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Indonesia has made commend-
able progress in many aspects 
of public financial management 
(PFM) over the past 20 years. 
Much improved legal and reg-
ulatory frameworks have been 
established for PFM, and new 
budget formulation and control 
systems have been designed and 
implemented. Expenditure control 
systems in particular have im-
proved considerably and financial 
reporting has been strengthened.

Nonetheless, as indicated in the 
2017 Indonesia Public Expendi-
ture and Financial Assessment 
(PEFA), these PFM reforms are 
not complete. Systemic con-
straints on expenditure manage-
ment in achieving high-quality 
spending are still observed in all 
sectors and need to be addressed 
in order to achieve better out-
comes.

These systemic constraints start 
with inconsistencies between 
planning architecture, budget 
architecture, the performance 
management framework, and 
the organizational structure of 
government. There is inconsis-
tent terminology and architecture 
in the planning and budgeting 
systems. The concept of ‘money 
follows programs’ cannot be fully 
implemented because programs 
in the planning structure are 
based on national plan priorities 
and those under budget are 
based on the organizational 
structure. Therefore, money 
under Plan follows ‘programs’ and 
money under Budget follows the 
‘functions’ of government.  

The current practice lacks tools 
to be tough on line ministries’ 
budget requests. The current 
process requires the MTEF to be 
prepared up to the spending unit 
level, where expenses are mostly 
on salaries and operational 
expenditure, which do not change 
dramatically from year to year. 
The MTEF should instead be 
prepared at the strategic level 
of programs and activities. The 
MTEF practice is also still not 
complemented with a top-down 
medium-term budget ceilings 
from the MoF to line ministries, 
which can be used as guidance 
for them in preparing their spend-
ing plans. Clear visibility of fiscal 
constraints should lead to com-
petition for resources, challenges 
to proposals, and a more strategic 
allocation of resources.
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There is weak implementation 
of ‘intervention logic’, which 
provides linkage between policies 
and spending decisions. Indone-
sia already has a well-designed 
framework of intervention 
logic, but the implementation 
of the logic framework remains 
suboptimal. The definitions of 
outputs and outcomes are often 
not clearly stated. Outputs are 
determined at the discretion of 
line ministries and often look like 
inputs, processes, or activities. 
Most importantly, the outputs 
produced by public spending 
under Budget are not linked with 
planned outcomes under Annual 
Plan. Redesign of outputs will be 
critical, particularly under a de-
centralization framework, as they 
need to serve as a link between 
detailed tasks and intermediate 
outcomes at the activity level 
by capturing what combination 
of goods and services is needed 
to produce the intermediate 
outcome.

Good quality performance 
information is key to expenditure 
performance, but unfortunately 
this is still scarce in the Indone-
sian context. Information is par-
ticularly needed in decentralized 
sectors such as education, water, 
infrastructure, and health. Line 
ministries often express concern 
at their inability to control, or 
even monitor, outputs and effec-
tiveness once the responsibility 
for service delivery is passed on 
to local governments. Devolving 
responsibility may have met 
certain political objectives, but it 
appears in many cases to have 
disconnected line ministries from 
outcomes, including program 
information and performance, 
which are necessary for the suc-
cessful implementation of many 
performance-based budgeting 
methods. 

Fifth, institutional coordination—
both vertical and horizontal—as 
one of the key factors to ensure 
the delivery of public services 
efficiently and effectively remains 
in crucial need of strengthening. 

The President has used his 
emergency powers to issue 
Government Regulation in Lieu 
of Law (Perppu) No. 1 of 2020  to 
mitigate risks of COVID-19 pan-
demic. Through this regulation, 
the Government has been given 
wide-ranging powers to reallo-
cate resources across programs 
and line ministries. Hence, there 
is a need to ensure efficiency 
and effectiveness and proper 
monitoring and evaluation of 
COVID-19 related expenditure.
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Improve coordina-
tion between the 
MoF and Bappenas 
on budget planning.

Harmonize planning 
architecture, budget 
architecture, the per-
formance manage-
ment framework, and 
organizational struc-
ture by improving 
business processes 
and using common 
program coding and 
a consistent planning 
and budget classi-
fication structure 
to fully implement 
performance-based 
budgeting.

Roll out the inte-
grated planning, 
budgeting, execu-
tion, accounting and 
reporting system 
(SAKTI) to all spend-
ing units (Satker) of 
the line ministries.

Achieve seamless 
data exchange and 
interoperability 
between Krisna and 
SAKTI (erstwhile 
RKA-KL) to reduce 
the gap between 
plan and budget 
allocations; between 
e-Monev and SMART 
KL systems to align 
outputs with planned 
outcomes; and be-
tween OM-SPAN and 
Krisna for reporting 
progress to Planning.

Strengthen 
implementation 
of ‘money follows 
programs’

Expand budget tag-
ging of expenditure 
and outputs for 
measuring results 
achieved under 
national priority and 
thematic programs.

Introduce a 
program-based 
budget classification 
structure toward 
‘money follows 
programs’ and pilot 
program-based bud-
geting in selected 
ministries, including 
a program restruc-
turing initiative 
within the MoF as 
a pilot ministry in 
FY2020. 

Fully implement 
performance-based 
budgeting and move 
from ‘money follows 
functions’ to ‘money 
follows programs’ by 
harmonizing organiza-
tion structure, budget 
structuring, policy 
planning structure, 
and performance 
management struc-
ture.

Introduce a new 
sub-economic classi-
fication and program 
code for COVID-19 
expenditure to track 
allocation, expendi-
ture and outputs of 
the Government’s 
COVID-19 response, 
considering FY2020 
Budget has been 
largely reallocated 
for the COVID-19 re-
sponse through Gov-
ernment Regulation in 
Lieu of Law (Perppu) 
No. 1 of 2020.

Strengthen the 
medium-term per-
spective in planning 
and budgeting.

Strengthen the medi-
um-term perspective 
in planning and 
budgeting (Medi-
um-Term Expen-
diture Framework, 
MTEF) by issuing 
indicative budget 
ceilings for two years 
following the budget 
year to each line 
ministry (in addition 
to the budget year) 
at the time of the 
first budget circular 
(indicative ceiling 
circular), jointly 
issued by Bappenas 
and the MoF. Indic-
ative (hard) ceilings 
for the outer two 
years will allow line 
ministries to under-
take medium-term 
planning based on 
resource constraints.

The MoF to change 
the requirement for 
line ministries to sub-
mit their estimates of 
MTEFs only at a stra-
tegic level (program 
and activity level) 
rather than an MTEF 
by each individual 
spending unit.

Clear visibility of 
fiscal constraints 
should lead to more 
competition for 
resources, challenges 
to proposals and a 
more strategic allo-
cation of resources.

Improve the 
‘intervention logic’ 
concepts in pro-
gram/performance 
design. 

Strengthen manage-
rial linkages between 
policy objectives, 
programs, activities 
and outputs by 
providing capacity 
building on the over-
all implementation 
of intervention logic 
process to all central 
agencies and line 
ministries.

The MoF, Bappenas, 
and the Planning 
and Finance Bureaus 
under all line minis-
tries to strengthen 
quality control on 
the intervention 
logic that has been 
designed by the line 
ministries. 

Define interven-
tion logic at two 
levels: (i)  a complex 
results chain at the 
whole-of-govern-
ment level, which 
includes the con-
tribution by central 
and subnational 
Governments to 
the achievement 
of intermediate 
outcomes; and (ii) a 
simpler results chain 
in which interme-
diate outcomes are 
more proximate to 
the ministries them-
selves, and for which 
it is reasonable to 
hold their managers 
accountable.  

Continue to move 
toward smaller 
and fewer in-year 
budget revisions, 
both for the 
mid-year budget 
revision (APBN-P) 
and self-blocking 
budget cuts. 

Continue concert-
ed efforts to avoid 
large in-year budget 
revisions through 
strengthened capac-
ity, transparency and 
realism—and hence 
much improved 
accuracy—in budget 
revenue estimation. 
Where significant 
mid-year budget 
revisions are un-
avoidable, the MoF 
should ensure that 
delegating detailed 
decisions to line min-
istries is accompa-
nied by appropriate 
oversight and the 
challenging of their 
reallocation deci-
sions, in particular to 
secure allocations for 
spending on national 
priority programs.

Strengthen the 
‘performance man-
agement environ-
ment’ to encourage 
and support high-
er-quality spending 
by the public sector.

 Support central 
government minis-
tries and agencies to 
strengthen the ‘per-
formance manage-
ment environment 
and culture’ within 
their organizations. 

Enable a perfor-
mance-based 
budgeting system 
that is adapted to 
the requirements 
of a significantly 
decentralized fiscal 
process. 

Enable the more 
effective appli-
cation of the 
performance-based 
budgeting system in 
a decentralized fiscal 
system by: (i) provid-
ing clarity on what 
each level of govern-
ment is responsible 
for; (ii) coordination 
around complemen-
tary investments; 
(iii) aligning the geo-
graphic allocation of 
funding with needs 
and priorities; (iv) 
more policy-oriented 
design of conditional 
transfers clearly 
focused on a policy 
outcome, with an 
attendant interven-
tion logic; and (v) 
common Chart of 
Accounts to support 
the stronger evalua-
tion of spending and 
performance.

Summary of recommendations

Further key reading

“Indonesia: Public Expenditure and Financial Accountability (PEFA) 
report, 2017, World Bank:  https://pefa.org/country/indonesia

“Indonesia: Public Investment Management Assessment”, 
International Monetary Fund, World Bank, June 2019

A B C D E F G
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T he Government of Indonesia 
(GoI), in particular the Min-
ister of Finance (MoF), has 
stressed the importance of 

value for money in achieving better out-
comes from current government spend-
ing. This is not only because the current 
revenues have become tightly constrained in 
the short term, thereby severely restricting 
increases in government expenditure, but 
also because there is concern that much of 
the current spending is having insufficient 
impact on outcomes. Some aggregate ex-
penditure policies aimed at improving social 
wellbeing—for example, the GoI policy of 
maintaining minimum expenditure alloca-
tion shares of 20 percent of the budget for 
education and 5 percent for health—are con-
sidered to have had only a modest impact on 
actual service delivery outcomes. 

Getting better value from public 
expenditures requires not only improved 
policies or increased spending in selected 
areas but also improving the capacity of 
expenditure management, i.e., systems, 
processes and information, to enable good 
policy design, and the effective delivery of 
goods and services, underpinned by strong 
financial and non-financial performance in 
reporting, evaluation and accountability. 
This is the area in which the public finan-
cial management (PFM) system comes into 
play. In particular, it should enable the annu-
al budget process to work more efficiently, 
effectively and with greater transparency and 
accountability. The broad range of PFM re-

forms introduced by the GoI since 2003 on-
wards was intended to achieve and support 
exactly these attributes of a good expendi-
ture management process. Nevertheless, as 
indicated in the 2017 Indonesia Public Ex-
penditure and Financial Assessment (PEFA), 
these PFM reforms are not complete.

A better functioning PFM system 
would be needed to contribute in the fol-
lowing ways:

1. More responsive and effective allocation
of funding within and across programs and 
activities;

2. Better targeted budgetary interventions
with improved impact on outcomes;

3. More accurate and efficient budget report-
ing (including both financial and non-finan-
cial performance reporting);

4. Better quality information for supporting 
policy design and innovation; and

5. Stronger feedback loops between perfor-
mance reporting and policy design. 

This chapter examines some major 
features of the PFM system that remain 
under-developed or that need to be im-
proved for optimal budget management. 
These factors contribute directly to admin-
istrative inefficiency and to suboptimal so-
cioeconomic outcomes. ‘Up-grading’ some 
aspects of the PFM system will lift budget 

performance and assist the GoI in achieving 
‘better value for money’. It addresses especial-
ly those factors that bear most directly on ex-
penditure performance. These include budget 
planning and preparation; budget implemen-
tation, including monitoring and reporting; 
and organizational functions and capabilities 
that support budget management operations. 

The analysis on the PFM mostly fo-
cuses on the central government budget 
(APBN). While experience and examples 
have been drawn from the health, educa-
tion, and selected infrastructure sectors in 
particular, an effort has been made to make 
these findings as applicable as possible to the 
wider scope of public expenditure manage-
ment. In addition, the discussion and rec-
ommendations in this report also include 
key interactions between central and local 
governments with regard to the execution of 
public expenditure policies and operations. 
Inevitably, this analysis has focused much 
more on the challenges ahead, rather than 
the achievements already in place. Recogni-
tion of what has been achieved, however, is 
also highlighted in many parts of the section. 

This chapter is organized into 
three main parts. Following an overview of 
achievements and the present stage of de-
velopment, this chapter discusses PFM chal-
lenges on budget planning (Part A), budget 
implementation (Part B), and organizational 
structure and responsibilities (Part C). Final-
ly, the last section provides policy recom-
mendations based on the findings from the 
previous parts.
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2.2

T here have been numerous 
assessments and reviews of 
the PFM system in Indonesia 
over recent years that rec-

ognize the exceptional progress that 
Indonesia has made in the development 
of its PFM system since 2000.78 Much 
improved legal and regulatory frameworks 
have been established for PFM, and new 
budget formulation and control systems 

have been designed and implemented. 
Expenditure control systems in particular 
have improved considerably and financial 
reporting has been strengthened, with re-
sulting benefits for fiscal control, financial 
integrity and accountability (see Box 2.1). 

Nonetheless, there is also a general 
recognition that the PFM reform pro-
cess is still very much a ‘work in prog-
ress’. In assessing what has been achieved 

78 Indonesia 2017 PEFA 
(WB), synchronization of 
planning and budgeting in 
Indonesia (2017, internal 
World Bank), Indonesia 
Infrastructure Planning 
and Budget process (2014, 
internal World Bank report), 
Indonesia’s Experience 
in Implementing MTEF 
(2014, internal World Bank), 
Spending Review at the MoF 
(2018, internal World Bank 
report).

over the past 10 years in particular, i.e., 
from 2008 to 2018, it is evident that the 
PFM reform process has not ‘stopped’. 
Rather, ongoing improvements during 
this period have modified and improved 
some aspects of the system. In some cases, 
however, they have not addressed, much 
less overcome, some of the underlying 
obstacles to improved expenditure effi-
ciency and effectiveness. It is therefore 
not so much a matter of deciding ‘what’ 
further reforms are needed, but ‘how’ to 
complete some of the key systemic chang-
es, enabling them to work much better.

In parallel with its development of 
the PFM system, the GoI has introduced 
the rapid and extensive decentralization 
of services in many sectors to subnation-
al governments. This has complicated the 
implementation of some reforms and has 
added an extra and very challenging dimen-
sion, especially for achieving expenditure 
effectiveness. It is apparent that there is also 
still a long way to go in this area of effective 
decentralization of spending.

One of the stand-out conclusions 
from several of these recent diagnostic 
studies and reviews is the need for a clear, 
ongoing ‘reform agenda’. This agenda 
should comprise specific actions targeted at 
a number of areas in which improvements in 
budget management have become skewed or 
remain incomplete, which is also shared by 
this part of the analysis on the PFM system. 

Overview of 
achievements & 

the present stage of 
development
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Summary of Indonesia 2017 PEFABOX 2.1.

I ndonesia’s most recent Public Expenditure 
and Financial Accountability (PEFA) as-
sessment was published in early 2018 and 

was the first assessment based on the new 2016 
revised PEFA framework. It covers the three 
fiscal years from 2014 to 2016. This period was 
marked by a political transition and a change 
of government composition, which affected 
the policy agenda. Reforms introduced in 2016 
after the appointment of the current finance 
minister are not reflected in this assessment. 
Nevertheless, the assessment remains an im-
portant guide to the strengths and weaknesses 
of Indonesia’s PFM systems.  

The PEFA assessment scores seven di-
mensions of PFM systems across the whole 
PFM cycle: budget reliability, transparency of 
public finances, management of assets and li-
abilities, policy-based fiscal strategy and bud-
geting, predictability and control in budget ex-
ecution, accounting and reporting, and external 
scrutiny and audit.  

Areas of strength
Key areas of strength in PFM systems have al-
lowed for prudent fiscal management and control 
of budget execution. The roll-out of a financial 
management information system (FMIS), togeth-
er with strict cash consolidation management 
rules, a well-defined treasury management sys-
tem in central government, consistency between 
budgeting and accounting classifications, and 
the convergence of accounting rules with inter-
national best practice, have improved the quality 
of financial reporting and oversight.

Strong fiscal discipline has come about 
through better budget formulation, a clear fiscal 
and debt-management strategy, and fiscal rules 
on the annual budget deficit. Expenditure ar-
rears are strictly controlled. The budget process 
is both transparent and participatory. Budget 
documentation is comprehensive, the budget 
process is well defined, and the budget calendar 
is strictly adhered to. Parliamentary scrutiny of 
the budget is improving.

Areas for improvement
Budget reliability remains an ongoing challenge, 
driven during the 2014-16 period by the per-
sistent over-projection of revenues. This im-
proved in the two following budget years. At 

the aggregate level, ongoing challenges in main-
taining fiscal discipline are seen in weaknesses 
in revenue administration and the tracking of 
contingent liabilities for PPP-related guaran-
tees, and a lack of information around other 
contingent liabilities, including those related to 
social protection programs and the potential risks 
associated with state-owned enterprises (SOEs).  

Strategic allocation is undermined by un-
reliability in revenue estimates, resulting in large 
in-year budget revisions, which undermine the 
effective implementation of programs. Although 
five-year sector plans are in place, they are not 
based on realistic funding projections, and do 
not provide a reliable cost basis for a well-func-
tioning medium-term expenditure framework 
(MTEF). Inconsistent classification of programs 
between the plan and budget make it difficult 
to track the allocation of money to planned pro-
grams. Performance information is too detailed 
and the inconsistent definition of outputs from 
year to year undermines the use of performance 
information in budget allocation.

Although the GoI has placed a priori-
ty on increasing the stock of infrastructure, 
public investment management processes 
are not conducive to the effective s election 
and implementation of projects. Many major 
projects are not prepared with robust design 
or technical specifications, and projects that 
could be screened for private implementation 
are financed from the public budget. There is 
no systematic reporting of progress or per-
formance in implementation of projects. Of 
the more than IDR 400 trillion spent through 
procurement processes each year, 30 percent 
cannot be tracked through the procurement 
system and only limited data are available on 
the remainder. The procurement system would 
be strengthened by greater transparency of 
complaint resolution and the addition of an in-
dependent body to review appeals.

Finally, while the external audit is func-
tioning effectively, the scrutiny and follow-up of 
audit findings is poor. Publishing ministry audit 
findings and responses would add pressure for 
them to be addressed. Parliament’s scrutiny of 
audit follow-up is less effective than its ex-ante 
review of the budget.

Source: Indonesia Public Expenditure Financial 
Accountability 2017 report.  https://pefa.org/country/indonesia
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The  
identified PFM 

challenges2.3
A Part A: Budget Planning

B Part B: Budget Implementation

C Part C: Organizational Structures and 
Responsibilities

A 
Part A: Budget 
Planning

I ndonesia has a well-developed planning framework 
that provides strategic direction for medium-term 
development, but this has not yet been adequately 
integrated with the budget planning process. The 

National Medium-Term Development Plan (RPJMN), developed 
by Bappenas, and the line ministries’ plans (Renstra) are the strategic, 
but static, planning documents that provide a five-year horizon at 
program, activity, and project level with targets and funding require-
ments. Both documents serve as the basis for, and are translated into, 
an annual Government Work Plan (RKP by Bappenas) and sectoral 
annual work plan (Renja by line ministries), with a direct link to the 
annual state budget (APBN), developed by the MoF and the annual line 
ministry budget (RKA-KL), developed by the line ministries. However, 
there is a lack of linkage between the planning and the annual budget 
allocation processes, which results in deviations between the projected 
budget in the medium-term planning and the actual annual budget. 

Complex and inefficient 
relationship between 
planning and budgeting

A.1
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IDR trillion Percent IDR trillion Percent 

Bappenas MoF Line ministry

Medium-term National Medium-Term 
Development Plan (RPJMN) 
Static 5-year plan

MTFF: top-down MTEF: top-
down and bottom-top 
rolling 3-year plan

Ministry strategic plan 
(Renstra), static 5-year plan

Annual Government Annual Work 
Plan (RKP)

Annual state budget (APBN) Annual work plan (Renja); and 
Annual budget plan (RKA-KL)

Planning, budgeting 
and accounting IT 
systems

Krisna: planning SAKTI79 
SPAN: budgeting, treasury, 
and accounting

Krisna (Bappenas) SAKTI 
(MoF)

Monitoring and 
reporting IT system

e-Monev Smart DJA OM-SPAN: 
monitoring and reporting

Ministry annual and medium-term plans and IT systemsTABLE 2.1.

79 SAKTI will replace the 
annual line ministry work 
and budget plan (RKA-KL) 
application. 

Source: World Bank team. 

Note: For the 2015 MoH Budget, figures taken from the Revised State Budget (APBN-P) instead of the State Budget (APBN), due to a lack of available data.
Source: World Bank staff calculations based on the Ministry of Health Renstra and the State Budget (APBN) 2015-2019

The deviations between medium-term budget 
planning and actual budget allocations remain 
significant. The analysis in the Water Resources 
Management chapter indicates that central govern-
ment spending on water resources remains well below 
the Strategic Plan target in the Renstra, where the 
Renstra’s budget is almost three times larger than the 
annual budget allocation in the 2019, or at the end of 
the five-year planning period. A similar case is also 
found in the health sector, where the Renstra’s budget 
is double the annual budget allocation (Figure 2.1a 
and Figure 2.1b). The weak linkages between the me-
dium-term framework and the annual budget process 
reflect a silo approach between annual budgeting and 
medium-term planning, and a lack of quality assur-
ance on monitoring and consistency in reporting at 
the aggregate level.  

The above examples indicate that the RPJMN and 
the Renstra do not constitute a reliable basis for the 
sector strategy costing required for a proper Medi-
um-Term Expenditure Framework (MTEF), and that 
a rolling multi-year budget framework is needed. The 
static five-year plans are not useful as a basis for strategic 
planning across the medium term, not least of all because 
the fiscal estimates on which they are based are not real-
istic. Therefore, performance measurement in such an 
environment cannot provide a meaningful policy target to 
meet the objective. Substantially reducing resources while 
maintaining five-year planned targets means that either the 
GoI is setting itself up to fail against its own ambition or, if 
targets are being met, suggests major weaknesses in cost-
ing underpinning the original planning. Indonesia needs to 
implement the mechanisms of a modern, rolling multi-year 
budget framework if it wants to spend better.

There are significant deviations between the proposed budget in the Strategic Plan (Renstra) and the budget 
allocation in the State Budget (APBN), 2015-2019

A. DG Water Resources, Ministry of Public Works and Housing B. Ministry of Health 

FIGURE 2.1.

DWGR Budget proposed in Restra MOH Budget proposed in Renstra

DWGR Budget allocated in APBN MOH Budget allocated in APBN

Proportion of APBN allocation to renstra 
proposal % (right axis)

Proportion of APBN allocation to 
Renstra proposal % (right axis)
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“The  
deviations 
between 
medium-term 
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tions remain 
significant”



80   IMF (draft, 2019). 
Indonesia: Budget Planning 
and Scoping and Training.

81  These include 12,000 
religious schools.

82  Attachment 2 of Minister 
of Finance Regulation No. 
143/PMK/02/2015.

Baseline budgeting concept

Total Budget
Expendture
$m

2013/14 2014/15 2015/16 2016/17

FIGURE 2.2.
"Affordable" Budget 
Ceiiings (from MTFF)

Aggregate Baseline 
(Estimated)

T he current budget format 
does not support clear 
identification of what re-
sources are available for 

new spending. The GoI has developed a 
baseline methodology to support the review 
and development of the annual budget using 
a ‘bottom-up’ approach. This contains new 
policy requests that are not yet part of exist-
ing policy, and that have not been scrutinized 
and prioritized within an expenditure ceil-
ing. In preparing the baseline, however, there 
is not an adequate separation of the baseline 
from new spending initiatives, re-costing of 
existing expenditures, efficiency savings, 
or policy cutbacks.80  Budget expenditure 
estimates therefore remain susceptible to 
significant ‘bottom-up’ pressures in an in-
cremental budget based on the previous 
year’s allocation. 

Adopting international best practice 
on baseline budgeting, fiscal space, and 
new spending techniques would almost 
certainly help to ensure that limited re-
sources are allocated within a more trans-
parent, planned and efficient process. The 
main advantage of following international 
best practice is that it enables central agen-
cies—the MoF and Bappenas—to challenge 

line ministries to make clearer and more ef-
ficient choices between existing spending 
commitments and new proposals, includ-
ing any new ‘national priority programs’. 
Spending priorities can be better made in 
the context of an aggregate fiscal envelope 
(or fiscal strategy) in which it is clear ex-
actly how much is available for competing 
allocations and budget proposals. Figure 
2.2 indicates how these choices can be man-
aged in the context of a Medium-Term Fiscal 
Framework (MTFF) in which baselines are 
growing annually as a result of both volume 
and cost increases.

The GoI has made some improve-
ments on the medium-term budget for-
mulation process, but the MTEF is still re-
quired at too granular a level by units that 
mostly spend on salaries and operational 
expenditure. Formerly, the MTEF calcula-
tion started from the level of the Spending 
Unit, where each of the 24,000+ spending 
units prepared an expenditure estimation 
that was sent directly to the MoF.81 Now, the 
MTEF calculation from the Spending Unit 
is compiled at the upper level by the pro-
gram manager (Echelon 1 level) to be sent 
to the Planning Bureau of the line ministry 
for quality review before submitting to DG 

Budget in the MoF.82 However, this process 
still requires the MTEF to be done by the 
Spending Unit—where  expenses are most-
ly on salaries and operational expenditure 
and do not change dramatically from year 
to year—instead of at the strategic level of 
the program and activity. 

The MTEF is also not sent at an ear-
ly stage to the line ministries to feed into 
their planning (compared to practices 
elsewhere). It is also still not complement-
ed with top-down indicative medium-term 
budget ceilings from the MoF to the line 
ministries, which can be used as guidance 
for them in preparing the spending plans at 
the time of the first budget circular, joint-
ly issued by Bappenas and the MoF. In the 
Russian Federation and South Africa, the 
three-year budget and appropriations are 
updated annually and fully integrated with 
the MTEF. In Russia, all federal government 
spending and two-thirds of general govern-
ment spending are covered. Unused budget 
allocations can be carried over into the next 
year and a contingency reserve is kept. In the 
Republic of Korea, a five-year rolling perfor-
mance framework is used, where out-year 
ceilings do not constrain successive MTEFs 
or budgets. 

Budget Years

The medium-term budgeting 
approach has not aligned with 
international best practice

A.2

Indicates Fiscal 
Space, including 
possible scope 
for "New 
Spending"
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I n an attempt to make budgeting 
more responsive to policy pri-
orities, Indonesia introduced 
the ‘money follows program’ 

approach. Government Regulation No. 
17/2017 provides the basis in the conduct 
of budget management to a ‘money follows 
program’ approach. Up to 2017, annual plans 
were framed around qualitative text analy-

sis and targets. In 2017, Bappenas began to 
introduce a concept of national priorities, 
followed by priority programs, activities, and 
projects. The ‘money follows program’ ap-
proach is defined as a development planning 
approach, which is more holistic, integrative, 
thematic, and spatial from various priority 
programs that conform to the vision and 
missions of the President (Box 2.2). 

Program terminology in planning and budget documentsBOX 2.2.

T he word ‘program’ is used widely, 
and with different meanings, when 
discussing PFM systems and budget 

management issues. This is also the case in In-
donesia and may lead to some confusion and/or 
misunderstanding. In this chapter, government 
expenditure ‘programs’ may refer to:

National Priority Programs: These are pro-
grams that have been defined by the GoI (usu-
ally under the stewardship of Bappenas) to be 
areas of expenditure with particularly important 
social or economic objectives. These national 
priority programs may change from year to year 
and may affect the expenditure operations of 
one, or more frequently several, ministries, de-
partments or agencies (MDAs). It is expected 
that this type of program will be given top pri-
ority in the annual decision-making and budget 
management of the entities concerned. 

Budget Programs: Indonesia adopted a 
four-tier program budget structure83 comprised 
of: function, sub-function, budget programs and 
sub-programs (budget activities in Indonesia). 
Budget programs have been aligned directly 
with Echelon 1 ministry structures, while Budget 
Activities are similarly aligned with lower eche-
lon structures (mainly directorates and below).  
Good design of these Budget Programs and Ac-
tivities is a core requirement for a successful 
‘program and performance’ budgeting system. 

Ministry

Administrative 
structure

Budget 
structure

Performance

Echelon I Budget program
Outcome Main performance 

Indicator

Echelon II Budget activity
Output

Process to achieve output

Activity
performance 

Indicator

Component

Sub-component

Spending-Detail

Sub–output

Program budget classification and administrative mappingFIGURE 2.3.

Source: WB team based on Ministry of Finance Regulation No. 136/2014

Operational disconnect on 
the ‘money follows program’ 
approach

A.3

83  The program budget 
classification is one of 
three classifications: the 
functional classification 
(Indonesia uses COFOG up 
to level 2) and the economic 
classification. 
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T here are three main challenges with 
tracking priority programs and bud-
get programs: (i) priority programs 

and activities in the Government Annual Work 
Plans do not correspond to individual programs 
and activities listed in the State Budget; (ii) pri-
ority activities in the Government Annual Work 
Plans may refer to State Budget programs and 
State Budget activities; and (iii) there are chang-
es in nomenclature and level of priority aggre-
gation from one year to another. 

Priority programs and activities aimed 
at achieving different national priorities listed 
in the Government Annual Work Plans 2017 
to 2019 do not correspond to individual pro-

grams and activities listed in the State Budget. 
This indicates that the budget size dedicated 
for achieving each year’s national priorities is 
therefore not a straightforward process. As an 
example, in 2018 there were three priority pro-
grams under the health national priority and 
nine budgetary programs under the Ministry of 
Health. With the exception of ‘Priority program 
for disease prevention and control’, none of the 
other program names matched with those list-
ed in the 2018 State Budget (APBN) under the 
Ministry of Health. Even for ‘Priority program for 
disease prevention and control’ there is no one-
to-one correspondence between the names of 
its priority activities to those listed in the 2018 

State Budget (Figure 2.4) 
There are, however, multiple points at 

which the two systems could correspond one 
to another, but often at different levels in the 
hierarchy. For example, some priority activities 
in the 2019 Government Annual Work Plans may 
refer to State Budget programs, but others may 
refer to State Budget activities (Table 2.2.). Some 
seem to have one-to-one correspondence, while 
some may refer to multiple budget programs or 
activities. The corresponding budget programs 
and activities may also be under different line 
ministries. This may make linking planning and 
budgeting more difficult.

Challenges with tracking priority programs and budget programsBOX 2.3.

Comparison of priority programs under health national priority in the Government Work Plan 2018 and programs under the Ministry of Health 
in the 2018 State BudgetFIGURE 2.4.

Source: World Bank staff assessment based on Government Annual 
Work Plan 2018 and the State Budget 2018. 

Priority Programs under Health National Priority in Govern-
ment Work Plan 2018 

M A T C H E D

Priority Program for disease prevention and control 

N O T  M A T C H E D

Priority Program for Promotive and Preventive Strengthening of 
the "Community Movement for Healthy" Living

Priority Program for improving maternal and child health

Programs under Ministry of Health in State Budget (APBN) 2018 
 

M A T C H E D

Disease Prevention and Control Program 

N O T  M A T C H E D

Community Health Development Program

Health Service Development Program

Program for Management Support and Implementation of Other Technical 
Tasks of the Ministry of Health

Pharmaceuticals and Medical Equipment Program

Health Research and Development Program

Health Human Resources Development and Empowerment Program 

National Health Insurance Implementation Strengthening Program

Program for Improving the Monitoring and Accountability of Apparatus of 
the Ministry of Health

=

=

However, there is a functional disconnect 
between the Planning and Budget pro-
grams. There is no clear alignment between 
the strategic concept of national priorities, 
priority programs, priority activities and 
priority projects, and the operational and 
managerial concept of the annual budget 
programs and activities. National priority 
programs are not directly aligned with the 
`budget programs' of the sector ministries 
(which nearly all follow administrative func-
tions at Echelon 1 level). This means that any 

actual allocation (or change in allocation) of 
budget funding in relation to national prior-
ities is often uncertain and may be, to some 
extent, at the discretion of sector ministries. 
This similarly applies to the `activities' at-
tached to these priority programs. These 
procedures also raise doubts about the level 
of attention and resourcing that should be 
given to many budget `Programs' and `Ac-
tivities', which are not part of national prior-
ity programs (see Box 2.3). 
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Government Annual Work Plan (RKP) 2019
State Budget (APBN) 2019

State Budget (APBN) 2019

Priority Program Priority Activity Budget Program Budget Activity Line Ministry

Health and 
Community
Nutrition 
Improvement 

Strengthening of the 
Community Movement for
Healthy Living and Disease 
Control

Disease Prevention and Control 
Program

Ministry of Health

Health Promotion and 
Community Empowerment

Ministry of Health

Increased Access and Quality 
of Health Services

Health Service Development 
Program

Ministry of Health

Improvement of Maternal, 
Child, Family Planning and 
Reproductive Health

Community Nutrition 
Development

Ministry of Health

Family Health Development Ministry of Health

Development of Families with 
Toddler and Children

National Family Planning 
Coordinating Board

Increased Participation of 
Family Planning in the Region 
and Special Target

National Family Planning 
Coordinating Board

Increasing the Development 
of the Government Family 
Planning Program Participation 

National Family Planning 
Coordinating Board

Reproductive Health Quality 
Improvement

National Family Planning 
Coordinating Board

Acceleration in Stunting 
Reduction

May refer to a range of programs and activities across multiple line ministries, including those also 
relevant for Priority Activity "Improvement of Maternal, Child, Family Planning and Reproductive Health"85 

mentioned above

Increasing the Effectiveness of 
Food and Drug Control

Food and Drug Control Program National Agency of Drug and Food 
Control

Priority Program in Government Annual Work Plan 2019

Priority Activity in Government Annual Work Plan 2019

Budget Program in State Budget 2019

Budget Activity in State Budget 2019

Identifying the correspondence of activities under Priority Program “Health and Community Nutrition Improvement”84 to State Budget 
2019 programs and activities

TABLE 2.2.

Color Legend:

Source: World Bank staff assessment based on the Government Annual Work Plan 2019 and the State Budget 2019. 

Challenges with tracking priority programs and budget programs (cont.)BOX 2.3.

Lastly, the change in nomenclature and level 
of priority aggregation from one year to anoth-
er exacerbates the existing situation, making 
tracking and comparing these priorities over 
different years challenging. Tracking the priority 
program over the years is even more challeng-
ing as the priority activities and their associated 
indicators may fall under different priority pro-
grams in different years. The architecture of the 

national priority has changed between 2018 and 
2019, with the result that priorities in one year 
have become programs in the next year, and 
programs in one year have become activities 
in the next (Table 2.3). The target indicators 
used for similar activities may also vary from 
year to year, making tracking progress and/or 
achievement over time difficult. 

Few of these priorities could be imple-

mented meaningfully in a year if this kind of 
mechanism continues. If a priority planned in 
2017 gets one-third of the way through imple-
mentation before being dropped in 2018, then it 
will be likely to lead to inefficiency. Adopting a 
rolling medium-term approach within the annual 
planning process could enhance efficiency and 
continuity from one year to the next.

84 Peningkatan Pelayanan 
Kesehatan dan Gizi 
Masyarakat.

85 Peningkatan Kesehatan 
Ibu, Anak, Keluarga 
Berencana, dan Kesehatan 
Reproduksi.
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National Priority

Priority Program

Priority Activity

Shifting hierarchies of national priorities across Government Annual Work Plans: tracing back 2019 health sector priorities in 
past Government Annual Work Plans

TABLE 2.3.

Color Legend:

Challenges with tracking priority programs and budget programs (cont.)BOX 2.3.

Note: *Stunting reduction may actually be broader than the past priorities listed above (Acceleration of Community Nutrition Improvement in 2017 and Mothers, Infants and Children Nutrition Development in 2018) and so may not 
be a one-to-one correspondence. However, there might also be overlaps between Acceleration in Stunting Reduction and Improvement of Maternal, Child, Family Planning and Reproductive Health as many stunting interventions 
target mothers and children, as well as include interventions on family planning and reproductive health.
Source: World Bank staff assessment based on Government Annual Work Plans 2017-2019. 

One cause of disconnect is the need for 
Bappenas to identify priorities in quite 
different ways that do not lend them-
selves to direct translation into budget 
programs. This is because national priori-
ties will not be directly seen in the budget 
as ‘priorities’, since they can go below the 
program level.  For example, the Tourism 
National Priority includes programs to 
implement strategic infrastructure in very 
specific locations. In the budget these infra-
structure investments could well be below 
the level of budget program and activity. 

Budget tagging at the output level is 
an interim solution to connect planning 
and budget programs, which has been 
adopted in the case of thematic programs 
that cut across multiple agencies, such as 
stunting and climate change. However, 
there is a risk that every program manager 

wants their programs and activities to be 
tagged. In this case, the MoF needs to be 
able to ‘challenge’ whether specific outputs 
do contribute meaningfully to a priority in 
order to be tagged.

It is evident that much greater oper-
ational clarity is required for the ‘money 
follows program’ approach to succeed. 
To establish a link between the plan and the 
budget, Bappenas will need to readjust its 
approach to classifying the architecture of 
strategic priorities, and the MoF may need 
to consider introducing additional elements 
that can capture the information Bappenas 
needs to track as part of monitoring the 
implementation of the plan. Integrating IT 
systems will help to establish the links be-
tween the plan and the budget, but the rules 
for cross-walking between the two different 
concepts need to be agreed upon first.

Government Annual Work Plan 2017 Government Annual Work Plan 2018 Government Annual Work Plan 2019

Health (Increasing the Degree of Community Health 
and Nutrition)

Health Improvement of Community Health and Nutrition 
Services

Promotive and Preventive Strengthening: "Community 
Movement for Healthy Living"

Promotive and Preventive Strengthening: "Community 
Movement for Healthy Living"

Strengthening the Community Movement for Healthy 
Living and Disease Control

Increased Access and Quality of Health Services Not identified as a priority Increased Access and Quality of Health Services

Mothers, Infants and Children Nutrition Development Improving maternal and child health Improvement of Maternal, Child, Family Planning and 
Reproductive HealthImprovement of Family Planning and Reproductive 

Health Services
Family planning and reproductive health components 
not identified as a priority

Acceleration of Community Nutrition Improvement Improving maternal and child health Acceleration in Stunting Reduction*

Not identified as a priority Not identified as a priority Increasing the Effectiveness of Food and Drug 
Control
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U nder performance-based bud-
geting, good expenditure man-
agement is based on several key 

attributes that connect the resource allo-
cation (decision-making) process to effec-
tive execution (the delivery of goods and 
services). The key linkage between policies 
and spending decisions involves the use of 
a clear ‘intervention logic’. Figure 2.5 sets 
out the kind of performance budgeting ar-
chitecture that underpins more advanced 

models internationally. It draws attention, 
at a high level, to aligning ‘Needs’ with 
‘Outcomes’ through a detailed structure in-
volving well-designed policy and program 
interventions and performance information.

It also shows that, under perfor-
mance-based budgeting, efficiency con-
cepts are about finding the best, least-cost 
relationships between inputs and outputs. 
In other words, efficiency is to ensure wheth-
er public resources have been used efficiently 

Needs

Policy Objectives

E X P E N D I T U R E  M A N A G E M E N T  O P E R AT I O N S

(Intermediate) 
Results

Outcomes

A P P R O P R I AT I O N I M PA C T SE X P E N D I T U R E 
P R O G R A M /A C T I V I T Y

E F F I C I E N C Y

Outputs (Goods/
services)

Inputs 
(Resources)

E F F E C T I V E N E S S

R E L E VA N C E  A N D  S U S TA I N A B I L I T Y

R E L E VA N C E

P R O G R A M  D E S I G N
( I N T E R V E N T I O N 

L O G I C )

Best practice performance budgeting architecture FIGURE 2.5.

Source: David Webber, “Managing the Public’s Money: From Outputs to Outcomes – and Beyond” originally published in OECD Journal 
on Budgeting, Vol. 4 No. 2. Jan. 2004. https://www.oecd.org/gov/budgeting/43488736.pdf

86  Laporan Akuntabilitas Kinerja Instansi Pemerintah.

in delivering public services, i.e., allocated 
to the ‘right’ interventions and with the 
optimal cost per unit. Effectiveness, on the 
other hand, is all about ensuring that public 
resources are used effectively to achieve In-
donesia’s development objectives, including 
who benefits (or not) from public spending. 
This is achieved through the alignment of 
policy objectives, program design, program 
management (i.e., effective interventions) 
and outcomes. At the same time, fiscal ‘sus-
tainability’ is about ensuring that the poli-
cy problems, or social needs, addressed by 
public expenditure programs are not only 
relevant from a government policy perspec-
tive, but are achievable and affordable. The 
performance information system should 
measure and report achievements under all 
three of these concerns/objectives: efficien-
cy, effectiveness and sustainability.

In the current framework, budget 
programs are mapped to outcomes and 
budget activities are mapped to outputs, 
but there is no clear sense of how they are 
connected in a results chain framework—
and outputs often look like inputs. Lack of 
a well-defined ‘intervention logic’ concept is 
found in the sectoral examples in health and 
infrastructure sector. The Health chapter in-
dicates that the Annual Work Plan on the 
health sector fails to articulate a results chain 
from activities, to outputs, to outcomes. The 
definitions of outputs and outcomes are of-
ten not clearly stated. This challenge limits 
the usefulness of reported achievement in 
LAKIP (Implementation and Performance 
Report86). The National Roads chapter sug-
gests that the strategic planning of the sec-
tor is not currently guided by indicators of 
transport efficiency and road safety, and still 

Poor ‘intervention logic’ designA.4
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Examples of outputs that seem effectively to be inputs in the State Budget 2017 of the Ministry of HealthTABLE 2.4.

Budget program Health Service Development Program

Budget activity Management Support and Implementation of Other Technical Tasks for the
Health Service Development Program

Outputs Look like inputs

Defined as output Medical devices

Ambulance/hearse

Service buildings

Echelon I Management Support Services

Internal services (Overhead)

Health Center Operational Services

Hospital Operational Services

Program Development and Technical Work Plans Services 

Office Services

Drugs and Medical Supplies

Facilities and infrastructure

Source: World Bank staff assessment based on the State Budget 2017

focus too much on the quantity of outputs 
produced. Moreover, outputs are currently 
determined at the discretion of line minis-
tries, may change for no good reason, and 
often look like inputs (Table 2.4). 

Introducing a more robust interven-
tion logic into Indonesia’s output-based 
budgeting system will strengthen the 
budgeting system’s capacity to be a vehi-
cle for implementing strategic priorities. 
Intervention logic is something that can be 
introduced ministry by ministry. Outputs 
will need to be more robustly defined to cap-
ture groups of goods and services focused on 
intermediate outcomes, not inputs. Rede-
sign of outputs will be critical as they need 
to serve as a link between detailed tasks and 
intermediate outcomes at activity level by 
capturing what combination of goods and 
services is needed to produce the interme-
diate outcome.

Ministries should eventually be re-
quired to provide a Statement of Intent, 
and indicators for each program and ac-
tivity specified in the budget. Once line 
ministries have developed a basic compe-
tence in using intervention logic methods, 
they should be required by the MoF to 
present an annual statement or specifica-
tion (sometimes referred to as a Statement 
of Intent, or SOI) detailing the intervention 
logic connecting their major expenditure 
policies with performance-oriented budget 
programs, activities and outputs. Statements 
of Intent should be prepared by all lead 
spending agencies—i.e., sector ministries in 
the case of central government spending—in 
parallel with their annual Budget documen-
tation. An example of a Statement of Intent 
can be seen from the South Africa Water and 
Sanitation Department for its Water Infra-
structure Development Program, which is: 

develop, rehabilitate, and refurbish raw wa-
ter resources and water services infrastruc-
ture to meet to meet the socioeconomic and 
environmental needs of South Africa. 

A key challenge in designing inter-
vention logic in Indonesia’s decentralized 
public service delivery environment is 
that the outputs controlled by many line 
ministries cannot logically be assumed suffi-
cient to deliver the outcomes for which they 
are currently accountable (see Box 2.4). 

It may be necessary to define inter-
vention logic at two levels: (i)  a complex 
results chain at the whole-of-government 
level, which includes the contribution by 
central and subnational Governments to 
the achievement of intermediate outcomes; 
and (ii) a simpler results chain in which inter-
mediate outcomes are more proximate to a 
ministry itself, and for which it is reasonable 
to hold its managers accountable.

“Introducing a more robust intervention logic into 
Indonesia’s output-based budgeting system will 
strengthen the budgeting system’s capacity to be a vehicle 
for implementing strategic priorities”

86Expenditure Management



Designing intervention logic is more complicated for sectors that are decentralizedBOX 2.4.

T here is a limited control by line 
ministries over achieving their 
performance targets, as many 
of the targets depend on the 

services delivered at the local level. In Ministry 
of Health 2015-2019 Strategic Plan (Renstra), 
there were 25 performance indicators for the 
Nutrition and Maternal and Child Health Pro-
gram under the Directorate General of Nutrition 
and Maternal and Child Health (now known as 
the Public Health Program of the Directorate 
of Public Health). This is comprised of two 
program-level and 23 activity-level indicators.87

However, although the achievement of 
some activity-level indicators is fully within the 
Ministry of Health’s control, such as the num-
ber of Community Health Centers receiving the 
Health Operational Grant, others require signifi-
cant involvement of local governments, such as 
the percentage of pregnant women suffering 

from chronic energy deficiency (CED) receiv-
ing supplementary feeding, or the percentage 
of early initiation of breastfeeding. For supple-
mentary feeding, the Ministry of Health has 
the authority to procure supplementary feed-
ing material, but ultimately the implementation 
is the responsibility of the local governments. 
It is the local governments, or rather the local 
Community Health Centers and community 
health-care workers who will identify these CED 
pregnant mothers and distribute the supplemen-
tary feeding material.

For the promotion of the early initiation of 
breastfeeding, the role of the Ministry of Health 
is even more indirect. It may help achieve this 
goal by, for example, releasing a set of training 
materials for use in nurse/midwife training or 
printing materials for outreach programs, but 
the training of the nurses/midwives and the dis-
tribution of these outreach materials are primarily 

conducted by provincial and district governments, 
respectively. 

Meanwhile, the budget allocated to 
achieve the program’s target is about 4 percent 
of the Ministry of Health’s budget. The budget 
allocated to the program in 2017 was IDR 2.33 
trillion, corresponding to 3.78 percent of the 
central government health sector budget, and 
1.16 percent of the total national health sector 
budget (Table 2.6). The allocation decreased 
in 2018 both in absolute and relative terms to 
IDR 2.10 trillion, corresponding to 3.23 and 0.97 
percent of the central government and total 
national health budgets, respectively. 

Given the limitation of functions at the 
central government level, it is important to con-
sider having and designing performance targets 
that are achievable and within direct responsibility 
and control of the Ministry of Health, which would 
ideally be applied to other sectoral ministries too. 

Applying the results chain to the Nutrition and Maternal and Child Health Program,  
responsible agency in italic below

TABLE 2.5.

Ministry Program Outcome Activity Output

Ministry of Health Nutrition and Maternal and 
Child Health Program
DG Nutrition and Maternal 
and Child Health  

1. % of Birth in Health 
Facilities
Ministry of Health 

2. % of Pregnant Women 
with Chronic Energy 
Deficiency
Ministry of Health

Health Operational Grant 
(BOK)
Secretariat General for 
Nutrition and Maternal 
and Child Health 

1. # of Community Health 
Centers receiving Health 
Operational Grant
Ministry of Health

Community Nutrition 
Improvement 
Development
Directorate for Nutrition 
Development

2. % of early initiation of 
breastfeeding 
Local government

Other activities Activity-level indicators 
3-23

Size and proportion of budget allocation of the Nutrition and Maternal and Child Health/Public Health Program 
compared with the Ministry of Health, central government, and state budgets

TABLE 2.6.

Budget Allocation (IDR trillion) Percent of program budget (%)

2017 2018 2017 2018

Nutrition and Maternal and 
Child Health/Public Health 
Program

2.33 2.10 100.00 100.00 

Ministry of Health budget 58.27 59.10 4.00 3.56 

Central Government (Health) 61.72 65.07 3.78 3.23 

Central + Subnational 
Governments (Health)*

200.49 216.00 1.16 0.97 

Central Government (Total) 1,315.53 1,454.49 0.18 0.14 

Central + Subnational 
Governments (Total)

2,412.41 2,608.35 0.10 0.08 

Source: World Bank staff assessment based on Ministry of Health Strategic Plan 2015-2019. 

87 This, however, tended 
to vary from year to year, 
and between the current 
year’s Work Plan (Renja) 
and Performance Report 
(LAKIP). For example, 
in 2016 there are three 
program-level indicators in 
the Work Plan but six in the 
Performance Report.

Source: World Bank staff calculations based on Indonesia State Budget Financial Note (2017 and 2018). 
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I n order to implement the strate-
gic plan with integrity, ministries 
need predictability regarding the 

resources that will be available to them 
to implement those plans. Gaps between 
planned and actual revenues estimates were 
so significant in 2014, 2015 and 2016 that 
Indonesia’s score on the 2017 PEFA assess-
ment was a “D”.88 This flowed through to 
scores of “C” and “C+”, respectively, on the 
aggregate and composite measures of ex-
penditure outturn. This trend was curbed 
in 2017 and 2018, such that by 2018 no in-
year budget revision was needed.

Revisions of the approved budget 
may have reduced the efficiency and ef-
fectiveness of budget implementation, but 
good progress has been made. Some bud-
get adjustments in recent years have been 
very significant—at least by international 
standards—for many spending agencies 
(Table 2.7). In the past three years, the me-
dian increase in ministry budgets has been 
around 15 percent or more, while the me-
dian decrease in the same years has ranged 
from about 5 to nearly 20 percent. Budget 
revisions of this size are almost certain to 
impact performance management and hence 

policy effectiveness. The recent PEFA report 
scored the GoI “B” on this aspect of budget 
reliability, noting however, that some recent 
years (e.g., 2015) were more disrupted than 
others. 

The PEFA report also gave credit to 
the GoI’s policy of ‘self-blocking’—i.e., 
allowing ministries to determine their 
own priorities in effecting expenditure 
reductions. This may be desirable, given 
that program managers usually have the best 
sense of where savings can be made. In prac-
tice, though, program managers often have 
limited flexibility in applying reductions to 
the lowest priorities given that a large pro-
portion of costs may be on already commit-
ted expenditures (salaries, utilities, etc.). 
However, it is also important to note that 
focusing on cutting operational spending, 
such as travel, may have a significant impact 
on the quality of central government support 
and supervision of district implementation, 
in decentralized sectors.

Significant mid-year budget revi-
sions may interfere with a unit’s ability 
to implement its programs and activities 
and, consequently, in achieving its intend-
ed targets. For example, the targeted num-

In-year budget revisions between 2013 and 2017 (from approved APBN to revised APBN-P)TABLE 2.7.

Budget Year 2013 2014 2015 2016 2017

Median LM# Median LM# Median LM# Median LM# Median LM#

Increased 
budget

+5.8% 32 +2.5% 7 +18.2% 52 +16.7% 19 +14.2% 27

Decreased 
budget

-3.5% 43 -10.1% 79 -19.6% 4 -8.3% 67 -4.8% 47

No change - 8 - 0 - 29 - 0 - 12

Total budget 
(% changed)

+4.6% 75 -5.6% 86 -22.9% 56 +2.1% 86 +4.6% 74

% ministries 
impacted

88% 100% 68% 100% 85%

B
Part B: Budget Implementation

Managing adverse impact of  
in-year budget revisions

B.1 ber on the pregnant mothers with chronic 
energy deficiency (CED) that receive sup-
plementary feeding was not met. In 2017, 
only 75.8 percent of CED pregnant mothers 
receive supplementary feeding out of the the 
95 percent target. This program is under Di-
rectorate of Community Nutrition, which 
experienced a budget reduction by about 30 
percent during the budget revision process.89

Managing in-year revisions is neces-
sary to minimize any adverse impact on 
policy outcomes. To overcome the impact 
on spending effectiveness, this requires: (i) 
improving the quality of revenue forecasting 
and the realism of budget revenue estima-
tions; (ii) setting a self-imposed target for 
reducing the median variance to, say, consis-
tently less than 5 percent (for any ministry), 
within the next three years; (iii) developing 
clear protocols for how ministries should 
apply in-year budget reductions, when nec-
essary, so as to minimize negative impacts, 
not only on their core functions and national 
priority programs, but on other impact-sen-
sitive expenditures. These may be activities 
or projects where spending delays/ reduc-
tions could have a disproportionate impact 
on policy effectiveness, and/or credibility 
with the public; and (iv) if significant mid-
year budget revisions are unavoidable, the 
MoF should ensure that delegating detailed 
decisions to line ministries is accompanied 
by appropriate oversight and the challenging 
of their major re-allocative decisions (i.e., not 
simply for ‘national priority programs’).

Note: LM#: number of line ministries. Source: World Bank team estimation based from MoF data.

88 The PEFA applies the 
scores on the following 
criteria: “A” High level of 
performance that meets 
good international practices; 
“B” Sound performance 
above the basic level; “C” 
Basic level of performance 
broadly consistent with 
good international practices; 
and “D” Either less than the 
basic level of performance 
or insufficient information 
to score.

89 There is no information 
on activity-level budget 
revisions in the 2017 
Ministry of Health 
Performance Report, but 
budget revision at the 
Echelon II level is reported. 
The Echelon II units 
generally correspond to 
a state budget activity of 
the same name, so here 
it is used as a proxy to 
approximate the budget 
change at activity level. 
However, it should be 
noted that some of these 
activities may be carried 
out at Regional Units of the 
DG or deconcentrated to 
subnational governments.
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A well-functioning perfor-
mance budget system al-
lows central government 

to challenge ministries to demonstrate 
that spending is delivering the desired 
outcomes, but good performance infor-
mation is essential for this to work. Good 
performance information supports the key 
tasks that underpin effective performance 
budgeting: analyzing institutional perfor-
mance and output efficiency, conducting 
baseline and other expenditure reviews, as-
sessing budget requirements and challenging 
expenditure estimates, and understanding 
performance issues and constraints.

The task of establishing perfor-
mance information systems should not 
be underestimated. This is a challenge of 
institutional incentives, as much as of capac-
ity. Plenty of monitoring takes place, but it is 
fragmented, and focused on monitoring ab-
sorption rates, and measuring cost efficiency. 
This needs to be balanced with an emphasis 
on measuring the benefits of policy in terms 
of outcomes (non-financial component)—in 
other words, the quality of spending. The 
non-financial component of the performance 
information system should aim to have the 
following characteristics for each ministry:

A clearly defined set of agreed policy out-

comes for each budget program, including an 
annual (official and published) statement of 
the output and intermediate outcome targets 
that the ministry/agency seeks to achieve.

1. Baseline information concerning the 
existing status of well-being/stage of de-
velopment associated with each program 
outcome. 

2. A clear set of performance indicators for 
each program, including a small number of 
both output and outcome indicators and, 
where desirable/practicable, policy targets.

3. Clear assignment of responsibilities 
and resources for the collection, collation 
and analysis of performance data across all 
relevant parts of the organization associated 
with budgetary operations.

4. A system and capability for centralized 
performance data management, which en-
sures that accurate and consistent data relat-
ing to the sector are collated and available to 
all who need them.

5. A mandatory, annual (non-financial) 
‘performance report’ by each ministry, for 
submission ultimately to Parliament, which 
brings together a full summary of all the 

available performance evaluation work gath-
ered on budget activities during the previous 
year (available by end-May).

 
The scarcity of quality performance infor-
mation has contributed to the mistarget-
ing of beneficiaries for certain programs, 
reducing the spending effectiveness of 
sector programs. The Housing chapter de-
scribes how built subsidized housing units 
tend to be poorly located—situated in rural 
areas or far from urban centers, although 
housing needs are concentrated in urban 
areas—and be of inferior quality.  These fac-
tors combined with the lack of enforcement 
of residency compliance requirements have 
led to high vacancy rates. Such homes do not 
contribute to the GoI’s objective of achiev-
ing ‘housing for all’.  The use of geo-tagging 
technologies is an option to help track qual-
ity and take actions to address non-compli-
ance of quality standards. Likewise, the qual-
ity of septic tanks and standards in overall 
sanitation value chains remain poor despite 
significant increases in sanitation spending. 
As mentioned in the Water Supply and Sani-
tation chapter, only 8 percent of households 
would qualify as having ‘improved sanita-
tion’ against the GoI’s measure, i.e., having 
adequate, multi-chamber and sealed septic 
tanks.  Conversely, the availability of quality 

Multiple reporting for performance informationTABLE 2.8.

Activity Whole Government Cross Sectors/
Convergence programs

Individual Ministry/  
one program (DG)

Local Government Level

Planning Bappenas Bappenas Bappenas Bappenas
MoHA

Budgeting & realization Bappenas
MoF 
(DG Budget & DG 
Treasury)

Bappenas
MoF 
(DG Budget & DG 
Treasury)

Bappenas
MoF 
(DG Budget & DG 
Treasury)

Bappenas
MoF 
(DG Fiscal Balance)
MoHA

Development and Budget 
Performance

Bappenas MoF 
(DG Budget)

MoHA

General performance/
Accountability

MoABR MoABR MoABR
Presidential Staff Office

MoABR
Presidential Staff Office

Note: Bappenas = Ministry of National Development Planning, MoF = Ministry of Finance, MoHA = Ministry of Home Affairs, MoABR = Ministry of Administrative and Bureaucratic Reform.  
Source: World Bank staff assessment. 
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performance information has been shown to 
lead to resource savings, as mentioned above in 
the use of the modern, web-based Roads Asset 
Management System (RAMS) by DGH.

Information on needs is particularly 
important for more accurate targeting of 
subnational transfers. Information failures 
have been found to contribute to problems 
such as the mismatch of DAK allocation 
amount to district need and low conver-
gence of social assistance programs at the 
beneficiary level. These issues undermine ef-
fectiveness in central government spending 
and suggest limited prior assessment by the 
central government of local governments’ 
fiscal and/or institutional capacity and de-
velopment priorities due to the incomplete 
information at the subnational level. 

Given the importance of this kind 
of information for both the targeting and 
monitoring of spending, more emphasis 
on the quality of systems for collecting it is 
warranted. A second phase of the One Data 
initiative could potentially support upgrading 
of government data management. This could 
include: developing standards for data collec-
tion and management (including sharing and 
publication), followed by having specific KPIs 
on meeting these standards within each min-
istry Renstra, which are then measured in the 
annual LAKIP. In parallel, a function within 
the Central Bureau of Statistics (BPS) is also 
important to support better data management. 

There is also considerable room to 
rationalize parallel systems collecting sim-
ilar performance information and ensure 
more systematic information sharing. 
Three agencies—Bappenas, the MoF, and 
the Ministry of Administrative and Bureau-
cratic Reform (MoABR)—are involved in 
monitoring ‘performance’. The MoABR is 
responsible for ‘organizational performance’ 
monitoring, but undertakes this task large-
ly from the same basic budget performance 
information available to the other two cen-
tral agencies. Efforts are being made to align 
and connect separate planning and budget 
preparation systems, for example Krisna 
and SAKTI, but this can only be a partial 
improvement. In addition, various reporting 

applications, such as Smart DJA and OM-
SPAN by the MoF and e-Monev by Bappe-
nas, have also been developed. However, the 
linkages between these reporting applica-
tions and the usage of the applications for the 
following budget planning process remain 
unclear. The actual mandates of each orga-
nization need to be better specified. Within 
sectors such as in health, the Health chapter 
has also called for more clarity between the 
roles of the MoH, BPJS Healthcare, and the 
Social Security Council in monitoring and 
ensuring provider performance in JKN im-
plementation (Table 2.8).

While Government Regulation (PP) 
17/2017 Article 34 mandates a require-
ment for MoF and Bappenas to carry out 
data sharing for the planning, budgeting 
and realization of budgets, the use of an 
integrated IT system and common data 
exchange among Bappenas and MoF is still 
occasional. This is mainly due to the lack of 
coordination among the two agencies, which 
stems primarily from differing views in term 
of their appropriate roles and responsibili-
ties. At present, line ministries are required 
to submit data through two separate IT sys-
tems --Krisna for planning and SAKTI for 
budgeting--  which creates a duplication of 
data. If the data sharing can be fully realized 
and the systems are in place to create one 
consistent data structure, Bappenas and 
MoF would be able to monitor the line min-
istries’ data throughout the planning, bud-
geting, execution, and reporting processes. 

As with the implementation of a 
more strategic performance architecture, 
introducing more robust information sys-
tems could be done in stages, focusing on 
a few ministries first and learning from 
experience. For many line ministries, the 
immediate need is to ensure that: (i) the data 
are collated centrally and made accessible 
to all relevant departments; (ii) the perfor-
mance reporting process is structured and 
mandatory; and (iii) the information is used 
to challenge policy and resourcing decisions, 
both internally and externally, in particular 
through engagement with the MoF and Bap-
penas during budget preparation.

I nformation is particularly needed 
in decentralized sectors such as 
education, water supply and san-

itation, infrastructure, and health. The 
information should capture how subnational 
governments (SNGs) perform, both in terms 
of the amount and mix of spending on dif-
ferent interventions and sectors, as well as 
the achievement of outputs and outcomes. 
About IDR 200 trillion, or 8.1 percent, of 
the budget goes to SNGs in the form of con-
ditional transfers (State Budget 2019) and 
monitoring of whether they are achieving 
policy objectives is fundamental. The MoF is 
best placed to leverage the generation and re-
porting of this information, since it controls 
the disbursement of fiscal transfers, but line 
ministries are best placed to identify specif-
ically what kind of information is needed to 
monitor performance.

Decentralization in Indonesia has a 
potential to weaken the underlying con-
cept of clear and direct accountability, 
which is implicit in, and necessary for, suc-
cessful implementation of many perfor-
mance budgeting methods. Line ministries 
often express concern at their inability to 
control, or even monitor, outputs and effec-
tiveness once the responsibility for service 
delivery is passed to local governments. De-
volving responsibility may have met certain 
political objectives, but it appears in many 
cases to have disconnected line ministries 
from outcomes, including program informa-
tion and performance. For example, despite 
increasing BOS allocations, which are often 
complemented by BOSDA, 42 percent of 
schools still lack basic requirements needed 
to fulfill the MSS that could be provided by 
using these resources. Not all SNGs make 
achieving education MSS a performance in-
dicator in the monitoring and evaluating of 
education spending. 

Improving the availability and qual-
ity of performance information coming 
from local and subnational (mostly ser-
vice delivery) spending units is essen-
tial. The kind of performance information 
that is needed on SNGs for line ministries 
to oversee the performance from a higher 

“Information 
on needs is 
particularly 
important for 
more accurate 
targeting of 
subnational 
transfers”
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level includes comparable data on spending, 
covering at least the main interventions that 
SNGs are responsible for administering. This 
needs to be complemented with strength-
ening local capacity for data collection and 
reporting. The immediate challenge is to 
ensure that capacity building and support 
for subnational authorities is accompanied 
by sound top-down guidance and standard-
ization in both financial and non-financial 
reporting procedures.

E xpenditure reviews do not yet 
play a major role in GoI perfor-
mance management, but efforts 

to undertake ‘non-regular’ evaluations 
have started in several line ministries. 
In addition to performance information 
collected as part of budget monitoring, ex-
penditure reviews are an important way of 
doing a deeper dive into the performance 
of specific interventions, particularly those 
that are of priority importance for national 
policy goals, or that absorb large amounts of 
budget. Establishing a sound performance 
evaluation process in line ministries should 
include the examination of at least one, but 
preferably two, major policy interventions 
(budget programs) within the mandate of 
each ministry. Reviews that measure ‘cost 
effectiveness’ make the greatest contribu-
tion to improving performance with major 
interventions and warrant a major effort to 
demonstrate performance. 

Formal expenditure reviews should 
be part of identifying and building perfor-
mance management systems in a ministry 
to inform decision-making and to demon-
strate where performance improvement is 
necessary and feasible. Budget programs 
and activities must be responsive not only 
to changing needs and priorities but also to 
new opportunities and improved methods 
for output delivery etc. Periodic expenditure 
reviews help to ensure continuous improve-
ment in policy design and implementation. 

C
Part C: 
Organizational 
Structures & 
Responsibilities

T he organizational nexus be-
tween the MoF and Bappenas 
is critical for the efficient and 

effective delivery of all budget programs. 
Government Regulation No. 17/2017 estab-
lished a clear mandate for Bappenas to have 
a role in the budget process, but also effec-
tively proposed that both agencies manage 
different stages of the budget process jointly, 
without saying how this should be operation-
alized. The uncertainty on the division of roles 
between the two central agencies also creates a 
lack of clarity for other ministries and agencies 
regarding the type and degree of challenge that 
will be made to their estimates of expenditure 
(and to their delivery performance), and to 
which central ministry they should respond 
on specific ‘budget impact’ issues. 

This parallel function on budget 
management also partly contributes to 
the weak linkage between the planning 
and budgeting documents. The prepara-
tion of medium-term and annual planning 
by Bappenas needs to have input on the 
resource envelop from the MoF, and vice 
versa the budget allocation needs to have 
input on the economic planning perspec-
tive from the economic development needs 
and priorities. The evidence from the pre-
vious section on the deviation between 
planning and budgeting documents 
clearly indicates that this coordination 
remains to be further strengthened.

Greater effort is still required to mini-
mize the duality in the budget process, in 
particular to achieve greater integration 
of the ‘routine’ (non-discretionary) and 
‘development’ (discretionary) budgets. 
Routine and development expenditures were 
part of the historical dual-budgeting process 
in Indonesia. State Finance Law No. 17/2003 
requires the integration of both expenditures. 
However, the initiatives seem to have been only 
partially successful so far. There remains an 
enduring duality in budget formulation that 
compromises resource allocation and policy 
consistency, and reduces budget transparency. 

The coordination issues on budget 
formulation are not only found in the two 
main central agencies, but also between 
agencies in a sector and within agency. The 
Health chapter indicates that health sector 
performance is affected by a lack of clarity in 
governance and accountability arrangements 
of JKN, and poor coordination among key in-
stitutions. While BPJS Healthcare is tasked 
with managing the health insurance fund and 
ensuring the overall financial sustainability 
of the scheme, it has limited authority to do 
so, since decisions on contribution rates, 
benefit packages, cost-sharing arrangements, 
reimbursement rates, and contract terms are 
determined by the MoH. There are also con-
flicting guidelines for service delivery, quality 
standards, and referral protocols set separately 
by the MoH and BPJS Health.
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Current practices are improving. MoF 
Regulation (PMK) No. 214/2017 sets out a 
number of directives for line ministries and 
agencies relating to (non-financial) perfor-
mance measurement and evaluation respon-
sibilities and methods. The preamble to this 
regulation recognizes the close connection 
between the GoI’s economic framework, 
line ministries, work-plans and the perfor-
mance-based budgeting system. It correctly 
emphasizes the dual purpose of monitoring 
and evaluation on improving quality (perfor-
mance), and ensuring accountability across 
budget operations.

Nonetheless, further work is needed 
to clearly define the respective functions 
of Bappenas and the MoF in relation to all 
aspects of budget planning and manage-
ment. Improving expenditure effectiveness 
requires resolution and clarity on the follow-
ing: the core functions of each organization, 
including proper separation of economic 
management and fiscal management tasks; 
more effective integration of macro-fiscal 
analysis with medium-term budget fore-
casts and annual budget allocations; a single 
process for ensuring that national policy 
priorities are adequately reflected/incorpo-
rated into budget programs/activities; and 
clearly separated and defined expenditure 
performance evaluation and reporting re-
sponsibilities.

B oth national and subnational 
spending contribute to many 
of the policy outcomes that 

government cares about. Optimizing this 
spending requires considerable coordination 
around: (i) clarity on what each level of gov-
ernment is responsible for; (ii) coordination 
around complementary investments; (iii) 
aligning the geographic allocation of fund-
ing with needs and priorities; (iv) more pol-
icy-oriented design of conditional transfers 
clearly focused on a policy outcome, with an 
attendant intervention logic; and (v) com-
mon Chart of Accounts to support stronger 
evaluation of spending and performance 
(see Data chapter).

Multiple examples from the sectoral 
chapters have stressed the importance of 
vertical coordination between central 
and subnational governments to ensure 
spending efficiency and effectiveness. Co-
ordination failures due to the lack of clarity 
of role and function for each level of gov-
ernment have been found to contribute to 
problems on the delivering of services, such 
as underinvestment by local governments in 
supporting central government WSS infra-
structure, and incongruity between central 
government and local government planning 
in the selection of dam construction loca-
tions. The Housing chapter also highlights 
that, sometimes, conflicting regulations 
regarding the responsibilities of local gov-
ernments prevent them from complement-
ing the central government’s spending on a 
particular intervention.

Fiscal decentralization over the past 
20 years has been accompanied by some 
fragmentation of funding to subnational 
levels. This multiplicity of funding chan-

nels potentially complicates the task of: (i) 
directing resources efficiently to particular 
needs; and (ii) monitoring the quality and 
effectiveness of service delivery at lower lev-
els. At the subnational level, fragmentation 
of funding sources has led to an increase in 
the administrative burden for local govern-
ments and, in the case of health, also prima-
ry care providers such as Puskesmas. It is 
often the case that the different sources of 
funding (e.g., district budget, central gov-
ernment budget, JKN) have varied schedule 
and reporting requirements, and restrictions 
on the use of funds. As highlighted in the 
Health chapter, coordination challenges be-
tween LGs, health-care providers, and BPJS 
Healthcare have negatively impacted bud-
get absorption at the Puskesmas level, and 
consequently compromised the quality of 
services delivered. Given that rationalizing 
these funding channels is unlikely in the near 
term, other approaches need to be explored 
to achieve greater clarity and consistency in 
the relationship between central and local 
government budget management. 

Effective implementation of a 
performance budgeting framework re-
quires a ‘performance management’ en-
vironment at both central government 
and, as far as possible, local levels. The 
GoI has been putting in place measures to 
improve governance, including increasing 
organizational and individual capacity, re-
sponsibility and accountability for budget 
management, especially since 2014. How-
ever, similar to other aspects of the PFM 
system, the form and use of these perfor-
mance management tools could be much 
improved, especially the range of organi-
zational performance measures.

“…further 
work is needed 
to clearly de-
fine the respec-
tive functions 
of Bappenas 
and the MoF in 
relation to all 
aspects of bud-
get planning 
and manage-
ment.”
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here are seven 
priority areas for PFM improvements 
that could raise the quality and effective-
ness of government spending. These pro-
posed areas are based on the findings and 
dialogue with staff in the central agencies 
of the MoF and Bappenas, and where they 
consider changes may be most needed and 
could be most effective. 

Improve coordination between 
the MoF and Bappenas to align 
planning and budgeting.

Harmonize planning architecture, 
budget architecture, the 
performance management 
framework, and organizational 
structure by improving 
business processes, and using 
common program coding and a 
consistent planning and budget 
classification structure to fully 
implement performance-based 
budgeting.

Roll out the integrated planning, 
budgeting, execution, accounting 
and reporting system (SAKTI) to 
all spending units (Satker) of line 
ministries.

Achieve seamless data exchange 
and interoperability between 
Krisna and SAKTI (erstwhile RKA-
KL) to reduce the gap between 
plan and budget allocations; 
between e-Monev and SMART 
KL systems to align outputs 
with planned outcomes; and 
between OM-SPAN and Krisna for 
reporting progress to Planning.

Strengthen implementation of 
the ‘money follows programs’ 
approach

Expand budget tagging of 
expenditure and outputs for 
measuring results achieved under 
national priority and thematic 
programs.

Introduce a program-based 
budget classification structure 
toward the ‘money follows 
programs’ approach and pilot 
program-based budgeting in 
selected ministries, including a 
program restructuring initiative 
within the MoF as a pilot ministry 
in FY2020. 

Fully implement performance-
based budgeting by harmonizing 
organizational structure, budget 
structuring, the policy planning 
structure, and the performance 
management structure (move 
from ‘money follows functions’ to 
‘money follows programs’).

Introduce a new sub-economic 
classification and program code 
for COVID-19 expenditure to 
track allocation, expenditure and 
outputs of the Government’s 
COVID-19 response, considering 
FY2020 Budget has been largely 
reallocated for the COVID-19 
response through Government 
Regulation in Lieu of Law 
(Perppu) No. 1 of 2020. 

Strengthen the medium-term 
perspective in planning and 
budgeting.

Strengthen the medium-term 
perspective in planning and 
budgeting (MTEF) by issuing 
indicative budget ceilings for two 
years following the budget year 
to each line ministry (in addition 
to the budget year) at the time 
of the first budget circular 
(indicative ceiling circular), jointly 
issued by Bappenas and the MoF. 
Indicative (hard) ceilings for the 
outer two years will allow line 
ministries to undertake better 
medium-term planning.

The MoF to change the 
requirement for line ministries to 
submit their estimates of MTEFs 
only at a strategic level (program 
and activity level) rather than 
MTEFs by each individual 
spending unit.

As a result, clear visibility of 
fiscal constraints should lead to 
more competition for resources, 
challenges to proposals, and 
ultimately a more strategic 
allocation of resources.

T 1 2 3
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Improve the ‘intervention 
logic’ concepts in program/
performance design. 

Strengthen managerial linkages 
between policy objectives, 
programs, activities and outputs 
by providing capacity building 
on the overall implementation of 
the ‘intervention logic’ process 
to all central agencies and line 
ministries.

The MoF, Bappenas, and the 
Planning and Finance Bureaus 
under all line ministries to 
strengthen the quality control 
on the intervention logic that 
has been designed by the line 
ministries. 

Define intervention logic at two 
levels: (i) a complex results chain 
at the whole-of-government level, 
which includes the contribution 
by central and subnational 
Governments to the achievement 
of intermediate outcomes; and (ii) 
a simpler results chain in which 
intermediate outcomes are more 
proximate to a ministry itself, and 
for which it is reasonable to hold 
its managers accountable.  

Continue to move to smaller 
and fewer in-year budget 
revisions, both for the mid-year 
budget revision (APBN-P) and 
self-blocking budget cuts. 

Continue concerted efforts 
to avoid large in-year budget 
revisions through strengthened 
capacity, transparency and 
realism, and hence much 
improved accuracy, in budget 
revenue estimations. Where 
significant mid-year budget 
revisions are unavoidable, 
the MoF should ensure that 
delegating detailed decisions to 
line ministries is accompanied 
by appropriate oversight and the 
challenging of their reallocation 
decisions, in particular to ensure 
the allocations for spending on 
national priority programs.

Strengthen a ‘performance 
management environment’ that 
will encourage and support 
higher-quality spending by the 
public sector. 

Support central government 
ministries and agencies to: (i) 
strengthen the ‘performance 
management environment 
and culture’ within their 
organizations; and (ii) review 
and improve alignment between 
their expenditure policies, 
organizational structures and the 
revised program and performance 
budget structures (with input 
from the MoABR).

Enable a performance-based 
budgeting system that is 
adapted to the requirements 
of a significantly decentralized 
fiscal process. 

Enable more effective 
application of the performance-
based budgeting system in a 
decentralized fiscal system by: 
(i) providing clarity on what 
each level of government is 
responsible for; (ii) coordination 
around complementary 
investments; (iii) aligning the 
geographic allocation of funding 
with needs and priorities; (iv) 
more policy-oriented design 
of conditional transfers clearly 
focused on a policy outcome, 
with an attendant intervention 
logic; and (v) common Chart of 
Accounts to support the stronger 
evaluation of spending and 
performance.

4 5 6 7
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Health Health sector RKP fails to articulate a results chain 
from activities, to outputs, to outcomes and the 
definition of outputs and outcomes are often not 
clearly stated. This challenge limits the usefulness 
of reported achievement in LAKIP (Laporan 
Akuntabilitas Kinerja Instansi Pemerintah) or 
implementation and performance report.

Although SNGs play an increasingly dominant role 
in health service delivery following decentralization, 
only 33 percent of districts are able to allocate a 
minimum of 10 percent of health.

Dana Alokasi Khusus (DAK)—the main supply side 
inter-governmental fiscal transfer that is earmarked 
for health—is not linked to need or performance 
resulting in wide variation in facilities’ ability to 
deliver services.

Health facilities must apply for funding from 
different sources (e.g. district budget, central 
government budget, JKN) with varied schedule, 
reporting requirements and restrictions on the use of 
funds. These place significant administrative burden 
on Puskesmas and cause coordination challenges 
among districts, health service providers, and BPJS 
Healthcare, affecting program implementation and 
quality of health services. In 2015, 85 percent of 
Puskesmas reported they were unable to use all their 
revenue from capitation and around 10-15 percent of 
capitation funds were undisbursed.

There is also a lack of clarity from either institution 
on who is responsible for monitoring and ensuring 
provider performance. The Social Security Council 
(Dewan Jaminan Sosial Nasional, DJSN) has overall 
supervisory authority over JKN’s implementation 
and BPJS Healthcare’s operations, but it has limited 
power and capacity to carry out these roles.

Financing and performance are also reviewed by 
separate institutions making it difficult to link health 
sector spending with performance. The MoF reviews 
financing data, while the MoABR and the MoH review 
performance separately.

PBI-JKN targeting outcomes have worsened and 
JKN-PBI monitoring and evaluation systems are 
outdated and do not focus on outcomes at the 
beneficiary level. Monitoring and evaluation systems 
should be able to monitor bottlenecks in benefit 
uptake and access. In addition, grievance redress 
systems are functioning weakly while existing 
communication efforts have not been effective in 
addressing the lack of information to beneficiaries, 
as well as health service delivery points on the 
ground.

The tiered referral system that relies on primary 
care providers as the system's gatekeepers does not 
function well.

The fragmented information system (e.g., multiple 
systems managed by different departments of the 
MoH for different health programs, and multiple 
systems to process JKN claims developed by 
BPJS Healthcare), poor coordination among key 
stakeholders, and lack of interoperability between 
data systems provides limited useful information 
for oversight and planning to inform strategic 
prioritization and resource allocation at the district 
and national level and strategic prioritization and 
resource allocation at the district and national level.
 
Fragmented in financing constrains districts’ ability 
to plan and manage for health care and creates 
challenges for allocating and using resources more 
holistically. 

Education Although there is limited information to measure the 
effectiveness of PIP program, the continuing high 
drop-out rates between SD and SMP to SMA level of 
schooling indicates limited impact of PIP program.

Not all SNGs are making the achievement of the 
education MSS as a performance indicator for 
monitoring and evaluating education spending. The 
use of the electronic planning platform, ERKAS, 
by some SNGs could serve as an example of how 
expenditure could be linked with performance.

Despite increasing BOS allocation, which is often 
complemented by BOSDA, 42 percent of schools still 
lack basic requirements needed to fulfill the MSS 
that could be provided by using these resources. 
Joint planning of national and local BOS programs 
could improve the efficiency and effectiveness of these 
fund sources to meet the MSS. Resource allocation to 
support education infrastructure are weakly linked to 
district's needs, particularly for DAK Fisik.

Social Assistance Although Rastra targets the 25 percent poorest 
of the population, in practice around 50 percent 
of the population received the benefit at a third of 
the designed value. The allocation of rice and eggs 
via E-Warong stores or agents will allow for much 
greater control over the targeting of beneficiaries 
and make the full benefit packages available to 15.6 
million families.

There is limited information to measure the 
effectiveness of the PIP program.

Ensuring social assistance programs converge at 
the household level remains challenging. Integration 
of beneficiaries at the household level across 
programs remains low. Although all the poorest 10 
percent households are eligible to receive all major 
SA programs, only 2 percent have access to the 
four major SA programs in 2014 and increased only 
marginally to 3.2 percent in 2017. While some of 
this can be explained by measurement error in the 
Susenas survey, the very low share receiving all four 
programs reflect the need to improve integration and 
coordination among key programs. While existing 
policy on the use of DTKS by PKH, Rastra/Sembako, 
PBI-JKN and PIP was developed to ensure the same 
list of potential beneficiaries used by main social 
assistance programs, the implementation result is 
yet to be optimal due to inconsistent implementation 
by the relevant implementation ministries and local 
government offices.
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Health Health sector RKP fails to articulate a results chain 
from activities, to outputs, to outcomes and the 
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implementation and performance report.
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that could be provided by using these resources. 
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could improve the efficiency and effectiveness of these 
fund sources to meet the MSS. Resource allocation to 
support education infrastructure are weakly linked to 
district's needs, particularly for DAK Fisik.

Social Assistance Although Rastra targets the 25 percent poorest 
of the population, in practice around 50 percent 
of the population received the benefit at a third of 
the designed value. The allocation of rice and eggs 
via E-Warong stores or agents will allow for much 
greater control over the targeting of beneficiaries 
and make the full benefit packages available to 15.6 
million families.

There is limited information to measure the 
effectiveness of the PIP program.

Ensuring social assistance programs converge at 
the household level remains challenging. Integration 
of beneficiaries at the household level across 
programs remains low. Although all the poorest 10 
percent households are eligible to receive all major 
SA programs, only 2 percent have access to the 
four major SA programs in 2014 and increased only 
marginally to 3.2 percent in 2017. While some of 
this can be explained by measurement error in the 
Susenas survey, the very low share receiving all four 
programs reflect the need to improve integration and 
coordination among key programs. While existing 
policy on the use of DTKS by PKH, Rastra/Sembako, 
PBI-JKN and PIP was developed to ensure the same 
list of potential beneficiaries used by main social 
assistance programs, the implementation result is 
yet to be optimal due to inconsistent implementation 
by the relevant implementation ministries and local 
government offices.
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National Roads Strategic planning is not currently guided by 
indicators of transport efficiency and road safety, 
and still focus too much on quantity.

Total spending on national roads is insufficient to 
meet growth in demand and Government targets as 
stated in the 2025 RPJPN and 2034 draft Long Term 
Master Plan of National Roads Network. The 2018 
budget allocation for national roads (IDR 42 trillion) 
is below needed levels of IDR 47.5-51 trillion.

Budget absorption have improved in recent years 
due to a new policy on advance procurement and 
an earlier approval of the budget warrant. However, 
there was a slight drop in 2016 mainly due to mid-
year budget cuts.

Bad quality engineering designs prepared without 
systematically applying the relevant design 
standards and with insufficient attention to the road 
condition have led to frequent civil works contract 
modifications, delays in work implementation and 
additional costs.

Poor data collection and management systems 
have led to fragmented and ineffective program 
prioritization. However, trials of a modern and web-
based Road Asset Management System (RAMS) 
in several Balai showed that substantial resource 
savings could be obtained if a modern system is 
used to formulate expenditures.

Organization of DGH is highly decentralized, which 
has hampered the quality, efficiency, and speed of 
implementation of national road projects.

Housing The targeting design of the existing subsidy 
schemes needs to be strengthened to reduce 
leakage and to be focused on lower income 
households with most acute affordable housing 
needs. To be eligible for FLPP and SSB, the maximum 
individual basic income eligibility criteria is IDR 4 
million per year if they intend to purchase landed 
houses and up to IDR 7 million per year for multi-
story units. These ranges translate into the middle- 
and high gross household groups corresponding 
to deciles 5 to 9. This can put applicants to these 
schemes at the 90th percentile of income-earners, 
who are not meant to benefit from the subsidized 
programs. Moreover, the current targeting of both 
programs exposes them to leakage, as an applicant 
with an eligible individual income can successfully 
apply to the programs even if the household income 
is above the eligibility target.

The GoI has primarily defined success in housing 
policy as a reduction of the quantitative and 
qualitative deficit, which does not guarantee 
the creation of sustainable communities. Simply 
producing more new housing units without 
considering proximity to economic centers, livability 
and greater land-use patterns will not help Indonesia 
achieve SDG 11.1 by 2030, i.e., to “ensure access for 
all to adequate, safe and affordable housing and 
basic services”. Poorly built subsidized housing units 
may in fact increase the number of substandard 
housing units. Poorly-located subsidized housing 
will also continue to facilitate sprawl, increase 
traffic congestion, and expenditure associated with 
providing basic infrastructure.↓

Poorly designed and regressive subsidy schemes 
such as FLPP and SSB have caused larger budgetary 
resources to be allocated annually with lesser 
volumes being achieved. SSB creates large future 
liabilities which are yet to be allocated from the 
future budgets, whereas FLPP’s cost per unit funded 
as liquidity support to banks rises every year with 
increase in home prices, thereby necessitating larger 
subsidy resources to keep up with the same volume. 
Besides, the current subsidy interventions do not 
adequately leverage private sector financing and risk 
absorption capacity as both lenders and developers 
can readily access the subsidized housing market 
and generate relatively risk free returns.

Subsidized housing units tend to be poorly located 
and fail to meet the demand for housing in urban 
areas. Despite the fact that housing needs are 
concentrated in urban areas, 57 percent of FLPP 
subsidized housing units were located in rural 
areas in 2017. _Poorly located housing may result 
in higher long-term expenses for beneficiaries and 
infrastructure development and maintenance cost 
for the Government. 

A sample of 14,393 new housing units purchased 
with Government subsidies showed that 
approximately 36 percent of all units are vacant. 
The primary reason for vacancy was poor basic 
infrastructure conditions (44 percent), followed by 
faulty building construction (27 percent) and lack 
of electricity and clean water (17 percent). This is 
further confirmed by an assessment done in 2018 by 
the Evaluation Directorate of the Directorate General 
of Housing Finance, which shows that 55.4 percent 
of developer-built subsidized units do not meet the 
minimum construction standards and infrastructure 
requirements as stipulated in the KPR subsidy 
regulations.

The poor quality of subsidized homes does not help 
the Government meet its goal of ensuring “housing 
for all”. Funds are being spent on housing units 
that do not provide beneficiaries with a long-term 
solution to their housing needs. 

The poor quality of housing is in part exacerbated 
by the fact that subsidized housing developers are 
generally fragmented, localized and small in scale. 
These small developers do not have the economies 
of scale necessary to produce good quality housing 
as they lack access to skilled construction workers 
and project managers, good quality construction 
materials, technology and finance. They also may 
not be as concerned with reputational risk when 
compared to larger-scale developers.

The monitoring and evaluation of housing subsidized 
schemes is to ensure that the funding has been 
spent for the construction and/or upgrading of the 
housing units.  Though, there is a lack of monitoring 
and enforcement of housing construction quality 
standards and the residency compliance requirement 
leading to high rate of poorly-built housing coupled 
with a high vacancy rate.

The heterogenous fiscal and institutional capacity 
of local governments has been a key challenge in 
improving the quality of spending on housing. About 
70-85 percent of funding for low-income housing is 
dedicated to national ministries such as the MoPWH 
and Ministry of Agrarian and Spatial Planning/
National Land Agency (ATR/BPN), leaving local 
governments with insufficient resources to develop 
and implement urban plans, housing programs and 
data management systems. Moreover, variations 
in local government capacity have also prevented 
inclusionary housing laws from achieving their 
expected results. Although there are inclusionary 
laws mandating the production of housing for low-
income individuals, enforcement is generally weak at 
the local level.

Conflicting laws over the responsibilities of local 
governments to provide housing for low-income 
people also creates disincentives for them to do so. 
While Law No. 1/2011 on Housing and Settlement 
mandates the delivery of housing for low-income 
people as the responsibilities of both central and 
local governments, Law No. 23/2014 states that local 
governments are only responsible to deliver housing 
for disaster survivors as well as for relocation-
affected people
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National Roads Strategic planning is not currently guided by 
indicators of transport efficiency and road safety, 
and still focus too much on quantity.
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there was a slight drop in 2016 mainly due to mid-
year budget cuts.

Bad quality engineering designs prepared without 
systematically applying the relevant design 
standards and with insufficient attention to the road 
condition have led to frequent civil works contract 
modifications, delays in work implementation and 
additional costs.

Poor data collection and management systems 
have led to fragmented and ineffective program 
prioritization. However, trials of a modern and web-
based Road Asset Management System (RAMS) 
in several Balai showed that substantial resource 
savings could be obtained if a modern system is 
used to formulate expenditures.

Organization of DGH is highly decentralized, which 
has hampered the quality, efficiency, and speed of 
implementation of national road projects.

Housing The targeting design of the existing subsidy 
schemes needs to be strengthened to reduce 
leakage and to be focused on lower income 
households with most acute affordable housing 
needs. To be eligible for FLPP and SSB, the maximum 
individual basic income eligibility criteria is IDR 4 
million per year if they intend to purchase landed 
houses and up to IDR 7 million per year for multi-
story units. These ranges translate into the middle- 
and high gross household groups corresponding 
to deciles 5 to 9. This can put applicants to these 
schemes at the 90th percentile of income-earners, 
who are not meant to benefit from the subsidized 
programs. Moreover, the current targeting of both 
programs exposes them to leakage, as an applicant 
with an eligible individual income can successfully 
apply to the programs even if the household income 
is above the eligibility target.

The GoI has primarily defined success in housing 
policy as a reduction of the quantitative and 
qualitative deficit, which does not guarantee 
the creation of sustainable communities. Simply 
producing more new housing units without 
considering proximity to economic centers, livability 
and greater land-use patterns will not help Indonesia 
achieve SDG 11.1 by 2030, i.e., to “ensure access for 
all to adequate, safe and affordable housing and 
basic services”. Poorly built subsidized housing units 
may in fact increase the number of substandard 
housing units. Poorly-located subsidized housing 
will also continue to facilitate sprawl, increase 
traffic congestion, and expenditure associated with 
providing basic infrastructure.↓

Poorly designed and regressive subsidy schemes 
such as FLPP and SSB have caused larger budgetary 
resources to be allocated annually with lesser 
volumes being achieved. SSB creates large future 
liabilities which are yet to be allocated from the 
future budgets, whereas FLPP’s cost per unit funded 
as liquidity support to banks rises every year with 
increase in home prices, thereby necessitating larger 
subsidy resources to keep up with the same volume. 
Besides, the current subsidy interventions do not 
adequately leverage private sector financing and risk 
absorption capacity as both lenders and developers 
can readily access the subsidized housing market 
and generate relatively risk free returns.

Subsidized housing units tend to be poorly located 
and fail to meet the demand for housing in urban 
areas. Despite the fact that housing needs are 
concentrated in urban areas, 57 percent of FLPP 
subsidized housing units were located in rural 
areas in 2017. _Poorly located housing may result 
in higher long-term expenses for beneficiaries and 
infrastructure development and maintenance cost 
for the Government. 

A sample of 14,393 new housing units purchased 
with Government subsidies showed that 
approximately 36 percent of all units are vacant. 
The primary reason for vacancy was poor basic 
infrastructure conditions (44 percent), followed by 
faulty building construction (27 percent) and lack 
of electricity and clean water (17 percent). This is 
further confirmed by an assessment done in 2018 by 
the Evaluation Directorate of the Directorate General 
of Housing Finance, which shows that 55.4 percent 
of developer-built subsidized units do not meet the 
minimum construction standards and infrastructure 
requirements as stipulated in the KPR subsidy 
regulations.

The poor quality of subsidized homes does not help 
the Government meet its goal of ensuring “housing 
for all”. Funds are being spent on housing units 
that do not provide beneficiaries with a long-term 
solution to their housing needs. 

The poor quality of housing is in part exacerbated 
by the fact that subsidized housing developers are 
generally fragmented, localized and small in scale. 
These small developers do not have the economies 
of scale necessary to produce good quality housing 
as they lack access to skilled construction workers 
and project managers, good quality construction 
materials, technology and finance. They also may 
not be as concerned with reputational risk when 
compared to larger-scale developers.

The monitoring and evaluation of housing subsidized 
schemes is to ensure that the funding has been 
spent for the construction and/or upgrading of the 
housing units.  Though, there is a lack of monitoring 
and enforcement of housing construction quality 
standards and the residency compliance requirement 
leading to high rate of poorly-built housing coupled 
with a high vacancy rate.

The heterogenous fiscal and institutional capacity 
of local governments has been a key challenge in 
improving the quality of spending on housing. About 
70-85 percent of funding for low-income housing is 
dedicated to national ministries such as the MoPWH 
and Ministry of Agrarian and Spatial Planning/
National Land Agency (ATR/BPN), leaving local 
governments with insufficient resources to develop 
and implement urban plans, housing programs and 
data management systems. Moreover, variations 
in local government capacity have also prevented 
inclusionary housing laws from achieving their 
expected results. Although there are inclusionary 
laws mandating the production of housing for low-
income individuals, enforcement is generally weak at 
the local level.

Conflicting laws over the responsibilities of local 
governments to provide housing for low-income 
people also creates disincentives for them to do so. 
While Law No. 1/2011 on Housing and Settlement 
mandates the delivery of housing for low-income 
people as the responsibilities of both central and 
local governments, Law No. 23/2014 states that local 
governments are only responsible to deliver housing 
for disaster survivors as well as for relocation-
affected people
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purchase landed houses and up to IDR 7 million per 
year for multi-story units. These ranges translate 
into the middle- and high-income group in deciles 
5 to 9. However, lenders underwrite beneficiaries’ 
capacity to pay based on household gross income, 
not individual basic income. Given that the average 
Indonesian household has 1.8 working adults, the 
average applicant to these schemes (assuming 
income of IDR 5.5 million per month) has an annual 
household income of about IDR 10 million. This puts 
the average applicant to these schemes at the top 
20 percent of income-earners, who are not meant to 
benefit from the subsidized programs. Moreover, the 
current targeting of both programs exposes them 
to leakage, as an applicant with an eligible income 
can successfully apply to the programs even if the 
household income is above the eligibility target.

Water Resources Management New dam construction is not always prioritized 
based on net benefits, nor is dam planning 
integrated with spatial planning, e.g., political 
considerations outweigh technical consideration in 
deciding new dam locations.

If recent budget allocation trends were to continue 
into 2018 and 2019, it is estimated that only 68 
percent of the MoPWH's irrigation targets, as written 
on their strategic plan, could be achieved by 2019. 
Similarly, only 25 percent of the total estimated 
budget needed to construct 65 dams had been 
allocated so far.

Several planning and implementation challenges 
have led to low budget absorption by DGWR in 
recent years. These challenges include assessment 
to update data on infrastructure quality and 
the need for intensive consultation with various 
stakeholders to prioritize (i.e., to reach agreement on 
land acquisition, to adjust construction with farmer 
cropping cycle, and to reach consensus between 
multiple SNGs involved one service area).

More coordination would be needed between 
the central and SNGs in planning and budget 
allocation. Twenty-four out of 65 dams planned in 
the RPJMN will be located in Java and could irrigate 
an additional 220,000 ha of new rice fields. It has 
been unclear whether SNGs in Java are planning for 
agricultural growth of such magnitude.

The management of national irrigation involves 
multiple stakeholders. Clear service agreement 
that describe the roles, responsibilities, right and 
obligations of the service provider and the recipient 
are absent, making the provision of services to 
farmers unreliable.

DAK allocation is weakly linked to needs—the 
biggest DAK beneficiaries were not those who were 
the biggest rice producers. 

Water Supply and Sanitation Local governments should ensure that their 
PDAM develop a multi-year business plan that 
include strategy and action plan to improve their 
performance in order to escape from reliance on 
subsidies. Many PDAM still do not have a realistic 
and good quality business plan aligned to the RPJMD 
and other local government planning document such 
as the master plan for water supply development 
(RISPAM). Many PDAM prepared business plan only 
to fulfill readiness criteria for projects and/or just 
because it is required by regulation, and many of 
these business plans were prepared by consultants 
without involvement of the PDAM. As a result, most 
of this business plans are not being utilized and 
updated. PDAM should prepare a realistic business 
plan that include strategy and action plan to improve 
their performance that is discussed and approved 
by local governments, and hence aligned to the local 
development plan.

Government output targets for the sub-sector 
should be changed to only include those households 
whose connection to the network meets the 
minimum standards for quality and reliability. ↓

Overall, the level of WSS spending is still far 
below the amount that is required to meet the 
government’s targets. Implementing the RPJMN 
requires a public investment of around IDR 253 
trillion (US$20 billion) over five years or IDR 55.5 
trillion annually. This indicates a gap of IDR 43.4 
trillion compared with the current level of investment 
in the sector.

Central government should monitor the performance 
of local governments in maintaining and utilizing 
sludge treatment plants and use a funding 
mechanism that allows them to take resources away 
from those local governments that are not using 
them effectively.

Local governments should also monitor and evaluate 
the implementation of the business plan and ensure 
that PDAM reviewed and updated it on an annual 
basis.

In the medium term, financing arrangements should 
be modified to ensure that local governments/PDAM 
play their part in developing network facilities. 
Financing arrangement through performance-
based grants could be considered as one of the 
mechanisms to channel funds. These options will 
require a reliable monitoring and evaluation system 
with credible data and enforceable penalties for non-
performing local governments. 

The ‘blacklist system’ currently being considered by 
the MoPWH’s Directorate General Cipta Karya ↓

The growing central government infrastructure 
investment is often not complemented by local 
government investment in supporting infrastructure. 
Therefore, when the projects are later handed over 
to the local entities, they are often not immediately 
operational due to lacking necessary investment 
such as local distribution networks. This indicates 
lack of coordination across government levels, as 
well as central government’s limited pre-allocation 
assessment on local government’s existing capacity 
and development priorities.

With the issuance of the Government Regulation 
on the Minimum Service Standards (MSS) and 
the relevant Ministry of Home Affair (MoHA)’s 
implementing guidelines, the MoPWH should instead 
collaborate and coordinate with the MoHA to 
ensure that local governments include provision of 
adequate budget for MSS achievement (including for 
water supply and sanitation) in their budgeting and 
planning documents.

Greater fiscal space for WSS can only be achieved 
through overall expenditure rationalization by ↓

99 Chapter 02



Sector Planning Budgeting Execution Monitoring and evaluation Organizational roles 

purchase landed houses and up to IDR 7 million per 
year for multi-story units. These ranges translate 
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household income of about IDR 10 million. This puts 
the average applicant to these schemes at the top 
20 percent of income-earners, who are not meant to 
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Water Resources Management New dam construction is not always prioritized 
based on net benefits, nor is dam planning 
integrated with spatial planning, e.g., political 
considerations outweigh technical consideration in 
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percent of the MoPWH's irrigation targets, as written 
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budget needed to construct 65 dams had been 
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recent years. These challenges include assessment 
to update data on infrastructure quality and 
the need for intensive consultation with various 
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the RPJMN will be located in Java and could irrigate 
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obligations of the service provider and the recipient 
are absent, making the provision of services to 
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biggest DAK beneficiaries were not those who were 
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Water Supply and Sanitation Local governments should ensure that their 
PDAM develop a multi-year business plan that 
include strategy and action plan to improve their 
performance in order to escape from reliance on 
subsidies. Many PDAM still do not have a realistic 
and good quality business plan aligned to the RPJMD 
and other local government planning document such 
as the master plan for water supply development 
(RISPAM). Many PDAM prepared business plan only 
to fulfill readiness criteria for projects and/or just 
because it is required by regulation, and many of 
these business plans were prepared by consultants 
without involvement of the PDAM. As a result, most 
of this business plans are not being utilized and 
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plan that include strategy and action plan to improve 
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by local governments, and hence aligned to the local 
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Government output targets for the sub-sector 
should be changed to only include those households 
whose connection to the network meets the 
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below the amount that is required to meet the 
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requires a public investment of around IDR 253 
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in the sector.
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of local governments in maintaining and utilizing 
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mechanism that allows them to take resources away 
from those local governments that are not using 
them effectively.

Local governments should also monitor and evaluate 
the implementation of the business plan and ensure 
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In the medium term, financing arrangements should 
be modified to ensure that local governments/PDAM 
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Financing arrangement through performance-
based grants could be considered as one of the 
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Given the multi-dimensional nature of issues in the 
sector, the focus needs to be expanded to include 
both centralized and decentralized system, making 
up a comprehensive view of the urban sanitation 
system. Capacity and system development to 
effectively manage the whole system is as important 
as infrastructure development and, given the current 
poor performance, are areas that need addressing 
urgently. In practice, this means a reprioritization 
away from the current RPJMN plan of major 
infrastructure investment to focus on a wider range 
of services.

for local governments that have not complied 
with earlier agreements may not be effective and 
can jeopardize target achievement in the sector. 
The MoHA is also considering inclusion of MSS 
achievement as KPI for governors, mayors and 
bupati.

local governments, including on personnel and 
general administration spending. This will require 
development [by the MoHA] of better and clear 
guidelines on budget planning as well as guidelines 
on classification of types of expenditures for SNGs 
and its prioritization by SNGs.

There is currently no national sanitation 
management policy to guide local governments. 

Infrastructure investment programs should be 
integrated with an effective capacity-building 
program for SNGs and PDAM. Currently, investment 
and capacity building programs are planned and 
implemented separately for different recipients. 
More effective coordination between these 
programs could ensure a sustainable operation and 
maintenance for the infrastructure. 

The GoI should resolve the separated responsibility 
between surface and groundwater management to 
ensure the comprehensive management of water 
resources under the MoPWH (DG Water Resources). 
Groundwater management currently remains under 
the responsibility of the Ministry of Energy and 
Mineral Resources (MEMR), while surface water 
management remains under the MoPWH.

Source: authors
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