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1. INTRODUCTION

ABSTRACT

Various allegations towards the poverty problems are due to the issue of cultural,
consumption behavior, social dynamics, and policy support. This study deals with the
pattern of communities spending behavior through modeling the allocation of house-
hold expenditure using secondary data published by Indonesian Central Bureau of
Statistic (BPS) and offers models of household expenditure allocation appropriate and
proportional. Allocation model of household expenditure is expected to be one step in
formulating policies related to alleviate poverty. Time series analysis was used through
modeling, econometric modeling and exposure effects going from the various patterns
portrayed in the 2000-2008 period. By using National Economic Survey data (SU-
SENAS) period 2000-2008, the study found that the differences in geological structure
affect their livelihoods and consumption patterns, such as mountains, valleys, beaches,
flood plains, lakes, and so on. The allocation of income of poor households tends to
appear dominant in some categories of consumption related to housing and household
facilities, various goods and services, clothes, and rice. However, other consumption
categories tend not to be a priority for the consumption of poor households. Almost all
categories of movement patterns of consumption have almost the same, still increasing
from 2000 - 2006, except in 2005 which increased exceeding anomaly in 2006.

ABSTRAK

Berbagai dugaan masalah kemiskinan adalah akibat masalah budaya, perilaku kon-
sumsi, dinamika sosial, dan dukungan kebijakan, menjadi topik setiap hari di media
publik. Studi ini berkaitan dengan pola perilaku konsumsi masyarakat melalui pemo-
delan alokasi pengeluaran rumah tangga menggunakan data sekunder dari Badan
Pusat Statistik Indonesia (BPS) dan menawarkan model alokasi pengeluaran rumah
tangga yang tepat dan proporsional. Model alokasi pengeluaran rumah tangga diha-
rapkan menjadi salah satu langkah dalam merumuskan kebijakan yang berkaitan den-
gan pengentasan kemiskinan. Pendekatan yang digunakan adalah analisis time series
melalui pemodelan, pemodelan ekonometrik dan efek paparan yang muncul dari ber-
bagai pola pada periode 2000-2008. Dengan menggunakan data Survei Ekonomi Na-
sional (SUSENAS) periode 2000-2008, studi ini menemukan bahwa perbedaan dalam
struktur geologi mempengaruhi kehidupan mereka dan pola konsumsi, seperti gu-
nung, lembah, pantai, dataran banjir, danau, dan sebagainya. Alokasi pendapatan
rumah tangga miskin cenderung tampil dominan dalam beberapa kategori konsumsi
yang berhubungan dengan perumahan dan fasilitas rumah tangga, berbagai barang
dan jasa, pakaian, dan beras. Namun, kategori konsumsi lainnya cenderung tidak
menjadi prioritas untuk konsumsi rumah tangga miskin. Hampir semua kategori
pergerakan pola konsumsi hampir sama, yang terus meningkat dari 2000 - 2006,
kecuali pada 2005 mengalami peningkatan melebihi anomali pada 2006.

studies are related to a single product category. In

The literatures in marketing management show
that majority of public demand model still focuses
on the people patterns of behavior in purchasing
decisions. For example, a study which deals with
the brand, the number of product purchases. Other
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further developments, several models have been
built and made to look at people's behavior in the
product consumption in various categories such as
a study done by Seetharaman et al. (2005). Another
example is a study conducted by Russell and Ka-



makura (1997), Ainslie and Rossi (1998), lyengar,
Ansari, and Gupta (2003), all analyze the public
selection decisions on a variety of product catego-
ries (multi-category).

However, a study in marketing management
focuses on the modeling of consumer behavior in
the allocation of net income in order to meet their
consumption needs which are still very rare. People
have varying net income and some are also of li-
mited ones. Therefore, the tradeoff between the
consumption of products and other products can-
not be avoided. How about people's behavior pat-
terns are and the revenue allocation from one
product category to another one categories are not
yet often done by the subsequent researchers.

Several studies related to consumer behavior
in society have been mostly done by academics in
the field of economics. For example, Deaton (1992),
Gourinchas and Parker (2002) conducted a study
related to the trade-offs that occur when consumers
make decisions for current consumption to future
consumption. There are also several studies in the
field of economics that focus on budget allocation
of consumption in some types of goods and servic-
es. However, the focus of the study covers only a
small part of a wide range of product categories
such as food, clothing, and housing (Deaton and
Muellbauer 1980).

The above examples are still related to the allo-
cation of consumption in some very specific prod-
uct categories such as urban transportation (Kock-
elman 2001), the consumption of food at home
(Kao, Lee, and Pitt 2001), and energy (Bousquet,
Chakir, and Ladoux 2004). Some of them can be
useful for manufacturing companies or retail com-
panies because they can be used as an input in for-
mulating a strategy to influence the public into
buying products issued by the company.

However, expenditure made by the communi-
ty should be strongly related to limit their con-
sumption (budget constraint) and viewed from the
perspective of a more systematic. Studies that focus
on the efforts to understand consumer habits
(community) in their consumption budget allocated
to meet a variety of needs and how the results of
their consumption expenditure is influenced by
factors such as income levels, inflation, and there-
fore, the level of family life (family life stages)
should continue to be made.

Changes in consumption patterns will pose
some questions. For example, which industries are
most affected by changes in the pattern of con-
sumption of poor families? Whether and how the
response is different for each group of the poor
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families (based on demographic characteristics)?
The same question can be directed to the govern-
ment as public policy makers. The government
needs to see the costs to be incurred in the produc-
tion of various categories of products for public
consumption, such as energy (e.g., gasoline, LPG,
electricity, and water), generic drugs, groceries, and
other, which are generally used by poor families.

Besides the above, the behavior (response) on
changes in prices of various products over the public
should also be considered. Due to changes in the
price of the above, it can lead to having an impact on
changes in budget allocation consumption of the
poor families. If both of such conditions are well
understood, the government can make appropriate
economic policies, both in terms of demand and
supply. Subsidies from the supply side can also
make the price be cheaper in the market. Yet, the
demand-side subsidies will increase the budget limit
consumption of the poor families. This study focuses
only on the demand side, especially on the behavior
of the poor households' consumption budget alloca-
tion. It is very important that poor families can max-
imize their consumption budget allocation to the
budget constraint (budget constraint). Such issues
are so important that they need to be studied and
explored in depth, especially in Indonesia, where the
number of the poor is still relatively high. This figure
is equal to 16.58% of the total population of Indone-
sia (BPS, data for March 2007).

First of all, this study describes and analyzes in
a more systematic and comprehensive review of the
behavior of poor families in making budget alloca-
tion of consumption. Secondly, it assesses and sees
the interaction between the demands on the catego-
ry of products consumed by poor families. It is as-
sociated with the interaction between product cate-
gories, both complementary (complementary) or
substitution (interchangeable). Finally, this study
looks at the variation of consumption preferences
of the various categories of products in each group
of poor families based on demographic characteris-
tics, such as ethnicity and education level.

2. THEORETICAL FRAMEWORK

The development of research using a model "as-if"
is deemed to be able to explain the behavior of poor
families in allocating the budget consumption on a
group of expenditure categories (set of expendi-
tures) with revenue constraints. Since each of these
poor ancestry can only consume a portion of all
expenditure groups (or subgroups of the group
category), it is necessary to apply the concept of
sensor research on observational data. Therefore, it
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requires the existence of a system of demand that
can accommodate different categories of consump-
tion. From this a solution can be obtained for a gen-
eral model for society (Wales and Woodland 1983).

Using the above criterion, the various models
of existing demand systems such as the Almost
Ideal Demand System or AIDS (Deaton and Muell-
bauer 1980; Dreze, Nisol, and Vilcaasim 2004; Bar-
nett and Seck 2006), the model Rotterdam (Barten
1964; Theil 1965; Clements and Selvanathan 1988;
Vilcassim 1989), and the model of translog (Chris-
tensen, Jorgenson, and Lau 1975; Srinivasan and
Winer 1994) all are as follows: (1) it would be im-
practical to capture the interdependence among the
various categories of consumption due to large
number of factors and covariance or interaction
effects between categories (cross-category) to be
estimated and (2) Such models above require con-
sumption (non-zero) in all categories.

To accommodate the presence of many catego-
ries of consumption, the model developed by Kao,
Lee, and Pitt (2001) - hereinafter referred to KLP
models - can be adopted as an option. However, in
this study, the researcher creates modifications on
the budget allocation model simultaneously which
captures KLP poor families for consumption deci-
sion on which category (Whether to spend) and
how much consumption (how much to spend).

In that condition, the KLP model is only ap-
plied when the study only focuses on a small num-
ber of categories of consumption (e.g. 1 to 7 types of
consumption), counting only part of the household
budget, less able to capture the dynamics of domes-
tic preference in allocating the budget. Since in this
model the researchers tried to capture the three
things that cannot be captured by the KLP models,
the researchers will use a model of the KLP devel-
opment by developed by Du and Kamakura (2008).

The need for a comprehensive analysis of
budget allocation of poor families, who generally
high dimension, the researchers try to capture all
spectrum allocation of optimum consumption by
the poor families. It also concerns the actual possi-
bility that poor families will have different prefe-
rences on each category of expenditure and differ-
ences in preferences between their ancestries. In
that, it can cause a pattern in the correlation matrix
preferences among categories of expenditure, and it
encourages researchers to include a dynamic factor
structure into parameter covariance matrix over the
feeling that covers the poor family priority for con-
sumption.

Based on the model of Du and Kamakura
(2008), the researchers assume that poor families /1

49

will seek to maximize and continuously in the form
of quasi-satisfaction function concave (quasi-concave
utility direct function) G(x,) on a group J of non-

negative quantity, X, = (va Xopseees X )with a budget
constraint p'x, <m,, where p:(pl, Pysees Py )‘>0 P,/
is the price of goods i and m, is the ratio of the total

budget of poor families on income . In reference to
Wales and Woodland (1983) and the model of KLP
(2001), the researcher also uses the Stone-Geary satis-
faction function as follows:

‘ 1

G(x,)=>a,In(x,—B) )
i=1

Where o, >0'(Xih—ﬁi)>0' and Jare the num-

ber of categories of consumption available to poor
families. The symbol hon a, show, that the satis-

faction function is specific to certain poor families.
Due to the above optimization models inequality
constraints, the researcher uses Khun-Tucker ap-
proach to solve it. Kuhn-Tucker conditions for op-
timization problems of poor family budget alloca-
tion model above is as follows:

ac;)((xh) —&p <0 for x, =0and 2)
ih
aG(Xh) f
M) gg =g for x, =0 3)
o &h h

in order to that p'x —m <0<¢,
Where ¢ argues that multiplier (factor) La-

grange or additional satisfaction (marginal utility)
is per every 1 Rupiah consumption.

Budget allocation problem of poor families
above illustrates that poor families will gradually
add the allocation of income to consumption cate-
gories that will generate additional satisfaction
largest per every RP 1 consumed,

aG(Xh)i: in , 4)
P (P PB)
with current consumption levelsx, , up to the

budget limit is reached, i X, =M, - The solution
i=1

of the above optimization problem leads to the ex-
pense system, which is linear with respect to in-
come and price (hereinafter referred to as the mod-
el this model LES) as follows:

J* . .
PiXin = PS; +0i:1Lmh _z pjﬂjJ for =12,
=1

Where .

ih —

®)

o, and J* is a set of products that
L

a;,
j=L

are consumed, i.e. with positive expenditures.
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Table 1
The Data Availability of the Poor Family Income per Province
Interval of Poor family Income Sample Number
Blank Data (missing data) 87,969
Rp.1,00 - Rp.100.000,00 10,386
Rp.100.001,00 - Rp.1.000.000,00 15,005
Rp.1.000.001,00 - Rp.10.000.000,00 2,024
Rp.10.000.001,00 - Rp.100.000.000,00 17
Total of sample data 115,401
Table 1
The Description for Research Sample Distribution
Sample Distribution 2000 2001 2002 2003 2004 2005 2006 2007

Province 24 29 30 30 30 30 31 31
Regency/Middle city 277 323 309 339 377 421 423 439
Country (Kecamatan) 2,825 3,071 3,004 3,204 4,274 4,507 4,631 4,936
Village (Kelurahan) 5,767 8,173 8,258 7,403 10,525 12,826 11,685 12,709
Respondent profile for

Poor Family:

Towns 2,879 4,366 5,211 3,773 8,389 19,806 9,005 7,684
Villages 12,844 23,590 22,590 18,529 42,607 99,237 50,156 44,552
Total of respondents 15,723 27,956 27,801 22,302 50,996 119,043 59,161 52,236
Total of available data 189,339 218,568 212,646 222,791 252,913 268,847 277,202 285,186

Demand system as in equation 2 above is de-
fined only for a set of consumption regime J *. This
implies that if the pattern of expenditure (non-zero
expenditure) changes, both the intercept and the
slope of the demand system will also change. In
other words, the above model implies that there
will be a regime of optimal consumption for every
poor family in any combination of budget and
price. It is in a certain consumption regime that
applies a linear function of the budget expenditure
category and price, where all the regimes of con-
sumption, the system demand is in linear.

Specifically in this study, the researcher uses a
sensor mechanism with Khun-Tucker approach,
where Khun-Tucker conditions allow consumption
to zero as the solution (corner solution) to the satis-
faction of constrained optimization problems.
Khun-Tucker approach, in this case, also ensures
that expenditure will always be non-negative pre-
dictions and the number is the same as the budget.
It is different if the researcher uses sensors ap-
proach arbitration mechanism, such as Tobit re-
gression models (Amemiya 1974), where the three
conditions above is not necessarily achievable.

3. RESEARCH METHOD

The approach used is the cross-sectional analysis
with econometric models. The data are those of
household expenditures on various categories of
household consumption within a certain time. With
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such data from the SUSENAS, demographic charac-
teristics and household income are based on com-
modity groups, with estimation models using si-
multaneous approach and simulation models. The
range of the data collected, published 2002-2008
Central Bureau of Statistics (BPS) and SUSENAS.

In this study, the researcher uses all the availa-
ble data of poor families in the database by BPS
(Central Bureau of Statistics) during the period
2000-2006. The researcher also uses the criteria for
poor families as based on the approach of the UMP
(provincial minimum wage), which is said to be
poor if the expenditure is under the UMP. This ap-
proach is actually a proxy on per capita income
approach. However, some data in the data base of
family income during the period 2000-2007 BPS
were missing (blank), of about 76.23% of the total
data. Yet, the rest tend to not show the actual in-
come data. Family income data availability is de-
fined as the sum total of income of husband and
wife in which the statistical description can be
shown in Table 1.

The approach for the income of poor families
criterion also implies that the total deposits (saving)
by the family is zero or close to zero. It is due to the
definition that the family income can be formulated
as follows (Mankiw 2004):

Y, =C, +S, ©
C, =C,, +hY,
Y, =Y, (1-t,)
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Table 3

Distribution in Provinces with Sample Based on Territories in Indonesia

Territorial Distribution in Indonesia

Year West Ind. Time Central Ind. Time East Ind. Time

2000 Sumatera Utara, Sumatera Barat, Riau, Jambi,  Bali, Nusa Tenggara Barat, Nusa Maluku Utara
Sumatera Selatan, Bengkulu, Lampung, D KI  Tenggara Timur, Kalimantan Selatan,
Jakarta, Jawa Barat, Jawa Tengah, D I Kalimantan Timur, Sulawesi Utara,
Yogyakarta, Jawa Timur, Kalimantan Barat, Sulawesi Tengah, Sulawesi Selatan,
Kalimantan Tengah Sulawesi Tenggara

2001 Sumatera Utara, Sumatera Barat, Riau, Jambi,  Bali, Nusa Tenggara Barat, Nusa Maluku,
Sumatera Selatan, Bengkulu, Lampung, Kep.  Tenggara Timur, Kalimantan Selatan, Maluku Utara,
Bangka Belitung, D K1 Jakarta, Jawa Barat, Kalimantan Timur, Sulawesi Utara, Papua
Jawa Tengah, D I Yogyakarta, Jawa Timur, Sulawesi Tengah, Sulawesi Selatan,
Banten, Kalimantan Barat, Kalimantan Tengah Sulawesi Tenggara, Gorontalo

2002 Nanggroe Aceh Darussalam, Sumatera Utara, Bali, Nusa Tenggara Barat, Nusa Maluku,
Sumatera Barat, Riau, Jambi, Sumatera Selatan, Tenggara Timur, Kalimantan Selatan, Maluku Utara,
Bengkulu, Lampung, Kep. Bangka Belitung, D Kalimantan Timur, Sulawesi Utara, Papua
K1 Jakarta, Jawa Barat, Jawa Tengah, D I Sulawesi Tengah, Sulawesi Selatan,
Yogyakarta, Jawa Timur, Kalimantan Barat, Sulawesi Tenggara, Gorontalo
Kalimantan Tengah

2003  Banten, Nanggroe Aceh Darussalam, Sumatera Bali, Nusa Tenggara Barat, Nusa Maluku,
Utara, Sumatera Barat, Riau, Jambi, Sumatera  Tenggara Timur, Kalimantan Selatan, Maluku Utara,
Selatan, Bengkulu, Lampung, Kep. Bangka Kalimantan Timur, Sulawesi Utara, Papua,
Belitung, D K I Jakarta, Jawa Barat, Jawa Sulawesi Tengah, Sulawesi Selatan,
Tengah, D I Yogyakarta, Jawa Timur, Banten, = Sulawesi Tenggara, Gorontalo
Kalimantan Barat, Kalimantan Tengah

2004 Nanggroe Aceh Darussalam, Sumatera Utara, Bali, Nusa Tenggara Barat, Nusa Maluku,
Sumatera Barat, Riau, Jambi, Sumatera Selatan, Tenggara Timur, Kalimantan Selatan, Maluku Utara,
Bengkulu, Lampung, Kep. Bangka Belitung, D Kalimantan Timur, Sulawesi Utara, Papua
KT Jakarta, Jawa Barat, Jawa Tengah, D I Sulawesi Tengah, Sulawesi Selatan,
Yogyakarta, Jawa Timur, Banten, Kalimantan = Sulawesi Tenggara, Gorontalo
Barat, Kalimantan Tengah

2005 Nanggroe Aceh Darussalam, Sumatera Utara,  Bali, Nusa Tenggara Barat, Nusa Maluku,
Sumatera Barat, Riau, Jambi, Sumatera Selatan, Tenggara Timur, Kalimantan Selatan, Maluku Utara,
Bengkulu, Lampung, Kep. Bangka Belitung, D Kalimantan Timur, Sulawesi Utara, Papua
K1 Jakarta, Jawa Barat, Jawa Tengah, D I Sulawesi Tengah, Sulawesi Selatan,
Yogyakarta, Jawa Timur, Banten, Kalimantan =~ Sulawesi Tenggara, Gorontalo
Barat, Kalimantan Tengah

2006 Nanggroe Aceh Darussalam, Sumatera Utara, Bali, Nusa Tenggara Barat, Nusa Maluku,
Sumatera Barat, Riau, Jambi, Sumatera Selatan, Tenggara Timur, Kalimantan Selatan, Maluku Utara,
Bengkulu, Lampung, Kep. Bangka Belitung, D  Kalimantan Timur, Sulawesi Utara, Papua

K1 Jakarta, Jawa Barat, Jawa Tengah, D I
Yogyakarta, Jawa Timur, Banten, Kalimantan
Barat, Kalimantan Tengah

Sulawesi Tengah, Sulawesi Selatan,

Sulawesi Tenggara, Gorontalo, Sulawesi
Barat

Where Y}, is total family income h, C, is the to-
tal expenditure (consumption) family h, Cy is auto-
nomous consumption, b is the marginal propensity
to consume, Sy, is a total family savings ki, and Yy is
the amount of disposable income net of income
taxes (tn).

Based on the above definition, the criteria of
poor families should be a comparison between the
level of the UMP and the total expenditure (C)
added by the total deposits of the family (S;). Un-
fortunately, the data stored in the database is not
available in BPS as obtained during the period
2000-2007. Therefore, there various limitations as
described previously. This study uses the criteria
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for the poor families as a family that has a total
expenditure of less than UMP. The data availability
and coverage of the spread of the sample area is the
result of a survey conducted by BPS. All can be
shown in Table 2.

The fact is that there are 14 criteria presented
by BPS to define poor families but they are very
difficult to apply with some reason. First, it is not
clear if all of these criteria must be met for poor
families, whether they are just enough to meet sev-
eral criteria alone. BPS also did not show any crite-
ria that make a family fairly be regarded as a poor
family. Secondly, if all criteria must be met, the
data are not available in the database associated
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Consumption Index during 2000-2006 (2000 = 100)
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Figure 1

Categories and Distribution of Poor Families and Their Consumptions

BPS family consumption. Regardless of whether all
these criteria are free from ambiguity of interpreta-
tion, both of the above indicate that the 14 criteria
presented by BPS are difficult to apply.

Table 3, for example, shows that the samples
taken during the survey period 2000-2007 spread
almost all provinces in Indonesia. Each province
is represented equally by almost all districts. Si-
milarly, in each district is also represented by
almost all the districts and villages or urban vil-
lages. To confirm such data, it can be seen in Ta-
ble 3, that the sample covers almost the entire
territory of Indonesia, Indonesia's western region
(GMT), Indonesia Region Central section (PM),
and Eastern Indonesia Region (CDT). The sample
distribution is by geographic area so that it can
capture differences in the geographical characte-
ristics of the sample. This can obviously
represent the characteristics of poor households
in Indonesia in general.

Geological structure differences can affect the
main jobs and consumption patterns of the popula-
tion, such as mountain ranges, valleys, beaches,
riverbanks, lakes, and so on. The differences in the
number, quality and ease of access to public facili-
ties also affect the level of income, lifestyle and con-
sumption patterns of the population, such as high-
ways, shopping centers, hospitals, educational fa-
cilities, entertainment centers, and so on. Based on
this logic, the sample is expected to represent the
rural and urban poor families. As shown in Table 2,
the average proportion of poor families” samples is
40% urban and 60% rural. This data distribution is
ideal to explain the characteristics in both catego-
ries (urban and rural).
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4. DATA ANALYSIS AND DISCUSSION
Consumption expenditure data were taken from
the BPS in Rupiah. By definition, consumption is
obtained by multiplying the unit price by the quan-
tity consumed. It uses the categorization of con-
sumption expenditure as done by the BPS. All are
represented in the movement of poor households'
consumption using the consumption index. Such
categories can be seen in Figure 1.

It is interesting to analyze the data as in Figure
1. Almost all categories of consumption have simi-
lar movement patterns, which continued to rise
from year 2000-2006, except in 2005, it exceeded
that in 20006. This anomalous increase in the con-
sumption category is a category (iii) fish, (v) the
eggs and milk, (vi) vegetables, (ix) oils and fats, (x)
the material of drinks, (xi) spices, (xii) other con-
sumption, and (xiv) tobacco and betel. Category
(vx) housing and household facilities consistently
continued to rise, even since 2005 has increased
higher than in previous years. While the category
of consumption of staple foods, such as (i) grains
and (ii) potatoes, tend to fluctuate. When it should
be a staple food needs to follow the rate of popula-
tion growth. It is interesting to study more deeply
the determining factor, whether there is substitu-
tion to processed food (bread, canned goods and
the like) or related to the demographic composition
of the population by age.

Figure 2 shows that is the cause of the high rise
in 2005 in almost all categories except consumption
categories (vii) nuts, (xi) spices, (xv) housing and
household facilities, ( xvii) clothing, footwear and
headgear, and (xx) for a party, ceremonies and re-
ceptions. The sharp rise is then corrected in 2006,
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Consumption Index during 2000-2006 (2000 = 100)
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Figure 2
Poor Family Movement Index of Consumption in 2000-2006

where it appears that consumption in all of these
categories back to the level of consumption in 2004
or slightly higher. There are several explanations
related to these findings. First, the turmoil in the
common factors affects all sectors of industry. The
volatility in economic conditions as the common
factors will drive the industry/company to raise
prices (cost-push inflation). So the rises in prices of
products stimulate poor families to reduce the
quantity of consumption. This explanation is sup-
ported by the fact that there is an increase in world
oil prices sharply in 2005-2006. The pattern of rising
world oil prices can be seen in Figure 2.

The increase in world oil prices during the pe-
riod 2005-2006 also implicated the situation in In-
donesia's economy. One indicator is the rate of in-
flation. As presented in Figure 4, it can be seen that
the highest inflation rise began in mid-2005 until
the end of 2006. As described previously, that the
consumption index used in Figure 4 is the defini-
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tion of an index of multiplying the unit price and
quantity units consumed. Based on this definition,
the drastic rise in almost all categories of consump-
tion during 2005-2006 can be due to an increase in
its price per unit. However, the problem is that (a)
the increase in the price per unit is going to cause a
decrease in the quantity, but still provide a greater
contribution to the increase in total consumption
per category, or (b) despite the increase in the price
per unit, but the quantity of product consumed is
fixed. To obtain solid conclusions and also proves
an early indication of poor households' consump-
tion behavior is necessary to further verification.
There is another explanation about it. The de-
cline in the level of income or purchasing power
(purchasing power) of poor families is due to the
volatility of common factors. Thus, even though the
price of the product on the market tends to be the
same, it can cause a decrease in revenue budget
limit consumption of poor families decreased. With
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Figure 4
Inflation Level Movement during 2002-2007

Source: Bank Indonesia.

the level of fixed income (budget constraint), poor
families are forced to re-allocate the budget for a
product category to other categories based on their
fiscal priorities. In the full information of the aver-
age consumption of poor households in each cate-
gory of consumption can be seen in Appendix 2.
Again, in reference to the previous discussion,
Figure 2 cannot explain in detail about the determi-
nants of the increase or decrease in consumption
during the period 2000-2006. For example, whether
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the increase/decrease is due to such as (i) increase
in the price of the unit without the increase in the
amount of consumption, or (ii) the relative price
fixed but increased consumption, or (iii) both in-
creased or decreased at different rates.

Based on such phenomenon, further explora-
tion on the above findings should use the pattern of
price movements per each category of consump-
tion. This can be solved using pattern as in Figure
5. It shows that nearly all categories of consumer
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Price Index Movement during 2000-2006

price increases during the period 2000-2006, and
especially in 2005-2006, except for some categories
of consumption of the category (xv) housing and
household facilities and (xviii) durable goods. This
finding confirms previous preliminary findings
that the increase in consumption in the various
categories of consumption is due to the increase in
the price per unit of the product.

Further analysis of the pattern of consumption
of poor families need to be done over the positive
(non-zero share). This should explain further how
to allocate budgets of poor families in the category
of consumption. Figure 6 shows the average, con-
sumption in the category (xv) housing and house-
hold facilities, (xvi) miscellaneous goods and ser-
vices, (i) grains and (xvii) clothing, footwear, and
headgear is categories- consumption categories
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with the largest share of expenditure. This is consis-
tent with the characteristics of poor families, where
most of the portion of its budget is allocated to the
primary needs of components, namely food, cloth-
ing (clothing), and the board (residence). Figure 5
can also confirm that the staple food of poor fami-
lies in Indonesia is grain. However, the category (ii)
cassavas types (tubers) are relatively in small por-
tion of their spending despite a staple food, espe-
cially for the East Indonesian Region (WIT). There
are at least two explanations for this. First, the
number of people who consume the cassava types
is relatively less than the food grains. Both that cas-
sava types which are the staple food locally ob-
tained from the market (buy-sell mechanism)
which has implications for the budget allocation.
Instead, tubers have been planted by themselves.
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Figure 6
Expense of Non-Zero Allocated by Poor Families for Each Consumption Category during 2000-2006

Other food categories, in addition to grains,
only received a small portion of the budget alloca-
tion for poor families. These findings provide input
of information for the Ministry of Health that the
average poor families eat nutritious foods in small
amounts, which are also relative to the staple food.
Therefore, the nutrition feeding programs should
be carried out continuously by keeping the nutri-
tional intake of present and future generations.
Even Figure 5 also shows that the majority of its
budget is used to buy a house (the context is a
home purchase or lease installments), then the rest
is used to meet basic needs in order to survive.
These findings also can also provide for the gov-
ernment, especially the Ministry of Resettlement of
Disadvantaged Regions (PDT) that the mechanism
of transfer of home ownership to poor families
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should be paid attention. This pertains to the total
budget of the poor family owned. Due to the ex-
pense that is obligatory (obligatory), it would be
necessarily to take a portion of the family budget in
the absence of choice. So that would eventually
defeat the other categories of consumption portion.
Of unilateral policy of a government institution (in
this case the Ministry and the Institute), they
should not be contra productive in achieving the
goals and making policies in other departments.
Unlike other consumption categories, category
(xv) housing and household facilities are likely to
continue to rise in the share of expenditure. As ex-
plained earlier, the most likely reason is the in-
crease in the price per unit. This is also confirmed
by the continuous increase of inflation rate during
2004-2006. Nominal interest rate is defined as
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(Freixas and Rochet 1997) as the following;:
fnom = INF, o, + 7)
Where i, is the nominal interest rate, inflation rate
of INF,,; is nominal, and i,;; is the real interest rate.

From the above definition, if there is an in-
crease in the nominal inflation rate, it will cause an
increase in the nominal interest rate. Market inter-
est rates will encourage borrowing rate (in the con-
text of mortgage loans) that will increase and even-
tually raise the amount of installment amount to be
paid in that period. It is unless the home mortgage
purchase transactions use a flat rate (fixed install-
ments).

The pattern of consumption is quite interesting
especially when it deals with the consumption cat-
egory (xiv) tobacco and betel, as a proxy on ciga-
rette consumption. Although there are fluctuations
in consumption in various categories, especially
grains, tobacco and betel nut consumption tends to
be stable. This indicates that the effects of addiction
(addiction) consume tobacco or betel because this
category will continue to be consumed despite
budget reductions. It could even sacrifice staple
food consumption only to eliminate the effects of
this addiction.

riil

5. CONCLUSION, IMPLICATION, SUGGES-
TION, AND LIMITATION

It can be concluded that, in general, poor families
have unique patterns in the consumption activities
when they limit their income. They are likely to
allocate income to consume some categories of con-
sumption related to housing and household facili-
ties, miscellaneous goods and services, clothing,
and rice. However, other consumption categories
tend not to be a priority for the poor families for
their main consumption.

Their expenditure should be also on the hous-
ing consumption categories and household facili-
ties, miscellaneous goods and services, clothing,
and rice to poor families in Indonesia. Due to their
limited income, they should prioritize the con-
sumption categories merely on the primary needs
(food, clothing, shelter).

Almost all categories of consumption expe-
rienced have a similar movement patterns, which
have continued to rise from the year 2000 -2006,
except in 2005, it experienced anomalies exceeding
the rise in 2006. In 2005, there was an increase of
consumption expenditure in almost every category
larger than in years previously. This is due to the
fluctuation of the common factors that affect all
sectors of industry. The volatility in economic con-
ditions as the common factors will drive the indus-
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tries or companies to raise prices (cost-push infla-
tion).

The fact is that the rise in prices of products
stimulates poor families to reduce the quantity of
consumption. This evidence is supported by the
fact that there is an increase in world oil prices
sharply in 2005-2006. Another explanation is the
decline in the level of income or purchasing power
of poor families due to the volatility of common
factors. Therefore, even though the price of the
product on the market tends to be the same, they
cause a decrease in revenue budget limit consump-
tion of poor families decreased too. With the fixed
level of income (budget constraint), poor families
are forced to re-allocate the budget for a product
category to other ones based on their priority scale.
The pattern of consumption is quite interesting that
is in the category of housing and household facili-
ties. Most of the budget of poor families are spent
for buying a house (the context is a home purchase
or lease installments), then the rest is for meeting
basic needs in order to survive (survive).

Suggestion can be addressed to the govern-
ment as based on the formation above, especially
for the Ministry of Resettlement of Disadvantaged
Regions (PDT), they should pay more attention to
the mechanism of transfer of home ownership the
total budget of the poor family owned. They also
should know that such expense for the poor family
is obligatory. By doing so, they can necessarily take
a portion of the family budget in the absence of
choice. In this condition, it can eventually choose
the other categories of consumption portion.

The government institution should not be con-
tra productive with the goals and policies for other
departments. In addition, this increase is also due
to the increase in price or unit in the category of
housing consumption and household facilities. This
conclusion is confirmed by the continued rise in the
nominal rate of inflation during 2004 - 2006. If there
is an increase in the nominal inflation rate, it will
cause an increase in the nominal interest rate. Mar-
ket interest rates will encourage borrowing rate (in
the context of mortgage loans) will increase and
eventually raise the amount of installment amount
to be paid in that period. Unless the home mort-
gage purchase transactions using a flat rate (fixed
installments).

Again, consumption shows that tobacco and
betel are the proxy on cigarette consumption. Al-
though there are fluctuations in consumption in
various categories, especially grains, tobacco and
betel nut consumption tends to be stable. This indi-
cates that the effects of addiction (addiction) con-



sume tobacco or betel because this category will
continue to be consumed despite budget reduc-
tions. It could even sacrifice staple food consump-
tion only to eliminate the effects of this addiction.

Some limitations can be asserted here. First, the
allocation pattern of consumption of poor Indone-
sian families in this study is only able to explain
variation among poor families across geographic
regions and various socio-demographic control
variables. This is due to the data used that is the
cross section data, so that the effect of the life cycle
of the family (the family's life cycle stage) and in-
creased prosperity of the family cannot be ex-
plained by optimal because it requires the presence
of longitudinal data (see Du and Kamakura 2006
and 2008). However, the use of data and models of
cross section can also be justified if the timing of
data collection is most likely done at the time of the
survey is an annual one. Yet, to capture the varia-
tion patterns of behavior between the time the
family and budget allocation takes a shorter obser-
vation period i.e. monthly or weekly. Second, the
criteria which are owned by the BPS in determining
the edge of poverty to determine whether are very
difficult to implement. This research has covered all
parts of Indonesia, both Indonesia's western region
(WIB), Indonesia Region Central section (WITA),
and the eastern part of Indonesia (WIT).

The distribution of the sample by geographic
area is done to capture differences in the geograph-
ical characteristics of the sample in order to
represent the characteristics of poor households in
Indonesia in general. Geological structure differ-
ences will affect the livelihood and population con-
sumption patterns, such as mountain ranges, val-
leys, beaches, riverbanks, lakes, and so on. The dif-
ference in the number, quality and ease of access to
public facilities also affects the level of income, life-
style and consumption patterns of the population,
such as highways, shopping centers, hospitals,
educational facilities, entertainment centers, and so
on. Based on this logic, it is necessary for further
studies to define the poor family by using more
applicable criteria so as to overcome the existing
problems.
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