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ABSTRACT

One of the purposes of the unconditional cash transfer program (Bantuan Langsung Tunai/BLT)
was to help the poor and near-poor households to fulfill their basic needs. This study attempted to
identify the impact of the BLT on cigarette consumption in society; as it is well known that smoking
has more disadvantages than benefits. The study used data from the Indonesian Family Life Survey
(IFLS) 2000 and 2007 to capture the impact of the BLT on the cigarette consumption of households.
By controlling for the characteristics of the respondents, and using the fixed effect at household and
village level as an estimation technique, the empirical results showed that in general there was a
changing pattern of cigarette consumption in Indonesian society, to which the BLT program has
contributed. By influencing the savings of households, the BLT program has significantly decreased
cigarette consumption in Indonesia. It could be explained by the permanent income hypothesis, where
the BLT transfer can be categorized as a transitory income in that hypothesis. This study can be an
input and consideration for the transfer policy s implementation in Indonesia in particular.
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INTRODUCTION

Since 2003 ', Indonesia had become a net
importer of oil, thus the rise of global crude oil
prices could increase the price of fuel in

a program of unconditional cash transfers,
namely, the Bantuan Langsung Tunai/BLT
(Abidin, 2012)%.

This unconditional cash transfer was aimed

Indonesia. The rise in fuel prices would increase
the budget of the Government of Indonesia (Gol)
for its fuel subsidies. Therefore, the Gol issued a
policy to reduce fuel subsidies. Consequently,
the price of fuel rose significantly in March
20052. The rise in fuel prices led to a decrease in
the purchasing power of society. Therefore, to
compensate for it, the government implemented

! Indonesia withdrew from OPEC membership in 2008
because Indonesia was no longer meeting the criteria of
an OPEC member. Being a net importer of oil, the rising
oil price was unprofitable for Indonesia.

2 The increase in the price of fuel in March 2005 was from
Rp1,810 to Rp2,400perliter. The policy of rising the fuel
price significantly was to reduce the budget allocation for
fuel subsidies, and was madeby President Susilo
Bambang Yudhoyono, exactly five months after he
became President. The previous president Megawati did
not take the option of increasing the fuel price
(suaramerdeka.com, 2014).

at helping the poor to meet their basic needs, to
prevent a decline in their welfare due to
economic distress, and to increase the common
social responsibility. Meanwhile, the targets of
the BLT program were poor and near-poor
households in all the regions of Indonesia. In
general, the goal of the BLT was to maintain
and/or improve the welfare of communities, in
particular through their food consumption. The
transfer program was considered to be able to
reduce poverty and also prevent the transmission
of intergenerational poverty (Rawlings & Rubio,
2005).

The implementation of the BLT program in
Indonesia has attracted attention from some

8 Unconditional cash transfer (BLT) can be defined as
government assistance in the form of cash given to poor
households in compensation for the rise in fuel prices.
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studies. Rasyid (2013) studied the effects of the
BLT on private transfers to other households that
are considered to be economically disad-
vantaged. Similarly, Cox (2004) and Park (2003)
have stated that private transfers are responsible
for the income of poor households. This was
supported by Sharma and Lal (2009), who found
that private transfers could decrease poverty in
India. Another study of the BLT in Indonesia
was by Cameron and Shah (2012), which
showed that there were instances of mistargeting
of the BLT program. Transfers of BLT cash are
significantly associated with an increase in crime
and a decline in the social capital.

To enrich the study of the BLT program’s
impact, this study aimed to determine the effects
of the BLT on cigarette consumption at the
household level. As far as the author's know-
ledge is concerned, it has not been identified in
any previous study. In addition, this study also
uses the permanent income hypothesis theory
approach in explaining changes in the cigarette
consumption of the community, especially the
BLT recipient households. The study aimed to
identify whether the BLT program changed the
consumption behavior, especially of cigarettes,
at the household level. Although cigarettes are
known for having negative effects on health,
they also provide a high excise income for the
Gol“. Nevertheless, starting in 2015, the govern-
ment has given priority to the public health
aspects, rather than the increase in state revenue
from tobacco excise (NKAPBN 2014)°.

It is known that the determinants of cigarette
consumption are the price of cigarettes
(Andrews & Franke, 1991; Gallus et al., 2006),
advertising and income (Andrews & Franke,
1991). Therefore, this study tries to identify the
impact of the BLT funding on cigarette
consumption, as the BLT can increase the
income of its poor recipients in particular. This
study identifies whether this increased income
can influence a rise in the consumption of
cigarettes, as Andrews and Franke (1991) have
stated. This study also tries to prove there has
been a decline in the expenditure on cigarettes

4 For more detail see NKAPBN 2014. In 2013, tobacco
excise was 96.2% of total excises.
5 It was stated in NKAPBN 2014

by Indonesian households because of the BLT
program. By using the fixed effect at the village
level as an estimation technique, the analysis
showed that the BLT has a significant effect on
the change in households’ cigarette consump-
tion®. The argument was that the recipients of the
BLT used the funds for investments, so the
purchasing power of society was still low or
maybe even lower than before. Because of their
investments, they decreased their consumption
of cigarettes (because they are not a primary
need). On average, the BLT program did
decrease the expenditure on cigarettes.

LITERATURE REVIEW

In allocating their resources, households can use
their existing resources on both sides i.e.
consumption and investment. Romer (2012: 365-
379) explained that there are two relevant
consumption theories up to the present time.
They are the permanent income hypothesis
(consumption under certainty) and the random
walk hypothesis (consumption under uncer-
tainty). The permanent income hypothesis is a
hypothesis illustrating that individual consump-
tion is influenced by received income, in which
the income is certain. Meanwhile, the random
walk hypothesis is a hypothesis illustrating that
individual consumption is influenced by an
individual's expectations of his/her future
income.

This study discusses the impact of the BLT
program on the cigarette consumption of the
recipient households. In the implementation of
the BLT program, the village head socialized the
disbursement period and the amount of funds to
be received to the recipients of the BLT. Thus,
the BLT fund can be categorized for those of a
certain income, while the amount and the
disbursement period of the funds are known by
the recipient. Therefore, the appropriate
consumption theory approach in this case is the
permanent income hypothesis. In addition to
having a permanent income, the households also
have a transitory income. The transitory income
is the difference between their current income

6 This paper considers that the variations of traditions in
villages are the factors that influence the consumption
expenditure.
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and their permanent income (Romer, 2012:367).
Wages per month can be categorized as a
permanent income. Therefore, the BLT fund is
categorized as transitory income.

1. The Theory of Consumption: Permanent
Income Hypothesis

Romer (2012: 366) illustrated the consumption
behavior from the utility function of an
individual. It was assumed that an individual
living at period T has a lifetime utility as
follows:

U= 2’11;=1 U(Cy) 1)
And the budget constraint is:
Y1 Ce S Ag+ X121 Y (2)

When the individual maximizes their utility, the
Lagrangian function becomes:

L= 2’11;=1 U(Cy) + (A + Z{=1 Yy —
Yi=1Co) ®)
If;—é = 0, so the marginal utility of consump-
t
tion is equal to A. It happens in each period,
meaning that the marginal utility of consumption

is constant. It concludes that C; = C, = -+ = (.
Then substitution to Equation (2) becomes:

TCo = A+ X1 Y;

Ce == [Ao + X1, V] @)

The equation above means that the consumption
of an individual in each period does share the
lifetime resources for each period of his/her life.
Equation (4) shows that the consumption of an
individual in each period is not only determined
by their income in that period, but also by all
their income or wealth during their entire life.
Friedman (1957) said that consumption is
determined by permanent income. This is
acknowledged as the permanent income
hypothesis. In the simple model, the income of
an individual is shared between two activities,
consumption and savings. Thus, the savings of
an individual are:

1
Ss=Y—C =Y, — T [Ap + Xi-1Yi] (%)

According to the sources of the funds, the
income of an individual can be categorized as a
permanent income and a transitory income.
Equation (5) said that the savings of an
individual would increase if their permanent
income rises relative to the average income.
Equation (5) also concluded that the savings of
an individual would increase if their transitory
income rises. Related to this study, the BLT
transfer can be categorized as a transitory
income. Therefore, the BLT payments will
increase the savings of the recipients. This study
assumed that household savings equal household
investments (I=S).

2. Transfer Program

The unconditional cash transfer (BLT) program
was a government policy for maintaining the
level of consumption of poor and near-poor
households, due to the reduction in the fuel
subsidy that significantly increased the price of
fuel. The increase in the price of fuel had
decreased the purchasing power of poor
households and their ability to meet their basic
necessities. Therefore, the Gol issued the BLT
program to help the poor to be able to meet their
basic needs and prevent a decline in their level
of welfare.

The targeting of the BLT program was
tailored to the data collected by the Central
Statistics Agency (Badan Pusat Statistik/BPS),
which includes the poor and near-poor
households in all regions of Indonesia. The
targeted households fall into the category of very
poor, poor, and near-poor, in accordance with
the results of the BPS’s data. The BPS used 14
indicators in determining the recipients of the
BLT program. The recipients of the BLT had to
meet at least 9 of thel4 indicators defined by the
BPS’.

7 1) The floor area of the residence is less than 8 square
meters per person; 2) The floor of the residence is made
of soil, bamboo, or cheap wood; 3) The walls of the
residence are made of bamboo, thatch, low-quality
wood, or the walls are without plaster; 4) The residence
does not have a toilet or WC facilities; 5) The residence
does not use electricity for lighting but use other means,
such as oil lamps or torches; 6) Source of drinking water
from wells or unprotected springs, rivers, or rainwater;
7) The fuel for daily cooking is firewood, charcoal, or
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Hossain et al. (2012), through their
qualitative analysis concluded that the BLT has
helped society to smooth its consumption.
Cameron and Shah (2012) found that
mistargeting by the cash transfer program in
Indonesia was significantly associated with an
increase in crime and a decline in the social
capital, due to the inappropriateness of the BLT
program’s administration®. Cameron and Shah
(2012) used the Susenas and Podes data, which
area random sample of 277,202 households.
However, Cameron and Shah (2012) could not
capture the changes in the probability of a
household being a victim of crime very well,
because the observations of the sample were not
longitudinal  data. Therefore, this study
attempted to use longitudinal data in order to
capture the changes in household consumption
from year to year.

Rasyid (2013)° also found a negative impact
of the BLT, i.e. the reduction of private
transfers. This was related to the habit of
Indonesians who like to help their poor
neighbors or close relatives. Thus, due to the
existence of the BLT program, they reduced
their transfers to poor relatives and neighbors.
The rich felt that the poor did not need their
assistance anymore because of the transfer from
the Gol to the poor and near-poor.

In addition to the BLT, another policy
existed for a transfer program in Indonesia,
which was known as the Inpres Desa Tertinggal
(IDT) transfer program. That program
influenced the increase of man-child working

kerosene; 8) Eat meat, milk, or chicken no more than
once a week; 9) Buy a pair of new clothes only once a
year; 10) Only eat one or two times a day; 11) Notable
to pay for the cost of treatment in health centers like
puskesmas or polyclinics; 12) Source of income of
household heads is from farming with a land area of
0.5acres, or as a farm laborer, fishermen, construction
worker, plantation worker, or other jobs with an income
of less than Rp600,000 per year; 13) Educational
attainment of household head is no schooling, or not
completed primary school (SD), or only completed SD;
14) Do not have savings or salable goods with a value of
at least Rp500,000.

8 Cameron and Shah (2012) used the data of the National
Socioeconomic Survey (SUSENAS) 2006 and the data
from the Village Potential (Podes) that were collected in
April 2005(before the BLT conducted).

9 Rasyid (2013) used a Propensity Score Matching
(PSM) method in the model of estimation
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hours (Yamauchi, 2005). Other research into the
impact of transfer programs to communities
includes that by Soares et al. (2010), which
found that conditional transfers in Latin America
had been able to reduce inequality, poverty, and
have a positive impact on education, without any
negative impact on the labor force’s
participation. Soares et al. (2010) also revealed
that the conditional cash transfers in Latin
America failed to have their intended impact on
health and nutrition. Ressler (2008)° found that
transfer programs could increase social
participation, as the programs’ funds can help
communities to engage in community events.
The programs funds were ‘resources’ to
establish some events in the community. By
knowing the previous studies, and the desire of
the Gol to decrease the consumption of
cigarettes in order to maintain public health, this
study attempts to identify the effect of the BLT
program on the consumption of cigarettes using
longitudinal data and appropriate methodology

METHODOLOGY
1. Data

This study used the Indonesian Family Life
Survey (IFLS) data collected by the RAND
Corporation. The Indonesian Family Life Survey
(IFLS) ! is a longitudinal survey of socio-
economic and health matters; the survey was
conducted by collecting individuals, households
and communities’ data. The IFLS data includes
information about social and economic facilities
used by the public, such as health and education
facilities. This study used panel data?!? that

10 Ressler (2008) using qualitative methods for the study in
Kenya

1 Witoelar et al. (2009) revealed that, the first wave,
IFLS1, was conducted in 1993-1994. The sample
survey represented about 83% of the Indonesian
population, living in 13 of the 26 provinces, consisting
of 7,224 households which were interviewed and
individual-level data were collected from over 22,000
individuals. The second wave of the survey (IFLS2)
with the same sample, was conducted in 1997, and then
another survey (IFLS2+) was conducted in 1998. The
third wave of the survey, IFLS3, with a full sample, was
carried out in 2000. Furthermore, IFLS4 was conducted
in late2007 through to early 2008,with the same
respondents as IFLS1 in1993.

12 This study used the available household data on IFLS3
and IFLS 4by identifying the household’s identity.
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consisted of data from 2000 (IFLS 3) and 2007
(IFLS 4) to capture the periods before and after
the implementation of the BLT program. The
outcome to be observed in this study was the
change in the expenditure on cigarettes, as
influenced by the BLT program. However, there
were weaknesses in estimating the impact of the
BLT program using IFLS 3 and 4 data because
there was a long period when no fresh data were
collected, between 2000 (IFLS 3) and 2005,
when the BLT program was conducted. How-
ever, this study can capture the consumption by
households after the BLT program was
implemented, since this behavior is captured
well by the IFLS 4 data.

2. Model and Estimation Techniques

Finding the counterfactual is the important thing
in any impact analysis (Khandker et al., 2010),
i.e. the conditions that would occur if the
recipient of the BLT did not receive the
program. However, in the analysis of the impact
of the BLT program, it was not have
counterfactual; this is because almost all the
poor households meeting the criteria to obtain
the BLT funding had received it, meaning that
the program had been implemented. Thus, the
Randomized Control Trial (RCT) method,
usually the best method to analyze impact
evaluations, cannot be applied to this impact
analysis. Therefore, this study used the fixed
effect method as the rigorous estimation
technique.

The variable of the BLT program in the
model would represent a dummy, in which the
treatment group was households that received
the BLT program’s funding, as dummy 1.
Meanwhile the control group was households
that did not receive the BLT program, as dummy
0. To avoid bias, some information that is
considered to be important about the households
would be included in the control variables.
Nevertheless, the bias could still potentially arise
if it was unobserved and a time invariant
household characteristic, which can affect the
outcomes. An example of an unobserved and
time invariant household characteristic is the
different preferences of each household. Because
there was no data about the preference of each

household, that variable would be include in the
error term. So, it can cause bias at the household
level because there will be a correlation between
the error term and the variable of the program?3,

Therefore, controlling for the possibility of
time invariant unobserved factors at the house-
hold and individual level, in the participation of
the program, was anticipated by the method of
fixed effects at the household level, so that the
bias problems can be overcome. Thus, by using
the fixed effects method at the household level,
according to Wooldridge (2003) the research
model is as follows:

Yijt = a0 + S1BLTijt + BoXije + Hit Vit (6)

Yiit is the outcome variable that describes the
cigarette consumption of household-i, village-j,
and year-t. BLT is a dummy variable that is 1 for
household-i in village —j which received the BLT
program in year-t, while 0 for household -i in
village —j who did not receive the BLT program
in year -t. Variable Xjj are the variables of the
household characteristics, which is a control
variable. Vj is an error term for households in
village -j, year-t. u; is the fixed effect at the
household level. Furthermore, the error term is
assumed to be uncorrelated with the variable
BLT, once controlled by the household’s fixed
effect. Some of the control variables, such as the
socio-economic demographic factors that can
influence the consumption of households
(Eshghi & Lesch, 1993) were included as control
variables. Miles (1997) also stated that control
variables that can influence the consumption of
households are the size of the household, the sex
of the head of the household, and the number of
years of schooling the household head received.
Those variables were also included in the model.

Another bias that arose was that the
provision of the program was not random, the
BLT was given to poor households which met

13 There was a relationship between the program variable
and the preference of each household. However, the
preference between households who receive the program
and those that do not receive the program was different.
It can cause bias in the estimation of the impact
evaluation of the program because there was a
correlation between the error term and the program
variable.
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the criteria for poor households established by
the Badan Pusat Statistik/BPS (Isdijoso, 2016;
Medan, 2010). Thus, there would be a potential
bias due to the non-random program placement**
that may influence the outcome. This bias also
happened at the household level because the
BLT was given directly to poor households by
their village heads. Misallocation of the
program, caused by unobserved factors such as
errors in reporting the condition of households to
the head of the village would also lead to bias at
the household level. This means that some
relatively rich  households probably also
benefitted from the program. This bias because
of the error reporting is overcome by the fixed
effect at the household level.

There is a probability of potential bias that
arises due to unobserved and time invariant
village characteristics that can affect the
outcome, such as the different traditions of the
villages®. Therefore, Equation (6) may be less
representative. To overcome potential bias at the
village level, fixed effects could be used at the
level of the enumeration areas (like the village
level)**~which may be stated as the village fixed
effect— to estimate the effect of the BLT on the
cigarette consumption and expenditure of
society. By using fixed effects at the village
level, then Equation (6) becomes:

Yijt = ao + S1BLTijt + BoXije + i+ Vit (7)

Mjis a fixed effect at the village level. Further,
the error term is assumed to be uncorrelated with
the variable of the program, once controlled by
the village fixed effect.

The fixed effect estimator has eliminated the

constant characteristics of community from
time-1 to time-2 (Gertler & Molyneaux, 1994;

14 BLT was not given randomly to poor households. But
there were some criteria of poor household that would
receive the BLT. Almost all the poor households that
met the criteria for receiving the BLT received it in
2005.

15 Some traditions in Indonesian villages include
gatherings of the community. The difference is the level
of frequency. It can be very often or very rarely.
According to interviews with some smokers, gatherings
with other smokers can influence the increase of
consumption of cigarette.

16 There are 321enumeration areas in the study.
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Heckman & Robb, 1985; Pitt et al.,, 1999;
Yamauchi, 2001). The fixed effects approach
was to add a dummy variable for each village in
the analysis. With the village fixed effects
estimation technique, the unobserved and time
invariant characteristic at the village level cannot
lead to bias in estimating the coefficients of the
covariates (Wooldridge, 2003) as represented in
Equation (7).

RESULTS AND DISCUSSION

Tabulated IFLS 4 data showed that there were
2,360 sample households that received the BLT
and the rest of the sample, 6,354 households, did
not receive it. The data showed that, in the last
year, some households received BLT funding to
the value of a minimum amount of Rp90,000
and a maximum of Rp1,800,000; while the
average received by each household last year
was around Rp777,500. It means that there were
irregularities in the implementation of the BLT
program, the data shows there were some
households that only received Rp90,000;
although the government had set the BLT
funding given to the poor households at
Rp100,000 per month.

The average received last year by the
households in receipt of BLT funding was
Rp777,500 and the standard deviation is
Rp813,845. The large standard deviation means
that there were some households that received
much more than the average. That amount was
quite enough for a poor household to make an
investment or buy an asset.

Descriptively, there was an increase in the
households’ cigarette consumption from 2000 to
2007 of 1.88% for all samples. Furthermore, the
standard deviation of cigarette consumption in
2000 was much lower than in 2007. The
increasing expenditure on cigarettes may have a
negative impact on health. Therefore, the BLT
program needs to be examined rigorously if the
increase in cigarette consumption is influenced
by the BLT program. The estimation of the
impact of the BLT program on cigarette
consumption is shown in Table 2.
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Table 1. The Description of All Samples (Panel Data)

May

. Year 2000 Year 2007
Variable

Mean St. dev Mean St. dev
Age of household head 45.70 14.76 49.24 13.99
Number of household members 431 1.97 4,04 1.87
Number of males in household 1.44 0.93 1.38 0.90
Number of children in household 1.31 1.23 1.16 1.14
Education of household head 6.46 4.64 6.93 4.79
Consumption of Cigarettes (Rp) 40,408 72,958 46,061 114,895
(Base = 2000)
BLT fund received last year (Rp) - - 777,500 813,845
Total BLT fund received (Rp) - - 928,875 843,205

N 8712

Source: Author’s calculation, 2016

Table 2. Impact of BLT Program on Household Cigarette Consumption'’

Variable Fixed Effect (1) Fixed Effect (2)
Model 1 Model 2 Model 3 Model 4
BLT 0.03 0.00 -0.09***  -0.25*
Amount of BLT fund (Rp);Ln_BLTRp -0.01 -0.00
Smoker status (smoker =1)*® 10.50***  10.60*** 10.66***  10.69***
Age of household head (years) -0.00** -0.00* -0.00***  -0.00***
Sex of household head (man =1) -0.11***  -0.03 -0.15***  .Q,12***
Schooling of household head (years) 0.01** 0.00 0.02*** 0.02***
Number of household members 0.02 0.00 0.02*** 0.03***
Number of males in household 0.12%** 0.11%** 0.11*** 0.10***
Number of children in household -0.01 0.01 -0.02* -0.02*
Characteristic of Residence
Live in rural area (yes =1) -0.06* -0.08** -0.08***  -0.08***
Distance to sub-district capital -0.00 -0.00 -0.00** -0.00**
Distance to district capital -0.00 -0.00 0.00 0.00
Distance to market 0.01*** 0.01** 0.01** 0.01
Availability of electricity (yes =1) 0.18** 0.30*** 0.15* 0.18**
Auvailability of water pump (yes =1) -0.04 -0.01 0.01 0.03
Auvailability of market (yes =1) -0.04 -0.04* -0.02 -0.02
Auvailability of station (yes =1) 0.00 -0.01 0.00 0.01
Kind of road (paved road, asphalt =1) 0.04 -0.00 0.05 0.03
Auvailability of finance institution (yes =1) -0.02 -0.02 -0.00 0.01
Intercept
-0,123 -0,238* -0,172* -0,245**
R2 97.78 97.84 97.84 97.91
N 17,426 15,331 17,426 15,331

Source: author’s calculation, 2016

Fixed Effect (1): fixed effect at household level

Fixed Effect (2): fixed effect at village level

*#*%: significant at a=1%; **: significant at 0=5%; *: significant at a=10%

17 Ln real consumption, base: 2000. The real value was calculated based on the GDP deflator from the statistics of the World
Bank’s website. The variable of cigarette consumption and total amount of BLT fund were transformed to a log natural

(Ln).

18 Smoker status means that there was at least one smoker in the household.
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The analysis of the consumption of cigarettes
was controlled by the smoker’s status variable.
Models (1) and (2) used the fixed effect at the
household level, showed that the BLT program
positively but not significantly affected the
households’ consumption of cigarettes. Models
(3) and (4) used the fixed effect at the household
level, showed that the BLT program negatively
and significantly affected the households’
consumption of cigarettes. The estimation of the
fixed effect method at the village level is better
than the fixed effect at the household level. This
can be seen from the larger of the R? adjusted
results in the model. It can be concluded that the
BLT had a significant negative effect on the
cigarette consumption of households.

The result indicates that the BLT funds were
not used for consumption at all; it is possible the
households used them for an investment, as the
permanent income hypothesis has shown. Funds
from the BLT program, as a transitory income
for the household can raise the investments of
the household. This is because the allocated BLT
fund was Rp100,000 per month, and was not
given on a monthly basis, but every three months
or more. This would be a sufficient amount for
poor households to save, invest or to buy assets.
This also fits with Shefrin and Thaler (1988),
who concluded that the marginal propensity to
consume transitory income is lower than the

marginal propensity to consume permanent
income.
Another problem that arose was the

households also benefitted from other programs,
such as the Program Keluarga Harapan (PKH)
or raskin. To identify this in more depth, the
study included the dummy variable for
households who receive assistance from other
programs. The study added the variables PKH
and raskin, where the dummy was 1 (one) and
represented the households who received the
PKH program, and the dummy was 0 (zero) who
those who did not. As well as the PKH variable,
the dummy for the raskin variable also consists
of a dummy of either 0 or 1. Dummy 1 (one)
represented a household who received the raskin
program, and dummy 0 (zero) for those who did

not. This analysis is presented in Table 3 as
follows.

After the study controlled for the PKH and
raskin program variables, Table 3 shows that the
PKH program or raskin program did not
significantly influence the consumption of
cigarettes by BLT recipient households parti-
cularly. We found that there was a significant
association between the BLT and raskin
variable. It showed that there were 2,010
households who received the BLT and also
benefited from the raskin program. The
households that did not get the BLT program,
did not receive the raskin program either.
Therefore there was a significant association
between the recipients of raskin and the BLT
program by the p-value=0.000.

The existence of a smoker in a household has
a significant effect on the cigarette consumption
of the household. The age of the household’s
head also affects the cigarette consumption in
the household. The older the household head is,
the lower the cigarette consumption is in the
household. Households with male heads have a
lower cigarette consumption than female-headed
households. Households that have a large
number of adult household members have a
higher cigarette consumption. Households that
have more males also have a higher cigarette
consumption. Household that have more
children have a lower cigarette consumption.
The households in rural areas have a lower
cigarette consumption (in rupiah) ** . The
households that are further away from their sub-
district capital have a lower consumption of
cigarettes. The households that are further away
from the market have a higher consumption of
cigarettes.

19 The study did not identify the number of cigarettes they
consume but the consumption of cigarettes (in rupiah).
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Table 3. Impact of BLT Program on Household Cigarette Consumption?

Fixed Effect (2)

Variable

Model 5 Model 6
BLT -0.073*** -0.245*
PKH -0,323 -0,343
Raskin -0,023 -0.013
Ln Amount of BLT fund; Ln_BLTRp -0.000
Smoker status (smoker =1)% 10.655%** 10.694***
Age of household head (years) -0.005*** -0.005***
Sex of household head (man =1) -0.145*** -0.114***
Schooling of household head (years) 0.018*** 0.019***
Number of household members 0.025*** 0.0261***
Number of males in household 0.106*** 0.098***
Number of children in household -0.0158* -0.016*
Characteristic of Residence
Live in rural area (yes =1) -0.077%** -0.075%**
Distance to sub-district capital -0.003** -0.003**
Distance to district capital 0.000 0.000*
Distance to market 0.006** 0.005*
Auvailability of electricity (yes =1) 0.154* 0.179**
Availability of water pump (yes =1) 0.019 0.035
Availability of market (yes =1) -0.021 -0.017
Awvailability of station (yes =1) -0.002 0.003
Kind of road (paved road, asphalt =1) 0.055 0.033
Availability of finance institution (yes =1) -0.002 0.007
Intercept

-0,180* -0,252**
R? 97.87 97.90
N 17,473 15,374

Source: author’s calculation, 2016
Fixed Effect (2): fixed effect at village level

**%: Significant at a=1%; **: significant at a=5%; *: significant at a=10%

This study showed that the BLT program
could lessen the cigarette consumption of
households. The permanent income hypothesis
gives an intuition that the money received from
the BLT was used for investments. However,
because of the small amount given by the BLT
fund, it could not generate a high enough return
to raise their consumption. That first investment
still needs more funding, therefore the

2 In_real consumption, base: 2000. The real value was
calculated based on the GDP deflator from the statistics
of the World Bank’s website. The variable of cigarette
consumption and total amount of BLT fund were
transformed to a log natural (Ln).

2L Smoker status means that there was at least one smoker
in the household.

households should reduce their consumption to
free more money for investment. For example,
the household could use the BLT funds to buy a
television, so their electricity bill will increase.
Another example, a household uses the BLT
fund as a down-payment to buy a motorcycle to
get a new job as an ‘ojek ?? or to support their
existing job. This will increase their costs for
fuel and also they must meet the installment
payments, although there is now an additional
income, but it is still not enough to raise their
consumption of cigarettes.

22 Qjek is a motorcycle taxi.
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Of the examples were the BLT funding was
used as down-payments for purchasing land,
houses, etc. then they had to reduce their future
consumption to pay the installments due on the
land or house. If the BLT funds were used to buy
rice seeds, in the subsequent months they had to
buy fertilizer, etc. for the continuity of their
investment. Similarly, if the funds were used for
rotated saving, that is common among the
public, then in the following months the
recipient households must reduce their consump-
tion to continue paying into the saving fund. The
households need to reduce their consumption to
meet that cost. As an alternative they reduce
their cigarette consumption, as it is common
knowledge that cigarettes have a negative effect
on health, and cigarettes are not generally
considered to be a major or necessary
consumption item by the household.

Table 1 shows that, on average, the amount
of BLT funds received by each household in the
last year was Rp777,500. It makes sense if the
funds are used for investments, arisan? or the
purchase of household appliances, and so on.
These phenomena can be proved by identifying
the impact of the BLT program on assets or
investments owned by the household through
further research. The results of this study are
similar to Yamauchi (2005) in the case of the
Inpres Desa Tertinggal (IDT) grant program in
Indonesia in 1995, which provided a maximum
grant of approximately Rp400,000. Yamauchi
(2005) concluded that the funds from the IDT
program were used by the public for investment,
and proved capable of encouraging an increase
in the working hours of male-children. Although
there was a difference in real terms between the
value of the IDT and the BLT funding, the value
of the BLT funds received on average per
household was approximately Rp777,500. This
is considered to be a sufficient amount to be
invested by a poor household at that time.

23 Arisan is translated as rotated saving. Rotated savings
are held by a group of people who collect money on a
regular basis. Once the money is collected, one of the
members of the group will come out as the winner. The
determination of the winner is usually done with a draw.
Rotated savings operate outside the formal economy as
another way to save money.

According to the finding of Yamauchi (2005), it
makes sense if the BLT funds are used for
savings or investment. Moreover, most of the
people in Indonesia are educated about saving
diligently (investments) from an early age,
which appears in the motto 'Saving is the base of
the rich'?. In addition to the benefits gained
from the transfer program, Das et al. (2005)
revealed that a similar transfer system in Mexico
was able to increase the investments by the
communities receiving it.

The analysis showed that the BLT has a
positive effect in influencing the consumption of
cigarettes. It means that the BLT fund can lessen
cigarette consumption. According to the
permanent income hypothesis, the BLT can be
categorized as a transitory income. Equation (5)
showed that a transitory income could increase
the savings of the household. Because it
decreased the consumption of cigarettes, and the
hypothesis showed that the savings could
increase, it indicates that the recipients of the
BLT used the BLT funds for their investments.
They reduced their cigarette consumption as a
consequence of their investments, because
cigarettes are not a major need for household.
And, it was because the recipients of the BLT
needed to maintain the continuity of their
investments, and the BLT funds, which were
used for the initial investment, were not
sufficient to be used for a long-term investment.

The results of this study can also explain the
study by Rasyid (2013). He revealed that people
who normally provide transfers to their poorer
neighbors and/or relatives reduced or eliminated
their transfers to them. This was because they
considered that the poor had received aid from
the government. So because of the BLT
program, the income of these poor households
that previously relied on those transfers, would
be the same before and after the program
because there was a reduction in the private
transfers. As a result, the BLT fund was not
enough for the poor to maintain their
consumption related to the increase in the price

24 ‘Menabung pangkal kaya’ is a motto for Indonesians and
is inculcated at an early age. ‘Menabung pangkal kaya’
translates into ‘saving is the base of the rich’.
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of fuel, which had the effect of increasing the
price of most other goods?. Therefore, the poor
households (the recipients of the BLT) decreased
their consumption of cigarettes. Another reason
is because cigarettes are not a basic or staple
need. Thus further identification of the impact of
the BLT program to asset and/or investment
could be conducted to examine the arguments.

Further research that can also be done is to
analyze the effects of the BLT on savings/
investments, assets and rotated savings. It can
also analyze the impact of the BLT on the
increase in working hours. The issue is that it is
possible that the BLT funds were used for
investments which can then increase the working
hours, as a result of the investment. Yamauchi
(2005) has revealed that the invested funds
caused an increase in the working hours.
Investment will provide the creation of new jobs
or expanded employment opportunities, which
lead to an increase in working hours. The impact
of investments made from the BLT funds can
increase the consumption of the recipient
households, but it can happen in the long run.
Further research can be conducted to examine
this.

CONCLUSION

Giving the BLT funding to poor households, as
compensation for the increase in fuel prices was
a wise policy. The study proved that the BLT
might have positive impacts i.e. reducing the
expenditure on cigarettes by households that
received the BLT. The results of this study
indicate that poor households, as recipients of
the BLT, used the funds for investments, rotated
savings, and other forms of saving; following the
permanent income hypothesis. The investment
of the BLT funds had encouraged people to
reduce their consumption expenditure and they
decreased their cigarette consumption, as it was
not an important or majority need in their
households.

There are some reasons that can explain this
phenomena: 1) The BLT fund was used for an
investment; so that the household recipients of

% The implementation of the BLT program coincided with
the policy of oil price increases

the BLT reduced what they considered to be the
non-essential i.e. consumption of cigarettes; 2)
in maintaining and improving their investment/
saving, the household lessens their future
cigarette consumption; 3) when the BLT pro
gram was implemented, people tended to reduce
or abolish their transfers to the poor households
that received the BLT. Therefore the income of
the poor households received from private
transfers would be almost the same, or may even
be lower. Thus the recipients of the BLT
changed their consumption patterns and reduced
their cigarette consumption. Further identi-
fication of the impact of the BLT program on
assets and/or investments could be conducted to
examine those arguments.

This study concluded that the BLT program
had a positive impact on society i.e. the
decreasing of cigarette consumption. It is
because cigarettes have more disadvantages than
benefits. Giving the BLT funds every three
months or more to the BLT recipient households
made the BLT funding they received sufficient
to make a ‘small investment’. Therefore, the
BLT recipient households decreased their
cigarette consumption as the consequence of
needing to maintain the continuity of their
investment. They choose to decrease the
cigarette consumption because it is not the
primary need of the household.
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