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Abstract 

 

Background and Research Problem 

Seizing development that is accessible for all – inclusive – requires a thorough 

understanding of welfare concepts and measurements. The objective of international 

development has shifted from economic growth (often measured as changes in per 

capita income) to inclusive development (often referred to as progress in achieving 

various wellbeing elements). This highlights the urgency in generating economic 

progress that would translate into an equal distribution of not only material resources, 

but also non-material resources. Many efforts have been given to the understanding of 

materials-based welfare notions such as income poverty or inequality. The gap in our 

understanding of the non-material aspect of the concept of welfare, such as the 

empowerment and participation of the low-income and disadvantaged groups in seizing 

opportunities to achieve wellbeing needs to be addressed. 

Achieving inclusive development would thus require an in-depth understanding 

of all individuals’ participation in the process, popularly known as social inclusion. This 

thesis focuses on the concept of inclusion to understand deficits in development, and 

provides an in-depth investigation of the concept, as well as evidence and policy lessons 

in the area of inclusion. The objective of this thesis is to enhance our understandings of 

inclusion, with a particular focus on its economic domain. First, it sets out to provide a 

greater clarity of the concept of inclusion as key to the understanding of 

underdevelopment. Disadvantaged groups often face barriers to participating in good-

quality education, building skills, and finding appropriate jobs in the labour market. 

Motivated by this, this thesis also investigates deficits in economic inclusion, with a 

focus on the labour market. Lastly, it examines a policy aimed at achieving inclusiveness 

in the education sector. The main research questions are the following: (1) How can we 

use the concept of inclusion to better understand development deficits? (2) What factors explain 

economic inclusion? (3) Does decentralization facilitate an inclusive progress in improving the quality of 

education? To achieve the objectives, this thesis takes Indonesia as a country case study. 
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Methodology and Research Design 

To answer the first research question, the study first undertakes a systematic 

literature review. It examines the extant debate on the twin concept of exclusion vis-à-

vis inclusion. It starts with a critical review of the evolution of the exclusion concept, 

identifies the key schools of thought, outlines the key debates, and proposes a 

conceptual framework of inclusion as an alternative to that of exclusion. The paper 

argues that inclusion is not the opposite of exclusion and can serve as an alternative to 

the understanding of underdevelopment. Taking the case of social assistance in 

developing countries, the paper illustrates the application of an inclusion lens in 

forming a social policy. 

The second question focuses on a form of economic exclusion in the context 

of the labour market by taking the case of Indonesia. The paper asks the question as to 

whether there is job polarisation in Indonesia in the midst of structural transformation 

and growth, whether declining and subsequently levelling off of earnings inequality is 

good for long-term economic health, and how the welfare of low-earning workers is 

influenced by the interplay of structural economic characteristics and policy 

interventions in the form of minimum wages. The study utilizes household data of the 

Indonesian Family Life Survey (IFLS) covering the 2000–2014 period. It applies a 

decomposition technique to decompose the changes in wage inequality into the part 

that is explained by the shift in workers’ characteristics and the part that is accountable 

for the change associated with those characteristics. I found that declining earnings 

inequality was largely driven by declining returns to skills. The results also indicate the 

relatively low ability of the economy to absorb high-skilled workers and a relatively high 

mismatch between skills supplied and skills demanded in the labour market. As such, 

the chapter suggests that economic inclusion is not necessarily a boon for long-term 

economic health, if it is driven by falling returns to education. 

Finally, the third question looks at the effectiveness of a policy aimed at 

achieving inclusion. Taking the case of decentralization as an example of a policy aimed 

at achieving inclusive education, the paper questions the impact of decentralization on 

the quality of education in Indonesia. It uses data from the IFLS and difference-in-

difference (DID) and semi-parametric difference-in-difference (SDID)methods to 

assess the impact. The paper found that decentralization leads to an improvement in 

education outcomes among marginalized private schools. 
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Conclusion and Policy Implication 

 The results shed light on the social exclusion phenomenon that is discussed and 

analysed in the context of theoretical debate, empirical evidence, and policy implication. 

The thesis highlights the added value of investigating the concept of inclusion as an 

objective for socio-economic development. It then provides evidence of deficits in 

economic inclusion in Indonesia’s labour market in the absence of inclusive growth. 

Next, it examines the effectiveness of a policy aimed at ensuring inclusiveness and 

quality in the education sector. The results reveal the importance of inclusion to 

address deficits in development. 

To conclude, the thesis offers a novel approach to inclusion and provides 

greater clarity on the notion. The thesis demonstrates that inclusion should be 

approached as the extent of the full participation of individuals, particularly 

disadvantaged groups, in the activities of their society, and should not be approached as 

the opposite to exclusion. Setting inclusion as the objective for development helps 

transform our thinking and choice of development policies, from focusing on material 

redistribution to non-material redistribution; and aimed at increasing the empowerment 

of disadvantaged groups. The research also demonstrates that current development 

processes generate deficits in economic inclusion; low-income workers were unable to 

benefit from real income growth due to a high level of skills mismatch in the labour 

market. Also, achieving inclusion, within the context of inclusive progress in the quality 

of education, would require a transformative structural policy that involves a certain 

degree of transfer of authority to civil institutions that directly engage with the 

community. Overall, this thesis provides important lessons learned for both scholars 

and policymakers who are interested in what, when, and how inclusion is achieved. 

Inclusion is a feature of a just society that provides a means to inclusive development. 

 

Keywords: social inclusion, earnings inequality, decentralization, educational assistance, 

Indonesia.  
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Chapter 1 

Social inclusion in developing countries: An introduction to concept, 

evidence, and policies* 

 

Summary: This thesis highlights the importance of inclusion as a key concept in trying to 

understand deficits in the process of socio-economic development. This chapter 

provides an introduction to the thesis, justifying the focus and its significance. It begins 

with the positioning of the thesis in the wider literature of welfare and development 

policies, provides an overview of the key research problems, and explains how the 

thesis approaches the research questions. Next, the chapter provides a discussion on 

the historical evolution of the inclusion concept and the current debates. This is 

followed by stylized facts of deficits in inclusion, focusing on the unfair distribution of 

development outcomes in a country case study, as an introduction to the research 

context. It concludes with a brief overview of the thesis summary and contributions to 

the wider literature. 

 

Keywords: social inclusion, welfare concepts, inclusive development, Indonesia. 

 

                                                        
* Parts of this chapter are based on the following papers: Sari, V.A.  (2015a) and Sari, 
V.A. (2015b). 
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In many respects, the rhetorical battle to acknowledge that certain groups are consistently and persistently 

excluded from the development process has been won, but the war to bring a greater sense of conceptual 

and empirical rigor to these debates is far from over. (Woolcock, 2004, p. 112) 

 

1.1 Background 

There is a tale about an unjust society, set in India during a period of social and 

political unrest that is beautifully captured in the novel A Fine Balance by Rohinton 

Mistry (2008). The tale unfolds the life stories of four individuals – Ishvar, Omprakash, 

Dina, and Maneck, who all share the same struggle: a fight for a better life against a 

discriminatory society and unjust institutions. Ishvar and Ompakrash are from the 

‘untouchable’ group – a lower caste of Chamaar – who make the life-changing decision 

to move from their village to the metropolitan city of Bombay to work as tailors. This, 

however, does not come without a price: Ikhvar’s father Dukhi faces scrutiny from the 

village people because of violating caste restrictions by encouraging his son to become 

a tailor. This adds to his already denied rights of drinking water in the village centre or 

praying at the temple, which are perceived to be the rights of the upper-caste group. 

Similarly, Ompakrash’s father Narayan, is murdered as a consequence of exercising his 

political rights to vote, as he refuses the unjust act of a representative of the ‘rich’ – the 

landlord, who urges him to leave the voting paper blank for him to fill in. In the city, 

Ishvar and Omprakash continue to face another form of tyranny, from ‘caste’ to ‘class’ 

oppression. Despite belonging to a higher caste, Dina and Maneck face similar 

obstacles. Dina is determined to keep her dignity and maintain her independence after 

the death of her husband, by leaving her brother in order to live on her own in the city. 

Maneck has to move to the same city to pursue a better education, an opportunity that 

is not available in his mountainous hometown. Later, the four individuals cross paths 

and together endure the impact of the Emergency era; a period of social and political 

unrest, where the government abuses its power in the name of a greater good. 

The story is none but a vivid illustration of the concrete price of the unjust society 

and institutions that the most disadvantaged groups must bear as they are denied 

participation and living the life they want in the society in which they live. In other words, 

they are being left out from the development process. The main purpose of this thesis is to 

better understand the importance of individuals’ participation, particularly socio-

economic disadvantaged groups, in the development process. Achieving inclusive 

development requires an in-depth understanding of individuals’ participation in society 
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– social inclusion. This thesis sets out to contribute to the scant literature of inclusion in 

developing countries at the conceptual, empirical, and policy level. Taking the 

interesting case study of Indonesia, this thesis challenges the current conceptualization 

of inclusion, investigates the sources of economic inclusion, and assesses policy 

effectiveness to achieve inclusion. This thesis argues the importance of inclusion as an 

alternative way to frame gaps in development. 

 

1.1.1 Understanding inc lus ion as an objec t ive  for  inc lus ive  deve lopment 

Understanding international development requires a rigorous investigation of 

individuals’ participation in the process, hereafter, social inclusion. The attempt to 

understand social inclusion for achieving inclusive development presents us with 

several tasks. First, I want to understand the term ‘inclusion’ or ‘inclusive’, the notion 

of ‘development’, and the merging between the two concepts – ‘inclusion for 

development’ or ‘inclusive development’. Secondly, I want to draw the distinction 

between inclusion and other interwoven welfare concepts of exclusion, poverty, and 

inequality. These tasks require us to refer to and draw links from the literature of 

welfare and development. The concepts have been used differently within various 

disciplines. For the purpose of this thesis, I intend to limit the discussion to within 

economics literature. 

The theory of ‘social inclusion’ was originally evolved as a response to social 

struggles in Europe. In the late 1970s, there was an urgent need to integrate the non-

working class into social institutions in rich Western countries. The notion of inclusion 

emerged as an attempt to address the challenge (Collins, 2003, p. 26). In the UK, 

inclusion is a term that was increasingly used in policy documents to describe the 

efforts to enable the participation of low-income individuals in paid work and in 

obtaining formal education (Lister, 1998, p. 216). In the recent literature, inclusion is 

often perceived as an individual’s full participation in the social, economic, and cultural 

activities available in their society (e.g. Stewart, 2000; Boushey et al., 2007). Individual 

participation can be in the form of being employed, exercising vote rights, or obtaining 

land rights. ‘Inclusive’ is a term that describes the nature of distribution (Kanbur and 

Rauniyar, 2009, p. 438). 

‘Development’ is a term to describe progress, although the definition is not as 

straightforward. Economic literatures have used the term to describe economic growth 

– changes in per capita income, economic development (i.e. a structural change within 
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the economy from agriculture, to manufacturing, then to services-led industry), a 

geographical shift in the population, and progress in social aspects of human 

development (Kanbur and Rauniyar, 2009, pp. 438-40). The present thesis focuses on 

the welfare element of development. Focusing on development this way shifts the 

attention from simply an income-based measurement of welfare to an achievement of 

wellbeing for individuals in society. ‘Inclusive development’ refers to the distributional 

nature of welfare achievement. It concerns two things: an assessment of changes in the 

average, and in the distribution of welfare achievements, and considers both the 

income and non-income dimensions of welfare (Kanbur and Rauniyar, 2009, p. 440). 

The idea of social inclusion for inclusive development requires one to address 

the second task: distinguishing between inclusion and other welfare concepts. In other 

words, it is crucial to position social inclusion within the welfare literature. Ravallion 

(2016), in his book The Economics of Poverty, critically discusses the evolution and trade-

off of different welfare concepts and measurements. The classic definition of ‘welfare’ 

in economics lies in the idea of ‘utility’, which describes the individual’s perception of 

the things that matter for them. Poverty and inequaliy are the most common measure 

of individual welfare status. A conventional approach to poverty is income poverty. It 

measures an individual’s welfare from the perspective of whether an individual lives 

above or below a predetermined poverty line – an income level necessary to obtain a 

minimum standard of living. Inequality, an income-based measurement, assesses an 

individual’s welfare relative to another individual, thus capturing the relative distance 

between individuals across the income distribution. However, Ravallion further argued 

that modern debates relating to the concept and measurement of welfare have offered 

several alternatives. 

This thesis positions social inclusion as an alternative to the conventional 

utility-approach view of the concept of welfare. Social inclusion goes beyond traditional 

welfare measures by emphasizing the social aspect (i.e. an individual’s social needs) of 

welfare. Ravallion (2016, p. 139) argues that stylized measurements of poverty do not 

consider the context of poverty; the idea is that individuals have their own social needs 

that can vary according to context. Failure to acquire these may lead to poverty. In 

social inclusion, these needs can be in the form of the undertaking of certain activities, 

such as the need to work or to exercise voting rights. Social inclusion as an alternative 
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to the concept of welfare falls into what Ravallion describes as ‘the second poverty 

enlightenment’.1 

Based on the brief discussion on the key terms used in the present thesis, the 

idea of social inclusion for inclusive development here refers to the idea of individuals’ 

full participation (in achieving their social needs) in their society, as a means for fair 

distribution of both the income and non-income dimension of welfare, and hence the 

achievement of inclusive development. Nevertheless, understanding inclusion also 

poses massive challenges. 

Unlike the other welfare concepts of poverty and inequality, inclusion is not yet 

well understood, regardless of the persistent conceptual debates and growing recognition 

as a policy-relevant matter. There are two challenges in understanding inclusion as a 

welfare concept. First, it is the fuzziness of the concept. The views on inclusion are 

diverging and inconclusive. Inclusion has been understood as the individual’s 

participation in the economic, social, and political activities available in their society 

(Stewart, 2000; Hayes et al., 2008), their identity, their sense of belonging (World Bank, 

2013, p. 50; Silver, 2015), their achievement of wellbeing (Bach, 2002; Boushey et al., 

2007), and a society’s fair policies and institutions (Bennett, 2002; Acemoglu and 

Robinson, 2012). 

Second, it is the misconception of social inclusion as the opposite of ‘social 

exclusion’. Farrington and Farrington (2005, p. 4) argued that social inclusion refers to 

the extent that individuals are able to engage in their society, and is the converse of 

exclusion – as represented by the lack of participation in society. On the contrary, 

Guildford (2000, p. 1) asserts the importance of distinguishing between inclusion and 

exclusion; social inclusion focuses on the solution, whilst exclusion emphasises the 

problems. Social inclusion is also argued to be a more positive term than exclusion; it 

focuses on the arrangement of inclusive society, rather than reemphasising the term 

‘excluded’ which highlights an individual’s difference in relation to the society’s norm 

(Bach, 2002). 

Studies thus far have attempted to reconcile the debate, focusing the current 

discourse on the study of inclusion as follows. The first strand of literature concentrates 

                                                        
1 Ravallion (2016) argued that the evolution of the history of thinking on poverty can 
be categorized into three approaches: pre-modern poverty (a utility-based approach), 
the first enlightenment of poverty (a deprivations-focused approach), and the second 
enlightenment of poverty (a capability-based human development approach). Inclusion 
relates to the second enlightenment of the concept of welfare. 
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on the conceptual debates of social inclusion, from tracing the historical evolution of 

the thinking, to contrasting different views on inclusion (e.g. Silver, 1994; de Haan, 

1999; Sen, 2000; Taket et al., 2009). Others attempt to enhance our understanding of 

social inclusion by contrasting the empirical evidence of social inclusion as compared to 

poverty or deprivations. This has been done both at the conceptual level and 

empirically (Mitchell and Shillington, 2002; e.g. Devicienti and Poggi, 2011; Bak and 

Larsen, 2015); although there is scant evidence on the latter. 

The debate should no longer be whether the inclusion of individuals in the 

development process is important, but rather about the “conceptual and empirical 

rigor” of the debate (Woolcock, 2004, p. 112). The lack of clarity of the notion of 

inclusion has also led to another challenge in understanding the concept – measuring 

inclusion. 

 

1.1.2 The chal l enges  of measuring inc lus ion 

In the literature, individual inclusion is measured in terms of its status: whether 

one is individually included or not below a certain predetermined ‘inclusion’ level. The 

most common measure of inclusion is the construction of a composite inclusion or 

exclusion index. For instance, the UK established its first Social Exclusion Unit in 1997 

and developed several measurements to track progress which included a wide range of 

wellbeing indicators (see Levitas et al., 2007, pp. 32-51).2 Similarly, Chakravarty and 

D'Ambrosio (2006) and Bossert et al. (2007) proposed a framework to measure 

inclusion status using the foundation of the capability approach, which measures 

inclusion in terms of deprivations in several aspects of functionings that matter in the 

society in which the individual lives.3 

However, measuring inclusion this way is problematic in several ways. First, it 

imposes the idea of a predetermined life. Second, measuring inclusion as deprivations 

in functionings involves a degree of arbitrariness in the selection of indicators to best 
                                                        
2 Social inclusion and exclusion continue to be at the heart of European social policy. 
The European Commission also established a platform against poverty and social 
exclusion in 2010, which served as one of the seven initiatives of the Europe 2020 
strategy (European Commission, 2010, p. 19). 
3 Sen (1999) proposes the capability approach to understand human wellbeing, which 
consists of two important elements: functionings and freedom. ‘functionings’ is argued as a 
set of things or conditions that an individual values to be ‘doing’ or ‘being’ (ibid., p. 75). 
‘freedom’ emphasizes the circumstance whereby individual can achieve the 
‘functionings’, i.e. can choose when and the kind of functionings they want to achieve. 
See Alkire (2005) for a comprehensive discussion on the novelty of this approach. 
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represent individual inclusion. It also makes measuring inclusion more challenging, as it 

emphasizes the ‘contextual’ aspect of inclusion; some aspects are more relevant for 

individuals’ inclusion in different localities and other socio-cultural contexts. Also, 

measuring inclusion through a composite measure may consider the multidimensional 

aspect of inclusion and can be an intuitive tool for policymakers. However, it does not 

address the more pressing question of the sources of inclusion or the mechanism to 

achieve it. It is important to investigate individual inclusion by focusing on a certain 

aspect of inclusion, such as focusing on the determinants of low-income groups’ 

participation in good-quality jobs, women’s access to land rights, and so forth. Also, 

measuring inclusion using the framework outlined above can also lead to further 

confusion between social inclusion and the capability-based welfare concept, which is 

also commonly measured as deprivations in multiple dimensions of wellbeing (e.g. the 

Human Development Index). 4  Therefore, there is a clear urgent need to further 

investigate a conceptual basis and framework for measuring inclusion which addresses 

the above concerns one way or another. 

 

1.2 Research problem, objectives, and questions 

The lack of attention that has been given to pursuing greater clarity of the inclusion concept, 

measurement, and policy provides a strong justification and motivation for carrying out this 

research. An in-depth investigation on the notion of social inclusion is of importance 

for the study of welfare and development for at least two reasons. 

First, it is conceptually intriguing to investigate social inclusion as a welfare concept 

and a means to inclusive development. For instance, it has been argued that failure to 

achieve inclusion leads to poverty. Ravallion (2016) outlined the ‘social effects on 

welfare’ as an alternative to welfare measurement. The idea is that poverty can be 

contextual; an individual’s needs vary depending on the context. Hence, failure to 

obtain their needs can lead to poverty. This challenges the current thinking on welfare. 

As such, it raises an important question: is the function of individual welfare indeed 

contextual? In other words, it raises the important question as to whether poverty 

status (whether an individual is poor or non-poor) or inclusion status is a consequence 

of other individuals’ actions. Also, how evident is it that social exclusion leads to 
                                                        
4 Human Development Index was developed to track progress in human development. 
It comprises a set of indicators that measurement development in several aspects, such 
as health, education, and minimum standard of living. See hdr.undp.org for further 
detail. 
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poverty? The reason being that it is also possible that an individual’s participation is not 

feasible because they are too poor to participate. For instance, low-income individuals 

often do not possess the skills needed to enter the formal labour market. 

In addition, a better understanding of the measurement of inclusion is still 

needed for tracking the progress of development. Sen (2000, p. 3) also argues that the 

idea of social inclusion and exclusion stems from the literature of poverty and 

deprivation. He argues that poverty is the extent of lacking capabilities to functions. 

This idea often becomes the foundation of the extant literature that measures inclusion 

as the achievement of wellbeing, or the lack of deprivation functionings (e.g. 

Chakravarty and D'Ambrosio, 2006; Bossert et al., 2007; Giambona and Vassallo, 

2014). However, this brings to the fore the question of the novelty of inclusion as an 

alternative to frame welfare or gaps in development (the failure to achieve an individual 

minimum welfare level). 

Moreover, it challenges our thinking in framing inclusive development policies. 

It brings out the tension between the ‘politics of redistribution’ (which emphasize equal 

distribution, hence ignoring the difference in needs) vis-à-vis the ‘politics of 

recognition’ (which emphasizes different individuals’ characteristics) when designing 

redistributive policies. The reason is that inclusion aims for fair distribution; yet 

requires the prioritization of the most disadvantaged individuals, and recognition of 

their different social needs to achieve their optimum welfare level. 

Second, an in-depth investigation of inclusion as an objective for inclusive 

development is also highly policy-relevant. There has been a growing recognition of the 

importance of social inclusion. Whilst global development has resulted in socio-

economic progress in recent decades, whether the benefits are fairly distributed is 

questionable. The number of people living below the $1.25 poverty line worldwide fell 

substantially from more than 1.3 billion in 2005 to fewer than 900 million in 2010 

(Chandy and Gertz, 2011, p. 3). This was followed by improvements in wide arrays of 

human development outcomes. The global Human Development Index (HDI) rose 

from 0.597 to 0.717 in 1990 and 2015 respectively, with higher average annual HDI 

growth from 0.7–1.4% among the least developing regions (UNDP, 2016, p. 205). 

However, during this period, inequality rose in almost all countries (Alvaredo et al., 

2018, p. 9).5 These stylized facts indicate the pressing challenge in generating growth 

                                                        
5 Note that global income inequality has declined since 1980 (Milanovic, 2016), yet the 
uneven trend of within-country inequality persists, e.g. declining average inequality in 
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and development that is inclusive. This would require the inclusion of the least 

disadvantaged groups to participate in the development process, which can only be 

achieved through institutions founded on justice (Silver, 2012, p. 3). 

Social inclusion is increasingly recognized as a crucial strategy for international 

development. It is currently at the core of the global development agenda. Previously 

excluded from the Millennium Development Goals (MDGs), inclusion has now 

explicitly appeared in 5 of the 17 Sustainable Development Goals (SDGs) to guide 

global development until the year 2030. The goals cover development concerns from 

inclusive education, inclusive and sustainable growth, to gender empowerment.6 

This thesis focuses on the analysis of inclusion within the context of developing 

countries. Social policies in developed countries have long acknowledged the challenge 

of social inclusion.7 Nevertheless, low- and middle-income countries have paid little 

attention to this. Social protection in developing countries has a strong focus on 

poverty reduction and in helping vulnerable groups. According to Barrientos and 

Hulme (2009, p. 441), some regions such as Latin America have developed their pro-

poor social protection policies motivated by the consequences of the financial crisis and 

structural adjustment in the 1990s. In developing economies, the importance of social 

inclusion in development was only recognized recently. To the best of our knowledge, 

there have only been a few studies that assess policies and achievement in inclusion 

(e.g. Silver, 2012; World Bank, 2013; Stewart, 2016). Thus, understanding inclusion as 

an objective for inclusive development will yield important policy implications on the 

factors contributing to and the mechanism for achieving inclusion. 

 

Research objectives and questions 

To address the above research problem, the present thesis aims to contribute to the 

knowledge of inclusion by setting the following research objectives and questions: 

i. To provide a greater clarity in the conceptualization of inclusion, this thesis aims to 

address the following questions: 

§ What do we really mean by inclusion? 

                                                                                                                                                            
sub-Saharan Africa (SSA) and Latin American countries (although the inequality level 
remains among the highest) vis-à-vis rising average inequality in South Asia from 1988–
2013. 
6 See 17goals.org for a list of the SDGs and their targets. 
7 See Boushey et al. (2007), Atkinson et al. (2004), and Commonwealth of Australia 
(2012) for social inclusion measurement and policy in the United States, the European 
Union, and Australia respectively.	
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§ How can inclusion help to enhance our understanding of exclusion? 

§ In comparison with other welfare concepts, how can an inclusion lens 

help shape a more inclusive objective and design of development 

policy? 

ii. To investigate evidence and sources of economic inclusion, this thesis attempts to 

provide answers to the following: 

§ What is the evidence of economic inclusion in the labour market? In 

particular, is rising earnings inequality always undesirable? 

§ Can what lies behind the bridging or levelling off of an earnings gap be 

a bane rather than a boon for long-term economic health and welfare? 

iii. To examine the framework and effectiveness of structural vis-à-vis pragmatic policies to 

achieve inclusive development. To achieve the aim, this thesis focuses on the case of 

human capital as one of the indicators of welfare and examines the following 

questions: 

§ Does decentralization facilitate inclusive progress in the quality of 

education through improved provision of educational assistance? 

 

To address the research questions, this thesis focuses on a country case study of 

Indonesia, as explained in the following section. 

 

1.3 Research context: Why Indonesia? 

Indonesia is an interesting case by which to study the importance of social 

inclusion for development. The country has experienced a successful trajectory of 

economic growth and progress in poverty reduction and human development, has 

successfully transformed from a low middle-income country to a confident G20 

member within slightly more than a decade, and has been able to halve poverty from 

24% to 12% during the 2000s (World Bank, 2014, p. 4). 

 Nevertheless, recent growth has failed to generate inclusive development 

outcomes. The steady growth is often described as ‘jobless’, where 65 million people 

have remained vulnerable to poverty. Indonesia’s growth incidence curve shows an 

upward trend for approximately the last two decades, indicating that income growth 

was not inclusive in relative terms – the changes in household income per capita rose 
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with income levels (see Figure 1).8 Growth in the manufacturing sector and real wages 

from 1999–2008 has not benefited the poor, due to their heavy reliance on unskilled 

informal employment and the agriculture sector (Yusuf et al., 2012). These stylized 

facts clearly demonstrate evidence on deficits in inclusion – the low-income and 

disadvantaged groups have benefited less from the recent growth and development. 

 

Figure 1: Indonesia growth incidence curve (2000–2014) 

Note: The GIC is calculated using information on household income per capita as a measure of welfare, 
excluding the zero reported income and extreme values at the tails of the income distribution. Source: 
Author’s calculation based on Indonesian Family Life Survey (IFLS) 2000 and 2014 rounds. Survey 
weights applied. 
 

Material and non-material resources have not been fairly distributed and 

accessible to all, leading development outcomes to benefit only those who are at the 

top of the chain. A reduction of regional poverty rates has been successful, but is 

limited to regions with higher growth due to uneven development. Inequality persists as 

depicted from the rising of the Gini coefficient from 0.36 in 1996 to 0.39 in March 

2018 (BPS 2018). Furthermore, gender disparity remains a concern. According to the 

latest Global Gender Gap Report (WEF 2017, p. 178), Indonesia ranks 84 out of 135 

countries. Women continue to have less access to economic opportunities, as captured 

                                                        
8 I followed the growth incidence curve (GIC) as proposed by Ravallion and Chen 
(2003). GIC is a measure of pro-poor growth, which provides growth rate by quantiles. 
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in the fall of Indonesia’s gender gap score in economic participation globally from 67 in 

2006 to 108 in 2017. Moreover, Indonesia remains at approximately the 50th percentile 

in terms of voice and accountability worldwide (World Bank, 2014). These recent 

figures indicate that development opportunities in the country are not yet successful in 

tapping the participation of all citizens, particularly the underprivileged population. 

Table 1 provides further documentation on the low participation of the low-

income population in political, social, and economic activities. It shows the percentage 

of individuals who do not engage in different activities across selected income deciles. 

As demonstrated, there is clear evidence that the low-income group generally has a 

higher rate of non-participation across the three dimensions. More than half of 

individuals in the bottom 1% of the income distribution did not participate in the 

national or local elections in 2000, whilst the participation rate of the richest 10% 

reached 96%. This is particularly evident in terms of participation in economic 

activities. Only one third of the individuals in decile 1 were in employment. The share 

of the poorest 1% who are either unemployed or engaged in under-employment 

reaches 70%. 

 

Table 1: Trends of participations in political, social, and economic activities 
across income distribution 

 
Income 

distribution 

by deciles 

Political 

activities 

Social 

activities Economic activities 

Decile 1 PE1 SE1 SE2 EE1 EE2 EE3 EE4 EE5 

2000 48.77 31.93 55.43 69.06 69.06 98.46 99.65 13.86 

2007 55.26 27.86 47.17 19.3 19.3 98.48 99.48 15.71 

Decile 5                 

2000 14.42 11.63 41.7 68.54 68.54 82.96 89.05 18.12 

2007 3.09 26.85 37.25 25.42 25.42 85.95 76.92 22.41 

Decile 7                 

2000 9.23 22.18 48.97 35.88 35.88 29.53 57.25 22.82 

2007 8.6 25.92 45.34 23.27 23.27 46.75 51.98 25.05 

Decile 10                 

2000 4.3 10.24 58.86 31.28 31.28 11.22 23.27 26.33 

2007 7.31 22.25 60.42 16.8 16.8 7.32 13.99 16.4 

Note: PE1: participation in election; SE1: lack of participation in community activities; SE2: lack 
of social support; EE1: the unemployed and under-employed; EE2: the unemployed and 
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individual with unpaid work; EE3: unemployed and informal job; EE4: unemployed and 
individual with side job; EE5: the unemployed and individual without employment benefit Source: 
Author’s calculation based on IFLS 2000 and 2007 survey rounds. Survey weights applied. 
 

Nonetheless, it is important to note that in some dimensions, the relationship 

between deficits in inclusion and income level is not always a linear relationship. This is 

particularly evident within the social dimension. For instance, being in the richest decile 

does not necessarily guarantee the ability of an individual to engage in their community. 

Roughly 60% of the top 10% individuals did not receive any social support from family 

members and/or friends in 2007, which is 5% larger than the share of those belonging 

to decile 1. This implies that poverty is not necessarily related to low participation. This 

provides counter-evidence on one of the main critiques of inclusion that it is 

synonymous with poverty. 

These stylized facts within the Indonesian context demonstrate the need to 

move from growth to inclusive development, and in particular, to further understand 

how development works for the disadvantaged and low-income groups. More 

importantly, it leads us to ask how the gaps in inclusion can be addressed, as the 

objective for inclusive development. 

 

1.4 Thesis summary and contribution 

The present thesis sets out to contribute to the rarely examined study of 

inclusion in developing countries. To achieve the objective, it undertakes three tasks. 

The first task is the definition of inclusion; to provide a greater conceptual clarity on 

the notion. The second task is to investigate evidence of gaps in inclusion and examines 

the sources of inclusion, focusing on its economic aspect. The third task is to provide a 

framework to understand policy aimed at achieving inclusion and to assess the relative 

effectiveness of structural and pragmatic policies to achieve inclusion. The thesis is 

structured into three self-contained yet related papers, which address the three tasks. 

Overall, the thesis aims to contribute to the knowledge of inclusion as concept, 

measurement, and policy assessment. I summarize the key findings and contributions 

of the thesis below. 

As emphasized earlier, the greatest challenge in the study of inclusion for 

inclusive development is the fuzzy concept of what is meant by inclusion. Despite its 

growing recognition in developing countries and increasing use of the term in both 

academic and policy documents, there has been limited discussion focusing on 
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addressing the diverging views. In Chapter 2, the thesis aims to address this challenge, 

and provide an approach to understand inclusion as the objective for inclusive 

development. Based on a systematic review and critical discussion of the key debates, 

this chapter highlights the importance of inclusion as a self-contained notion. 

The paper sheds light on our understanding of inclusion in several ways. First, 

it highlights the importance of understanding the ‘means’ and ‘ends’ of inclusion to 

reconcile the different views of inclusion. In doing so, it demonstrates that inclusion 

should be approached as the full participation of individuals in key available activities 

(e.g. access to good-quality employment and the right to participate in politics). A 

particular focus should be placed on the participation of low-income and socio-

economically disadvantaged groups. 

The paper also finds that inclusion should not be approached as simply the 

reverse of exclusion, and comes up with a framework to understand the characteristics 

of inclusive policies. Unlike conventional welfare policies for poverty and inequality 

reduction, inclusive policies emphasize the ‘politics of recognition’. These policies 

recognize the distinction between low-income groups and the rest of the society and 

emphasize their empowerment. Thus, it is important to not only distribute material 

resources, but also non-material ones. This paper contributes to the scant literature on 

the inclusion debate in developing countries, by firstly providing a greater clarity on the 

inclusion concept. Thus far, there are only a few studies on inclusion in developing 

countries that highlight the novelty of inclusion as a standalone welfare concept. The 

thesis also provides a novel approach to the understanding of inclusion, by 

incorporating the idea of justice and citizenship. As such, it argues that inclusion is a 

feature of a just society and can be achieved through the recognition of citizenship 

rights. 

Achieving inclusion requires an in-depth investigation into the measurement 

and sources of inclusion. Among others, the economic aspect of inclusion is of 

importance for inclusive development. Economic inclusion often manifests in the form 

of equality of opportunity for employment and earnings growth. It has long been 

documented that socio-economically disadvantaged groups face structural barriers to 

good-quality employment and have less bargaining power to participate in the formal 

labour market. The ‘glass ceiling and sticky floor’ hypothesis, job polarization, and 

gender- and skills-based occupational segregation are some excellent examples of gaps 

in economic inclusion. Earlier studies on the measurement of inclusion have 
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overlooked this particular dimension, by focusing on measuring inclusion through 

composite indices, and ignoring the limited evidence regarding the mechanisms to 

explain economic inclusion. This line of study also confuses the inclusion concept with 

other welfare concepts such as deprivations in functionings, poverty, or exclusion. 

Motivated by this, the present thesis aims to provide an alternative approach to 

measure inclusion by focusing on a single economic aspect and investigating the driving 

factors. It offers evidence on the sources of economic inclusion, focusing on the 

context of the labour market in Indonesia. 

In Chapter 3, the thesis seeks an explanation for inclusion gaps. For the 

purpose, it looks at ‘inclusion’ through the prism of relative gain in earnings of low-

income workers over time. The main question that this study asks is whether the 

fall/rise of earnings inequality is necessarily good for long-term economic health and 

welfare. The study focuses on the case of Indonesia and utilizes the Indonesian Family 

Life Survey (IFLS). It is a nationally representative dataset that collects rich information 

on the socio-economic demography of individuals, households, and communities in the 

country. The analysis focuses the changes on the level and inequality of earnings across 

distribution in the 2000–2014 period and applies unconditional quantile decomposition 

techniques to decompose sources of economic inclusion, thus defined. The study has 

three key findings. First, it finds evidence of gaps in economic inclusion, as 

demonstrated by the levelling off of earnings inequality, despite the overall rise in real 

wages. Next, it argues that economic inclusion may not always be a boon for long-term 

economic health, if declining returns to education drive it. It also emphasizes the role 

of quality of education and equality of opportunity in the education sector, in the name 

of achieving inclusive development. 

This particular study contributes to the literature on evidence of economic 

inclusion in two ways. First, it provides an innovative way to investigate economic 

inclusion by framing it as the relative gain of low-income workers across the 

distribution. It is innovative because it covers the two important aspects of inclusion 

measurement: it considers both changes in the average level and at different points of 

the distribution of welfare, as defined by earnings level. The study also goes a step 

further by explaining the contributing factors to economic inclusion, adding knowledge 

to the limited literature on the mechanism by which to achieve inclusion. Furthermore, 

it offers new evidence on the gaps in economic inclusion; it highlights the importance 
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of incorporating sectoral composition (i.e. informality and self-employment) when 

investigating the economic inclusion of the low-income worker over time. 

In Chapter 4, the thesis investigates the effectiveness of a policy aimed at 

achieving inclusion. As noted, the importance of education in the process of inclusive 

development is emphasized in Chapter 3; Chapter 4 then moves a step further and 

examines the interplay of a structural policy (i.e. decentralization) vis-à-vis a pragmatic 

policy (i.e. social assistance) in the education sector. It examines the evolution of 

educational assistance in Indonesia, following two decades of government 

decentralization, and assesses its effects on quality of education; measured by average 

test scores. I use information on schools and their localities using data from the IFLS. I 

exploited the exogenous variation in the implementation of government 

decentralization to compute difference-in-difference estimators, to estimate the effect 

of decentralization on education quality in public and private schools. The overall 

finding is that decentralization facilitates an improvement in education quality. 

Nevertheless, there is indicative evidence which shows that decentralization has 

facilitated a collusion between village authorities and marginalized private schools, with 

substantial increases in financial resources, especially to religious schools. Interestingly, 

this thesis finds that despite dominant rent-seeking behaviour and motives of self-

interest, the increased allocation of public resources to private schools had a positive 

impact on student achievement outcomes. The results also emphasize the role of social 

norms in undermining the efficient allocation of public goods after decentralization. 

The study contributes to the study of policies to achieve inclusion in several 

ways. It provides a framework to assess inclusive policy in developing countries, 

focusing within the context of the provision of good quality of education. The study 

has also taken a step further, offering empirical evidence on what and how 

development interventions – in this case, decentralized education policy vis-à-vis 

educational assistance programmes – work in generating inclusive progress in 

improving education quality. The evidence extends the current knowledge of public 

education provision. The thesis finds evidence on the role of the characteristics of the 

localities of schools in influencing the way a decentralized education system affects 

education outcomes. The study also offers a more robust assessment of the impact by 

estimating semi-parametric difference-in-difference estimators, which takes away the 

bias from the imperfect comparisons of public and private schools. 
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The thesis concludes with Chapter 5, which highlights the main contributions 

of the thesis and discusses the implications for policies in developing countries in 

general, and in Indonesia in particular. The chapter also discusses the key findings of 

the thesis and the limitations I encountered during the process of investigation. It also 

provides suggestions for further research. Overall, the thesis has drawn important 

lessons on what it meant by inclusion, and when and how it can be achieved. 
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Chapter 2 

Social inclusion vis-à-vis exclusion: Concepts and application in 

developing countries 

 

Summary: Despite success in poverty reduction, development policies in the developing 

world have paid less attention to social inclusion. The study examines the extant debate 

on the twin concept of inclusion vis-à-vis exclusion and highlights the importance of 

inclusion as key to the understanding of underdevelopment concepts. It seeks answers 

to the questions: what do we really mean by inclusion? And: how can deciphering 

inclusion help to enhance our understanding of exclusion? In comparison with other 

welfare concepts, how can an inclusion lens help to shape a more inclusive objective 

and design of development policy? Relying on a critical review of existing studies on 

exclusion and inclusion concepts, the study argues that inclusion and exclusion are not 

two sides of the same coin and that inclusion could serve as an alternative concept to 

underdevelopment. Taking the context of developing economies, the study provides 

discussion on the application of an inclusion lens in social assistance programmes. 

 

Keywords: social inclusion, exclusion, inclusive policies, social assistance. 
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Participation is an empowering, inclusionary, and democratic means to progressive, redistributive ends. 

(Silver 2015, p. 18) 

 

2.1 Introduction 

An understanding of the nature of international development requires an 

understanding of the factors that prevent the full participation of people in society, 

hereafter, social inclusion. This chapter emphasises the fact that an in-depth 

investigation of the notion of social inclusion, its conceptual framework, measurement, 

and policy implications is essential to this aim. 

Social inclusion is the key to inclusive development. An individual’s 

participation in society leads to empowerment and is a means to progressive and 

redistributive ends (Silver, 2015, p. 18). Moreover, inclusion is now at the heart of the 

global development agenda. The concept of inclusion is embedded in 5 out of the 17 

Sustainable Development Goals (SDGs).1 The focus of international development is 

now inclusive development. At the macro level, this is related to issues such as 

integrating inclusive economic growth and industrialization. At the micro level, it has to 

do, for instance, with promoting inclusive education, infrastructure, societies, and 

institutions. Thus, there is an urgency to understand and achieve inclusion. 

Nevertheless, there is a challenge in the conceptualization and 

operationalization of inclusion. The concept is contested; as such, there is an urgency in 

narrowing down the scope and clarifying its link with other deficits in development 

such as poverty and inequality. Social inclusion is often viewed as a process, leading to 

individuals’ participation in economic, political, and social activities in their everyday 

lives (Sen, 2000; Farrington and Farrington, 2005). This includes participation in the 

formal labour market, social insurance, and exercising political rights. Defining 

inclusion as a process, however, opens up confusion as to what constitutes inclusion. 

Other literatures describe it as the achievement of wellbeing and a good quality of life 

(Bennet, 2002), individual recognition and sense of belonging (World Bank, 2003), and 

unjust institutions and policies (World Bank, 2013). 

Moreover, inclusion is often misunderstood as the opposite of exclusion (e.g. 

Guildford, 2000, p. 1; EPSCO, 2004, p. 8). Exclusion is understood as the circumstance 

where individual’s participation in society is denied due to their lack of favourable 

                                                        
1  A detailed list of the United Nations SDGs is available at 17goals.org,   
https://www.un.org/sustainabledevelopment/sustainable-development-goals/. 
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circumstances, and inclusion is seen to be the reverse – the process of helping excluded 

individuals access the opportunities to enable them to participate in society (EPSCO, 

2004, p. 8). However, I argue in this paper that this is not the case. Social exclusion 

concerns only the non-participation of certain individuals or groups that can manifest 

in the form of voluntary and non-voluntary exclusion. Thus, it brings to the fore the 

difficult task of identifying who is responsible for exclusion. On the contrary, inclusion 

focuses on the realization of the full participation of all individuals, by prioritizing the 

most disadvantaged. Thus, achieving inclusion through policies that set their objectives 

to eradicate exclusion is misleading. 

To address the shortfalls in the understanding of inclusion, I aim to revisit and 

to re-conceptualize deficits in development as the objective of social inclusion. I raise 

the ultimate question of how inclusion can serve as an alternative to social exclusion 

and underdevelopment concepts. In comparison with other welfare concepts, how can 

an inclusion lens help to shape a more inclusive objective and design of development 

policy in developing countries? Following an extensive review of the literature on social 

inclusion, I argue that: (1) inclusion is a powerful standalone concept throwing light on 

the conditions for a prosperous and fair society; (2) the perspective of inclusion 

improves our understanding of the processes of growth and distribution, and their 

outcomes in low- and middle-income countries; (3) inclusion provides a conceptual 

framework for understanding and securing inclusive development. 

This paper contributes to the existing literature in several ways. First, it sheds 

light on the notion of inclusion, its measurement and significance. It distinguishes 

inclusion from exclusion and sets out to demonstrate inclusion as a standalone notion. 

Also, it contributes to the wider literature of development deficits – poverty and 

inequality. Furthermore, the paper also contributes to the wider literature on welfare 

and social policy, and to the scant literature on framing inclusion policies in developing 

countries. It demonstrates the advantages of setting inclusion as the objective of 

development policies, focusing on the case of social assistance. 

The remainder of this paper is organized as follows. Section 2 delivers an 

overview of the social inclusion discourse and argues the advantage of defining 

inclusion as full participation over alternative conceptualizations. Section 3 argues that 

inclusion is a new alternative to the understanding of the concept of 

underdevelopment. It starts by highlighting the conceptual drawback of exclusion – 

commonly known as the twin concept of inclusion, and demonstrates that inclusion 
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and exclusion are not polar opposites. Section 4 provides a discussion on the concept 

and design of inclusive policies, and examples in developing countries, focusing on the 

case of social assistance. Section 5 discusses the means to inclusion and its relation to 

the wider literature and concludes by highlighting the key findings and their 

contribution to the literature. 

 

2.2 Defining social inclusion 

2.2.1 Inc lus ion as ful l  part i c ipat ion 

The definition and understanding of inclusion in the literature is widespread 

and contested. This paper approaches inclusion as the realization of the full 

participation of individuals in activities available in their society.2 Sen (2000) describes 

“social inclusion as social orderings and institutions enabling the full participations of 

citizens in the life of the community”. Similarly, Farrington and Farrington (2005) argue 

that it is about the representation of participation of society members in their everyday 

life. This includes fully taking part in the social, economic, and political activities of 

their society (Boushey et al., 2007). 

The core idea of social inclusion is to include and to prioritize disadvantaged 

groups, who often face limited options regarding the activities in which they can take 

part. Farrington and Farrington (2005, p. 4) argue that inclusion is about low-income 

people facing structural obstacles that impede their ability to participate. Structural 

obstacles include a lack of resources, institutional barriers, and ethnic and social 

fragmentation, among others. Eliminating the structural challenges that demean the 

empowerment of individuals to participate is the key to inclusion; for example, 

acquiring land rights for women, and providing quality education for low-income 

students. 

Inclusion is about an individual exercising their own voice and being 

empowered to take control over their life decisions (EPSCO, 2004). For instance, 

political inclusion is about the participation of low-income and informal groups 

exercising their voice in politics (e.g. electoral activities). Economic inclusion is about 

their participation in the formal labour market (Barrientos and Villa, 2014). Thus 

defined, social inclusion describes the process towards achieving the full participation 

                                                        
2 Note that the paper utilizes the term ‘social inclusion’ and ‘inclusion’ interchangeably. 
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of citizens, by prioritizing the inclusion of those who have been left behind from 

development. 

Understanding inclusion requires identifying the kinds of activities that lead to 

the empowerment and representation of disadvantaged groups. Table 1 provides a 

snapshot of examples of inclusion in three aspects: the economic, political, and social 

dimensions – with reference to developing economies.3 

 

Table 1: Forms of inclusion in economic, political, and social dimensions 

Economic inclusion Political inclusion Social inclusion 

Markets: employment, 
labour, land, housing, 
financial credits 
 
Economic services: 
financial access, social 
protection attached to 
formal employment 
 
Public services: education, 
health 

 
 

Political rights: electoral 
activities, voting, civil and 
political participation, 
affirmative actions/quotas 
 
Basic rights to the rule of law: 
protection from state 
violence/crime, safety in 
public spaces, free speech 
 
Participatory citizenship: 
inclusion and protection from 
the legal justice system, 
participation in community 
associations, national 
identification 

Services: electricity, transport, 
education, health, energy, 
technology, information, 
digital inclusion, affirmative 
access to services 
Social protection 
 
Spaces: land rights, public 
spaces 
 
Community engagement: 
intergroup relations, safety, 
community membership, 
participation in community 
development 

Source: Author’s own construction based on selected sources: Atkinson and Hills (1998), World Bank 
(2013), Barrientos and Villa (2014), Giambona and Vassallo (2014), and Silver (2015). 
 

Economic inclusion rests on the idea that the economy works for everyone. It 

describes the participation of disadvantaged groups (the low-income and marginalized) 

in the formal economy, who are often left at the margins of growth. This includes 

participation in markets, financial inclusion, and participation in public services, which 

are all crucial for long-term economic gain. Studies often refer to economic inclusion as 

the participation of women, and informal and migrant workers in the formal labour 

market, and having access to social insurance (e.g. Barrientos and Villa, 2014; Silver, 

                                                        
3 Table 1 provides only brief examples of inclusion, with close reference to developing 
economies. Note, however, that there is a contextual effect when defining the activities 
and dimensions of inclusion; some activities can be more important for achieving an 
inclusive society in certain regions, but be less important in others. Silver (2015) 
provides a detailed discussion on this.	
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2015). Inclusion in the labour market improves an individual’s productivity and opens 

up the way to empowerment; for example, by building social contacts and networks 

(Silver, 2015). 

With regard to political inclusion, Atkinson and Hills (1998) describe it as ‘the 

capability of all citizens to participate in making collective decisions about matters that 

affect their lives’. There are several forms of political inclusion: exercising political 

rights (e.g. to speak, assemble, and vote, to vote in local elections, and to participate in 

community associations), basic rights to legal protection (e.g. safety in public spaces, 

safety from state crime), and participatory citizenship (Silver, 2015, p. 10). In 

developing economies, the relatively young and imperfect democracy creates deficits in 

political inclusion. It often leads to large numbers of political parties or proliferated 

regions with corrupt institutions. Consequently, it creates massive competition over 

limited resources, often leaving low-income or minority groups with less power over 

decisions. According to Marcus et al. (2013 cited in World Bank 2013, p. 13), groups 

that have little political representation are at risk of being left out of decision-making. 

Inclusion in the social dimension captures citizen engagement in social 

activities. The forms of social inclusion include participation in community 

programmes and development, inclusion in local and social services (e.g. safety in 

public spaces, social protection, and education), and in spaces (e.g. land rights, safety in 

public spaces) (World Bank, 2013; Silver, 2015). Achieving inclusion in this dimension 

requires the realization of an individual’s rights and recognition, among others (Levitas, 

2003 cited in World Bank 2013, p. 256). An example is provision of land rights to 

disadvantaged groups, including women. It is important to note that inclusion is not 

only about access, but also whether it leads to empowerment. Studies have shown that 

providing land rights to women leads to mothers’ increased participation in household 

dynamics, reduced violence, and improved child wellbeing (Silver, 2015, p. 10). 

Other literature refers to the social dimension of inclusion as the importance of 

family relationships, community relationships, and social cohesion (e.g. Silver, 2015, pp. 

16-17). However, defining the social dimension of inclusion in this way poses a 

challenge in measuring the relational aspect of inclusion; it is implausible to identify 

who is responsible for inclusion (Barrientos and Sari, forthcoming). 
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2.2.2 Other concepts  o f  inc lus ion 

Nevertheless, social inclusion has been identified and interpreted differently in 

diverse contexts and disciplines. 4 It is the key interest of this chapter to critically review 

the different thinking on social inclusion. It is also important to highlight the strengths 

and weaknesses of alternative perspectives to enhance our understanding of the 

concept. Other literatures have defined inclusion as: (i) the achievement of a basic level 

of wellbeing, (ii) inclusive institutions, and (iii) social recognition. I argue that the 

reason behind this divergence is that there is a tendency to not distinguish between the 

‘means’ to (the process) and the ‘ends’ (the outcome) of inclusion. As such, defining 

inclusion as a process obscures our understanding of the concept and measurement of 

inclusion – as explained below. 

The first strand views social inclusion as a term capturing the achievement of 

wellbeing and a good quality of life (Bach, 2002; Boushey et al., 2007). According to 

Sen (2000), achieving a basic level of wellbeing for all citizens is the way forward for an 

inclusive society. However, achieving a minimum level of wellbeing does not guarantee 

social inclusion or participation in society. For instance, a study on 20 African countries 

found that “gender gaps in education and employment are negatively correlated with 

female political participation”, demonstrating a weak link between wellbeing elements 

and the gap in political participation (Isaksson et al., 2014, pp. 315-16). In other words, 

a minimum living standard is only one of the preconditions to inclusion. It does not 

guarantee an individual’s participation in society nor does it guarantee the achievement 

of inclusion. 

The same concerns also apply to the notion that focuses on social inclusion as 

being represented by inclusive institutions. In this context, social inclusion concerns the 

role of institutions and policy in the equal provision of development opportunities to 

citizens. The World Bank (2003, p. 2) defines it as the “removal of institutional barriers 

and the enhancement of incentives to increase the access of diverse individuals and 

groups to development opportunities”. This includes “organizations, norms and codes 

of behaviour” as a set of policies and institutions that “support pro-poor growth and 

social equity” (Bennett, 2002, p. 10). To illustrate, inclusive economic institutions are 

those that have the ability to limit unjust exercises and encourage power distribution 

(Acemoglu and Robinson, 2012, pp. 81-83). The example includes institutions that 

                                                        
4 See Table A1 in Appendix to Chapter 2 for different definitions of social inclusion in 
the literature. 
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support economic growth, innovation, and investment, as they are based on the 

strength of inclusive political institutions (ibid., pp. 81-83). 

This view that inclusion equals inclusive institutions emphasizes the link 

between inclusion and the idea of justice. As such, inclusion is the product of a just 

society. Sen (1985, 1992 cited in Riddell, 2009, p. 286) argued that an equal society 

encapsulates the condition whereby people can enjoy the opportunity to choose their 

own values and ways to live. Inclusion is achieved through just institutions and fair 

policies, which correlates with the individualistic and distributive view of social justice.  

Artiles et al. (2006, pp. 262-63) argued that the individualistic view of social justice 

provides a strong justification for inclusion notion; it focuses on expanding access and 

redistributing resources. An excellent example of this is the scholarly work of Rawls 

(1971) on social justice theory. He asserts that an unequal distribution of resources can 

be justified, if only it benefits the underprivileged population. Redistribution policies 

are one of the remedies to achieve inclusion; for example, special education for 

students with special needs, and compensatory education for low-income students. 

Establishing the link between inclusion and social justice provides the foundation of 

the notion, particularly regarding economic inclusion. 

This conceptual link between inclusion and justice is also demonstrated in 

another view of inclusion as recognition. The origin of social inclusion can also be 

traced back to sociology literature, which often views inclusion as recognition, dignity, 

and sense of belonging in a society (World Bank, 2013, p. 50; Silver, 2015). Within this 

strand, an inclusive society is achieved when individuals receive a sense of belonging 

and acceptance, regardless of their origins and identity. 

This view of inclusion provides another conceptual link between inclusion and 

justice, particularly on the politics of recognition view of social justice. This notion of 

justice emphasises the recognition element of inclusion; it recognizes the differences 

between individuals or groups. According to Honneth (1995 cited in Riddell, 2009, p. 

285), “recognition is the fundamental concept of social justice”. Furthermore, “an equal 

society recognizes people’s different needs, situations and goals and removes the 

barriers that limit what people can do and can be” (Equalities Review, 2007, p. 6). 

This inclusion strand acknowledges two aspects of inclusion – the significance 

of rights and recognitions, rather than the outcomes (Levitas 2003 cited in World Bank, 

2013, p. 256). In this context, inclusion is achieved through the recognition of 

citizenship entitlements. However, I argue that this is not the case. On the contrary, 
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inclusion is a prerequisite of citizenship. To illustrate, Marshall’s (1964) theory of 

citizenship emphasizes the three dimensions that drive the growth of citizenship – civil, 

political, and social rights.5 Taking the case of the political dimension, he further argued 

that political citizenship is achieved through the expansion of access to political 

institutions and the establishment of electoral rights; it is “an outcome of political 

struggle of working-class for political equality” (cited in Turner, 1990, p. 191). 

Moreover, Turner (ibid., pp. 193-94) argues that the realization of social citizenship is 

historically an outcome of social struggle. This relates to the recent case of women’s 

right to drive, which was granted in Saudi Arabia in 2018 as a result of a long social 

battle for women’s empowerment. Thus, the weakness of inclusion as a recognition or 

sense of belonging lies in the idea that recognition is regarded as being the end product 

of inclusion. I argue that it is just one of the means to achieve inclusion. 

Thus, understanding the means and the ends to inclusion is crucial to provide a 

greater clarity on the conceptualization of inclusion. Focusing on the concept of 

inclusion as an outcome (an end product of inclusion) helps to narrow down what is 

meant by inclusion, that is, an individual’s participation in society and the prioritization 

of disadvantaged groups. On the other hand, focusing on inclusion as a process (the 

means to inclusion) opens up vast definitions of inclusion and confounds it with the 

other alternatives. 

Defining social inclusion as participation provides advantages in 

operationalizing the notion. First, it provides an emphasis on realizing individuals’ 

engagement in their society. It also underlines the importance of including the ‘left 

behind’ within any available activity in society. To achieve inclusion, it requires a’ 

process. The process refers to the role of just institutions and fair policies in removing 

the structural barriers that prevent full participation. In doing so, inclusive policies 

prioritize the participation of disadvantaged groups. It emphasizes the significance of 

citizenship as a precondition to inclusion. Viewing inclusion as participation suffices 

the purpose of the thesis in examining the conceptual discourse and policies to achieve 

that inclusion. 

 

                                                        
5 A detailed summary on the discourse of citizenship is further elaborated in Turner 
(1990). 
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2.3 Social inclusion as an alternative to the exclusion concept 

There is a clear tendency in the current literature to approach social inclusion as 

the twin concept of social exclusion and often it uses the term as an interchangeable 

concept (e.g. Silver, 2015; Stewart, 2016). However, I argue that social inclusion should 

not be approached as the opposite of social exclusion for two reasons: (i) the 

drawbacks of the exclusion concept and (ii) the differing characteristics of the two 

concepts. Most importantly, inclusion suffices as a standalone notion to understand 

deficits in underdevelopment. I explain this in detail below. 

 

2.3.1 Drawbacks in the soc ia l  exc lusion discourse  

‘Social exclusion’ initially appeared as a policy term in developed countries in 

the early 1970s, yet the understanding of what constitutes social exclusion and what is 

meant by it remains inconclusive. The key discussion on the notion stems within the 

literature of welfare concept and its measurement. Social exclusion is understood as a 

phenomenon whereby individuals are not able to participate in their society because of 

poverty and deprivation. Townsend (1979, p. 31) revisited the conceptualization of 

poverty and argued the importance to examine poverty as a lack of resources. 

Individuals and families are relatively deprived from essential resources, which lead 

them not being able to enjoy the normal activities and opportunities in their daily life. 

Social exclusion is also a product of institutional settings and economic, social, and 

political arrangements (Townsend, 1997). 

Social exclusion enlightens the understanding of poverty beyond income 

resources. The connection between exclusion and broader welfare concepts further 

resonate with the work of Amartya Sen (1999, 2000). Sen (2000, pp. 4-6) argued the 

close connection between exclusion and poverty. Social exclusion is a part of the 

capability poverty. In this definition, exclusion is seen as a form of deprivation in the 

set of capabilities, e.g. not being able to appear in the public without shame or taking 

part in social life. Hence, it emphasizes the importance of participation. He further 

argued that approaching poverty not only as income deprivations, but also as capability 

deprivations provides an advantage to examine poverty over the course of human 

development and freedom (Sen, 1999, p. 20). 
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In the current literature, the discussion on social exclusion concept has further 

evolved into  four strands.6 First, social exclusion can be understood as the inability to 

participate in society. According to Marlier and Atkinson (2010, p. 285), social 

exclusion describes the condition whereby the participation of individuals and/or 

groups in society is hampered because they are excluded from politics, and economic 

and social processes. Other studies define exclusion as being about the distance 

between individuals and groups from society. Saraceno (1997) views exclusion as social 

disintegration and a detachment from the social order, which may occur in specific 

contexts at national and local level; for example, when individuals or groups experience 

discrimination. 

Many literatures also refer to social exclusion as the failure to obtain individuals’ 

rights (Silver, 1994; de Haan, 1998; Gordon, 2000, p. 73). Haan (1998, p. 6) argues that 

exclusion is about rights or entitlements; thus, people’s access to things such as basic 

necessities or employment matters more than whether they decide to use that access. 

The last strand focuses on assessing exclusion as deprivations in functionings at 

multiple points in time (Chakravarty and D’Ambrosio, 2006; Bossert et al., 2007). The 

empirical literature commonly approaches it as an accumulation of economic and social 

deprivation over time (Tsakloglou and Papadopoulos, 2002) and it is often measured in 

terms of deprivation in functionings and capabilities (Peruzzi, 2014). 

 Nevertheless, there are two major drawbacks from the notion of social 

exclusion. First, they impose the idea of a ‘predetermined good life’ for individuals 

within a community setting, and put forward the need to identify the excluded in the 

first instance. This is problematic conceptually and in the context of measuring 

exclusion. For instance, measuring exclusion as deprivations in functionings will 

involve normative choices in selecting which indicators are deemed to represent 

exclusion and what the cut-offs are. This makes it highly contextual too – some aspects 

are more relevant to determine exclusion in one context, and less so in others. 

Second, social exclusion also imposes the need to identify who is responsible 

for exclusion, which precludes its operationalization. As argued by many, social 

exclusion is ‘relational’ in that the occurrence of it depends both on the individual and 

factors outside the individual (de Haan, 1999; Sen, 2000). Atkinson and Hills (1998) 

assert that agency plays a role in explaining the occurrence of social exclusion, which 

                                                        
6 Table A2 in Appendix to Chapter 2 provides a summary of the extent social exclusion 
concept has been studied in the existing literature. 
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lies beyond the narrow responsibility of the individual concerned. Sen (2000) describes 

the two types of exclusion as voluntary vis-à-vis involuntary exclusion. 

To sum, I argue that the major drawback of the above exclusion concept is the 

fact that it requires one to impose the notion of a good life for individuals, which is 

problematic as it can differ by individuals and puts forward the need to identify the 

excluded in the first hand that limits the practicality in measuring exclusion status, e.g. 

arbitrariness in the choice of indicators. Thus, I argue that a better way to understand 

exclusion is by looking at it from the perspective of social inclusion. 

 

2.3.2 The dis t inct ive  character is t i c s  o f  soc ia l  inc lus ion  

Social inclusion has distinctive characteristics and seeks a different set of 

objectives as compared to social exclusion. The objective of social inclusion is “to 

establish conditions and opportunities that induce all citizens to participate in society 

and to come to value its institutions and potentials”; thus, inclusion often “require[s] 

people to become included as there are no rights without responsibilities” (Collins, 

2003, p. 24). Social inclusion places its concerns in a particular aspect of wellbeing. It 

emphasizes the distributive value of justice. It is concerned about the outcome, but 

does not seek for an equal outcome for each citizen (ibid., p. 22). 

Also, it is concerned rather with the absolute disadvantage of particular groups 

in society, not on the “relative disadvantage between groups” (ibid., p. 22). Whilst social 

inclusion is concerned with equality, it is about the equality of opportunity rather than 

the equality of outcome (Levitas, 2003 cited in World Bank 2013, p. 256). Thus, the 

ultimate aim is, for instance, to “secur[e] [a] minimum level of welfare”, not “equality of 

welfare”. It gives priority to the disadvantaged. Unlike income poverty or inequality, it 

acknowledges both the importance of material and non-material factors to achieve an 

inclusive society. Therefore, the element of inclusion in a policy context will also 

necessitate the distribution of non-materialistic aspects. 

Social inclusion is also perceived as a contextual condition. Silver (2015) argues 

that social inclusion is contextual; thus, it varies by country and region, which each have 

their own idea of an inclusive society. Cultures, institutions, social structure, and history 

also matter. The context in which individuals live is also important as it influences the 

accessibility of resources and opportunities. 

However, I am not convinced that inclusion should rely significantly on a 

societal or geographical context. Recall that in contrast to exclusion, inclusion is 
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concerned with the process of realizing equal opportunities for individuals to 

participate in their society. This should not depend on one’s identity or culture. For 

instance, can an inclusive society be justified when a certain culture perceives women to 

work in certain types of jobs only? Or if social inclusion is spatially uneven, does it 

mean that it is just for individuals living in poorer and remote areas to have fewer 

employment opportunities and less access to basic services? 

 

2.3.3 Exclusion vs inc lus ion:  two s ides  o f  the same co in? 

As mentioned, it is common in the literature to approach the notion of 

inclusion as being the opposite of exclusion. Farrington and Farrington (2005, p. 4) 

view inclusion as the representation of a circumstance, in which individuals or people in 

society are able to engage in society. Thus, they argue that social inclusion is “the 

converse of social exclusion” which is “represented by non-participation”. Being 

excluded refers to the lost opportunity to enjoy the economic and social advantages of 

society by engaging with family, community, and society, and as the opposite, being 

included means “to be accepted and to be able to participate fully” (Guildford, 2000, p. 

1). 

Similarly, EPSCO (2004, p. 8) stress that excluded individuals are the ones who 

are “prevented from participating fully” in society due to their disadvantages of being 

poor and having a lack of economic and social opportunities. It is further argued that 

social inclusion is seen as its reverse, whereby it is the process of helping disadvantaged 

individuals to access these opportunities, thus allowing them “to participate fully in 

economic, social and cultural life”. While it may sound rational to think that being 

‘included’ can help individuals from ‘being excluded’ from society, it is important to 

recognize that the means to exclusion and inclusion are different processes. 

Social inclusion is also not the same as inequality or poverty. Social inclusion 

seeks equality not in the sense of outcome, but rather in the equality of opportunity, 

and recognizing that the process matters. To illustrate, let us look at the context of 

inclusion in the labour market. Similar to poverty, inequality rather is concerned about 

the outcome. In this case, an equality of outcome is accomplished when women and 

men, the experienced and inexperienced, and young and older workers can have equal 

access to employment, regardless of their personal traits. 

Nevertheless, providing equal access to employment does not necessarily lead 

to inclusion in the labour market. Inclusion is only achieved if, for example, women’s 
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voices in work meetings are acknowledged the way their male counterparts’ are, and 

women can enjoy the flexibility of working hours/place or benefits that cater to their 

needs. To recall, social inclusion is about active participation. Failure to achieve this 

may lead women to voluntarily ‘exclude’ themselves from high-rewarding jobs, which 

thus undermines their potential to actively participate in economic and political 

activities. In other words, inclusion certainly involves more than equal treatment. Equal 

treatment is not always adequate, and policy needs to give priority and preference to 

particular groups in order to achieve inclusion (Silver, 2012, p. 9). Thus, employment 

itself is not seen as the means, but rather the ends, to achieve inclusion. 

Therefore, I question the view that inclusion is the reverse to exclusion. On the 

contrary, I argue that inclusion has advantages over exclusion by which to understand 

the underdevelopment concept. 

 

2.3.4 Soc ial  inc lus ion as an al ternat ive  conceptual izat ion o f  underdeve lopment 

Rather than focusing on social exclusion, the focus in addressing development 

deficits should shift to social inclusion. It can serve as an alternative conceptualization 

of underdevelopment in the following ways: (i) it focuses on the solution, (ii) it does 

not impose the concept of a ‘predetermined life’, and (iii) it focuses on addressing 

structural challenges. 

First, focusing on inclusion allows one to focus on the solution, rather than the 

problem – thus implying a practicality when applied within a development policy 

context. Guildford (2000, p. 1) stresses the importance of distinguishing between 

exclusion as a problem and inclusion as the solution. Social inclusion is argued as being 

more of a positive term than exclusion. It asks that “the arrangements between us be 

inclusive, not disadvantage certain ‘others’ because they are different from the 

dominant norm” (Bach, 2002). 

Most importantly, social inclusion does not impose a concept of a 

‘predetermined life’. For instance, the World Bank (2003, p. 2) defines social inclusion 

as removing institutional barriers and the process to foster incentives to achieve 

improved access of development opportunities to different individuals and groups. 

Similarly, inclusion concerns equal opportunity, rather than equality of outcomes 

(Levitas, 2003 cited in World Bank, 2013, p. 256). It is about ensuring accessibility of 

opportunities and resources, which are crucial to participation in society, especially for 

those who are at the edge of being left out (EPSCO, 2004). Thus, the focus is rather on 
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the institutions and the systems as a means for the provision of equal opportunities, 

regardless of the condition of the individuals per se (e.g. male/female, disabled 

individuals). 

This is in contrast to the notion of exclusion. Social exclusion is argued to be a 

condition whereby an individual is deprived in a number of functionings (Chakravarty 

and D’Ambrosio, 2006; Bossert et al., 2007; Peruzzi, 2014). Other literature has 

approached exclusion as the inability to participate in normal or key activities. Thus, 

focusing on social exclusion requires one to define what ‘the good life’ is that 

individuals in society need to have. This is problematic as it involves normative 

decisions over a very subjective matter. 

Third, social inclusion helps to address the structural challenges that demean 

the empowerment of individuals to participate. As discussed, the idea of ‘citizenship’ is 

at the core of the inclusion concept. Citizenship is of importance in discussing 

inclusion as ‘it underpins the responsibility of government to approach social inclusion’ 

(Lister, 1998, p. 222). The idea of citizenship represents a ‘full and democratic 

participation’, and it is at the heart of ‘inclusion in institutions of society’ (Bach, 2002, 

p. 4). 

To achieve inclusion, it ‘requires the regulation of social institutions’ (Collins, 

2003, p. 22). Thus, it acknowledges the role of institutions in ensuring the mechanism 

of the inclusion process, without failing to account for individuals (or citizens) as active 

agents, who also bear the responsibility for the overall mechanism of inclusion per se. In 

short, achieving an inclusive society is the responsibility of both citizens and the 

institutions. 

2.4 Framing inclusive policies in developing countries 

This section argues the importance of inclusive policies and aims to provide a 

brief illustration of placing inclusion as the objective of development policies. It 

particularly discusses further understanding on what is really meant by an inclusive 

policy. 

 

2.4.1 What are inc lus ive  pol i c i es? 

 
Elements of inclusive policies 

Policies designed to achieve inclusion are not the same as policies that are 

designed as a solution to consumption deficits and establishment of livelihoods. 
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Inclusive policies can contribute to solving underdevelopment concerns such as 

poverty and inequality. Yet, social and development policies that are particularly 

designed to only reduce income poverty and levelling the playing field do not 

necessarily guarantee inclusion. There are certain characteristics that set inclusive 

policies to be distinctive from standard social or development policies. 

First, inclusive policies do not only engage with excluded individuals, but also 

other agencies responsible for them – thus, they do not only target individuals or 

particular groups. Silver (2012, pp. 9-10) argues the need for participation of both 

individuals and institutions in order to achieve an inclusive society. Therefore, 

development policies that aim to achieve inclusion should be designed across different 

levels of actors; for example, individuals, villages, and so forth. In other words, it is 

important to incorporate multiple sectors and promote collaboration among multiple 

stakeholders when designing inclusive policies. 

Second, inclusive policies should prioritize disadvantaged groups. Recall that 

one of the key mechanisms to achieve social inclusion is realizing equal opportunity 

among individuals through fair and inclusive institutions. Thus, the ultimate objective is 

not to achieve an equal level of outcome, but rather equal opportunities. This include 

policies or interventions such as health insurance for the poor, quotas for women in 

leadership positions, and quotas for students with disabilities in public schools. 

Third, the focus of inclusive policies should shift from identifying the problem 

to providing a solution in addressing the structural challenges to achieving inclusion. It 

is because achieving inclusion requires the removal of structural barriers that prevent 

participation (World Bank, 2013). This particular aspect has an important policy 

implication, as it takes away the need to identify the excluded. Recall that it is 

problematic, because it makes it contextual and imposes the need to define what a 

‘good life’ is for individuals or society. 

These elements set inclusive policies to be distinctive in comparison with 

interventions that are designed for reducing poverty, inequality, or addressing 

discrimination. The key difference is that inclusive policies focus on realizing the full 

participation of all individuals, by prioritizing the empowerment of disadvantaged 

groups. 

Thus, focusing on social inclusion provides advantages when designing 

development policies. Inclusive policies allow government to provide a tailored 

solution to different inclusion challenges involving multiple stakeholders. Nevertheless, 



 

 56 

inclusive policies do not necessarily require a whole grand new design of welfare 

policies. But rather it is a matter of doing things differently (World Bank, 2013, p. 213). 

Next, I will discuss the key factors in designing inclusive policies and illustrate this with 

an example. 

 

Designing inclusive policies 

There are different ways by which we can design policies to achieve inclusion. 

First, social inclusion policies should be developed according to the main aim, values, 

or principles (World Bank, 2013, p. 213). As referred to in the previous section, social 

inclusion is associated with the structures of society and institutions. To achieve an 

inclusive society, policies should thus target structural challenges. Stewart (2016, p. 7) 

mentions two types of inclusion policies based on this idea – structural and pragmatic 

inclusion policies.7 

Second, inclusive policies could be developed based on their conceptual 

definitions – the way we approach inclusion matters in designing inclusive policies. 

Silver (2012, p. 3) proposes different scenarios of inclusion policies based on the 

different mechanisms by which to achieve social inclusion – capability, distributive 

justice, participation, and human rights.8 These mechanisms reflect the principles of 

freedom, equality, democracy, and recognition; she further argues that inclusive policies 

could be categorized by setting each of these principles as the main objective of the 

policy. For instance, setting ‘freedom’ as an objective is concerned with an individual’s 

capability to access opportunity and achieve a minimum level of wellbeing. Thus, 

inclusion is achieved through gaining this capability. These type of policies can range 

from anti-discrimination policies, to access to transportation and communication. With 

‘equality’ as the ultimate goal, inclusion can be seen to be obtained through distributive 

justice. Policies such as anti-poverty programmes targeted at a particular group, 

minimum incomes, and land titling to women can contribute to this. 

The element of ‘democracy’ highlights empowerment (i.e. individuals’ 

participation and exercising their voice) as a means to inclusion. Thus, inclusion in this 

sphere can be achieved through the fulfilment of individuals’ participation in social, 

economic, political, and cultural activities in society. An excellent example of a policy 

with this theme is financial inclusion for the poor. The ‘recognition’ goal rests on the 
                                                        
7 A detailed example of inclusion policies can be found in Stewart (2016, Table 1, p. 7). 
8 A list of examples on inclusion is based on each school of thought, and is available in 
Silver (2012, Tables 1–2, pp. 3-4). 
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idea that exercising human rights is a mechanism to achieve inclusion. For instance, 

policies such as legal punishment towards hate crimes or recognition of certain 

languages may reduce barriers for individuals to engage as citizens, thus realizing the 

benefits of citizenship. 

Another way to develop inclusive policies is by focusing on a particular sphere 

of inclusion. For instance, the World Bank (2013, p. 214) proposes a framework for 

social inclusion focusing on three areas – markets, spaces, and services. The main 

feature of these policies is that they are designed for and specifically target marginalized 

groups, e.g. women in a labour market that favours their male counterparts and the 

indigenous population. Policies for inclusion in markets may include interventions such 

as land titling for women, the inclusion of the poor in financial markets, and skills 

enhancement programmes for female workers.9 

In the context of services, inclusion policies are mainly concerned with 

advancement in human capital as a means to achieve social inclusion (World Bank, 

2013, p. 219). This can be achieved by providing better quality and access to services. 

Under this domain, policies can be in the form of social protection and aim to provide 

basic services including information, electricity, transport, education, health, sanitation 

and water. Examples of inclusion policies in services may include social protection 

programmes targeted at a particular group such as an ethnic minority or the disabled, 

mobile health services for citizens in the villages and remote areas, or subsidized travel 

fares for students and the older population. The assumption is that by expanding basic 

services, it will achieve social inclusion through enhanced opportunities to engage in 

normal activities, which enhances an individual’s human capital. 

In the element of spaces, inclusion policies are concerned with the 

acknowledgement of individuals in society (World Bank, 2013, p. 224). In this context, 

spaces refers to the identity that is built up through the origin of the individuals, the 

physical and social spaces they inhabit, and their identity, which is tied in to where they 

come from or where they live. Inclusion in physical spaces can be achieved, for 

example, by providing land and subsidized housing schemes for people who live in 

riverbank areas such as in Indonesia’s capital city of Jakarta. Recognizing individual 

identity thus allows individuals to access their citizenship benefits, which can be 

                                                        
9 For more examples of inclusion policies, see World Bank (2013, Appendix C, pp. 267-
73), Silver (2012), and Stewart (2016).	
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obtained by improving systems for registration of births and deaths, and national 

identity cards, for example. 

 

2.4.2 Inc lus ive  pol i c i es  in deve loping countr ies :  the  case o f  soc ia l  ass is tance  

This section presents a brief illustration of an inclusive policy focusing on a 

particular type of intervention – social assistance, within the context of developing 

countries. I argue the importance of setting the objective of inclusion for development 

policies and focus on distinguishing it from other objectives of poverty and exclusion. I 

seek to answer the following questions: how setting inclusion as the objective for 

development transforms our thinking and design for development policies, in this case 

for social assistance intervention? What is the contribution of social assistance to social 

inclusion? 

 

Why social assistance? 

As argued, social inclusion is concerned with both the process and the 

outcome, whereby individuals can engage and participate in their society. Based on the 

literature on the characteristics of inclusion, we should consider several aspects when 

evaluating policies to achieve inclusion: (i) a focus on justice over equality of outcome – 

prioritizing disadvantaged populations, (ii) the measures of outcome and process of 

individual participation in society that go beyond the economic sphere –for example, 

income poverty, and (iii) a strong focus on addressing structural challenges. Social 

assistance in developing countries provides a good case study for assessing an inclusive 

policy, as the objective and design of social assistance covers many of the above 

aspects. 

First, social assistance focuses on the disadvantaged. Social assistance is one of 

the key elements in social protection in developing countries and unlike in developed 

countries, it has a strong focus on poverty reduction and addressing the vulnerabilities 

of the poor and the poorest populations. For some regions, the rise of social protection 

in developing countries in the early 1990s was the welfare consequence arising from the 

financial crisis and ensuing structural adjustment (Barrientos and Hulme, 2009, p. 441). 

Indonesia is among one of the countries that has shifted its social protection agenda 

from formal social insurance to social safety nets as a response to rising poverty due to 

the Asian financial crisis in 1998 (Sumarto et al., 2002, p. 5). 
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Moreover, the development of social assistance programmes in recent decades 

shows evidence for a greater focus on participation. This is as a result of the conceptual 

shift that underpins social protection – from a set of policy frameworks for risk 

management to interventions aimed at enhancing the capability of individuals, 

households, and communities (Barrientos and Hulme, 2009, p. 439). This expands the 

focus of social protection, as well as social assistance, to be beyond income poverty, 

and is reflected in the design of the interventions. An example for this case study is the 

type of income transfers that come with conditionality, which are aimed at improving 

beneficiaries’ participation in education and employment, and gaining improved access 

to basic services. 

Also, the design of social assistance programmes often implicitly incorporates 

elements that address structural challenges to realizing full participation. For instance, 

studies have explored different targeting mechanisms, from central to community-

based targeting (Sumarto et al., 2002, p. 5). 10  Social assistance also requires the 

establishment of institutions to administer programme implementation. In Indonesia, 

the government established the first task force for the monitoring and implementation 

of anti-poverty programmes at the national level (TNP2K) and at the province and 

district level (TKPKD) in 2010, little more than a decade following the first 

implementation of social safety nets in 1998.11 

 

What are the advantages of setting ‘inclusion’ as the objective of social assistance? 

The next question, then, is how setting inclusion as the objective of social 

assistance provides advantages relative to setting the objective as exclusion or poverty 

reduction. We start by looking at social assistance and its contribution to poverty, 

exclusion, and inclusion. 

Social assistance such as cash transfers can contribute to poverty reduction by 

acting as an income support and safety net to reduce the number of poor people and to 

prevent the vulnerable poor falling below the poverty line.12 Studies have also shown 

                                                        
10  Several studies have examined the effectiveness of different types of targeting 
mechanisms for social protection programmes, such as Conning and Kevane (2002); 
Hanson et al. (2007), Sabates-Wheeler et al. (2015), Apella and Blanco (2015), Garcia-
Jaramillo and Miranti (2015). 
11 See http://www.tnp2k.go.id/.	
12 Existing studies have examined the impact of cash transfers helping to increase per 
capita household consumption during the financial crisis (e.g. Sumarto et al., 2005), and 
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the increased role of social assistance in reducing poverty and inequality. In developing 

countries, changes in public transfers contribute to a larger share of poverty reduction 

than changes in labour income (Azevedo et al., 2013, p. 14).13 Extant evidence also 

demonstrates the impact of cash transfers on different dimensions of wellbeing, such as 

improved schooling, increased health services and a fall in child labour (see Bastagli et 

al., 2016). 

Based on this, I observe that social assistance with a poverty objective shares 

similar characteristics with inclusive policy. Setting the objective of poverty for social 

assistance has naturally led to a focus on prioritizing the poor and the poorest, and it 

focuses on the outcome measure that acknowledges both the income and non-income 

dimensions of poverty. 

 Nevertheless, the poverty objective is only concerned with the outcome level at 

a point in the distribution, and neglects to look at how the outcome is distributed 

across the whole distribution. Moreover, it is not concerned with the process and 

neglects the key objective of inclusion – the participation of individuals, households, 

and communities, regardless of their poverty status. As a result, setting the 

development objective as poverty does not necessarily translate into inclusion. At a 

macro level, this relates to the idea that growth can be pro-poor (poverty-reducing) yet 

not necessarily inclusive (rising inequality), when income growth benefits the top share 

of the distribution more (Kanbur and Rauniyar, 2009, pp. 3-4). For instance, Indonesia 

has successfully halved poverty within less than a decade and real earnings have risen; 

yet the period was also accompanied by a sharp rise in inequality (Yusuf and Sumner, 

2017). 

Setting the objective of inclusion fills the gap in the case of social assistance and 

makes it more relevant as an inclusive policy. It enhances the focus and the priority of 

the policy on not only the outcome, but also on the process in achieving the outcome 

in both the income and non-income dimensions. In doing so, the intervention needs to 

focus on realizing individuals’ participation in the programme, and engaging multiple 

stakeholders in its implementation. In other words, social assistance may help inclusion 

through improved participation, only when the programmes are a combination of 

interventions. 

                                                                                                                                                            
how various wellbeing dimensions (e.g. Bastagli et al., 2016) have contributed to a fall 
in poverty and inequality (e.g. Azevedo et al., 2013; Jellema et al., 2017). 
13 It is also found to be effective in helping the extremely poor, as measured by the 
decline in the poverty gap (FGT1 Index) (Azevedo et al., 2013, p. 14).	
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To illustrate, I compare two types of social assistance: a single intervention and 

a combined intervention. For instance, a social safety net programme (Chars Livelihood 

Programme) given to the extreme poor in Bangladesh had a significant impact in 

smoothing consumption and increasing beneficiaries’ confidence level to interact with 

officials by 57% (Babajanian et al., 2014). Yet, there were no effects found on 

beneficiaries’ participation in the community. On the contrary, findings of a systematic 

review of rigorous impact evaluation studies of different education interventions 

strongly suggests that interventions are found to more effectively improve education 

quality when they consist of two or more interventions, and when the programme 

design incorporates social norms, such as taking into account the discriminatory norm 

of education preferences among the marginalized groups (e.g. women and young girls) 

(Masino and Niño-Zarazúa, 2016). 

To sum, setting the objective of inclusion for social assistance programmes 

provide some advantages in addressing deficits in development. For social assistance to 

contribute to social inclusion, the policy should focus on realizing the participation of 

the beneficiaries in society. 

 

2.5 Discussion 

In addition to eradicating poverty and levelling out the playing field, achieving 

inclusive development requires the realization of full participation in society – social 

inclusion. Thus, a greater clarity of the concept, measurements, and implications of the 

social inclusion objective within policy practice is crucial to this matter. This chapter 

has contributed to addressing this challenge by providing a greater clarity on the 

conceptualization of inclusion. 

Throughout the chapter, I have argued two things. First, that social inclusion 

suffices as a standalone concept and thus, should not be approached as simply the 

reverse of exclusion. Second, that social inclusion can serve as an alternative 

understanding of the underdevelopment concept. I have also discussed what is meant 

by inclusive policies and argued for the advantages of setting inclusion as the key 

objective for development policies. 

What is meant by inclusion and how best to understand the different conceptualizations of 

inclusion? The greatest challenge in understanding inclusion is the slipperiness of the 

concept. As a consequence, inclusion has been understood in different ways: as 

participation in society (Sen, 2000; Farrington and Farrington, 2005), as an achievement 
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of wellbeing (Bach 2002; Boushey et al., 2007), and as recognition and identity (World 

Bank, 2013; Silver, 2015). Nevertheless, it is implausible to observe inclusion to mean 

all these various welfare concepts. 

I began by revisiting the inclusion discourse to provide an answer to this 

research question; that inclusion should be understood as an individual’s full 

participation in activities that are available in their society. Distinguishing the means and 

the end product of inclusion is the key to reconciling the diverging views on inclusion. 

The former refers to the process to achieve inclusion, whilst the latter is the final 

outcome of inclusion – when society does not deny its members’ participation in the 

kind of activities that matter; for example, employment and electoral activities. The 

literature that argues that inclusion equals achieving a minimum standard of living and 

conditions of wellbeing has failed to recognize that wellbeing is only one of the many 

preconditions for individuals to be able to participate. 

This finding has two important implications. First, it provides a new lens with 

which to understand inclusion as participation – the idea of justice is at the core of 

inclusion. Inclusion is a feature of a just society. This contributes to the rarely examined 

link between inclusion and the theory of justice (Artiles et al., 2006; Riddell, 2009). 

Second, it provides a significant relevance for policymakers in terms of developing 

strategies to achieve inclusion. As such, it brings attention to the tension between 

‘redistributive’ and ‘recognition’ policies. 

How can inclusion serve as an alternative to the understanding of underdevelopment concepts?  

Another challenge to the conceptualization of inclusion is positioning the notion within 

the welfare literature. It raises the question as to how inclusion benefits our 

understanding of addressing deficits in development and serves as an alternative. To 

answer this question, the paper has demonstrated the distinctive characteristics of 

inclusion, as opposed to its twin concept, exclusion, and other welfare deficits, 

including poverty and inequality. 

 I have argued that social inclusion suffices as a standalone concept and that it 

can serve as an alternative approach to the concept of underdevelopment. First, it 

allows one to focus on the solution. It does not impose the concept of a 

‘predetermined life’ and the need to address structural challenges. This is particularly 

important because it takes away from the difficult task of defining what a good life is. 

Thus, setting inclusion as the objective of development policy offers an advantage to 

achieve inclusive development. It leads to a shift in the objectives and priorities of 
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social policy, and is reflected in the design of the interventions – as I have examined in 

the context of social assistance in developing countries. It also helps to achieve 

inclusion by eliminating the structural barriers to participate. 

Furthermore, inclusion has also been misunderstood as the opposite of 

exclusion. I have argued in this paper that this is not the case. I began by discussing the 

exclusion discourse and its drawbacks. One approach is to define social exclusion as the 

inability of individuals to engage in normal or key activities in the place in which they 

live. It is also argued to be what is recognized as a growing distance among population 

groups. Nevertheless, conceptualizing social exclusion is problematic because it 

imposes setting a certain standard of an individual’s life (i.e. a ‘predetermined good 

life’), which certainly should vary between individuals, groups, and in different 

institutional and cultural settings. 

This key finding has several implications. First, it provides a greater clarity of 

the inclusion concept by positioning inclusion within the broader welfare literature. My 

finding challenges the literature that views inclusion as eradicating deprivations, 

poverty, or inequality. Conceptually, the notion of inclusion intersects with poverty and 

inequality in the way that it has a strong focus on assisting the least advantaged 

individuals – to address deficits in consumption and to achieve minimum living 

standards. Whilst eradicating poverty and inequality focuses on redistributing economic 

resources to the bottom population, inclusion extends the focus to also redistribute 

social resources. This is because the objective of inclusion is empowerment: individuals 

can choose to participate regardless of their distinct background or identities. As a 

consequence, it favours the idea of the politics of recognition at the heart of inclusive 

policies; it recognizes and emphasizes the difference between individuals/groups, rather 

than eliminating them (as depicted in the idea of the politics of redistribution.) 

What is an inclusive policy and how can an inclusion lens help shape a more inclusive objective 

and design of development policy in developing countries? Achieving inclusion requires further 

understanding of applying an ‘inclusion’ lens within policy practice. That is, seeking an 

understanding of what is meant by an inclusive policy and how setting inclusion as the 

objective of development policies complements welfare policies. Throughout this 

paper, I have argued that inclusive policy has distinctive characteristics. It focuses on 

the realization of an individual’s participation; it considers all individuals in society, yet 

prioritizes underprivileged groups. In other words, inclusive policies understand and 

reward the different needs of individuals in the population. 
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This paper contributes to the extant debate on the significance of the inclusion 

concept in the following ways. First, it provides a greater conceptual clarity on the 

notion of inclusion. This will assist policymakers in addressing the rarely examined 

deficits in development – an individual’s participation in society, and the intersection of 

inclusion and other development concepts such as poverty and inequality. It will assist 

ongoing reform efforts to achieve inclusion at both a global and national level, such as 

the inclusion goals of the SDGs, by providing a greater clarity of what inclusion means 

and the characteristics of inclusive policies. Development policies aimed at achieving 

inclusion should aim for equality of opportunity and prioritizing the underprivileged 

population to participate in development. Second, it provides a conceptual contribution 

by establishing the conceptual link with between inclusion, justice, and citizenship. 

Despite my attempt to cover the key debates within the inclusion discourse, this 

chapter has a few limitations. I have examined the diverging schools of thought on 

inclusion with a strong focus on sociology and economics views. In a way, it may limit 

our understanding on inclusion as applied in other disciplines. For instance, inclusion 

has also been widely used in the literature of mental health (e.g. Sayce, 2001; Cobigo 

and Stuart, 2010), transportation and infrastructure (Lucas and Musso, 2014), and 

education (e.g. Armstrong, 2005; Polat, 2011). Drawing the differences and similarities 

of the inclusion concept across wide arrays of disciplines may help in forming a holistic 

framework of inclusion. Also, the objective has thus far focused on drawing up 

conceptual clarity and the implication of inclusion within policy practice, yet it has a 

limited discussion on operationalizing a measurement of inclusion. 

Based on this, there are several important areas for further research. First, there 

is a need to further clarify the position of social inclusion in the broader social welfare 

literature; investigating when inclusion intersects not only with poverty, inequality, and 

economic discrimination, but also when it is concerned with issues such as deprivation 

and social mobility. Also, the scant attempts to measure inclusion have so far 

misunderstood inclusion as being a lack of deprivation. It is important to operationalize 

individual inclusion as full participation through just distribution and the recognition of 

the different needs of individuals in society. This is particularly of interest for 

policymakers; for example, in measuring progress of the SDG agenda on inclusion. 

The next two chapters attempt to extend this paper in the following ways. To 

achieve inclusion, it is of significance to understand what drives inclusion and the 

means to achieve inclusion. In the next chapter, I investigate the factors driving deficits 



 

 65 

in inclusion in the labour market in Indonesia. In particular, it examines the role of 

human capital and structural changes in explaining the earnings trends, with a focus on 

low-income groups. Furthermore, I continue to investigate the case of human capital as 

an important mechanism for inclusion. In Chapter 4, I investigate the means to achieve 

inclusive progress in education; assessing the impact of a decentralized education 

system and educational assistance on changes in education quality. 
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C
hapter 2 A

ppendix 

 T
able A

 1: 
D

ifferent understandings of ‘social inclusion’ term
  

School of thoughts 
L

ist of definition 
Participation 

 “Social inclusion and exclusion refer to the extent individuals, fam
ilies and com

m
unities are able to fully participate in society and 

control their ow
n destinies” (Stew

art et al., 2008). 
 “Social inclusion is based on the belief that w

e all fare better w
hen no one is left to fall too far behind and the econom

y w
orks for 

everyone. Social inclusion sim
ultaneously incorporates m

ultiple dim
ensions of w

ellbeing. It is achieved w
hen all have the 

opportunity and resources necessary to participate fully in econom
ic, social, and cultural activities w

hich are considered the societal 
norm

” (B
oushey, et al., 2007, p. 2). 

  “Social inclusion is about m
aking sure that all children and adults are able to participate as valued, respected and contributing 

m
em

bers of society. It is, there- fore, a norm
ative (value based) concept - a w

ay of raising the bar and understanding w
here w

e 
w

ant to be and how
 to get there” (B

ach, 2002, p. viii).  
 “Social inclusion is a process w

hich ensures that those at risk of poverty and social exclusion gain the opportunities and resources 
necessary to participate fully in econom

ic, social and cultural life and to enjoy a standard of living and well-being that is considered 
norm

al in the society in w
hich they live. It ensures that they have greater participation in decision-m

aking w
hich affects their lives and 

access to their fundam
ental rights” (E

PSC
O

, 2004, p. 8). 
 “to be included is to be accepted and to be able to participate fully w

ithin our fam
ilies, our com

m
unities and our society. T

hose w
ho are 

excluded, (…
), do not have the opportunity for full participation in the econom

ic and social benefits of society. Sim
ply to put, 

exclusion is the problem
, inclusion is the solution” (G

uildford, 2000, p. 4). 
 Inclusion is characterized by a society’s w

idely shared social experience and active participation, by a broad equality of opportunities and 
life chances for individuals, and by the achievem

ent of a basic level of w
ell-being for all citizens” (Sen, 2000). 

 “Social in/exclusion is one of a m
ulti-dim

ensional, relational process of increasing opportunities for social participation, 
enhancing capabilities to fulfil norm

atively prescribed social roles, broadening ties of respect and recognition” (Silver 2015, pp. 2-
3) 

Institutions 
“Social inclusion refers to a set of policies and institutions (broadly conceived to include organizations, norm

s and codes of 
behaviour) that support pro-poor grow

th and social equity” (B
ennett, 2002, p. 10). 

 “Inclusive econom
ic institutions …

 are forged on foundations laid by inclusive political institutions, w
hich m

ake pow
er 
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broadly distributed in society and constrain its arbitrary exercise. Such political institutions also m
ake it harder for others to usurp 

pow
er and underm

ine the foundations of inclusive institutions. T
hose controlling political pow

er, cannot easily use it to set up 
extractive econom

ic institutions for their ow
n benefit” (A

cem
oglu and R

obinson, 2012). 
 “Social inclusion is the rem

oval of institutional barriers and the enhancem
ent of incentives to increase the access of diverse 

individuals and groups to developm
ent opportunities” (W

orld B
ank, 2011). 

Social identity and recognition 
“Factors that m

ight be seen as part of an inclusion agenda include, for exam
ple, discrim

ination on the grounds of gender, 
ethnicity, disability, age, religion, and sexuality. [Inclusion] addresses not equality in a distributive sense, but equal opportunities. 
O

ther aspects of inclusion concern question of rights and questions of recognition, and inclusion in the processes of decision-m
aking 

rather than sim
ply the outcom

es of those decisions” (Levitas, 2007). 
 “T

he process of im
proving the ability, opportunity, and dignity of people, disadvantaged on the basis of their identity, to take part 

in society” (W
orld B

ank, 2013, p. 50). 
 “T

he term
s social inclusion and social exclusion have been used throughout the social science and hum

anities literature in a num
ber of 

different w
ays—

to describe acts of social stratification across hum
an and anim

al societies, as a principle to reflect the ordering that 
occurs w

ithin societies to determ
ine social position, and as a narrative to explain and at tim

es justify w
hy one or m

ore groups m
erit 

access to the core or the periphery, to the benefit or expense of others” (A
llm

an, 2013, p. 7) 
E

quality 
“(…

) social inclusion is about rew
riting the rules, recasting our cultural im

ages and resources and instituting practices to being 
equally-valued status to those w

ho have been assigned a place of lesser value and status in C
anadian society” (B

ach, 2002, p. 20). 
 “Inclusion societies evolve w

ithin such contexts. It is characterized by m
ovem

ents tow
ard greater social justice, equality, and collectivism

 
in response to the kinds of global expressions exclusion societies em

body or perpetuate” (A
llm

an, 2013, p. 2). 
W

ellbeing, disadvantages, 
m

inim
um

 w
elfare 

“Social inclusion reflects a proactive, hum
an developm

ent approach to social w
ellbeing that calls for m

ore than the rem
oval of 

barriers or risks. It requires investm
ents and action to bring about the conditions for inclusion, as the population health and 

international hum
an developm

ent m
ovem

ents have taught us” (B
ach, 2002, p. viii). 

N
ote: T

he table is only intended to provide a brief sum
m

ary on selected definitions on social inclusion concept to illustrate the diverging conceptualization of inclusion in 
the current literature. Som

e w
ords are in italic to highlight the key concept of inclusion as proposed in each of the definition. Source: A

uthor’s construction based on 
selected literature on inclusion notion. 
 T

able A
 2: 

L
ist of previous studies on social exclusion  

C
ountry 

U
nit of 

analysis 
M

ethod 
D

om
ains of exclusion 

K
ey findings 

FY
R

 M
acedonia 

 
Individual 

C
orrespondence analysis and stochastic 

Production Frontier to estim
ate individual 

E
m

ploym
ent, assets, 

living standards, 
Social exclusion is not just about G

D
P per capita 

but it is about interaction w
ith others, access to 
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degree of exclusion, regression analysis to 
identify the determ

inants 
subjective w

ellbeing, 
social capital,  

services, and social netw
orks; social exclusion is 

larger in large and urban centres w
here m

ore social 
strata and ethnic groups live together and w

here the 
probability of betw

een-groups exclusion increases 
(D

eutsch et al., 2013). 
E

urope (27 
countries) 

Individual 
(society-
level) 

W
eight product m

ethod to construct 
com

posite social inclusion index 
Poverty, m

aterial 
deprivation, labour 
m

arket, education 

Im
proved perform

ance in social inclusion in 
E

uropean countries, higher levels of G
D

P per 
capita are associated w

ith higher levels of inclusion 
and consistent in the m

edium
 term

 (G
iam

bona and 
V

assallo, 2014). 
U

nited K
ingdom

 
Individual 

Longitudinal household survey 
Participation in 
C

onsum
ption-, savings-, 

production-, social-, 
political-activity 

E
xclusion in one dim

ension is correlated to the 
likelihood of exclusion in other dim

ensions; 
E

xclusion in one point in tim
e leads to exclusion in 

another year; incom
e is correlated to all dim

ensions 
of exclusion, yet less straightforw

ard for social and 
political activity-dim

ension (B
urchardt et al., 1999, 

pp. 236-40). 
U

nited K
ingdom

 
Individual 

Longitudinal household survey; Structural 
equation m

odelling, C
onfirm

atory factor 
analysis, path analysis 

H
ealth, relational, 

political, resources, 
services, labour m

arket  

A
dult social exclusion influenced by econom

ic and 
non-econom

ic disadvantages experienced during 
childhood; the adverse effect of poor individual 
resources is m

ediated prim
arily through know

ledge 
and em

otional w
ellbeing dom

ains; education is the 
key to influence social exclusion across and w

ithin 
generations (Peruzzi, 2014; 2015). 

E
astern E

urope, 
C

entral A
sia 

Individual 
Longitudinal survey; A

lkire and Foster 
m

ultidim
ensional poverty index w

ith a dual 
cut-off m

ethod 

E
conom

ic, social 
services, civic life and 
social netw

orks 

Social exclusion degree varies w
ith the level of 

econom
ic developm

ent across countries; social 
services exclusion pays a higher contribution 
com

pared to econom
ic and social netw

ork 
exclusion; Spatial exclusion is notable – rural areas 
have higher degree of exclusion com

pared to its 
urban counterpart (Spoor, 2014). 

N
etherland 

Individual 
Longitudinal survey; FG

D
 and cognitive 

interview
s; overall procedure - nonlinear 

canonical correlation analysis 

M
aterial deprivation, 

social participation, 
basic social rights, 
norm

ative integration  

5%
 of adult population in the survey found to be 

socially excluded; m
aterial deprivation tops the 

share of other form
s of exclusion; m

ain 
characteristics of individual exclusion include low

er 
education level, non-W

estern origin, single 
household headed fam

ily, low
-incom

e, poor health 
(V

room
an and H

off, 2013). 
A

ustralia 
Individual, 
household 

H
ousehold panel; sum

-score approach; item
 

response m
odel 

M
aterial resources, 

em
ploym

ent, education, 
A

ccum
ulation over tim

e is im
portant characteristic 

of exclusion; em
ploym

ent contributes to a fall in 
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health and disability, 
social, com

m
unity, 

personal safety 

exclusion; household characteristics (e.g. age, 
gender, regional area, race) play in the variation of 
exclusion; poverty is not alw

ays consistent w
ith 

social exclusion (K
ostenko et al., 2009). 

T
urkey 

Individual 
1 point of tim

e survey; Structural equation 
m

odelling (path analysis) 
M

aterial deprivation, 
social rights, social 
integration, cultural 
integration 

Poverty affects social exclusion through life 
satisfaction; M

aterial deprivation is the m
ain 

com
ponent of social exclusion follow

ed by access 
to institutions; other determ

inants of exclusion 
include gender, age, m

arital status (B
ayram

 et al., 
2012). 

E
uropean (9 

countries) 
Individual 

H
ousehold panel; deprivation in functionings 

and sum
 of functioning failures using 

“counting approach” by A
tkinson 1998 to 

m
easure individual exclusion 

D
eprivation in different 

dim
ensions of 

functionings 

Incom
e and unem

ploym
ent are the m

ain 
determ

inant of life satisfaction. Life satisfaction is 
negatively correlated w

ith deprivation and social 
exclusion, the deprived and excluded are m

ore 
likely to be less satisfied w

ith life (B
ellani and 

D
’A

m
brosio, 2011). 

Luxem
burg 

Individual 
H

ousehold panel; sum
-score m

ethodology, 
threshold set at 60%

 of the m
edian 

distribution; logit regression analysis, latent 
variable m

odelling 

Incom
e poverty, 

unem
ploym

ent, savings, 
living conditions, 
subjective w

ellbeing 

E
conom

ic hardship positively correlated w
ith social 

life and participation in political activities; labour 
m

arket participation and conditions are the key 
determ

inants of inclusion; no evidence of social 
exclusion accum

ulated over tim
e (Szeles and T

ache, 
2008). 

C
anada 

Individual 
H

ousehold panel; confirm
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Chapter 3 

The decline and levelling off of earnings inequality: Boon or bane for 

Indonesia?* 

 

Summary: This chapter aims to investigate evidence on deficits in economic inclusion, 

focusing on the context of labour market in Indonesia. Increasing job polarisation and 

an accompanying rise in earnings inequality on account of technological change and 

globalisation over the past few decades have increased concern about the attainability 

of governments’ perennial objective of inclusive growth. Yet, there are circumstances 

where either declining or levelling earnings gaps may be more indicative of a bane 

rather than a boon for a country’s long-term economic health. Using the particularly 

interesting case of Indonesia, which reduced and subsequently levelled off its earnings 

inequality in the midst of impressive growth, this chapter studies the implications of the 

interplay of structural characteristics and direct labour market interventions on the 

dynamics of earnings inequality. The study finds evidence of a stronger role of 

structural characteristics in a direction that appears to be more indicative of a bane than 

a boon for long-term efficiency and prosperity. The study discusses generalisations and 

policy implications beyond the Indonesian context. 

 

Keywords: earnings inequality, inequality decomposition, returns to skills, Indonesia. 

 

 

 

  

                                                        
*  This paper is based on the forthcoming publication: Dimova, R. & Sari, V. 
(forthcoming). ‘The decline and leveling off of earnings inequality: Boon or bane for a 
growing economy’. GPID Working Paper. London: GPID Network. It is also currently 
under revision and resubmission for publication in Development Policy Review. 
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3.1 Introduction 

Inclusive growth has long been high on the agenda of both governments and 

inter-governmental organisations; the idea being that if earnings of the non-poor rise 

faster than those of the poor, growth is both dis-equalising and unfair and should hence 

be avoided (Klasen, 2010). Developments over the past few decades in the domain of 

technological change and globalisation have raised concerns about the attainability of 

this perennial objective. In relatively more affluent parts of the world, one of the main 

concerns has been technology-induced polarisation of the labour market into ‘lousy’ 

and ‘lovely’ jobs (Goos et al., 2014; Spence and Hlatshwayo 2012). 

In emerging markets, analysts have been more preoccupied with the 

implications of premature deindustrialisation, which lowers the ability of countries to 

benefit from labour-intensive manufacturing in boosting growth and reducing 

inequalities in a Kuznets-type fashion (Rodrik, 2015). According to World Wealth and 

Income Database (WID) (2017) statistics, since the 1970s, the earnings share of the top 

1% in relatively more affluent economies has been on the rise, while that of the rest of 

the population has stagnated. The trend has been similar in less-developed countries. 

The top 10% of earners in India were found to account for slightly more than half of 

the national income, while the top 10% of earners in South Africa were found to 

account for two-thirds of the national income in 2014 (Alvaredo et al., 2018). Solt’s 

(2016) Standardized World Income Inequality Database highlights Asia as one 

continent where the pre-1990s period witnessed a fall in earnings inequality, but the 

trend has thereafter reversed. 

But is rising earnings inequality always undesirable, and can what lies behind the 

bridging or levelling off of an earnings gap be a bane rather than a boon for long-term 

economic health and welfare? To answer this question, one needs to delve into the 

interplay of structural characteristics and government interventions in individual 

settings. Theoretically, earnings inequalities are not necessarily a negative outcome of 

technological, globalisation and growth surges. As such, they can be a reflection of 

either high returns to innovation (Aghion and Jaravel, 2015), or of a ‘paradox of 

progress’, whereby the supply of skills lags behind ever-rising demand, generating high 

returns to specific types of competencies and occupations, even in situations where 

inequality of education is falling (Bourguignon et al., 2005, pp. 393-98). An issue with 

not only fairness and social cohesion, but also efficiency and long-term growth emerges 
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if individuals’ ability to access high-growth niches in an economy is constrained by 

inequality of opportunity and low social mobility (Autor, 2014). 

Ironically, a relatively low level of earnings inequality can be equally 

counterproductive, if it is a reflection of low availability of high-quality and growth-

enhancing job opportunities, rather than inequality-reducing government policies 

(Dimova and Stephan, 2016). In either case, the motivation of capable individuals – 

especially those in lower socio-economic strata – to acquire skills and produce effort, is 

constrained, and this in turn has detrimental implications for long-term economic 

development. Exclusion of disadvantaged groups from educational opportunities will 

limit their productive capacity, thus negatively affects per capita income and eventually 

increases inequality (Lopez et al., 1998 in Thorbecke and Charumilind, 2002).  

Evidently, further investigation is needed to understand whether earnings 

inequality is a boon or bane for long-term economic growth. The motivation is well 

captured within the two strands of literature – the relationship of inequality and growth 

and the socio-economic effects of inequality. 

The first strand of literature argues the direction through which income 

inequality affects growth. The Kuznet type of development argues that inequality will 

eventually decrease when an economy industrialize and reaches certain level of average 

income. It emphasizes the trade-off between advancing growth and inequality. On the 

contrary, recent literature attempts to challenge this view. For instance, Forbes (2008) 

using improved data set on income inequality and panel estimation found that a rise in 

the country’s level of inequality has a positive and significant effect in the short- and 

medium-term of growth. This raises an important question whether to prioritize 

efficiency over equity in order to achieve inclusive growth. Klasen (2008) argued the 

importance of equity for efficiency – it is a pre-condition to achieve economic 

efficiency, and the equity in the distribution of social-economic aspects (e.g. gender 

equality, subjective wellbeing) matter. 

Second, the literature of socio-economic effects of inequality provides another 

justification to further investigate the socio-economic factors as a mechanism through 

which inequality affects growth. Thorbecke and Charumilind (2002) reviewed the 

empirical literature on the nexus of inequality and argued  the importance of looking at 

social phenomena to explain the causal mechanisms between the two. The social 

factors include education, political stability, health and the level of crime. Klasen (2000, 

p. 270) asserts that greater gender equality in education, income dimension, and 
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wellbeing will serve as indirect mechanisms to advance growth. Based on the recent 

debates, the chapter aims to investigate the trends of earnings level and inequality to 

better understand its role for long-term economic growth by taking into account the 

socio-economic factors. 

Using state-of-the-art decomposition analysis, I address these issues through 

the lens of a particularly interesting case of falling (and subsequently levelling off) 

earnings inequality in the midst of impressive growth. The focus is on structural 

characteristics and direct government interventions in the form of rising minimum 

wages in explaining the earnings inequality dynamics. I began with descriptive exercises 

to examine the trends in earnings level and working characteristics, focusing on two 

periods: 2000-2007 and 2007-2014. I observed an interesting trend in which that 

earnings inequality initially decreased yet the trend reversed in the next period. Changes 

in the earnings level and inequality can reflect two changes: dynamics of the returns to 

skills and shifts in the distribution of workers characteristics. 

Next, I estimate Mincerian equation of returns to skills on log of earnings in 

section 3.4.1. I estimate by pooling the earnings data for 2000-2007 and 2007-2014. 

Interestingly, I found that there has been a continuous decline in the returns to 

education since 2000, which is consistent with other studies. However, it is inconclusive 

whether the returns to education is the largest contributing factors to the declining 

earnings inequality in Indonesia. The reason is I found a high level of skill mismatch 

between the supply and demand of the skill, which can also potentially reflect the lower 

quality of education as a potential explanation of the rising inequality since 2007. To 

address this challenge, this paper needs to examine the interplay between returns to 

characteristics and changes in the workers’ characteristics in setting the wage level and 

inequality trend. I address this challenge by performing unconditional quantile 

decomposition method. 

The decomposition method allows us to decompose the total change in wage into 

two parts. The first part is due to changes in the characteristics of workers (i.e. 

‘composition effect’) and the second part is due to changes in the returns associated 

with those characteristics (i.e. ‘wage structure effect’). It also allows us to quantify 

contribution of each covariate toward the overall changes in both wage level and 

inequality. I find that structural characteristics, which influenced the returns to skills 

and sectors of employment, have a dominant effect, and the pattern of this influence 
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appears to be more indicative of a bane than a boon for long-term economic health. I 

discuss policy implications and generalisations of these results. 

This paper contributes to an enhanced understanding on the key contributing 

factors toward changes in both earnings level and inequality. Using repeated cross-

section data covering a period of almost two decades (from 2000 to 2014), the chapter 

offers a recent and longer temporal insight to the phenomenon. Furthermore, I extend 

the focus of existing studies of earnings determinants in Indonesia from changes in the 

average earnings into the gap across earnings distribution. Most importantly, the 

findings in this chapter questions whether declining inequality is necessarily positive for 

long-term economic growth, if it may discourage long-term investment in the social 

factors of individuals at the bottom end of the distribution (e.g. investing in long-term 

education in the midst of declining returns to education). This relates to the study of 

socio-economic effects of inequality. For instance, Starmans, et al (2017, p. 1) reviewed 

laboratory and cross-cultural studies and found that individuals tend to have preference 

of  “fair inequality over unfair equality”. It highlights the challenge in setting 

development goals for inclusive growth – whether to pursue efficiency vis-à-vis equity. 

The rest of the chapter is organised as follows. Section 2 provides some details 

on the Indonesian economy, which is used as a context for the analysis. Section 3 

describes the data and descriptive statistics. Section 4 outlines the empirical strategy and 

highlights the results. Section 5 concludes. 

 

3.2 Economic and labour market trends in the context of Indonesia 

In a little more than a decade since the crisis of 1997–98, Indonesia 

transformed from a lower middle-income country to a confident G20 member. 

Between 2001 and 2012, gross domestic product (GDP) doubled from USD 580 billion 

to USD 1.1 trillion, while during the same decade (between 1999 and 2012) poverty 

halved from 24% to 12% (World Bank, 2014, p. 4). Despite these positive 

developments, growth has been described as ‘jobless’, 65 million people have continued 

to hover around the national poverty line, and vulnerability has remained high (Alatas 

and Newhouse, 2010; World Bank, 2014). 

The country’s key aspiration is to avoid a middle-income trap in an equitable 

manner. But it faces several obstacles along the way. Although a massive demographic 

dividend, exemplified by expectation for the population to not start ageing before 

2025–30, gives Indonesia the potential to compete with China in the low-skilled 
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manufacturing sectors, there is evidence that since 2005–06, the country has 

experienced deindustrialisation, largely on account of a commodity boom in sectors 

such as palm oil, coal, and gas (World Bank, 2016, p. 28). Not only are Indonesia’s 

manufacturing exports overshadowed by those of Vietnam – which was hardly present 

in global manufacturing in the 1990s – and Malaysia, whose manufacturing exports 

remained higher despite a certain decline, but also the rise of services in Indonesia has 

been slower than in China, South Korea and India, and largely dominated by lower as 

opposed to higher value-added niches (Alatas and Newhouse, 2010; World Bank, 2014, 

p. 36). 

One of the key drivers of equitable growth is the specific mode of structural 

change a country undergoes, and its implications for the health of an economy. The 

structure of Indonesia’s economy has seen fundamental changes over the years. While 

by the mid-1980s the import substitution strategy and high complementarity between 

capital and labour led to a high proportion of skilled labour in both employment and 

the wage bill, after opening up to trade and investments, the country experienced the 

stylised comparative advantage effect. Thus, specialisation occurred in labour-intensive 

industries such as textile, garments, footwear and wood, reducing the share of 

manufacturing skilled labour in both employment and the wage bill. In other words, 

while the economic structure in the 1980s stimulated rising earnings inequalities, the 

opening of the economy in the 1990s created the conditions for the reversal of this 

trend. After the crisis of 1997–98, there has been a reallocation of skilled labour 

towards higher skilled industries, characterised by higher average wages. This was a 

consequence of the shifting structure of exports towards higher skilled manufacturing 

sectors, such as chemicals, machinery and equipment (Di Gropello et al., 2011). It is 

not clear whether the above-mentioned resource-boom-driven deindustrialisation trend 

dominated that of the reorientation towards higher value niches across manufacturing 

and services, and how it influenced the structure of earnings. At least theoretically, both 

trends should be moving the economy towards greater earnings inequality. 

Yet, the modality of this influence depends not only on structural 

characteristics, but also on the nature of skill generation and on the balance between 

skills demanded and supplied. Although a massive increase in education should 

generally result in reduced returns to skills and hence lower earnings inequality, it is 

possible that an increase in educational supply (and hence a fall in inequality of 

education) leads to greater earnings inequality when accompanied by rising demand, 
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and hence rising returns to education (Bourguignon et al., 2005; Campos-Vázquez et 

al., 2014). While little research on this subject has been done on Indonesia, existing 

evidence suggests that this may not be the case in this context. Despite the massive 

increase in the volume of higher education, there is evidence of low skill quality and 

skill mismatch in the secondary and tertiary sectors (Di Gropello et al., 2011). 

At the same time, the presence of higher skilled niches in the manufacturing 

sector is low, with only 8.4% of manufacturing positions requiring university education, 

compared to 28.5% of positions requiring primary education. Although demand for 

education in the service sector is significantly higher, with 57.8% of available service 

sector jobs requiring university education, productivity in the manufacturing sector is 

almost five times higher, and hence in a better position to provide greater returns to 

higher skills (Di Gropello et al., 2011). Given the existing evidence of increased supply 

of education, skill mismatch, and relatively low availability of higher skill niches in 

genuinely more productive sectors, it is not surprising that the few available estimations 

show falling returns to education in Indonesia (Purnastuti et al., 2013). 

Our estimates from the Indonesian Family Life Survey (IFLS) indicate that 

since 2000, Indonesia has experienced falling and subsequently levelling off of earnings 

inequality. Yet, the structural changes discussed so far give an ambiguous interpretation 

of this pattern. It is possible that the trend was driven by massive expansion of 

education over and above demand-side requirements, despite healthy development of 

high-growth niches. However, it is equally possible that the skills supplied were not on 

a par with the demands of the changing environment, and this resulted in high skill 

mismatch and falling returns to skills. A further explanation would be direct 

government interventions, aimed at closing the earnings gap. The rising minimum wage 

was among the most prolifically researched government interventions in the post-2000 

era in Indonesia. Since 2011, there has been a significant departure from the moderate 

pace of the minimum wage increases of the preceding decade, to the extent that in 

2012, 25 provinces increased the minimum wage by an average of 30%, while Jakarta 

raised it by 44% (World Bank, 2014, p. 38). 

Research on the implications of rising minimum wages in Indonesia also 

reaches an ambiguous conclusion. Magruder (2013) asks the interesting question of 

whether in an efficiency wage-type fashion, rising minimum wages led to capable 

workers being attracted to the formal sector, and a simultaneous decline of the informal 

sector. He finds that, consistently with big push theory, formal employment in non-
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tradable manufacturing industries with the potential for industrialisation increased, 

while informal employment in these industries decreased. Using economy-wide, as 

opposed to sectoral-level data, Hohberg and Lay (2015) corroborate this finding, by 

arguing that rising minimum wages did not have a negative impact on the probability of 

being formally employed. At the same time, they had a positive effect on formal sector 

wages and no spillover effect on informal wages. 

However, when delving deeper into cross-sectoral dynamics, Magruder (2013) 

finds that the effect of minimum wages was heterogeneous: although formalisation 

increased in those manufacturing industries with industrialisation potential, in the 

service sector (where the industrialisation potential is low), informal work expanded. 

When addressing broader welfare consequences, Yamada (2016) finds that minimum 

wages had serious limitations for improving living standards and reducing inequality in 

Indonesia. 

In sum, more rigorous and detailed analysis is needed to unravel the key 

determinants of the falling and subsequently levelling off of earnings inequality in 

Indonesia in the midst of impressive growth. The positive earnings gap experience may 

indicate enhanced inclusiveness of the education system, and an accompanying 

increased supply of skills on a par or exceeding demand for skills, in combination with 

generous minimum wages that narrow the earnings gap among those employed. But it 

could be equally consistent with a marginal effect of minimum wage and simply be a 

reflection of demand-size problems leading to low returns to higher skill levels. The 

potential dominance of one of these drivers of inter-temporal earnings inequality over 

the other would determine whether a falling and levelling off earnings gap is a boon or 

a bane, with crucial implications for long-term economic health. 

3.3 Data and preliminary statistics 

DataThe empirical analysis is based on the Indonesian Family Life Survey 

(IFLS) over the 2000–2014 period. The IFLS provides detailed information on a range 

of demographic, labour market and economic wellbeing-related characteristics of 

individuals, households and communities. It is a longitudinal survey, representative for 

approximately 83% of the population.1 

                                                        
1  Further details on the survey and the sampling techniques can be found in 
Frankenberg and Thomas (2000).  
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Compared to other available data sets from Indonesia (such as SUSENAS and 

SAKERNAS, the National Labour Force Survey), the data set is particularly useful for 

the study of earnings inequality. Among other advantages, it collects information on 

self-employed workers, who represent the lion’s share of informal workers in 

Indonesia. Second, the data also collects longitudinal information on individual’s 

earnings. 

However, there are a few limitations of IFLS data that may require a careful 

interpretation on the findings in this chapter. First, IFLS dataset is only representative 

up to 83% of population nationally. This implies that the exercises in this chapter might 

not be able to capture the heterogeneity in the earnings structure that are due to 

geographical variations such as district-level market structure. I include geographical 

variables (e.g. urban/rural and provinces) and province-level minimum wage to 

respond to this challenge. Nevertheless, the results are not feasible for generalization up 

to the province- and district-level. 

Second, there is a tendency that information from the IFLS data under-

represents earnings-level at the tails of the earnings distribution. Similar to other 

household surveys in Indonesia (e.g. SUSENAS and SAKERNAS), it is very common 

that the top income and/or earnings are underreported.  Initially, IFLS also covers only 

13 provinces in Indonesia and has less coverage on the relatively deprived and 

underdeveloped areas, particularly the Eastern region. IFLS has launched IFLS East; 

another survey that collects socio-economic information that is representative to the 

Eastern region in Indonesia. However, the data is only available for the year 2012. 

Incorporating the IFLS East for the analysis will not serve the objective of this paper, 

which focuses on analyzing individuals’ earnings level and inequality over a period, 

spanning from 2000 to 2014. As a result, the study potentially captures an 

underestimated picture of earnings level and inequality among workers in the country. 

Also, another challenge arising from a longitudinal data is maintaining a low-level of 

attrition. IFLS data consists of five rounds which was surveyed in the year 1993, 1997, 

2000, 2007, and 2014. It has a relatively lower level of attrition. The recontact rate of 

the initial IFLS households in the subsequent rounds are high. They are 94.4%, 95.3% 

93.6%, and 92% for IFLS 2, 3, 4, and 5 respectively (Strauss et al., 2016, p. 4). From 

IFLS 1, there are a total of 87.8% that were interviewed in all waves. This chapter 

utilizes the latest three rounds, which left approximately 5-8% of the initial households 

out from the respective waves. The presence of attrition may affect the changes in the 
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distribution of workers’ characteristics in each of the period. Nevertheless, this study 

apply an unconditional quantile decomposition method which enable to estimate the 

changes in earnings individuals over time that are unconditional to the changes to the 

workers’ characteristics per se.  

Preliminary statistics 

As indicated earlier, we are interested in studying the changes in individual earnings and 

earnings inequality. For this purpose, we restrict the sample to full-time working and 

paid individuals aged 18–64, and we exclude non-paid family workers. Extreme 

monthly earnings values are also taken out to lower the risk of measurement errors. We 

keep only individuals with information on all relevant key variables in all waves. After 

applying these sample restrictions, we are left with 12,754 observations from IFLS3 

(95% of the eligible sample), 14,757 observations from IFLS4 (93% of the eligible 

sample) and 18,395 observations from IFLS5 (93% of the eligible sample). The survey 

is known for its very low level of attrition (Yamada, 2016). 

Figure 1 highlights the trends in average and median monthly earnings (left-

hand panel) and earnings inequality (right-hand panel) over the 2000–2014 period. The 

trends are both very interesting and are consistent with developments in the Indonesian 

economy, as highlighted in Section 2. While during 2000–2007 (real) mean and medium 

earnings remained stable and earnings inequality went down significantly, during the 

2007–2014 period, the trends were reversed. Real earnings went up, while earnings 

inequality levelled off. 

 
Figure 1: Earnings level and earnings inequality trends 
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Source: Author’s calculation based on IFLS rounds. Survey weight applied. Some of the descriptive 

statistics, highlighted in Table 1, provide at least a partial explanation for these trends. 

For example, we observe that the proportion of salaried private sector jobs increased 

steadily over the years, while the proportion of self-employed workers – who account 

for the bulk of the informal sector – went down. As indicated earlier, this process went 

hand-in-hand with the steady rise of the minimum wage and an accompanying 

formalisation of labour and average wage increase (Hohberg and Lay, 2015). 

Furthermore, we see that the proportion of people with either primary or less 

than primary education declined steadily from 2000 to 2014, while the proportion of 

those with either lower secondary or higher secondary education increased. The 

proportion of people with tertiary education remained very low (at below 1%), but still 

increased from 0.0042 to as much as 0.0050 from 2007 to 2014. 

 

Table 1: Descriptive statistics 

Year  2000 2007 2014 

Variables mean s.d. mean s.d. mean s.d. 

Log of monthly earnings 12.2627 1.0791 12.3981 1.0586 12.7141 1.0819 

Less than primary 0.3173 0.4654 0.2571 0.4371 0.1982 0.3987 

Primary 0.3236 0.4679 0.3324 0.4711 0.3142 0.4642 

Lower secondary 0.1538 0.3607 0.1645 0.3707 0.1898 0.3921 

Higher secondary 0.2007 0.4005 0.2418 0.4282 0.2929 0.4551 

Tertiary 0.0047 0.0684 0.0042 0.0645 0.0049 0.0698 

Female 0.3643 0.4812 0.3566 0.4790 0.3809 0.4856 

Male 0.6357 0.4812 0.6434 0.4790 0.6191 0.4856 

Agriculture 0.2819 0.4499 0.2700 0.4440 0.2249 0.4175 

Manufacturing 0.2279 0.4195 0.2226 0.4160 0.2374 0.4255 

Service 0.4902 0.4999 0.5074 0.5000 0.5377 0.4986 

Government 0.0866 0.2813 0.0846 0.2783 0.0706 0.2561 

Private 0.4544 0.4979 0.3478 0.4763 0.5297 0.4991 

Self-employment 0.459 0.4983 0.4269 0.4946 0.3997 0.4899 

Rural 0.5409 0.4983 0.5214 0.4996 0.4593 0.4984 

Urban 0.4591 0.4983 0.4786 0.4996 0.5407 0.4984 

Sumatera 0.1396 0.3466 0.1559 0.3628 0.1584 0.3651 

Java and Bali 0.7837 0.4117 0.762 0.4259 0.7577 0.4285 

Nusa Tenggara 0.0225 0.1482 0.0236 0.1516 0.0257 0.1582 

Kalimantan 0.0291 0.1680 0.0312 0.1737 0.0298 0.1700 

Sulawesi 0.0252 0.1566 0.0274 0.1632 0.0283 0.1659 
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Whether increasing the supply of education lowers earnings inequality on 

account of lowering the returns to higher skills depends on the demand side of the 

market. Some of the evidence highlighted earlier suggests that since the mid-2000s, 

Indonesia has experienced de-industrialisation. This observation is not entirely 

supported by our data as we see that the proportion of people holding manufacturing 

sector jobs increased from 22.4% in 2007 to 24% in 2014 (see Table 1). At the same 

time, the service sector remained the largest employment sector, providing about half 

of the jobs in all three years. The implications of this pattern of inter-sectoral allocation 

of labour on earnings inequality are not ex ante straightforward. They would depend on 

the relative availability of high skill niches across these sectors, which would thereafter 

affect the returns to skills attained in the labour market. 

 

Table 2: Education levels by sector 

Year 2000 2007 2014 

Sector Education Level % mean s.d. % mean s.d. % mean s.d. 

Agriculture <Primary 53.26 0.5326 0.499 46.09 0.461 0.499 38.74 0.387 0.487 

Agriculture Primary 28.93 0.2893 0.4535 31.64 0.316 0.465 30.35 0.304 0.460 

Agriculture Lower secondary 10.68 0.1068 0.3089 13.47 0.135 0.341 17.35 0.174 0.379 

Agriculture Higher secondary 7.06 0.0706 0.2562 8.72 0.087 0.282 13.41 0.134 0.341 

Agriculture Tertiary 0.07 0.0007 0.026 0.07 0.001 0.027 0.14 0.001 0.038 

Manufacturing <Primary 22.43 0.2243 0.4172 17.42 0.174 0.379 16.01 0.160 0.367 

Manufacturing Primary 34.23 0.3423 0.4746 32.38 0.324 0.468 26.4 0.264 0.441 

Manufacturing Lower secondary 20.31 0.2031 0.4024 20.63 0.206 0.405 23.82 0.238 0.426 

Manufacturing Higher secondary 22.77 0.2277 0.4194 29.25 0.293 0.455 33.64 0.336 0.473 

Manufacturing Tertiary 0.26 0.0026 0.0513 0.32 0.003 0.057 0.12 0.001 0.035 

Service <Primary 23.67 0.2367 0.4251 18.51 0.185 0.388 13.59 0.136 0.343 

Service Primary 33.46 0.3346 0.4719 34.47 0.345 0.475 34.08 0.341 0.474 

Service Lower secondary 15.78 0.1578 0.3646 16.20 0.162 0.369 17.52 0.175 0.380 

Service Higher secondary 26.29 0.2629 0.4403 30.17 0.302 0.459 34.02 0.340 0.474 

Service Tertiary 0.80 0.008 0.089 0.64 0.006 0.080 0.8 0.008 0.089 

Source: Authors’ calculation based on IFLS rounds. Survey weight applied. 
     

The statistics in Table 2 provide some insight into this. We see that across the 

manufacturing and the service sectors, the availability of jobs requiring university 

Potential year of experience 25.9731 13.9272 26.672 14.1158 26.6497 13.9038 

Minimum wage dummy 0.5277 0.4992 0.4719 0.4992 0.4557 0.498 

N observations 12754 14757 18395 

Source: Authors’ calculation based on IFLS rounds. Survey weight applied. 
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education continued to be very low during the period examined, though it was relatively 

higher (and declining) in the service sector than in the manufacturing sector. The 

availability of jobs requiring high school education increased in both sectors, but was 

once again on average higher in the service sector. This is consistent with the 

distribution pattern of monthly wages across the sectors, highlighted in Figure 2. 

 
Figure 2: Kdensity of log of monthly earnings by sectors 

 
Source: Author’s calculation based on IFLS rounds. Survey weight applied. 

 

For 2000 and 2007, we observe a greater incidence of higher salaries at the top 

end in the service sector compared to the manufacturing sector, though also a larger 

spread in the former than in the latter. At the same time, there is relative equalisation of 

average salaries across these two sectors by 2014. Overall, the statistics are consistent 

with some of the literature highlighted at the outset, whereby since 2000, Indonesia was 

characterised by both a low overall availability of jobs at the highest skill range and, at 

least during the first half of the 2000–2014 period, a greater incidence of higher skill job 

opportunities in the service sector than in the manufacturing sector, despite the greater 

genuine potential of the latter to generate higher returns to skills. The relative 

equalisation of wages across the two sectors in 2014 is consistent with the observation 

made in Section 2 of gradual development of higher skill niches in the manufacturing 

sector. At the same time, these statistics are not sufficient to build a strong enough 

argument on the inter-temporal dynamics of returns to skills, which will be explored 

more rigorously in the following sections. 
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3.4 Empirical analysis 

3.4.1 Evolut ion o f  re turns to character i s t i c s  

An important first step in disentangling the supply-side (related to supply of 

characteristics such as education) and demand-side drivers of earnings inequality, is the 

assessment of the determinants of returns to skills acquired by labour market 

participants. For this purpose, we first estimate a Mincer equation with the following 

specification: 

 

[1] !"#!" = !! + !!!"#!" + !!!"#!"! + !!!"#$!"!
!!! +  !!!"#$%"&'!"!

!!! + !!" 
 

Where !"#!"  is the natural logarithm of monthly earnings for individual ! at time !, 
!"#!" is the stylised measure of potential experience, namely age minus the years of 

education minus 5, !"#$!" is a set of categorical education variables, including dummy 

variables for tertiary, lower secondary, higher secondary and primary education, less 

than primary education being the omitted category. Aside from the usual fixed effects, 

such as regional controls and whether the individual resides in an urban as opposed to a 

rural area, the control variable set !"#$%"&'!" accounts for the sector of employment 

(manufacturing, services sector; the agricultural sector being the omitted category), and 

type of employment (government, private; self-employment being the omitted variable). 

Since, as argued earlier, it is important to account for the effect of the changing 

minimum wages on earnings inequality, we also include a minimum wage variable, 

which takes the value of one if the respondent’s wage exceeds the minimum wage in 

the region. Note that minimum wages are provided on a monthly earnings basis, which 

is one of the key reasons for us to choose monthly earnings as a dependent variable in 

equation 1 (aside from complications with correct assessment of hours of work, should 

we choose to work instead with hourly wages). A description of the full set of variables 

used in the empirical specification is provided in Table A1 in the Appendix. 

Given the distinctive earnings growth and earnings inequality trends between 

the 2000–2007 and 2007–2014 periods, we pool the data across these two periods and 

conduct separate estimations for each period. The results, reported in Table 3, indicate 

that returns to all types of education decreased significantly between these two periods. 

The fall was sharpest for tertiary education, returns to which almost halved from 0.303 

to 0.188. As argued earlier, this is consistent with the possibility of either oversupply of 
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education (despite its very low base) or that of low availability of sufficient number of 

sectoral/occupational niches to absorb workers entering the market. The latter 

possibility is confirmed also by the fact that we observe falling returns to manufacturing 

and service sector employment, which is consistent with the proposition made earlier 

of a low availability of high skill and high productivity niches. 

 

Table 3: Evolution of the returns to characteristics 

 
Note: *, **, *** indicates significant level at 10%, 5% and 1% respectively. Source: Authors’ calculation 
based on IFLS rounds. Survey weight applied. 
 

The main purpose of the decomposition analysis that follows is to disentangle 

the corresponding effects of these two potential explanations of falling returns to 

characteristics; namely, the changing characteristics or composition of the labour force 

versus the changing returns to characteristics. But before proceeding with this analysis, 

in Figure 3 we cast a further glance at the skill composition of different sectors. Figure 

3 captures the composition of workers within each industry by their skill levels. We 

follow a normative definition of skill levels based on the occupation type and 

predetermined required level of education, as described in Sparreboom and Staneva 

Explanatory	variables mean s.e. mean s.e.
primary 0.097 *** 0.014 0.077 *** 0.015
lower	secondary 0.072 *** 0.016 0.058 *** 0.017
upper	secondary 0.15 *** 0.016 0.12 *** 0.016
tertiary 0.303 *** 0.05 0.188 *** 0.053
experience 0.017 *** 0.001 0.015 *** 0.001
experience2 0.0 *** 0 0 *** 0
1=above	minimum	wage 1.486 *** 0.009 1.492 *** 0.009
manufacturing	sectors 0.131 *** 0.015 0.128 *** 0.014
service	sectors 0.211 *** 0.013 0.175 *** 0.012
1=government	workers 0.376 *** 0.014 0.418 *** 0.014
1=private	workers 0.022 ** 0.011 0.078 *** 0.01
1=male 0.177 *** 0.01 0.191 *** 0.009
1=urban 0.072 *** 0.009 0.125 *** 0.009
Time	FE Yes Yes
Region	FE Yes Yes
R-squared 0.646 0.623
Observations 27511 32837

2000-2007 2007-2014
Log	of	real	monthly	earnings Log	of	real	monthly	earnings
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(2014).2 These statistics conform only partially to the observations of Di Gropello et al., 

2011, as highlighted in Section 2. In keeping with these observations, we do find a low 

availability of high-skilled jobs across sectors. At the same time, the availability of high-

skilled and skilled jobs in the manufacturing sector is on a par with that of lower skilled 

jobs and exceeding that of the service sector. It is possible that over the past few years, 

or at least between 2007 and 2014, Indonesia was able to generate a larger number of 

relatively skill-intensive niches in the manufacturing sector, which is consistent with the 

earnings overlap we observed in Figure 2 for 2014 compared to the two preceding 

years. 

 

Figure 3: Skill distribution by sector 

 

Note: We classify sectors in agriculture (agri), service (serv), and manufacturing (man). High-skilled refers 
to workers with professional occupation with tertiary education; skilled refer to workers with non-manual 
occupation and secondary education; low-skilled refers to workers with manual occupation and 

                                                        
2 First, the study classifies the occupation by the first digit of ISCO-88, which consists 
of nine major groups, then classifies skill levels based on the education level required by 
each of the occupations into four categories: high-skilled, skilled, low-skilled and 
unskilled occupations. High-skilled occupations include legislators, officials, managers; 
professionals; technicians and associate professionals (with requirements of tertiary 
education); low-skilled occupations include clerical support, service and sales (with 
requirements of secondary education); skilled manual occupations are skilled 
agricultural, fishery; craft and related trades; plant and machine operators and 
assemblers (with requirement of secondary education); the unskilled category includes 
elementary occupation. A detailed description is available in Sparreboom and Staneva 
(2014, Table 5.1, p. 25).	
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secondary education; unskilled refers to workers with elementary occupation and primary education. For 
detail classification, see Sparreboom and Staneva (2014, p. 25). Source: Author’s calculation based on IFLS 
rounds. Survey weight applied. 
 

Rather than availability of skill-intensive jobs per se, falling returns to skills and 

sectors of employment may be indicative of a low quality of skills generated by the 

education system, or of a high level of mismatch between skills supplied and 

demanded. While it is difficult to test the former hypothesis rigorously if we do not 

have reliable measures of education quality, in Figure 4 we highlight some statistics on 

skill mismatch across sectors.3 We observe skill matching of no more than 20% in each 

sector, indicating that proper aligning of the education system with the requirements of 

the changing demand side of the market is needed for the generation of high returns to 

skills and ensuring greater efficiency. 

 

Figure 4: Skill mismatch across sectors 

Note: Skill mismatch is calculated by each sector – agriculture (agri), service (serv), and manufacturing 
(man). We measure it as over-education, well-matched, and under-education, based on a fixed set of 
occupation category and required level of education for a particular occupation as describe in 
Sparreboom and Staneva (2014, p. 25). Over-educated refers to workers with education level over the 
required criteria for a particular occupation; well-matched refers to workers with just the required level of 

                                                        
3 There are alternatives for measuring skill mismatch, as discussed in McGuinness et al. 
(2017). After careful critical perusal of this literature, the study adopts a normative 
measure based on the predetermined mapping between the job and the required level 
of education. ‘Over-educated’, ‘well-matched’ and ‘under-educated’ refer to workers 
with higher than the required level, at the same level as required, and below the 
required education for their occupations, respectively. 
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Skill Mismatch across Sectors

over-educated well-matched

under-educated



 

 95 

education for their occupation; under-education refers to workers with lower level of education as 
required by their occupation. Source: Author’s calculation based on IFLS rounds. Survey weight applied. 
 

Finally, we observe an increase in returns to salaried employment in both the 

government and private sectors, compared to the omitted category of self-employed 

individuals. At the same time, there is no substantial change in returns to minimum 

wages between the two periods. 

3.4.2 Decomposi t ion methodology  

The estimations in Section 4.1 give us only a partial explanation of the 

determinants of earnings and their changes over time by only accounting for returns to 

characteristics. By putting these together with insights from the descriptive statistics in 

Section 3, we can derive a tentative story on how the changing characteristics of the 

labour force (for instance via increase in the supply of skills) and returns to 

characteristics (which are influenced by the demand side of the market) affect the 

change in earnings inequality over time. The value added of a rigorous decomposition 

analysis would be to quantify and disentangle the precise individual contributions of 

changing characteristics and returns to characteristics. 

Although our main interest is in the decomposition of (i) earnings inequality 

rather than (ii) levels of earnings, the former is derived from the latter. Hence, we start 

our exposition by explaining how changes in levels of earnings over time are 

decomposed, and when and how we can substitute wage levels with wage inequality 

measures as a key dependent variable. The evolution of earnings over time can be 

measured by subtracting the average earnings of workers in the initial year from the 

average earnings of workers in the final year in the period of interest. In our case, this 

involves subtracting earnings, averaged across the pooled sample across 2000–2007 

from the average earnings in the pooled 2007–14 sample, namely: 

 

[2] ! ! !! = 1 − ![!|!! = 1] 
 

where !! refers to workers observed in period 1 and !! refers to workers observed in 

period 2. We have information on actual earnings and other individuals’ characteristics 

for the two periods, and it is difficult to disentangle the individual effects of changing 

workers’ characteristics (composition effect) and prices associated with those 

characteristics (wage structure effect), when both the characteristics of workers and the 

demand-side conditions in the economy and the labour market are experiencing 
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changes over time. To solve this problem, we need to answer the counterfactual 

question of, ‘How much would workers in the final year have been paid if they were 

rewarded according to the earnings structures of workers in the initial year?’ When we 

incorporate this counterfactual element, equation [2] becomes (Fortin et al., 2010):4 

 

[3] ! ! !! = 1 − ! ! !! = 1  

= ! !! !! = 1 − ! !! !! = 1 + ! !! !! = 1 − ! !! !! = 1  

 

Equation [3] can then be used to estimate the overall wage differential as follows: 

 

[4] !! −!! = !!! !! − ! + !!! ! − !! + (!!! − !!! )! = ∆!! + ∆!! 

 

Equation [4] represents the Oaxaca–Blinder decomposition methodology, which breaks 

down the overall difference in average earnings into two components, (i) the change in 

earnings due to differences in returns to observe workers’ characteristics, or the wage 

structure effect, captured by the first term, and (ii) the change in observed 

characteristics (the estimated composition effect). Conveniently, the methodology can 

be disaggregated further to account for the individual contributions of each explanatory 

variable in the earnings equation specification as follows: 

 

[5] ∆!!= !!,!!!
!! ! !!,! ! !! + !! !!

! (!! − !! ,!! , and 

 

[6] ∆!
! ! !!! !!

!!
!!! − !! ,!

! )!! 
 

Where equation (5) describes the wage structure effect as the sum of changes of all 

explanatory variables, while equation (6) describes the composition effect as a sum of 

changes of all explanatory variables. 

A serious drawback of this method is that it does not allow us to go beyond 

averages in understanding earnings changes over time. To overcome this shortcoming, 

                                                        
4 Notice that the intuition behind equation [3] is closely related to the treatment effects 
literature, where the left-hand side represents the Average Treatment Effect (ATE), the 
first term on the right-hand side represents the average treatment effect of the treated 
(ATT), and the second term on the right-hand side represents the average treatment 
effect on the non-treated. 
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we use the recentered influence function decomposition, proposed by Firpo et al., 

2009). This methodology can be seen as a generalisation of Oaxaca–Blinder beyond the 

mean, and is used in the decomposition analysis of outcome differentials of any 

distributional statistics of interest (for instance, a variance, a Gini coefficient, or 

quantiles) (Firpo et al., 2009; Becchetti et al., 2013). 

 

Using as a starting point the Oaxaca–Blinder methodology highlighted above, we first 

replace the wage in equation [4] with the so-called recentered influence function: 

 

[7] !"# !; ! = ! !! + !"(!; !), 
 

where ! is the distributional parameter of the wage function. The recentered influence 

function involves adding the distributional parameter of ! to the influence function of 

!"(!; !). For instance, when we deal with quintiles of the wage distribution, the 

influence function for the quintile is: !" !;!! =  !!! (!!!)
!!(!!)

, where ! is the indicator 

function and ! is the density of the marginal distribution of the parameter of interest. 

 

Since we are interested in decomposing the changes in earnings inequality 

observed in Figure 1, our distributional parameter of interest ! is the earnings Gini. 

The detailed decomposition analysis is then carried over the earnings Gini changes 

across 2000–07 and 2007–14, whereby equations [5] and [6] are converted into: 

 

[8] ∆!!"= !!,!!!
!!! !!,! − !! + !!,!! (!! − !!,!), and 

 

[9] ∆!!= (!!,!!!
!!! − !!,!! )!! . 

 

3.4.3 Decomposi t ion resul ts  

Table 4 highlights the results from the detailed decomposition of the Gini 

coefficient of monthly earnings for the 2000–2007 and 2007–2014 periods. Recall that 

our interest is in disentangling the relative importance of the composition (namely the 

change in characteristics) effect from the earnings structure (or returns to 

characteristics) effect. Our preliminary data analysis so far has indicated that the supply 
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of education in Indonesia increased steadily from 2000 to 2014, and this was 

accompanied by falling returns to higher levels of education. During the same period, 

returns to involvement in the service sector, and to a smaller extent the manufacturing 

sector went down, suggesting that either the economy struggled to provide a sufficient 

number of productive opportunities to its new graduates, or the education system 

struggled to supply appropriate skillsets to match the existing high skill niches in the 

economy, or both. A further important and relevant trend in the economy during the 

same period is the massive increase in the minimum wage, the potential effect of which 

on earnings inequality is controversial. Our results so far show the expected positive 

effect of minimum wages on earnings, as well as the absence of change in returns to 

minimum wages across the two periods. At the same time, we see that being in the 

salaried government and private sectors became more remunerative over time than 

being self-employed, which is consistent with the insider–outsider effect of rising 

minimum wages. 

 

Table 4: Decomposition analysis 

Sub-period 2000–2007 2007–2014 

Estimated difference in Gini 

(t1-t0) -0.00171 (0.00045) -0.00006 (0.00040) 

Composition effect coef. s.e. coef. s.e. 

Education 0.00023 (0.00006) 0.00013 (0.00007) 

Experience 0.00006 (0.00006) 0.00000 (0.00003) 

Experience sq 0.00011 (0.00007) -0.00005 (0.00007) 

Minimum wage 0.00103 (0.00012) 0.00018 (0.00006) 

Industry -0.00011 (0.00005) -0.00050 (0.00007) 

Employment 0.00033 (0.00010) -0.00138 (0.00014) 

Gender -0.00005 (0.00004) 0.00017 (0.00004) 

Spatial -0.00005 (0.00003) -0.00008 (0.00005) 

Total composition effect 0.00155 (0.00019) -0.00153 (0.00019) 

Wage structure effect coef. s.e. coef. s.e. 

Education -0.00031 (0.00089) -0.00141 (0.00094) 

Experience -0.00773 (0.00334) -0.00254 (0.00304) 

Experience sq 0.00420 (0.00194) 0.00074 (0.00179) 

Minimum wage 0.00350 (0.00045) -0.00028 (0.00039) 

Industry -0.00173 (0.00081) 0.00027 (0.00081) 

Employment -0.00104 (0.00041) -0.00018 (0.00053) 

Gender -0.00056 (0.00059) -0.00084 (0.00051) 
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Spatial 0.00098 (0.00109) 0.00113 (0.00099) 

Constant -0.00057 (0.00246) 0.00456 (0.00225) 

Total wage structure effect -0.00326 (0.00044) 0.00146 (0.00041) 

 

 

 

 

The 

result

s for 

changes in earnings inequality during 2000–2007 and 2007–2014 highlighted in Table 4 

indicate that the compositional (or change in characteristics) effect of higher levels of 

education was inequality enhancing, but of a smaller dimension during the second sub-

period compared to the first. This inter-temporal change is consistent with the 

increased supply of education, and the possibility that increased higher educational 

supply coincided with greater inclusiveness of the education system. At the same time, 

the earnings structure (or returns to education-related) effect of education is negative 

during both periods, and both larger than the composition effect and increasing over 

time. This is consistent with the hypothesis of oversupply of skills in an economy that 

struggles to absorb the quantity and type of skills supplied. This proposition is backed 

by trends and observations on broader aspects of the Indonesian economy and labour 

market, highlighted in Section 2. 

During both sub-periods, the industry-based composition effect (namely that of 

belonging to either the manufacturing or the service sector) is equalising; in fact, 

increasingly so by the second sub-period. This is perhaps indicative of job availability 

across the skill distribution. At the same time, while the earnings structure effect of 

sector of employment is equalising during the first sub-period, it is dis-equalising during 

the second. This is perhaps indicative of polarisation within these sectors and the 

availability of small high productivity niches, able to pay higher returns, which is 

supported by some of the evidence highlighted in Section 2. It is also interesting to 

note that the largest earnings structure effects are those of industry and experience. 

Aside from demand-side factors, namely whether and how many highly productive job 

opportunities are available, this perhaps indirectly captures an educational quality effect, 

whereby the role of the observed education-based skills supplied is lower than that of 

Note: The results are based on RIF-OLS decomposition as proposed in Fortin et al. (2009) 
and estimated using rifreg syntax in Stata. All procedures are carried out following the 
description in Fortin, et al. (2011). The coefficient of human capital is a cumulative 
coefficient from the four education levels (less than primary as reference), industry 
occupation is cumulative coefficient from two industrial occupation dummies (self-
employed as reference), and spatial coefficient is a cumulative effect of urban (rural as 
reference) and four regional dummies (Sumatera as reference). Standard errors are in 
parentheses. Source: Authors’ calculations based on IFLS rounds. 
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other factors such as experience. Unfortunately, the available data and empirical results 

do not allow us to disentangle this argument further. 

Finally, we observe that both the composition effect during the second period 

and the earnings structure effects of belonging to the salaried employment sector is 

inequality-reducing during both periods. This is perhaps simply a counterfactual of the 

genuinely more multi-layered and unequal self-employment sector. As expected, we 

observe an inequality-enhancing compositional effect of minimum wages – perhaps on 

account of the insider–outsider effect of minimum wages – which falls substantially 

during the second period compared to the first period, and an inequality-reducing 

earnings structure effect of minimum wages, which as mentioned earlier is of a smaller 

dimension than the much more dominant earnings structure effects of industry and 

experience. 

 

3.5 Concluding remarks 

The rise in earnings inequality has recently become a buzz phrase. It is of 

concern to governments in both advanced economies experiencing technological 

change-driven job polarisation, and in emerging markets where premature 

deindustrialisation is among the key concerns. Numerous labour market and social 

inclusion-related government policies have aimed at creating a level playing field in 

terms of access to skills and integrating individuals from all strata into a shrinking 

labour market. Earnings inequality reduction in the midst of steady economic growth is 

typically taken as a benchmark for the success of these policies. 

But could declining or even levelling off of earnings inequality in the context of 

steady growth be a cause for concern? We address this question with the use of state-

of-the-art decomposition techniques and representative household data from 

Indonesia, which experienced falling and subsequently levelling off earnings inequality 

in the midst of impressive growth. We find that declining earnings inequality was largely 

driven by declining returns to skills, the relatively low ability of the economy to absorb 

high-skilled workers, and a relatively high mismatch between skills supplied and skills 

demanded in the labour market. Given that economic health and long-term economic 

performance depends on the ability of an economy to generate a high level of skills and 

provide high value opportunities for absorption of these skills in the labour market, the 

earnings inequality dynamics in Indonesia may be more indicative of a bane rather than 

a boon for long-term efficiency and economic health. 
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The structural transformation and labour market experience of Indonesia echo 

examples from numerous low- and medium-income economies around the world. For 

a large proportion of such economies, it is not only premature deindustrialisation which 

constrains the ability to absorb a large proportion of the population in equitable 

growth-enhancing low skill manufacturing, but institutional and other factors which 

frustrate the capacity to move to higher value niches (Trefler, 2006). Furthermore, 

although barriers to educational access around the world are gradually falling, the ability 

of schooling systems to cater to the requirements of a changing labour market is often 

questionable, while the pervasiveness of skill mismatch is frequently a major issue.5 In 

other words, any critical assessment of the pros and cons of equality or inequality of 

earnings should be based on a holistic approach that assesses both the structural 

characteristics of individual settings, and the environment of skill generation and 

inclusion, with a view of its potential influence on both long-term economic health and 

economic participants’ welfare. 
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Chapter 3 Appendix 

 

Table A 1: List of variables and definitions 

Variable Definitions 
Outcome variables 
Real monthly wage 
(log) 
Gini Index 
 
Dependent variables 
Less than primary* 
 
Primary 
 
Lower secondary 
 
Upper secondary 
 
Tertiary 
Experience 
 
Experience sq 
 
Agriculture* 
Manufacture 
 
Service 
 
 
Self-employed* 
Government 
Private 
Minimum wage 
 
Island1* 
Island2 
Island3 
Island4 
Island5 
Male 
Urban 

 
Natural logarithm of individual monthly wage. 
Gini coefficient range from 0–1 as a measure of inequality. Zero 
indicates perfect equality and vice versa. 
 
Dummy; 1=zero year education or attended but did not finish 
primary school 
Dummy; 1=finished primary school or attended but did not finish 
lower secondary 
Dummy; 1=finished lower secondary or attended but did not finish 
upper secondary 
Dummy; 1=finished upper secondary or attended but did not finish 
tertiary education 
Dummy; 1=finished tertiary education or more 
Potential years of experience; age minus total year spent in education 
minus five years. 
Squared value of experience variable to take into account for non-
linearity. 
Dummy; 1=worked in agriculture, forestry. 
Dummy; 1=worked in one of the sectors: mining and quarrying, 
manufacturing, electricity, gas, water and construction. 
Dummy; 1=worked in one of the sectors: wholesale, retail, 
restaurants and hotel, transportation, storage and communications, 
finance, insurance, real estate and business services, and social 
services. 
Dummy; 1=worked as self-employed. 
Dummy; 1=worked in the government. 
Dummy; 1=worked in the private sector. 
Dummy; 1=wage was equal or above the minimum wage (available 
in terms of monthly earnings). 
Dummy; 1=reside in Sumatera 
Dummy; 1=reside in Java and Bali 
Dummy; 1=reside in Nusa Tenggara 
Dummy; 1=reside in Kalimantan 
Dummy; 1=reside in Sulawesi 
Dummy; 1=male 
Dummy; 1=reside in urban area 

Note: * indicates the reference group in the analysis. Source: Author’s construction.
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Chapter 4 

Educational assistance and education quality in Indonesia: The role 

of decentralization* 

 

Summary: This chapter builds on the key finding of the previous chapter – that declining 

returns to education and skills mismatch play an important role in explaining earnings 

inequalities. Thus, human capital, particularly quality of education, is the key to 

economic inclusion. I expand this finding by examining the role of government policy 

towards achieving progress in education quality. My focus is on the evolution of 

educational assistance in Indonesia, following two decades of government 

decentralization, and on its effects on quality of education. Using survey data from the 

Indonesian Family Life Survey (IFLS), I exploit as an exogenous rule the variation in 

the implementation of government decentralization to compute difference-in-

difference estimators of decentralization on education quality. I find indicative evidence 

that decentralization has facilitated collusion between village authorities and 

marginalized private schools, and this has led to substantial increases in financial 

resources to private schools. Interestingly, I find that despite dominant rent-seeking 

behaviour and motives of self-interest, the increased allocation of public resources to 

private schools had a positive impact on student achievement outcomes. Our results 

also emphasize the role of social norms in underpinning the efficient allocation of 

public goods after decentralization. 

 

Keywords: decentralization, education transfer, education quality, difference-in-

difference, semi-parametric estimation, Indonesia. 

  

                                                        
* This paper is based on the following publication: Sari, V. (2018). Education quality and 
educational assistance in Indonesia: The role of decentralization. UNU-WIDER Working Paper 
2018/37. Helsinki: UNU-WIDER. This paper is also currently under revision and 
resubmission for publication in the journal Population and Development Review. 
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Inclusive education should focus on the transformation of education systems. (Lipsky and Gartner, 

1996, cited in Artiles et al., 2006, p. 260) 

 

4.1 Introduction

 Development does not exist in a vacuum; institutions, policies, and social 

norms shape development processes and outcomes. Achieving inclusive development 

requires an in-depth investigation into the role of institutions and policies. This chapter 

sets out to contribute to further understanding on the role of institutions and policies 

to achieve inclusive development. I focus on one aspect of development: provision of 

quality of education. I raise an important question – how can inclusive progress in 

quality education provision be achieved? As such, the focus is on understanding the 

role of structural vis-à-vis pragmatic policies to achieve inclusive progress in education 

quality. The research focuses on the case study of a decentralized education system and 

educational assistance in improving education quality in Indonesia. 

Equitable provision of quality education is important for growth and inclusive 

development. On the one hand, human capital facilitates the creation of knowledge, 

fosters innovation, and enhances productivity. Its importance for growth has been 

acknowledged, since early scholarly work such as that of Becker (1962) and Romer 

(1990). In addition, education is also the key factor in explaining gaps in economic 

inclusion. For example, it has been conclusively established that returns to education 

have important implications for earnings and broader aspects of labour market 

inequality (Autor, 2014). The findings from Chapter 3 suggest that the declining returns 

to education and skills mismatch in the labour market contribute to the lower relative 

growth in the average earnings of low-income workers over time. As both returns to 

education and skills mismatch are linked to not only trends on the demand side of the 

labour market, but also to the quality of the education sector, it is essential to study the 

process of provision of high quality education. 

The quality of education is a highly politicized issue. Improving access to high 

quality of education has continued to be a pressing agenda for governments in 

developing economies. The challenge has shifted from increasing the quantity to 

improving the quality of education. Inequality in learning outcomes persists – the 75th 

percentile of children in developing countries perform less well than the 25th percentile 

of children in Organization for Economic Co-operation and Development (OECD) 

countries, and more than 60% of primary school graduates leave school without having 
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basic competencies (World Bank, 2018, pp. 6-8). Achieving equality in quality education 

is now the fourth goal of the Sustainable Development Goals (SDGs). 

Nevertheless, gaps in our understanding of what works best to improve 

learning outcomes remain. Studies have examined abundant education initiatives to 

identify best practices that work to improve learning outcomes in developing countries 

(Ganimian and Murnane, 2016; Masino and Niño-Zarazúa, 2016; García and Saavedra, 

2017). It has been found that education initiatives have positive effect on learning 

outcomes when the programme is designed around at least two determining factors of 

quality of learning, and when the programme design takes into account the local norms 

(Masino and Niño-Zarazúa, 2016). However, politics also matters in setting the quality 

of education. The multiple interests of political actors may jeopardize an education 

system, which eventually contributes to a low quality of learning outcomes (World 

Bank, 2018, pp. 189-95). Clearly, examining the extent of how institutions and local 

norms and conditions affect the delivery of education intervention and thereafter 

education quality is crucial.  

This brings about the tension between different types of policies to achieve 

equality in education quality, namely structural vis-à-vis pragmatic policies. Lipsky and 

Gartner (1996, cited in Artiles et al., 2006) highlighted the importance of transforming 

the education system in the direction of ensuring inclusive education. This approach 

emphasizes the importance of structural policies, which involve the transfer of certain 

ownership or authorities to achieve the objective (Stewart, 2016). On the contrary, 

pragmatic policies are short-term policies that do not involve transformation of 

ownership or authority over resources, such as educational assistance. Some examples 

are school-subsidy and school operational assistance in the form of in-kind transfer. 

Decentralization is a relevant example of a structural policy. A decentralized 

education system includes reforms that transfer certain authorities from the central 

government to the district education office, such as regarding teachers’ recruitment and 

salaries, local curriculum design, etc. It has been found to improve education by 

adapting it to local education needs (Di Gropello and Marshall, 2011) and by enhancing 

the sense of responsibility across actors (De Grauwe, 2005). However, it is also a 

double-edged sword as a tool to improve education quality. Whilst allowing the 

government to be more responsive to local needs, the direction of decentralization 

impact largely depends on local government capacity (Crook and Sverisson, 1999). 



 

 110 

A relevant example of a pragmatic policy is the case of educational assistance. 

Educational assistance is often designed to increase participation in education. 

Interventions such as educational cash and in-kind transfers (e.g. scholarship for low-

income students and school vouchers) help to improve participation in schooling by 

reducing the associated costs. It can also improve education outcomes through reduced 

child labour and encouraged attendance. Nevertheless, the results from such initiatives 

are often mixed and heterogeneous depending on the programme design (García and 

Saavedra, 2017). There are also weak links between educational assistance and learning 

outcomes (World Bank, 2013). 

Motivated by this, this chapter is interested in investigating the extent to which 

decentralization and educational assistance affects education quality. I focus on the case 

of a decentralized education system as an example of a structural policy, and 

educational assistance as an example of a pragmatic policy. We raise the question: what 

works to improve education quality? More precisely, this raises the question of: what is the 

mechanism through which educational assistance, together with a decentralized education system, works 

towards changing students’ learning outcomes within a fragmsented society and education system? 

 Indonesia provides a relevant case to study educational assistance and changes 

in education quality within the context of a decentralized education system. Inequality 

in education quality and quantity remain a challenge, particularly in remote and rural 

areas (World Bank, 2013, p. 13), despite the tripled government expenditure devoted to 

the education sector since 2000 (World Bank, 2017). Educational assistance has been 

central to addressing this challenge and, more importantly, has historically been 

designed as a part of key government anti-poverty policies, among others. It accounts 

for the largest share of total government social assistance expenditure (Yusuf and 

Sumner, 2015, pp. 344-45). In addition, the Indonesian government undertook major 

reform by carrying out decentralization in 2001. The rapid nationwide rollout 

implementation of the system transformed the previously highly centralized 

government structure. It has resulted in the transfer of education management from the 

central government to the independent district education office. The extent to which 

educational assistance leads to changes in education quality thus depends on the 

capacity of this changing institutional framework. 

Most importantly, Indonesia is unique in terms of how the education system 

has developed historically, particularly with respect to the role of private education. The 

education system has developed under the dominant influence of religious and local 
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principles, and political interests (Suratno, 2014). Moreover, in contrast to the 

developed world, private education plays an important role in closing the education gap 

– providing education to the low-income and marginalized population (Bangay, 2005, 

pp. 170–71). Private education provides close to 40% of lower and upper secondary 

school places and continues to be in demand because of the fact that it is mainly 

provided by communities themselves, and thus is influenced by their particular ethnic 

or religious orientation (Stern and Smith, 2016). 

The study sets its objective to evaluate the effectiveness of both structural and 

pragmatic policies in achieving inclusive progress in education quality. To achieve this 

objective, the study examines the evolution of educational assistance in Indonesia, 

assessing it as an indirect mechanism through which a decentralized education system 

affects quality of education. I argue that it affects education quality by influencing the 

provision of educational assistance to public and private schools, and that the 

institutional feature of education provision, which is subject to local norms, is an 

important mechanism behind it. To test this, I use information on education outcomes 

and characteristics of schools and their localities from a longitudinal study of the 

Indonesian Family Life Survey (IFLS) and analyze the impact of decentralization on 

education quality in Indonesia as measured by average student performance. Exploiting 

as the exogenous rule the variation in the implementation of government 

decentralization, we use the data to compute difference-in-difference (DID) estimators 

using standard DID and semi-parametric DID. 

I find indicative evidence that decentralization has facilitated collusion between 

village authorities and marginalized private schools, with substantial increases in 

financial resources, especially to private schools. Interestingly, I find that despite 

dominant rent-seeking behaviour and motives of self-interest, the increased allocation 

of public resources to private schools has had a positive impact on student achievement 

outcomes. The results also emphasize the role of social norms in determining the 

efficient allocation of public goods after decentralization. 

This study contributes to the literature in the following ways. First, it sheds light 

on our understanding of the extent to which a structural education policy, namely 

decentralized education system, works hand-in-hand with a pragmatic education policy, 

namely educational assistance, in improving the quality of education. Second, the key 

findings in this study offer further evidence on the mechanism of decentralization in 

improving education quality. It provides evidence that school location and social norms 
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(i.e. the extent of community engagement) are the indirect channels through which 

decentralization affects school outcomes. 

 The chapter is structured as follows. Section 4.2 provides a brief overview of 

the research context. Section 4.3 explains the data and estimation strategy, and Section 

4.4 provides the main results. Section 4.5 discusses the impact channels, and Section 4.6 

discusses lessons learned and its relevance to broader literature. Section 4.7 concludes 

with the limitations of the study and suggestions for future research. 

 

4.2 Conceptual framework and research context 

 
4.2.1 Decentral izat ion,  educat ional  ass is tance ,  and educat ion qual i ty  

Decentralization 

The study refers to decentralization as a government structure, whereby certain 

functions of central government are transferred to smaller independent government 

units (Faguet and Sanchez, 2008, p. 1296). A decentralized education system involves 

the delegation of certain authorities from the central government to the district 

education office. It can be in the form of the district education office receiving the 

responsibility of hiring teachers and local curriculum design, and/or the introduction of 

a school-based management system. 

The debate on the impact of decentralization on education quality remains 

open. Conceptually, it can positively affect education quality through rising government 

spending (Falch and Fisher, 2012, p. 278) and optimal allocation of education spending 

as a result of the increased autonomy of local institutions. The advocates argue that 

local institutions such as the district education office and schools have better 

knowledge about local demands and needs (e.g. De Grauwe, 2005; Di Gropello and 

Marshall, 2011). However, the system can also negatively affect learning outcomes 

through increasing inefficiency in the delivery of public services. The main critique of 

decentralization and public service delivery is that it is prone to corruption and rent-

seeking behaviours (Mueller, 2004; Cheikbossian, 2008), and the magnitude of the 

impact depends on the capacity of local institutions (Crook and Sverisson, 1999). 

 The scarce empirical evidence also demonstrates an inconclusive link between 

decentralized education and learning outcomes. Falch and Fischer (2012, pp. 277-78), 

using panel data on international test scores for 25 OECD countries, found that the 

increased spending post-decentralization has a positive impact on learning outcomes. 
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On the contrary, country-specific studies have highlighted the negative impact of 

decentralization on education outcomes (e.g. Merrouche, 2007; Leer, 2016). 

 Thus, it is evident that decentralization can act as a double-edged sword in 

improving education quality. Further in-depth investigation on whether and how 

decentralization affects education quality in developing countries is crucial to identify 

the importance of a structural policy for achieving inclusion as a development 

objective. In particular, further understanding is needed as to whether and how the role 

of institutions and local norms mediates the impact. 

 

Educational assistance 

In addition to decentralization, educational assistance has recently become an 

important tool to improve various education outcomes, including participation in 

schooling and students’ learning outcomes. However, extant evidence of the impact of 

educational assistance in improving education quality is still scarce and remains 

inconclusive, with a large bias towards assessment of participation in schooling, rather 

than of learning outcomes. A study evaluating the impact of a programme of 

scholarship for poor people in Cambodia, and using a regression discontinuity design 

(RDD), found that it increased school attainment but did not improve students’ test 

scores in the medium term (Filmer and Schady, 2014, pp. 683-84). In Colombia, a 

conditional cash transfer (CCT) programme conditioned on children’s school 

attendance (Familias en Accion) was found to increase school attainment, yet 

beneficiary and non-beneficiary children turned out to have equal scores in language, 

maths, and overall tests (Baez and Camacho, 2011, pp. 24-25). Interestingly, if 

combined with the right incentives, the same programme was found to raise children’s 

learning outcomes in the long term, following eight to twelve years of programme 

exposure (Barrera-Osorio et al., 2017). 

Similarly, Ganimian and Murnane (2016) reviewed more than 200 impact 

evaluation studies on different sets of education initiatives and concluded that simply 

reducing the cost of education for students did not translate into better levels of 

achievement. It takes components such as providing incentives to teachers, parents, 

and communities and putting a monitoring system in place for such programmes to 

translate such initiatives into better student performance (Ganimian and Murnane, 

2016, p. 739). More importantly, the results tend to be conditional upon the quality of 

institutions that provide education. For instance, Heinrich (2007, p. 122) assessed a 
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CCT programme in Argentina aimed at improving human capital, and the non-

experimental estimates suggest an improvement in the performance of students 

belonging to schools with better-equipped institutional capacity and management. 

Thus, the extant literature highlights the importance of institutional features in 

determining the success of such programmes. 

Motivated by the discussion, this study aims to contribute to the literature of 

education policies (decentralization and educational assistance) and economics of 

education by providing further clarity on the mechanism of which decentralized 

education affects education outcomes. The research focuses on assessing the 

transmission mechanism and investigating the role of institutions – the district 

education office and schools if combined with the right incentives – in determining the 

size and magnitude of decentralized education and educational assistance on learning 

outcomes. It examines three important mechanisms and tested the following: 

i. The role of educational assistance: the study tests whether decentralization affects 

education quality through increased access to educational assistance. 

ii. School management: the study tests (i) whether decentralization affects education 

quality through improved teachers’ effort; (ii) the heterogeneity on the impact 

of decentralization by election type of the school principal. 

iii. Localities and social norms: the study tests whether decentralization affects 

education quality more among public schools if the school is located in an 

active community. 

 

4.2.2 Educat ion qual i ty  and pol i c i es  in Indones ia  

Education remains important for Indonesia as a means to move out of poverty. 

Lack of education plays a key role in explaining the large share of working poor in the 

population in Indonesia (Priebe et al., 2014, p. 23). Levelling the quality of education at 

all levels is important in solving the skills shortage and achieving the country’s 

aspiration of avoiding the middle-income trap (World Bank, 2014). 

Nevertheless, slow progress in improving education quality has proved to be a 

persistent challenge despite the country’s achievement in expanding access to 

education. Secular decline in returns to schooling between 1993 and 2007 reflect the 

fact that quality of education does not respond well to market demand (Purnastuti et 

al., 2013), and that the quality of education in Indonesia is comparatively lower than in 

other Asian and other less-developed countries (Purnastuti et al., 2015, p. 191). 
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Learning outcomes have also been on a downward trajectory when compared globally. 

For instance, Vietnam ranks eighth while Indonesia ranks sixty-second in science 

scores, out of the 70 countries surveyed (Gurría, 2016, citing 2015 OECD PISA data). 

Moreover, unequal access to good-quality education and unequal distribution of 

schools and high-quality teachers remains evident, particularly disadvantaging rural and 

remote areas (World Bank, 2013, p. 13), where schools must fill in the gaps to provide 

education to poorer, rural, and remote areas (Bangay, 2005, pp. 170-71). 

Since independence in 1945, the government of Indonesia has been aware of 

the challenges in providing equal access and educational experience across the regions, 

and has continued to address them through various education reforms and increased 

financial resources. One important thing to note is the shift in the strategy from 

providing hard infrastructure during the New Order era (1996–1998), such as building 

schools in villages, to direct targeting towards schools, teachers, and students – aiming 

to not only increase access to but also improve quality of schooling. The share of 

education spending in total government expenditure tripled between 2000 and 2013, 

becoming the second-largest area of spending after government administration (see 

Figure 1). 

 

Figure 1: Trend in government expenditure by sector (2001–2012)

 

Source: Author’s illustration based on the Indonesia Consolidated Fiscal Data Set (COFIS) (World Bank, 
2017). 
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Among others, educational assistance is the key element to improving access to 

and quality of education. The allocated budget for educational assistance has 

constituted the largest share of total government expenditure for targeted social 

programmes for a little over two decades, surpassing that of health, village, and 

community programmes (Yusuf and Sumner, 2015, pp. 344-45). This assistance is 

mainly provided in the form of direct cash transfers to schools and students, such as 

school subsidy (JPS), School Operational Assistance (BOS), scholarship for the poor 

(BSM), and cash transfers for children as part of the Family Cash Transfer Program 

(PKH). The decentralized education system in Indonesia was instigated in 2001 as part 

of ‘big bang’ decentralization across government sectors, and led to major changes in 

education management throughout the country. What makes Indonesia a unique case 

study is that decentralization occurred on a large scale and in all parts of the country 

simultaneously, transforming the previous constituencies into 34 provinces, 413 

districts, 9,982 sub-districts, and 80,414 villages (Nasution, 2016, p. 4). There are 

currently five levels of government: central government, province, kabupaten (district), 

kecamatan (sub-district), kota (municipality), and kelurahan/desa (village). The main 

change as a result of decentralization is the transfer of authority and fiscal responsibility 

from central government to the district and municipality levels of subnational 

government; they are now responsible for managing their own budget expenditure and 

provision of public goods, including the education sector (Nasution, 2016, p. 7).1 

Prior to decentralization, the education sector was highly centralized, whereby 

the Ministry of Education (MoEC) and Ministry of Religious Affairs (MoRA) were 

responsible for national planning and management of the national education system 

and its financing. Public teachers were thus central government employees, rather than 

being chosen by subnational governments or local communities. This is in contrast to 

post-decentralization, in which the district office now has the authority to allocate and 

design local education policies. This includes managing education finance, the design of 

local regulatory frameworks, the development of the curriculum at school level, and the 

provision of early childhood, basic, and secondary-level education (World Bank, 2013). 

Thus, an assessment of the changes in education quality in general needs to take into 

account the heterogeneity in the capacity of district education offices in managing these 

additional resources. 
                                                        
1 It is important to note that in 2014, the government enacted law no. 23 that led to a 
shift in authority for senior secondary schools from district to province level (Nasution, 
2016, p. 135). Due to this, the study restricts the analysis period from 2000–2007. 
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This is particularly so in the case of the transfer of educational assistance. 

Agustina et al. (2009, p. 25) illustrate the role of institutions in managing public 

scholarship programmes, whereby districts and head teachers play a significant role in 

targeting and allocating beneficiaries at school level. While the quota is determined at 

the central level (MoEC and MoRA) for each of the provinces, it is the school and 

district that decide whom to receive the resources. Often the school principal who is in 

charge of fund disbursement when students or parents are not available at the right 

time receives the educational assistance directly. Therefore, the role of institutions – 

schools and the district education office – along with the community, should not be 

overlooked when assessing overall changes in education quality and the role of 

educational assistance, particularly within the context of a decentralized education 

system. This is particularly relevant in a heavily populated and geographically 

challenging country such as Indonesia, in which local institutions – district education 

offices and local schools – are often responsible for administering government 

programmes. 

Earlier studies have investigated the heterogeneous effect of decentralization in 

Indonesia, such as by urban/rural area and engagement of school committee (e.g. Leer, 

2016). However, they shed limited light on the role of institutions (i.e. district offices 

and school officials) and local norms in allocating the increased education financing and 

the type of school which receives them. The present research aims to fill the gap by 

providing a greater clarity and more nuanced assessment vis-à-vis the particular 

conditions through which decentralization and educational assistance can affect 

education outcomes in public and private schools. This is done by investigating the role 

of educational assistance, school efforts, and communities as the mediating factor 

through which decentralization affects education quality. 

4.3 Data and estimation strategy 

 
4.3.1 Data 

The analysis carried out in this study is based on the Indonesian Family Life 

Survey. The IFLS is a multipurpose ongoing longitudinal survey, which provides in-

depth information on the economic and non-economic wellbeing of individuals, 

households, and communities.2 For the study, we use information on school and 

                                                        
2 The survey currently has five waves, covering a 21-year span from 1993 to 2014, and 
collects information from 13 out of 26 provinces in the nation. The sampling scheme is 
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community characteristics. The IFLS collects repeated cross-sectional information on 

schools within sample communities, which draws information on three level of 

schooling – primary, junior secondary, and higher secondary level. It collects nine 

schools in each of the enumeration (community) areas from a total of 321 numeration 

areas. The schools were randomly selected from a sample drawn on the basis of 

households’ knowledge of school facilities. Within each school, a further random 

sample was drawn to obtain information on students’ test scores. 

This study aims to test which hypothesis holds in explaining the role of 

decentralization in facilitating changes in education in Indonesia. As such, we intend to 

examine the direct and indirect mechanisms of the impact of decentralization on 

education quality. For indirect impact channels, we are particularly interested in the 

possibility of misallocation of education financing, and reduced school and community 

efforts after decentralization. As such, we focus on the role of educational assistance, 

school localities, and social norms in determining the direction and magnitude of 

decentralization in determining improvement in education quality. This would require 

information about not only schools, but also the characteristics of the localities (village 

and community). This provides justification for the use of the data, as the IFLS collects 

in-depth information on schools, village, and community characteristics, which allows 

for testing the hypothesis. IFLS school modules collect information on students’ test 

scores, school facilities, teachers’ education and experience, school decision-making in 

financing, and most importantly, in-depth information on the type and amount of 

educational assistance received by the school. Furthermore, the IFLS is the only data 

set that provides in-depth information on education quality and facilities in Indonesia. 

However, IFLS data also has a few limitation that requires one to interpret the 

results in this study carefully. The data is representative up to 83% of the national 

population. The module on school-characteristics are designed to be representative at 

each level of schooling – primary, lower-secondary, and upper-secondary. It is also 

important to note that IFLS under represents the less developed areas such as the 

Eastern region. Eastern region in general has relatively lower level of access and 

students’ performance in schooling. This implies that the analysis in this study may not 

well represent the heterogeneity in the quality of schools that are related to the 

variations posed by time-invariant characteristics, e.g. geographical variations, districts 

                                                                                                                                                            
stratified at province level and urban/rural locations, and the 13 provinces represent up 
to 80% of the population (Frankenberg and Thomas, 2000, p. 4). 
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characteristics. I made efforts to control for this by incorporating relevant covariates 

including urban/rural, and province-fixed effects. Nevertheless, the results are not to 

be generalized into a smaller level of unit of analysis, e.g. district-level. Note that in 

Indonesia, the inequality in the access to and quality of education persists and can be 

due to the inequality in the human capital of district education office. To estimate the 

impact, I compare two groups: public schools as the treatment group and private 

schools as the control group.3 Table 1 shows the number of observations included in 

the analyses for each of the estimation strategies applied. The unit of analysis in this 

paper is the school. The observations include all public and private schools. I also 

exclude observations with extreme values in terms of education outcomes. I follow a 

standard measurement of education outcomes, i.e. students’ performance, captured by 

standard test scores. The key dependent variables for education outcomes are the 

average student score in mathematics and language tests in the national examination at 

school level. 

 

Table 1: Sample selection from IFLS 2000 and 2007 

No. of schools Full sample DID sample SDID sample 

Public 

Private 

Total 

2,366 

2,404 

4,944 

2,062 

2,036 

4,272 

619 

145 

764 

Notes: The full sample contains schools of all levels surveyed in 2000 and 2007. The 
DID sample is a sub-sample used to estimate the impact using the standard 
difference-in difference estimation; the SDID sample is the sub-sample used for 
the estimation using the semi-parametric difference-in-difference as illustrated in 
Abadie (2005). Source: Author’s  calculation based on IFLS 2000 and 2007 rounds. 

 

This study is interested to understand whether decentralization affects the 

quality of education, particularly among the public schools that are affected by the 

policy. In order to estimate this effect causally, we need information not only on 

education outcomes when the public schools received the treatment, but also on 

outcomes in the absence of decentralization. Essentially, the effect of decentralization 

would be the difference in the average of the two. However, the challenge is that the 

                                                        
3  The control group refers to a group of schools that were not affected by 
decentralization, i.e. private schools. The treatment group refers to schools that were 
affected by the decentralization decree. It includes all government schools under MoEC 
administrations. 
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latter information is not observed. Thus, estimating the effect would involve a 

measurement of information that one never observes. 

To counter this, I employ two methods that are popular in the literature of 

policy evaluation studies. I exploit the natural experiment of decentralization which 

occurred in 2001, sample a repeated cross-section of data on schooling and education 

outcomes, and apply two estimation methods to estimate the impact of decentralization 

on education quality in Indonesia. In other words, I apply standard DID as illustrated 

in Athey and Imbens (2006) and semi-parametric DID (SDID) as demonstrated in 

Abadie (2005). I explain the estimation strategy in detail below. 

 

4.3.2 Est imating s tudents ’  achievement 

The first task is to estimate the direct impact of decentralization on education 

quality of schools. Later on, in section 4.5 I start studying the mechanisms behind the 

impact, including characteristics such as educational assistance. I follow a similar 

strategy for estimating the effect of decentralization on education quality in Indonesia 

as that illustrated in Leer (2016). Education quality is measured in terms of the average 

test scores in language and maths. The unit of analysis is the school. Education quality 

is determined by the following function: 

 

!!"# = !! + !! !"#$%&!"#  +  !! !"#$%&!"#×!"#$%&'&($ + ! ′!"# ! ! !!"# + ! !"#   (1) 

 

where !  is the average outcome variable (i.e. maths and language test scores) in school 

! , province !  at time ! . !"#$%&!is a binary variable coded 1 for public school as the 

treatment group, !"#$%&×!"#$%&'&($ is the variable of interest with ! !!capturing the 

impact of decentralization on the education quality of public schools relative to their 

private-school counterparts. ! ��  is a vector of covariates that controls for school 

characteristics. This includes education level of the teachers, teachers’ experience, 

teachers’ average working hours per week, and election type of the school principal.  

! � is a vector of covariates that controls for the localities of the school, which 

includes urban/rural, province-dummies, and village characteristics. Table A1 in the 

Appendix lists and describes the variables. Standard errors are clustered at the unit of 

analysis – school level.  

 It is important to note that I modify and extend the function of education 

quality to fit the main purpose of the study. First, I apply different definitions of public 
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vs private schools; I do not incorporate schools under the Ministry of Religious Affairs 

(MoRA) within the control group. The reason is that MoRA schools have never been 

decentralized to date. After decentralization, there has been an increase in education 

financing among public schools (both under MoEC and MoRA administration). Thus, 

categorizing public–religious schools as private schools (as in Leer, 2016) can 

potentially result in contamination of the control group, hence leading to biased DID 

and SDID estimators. Second, as briefly discussed in Section 4.2, localities and school 

norms matter in determining the direction and magnitude of decentralization impact on 

education quality. Hence, I incorporated the two vectors of covariates (X’ and Z’) into 

equation (1), as they have been overlooked in earlier studies. 

 

4.3.3 Dif f erence- in-di f f erence (DID)  

Difference-in-difference estimation is a popular method in the applied 

economic literature for measuring the impact of a policy change (Heckman et al., 1999, 

p. 30). It measures the effect of a policy or an intervention by comparing the outcome 

of interest in the treatment group before and after the intervention. With the nature of 

the data, DID estimation performed on a repeated cross-section is most appropriate 

for the study for two reasons.First, I can identify the treatment status of schools pre- 

and post-treatment – in this case, public school is the treatment group and private 

school is the control group. In this study, I have the advantage of a natural experiment 

in the treatment assignment due to the mechanism in which decentralization took 

place. In an experimental study, one needs to develop two groups of comparison, 

randomly assign which of the groups receive the treatment, and ensures that the 

treatment assignment is exogenous and the two groups have no statistically significant 

difference in their characteristics. However, decentralization in Indonesia presents as a 

natural experiment – the treatment status is naturally assigned. Following the 

decentralization in 2001, all public schools naturally belong to the treatment group and 

private schools are the control group. The reason is because the decentralized 

education system and the changes that come with the policy only apply to the 

government administered public schools. In addition, I observe covariates of both the 

treatment and control groups in the post-treatment sample. 

Using DID, the study seeks to estimate the average treatment effect (ATE) in 

the present study, the impact of decentralization on average education outcomes of 

students in public schools relative to the control group, private schools. The parameter 
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of interest is the interaction between the treatment group (a dummy; 1 is equal to 

public schools) and the treatment period variable (a dummy; 1 is equal to the post-

decentralization period). To ensure the causality of the DID estimate, we need to 

satisfy certain assumptions, namely that the parallel trend and the treatment effect are 

constant across groups and across periods. I follow the set-up of linear DID for a 

continuous outcome variable as illustrated in Athey and Imbens (2006) and Puhani 

(2012, p. 86). 

 

The equation below captures the treatment effect: 

 

! = ! !! ! = 1,! = 1,! − !! [!!|! = 1! ! ! 1,!!  (2) 

where ! ! is the potential outcome if treated, !! is the potential outcome if not treated, 

!  is a binary indicating treatment status and coded 1 if the observation receives 

treatment and 0 otherwise, T is a binary indicating time variable and coded 1 if the 

observation is observed post-decentralization, and !  is a vector of covariates. 

 

The enrolment in the treatment is then specified as: 

 

! = 1 ! = 1,! ! ! ! !!! !D (3) 

where, D=1 indicates that DID in the linear model assumes the observation rule for 

the outcome of interest (Y), which is demonstrated in this equation:  

 

! = ! ×!! ! + 1 ! !  × !! (4) 

The potential outcome !! in the linear model is specified as: 

 

! ! !! ! !! ! !!" ! !" + !"  (5) 

Equation (5) implies an important assumption in the DID linear model: it assumes that 

the effect of time period ! is constant across control and treatment groups. Also, the 

difference between the two groups ! is constant across the period. 
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Following the specification in equation (2) and equation (5), the equation can be 

rewritten as: 

 

! !! ! = 1,! ! 1,!] =  ! ! ! + ! ! !"                (6) 

If assumptions as implied in equations (3), (4), and (5) are satisfied, then the treatment 

effect can be obtained by the following:4  

 

!" !,!,! ! !" !×! ! ! !" ! !" ! !"  

! ! − !"  × !" + !" ! !"  

= !" + !" + !"# + !" (7) 

The treatment effect ! is then captured by the interaction term between the treatment 

status variable !  and the time period !. 

 

4.3.4 Semi-parametr i c  di f f erence- in-di f f erence (SDID) 

The remaining challenge in this study is to ensure that the present research 

addresses the imbalances in the characteristics of public and private schools prior to 

decentralization (i.e. the average pre-treatment characteristics). The DID estimator 

relies on strong assumptions and one of the key assumptions is the parallel trend – the 

average outcome for both treatment and control groups moves in a parallel direction 

before and after the treatment, when treatment is not present. This will require that the 

average characteristics before the treatment are balanced across the groups and 

violation of this assumption will result in biased DID estimators (Abadie, 2005, pp. 1-

2). 

I test for this by plotting the average language and maths test scores, pre- and 

post-decentralization, of both public and private schools. The parallel trend of average 

education outcomes of both schools show that they move in parallel paths, although it 

is evident that students of public schools on average score higher in both language and 

maths than private school students (see Figure A1 in Chapter 4 Appendix). I further 

investigated by performing balance checks on the mean difference of pre-treatment 

characteristics between public and private schools, and observed imbalances in some of 

                                                        
4 The study uses the diff Stata syntax developed by Villa (2016). 
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the covariates (see Table A2 in Chapter 4 Appendix).  Therefore, it is important to 

address this to ensure that we do not violate parallel assumption and arrive at unbiased 

DID estimates.  

 To address this challenge, the study also estimates the impact of 

decentralization on education quality using the semi-parametric DID (SDID), as 

illustrated by Abadie (2005), to strengthen the reliability of the estimates. SDID can be 

used to examine the impact of an intervention and is particularly useful when 

longitudinal or repeated cross-sectional data are available. Most importantly, this 

method complements the conventional DID estimations. It helps correct for observed 

differences in the mean characteristics between the two comparison groups that are 

potentially correlated with the outcomes of interest (Abadie, 2005, p. 13). It addresses 

the imbalances in the characteristics of control and treatment groups using a reweighing 

technique (Houngbedji, 2015, pp. 1-2). The inference takes into account that the 

propensity score is estimated. The average treatment effect is obtained through the 

following equation:5 

 

! !
! ! !

!! ! ! !)×
! ! ! (!! !

! !∅(!!)
                   (8) 

The implementation of SDID to investigate the impact of decentralization on the 

average of education outcomes of public schools in comparison with private schools is 

crucial. This is because (as discussed earlier) we had observed some differences in the 

characteristics of the two groups that may affect the average test scores. 

In practice, SDID estimation involves two steps. First, I calculate the propensity 

score – the probability to be treated, using a set of covariates that we use in the 

identification model as captured in equation (1). Next, I reweight the sample using the 

estimated propensity score to construct the SDID sample to estimate the impact of the 

treatment. I drop observations that have propensity scores of less than 0.01 or greater 

than 0.99. This is done by using the absdid syntax in Stata developed by Houngbedji 

(2015). 

4.4 Results 

4.4.1 Descr ipt ives  and balance checks  

                                                        
5 In practice, I used the absdid Stata syntax developed by Houngbedji (2015) to carry 
out the estimation. 



 

 125 

In this section, I briefly discuss the descriptive statistics of the sample and 

explain the results of balance checks on pre-treatment differences between private 

schools (as control) and public schools (as treatment group). The study consists of 

information on observable characteristics of schooling and localities (i.e. village and 

community characteristics) in the baseline year 2000 and the follow-up year 2007. Table 

2 provides descriptive statistics of the situation before the reform. 

 

Table 2: Descriptive statistics for covariates pre-decentralization (2000) 

Variables Private Public Difference t-coeff sig.level 

Language test 5.219 6.279 -1.060 -20.128 *** 

Maths test 4.333 5.767 -1.434 -19.593 *** 

Sanitation 0.609 0.545 0.064 2.706 

 Village revenue 103.976 119.976 -16.000 -1.346 

 Poor household (%) 24.794 28.721 -3.927 -2.906 

 Urban 0.672 0.537 0.134 5.792 *** 

Distance to district 

office 19.401 19.135 0.267 0.219 

 Community groups (n) 4.658 4.731 -0.073 -0.918 

 Teacher with primary 

education 0.002 0.000 0.002 1.488 

 Teacher with lower-

secondary education 0.067 0.050 0.017 1.514 

 Teacher with upper-

secondary education 0.147 0.169 -0.022 -1.213 

 Teacher with tertiary 

education 0.903 0.842 0.061 3.583 

 Teacher years of 

experience 12.405 16.587 -4.182 -12.955 *** 

Teacher working hours 22.911 29.862 -6.951 -15.437 *** 

Note: Survey weight applied. Source: Author’s calculation based on IFLS 2000 and 2007 rounds. 

 

The results confirm that decentralization had taken place after the year 2000, 

which was indicated by the observed jump in the share of public schools managed by 

district education offices. Recall that the MoEC involved centrally managed public 

schools prior to the reform. Decentralization also affects the revenue and expenditure 
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structure of villages and schools. The government contribution to total village revenue 

rose by approximately 20 per cent in 2007 and school revenue continued to double 

during the period 2007–2014 (Figure A2, Appendix). This was even more pronounced 

among the private schools (Figure A3, Appendix). 

Despite the reform, the government still retains a significant role in providing 

education finance down from the village to school level. Government funding 

continues to account for 50–60% of village and school revenue and contributes the 

largest share of finance to educational assistance in both public and private schools 

(Figure A4, Panel A, Appendix). The average value of government educational 

assistance has tripled in real terms since the reform, with a pronounced rise among the 

private schools (Figure A4, Panel B, Appendix). However, whether increased education 

financing leads to changes in education outcomes will depend on institutional capacity 

and the effective allocation of spending. 

The data also show that public schools provide a higher quality of education 

relative to private schools. On average, students in public schools consistently perform 

better in both language and maths tests, by 1.1 and 1.4 points respectively. This 

resonates with other studies and confirms the characteristics of private schools in 

Indonesia – perhaps unexpectedly, they provide low-cost education to the poorer 

regions and have less access to education finance and resources, limiting the quality of 

the education experience provided (Bangay, 2005, pp. 171-72; Kristiansen and Pratikno, 

2006, p. 515). The data show that the differences in the outcomes are driven by 

teachers’ effort – private schools on average have six per cent more teachers with 

tertiary education, but they spend fewer working hours relative to public schools (Table 

2). 

To arrive at non-biased estimates, it is important to ensure that there are no 

significant observed differences between the two schools. Notice that the t-test results 

show the observed mean difference of some of the covariates that are related to 

average test scores, e.g. urban, teacher years of experience, and teacher working hours. 

This poses a challenge in the estimation, as education outcomes among public schools 

could be the result of pre-existing characteristics, rather than an exogenous effect of 

decentralization, as explained in Section 4.3.5. In response to this, the study performs 

two estimation strategies as explained in Section 4. As a result, statistically significant 

differences in the mean of any pre-treatment characteristics between public and private 

schools are no longer observed (Table A2, Appendix). For robustness, the study also 
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examines the parallel trend assumption for the outcome variables using data from two 

points prior to the intervention (1997–2000). The results confirm that parallel trends 

hold, despite the consistently better average performance of public school students (see 

Figure A1, Panel A, in Appendix). 

 

4.4.2 The impact  o f  decentral izat ion on educat ion qual i ty  in Indones ia  

The study begins by estimating the difference-in-difference estimators on the 

direct impact of decentralization on education quality in Indonesia, focusing on two 

outcome variables – average student score in language and maths tests. Table 3 displays 

the results for the calculated difference estimators. As there is a significant difference in 

education outcomes in the baseline period, we report results for both DID and SDID 

estimators using the original and reweighted samples. 

 

Table 3: Impact of decentralization on education quality: DID and SDID 

estimation results 

  Language test Maths test 

Estimation Basic Extended Basic Extended 

DID -0.532*** -0.703*** -0.764*** -1.045*** 

s.e. [-8.14] [-7.03] [-11.59] [-10.10] 

Obs. 3904 1806 3880 1794 

SDID -0.442*** -0.350** -0.429*** -0.370** 

s.e. [-4.48] [-3.07] [-3.76] [-2.61] 

Obs. 764 509 762 510 

Notes: DID shows the difference-in-difference estimators, obtained using the diff syntax developed 
by Villa (2016), and SDID shows the semi-parametric difference-in-difference results, estimated 
using absdid Stata syntax with the following specifications: logistic option to estimate the 
propensity score for calculating weight to reweight the original sample; drop observations with 
propensity score of less than 0.01 and greater than 0.99. The basic model controls for no 
covariates and the extended model estimates the treatment effect controlling for other factors – 
school, village, and geographical variations. Standard errors are reported in parentheses and 
clustered at school level. In this and subsequent tables, ***, **, * indicate a significant level at 1%, 
5%, and 10% respectively. Source: Author’s calculation based on IFLS 2000 and 2007 rounds.  

 

The results demonstrate a significant impact of decentralization on education 

quality in Indonesia as measured by average learning outcomes. The findings are 

interesting and counterintuitive, whereby private schools seem to benefit more from 

decentralization. The estimated effects are statistically significant and robust to different 
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econometric specifications and various sets of covariates.6 Following decentralization, 

the estimated difference in the average scores in language and maths tests are negative 

0.5–0.6 and 0.7–1.0 points respectively. The differences are more evident for average 

maths test scores. We find that the difference-in-difference estimators tend to 

overestimate the changes in the average test scores. This is expected, as we observed a 

significant difference in average education outcomes between public and private 

schools. The results are similar to estimations from previous studies. For instance, Leer 

(2016), estimated the impact of decentralization on education quality in Indonesia using 

DID method and found negative coefficients, although they are statistically not 

significant. In this study, both DID and SDID estimators in this study are statistically 

significant and larger in the magnitude. One of the reasons can be because the model in 

this study controls for more time-variant school characteristics (e.g. teachers’ average 

working hours, teacher’s school principal’s education) and localities of the schools (e.g. 

community groups, village characteristics). Furthermore, the analyses in this study 

accounts for all levels of schools (i.e. primary and secondary), hence providing a larger 

sample size for estimating the impact. 

Nevertheless, it is important to carefully interpret the sign of the estimated 

coefficients. The coefficients show the estimated difference between the average 

performance of public schools and that of private schools, given the treatment of 

decentralization. Thus, the negative DID and SDID estimators do not necessarily 

suggest that decentralization is detrimental to education quality. On the contrary, they 

counterintuitively demonstrate the ‘catching up’ story of private schools. Recall that we 

observed an increase in average test scores among students in both public and private 

schools (Table A2, Appendix). The results simply indicate that the improvements in the 

education quality of public schools have been less significant than the improvements in 

the education quality of their private-school counterparts. In other words, private 

schools seem to have benefited more from decentralization than the public schools. 

4.5 The mechanism 

The interesting question is, then, why public schools do not benefit from the 

decentralization policy as much as private schools, which are theoretically not affected 

by the reform. This study goes a step further by investigating the mechanisms that can 

                                                        
6 For robustness, the study ran the same DD and SDID estimations with a different set 
of controls added, and found that the estimated decentralization impacts persist in the 
direction and magnitude, and do not change across different models. 
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explain the particular conditions and channels through which decentralization facilitates 

improvement in education outcomes. As highlighted at the outset, the study is 

particularly interested in examining the role of educational assistance as an indirect 

mechanism. In doing so, the study explores three possible channels, focusing on the 

role of key development actors – local institutions, schools, and communities. Among 

other channels, we argue that decentralization facilitates collusion between district and 

village officials, resulting from a shift in preferences when allocating education finance 

towards private schools – particularly in the form of increased provision of educational 

assistance to minority schools.  

 

4.5.1 Increased provis ion o f  educat ional  ass is tance programmes  

Studies have examined the importance of educational assistance programmes in 

enhancing education quality, including increased enrolment rates (Sparrow, 2007), 

school participation (Afridi, 2011), and improved learning outcomes (Anand et al., 

2009). The hypothesis is that decentralization helps to improve education outcomes 

through increased provision of educational assistance programmes. The present study 

investigates two possible mechanisms by examining (i) whether the decentralized 

education system increases access to educational assistance – measured by the share of 

students who received the educational assistance; and (ii) the amount of educational 

assistance – measured by the average amount received per student. Both are examined 

at the school level. Naturally, we expect that decentralization leads to an increase in 

educational assistance provided by the government. To investigate the link, we estimate 

the following equation using DID and SID estimations, whereby the outcome variable 

is each of the measures of access to and amount of educational assistance. 

 

!"#$%&'"!"# =
 ∝! +∝! !"#$%&!"# +  ∝! !"#$%&!"# !"#$%&'(')% !! !∝! !′!"#! !∝! !!!"#+∈!"#      (9)

      

where !"#$%&'"!"  is each of the measures of access to (ratio of beneficiaries of 

educational assistance) and amount of (average amount of transfer received per 

student) educational assistance in school ! in province ! at time ! ; !"#$%& is a dummy 

variable indicating the treatment group (public school affected by decentralization); 

!"#$%&'!()*+,&,-* is the key variable of interest with ! !  capturing the impact of 
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decentralization on the provision of educational assistance received by the public 

schools relative to the private-school counterparts; !�  is a vector of variables 

controlling for the school’s characteristics; and !�!"  is a vector of variables 

accounting for time-variant village characteristics. 

It is important not only to assess the impact of decentralization on cumulative 

educational assistance, but also to see how it affects different types of educational 

assistance. To take into account the complex structure of educational assistance 

programmes in Indonesia, we conduct the estimations by segregating the type of 

educational assistance into two: by provider and by type of benefits. I classify ‘provider’ 

as government, school committee, or community scholarship, while the type of benefits 

include education, cash, and in-kind educational assistance. As captured in the data, 

community and school committee involvement in providing educational assistance has 

been increasing, although government is still the predominant contributor to the total 

share (Figure A4, Appendix). 

First, I investigate whether decentralization increases access to educational 

assistance at school level. I measure it as the ratio of beneficiary students to total 

number of students in the school; the results are presented in Panel A of Table 4.7 I 

find that decentralization does not have an impact on the provision of government 

educational assistance. On the other hand, decentralization affects provision of school 

committee- and community-provided educational assistance. Post-decentralization, the 

DID estimator shows that the average share of beneficiaries for school committee 

educational assistance programmes among public schools went down by 1.8%, 

although the impact disappeared when we estimated SDID estimators. The ratio of 

beneficiaries of community educational assistance in public school increases by 1.5%, 

compared to private schools. 

Second, I also test whether decentralization increases the average amount of 

educational assistance received per student. As demonstrated in Table 4, Panel B, I 

found that decentralization does not affect the size of educational assistance across any 

type of provider (i.e. government, school committee, and community programmes) and 

any type of educational assistance (i.e. in-kind vis-à-vis cash). 

                                                        
7 Educational assistance in this paper refers to scholarship programmes that take the 
form of in-kind (e.g. school books and uniforms) and cash assistance (e.g. school fee 
waiver, registration fee waiver). It includes need-based, talent and merit, retrieval, and 
transition scholarships that are provided from various sources; government, community 
groups, parents’ organizations, and school committees. 
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Table 4: The effect of decentralization on provision of educational assistance 

Estimation Panel A: Type of Education Transfer 

Panel B: Type of 

Education Transfer 

Panel A: 

Ratio of 

beneficiaries Government 

School 

committee Community In-kind Cash 

DID 0.855 -1.733* -1.599 3.49 1.167 

s.e. [-1.18] [-2.13] [-1.28] [-0.53] [-1.21] 

Obs. 1624 1314 1298 71 1620 

SDID 0.245 5.696 1.477*** 3.49 1.167 

s.e. [-0.31] [-1.54] [-8.71] [-0.53] [-1.21] 

Obs. 358 33 6 71 1620 

Panel B:  

Size of 

transfer Government 

School 

committee Community In-kind Cash 

DID 0.656 7.09 -26.91 0.153 -14.45 

s.e. [-0.07] [-0.56] [-0.61] [-0.01] [-0.42] 

Obs. 1617 1307 1288 71 1616 

SDID -6.758 -2.893 25.04 n/a 0.928 

s.e. [-0.82] [-0.37] [-1.51] n/a [-0.05] 

Obs. 345 32 6 n/a 356 

Source: Author’s calculation based on IFLS 2000 and 2007 rounds. 

Overall, the results suggest that one of the mechanisms through which 

decentralization affects education quality is through increased access to educational 

assistance. It increases the allocation of educational assistance provided by the school 

committee more towards private school, relative to public school. This explains the 

‘catching up’ of education quality of private schools, post-decentralization. However, it 

is also important to note that the study does not observe a significant impact on the 

increase of government educational assistance, post-decentralization, which I 

hypothesized earlier due to the nature of decentralization. This gives an explanation for 

my earlier finding, whereby public schools benefit less from decentralization. It 

demonstrates an indicative evidence of ineffective allocation and use of increased 

educational financing to public schools, which echoes the finding from earlier studies. 
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For instance, World Bank (2013, pp. 12-13) argued that the current trend in education 

spending in Indonesia is unlikely to translate into better student and teacher outcomes 

due to inefficiency in education spending, significant inequality in the distribution of 

educational access and inputs, and lack of incentives for district officials to optimize 

spending utilization. 

4.5.2 School  e f for ts  and management  

Teachers ’  e f for t : The other possible explanation behind the catching up in 

education quality among private schools is that the schools’ effort to improve their 

students’ performance has increased. Advocates of a decentralized education system 

argue that it provides schools with more financial resources coming from the 

community. Also, decentralization provides greater freedom for schools to tailor their 

expenditure based on the school’s need. To test this, I proxy school effort with (i) 

teachers’ behaviour and (ii) number of active school days, and estimate DID and SDID 

estimators for decentralization’s effect on schools’ efforts. I include three indicators to 

measure teachers’ effort: average number of hours spent teaching in class, average 

number of hours spent in other jobs, and average monthly salary of teachers. The 

specification follows: 

 

!""#$%!"# =
 ∝!+∝! !"#$%&!"# +∝! !"#$%&!"#!"#$%&'(')% +∝! !′!"# ! !! ! !!!"#+∈!"#     (10)

                    

where !""#$%!" is each of the measures of effort in school ! in province ! at time !; 
!"#$%& is a dummy variable indicating the treatment group (public school affected by 

decentralization); !"#$%&!"#$%&'(')% is the key variable of interest with ∝! capturing 

the impact of decentralization on the average school’s efforts by the public schools 

relative to the private-school counterparts; !� is a vector of variables controlling 

schools’ characteristics; and !�!" controls for time-variant village characteristics. 

Table 5 shows the results. Decentralization reduces education quality through a 

levelling of teachers’ efforts between public and private schools. As illustrated, 

decentralization has had a negative effect on the average number of teachers’ working 

hours in public schools. In the presence of decentralization, teaching hours in public 

schools reduced by approximately five hours per week compared with private schools. 
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This is an important finding with a crucial policy implication. Following the increase in 

the average monthly wage of public school teachers, their effort is now less, post-

decentralization. This is confirmed by the positive effect we observed in the average 

number of working hours spent in another job (Panel B, right figure). 

 

 

Table 5: The effect of decentralization on schools’ efforts 

  Teaching hours Other working hours School days 

Estimation Basic Extended Basic Extended Basic Extended 

DID -7.095*** -7.581*** 6.881*** 6.883*** -0.0116 0.0199 

s.e. [-11.59] [-7.92] [-11.45] [-7.5] [-0.68] [-1.31] 

Obs. 3934 1849 3925 1844 4085 1853 

SDID -5.817*** -6.602*** 3.512** 1.734 0.0569 0.0573 

s.e. [-5.21] [-4.72] [-2.84] [-1.1] [-1.86] [-1.21] 

Obs. 801 544 798 542 820 545 

Source: Author’s calculation based on IFLS 2000 and 2007 rounds. 

This may be an indication of the absence of a strong performance monitoring 

system in place between the district education office and public schools. Post-

decentralization, the district education office has responsibility for hiring teachers. 

Instead of improving the performance of current teachers, the extra resources were 

used to hire more teachers. This is in opposition to extant evidence, which asserts that 

increasing the number of teachers is often not correlated with improved student 

performance (World Bank, 2013, p. 12). I also found limited evidence that 

decentralization facilitates an increase in the number of active school days (Table 5, 

column 6-7). 

School  management : Recall that I found that decentralization led public schools 

to improve less in terms of education quality than the average private school, and I am 

interested in observing whether collusion between village/community and school 

drives the trend. This relates to the literature on potential rent-seeking behaviour 

among school officials. The idea is that schools which are less dependent on the state 

or district government would improve their education quality more, because they have 

the capacity to allocate resources based on the needs of the school, rather than 

allocation being tied up with universal guidelines from the education ministry. To test 
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this hypothesis, I categorize the schools into two classifications based on how the 

school head was elected: ‘non-democratic’ and ‘democratic’ schools. Non-democratic 

schools are those that have their school head elected by the government, the state, or 

by the district education office. Democratic schools are those whose school head was 

elected by the community, i.e. through a foundation or school committee. 

 

Table 6: The heterogeneous impact of decentralization – by school head 
election type 

  Type of schools 

Estimation (I) (II) (III) (IV) 

Panel A: Language 

test All schools Central District Community 

DID -0.703*** -0.710*** 0.715*** -0.0812 

s.e. [-6.78] [-9.32] -9.73 [-0.95] 

Obs. 1806 1774 1774 1774 

SDID -0.350** 0.121 -0.816* 0.151 

s.e. [-3.07] -0.41 [-2.52] [-0.52] 

Obs. 509 343 19 36 

Panel B: Math test All schools Central District Community 

DID -1.045*** -0.638*** 0.658*** -0.376*** 

s.e. [-10.30] [-7.87] [-8.42] [-4.80] 

Obs. 1794 1762 1762 1762 

SDID -0.370** 0.0029 -1.104* -0.065 

s.e. [-2.61] [-0.01] [-2.11] [-0.20] 

Obs. 510 344 18 36 

Source: Author’s calculation based on IFLS 2000 and 2007 rounds. 

Table 6 shows the estimated impact of decentralization on the average test 

scores by different categories of schools. The key finding suggests that decentralization 

facilitates increased education outcomes among public schools only when there is a 

complete transfer of authority up to the level of district education office – in this case, 

where the district education office selects the school head among public schools. This 

is indicated by the positive DID estimators on both average test scores that we 

estimated on the ‘district’ schools sub-sample. Among non-democratic schools whose 

school principal was elected by the district education office, decentralization is found to 

increase the average scores by 0.7 and 0.65 for language and maths tests respectively 



 

 135 

more in public schools, as compared to the private schools. On the contrary, the 

estimated results among non-democratic schools whose school principal was elected by 

the central government are consistently negative across both average test scores. 

 

To sum, school efforts provide an alternative explanation for the certain conditions 

in which decentralization works to improve education quality. First, decentralization 

increases the average working hours of teachers more among private schools than in 

public schools. This explains the key ‘catching up’ story of private schools that benefit 

more, post-decentralization. Second, decentralization improves the average outcome of 

public schools more, relative to their counterparts only when a certain degree of 

authority is transferred from the central government to the district education office, i.e. 

via the hiring of teachers. 

 

4.5.3 Community engagement  

Another alternative mechanism through which decentralization may affect 

education outcomes is community efforts; the study hypothesizes that decentralization 

has a greater impact on education outcomes where there is an active community. This 

relates to a broader literature on the community role in development and in public 

service delivery (Stiglitz, 2002; Bovaird, 2007), and in improving education quality in 

particular (Kendall, 2007; Pradhan et al., 2014). To test this, I examine the 

heterogeneity of decentralization’s impact on education outcomes by the schools’ 

locality – whether the school is located in an active or a passive community. Active 

communities are defined as those localities where the number of active social groups is 

above average and passive communities as localities where it is below average.8 The 

results are shown in Table 7. 

Table 7: The heterogeneous impact of decentralization: active and passive 
communities 

  Language test Maths test 

Estimation 

Passive 

community 

Active 

community 

Passive 

community 

Active 

community 

                                                        
8  The social groups refer to community programmes or activities such as village 
cooperative youth groups, village improvement programmes, community public works, 
and a village mobile library. ‘Active’ social groups refer to the aforementioned activities 
that presently have been conducted or are being carried out on a routine basis.   
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DID -0.724*** -0.609*** -1.127*** -0.783*** 

s.e. [-5.41] [-3.45] [-8.30] [-4.22] 

Obs. 887 919 877 917 

SDID -0.546** -0.212 -0.463* -0.286 

s.e. [-2.76] [-1.54] [-2.44] [-1.35] 

Obs. 200 309 200 310 

Source: Author’s calculation based on IFLS 2000 and 2007 rounds. 
 

As shown, the findings demonstrate negative and significant DID estimators on 

the average test scores in both passive and active communities. This confirms the 

important role of communities, which facilitate improvement in education outcomes, 

particularly among private schools. However, the impacts are no longer statistically 

significant under SDID estimations, which, on the contrary, indicate the impact of 

decentralization on average education outcomes only being observed among schools in 

areas where the community is less active. This counterintuitive result can be explained 

by the fact that the school committee in Indonesia has limited influence over decision-

making on school budgets and planning. A study using a randomized control trial 

found that the school committee in Indonesia has a strong impact on learning 

outcomes when it has linkages with village councils; thus, increasing community 

participation alone does not suffice (Pradhan et al. 2014, p. 123). This finding is 

important as it underlines the importance of school localities when examining the 

direction and magnitude through which decentralization affects education quality. 

4.6 Discussion 

In this study, I have argued two things. First, inclusive progress in education 

quality can be achieved when structural policies (i.e. decentralized education systems) 

work hand-in-hand with pragmatic policies (i.e. provision of educational assistance). 

Secondly, local context and social norms are two important factors that determine the 

direction and magnitude of the impact from such policies. In seeking evidence to 

support the arguments, this paper has raised important research questions and provided 

empirical evidence. I discuss the lessons learned and policy implications below. 

Does decentralization improve education quality through increased public provision of 

educational assistance? The paper begins by examining the direct impact of 

decentralization on education quality, as measured by the average language and maths 

test scores. Using school information from IFLS data and taking advantage of the 

natural experiment of the decentralization policy in Indonesia, the paper has estimated 
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DID and SDID estimators to investigate the impact. We compared the outcomes of 

public schools (under MoEC administration, as the treatment group) and private 

schools (as the control group) for the period of 2000 (pre-decentralization) and 2007 

(post-decentralization).  

 The key finding is that decentralization in general facilitates an improvement in average 

students’ outcome in both public and private schools. The average language and maths tests in 

both the control and treatment schools had increased from 2000–2007. Interestingly, 

the impact is more evident among the treatment schools – private schools. This finding 

has two important implications. First, it reveals the ‘catching up’ story of private 

schools in terms of improvement in the quality of education provided. Second, this also 

implies that decentralization helps facilitate the progress of improving education quality 

which is inclusive; the private and marginalized schools benefit from the post-

decentralization reforms. It is inclusive because private schools in Indonesia, in contrast 

to the developed-country context, are schools that have filled the gap in providing 

educational access to low-income and marginalized students in remote and rural areas 

of Indonesia.  

Next, the study is particularly interested in investigating the role of educational 

assistance in facilitating the impacts of decentralization towards improving average 

students’ test scores. After decentralization, there has been an increase in education 

financing. The study hypothesized that the main channel through which 

decentralization improves education quality is through increased provision of 

government educational assistance more towards public schools. To test this, the study 

estimated DID and SDID estimators on the impact of decentralization on the 

provision of educational assistance and examined whether the impact is heterogeneous 

across different types of programmes: (i) government, school committee, vs 

community-provided educational assistance, and (ii) in-kind vs cash educational 

assistance. 

 The main finding is that decentralization increases the provision of educational assistance 

more towards private schools. However, we only observe a statistically significant impact for 

educational assistance that is provided by the school committees. This is in contrast to 

my initial hypothesis that decentralization would translate into a higher increase in 

government educational assistance. A possible explanation for this might be that the 

number of school committees and their role in school decision-making has increased 

after decentralization. One of the key reforms within a decentralized education policy is 
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the introduction of a school-based management system (SBM), which requires the 

establishment of a school committee within schools. Studies have found that 

introducing a school committee through the SBM system has helped to improve 

education quality in Indonesia (Bandur, 2012). 

Does the locality and social norms affect the direction and magnitude of the decentralization 

impact towards increased education quality? In the theory of provision of public goods or 

services, decentralization is a doubled-edged sword with respect to it being an attempt 

to increase the quality of public good provided. The reason is that the capacity of local 

institutions and the way society perceives the particular good determines the direction 

and the extent to which the decentralization policy works. Motivated by this conceptual 

debate, this study has taken a step further to investigate the role of localities and social 

norms as an indirect channel through which decentralization affects education quality. 

To achieve this objective, I examined the heterogeneity in the impact of 

decentralization by different type of school localities; schools located in active vs 

passive communities. 

The main finding suggests that the localities of the schools matter. I observed 

negative and statistically significant DID estimators on language and maths test scores 

in both types of localities. This indicates that after decentralization private schools have 

continued to increase their average test scores more than the public schools, regardless 

of whether the school is located in an active or passive community. Interestingly, the 

magnitude is higher among passive community sub-groups. This implies an interesting 

twist in the way decentralization works to improve education quality among public and 

private schools; decentralization works better for public schools (than private schools) 

if they are located in an area where there is an active community, whilst it yields a 

higher improvement on average test scores for private schools (than public schools) if 

they are located in an area where the community group is passive. 

 The key findings from this study illustrate several important lessons learned. 

First, a structural policy when working hand-in-hand with a pragmatic policy can facilitate inclusive 

development. This is reflected in the results that demonstrate increased average education 

outcomes post-decentralization through an increased provision of school committee-

provided educational assistance more towards private and marginalized schools. 

Second, localities and social norms are two important factors that explain the extent to which 

decentralization affects education quality. I found that decentralization works better in 

improving average education outcomes of students in public schools when the schools 
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are located in an ‘active’ area. This relates to the theory of public service provision and 

the role of community. It also means that governments should consider delivering 

programmes that increase community participation in schools to facilitate improvement 

in education quality among public schools.   

The key lessons learned from this study make an important contribution to the 

field of inclusive policies, decentralization, and education. This research has offered an 

important contribution to the limited yet growing literature on inclusive policies in 

developing countries, by demonstrating the definitive conditions under which a 

structural policy (i.e. a decentralized education system) vis-à-vis a pragmatic policy (i.e. 

educational assistance) would work in generating inclusive progress towards achieving 

better education quality. To the best of my knowledge, this is the first study that 

examines the intertwined policies of decentralization and educational assistance in 

Indonesia. 

Also, the analyses generated from this study have offered a fresh insight into 

the mechanism of decentralization, extending the story offered in Leer (2016) by 

demonstrating the importance of incorporating the localities of the school and social 

norms covariates in analysing the impact. For instance, the earlier study of Leer (2016) 

has argued that the heterogeneity of the impact of a decentralized education system on 

education outcomes in Indonesia is due to urban–rural segregation. Furthermore, the 

use of an SDID method in this study has strengthened the DID estimations; correcting 

the pre-treatment unbalanced covariates between public and private schools, and which 

has resulted in unbiased estimates of the treatment effects. 

 The findings from this study relate to the broader literature of decentralization 

and public service delivery, and the political economy behind them. They are related to 

the literature on decentralization and public service delivery through focusing on their 

effects on education quality (Faguet and Sanchez, 2008; Di Gropello and Marshall, 

2011; Leer, 2016). By looking at how decentralization affects the provision of 

educational assistance to public and private schools, I contribute to the literature on 

decentralization and social assistance (Bardhan and Mookherjee, 2005). To unravel the 

key mechanism through which I argue for the indication of collusion between school 

authorities and village officials, I position my argument within the literature on the 

effects of social and ethnic fragmentation on public service delivery (Alesina et al., 

2014; Tajima et al., 2017), particularly on the concept of rent-seeking behaviour 

(Mueller, 2004; Cheikbossian, 2008). I also explore the role of community, which 
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relates to the literature on community engagement in development and public service 

delivery (Stiglitz, 2002; Bovaird, 2007) and in improving education quality in particular 

(Kendall, 2007). 

4.7 Limitation and areas for further research 

Despite my attempts in addressing the challenges arising in this research, this 

study is subject to methodological limitation. Our DID and SDID estimators on the 

impact of decentralization on education quality is potentially a lower-bound estimation. 

The reason for this is that there are other educational policies that have taken place 

following decentralization, which may affect education quality. For instance, increased 

education financing to 20% of the national budget has gradually been implemented 

from 2003 to the present. Controlling for this policy change will require one to 

incorporate detailed information on the increased share of government education 

financing each school received for each observed period. 

 Based on the findings of the present study, there are several interesting areas to 

explore for further research. First, there is a need to use other factors as a proxy for 

education quality rather than relying solely on national examination scores. The 

implementation of the national examination in developing countries such as Indonesia 

is prone to corruption and leakage during the distribution of the materials. Further to 

my findings on the ‘catching up’ story of private schools, it is also interesting to further 

examine the hypothesis of ‘altruistic behaviour’ among school, village, and district 

officials. As such, we further investigate the heterogeneity of the impact by type of 

school, e.g. religious vs non-religious schools. The reasons are that the majority of 

private schools in Indonesia are religious-oriented schools. This provides us with an 

opportunity to examine whether an increased allocation towards private and religious 

schools is driven by the personal preference of the district officials, which questions the 

accountability of the extent to which decentralization improves education quality. 

Furthermore, it will be particularly useful to the understanding of achieving inclusive 

education if we further study the impact on other educational outcomes such as school 

transition. 

 To conclude, the unintended consequences of decentralizing education 

management demonstrate a positive and promising story in providing inclusive 

education in Indonesia. Private schools play an important role in bridging the gap, and 

providing access to education in rural and remote areas. While private schools are, in 

general, worse off in terms of quality and facilities, their catching up would mean the 
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increased provision of a better quality of education for children from low-income 

families. The results also yield important policy implications as follows. First, as school 

efforts are one of the key indirect mechanisms, government interventions to improve 

education quality should focus on reforming the school management quality of public 

schools. For instance, increasing incentives for teachers to increase the quality, rather 

than the quantity, of teaching, the provision of teacher training, and strengthening the 

role of the school committee in the school decision-making process. 
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Chapter 4 Appendix 

 

Table A 1: List and description of variables 

Variables Description 
Maths score Average students' score in maths national examination 

test 
Bahasa score Average students' score in language national 

examination test 
Post-decent A dummy; 1=observations in 2007 (post-

decentralization) 
Public A dummy; 1=public schools (as the treatment group) 
Sanitation A dummy; 1=sanitation facility is available in the 

village 
Village revenue Total village revenue 
Poor households (%) Average share of poor households in the village 
Urban A dummy; 1=village located in urban area 
Distance to district office Distance to the nearest district office from the village 

head office (in km) 
Community groups (n) Number of active community groups in the village 
teacher_primary Number of teachers with primary education in the 

school 
teacher_lowersecondary Number of teachers with lower-secondary education in 

the school 
teacher_uppersecondary Number of teachers with upper-secondary education in 

the school 
teacher_tertiary Number of teachers with tertiary education in the 

school 
teacher_hrwork Average number of hours teacher spent in the school 
teacher_otherjobhr Average number of hours teacher spent in other job 
schoolhead_primary A dummy; 1=school head's highest level of education 

is primary 
schoolhead_lowersecondary A dummy; 1=school head's highest level of education 

is lower-secondary 
schoolhead_uppersecondary A dummy; 1=school head's highest level of education 

is upper-secondary 
schoolhead_tertiary A dummy; 1=school head's highest level of education 

is tertiary 
Source: Author’s own construction. 
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T
able A

 2: B
alance of covariates across public and private schools (2000)

 

 

O
riginal sam

ple 
R

ew
eighted sam

ple
 

V
ariables 

P
rivate 

P
ublic 

D
ifference 

t-coeff 
sig.level 

P
rivate 

P
ublic 

D
ifference 

t-coeff 
sig.level 

Language test
 

5.219 
6.279 

-1.060 
-20.128 

*** 
5.330 

6.134 
-0.803 

-8.075 
*** 

M
aths test 

4.333 
5.767 

-1.434 
-19.593 

*** 
4.669 

5.683 
-1.014 

-7.725 
*** 

S
anitation 

0.609 
0.545 

0.064 
2.706 

 

0.590 
0.494 

0.097 
2.095 

 

V
illage revenue 

103.976 
119.976 

-16.000 
-1.346 

 

90.782 
100.498 

-9.715 
-0.541 

 

P
oor household (%

)
 

24.794 
28.721 

-3.927 
-2.906 

 

27.798 
28.736 

-0.939 
-0.353 

 

U
rban 

0.672 
0.537 

0.134 
5.792 

*** 
0.593 

0.491 
0.102 

2.216 

 

D
istance to district office 

19.401 
19.135 

0.267 
0.219 

 

19.152 
21.960 

-2.808 
-1.189 

 

C
om

m
unity groups (n)

 
4.658 

4.731 
-0.073 

-0.918 

 

4.535 
4.672 

-0.137 
-0.885 

 

T
eacher w

ith prim
ary 

education 
0.002 

0.000 
0.002 

1.488 

 

0.007 
0.000 

0.007 
2.068 

 

T
eacher w

ith low
er-

secondary education
 

0.067 
0.050 

0.017 
1.514 

 

0.070 
0.057 

0.012 
0.565 

 

T
eacher w

ith upper
-

secondary education
 

0.147 
0.169 

-0.022 
-1.213 

 

0.217 
0.153 

0.064 
1.860 

 

T
eacher w

ith tertiary 
education 

0.903 
0.842 

0.061 
3.583 

 

0.895 
0.865 

0.030 
0.955 

 

T
eacher years of experience

 
12.405 

16.587 
-4.182 

-12.955 
*** 

12.053 
16.085 

-4.032 
-6.907 

 

T
eacher w

orking hours
 

22.911 
29.862 

-6.951 
-15.437 

*** 
23.398 

29.678 
-6.280 

-7.822 
  

N
ote: O

riginal sam
ple is the sub

-sam
ple used for 

standard D
ID

 estim
ation and estim

ating using diff syntax in S
tata developed by V

illa (2016). R
ew

eighted sam
ple is used 

for estim
ating A

badie (2005) sem
i

-param
etric D

ID
 and the results are obtained by using absdid S

tata
 syntax developed by (H

oungbedji 2015)
. S

urvey w
eight applied. 

S
ource: A

uthorÕ
s calculation based on IF

LS
 2000 and 2007 rounds.
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Figure A 1: Parallel trend in the average language and maths test scores prior to 

matching (original sample, 1997–2007) 

 

 

 

 

 

 

 

 

 

 

Source: Author’s calculation based on IFLS rounds. 

Figure A 2: Trend in village revenue and expenditure (2000–2014) 

 
Source: Author’s calculation based on IFLS rounds. 
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Figure A 3: Trend in school revenue (2007–2014) 

 

Source: Author’s calculation based on IFLS rounds. 

 

Figure A 4: Trend in education assistance by provider (2000–2014) 

 
Note: The amounts shown in Panel B are in real values. Source: Author’s calculation based on IFLS 
rounds. 
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Chapter 5 

Concluding remarks: What, when, and how to achieve inclusion in 

developing countries? 

 

Summary: This chapter concludes the thesis by highlighting the lessons learned and 

contributions to the wider literature. It begins by revisiting the key research problems, 

explains the lessons learned and discusses the policy implications.  It then presents the 

contribution of the thesis. It also discusses some limitations with regard to the 

conceptual framework in analyzing inclusion and one limitation that is posed by the 

data and estimation strategies. This section concludes by highlighting potential 

directions for further research to advance our understanding of the inclusion concept 

and policies for Indonesia in particular, and for developing countries in general. Most 

importantly, the thesis concludes by demonstrating what is really meant by inclusion, 

and when and how it is achieved – focusing on the case studies presented in this 

research. Overall, this thesis has shed light on the novelty of inclusion as a development 

objective. It argues the importance of participation, which empowers individuals, 

particularly the disadvantaged – as an end to inclusion. Thus, the focus of development 

policy should be to redistribute both material and non-material resources, with a 

particular emphasis on empowering disadvantaged groups. The means to inclusion is 

through just policies and fair civil institutions, which provide incentives to encourage 

the participation of disadvantaged groups. 

 

Keywords: inclusion, earnings inequality, decentralization, developing country, Indonesia. 
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Social inclusion is based on the belief that we are all far better when no one is left to fall too far behind 

and the economy works for everyone. (…) It is achieved when all have the opportunity and resources 

necessary to participate fully in economic, social, and cultural activities which are considered the societal 

norm. (Boushey et al., 2007, p. 2) 

 

An equal society recognizes people’s different needs, situations and goals and removes the barriers that 

limit what people can do and can be. (Equalities Review, 2007, p. 16) 

 

5.1 Lessons learned and policy implications 

The overall objective of this thesis has been to examine the importance of the 

inclusion concept in understanding and addressing deficits in development. The post-

industrialization era has undergone structural transformation, including automation and 

job polarization, which poses new economic and social challenges. The conventional 

remedies of generating growth for development no longer suffice. Evidence has shown 

that growth has been exclusive, leaving disadvantaged people behind (e.g. David and 

Dorn, 2009; De Silva and Sumarto, 2014). Thus, achieving inclusive development 

requires an in-depth understanding of the individual’s participation in their everyday life 

– social inclusion. The thesis has attempted to address this challenge by contributing to 

the knowledge of inclusion in three aspects: concept, evidence, and policy. To achieve 

the objectives, I raised three main research questions. I explain the lessons learned and 

policy implications of the present thesis below. 

 

Part I: Conceptualization of inclusion 

First, I examined the conceptual basis of inclusion in developing countries in 

Chapter 2. Despite its first emergence as a policy term in the 1970s in developed 

countries, the greatest challenge in understanding inclusion persists: the slipperiness of 

the concept. Social inclusion has been interpreted differently in different contexts and 

disciplines. The debates on what is meant by the term remain open. Nonetheless, the 

notions of ‘inclusion’ or ‘inclusive’ have been widely used in policy documents, set as 

the global development objective, and have been increasingly used in development 

intervention without having clarity of its novelty alongside other welfare concepts 

(World Bank, 2013, p. 215). 

Motivated by this, the chapter has aimed to provide a conceptual clarity of 

inclusion and investigated the following questions: what do we really mean by inclusion? How 
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can inclusion help to enhance our understanding of exclusion? In comparison with other welfare 

concepts, how can an inclusion lens help shape a more inclusive objective and design of development 

policy? To answer these questions, I focus on the critical analysis of the debates within 

sociology and the economics literature of inclusion. To frame inclusion as a welfare 

concept, I have also considered the wider literature on social inclusion, poverty and 

inequality measurements, and social policy, particularly social assistance. 

Inclusion is best understood as full participation of the individual in economic, social, and 

political activities. Critical discussion on the extant literature on inclusion as presented in 

Chapter 2 has demonstrated the common drawbacks on the diverging views of 

inclusion: the fuzziness in establishing clarity between ‘the means’ and ‘ends’ to 

inclusion. The end product of inclusion is the extent to which citizens are able to 

participate and have the freedom to choose the kind of activities they want to engage 

in, with a particular emphasis on empowering the disadvantaged population. A clear 

example of it is paid employment for the non-working class as an end to inclusion; 

employment provides a way to engage in civil institutions and participate in social 

networks. This can be achieved through just and fair policies that prioritize low-income 

groups and the recognition of citizens’ rights. Thus, other concepts that define 

inclusion such as inclusive institutions and a feeling of acceptance and recognition 

simply refer to the means, rather than inclusion as an outcome. This leads to an 

important implication for the practicality of operationalizing the concept. 

Consequently, it provides an important justification to approach inclusion as a 

freestanding notion, rather than simply the reverse of exclusion or a redundant term with 

other welfare concepts such as poverty and inequality. The key finding from this study 

is that social inclusion suffices as a standalone notion and can serve as an alternative to 

the understanding of underdevelopment. Inclusion should be understood as the full 

participation of individuals in the key economic, social, and political activities in their 

society. The key to reconcile the different views of inclusion, e.g. identity, achievement 

of wellbeing, etc. is to identify the ‘means’ and ‘ends’ to inclusion. The drawback of 

other views on inclusion is the lack of precision and understanding of these two. For 

instance, an achievement of a minimum living standard is a precondition to inclusion, 

rather than the end of the inclusion outcome per se. 

Setting inclusion as the objective of development transforms our thinking on policy choices. 

Incorporating the theory of justice and the idea of citizenship helps to understand how 

to achieve inclusion. The reason is that the three concepts (i.e. inclusion, social justice, 
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and citizenship) share a common principle – emphasis on the ‘politics of recognition’, 

rather than the ‘politics of redistribution’. Inclusion is a feature of a just society and 

citizenship is a precondition to inclusion. Inclusive policies have distinctive 

characteristics: they concern the whole distribution, and place emphasis on the 

disadvantaged population and recognizing the differences of groups/individuals 

(‘recognition element’). The findings from this chapter serve as a useful foundation for 

further research on measuring inclusion and assessing the effectiveness of inclusive 

policies, which I have explored in Chapters 3 and 4. 

 

Part II: Evidence on deficits in economic inclusion 

Next, I aimed to identify evidence of deficits in economic inclusion and 

examined the driving forces. In Chapter 3, I studied the evidence of deficits in 

economic inclusion within the context of the labour market in Indonesia. I defined 

economic inclusion as the relative gain of low-income workers over time. To 

investigate economic inclusion, I asked the following questions: what is the evidence of 

economic inclusion in the labour market? Precisely, is rising earnings inequality always undesirable, 

and can what lies behind the bridging or levelling off of an earnings gap be a bane rather than a boon 

for long-term economic health and welfare? Using representative household survey data and 

state-of-the art decomposition methods, I decomposed the changes in earnings level 

and inequality, into the factors that are explained by the structural change and changes 

in workers’ characteristics. The empirical exercise in this chapter laid primarily on the 

study of the determinants of earnings inequality. 

 In an era of structural transformation and growth, it is important to raise 

questions as to whether the interplay between the two leads to job polarization and 

labour market consequences in the form of more dispersed earnings distributions, 

particularly within the context of developing countries. More importantly, how has the 

tension between them affected the welfare of low-income workers? Some lessons 

learned as drawn from this study are now outlined. 

First, evidence has demonstrated that there are deficits in economic inclusion, presented by the 

levelling off of earnings inequality in the presence of rising real wages. In this study, I focus on the 

definition of ‘inclusion’ or ‘inclusive’ as explained in Kanbur and Rauniyar (2009, p. 

440), which concerns evaluating growth at the average level and across the distribution 

of the income and non-income dimensions of welfare, that benefits more of the 

disadvantaged population. This research shows that overall earnings inequality had 
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declined from 2000–2014 in Indonesia. Yet, on a closer look, it first declined from 

2000–2007 and the trend was reversed later. The growth in earnings level of low-

income workers was less than their counterparts during 2007–2014, hence the levelling 

off of earnings inequality. The rise in the minimum wage and increased real earnings 

during the period observed has not benefited low-income workers. The participation of 

low-income workers was restricted to low-productivity and informal jobs. This study 

provides evidence on the extant deficits in economic inclusion in the country, thus 

defined. 

Economic inclusion may not always be a boon for long-term economic growth and performance. 

The end result depends on what drives inclusion in the first place. Evidence has shown 

that declining earnings inequality during the first period in this study (2000–2007) was 

explained by the declining returns to education and to skills. This has an important 

implication – it may reduce incentives to obtain higher education in the long term. 

Also, it was due to the low ability of the economy to absorb increased numbers of high-

skilled workers. This research has documented a high level of skills mismatch between 

skills supplied and skills demanded in the labour market; under-educated workers 

dominate the total shares of employment in all sectors (as discussed in Chapter 3, 

Figure 4). It implies two themes. From the demand side, it indicates that the labour 

market has failed to provide opportunities for the increasing numbers of educated 

workers. From the supply side, it implies that the education system and quality of that 

education has produced a low level of skills which doesn’t match the requirements of 

the changing labour market. The policy implication is to promote a better quality of 

education, particularly focusing on higher secondary and tertiary education which will 

equip graduates with the practical skills to enter the market force.* 

 Education is the key to economic inclusion. The findings suggest that declining returns 

to education explain most of the fall in earnings inequality in the initial sub-period. This 

period enjoyed an increased share of skilled labour force, particularly the share of 

secondary school graduates, owing to the expansion of education in public schools. 

Hence, it suggests that an end to inclusion is not only about obtaining a degree, but also 

combining it with skills and a quality of education that matches market demand. This 

leads to a policy narrative whereby more efforts should not only be focused on the 

‘breadth’ – providing inclusive education access – but also the ‘depth’ – providing equal 
                                                        
* Priebe et al. (2014) show that only the attainment of higher secondary and tertiary 
education decreases the likelihood of being a working poor, i.e. workers with low-
income jobs.!
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opportunity for high-quality education – particularly for low-income students and those 

in rural and remote areas. 

 Localities are found to be continuously inequality-enhancing. The research also finds that 

the structural effect of localities (urban/rural and regional differences) is consistently 

inequality-enhancing from 2000–2014. Workers of urban and more economically 

developed regions have enjoyed a higher relative gain in earnings level, compared to 

their counterparts. It indicates the lack of opportunity for high paid employment for 

low-income populations in rural and less-developed regions. Indeed, studies have 

shown an increased share of rural working poor in Indonesia (Priebe et al., 2014). The 

results provide further evidence of deficits in economic inclusion and are relevant to 

policy. To achieve economic inclusion, greater participation and integration of rural and 

less-developed areas, and promotion of a less segmented labour market between cities 

vis-à-vis villages is key. 

 
Part III: Effectiveness of policies for inclusion 

In Chapter 4, the key finding was that education is the key to economic 

inclusion and I investigated the effectiveness of structural vis-à-vis pragmatic education 

policies for providing inclusive quality education; I found that the marginalized schools 

also enjoy the opportunity to improve their students’ performance. As such, I 

investigated whether decentralization facilitates inclusive progress in education quality through 

improved provision of educational assistance. Taking the case of Indonesia, the study used 

school information from the Indonesian Family Life Survey and estimated difference-

in-difference estimators to test the following hypothesis – that decentralization leads to 

an improvement in education quality through increased allocation of educational 

assistance towards public schools. Below are some of the lessons learned and policy 

implications. 

The findings show that decentralization has a positive effect on education quality. DID and 

SDID estimators suggest that decentralization increased education quality (as measured 

by average test scores in language and maths tests) in both public and private schools in 

Indonesia. Counterintuitively, a higher improvement was observed among private 

schools, which mostly comprised marginalized, private, and religious-oriented schools. 

This indicates that decentralization helped to achieve inclusive progress in improving 

the quality of education; it benefits the marginalized schools more. 

The key mechanism was through increased provision of educational assistance more towards 

private marginalized schools. The results showed that a decentralized education system 
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increased provision of school committee-provided educational assistance in both kinds 

of schools, yet the observed rise was larger among private schools. This study provides 

evidence on not only whether decentralization improved education outcomes, but most 

importantly it provided an answer as to how this was achieved. The findings suggest 

that the structural policy (decentralization) and the pragmatic policy (educational 

assistance) worked in harmony to provide inclusive progress in education quality. 

Nevertheless, it is important to note that this can also be an indication of an ‘altruistic 

behaviour’ hypothesis, between district education officials and school officials. 

Decentralization has led to increased education financing. With a greater authority 

given to district education offices, increased educational assistance towards private and 

marginalized schools may reflect the self-interest or preference of district education 

officials.  

 

5.2 Thesis contribution 

Achieving inclusive development requires an in-depth understanding of 

participation in society – social inclusion. This thesis offers a novel and innovative 

approach in understanding the rarely examined concept of inclusion as an objective for 

development. The motivation to carry out this study is well summarized by the World 

Bank (2013, p. 251): “Too many (development) interventions use the term inclusive or 

inclusion without adequate attention as to how they are different from inequality and 

poverty”. This thesis has argued the importance of individual participation in everyday 

social, economic, and political activities – as a means to achieve inclusive development. 

It contributes to the understanding of inclusion in three aspects: its conceptualization, 

evidence of deficits in inclusion, and policies to achieve inclusion. Below, I explain 

several contributions this thesis has offered to the less explored area of research within 

the broader literature of welfare concepts and applied development policy. 

First, the thesis offers conceptual clarity on inclusion. I discussed this in 

Chapter 2 on ‘the inclusion concept in developing countries’. The chapter has 

demonstrated that inclusion should be understood as an individual’s full participation in 

key economic, social, and political activities. The extant scholarly work has shown a 

lack of consensus on what inclusion means: deprivations in functionings, recognition, 

and sense of belonging, an achievement of wellbeing, or just and inclusive institutions. 

However, these views of inclusion share a common drawback: they fail to differentiate 

between the means and ends to inclusion. Differentiating the ‘means’ and ‘ends’ to 
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inclusion helps to reconcile the extant debates; inclusion should thus be approached as 

the full participation of individuals in society. Also, the originality of this chapter is the 

new lens it offers to understand the notion of inclusion. I have incorporated the 

principles of social justice and citizenship at the core of inclusion. As such, inclusion is 

a feature of a just society, and can be achieved through the fulfilment of citizenship 

rights, particularly for low-income and disadvantaged groups. 

Most importantly, it contributes to the wider literature of the 

underdevelopment concept by demonstrating that inclusion suffices as a self-standing 

concept. One of the misconceptions of inclusion is that it is often understood as the 

opposite of exclusion. 

Second, the strength of the thesis is also reflected in the innovative analytical 

way it has demonstrated deficits in economic inclusion. Chapter 2 has helped to clarify 

the concept, the means, and the ends to inclusion. Nevertheless, understanding how to 

achieve inclusion requires further in-depth investigation into the factors that encourage 

an individual’s participation in development, particularly of the underprivileged 

population. This thesis has contributed to addressing this challenge in Chapter 3, by 

focusing on economic inclusion in the labour market. 

The economics and measurement of inclusion is still relatively underdeveloped, 

yet is an important area of welfare research. Thus far, the extant studies have focused 

on measuring economic inclusion as the achievement of wellbeing or improvements in 

different aspects of functionings. However, this line of studies misunderstands 

economic inclusion as wellbeing, poverty, and inequality. Most importantly, it neglects 

the conceptual basis of inclusion: (i) it concerns the distribution of both material and 

non-material resources and (ii) it concerns fair distribution. This thesis contributes to this 

line of scholarly work by providing a new lens in approaching economic inclusion that 

responds to the above two characteristics of inclusion. 

The analysis undertaken in Chapter 3 has contributed to the knowledge of 

measuring economic inclusion in several ways. First, it provides an innovative way to 

investigate economic inclusion. Focusing on the labour market context, I approached it 

as the relative gain in earnings level of low-income workers over time. Investigating 

economic inclusion this way is useful because it corresponds to the two main 

characteristics of inclusion as mentioned above. The study has considered both material 

and non-material resources in estimating economic inclusion, such as gender and the 

localities of the individuals. It has also examined how just the distribution of earnings 
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growth is across the sample population. To the best of my knowledge, this is the first 

study that frames the concept of economic inclusion as relative growth in earnings of 

low-income workers. 

This particular study also provides a conceptual framework for the mechanism 

of economic inclusion in a developing country context. It provides evidence on the key 

factors driving the economic inclusion of low-income workers; progress in human 

capital development is the key to economic inclusion. Earlier studies on the 

measurement of inclusion have concentrated mainly on developing the best approaches 

to measure the inclusion status of individuals – whether one is included or excluded. It 

also largely relies on composite measures of inclusion (e.g. Atkinson et al., 2004; 

Labonté et al., 2011; Giambona and Vassallo, 2014). Whilst it uncovers the 

multidimensional aspects of inclusion, it is also problematic. It does not solve the 

fuzziness of the inclusion concept (e.g. inclusion vis-à-vis deprivations in functionings). 

It also engages in the arbitrariness of the selection of indicators to best measure 

individual inclusion. This study has taken a step further by investigating the factors 

explaining individual economic inclusion. 

 Another contribution of this study is the new empirical evidence on the deficits 

in economic inclusion – defined as the relative gain in earnings of low-income workers 

over time, in a developing country context, specifically Indonesia. The evidence 

highlights the importance of incorporating sectoral composition (i.e. informality and 

self-employment) when investigating economic inclusion over time. Inclusion status is 

dynamics, as it changes overtime; thus observing the trends is crucial. To the best of my 

knowledge, this is the first study that examines the sources of earnings trends across 

distributions over time in the country. For instance, Wicaksono et al. (2017) 

decomposed the sources of annual per capita household income inequality in Indonesia 

from 2000–2014 using IFLS data and Shapley decomposition method found that wages 

are the third contributor of inequality. However, focusing on wages, as opposed to 

earnings, neglects the fact that approximately 60% of workers in the country engage in 

informal work and are in the self-employment sector. Moreover, it only examined the 

sources of inequality at a particular point in time, thus neglecting the dynamics aspect 

of inclusion. 

 Finally, the thesis has offered an in-depth insight into knowledge of inclusive 

policy. It has provided a conceptual framework and empirical evidence on policy 

effectiveness to achieve inclusion. Inclusion is a feature of a just society: “an equal 
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society recognizes people’s different needs, situations and goals and removes the 

barriers that limit participation” (Equalities Review, 2007, p. 16). Thus, achieving 

inclusion requires further understanding on the role of the state and its policies. The 

present research has attempted to address this challenge both conceptually and 

empirically, by focusing on the case of quality of education in Indonesia. 

 The thesis has offered a conceptual basis on the scant literature on inclusive 

policy in developing countries. In Chapter 2, the research questioned and investigated 

what we mean by an inclusive policy. To the best of my knowledge, the present thesis is 

one of a few studies that investigate the conceptual basis of inclusive policies in a 

developing country context (e.g. Silver, 2012; Stewart, 2016). This thesis has also taken 

a step further. I have shown how setting inclusion as an objective of development, 

improves the design of social assistance. I have demonstrated that setting inclusion as 

the aim shifts the focus of social assistance. The insights from Chapter 2 are particularly 

useful for policymakers who are interested in improving redistribution policies by 

strengthening the recognition elements; recognizing the needs of disadvantaged groups 

and focusing on empowering them, rather than aiming for equality in outcomes. 

Furthermore, this thesis has also offered empirical findings that enhance our 

understanding of the effectiveness of inclusive policies. Prior to setting inclusion as the 

objective for development policy, it is important to understand what makes an 

intervention work. In Chapter 4, I have explored this issue by focusing on the 

education sector. I tested the effectiveness of educational assistance and a decentralized 

education policy in generating inclusive progress in schooling quality. 

The empirical findings from this study have extended the current knowledge of 

public service delivery and inclusive development in several ways. By taking into 

account the characteristics of the localities and schools applying a more robust method, 

the paper has found new evidence that contradicts an earlier study by Leer (2016). The 

evidence highlights the role of schools (e.g. the election of the school principal) and 

community characteristics (e.g. active vis-à-vis passive communities) in determining the 

effect of decentralization on education quality, which was previously overlooked in 

Leer (2016). 

 In terms of methodology, this chapter has also provided a robust result by 

applying the semi-parametric difference-in-difference (SDID) estimator to measure the 

impact. A standard difference-in-difference (DID) estimator as used in the study by 

Leer (2016) is based on a strong assumption: that there are no significant differences in 
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the characteristics of the two groups prior to the intervention. The study has shown 

that this was not the case with the public and private school comparison. Estimating 

SDID estimators to estimate the impacts has helped to correct the differences in the 

mean characteristics between public and private schools. As a result, it provides 

unbiased and consistent results. The study has also proved that the quality of schools 

and their localities are important in explaining the changes in educational outcomes, 

and thus this should not be excluded from the estimation model as in the previous 

study. 

5.3 Limitations of the thesis 

Despite the author’s efforts, a number of limitations of the present thesis need 

to be noted. In Chapter 2, I have revisited the conceptualization of inclusion. Although 

the study has successfully reconciled the diverging views of inclusion, it is subject to 

certain limitations. I have focused on the literature of economics and sociology, and 

their views of inclusion. Thus, the inclusion framework offered in this study may not be 

applicable as a holistic view of inclusion that can be extended into other specialized 

disciplines, such as how inclusion in mental health is conceptualized. Also, the 

exploratory nature of this study poses another challenge. There is a certain degree of 

arbitrariness in defining the ‘key’ activities that are important for inclusive development. 

As discussed, inclusion is about an individual’s participation in economic, social, and 

political activities in their everyday life. Yet, the activities are subject to those that will 

lead to the empowerment of individuals. As a result, it makes it challenging to 

operationalize the concept. It is unfortunate that this study has not been able to provide 

a detailed proposal as to how to measure individual inclusion, because it is outside the 

scope of this current work. 

In Chapter 3, I investigated the factors contributing to economic inclusion, 

defined as the relative gain of low-income workers over time. With regard to this study, 

there are several limitations that need to be acknowledged. The findings in this study 

were mainly drawn from the decomposition method in economics. This method is 

useful in detangling and providing intuitive insights on different factors and their size in 

explaining the changes in earnings level and inequality across the distribution. 

Nevertheless, the findings produced from this line of estimation do not imply any 

causation. Second, I have used the earnings data from the Indonesian Family Life 

Survey for the analysis. This data is relevant for the research question I posed as it 

provided the information on self-employment and is designed for a longitudinal study. 
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However, the data represent relatively more developed regions in the country. Thus, 

the estimation is potentially a lower-bound estimate of the changes in earnings level and 

inequality of the period observed in the study. 

Chapter 4 in this thesis has demonstrated a case study on inclusive policy. It has 

provided an assessment of policy effectiveness to achieve inclusive progress on 

education quality, focusing on Indonesia. The findings in this chapter are subject to a 

number of potential methodological limitations. First, the paper used data on school 

information that are not intended to be longitudinal data. Despite the low attrition and 

some efforts to correct for this, e.g. the use of school weights and application of semi-

parametric DID, the generalizability of the results is limited. 

DID and SDID estimators on the impact of decentralization on education 

quality also potentially underestimated the real magnitude of the policy impact. 

Following decentralization, the Indonesian government introduced other educational 

policies that may potentially affect changes in the education quality of public schools, 

e.g. increased education funding to 20% of the national budget that has been gradually 

implemented from 2003 to the present. Taking into account this policy changes our 

estimation model, and will require detailed information on the share of government 

education financing (sourced from the national budget) that each school received, 

which at the moment is not available. In spite of these limitations, the results certainly 

have provided insights into not only whether decentralization has improved the 

education quality of public schools. Most importantly, it has provided a detailed 

explanation on the mechanisms behind it. 

5.4 Area for future research 

Notwithstanding the limitations, the present thesis lays the groundwork for 

future research into the concept, measurement, and policies to achieve economic 

inclusion in the developing country context. 

Chapter 2 on the conceptualization of inclusion can be extended in several 

ways. First, there have been limited studies on the operationalization of the social 

inclusion concept. A particular focus should be placed on its measurement within the 

context of low-income countries. Operationalizing the social inclusion concept will 

produce significant policy implications, including indicators to measure inclusion and 

an approach to measure the inclusion element of the SDG goals. Furthermore, 

empirical exercises to further investigate when and how social inclusion intersects with 

poverty and inequality will also be useful. 
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Based on the findings of Chapter 3 on the evidence of gaps in economic 

inclusion within the context of the labour market, some interesting areas for further 

research have arisen. As mentioned earlier, the findings from this chapter do not allow 

one to imply any causal relations. The study in this chapter can be extended in several 

ways. An important finding from the study is that skills mismatch explains the declines 

in earnings inequality. A more detailed study could therefore be conducted on 

occupation mobility and skills mismatch. Also, further investigation into occupational 

mobility with a strong focus on gender differences will be useful in providing insight 

into the economic inclusion of disadvantaged female low-income workers. 

The main finding from Chapter 3 has motivated the study discussed in Chapter 

4. I investigated the mechanism as to how a decentralized education system helps to 

generate inclusive progress in improving education quality among public schools in 

Indonesia. Based on the main findings, this chapter reveals several areas that will be of 

importance for future research. First, a better measurement of education quality is 

certainly needed. National examinations (test scores) may not be the best instrument to 

capture the quality of education in a developing country such as Indonesia. The 

implementation of the national examination is often prone to leakage and corruption 

due to weak monitoring and oversight in schools and at district education offices. 

Also, it will be interesting to examine the impact of a decentralized education 

system on school transitions. This is a particularly important study to demonstrate 

evidence on an inclusive education system. Inclusion is about the realization of the full 

participation of members in society, with a strong focus on the empowerment of the 

low-income and disadvantaged populations. Studies have demonstrated evidence on the 

struggle of low-income students, i.e. higher dropout and low transition rates due to a 

lack of resources. 

The impact of a decentralized education system on other education outcomes 

such as students’ attendance, teachers’ attendance, and quality of teaching are other 

interesting measures to explore. Furthermore, it would be interesting to focus on 

comparing the quality of the results of religious vis-à-vis non-religious schools, post-

decentralization. Also, incorporating other changes in educational policy such as 

changes in curriculum, to isolate the impact of a decentralized education policy will also 

provide more accurate difference-in-difference estimations. 
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5.5 Concluding remarks 

Overall, the thesis has contributed to the literature in the field of welfare 

deficits and development policies. It has addressed the immense challenge in the study 

of inclusion – reconciling the diverging views and providing a conceptual clarity. It has 

also provided an interesting case study to approach economic inclusion, by framing it in 

the context of inclusive change in the earnings level and across distributions in 

Indonesia. Finally, focusing on the case of achieving inclusive progress in education 

quality in Indonesia, it has taken up the challenge of framing our thinking on policy 

strategies to achieve inclusion for development and has provided assessment on which 

certain conditions contribute to the success of an inclusive policy. Most importantly, 

this thesis has shed light on what is meant by inclusion, when is inclusion achieved, and how 

inclusion is achieved, although it provides this within specific case studies on economic 

inclusion and education in a developing country context – Indonesia. 

Inclusion refers to the extent of full participation of citizens in key activities in their everyday 

life. It emphasizes the empowerment of disadvantaged individuals. It is a feature of a 

just society, and focuses on creating opportunities by recognizing individuals’ different 

needs and disadvantages. As explained in the Equalities Report (Equalities Review, 

2007, p. 16), ‘an equal society recognizes people’s different needs, situations, and goals 

and removes the barriers that limit what people can do and can be’. Inclusion is achieved 

when groups with socio-economic disadvantage benefit relatively more from growth and development. 

As the case study has shown, deficits in economic inclusion were reflected in the 

sluggish growth in earnings level for workers over time due to structural barriers – e.g. 

the mismatch of supply and demand in the labour force, the disintegration of urban–

rural areas, and a segmented labour market in cities vis-à-vis rural areas. Inclusive policies 

work when they open up more opportunity for less-developed stakeholders to advance their participation. 

The case study on the impact of a decentralized education system on education quality 

highlighted that such structural policies work when there is a transfer of power in the 

form of greater authority over resources from central to district government. This, in 

return, allows for the greater participation of the district office to allocate more 

resources to private marginalized schools. As a result, these schools have a higher 

relative increase in average student performance – and inclusive progress in education 

quality is achieved. 

 To conclude, the findings of this thesis will be of broad use to scholars who are 

interested in the conceptualization of inclusion in particular, and inclusive development 
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in general. Most importantly, it is relevant for scholars and policymakers alike who are 

interested to understand further alternatives to the understanding of deficits in 

development. It will also be of immense use to policymakers who are interested in 

finding ways to achieve inclusive development and develop just civil institutions. 
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