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Foreword
by Country Director

T he largest economy in 
Southeast Asia, Indo-
nesia, has undergone 
remarkable develop-
ment transformation 
over the past two 

decades. Indonesia recorded a robust and 
sustained economic growth despite external 
shocks, averaging 5.3 percent between 2000 
and 2019. It has emerged as vibrant mid-
dle-income country, with its Gross National 
Income (GNI) per capita  nearly reaching 
upper-middle income threshold in 2019. As 
a result, Indonesia made enormous gains in 
poverty reduction; cutting poverty levels by 
more than half in the same period reaching 

9.4 percent in 2019. With higher incomes 
and better access to services on average, In-
donesians have become healthier and more 
educated resulting in improved human de-
velopment outcomes and life expectancy. 

Indonesia has also continued making 
progress in improving fiscal policy making. 
Fiscal policy has become more effective in re-
ducing inequality and poverty, though there 
is still room for improvement. In 2015, the 
government took bold policy decisions to 
reallocate resources from regressive energy 
subsidies toward development priorities. 
Further, the government has strengthened 
its budgetary institution and public financial 
management system through modernizing 
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budget management processes and finan-
cial management information system. The 
government also continued implementing 
prudent fiscal management with strict ad-
herence to fiscal rules. 

However, Indonesia still faces large 
human capital and infrastructure gaps that 
impede its competitiveness, and its ability 
to create jobs and reduce poverty in the me-
dium term. 

The ongoing COVID-19 pandemic will 
have profound adverse impact on Indonesia’s 
economy, put pressures on the fiscal sector, 
and threaten achieved gains in development 
outcomes. GDP growth in 2020 is project-
ed to be the lowest since the 1997 financial 
crisis which risks reversing the progress 
Indonesia made in poverty reduction in re-
cent years. Revenue collection is projected 
to fall sharply on the back of lower growth 
and measures to support the economy,  and 
will remain challenging in the medium term 
amidst projected weak commodity prices. 
Rising interest payments will crowd out pri-
ority spending within the reduced budget 
envelope. Thus, closing human capital and 
infrastructure gaps has become more dif-
ficult with lower fiscal space and emerging 
fiscal challenges. This underscores the im-
portance of accelerating much-needed tax 
policy and expenditure reforms to create 
fiscal space for development spending.

This Public Expenditure Review 
(PER) aims to help the Government of In-
donesia (GoI) identify key constraints to 
efficient and effective public spending and 
offer ways to improve the quality of spending 
to achieve Indonesia’s development objec-
tives. It is a result of a joint programmatic 
review and close collaboration between the 
World Bank and the Government of Indone-
sia’s Ministry of Finance between 2016 and 
2019 led by Directorate General of Budget, 
and comprised Fiscal Policy Agency (FPA), 
Directorate General Fiscal Balance of the 
Ministry of Finance, Ministry of Planning/
BAPPENAS. 

We hope this report will help the de-
sign and implementation of public policies 
as Indonesia prepares policy responses to 
the COVID-19 pandemic and gears towards 
recovery, through better allocation of public 
resources, enhanced budgetary institutions, 
and improved sectoral policies to achieve In-
donesia ambitious development goals.



Foreword
by the Minister of Finance

H.E. Sri Mulyani 
Indrawati
M IN IST E R  OF FINANCE 
O F IN D O NESIA

I t is my pleasure to welcome 
this publication of the In-
donesia Public Expenditure 
Review (PER) report. This 
report is a result of close col-
laboration between the World 

Bank and the Ministry of Finance, the Ministry 
of National Development Planning/National 
Development Planning Agency, and the line 
ministries over the last few years. The pre-
liminary findings of this report and technical 
workshops have already served to provide 
inputs for the preparation of the Government 
Budget since 2017. This is an important report 
that shows how we can improve the quality 
of spending across government institutions, 
improve the performance of the budget not 
only in the central government but also in the 

subnational government. The subnational 
transfers are important as subnational gov-
ernments are responsible for a large share of 
spending in key sectors, to close our human 
capital and infrastructure gaps, and meet our 
development targets. 

The report makes many useful recom-
mendations that are aligned with the Govern-
ment’s agenda for spending reforms in line 
ministries. The Government has implement-
ed several key reforms, which are in line with 
this report, leading to important improve-
ments in the pro-poor orientation of spend-
ing through targeted cash transfers after the 
energy subsidy reform, increased budget allo-
cations for early childhood education, and the 
introduction of performance-based transfers 
in health and education, to name a few.

The Ministry of Finance is embarking on 
a multi-year program to improve the per-
formance orientation of the budget and 
the subnational transfers. These includes 
health reforms to improve the effectiveness 
of Jaminan Kesehatan Nasional and achieve 
an integrated health system at the central 
and regional level. We will also continue 
to strengthen the social protection system 
particularly by synergizing programs and 
preparing a social safety net that is adaptive 
to disasters and shocks. In the education 
program, we will reinforce our efforts to 
improve the digitization of education infra-
structure and teachers’ competency. Early 
childhood education and better coordination 
between the central and local levels will still 
become a core to this aspect too. Promoting 
more effective and result-based transfers to 
regions is also a key priority.

Indonesia´s expenditure and fiscal 
reforms spirit are in line with the findings 
and recommendations in this report. Sus-
tainability, efficiency, and effectiveness 
(result-based) are basic pillars in designing 
the budget. We will also improve coordi-
nation and data for better targeting espe-
cially in the implementation of the budget 
and programs. Last but not least, creating 
a bigger fiscal space has always been a 
central reform in our effort to escape the 
middle-income trap. We are committed to 
reforms in improving revenue mobiliza-
tion capacity as well as promoting budget 
reallocation towards more productive and 
effective programs.

This report is also very timely. It high-
lights reform areas in responding to the 
unprecedented COVID-19 pandemic that 
has severely impacted Indonesia and the 
government efforts for the recovery. The 
Government has introduced measures to 
slow down the spread of the outbreak and 
support the economy through the revision of 
the 2020 Budget. This will have an impact on 
Indonesia’s fiscal position for years to come 
including a higher level of public debt, higher 
interest payments, which could crowd out 
development spending within a more con-
strained resource envelope. But meeting In-
donesia’s development targets means that we 
have to spend more and better, by creating 
more, not less fiscal space. This means that 
post-COVID-19, we will continue our effort 
to increase revenue collection for develop-
ment spending.

My appreciation to the team from the 
Government and the World Bank that con-
tributed to this important report, and to the 
governments of Switzerland, Canada, EU, 
and Australia for their generosity that has 
supported the production of this high-qual-
ity report.
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I ndonesia’s development trajec-
tory has been remarkable over 
the past 20 years, supported by 
macroeconomic stability and 

prudent fiscal management. The economy 
grew on average by 5.3 percent annually be-
tween 2000 and 2018, while gross national 
income (GNI) per capita rose six-fold from 
US$580 in 2000 to US$3,840 in 2018.1 As 
a result, Indonesia has made huge gains in 
poverty reduction, from 19.1 percent of the 
population in 2000 to 9.4 percent of the 
population by March 2019. Prudent fiscal 
management has played an important role 
in supporting macroeconomic stability and 
growth. 

With higher incomes and better ac-
cess to services on average, Indonesians 
have become healthier and more educat-
ed. Access to basic services has improved: 
between 2000 and 2016, the electrification 
rate increased from 86.3 to 97.6 percent. 
Households’ access to improved drinking 
water and improved sanitation services also 
increased from 49 and 34 percent, respec-
tively, in 2001, to 73 and 69 percent, respec-
tively, in 2018. As a result, human develop-
ment outcomes have also improved. Between 
2000 and 2017, life expectancy increased 
from 66 to 69 years. Over the same period, 
under-five mortality declined from 52 to 25 
per 1,000 live births. The Government of 
Indonesia (GoI) has successfully ramped up 
access to education, increasing net enroll-
ment rates at primary and secondary levels. 

However, Indonesia still faces large 
human capital and infrastructure gaps 
that impede its competitiveness, and its 
ability to create jobs and reduce poverty 
in the medium term. Indonesia’s level of hu-
man capital is far below its aspirations and 
below those of its peers. According to the 
World Bank Human Capital Index (HCI)2 
for Indonesia, a child born in Indonesia today 

will only be 53 percent as productive when 
she grows up as she could be if she enjoyed 
complete education and full health.3 Years 
of underinvestment have led to a large in-
frastructure deficit. Indonesia’s per capita 
public capital stock is only a third of other 
emerging economies, implying an estimated 
gap in infrastructure assets of around US$1.6 
trillion.4 There are also large geographic and 
income-related disparities in service deliv-
ery and outcomes. Only 49 percent of In-
donesians in the lowest-expenditure quintile 
have access to improved sanitation facilities, 
compared with 87 percent in the top quin-
tile.5 Poor households still have infant and 
child mortality rates that are double those 
of richer households, while there are large 
disparities in stunting prevalence among 
children under five. 

The ongoing COVID-19 Pandemic 
in 2020 puts these gains in development 
outcomes at risk and will make closing the 
human capital and infrastructure gaps 
more difficult with lower fiscal space.  GDP 
growth in 2020 is projected to be the lowest 
since the 1997 financial crisis and risks undo-
ing all the progress Indonesia made in pover-
ty reduction in the past seven years. Cuts to 
public infrastructure spending to accommo-
date the response to the COVID Pandemic 
will lead to delays in infrastructure develop-
ment. The wide fiscal deficit and additional 
below-the-line spending is expected to lead 
to a significant jump in the debt-to-GDP 
ratio from 2020 onwards, while revenue 
is projected to remain well below its 2018 
level in the absence of significant revenue 
reforms. Rising interest payments will com-
pete for the reduced budget envelope with 
priority spending on health, social assistance 
and infrastructure. Given the wide-ranging 
powers given the Government to reallocate 
funds across programs and line ministries, it 
is important to ensure efficiency, effective-

ness and proper monitoring and evaluation 
of COVID-19 related expenditure.

Recovering from the COVID-19 
shock and closing Indonesia’s develop-
ment gaps will require significant resourc-
es. The overall level of public spending is low 
relative to the country’s needs. Indonesia 
therefore needs to urgently increase fiscal 
space and the overall resource envelope by: 

1  Enhancing domestic revenue mobiliza-
tion, particularly tax collections; and mo-
bilizing infrastructure financing from the 
private sector 

2  Improving the efficiency and effective-
ness of public expenditure to maximize its 
impact on development outcomes--which 
is the focus of this report-; and 

3 Allowing prudent borrowing by central 
and subnational governments (SNGs).

This Public Expenditure Review 
(PER) aims to help the GoI identify key 
constraints to efficient and effective pub-
lic spending and offer ways to improve the 
quality of spending to achieve Indonesia’s 
development objectives. Public expendi-
ture is a key contributor to closing Indone-
sia’s development gaps, both through direct 
spending and through creating the right 
environment to attract private investment 
to help close the gaps. This PER covers the 
following topics: public financial manage-
ment, the intergovernmental fiscal transfer 
system, and data for better policy making 
(institutional environment), and sectors: 
health, education and social assistance (hu-
man capital); national roads, housing, wa-
ter resource management, and water supply 
and sanitation (infrastructure). The analysis 
evaluates the quality of Indonesia’s public 
spending using the following framework: 

1 Using the Atlas method. 

2  See http://www. 
worldbank.org/en/
publication/human-capital

3  The Human Capital 
Index quantifies the 
contribution of health and 
education to the 
productivity of the next 
generation of workers. 
Countries can use it to 
assess how much income 
they are foregoing because 
of human capital gaps, and 
how much faster they can 
turn these losses into gains 
if they act now. http://
www.worldbank.org/en/
publication/human-capital

4  Using IMF PIMA 
database at https://www. 
imf.org/external/np/fad/
publicinvestment/. It is 
defined as the difference 
in per capita public capital 
stock between average of 
emerging markets and 
Indonesia multiplied by 
Indonesia’s population.

 5  The World Bank staff 
calculations based on 
National Socio-Economic 
Survey (Susenas), (BPS, 
2017). 
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to SNGs, and data management to better 
manage the quality of public spending. The 
analysis and summary in Part 1 draw on the 
analysis of efficiency and effectiveness of 
spending in seven sectors: health, education, 
social assistance with a spotlight on nutrition 
and stunting (human capital), national roads, 
housing, water resources management and 
water supply and sanitation (infrastructure).

Low revenue-raising capacity con-
strains the overall spending envelope. 
Indonesia’s prudent fiscal management has 
contributed to improved fiscal policy cred-
ibility, as recognized by several sovereign 
credit rating upgrades to investment grade. 
The fiscal deficit averaged 1.5 percent of 
GDP between 2000 and 2019, and the public 
debt-to-GDP ratio declined from 83 percent 
of GDP in 2000 to 30.2 percent of GDP in 
2019. These averages are well below the legal 
thresholds for the fiscal deficit (3 percent of 
GDP) and public debt (60 percent of GDP). 
However, at 16.6 percent of GDP (2018), In-
donesia’s general government spending is 
about half of the average of other emerging 
markets. This is because Indonesia’s tax-
to-GDP ratio is low, at 9.8 percent of GDP 
in 2019, leading to overall low revenue col-
lections. Furthermore, the central govern-
ment’s budget flexibility is limited by rigid 
expenditure rules on non-discretionary 
spending, which account for two-thirds of 
the central government’s budget. In addi-
tion, a sizeable share of revenues (14 per-
cent) and expenditures (8 percent) are still 
exposed to the volatility of oil and gas prices. 

Overall, fiscal policy has had a pos-
itive impact on the reduction of poverty 
and inequality. After accounting for vari-
ous instruments of fiscal policy—transfers, 
indirect taxes and subsidies, and in-kind 
transfers, such as health and education—
the Gini coefficient declined by 3.4 points 
in 2017 (from 40.3 to 36.9). This was an 

improvement from 2012, when these fiscal 
policy instruments reduced the Gini coef-
ficient by 2.9 points. Several policy chang-
es contributed to these improvements: (i) 
the reduction of budgetary expenditures 
on poorly-targeted and regressive energy 
subsidies; (ii) the expansion of coverage 
and increase in the benefit level of Program 
Keluarga Harapan (PKH) or the Family 
Hope Program conditional cash transfer; 
(iii) the ongoing transformation of Rastra,
the poorly-targeted rice subsidy program, 
and its subsequent conversion to Sembako 
(Affordable Food Program), formerly known 
as BPNT, a direct voucher-based transfer sys-
tem for food assistance;  and (iv) maintaining 
the relative progressivity of education and 
health in-kind benefits that are received by 
individuals who access publicly-provided 
education and health services. 

Energy subsidy reform, and the 
consequent reallocation of spending to-
ward infrastructure and social assistance, 
has improved the allocative efficiency of 
spending across sectors, but spending re-
mains inadequate in many areas. The ener-
gy subsidy reforms of 2014-15 enabled a crit-
ical shift in expenditure away from regressive 
energy subsidies toward higher investment 
in human and physical capital. Spending in 
priority areas increased from 8.5 percent of 
the general government budget (2012-14) to 
9.8 percent (2018) for infrastructure, from 
2.8 to 4.8 percent for health, and from 1.9 
to 2.3 percent for social assistance. Despite 
these increases, spending remains inade-
quate and low relative to Indonesia’s targets 
and development needs and compared with 
Indonesia’s peers. In health, for example, In-
donesia spends just 1.4 percent of GDP, half 
of what the average lower middle-income 
country spends. In social assistance, Indonesia 
spends 0.7 percent of GDP,7similarly much less 
than the average lower middle-income country.

Structure of the reportFIGURE ES.1.
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6  Using an alternative, 
wider definition of tax 
revenue adopted by the 
Ministry of Finance, which 
includes non-tax revenue 
from the oil and gas sector, 
the ratio would be 11.4 
percent, which is still low. 

7  The definition of social 
assistance does not include 
subsidies and the Village 
Fund transfer.

The report is divided into three 
parts: Part 1 covers the aggregate level 
of Indonesia’s public finances and the in-
stitutional environment, providing the 
instruments to improve the quality of 
spending; Part 2 covers spending on hu-
man capital and Part 3 covers spending 
on infrastructure (Figure ES.1). It starts 
with an analysis of the adequacy and sus-
tainability, efficiency, and effectiveness of 
aggregate fiscal spending, then it analyzes 
the key institutional instruments for the GoI 
to improve the quality of spending: public 
financial management and fiscal transfers 

1

2

3
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Spending on social assistance programs 
has become more efficient, but efficiency 
of spending remains a challenge in other 
priority areas. Better-targeted, more effec-
tive programs such as the PKH (condition-
al cash transfer) have received increased 
spending, while less effective programs 
such as the Rastra (subsidized rice for the 
poor) are being phased out. However, re-
sources are not always allocated to the most 
effective interventions in other sectors. In 
education and health, interventions with 
the highest impact have not received high 
priority. For example, despite the proven 

benefits of investments in early childhood 
education and development (ECED), re-
sources spent for ECED within the educa-
tion sector remain low. In the health sec-
tor, at both the central and district levels, 
spending and service delivery are geared 
toward curative episodic care instead of 
cost-effective preventive interventions. 
In infrastructure subsectors, spending on 
new construction and administration takes 
priority over operation and maintenance 
(O&M), particularly in irrigation and water 
and sanitation. Furthermore, less efficient 
sectoral policies and system delivery limit 

the progress in development outcomes, as 
shown by the lack of performance orien-
tation in education, weak spending coor-
dination in the water supply sector, poor 
housing planning decisions, and contingent 
liabilities in the infrastructure sector, espe-
cially in the roads sector. However, efforts 
are underway to improve sectoral policies, 
in education (with more performance-ori-
ented programs) and water supply, and 
there have been improvements in budget 
execution and system delivery in social as-
sistance, and the roads sectors thanks to 
performance-based contracts.

Furthermore, the impact of public spending for achieving better results are limited by systemic constraints across 
sectors. While each sector has unique programs and challenges, there are several cross-cutting issues that generally 
impede the efforts to improve the quality of spending in Indonesia. These are: 

Public financial management 
(PFM) challenges.

Coordination challenges 
across agencies and between 
levels of government

Fiscal transfers to SNGs do 
not incentivize performance

1

2

3

While there has been commendable progress in many aspects of PFM, for example, a strong 
five-year planning process and concerted efforts to improve accuracy in budget revenue esti-
mation, there are still systemic constraints observed in all sectors. The systemic constraints 
start with inconsistency between planning architecture, budget architecture, performance 
management framework, and organization structure of the government. The concept of 
money follow program cannot be fully implemented because programs in planning structure 
are based on national plan priorities and those under budget are based on the organizational 
structure.  The constraint continues with the implementation of the logic framework that 
remains suboptimal, despite the existence of intervention logic framework in the regulation. 
The definition of outputs and outcomes are often not clearly stated. The MTEF practice 
is also still not complemented with a top-down medium-term budget ceilings from MoF 
to line ministries, which can be used as a guidance for them to prepare the spending plans. 
Clear visibility of fiscal constraints could have led to competition for resources, challenges 
to proposals and strategic allocation of resources. Finally, although monitoring takes place, 
it is fragmented, often duplicative and predominantly focused on budget absorption rates, 
rather than on measuring the impact of spending.

Coordination challenges and fragmentation among central agencies limit the effectiveness 
of major government programs such as JKN (national health insurance) and social assistance 
programs in achieving their objectives. Decentralization poses additional challenges for 
central line agencies’ accountability and monitoring. Coordination problems are exacerbated 
for programs that are the joint responsibility of local and central governments. 

Despite incremental improvements, fiscal transfers are still not allocated in a manner that 
reduces inequality between provinces and districts, or drives improvements in service de-
livery. The GoI has laid the foundations to strengthen the “fiscal social contract” between 
citizens and SNGs, but needs to further increase SNGs’ autonomy in raising own-source 
revenues while holding them accountable to spending efficiently and effectively

SYSTEMIC CONSTRAINTS

Inadequate data and 
information systems

4 Fiscal data and sector-specific output and outcome data are key to measuring and driving 
effective government performance. However, consistent and credible SNG spending data by 
functions are lacking, making it difficult to evaluate subnational spending efficiency within 
sectors. Data on outputs and outcomes are available in some sectors, but not consistently 
used and of poor quality. Even at the central government level, there are limitations in 
tracking the quality of spending in priority sectors such as health and education, as data are 
not necessarily shared across key agencies and ministries, nor sufficiently disaggregated 
for meaningful analysis. 
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Constraints to private 
sector participation

5 Despite the establishment of a public-private partnership (PPP) regulatory and organization-
al framework, the private sector faces challenges when looking to invest in infrastructure. 
In the water supply sector, most local water companies (Perusahaan Daerah Air Minum 
or PDAM) face regulatory constraints in applying cost-recovery tariffs and do not have 
adequate capacity to invest in new infrastructure. Central-local coordination challenges 
also affect local governments’ efforts to mobilize private sector investment into PDAM. 
In the housing sector, current subsidy programs crowd out the private sector by offering 
significantly lower interest rates. In the national roads sector, the GoI has mostly relied on 
state-owned enterprises (SOEs) to expedite the delivery of the Expressway Development 
Program. While this strategy has helped the toll road authority (BPJT) to exceed its target 
for toll roads, it is not the most financially sustainable nor efficient option for developing 
the remaining tranches of expressways, which are not as financially viable. 

The  
WAY 

FORWARD

To further improve the outcomes Indonesia seeks from Government spending, the GoI can consider the following 
broad policy options: (i) increase fiscal space to enable higher spending on priority sectors; (ii) address systemic 
constraints to the efficiency and effectiveness of spending, and iii) address sector-specific constraints to the efficiency 
and effectiveness of spending. 

1 Increase fiscal 
space to enable 
increased public 
expenditure on 
priority sectors

To achieve development targets in priority areas, as stated in the National Medium-Term 
Development Plan (RPJMN), Indonesia needs to increase fiscal space for additional spending 
of more than 4 percent of GDP by 2024 (pre-COVID scenario). It is important to create fiscal 
space for priority spending within the fiscal rule through tax and expenditure reforms. Mea-
sures to widen fiscal space are even more critical, since revenue-to-GDP ratio risks remaining 
stagnant well below its 2018 level in the medium term, due to an expected sluggish recovery 
of commodity prices post-COVID-19 and the permanent impact of the corporate income tax 
rate cuts from 25 percent to 22 percent in 2020 and a further cut to 20 percent in 2022. These 
reforms, which require sustained efforts in the medium term, will lead to additional fiscal 
space for spending on priority sectors, would make the budget less exposed to commodity 
price fluctuations and less rigid.

Collect better and more tax revenues. To collect more revenue, the GoI should prioritize 
reforms that broaden the tax base for the main consumption and income taxes, and increase 
tax rates to improve tax progressivity and achieve health goals. The GoI should also improve 
tax administration to ease the burden of paying taxes, which will encourage higher volun-
tary compliance. Boosting own-source revenues of local governments will provide them 
with additional financing for their spending. Reforms of the non-tax revenue system can 
mobilize additional revenues. 

Further reallocate spending away from inefficient energy and fertilizer subsidy pro-
grams to free up fiscal space. It is estimated that the poor and vulnerable only receive 
about 21 percent of the kerosene and LPG subsidies, 3 percent of the diesel subsidy and 
15 percent of the electricity subsidy. Eliminating these energy subsidies could save 0.7 
percent of GDP (using 2017 data). Eliminating fertilizer subsidies could create space for 
more efficient, effective and balanced spending in the agriculture sector, as the subsidies 
have a high opportunity cost. 

Compensate the bottom 40 percent of the population to offset the impact of these re-
forms. An illustrative simulation of energy subsidy reforms (cutting spending by 0.7 percent 
of GDP per year), eliminating VAT exemptions and raising tobacco excises (raising revenue 
by 1.1 percent per year), while offsetting the impact of VAT exemptions and energy subsidy 
reform on the bottom 40 percent of the population with targeted cash transfers (costing 
0.5 percent of GDP), would leave a net positive fiscal impact of 1.3 percent of GDP per year.
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2 Address systemic 
constraints to 
the efficiency and 
effectiveness of 
spending across 
sectors

Emphasize quality of outputs and outcomes rather than only the quantity in designing development targets 
in national and sector planning and monitor along the results chain so that underperformance can be identified 
and addressed, which would make it more likely that sector outcomes are achieved.

Prioritize more effective programs and interventions within each sector by reallocating spending away from 
less productive interventions. In the health and education sectors: shift resources toward preventive care and ECED, 
respectively; water resources management, and water and sanitation: focus more on maintenance to avoid costly 
rehabilitation and safety concerns later; and the housing sector: shift resources to more efficient and better targeted 
programs. Strengthening monitoring and evaluation (M&E) systems is critical in supporting the evidence-based 
evaluation of which programs are performing and which are not.

Strengthen PFM to raise the quality and effectiveness of government spending by improving coordination 
between the MoF and Bappenas to align planning and budgeting, strengthening implementation of the ‘money 
follows program’ approach, strengthening the medium-term perspective in planning and budgeting, improving 
the “intervention logic” concepts in program/performance design, continuing to move to smaller and fewer in-year 
budget revisions, both for the mid-year budget revision (APBN-P) and self-blocking budget cuts, strengthening a 
‘performance management environment’ that will encourage and support higher-quality spending by the public 
sector, and enabling a performance-based budgeting system that is adapted to the requirements of a significantly 
decentralized fiscal process. Since a large part of FY 2020 Budget has been reallocated to combating COVID-19, 
there is a need to track allocation, expenditure and results of expenditure related to COVID-19. The Ministry of 
Finance should introduce a new sub-economic classification and a program code for COVID-19 expenditure to 
enable such tracking. A digital dashboard can be established to provide real-time information on the expenditure 
and outputs related to the COVID-19 response.

Improve coordination among central agencies, and between central and subnational governments to deliver 
better services, by improving program integration and convergence, and data sharing among key national priority 
programs such as social assistance and national health insurance (JKN), and by strengthening central-local coordi-
nation in policymaking, investment decision-making, and program implementation. 

Reform the fiscal transfer system so that it drives improvements in service delivery, using the following guiding 
principles: vertical balance (aligning districts’ revenue autonomy with their spending responsibility, and incentiv-
izing districts to exert more tax effort ), horizontal balance (e.g., moving the fiscal equalization formula toward a 
per-client basis with a transition strategy to limit the impact of losing districts, make the DAK conditional transfers 
more integrated in the local budget process and predictable) and efficiency (experimenting with performance-ori-
ented transfers). 

Collect better data and improve the management of information systems. This will require improving the collec-
tion of data and the management of information systems, together with implementing the new subnational budget 
Charts of Accounts, which will lay a fundamental foundation for better evaluation of subnational spending in the 
future. However, implementing these reforms is a huge task. At the central level, line ministries should collect and 
report data on pre-defined outputs and outcomes across sectors and integrate these data into common platforms 
that can be used to improve delivery of services and the targeting of programs by all levels of government. Finally, 
data should be used to drive better performance, enabling improved top-down and bottom-up accountability. 

Improve the environment to attract more private sector financing for infrastructure. This will require imple-
menting the recommendations from the InfraSAP8 to strengthen the PPP regulatory framework, changing SOE 
incentives, improving pricing mechanisms and deepening capital markets. In addition, sector-specific reforms are 
needed: in roads, leveraging private sector investment for expressway development; in the housing sector, supporting 
the development of a PPP framework for affordable housing to support access to affordable and well-located land for 
affordable housing development in urban centers, and integrating affordable housing as a part of the GoI’s current 
infrastructure strategic planning and land development by crowding in affordable housing in Transit-Oriented 
Development (TOD); in the water supply and sanitation sector, supporting adequate revenue for PDAM through 
full cost-recovery tariffs and different financing sources for capital investment. In the water resources sector, intro-
ducing SOE-Public-Partnership (SPP) to identify revenue mechanisms to provide alternative long-term financing 
mechanisms to maintain irrigation systems. 

8  "Indonesia Sector Infrastructure Assessment Program”, World Bank, June 2018. Forthcoming 

To increase efficiency and effectiveness of spending, the GoI could consider the following measures to address sys-
temic constraints: 
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3 Address sector-specific 
constraints to the efficiency  
and effectiveness of spending

Addressing sectoral constraints is also necessary to improve the effectiveness and ef-
ficiency of spending by improving the design and implementation of major sectoral 
programs (Table ES.1.)

Emphasize quality over 
quantity / prioritize more 
effective programs

Improve coordination across/
between levels of government 

Collect better data and 
improve information systems 

Address shortcomings in 
financing 

Health Introduce explicit 
benefit package for JKN 
commensurate with available 
resources

Target resources (human 
resources for health or HRH) to 
populations that would benefit 
most such as low public density 
area where private sector does 
not seem to be operating

Transform the health-care 
system to deal with the long-
term care needs of older and 
chronic condition patients

Address fragmentation of 
financing across central and 
SNGs

Improve governance and 
accountability by introducing a 
health annual sector review

Reinforce performance-
based financing to drive 
improvements in health service 
delivery

Invest in health information 
systems to improve M&E of 
health spending performance

Monitor and track legally 
mandated health spending

Use JKN claims data to inform 
and improve service delivery 
and increase efficiency

Increase health sector 
spending by implementing  
financing reforms on revenues 
& expenditure, e.g.:
- Raising revenues for health 
through tobacco tax reforms 
- Extending premium subsidy 
for informal workers to bring 
additional resources to BPJS 
Healthcare
- Update JKN premiums based 
on sound actuarial analysis.
- Address open-ended hospital 
payments 
- Introduce cost-sharing for 
non-essential services

Education Launch a National Education 
Quality Initiative, backed at 
the highest political levels to 
improve the accountability of 
the education sector

Ensure that all teachers have 
the right pedagogical and 
technical competencies (MoEC 
for hiring civil servant teachers, 
and SNGs and schools for 
hiring contract and honorarium 
teachers)

Ensure that districts have 
sufficient financial and 
institutional capacity to 
implement education policy

Strengthen coordination on 
early childhood education and 
development (ECED), including 
villages

Strengthening the role of SNGs 
in helping BOS to reach its full 
potential.

Clarify the responsible party for 
teacher training & development

Improve collection/availability 
of fiscal data related to 
education, including to better 
monitor the use of TPG funds 

Improve SNG civil servants’ 
capacity to utilize data for 
evidence-based policymaking

Ensure that more resources 
flow toward ECED as resources 
to the workers increase (in 
absolute terms)

Social assistance Consolidate overlapping social 
assistance programs (e.g., PIP 
and PKH) and re-design the 
combined program, and in the 
long term foster integration of 
SA programs 

Strengthen key delivery 
systems for core social 
assistance programs 

Adapt core SA programs for 
rapid response to natural 
disasters and epidemic shocks

Mitigate several neglected risks 
along the lifecycle through 
additional budget, particularly 
for the elderly and young 
children  

Enhance institutional 
coordination between central 
and subnational governments 
(e.g., coordinating demand 
and supply side, co-finance 
to support implementation, 
integrated social welfare 
database (DTKS)9 updating via 
MoSA’s updating exercise via 
a social registry information 
system (SIKS NG) and among 
central agencies to improve 
implementation performance

Invest in the capacity of the 
DTKS to expand in coverage 
and to minimize exclusion 
and inclusion errors through 
a reliable dynamic updating 
mechanism with the local 
government and related 
external institutions

Increase spending on targeted 
social assistance spending by 
reducing remaining spending 
on untargeted subsidies

Mitigate several neglected risks 
along the lifecycle through 
additional budget particularly 
the elderly and young children

Summary of sector-specific recommendationsTABLE ES.1.

9  Data Terpadu Kesejahteraan Sosial, formerly known as Unified Data Base (Basis Data Terpadu or BDT).
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Emphasize quality over 
quantity / prioritize more 
effective programs

Improve coordination across/
between levels of government 

Collect better data and 
improve information systems 

Address shortcomings in 
financing 

National roads Redefine strategic transport 
indicators to include efficiency 
and road safety indicators

Establish new, internationally 
aligned roughness thresholds

Focus on longer-term 
objectives (e.g., higher 
geometric standards, safer 
infrastructure)

Revisit the structure of DGH to 
improve the concentration of 
technical skills and better focus 
the responsibilities of staff on 
asset management

Monitor expenses more closely 
to ensure the higher costs of 
road treatments and lifecycle 
costs are justified

Increase the pool of funding 
for national roads and 
expressways, including by 
leveraging private sector 
investment; however, when 
insufficient fiscal resources are 
available, it is recommended 
that the GoI prioritizes 
asset preservation over new 
investment.

Develop a robust long-term 
(about 50-year) funding 
and phased strategy for 
Expressway Development 
Program (EDP)  

Housing Ensure subsidized homes are of 
good construction quality and 
built in well-located areas and 
with access to basic services

Develop alternative housing 
typologies that are cost-
effective and meet the 
heterogeneous needs of the 
low-income underserved 
consumer segment

Review and revise the 
regulatory framework to 
clearly assign a role for local 
governments in providing 
affordable housing, while 
building their capacity to do so

Develop a Housing and Real 
Estate Information System to 
improve the planning processes 
for managing affordable 
housing development

Shift funding toward more 
efficient, progressive, and 
better-targeted subsidies 

Develop a housing micro-
finance subsidy program to 
finance home improvements 
and incremental home 
extensions

Support the development of 
a Public-Private Partnership 
(PPP) framework for affordable 
housing

Water resources 
management

Realign the sector objective 
to focus on outcomes, such as 
improved irrigation efficiency 
and agricultural productivity 
(“more crop per drop”).

Infrastructure development 
target needs to consider 
institutional capacity and 
the implementation of asset 
management to ensure 
effectiveness and sustainability 
of services

Dedicate more attention 
to O&M rather than new 
construction

Scale up and institutionalize 
participatory irrigation at the 
subnational level including 
by strengthening the role of 
irrigation commission and 
water resource boards as local/
multi-stakeholder platforms

Build capacity of technical staff 
in River-Basin Organizations 
(RBOs) and in subnational 
governments for O&M

Create incentives for 
subnational governments 
(SNGs) to increase budget for 
O&M.

To cope with increased O&M 
needs, convert River-Basin 
Organizations into revenue-
receiving entities, such as 
General Service Bodies (BLUs) 

Water and sanitation Change incentives to 
discourage the use of 
groundwater (and encourage 
the use of piped water) and 
enforce regulations to limit 
groundwater exploitation 

Central government should 
undertake stronger measures 
to discourage proliferation of 
PDAM, as well as to encourage 
the merger of PDAM that are 
below an economically viable 
size

Improve coordination and 
channeling of funds between 
different layers of government 
to improve service delivery 
such as a binding agreement 
that CG investment will be 
complemented by adequate 
funding for downstream 
infrastructure investment

Enhance community-based 
development for rural water 
supply and sanitation, 
especially for rural areas

Reform the regulatory 
environment of PDAM to 
enhance their financial 
sustainability and ability to 
cover O&M and to invest 
in improved and expanded 
services

Incentivize LGs/PDAM to 
play their part in developing 
network facilities through 
performance based grants 
such as through expanding the 
Water Hibah model. 

Source: authors
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Why does 
Indonesia need a 

public expenditure 
review?

1.1
Indonesia’s development trajectory has been remarkable 

But there are large human capital and infrastructure gaps

Making spending more efficient and effective can  
help close the gaps

A 

A

B

C

O ver the past 20 years, Indo-
nesia has displayed a solid 
record of macroeconomic 
stability, growth and poverty 

reduction. The Indonesian economy grew 
by an average 5.3 percent annually between 
2000 and 2018, faster than the average low-
er-middle income country.10 The volatility 
of growth also declined.11 At the same time, 
the economy created over 30 million service 
and industrial jobs over this period, replac-
ing lower-productivity agricultural jobs and 
raising household incomes. As a result, In-

donesia made huge gains in poverty reduc-
tion: the poverty rate fell from 19.1 percent of 
the population in 2000 to 9.4 percent of the 
population by March 2019. Gross national 
income (GNI) per capita12 rose more than 
six-fold from US$580 to US$3,840 over the 
same period, ushering millions of Indone-
sians into the middle class. 

Prudent fiscal management has 
played a crucial role in supporting mac-
roeconomic stability and growth. Since 
the enactment of State Finance Law in 2003, 
Indonesia has adhered to legal limits on the 

10 The average lower 
middle-income country 
grew by 4.9 percent per 
year on average during this 
period. 

11 The standard deviation of 
GDP growth declined from 
2.0 percent over 1979-1996 
to 0.7 percent over 2000-18.

12  Gross national income 
(GNI) converted to U.S. 
dollars using the World 
Bank Atlas method divided 
by the mid-year population. 
Source: World Bank World 
Development Indicators, 
updated July 2019.

fiscal deficit at 3 percent of GDP and the 
general government public debt ratio at 60 
percent of GDP. Between 2000 and 2018, fis-
cal deficits averaged 1.5 percent of GDP. The 
public debt-to-GDP ratio declined sharply 
from 83 percent in 2000 to 30 percent of 
GDP in 2018. Four major credit ratings agen-
cies13 consider Indonesia’s sovereign credit 
investment grade, corroborating the coun-
try’s improved economic environment, fiscal 
management, and overall creditworthiness.

Fiscal policy also played a role in re-
ducing poverty and inequality in recent 
years. Fiscal policy, and the spending side 
in particular, can be an important lever in 
reducing poverty and inequality, and in driv-
ing faster growth. In Indonesia fiscal policy 
reduced the poverty rate and the Gini co-
efficient by 1.6 percent and 3.4 Gini points, 
respectively, in 2017.14 However, the magni-
tude of this impact is limited compared with 
other emerging country peers. In Brazil and 
South Africa, for example, highly progres-
sive direct taxes, social spending and in-kind 
transfers in health and education reduced 
the Gini coefficient by 12 and 17 points, re-
spectively.

This has translated into improve-
ments in access to basic services and in-
frastructure. While only under half of the 
population (48.8 percent)15 had access to 
basic services such as clean drinking water, 
sanitation, health and education in 2001, this 
share rose to 75.1 percent in 2018. More re-
cently, the GoI is close to meeting several 
of its targets under the 2015-2019 National 
Medium-Term Development Plan. About 82 
percent of Indonesians now have access to 
health insurance, an increase from 52 percent 
in 2014. Net enrolment rates in lower and 
upper secondary school have increased to 78 
and 60 percent, respectively. In infrastruc-
ture, the GoI has exceeded its target for road 
construction, delivering about 3,387 km of 

Indonesia’s development 
trajectory has been 
remarkable…
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13  Standard and Poor’s 
(BBB), Fitch (BBB), Moody’s 
(Baa2), and the Japan Credit 
Rating Agency (BBB).

14  Estimates from 
Commitment to Equity 
Update, World Bank Poverty 
Global Practice. The 
estimates for inequality 
reduction account for 
direct transfers, indirect 
subsidy, indirect taxes, 
and, in-kind education 
and health transfers. 
While the estimates for 
poverty reduction are 
only accounting for direct 
transfers, indirect subsidy, 
and, indirect taxes.

15 Simple average of five 
indicators, measured from 
Susenas household survey 
data: (i) net enrolment rate 
for junior high school, (ii) 
net enrolment rate for senior 
high school, (iii) access to 
protected water, (iv) access 
to protected sanitation, 
and (v) proportion of births 
attended by a skilled health 
worker. See World Bank 
(2017).

T he Government has declared 
COVID-19 a national emergen-
cy, and is implementing mea-
sures to cushion the expected 

adverse economic effects, including interven-
tions to enhance healthcare, expand social pro-
tection and prevent mass bankruptcies in the 
private sector. The Government has announced 
three packages of policy responses to the cri-
sis amounting to a total of IDR 434 trillion (2.7 
percent of GDP) (Table 4). The first package 
revealed in late February valued at IDR 8 trillion 
and focused on protecting the tourism sector 
and affected households. The second package 
valued at IDR 21 trillion announced in mid-March 
focused on protecting supply chains by giving 
tax relief and facilitating imports and exports 
through non-fiscal measures. The third pack-
age, announced on March 31, valued at IDR 405 
trillion, focused on implementing a response to 
the COVID crisis expanding health, social pro-
tection and industry support. These measures 
will be implemented through a revised budget 
for 2020.

In response to expected welfare losses 
for poor and vulnerable households, the gov-
ernment has adjusted several of its social pro-
tection programs. Given the reduction in labor 
income through lower consumption, poor and 
vulnerable households will likely face shocks 
to their welfare over 2020. In anticipation and 
to mitigate those shocks, the government an-
nounced in March that 15.2 million food assis-
tance e-voucher program (Sembako) benefi-
ciary households would receive a 33 percent 
higher benefit for the coming nine months.  The 
adjustment brings the value of this social assis-
tance program to comprise 10 percent of the 
national poverty line and will cost an estimat-
ed IDR 4.5 trillion. In addition, the government 
announced the program would be expanded 
to reach 20 million households approximately 
30 percent of the population. Furthermore, for 
the flagship conditional cash transfer program 
(PKH), the government has decided to increase 
benefits by 25 percent for nine months for 10 
million households, approximately 15 percent 
of the population, and bring forward payment 
schedule forward from April to March. Besides 
PKH and Sembako, all households in Indonesia’s 

Social Registry (DTKS) that do not yet receive 
either of these programs; approximately 8 mil-
lion households, will receive a temporary cash 
transfer worth approximately 30 percent of the 
national poverty line. In addition, full electricity 
subsidies have been announced for households 
using 450 Volt-Ampere (VA) connections and 
a 50 percent subsidy for those on 900VA con-
nections between April and June.  

Several of the social protection mea-
sures announced by the government protect 
both people and firms. Key amongst them is the 
announcement of the full financing of employ-
er and employee contributions to the national 
health insurance scheme for 30 million salaried 
workers. In addition, Indonesia’s Kartu Pra-Kerja, 
a program that provides subsidized vouchers 
for unemployed workers for skilling and re-skill-
ing, has doubled in its allocated budget and 
will be launched in April. The program will be 
accessible to an estimated 5.6 million informal 
workers and small and micro enterprises. who 
have been affected by COVID-19. 

While the fiscal costs in terms of budget 
reallocations and an increased debt burden are 
becoming clearer, it is too early to tell if the 
measures are adequate. To create space for the 
health, social assistance and industry support 
response, nearly all ministries and subnational 
transfers will see reduced budgets compared 
to the original 2020 budget. In particular, public 
spending on infrastructure will fall sharply by 
around 23 percent at all levels – central gov-
ernment (manly the Ministries of Public Works 
and Housing and of Transport), subnational 
transfers (DAK infrastructure) and below-the-
line financing of infrastructure. Moreover, sub-
national government have been allowed to use 
the mandate to spend 25 percent of revenue 
sharing and the General Allocation Transfer 
on infrastructure for COVID-19 mitigation. The 
debt-to-GDP ratio is projected increase to 37 
percent of GDP in 2020, and increased inter-
est payments will compete with non-interest 
spending going forward. It is too early to tell if 
the measures are adequate to strengthen the 
health care system in response to the COVID-19 
Pandemic and mitigate its impact of the poor, 
vulnerable and informal sectors workers and 
on firms.

national roads and 380 km of expressways 
between 2014 and 2018. The housing oc-
cupancy backlog declined from 7.6 million 
households in 2014 to 5.9 million house-
holds in 2017, in part through the Satu Juta 
Rumah initiative. 

With higher incomes and better 
access to services, Indonesians have on 
average become healthier and better 
educated. Between 2000 and 2017, life 
expectancy increased from 66 to 69 years. 
Over the same period, under-five mortality 
declined from 52 to 25 per 1,000 live births. 
The quality of education, as measured by 
student performance on the OECD Pro-
gram for International Student Assessment 
(PISA), has also improved. Between 2003 
and 2015, Indonesian students’ PISA scores 
improved along all dimensions, by 15 points 
in reading and mathematics, and by about 
8 points in science.

The ongoing COVID-19 Pandemic 
in 2020 puts these gains in development 
outcomes at risk and will make closing the 
human capital and infrastructure gaps 
more difficult with lower fiscal space.  The 
projected growth slowdown in 2020 could 
lead to sharp increase in the poverty rate 
reversing many years  of poverty reduction 
compared to the pre-COVID projection, 
even after taking into account the impact of 
additional social assistance measures (Box 
1.1). Cuts to infrastructure spending will lead 
to delays in infrastructure development. The 
widening fiscal deficit and additional below-
the-line spending is expected to lead to a 
significant jump in the debt-to-GDP ratio 
from 2021 onwards, while revenue is pro-
jected to remain well below its 2018 level in 
the absence of significant revenue reforms. 
Rising interest payments will compete for 
the reduced budget envelope with priority 
spending on health, social assistance and 
infrastructure. 

BOX 1.1. The government’s response to the COVID-19 Pandemic

Note: status as of April 15, 2020. 
Source: authors"
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D espite this progress, In-
donesia’s level of human 
capital is far below its 
aspirations and below its 

peers. According to the World Bank Hu-
man Capital Index (HCI),16 a child born in 
Indonesia today will only be 53 percent as 
productive when she grows up as she could 
be if she enjoyed complete education and 
full health. Indonesia’s HCI is 9 points lower 
than the average for the East Asia and Pacific 
region, and below what would be predicted 
for its income level. Human capital gaps are 
evident both in health and education. Al-
though Indonesians can expect to live until 
69 years old, this is six years less than their 
Chinese, Malaysians, Thais and Vietnam-
ese peers, and the maternal mortality ratio 
(MMR) remains high relative to its peers. One-
third of Indonesian children under five years 
of age suffered from stunting in 2018—the 
fifth-highest prevalence in the world. In edu-
cation, Indonesia’s PISA scores are much lower 
than peers such as Vietnam’s, despite having a 

similar level of education spending per student. 
 Stark differences in access to basic 

services persist across income and geo-
graphic divides. Only half of Indonesians in 
the lowest-expenditure quintile have access 
to improved sanitation facilities, compared 
with 87 percent in the top quintile.17 Signif-
icant differences between urban and rural 
areas remain: 44 percent of households re-
siding in non-metro rural areas do not have 
adequate sanitation, compared with just 8 
percent in urban metropolitan areas.18 Less 
than one-third of households in some dis-
tricts in Papua and Kalimantan have access 
to clean drinking water, compared with 
over 70 percent in about half of all districts. 
Health facilities’ supply-side readiness also 
varies across the country; only 8 out of near-
ly 500 districts have at least one doctor per 
1,000 population. 

Infrastructure stock has failed to 
keep up with growing demand and is also 
unevenly distributed across the country. 
Road transport demand has outstripped net-

work capacity, creating a backlog that has 
led to Indonesia falling behind on indices 
of competitiveness against peers. Progress 
in new dams and new and rehabilitated ir-
rigation systems is not sufficient to achieve 
food security. In the housing sector, 22 mil-
lion households, or close to one-third of the 
population, live in housing with at least one 
substandard feature. Housing affordability 
is also a key constraint. 

These disparities in access to basic 
services and infrastructure exacerbate 
inequalities of opportunity. Despite im-
provements in health, poor households 
have infant and child mortality rates that are 
double those of richer households. Eastern 
Indonesian provinces tend to have higher 
shares of stunted children (Figure 1.1) and 
of low-performing students (orange and red 
colors, Figure 1.2). These uneven outcomes 
influence the trajectory of Indonesians at 
birth, exacerbating inequalities of opportu-
nity and contributing to the still-high Gini 
coefficient of 39 points in the country

16  The Human Capital 
Index, inaugurated in 
October 2018, measures the 
amount of human capital 
that a child born today can 
expect to attain by age 18. It 
conveys the productivity of 
the next generation of 
workers compared to a 
benchmark of countries. 
The HCI is calculated from 
data on probability of 
survival to age five, 
expected years of school, 
harmonized test scores, 
learning-adjusted years of 
school, the adult survival 
rate and the fraction of 
children under-five who are 
not stunted. For more, see 
http://www.worldbank. org/

en/publication/human-
capital. 

17  World Bank staff 
calculations based on 
National Socio-Economic 
Survey (Susenas), (BPS, 
2017). 

18  See Chapter 2 of 
“Time to ACT: Leveraging 
Indonesia’s Urban Potential 
(World Bank, 2019, 
forthcoming). 

B 
…but there are large human 
capital & infrastructure gaps
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C losing these human capital and infrastruc-
ture gaps across the archipelago is critical 
if Indonesia wants to sustain growth, con-
tinue to create jobs and reduce poverty. 

While Indonesia has come a long way, it needs to tackle 
these structural constraints to growth if it aspires to be-
come a high-income nation. These infrastructure con-
straints have already held Indonesia back from achiev-
ing its full potential, shaving off half a percentage point 
of annual GDP growth and slowing the rate of poverty 
reduction.19 The human capital gap means that Indone-
sians live shorter, more disease-ridden and less produc-
tive lives, which leads to negative impacts on economic 
growth, putting pressure on urban infrastructure such 
as public transport, water and sanitation, and housing.

Significant financial resources are needed to 
close these gaps.The World Bank estimates that In-
donesia needs US$1.6 trillion to close the infrastruc-
ture gap20—more resources than the entire size of the 
Indonesian economy. This is consistent with targets for 
investment in the National Medium-Term Development 
Plan (RPJMN) 2015-19, at US$415 billion, and for 2020-
24, at US$412 billion,21 compared with a GDP of around 
US$1 trillion in 2018. This volume exceeds the capacity 

There are large geographic disparities in stunting 
prevalence among children under five 

Eastern Indonesian provinces have a higher share of low-performing students 

25%–<30%

>85

Stunting
Prevalence
(Riskesdas, 2018)

<25%

82–85

>=30%

79–82

76–79

74-76

<74

No Data

FIGURE 1.1

FIGURE 1.2

Note: Colors reflect the 
share of students (%) with 
low mathematics scores as 
measured by the AKSI test, 
a sample-based assessment 
with higher standards of 
implementation and PISA-like 
test items.
Source: MoEC (2017). 

Source: Riskesdas (Riset Kesehatan Dasar/Basic Health Research) 2018, Ministry of Health. 

19 Had the stock of ‘core’ 
infrastructure capital 
grown by 5 percent 
annually between 2001 
and 2012, rather than 
the actual average of 1.8 
percent, average annual 
GDP growth over the 
period would have been 
6.0 percent in real terms, 
rather than 5.4 percent. This 
would subsequently have 
increased growth in the 
consumption of the poor by 
an additional 0.5 percent 
a year, which would have 
meant an additional 0.2 of a 
percentage point decline in 
poverty per year. See World 
Bank (2015), “Estimating 
Infrastructure Investment 
and Capital Stock in 
Indonesia” for more details. 

20 Using IMF PIMA 
database at https://www. 
imf.org/external/np/fad/
publicinvestment. It is 
defined as the difference 
in per capita public capital 
stock between average of 
emerging markets and 
Indonesia multiplied by 
Indonesia’s population. 
World Bank, “Indonesia 
Economic Quarterly October 
2017: Closing the gap”. 
https://www.worldbank. org/

en/country/indonesia/
publication/indonesia-
economic-quarterly-
october-2017

21 Jakarta Post quoting the 
Minister of Bappenas, 
https://www.thejakartapost. 
com/news/2019/05/16/
indonesia-has-a-412-billion-
plan-to-rebuild-the-country. 
html.
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Making spending more 
efficient & effective can 
help close the gaps
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36%

of public finance to fund. For example, if the 
GoI maintains its current level of spending 
on housing and does not involve the private 
sector, it will take 26 years to close the hous-
ing backlog. The human capital gap is also 
substantial: if Indonesia did not have the 
current high rates of stunting, low adult sur-
vival and a large learning gap, its GDP would 
be 36 percent higher.22 These estimates do 
not take into account longer-term struc-
tural shifts such as the aging population, 
ongoing urbanization and climate change.23

Hence, Indonesia needs to urgent-
ly increase fiscal space for spending and 
improve the efficiency and effectiveness 
of spending to address these gaps, which 
made more difficult by the impact of the 
COVID-19 crisis. To increase fiscal space 
a number of measures are critical: (i) sus-
tained effort to enhance domestic revenue 
mobilization, particularly tax revenue col-
lection; (ii) improving the quality of public 
spending to identify potential gains by im-
proving the adequacy, efficiency, and effec-
tiveness of public expenditure to maximize 
the im pact of public spending on develop-
ment outcomes, in particular, replacing 
badly targeted energy and fertilizer sub-
sidies by more efficient spending - which 
is the focus of this report; (iii) borrowing 
prudently by cen tral and subnational gov-
ernments. 

Increasing the efficiency and effectiveness 
of spending can help Indonesia to achieve 
its development goals and reduce pover-
ty and inequality. Although spending more 
on productive areas such as health and edu-
cation can help to increase these impacts, 
increasing the efficiency and effectiveness 
of spending is more critical in Indonesia, 
where low revenue-to-GDP ratio and strict 
adherence to the fiscal deficit and debt limits 
constrain the amount of resources available. 
Indonesia’s general government revenues 
only amounted to 14.6 percent of GDP in 
2018, half that of the average emerging 
economy, and hence public expenditure has 
remained below 20 percent of GDP. Making 
public spending more efficient and effective 
is therefore even more essential in this con-
text, as it can help to leverage private sector 
investment in areas that are important for 
human and physical capital.

This report24 identifies areas where 
the GoI can improve the efficiency and 
effectiveness of spending and provides 
concrete recommendations on how public 
resources can be better leveraged to meet 
Indonesia’s development goals. A Public 
Expenditure Review (PER) is a key diagnos-
tic tool that can evaluate the effectiveness of 
public finance in achieving three objectives: 
stabilization, distribution and strategic allo-
cation. As the next sections show, Indonesia’s 

level of aggregate spending is sustainable, 
but public spending can be more effectively 
used to reduce poverty and inequality, and to 
meet Indonesia’s development aspirations. 
This PER therefore focuses on identifying 
efficiency gains to maximize the impact of 
public spending on development outcomes. 

This report builds upon past and ex-
isting analyses carried out in Indonesia, 
including the 2009 PER and the subse-
quent sectoral analysis.25 As discussed in 
the subsequent sections and sectoral chap-
ters, there has been significant progress in 
key areas identified in the previous analysis, 
most notably significant reductions in ener-
gy subsidy outlays and increased allocations 
for development priority such as infrastruc-
ture, health and social assistance. However, 
some challenges remain, especially in im-
proving the efficiency and effectiveness of 
sectoral spending. In addition, weak revenue 
performance due to low commodity prices, 
and sub-optimal tax policy and administra-
tion have emerged as fiscal challenges since 
2015, further constraining resources for devel-
opment priorities (Box 1.1). To this end, this 
report draws on past and existing analyses, and 
aims to contribute to informing policymaking 
by tracking progress that has been made linked 
to past recommendations, deepening sectoral 
analysis, and highlighting new challenges and 
policy recommendations.

The 2009 Indonesia  
Public Expenditure Review

If Indonesia closed its human 
capital gap, its GDP would be 

36 percent higher

Chapter 01

BOX 1.2.

22 The learning gap is 
estimated at 15.4 percent of 
GDP (3.4 years multiplied 
by the returns per year 
of education, 8.7 percent, 
multiplied by the 52 percent 
labor share of GDP). The 
gap between Indonesia and 
the best performer on the 
HCI in adult survival rates 
is equivalent to 13.2 percent 
of GDP. High stunting rates 
are estimated to cost the 
Indonesian economy 7.4 
percent of GDP (based on 
Galasso and Wagstaff, 2018). 

23 The share of the 
population aged 65 years 
and above is expected to 
increase from 5 percent 
to 12.5 percent by 2045, 
while the share of the urban 
population is expected to 
rise from 55 percent to 70 
percent. Source: United 
Nations’ World Urbanization 
Prospects, 2018.

24 This PER report 
represents the final phase 
of a programmatic Public 
Expenditure Review (PER) 
engagement, which was 
implemented in three 
phases: i) Phase I (July-
December 2016): analysis 
on medium term fiscal 
framework and efficiency 
and effectiveness of 
aggregate spending as 
inputs into 2017 & 2018 
Budget; ii) Phase II (January 
2017 – March 2018): 
analysis on efficiency and 
effectiveness of sectoral 
spending covering 7 sectors 
(health, education, credit 
for small and medium 
enterprise (KUR) program, 
housing, national roads, 
water resource, Subnational 
transfers and expenditure) 
as inputs into 2018 and 
2019 Budget; iii) Phase III 
(April 2018 – June 2019): 
consolidating phase 1 and 
2 analysis into a PER report 
and analysis on new priority 
topics including budget 
management and stunting 
reduction, as inputs into the 
2020 Budget and medium-
term development plan 
(RPJMN) 2020-2024.

25 Public Expenditure 
Review 2009: Towards 
2015 – Spending for 
Indonesia’s Development: 
Shaping the prospects of 
a Middle-Income Country; 
2012 Indonesia Road 
Sector PER - Investing 
in Indonesia’s Road; 2013 
Indonesia Education PER - 
Spending More or Spending 
Better; 2016 Indonesia 
Health Financing System 
Assessment; 2017 Indonesia 
Social Protection PER 
Update.

A t the request of the GoI, the 
World Bank conducted a PER 
in 2009 to contribute to the 
preparation of Indonesia’s 

Medium-Term Development Plan (RPJMN) 2010-
2014. The analysis was structured into three parts: 
the trends and composition of public spending 
in the past 10 years, public spending during the 
2008 global financial crisis and its aftermath, and 
Indonesia’s fiscal choices and spending priorities 
for the years ahead. 

The report identified key challenges in 
improving quality of Indonesia’s public spend-
ing, including high spending on energy subsi-
dies (25 percent of the budget) and government 
administration (14 percent of the budget), low 
spending in critical areas especially in infrastruc-
ture and health, intra-sectoral inefficiencies with-
in agriculture sector and education; and SNGs’ 
low capacity in managing increasing resources.

The report argued for a big push strate-
gy to address Indonesia’s development needs 

through RPJMN 2010-2014, building on Indone-
sia’s sound fiscal position and projected growing 
resource envelope, which would require bold 
policy choices in two areas: (i) reallocating re-
sources from lower-priority areas, which means 
moving away from high allocation for energy 
subsidies and government administration, to-
ward increasing the development focus of the 
budget; and (ii) expanding the resource enve-
lope through enhancing revenue mobilization 
and increasing fiscal deficit by 1 percent, while 
keeping total public debt stable. The expanded 
fiscal resources can be used to finance develop-
ment priorities including: (i) gradually doubling 
public expenditure on infrastructure from 2 to 4 
percent of GDP by 2014; (ii) gradually increasing 
public expenditure on health and social protec-
tion from 1.2 to 3.0 percent of GDP by 2014; (iii) 
maintaining spending on education as a share 
of the budget; (iv) maintaining spending on 
agriculture as a share of the budget; and (v) 
implementing bureaucracy reform.

Source: World Bank (2009), “Towards 2015 – Spending for Indonesia’s Development: Shaping the Prospects of a Middle-
Income Country”, https://openknowledge.worldbank.org/handle/10986/12988
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Effectiveness

Technical
efficiency

Allocative  
efficiency

The aggregate level of public spending and deficit must be consistent with the medium-term macroeconomic framework, yielding a sustainable 
deficit and public debt. 

Aggregate spending should be allocated within and across sectors to maximize social welfare, including the impact on the poor. 

The role of the government versus the private sector should be a principal criterion governing the choice of programs for public financing and 
provision. 

The impact of key programs targeting the poor should be analyzed, including their incidence and total costs, to identify those which help achieve 
poverty alleviation objectives cost-effectively. 

The allocations for capital and recurrent expenditures should be analyzed in an integrated manner within programs and sectors to address the 
shortcomings of traditional capital-led budgeting with unsustainable recurrent cost requirements, and the crowding-out of non-wage operations 
and maintenance (O&M) spending by wage expenditure. 

The PER exercise should seek to build government capacity and ownership so that the exercise can be undertaken by policymakers themselves as 
an integral part of their planning, budgeting and evaluation system. 

To evaluate the effectiveness and efficiency of public spending, this PER follows the framework 
presented by Pradhan (1996), which emphasizes six elements:

1

? ??

2

3

4

5

6

FIGURE 1.3.

BOX 1.3.

Source: Sanjay Pradhan, “Evaluation of Public Spending”, World Bank Discussion Papers Series No. 32, World Bank, 1996, http://documents.worldbank.org/curated/en/509221468740209997/Evaluating-public-spending-
a-framework-for-public-expenditure-reviews.  

Source: World Bank staff

Are resources 
being allocated 
to the 'right' 
interventions 

Are interventions 
achieving 
the intended 
objectives?

Are programs being 
implemented with the lowest 
cost without sacrificing 
quality?

1 2 3

Sustainability  
& adequacy
Is the level of Indonesia’s public 
spending sustainable and ad-
equate to address Indonesia’s 
development challenges, both 
on aggregate and within sectors? 

Efficiency

Have public resources been used 
effectively to achieve Indonesia’s 
development objectives, includ-
ing who benefits (or not) from 
public spending? 

Have public resources been 
used efficiently in delivering 
public services, i.e., allocated 
to the ‘right’ interventions and 
with the optimal cost per unit? 
Two types of efficiency are ad-
dressed: (i) allocative efficiency, 
which refers to the optimal allo-
cation of inputs within or across 
sectors to produce outputs, and 
(ii) technical efficiency, which
analyzes whether more outputs 
can be produced with the same 
amount of resources. 

Effectiveness

In evaluating the efficiency and effectiveness of public spending in Indonesia, this report follows 
the framework presented by Pradhan (1996) (Box 1.2) and asks the following questions:

Efficiency and effectiveness are common terms used 
in assessing the impact of public expenditure by 
evaluating the linkages between inputs, outputs and 
outcomes (Figure 1.3). In this report, efficiency refers 
to the use of inputs (e.g., monetary and non-monetary) 
to produce outputs (goods and services) at the lowest 
cost possible, or commonly referred to as “doing things 
right”.  Efficiency generally has two dimensions: alloc-
ative efficiency and technical efficiency. Allocative ef-
ficiency refers to whether resources are being spent on 
the ‘right interventions’ (i.e., optimal mix of inputs to 
produce outputs) across or within the sectors. Technical 
efficiency refers to the capacity to produce the outputs 
and to do so at the lowest cost (minimizing cost per unit 
of output). In practice, this often relates to implementa-
tion and financial management capacity such as wages, 
standard costs, or procurement policies. Effectiveness re-
fers to whether program objectives are being achieved or 
“doing the right things”. Effectiveness is also influenced 
by enabling environment factors, such as institutional 
and regulatory framework, which is not always within 
the control of the policymakers, at least in the short run.

Plans & Budgets Outputs OutcomesInputs
1 3 42

e.g. Taxpayers
money (rupiah

e.g. Number of hospitals built, 
doctors per 1,000 population

e.g. Healthier Indonesians 
(life expectancy Morbidity rates)

Key elements of a Public Expenditure Review

Conceptual framework of efficiency & effectiveness 

institutional environment
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FIGURE 1.4.Evaluating the quality of public spend-
ing requires data on inputs, outputs and 
outcomes. Inputs refer to resources to be 
spent, whereas outputs and outcomes re-
flect measurable development targets or 
objectives and can be sector-specific. In 
education, for example, outputs include the 
number of schools and number of teachers 
being trained, whereas one outcome variable 
might include the quality of student learn-
ing as measured by test scores. In health, 
the number of health facilities and the avail-
ability of medicine are outputs, while exam-
ples of outcome variables include infant or 
maternal mortality rates, or life expectancy. 
These output and outcome indicators are 
reflected in the National Medium-Term De-
velopment Plan26 (RPJMN 2015-2019) and 
the line ministries’ strategic plans (Renstra). 
It is important to note that analysis in this 
report is based on available data on spending 
and sectors, which may not always be consis-
tent or reliable, especially at the subnational 
level. The chapter on data challenges high-
lights some of these challenges and the GoI’s 
efforts to address the gap. 

The report is structured as follows. 
Part 1 starts with an analysis of the adequacy 
and sustainability, efficiency, and effective-
ness of aggregate fiscal spending. Further 
part 1 analyzes the key institutional instru-
ments for the GoI to improve the quality of 
spending: public financial management and 
fiscal transfers to SNGs, and data manage-
ment to better manage the quality of public 
spending. The analysis and summary in Part 
1 draw on the analysis of efficiency and effec-
tiveness of spending in seven sectors: health, 
education, social assistance with a spotlight 
on nutrition and stunting (Part 2 on human 
capital), national roads, housing, water re-
sources management and water supply and 
sanitation (Part 3 on infrastructure). While 
these sectors account for 38 percent of the 
general gov ernment27 budget, analysis in 
Part 1 examines efficiency and effectiveness 
of overall general government budget.

Other sectors 
- not in PER

Health (incl 
PBI-JKN)

Education (incl 
PIP)

Infrastructure 
- national 
roads

Infrastructure 
- water 
resource 
management

Infrastructure 
- water supply 
and sanitation

Infrastructure 
- other - not 
in PER

Social 
protection 
(incl housing 
subsidies, 
excl PBI-JKN 
& PIP)

58%

8%

19%

6%

2%

1%

4%

2%

Note: ‘Other’ includes other functions that are not specified: general public services (such as interest payments and tax subsidy), defense, public law and order, 
economy (including subsidies but excluding infrastructure), environment, housing and public facilities, tourism and culture. Central government: actual 2016 
expenditure; subnational government data: 2016 budget
Source: Ministry of Finance, COFIS, staff estimations. 

General government expenditure (central and subnational) by function, 2016

26  The RPJMN is a static development plan, which is not 
updated on a rolling basis and does not reflect changes to the 
fiscal envelope.

27  Central and subnational governments. Data from 2016. 
Source: World Bank Consolidated Fiscal Database, 2017.

The sectoral analysis in this PER (parts 2 and 3) covers about 38 percent of  
the general government budget

19 Chapter 01



20Overview



How sustainable  
is public finance 

in Indonesia?

1.2
The aggregate fiscal position is sustainable 

Public expenditure is low because Indonesia does not 
collect enough revenues 

The central government’s discretion over its budget is 
limited 

Indonesia can create more fiscal space through 
enhancements to revenue and expenditure

A

B

C

D
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I ndonesia has run a persistent 
fiscal deficit, but both the 
deficit and public sector debt 
can be sustainably financed, 

providing a sound basis for efficient and 
effective public spending. For the past 
20 years, Indonesia has run a fiscal deficit, 
varying in magnitude but always below the 
legal limit of 3.0 percent. Fiscal policy has 
become increasingly more conservative: the 
deficit came in at 2.7 percent of GDP in 1998 
during the Asian financial crisis, but only 
at 0.1 percent of GDP in 2008 during the 
global financial crisis. In more recent years, 
the fiscal deficit has remained well below 
the legal limit, averaging 2.3 percent of GDP 
over 2014-19. The fiscal deficit has been fi-
nanced typically by borrowing in securities 
in domestic currency, supplemented by the 
issuance of forex-denominated global bonds 
and loans. However, a large share of domes-
tic currency bonds (around 40 percent) are 
held by non-residents, which suggests that 
the domestic financial market is shallow.

Similarly, the debt-to-GDP ratio has 
declined since the late 1990s. At 30.2 per-

cent of GDP by end-2019, Indonesia’s central 
government debt-to-GDP ratio is one-third 
lower than its level after the Asian financial 
crisis (83 percent of GDP at end-2000) and 
well below the legal debt limit of 60 percent 
of GDP. This achievement is largely thanks 
to a resilient recovery in growth, helped by 
the commodity boom, low or negative real 
interest rates (including through concession-
al financing), a relatively stable exchange rate 
and primary fiscal surpluses up until 2012. 
However, the debt-to-GDP ratio rose grad-
ually between 2012 and 2019 due to rising 
real interest rates, the shift to commercial 
borrowing in the composition of debt, and 
currency depreciation, as the commodity 
cycle ended (Figure 1.5).

The fiscal impact and response to 
COVID-19 will lead to a large jump in 
the debt-to-DGP ratio and will continue 
to rise  if not compensated by addition-
al revenue measures. The widening fiscal 
deficit in 2020 and additional below-the-line 
spending is expected to lead to a significant 
jump in the debt-to-GDP ratio from 2021 
onwards. Meanwhile revenue is projected to 

remain well below its 2018 level due to an ex-
pected sluggish recovery of commodity pric-
es and the cuts to the corporate income tax 
rate from 25 percent to 22 percent in 2020 
and the further cut to 20 percent in 2023. 
Rising interest payments will compete for 
the reduced budget envelope with priority 
spending on health, social assistance and 
infrastructure.

To allow for higher fiscal deficit, 
the Government lifted the fiscal deficit 
rule, which has anchored its responsible 
fiscal management since 2003, tempo-
rarily for 3 years from 2020 to 2022. To 
accommodate the shock mainly to revenue 
and the increase in the on-budget spending 
component of IDR 260 trillion out of the 
total IDR 434 trillion fiscal packages, the 
Ministry of Finance temporarily suspended 
the 3 percent of GDP general government 
fiscal deficit limit for three consecutive 
years, through Government Regulation in 
Lieu of Law (Perppu) 1 of 2020. This rule, 
originally instituted through State Finance 
Law 17 of 2003, is an anchor for Indonesia’s 
fiscal credibility.

Indonesia has kept fiscal deficits low, and the level of debt has declined significantly since 2001 
FIGURE 1.5
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Fiscal risks and contingent liabilities are 
manageable, but state-owned enterprise 
(SOE) debt has recently started to trend 
up and warrants closer monitoring, es-
pecially since the COVID-19 response 
packages may include an expansion of 
guarantees.  In part because the GoI has 
increasingly relied on SOEs to deliver large 
infrastructure projects and tasked them with 
other national mandates (such as implicitly 
subsidizing fuel), total non-financial SOE 
debt amounted to 6.5 percent of GDP at end-
2019, increasing by 1.8 percentage points 
since 2017.28 Exposure to explicit contingent 
liabilities in the form of loan guarantees to 
SOEs amounted to 1.4 percent of GDP at 
end-2019, well below the guarantee ceiling 
of 6.0 percent of GDP, and guarantees to 
public-private partnership (PPP) projects 
amounted to 1 percent of GDP in 2018, 
which is mitigated by the Indonesia Infra-
structure Guarantee Fund (IGGF) for guar-
antee risks. Indonesia is also exposed to fiscal 
risks from natural disasters as Indonesia is 
one of the most disaster-prone countries in 
the world (see Box 1.3). It is also important 
to monitor other contingent liabilities, such 
as those from companies owned by SNGs, 
such as the local water supply companies 
(Perusahaan Daerah Air Minum, or PDAM), 
many of which are loss-making.

28  Bank Indonesia does 
not use SOEs’ financial 
statements to produce the 
debt data for non-financial 
SOEs and considers the 
data not yet complete. 

Climate change and natural 
disasters in IndonesiaBOX 1.4

I ndonesia is one of the most disaster-prone 
countries in the world and exposed to a 
range of natural hazards that can hinder its 

development outcomes. Located in the Pacific 
‘Ring of Fire’ with 127 active volcanoes across 
the archipelago, Indonesia experiences frequent 
geophysical and hydro-meteorological hazards, 
including earthquakes, tsunamis, volcanic erup-
tions, floods, landslides, and forest fires. With 
the second-longest coastline in the world, Indo-
nesia also faces a high risk of sea-level increase 
and coastal inundation that may affect up to 42 
million people living in low lying coastal zones. 

Natural disasters often lead to budget 
reallocations, as the budget contingency for 
natural disasters of typically IDR 40 trillion 
(US$269 million) is not sufficient. The GoI typ-
ically spends US$300 to US$500 million per 
year on post-disaster reconstruction and the 
annual economic impact is estimated at US$1.4 
to US$1.6 billion. The GOI is pursuing a com-

prehensive approach to better manage fiscal 
and financial risks due to frequent and major 
climate shocks and natural disasters through 
a Disaster Risk Financing and Insurance Strat-
egy, launched in October 2018. This strategy 
includes several complementary financial mech-
anisms and instruments, including insurance 
of key public assets, including administrative 
buildings, hospitals, schools and bridges. 

Good preparation for natural disasters 
and climate change will reduce contingent lia-
bilities and improve budget execution. A recent 
Public Investment Management Assessment 
found that there is scope for further integrating 
the impact of climate change and natural disas-
ters in the public investment management cycle 
to create more resilient public assets (see 67, 
Box 1.8). The Social Assistance chapter further 
recommends making existing programs more 
adaptive to provide immediate relief in the af-
termath of disasters.

Source: World Bank (2009), “Towards 2015 – Spending for Indonesia’s Development: Shaping the Prospects of a Middle-
Income Country”, https://openknowledge.worldbank.org/handle/10986/12988

“Good preparation for natural 
disasters and climate change will 
reduce contingent liabilities & 
improve budget execution.”
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Percent of GDP

I ndonesia’s overall level of public 
spending is low relative to other 
emerging and developing market 
economies (EMDEs). At 16.6 per-

cent of GDP in 2018, Indonesia’s general 
government expenditure is about half that 
of other EMDEs, which spend 32 percent of 
GDP on average.29 Spending generally rose 
during the commodity boom periods of 
2003-08 and 2010-13, but even then, only 
reached 20 percent of GDP. While there 
is a long-standing debate about the size of 
government and growth, especially if it is fi-
nanced from borrowing, under-collection of 
revenues relative to its potential represents 
opportunity losses that could have been used 
to influence better fiscal and development 
outcomes. 

The main reason for the low level 
of spending is the structurally low level 
of revenue collections. Indonesia’s reve-
nue-to-GDP ratio is low at 14.6 percent in 
2018, compared with the emerging economy 
average of 27.8 percent. Its tax-to-GDP ratio 
of 10.2 percent of GDP in 2018 is still one of 
the lowest among its regional and emerging 
market peers. In addition, the country has 
one of the largest gaps between actual and 
potential revenue, with collection rates esti-

29 Calculated from IMF 
Fiscal Monitor (April 2019) 
data.

Indonesia’s general government spending has stayed below 20 percent of GDP 

Indonesia’s public spending is  
low relative to peers…

…due to low revenue collection 

FIGURE 1.6
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B 
Public expenditure is low because Indonesia 
does not collect enough revenues 
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“The main reason for the 
low level of spending is the 
structurally low level of 
revenue collections. Indonesia’s 
revenue-to-GDP ratio is low at 
14.6 percent in 2018, compared 
with the emerging economy 
average of 27.8 percent.”

mated to be less than 50 percent of potential 
tax revenues. Here are four challenges to col-
lecting more revenue:30  

Cyclical
A significant share of Indonesia’s revenues has 
traditionally been linked to commodity prices;  

Economic 
structure
Reliance on resource-extraction sectors and 
the size of the informal economy; 

Revenue 
administration 
capacity
In particular, low IT and staff capacity lead-
ing to a narrow tax base (limited taxpayer 
registration capacity) and low tax compli-
ance (it is estimated that VAT compliance is 
only 56.6 percent31); and  

Suboptimal 
tax policy
These challenges include: (i) extensive VAT 
exemptions; (ii) a high VAT registration 
threshold level; (iii) distortive preferential 
regimes; (iv) a high non-taxable income 
threshold for personal income tax (less 
than 10 percent of the population have an 
obligation to file annual income tax returns 
or about 15 percent of employed workers);  
and (v) the underutilization of externali-
ty-correcting taxation such as tobacco tax-
ation and green taxes. The MoF estimates 
that tax expenditure through VAT, income 
and import duty, and excise exemptions and 
concessionary tax rates only amounted to 
1.2 percent of GDP in 2016 and 1.1 percent 
of GDP in 2017.32 

The ‘quality’ of tax collection is also 
low. Indonesia currently ranks 112 on the 
Paying Taxes indicator compared with its 
peers on the World Bank’s Doing Business 
ranking for 2019.33 Moreover, current com-
plexity and unequal treatment in the tax 
code increases the inefficiency of the tax 
system, with negative impacts on inclusive 

30 Adapted from Part B on 
“Collecting more and 
spending better for inclusive 
growth” from “World 
Bank Indonesia Economic 
Quarterly March 2018: 
Towards inclusive growth”, 
World Bank, March 2018, 
https://www.worldbank. org/

en/country/indonesia/
publication/indonesia-
economic-quarterly-
march-2018.

31 Rubino Sugana and 
Asrul Hidayat (2014). 
“Analisis Potensi dan 
Kesenjangan Penerimaan 
Pajak Pertambahan Nilai di 
Indonesia Tahun 2013”. 
https://jepi.fe.ui.ac.id/index. 
php/JEPI/article/view/555.

32 MoF published its first 
tax expenditure report 
in 2018: https://fiskal. 
kemenkeu.go.id/dw-
taxexpenditure.asp, based 
on an analysis of 34 tax 
expenditure provisions out 
of an inventory of 89.

33  http://www.
doingbusiness.org/en/
data/exploreeconomies/
indonesia.

growth. For example, extensive VAT exemp-
tions generates a “cascading effect” whereby 
some sectors and/or taxpayers bear a high-
er burden of the tax than would otherwise 
have been the case if VAT was implemented 
broadly and free of exemptions. This under-
mines the equity of VAT and hurts growth of 
those sectors and taxpayers who bear a high-
er tax burden. Complexity of the tax system 
is seen in other areas too. For example, in ad-
dition to the standard corporate income tax 
rate, Indonesia has different discounts to the 
corporate rate for publicly listed companies 
and for companies with turnover of less than 
IDR 50 billion. It also offers different tax in-
centives and a presumptive tax regime for 
the construction sector and one for micro, 
small and medium enterprises (MSMEs), 
whereby companies are taxed on their gross 
turnover as opposed to their taxable income. 
As a result of these different provisions, the 
corporate income tax regime is complex and 
difficult for taxpayers to understand, and the 
effective tax rate for different corporate tax-
payers varies.

The GoI has implemented revenue 
reforms to increase the spending enve-
lope. The GoI has initiated a range of mea-
sures to improve revenue collection and the 
business climate in the short and medium 
term. The GoI is preparing major tax law 
changes, as well as preparing a medium- to 
long-term tax reform strategy to guide the 
reform process for the next few years. The 
GoI also launched a Tax Amnesty Program 
(TAP) in 2016 to increase revenue and ex-

1

4

2

3

pand the tax base in the medium term. The 
GoI has also improved the ease of paying 
taxes through several measures such as elec-
tronic VAT invoices, and electronic e-filing 
systems for corporate income taxes and 
withholding taxes from employees’ payrolls. 
These efforts have started to bear fruit. It is 
estimated that the reforms on tax administra-
tion and tax policy that have been implement-
ed since 2016 contributed to an increase in tax 
revenue of 0.6 percent of GDP in 2018. 

The direct impact of oil prices on 
expenditure has declined since 2015. The 
average share of energy subsidies in total ex-
penditure also fell from 20.5 percent (2012-
14) to 8.2 percent (2015-18) on the back of 
energy subsidy reforms. Furthermore, the
direct exposure of the fuel subsidies to oil
and gas prices has been reduced, as the die-
sel subsidy has been transformed to a per
liter subsidy, which essentially leaves the
LPG subsidy, sold at a fixed retail price, as
the only fuel subsidy with a direct exposure 
to commodity prices, accounting for 0.3
percent of GDP between 2015 and 2018.
In addition, structural reforms such as the
biodiesel mandate and a policy to move
demand away from subsidized lower-grade 
to unsubsidized higher-grade petrol has re-
duced demand for subsidized fuels. On the 
other hand, before the 2019 election, due
to government-mandated fixed retail prices, 
part of the fuel subsidy burden was passed
to the state-owned oil enterprise, Pertami-
na, which will be compensated through the 
budget in the following years.
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T he central government’s dis-
cretion over resource alloca-
tion is also limited. A large 
proportion of central govern-

ment baseline spending is non-discretion-
ary and difficult to reallocate. Mandatory 
spending on education and health (20 and 5 
percent of the budget, respectively), inter-
est payments, personnel expenditure, and 
transfers to SNGs account for around two-
thirds of total central government spending 
(see Box 1.4). Discretionary spending such 
as material, capital, subsidies, and social 
assistance accounted only 27.9 percent of 
central government budget, or 4.2 percent 
of GDP in 2016. Much of this is already tak-
en up by ongoing programs and hence only 
partly available for new spending. Realloca-
tion within the existing envelope alone may 
therefore not be enough to create the fiscal 
space for priority spending. 

Decentralization has devolved ma-
jor service delivery responsibilities to 
SNGs and central government also has 
limited direct control over development 
outcomes, particularly for health, educa-
tion and infrastructure. Public spending 
is highly decentralized in Indonesia, where 
SNGs are responsible for 43 percent of pub-
lic spending (average 2015-18) and play a 
critical role in service delivery. Districts man-
age primary and lower secondary school edu-
cation, basic health care, and local water and 
sanitation and roads infrastructure, among 
others. The number of districts also expand-
ed from 298 in 1999 to 514 (including six 
districts in DKI Jakarta) in 2018. Provincial 
and district governments manage their own 
budgets and are accountable to the provin-
cial and local parliaments. SNGs therefore 
have a relatively high degree of expenditure 
decision-making (subject to mandatory 
spending), but they have limited revenue 
autonomy.

Expanding mandatory spending increased budget rigidity

Central government’s discretion over resource allocation is limited 

BOX 15.

FIGURE 1.9.

E armarking is a common Public Finan-
cial Management (PFM) practice and 
has been applied in many countries. 

Current examples of earmarking and mandato-
ry spending practices in Indonesia include the 
rule that 20 percent of the central government 
budget is spent on education and that 5 percent 
is spent on health excluding salaries (although 
this has yet to be fulfilled), the allocation of 
the General Allocation Grant (DAU) to SNGs 
of 26 percent of domestic revenue, and other 
partial earmarking of non-tax revenues by line 
ministries.

Although there may be justifications for 
introducing earmarking in certain circumstanc-
es, and from a sectoral perspective it may make 
perfect sense, cross-country experience sug-
gests that its implementation can be problem-
atic and often has an adverse impact on budget 
flexibility and the efficiency of public resource 
use. Countries that have a high degree of ear-

marking and budget rigidity, such as Brazil, have 
been struggling to reduce the level of earmark-
ing in the budget. For countries introducing or 
expanding earmarking, there is also a very real 
risk of a significant proliferation of earmarking, 
as can be seen from the experience of many 
countries.

There are, however, measures that can be 
taken to address some of the concerns around 
earmarking. Strengthening the Medium-Term 
Expenditure Framework (MTEF) can provide 
greater certainty over program resource avail-
ability and be a more flexible tool than ear-
marks. For existing earmarked expenditure, 
the focus must be on creating incentives for 
improving efficiency with strong oversight, such 
as by strengthening implementation of perfor-
mance-based budgeting. For revenue earmarks, 
other performance incentives are required, for ex-
ample, performance-orientated design of 'formulae 
funding' and 'purchase-provider' (PP) schemes.

Source: World Bank (unpublished).  

Notes: 1) estimation using 2016 revised Budget; 2) subsidies were 9.3 percent of central government spending in 2016 and are 
included in discretionary spending; 3) * excluding education and health. 
Source: MoF and World Bank staff estimates. 
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Percent of total spending

Percent of total spending by function, 2014

SNG spending accounts for nearly half of total spending…

…especially in health and education, and local infrastructure

FIGURE 1.10.

FIGURE 1.11.
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T o achieve Indonesia’s development targets, as stated 
in the National Medium-Term Development Plan 
(RPJMN 2020-2024), indicative (pre-COVID) es-
timates suggest that additional spending of 4.6 per-

cent of GDP is needed per year, which will be more difficult to 
meet with the impact of COVID-19 on the fiscal position. These 
are indicative estimates of the needed level of spending to reach the 
minimum level of services for middle-income countries in health, so-
cial assistance and infrastructure. This does not necessarily mean that 
more spending should be the priority in those sectors. In some sectors, 
improving the efficiency and effectiveness of spending is often equally 
if not more important in the short run than additional spending, as 
discussed further in this chapter and in the sector chapters. 

Indonesia needs to create fiscal space through revenue en-
hancement and expenditure reallocations to deliver its ambitious 
development targets, while continuing prudent fiscal manage-
ment. This section will look at two ways to increase its fiscal space: 
(i) enhancing domestic revenue mobilization; and (ii) reallocating 
expenditure from badly targeted subsidies. 

D 
Indonesia should 
create more fiscal 
space through 
enhancements 
to revenue & 
expenditure
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VAT incidence or share of total VAT tax expenditure by income decile

Government tax expenditures through VAT exemptions 
are enjoyed more by the middle and upper class

FIGURE 1.12.
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Collect more and collect betterBOX 1.6.

I ndonesia’s tax ratio is averaging at the ratios of low-income countries. Signifi-
cant tax policy and administration reforms are thus urgently needed to make a 
level-change in tax collection.   

To collect more, the GoI could broaden the revenue base. Base-broadening 
measures will also reduce distortions in the tax system and improve equity. Measures 
to broaden the tax base include: (a) lowering the VAT registration threshold, and mak-
ing registration optional for businesses below the threshold and who meet minimum 
book-keeping requirements; (b) lowering the MSME threshold in-line with the VAT 
threshold; (c) reducing VAT exemptions and removing the category of ‘non-taxable’ 
treatment from the VAT Law; (d) rationalizing tax incentives and preferential treatment 
in the corporate income tax regime, including removing the sector-specific final tax 
regimes on construction and real estate; and (e) introducing environmental taxation, 
including an adjustable fuel excise and an excise on single-use plastics. 

Higher taxes on top-income and on wealth will raise revenues and improve 
tax progressivity. Here, reforms may include: (a) raising the top personal income tax 
(PIT) marginal rate to move closer to OECD average (e.g. 35 percent); (b) changes 
in PIT brackets and thresholds to ensure the middle class pay their share of PIT; (c) 
introducing taxes on wealth transfers (inheritance and lifetime gifts) that help address 
inter-generational equity issues. Moreover, measures to tackle base erosion and profit 
shifting (BEPS) risks will reduce aggressive tax planning by wealthy individuals and 
multinational enterprises, and ensure they pay a fairer burden of taxation.

By raising tobacco taxes and streamlining the multiple-tier structure, Indonesia 
can boost revenues and cut smoking rates, saving lives and reducing health spending 
on tobacco-related diseases. An important reform entails reviving and strengthening 
the tobacco simplification roadmap of 2018, so that Indonesia can gradually move to 
a single tax rate on tobacco. 

Creating fiscal policy packages combining spending and tax reforms will in-
crease support for higher domestic revenue mobilization. International evidence 
shows that support for tax reforms increase when governments motivate financing 
popular spending programs with the needed tax reforms. Different measures could 
address different objectives (including, for example, impact on investment and on 
equity), so that support for the reform could be broadened by appealing to different 
groups. Wide socialization of proposed reforms is another critical success factor: 
simple-to-understand and implement measures reduce confusion, improve trust, and 
thus increase voluntary-compliance from citizens and businesses.

Invest in technology and skills and reform business processes in tax administra-
tion. Indonesia needs to significantly improve tax compliance, in-part by reducing the 
administrative burden of paying taxes, and through improving trust in and efficiency of 
the revenue authority, the Directorate General of Taxes (DGT). Key reforms include: (a) 
significant investment in DGT’s IT systems and reform of its business processes; (b) 
upgrading capacity, including by developing more specialists in core functions such 
as data analysis and audit; (c) reducing risks of clientelism and corruption, including 
through simplifying tax rules, strong enforcement of laws on those implicated in 
corruption, and a focus on integrity, transparency and accountability in DGT’s staff 
training and performance management. 

Strengthen property taxation to boost own-source revenues of local govern-
ments. Higher local own-source revenue can improve the “fiscal social contract” at 
the subnational level. This can be partly achieved by strengthening property taxation, 
including through raising rates and ensuring regular, systematic cadastral updates 
and simplified valuation approaches.  

Reform non-tax revenues. Reforming non-tax revenue (NTR) tariffs will raise 
further funds and support sustainable management of natural assets. For example, cur-
rent tariffs on fisheries are based on the type of boat used for fishing and the weight of 
fish, with no distinction made on fish variety and value. Reforms of the current system 
will require parallel investment in skills-training of staff across ministries responsible 
for NTR, to strengthen Government’s capacity to design and implement a more ro-
bust NTR regime tailored to supporting sustainable management of natural assets.  

Source: Based on World Bank: Indonesia Systematic Country Diagnostic Eliminating Poverty, Bringing 
Economic Security to All (forthcoming, 2020).

1

Enhancing 
domestic revenue 
mobilization…34

In the short term, the government can implement 
revenue-enhancing reforms, among others, tobacco 
excise reform and the removal of some VAT exemp-
tions. It is estimated that the impact of these reforms 
could amount to annual net fiscal gains of 1.3 percent 
of GDP (Figure 1.12). Box 1.5 shows a more elaborate 
set of tax policy and administration reforms necessary 
to bring revenue up to the level of Indonesia’s peers in 
the medium term. 

Removal of VAT exemptions could yield be-
tween 0.24 to 0.67 percent of GDP in additional 
revenue. Indonesia’s statutory rate is set at 10 percent 
on most goods and services, with many exemptions. In 
addition, small firms are exempted from paying VAT 
even for non-exempt goods and services, as the cost 
of administration required to enforce compliance is 
deemed to be higher relative to expected revenue. The 
Ministry of Finance estimated that the tax expenditure 
on food items amounts to around 0.24 percent of GDP.35 
Staff simulations estimate that the potential revenue losses 
of the current structure of VAT exemptions and payment 
thresholds amount to around 0.67 percent of GDP.36

Many of these exemptions are enjoyed by 
wealthier households and their removal would reduce 
inequality, while the increase in revenue could be used 
in part to offset the impact on the bottom 40 percent 
through targeted cash transfers. Exemptions on goods 
and services may be granted for a variety of reasons, but 
most commonly they are justified on equity grounds 
(e.g., food items). However, these exemptions can have 
a blunt and even regressive impact—just as price sub-
sidies do. Currently, around half of all tax expenditures 
are in place with the objective to ‘improve the welfare of 
the people’. However, similar to price subsidies, these 
exemptions are often enjoyed more by the wealthier 
classes than by the poor, rendering these tax expendi-
tures regressive in their (absolute) incidence across the 
welfare distribution (Figure 0.13). In relative terms, as 
a share of household income, VAT exemptions are more 
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Source: World Bank staff estimations. 

34  “Indonesia Economic 
Quarterly March 2018: 
Towards inclusive growth”, 
World Bank, March 2018. 
https://www.worldbank. 
org/en/country/indonesia/
publication/indonesia-
economic-quarterly-
march-2018.

35  Ministry of Finance 
(2018, 2020). Laporan 
Belanja Perpakajan 2016-
2017 and 2018. https://
fiskal.kemenkeu.go.id/dw-
taxexpenditure.asp

36 The potential revenue 
losses are estimated at 
IDR 90.6 trillion, based on 
the methodology included 
in Tom Harris, David 
Phillips, Ross Warwick, 
Maya Goldman, Jon 
Jellema, Karolina Goraus 
and Gabriela Inchauste. 
“Redistribution via VAT 
and cash transfers: an 
assessment in four low 
and middle income 
countries”. IFS Working 
Paper W18/11. https://
www.ifs.org.uk/uploads/
WP201811.pdf

+
0.24

to
0.67
Removal of VAT 
exemptions could 
yield 0.24 to 0.67 
percent of GDP in 
additional revenue
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There is substantial scope for replacing 
energy and fertilizer subsidies, account-
ing for an estimated 8.5 percent of central 
government spending in 2019, by target-
ed cash transfers, especially while com-
modity prices, which are inputs to energy 
and fertilizer, are at record-lows. Despite 
reforms, explicit (on-budget) and implicit 
(off-budget through SOEs) subsidies on die-
sel, kerosene, LPG, electricity and fertilizers 
still accounted for IDR 189 trillion or 1.3 per-
cent of GDP in 2019. In the aggregate the 
poor and vulnerable only received 21 percent 
of the kerosene and LPG subsidies, 3 percent 
of the diesel subsidy and 15 percent of the 
electricity subsidy (see the chapter on Social 
Assistance), and 60 percent of the fertilizer 
subsidies benefit the largest 40 percent of 
farmers and over 30 percent of subsidized 
fertilizer leaks to non-targeted producers 
(Box 1.7).

Targeted cash transfers to the bot-
tom 40 percent of the population would 
compensate the impact of these energy 
subsidy reforms to those need it most. 
Based on 2017 data, eliminating these badly 
targeted energy subsidies would save 0.7 
percent of GDP, while providing compen-
sation to offset the direct impact of rising 
energy prices and the indirect impact of ris-
ing prices of other items that use energy as 
an input on the bottom 40 percent would 
cost 0.3 percent of GDP, yielding a net fiscal 
benefit of 0.4 percent of GDP. 

3

… will provide additional 
fiscal space for spending 
on priority sectors 
and will yield many 
economic, social and 
environmental benefits 
An illustrative reform simulation shows 
that these reforms would lead to addi-
tional average annual fiscal space of 1.3 
percent of GDP for spending on priority 
sectors. The combined impact is shown in 
Table 1.1. On the expenditure side, success-
ful reform of the subsidies would reduce 
the exposure of expenditure to commodity 
price fluctuations, and could have further 
benefits, such as more fuel-efficient energy 
production and consumption, less local air 
pollution and fewer greenhouse gas emis-
sions, a narrower current account deficit 
thanks to reduced imports of refined petrol 
products, and potentially more productive 
firms, as firms will be encouraged to replace 
aging capital stock with new, more efficient 
equipment.38

Agricultural spending reform, in-
cluding fertilizer subsidy reform, could 
create space for more efficient, effective 
and balanced spending in the sector, as the 
subsidies have a high opportunity cost. 
With even a fraction of the money current-
ly being spent on fertilizer subsidies, very 
significant programs could be rolled out by 
the Ministry of Agriculture to strengthen 
farm, community, and landscape level soil, 
water, and other natural resource manage-
ment practices and capabilities and to invest 
further and better in agricultural R&D and 
agricultural education. Crop diversification 
and marketing would also enhance nutri-
tional diversity of the food system. The 
returns on these types of programs and in-
vestments could be very high, not only in 
terms of improved agricultural productivity, 
incomes, and food security but also in con-
siderably reducing the environmental foot-
print of Indonesian agriculture. The scaling 
down of fertilizer subsidies would thus be 
accompanied by the scaling of broad-based 
programs for sustainable agriculture.

Reform Gross fiscal gain Compensation 
for bottom 40 

percent

Net fiscal gain

Eliminating energy subsidies  0.7  0.3  0.4 

Tobacco excise reform 0.7 - 0.7

Removal of VAT exemptions  0.4  0.2  0.2 

Total space for additional 
spending

 1.8 0.5  1.3 

Projected annual impact of reforms
TABLE 1.1.

Source: World Bank staff estimations. 

2

…and reallocating 
expenditure from badly 
targeted energy and 
fertilizer subsidies…

37 According to simulations 
by the Ministry of 
Finance. These results 
are consistent with staff 
simulations of tobacco 
excise increases with an 
elastic response to the price 
increase, presented in the 
forthcoming World Bank 
Indonesia Social Protection 
flagship report. 

38 See World Bank. 
"Indonesia Economic 
Quarterly December 
2018: Strengthening 
Competitiveness” https://
www.worldbank.org/
en/country/indonesia/
publication/indonesia-
economic-quarterly-
december-2018

important for the poor. The removal of VAT 
exemptions, however, would generate sig-
nificant additional revenues. Staff estimates 
that the fiscal cost to offset the impact of 
removing the VAT exemptions on the bot-
tom 40 percent of the population would be 
around 0.2 percent of GDP. Using a simple 
average of two  estimates of the fiscal gain 
from the elimination of VAT exemptions of 
0.4 percent of GDP, this means that the net 
fiscal gain would be 0.2 percent of GDP.  

Completing the tobacco excise re-
form agenda could raise an additional 0.7 
percent of GDP in revenue. For a country 
with one of the highest levels of prevalence 
of adult smoking in the world, the burden of 
taxes on tobacco is still lower than in many 
countries and is insufficient to have a mean-
ingful influence on consumption behavior. 
While 2020 marks a notable increase in to-
bacco excise taxes, rates could still be raised 
further. Increasing such taxes can generate 
significant additional revenues even with 
lower consumption and also offer an ad-
ditional public health benefit for the poor. 
Given their higher consumption elasticity, 
the burden of such a tax would fall more pro-
portionally on the middle class. Increasing 
tobacco excise to maximum 57 percent of 
the minimum retail price, and completing 
the simplification of tariff lines could yield 
additional fiscal revenue of between 0.6 and 
0.8 percent of GDP.37 
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“Many of these  
exemptions are 
enjoyed by wealthier 
households & their 
removal would 
reduce inequality, 
while the increase 
in revenue could be 
used for additional 
pro-poor spending”
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Is public spending 
in Indonesia 

adequate, efficient 
& effective?

1.3
Spending on priority areas has increased, but remains 
inadequate

Resources are not always spent on the right interventions  

Even when resources are directed to the right interventions, 
spending is technically inefficient

A

B

C
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Share of CG spending

Percent of GDP

T he quality of public expenditure in Indonesia has im-
proved in recent years as the GoI partially redirected 
spending away from energy subsidies toward more 
critical areas for development. The GoI undertook 

ambitious energy subsidy reforms in 2014-15 (see Box 1.4), leading 
to a large decline in the amount of budgetary resources spent on 
this purpose. While the GoI spent an average of IDR 319.4 trillion, 
or 3.3 percent of Indonesia’s GDP, on fuel and electricity subsidies 
over 2012-14, it only spent one-third of this amount, or an average 
of 0.9 percent of GDP, over 2015-18. The GoI reallocated resources 
freed up by the reforms toward more productive areas for Indone-
sia’s development. The central government budget allocation for 
infrastructure increased from 8.5 percent in 2012-14 to 9.8 percent 
of total expenditure in 2018,39 while the amount allocated for health 
increased from 2.8 to 4.8 percent over the same period. Planned 
spending on social assistance similarly rose from 1.9 to 2.3 percent. 
The GoI also maintained high levels of spending in education, where 
it is obligated to spend 20 percent of its budget.   

Despite these improvements, spending on health, social 
assistance and infrastructure remains inadequate relative to In-
donesia’s peers and to its needs. Public spending on health amounts 
to 1.4 percent of GDP, half of what the average lower middle-income 
country (LMIC) spends. This amounts to just US$49 per capita, well 
below regional and lower middle-income averages and the recom-
mended US$110 per capita needed to deliver an essential UHC pack-
age. Fully implementing the universal health-care program would 
require public health spending (excluding spending on the National 
Social Security System) to increase to around 2.3 percent of GDP a 
year. In social assistance, Indonesia spends 0.7 percent of GDP—
higher than some of its regional peers, but also much lower than the 
average LMIC. Investment in infrastructure is similarly inadequate: 
between 2000 and 2013, Indonesia spent an average of 3.6 percent of 
GDP on infrastructure per year,40 compared with 17.7 percent in Chi-
na, 11.3 percent in Malaysia and 6.3 percent in Thailand.41 Although 
Indonesia has dedicated more resources toward infrastructure in 
recent years, it is still inadequate given the large deficit of US$1.6 
trillion versus other emerging and developing economies. In water 
and sanitation, for example, Indonesia is among the countries with 
the lowest public sector spending (0.2 percent of GDP).

Spending on infrastructure, health and 
social assistance has increased… …but remains inadequate 

compared with other peer 
countries

FIGURE 1.13.
FIGURE 1.14.
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Note: These are budgeted allocations, not actual spending.

39  Including mandated infrastructure 
spending by subnational governments from 
central government transfers.

40  The period 2000-13 was chosen to 
compare with other countries. When 
extended to more recent years, between 
2000 and 2016 Indonesia spent an average 
of 3.5 percent of GDP in infrastructure per 
year.

41  World Bank staff calculations using the 
IMF Investment and Capital Stock Dataset 
(2017). 

$49
Public spending on health 
amounts to 1.4 percent of GDP, 
half of what the average lower 
middle-income country (LMIC) 
spends. This amounts to just 
US$49 per capita

A 
Spending on priority 
areas has increased, 
but remains 
inadequate

32Overview

Source: DG Budget, World Bank staff calculations.



Resuming energy subsidy and fertilizer 
subsidy reforms would enable more pub-
lic investment in these areas (see Box 1.6 
and Box 1.7). In 2018, the GoI spent IDR 
154 trillion on fuel and electricity subsidies, 
and IDR 34 trillion on fertilizer subsidies. 
This was equivalent to 6.3 percent of the to-

tal budget, double the share spent on social 
assistance. Continuing to phase out these 
energy subsidies, as well as poorly-target-
ed non-energy subsidies, could yield more 
fiscal space for spending on health, social 
assistance and infrastructure, not to men-
tion create more room for much-needed 

investments in energy infrastructure and 
spur gains in firm productivity.42 The GoI 
should ensure that domestic retail prices 
are adjusted regularly in line with global 
price movements to avoid overburdening 
Pertamina and PLN, and implement planned 
reforms to the 3kg LPG subsidy. 

Resuming energy subsidy reforms would enable higher spending on productive areas  BOX 1.7.

A fter decades of heavily subsi-
dizing fossil fuel energy, the GoI 
implemented ambitious reforms 

in 2014-15. Supported by low crude oil prices 
at the time (US$51/bbl), the GoI removed bud-
getary subsidies for low octane gasoline (RON 
88/Premium) and applied a fixed subsidy of 
IDR 500 per liter for diesel. It also announced 
that domestic retail fuel prices would be ad-
justed periodically according to global oil pric-
es. Electricity tariffs were also adjusted for 12 
categories of non-subsidized customers and 
later excluded for non-poor households with 

900volt-ampere (VA) connections.43 
These reforms generated direct fiscal 

gains. Energy subsidy outlays significantly de-
clined from an average of 3.3 percent of GDP 
over 2012-14 to 0.9 percent of GDP over 2015-
18, freeing up space for spending more on in-
frastructure, health, and social assistance. The 
targeting of electricity subsidies also improved, 
as the share of subsidies received by poor and 
vulnerable households increased from 25 per-
cent in 2012 to 34 percent in 2017 (Figure 1.15)

However, the GoI has not fully pursued 
the reform agenda. Although global crude oil 

prices increased by 60 percent over 2016-18, 
domestic retail prices of RON 88 and diesel have 
barely changed since April 2016.44 Electricity 
tariffs have similarly not been adjusted since 
early 2017. The burden of higher energy prices 
and exchange rate depreciation has been borne 
by Pertamina and PLN rather than passed on 
to consumers. Although the GoI pays these 
SOEs in arrears, such implicit subsidies have 
increased to an estimated IDR 59 trillion for fuel 
and IDR 71.3 trillion for electricity in 2018 (Figure 
1.16 and Figure 1.17). These implicit subsidies 
strain SOEs’ balance sheets and ability to invest.

Note: This graph uses market income decile generated based on Commitment to Equity Framework. Susenas 2017 did not allow for the direct 
identification of household with 900VA connections. Hence, a PMT based model together with administrative information on actual number of 
subsidies receiving households in every district was used to simulate the household receiving electricity subsidy.

Source: MoF and PT Pertamina; World Bank staff estimates. Source: PLN statistics and Audited Accounts of the Government, World Bank staff estimates. 

Percent of total benefits according to market income decile, poorest to richest

IDR trillion

IDR trillion

The targeting of electricity subsidies has improved 

While explicit subsidies for fuel have 
decreased, Pertamina has borne an 
increasing amount of implicit subsidies…

…as has PLN, given that electricity tariffs 
have not been adjusted since early 2017

FIGURE 1.15.

FIGURE 1.16.
FIGURE 1.17.
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42  Cali et al (2019). "Too 
much energy: the perverse 
effect of low fuel prices 
on firms". World Bank 
Policy Research Paper 
#9039. http://documents.
worldbank.org/curated/
en/670351570710975641/
pdf/Too-Much-Energy-The-
Perverse-Effect-of-Low-
Fuel-Prices-on-Firms.pdf

43  The mutual 
characteristics of 12 
(excluded) customers are 
all household, business, and 
government with electricity 
consumption higher than 
national average, except 
for household customers 
with 900 VA power. For 
the latter type of customer, 
the targeting was done by 
utilizing Unified Poverty 
Database (UTD). This 
resulted in the exclusion of 
19.4 million non-poor from 
subsidy recipients (out of 
25.2 million in total of 900 
VA customers).

44  In March 2018, the 
GoI explicitly announced 
it would keep the prices 
of fuel and electricity 
constant until the end of 
2019. https://jakartaglobe.id/
context/govt-will-keep-fuel-
electricity-prices-stable-
end-2019

2 0 1 8 
(outlook)

Implicit subsidy (PT 
Pertamina's loss

Explicit

Implicit

Total
Fuel Subsidy LPG

Fuel Subsidy 
Premium+Diesel

45.7

5 3.2

48.1

23 .25 3.2

71 .3
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S pending more without spending better, however, would not help 
Indonesia achieve its development goals. In the context of the overall 
PER framework (see Section 3), ‘spending better’ can be construed as 
spending efficiently and effectively. Inefficient spending can occur in 

two ways: (i) the GoI does not direct resources to the most effective or productive 
interventions within sectors (allocative efficiency); or (ii) the GoI uses more 
resources (inputs) than technically required to obtain a given level of output 
(technical efficiency). On both counts, this PER finds both positive and negative 
examples of efficiency in Indonesia’s public expenditures. 

The social assistance sector is an example where allocative efficiency 
has improved in recent years. Since the 2016-17 period, the GoI has redirected 
spending away from the poorly-targeted programs such as the Rastra rice subsidy 
toward better-targeted ones such as the PKH conditional cash transfer. While 
60 percent of the total SA budget in 2012 used to go toward Rastra, now only 
12 percent does.45 Meanwhile, spending on PKH increased from 5 to 14 percent 
of the SA budget over the same period. Recognizing the positive impact of PKH 
on overall welfare, nutrition and the utilization of health and education services, 
the GoI continuously expanded coverage from 1.5 million households in 2012 
to 10 million households in 2018. Benefit levels also doubled to IDR 4 million 
per family per year in 2019. 

However, resources are not always allocated to the most effective inter-
ventions in other sectors. In health, spending is more geared toward curative,  
46 rather than preventive, care due to inappropriate financial incentives that drive 
primary care providers to refer patients to hospitals. Two-thirds of total health 
expenditure go toward curative care, and 84 percent of JKN expenditures were 
for hospital-based inpatient and outpatient care.47 More cost-effective preven-
tive interventions only receive one-third of total health expenditure. Similarly, 
in education, the GoI does not allocate much toward early childhood education 
and development (ECED) despite the proven, long-term benefits of such invest-
ments. The Directorate General of Early Childhood Education only receives 4.5 
percent of the MoEC’s budget, or about IDR 1.8 trillion, and although the GoI 
provides grants to ECED centers (Bantuan Operasional Penyelenggaraan Pen-
didikan Usia Dini/BOP PAUD) since 2016, only IDR 4.4 trillion was allocated 
for this purpose in 2019—a mere 9 percent of the total budget for BOS transfers.

In infrastructure, spending on new construction and administration 
takes priority over operations and maintenance (O&M). In the water and 
sanitation sector, only 15 to 20 percent of the total central government budget 
is allocated toward O&M, and the central government does not take O&M ca-
pacity at the SNG and PDAM level into account when prioritizing investment 
in new assets. District governments spend nearly half their budgets on sup-
porting administrative and apparatus facilities, which are not directly linked to 
connecting households to improved water supply. Such inadequate attention to 
O&M can contribute to deteriorating infrastructure assets and disrupt service 
delivery, not to mention result in higher capital expenditures in the long term. 
Although there are 150 sludge treatment plants, 90 percent of them are not fully 
operational. Similarly, in the water resources and irrigation sector, construction 
of new irrigation systems and dams takes precedence over the maintenance of 
existing ones. This leads to an increase in the share of irrigation systems in poor 
condition at the district level and an increase in the number of dams identified 
for costly rehabilitation.

Fertilizer subsidies are inefficient and ineffective in 
Indonesia, and are in need of reform

BOX 1.8.

I ndonesia’s fertilizer subsidies, are poorly targeted, 
regressive, abused, and cost-ineffective at increasing 
production. They were originally introduced in 1971 and 

partly intended to encourage farmers to take advantage of 
the new seeds technology that brought about the green 
revolution in Asia and increased rice yields and total produc-
tion, The question is whether subsidizing the production of 
fertilizer remains a cost-effective way to achieve intended 
objectives, especially given that its fiscal cost grew from 
IDR 18 trillion in 2009 to IDR 29 trillion in 2018, accounting 
for 36 percent of agriculture spending in 2016. Meanwhile, 
aside from irrigation, the share of spending on other public 
goods (i.e., for agricultural innovation or risk management) 
has been less than 5 percent. Studies found that: (i) fer-
tilizer subsidies in Indonesia are poorly targeted to reach 
disadvantaged farmers. 60 percent of the subsidies benefit 
the largest 40 percent of farmers and over 30 percent of 
subsidized fertilizer leaks to non-targeted producers, like 
oil palm plantations; (ii) Many farmers paid above- the- 
government- ceiling prices, at times due to collusion among 
distributors; and  (iii) the value of incremental production 
attributable to the use of the subsidized fertilizer use is 
lower than the subsidy costs.

With fertilizer technology adoption having been 
achieved to a larger extent, the focus should be on im-
proving efficiency of its use, which requires complemen-
tary technologies and farming practices to be applied. 
It may be possible to achieve the objective of increasing 
yields and farm-level profitability at a lower fiscal cost, with 
a more equitable distributional impact and with a reduced 
negative impact on the environment by transitioning to a 
‘Smart’ Fertilizer Subsidy Program, which will have a greater 
impact on farmer productivity and profitability. This would 
involve: (i) phasing down and better targeting fertilizer sub-
sidies through reducing the subsidy rate and quantity of 
urea subsidized, while maintaining a small subsidy program 
that would target areas where fertilizer use has remained 
low, targeting poorer households; and (ii) scaling up more 
cost-effective programs to improve smallholder productivity 
through phasing in and scaling up a comprehensive soil fer-
tility management program (subsidizing soil testing services, 
improved agronomic practices that improve soil health) and 
promoting climate smart agriculture, strengthening technol-
ogy and innovation systems, supporting farmers to diversify 
into higher-value farm products, incentivizing improved wa-
ter use, rehabilitating or upgrading irrigation infrastructure 
(see Water Resources management chapter), among others. 

Source: Indonesia: Agriculture Public Expenditure Review 2010”, World 
Bank, https://openknowledge.worldbank.org/handle/10986/13069, with 
updated data.

45  The GoI has started 
to phase out Rastra and 
replace it with an electronic 
food voucher program, 
Bantuan Pangan Non-Tunai 
(Sembako), with promising 
early results, which is 
discussed in the subsection 
on service delivery. 

46  Curative care involves 
treatment intended to 
alleviate symptoms or 
cure of a current medical 
condition; instead health 
promotion and preventive 
care aims at reducing 
the level of one or more 
identified risk factors to 
reduce the probability 
of a disease or condition 
occurring in the first place

47  In theory, the GoI’s 
regional referral system 
provides a pathway for 
patients to be referred from 
primary care facilities to 
district public hospitals, to 
provincial referral hospitals 
and finally to national 
referral (vertical) hospitals 
providing tertiary care only 
when necessary. In practice 
however, the tiered referral 
system (Sistem Rujukan 
Berjenjang) that relies on 
primary care providers as 
the system’s gatekeepers 
does not function well.

B 
Resources are not 
always spent on the right 
interventions 
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C ontrary to the above, most 
of the recent increase in 
spending on national roads 
has gone to preservation48  
rather than the construc-

tion of new assets, but without a visible 
improvement in the quality of outputs, 
and the network has been unevenly dis-
tributed throughout the country’s main 
islands. Spending on road preservation 
increased from 37 percent in 2015 to 49 
percent of total expenditure on national 
roads (IDR 44.8 trillion) in 2017. This is 
partly due to more expensive treatments 
due to the use of higher design standards49 
and concrete pavement in trunk corridors. 

However, actual road life and the quality of 
roads have not increased significantly (see 
chapter on National Roads), suggesting that 
further examination is needed to justify the 
increase in preservation costs. This may be 
due to ineffective supervision and poor-qual-
ity control, inadequate pavement design and 
weak enforcement of vehicle load capacity 
restrictions. Nonetheless, some recent gains 
in spending efficiency have taken place, with 
an increase in the share of work with large 
contract sizes and legislation (G.R. 16/2018) 
that could encourage the implementation of 
performance-based contracts. The latter can 
be seen in the fact that they have the lowest 
national road-to-population and road-to-

Activity output, km/year IDR million/km

Real increases in spending have not financed increases in physical 
road output…

…but instead financed more expensive 
treatments

FIGURE 1.18. FIGURE 1.19.

Source: DGH, World Bank staff calculations.

Source: DGH, World Bank staff calculations. 
Note: Road development refers to road construction and widening, while road preservation 
refers to periodic maintenance and road reconstruction.
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48 Road preservation refers 
to routine and periodic 
maintenance, minor and 
major rehabilitation and 
reconstruction works.

49 In 2012, DGH upgraded 
the design standard, 
doubling the rehabilitation 
life from 5 to 10 years and 
pavement life to 20 years. 
This implies a rehabilitation 
and reconstruction 
coverage of 10 percent 
annually to keep pace with 
deterioration.

gross regional domestic product (GRDP) 
ratios: 0.005 km per 10,000 habitants and 
0.001 km per billion of rupiah, respectively. 
On the other hand, Eastern Indonesia (the is-
lands of Papua, Maluku, East and West Nusa 
Tenggara) is less accessible, with only 0.017 
km of roads per km sq of land, but density 
is high relative to demand and population 
(0.023 km per billion of rupiah and 0.058 km 
per 10,000 people, respectively).

Poorly designed pricing mecha-
nisms risk incurring large liabilities in 
the future, especially in the infrastructure 
subsectors. In the roads sector, the assign-
ment of expressway projects directly to SOEs 
may have been the fastest way to deliver toll 

Construction

Widening

Reconstruction Periodic Maintenance

C 
Even when resources 
are directed to the right 
interventions, spending is 
technically inefficient    
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roads, but this model may not be sustain-
able for the second tranche of less-profitable 
roads, potentially increasing fiscal risks and 
crowding out the private sector. In the water 
supply sector, non-revenue water and tariffs 
below full cost-recovery levels have caused 
losses at more than half of the local water 
companies, or PDAM (263 out of 378) in 
2017. Accumulated losses remain persistent 
even among profit-making PDAM, leading 
to contingent liabilities at subnational and 
the central government. In the  housing sec-
tor, both the FLPP and SSB subsidy schemes 
have high per unit costs to the tune of IDR 
53 to IDR 63 million (in net present value 
terms) per subsidized unit in 2018, incur-

ring present value liabilities of around IDR 
17 trillion in that year—double the upfront 
fiscal cost and 10 times higher than in 2011.50

Spending related to education and 
health also presents various examples of 
increases in inputs that are not accom-
panied by improvements in outputs. In 
the education sector, where the GoI has 
increased resources up to 20 percent of 
the budget, many schools still do not have 
adequate equipment and books to create a 
conducive learning environment. Since the 
20 percent spending mandate for education 
includes salaries, it is always possible to meet 
the mandate by increasing salaries instead 
of improving the availability of books and 

equipment. In the health sector, Badan 
Penyelenggara Jaminan Sosial-Kesehatan 
(BPJS Healthcare)—the JKN fund admin-
istrator—has incurred large deficits since 
its inception, including a deficit of IDR 8.6 
trillion in 2017. While the rollout of JKN has 
resulted in the expansion of health insurance 
to over 80 percent of the Indonesian popu-
lation, this persistent and large deficit is the 
result of low premiums that are not based 
on actuarial estimates, as well as other de-
sign and implementation flaws (e.g., overly 
generous benefits and lack of incentives to 
providers to manage resources more effi-
ciently).

IDR trillion (present value terms)

The main housing subsidy programs, FLPP and SSB create a high net present value of future liabilitiesFIGURE 1.20.

Source: MoPWH, World Bank staff calculations. 
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50  See Annex 10-1 in 
housing chapter for more 
explanation on how these 
estimates were derived.
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O verall, spending and other 
elements of fiscal policy re-
duce poverty and inequality 
in Indonesia. After account-

ing for various instruments of fiscal policy—
taxes, transfers, indirect taxes and subsidies, 
and in-kind transfers such as health and ed-
ucation—the Gini coefficient declined by 
3.4 points (from 40.3 to 36.9) in 2017, an 
improvement from the impact in 2012 where 
the Gini coefficient fell by 2.9 points. Similar-
ly, the head count poverty rate declined by 
1.6 percentage points in 2017,51 although less 
than in 2012 due to fact that the poor paid 
slightly more VAT and did not benefit from 
fuel subsidies to the same extent.

Spending on health, education and 
social assistance is by and large pro-poor. 
The bulk of social assistance benefits to 
households through PKH and PIP, the schol-
arship program for poor students, goes to 
their intended beneficiaries. The targeting of 
PKH has improved, with nearly 70 percent 
of benefits of PKH benefited households in 
the bottom three deciles of the consumption 
distribution. Similarly, education and health 
in-kind benefits received by individuals that 
access publicly-provided education and 
health services are pro-poor, i.e., they mean 
more to the poor as a share of their market 

Percentage points / Gini points

Percent of benefits accrued by consumption decile 

Fiscal policy reduces poverty and inequality in 
Indonesia 

…in part due to improvements in the targeting of PKH
FIGURE 1.21.

FIGURE 1.22.
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Note: Susenas 2017 only records 3.5 million households that received PKH, when in fact the recipients of the 
program had been expanded to 6 million households by the end of the year. So, the PMT based model together 
with district level administrative data on actual number of program recipients by the end of the year was used to 
simulate the additional beneficiaries.
Source: World Bank staff estimates from Susenas, March round. 

Note: These results are based on an analysis using Commitment to Equity Framework (CEQ). The overall impact 
of poverty is the difference between poverty rates with and without the main instruments of fiscal policy. For 
example, the 2017 poverty rate would have been 1.6 percentage points higher had there been no social assistance 
programs, indirect subsidies and indirect taxes.
Source: World Bank staff estimates from Susenas, March round.

2012

2017

51 This number is estimated 
using Commitment to 
Equity Framework, which 
is the difference between 
poverty rate with and 
without government fiscal 
program consisting of direct 
transfers, indirect taxes, and 
indirect subsidies.

D 
Public spending reduces 
inequality, but is not always 
effective in achieving the 
desired outcomes

37 Chapter 01



income. For instance, in 2017 the in-kind 
health benefits for the poorest decile of the 
consumption distribution represented about 
7 percent of their market income, which is 
more than seven times that of the richest 
decile (Figure 1.23).

However, the impact of spending on 
inequality is limited, and even negative, in 
some sectors due to flaws in program de-
sign and implementation. In housing, for 
example, the main subsidy schemes are re-
gressive and favor wealthier households over 
lower-income ones because those who pur-
chase more highly-valued properties receive 
more subsidies.52 The schemes also have high 
potential for leakage to higher-income ben-
eficiaries, since lenders underwrite benefi-
ciaries’ capacity to pay based on household 
gross income rather than individual basic 
income. Even where subsidized housing 
units go to deserving recipients, they tend 
to be located far from urban cores and are 
of poor quality. This results in higher long-
term expenses (e.g., increases in commute 
time and lack of home price appreciation), 
lower inter-generational economic mobility 
(due to poor access to services and jobs), and 
high vacancy rates, perpetuating the already 
high number of homes that are considered 
substandard (Figure 1.25 and Figure 1.26).

More generally, increases in spending 
often do not lead to commensurate im-
provements in the quality of public ser-
vices provided, or in other words program 
objectives have not been achieved. For 
example, in water supply sector, despite a 
sevenfold increase in real terms in central 
government spending in the period 2005-
13, usage of piped water for drinking pur-
poses fell by almost one-third and usage for 
cleaning purposes remained broadly flat. 
Similarly, despite a fourfold real increase 
in spending on sanitation, household ac-
cess to improved sanitation remains low at 
8 percent.

The GoI has taken steps to enhance 
sectoral policies to improve the effective-
ness of spending. In education, to improve 
the linkages between teacher professional 
allowances and student results the GoI in-
troduced and rolled out a new teacher cer-
tification process in 2018, namely Teacher 
Professional Training (Pendidikan Profesi 
Guru, PPG) that requires a more com-
prehensive and longer training program 
for new (1 year) and existing teachers (6 
months), compared with 90 hours previ-
ously. However, implementation of this new 
teacher certification process faces challeng-
es due to limited authorized institution to 

deliver the training. In addition, to improve 
the effectiveness of school operational as-
sistance (BOS) program the GoI is piloting 
electronic school planning and budgeting 
(ERKAS) and introduced performance 
component in the allocation of BOS (BOS 
Kinerja) in 2019. In infrastructure subsec-
tors, such as water resources management, 
the GoI has taken steps to modernize the 
management of irrigation to improve the 
irrigation systems performance. The mod-
ernization includes the establishment of 
asset management systems, evaluation of 
irrigation systems performance, and the 
development of irrigation management 
cooperation, as well as the installation of 
advanced information systems.

In summary, although partial energy 
subsidy reform has enabled Indonesia to 
shift more resources toward key develop-
ment priorities, inefficient and ineffective 
spending remain across sectors that are 
critical for improving human capital and 
infrastructure. As shown in Table 1.2, even 
if Indonesia can only expect gradual prog-
ress in raising its revenue collections, much 
can be done to ensure that each rupiah of 
taxpayers’ money goes toward its intended 
outcome of a more prosperous Indonesian 
society. 

Percent of market income by decile Percent of market income by decile

The poor receive more in-kind health 
benefits as a share of their income than 
the rich

Half of all subsidized housing is located in 
rural areas…

... and 92 percent of reasons for vacancy is 
poor quality

…as well as more in in-kind education 
benefits compared with the richFIGURE 1.23.

FIGURE 1.25. FIGURE 1.26.

FIGURE 1.24.
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2012 2012

2017 2017

NA Lack of access

Metro core Poor construction quality

Urban periphery Change in employment

Non-metro urban Building construction

Rural periphery No electricity/clean water

Non-metro rural PSU poor conditions

3% 2%

2% 2%

12% 8%

26% 27%

5% 17%

52% 44%

Source: World Bank staff calculations from MoPWH data. Source: MoPWH DG of Evaluation Unit.

52 The per unit subsidy cost 
for a landed house peaks at 
around IDR 50 million, while 
multistory units with higher 
property value peak around 
IDR 100 million.
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Sector Adequacy: Is the government spending 
enough on the sector as a whole?

Efficiency: Are resources being allocated to 
the right interventions at the lowest cost 
without sacrificing quality?

Effectiveness: Are the intended objectives 
achieved?

Health No. The GoI spends 1.4 percent of GDP on 
health – about half of what the average lower 
middle-income country spends. 

No. Significant differences between planned 
and actual spending of the MoH reflect 
inefficiencies in budget planning and 
execution. The JKN claims ratio regularly 
exceeds 100 percent, indicating inefficiencies 
on both the revenue and expenditure sides. 
Health spending is mostly geared toward 
curative episodic care due to inappropriate 
financing mechanisms that (i) incentivize 
primary care providers to refer patients to 
hospitals and (ii) do not encourage hospitals 
to contain costs. 

Yes and no. Life expectancy has increased, 
under-five mortality and infant mortality rates 
have declined, and the maternal mortality 
ratio has also dropped. However, Indonesia 
still has the highest MMR in the region, a 
third of under-five year olds suffer from 
stunting, and non-communicable diseases are 
on the rise. Geographic and income-related 
inequalities in health outcomes also persist.

Education Yes, but only relative to other sectors. 
Indonesia spends 20 percent of its total 
budget on education, higher than Singapore 
and many other neighbors. But as a share of 
GDP, spending on education (3 percent of 
GDP) is lower than in many of these countries. 
ECED is also severely underfunded.

No. Despite the fact that spending tripled 
in real terms over 2001-18, many schools 
lack basic inputs (textbooks, supplies, 
infrastructure). Transfers from the central 
government are not distributed according 
to district and school needs. Less-populated 
districts, which tend to receive more 
resources, have low capacity to manage the 
education system.

Yes and no. The GoI has achieved its target 
of expanding student enrollment, especially 
for secondary school. However, there has 
only been a modest improvement in learning 
outcomes as measured by PISA scores due 
to the large learning gap (4.4 years). Despite 
increases in teacher certification, many 
teachers still lack basic competencies that 
negatively impact their ability to transmit 
knowledge to students.

Social assistance No. Spending on social assistance more than 
doubled in real terms over 2009-18, but it 
remains low as a share of GDP (0.7 percent)—
half of what the average lower middle-income 
country spends.

Yes, to some extent. The GoI has achieved 
efficiency gains by reallocating spending away 
from ineffective (e.g., Rastra) toward effective 
programs (i.e., PKH, Sembako), by unifying 
common processes across key programs 
to improve delivery, and by developing an 
integrated social welfare database (DTKS). 
However, DTKS has not been systematically 
updated since 2015, and ensuring program 
convergence has been challenging.

Yes, to some extent. The conditional cash 
transfer program (PKH) improves welfare, 
utilization of health and education services, 
and has a large impact on reducing the 
probability that a child is stunted. The rice 
subsidy (Rastra) has shown to be ineffective 
in ensuring food security, but early evidence 
indicates that its replacement (Sembako)53 is 
more promising. There is limited evidence on 
the impact of PIP and PBI-JKN.

National roads Almost. Central government spending on 
national roads and expressways has increased 
over time, reaching 1.6 percent of GDP in 2017. 
However, budgeted spending is still IDR 2-6 
trillion below the needed investment level. 

No. Increases in spending financed more 
expensive treatments rather than an increase 
in physical output. The road network also 
distributed unevenly across islands. On 
expressways, the GoI has exceeded its target 
but by mostly relying on SOEs, which create 
contingent liabilities and crowd out the 
private sector.

No. There is still significant backlog in 
main corridors, insufficient high-capacity 
expressways, as well as unmet demand of 
arterial networks. Meanwhile, field evidence 
indicates that rehabilitated roads deteriorate 
faster than expected, trip times remain high, 
and overall slow traffic conditions affect 
Indonesia’s competitiveness.

Housing Yes. Indonesia spends about 0.4 percent 
of GDP on housing. Expenditure has risen 
12.4 percent annually on average in nominal 
terms since 2011 in large part due to the 
introduction/expansion of mortgage subsidies. 

No. Higher public spending on housing 
has been accompanied by increases in the 
number of subsidized housing units and 
loan volumes, but existing housing subsidy 
programs (FLPP and SSB) crowd out the 
private sector by offering a lower interest 
rate. SSB creates long-term liabilities that 
are fiscally unsustainable while FLPP offers 
liquidity funding to banks, which constrains 
loan volumes.  

No. Subsidized housing units tend to be 
quality deficient and poorly located and fail to 
meet the demand for housing in urban areas. 
One-size-fit-all housing subsidy products are 
not effective in meeting the heterogeneous 
housing needs and at targeting lower-income 
and under-served populations..

Key challenges to quality of  
spending across sectorsTABLE 1.2.

53 Formerly known as 
Bantuan Pangan Non Tunai 
or BPNT.



Sector Adequacy: Is the government spending 
enough on the sector as a whole?

Efficiency: Are resources being allocated to 
the right interventions at the lowest cost 
without sacrificing quality?

Effectiveness: Are the intended objectives 
achieved?

Water Resource 
Management

No. Public spending on water resources only 
accounts for 0.3 percent of GDP (2016). The 
budget for the Directorate-General of Water 
Resources is only half of what is stipulated in 
the strategic plan.

No. There is insufficient allocation for 
operations and management, leading 
to a deterioration in district-managed 
irrigation systems. Location of new dams 
is not prioritized based on a robust benefit 
cost analysis, causing a disconnect with 
spatial planning. The budget execution 
rate for DGWR is low compared with other 
directorates within the MoPWH, indicating 
inefficiencies in planning and budgeting. 

No. Indonesia’s water storage capacity and 
agricultural productivity are low compared 
with other emerging markets. Current per 
capita water storage capacity in Indonesia is 
around 90 cubic meters, compared to 600 
– 3,500 cubic meters per capita in China or 
Brazil.

Water Supply & 
Sanitation

No. Despite a threefold increase in real terms 
over 2001-16, Indonesia is among countries 
with the lowest public sector spending 
(0.2 percent GDP) on water. However, the 
immediate priority should be to improve 
efficiency of spending.

No. The number of additional homes 
with access to piped water has been 
insignificant and unable to keep pace with 
urban population growth. On sanitation, 
more households have access to improved 
sanitation on paper, but there are major 
problems with urban water disposal. 

No. Usage of piped water for drinking has 
fallen and usage for cleaning purposes has 
been broadly flat, likely due to low public 
trust in the reliability of piped water. Most 
septic tanks are of poor quality, and most 
sludge treatment plant facilities are not fully 
operational due to lack of local government 
ownership and maintenance.

“In summary, although partial energy subsidy reform has 
enabled Indonesia to shift more resources toward key 
development priorities, inefficient and ineffective spending 
remain across sectors that are critical for improving human 
capital and infrastructure”
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What are the 
systemic constraints 

to improving the 
quality of spending? 

1.4
Public financial management challenges

Coordination challenges across central agencies and between levels of 
government

Intergovernmental transfers do not incentivize performance

Inadequate data and information systems

Constraints to private sector participation

A

B

C

D

E
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I ndonesia has made commendable 
progress in many aspects of public 
financial management (PFM) over 
the past 20 years, but a re-orienta-

tion to focus more on results is now need-
ed. Indonesia already has a strong legal and 
regulatory framework aligned with most 
PFM standards. In the wake of the 1997/98 
Asian financial crisis, modern budget man-
agement processes were introduced that em-
phasized the maintenance of aggregate fiscal 
discipline. The budget process is guided by 
a clear fiscal and debt management strate-
gy, rigorous application of fiscal rules, and 
the budget is comprehensive with less than 
1 percent of total budget revenue outside the 
budget process. Commitments and payments 
are strictly controlled to limit the accumulation 
of arrears. These reforms have served to rein-
force aggregate fiscal discipline (see Box 2.1).

Planning and budgetary frame-
works are sound but linkages between 
policies, planning and budgeting can still 
be improved. Budget formulation is both 
transparent and participatory, using both a 
top-down and bottom-up approach (Mus-
renbang). The budget calendar is strictly 
adhered to and scrutiny by Parliament is in-
creasingly effective. Ministry plans (Renstra) 
are defined for all ministries, which translate 
five-year goals into annual targets and spend-
ing plans at the program, activity and project 
level. However, Renstra are often construct-
ed around overly ambitious funding frame-
works, which do not materialize during the 
annual budget process. The analysis in the 
Water Resources Management chapter in-
dicates that central government spending 
on water resources remains well below the 
Strategic Plan target in the Renstra, where 
Renstra’s budget is almost three times larger 
than the annual budget allocation in 2019, or 
at the end of the five-year planning period. 
A medium-term expenditure management 
process is in place, but it has not supported 
accurate prediction of the cost of ongoing 
programs, or the projection of fiscal space 
for new policies. Based on an ad hoc MoF 
analysis, the overall deviation of the Renstra 
from the MTEF was 33 percent, and from 
the MTEF to the annual budget 55 percent, 
in 2016.54 Significant improvements in the 
MTEF were achieved in 2017 and 2018, 

A Public financial 
management 
challenges

54 Information collected 
during the PEFA 
Assessment.
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following the adoption of a new regulation 
that simplifies MTEF presentation, impos-
es restrictions on revisions, and requires 
line ministries to explain the deviation of 
planned budgets based on policy changes.55 
For the 2018 budget, the deviation between 
indicative line ministry ceilings and forward 
estimates in the earlier planned budget had 
reduced to 2.9 percent.56

The GoI has taken steps to address 
the disconnect between the national plan-
ning agency and the MoF in the annual 
budget process. The organizational nexus 
between the Ministry of National Develop-
ment Planning (Bappenas)—responsible for 
programming and planning and the Ministry 
of Finance (MoF)—in charge of budget al-
location is critical for efficient and effective 
delivery of all budget programs. Government 
Regulation No. 17/2017 established a clear 
mandate for Bappenas to have a role in the 
budget process, requiring the MoF and Bap-

penas to manage the budget process jointly 
at every stage. However, it did not specify 
how this joint process should be operation-
alized. Further operational definition of the 
respective roles is critical for these two agen-
cies to work together more effectively.

There is also scope to refine the in-
stitutional and structural performance 
architecture to better capture what the 
GoI wants to achieve, and better hold line 
ministries accountable for performance. 
Under performance budgeting, good expen-
diture management can be achieved through 
the alignment of policy objectives, program 
design, program management (i.e., effective 
interventions) and outcomes. In Indonesia, 
budget programs map to outcomes and bud-
get activities to outputs, but there is no clear 
sense of how they are connected in a results 
chain framework. The definition of outputs 
and outcomes are often not clearly stated. 
Outputs are currently determined at the dis-

cretion of line ministries, may change for no 
good reason, and often look like inputs , pro-
cesses or activities. This issue becomes even 
challenging with Indonesia’s decentralized 
public service delivery environment where 
the inputs and outputs controlled by many 
line ministries cannot logically be assumed 
sufficient to deliver the outcomes for which 
they are currently accountable, because 
these outcomes depend on contributions 
from SNGs.

Managing expenditure to achieve 
greater efficiency and effectiveness relies 
on a robust program intervention logic 
and data to measure its implementation. 
Figure 1.27 shows a more elaborate example 
of “intervention logic”, aiming to align policy 
objectives, program design, program manage-
ment (i.e., effective interventions) and out-
comes. Many of the RPJMN outcome targets 
depend on inputs and outputs controlled by 
all levels of government, so information on 

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 1.27.

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

55 Minister of Finance 
Regulation No. 163/2016.

56 Government Financial 
Report (LKPP) for 2018 
budget.
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inputs, outputs and outcomes is needed from 
all three levels of government (see chapter 
on Data). Furthermore, the resources asso-
ciated with those targets originally set in the 
RPJMN are often reduced through the annual 
budgeting process. This is why many govern-
ments today use rolling planning processes, 
which allow for adjustment of targets in line 
with available resources and provide a more 
meaningful mechanism for monitoring per-
formance of government agencies.

Within the budget implementation 
process, budget reliability remains a con-
cern as it may impact key service delivery 
areas. Repeated deviations between budget-
ed and realized revenues have been an area 
of weakness in past years, with projections 
of non-oil and gas income tax and VAT being 
over-optimistic in every year from 2009 to 
2016. Gaps between planned and actual rev-
enue estimates were so significant in 2014, 
2015 and 2016 that Indonesia’s score on 

revenue outturn indictor in the 2017 PEFA 
assessment was a “D”.57 The over-optimis-
tic revenue forecasts that reflected the GoI’s 
effort to maintain fiscal discipline have also 
affected the budget execution. In the past, as 
discussed in the 2017 PEFA report, budget 
execution deviated significantly from the plan 
and the score for total and composition of ex-
penditure outturn is “C” and “C+”. This trend 
was curbed in 2017 and 2018, so that by 2018 
no in-year budget revision was needed, along 
with the improvement in budget execution. 
This suggests there is scope to better manage 
the implementation of in-year revisions.

Now that Indonesia has established a 
strong track record for maintaining fiscal 
discipline, attention should turn toward 
improving the quality of the performance 
architecture as the basis for improving 
spending quality. Good quality perfor-
mance information is key to expenditure 
performance, but there is room for consid-

erable improvement. Significant monitoring 
is taking place, but it is fragmented, often 
duplicative and predominantly focused on 
monitoring absorption rates, rather than 
measuring the impact of spending. The scar-
city of quality performance information has 
contributed to the mistargeting of beneficia-
ries for certain programs. As described in 
the housing sector, subsidized built housing 
units tend to be poorly located—situated in 
rural areas or far from urban centers, despite 
housing needs are concentrated in urban ar-
eas—and to be of inferior quality, which has 
led to high vacancy rates. This reduces the 
spending effectiveness of sector programs. 
Information on needs is also particularly 
important for more accurate targeting of 
subnational transfers. Information failures 
have contributed to problems such as the 
mismatch of DAK allocation amount to 
district need and low convergence of social 
assistance programs at the beneficiary level. 

“Now that Indonesia  
has established a strong 
track record for maintaining 
fiscal discipline, attention 
should turn toward 
improving the quality of the 
performance architecture 
as the basis for improving 
spending quality”

57 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.
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E ffective coordination between 
various central agencies and 
between levels of government 
is key for efficient service de-

livery. Several examples (see the sectoral 
chapters) have stressed the importance of 
coordination at all levels to ensure spend-
ing efficiency and effectiveness. Functional 
overlaps and coordination asymmetries affect 
effective spending of some national programs. 

Coordination challenges among cen-
tral agencies also limit the effectiveness of 
major government programs such as so-
cial assistance program and JKN (national 
health insurance) in achieving their objec-
tives. For example, various social assistance 
programs such as PKH, PIP, Sembako/Sem-
bako, PBI-JKN are implemented by multiple 
central government agencies. Combined all 
together, these social assistance programs 
would have provided an adequate benefit 
level for the bottom 40 percent. The value of 
PIP and PKH together accounts for 27 per-
cent of consumption expenditure for fami-
lies living below the poverty line. However, 
currently about 40 percent of the poorest 10 
percent of households with at least one child 
receive either program, while only 13 per-
cent receive both PIP and PKH, even though 
these households are technically eligible to 
receive both programs. The very low share 
of beneficiaries receiving all four programs 
reflects the need to improve integration and 
coordination among key programs. Address-
ing JKN implementation challenges requires 
stronger coordination across central agen-
cies, in addition to clarity in the governance 
and accountability arrangements of JKN 
among agencies involved such as the MoH, 
BPJS Healthcare, and the MoF. 

The problems of coordination are exac-
erbated for programs that are the joint 
responsibility of local and central gov-
ernments, leading to challenges of infor-
mation fragmentation and poor planning. 
The sectoral chapters identified a range of 
coordination challenges across levels of gov-
ernment, including fragmentation of infor-
mation flows, and poor planning to ensure 
that budget allocations toward the respective 
functions of local and central government 
are complementary. In the health sector, 
fragmented management and information 
systems, and poor coordination among key 
stakeholders, have made it difficult to assess 
the efficiency of public health spending. 
Within the MoH, each health program (e.g., 
HIV, TB, malaria, maternal health) collects 
its own data, distinct from regular primary 
care data (SIKDA-generik) and hospital data 
(SIRS) systems. The data are also housed in 
separate departments within the MoH. Re-
porting requirements at the facility level are 
burdensome (e.g., 16 different forms for TB), 
the format is predominantly paper-based, 
and data quality and reporting compliance 
is low. Gaps in the complementarity of cen-
tral and subnational budgets were observed, 
including underinvestment in local distri-
bution networks by district governments in 
supporting central government water and 
sanitation infrastructure, and incongruity 
between central government and district 
government planning in the selection of dam 
construction locations. 

Decentralization poses additional 
challenges for central line agencies’ ac-
countability and monitoring, which is 
key for successful implementation of re-
sult-oriented budgeting. Line ministries 

have expressed concern at their inability to 
control or even monitor program outputs 
and outcomes once the responsibility for 
service delivery is passed to SNGs. Weak 
central-local coordination and accountabil-
ity appear to have disconnected line ministry 
from outcomes, including program informa-
tion and performance. For example, despite 
being responsible for the overall quality of 
education, central line ministries only man-
aged 37 percent of the 20 percent education 
spending mandate. A more complex inter-
vention logic—one that clarifies the role 
that each level of government—is expected 
to play in contributing to better outcomes, 
and performance indicators that facilitate 
monitoring along the results chain, would 
help identify what changes need to be made 
to improve performance.

There is limited use of institution-
al and fiscal levers to incentivize better 
performance. There are promising signs 
of better coordination of ministries in the 
management of fiscal transfers, but instru-
ments for managing across levels of govern-
ment need more work. Examples of better 
coordination include the trilateral processes 
between the MoF, Bappenas and line minis-
tries for managing sector DAKs. Improving 
the institutional arrangements for managing 
across levels of government is complex and 
challenging in any country, but more so in 
Indonesia where there are more than 500 
district governments. Effective intergov-
ernmental transfer instruments are highly 
context-specific and prone to perverse in-
centives (for example, gaming of data used to 
assess performance). There should be more 
investment in evaluating their effectiveness 
in stimulating performance improvements.

B 
Coordination challenges 
across central agencies 
& between levels of 
government
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S NGs in Indonesia play a critical 
role in delivering the services 
that underpin the quality of 
Indonesia’s human capital, as 

well as the public infrastructure that 
supports economic growth.  Since the late 
1990s, Indonesia has embarked on an am-
bitious agenda of administrative and fiscal 
decentralization to over 500 SNGs. Between 
2015 and 2018, provinces and districts were 
responsible for 43 percent of total general 
government expenditures, compared with 
merely 23 percent pre-decentralization 
(1994-2000). Indonesia’s SNGs—provinc-
es (provinsi), cities (kota), districts (kabu-
paten), and villages (kelurahan/desa)—now 
deliver most services that shape their citi-
zens’ opportunities in life. Cities and districts 
manage primary and junior high school edu-
cation, basic health care, and local water, road 

and sanitation infrastructure, among others. 
Despite improvements in access to 

basic services, flaws in the intergovern-
mental fiscal transfer system constrain 
the ability of SNGs to fully provide good 
quality services and infrastructure to cit-
izens. Despite continuous improvement, 
the allocation of fiscal transfers still results 
in interjurisdictional fiscal inequality. The 
distribution of major transfers, such as the 
unconditional General Allocation Grant 
(Dana Alokasi Umum, DAU) and the Vil-
lage Fund (Dana Desa) remains only weakly 
associated with service delivery needs. One 
major reason is that the allocation formulae 
still emphasize “by place” rather than “by 
person” equity. As a result, in 2017, districts 
in the smallest population quintile received 
about five times more revenue per citizen 
than those in the largest population quin-

tile (Figure 1.28). In addition, the DAU 
and Dana Desa formulae unintentionally 
create incentives for districts to overspend 
on wages, because they comprise a “basic 
allocation”, which ties the transfer amount 
to the number of civil servants employed by 
the respective SNG. Furthermore, contrary 
to the GoI’s intentions, the proposal-based 
DAK has so far reduced its targeting to needy 
districts, as measured by district poverty 
rates and measures of access to services. One 
reason may be that low-capacity districts are 
less capable of preparing eligible proposals. 
(The proposal-based approach has also made 
allocations less predictable, making it difficult 
for SNGs to plan multi-year investments.) Due 
to the resulting inequity in per capita transfers, 
in particular in densely populated urban areas 
lack resources for infrastructure and other de-
velopment needs.

Median total revenue per capita, by district population quintile, FY2018FIGURE 1.28.

IDR million

C 
Intergovernmental transfers 
require improvement to 
incentivize performance

Note: District revenue data uses 2018 realization data; population data uses 2015 data from SUPAS 
Source: COFIS; World Bank staff estimates based on SIKD-MoF data.

Other

DBH: Revenue Sharing

DAK: Special Allocation Transfer

DAU: General Allocation Transfer

PAD: Own-Source Revenue
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The GoI has begun to revise the inter-
governmental fiscal transfer system with 
a view to better allocate transfers based 
on development needs, gradually moving 
away from an equal distribution of funds 
across subnational units. Since 2015, it has 
sought to better target conditional transfers 
(DAK) to districts’ needs, by tying DAK 
transfers to specific investment projects that 
districts seek funding for. This, in principle, 
could also enable the GoI to hold districts 
more tightly to account for delivering funded 
projects. For example, in the irrigation sector 
(water resources management) geographi-
cal targeting of the DAK has improved. Fol-
lowing the introduction of new criteria for 
DAK Irrigation transfers, the 15 largest rice 
producing provinces now receive the largest 
shares of DAK, an improvement of over the 
previous arrangement (Figure 1.29). At the 
village level, the allocation of Dana Desa has 
slightly improved.58 In 2018, 20 percent of 
the funds were distributed according to a per 
capita formula that takes population size and 
village need into account, compared with 10 
percent previously. Furthermore, the MoF is 
currently revising Law No. 33/2004 and, in 
particular, the design of the DAU to better 
target districts in need.

Capacity constraints also contribute 
to the performance of SNGs in delivering 
high quality public services. Institution-
al capacity is a key determinant of better 
spending, particularly at the subnational 
level. Institutional constraints reflect the 
capacity gaps on overall PFM, but also at 
the specific human resources capacity. At 
the subnational level, the ability of govern-
ments to plan and execute their budgets very 
much depends on the skill and capacity of 
the human resources to conduct proper 
planning and budgeting, including to make 
good quality estimations of project costing. 
Over-estimation on the costing—in addition 
to the lack of capacity in the implementation 
process such as on the procurement, eval-
uation, and monitoring—has resulted in 
the under-execution of capital expenditure, 
which relates pretty much to the quality of 
infrastructure services.59  

The GoI has also laid a first founda-
tion for strengthening the “fiscal social 
contract” between citizens and SNGs, 
by increasing SNGs’ autonomy in raising 
own-source revenues. Since the passing 
of Law No. 28/2009 on Local Government 
Taxes and Retributions a decade ago, which 
authorized districts to expand local tax and 
user fees and set their own tax rates, own-
source revenues have grown significantly—
to about one-third of SNG expenditures, 
by 2018, compared with only one-tenth in 
2001. While districts remain dependent on 

transfers for a large share of their revenues 
(78 percent in 2018), reducing Indonesia’s 
large vertical fiscal imbalances carries the 
promise of making SNGs more accountable 
to their citizens for how they spend their tax-
es.60 In Brazil, for example, Gadenne (2016) 
finds that increasing the share of SNG tax 
revenues lead to a larger increase in local 
public health and education services than 
correspondingly large increases in transfers.

Holding SNGs to account for spend-
ing effectively remains a central challenge 
for Indonesia. SNGs are important players 
in delivering services in the priority areas 
discussed above. The inefficient use of public 
money by SNGs is likely driven by a combi-
nation of weak incentives to perform, lack 
of performance information, and capacity 
constraints. Indonesia’s choice to largely de-
centralize service delivery implies that it is 
ultimately citizens who need to hold their lo-
cally leaders to account for providing better 
services. Central government can, however, 
play a key role in empowering citizens to do 
so, by providing them with credible infor-
mation about their SNGs’ performance, by 
making SNG fiscal and performance infor-
mation public, and by benchmarking SNGs’ 
performance. In Brazil, for example, disclo-
sure of municipality audit results prior to 
elections significantly reduced the likelihood 
of corrupt public officials being re-elected 
(Ferraz and Finan 2007). However, in In-
donesia, currently very little reliable infor-
mation on SNG spending and performance 
is easily accessible, in part due to weak data 
and information systems (see Data chapter). 
Furthermore, despite increases in local tax 
autonomy, a stark imbalance between SNGs’ 
large spending autonomy and limited reve-
nue autonomy prevails. SNGs remain largely 
transfer-funded, and only weakly depend on 
collection own-source revenues, likely weak-
ening the local “fiscal contract” between 
citizens and SNGs. Strengthening local 
own-source revenue autonomy and hence 
potentially the “fiscal contract” could be a 
promising avenue of reform.

Furthermore, existing top-down ac-
countability mechanisms do not effective-
ly incentivize SNGs to make efficient use of 
in particular of conditional transfers. The 
main conditional transfer––Dana Alokasi 
Khusus, or DAK––in part aims to support 
SNGs to achieve national priorities such as 
in health and education. As an earmarked 
grant, however, in many sectors, its alloca-
tion is poorly correlated with need or perfor-
mance, resulting in wide variation of services. 
This is for example the case for the DAK in 
the health and education sectors. According 
to a 2018 report,61 DAK health spending at 
the district level was not correlated with the 

DAK Irrigation allocation  
across provinces, 2019FIGURE 1.29.
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level of health infrastructure, medical equip-
ment, drugs and supplies available––items 
that DAK is meant to finance (Figure 1.30). 
On the demand side, the Kapitasi Berbasis 
Komitmen (KBK), a capitation payment to 
primary health facilities that is linked to 
agreed performance indicators in 2016, has 
become less effective in incentivizing Pusk-
esmas (community health facilities) perfor-
mance where 95 percent of Puskesmas meet 
all targets and receive full capitation amount 
and the deduction amount for not meeting 
the criteria has been reduced to 2.5 percent 
to 10 percent compared with 25 percent pre-
viously. In education, DAK is supposed to be 
used for school rehabilitation and additional 
classroom construction. However, analysis of 
the resources allocated through DAK Fisik 
for school infrastructure in 2017 showed 
only a weakly positive relationship between 
resources allocated and the needs of districts 
(Figure 1.32). This is especially in the case of 
primary and lower secondary schools, while 
the relationship becomes stronger for upper 
secondary schools.

58 To support rural 
infrastructure and services, 
the GoI began to distribute 
the Village Fund (Dana 
Desa) in 2015 to 75,000 
villages, amounting to IDR 
60 trillion or 0.4 percent of 
GDP in 2018. 

59 The World Bank 2018 
report on Regulations, 
Capacity and Risk 
Avoidance: Debottlenecking 
to Resolve the Under-
Execution of Subnational 
Capital Budget Spending, 
discusses in details the 
factors that constraining 
capital budget execution at 
the subnational level. 

60 As of 2018, districts 
depend on transfers for 
an average of 78 percent 
of their revenues, while 
for villages it is about 94 
percent.

61 http://documents. 
worldbank.org/curated/
en/484351538653658243/
Is-Indonesia-Ready-to-
Serve-An-Analysis-of-
Indonesia-s-Primary-Health-
Care-Supply-Side-Readiness

Health DAK transfers and supply side readiness appear to be 
uncorrelated

Weak correlation between DAK and construction needs in lower 
secondary education (DAK allocation 2017)

FIGURE 1.30.

FIGURE 1.31.
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C 
Inadequate 
data & 
information 
systems

D ata are key to measuring and 
driving effective government 
performance. Broadly speak-

ing, two types of data are needed to evaluate 
the quality of spending:

1. Fiscal data on government spending
(inputs) classified according to type (eco-
nomic classification), function, and policy 
purpose (program/activity)

2. Sector-specific data on outputs (e.g.,
the number of schools built) and out-
comes (e.g., student test scores). 

Such data are necessary to measure 
the relationship between inputs and out-
puts (allocative and technical efficiency) 
and between outputs and outcomes (ef-
fectiveness). These data should be available 
at both the central and subnational levels, 
and sufficiently disaggregated to undertake 
meaningful analysis. 

Maluku & Papua

Kalimantan
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Sumatera

Fitted values

Bali & Nusa Tenggara

48Overview

http://documents.worldbank.org/curated/en/484351538653658243/Is-Indonesia-Ready-to-Serve-An-Analysis-of-Indonesia-s-Primary-Health-Care-Supply-Side-Readiness


1 2 3

Inputs Outputs Efficiency

The GoI has made notable progress on 
reporting central government spending 
data, but subnational spending data need 
urgent attention. At the central level, the 
GoI regularly reports data on spending (in-
puts) by standard functions and sub-func-
tions mostly in line with international stan-
dards, with some room for improvement on 
the reporting of infrastructure62 (see chapter 
on Data). It has also fully implemented the 
State Treasury and Budget System or SPAN 
(Sistem Perbendaharaan dan Anggaran 
Negara), an automated payment and bud-
get preparation information system that 
provides timely information on the financial 
position. Unfortunately, the same cannot be 
said on SNG spending, where data are not 
consistently classified by function. As of June 
2019, the latest available year of data on real-
ized spending by function on the MoF Direc-
torate General of Fiscal Balance (Direktorat 
Jenderal Perimbangan Keuangan, DJPK) 
website is for 2016.63 These data are not com-
parable to previous years because DJPK no 
longer reports spending by sub-urusan, and 
the 2016 data do not use a consistent classi-
fication system. Spending data by function 
are not available for 2015, so the last year of 
credible data on functional classification of 
subnational spending is for 2014—in other 
words, a lag of five years. Moreover, data are 
available by economic classification and by 
function, but not the intersection of both, 
limiting analysis of the quality of spending. 

The poor quality of subnation-
al spending data stems from the lack of 
standard classifications for programs and 
activities, as well as limited SNG capacity. 
The production of meaningful data depends 
on the use of more standard classification 
by program and activity.64 However, the reg-
ulations on budget and reporting formats 
for SNGs do not require them to use the 
standard classifications for programs and 
activities, which are important for analyzing 
the efficiency and effectiveness of spending. 
Moreover, although the MoF has attempted to 
improve the quality of data through a central 
automated reporting system, Sistem Informa-
si Keuangan Daerah or SIKD, it continues to 
extract spending data manually from paper 
reports.

Data on outputs are available in some 
sectors but are not consistently used and 
lacking in quality. At the central govern-
ment level, outputs are usually collected 
through administrative systems maintained 
by each line ministry. The MoEC has devel-
oped a ministry-wide system, Dapodik—an 
effort that other ministries could emulate. In 
other sectors such as health, data are highly 
fragmented across multiple departments of 
the same ministry and/or prone to different 
definitions, and a lack of quality assurance in 
the collection process (see Box 5.1 in chapter 
on Health and the 2013 report on maternal 
mortality.65)

At the district level, using data on 
outputs to measure performance may be 
problematic. Accuracy in measuring out-
puts at subnational level is not just important 
for comparing the performance of districts 
with each other; it is also important to guide 
district managers where they need to focus 
their attention. Unfortunately, the quality of 
such data is often problematic in Indonesia. 
In the health sector, for example, it is not 
uncommon for district immunization rates 
to be well over 100 percent, likely due to the 
inaccurate calculation of the denominator.66 

In addition, there are competing sources of 
population data (Census/Intercensal data 
from BPS and administrative data from the 
MoHA), which may result in inaccurate in-
formation on beneficiary target groups. In 
2015, the difference in population estimates 
exceeded 10 percent for over one-third of 
districts and exceeded 20 percent for about 
11 percent of districts.

Household survey data may not accurate-
ly measure some outcome indicators at 
the district level. Data on outcomes (e.g., 
share of children under-five that are fully 
immunized or net enrolment rates) are of-
ten measured through Indonesia’s national 
household survey, Susenas. While Susenas 
is representative at the district level and can 
be used to measure outcomes for the most 
part, it is primarily designed to track poverty 
rates rather than outcome indicators, and 
hence may not be suitable for some indica-
tors where the specific subpopulation is too 
small (for example, households with children 
under five years old). When used to measure 
districts’ incremental performance improve-
ments, Susenas year-on-year changes at the 
district level should be used with caution to 
ensure differences are statistically significant.

Even when data on outcomes are 
available, they are not necessarily well-in-
tegrated and used to drive improvements 
in the quality of spending. In the health sec-
tor, for example, multiple monitoring sys-
tems are managed by different directorates 
within the MoH for different health inter-
ventions, and there are multiple systems to 
process JKN claims under BPJS Healthcare. 
With the lack of interoperability between 
different data systems and poor coordina-
tion among key stakeholders, there is limited 
useful information that can inform strategic 
prioritization and resource allocation at the 
district and national levels. This contrasts 
with the social assistance sector, where the 
introduction of the unified poverty target-
ing database (Basis Data Terpadu, BDT), 
in 2011, currently known as integrated social 
welfare database (Data Terpadu Kesejahter-
aan Sosial, DTKS), resulted in a more effi-
cient allocation of social assistance benefits 
in subsequent years. However, DTKS has not 
been systematically updated since 2015, and 
is not fully used by all major social assistance 
programs. 

62 Some types of 
infrastructure are captured 
at level 2 of COFOG 
(water supply, housing, 
street lighting, waste 
management and waste 
water management), but 
others are only captured 
at level 3, which Indonesia 
does not follow consistently 
(roads are captured at level 
3, under Transport; and 
irrigation is not separately 
captured at all, but is a 
component of spending on 
Agriculture). 

63 See “belanja per fungsi” 
or spending by function, 
http://www.djpk.kemenkeu. 
go.id/?p=5412 

64 While it is possible to 
map around 70 percent of 
programs to the standard 
classifications, less than 
one-quarter of activity 
definitions can be mapped 
to the standard.

65 Joint Committee on 
Reducing Maternal and 
Neonatal Mortality, National 
Academy of Sciences, 2013 
Reducing Maternal and 
Neonatal Mortality in 
Indonesia, Saving Lives, 
Saving the Future, Chapter 
2 The Data Conundrum. 
http://staff.ui.ac.id/system/
files/users/tjahyono. 
gondhowiardjo/publication/
saving_lives_saving_future. 
pdf 

66  The number of children 
who should receive 
vaccinations (i.e., those born 
in the past 12 months).
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W hile progress has been made, 
with the establishment of a 
joint office for PPPs repre-

senting seven key agencies involved in 
PPPs,67 the private sector faces four key 
challenges when looking to invest in infra-
structure. First, the still complex legal land-
scape for PPPs has resulted in project delays 
and cancellations, acting as a disincentive to 
new investments. Second, the multitude of 
different actors and a lack of standardized 
processes at the project identification, plan-
ning and preparation stages have resulted 
in few attractive projects being put to the 
market. Third, the dominance of SOEs in 
infrastructure provision risks crowding out 
the private sector. Fourth, local debt and eq-
uity market limitations make it difficult for 
private sector players to access long-term 
local currency financing.68 

The central government, through 
regulations and public expenditure, can 
create a more enabling environment to 
attract private financing to close the in-
frastructure gap. This PER looks in more 
detail at the following issues: mispricing of 
tariffs of core infrastructure, allocation of 
commercially viable projects to SOEs rather 

than bringing them to the market with the 
risk of inefficient delivery, and an increase 
in fiscal risk. 

In the water supply sector, the ma-
jority of local water companies (PDAM) 
do not have adequate capacity to invest in 
new infrastructure. More than half PDAM 
(263 out of 378) were loss-making in 2017, 
while accumulated losses remain persistent 
even among profit-making PDAM. A tariff 
that is below the full cost-recovery level is a 
major reason behind the inability of PDAM 
to be profitable even for those PDAM that 
are categorized as healthy. The recently 
completed debt restructuring has helped 
improved financial situation of those that 
were facing debt arrears, but this improved 
situation will not last. Although the MoHA 
has issued two regulations regarding tar-
iff and subsidy (MoHA Regulation Nos. 
71/2016 and 70/2016), implementation of 
these regulations has not been enforced and 
monitored. Meanwhile, the actual levels of 
non-revenue water (NRW) are far higher 
than standard levels (20 percent) in many 
PDAM and this exacerbates the issues cre-
ated by the low tariff level in meeting full 
cost recovery.

In the housing sector, the FLPP and SSB 
subsidy programs crowd out the private 
sector and do not offer a clear exit strat-
egy for the GoI. Both FLPP and SSB offer 
a subsidized interest rate of 5 percent for 
eligible households—far lower than private 
banks’ interest rates, which start at around 
6 to 8 percent for the first five years be-
fore converting to a floating rate of 12 to 
14 percent. This makes it impossible for 
commercial banks to compete and crowds 
them out of the market for middle-income 
salaried workers. In addition, the low fixed 
interest rate obligates the GoI to continue 
subsidizing the loan for its entire life (up to 
a maximum of 20 years) and offers no clear 
exit strategy for disengaging.

In the roads sector, the GoI has 
mostly relied on SOEs to expedite its Ex-
pressway Development Program, which 
may not be efficient and could lead to 
contingent liabilities. While there has 
been some progress in recent years using 
PPP schemes for expressway development, 
PT Jasa Marga and other SOEs are still the 
dominant players. Inadequate project plan-
ning, preparation and packaging, the lack of 
a comprehensive, reliable funding envelope 
and other uncertainties may dampen inter-
est from prospective private sector bidders. 
While relying on SOEs has contributed to 
BPJT’s ability to meet the target, it may not 
be the most sustainable or efficient option for 
developing nearly 3,500 km of expressways 
that have not yet been awarded or assigned. 
This is because, in numerous cases, projects 
assigned to SOEs require government support 
to reach viability at entry or sustain viability 
during the operation of the concession, or 
both. Moreover, most SOEs capable of tak-
ing new road concessions are already highly 
leveraged and may not have capacity to raise 
more equity or debt without more explicit gov-
ernment subsidies,69 which would increase the 
fiscal risks from contingent liabilities.

Central-local coordination challeng-
es also affect the GoI’s efforts to mobilize 
private sector investment. Local policies 
and regulations are often inconsistent with 
national policies. With proliferation of local 
regulations, coordination among 514 district 
governments has been challenging, with a 
limited coordination role for the provinces.

67  This joint office is based 
at the Ministry of National 
Development Planning 
(Bappenas) and includes the 
Coordinating Ministry for 
Economic Affairs (CMEA), 
Ministry of Finance (MoF), 
National Procurement 
Agency (LKPP), Investment 
Coordinating Board (BKPM), 
Ministry of Home Affairs 
(MoHA) and the Indonesia 
Infrastructure Guarantee 
Fund (IIGF).

68  InfraSAP, as summarized 
in “Indonesia Economic 
Quarterly: Closing the gap”, 
October 2017, World Bank. 
https://www.worldbank. org/

en/country/indonesia/
publication/indonesia-
economic-quarterly-
october-2017 

69 The liability-to-equity 
ratio for some major SOEs 
involved in construction 
of toll roads have been 
increasing over 2015-17: PT 
Jasa Marga (from 2.3 to 
3.3), PT Waskita Karya (from 
2.2 to 3.3) and PT Hutama 
Karya (from 1.3 to 4.7).

C 
Constraints to private sector 
participation 
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How can  
the Government 

improve the quality 
of public spending?

1.5
Emphasize quality over quantity

Prioritize more effective programs and interventions

Strengthen public financial management

Improve coordination across and between levels of government to deliver 
better services

Reform the fiscal transfer system

Collect better data and improve the management of information systems

Attract more private sector financing for infrastructure

W hile many sectors analyzed in this 
report could use more public re-
sources, the priority should be on 
improving efficiency and effective-

ness of spending to close the large human capital and 
infrastructure gaps that are holding Indonesia back 
from fulfilling its full potential. Considering the crit-

ical role of SNGs that manage more than half of public 
spending, more meaningful improvements are also re-
quired at the subnational level. This section focuses on 
recommendations that are closely related to expenditure 
and aimed at central ministries. The full recommenda-
tions and background can be found in the subsequent 
sectoral chapters.

A

B

C

D

E

F

G
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T here should be more focus 
on quality and outcomes in 
designing development tar-
gets in national and sector 

planning rather than only quantity and 
outputs. For example, in the roads sector, 
strategic plans of DG Highways do not in-
clude transport efficiency indicators such as 
energy used per ton/person-km traveled by 
road transport, reliability of travel time (con-
gestion index), social connectivity (mean 
time that people travel to access to essential 
services such as health or educational facili-
ties), air quality (emissions of air pollutants 
from road transport) and road traffic noise. 
They also do not include road safety indica-
tors such as road mortality (i.e., the number 
of road deaths per million inhabitants), road 
deaths per vehicle-distance traveled, road 
deaths by type of vehicle (heavy, light, mo-
torcycle, bus, coach or bicycle) and by type 
of road user killed (driver, passenger, pedes-
trian or cyclist). Road space, in terms of lane-
km, should be included in annual road statistics 

and in program preparation. Journey times be-
tween super nodes need to be surveyed using a 
standard methodology every five years.

In the water resources management 
sector, relating sector objectives to focus 
on outcomes such as improved irrigation 
efficiency and agricultural productivity 
(“more crop per drop”). The objective of 
the sector is still focused on outputs (e.g., the 
number of dams and irrigation networks built). 

In the housing sector, the GoI should 
focus not just on houses constructed, but 
also ensure that subsidized homes are of 
good construction quality and are built in 
well-located areas. To do so, the Ministry 
of Public Works and Housing (MoPWH) 
should consider: (i) developing spatial suit-
ability tools and guidelines for subsidized 
housing, including location screening with 
hazard mapping, to ensure well-located 
housing development and to protect ben-
eficiaries from investing in poorly located 
projects that can strain their social and eco-
nomic livelihoods; (ii) developing a robust 

M&E system using geo-tagging technologies 
to track quality and take actions to address 
non-compliance of quality standards; and 
(iii) promoting the development of a na-
tionwide developer certification and scoring 
system in partnership with real estate associ-
ations and MoPWH Directorate General of 
Construction Development (Bina Konstruk-
si) to disengage poorly performed develop-
ers, while incentivizing quality developers.

The GoI needs to monitor along the 
results chain, so that underperformance 
can be identified and addressed. Devel-
opment of more robust intervention logic 
for interventions would identify more clear-
ly the key intermediate steps in achieving 
outcomes, and establish measurements to 
monitor whether they are being achieved. 
For interventions that depend on contri-
butions from both central and subnational 
governments, a more complex intervention 
logic will help to clarify exactly what SNGs 
are expected to contribute, and support 
monitoring of their performance. 

A 
Emphasize quality over quantity
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A cross sectors, the 
GoI can increase 
spending on pri-
ority areas by 

continuing to eliminate unproductive 
expenditures. Spending on regressive fuel 
and electricity subsidies still amounted to 
IDR 53 trillion in 2018, or 1.0 percentage 
point of GDP. While protecting poor and 
vulnerable households from higher energy 
prices is a laudable goal, alternative mecha-
nisms, notably direct social assistance trans-
fers, would be more effective and efficient 
compared with providing energy subsidies. 
Continuing with the energy subsidy reform 
agenda would therefore free up much-need-
ed additional resources for increasing on 
other sectors. 

 Within sectors, shifting 
expenditures toward more 
efficient and effective programs 
would help the GoI achieve 
better outcomes for every rupiah 
of spending. 

In the health sector, transform the health-
care system to deal with the long-term 
care needs of older and chronic condition 
patients, i.e., shift the focus toward preven-
tive care from curative care. An aging popula-
tion and the rising prevalence of chronic dis-
eases will put even more pressure on public 
budgets. Coordinated care across provider 
levels, as well as throughout the continuum 
of care, is needed to facilitate integrated clin-
ical pathways and two-way referral systems. 

In the education sector, spend more on ear-
ly childhood education and development 
(ECED). International evidence (Carneiro et 
al. 2003; World Bank 2018) strongly suggests 
expanding access to quality ECED services will 
give the highest return of investment in educa-
tion, as these are the most important years of a 
child’s cognitive development that influences 
its future health and productivity.

 The infrastructure sectors 
should focus more on 
maintenance to avoid costly 
rehabilitation and safety concerns 
later:

In the roads sector, closer monitoring 
of expenses is needed to ensure that the 
higher costs of road treatments and lifecy-
cle costs are justified. DGH needs to closely 
monitor the impact of more expensive treat-
ments and concrete pavements on lifecycle 
costs to justify the higher investment cost. 
The high costs for delivery of the preserva-
tion and development programs should be 
further examined. Other ways to improve 
efficiency in these programs should also be 
identified by DGH to ensure that optimal value 
for money is derived from government spend-
ing. It is recommended that the MoF increas-
es its active cooperation with the MoPWH in 
defining and approving road preservation and 
development unit costs across the country.

In the water resources management 
sector, it is recommended to: (i) create 
incentives for SNGs to increase budget 
for O&M; (ii) apply asset management/
full lifecycle cost planning; (iii) introduce 
SOE-Public-Partnership (SPP) to identify 
revenue mechanisms to provide alternative 
long-term financing mechanisms; (iv) build 
capacity of technical staff in river basin or-
ganizations and in SNGs for O&M; and (v) 
introduce clear service agreements describ-
ing the roles, responsibilities, rights and 
obligations of the service provider and the 
recipient of the service.

In the water supply and sanitation sector, 
the central government also needs to ensure 
that its water supply investment is aligned 
with local governments’ needs and invest-
ment plans, and that there will be adequate 
budget and institutional arrangements for 
O&M allocated in local governments’ bud-
get documents prior to implement the con-
struction. In situations where the local gov-
ernment’s poor financial health makes this 

impossible, the central government should 
consider whether to fund the whole project 
or not based on its overall economic value. 
However, if the local government can afford 
to pay its share but chooses not to, central gov-
ernment should not proceed with a partial up-
grade to the system unless there are sufficient 
benefits from doing just this element alone. 

 Move funding from inefficient 
to more efficient, better targeted 
programs:

In the social assistance sector: Increase 
spending on targeted social assistance 
spending while reducing remaining spend-
ing on untargeted subsidies. The GoI should, 
for example, continue to phase out the Ras-
tra rice subsidy in favor of Saembako, PKH 
and other better- targeted social assistance 
programs. 

In the  housing sector, the GoI should shift 
public funding toward more efficient, pro-
gressive, and better-targeted subsidies, and 
existing subsidy programs can be further 
optimized to ensure per-unit cost efficiency 
and equity. Phasing out SSB is a good start, 
and the GoI should further consider shifting 
funding for housing subsidies toward more 
efficient and effective programs, such as 
BP2BT. BP2BT expands access to housing 
finance for a greater range of households, 
with the potential to include those with in-
formal income, while increasing the variety 
of qualifying properties, such as landed, 
multi-storey, low-rise and self-built houses. 

Investment in strengthening M&E 
systems is critical to support the evi-
dence-based evaluation of which pro-
grams are performing and which are not. 
Many of the interventions mentioned above 
involve subnational delivery. One of the most 
important functions played by central line 
ministries is the robust monitoring of inter-
ventions in their sector, and periodic evalua-
tion of whether key interventions are achiev-
ing their goals. Two practices characterize 
the stewardship role of a line ministry in a 
well-performing performance-oriented bud-
geting systems: (i) strong ex-ante appraisal 
of proposed interventions to establish a busi-
ness case for allocating resources; (ii) ex-post 
evaluation of spending programs conducted 
on a rolling basis to assess whether programs 
achieved their desired objectives, fed back 
into budget performance; and (iii) use of 
spending reviews and performance budget-
ing instruments to review program perfor-
mance and ensure spending is focused in areas 
where results are being achieved.70 Ministries 
should be accountable for their contribution to 
the effectiveness of all three functions.

70  OECD, 2019. Good 
Practices for Performance 
Budgeting.

B 
Prioritize more 
effective programs & 
interventions
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T here are priority areas for PFM improvements that could raise the quality and effectiveness of government spending. 
These proposed areas are based on the findings and dialogue with central agencies of the MoF and Bappenas of where changes 
may be most needed and could be most effective.

1 2 3 4

Improve 
coordination 
between the MoF 
& Bappenas on 
budget planning. 

Strengthen 
implementation 
of money follows 
programs.

Strengthen 
medium-term 
perspective in 
planning and 
budgeting.

Improve the 
“intervention 
logic” concepts 
in program/
performance 
design. 

Harmonize planning archi-
tecture, budget architecture, 
performance management 
framework, and organiza-
tion structure by improving 
business processes and using 
common program coding and 
consistent planning and budget 
classification structure to fully 
implement Performance-based 
Budgeting.

Roll out the integrated plan-
ning, budgeting, execution, ac-
counting and reporting system 
(SAKTI)- to all spending units 
(Satker) of line ministries.

Achieve seamless data ex-
change and interoperability 
between Krisna and SAKTI 
(erstwhile RKA-KL) to reduce 
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.

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

Introduce program-based bud-
get classification structure to-
ward money follows programs 
and pilot program-based bud-
geting in selected ministries, 
including program restructur-
ing initiative within the MoF as 
a pilot ministry in FY2020. 

Fully implement perfor-
mance-based budgeting and 
move from money follows 
functions to money follows 
programs by harmonizing 
organization structure, budget 
structuring, policy planning 
structure, and performance 
management structure.

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

Strengthen medium-term 
perspective in planning and 
budgeting (Medium-Term Ex-
penditure 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. 
Indicative (hard) ceilings for 
outer two years will allow line 
ministries to do medium-term 
planning based on resource 
constraints.

The MoF to change the re-
quirement for the line ministry 
to submit its estimates of 
MTEF only at a strategic level 
(program and activity level) 
rather than MTEFs by each 
individual spending unit.

Clear visibility of fiscal con-
straints should lead to more 
competition for resources, 
challenges to proposals and 
strategic allocation of resourc-
es.

Strengthen managerial linkages 
between policy objectives, pro-
grams, activities and outputs 
by providing capacity building 
on the overall implementation 
of 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-govern-
ment level, which includes the 
contribution by both levels of 
governments to the achieve-
ment of intermediate out-
comes; 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. 

C 
Strengthen public financial management
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5 6 7

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

Strengthen the 
“performance 
management 
environment” 
that will 
encourage and 
support higher 
quality spending 
by the public 
sector. 

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

Continue concerted efforts 
to avoid large in-year budget 
revisions through strengthened 
capacity, transparency and real-
ism, 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 secure the 
allocations for spending on 
national priority programs.

Support central government 
ministries and agencies to 
strengthen the “performance 
management environment and 
culture” within their organi-
zations.

Enable more effective appli-
cation of the performance 
budgeting system in a decen-
tralized fiscal system by: (i) 
providing clarity about what 
each level of government is 
responsible for; (ii) coordina-
tion around complementary 
investments; (iii) aligning the 
geographic allocation of fund-
ing with need and priorities; 
(iv) more policy-oriented 
design of conditional transfers 
clearly focused on a policy 
outcome, with an attendant 
intervention logic; and (v) a 
common Chart of Accounts to 
support stronger evaluation of 
spending and performance.
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There is also scope to improve the efficiency of public investment with reforms aimed to improve public investment management 
(Indonesia PIMA 2019). 

How to improve the efficiency of public investment management? BOX 1.9.

P ublic investment management (PIM) 
practices in Indonesia, covering a 
significant share of public expendi-

ture, are broadly solid, but there is scope to 
improve their performance to obtain more ef-
ficient spending. The 2019 Public Investment 
Management Assessment report shows that 
Indonesia’s PIM performance is mostly in the 
middle range both for institutional strength and 
effectiveness. Institutional strengths lie most-
ly in the planning and implementation phases. 
These reflect the strong fiscal framework and 
rules that provide overall targets for fiscal poli-
cy, the use of alternative financing means for in-
frastructure, such as public-private partnerships 
(PPPs), the availability of funding within a budget 
year, and the strong reporting of state assets.

Many of the shortcomings in Indone-
sia’s infrastructure governance and PIM stem 
from the absence of focus on specific invest-
ment projects when planning, budgeting, and 
monitoring public investment. This lack of 
focus means it is difficult to determine if the 

best projects are selected, and whether they 
are properly managed and implemented. As a 
result, the weakest practices can be found in 
project appraisal and project implementation 
(the latter both in institutional design and effec-
tiveness). In particular, the lack of project-level 
information in the medium-term development 
plans and of rigorous project appraisal limit 
their effectiveness in guiding project selection, 
while the virtual absence of capital project man-
agement (including project audits) and portfolio 
management oversight all hamper the delivery 
of projects on time, on budget and according to 
specifications. Multiyear budgeting is another 
area with shortcomings, mostly due to absence 
of information on the medium-term spending 
envelopes, ongoing and new projects, and the 
total cost of projects.

On the basis of these, the report recom-
mends six high priority actions to enhance the 
efficiency of public investment management: 
(i) enhance the focus on capital projects and
their visibility; (ii) identify major capital proj-

ects in the medium-term development plans; 
(iii) strengthen multiyear budgeting framework 
for capital spending; (iv) improve the quality of 
project preparation and selection; (v) modernize 
capital portfolio oversight and monitoring; and 
(vi) strengthen capital project management.

In addition, Indonesia could strengthen
the climate and disaster resilience of infrastruc-
ture by taking priority actions to improve in-
frastructure governance, e.g., conduct detailed 
assessments of natural disasters and climate 
change on key infrastructure to inform public 
investment planning and funding needs; include 
climate and disaster risks in project appraisal; 
expand the budget-tagging framework to in-
clude disaster-related expenditure; establish 
framework agreements in advance for supply 
of goods and services commonly required in 
disaster response situations so that call-in or-
ders can be rapidly placed if and when a disaster 
happens; and enhance the existing MoF asset da-
tabase (SIMAN) with improved data collection and 
reporting frameworks, tools, and methodologies.

Source: Indonesia Public Investment Management Assessment report (2019), IMF and World Bank. 

I mprove coordination among cen-
tral agencies, particularly in im-
plementing key national priority 
programs, through better program 

integration and convergence, and data 
sharing. For example, for social assistance 
programs, better integration and coordina-
tion among social assistance program will 
provide adequate benefit and improve the 
effectiveness of social assistance programs 
(PKH, Rastra/Sembako, PBI-JKN and PIP). 
Better data sharing and use of common 
data for policymaking is also important 
to improve service delivery and increase 

efficiency. For example, JKN claims data, 
which is collected by BPJS Healthcare, can 
help monitor adherence to guidelines and 
protocol-based care, helping to improve the 
quality of service delivery (e.g., detecting ad-
verse events or inappropriate or low-value 
care). Claims data could also help to iden-
tify high cost and frequency items, which 
could be used to inform policies tackling the 
open-ended payments to hospitals by run-
ning simulation and budget impact analyses 
based on current utilization patterns. 

Strengthen central-local coordina-
tion in policymaking, investment deci-

sions, and program implementation. Op-
timizing the subnational spending requires 
considerable coordination around: (i) com-
plementary investments. For example, the 
central government’s investment in water 
supply infrastructure should be followed by 
local government investment in local water 
distribution networks to ensure investment 
improve service delivery (see Water Supply 
and Sanitation chapter); and (ii) clarify the 
expected role of subnational governments 
in implementing national programs, for ex-
ample: 

D 
Improve coordination across & between levels 
of government to deliver better services 
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1

In the health sector, the MoH proposed 
adding a performance element to deter-
mine how DAK resources are allocated 
to districts, presenting a unique oppor-
tunity to better coordinate supply-side 
investments and ensure even capacity to 
deliver health services. Facility accredi-
tation could provide a useful framework/
tool for district governments to better co-
ordinate supply-side planning and resource 
allocation, and to incentivize health facilities 
to achieve accreditation status by making 
DAK transfers more needs-based and/or 
performance-oriented (see Health chapter). 

2

In the social assistance sector, the central 
government should improve coordina-
tion with SNGs and encourage them to 
improve the implementation of social as-
sistance (SA) programs, as they have an 
important role to ensure the effectiveness 
of these programs. It is therefore import-
ant to: (i) encourage SNGs to take strong 
ownership of core SA programs and are at 
least partially accountable for program im-
plementation performance; (ii) formulate 
the roles and responsibilities of SNGs in 
terms of SA program implementation by a 
government regulation rather than a MoSA 
regulation; and (iii) use the newly proposed 
Social DAK starting in 2020 to supplement 
SNGs’ own resources devoted for national 
priority programs, particularly if it is linked 
with performance or results (see Social As-
sistance chapter). Furthermore, while the 
core social assistance programs are cen-
trally-funded and managed, SNGs have an 
important role to ensure the effectiveness 
of these programs. For example, PKH is not 
going to function well if its beneficiaries can-
not access local health, nutrition, and edu-
cation services, or if these service providers 
do not cooperate with respect to compliance 
verification. 
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F iscal transfers to SNGs should 
be allocated to close fiscal gaps 
and designed to incentivize per-
formance. SNGs are important 

players delivering services in the priority 
areas discussed above. The central govern-
ment uses limited mechanisms to influence 
or incentivize the generation of outputs and 
outcomes from the use of resources at the 
subnational level. Moreover, some SNGs 
have less capacity to deliver an equivalent 
level of services. The distribution of the main 
transfers, such as unconditional General Al-
location Grant (Dana Alokasi Umum, DAU) 
and the Village Fund (Dana Desa) begin with 
an assumed ‘average fiscal needs’ that is equal 
across districts and villages regardless of the 
population size and proxy of development 
needs of each region, rather than an ‘adjusted 
per capita’ distribution that takes these fac-
tors into account. As a result, governments 
of the more populated districts have access 
to eight times less revenue per capita than 
governments in the least populated districts. 
This constrains the availability of resources 
for infrastructure and other development 
needs in larger urban areas. 

The GoI should seize the opportu-
nity of the ongoing revision of Law No. 
33/2004 for a fundamental review of its 
intergovernmental financing system to im-
prove equity and strengthen results-orien-
tation. The GoI could in particular consider:

1 2

Improving the 
vertical balance of 
the fiscal transfer 
system

Improving the 
vertical balance of 
the fiscal transfer 
system

Better align districts’ rev-
enue autonomy with their 
spending responsibility, in 
the medium term. This would 
help address the deep-seated 
vertical imbalance in Indone-
sia’s intergovernmental financ-
ing systems and strengthen the 
accountability of local leaders 
to their citizens. An important 
first step to this end could be 
to incentivize districts to exert 
more tax effort for collect-
ing property and sales taxes 
(such as Hotel and Restaurant 
Taxes). The simplest way of 
doing so would be to remove 
own-source revenues from the 
fiscal capacity component of 
the DAU fiscal-gaps formula.71 

Move the design of the fiscal 
equalization formula toward 
a per-client basis to ensure 
sufficient financing for a 
minimal standard of service 
delivery across the country. 
One promising approach could 
be to estimate fiscal needs 
based on proxies of sectoral 
service delivery needs (for 
example, number of school-age 
children), such as in  
South Africa.

Develop a (transition) strat-
egy that holds the net losers 
of this change––especially 
large and thinly populated 
districts––harmless or limits 
their losses. This will be criti-
cal for making the transition to 
a new fiscal formula politically 
viable.

Redesign the DAK Afirmasi 
as an instrument for bringing 
infrastructure up to a mini-
mal standard in districts with 
a low capital stock. Many of 
the losers of the DAU reform 
also have large infrastructure 
backlogs. Making up the dif-
ference with earmarked capital 
transfers could be one promis-

71  Currently, increases 
in own-source revenues 
result in a corresponding 
reduction of DAU transfers 
(because of the reduced 
fiscal gap), removing any 
incentive to exert effort 
to raise revenues. A good 
practice in fiscal transfers 
would use the value of 
revenue potential rather 
than actual revenues in 
the fiscal capacity formula, 
to address this perverse 
incentive. To create even 
more incentive, own-
source revenues could be 
discounted in calculating 
DAU entitlement, which 
would create the maximum 
possible incentive for 
increasing collection. Each 
additional rupiah collected 
would be a net increase in 
total revenues.

E 
Reform the 
fiscal transfer 
system
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ing way of holding net losers of 
the DAU reform harmless for 
their losses, while at the same 
time strengthening their ac-
countability for bringing their 
infrastructure stock within a 
defined percentage of national 
averages.

Further increase the 
effectiveness of earmarked 
transfers to enhance the GoI’s 
ability to direct funding to 
national priority programs. 
Specifically, the GoI could 
transform the DAK Penugasan 
into a “DAK for National Prior-
ity Programs”. This DAK would 
focus on a small number of the 
GoI’s top strategic priorities. 
As many of the most pressing 
challenges, such as stunting, 
are multi-sector, it could 
“follow programs, not follow 
functions,”72 and be allocated 
for multiple years.73

Develop an instrument—
potentially building on the 
Hibah—to fill the “missing 
middle” of mid-sized urban 
infrastructure. Building on its 
success as a performance-ori-
ented transfer, the GoI could 
use the Hibah to structure a 

suite of national urban grant 
programs that incentivize 
crowding in of local resources. 
Financed through the Regional 
Infrastructure Development 
Fund (RIDF), these programs 
could target: (i) slum upgrad-
ing and affordable housing; (ii) 
urban solid waste management; 
(iii) urban flood risk manage-
ment; (iv) urban transport; 
and (v) urban water supply 
and sanitation. The Hibah is 
well-suited for this purpose 
because (a) it encourages 
SNG ownership of the assets 
built and healthy competition 
among SNGs for funding; 
(b) it can flexibly be used for 
projects of all sizes; (c) it uses 
a strong joint line-MDA and 
MoF oversight mechanism; and 
(d) using grants as the principal 
source of long-term finance for 
basic infrastructure in small 
and poor municipalities (and as 
additional finance for growing 
municipalities) reflects good 
international practice.

Better integrate the DAK and 
other conditional transfers 
with the local budget process. 
Annual DAK policies are 
currently unpredictable,74 un-

dermining good planning and 
budgeting of DAK at the local 
level. The central government 
could improve this by commit-
ting DAK to national priority 
programs over the medium 
term, instead of on an annual 
basis only. Furthermore, it 
could involve Parliament (De-
wan Perwakilan Rakyat, DPR) 
in prioritizing DAK types and 
in agreeing on early ceilings for 
key DAK. 

Improve the proposal-based 
allocation mechanism for the 
DAK by making allocations 
more predictable and by 
better targeting districts with 
the greatest needs. Predict-
ability could be enhanced 
by introducing indicative 
(per-district and per-sector) 
multi-annual funding ceilings. 
Such funding ceilings would 
also help prevent districts from 
spending extra time on propos-
als that stand little chance of 
being funded. A more transpar-
ent and consistent approach to 
calculating infrastructure gaps 
across different districts would 
support allocation of DAK to 
the areas with the largest gaps.

Abolish the basic allocation in 
the DAU to reduce perverse 
overstaffing incentives. Since 
the basic allocation ameliorates 
the inequity of the ‘per region’ 
approach to the formula, this 
would need to be done in tan-
dem with reforms to the whole 
formula.

Move toward an asymmetric 
design of the fiscal transfer 
system in a way that grants 
more autonomy to better 
performing districts. For 
example, well-performing (in 
terms of spending efficiency) 
district governments could 
be financed largely through 
unconditional transfers (the 
DAU), whereas poor per-
formers could be more tightly 
centrally managed through 
conditional transfers.

Carefully experiment with 
performance-oriented 
transfers with the goal of 
strengthening top-down 
accountability for results. 
The GoI should carefully pilot 
and evaluate performance-ori-
ented transfers, before scaling 
them up.

72  In 2016, President Joko 
Widodo announced a new 
approach to linking the 
plan to the budget under 
the catch phrase “money 
follow program, not money 
follow function” which 
mandated a stronger link 
between resource allocation 
and government priorities, 
rather than resources 
being allocated to the 
administrative structures of 
government (functions).

73  This DAK could be 
implemented in three ways: 
(i) by assigning DAK to 
support specific national 
priorities in the annual work 
plan (RKP), (ii) by specifying 
the policy objectives of the 
DAK in the line ministry 
technical guidelines, and 
(iii) by requiring local 
governments to develop 
plans to implement the 
national priorities and 
demonstrate the link 
between their planned 
inputs and the objective 
of the national policy. This 
would build on the proposal-
based approach initiated 
in 2016.

74  Different DAKs appear 
and disappear in the 
national budget from one 
year to the next and the 
technical guidelines (juknis) 
change each year.

3

Efficiency
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I mproved data are critical to im-
proving the quality of spending 
in Indonesia. The GoI needs data 
to identify which programs/inter-

ventions are working and to undertake evi-
dence-based policymaking. To improve the 
collection and integration of data on inputs, 
outcomes and outcomes, the GoI could un-
dertake the following recommendations:

At the central government level, im-
proving the definition of programs and 
activities (sub-programs) in the budget 
classification and Chart of Accounts would 
help collect more relevant information 
that can be used to drive performance. 
The GoI could ensure that budget classifi-
cations are better aligned with an ‘interven-
tion logic’ and priorities expressed in the 
national plan to make sure that it collects 
relevant spending information, such as on 
infrastructure. To do this, outputs need to 
be better defined, to make it easier to link 
them to inputs and outcomes and a results 
chain. Moreover, capturing information 
on large infrastructure projects through a 
project ID in planning and budget manage-
ment systems (e.g., in SPAN) would make it 
easier to track their allocation, expenditure 
and cost and time over runs. One option that 
could be explored is to require ministries to 
identify all projects over a certain size as a 
standalone output in the budget. In addition, 
linking SPAN and the procurement would 
yield useful data to support expenditure 

analysis, for example, the time taken in pro-
curement processes (to enhance efficiency of 
spending) or whether the same vendor gets 
selected by single-source or other non-com-
petitive methods (which would allow the GoI 
to monitor corruption). 

At the subnational level, recent re-
forms to improve the quality of spending 
data are in the right direction but imple-
menting them is a huge task. The MoF 
is leading efforts to implement a standard 
budget classification and Chart of Accounts 
(Bagan Akun Standar, BAS) through Gov-
ernment Regulation No. 12/2019 (issued in 
January 2019), which requires SNGs to bud-
get and report using a common classification 
system and specifies that a separate govern-
ment regulation will determine the classifica-
tion system. However, the task of rolling out 
the new classification system in 500+ SNGs 
will be a huge one, and has taken 8-10 years 
in similarly large, decentralized countries. 
To ensure this reform is managed properly 
across all 500+ SNGs, adequate resources 
should be allocated to manage the process.

Data on access, outputs and bene-
ficiaries should be integrated into com-
mon platforms and more attention paid to 
their maintenance. Where common data-
bases already exist, such as the integrated so-
cial welfare database (DTKS) and Dapodik in 
education, the GoI needs to ensure that these 
are regularly updated and fully utilized in the 
respective sectors. Meanwhile, other sectors 

need to take the first step in establishing a 
common database. For example, an integrat-
ed “Housing and Real Estate Information 
System (HREIS)” containing data on key 
metrics (e.g., housing backlog, substandard 
housing, and affordability) by geography and 
consumer income could help policymakers 
identify gaps between housing supply and 
demand. In health, a common dashboard to 
benchmark performance among districts 
and facilities could be established. Moreover, 
JKN claims data would be valuable in helping 
to improve the quality of service delivery and 
in identifying cost savings. 

Minimum standards in service de-
livery should focus on measuring gaps in 
inputs. Allocation of transfers such as DAK 
could be more efficient if they are targeted to 
jurisdictions with the greatest need, but the 
GoI needs to impose a more consistent way 
of measuring need across SNGs. Minimum 
standards were intended to serve that func-
tion, but the latest refinement to minimum 
standards has focused more on measuring 
the services received by citizens rather than 
the gaps in inputs, such as schools, health 
centers, water supply systems and roads. In 
infrastructure, for example, the standards 
need to provide a not just a benchmark 
for the quality of individual infrastructure 
assets, but a benchmark for infrastructure 
quantity as well. 

The GoI is making efforts to improve 
the quality and coverage of civil registra-

F 
Collect better data & improve the 
management of information systems
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tion data, which is critical for measuring 
outputs and outcomes accurately. Birth 
registration and national IDs have import-
ant implications for removing barriers to 
the poor accessing health and education 
services. Increasing access to these data by 
all ministries and SNGs is therefore critical. 
Moreover, a more targeted combination of 
incentives and support is needed to stimulate 
districts that are lagging, reward those that 
are performing well, and foster innovation 
and dissemination of ideas on how to im-
prove registration systems. More transpar-
ency of discrepancies between different data 
sources could help stimulate improvement. 

Overall, the GoI has already laid a 
solid foundation to improve the quality 
of data through the One Data (Satu Data) 
initiative and the recent Presidential Reg-
ulation on e-Government. Many of the 
weaknesses in routine administrative sys-
tems result from fragmented management 
of data collection, lack of common standards, 
and an unwillingness by system managers 
to share information, resulting in duplicate 
systems being established to collect the 
same data twice. The Satu Data or One Data 

initiative,75 spearheaded by Bappenas and 
the President’s office, is a promising start 
in addressing these issues. Implementing 
these initiatives requires major behavioral 
change, ensuring that program administra-
tors needs are addressed, and helping them 
to see how more centralized data systems 
can produce better quality and more mean-
ingful data. However, careful planning and 
management will be needed to ensure that 
centralization does not inadvertently lead to 
deterioration of data. An expanded One Data 
initiative could focus on: (i) integration of 
data collection, quality assurance and man-
agement across ministries; (ii) establishment 
of data quality standards and standard data 
definitions (including but not limited to, for 
example, the adoption of standard codes for 
districts, subdistricts and villages); and (iii) 
facilitating inter-agency agreement on data 
exchange. In addition, BPKP, the internal au-
dit agency, can play a greater role in verifying 
data quality and monitoring. 

To support the implementation of 
data improvement with integrity, more 
attention is needed on the enabling en-
vironment for ministries to discharge 

their data stewardship functions: (i) the 
capability and financing of ministry data 
centers (typically housed in Secretary 
General’s Office); (ii) cyber security and 
information privacy policies; (iii) incen-
tives for civil servants to specialize in data 
and technology; and (iv) improving the 
quality of government IT procurement 
(for example, modelling the UK Gov-
ernment Digital Service function in the 
Cabinet office, which provides oversight 
of the quality of IT development for the 
Government of the United Kingdom). 

The demand for better data is un-
likely to increase unless the data are used, 
especially in the case of subnational data. 
Improving access to data at the central and 
subnational level to all stakeholders across all 
levels of government and the public is criti-
cal in generating improvements. The budget 
process could be used as an entry point to 
increase the use of data, for example, requir-
ing ministries to substantiate requests for 
funding increases or to introduce new pro-
grams with business cases based on evidence. 
Periodic spending reviews of major spending 
programs should also be undertaken. 75 https://data.go.id/
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T he following recommendations will support Indonesia in better leveraging private finance for infrastructure devel-
opment. A recently completed World Bank Infrastructure Sector Assessment Program (InfraSAP)76 systematically assessed 
how infrastructure is planned, procured, delivered, funded, financed and governed, at the national, sector and subnational 
levels, to identify constraints to commercial and private investment in Indonesia. The InfraSAP covers four cross-cutting 

themes: (i) project planning, preparation and procurement; (ii) the role of SOEs; (iii) the legal and regulatory framework; and (iv) financing, 
as well as four key sectors: (i) energy, (ii) transport (toll roads, ports, airports and urban transit), (iii) water and sanitation, and (iv) urban 
(municipal finance and housing). 

1 2 3 4

Strengthen 
the regulatory 
framework

Reform SOE 
incentives

Enhance pricing Deepen capital 
markets

Apply a clear decision-making 
framework to prioritize private 
financing and conserve scarce 
public resources. 

Subject all business-to-business 
(B2B) transactions to clear and 
consistent procedures designed 
to ensure value and delivery of 
the GoI’s infrastructure agenda 
and develop targeted acceler-
ation plans in key sectors to 
maximize the impact of B2Bs.

Revise regulations and institu-
tional arrangements governing 
PPP project selection, prepara-
tion and government support 
processes. 

Facilitate the mobilization of 
private financing by SNGs.

Reform SOE incentives and 
performance indicators to pro-
mote efficiency gains, further 
harden SOE budget constraints 
and ensure the open, com-
petitive tendering of all new, 
commercially viable projects.

Encourage and better enable 
SOEs to pursue asset recycling, 
but only within an overarching 
framework that maximizes val-
ue and ensures fiscally prudent 
decision-making.

Tariffs need to be increased on 
aggregate, with tariff levels that 
reflect operating cost recovery, 
new financing objectives, and 
what end-users can afford to 
pay.

Introduce new capital market 
solutions and products, cou-
pled with enabling regulatory 
reforms, to maximize the mo-
bilization of capital from both 
domestic and foreign investors.

76 "Indonesia Sector 
Infrastructure Assessment 
Program”, World Bank, June 
2018. Forthcoming

G 
Attract more private sector 
financing for infrastructure 
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In addition, 
there are 
recommendations 
specific to each 
sector to attract 
private sector 
financing

While increasing the efficiency and effec-
tiveness of spending is key, the GoI also 
needs to increase its funding for national 
roads and expressways to meet growth in 
demand and government targets. With 
the estimated annual public investment 
need at IDR 47.5 to 51 trillion, this would 
require about IDR 2 to 6 trillion more of 
budgetary resources than the central gov-
ernment currently spends. However, when 
insufficient fiscal resources are available, it is 
recommended that the GoI prioritizes asset 
preservation over new investment. In terms 
of road development, expressways should be 
prioritized to address the capacity backlog 
on main corridors.

In the roads sector, measures should 
be taken to leverage private sector invest-
ment for expressway development. More 
space for private sector participation should 
be created by BPJT in coordination with the 
MoF through the revision of the Standard 
Concession Agreements to conform with 
good industry practice and the reform of 
SOEs´ incentives to ensure commercially 
prudent behavior in bidding for projects. 
Moreover, BPJT should publish an annual 
monitoring report on the operational per-
formance, asset condition and development 
status of the expressway network. 

In the housing sector, the GoI could 
also support the development of a pub-
lic-private partnership (PPP) framework 
for affordable housing to support access 
to affordable and well-located land. One 
of the main drivers of poorly-located sub-
sidized housing is the high cost of land in 
well-located urban areas. PPPs can leverage 

underutilized urban land to create affordable 
housing. A systematic process of identify-
ing affordable land in well-located areas that 
may belong to SOEs, SNGs, and/or waqf77 is 
a good starting point for PPP pilot projects. 
Technical assistance should be provided 
by central to SNGs to develop feasible PPP 
models for mixed-income, affordable-hous-
ing projects, while the MoF-led PPP unit 
and/or a MoPWH-led grant system could 
provide funding to SNGs for project imple-
mentation. 

Integrating affordable housing as a 
part of the GoI’s current infrastructure 
strategic planning and land development 
by crowding in affordable housing in 
Transit-Oriented Development (TOD) 
projects is another option for producing 
well-located housing. Affordable housing 
can be required as part of TOD projects in 
return for incentives, such as lower land 
and tax costs, reduced parking, expedited 
permitting, and/or density bonuses. With-
out affordable housing as a component of 
infrastructure development, low-income 
housing would certainly be segregated and 
the opportunity for shared prosperity and 
inclusivity would not be realized.

In the water supply and sanitation 
sector, achieving development targets 
will also require the participation of the 
private sector and the utilization of com-
mercial financing in the water supply 
and sanitation sector. Local governments 
should support their PDAM to access dif-
ferent financing sources for (especially me-
dium- and large-scale) capital investment 
through improving their performance and 
creditworthiness. Ministry of Home Affairs’ 
regulations and guidelines on full cost-re-
covery tariffs should be enforced to ensure 
that there is adequate revenue for O&M, 
in addition to small capital investments. 
Meanwhile, central government investment 
should be utilized as incentives for local gov-
ernments and PDAM to continue improving 
their performance, and to leverage non-pub-
lic financing and public funding should be 
targeted toward provision of services for the 
poor through targeted subsidies such as the 
house connections development.

 Improved coordination and fund 
channeling mechanism between cen-
tral-level ministries and different gov-
ernment levels is instrumental in ensuring 
that expenditure leads to increased lev-
els of service. Achieving the GoI’s targets 
for the water supply and sanitation sector 
requires a coordinated approach between 
central and local governments. Local gov-
ernments should be enabled to increase their 
own investment and support their PDAM to 
be able to obtain enough revenue to cover 

their O&M and to invest in improved and 
expanded services. Increase awareness and 
establishment of incentives to encourage 
private sector participation and commercial 
financing will be required to fill the financing 
gap. This will require clarity on the scope and 
confirmation of the legal framework for private 
sector involvement in the water supply sector.

Reforming the regulatory environ-
ment for PDAM may enhance their finan-
cial sustainability. Government Regulation 
No. 54/2017 on Local Government-Owned 
Enterprises (BUMD) has provided clarity 
on profit-generating function of BUMD. 
However, it does not specifically address 
underlying issues causing poor piped-water 
performance in urban areas such as the finan-
cial difficulties of PDAM and therefore their 
inability to invest. The regulations (or lack 
thereof ) preventing PDAM from achieving 
full cost recovery and from reinvesting prof-
its should be reformed. For example, regula-
tion on dividend payment obligations needs 
to be issued soon in order to provide further 
clarity and enforcement in support of Law 
No. 23/2014, which allows PDAM to retain 
their profits for reinvestment toward new 
infrastructure with the approval from the 
wali/bupati. That said, the tariff structure 
for PDAM should still take consideration 
of affordability to avoid further reducing 
incentives to use piped water. The MoHA’s 
regulations on tariff and subsidy (MoHA 
Regulations No. 71/2016 and 70/2016) 
needs to be enforced and implementation 
needs to be monitored and evaluated. To im-
plement this, PDAM should start measuring 
their non-revenue water (NRW) rate (i.e., 
produced water that is lost before it reaches 
the customer through leaks or metering in-
accuracies) as the basis to calculate the real 
full cost-recovery tariff level, including the 
subsidy that might be required to ensure af-
fordability. Given that the average NRW rate 
of PDAM is far in excess of the 20 percent 
standard stipulated in the tariff guideline, 
the MoHA and the MoPWH should modify 
the current requirement, otherwise this will 
cause local governments to set tariffs that are 
below actual cost recovery.

In the water resources sector, in-
troduce SOE-Public-Partnership SPP) to 
identify revenue mechanisms to provide 
alternative long-term financing mecha-
nisms. While they need to cope with a high-
er need for O&M in the future, River-Basin 
Organizations (RBOs) need to generate their 
own revenue from users. It is recommended 
for RBOs to consider possibility of convert-
ing RBOs into revenue receiving entities 
such as BLU and the possibility of introduc-
ing SPP based on PJT management contracts 
of irrigation services in other basins.

77  Waqf is a charitable 
endowment made under 
Islamic law.
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2011 2012 2013 2014 2015 2016 2017 2018 2019
Preliminary

Revenue 15.5 15.5 15.1 14.7 13.1 12.5 12.3 13.1 12.4 

Tax Revenue 11.2 11.4 11.3 10.9 10.8 10.4  9.9 10.2 9.8 

Income Tax  5.5  5.4  5.3  5.2  5.2  5.4  4.8  5.1  4.9 

Sales Tax (VAT)  3.5  3.9  4.0  3.9  3.7  3.3  3.5  3.6  3.4 

Excises  1.0  1.1  1.1  1.1  1.3  1.2  1.1  1.1  1.1 

International Trade 
Tax

 0.7  0.6  0.5  0.4  0.3  0.3  0.3  0.3  0.3 

Other taxes  0.4  0.4  0.3  0.3  0.3  0.2  0.2  0.2  0.2 

Non-Tax Receipts  4.2  4.1  3.7  3.8  2.2  2.1  2.3  2.8  2.6 

Grants  0.1  0.1  0.1  0.0  0.1  0.1  0.1  0.1  0.0 

Total Expenditure 16.5 17.3 17.3 16.8 15.7 15.0 14.8 14.9 14.6 

Primary Expenditure 15.3 16.1 16.1 15.6 14.3 13.6 13.2 13.2 12.9 

CG Expenditure 10.1 10.6 10.7 10.1  8.9  7.8  7.7  8.1  7.7 

Personnel  2.2  2.3  2.3  2.3  2.4  2.5  2.3  2.3  2.4 

Material  1.6  1.6  1.8  1.7  2.0  2.1  2.1  2.3  2.1 

Capital  1.5  1.7  1.9  1.4  1.9  1.4  1.5  1.2  1.1 

Subsidy  3.8  4.0  3.7  3.7  1.6  1.4  1.2  1.5  1.3 

· Energy  3.3  3.6  3.2  3.2  1.0  0.9  0.7  1.0  0.9 

· Non-energy  0.5  0.5  0.5  0.5  0.6  0.5  0.5  0.4  0.3 

Grant expenditure  0.0  0.0  0.0  0.0  0.0  0.1  0.0  0.0  0.0 

Social assistance  0.9  0.9  1.0  0.9  0.8  0.4  0.4  0.6  0.7 

Others  0.1  0.0  0.0  0.1  0.1  0.0  0.1  0.1  0.1 

Transfers to  
Sub-national 

 5.3  5.6  5.4  5.4  5.4  5.7  5.5  5.1  5.1 

Interest  1.2  1.2  1.2  1.3  1.4  1.5  1.6  1.7  1.7 

Primary Fiscal 
Balance

 0.1  (0.6)  (1.0)  (0.9)  (1.2)  (1.0) (0.9)  (0.1)  (0.5)

Overall Fiscal 
Balance

 (1.1)  (1.8)  (2.2)  (2.1)  (2.6)  (2.5) (2.5)  (1.8)  (2.2)

Central Government 
Debt

23.1 23.0 24.9 24.7 27.4 28.3 29.4 29.8 30.2

2011 2012 2013 2014 2015 2016 2017 2018

Revenues 16.9 17.1 16.7 16.7 15.0 14.4 14.3 14.9

Central Government 15.5 15.5 15.1 14.7 13.1 12.5 12.3 13.1

Province 0.9 1.0 1.1 1.1 1.1 1.1 1.1 1.1

District 0.5 0.5 0.6 0.8 0.8 0.8 0.9 0.8

Expenditure 17.5 18.4 19.3 18.4 17.7 16.9 16.7 16.8

Central Government 11.3 11.7 11.9 11.4 10.3 9.3 9.3 9.8

Province 1.3 1.6 1.7 1.5 1.6 1.7 1.8 1.8

District 4.9 5.1 5.7 5.5 5.8 6.0 5.5 5.2

Central Government Fiscal Table, 2011-19 (percent of GDP)

Central, Province and District Government budget realization, 2011-18 (percent of GDP)

TABLE A 1-1.

TABLE A 1-2.

Source: Ministry of Finance, staff calculations

Source: Ministry of Finance, COFIS, staff estimations
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 General Government 2011 2012 2013 2014 2015 2016 2017 2018

Personnel Expenditures 5.2 5.3 5.4 5.3 5.3 5.3 4.9 4.8

Material Expenditures 2.9 3.0 3.3 3.2 3.7 3.8 4.0 4.1

Capital Expenditures 2.9 3.2 3.9 3.1 3.7 3.1 3.1 2.6

Subsidies 3.8 4.0 3.7 3.7 1.6 1.4 1.2 1.5

Grants 0.2 0.5 0.6 0.5 0.6 0.6 0.5 0.5

Social Assistance  
(only at central level)

0.9 0.9 1.0 0.9 0.8 0.4 0.4 0.6

Others (include financial/social 
assistance in districts) 

0.4 0.3 0.3 0.4 0.6 0.8 0.9 0.9

Interest Payments 1.2 1.2 1.2 1.3 1.4 1.5 1.6 1.7

Total 17.5 18.4 19.3 18.4 17.7 16.9 16.7 16.8

 Central Government 2011 2012 2013 2014 2015 2016 2017 2018

Personnel Expenditures 2.2 2.3 2.3 2.3 2.4 2.5 2.3 2.3

Material Expenditures 1.6 1.6 1.8 1.7 2.0 2.1 2.1 2.3

Capital Expenditures 1.5 1.7 1.9 1.4 1.9 1.4 1.5 1.2

Subsidies 3.8 4.0 3.7 3.7 1.6 1.4 1.2 1.5

Grants 0.0 0.0 0.0 0.0 0.0 0.1 0.0 0.0

Social Assistance 0.9 0.9 1.0 0.9 0.8 0.4 0.4 0.6

Others 0.1 0.0 0.0 0.1 0.1 0.0 0.1 0.1

Interest Payments 1.2 1.2 1.2 1.3 1.4 1.5 1.6 1.7

Total (excl. transfers to SNGs) 11.3 11.7 11.9 11.4 10.3 9.3 9.3 9.8

Transfers to SNGs 5.3 5.6 5.4 5.4 5.4 5.7 5.5 5.1

Total (incl. transfers to SNGs) 16.5 17.3 17.3 16.8 15.7 15.0 14.8 14.9

Province-level Government 2011 2012 2013 2014 2015 2016 2017 2018

Personnel Expenditures 0.4 0.4 0.4 0.4 0.4 0.4 0.6 0.6

Material Expenditures 0.4 0.5 0.5 0.4 0.4 0.4 0.5 0.5

Capital Expenditures 0.3 0.3 0.4 0.3 0.4 0.4 0.3 0.3

Grants 0.1 0.4 0.4 0.3 0.4 0.5 0.4 0.4

Others 0.1 0.0 0.0 0.0 0.0 0.0 0.1 0.1

Total (excl. transfers) 1.3 1.6 1.7 1.5 1.6 1.7 1.8 1.8

Transfers / assistance to District-level 
Government

0.4 0.4 0.4 0.5 0.5 0.5 0.5 0.4

Total (incl. transfers) 1.7 2.1 2.1 2.1 2.2 2.1 2.3 2.2

District-level Government 2011 2012 2013 2014 2015 2016 2017 2018

Personnel Expenditures 2.6 2.6 2.7 2.6 2.5 2.4 2.1 1.9

Material Expenditures 0.9 0.9 1.0 1.1 1.2 1.3 1.3 1.4

Capital Expenditures 1.0 1.2 1.6 1.4 1.4 1.4 1.2 1.0

Grants 0.1 0.1 0.2 0.2 0.2 0.1 0.1 0.2

Others 0.3 0.2 0.3 0.2 0.5 0.7 0.8 0.7

Total 4.9 5.1 5.7 5.5 5.8 6.0 5.5 5.2

Composition of economic expenditure by level of government, 2011-18 (percent of GDP)TABLE A 1-3.

Source: Ministry of Finance, COFIS, staff estimations
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2007 2008 2009 2010 2011 2012 2013 2014 2015 2016

Government General Administration 23.2 23.6 25.5 23.7 21.1 22.1 22.3 22.0 23.1 17.1

Defense 3.9 2.7 3.3 3.5 3.7 3.9 4.7 4.4 5.1 4.5

Public Law and Order 3.9 2.8 3.2 3.6 3.6 3.4 3.6 3.7 4.6 5.9

Economy 2.3 1.8 2.0 1.9 1.9 2.0 2.1 1.9 2.4 2.3

Environment 1.3 1.2 1.8 1.3 1.1 1.1 1.4 1.3 1.4 1.5

Housing and Public Facilities 1.3 1.3 1.4 1.8 1.7 1.7 1.8 1.6 1.0 1.7

Health 5.2 4.5 5.3 5.6 5.2 5.2 5.4 5.8 6.9 7.8

Tourism and Culture 0.5 0.4 0.4 0.6 0.6 0.5 0.4 0.5 0.5 0.6

Religious Affairs 0.2 0.2 0.3 0.3 0.2 0.2 0.2 0.2 0.2 0.4

Education 15.6 13.6 18.9 19.4 18.9 17.9 17.3 17.3 19.3 19.7

Social Protection 0.6 0.6 0.7 0.8 0.7 0.7 1.4 1.1 1.5 5.8

Infrastructure 10.2 9.9 11.7 9.9 10.3 10.5 11.2 10.7 14.1 12.9

Agriculture 2.8 2.7 2.6 2.4 2.7 2.8 2.7 2.4 3.3 3.3

Total (excl subsidy and interest 
payment)

71.1 65.2 77.1 74.7 71.7 71.9 74.6 73.0 83.5 83.7

Subsidies 18.9 26.4 13.6 17.3 21.5 21.8 19.3 20.2 9.0 8.0

Interest payments 10.0 8.5 9.3 7.9 6.8 6.3 6.1 6.9 7.5 8.4

Total (incl subsidy and interest 
payment)

100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0

2007 2008 2009 2010 2011 2012 2013 2014 2015 2016

Government General Administration 4.4 4.7 4.3 3.8 3.7 4.1 4.3 4.1 4.2 3.0

Defense 0.7 0.5 0.6 0.6 0.7 0.7 0.9 0.8 0.9 0.8

Public Law and Order 0.7 0.6 0.5 0.6 0.6 0.6 0.7 0.7 0.8 1.0

Economy 0.4 0.4 0.3 0.3 0.3 0.4 0.4 0.3 0.4 0.4

Environment 0.2 0.2 0.3 0.2 0.2 0.2 0.3 0.2 0.3 0.3

Housing and Public Facilities 0.3 0.3 0.2 0.3 0.3 0.3 0.4 0.3 0.2 0.3

Health 1.0 0.9 0.9 0.9 0.9 1.0 1.0 1.1 1.2 1.4

Tourism and Culture 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1

Religious Affairs 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.1

Education 3.0 2.7 3.2 3.1 3.3 3.3 3.3 3.2 3.5 3.5

Social Protection 0.1 0.1 0.1 0.1 0.1 0.1 0.3 0.2 0.3 1.0

Infrastructure 1.9 2.0 2.0 1.6 1.8 1.9 2.2 2.0 2.5 2.3

Agriculture 0.5 0.5 0.4 0.4 0.5 0.5 0.5 0.5 0.6 0.6

Total (excl subsidy and interest 
payment)

13.5 13.1 13.1 12.1 12.6 13.3 14.4 13.4 15.1 14.8

Subsidies 3.6 5.3 2.3 2.8 3.8 4.0 3.7 3.7 1.6 1.4

Interest payments 1.9 1.7 1.6 1.3 1.2 1.2 1.2 1.3 1.4 1.5

Total (incl subsidy and interest 
payment)

19.0 20.0 16.9 16.2 17.5 18.4 19.3 18.4 18.0 17.6

Sectoral composition of General Government expenditure 2007-16 (percent of total)

Sectoral composition of General Government expenditure 2007-16 (percent of GDP)

TABLE A 1-4.

TABLE A 1-5.

Note: actual data for Central Government and for Subnational Governments 2007-2014, budget data for 
Subnational Governments for 2015 and 2016. 
Source: Ministry of Finance, COFIS, staff estimations
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