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Targeted social assistance programs have been carried out to alleviate poverty in many 

developing countries. For the poor, targeted social assistance programs not only provide 

additional income but also encourage improvement in individuals’ health and education. 

Nonetheless, little is known about the impact of these programs on the development of local 

economies, an important area for policy making. There is an increasing commitment for targeted 

social assistance programs as many countries tend to spend more on the programs over time 

(Gladieu, 2018). Understanding the local economy wide impact of targeted social assistance 

programs is crucial since it will provide evidence-based analysis to policy makers, who usually 

are budget-constrained, about the side-effects of huge investment they put in such programs. If 

that investment can also expand local economies, the implication would be substantial because 

the poor rely on the local economies for their livelihoods. Exploiting variation in the different 

timing of conditional cash transfer implementation in Indonesian subdistricts, this paper 

examines the effects of a key social assistance program on the development of the local 

economies, proxied by local micro and small enterprises (MSEs). MSEs are a crucial engines of 

the local economies in many developing countries. Nonetheless, the productivity of MSEs 

remains low (Hill, 2001; OECD, 2015). The analysis is based on a subdistrict pseudo-panel, 

combining data from surveys of MSEs with village censuses data. Our results show that there are 

significant local economy impacts of targeted social assistance programs. Exposure to this 

program raises labor productivity of MSEs in the medium term. No immediate impacts are 

observed. The effects are heterogeneous across different regions. Credit constraint is a 

mechanism through which the programs affect local economy. The results justify public policy 

encouraging the sustainability of such programs to 4-5 years so that the trickledown effects can 

penetrate the local economies. The results also indicate the importance for the policymakers to 

easing credit access for MSEs.


