

the other districts in terms of observable charisttes. While they have smaller populations andde
villages with a bank, other characteristics are significantly different. These characteristicsliue

all the explanatory variables used in the regressinalysis and also other variables that measure
income inequality, heterogeneity in religion antizeinship, road infrastructure, average villagesitgn
and characteristics of the village heads.
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analysis, to the extent that they are of classiga@. While there is one extreme case
with the share of received funds close to 10, wd that the regression results with
and without this outlier are qualitatively consigt€ For brevity, we report the results
based on all the observations. Finally, we cheektibustness of the regression
results by using the logarithm of the share of inemkfunds, whose distribution is

shown in Figure 4°

4 Targeting Performance

The large size of missing public funds has sigaiitamplications for the targeting
performance of IDT. In the literature of targetimgzommonly used measure of
targeting performance is the proportion of pubéisaurces provided to the poor. This
is often computed from a household survey, whede/iduals report whether they
received benefits and how much the benefits warthis method, the value of
benefits received by the poor (the bottom quantileerms of per capita household
expenditure, for example), divided by the sum efvhlue of benefits, is used as a
targeting measure. However, this method does ketitdo account for a possibility
that some public funds could be lost without bastagmed by intended beneficiaries.
As a result, it might be misleading to draw a caswn on the nature of the

distribution of benefits based solely on the abosetioned method.

In the case of IDT, the within-community distribwti has been shown to be pro-poor

(Yamauchi, 2010); however, the method used indhalysis does not take into

¥ While Figure 2 indicates that there is one outhéth a particularly large value, this does notruipa
the mean share of receipt very much. Without tiggidt, the upper and lower bounds are 74 and 72
percent. The distribution without the outlier i in Figure 3.

“We use the log of 25 instead of the log of 0.2 dfistricts which indicate zero receipt, we assign
the value of zero for the log of the share of reegifunds, and include the dummy variable indigatin
these observations in the regression analysis.
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account the fact that 22 percent of IDT funds weseclaimed by anyone in
designated districts. It is possible that Yamay2iL0) has found the pro-poor
distribution because unscrupulous community leattexs a share of the IDT funds
first, and then distributed the rest in a pro-pama@nner. Thus, it is unclear whether the
overall targeting performance including the misdumgds still indicates the pro-poor

distribution.

In this section, we calculate the targeting measupdicitly taking into account the 22
percent loss in disbursement. The results revealeven qualitative conclusion on
the distributive nature could be misleading if daiés to take into account the missing
money. In this exercise, we use the same measacdeinyamauchi (2010); i.e., the
proportion of IDT funds provided to the poor, whisthdefined as households which
fall into the bottom quintile in terms of the prewid level of per capita household
expendituré’ Note that the present analysis defines the potiimeach district, not
within each village as in Yamauchi (2010). Thug tavised value of the targeting
measure is not comparable with that shown in Yamig@©10). Our aim here is to
examine how taking into account the missing morf&nges the district-level

targeting measure.

The calculation of the revised value requires thevdedge on how missing money
was distributed, which is unavailable. Thus, westder two extreme scenarios,

between which the reality is likely to lie. In thest, we assume that the missing

% The predicted value is used because receiving fildills may shift a household’s place in the
distribution. The predicted value is constructeddlews: first, the OLS estimates are obtainedfro
regressing per capita household expenditure onreauof household characteristics using data from
1993 and 1994 (before IDT started). Second, thoséficients and data from 1997 are used to derive
the predicted level of per capita household expganglias in 2007. See Yamauchi (forthcoming) for
more details.
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money was distributed equally among benefit reaigiéen each district. In other
words, we assume that participating householdsdrpborest quintile in a district
received 20 percent of the missing money in thstridt. This might be plausible if all
the missing money were lost due to negligent missgament by local officials. On
the other hand, in the second scenario, we asswumhe@dne of the missing money
went to the households in the bottom quintile. Mnaild make more sense if
community leaders siphoned off the IDT funds basedishonest motives. The
reality might lie somewhere between these two seesadn that case, the revised
estimates provide the upper and lower bounds ®share of benefits accruing to the

poorest.

The results are shown in Table 7. Column 1 showdatgeting measure when we
estimate the total value of disbursement as theduomds that were received by
households (that is, the common method in thealitee). The figures in that column
suggest that, although its targeting performanciedaver the three years, IDT
consistently exhibited a pro-poor targeting. Faaraple, for the overall distribution,
the measure is 25 percent. This indicates thae?&ept of IDT funds went to the
poorest 20 percent of the households in distrittelvhad at least one IDT village.
Therefore, the value accruing to the bottom quentias 25 percent ((25-20)/20)

larger under IDT compared to the universal distidou

However, once we take the missing money into adgdDi’s targeting performance
becomes less pro-poor. When we assume that thenqpis®ney was distributed
equally to every recipient household in the distf8cenario 1), the figures in Column

2 indicate that the overall share accruing to titédon quintile was one percentage
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point lower? The relative improvement over the universal disttion is now 20
percent, down from 25 percent. If we assume thahalmissing money went to
households outside the bottom quintile (Scenari®®) turned out to have been not
pro-poor at all. As shown in Column 3, househotdthie bottom quintile only
received between 16 percent of IDT funds overdlisTmplies that, even though IDT
was supposed to target the poor, its targetingppadnce was worse than the

universal distribution.

Taking our results to a broader context, it app#desthe pro-poor nature of the
targeting performance of a poverty alleviation pesg could be drastically reduced
once one takes into account the amount of fundsatbee diverted before they

arrived at eligible households.

5 Empirical Strategy

5.1 Specifications

First, we investigate characteristics of distrmsrelated with the overall share of
funds received as benefits. Then, we exploit thgitadinal nature of the dataset to
further explore at which stages of the programqgktihose correlations become
particularly pronounced. The analysis of overatrgption is based on the regression
of Yj, which is the cumulative measure of successfutidigion of public resources
(either the overall share of funds received betwik¥9¥ and 1996 or the log of that

share) in district in islandj, on X; (a vector of pre-existing conditions in the disitri

%2 The share of funds received in 1996 is larger uS@enario 1 compared to the baseline. This is
because some districts have negative values farttwint of missing funds (that is, the value of
receipt exceeded the disbursement). As discussi isection on data, this is not surprising gitrext
the amount of receipt is an estimate and somddsstould have fully disbursed IDT funds. Since
only a small number of districts have such negatalees, the overall share of funds received, ds we
as the share for the other years, is smaller uBidenario 1 than the baseline.
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as in 1993) and [ vector of island dummie$jThe coefficient on Xindicates the
correlation between pre-existing conditions anda¥erall share of received funds,
while controlling for possible differences in thetcome due to unobserved, across-
island heterogeneity, such as awareness of citagamst corruption. We use the
Tobit framework to take into account the censoahgero in the outcome variable,
which affects six percent of the sample. We alsionade this based on the OLS
(island fixed effects) model to check for robusmesthe results. While the linear
model does not explicitly account for the censormthe outcome variable, it allows
for a straightforward interpretation for the fixeflects as additive differences. In

both specifications, the error term, is assumed to be independent across districts.

In addition, several districts, particularly pooogres, have a larger number of
households, presumably because more villages wetich province were selected for
grants under IDT. These districts provide a momieate estimate for the total value
of receipt. Therefore, in order to place a higherght on those observations, we
conduct a weighted regression analysis using th&eu of sample households in

each district as the weight.

Next, we extend this analysis to allow the corretato differ across program years,
1994/95, 1995/96, and 1996/47The outcome variable,;Y is the yearly share of
received funds, or the log of the share, in distria provincej in yeart. The dummy
variables indicating observations in the secondthind years of the program period
are interacted with the vector of pre-determinegaciates, X, and the island

dummies, [ We estimate this extended model using both thet Bmd OLS models.

% The island dummies distinguish districts in sindut regions: Sumatera, Jawa, Sulawesi, Kalimantan,
the group of Bali and Nusa Tenggara islands, aedjtbup of Eastern islands.
2 We indicate the fiscal years of 1994/95, 1995/®] 1996/97 using the superscript of 94, 95 and 96.
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The year effect on the degree of corruption is messby the coefficient for the
dummy variables for the second and third years;isladd-specific trends are
captured by the interaction between the island digwmignd the year dummies. In this
specification, the coefficients for the interactiogtween X and the year dummies
test whether a district with a certain pre-existhgracteristic, say a high share of
organized village governments, experiences a pdatly significant change in the
share of receipt over time. On the other handcifiaacteristic is associated with a
permanently high or low share of received fundsntbignificant estimates are found
only in the coefficients for the uninteracteglX Since X%’s do not change over time,

this exercise is equivalent to doing separate ssgpas for each program year.

Finally, we exploit the panel structure of our dayareplacing the island-level fixed
effects with the district-level fixed effects inethinear estimation framework. In this
specification, the baseline correlation in 1994ntdrbe estimated. However, changes
in the correlation between the share of received$wand pre-existing characteristics
can be estimated, controlling for the average yedrange, island-specific trends, and
unobserved heterogeneity at the district-level.sThine final specification serves as

the rigorous check of the results obtained fromsé@nd specification.

5.2 Pre-existing characteristics of districts
The summary statistics of the district-level idiganditions, X, are depicted in Table

3. They are all measured in 1993, before the efd®T.? We include three sets of

% The median per capital household expenditure, nyemm of education, and the share of adults
listening to a radio and reading a newspaper angpated from the 1993 SUSENAS, while the other
variables are extracted from the 1993 PODES. \&lagr households in villages that were funded
under IDT are used for this computation. For thagbalataset, different sets of funded villages are
used according to their funding history in orderctompute the district-level characteristics forteac
year.
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variables that are likely to affect the efficierafypublic resource delivery: the
capability of local political institutions, residishgeneral awareness of transparency,

and their exposure to information.

First, the capability of local political institutis is likely to play an important role in a
decentralized resource distribution scheme like Vihich relies on local leaders’
discretion. We use self-reported information onadalgties of village government
(LKMD) to separate governments into relatively angad and less organized villages.
As we mentioned above, LKMD is a national instiatoperating at the village level.
It was created in the early 1980s as a vehiclenfiement national programs for
villages. Its members are usually local resideagpointed by the village head
(Antlov, 2003). The PODES asks whether the LKM2&th village (1) does not
exist, (2) only exists in very basic form, (3) egiand is able to develop and conduct
work projects utilizing grants from the nationavgonment matched with
contributions of community members, or (4) existd forms village development
plans, keeps reports in order, and has well-funttgsections. In order to reduce the
effect of subjective evaluation, we define a vildg (3) or (4) as an organized village
with relative technical competence. We then useshiage of villages with organized

government as a district-level indicator for logavernancé®

Second, we also include three variables to prokgémeral awareness of the
importance of government accountability and exp@sarinformation on social
policies including IDT: the average year of edumafior adults aged 20-60, the share

of adults who listened to a radio, and the shardafts who read newspapers in the

% The PODES also provide information on characiessif village heads (such as their age, education,
and the number of years in which he had been iptisition). However, these characteristics did not
indicate significant correlation with the degreecofruption. Thus, they are not included in thelygsia.
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seven days previous to the interview. Reinikka &nensson (2006) find that a
newspaper campaign helped school teachers tottietdiversion of public funds for
schools in Uganda. If more educated and informezecis are more likely to better
monitor local government officials, this could faion as a deterrent of corruption or

mismanagement, resulting in a higher share of gexdipt.

Third, we use the log of the median per capita esjtere (PCE) as an indicator for
level of development. Previous cross-country swflied that a high level of
economic activity is correlated with a lower leeélsubjective corruption. However,
studies that exploit within-country variation iretdirect measure of public spending
receipt provide mixed evidence. While Reinikka &w&nsson (2004) find a positive
correlation between changes in the level of avecagsumption and changes in the
share of receipt, Olken (2006) finds no significaxationship between median
household expenditure and the amount of missingidizied rice. Lastly, we include
the average village population size because thgettion for an IDT loan is likely
to have been tighter in districts with large vikagopulation, or a lower value of IDT

funds per capit&’

6 Resaults

2" While the share of receipt could have been aftebtethe demand for credit, we find no significant
relationship between the outcome and the followimgjcators for the availability of other credit
sources and access to credit sources outside thmgnity: the share of villages which had a bank at
the onset of IDT, the share of villages which reediother public credit programs in 1992, and the
share of villages which have good inter-villagedana/Nhile Olken (2006) finds that population densit
was correlated with the amount of missing rice urttie subsidized rice program, we find that the
average village density is not significantly asatei with the amount of ‘missing funds’ under IDT.
Also, previous studies show that ethnic fragmeatatind a high proportion of Muslim population are
correlated with corruption. However, we find thatehfindahl indices of religion and citizenship
homogeneity (created from the 1990 census) asasethe district-level inequality (the ratio of 9@"
and 10" percentiles of per capita household expenditure) umcorrelated with the share of funds
received as benefits. Information on ethnicityriswailable in the census.
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6.1 Overall efficiency of the distribution of public resources

Table 4 indicates the result of estimating Equalidar the share of funds received as
IDT benefits using a Tobit model (Column 1) andhaér model with island fixed
effects (Column 2). Equivalent results are showrttie log of the share of funds
received as benefits in Columns 4 and 5. The ebeliween the Tobit and linear
specifications are qualitatively similar, suggegtihat the findings are robust to
differential treatment of the censoring in the ome variable. Based on this

observation, we mainly discuss the results basdatiefinear fixed effects model.

The first finding is that districts where a higlséyvare of villages had an organized
government at the onset of the program tend to shbigher share of IDT funds
distributed to resident households. Column 2 shitvasa one standard deviation
increase in the share of villages with organizedegoment is associated with a 17-
percentage point increase in the share of fundsved as benefits. Compared to the
overall mean of 78 percent, this amounts to a 22 increase or improvement in
the outcome. The results based on the log-lineagipation, in Column 5, imply
correlation of a similar size. A one standard dierain the share of organized village
governments is associated with a 19-percent inengeihe share of funds delivered

to households.

A possible explanation for the results is that eyanized local government facilitated
transparent management of program resources. Whége government was not
necessarily responsible for loan management difeeseélection of beneficiaries under
IDT, some of the government officials could haverbgroup treasurers themselves

or assisted villagers in managing program fundsil&\the empirical evidence does
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not show a mechanism through which the correlatioerged, possible factors which
enable officials of organized village governmentsnitigate theft of funds and
negligent mismanagement may include basic skilrganize villagers and keep

records on beneficiaries and loan activities.

The second major finding is that districts whetegher share of adults had read a
newspaper before the launch of IDT were subsequerdtle likely to have a higher
share of funds delivered to households as ben@fits results based on the share of
funds received as benefits, in Column 2, imply thahe standard deviation increase
in the proportion of newspaper readers is assatiaith a 17-percentage point
increase in the outcome, equivalent to a 23-pelicer¢ase. The results based on the
log-linear specification suggest weaker, yet sinmésults. When we use the principal
component of the two variables, shares of adwdtering to a radio and of adults
reading newspapers, the results as shown in Col@nansl 6 indicate that more

information exposure is associated with more efhcidistribution of public resources.

These results are consistent with the hypotheatsitformation enables citizens to
monitor the distribution of public funds and to igate the prospect of village
government officials and group treasurers to steafunds. This is in line with the
evidence on the impact of the newspaper campaigilganda (Reinikka and

Svensson, 2006).

The third finding is that the log of median PCHleégatively associated with the share
of funds received as benefits. Note that this isdue to the fact that wealthier

districts were given a smaller value of grants udbd, as this is already taken into
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account by the use of tishare of grant value received as benefits. While this is
inconsistent with cross-country evidence, whichgasgs negative association
between corruption and GDP, and between corruptnmheducational attainment
(Svensson, 2005), there are discrepancies acudiesfocusing on within-country
variation in the degree of successful distributépublic resource® A possible
explanation for the current results might be thaalhier individuals did not monitor
the management of IDT funds by village officialsnasch as poorer individuals, as

wealthy individuals were much less likely to be &krfrom IDT.

We also find a negative correlation between theesbreceipt and the average
village population size. This indicates that polgsibugher competition towards
program funds in more populated districts did ®suit in more monitoring by
residents. This correlation is unlikely to be dodarge monitoring costs in villages
with large populations because density, which iseni&ely to be related to
monitoring difficulty, shows no significant corrélan with the outcome when we

include it in the regression.

6.2 Yearly efficiency of the distribution of public resources

Table 5 shows the results of estimating Equatibastd on the Tobit model
(Columns 1-3) and the linear island fixed effectsdel (Columns 4-6). The results of
estimating Equation 3, the district fixed effectsdul, are in Columns 7 and 8.

Equivalent regression results are summarised iteTabor the log of the share. The

% While a reduction in theft in Uganda’s public soheystem was associated with an increase in the
average community expenditure (Reinikka and Svens2004), neither the median per capita
expenditure (PCE) nor mean years of education wa®lated with corruption in Indonesia (Olken,
2006).
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results provide several interesting findings, whsbled light on how the overall

relationship in the previous section emerged.

First, the results suggest that the pre-existehoeganized village government did
not matter much for the outcome in the initial yesr indicated by statistically
insignificant 1994 benchmark coefficient (Columnartd 4, in Tables 5 and 6).
However, districts which initially had a higher shaf organized village governments
exhibited a higher share of funds received as litsrtefvards the end of the program

period. That is, the estimates f8r,">and j ,°° of the proportion of villages with

organized government are both positive, with thietdaving stronger statistical
significance than the former. For instance, theltedased on the linear island fixed
effects model indicate that districts which had hazhe standard deviation higher
share of organized village governments experieddednd 27-percentage points
higher increases in the outcome between 1994 a@6l olumn 5) and between
1994 and 1996 (Column 6), respectively. This am®tmtl3 and 35 percent
proportional increase relative to the overall agerahare of entitled funds received

by households.

We also obtain qualitatively consistent resultseblasn the log-linear specification
(Table 6) and when district-level fixed effects aomtrolled (Columns 7 and 8). For
example, the district fixed effects model resuttisthe log of the share of receipt
suggest 17 and 26 percent increases in the shageapt between 1994 and 1995 as
well as between 1994 and 1996, respectively. Aiplesexplanation for these results
might be that inaccurate or corrupt proceduresm®ed as more funding became

available, which was mitigated in villages with anjged local government.
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Second, there is weak evidence that exposure aonmattion through newspaper is
associated with a larger increase in the sharerafd delivered to resident households
between 1994 and 1996 (Column 3, Table 5). Thdtsesased on the linear fixed
effects models indicate a statistically insignificayet similar, pattern (Columns 6
and 8). On the other hand, the results based odloghaf the share do not indicate a
consistent association between an increase inutteme in 1996 and the proportion
of newspaper readers (Table 6). This differencentragse due to differential
distributions of the level and log of the shareeafeipt, shown in Figures 2-4. The
results based on the share of receipt might inglittett exposure to information
through newspaper helped beneficiaries to be avfgreoblems associated with
village officials and group treasurers, and induceae monitoring behavior.
However, to the extent the differential resultdeaetf different parts of the distribution,

this finding may not be applicable generally.

Third, results for other factors show statisticalignificant correlations only
sporadically or in one of the two specificationer Example, the results for the share
of receipt indicate that the average number ofsyeéeducation among adults is
correlated with a decline in the share of recegitieen 1994 and 1996 (Table 5).
However, the results for the log of the share sttt a significant decline associated
with the average number of years of educationusdoonly in one specification,

between 1994 and 1995 (Table 6).

Similarly, the results for the log of the sharegedeipt suggest that the negative

association between the share of receipt and tlodtameer capita expenditure found
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in the cross-sectional analysis (Table 4) emergedilise wealthier districts exhibited
a lower share of receipt in 1994 (Table 6). Thigatee correlation became weaker
towards the end of the program. On the other htwedresults for the share of receipt
show the coefficients of the same sign but of nraigstatistical significance. While
these results may not be generalized, they mighahken as weak evidence
suggesting that wealthier districts took more timerganizing meetings with
residents in the initial year, and that more ededtaésidents became less involved in

monitoring towards the end of the program.

Lastly, while the results for the share of rec@iglicate that the average village
population size is associated with a decline indiieeome between 1994 and 1996
(Table 5), the results for the log of the shareegkipt do not show a systematic
pattern across different specifications (Tabldparticular, the district fixed effects
indicate an opposite, positive correlation betwpemexisting population size and a
subsequent change in the share of receipt. Thesltissuggest that the association
between the village population size and the shisaaessful distribution of public

funds is inconclusive.

7 Conclusion

It has been shown that a loss in public spendirtgerdistribution system is a
significant obstacle in efforts to alleviate poyeaihd enhance development. We have
investigated the relationship between pre-existegl conditions and the share of
public spending that actually reached intended fi@ages using IDT, a large-scale
poverty alleviation program in Indonesia. Combinadgninistrative records on

disbursement from the central government and theegudata on benefit received by
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households, we have shown that 22 percent of ptibids designated for poverty
alleviation went missing. The mechanism throughclpublic funds were
channelled, which involved community leaders suchraup treasurers and village
officials, indicates that the loss occurred afterse leaders received program funds
and before the funds reached households in desdjicatmnmunities. The magnitude
of the loss is comparable to previous evidencaerliterature. We also provide
evidence that a seemingly pro-poor poverty allemaprogram could turn out to be
pro-rich once the amount of missing money is takémaccount in calculating the

program’s targeting performance.

Our major finding is that having organized villag@vernments at the start of the
program is correlated with higher share of fundeneed as benefits by households in
designated communities. The results of our paralyais further provide evidence
that the pre-existing administrative capabilityyafal government becomes important
in later years of the program period. The defimitaf organized village suggests that
officials of such villages were able to mitigataagurate or corrupt management of
program funds using their skills to organize restdeand keep records on
beneficiaries and distribution of the funds. Ottlearacteristics of village heads such
as educational attainment and the duration of tmtke position are not found to be

associated with the share of funds reaching inthaaeficiaries.

To the extent that these findings reflect a catedationship, they imply that local
government officials with basic administrative chaiities are likely to mitigate a loss
of public resources and enhance public spendingaeff. While the results do not

clearly distinguish a loss due to dishonest behanand mismanagement, both are
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likely to be important in improving public spendiefficacy. For example, a previous
study by Olken (2007) has shown that dishonest\netiaplays a role. That is, he
finds that auditing locally managed expenditurardrastructure projects reduces part
of corruption, but not all. While this could beatdd to the low probability of severe
punishment as he explains, it might be indicathat some public resources are lost
simply due to limited capabilities of local goveram officials. These implications
provide support for the growing emphasis that isdgpelaced on strengthening
policymakers’ accountability (World Bank, 2004) tbaliscouraging dishonest
behaviour and promoting human capital, as a meaasdure the productivity of
service delivery to the poor. It is likely to beitful for future research to examine
whether and how much different types of traininggrams have an impact on local

government officials’ handling of public funds.
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Figure 1: Channels of IDT funds distribution
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Figure 2: Distribution of overall (1994-1996) shafeentitled funds that were actually
received by households in designated communities

Fraction

.05

0 1 2 3 4 5 6 7 8 9 10 1
Overall share of funds received as IDT benefits (1994-96)

Sources: the 1997 SUSENAS and IDT administratita da

Notes:
- The horizontal axis indicates the share of entiti2@ grants that were actually received by

households in communities that were designatetufating during the program period of

1994-96.
- The value of disbursement is based on the adnatiistrdata, and the value of receipt is

estimated from survey responses in the 1997 SUSENAS

- The sample consists of districts with at least m@munity which was funded under IDT and
surveyed in the 1997 SUSENAS.

- The distribution for each year shows a similargratt

Figure 3: Distribution of overall (1994-1996) shafeentitled funds that were actually
received by households in designated communitigeput an outlier

Fraction

0 1 2 3 4 5
Overall share of funds received as IDT benefits (1994-96) without an outlier

Sources: the 1997 SUSENAS and IDT administratita da
Notes: See the notes for Fig. 1.
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Figure 4: Distribution of log of overall (1994-190&hare of entitled funds that were
actually received by households in designated comities
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Log of overall share of funds received as IDT benefits (1994-96)

Sources: the 1997 SUSENAS and IDT administrativa da
Notes:
- The horizontal axis indicates the log of the shadrentitled IDT grants that were actually

received by households in communities that werédated for funding during the program
period of 1994-96.

- See the notes for Fig. 1
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Table 1: Take-up rates under IDT

Province 1994 1995
Aceh 100.00 92.40
Sumatera Utara 100.00 100.00
Sumatera Barat 100.00 100.00
Riau 100.00 100.00
Jambi 100.00 100.00
Sumatera Selatan 100.00 99.10
Bengkulu 100.00 100.00
Lampung 100.00 100.00
DKI Jakarta 100.00 100.00
Jawa Barat 100.00 100.00
Jawa Tengah 100.00 100.00
Yogyakarta 100.00 100.00
Jawa Timur 100.00 100.00
Kalimantan Selatan 100.00 100.00
Kalimantan Barat 100.00 100.00
Kalimantan Tengah 100.00 100.00
Kalimantan Timur 100.00 100.00
Sulawesi Selatan 100.00 92.42
Sulawesi Utara 100.00 92.47
Sulawesi Tengah 100.00 100.00
Sulawesi Tenggara 100.00 100.00
Bali 100.00 100.00
NTB 100.00 100.00
NTT 100.00 100.00
Timor Timur 100.00 99.73
Maluku 100.00 100.00
Irian Jaya 99.71 71.38
Average 99.99 98.06

Source: Bappenas, 1998.

Note: the take-up rate indicates the share of I that were withdrawn by group treasurers from
financial institutions appointed by the central goyment.

Table 2: Share of entitled funds actually receim®d households in designated

communities (%)

Upper Bound

Lower Bound

Number of observations

Data source = 1997 SUSENAS

Overall share in 1994-1996 78.11
Share of funds received in 1994 82.93
Share of funds received in 1995 71.68
Share of funds received in 1996 84.01

76.29
65.41
57.99
81.58

248
241
244
248

Sources: the 1997 SUSENAS and IDT data
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Table 3: Summary statistics for dependent variables

N Mean Std Dev
Share of villages with advanced LKMD* 248 0.71 0.30
Log of average village population 248 0.71 0.74
Log of median PCE (in thousand Rp) 248 3.38 0.28
Average year of education among adults aged 20-60* 248 477 1.19
Share of adults aged 20-60 who listened to theradihe week before the survey* 248 0.40 0.19
Share of adults aged 20-60 who read a newspaptee iweek before the survey* 248 0.10 0.09
1 if the overall share of received funds is zero 248 0.06 0.23

Sources: the 1997 SUSENAS, the 1993 PODES, the €886us and IDT data

Notes:

The share of received funds in a certain year ésuhlue of funds reported to have been
received by households between April of that yewt llarch of the next year (corresponding
to one fiscal year), divided by the value of fumlisbursed by the national government during
the same period. See Data Appendix for the adjustrive the discrepancy in the reference
period between disbursement and receipt information

The overall share of received funds is the valuéuafls reported to have been received by
households between April of 1994 and March of 198iWjded by the value of funds
disbursed by the government during the same peSied.Data Appendix for more details.
LKMD is a village government, which is categorizedo relatively organized and less
organized based on self-reported evaluation. Set®set.2 for details.

The number of years of education is calculated gusiriormation on an individual’'s last
education level and grade completed.

Share of villages with organized village governmgitMD) and the average village
population are based on the 1993 PODES. Other ietearare based on the 1993 SUSENAS.
Variables indicated by * were standardized bef@idpincluded in regressions.
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Table 4: Overall share of entitled funds receiveth@nefits and pre-existing local conditions indnesian districts covered under IDT (1994-

96), Tobit model and island fixed effects model

Outcome = Overall (1994-96) share of funds receagbenefits (1) (2) (3) (4) (5) (6)
OR log of the overall share Share of received funds Log of the overall share
Tobit Island FE Island FE Tobit Island FE Island FE
Share of villages with organized village governnistandardized] 0.191** 0.174* 0.172* 0.259** 0.186* 0.184*
(0.073) (0.072) (0.072) (0.088) (0.076) (0.076)
Log of average village population -0.293** -0.250** -0.248** -0.444%** -0.248* -0.247
(0.097) (0.095) (0.095) (0.116) (0.102) (0.102)
Log of median PCE (in thousand Rp) -0.502+ -0.465+ -0.453+ -1.125%* -0.949** -0.934**
(0.276) (0.271) (0.269) (0.331) (0.286) (0.284)
Average year of education among adults aged 2Gt@0dardized] -0.068 -0.065 -0.054 0.011 0.021 0.035
(0.085) (0.084) (0.080) (0.102) (0.088) (0.085)
Share of adults aged 20-60 who listened to rad&week previous to the survey 0.104 0.100 0.109 .07
[standardized] (0.081) (0.080) (0.098) (0.084)
Share of adults aged 20-60 who read newspapeweek previous to the survey 0.138 0.165+ 0.045 5.1
[standardized] (0.098) (0.096) (0.118) (0.102)
Principal component of education, exposure to raafid exposure to newspaper 0.179* 0.152+
[standardized] (0.084) (0.088)
1 if the overall share of received funds is zero -3.741%* -3.709%**
(0.469) (0.466)
Number of observations (districts) 248 248 248 248 248 248
Number of districts censored at zero 14 - - 15 - -
Chi-squared 31.42 - - 40.12 - -
F-statistic - 3.01 3.29 - 9.74 10.63

Sources: the 1997 SUSENAS, the 1993 PODES and tidiinestrative data

Notes:

- The sample consists of districts which includetbast one community receiving an IDT grant at |esste between 1994 and 1996.
- Columns 1 and 3 show the results of estimating lsitToodel with island dummy variables; Columns 253and 6 show the results of estimating the dslanel

fixed effects model.

- The set of island dummy variables classify the dardjstricts into six regions: Sumatera, Java, ialitan, Sulawesi, a group of Bali and Nusa Tenggtaads,

and a group of Eastern islands.

- For the Tobit models, the estimated marginal efface shown, which were computed by evaluatingtbbability of being uncensored at the mean of dates.

- Standard errors in parentheses. + p<0.10, * p<6%0%0.01, ** p<0.001.
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Table 5: Changes in the correlation between thdyshare of entitled funds received as benefits ane-existing local conditions in
Indonesian districts covered under IDT (1994-9@hiT model, island fixed effects model, and didtfixed effects model

Outcome = yearly share of funds received as benefit

Tobit

Island FE

District FE

94 bench- Change in coeff between g4 pench- Change in coeff between n@han coeff between
mark 94 & 95 94 & 96 mark 94 & 95 94 & 96 94 & 95 94 & 96
@ 2 (€)] 4 ®) (6) )] 8
Share of villages with organized village governmstandardized] 0.021 0.124 0.296* 0.015 0.105+ 0.273** 0.084 02250
(0.103) (0.139) (0.131) (0.062) (0.062) (0.097) 0€7) (0.109)
Log of average village population -0.177 -0.074 -0.513** -0.101 -0.047 -0.485** -0400 -0.281
(0.130) (0.179) (0.181) (0.074) (0.077) (0.184) ogR) (0.204)
Log of median PCE (in thousand Rp) -0.573 0.247 0.229 -0.505 0.220 0.201 0.524 0.389
(0.358) (0.489) (0.468) (0.499) (0.307) (0.399) 361) (0.409)
Average year of education among adults aged 2&t@ddardized)] 0.139 -0.232 -0.335* 0.137 -0.179* -0.327* -0.107 0.278+
(0.114) (0.154) (0.148) (0.090) (0.080) (0.151) 083) (0.148)
Share of adults aged 20-60 who listened to rad@wireek previous to the survey 0.057 -0.011 0.105 0.037 0.002 0.121 -0.015 0.089
[standardized] (0.111) (0.150) (0.145) (0.082) (0.069) (0.142) 08B) (0.145)
Share of adults aged 20-60 who read newspapeweek previous to the survey  -0.029 0.160 0.307+ 0.018 0.095 0.281 0.007 0.222
[standardized] (0.136) (0.184) (0.174) (0.079) (0.082) (0.173) 103) (0.216)
Year dummy -2.599 -1.876 -2.245 -1.618 -5.521 -3.716
(5.016) (4.812) (2.997) (4.103) (3.688) (4.199)
Number of observations (district*years) 733 733 733
Number of district*years censored at zero 53
Chi-squared 118.61 - -
F-statistic - 2.61 1.56

Sources: the 1997 SUSENAS, the 1993 PODES and tidiinestrative data

Notes:

See Notes for Table 2 for the definitions of thmgke, the set of island dummy variables, and theginal effect estimates for the Tobit model.

Columns 1 through 3 show the results of aTobit rheddmation with the island-level dummies; Colunshthrough 6 show the results of the island-leuvedd

effects model estimation, and Columns 7 and 8 dshevdistrict-level fixed effects model estimation.
Standard errors are clustered at the district Jared shown in parentheses. + p<0.10, * p<0.05<0.01.
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Table 6: Average share of IDT funds received bysebtwlds in the bottom quintile,
taking the missing money into account (%)

Scenario 2:

Scenario 1: .
baseline + no

Baseline: from

Ngir:t?ii:sm the pool of actue b;Zfrli'SSti;ne%lfjal missing money
received funds missing mone went to the
9 Y bottom quintile
(1) (2) (3)
Overall share in 1994-1996 202 24.53 23.5 16.29
Share of funds received in 1994 184 29.32 22.82 12.82
Share of funds received in 1995 186 24.94 24.12 14.06
Share of funds received in 1996 190 23.25 23.71 22.52
Sources: the 1997 SUSENAS, the 1993 PODES and tidiinestrative data

Notes:

- The sample is a subset of the one in Table 2.Xthé number of observations across
scenarios, we only consider districts that repguositive amount received. In some districts,
there is no sample household that participate®iheven though the districts received an
IDT grant. For these districts, we cannot estintiaéebaseline targeting measure, which uses
the sum of benefits reported in a household suagstye denominator.

- The amount of money missing used is the upper hound
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Data Appendix
Appendix 1: Estimation of the share of received funds

The value of funds received by households is coetpbased on survey responses
from households about the value of loan(s) receinedcertain year and the source of
the loan(s).

First, before we conducted a computation, we ctetethe following two obvious
reporting errors in the 1997 SUSENAS. One waswmeatonverted loan sizes such as
‘9999999’ into an imputed value using the villagedl mean loan size. Out of 54471
households in the dataset, seven households wergeaf by this adjustment. The
other issue was that 327 households which recéoget have no information on
loan source. We found that the loan size of theoritgjof these households ended
with ‘1.” This was a clear deviation from the distrtion of the last digit of loan size,
which was usually ‘0’ or ‘5’ for the majority of éhrest of participating households.
Since the response to loan size was followed byebgonse to loan source on the
guestionnaire sheet, it is likely that the valudicating loan source was typed in as
the last digit of loan size. We corrected thesesas

Second, we adjusted loan size depending on hovo#mewas obtained. A recipient
answered the source of loans to be direct fundatad funds, unknown, the mixture
of direct and rotated funds, or the mixture of dir@nd unknown sources. Appendix
Table 1.1 shows that most recipients answered amyloan source. Not surprisingly,
the share of loans from the direct source declmes time.

Appendix Table 1.1: Distribution of loan source among IDT participants
1997 SUSENAS

1994 1995 1996
Direct 85.33 73.88 73.21
Rotated 13.77 23.86 23.64
DK 0.81 2.12 2.20
Direct & Rotated 0.08 0.13 0.95
Direct & DK 0.00 0.02 0.00
Rotate & DK 0.00 0.00 0.00

Source: the 1997 SUSENAS.

If a loan was directly extended from IDT grantsyés included in the amount of
received funds. If a loan was extended from rotétepaid) funds, in order to avoid
double-counting, we converted the size of thesedaato zero. For the rest of the
cases, we made two types of assumptions and criseteghper and lower bounds for
the share of received grants. If a household redesome of the loans directly from
IDT grants and other loans from rotated funds, weldd the total value of the loans
by two for the upper bound. This assumes thatdfdlie loans were from rotated
funds. On the other hand, we divided the total @atiloans by three to create the
lower bound. This includes the possibility that finst loan was smaller than loans
received later. Similar adjustments were made &es where some of the loans were
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directly from IDT grants and others were from unkmosources. Some households
did not know loan source at all. In this case tifier upper bound, we left the loan size
as it was, while we converted it to zero for thedo bound. These treatments are
summarized below. The results based on the uppkloarer bounds are qualitatively
same. The paper reports the results based on ez bpunds.

Appendix Table 1.2: Assumption on loan size by loan source

Upper bound Lower bound

Source Treatment Source Treatment
Direct Asitis Direct Asitis

Rotated 0 Rotated 0

Unknown Asitis Unknown 0
Direct/rotated Divided by two Direct/rotated Died by three
Direct/unknown Divided by two Direct/unknown Dividdy three

Third, we attempted to distinguish a case whereuséhold received loans, and a
case where the community groygokmas) received grants but loans have not yet
been distributed at the time of survey. In theekattase, the grant value per group
member was reported as loan size (SUSENAS 1996udlaiA), which could be an
overestimation of the value of funds that were é&valfy given to member households.
If there was only one community group for IDT inilage and the latter case took
place, all the recipient households are likelyawdnreported a loan of the same size.
We identified such villages based on the variandean size within a village.

This is not a perfect identification because iflage had a rule that each recipient
should obtain a loan of the same size, the lackithin-village variation does not
necessarily mean that there was no benefit to Ihalde Also, if there were more
than one group for IDT within a village, we canma#ntify households who did not
receive a loan even though their community grougixeed a grant.

However, when we convert loan size in villages withvariance in loan size into

zero, assuming that households did not actuallgiveca loan from their community
group, substantively consistent findings were otadi
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