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FINANCIAL ANALYSIS 

A. Financing Education  
 
1. The government recognizes education’s vital role in fostering long-term inclusive growth 
and reducing poverty and inequality. The National Medium-Term Development Plan (RPJMN), 
2010–2014 and the MP3EI emphasize the importance of the education and training system in 
helping Indonesia improve its competitiveness. There is strong commitment to education reform 
at the national and local government levels. Spending on education as a proportion of gross 
domestic product (GDP) reached 4.8% in 2010, representing 20% of public spending. About 
63% of education spending is at the subnational level. Public spending on higher education has 
increased threefold since 2005 but still represents only 0.45% of GDP (10% of the education 
budget). Only 7% of government spending goes to private higher education institutions (HEIs), 
which account for two-thirds of higher education enrolments.  Trends on public education 
expenditure are shown in Table 1: 

Table 1: Trends on Public Expenditure on Education, 2005–2010 

Indicator 

Actual

2005 2006 2007 2008 2009 2010
Gross Domestic Product (Rp trillion) 2,725.10 3,072.10 3,531.30 4,683.72 5,301.89 4,681.13 
Government Budget (Rp trillion) 508.90 669.90 763.60 1,097.60 1,037.10 1,126.15 
Total Education Budget (Rp trillion) 79.70 120.20 134.60 150.73 207.40 225.23 

     Increase (%)   50.82 11.98 11.98 37.60 8.60 

    Percentage of GDP 2.92 3.91 3.81 3.22 3.91 4.81 

    Percentage of total government budget 15.66 17.94 17.63 13.73 20.00 20.00 
MOEC Education Budget (Rp trillion)  33.90 39.00 43.40 49.70 51.99 55.19 

Higher Education Budget (Rp trillion) 7.79 9.58 12.96 14.06 19.01 22.68 
Polytechnic Education Budget (Rp trillion) 0.54 0.62 1.00 1.05 1.63 1.49 

    Increase (%)   14.71 60.59 5.66 54.89 (8.53) 

    Percentage of total education budget 0.68 0.52 0.74 0.70 0.79 0.66 

    Percentage of central education budget 1.25 1.59 1.84 1.64 2.36 1.77 

    Percentage of MOEC education budget 1.60 1.59 2.30 2.12 3.14 2.70 

    Percentage of higher education budget 6.95 6.48 7.69 7.49 8.58 6.58 
GDP = gross domestic product, MOEC = Ministry of Education and Culture. 
Source: State Budget, Directorate General for Higher Education 
 
2. Public expenditure on higher education grew threefold from Rp7.8 trillion in 2005 to 
Rp22.7 trillion in 2010. Despite this increase, higher education in Indonesia is considered 
underfunded, as this equaled only 0.5% of GDP and absorbed only 11% of the education 
budget and 45% of the MOEC budget in 2010. Almost the entire MOEC higher education 
budget is allocated to public institutions. Despite private institutions’ enrolling two-thirds of all 
students, less than 7% of the total government education budget goes to them. Budgetary 
support covers part of teachers’ salaries, equipment, fellowships for teaching staff, and 
competitive grants. 
 
 
 



 

B. Financing Polytechnic Education 
 
3. Allocations to public polytechnic institutions as a percentage of higher education peaked 
at almost 12% in 2007 but decreased to 7% in 2010, which is considered inadequate for the 172  
public and  private polytechnic institutions. Most of the MOEC’s budget is allocated to public 
institutions, with only 7% allotted to private institutions despite the private sector’s share of more 
than half of the student enrolment. Public polytechnic institutions are financed primarily from 
government. Government budgetary allocations to polytechnic institutions are for development 
and recurrent costs. Self-generated funds are mainly from student tuition and fees, though in a 
few more-established institutions funds from outside agencies are significant. Self-generated 
revenue is recurrent budget used for operating and maintenance. At present, only 15%–20% of 
self-generated revenue is allocated to capital investment. Recurrent expenditures have 
increased more quickly than development expenditures. 
 
4. Routine expenditures are on personnel (46%), goods (49%), and social expenditures 
(5%). Development budgets and expenditure on equipment have been rising since 2005. 
Personnel costs have likewise risen with the implementation of the teachers’ law, which 
provides for additional salary and benefits tied to certification. There are huge variations in fund 
generation and expenditure among these institutions, with Polytechnic Negeri Bandung in 
Jakarta and Malang generating the most funds from both government and private sources. This 
is mainly attributed to student enrolment, the size of facilities, and ability of the institute to 
undertake income-generating activities. 
      
5. Per capita student cost. Average annual per capita expenditure grew from Rp8.2 
million in 2005 to Rp20.0 million in 2009 in the 27 public polytechnic institutions. Allocation for 
development expenditure was 35%, and 65% was spent on recurrent costs. In 2009, per capita 
recurrent cost ranged from Rp11.3 million in Politeknik Negeri Medan (which has 4,100 
students) to Rp51.9 million in Politeknik Pertanian Negeri Samarinda (418 students), indicating 
inequitable allocation. The huge variation in per capita cost is attributed mainly to student 
numbers, facilities, and other factors in each institution relative to budget allocation. 
     
6. Teacher salaries. Most staff of public polytechnic institutions are civil servants and have 
to follow the universal civil service salary structure fixed by the central government. As with other 
civil servants, teachers’ earnings have historically been low. The new teacher certification 
program addresses some of these problems by increasing base salaries for those teachers that 
have higher qualifications, perform better, and/or are located in remote areas. According to the 
new teachers’ law requires that all teachers’ salaries be doubled upon certification and that 
teachers receive a functional allowance of a further 20%–30% of the base salary, depending on 
their civil service grade. Teachers in remote and disadvantaged areas will have their salaries 
tripled upon certification and receive a special location allowance in addition to the professional 
and functional allowances. The new law states that the government will allocate budget funds to 
provide scholarships or educational grants to incumbent teachers to enhance their academic 
qualifications and prepare them for certification. By 2012, all new lecturing staff will require a 
master degree qualification.  S2 qualification.  
 
7. Budgetary system. Budgetary resources are provided mainly by state budgets 
Polytechnic institutions receive resources mainly from central expenditures, primarily through 
the MOEC and 15 other ministries and agencies, such as the Ministry of Industry, Ministry of 
Manpower and Transmigration, as well as from regional budgetary allocations. Few resources 
are mobilized by the polytechnic institutions from production units or through linkages with 
industry. Funds for polytechnic institutions are allocated from central budgets based on ceilings 
provided by the Ministry of Finance (MOF). Polytechnic institutions are required to prepare 



 

strategic plans and annual budgets, as per the education strategic plan, 2010–2014. Budget 
allocations are categorized as self-generated, investment, or recurrent. Recurrent expenditures 
are mainly to cover personnel costs and maintenance of facilities, based primarily on historical 
and other allocation mechanisms. The DGHE in MOEC has recently implemented performance-
based budgeting to improve quality. The DGHE prepares part of the investment budget using 
this method and prescribed performance indicators and general programs. Routine 
expenditures are allocated separately based on salary costs, facilities, and other parameters. 
The plans are consolidated and negotiated between MOEC, the National Planning Development 
Agency, and MOF for final approval by Parliament. Since the implementation of the unified 
budgeting system in 2002, MOEC has implemented separate web-based financial management 
systems for planning, budgeting, processing payments and budget execution, and accounting. 
Financial accountability is left to the auditors. 
 
8. Budgetary allocations for public polytechnic institutions flow directly to the individual 
institutions for recurrent and development expenditures based on approved budgets. Routine 
expenditures for salaries and operational costs are sent to public polytechnic institutions from 
MOF. For development expenditures related to quality improvement, funds are sent to 
polytechnic institutions through the DGHE as competitive block grants. Polytechnic institutions 
maintain two bank accounts, one for revenues and the other for expenditures. Under 
government regulation No. 66, self-generated income is reverted back to the MOF local 
treasury. Funds for maintenance are allocated according to a funding formula that considers 
student number, the size and condition of facilities, and historical spending. Personnel expenses 
are based on civil servants salaries and are disbursed to staff through the polytechnic 
institutions. Under the new financial regulations, institutions are mandated to remit self-
generated income to the state treasury, and any use of the funds should be substantiated by 
proposals for approval. Income-generating activities are considered as non-tax revenue by the 
governmentThis new amendment to the law is a disincentive for institutions to generate income, 
which partly covered incentives to teachers. 
 
9. Polytechnic outlook. Government priorities in education master plan 2010–2014 
include (i) developing a school-based costing mechanism that employs data from a local index 
on community buying power and (ii) further refining the policy framework to support 
performance-based budgeting and a medium-term expenditure framework. Financing policy 
options include (i) the implementation of a training levy; (ii) cost sharing with students; (iii) 
income self-generated by polytechnics; (iv) resource mobilization by local governments; (v) 
establishing a policy on polytechnics’ legal status; (vi) increased competitive block grants to 
polytechnic institutions to encourage good governance, investment, and research; (vi) pro-poor 
programs through scholarships, student loans, and vouchers; (viii) restructuring public financing; 
(ix) providing tax incentives for private donations and university–industry collaboration; (x) 
financing private higher education; and (xi) dealing with staff compensation issues. Innovative 
financing policies and studies will be required to provide an enabling environment for both public 
and private polytechnic institutions. Such policies may include reinstating the financial autonomy 
law, resource mobilization, performance-based planning and budgeting systems, corollary 
capacity building in financial systems improvement, and monitoring. It is proposed that costs be 
allocated for piloting of such system reforms as a training levy from enterprises, competitive 
grants, onlending to the private sector, a pro-poor and merit-based voucher system, and other 
quality and access inputs.  
 
 
 
 



 

C. Financial Sustainability 
  

10.   The Government’s contribution to the Project is included in the budget and estimated at 
$17.6 million over 5 years, which will be about 2.2% annually of the total budget  for polytechnic 
education; and less than 0.15% annually of the higher education budget. Considering the strong 
commitment of the Government to further increase the budget allocation for higher education in 
general and polytechnic education in particular, it can be assumed that the project activities are 
sustainable. The Government confirmed that sufficient funds will be made available at the 13 
project polytechnic institutions to cover expenditures for utilities, operation and maintenance 
(O&M), purchase of consumables to operate training workshops and newly procured equipment, 
and to cover training measures. By upgrading facilities and fostering entrepreneurial 
management approaches, the project is expected to contribute to reductions in O&M costs at 
the polytechnics and create new income earning opportunities which will lessen the burden on 
the public funding.  Project iinitiatives for improved governance, accountability, and financing in 
polytechnic institutions have the potential to further ensure cost effectiveness and long-term 
sustainability. 
 




