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EXECUTIVE SUMMARY 

 The response of the Asian Development Bank (ADB) to the financial crisis that engulfed 
Indonesia (and several other Asian countries) beginning in July 1997, was prompt and 
comprehensive. Following the crisis, ADB quickly reoriented its operational strategy for 
Indonesia, and provided lending and nonlending support (NLS) in a variety of ways. The lending 
support comprised five largely quick-disbursing loans, totaling $2.8 billion, during 1998-1999. 
These loans, collectively referred to as Crisis Support Loans (CSLs), formed a part of the initial 
crisis assistance package of $18 billion, put together by the International Monetary Fund in 
November 1997. The key aspects of NLS included establishing more interactive processes for 
coordination with other funding agencies and the Government, extensive review of the existing 
loan portfolio to redirect resources for better management of the crisis, acceleration of 
disbursement mechanisms, policy advisory support through technical assistance, and provision 
of additional staff resources for Indonesian operations. 
 
 Recognizing that the crisis started to have a particularly strong impact on Indonesia, 
ADB acted very fast and flexibly to approve the first two CSLs, the Financial Governance 
Reforms Sector Development Program (FGRSDP) for $1.5 billion and the Social Protection 
Sector Development Program (SPSDP) for $300 million in June and July 1998, respectively. 
These were followed by the Health and Nutrition Sector Development Program (HNSDP), the 
Power Sector Restructuring Program (PSRP), and the Community and Local Government 
Support Sector Development Program (CLGSSDP) with a combined loan amount of just over  
$1 billion, all approved in March 1999. 
 
 The objective of FGRSDP was to bring about transparency and improvements in 
financial governance, particularly in banking, bank supervision, and capital markets. This 
objective directly addressed the lack of transparency and poor governance of commercial 
banks, which were perceived to be among the main causes of the crisis. SPSDP and HNSDP 
were designed to provide social protection to the poor, particularly students, pregnant mothers, 
street children, and other vulnerable groups, who had been affected most by the crisis. These 
programs were timely and their objectives were highly relevant to crisis management or 
amelioration of social costs of the crisis. CLGSSDP supported the Government’s 
decentralization program, which had gained momentum during the crisis, and its investment 
component sought to provide employment opportunities to the poor through locally planned and 
executed investments in basic infrastructure and services. PSRP pursued long-pending power 
sector reforms, such as tariff review, unbundling and financial rehabilitation of the power utility, 
Perusahaan Listrik Negara (PLN), and development of competitive electricity markets, as well 
as renegotiations with independent power producers. 
 
 A common purpose implicit in all the CSLs was to provide liquidity and budgetary 
support to the Government through quick-disbursing policy loans. This was partially achieved, 
as delays occurred in compliance with conditions on the release of the second and subsequent 
tranches. The crisis was seen as an opportunity to initiate difficult and challenging reforms, such 
as the move toward a multi-buyer-multi-seller electricity market under PSRP. While the 
Government fully “owns” PSRP, efforts at building ownership at the level of implementing 
entities and personnel have not always been fruitful. In its eagerness to obtain quick-disbursing 
funds, the Government may have made commitments without fully weighing either the 
underlying implications or the difficulties of implementation in a compressed timeframe. The 
political instability in the country and the increase in the price of crude oil, which is a significant 
revenue source for Indonesia, also appear to have dampened the Government’s enthusiasm to 
push ahead with major reforms. 
  



 

 

 

The investment component under SPSDP made a substantial and multidimensional 
contribution to the amelioration of the social costs of the crisis, while the potential contribution of 
the investment components of HNSDP and CLGSSDP has been affected by their slow 
implementation. The investment component of FGRSDP was untimely in relation to the crisis, 
and is likely to be cancelled.  
 
 The flexibility and vigor displayed during the processing of CSLs was not sustained by 
ADB and the Government, particularly the Ministry of Finance, during post-approval phases. 
Expeditious and pragmatic support for solving routine implementation problems, such as 
recruitment of consultants, was inadequate. Similarly, ADB’s support to the Government on 
policy matters and its involvement in policy dialogue between the Government and multilateral 
financial institutions (MFIs) could have been stronger.  
 
 In the wake of increasingly globalized financial markets, a recurrence of similar crises in 
the future cannot be ruled out. Key lessons emerging from the CSLs and NLS so far confirm 
that, in its capacity as the region’s premier development institution, ADB has a clear role and 
responsibility in helping developing member countries overcome crises; ADB has no option but 
to provide assistance. However, crisis assistance needs to be distinguished from normal 
development assistance. It should focus on restoring investor confidence as quickly as possible, 
rather than on building development capacity over medium to long term. Lending support during 
a crisis needs to be mostly quick-disbursing, and provided with urgency, and in conjunction with 
the required NLS. Finally, crisis assistance should be supportive of reforms to remove structural 
weaknesses and policy distortions that have a direct causal relationship with the crisis. 
Leveraging such assistance to pursue reforms that are not immediately relevant to the crisis can 
delay disbursement and thus frustrate quick provision of liquidity and budgetary support.  
  
 Another lesson is that the implementation of CSLs requires the same sense of urgency, 
flexibility, and support, as given during the stages leading to approval. In particular, a degree of 
flexibility is needed in implementation of ADB’s standard procedures for engagement of 
consultants, procurement, and disbursement. Presence of staff in the field (such as the 
Extended Mission to Indonesia) with authority to dispose of routine matters concerning 
procurement, consulting services, etc. is also essential for this purpose. Conversely, lack of 
such authority at the field level causes delays and dilutes the effectiveness of assistance. 
 
 The main recommendations for the future include the need to refine the framework for 
crisis assistance, including a further adaptation of the recently introduced special program loan 
modality. There is a need for flexible application of standard procedures, more effective internal 
coordination, and empowered field presence in crisis situations.  ADB needs to be selective in 
the elements of any reform agenda that it attaches to crisis assistance, so as to be able to 
deliver emergency assistance rapidly. ADB needs also to address the question of internal 
capacity building to be better prepared for analyzing and intervening in future crises, effectively 
participating in policy dialogue between governments and MFIs, and rendering sound policy 
advice to governments. Finally, ADB has to consider possible ways in which it can catalyze 
provision of the needed resources to developing member countries during crises while 
maintaining its own financial strength. Possible options could include leveraging its guarantee 
products to encourage private sector involvement in crisis management, and proactively 
supporting the development and operations of regional funding arrangements, such as the 
Association of Southeast Asian Nations swap arrangement, the Chiang Mai Initiative, and other 
similar arrangements as may emerge in the future with consensus among funding agencies. 



 

 

 

 

I. INTRODUCTION 

 
 

A. Background 

 
1. The Asian financial crisis began in Thailand in mid-1997 and spread quickly into 
Indonesia and other vulnerable countries of East and Southeast Asia. It exposed structural 
weaknesses in the Indonesian economy and the severity of its financial sector problems. The 
crisis hit Indonesia particularly hard because of rapidly eroding government credibility, political 
unrest arising out of uncertainty about the upcoming presidential elections, social tensions 
culminating in student uprisings against then President Soeharto, and May 1998 riots triggered 
by the shooting of students during a demonstration in Jakarta. These factors shattered investor 
confidence in the economy and the country’s ability to meet payment obligations. The rupiah 
devalued precipitously, at one point losing 85 percent of its value against the United States 
dollar from the precrisis exchange rate, and became highly volatile. The stock market fell 
sharply and interest rates and consumer prices rose steeply. Widespread payment defaults 
across the economy caused the flow of funds within the corporate sector, and between the 
corporate and banking sectors, to freeze. The banking system collapsed. The number of 
unemployed and poor people rose sharply. In short, the whole economy and society plunged 
into a state of shock.  
 
2. To stabilize the currency, Bank Indonesia, the central bank, intervened in the market,  
widened the exchange rate band, later floated the rupiah (in mid-August 1997), and tightened 
money supply by raising interest rates. When these measures failed, the Government of 
Indonesia invited the International Monetary Fund (IMF), World Bank and Asian Development 
Bank (ADB)1 for help. In response, IMF approved a $10 billion loan under its standby 
arrangement in November 1997 to support the Government’s Crisis Management and 
Resolution Program (CMRP). However, the crisis continued to deepen with the rupiah 
depreciating even more rapidly than before, following the ill-timed and hastily prepared program 
of bank closures in early November 1997. Together with increasing concerns about the 
credibility of the Soeharto regime, mixed signals about the Government’s resolve to fulfill the 
commitments made to IMF under the CMRP, the issuance of a Presidential Decree in 
September 1997 canceling or deferring a number of public and private sector projects while 
retaining others (in which favored groups had vested interests), and mounting political 
uncertainty, these developments contributed to further and rapid erosion of investor confidence. 
Figure 1 gives an overview of how these developments impacted on the exchange rate. 
Appendix 1 presents a chronology of significant events during the build-up to the crisis and 
crisis assistance of multilateral financial institutions (MFIs). 
 

                                                 
1  Collectively referred to as multilateral financial institutions (MFIs). 



 

 

 

Figure 1: Key Events During the Crisis 
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 3.  Against this background, ADB was called on to participate in the financing of the CMRP 
and provide nonlending assistance. In response, ADB reoriented its operational strategy for 
Indonesia, and provided the Government with lending and nonlending support (NLS) using a 
variety of modalities (Box 1). These included five largely quick-disbursing loans totaling $2.8 
billion (para. 5), together referred to as crisis support loans (CSLs); the establishment of more 
interactive processes for coordination with the Government and other funding agencies; 
extensive review and restructuring of the loan portfolio to redirect government resources to meet 
the priorities of crisis management and provide additional capacity for ADB’s crisis-related 
lending to Indonesia; acceleration of disbursement mechanisms; and provision of policy advice 
through technical assistance (TA). 
 
4. The CMRP was aimed at stabilization of the economy (by reducing exchange rate 
volatility), and implementation of urgently needed reforms in financial and real sectors that were 
needed to manage and resolve the crisis. The main objectives of MFIs’ assistance in support of 
the CMRP, therefore, were to (i) urgently augment the Government’s resources by quick 
provision of funds, (ii) improve governance of the financial sector, and (iii) support important 
crisis-related structural reforms.  Pursuing these objectives was critical to restoring investor 
confidence. Subsequently, as the gravity of the crisis-related poverty and social costs was fully 
realized, amelioration of these costs became an even more urgent and critical objective of 
external financing, so as to avoid the possibility of eruption of a social crisis. IMF initially 
estimated that the implementation of the CMRP would require external financing of $18 billion in 
balance of payments support, most of it within 1998, and invited cofinancing from ADB and the 
World Bank in the amounts of $3.5 billion and $4.5 billion, respectively, to supplement its own 
loan under the standby arrangement. 



 

 

 

 
 

Box 1 
 

Nonlending Crisis Support to Indonesia 
 

• ADB reoriented its operational strategy for Indonesia to respond rapidly to the changed priorities under 
the crisis. An Interim Operational Strategy was adopted in early 1998 to demonstrate that the crisis 
needed focused attention, and that ADB would fully participate in its resolution. 

• Unprecedented funding agency coordination in tackling the crisis was seen. Mechanisms were rapidly 
improvised for more interactive and proactive coordination among agencies, and between the 
Government and agencies: 

 
- interim and informal Consultative Group on Indonesia meetings; 
- more frequent, prolonged, and coordinated visits of senior staff of major agencies (including 

ADB) for consultations among themselves and with the Government; and 
- key contact points set up by the Government and agencies to avoid ambiguity in coordination 

and multiplicity in contacts. 

• Substantial additional staff resources were committed: 
 

- frequent staff visits and prolonged stay in Indonesia; and 
- the establishment of ADB’s Extended Mission to Indonesia. 

• Extensive restructuring and monitoring of portfolio aimed at: 
 

- reducing the Government’s financial burden by portfolio review (“spring cleaning”) of slow  
projects; 

- creating headroom for  ADB to respond to new funding requirements; 
- accelerating disbursements under projects that could be implemented more speedily through 

close monitoring; and 
- introducing faster disbursement mechanisms to protect development expenditure, and to avoid 

the vicious circle whereby budgetary difficulties necessitated a cut in development spending 
which reduced flows of aid funds. 

• Technical assistance was provided for substantial policy advisory support to manage the 
unprecedented economic and social transition triggered by the crisis. 

 
 
5. In all, ADB approved five CSLs totaling $2.8 billion (Table 1 and Appendix 2), and TA 
grants totaling $11.4 million to Indonesia during 1998 and 1999 for managing the crisis. These 
were preceded by a $38 million facility made available out of ADB’s ongoing projects to support 
labor-intensive works as means of temporary employment for the newly unemployed.  In 
addition, ADB undertook a review of its portfolio, taking into account the reduced availability of 
counterpart funds and the changed priorities after the crisis. This resulted in the cancellation of 
loans amounting to about $900 million in 1998 and about $660 million in 1999-2000, thereby 
reducing Indonesia’s debt burden and providing headroom for crisis-related assistance. This 
study focuses on the evaluation of the CSLs and NLS, which are collectively called ADB’s Crisis 
Management Interventions (CMIs) in Indonesia. The study is aimed at obtaining and analyzing 
real-time feedback from the CMIs in terms of their appropriateness, adequacy, and 
effectiveness in relation to the crisis, as well as the speed of ADB’s response to the 
Government’s request for assistance to manage the crisis. The study also provides an interim 
assessment of the CMIs to the extent permitted by current evidence. Based on these analyses, 
the study attempts to identify lessons from experience and key issues for the future, and offers 
recommendations for consideration in responding to future crises of a similar nature.  



 

 

 

 
Table 1: ADB’s Crisis Support Loans and Technical Assistance to Indonesia 

 

Program 
Intervention Date of 

Approval 
Amount 

Approved 
($ million) 

Purpose 

     
1. Financial Governance Reforms SDP 
 

(a) Program Loan (1618) 
 

(b) DFI Loan (1619) 
(c) Equity Investment (7148) 
(d) TA Loan (1620) 

 
 

Policy 
 

Investment 
Investment 

TA 

Jun 98  
  
 1,400.0 
 
 47.0 
 3.0 
 50.0 

 
 
To strengthen governance of the financial 
sector. 
For onlending to SMF. 
For Investment in SMF. 
To support commercial bank restructuring, 
capacity building of government agencies, and 
improvements in governance. 

     
2. Social Protection SDP 
 

(a) Program Loan (1622)  
 
(b) Project Loan (1623)  

 
 

Policy 
 

Investment 

Jul 98 
 

 
 
 100.0 
  
 200.0 

 
 
To improve delivery of education and health 
services. 
To protect the access of the poor to social 
services during the crisis, maintain quality of 
services, and support policy initiatives under 
the program loan. 

(c) Three TA Grants 
  (3041, 3042, 3043) 

TA   2.9 For monitoring and evaluation, and capacity 
building. 

  Supplementary TA Grant 
 (3041) 

   3.0  

     
3. Power Sector Restructuring 
 Program 
 

(a) Program Loan (1673) 
 
(b) TA Loan (1674) 

 
 
 

Policy 
 

TA 

Mar 99 
 
 

 
 
 
 380.0 
  
 20.0 

 
 
 
To restructure power sector and establish 
competitive electricity market. 
For capacity building for establishment of the 
competitive electricity market. 

     
4. Health and Nutrition SDP 
 

(a) Program Loan (1675) 
 
(b) Project Loan (1676)   

 
 

Policy 
 

Investment 

Mar 99 
 

 
 
 100.0 
 
 200.0 

 
 
For strengthening and decentralizing health 
sector management. 
To ensure continued access to basic health 
and nutrition services. 

 (c) Two TA Grants (3175, 3176) TA   2.0  For monitoring and evaluation and capacity 
building. 

 Supplementary TA Grant (3175)     1.0  
     
5. Community  and Local Government 
 Support SDP 
 

(a) Program Loan (1677) 
 
(b) Project Loan (678) 

 

 
 
 

Policy 
 

Investment 

Mar 99   
  
 
 200.0 
 
 120.0 

 
 
 
To support the Government’s decentralization 
program. 
For poverty reduction through improved 
access to basic services and labor-based 
infrastructure development. 

(c) Three TA Grants  
 (3177, 3178, 3179) 

TA    2.5 For capacity building and improvements in 
governance. 

   
 Total ADB Assistance for CMIs  

    
 2,831.4 

 

     

ADB = Asian Development Bank, CMIs = Crisis Management Interventions, DFI = Development Finance Institution,  
SDP = Sector Development Program, SMF = Secondary Mortgage Facility, TA = technical assistance. 
 
 
 
 



 

 

 

B. Approach and Methodology 

 
6. The study2 is forward-looking in terms of drawing lessons for the future, and recognizes 
the extraordinary circumstances and the urgency under which crisis support had to be provided.  
The first two CSLs were designed amidst unstable conditions and uncertainties, and varying 
degrees of comprehension of the nature, depth, and extent of the crisis on the part of all 
concerned, namely the Government; private sector and foreign investors; credit rating agencies; 
researchers; and the MFIs. There was also a lack of reliable information, and a great deal of 
unpredictability and confusion, as bewildering changes were unfolding all the time. Keeping this 
in mind, it would not be meaningful to view, with the benefit of hindsight, the actions taken by 
ADB in response to the crisis in terms of what should have been done or what might have been 
the perfect design; rather, it is appropriate and useful to consider what should be done 
differently in the future if the need for similar assistance arises.      
 
7. The study will review the experience and performance of the CMIs with reference to the 
crisis-related objectives referred to in para. 4. Accordingly, the study will focus on the following: 
the process and speed of response in terms of approval and disbursement of funds; relevance, 
appropriateness, and effectiveness of the CSLs as confidence-building measures; amelioration 
of social costs; contribution to the furtherance of structural reforms relevant to the crisis; and 
efficacy of NLS. The choice and prioritization of reforms, and sequencing of reform actions, is 
particularly important during a crisis, since there can be a multitude of reforms options covering 
various aspects of a country’s economic and sociopolitical life. Ordinarily, developing member 
countries (DMCs) of ADB deal with a large and wide-ranging reform agenda. However, not all 
structural reforms can be considered to merit immediate attention during a crisis. To determine 
the relevance of any structural reforms to crises, it is necessary to (i) establish a causal 
relationship between the crisis and a structural weakness, (ii) consider whether the removal of 
that structural weakness would contribute to the resolution of the crisis, and (iii) assess the 
timeframe required to implement the reforms needed for removing the structural weakness.3 
IMF characterized the reforms to be associated with the CMRP as “wide-ranging structural 
reforms to enhance economic efficiency and transparency.” The study considers such structural 
reforms that could possibly make a direct and important contribution to managing the crisis 
through enhancing economic efficiency and transparency as appropriate and deserving of 
priority as a CMI. By the same token, reforms with negligible or weak or delayed impact on crisis 
resolution would be considered inappropriate in the context of crisis management assistance, 
even if these are otherwise relevant to Indonesia’s development goals. 
 
8. The study will also evaluate the NLS in the crisis context. It will examine whether the 
NLS was timely, appropriate, adequate, effective and efficacious, and draw relevant lessons for 
the future. 
 
9.  The context of the study, essentially, is the special circumstances of the crisis and 
ADB’s CMIs, and not the general development context in which ADB assists its DMCs in normal 
circumstances. This is so because differences in the timeframe over which impact is required is 
the key feature that distinguishes crisis from noncrisis situations. Accordingly, the findings of the 
study should not be seen as the sole basis of future evaluations of the reform programs 
supported by the CSLs. Those evaluations would view these programs in the ordinary 
development context and rate them on the basis of standard evaluation guidelines. Based on 
this premise, the study examines in particular the following aspects of the CMIs. 
                                                 
2  The study was undertaken by an Evaluation Mission led by Aftab A. Qureshi, Senior Evaluation Specialist, and 

assisted by an International Consultant (Dr. V.V. Desai) and two domestic consultants (Ms. Hariati Sudiro O’Brien 
and Ms. Sri Djuarini). 

3  Stiglitz, Joseph E. “Knowledge for Development: Economic Science, Economic Policy, and Economic Advice.”  
Annual World Bank Conference on Development Economics. 1998. 



 

 

 

 
10. Appropriateness. Whether the objectives and the possible outputs of the CMIs were 
relevant to and important in dealing with the priority concerns in managing the crisis, such as 
restoring investor confidence and stabilizing the economy, ameliorating the social costs, and 
urgently resolving structural constraints (weaknesses) underlying the crisis, and whether the 
CMIs, individually and collectively, constituted adequate and effective support to the 
Government in its efforts to manage and resolve the crisis.   
 
11. Process and Speed. Whether the internal and external processes followed for 
formulating, processing, and delivering assistance under the CSLs were in tune with the 
urgency imposed by the crisis. How were the important requirements in regard to stakeholder 
participation, broad based ownership and transparency balanced with the urgency of delivering 
the assistance? Was effective coordination maintained with other funding agencies to maximize 
synergy between ADB’s CMIs and their respective crisis-assistance activities? How was project 
quality safeguarded while it met the needs of expediency during the crisis? Were any avoidable 
delays experienced owing to ADB procedures or decisions during processing and disbursement 
of the CSLs and implementation of TA? Did ADB demonstrate sufficient flexibility to adapt 
internal procedures to suit the requirements of implementation under conditions of crisis? Was 
the NLS sufficient and timely? 
 
12. Design. How effective was the instrument/modality adopted for individual CSLs to 
support the attainment of the objectives of the CMIs?  Were the scope and structure of the 
CSLs suitable to facilitate efficient and timely achievement of the objectives of crisis assistance? 
Did the planned implementation arrangements and time schedules reflect the uncertainties and 
discontinuities implicit in crisis situations? Did implementation arrangements sufficiently take 
into account the involvement of many new and inexperienced implementing agencies and 
strategies? Were the timetables for compliance with conditionalities based on a realistic 
assessment of the institutional arrangements and the limited implementation capacity in the 
Government, given the nature of the stipulated actions? Was the need for stakeholders 
participation in the design and formulation of the CSLs properly balanced with the urgency 
imposed by the crisis? Did the design provide for adequate post-approval support to 
implementing agencies from ADB?  Were the modalities of NLS appropriate and adequate? 
 
13. Interim Impacts. What is the status of implementation of individual CSLs? Has the 
implementation progressed as per the envisaged time schedules? What are the causes of 
actual or expected major delays, if any? What impact might delayed and/or unsatisfactory 
implementation have on the achievement of CMI objectives?  What are the indicative, 
preliminary results available from the ongoing implementation of individual CSLs? Are they 
progressing towards the goals as originally envisaged? Are any corrective actions or midcourse 
adjustments required and possible, to ensure that the desired goals will be achieved? What 
conclusions can be drawn from the available indicative results as to the contribution of the CSLs 
to the implementation of the CMRP and the resolution of the crisis? How effective has NLS 
been in achieving the objectives of the CMIs? 
 
14. Based on the above, an interim evaluation of individual CSLs and NLS is presented in 
chapter II.  The overall assessment of the CMIs follows in chapter III while lessons learned, key 
issues for the future, and recommendations are contained in chapter IV.  



 

 

 

II. INTERIM EVALUATION 

 

A. Appropriateness and Relevance 

 
15. The appropriateness of the CMIs needs to be considered in light of their stated 
objectives, namely stabilization of the economy, restoration of investor confidence, removing the 
structural constraints (weaknesses) underlying the crisis, and ameliorating the crisis-induced 
social costs. The relevance and effectiveness of the CSLs can also be judged in terms of the 
sectors ADB chose for the CMIs. This aspect is examined in para. 64. Individually, the 
relevance of the CSLs to these objectives varies: some were highly relevant, others less so. The 
first and by far the largest CSL was the Financial Governance Reforms Sector Development 
Program (FGRSDP). Given that the financial sector was the epicenter of the crisis, improving its 
governance was not just a most pressing need, it had also become an essential precondition of 
international assistance to Indonesia. Thus, FGRSDP’s principal aim was to enhance the 
viability and credibility of the financial sector as quickly as possible by improving its governance. 
It formed an important and integral part of the CMRP, which was supported by the “rescue” 
package of $18 billion arranged by IMF with cofinancing from ADB and the World Bank.4 The 
program was closely coordinated among the three MFIs: IMF was to focus primarily on 
macroeconomic issues, while in the financial sector, ADB was to strengthen the capacity and 
performance of Bank Indonesia and the World Bank to meet the restructuring needs of the 
state-owned banks. An understanding was later reached whereby ADB would help in preparing 
restructuring plans for “viable” private commercial banks, i.e., those meeting a defined threshold 
of capital adequacy, and the World Bank such plans for other banks. 
 
16. FGRSDP comprised a quick-disbursing policy loan of $1.4 billion, and an investment 
component5 and a TA loan of $50 million each. Its strategy was to improve financial sector 
governance through adopting best governance practices, increasing transparency, and 
strengthening the legal and regulatory framework of the sector, and through improving public 
financial management.  Its scope centered on banking, which was of crucial importance in the 
financial sector and had significantly contributed to the crisis. The foremost aim of FGRSDP was 
to build a credible information base to determine the true position and asset quality of 
commercial banks and thereby both demonstrate the Government’s commitment to 
transparency and provide the basis for restructuring the banks. FGRSDP also paid priority 
attention to strengthening the supervisory capacity of Bank Indonesia, which was a prerequisite 
for implementing financial sector reform. In the public financial management area, FGRSDP 
aimed to review the anticorruption law and help implement an anticorruption strategy, enhance 
transparency and accountability of public sector operations, and build capacity in two key 
institutions closely involved in public financial managementBadan Pendidikan dan Ltihan 
Keuangan (BPLK), the Financial Education and Training Agency of the Ministry of Finance, and 
the Badan Pengawas Keuangan dan Pambanguan (BPKP), the State Audit Board. All these 
measures were highly relevant to the objectives of FGRSDP.  

                                                 
4  IMF expected to expand the  “rescue” package by infusion of $5 billion from Indonesia’s foreign assets increasing 

its size to $23 billion. In addition, IMF also organized pledges of support from bilateral aid agencies for a “second-
line-of-defense” amounting to $25 billion. 

5  Comprising a loan of $47 million (Loan 1619-INO) and equity investment of $3 million (Investment 7148). 



 

 

 

17. ADB also used FGRSDP as a vehicle to pursue capital market reforms, such as 
improving governance of stock exchanges, enhancing investor protection, introducing prudential 
practices in insurance and securities firms, capacity building of Badan Pelaksana Pasar Modal 
(BAPEPAM), the Capital Markets Regulator, and establishing a Secondary Mortgage Facility 
(SMF) to promote housing finance and a bond market. All these measures were desirable for 
developing capital and bond markets, even if their immediate relevance to crisis management 
was not self-evident. However, the proposal to establish the SMF as a building block to develop 
a long-term bond market appears to have been impractical and distracting in the context of the 
crisis. Although development of a bond market was, and remains, highly desirable to reduce 
dependence on external debt, which itself may have been a cause of the crisis, the feasibility of 
this action was questionable in the market conditions of the time. While the full extent of the 
weaknesses in the banking and capital markets was not known in November-December 1997 
when FGRSDP was being formulated, the situation had become clearer by January-February 
1998. Almost all the banks were insolvent, interest rates had exceeded 70 percent, and even 
Bank Indonesia could not raise debt of more than a few months maturity. Launching SMF in 
those circumstances was untimely, and its inclusion as a condition for the release of the third 
tranche reflected misplaced urgency. It is understood that the Government has since requested 
cancellation of the investment component. This appears to deserve favorable consideration. 
 
18. The Social Protection Sector Development Program (SPSDP) comprised a quick- 
disbursing policy loan of $100 million, a project or investment loan of $200 million, and three TA 
grants totaling  $5.9 million.6 SPSDP directly addressed a major concern caused by the crisis, 
namely a rapid rise in the incidence of poverty, which was threatening to reverse past gains in 
poverty reduction, was putting at risk the future of many young Indonesians, and was risking the 
eruption of a social crisis. It provided for the urgently needed social safety net to ensure 
continued access of vulnerable groups to essential social services, especially education and 
health, besides initiating sustainable policy reforms related to the provision of key social 
services for the poor. The investment component provided for (i) student scholarships to 
maintain school enrollment; (ii) block grants to schools and health centers to maintain adequate 
levels of service; (iii) support for street children to access education and nutrition; and 
(iv) maternal health care, family planning services to poor women, and nutritional supplements 
to children and pregnant mothers.  ADB demonstrated considerable pragmatism and flexibility 
by regarding expenditures of a recurring nature on these services as “investment”. Failure to 
provide for such expenditures during the crisis would have caused erosion of human capital, 
and imposed lasting costs on the economy. The policy loan supported the initiation of 
nationwide sustainable policy reforms to ensure inclusion of and equity for the poor in key social 
services, and enhanced decentralized management to improve the efficiency of social services 
delivery systems.  
 
19. The investment component of SPSDP is regarded as highly relevant and appropriate in 
the context of mounting social costs of the crisis. However, it is moot whether longer-term 
sustainable reforms should have been initiated in the midst of the crisis.  The design and 
introduction of nationwide sustainable reforms need to be preceded by in-depth understanding 
of their implications, development of capacity for implementation, and building up ownership of 
responsibilities and roles of the various stakeholders. Conditions and the priorities prevailing 
during a crisis are not conducive for such a process to be implemented. Accordingly, those of 
the reforms under SPSDP that directly aimed to manage and resolve the crisis or ameliorate its 
impact on the poor, or to enhance economic efficiency and transparency were relevant and 
appropriate. Other reforms on the agenda of SPSDP with a longer-term impact, such as those 
relating to education management and mobilization of new resources, would rank lower on the 
scale of relevancy in the context of the crisis. 

                                                 
6  Includes $3 million in supplementary financing. 



 

 

 

20. ADB’s third CSL, the Power Sector Restructuring Program (PSRP), comprised a 
program loan of $380 million and a TA loan of $20 million.7 Its objective was to restructure the 
power sector and establish a competitive market for electricity based on the multi-buyer, multi-
seller (MBMS) model. The MBMS market was expected to exert competitive pressures on the 
producers and distributors of power; improve efficiency of sector operations; reduce supply 
costs to consumers; depoliticize tariff decisions by leaving them to be determined by market 
forces; and relieve the national power monopolythe PT Perusahaan Listrik Negara (PLN), the 
State Electricity Corporationof the burden of operating with unremunerative tariffs and in an 
unsound financial position. These improvements were expected to promote development of a 
sound and efficient power sector by attracting private sector investments.  
 
21. The crisis had worsened PLN’s already strained financial condition due to the large 
depreciation of the rupiah. PLN faced the prospect of (i) having to absorb increasing amounts of 
high-cost electricity on a take-or-pay basis from the independent power producers (IPPs) under 
their respective power purchase agreements (PPAs); (ii) an increased debt-service burden and 
higher operating costs, since some of its fuel (gas) purchase agreements, as well as the PPAs, 
were denominated in dollars; and (iii) lower revenues due to contraction of economic activities. 
The contraction in economic activities and incomes made realization of the long-needed tariff 
increases even more difficult than earlier. The crisis thus increased the impetus for initiating  
long overdue power sector reforms. ADB’s precrisis policy dialogue with the Government and 
other funding agencies on power sector reforms had resulted in a broad understanding on the 
need for reform but not any specific strategies or plans for restructuring; neither were any 
assistance proposals for this purpose included in the country assistance plan for 1997-1999. 
ADB saw the crisis as an opportunity to kick-start the reform process in return for quick- 
disbursing assistance. Notwithstanding this, the expected benefits of PSRP were unlikely to 
have a major impact on managing or resolving the crisis because any realization of such 
benefits could be expected only over the long term, well past the timeframe of the crisis. As 
such, PSRP, though responsive to the need for long overdue power sector restructuring as well 
as PPA renegotiations, was not directly relevant to crisis management or to ameliorating the 
related social costs.8 
 
22. Approved in March 1999, the Health and Nutrition Sector Development Program 
(HNSDP) essentially replicated the objectives and the scope of SPSDP, except that it excluded 
education sector services, which had by then been taken up by the World Bank and other  
funding agencies, largely using the SPSDP design. The need for HNSDP arose from the 
concern that, with the other agencies focusing on education, health sector services for the poor 
were at risk of remaining under-funded.  HNSDP also adopted the sector development program 
(SDP) modality, and comprised of a policy loan of $100 million; an investment loan of 
$200 million for provision of essential services in health, nutrition, family planning, and 
communicable disease control; and TA grants totaling $3 million.9 While the design of HNSDP 
largely remained identical to the health component of SPSDP, it had wider geographic 
coverage.10 As in the case of SPSDP, the investment component of HNSDP was an appropriate 
and relevant CMI. The policy component of HNSDP expanded the policy reforms agenda of 
SPSDP by adding two new objectives, namely mobilizing additional resources for the health 

                                                 
7  In addition, a $400 million quick-disbursing loan was catalyzed from Japan Exim Bank (JEXIM) to co-finance 

PSRP. JEXIM was subsequently merged with the Overseas Economic Cooperation Fund (OECF) to form the 
Japan Bank for International Cooperation (JBIC). 

8  It should be recognized, however, that even though the first tariff increase of 30 percent implemented under PSRP 
was probably more than offset, in terms of its impact on the budget as well as PLN’s operational costs, by the 
steep devaluation of the rupiah, without that increase, the budgetary resources needed to manage the crisis would 
have suffered a greater strain. 

9  Including $1 million in supplementary financing. In addition, a $300 million quick-disbursing loan was catalyzed 
from JBIC to cofinance HNSDP. 

10  SPSDP covered 16 of the country’s 27 provinces (excluding East Timor). 



 

 

 

sector and introducing organizational changes in the Ministry of Health. The reservations 
expressed above on combining longer-term policy reforms with the crisis-related assistance in 
respect of SPSDP also apply to HNSDP. 
 
23. The Community and Local Government Support Sector Development Program 
(CLGSSDP), comprising a policy loan of $200 million, an investment loan of $120 million, and  
TA grants of $2.5 million was aimed at achieving two important but disparate objectives: 
supporting the Government’s ongoing program of decentralization, and reducing poverty by 
improving access of the poor to basic infrastructure services while creating employment 
opportunities for them. The framework for decentralization is provided by the Regional 
Government Law No. 22, and the Intergovernmental Fiscal Relations Law No. 25. Passed in 
May 1999, these laws are designed to transfer substantial resources and responsibilities from 
central government to the district-level governments. The policy loan was aimed at enhancing 
the administrative and fiscal autonomy of district-level governments by supporting the 
preparation of the relevant regulations, operating guidelines, and administrative instructions. 
The investment component was designed to build capacity at district and village levels for 
undertaking labor-intensive public works and for providing employment opportunities for the 
poor. The TAs aimed to promote decentralization through district-level capacity building in 
decentralized administrative, financial, and budgetary systems, and district- and community-
level participatory planning, monitoring, and evaluation of public works.  
 
24. Supporting decentralization was not directly relevant to managing or resolving the 
financial crisis, but was considered useful to contain the larger social and political crisis.  
CLGSSDP’s connection to poverty reduction is, however, indirect and incidental, since the 
impact of the investment loan on poverty in the near term could only be modest, given the time-
consuming preparatory work required by its approach and design. Moreover, it can be argued 
that crisis conditions are not best suited for implementing major and complex restructuring 
programs such as decentralization. This is because the challenges of decentralization to the 
Government are overwhelming, not just in terms of costs, but also the political and institutional 
arrangements needed to effectively manage the process. On the other hand, however, since the 
crisis had significant social and political dimensions, the demand for local autonomy, 
transparency, and accountability had become very strong. This gave decentralization an 
unstoppable momentum. Also, the decentralization process opened up unique opportunities to 
forge new power structures based on accountability, local participation, and a fairer distribution 
of public revenues.11 Moreover, equity and empowerment of local communities, two of the main 
objectives of decentralization, are directly relevant to poverty reduction. For these reasons, 
successful implementation of decentralization had assumed critical importance for Indonesia. 
Viewed in this context, ADB's decision to support the decentralization program even during the 
crisis appears to have been desirable. 
 
25. ADB was engaged in a number of NLS activities during the crisis (Box 1), including 
approval of an interim country operational strategy that recognized the need to pay focused 
attention to: crisis management, active funding agency coordination using improvised 
approaches, allocation of additional staff resources, longer and senior level presence in the 
field, portfolio review, and provision of a variety of TA. These activities were relevant and 
responsive to the needs of crisis management. 
 

                                                 
11 Deutsche Gesselschaft fur Technische Zusammenrbeit (German Agency for Technical Cooperation) and United 

States Agency for International Development. “Decentralization in Indonesia: the Framework for Local 
Governance.”  May 2000. 



 

 

 

B. Process and Speed of Response 

 
26. Given the urgency and critical importance of crisis management, ADB’s response was 
quick and its approach flexible (Appendix 3). The formulation of the first CSL, FGRSDP, began 
in November 1997. It was processed, negotiated, and approved expeditiously in June 1998.12 In 
this process, ADB fielded several high-level missions (Table 2 below), coordinated closely with 
IMF and the World Bank, and made ad hoc modifications to routine processing procedures. The 
requirements of formal Management Review Meeting, Staff Review Committee meeting, and 
Loan and Technical Assistance Coordination Committee (LTACC) meeting were waived in the 
case of FGRSDP, and the latter two meetings in the case of SPSDP.  Though coordination 
developed eventually among the MFIs, there was a lack of adequate information sharing and 
interaction among them in the early months of the crisis. For example, neither ADB nor the 
World Bank had the opportunity to take a well-considered position on bank closures 
implemented in November 1997 by the Government on the recommendation of IMF. Similarly, 
consensus among the three MFIs was not developed on the role of Bank Indonesia vis-à-vis the 
need for a separate body for bank restructuring, i.e., the Indonesian Bank Restructuring Agency 
(IBRA), which led to an avoidable delay in the approval of FGRSDP. 
 

Table 2:  ADB High-Level Missions to Indonesia, 1997-1999 
 

Mission Leader/ 
Adviser 1997 1998 1999 Total 

     
Vice-President 0  2 2  4 
Director 3  13 6  22 
Deputy Director 2  1 2  5 
     
Source: ADB database on Mission Authorization Requests, 1997-1999.   

 
27. ADB management and staff fully recognized the urgency of providing social protection to 
the poor before the crisis resulted in irreversible harm. The ADB staff concerned worked through 
difficult and uncertain field conditions to process SPSDP. Its presentation to the Board was 
achieved in about 12 weeks from fact-finding, as compared to the normal processing time of 
over 30 weeks. This was remarkable given the inadequacy of reliable data on incidence of 
incremental poverty; the need for extensive discussions with government officials, 
nongovernment organizations (NGOs), and funding agencies; and the absence of established 
strategies and instruments to quickly reach and involve millions of poor households and 
individuals. These constraints were overcome by fielding several missions for reconnaissance, 
data gathering, and brainstorming on the approaches and strategies for social safety net 
provision. Two workshops were also held to assist this process. A small-scale TA was used to 
develop supplementary information. Overall, the project formulation process was successful in 
building ownership of SPSDP at least among senior Government functionaries.  
 
28. Coordination and cooperation among the funding agencies particularly between ADB 
and the World Bank was synergistic and productive. After initial reluctance on the use of the 
block grant system (as opposed to the Government’s traditional fund release channels), the 
World Bank replicated the SPSDP model to develop a parallel program of scholarships and 
school grants for provinces not covered by SPSDP. Collaboration with bilateral aid agencies 
resulted in supplementary TAs for SPSDP. However, delay in agreement between the 
                                                 
12  Board consideration was originally scheduled for January 1998, but had to be postponed due to the decision by 

IMF and the World Bank to establish new bodies such as the Indonesian Bank Restructuring Agency, which 
required modification of loan documents. Subsequently, because of a stand-off between the Government and the 
MFIs on a currency board proposal and other developments, formal approval of FGRSDP was delayed until June 
1998. 



 

 

 

Government and IMF on a revised CMRP set back SPSDP preparation and processing by a few 
weeks during February-April 1998.13  Nonetheless, ADB staff continued preparatory work during 
that period.  Whether ADB should have avoided this delay and gone ahead with the approval of 
SPSDP, given the urgency of providing a social safety net during the crisis, is an issue that 
deserves a closer consideration in the future.  
 
29. Approval of HNSDP was well timed to ensure the continued availability of health 
services to the poor after the conclusion of SPSDP. Formulation and processing of HNSDP 
were facilitated by the experience of SPSDP. Since the Government, ADB, and other funding 
agencies had more time and data to work with, ADB was able to coordinate even more closely 
with other agencies that were focusing exclusively on health services, and was able to catalyze 
cofinancing of $300 million in quick-disbursing assistance from the Japan Bank for International 
Cooperation (JBIC) under the new Miyazawa Initiative. 
 
30. Although power sector restructuring had been a subject of discussion between the 
Government and major funding agencies since the mid-1990s, the formulation of PSRP in its 
present form, and based on the MBMS model, began with ADB’s offer of assistance in 
September 1997. This was followed by a reconnaissance mission in December 1997, and 
seven other missions in the ensuing 15 months. These missions involved intensive policy 
dialogue with the Government and saw considerable interaction with JBIC and the World Bank. 
ADB also supported a policy workshop, as a part of its efforts to formulate PSRP with the broad 
participation of stakeholders. Given the complexity of power sector issues facing Indonesia, the 
time spent on the preparatory phase was appropriate and well justified, though not fully 
consistent with the need for a quick response for crisis management. Despite elaborate 
preparatory activities, however, there are indications that the ownership of PSRP by some 
government officials remained weak, and aid agency consensus limited. This nevertheless 
appears to have more to do with the compressed timeframe for implementation of MBMS than 
PSRP itself.  
 
31. Formulation and processing of CLGSSDP involved intensive discussions with the 
Government and funding agencies, including the World Bank, who were actively supporting the 
Government’s programs for implementation of decentralization and for poverty reduction 
through employment creation. To ensure consistency between these twin objectives and the 
program design, extensive consultations were also held within ADB. 
  
32. The study has examined the question whether speed of ADB response compromised 
quality. The first two CMIs—FGRSDP and SPSDPhad to be processed under severe time 
constraints. FGRSDP was formulated and finalized within about eight weeks, although its formal 
approval was held up for about two months while the Government’s proposal to establish a 
currency board was debated. The processing of SPSDP from project identification to formal 
approval was completed in the very short time of 12 weeks. The other three CMIs, which were 
approved in March 1999, did not face such severe time constraints, but were still processed 
faster than normal. Though the impact of speed on project quality cannot be clearly established, 
some observations are in order. The objectives and design of FGRSDP broadly followed the 
agenda for financial reforms outlined by IMF in connection with the CMRP. With more time for 
consultations and consideration within ADB, perhaps the investment component of FGRSDP, 
which has little prospect of being implemented in the near future, may not have been included. 
Also, more effort could have been devoted to closely defining the scope and the function of 
various activities included in the TA loan to make their implementation more effective. More time 
may have perhaps also enabled adequate coordination with IMF and the World Bank on the 
issue of IBRA (para. 26), and open discord among the MFIs avoided. SPSDP does not seem to 
have been affected by its fast processing, except perhaps for the omission of monitoring 
                                                 
13 During this period, Indonesia actively considered instituting a currency board to arrest the slide of the rupiah.  



 

 

 

arrangements for its health sector activities. The fast processing was facilitated by ADB’s long-
standing involvement in the social sectors in Indonesia, which provided staff with sufficient 
sector experience and understanding of policy issues. The compressed timeframe for 
developing the MBMS market stipulated by PSRP reflects a design weakness rather than any 
time constraint imposed by the crisis on program formulation and processing. Similarly, 
weaknesses in CLGSSDP (e.g., overlooking the need to moderate the decentralization process, 
and an unrealistic implementation schedule) are more due to the lack of previous ADB 
involvement in Indonesia’s decentralization program than to time compression. 
 
33. ADB’s NLS was prompt and comprehensive (Box 1). The financial turmoil called for a 
reprioritization of ADB and Government strategic objectives and operational focus to deal with 
the near-term critical financial and related economic issues. ADB responded to this need by 
adopting, in early 1998, an Interim Strategy for Indonesia that emphasized financial sector 
restructuring, including capital market development and public sector resource management; 
restructuring and development of trade, industry and energy, industrial and corporate 
restructuring; provision of a social safety net; the establishment of the Extended Mission to 
Indonesia (EMI) to facilitate implementation of the CSLs and TAs and maintain active donor 
coordination; and comprehensive portfolio reviews to maximize availability of counterpart funds 
for high priority projects and programs. The Interim Strategy was formulated with a sense of 
urgency and implemented with speed. Thus, the first comprehensive portfolio review was 
accomplished in July 1998, which enabled substantial resources for crisis management to be 
redirected. Throughout these processes, the major funding agencies maintained active 
coordination among themselves, which generally facilitated consensus on major issues between 
themselves and the Government. 
 

C. Design and Scope 

 
34. The feedback on the design and content of the CSLs is mixed. In general, packaging of 
reform programs with tight implementation schedules has not proven effective in the context of 
crisis management. Individually, the CSLs’ designs have had varying degrees of effectiveness. 
While FGRSDP rightly focused on the governance issues that were believed to have a causal 
relationship with the crisis, some analysts have suggested that ADB should also have given 
priority attention to improving the framework for meeting the credit needs of small and medium 
enterprises (SMEs). Two factors lend credence to this suggestion. First,  SMEs are an important 
source of employment, and a majority of them were affected by the crisis, resulting in significant 
job losses. Second, ADB had accepted to be the “lead” agency among the funding agencies to 
coordinate assistance to SMEs. ADB’s actions, in terms of the CSLs, do not evidence that this 
role was adequately performed.14 Another area that could have been given priority attention in 
line with the Interim Operational Strategy was to assist the Government in devising a framework 
for restructuring corporate debt, particularly short-term debt.15 It is argued that progress in 
resolving corporate debt would have had a significant and more immediate impact on containing 
the crisis. Conversely, delay in addressing this key issue may well have contributed to 
deepening the crisis.  The appropriateness of these and other alternatives in dealing with the 
                                                 
14  SME issues were subsequently addressed in the SME program component of a $200 million program loan for 

Industrial Competitiveness and SME Development Program (Loan 1738-INO) and an advisory TA of $2 million for 
Small and Medium Enterprise Development (TA 3417-INO), both approved in March 2000. 

15 In March 1998, total private debt held externally, including rupiah-denominated instruments, stood at $75 billion, 
the bulk of which was believed to be short-term debt.  While the CMRP included measures to resolve corporate 
debtamendment of bankruptcy law, establishment of the Jakarta Initiative Task Force as a forum for voluntary 
debt-settlement, and the Indonesian Debt Restructuring Agency as a mechanism to cover foreign exchange risk on 
servicing of restructured debtnone was designed specifically for lengthening the maturity of short-term debt, 
whose resolution was a key concern of the private sector as well as foreign creditors and investors during the 
crisis. 



 

 

 

crisis, however, needs to be considered primarily with reference to the overall strategy 
underlying the CMRP, since ADB had limited freedom and ability to chart its own course. 
Therefore, notwithstanding the opportunities that may (or may not) have been missed, FGRSDP 
can be considered to have been a prompt and valuable ADB response to Indonesia at that 
stage of the crisis. Implementation experience of the TA loan under FGRSDP points to design 
inadequacy (para. 43), probably because urgency to act during the crisis took precedence over 
attention to detail. Consequently, while the TA loan has been valuable in the context of its 
objectives, its implementation has required several changes in scope and executing agency  
arrangements. 
 
35. The design of SPSDP incorporated several innovative features to enhance its 
effectiveness as an urgent provider of a social safety net, such as the use of a district-level 
poverty index for targeting the poor (rather than total population size as traditionally practiced), 
as well as the adoption of the block grant mechanism and the use of the postal system to make 
funds available directly to implementers and beneficiaries. These innovations helped avoid 
bureaucratic and procedural delays, minimized leakage, and mainstreamed the role of field-level 
implementers. On the basis of this experience and feedback available from the implementation 
of SPSDP, modifications and refinements were introduced in the design and scope of HNSDP. 
Since the incidence of poverty in urban and peri-urban areas was turning out to be much higher 
than anticipated previously, HNSDP covered three additional cities and made larger allocations 
for urban areas. Also, communicable disease control was included in the package of essential 
services provided under HNSDP, thus making it more comprehensive. HNSDP included TA to 
rectify the absence of health sector monitoring arrangements in SPSDP. However, since the 
elapsed time between the approvals of SPSDP and HNSDP was only about nine months, not all 
lessons borne out by SPSDP were apparent at the time HNSDP was approved. Accordingly, the 
design of HNSDP could not address the issues of weak ownership and community-level 
management capacities. As a result, the implementation of HNSDP has experienced similar 
problems as encountered under the health component of SPSDP. 
 
36. PSRP was originally perceived as a sector reform program. Its conversion into a quick- 
disbursing CSL seems to have occurred by accident rather than by design, and rather late in the 
processing cycle. Consultations with the Government between December 1997 and March 1998 
envisaged an SDP of $400 million-$425 million, comprising an investment component of about 
$125 million to finance transmission and distribution network improvements, and a policy loan of 
$300 million, whose second tranche was expected to be released as late as September 2001, 
33 months after approval, and well beyond the anticipated timeframe of the crisis. However, 
during fact-finding in August 1998, it was decided to drop the investment component, increase 
the policy loan to $380 million, and bring forward the date for the second tranche release to 
December 1999. The rationale behind such major changes in scope, loan size, and time 
schedule, at an advanced processing stage, is not self-evident nor adequately documented. It is 
considered probable, therefore, that such changes were inspired by the need to retool the 
PSRP to better serve as a vehicle for delivering quick-disbursing assistance. 
 
37. This significant reduction in the time for the release of the second tranche from 
33 months to 12 months may have been dictated by the desire to achieve expeditious 
disbursement of funds needed for managing the crisis, but it has proved to be unrealistic. It has 
imposed a constraint on PSRP by providing insufficient time for compliance with challenging 
tranche conditions. One such condition pertains to enactment of a New Electricity Law (NEL). A 
body of opinion in Indonesia believes that the reforms and restructuring of the power sector 
could proceed without upfront enactment of any NEL. There is some weight in this argument, 
since an NEL is not needed until the MBMS market is ready to be established, which is still a 



 

 

 

number of years away.16 The design of PSRP, in general, is appropriate in as much as it 
supports deregulation and competition. However, in terms of the timeframe provided for its 
implementation, it may have been affected by other factors, such as the perceived need for a  
“solid” reform agenda to justify such a large loan. Equally, acceptance of the PSRP agenda by 
the Government appears to reflect more its concern to obtain quick-disbursing funds during the 
crisis than a wholehearted and widespread ownership of PSRP. Moreover, PSRP’s objective to 
establish the MBMS market in the medium term appears overambitious because this model 
remains untested in developing countries and has had only limited experience elsewhere. A 
more careful consideration of the technical, institutional, and human resource conditions 
obtaining in Indonesia would have favored a gradualist and incremental approach. The serious 
problems faced by California’s inadequately deregulated electricity market in recent months 
confirm the need for such an approach. 
 
38. CLGSSDP was designed to support decentralization through promoting (i) devolution of 
administrative authority to district governments, improved transparency, and participation of 
communities in conduct of administration; (ii) devolution of fiscal authority through agreed 
revenue-sharing arrangements among the central, provincial, and district governments; and 
(iii) reorganization of district governments to meet their enhanced responsibilities following 
decentralization. CLGSSDP provided only six months for preparing implementation plans for 
initiation of decentralization and issuance of regulations at the central level, and a further six 
months for their effectiveness. The third tranche conditionality additionally required the 
acceptance of a formula for revenue sharing. These targets appear unrealistic, given that an 
agreement on revenue sharing among the central, provincial, and district governments is more 
contentious than, say, an agreement on community participation. This process is deeply political 
and must be negotiated at every step, among the various layers and structures of government,  
civil society, and interest groups. It is unlikely, therefore, that decentralization would progress in 
a linear and predictable fashion. Rapid implementation may not allow adequate time for the 
political process to fully work out or to put in place sustainable arrangements.  Also, the design 
of the policy component has not sufficiently accounted for lack of preparedness and capacity 
constraints at various levels of government. Under such  circumstances, external assistance like 
CLGSSDP should perhaps be oriented to help the Government moderate, rather than 
accelerate the pace of decentralization commensurate with the actual pace of capacity 
development. Contrary to this, CLGSSDP signaled ADB's preference for accelerating the 
decentralization process by providing only 6 months and 12 months, respectively, for the 
release of the second and third tranches, and adding further pressure for accelerated action by 
stipulating that a delay of more than 12 months in the release of the second tranche could lead 
to the suspension of further withdrawals from the loan. Had ADB enforced this option, 
CLGSSDP would have ended with two thirds of the approved amount undisbursed. 
 
39. NLS provided by ADB in general was appropriate in the circumstances and covered   
several areas. It could, however, have been made more comprehensive and useful by providing 
ad hoc and more efficient TA implementation measures, such as flexible implementation of 
consultant recruitment procedures and vesting of more implementation authority in EMI. 
 

D. Implementation Status 

 
40. There have been significant delays in the implementation of all the CSLs except SPSDP 
(Table 3). The pace of implementation was slowed by a scandal concerning Bank Bali, and 
general elections followed by the formation of a new government in 1999, as the new 

                                                 
16  By PSRP’s own targets, the MBMS market is to be established by the end of December 2003. In reality, the date is 

likely to be even more distant. 



 

 

 

Parliament has been seeking an explanation for the commitments made by the previous 
government with IMF. More recently, the impasse between IMF and the Government on the 
restructuring of Bank Indonesia and the general political uncertainty have further delayed the 
implementation of FGRSDP. The new Government has taken much longer than expected to 
reach agreement with IMF on key issues such as independence of the central bank and action 
programs of IBRA. Moreover, all the CSLs were processed and approved under the former 
highly centralized administrative structure in Indonesia. However, at least three of 
themSPSDP, HNSDP, and CLGSSDPare being implemented under the current highly 
decentralized structure and have, from time to time, faced administrative difficulties and capacity 
constraints at lower levels of government. 
 

Table 3: Implementation Performance of Crisis Support Loans 
(as of 30 June 2001) 

 
CMI/ 
Approval 

Loan 
Component 

Loan 
Amount 

($ million) 

Disbursements 
Ratio 
(%) 

Project 
Progress 

(%) 

Elapsed Loan Period 
(%) 

Original/(Revised) 

Project 
Progress Index a 

FGRSDP Program  1,400  75    199 (90)   
(Jun 1998) Project  47  0  0  86  0.00 
 TA   50  33  32  83 b  0.39 
SPSDP 
(Jul 1998) 

Program  100  100        

 Project  200  94  100  116  0.86 
PSRP Program  380  53    149 (100)   
(Mar 1999) TA  20  15  5  64  0.08 
HNSDP Program  100  100        
(Mar 1999) Project  200  44  40  82 c  0.49 
CLGSSDP Program  200  70    149 (90)   
(Mar 1999) Project  120  1  21  50  0.42 

ADB = Asian Development, Bank, CLGSSDP = Community and Local Government Support Sector Development 
Project, CMI = crisis management intervention, FGRSDP = Financial Governance Reforms Sector Development 
Program, HNSDP = Health and Nutrition Sector Development Program, PSRP = Power Sector Restructuring 
Program, SPSDP = Social Protection Sector Development Program, TA = technical assistance. 
a Project progress in relation to elapsed project period. An index value of around 1 could be considered to reflect 

generally timely progress. However, it may well be that these index values could be higher than those of some of 
the conventional project loans when evaluated on the same basis. 

b Fifty seven percent  based on extension of closing date by 19 months approved in May 2001. 
c Sixty percent based on extension of closing date by 12 months approved in May 2001. 
 
Source: Project data from ADB Project/Program Performance Reports as of 30 June 2001. 
 
41. All three components of FGRSDP are behind schedule, largely because of an unrealistic  
timeframe for the various actions. The policy component stipulated more than 70 major actions. 
Several of them have required legislative changes or issuance of decrees, regulations, and 
guidelines; training of relevant agencies; and major policy analysis and decisions.17 Nearly half 
of those actions were to be completed within three months of approval, including nine actions 
precedent to release of the second tranche. Only eight months were provided for the remaining 
more than 30 actions, including the 12 for the release of the third tranche. As of June 2001, i.e., 
more than two years after the end of the original schedule of eight months, some of the third 
tranche conditions still remain to be complied with. Also, it appears that the implementation 
schedule did not sufficiently account for weak capacity in implementing agencies. Furthermore, 
it was not expected that the instability caused by the crisis would lead to frequent changes in 

                                                 
17 Such as “the comprehensive study of public provision of services, their pricing, and cost-benefits, and preparation 

of an action plan based on the subject study.” 



 

 

 

personnel, policies, institutions, and decision-makers.18 In short, it can be said that the timetable 
for various actions under FGRSDP was driven primarily by the need to release the tranches 
expeditiously, and that implementation risks and uncertainties were inadequately assessed. By 
the same token, in its eagerness to obtain liquidity support to overcome the crisis, the 
Government appears to have accepted deadlines that would have been considered unrealistic 
in normal times. 
 
42. The investment-cum-equity component of FGRSDP relating to the establishment of the 
SMF has not been implemented, nor is it likely to be any time soon (para. 17). The progress of 
implementation of the TA loan has been tardy and uneven. Capacity building of BAPEPAM 
commenced with a delay, and that of BPKP and BPLK is two years behind schedule. 
Implementation of three remaining activities was uncertain for a long time. ADB has recently 
approved a further change in TA scope to replace these with three new activities in the areas of 
deposit insurance, social insurance, and review of insurance companies “at risk” whose 
implementation is expected to commence soon. These changes are consistent with FGRSDP 
objectives. Some TA activities have required significantly fewer resources than provided for 
originally in the TA loan, resulting in substantial reallocation to new activities.  
 
43. Without significant changes in scope and substantial extension in the closing date,19 the 
prospects of full utilization of the TA loan would have remained poor. A part of the delay can be 
attributed to reorganization of Government departments relating to changes in executing agency 
arrangements. The major change in scope related to substitution of activities for strengthening 
commercial banks (which were being handled under the World Bank’s program) with post facto 
financing, to the extent of $8.7 million, of special audits of major government corporations and 
programs. Several minor changes in TA scope were also approved in response to Government 
requests and based on feedback from implementation. Though these changes demonstrated 
the pragmatism and flexibility on the part of ADB, a more deliberate design could have obviated 
the need for some of them. Slow implementation of the TA loan has significantly delayed its 
capacity-building contribution to FGRSDP. As of end-June 2001, consulting services to build 
BPKP’s capacity for enhanced accountability in the use of public resources and to develop an 
anticorruption strategy, had not commenced. A part of the BPLK-related component for the 
training of Ministry of Finance officials in emerging financial products and services is in fact 
being used to fund external postgraduate degree courses in subjects like taxation and 
international trade, a significant deviation from the original purpose.  Some government officials 
also feel that ADB has been ineffective in providing guidance and support to inexperienced 
implementing agencies, particularly in relation to procurement and disbursement activities. They 
have also noted the lack of approval authority at the EMI and the Indonesia Resident Mission in 
these matters, and delays in obtaining approvals from ADB headquarters.     
 
44. FGRSDP is a major and complex undertaking for the Government as well as ADB.  EMI 
was established to facilitate its monitoring and implementation amidst rapidly evolving 
developments, and to achieve more effective coordination with IMF and the World Bank.20 EMI 
played a very valuable part in monitoring and implementing FGRSDP and in maintaining close 
contacts with the Government, the World Bank, and IMF. However, in some other areas, EMI 
was not effective: first, its mandate was limited essentially to coordination with funding agencies 
and the Government in the implementation of FGRSDP; second, it had a narrow resource base 
of two or three persons; and finally, it lacked authority to make routine administrative decisions 
such as approving shortlists, terms of reference, and evaluation criteria for consultants.21  

                                                 
18  FGRSDP, for example, had to be endorsed by four different Finance Ministers during the six months preceding its 

formal approval by ADB in June 1998. 
19 The closing date was extended by 19 months in May 2001. 
20 EMI was established in January 1998 and wound up in July 2000. 
21  Most of these difficulties arose because of the need to observe ADB’s standard consultant selection procedures. 

No specific authority limitation was imposed on EMI. 



 

 

 

Moreover, EMI could not draw on the resources of the Indonesia Resident Mission, since it was 
functionally responsible to ADB headquarters.   
             
45. Implementation arrangements for SPSDP were extensive and complex, given its wide 
geographic reach and broad scope. They involved more than half a dozen ministries, 16 
provincial governments, over 300 district authorities, and hundreds of thousands of school and 
health sector personnel as field-level implementers, in addition to more than 2 million 
households and students as potential beneficiaries. On the whole, implementation was efficient, 
given the nature and the scale of the activities involved, which enabled the policy component to 
be fully disbursed in February 2000, and the investment component to be completed by March 
2001. ADB and the Government demonstrated pragmatism, innovation, and flexibility in 
adjusting implementation arrangements, such as substitution of Bank Rakyat Indonesia, which 
decided to opt out, with PT Pos, to channel funds to the field-level implementers and 
beneficiaries. The Indonesia Resident Mission provided valuable support to headquarters staff 
in closely monitoring and supervising SPSDP. 
 
46. Adoption of the block grant mechanism placed considerable responsibility in the hands 
of principals of primary and junior high schools, the heads of local health centers, and village 
midwives.  Many of the health sector implementers did not effectively plan, use, or account for 
the block grants, in part because the Government’s budget structure for health sciences is much 
more complex. Lack of effective dissemination and awareness of the program exacerbated 
implementation problems. Some of the guidelines on the use of block grants were reported as 
confusing, besides being late in reaching the implementers. In addition, beneficiary identification 
in the health sector proved more difficult than in the education sector. Thus, the disbursement of 
budgeted funds in the first year was only 40 percent for health services, compared to 98 percent 
for education services. Monitoring consultants have estimated the overall inappropriate use of 
funds, mainly for expenditures ineligible under the guidelines, to be less than 20 percent, which 
is an improvement over the misuses in the past. Overall, the performance of SPSDP in 
delivering timely protection to the poor is regarded as effective and efficient. 
 
47. Implementation of policy measures under the policy loan was delayed, which set back 
the release of the second tranche by nearly eight months.  Out of the total 38 conditions, many 
required actions by way of issuing administrative orders and decrees, which the Government 
had offered to complete immediately to obtain the release of the second tranche, considerably 
ahead of its due date.  However, ADB advised the Government to space the implementation of 
conditions, so as to maximize their ownership among all stakeholders. 
  
48. Problems encountered in the implementation of the health component of SPSDP have 
continued to affect HNSDP. There seems to be insufficient understanding and ownership of 
HNSDP among health sector personnel, especially at field-level. Gaps in management capacity 
at local level also appear not to have been effectively bridged. Despite the benefit of SPSDP 
experience, the implementation of the investment component has been slow. As of 30 June 
2001, nearly 82 percent of implementation time had elapsed, while only about 44 percent 
progress had been achieved in terms of disbursement and 40 percent overall.22 Since such 
implementation delays are bound to diminish the effectiveness of the crisis-related support, ADB 
needs to strengthen its implementation assistance. Consideration also needs to be given also to 
allowing more than 10 percent of the loan amount to be transferred as an advance to the special 
account for HNSDP under the statement of expenditure procedure, as was done in the case of 
SPSDP.23 HNSDP has a relatively short utilization period of three years while the submission of 
statements of expenditure and the reimbursement cycle takes nearly six months to be 

                                                 
22 The closing date was extended by 12 months in May 2001. 
23  The size of the special account under HNSDP has since been increased to the same level as provided for SPSDP 

($50 million). 



 

 

 

completed.  It is, therefore, reasonable to believe that there is a gap between the incurring of 
expenditures and their reimbursement under HNSDP. To the extent this has happened, it would 
have strained the Government’s resource position. 
 
49. Implementation of policy reforms under HNSDP has also been slower than envisaged. 
As a result, the release of the second tranche was delayed by nine months. This may have 
been the result, at least in part, of extensive conditionalities combined with a tight time schedule 
of 12 months. Implementation of the two TA grants provided with HNSDP has been mixed. The 
TA for monitoring and evaluation of HNSDP helped start implementation in a timely manner and 
has been providing strong support. This TA also covered certain activities under SPSDP, which 
had not been supported earlier. The TA for capacity building for decentralized health services 
management, on the other hand, was delayed by more than a year. Though this delay was 
desirable and intentional, so that capacity-building activities would move in tandem with 
decentralization, it had the effect of setting back implementation, in terms of the original time 
tables, of both SPSDP and HNSDP.   
 
50. Though PSRP’s implementation has been slow in the development of competitive 
electricity market, there have been significant achievements in other areas, such as the tariff 
increase of about 30 percent in April 2000 despite the difficult economic situation.24 Though less 
than stipulated, this increase helped arrest the financial deterioration of PLN. There has also 
been notable progress in renegotiations with the IPPs, thus avoiding a confrontational approach 
that would have been detrimental to all parties. Nevertheless, the overall implementation of 
PSRP is lackadaisical, and while the loan closing date has been extended twice by a total of 
15 months to 31 December 2001, certain key reform measures are yet to be completed. Slow 
progress in complying with several tranche conditions probably owes as much to the lack of 
wholehearted commitment of some government officials as to an unrealistic timetable. There 
seems to be a need to review PSRP’s design and timetable, especially the goal of establishing 
the MBMS market by the end of 2003. Modifications may also be needed to elicit greater 
government ownership and more effective implementation. Certain stakeholders believe that 
some power sector reforms, such as PLN’s unbundling and establishment of the Java-Bali 
Transmission Company, could proceed without the enactment of NEL, a key tranche condition. 
Compliance with this condition was scheduled to occur by March 2000. However, it could as 
well have been targeted for mid-2003 without affecting the stipulated deadline of end-2003 for 
the establishment of the MBMS market. It is, therefore, worth considering whether enactment of 
NEL should continue to be a second tranche condition, particularly in view of the continuing 
political uncertainty. The progress of the utilization of the TA loan has also been considerably 
slower than expected.  Despite a lapse of 27 months since approval, as of 30 June 2001, only 
three out of eight TA loan components were under implementation while a fourth component 
was about to commence implementation. Work on one component can be initiated only after 
one of the ongoing components has been finished, while the start date of the remaining three 
components is still uncertain. There is also the possibility of at least one TA component being 
dropped altogether.  
 
51. Implementation of CLGSSDP has been much slower than scheduled. The release of the 
second tranche took place 14 months after the original target date and 3 months after the 
revised target date, while the deadline for release of the third tranche was extended by 
17 months to August 2001. The delays seem to be more the consequence of an unrealistic 
timetable than a lack of government commitment and actions.  Despite the political uncertainties 
and institutional changes, CLGSSDP has remained on course. Intensive discussions and 
interactions have been ongoing at various levels of government, political structures, and 
technical groups to develop the multitude of arrangements, rules, and institutions needed to 
implement decentralization. Individual ministries have issued instructions and decrees to 
                                                 
24  A second tariff increase of about 17 percent took effect in July 2001. 



 

 

 

reinforce and clarify provisions of the Regional Government Law and the Fiscal Relations Law, 
and dissemination of information to district governments is ongoing. More significantly, the 
Government’s revised budget for 2001 has given effect to a major provision of the Fiscal 
Relations Law, i.e., an allocation of 25 percent of resources to districts and provincial 
governments. Tranche conditions that remain to be satisfied involve major issues such as 
revenue sharing, equalization mechanisms between the more affluent and the less affluent 
provinces, and personnel policies. These are politically and administratively contentious and 
complex issues on which consensus is unlikely to be reached within the implementation period 
envisaged originally. The prevailing political instability in Indonesia may further complicate this 
process. ADB needs, therefore, to remain flexible on the implementation timetable of 
CLGSSDP.  
 
52. The progress of implementation of the investment component has been slow in terms of 
one of its primary objectives of creating employment opportunities: as of 30 June 2001, more 
than two years after ADB approval and 50 percent of the implementation period, only about 
2 percent of ADB assistance had been committed, and just 1 percent disbursed. This is 
because of the time-consuming nature of activities involved in selection and mobilization of the 
communities and districts participating in the project, the need to minimize overlap with similar 
activities financed by other funding agencies, lack of familiarity of field-level implementers with 
the project, and capacity limitations at district and village levels. However, substantial progress 
has now been made in completing the preparatory phase: almost all the participating districts in 
the first phase have completed preparatory work and are ready to start field-level 
implementation. Moreover, the recruitment of project management consultants, delayed by 
more than six months, should help accelerate implementation of field-level activities. 
Implementation may also have been impeded by the stipulated 40 percent government 
contribution to project cost financing. The Government has signaled its inability to fully provide 
its share due to the difficult resource situation, even though it has made a full budget allocation 
available since July 2000, and has proposed a reduction in the size of the investment loan from 
$120 million to about $80 million. If the Government seeks the reduction because the funds 
available from other funding agencies are adequate to undertake propoor works, or to match the 
implementing capacity available at the districts and community-levels, it may not incrementally 
disadvantage the poor. On the other hand, if the project component were to be cut because of 
the nonavailability of government funds, the resulting delays in implementation and/or reduction 
in project scope would undermine the contribution of the project to poverty reduction. 
 
53. Implementation of the TAs accompanying CLGSSDP has been satisfactory. The two 
TAs designed to support implementation of decentralization are making a contribution to the 
development of the necessary guidelines and regulations, and assisting inter-ministerial groups 
by undertaking research and analysis relevant to CLGSSDP implementation. The third TA, 
focused on promoting participatory planning, monitoring, and evaluation, has also been 
operational and its implementation is expected to accelerate with the establishment of a project 
management office and the fielding of project management consultants.   
      

E. Interim Impacts 

 
54. The overall impact of the CMRP, of which ADB’s CSLs are a part, appears to be slow 
but positive, and is evident in market trends25 (Figure 2) and major macroeconomic indicators 
(Table 4). The provision of NLS prior to or in combination with the CSLs helped in restoring 

                                                 
25 Subsequent developments in the first half of 2001 particularly in exchange rate depreciation reflected internal 

instability and uncertainties in respect of IMF program of assistance. 



 

 

 

confidence in the Indonesian economy. However, an assessment of the interim impact of 
individual  CSLs at this  time is  limited by several factors.  While  SPSDP nears completion and  
 

 Source:  Asian Recovery Information Center. 

Figure 2:  Time Series of Select Performance Indicators, 
January 1997-December 2000
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FGRSDP is at an advanced stage of implementation, the remaining three CSLs still have a 
considerable way to go.  Furthermore, while a few identifiable goal-specific actions required 
implementation under the CSLs, many stipulated deliverables are in the form of initiation of 
policy reform measures, the impact of which will be realized only after a time lag.  Issuance of  
decrees, preparation and documentation of operating regulations, developing action plans, and 
making implementation arrangements  are examples of such deliverables.  Operationalizing the 
newly initiated policies in practice and realizing their cognizable impact will be possible only few 
years after they are put in place. Likewise, actions designed to build capacity among institutions 
will also produce an impact after some time. Subject to these caveats, the interim impacts of the 
individual CMIs are discussed in the following paragraphs.  
 
 

Table 4: Major Economic Indicators, Indonesia, 1995-2001 

Item  1995 1996 1997 1998 1999 2000 2001 a 
GDP at current prices $ billion 202 227.4 215.7 95.4 141.3  153.3   
Annual GDP growth % per year 8.2 7.8 4.7 -13.2 0.8  4.8  4.2 
Gross domestic investment/GDP % of GDP 31.9 30.7 31.8 16.8 12.2  17.9  15.0 
Gross domestic savings/GDP % of GDP 30.6 30.1 31.5 26.5 20.2  22.0  20.9 
Export of goods and services/ GDP % of GDP 26.3 25.8 27.9 53.0 35.2  38.5   
Inflation rate (CPI) % per year 9.5 7.9 6.2 58.5 20.7  3.8  9.0 
Money supply growth (M2) % per year 27.6 29.6 23.2 62.3 11.9  15.6  11.8 
Fiscal balance % of GDP 0.6 0.2 0.0 -3.7 -2.3  -4.8  -3.7 
Current account balance/GDP % of GDP -3.2 -3.4 -2.4 4.3 4.1  5.1  2.9 
Debt service/exports % of XGS 36.1 43.2 30.0 31.7 30.3  30.1   

 = not available, CPI = consumer price index, GDP = gross domestic product, XGS = export of goods and services. 
a  Staff Estimates 
Sources: ADB Statistical Database System, and Asian Development Outlook 2001, April 2001. 
 
55. FGRSDP was a very timely and significant assistance activity for crisis management 
made available under difficult and uncertain conditions. Though hard to measure precisely, the 
strategic impact of the measures for improved financial governance supported by FGRSDP 
must have been substantial in terms of restoration of investor confidence and stabilization of 
markets. Moreover, FGRSDP proved an effective vehicle to provide the much-needed liquidity 
and budgetary support for the Government, amounting to $1.05 billion, at the height of the crisis, 
during the period from June 1998 to March 1999. Senior government officials emphasized 
particularly the value and timeliness of the release of the first tranche of FGRSDP, when the 
Government’s resource position was close to collapsing. The policy measures initiated to date 
under FGRSDP have provided enabling conditions and improved governance of the financial 
sector, such as increased disclosure, stipulation of prudential standards, consolidation of 
government-owned banks, closure of insolvent private banks, and revival of other banks through 
recapitalization and transfer of bad loans to IBRA. Capacity building of Bank Indonesia and 
BPKP, on completion, will make an important contribution to improving the oversight of the 
sector. The process of bank restructuring and disposal of assets acquired by IBRA has been 
quite slow. The investment component of FGRSDP has remained dormant and the creation of 
SMF could not be achieved. Also, delayed implementation of a number of TA loan activities has 
diminished the potential impact. Overall, however, FGRSDP has strengthened and accelerated 
the reform process in the economy. It has helped to lay a strong foundation for sound and 
efficient development of the financial sector, especially the banking system and the capital 
market. Moreover, as an integral part of the CMRP, FGRSDP’s contribution transcends that 
realized within its own boundaries. 
 
56. FGRSDP is a key component of the CMRP, which was expected to enhance the 
effectiveness of the central bank and revive the banking sector, the latter, by implication, 
providing a conducive environment for corporate debt restructuring. These twin problems 
continue to pose serious threats to economic recovery. Nonetheless, some progress has been 
made in recent months in both areas though it is yet to translate into wider economic benefits. 



 

 

 

The total amount of restructured debt is reported to have increased gradually. Meanwhile, 
although it has proved much more costly than anticipated, the bank recapitalization program has 
entered its final stages. In all, the Government closed 70 banks and nationalized 12 others. 
Currently, 159 domestic banks are in operation, of which the Government directly owns 43, and 
through the official bank recapitalization program, it has acquired equity positions in many 
others. On the other hand, the implementation of Bank Indonesia was considerably delayed 
because of discord between the Government and IMF. 
 
57. With the banks recapitalization program now nearing completion and about 256 trillion 
rupiah in bad assets transferred to IBRA, the banking sector is on some fronts showing signs of 
recovery. According to published Bank Indonesia reports, the ratio of nonperforming loans to 
outstanding credit fell from about 48.6 percent in 1998 to 18.8 percent in 2000. Despite these 
favorable indications, the country’s banks remain the weakest in East Asia. Although the 
injection of public funds into the banking sector has been considerable, the capital adequacy 
ratios of the beneficiaries typically stand at just around 4 percent, half the ratio recommended by 
the 1998 Basle Capital Accord. While many institutions have been closed since 1998, the 
consolidation of the overcrowded banking sector still has far to go. IBRA has yet to demonstrate 
that it can cope with the demanding agenda of asset sales, debt restructuring, and bank 
privatizations. 
 
58. SPSDP was a timely and valuable CSL. Its impact has been multidimensional and 
substantial. Its contribution in providing a social safety net to the poor has been significant, both 
quantitatively and qualitatively. Its scholarships and block grants program has directly benefited 
about 4 million students and 130,000 schools, respectively. More than 50 percent of 
scholarships went to female students. The scholarships and grants are estimated to have 
constituted up to 40 percent of the budgets of the participating schools, which greatly 
contributed to their continuing operations during the crisis. Likewise, block grants to health 
centers and village midwives helped them maintain adequate levels of essential supplies. 
Nutrition and supplementary feeding has benefited hundreds of thousands of young children 
and mothers at risk. Nutrition and education needs of over 7,000 street children have been met. 
SPSDP also proved a useful vehicle for establishing new approaches and mechanisms for 
building social safety nets, such as the use of block grants and the postal system, and 
minimizing wastage. Its success holds potentially powerful possibilities for enhancing 
decentralization and achieving poverty reduction. In fact, the Government is already utilizing PT 
Pos to deliver subsidies to poor households to shield them from the impact of energy price 
increases. HNSDP has generated similar but more modest interim impacts in the health sector. 
 
59. The fundamental reform supported by PSRP by its nature requires a long 
implementation period. Nevertheless, PSRP has been instrumental in initiating important 
measures long held in abeyance by the Government, such as tariff reviews and the resultant 
lessening of PLN’s financial burden, which have consequently helped reduce outflows from the 
state budget in a controlled manner and increase resources available for social sectors. PSRP 
has also provided impetus to unbundling of PLN, renegotiation of PPAs to prevent further loss of 
investor confidence, formulation of NEL, and moves towards a multi-seller single-buyer market 
as a prelude to the MBMS market. However, this ultimate aim of PSRP is unlikely to be 
achieved within the original time schedule. 
 
60. CLGSSDP is providing useful support to the Government in implementing its 
decentralization program. The TA consultants are providing substantial inputs to crafting 
arrangements and mechanisms for devolution of administrative and fiscal autonomy to the 
districts. Since the decentralization program is driven by strong government commitment, 
perhaps not all the credit for the measures that the Government is putting in place may be 
assigned to CLGSSDP. Nonetheless, through its TA support, CLGSSDP is playing an important 
role. Several of the tranche conditions have been complied with, while compliance with those 



 

 

 

requiring intense and lengthy internal political consultations and consensus building (e.g., 
revenue sharing) is substantially delayed.  On the other hand, delay in the implementation of the 
investment component for creation of employment opportunities undermined the potential 
contribution to reduction of crisis-related poverty. 



 

 

 

 

III. OVERALL ASSESSMENT 

 
61. Assessment of the impact of the CMIs is constrained by two well-known difficulties. First, 
all the CSLs, with the exception of PSRP, are components of a larger group of similar activities 
ongoing in their respective areas. Financial sector strengthening, social protection, and the 
decentralization process were the crucial areas that the Government and funding agencies 
considered as deserving assistance during the crisis. Moreover, deliberate efforts were made to 
maximize synergies among the various activities in any given sector. In the financial sector, for 
instance, the three MFIs are engaged in complementary interrelated activities to restructure 
banking. Even where visible, the impact would have the nature of a joint product of several 
complementary and interacting activities, and therefore, difficult to be credited to individual 
CSLs. The other problem stems from the influence of uncertainties in the course of 
developments and the directions of the economy in Indonesia at this time. The political scene, 
which has a major influence on investor and market sentiment, continues to be uncertain. Many 
of the decisions, such as the restructuring of the banking sector, are essentially driven by 
political will. Exogenous developments like the increase in the global price of petroleum, while 
welcome for its positive impact on the Government’s resource position, may also result in a 
dampening of the Government’s resolve to press ahead with major reforms. Despite these 
constraints, it is believed that an assessment should be attempted to provide valuable “interim” 
feedback on the CMIs, which is the focus of this study. 
 
62. Assessment of the CMIs at this time can only be aspectual. Moreover, the assessment is 
made strictly in the context of the crisis. Therefore, the overriding consideration is whether the 
CMIs have been effective in delivering the assistance required to address the most immediate 
needs to help resolve the crisis, i.e., restoration of confidence of investors and markets in the 
Indonesian economy, provision to the Government of resources needed to implement reforms to 
remove the causes of the crisis, and establishment of a social safety net for the poor who were 
most affected by it. In the longer-term development context, each CMI may prove highly 
relevant and valuable, and the reforms supported by each are likely to enhance the country’s 
social and economic progress. Therefore, the assessment in the following paragraphs should 
not be seen as a verdict on the programs supported by the CMIs, but an evaluation of the CMIs 
themselves as the chosen vehicles to deliver crisis management assistance. Seen in this light, 
effectiveness of the CMIs is primarily related to two factors, namely: (i) the degree of 
congruence between the requirements of achieving a goal, and the objectives for which 
assistance is designed; and (ii) the efficiency with which it is implemented. The IMF-led MFIs 
including ADB, identified three requirements for implementing the CMRP, namely, urgent 
provision of external financing of about $18 billion, amelioration of social costs of the crisis, and 
furtherance of policy reforms with potential for an immediate and significant impact on the crisis.  
The following paragraphs, therefore, assess the effectiveness of the CMIs by examining how 
closely the objectives of their constituent loans and NLS were related to these requirements.  
 
63. Progress of implementation of activities in relation to the respective time schedules 
originally envisaged is regarded as an acceptable indicator of efficiency of implementation. This 
approach assumes that implementation is evenly spread over the entire implementation period, 
which of course is not usually the case. However, given the compressed implementation 
schedules of CMI activities, such an indicator should provide a reasonable assessment of 
implementation efficiency.  
 



 

 

 

A. Relevance to Crisis 

 
64. Relevance of individual CMIs is significantly influenced by the selection of sectors and 
the issues through which the CMIs assist in the management of the crisis. If these do not 
represent priorities in crisis management, the relevance of the CMIs will be considerably 
diminished.  While there appears to have been no formal exercise to decide on the sectors and 
themes to be supported, the choice of various sectors for the five CSLs seems to have been 
based on a mix of considerations. The decision to place major emphasis on FGRSDP 
corresponded with the critical importance attached to the strengthening of the financial sector 
and the reform of its governance. Likewise, SPSDP and HNSDP addressed the important need 
for providing social protection to crisis-affected populations, thereby helping to prevent a social 
crisis.  Provision of CLGSSDP was driven by a strong request from the Government, backed by 
the political compulsions it faced.  Because the crisis had a strong political content, the choice of 
these CSLs appears to have been persuasive. Choice of the power sector and the launching of 
PSRP seem to have been driven by two considerations: the urgency and the importance of 
addressing overdue power sector problems, and ADB’s deep and long-standing involvement in 
the sector. While in the context of the power sector a reform program was very timely, PSRP 
had no immediate relevance to the needs of crisis management. Thus, with the exception of 
PSRP, the choice of the various sectors and themes appears to have been appropriate. 
Nonetheless, questions could be asked about the missed opportunities for the sectors that were 
not covered by the CMIs, such as agriculture and SMEs. It is likely that consideration was given 
to such sectors, but no appropriate opportunities could be identified because of the nature of the 
sectors and/or lack of ADB involvement in the past. However, given its positive linkage to 
exports and potential for employment and income generation for the near-poor groups, a CSL 
focused on the SME sector could have had rapid crisis-mitigation impacts.  
 
65. All the five CSLs had the common objective of providing quick-disbursing assistance to 
the Government (at least to the extent of the first tranches of policy loans and quick-disbursing 
investment loans), which was the most immediate requirement to manage the crisis, apart from 
confidence-building reform measures. For this reason, all the CSLs are regarded to have had 
adequate relevance to meeting the needs of crisis management. With the exception of PSRP, 
all the CMIs also aimed directly to address one or both of the other two priority requirements, 
namely (i) amelioration of the social costs of the crisis, and (ii) furtherance of policy reforms of 
immediate impact on the crisis or having a causal relationship with it. The policy component of 
FGRSDP focused on reforms for improving the governance of the banking and financial sectors. 
Such reforms were highly relevant for managing the crisis. Similarly, many of the activities 
included under its TA loan component were also relevant. Its investment loan and equity 
component, however, had negligible relevance to crisis management and to any amelioration of 
social costs.  
 
66. The policy components of SPSDP and HNSDP were focused on reforms to maintain 
access of the poor to basic social services and to strengthen the management of such services 
through decentralization. Some of these reforms that aimed to increase local authority to utilize 
resources efficiently were a desirable and timely response to the social crisis. However, other 
reforms, such as education management and mobilization of new resources, were realizable 
only over the medium to long term, and therefore, were unlikely to have a major impact during 
the perceived short timeframe of the crisis or on the related social costs. By contrast, the project 
and TA components of these CSLs aimed at providing social protection to those poor affected 
by the crisis and, consequently, were relevant to the priority need of reducing crisis-induced 
poverty.  
 



 

 

 

67. The program component of CLGSSDP focused on operationalizing the decentralization 
process, which was an important element in enhancing transparency in government. While such 
enhancement has an indirect but important bearing on the crisis and its related costs, 
CLGSSDP is considered to have somewhat limited relevance as a CSL. The investment 
component of CLGSSDP was focused on creating employment and income-generating 
opportunities to reduce crisis-induced poverty. While this objective is highly relevant to crisis 
management, employment creation under this component is likely to be realized mostly in the 
medium to long term. As such, its possible contribution as a CSL is considerably diminished. 
The associated TA grants, likewise, had rather limited relevance during the timeframe of the 
crisis.  
 
68. The policy and TA components of PSRP are focused on restructuring the power sector 
in Indonesia and establishing a competitive electricity market in the Java-Bali region. This 
objective could be considered to have only low relevance to the crisis, because of its indirect 
and remote potential to make a relevant impact during the timeframe of the crisis. 
 
69. Other NLS particularly the adoption of the Interim Operational Strategy, active and more 
frequent coordination among funding agencies and between funding agencies and the 
Government, and portfolio review exercises responded to the needs and urgency imposed by 
the crisis. The adoption of the Interim Operational Strategy in early 1998 was a pragmatic step, 
and needed at the time. Its focus on financial sector restructuring, social safety net provision, 
and portfolio review to redirect resources to more immediate concerns was appropriate and 
relevant to the crisis. Dedication of additional and higher-level staff resources for the CMIs, and 
their presence in the field for prolonged periods, helped crisis assistance with the Government 
and other funding agencies effectively (except during the early stages of negotiations between 
IMF and the Government). The portfolio review helped direct resources where these were most 
needed during the crisis. Overall, ADB’s NLS was both relevant and useful. 
 

B. Implementation Performance 

 
70. The unusual feature of the CSLs was the compressed timeframes within which 
assistance was to be delivered. It was recognized that Indonesia faced a serious shortage of 
resources needed to manage the crisis; therefore, the timing of assistance was as crucial as its 
size. The timeliness in delivering quick-disbursing assistance was thus a critically important 
element of the effectiveness of the CMIs. In response to this urgency, ADB modified its policies 
and standard practices concerning the size of assistance, processing procedures, ceiling on 
program lending, etc., and approved the five CSLs for a combined loan amount of  $2.8 billion 
within a remarkably short time of nine months from June 1998 to March 1999. The CSLs 
included quick-disbursing policy loans of $2.2 billion scheduled to be released in various 
tranches by March 2000. The first tranche of each CSL was released immediately on Board 
approval. However, release of the second and, in two cases, third tranches was delayed,26  
often substantially (Table 5). 

                                                 
26  In the case of the second tranche under SPSDP, a delay of three months was attributable to the delayed signing by 

the Government of the revised Letter of Intent to IMF. 



 

 

 

 
 

Table 5: Status of Tranche Releases 
(As of  30 June 2001) 

 

Program Date of 
Approval Tranche Amount  

($ million) 
Due 
Date 

Actual  
Release 

Delay 
(months) 

FGRSDP 
 

 Jun 98  Second 
 Third 

 500 
 350 

 Aug 98 
 Feb 99  

Mar 99 
 

  7 
  28 

SPSDP  Jul 98  Second  50  Jul 99 Feb 00   7 
PSRP  Mar 99  Second  180  Mar 00    15 
HNSDP  Mar 99  Second  50  Mar 00 Dec 00   9 
CLGSSDP  Mar 99  Second 

 Third 
 70 
 60 

 Oct 99 
 Mar 00 

Dec 00 
 

  14 
  15 

  =  Not yet released, CLGSSDP = Community and Local Government Support Sector Development Project, 
FGRSDP = Financial Governance Reforms Sector Development Program, HNSDP = Health and Nutrition Sector 
Development Program, PSRP = Power Sector Restructuring Program, SPSDP = Social Protection Sector 
Development Program. 
Sources:  ADB Loan Financial Information System as of 30 June 2001 and data from Program Performance Reports 

as of 30 June 2001. 
 
71. In the case of FGRSDP, the second tranche was expected to be released within three 
months of Board approval and the third tranche within nine months. Release of the second 
tranche was delayed by about seven months and could be effected only after revising schedules 
of some tranche conditions, and a number of nontranche conditions. Likewise, the second 
tranches of SPSDP, HNSDP, and CLGSSDP were delayed by 7, 9, and 14 months, while the 
second tranche under PSRP remains undisbursed 15 months after its due date. Disbursement 
of the third tranches of FGRSDP and CLGSSDP is pending, despite time lapses of 28 and 
15 months, respectively, since their due dates. Cumulatively, the amount of quick-disbursing 
CSL funds withheld due to nonrelease of overdue tranches addeds up to $590 million as of 30 
June 2001.27 Thus, a substantial amount of the approved quick-disbursing assistance under the 
CSLs could not be made available, well past the envisaged date of March 2000. This has 
reduced the usefulness of the CSLs, in so far as the provision of crisis-related liquidity and 
budgetary support is concerned. IMF and government officials saw the disbursement shortfall as 
a weak spot in the CSLs. It is probable that ADB's leverage with the Government and other 
funding agencies would have been enhanced had it been able to release the funds as originally 
envisaged. Equally, it can be argued that the urgency of funding support called for better 
compliance with tranche conditions by the Government. In any case, the immediate cause of 
withholding tranches has been delayed compliance. Apart from continuing political instability, 
this has been attributed to a multitude of conditions, complexity of the reforms required and 
compressed time frames. FGRSDP stipulated 9 and 12 conditions, respectively, for the release 
of the second and third tranches, while SPSDP and HNSDP stipulated 14 second tranche 
conditions each.  Some of them involved issuing laws or departmental decrees, and other time-
consuming administrative actions. A uniform timetable of 12 months was stipulated for 
compliance for four CMIs, while an even shorter timetable of 9 months was stipulated for 
FGRSDP. It seems that the timetables were driven more by the need for early release of funds 
than any realistic assessment of implementation capacity or the complexity of the processes 
underlying the required actions. 
 

                                                 
27  Since HNSDP and PSRP involve cofinancing of $700 million, the respective second tranches amounting to 

$350 million have also been held up.  



 

 

 

72. In general, implementation of the investment components has lagged considerably, and 
in some cases it has even been suspended, such as the investment loan and equity component 
of FGRSDP.  An exception to this is the education sector activities under SPSDP. The SPSDP 
scholarships and school block grants were very well executed making it possible for social 
protection measures to reach the intended beneficiaries and implementers quickly.  Slowness in 
the implementation of investment components of HNSDP and CLGSSDP has rendered their 
contribution to creating social safety nets for the crisis-affected population less effective.  
Implementation of TA loan components of FGRSDP has been uneven with few activities 
proceeding efficiently. Most activities are expected to need fewer resources than provided, while 
others are to be substituted. A similar situation is apparent in regard to implementation of the TA 
loan component of PSRP. The performance of implementing TA grants has likewise been below 
par with long delays experienced in commencing the TA activities due to difficulties in finalizing 
detailed terms of reference and recruitment of consultants. Protracted implementation of TA 
activities undermines the CMIs, because such activities were to provide the necessary 
intellectual support and capacity to implement the respective policy and investment 
components. 
 
73. During the implementation of the CSLs, frequent changes occurred in the personnel, 
policies, and priorities of the Government.28 Disruptions caused by such changes have been 
frequently cited by ADB staff to be among the reasons for noncompliance with tranche 
conditions and implementation delays. This view deserves some sympathy, since not all 
changes that unfolded in Indonesia during 1998 and 1999 could have been foreseen during the 
formulation of the CSLs. However, there was enough evidence to expect major changes from 
past practices and structures. Delay could have been avoided in some cases if staff had 
recognized the potentially disrupting impact of the crisis on the institutional and policy 
environment, and had built flexibility into the design of the CMIs (other than SPSDP and 
HNSDP) and the implementation arrangements. In particular, some flexibility in application of 
ADB’s standard practices and guidelines concerning consultant recruitment and procurement, 
as well as minor modifications to project arrangements, could have helped meet the urgency 
and the peculiarities of the CMIs. In addition, a more pragmatic and decentralized 
implementation supervision by ADB would have been both appropriate and justified in the 
circumstances of the CMIs.  
 

C. Summary Assessment 

 

1. Crisis Support Loans 

 
74. A summary assessment of the CSLs and their respective components along the lines 
discussed above is provided in Table 6.29 To supplement the discussion on implementation 
status of individual loans, the table also provides, where available, quantitative progress 
indicators such as implementation progress in relation to elapsed project period and percentage 
of ADB assistance disbursed. In addition, a qualitative assessment of the reform measures has 
also been included. This is, admittedly, a subjective assessment based on the quality of policies 
introduced rather than the number of conditions complied with. The interim impacts of the CSLs 
as indicated in Table 6 are based on both the measurable and qualitative assessments of 
individual CMIs. 
                                                 
28 For instance, during 1998-1999, Indonesia changed top layers of bureaucracy of various ministries several times,  

abolished or downgraded some agencies, and established new ones. 
29 ADB has yet to develop a standard methodology to evaluate crisis management support, such as the CMIs in 

Indonesia. This assessment is based on the Operations Evaluation Mission’s findings and judgements.  



 

 

 

 
Table 6:  Summary Assessment of Crisis Support Loans 

(as of 30 June 2001) 
Item FGRSDP SPSDP PSRP HNSDP CLGSSDP 
 
Timeliness of program disbursements  M  M  L  L  L  
Overall relevance of CMIS to Crisis management  H  M  L  M  L  
Performance of program component: 
 Reforms initiated  M  M  M  L  M  
 Percentage of  program assistance disbursed  75  100  53  100  70 

Performance of project/investment loan: 
 Project progress index  0  0.9    0.5  0.4  
 Percentage of ADB assistance disbursed  0  94    43  1 

Performance of  TA loans/grants: 
 No. of TA activities commencing without delays  1  2  0  1  3  
 No. of TA activities commencing after long delays  2  1  2  1  0  
 No. of TA activities yet to commence  2  0  5  1  0  
 No. of TA activities abandoned  2   0  1   0   0   

   7  3  8  3  3 
 Percentage of ADB assistance disbursed  33  50  15  37  46  

Interim impact:  H  H  M  M L  

 = Not applicable, CLGSSDP = Community and Local Government Support Sector Development Project, 
FGRSDP = Financial Governance Reforms Sector Development Program, HNSDP = Health and Nutrition Sector 
Development Program, H = high, L = low, M-medium, N =negligible, PSRP = Power Sector Restructuring Program, 
SPSDP = Social Protection Sector Development Program H=high, TA = technical assistance. 
 

2. Non-Lending Support 

 
75. ADB’s nonlending crisis assistance to Indonesia was generally timely, appropriate, and 
useful (paras. 25, 33, and 39) although it could be more effective in donor coordination and 
program implementation (paras. 80 and 81). Moreover, while the TA components were relevant 
and useful, their implementation has generally been slower than expected (paras. 42, 43, 49, 50 
and 53, and Appendix 4). 



 

 

 

 

IV. LESSONS, ISSUES, AND RECOMMENDATIONS 

 

A.  Lessons Learned 

 
76. Dealing with the Asian financial crisis of 1997-1998 was a new and unique experience 
for ADB. Though it had been called on in the past to assist in reconstruction efforts following 
natural or man-made disasters, such as earthquakes, floods, typhoons, and civil wars, it had 
never been confronted by anything as abrupt, massive, and volatile as this crisis. Clearly, ADB 
could not have been prepared to deal with a crisis of such proportions, nor did it have all the 
necessary tools and experience. Notwithstanding such constraints, ADB fully  participated in the 
international efforts to help Indonesia (as well as the other crisis-affected DMCs), and made 
significant contributions to manage the crisis. The lessons of this experience should help ADB 
respond more effectively to similar challenges in the future. At least five key lessons emerge 
from the CMI experience in Indonesia. 
 

(i) ADB has no option but to provide crisis assistance when a crisis hits a DMC. 
 

(ii) Crisis assistance is fundamentally distinct from the normal development 
assistance that has traditionally been ADB’s strength; it requires significantly 
different approaches, procedures, and instruments. 

 
(iii) Restoration of investor confidence is the most important objective of crisis 

assistance, and provision of quick-disbursing funds to augment liquidity and 
supplement budgetary resources is the most potent signal of support. This 
objective can be frustrated when disbursements are tightly linked to structural 
reforms that do not have a causal relationship with the crisis. In general, social 
protection programs to address crisis-induced poverty need to be viewed 
differently from the overall macroeconomic and restructuring programs needed 
for crisis management. 

 
(iv) Crisis assistance calls for a continuous and intensive involvement of ADB and 

other funding agencies with implementing agencies, both in pre-approval and 
post-approval phases. Lack of adequate involvement in post-approval stages 
affects the implementation and effectiveness of crisis assistance. 

 
(v) NLS, particularly providing policy advice to government, and maintaining close 

interaction with its economic managers as well as effective coordination among 
the funding agencies on policy and operational matters, is an essential and 
important part of crisis assistance. 

 
77. Crisis assistance is unavoidable. Traditionally, providing funds and advice to countries in 
financial crisis has been the domain of IMF.  World Bank and the regional development banks 
provided assistance for structural adjustments and related investments after the crisis was 
contained and its resolution foreseeable. However, as the events in Indonesia and other East 
Asian countries have shown, the new breed of financial crisis is vastly different in scale and 
characteristics from the crises emanating from fiscal and/or balance-of-payments deficits. With 
growing integration of financial markets across the world, this new breed of crisis, whatever its 
origin, tends to rapidly turn into a capital-account crisis, and become highly contagious. The first 
feature calls for large-scale liquidity support from external sources (unless the economy has 



 

 

 

adequate reserves of its own, e.g., Hong Kong, China). Such support is necessary to restore 
confidence in the payment capacity of the country. Moreover, amelioration of social costs of the 
crisis and crisis-related structural adjustments require budgetary support. The size of the funds 
needed for these purposes is too large to be within the means of a single institution like IMF. 
This is obvious from the “rescue” packages arranged by IMF in recent years: $50 billion for 
Mexico, $57 billion for the Republic of Korea (hereafter Korea), and $43 billion for Indonesia. 
Participation of ADB, the World Bank, and the major bilateral aid agencies is, therefore, 
essential where the resources required are beyond the capacity of a single institution. 
Furthermore, as a development institution, ADB has an obligation to provide crisis assistance to 
DMCs to safeguard their development achievements and prospects and to minimize crisis-
induced poverty. Strong support from ADB signals its confidence in the affected economy, and 
helps restore investor confidence and calm the markets. ADB’s intervention is also needed to 
contain the contagion to insulate other DMCs. Not least, being the region’s development 
institution, ADB’s future is inseparably tied to DMCs. As a prudent banker, therefore, ADB has a 
vested interest in helping the DMCs resolve the crisis and regain a sound economic and 
financial status. In short, the option not to get involved with a DMC in crisis simply does not exist 
for ADB.  
 
78. Crisis assistance is dissimilar to normal development assistance. Crisis assistance has 
features that contrast sharply with those associated with normal development assistance.  It 
needs to be mostly quick-disbursing and made available with a sense of urgency. Crisis 
assistance is also provided under conditions of significant uncertainty and without the benefit of 
adequate information. Moreover, such assistance has to be approached with the clear 
understanding that its primary purpose is to restore the confidence of investors and markets in 
the economy as quickly as possible rather than to enhance development capacity per se. 
Delivery of crisis assistance, therefore, requires dedicated lending instruments, as the use of the 
program loan modality has not produced fully efficient and satisfactory results in terms of pace 
of disbursement. The SDP modality has been effective in the case of SPSDP and HNSDP, 
except that the policy components remained exposed to the risk of delays that are commonly 
seen in program loan implementation. In the case of CLGSSDP, this modality has proven less 
effective, while it may become irrelevant for FGRSDP if, as expected, its investment component 
is cancelled. The need for urgency in providing crisis assistance under conditions of uncertainty 
requires significant changes to be made to all the aspects of the “normal” project cycle, from 
project identification to completion of implementation. Major changes are also needed to the 
systems and procedures instituted to ensure project quality, internal accountability, and 
decision-making processes in ADB.  The various ad hoc changes that ADB made helped it 
deliver CSL assistance to Indonesia with varying degrees of effectiveness, but considerable 
room for improvement remains, particularly in the area of implementation supervision. 
 
79. The burden of unrelated reforms dilutes the effectiveness of crisis assistance. 
Restoration of investor confidence in an economy and its payment capability is critical to 
addressing a capital-account crisis. The CMRP aimed at achieving this goal through provision of 
quick-disbursing funds to enhance liquidity, and initiation of reforms to remove structural 
deficiencies that triggered the crisis in the first place. In addition, part of the ADB assistance 
supplemented budgetary resources needed for amelioration of the crisis-related social costs. 
However, mere provision of funds without any attempt to address the structural causes of the 
crisis may not be sufficient to restore investor confidence, and in any case will not lead to a 
sustainable resolution of the crisis. Crisis assistance should send potent signals to the markets 
that major policy distortions and structural weaknesses are being addressed. Therefore, 
pursuing crisis-related structural reforms as part of CMIs was essential. However, inclusion of 
wide-ranging, loosely related, and in some cases, hastily designed reforms slowed the process 
of disbursement: only 42 percent of approved policy loans could be delivered on time with 
another 30 percent delivered after significant delay, with the rest remaining undisbursed. While 
the reform program attached to FGRSDP was highly relevant to the crisis, other CSLs have 



 

 

 

reform components that are desirable in their own right for long-term sector restructuring, but 
their relevance to crisis management has been limited. A key lesson for the future, therefore, is 
that CMIs should focus on reforms of immediate relevance to the causes and mitigation of the 
crisis. 
 
80. Crisis assistance requires continued engagement and support during implementation.  
Formulation and processing of crisis assistance requires intensive and extensive work to be 
accomplished under highly compressed time schedules, and amidst uncertainties and data 
constraints. Often there is simply not enough time to undertake preparatory work and perform 
due diligence in the normal sense.  In addition, stakeholder consultation and ownership building 
remain limited to the upper echelons of bureaucracy, mainly the Ministry of Finance. The 
possibility remains, therefore, that proposals for assistance may not be comprehensive in all 
aspects, and insufficiently owned and poorly understood by those who would be tasked with 
implementation. Unanticipated changes in personnel, policies, and priorities emerging during a 
crisis could further exacerbate these difficulties. All these factors have been present in varying 
degrees in the case of the CSLs. Accordingly, such programs may require frequent 
modifications to the approved scope, implementation arrangements, and timetables in the post-
approval phase. In addition, crisis assistance could involve inexperienced implementing 
agencies, which need support to overcome their unfamiliarity with the procedures and 
regulations of external funding agencies such as ADB. All this requires pragmatic problem-
solving approaches and painstaking effort by ADB staff during the implementation phase. 
Almost all the implementing agencies, government officials, multilateral and bilateral aid 
agencies, and observers in Indonesia felt that EMI was unable to provide all the support that the 
implementing agencies required. This may well have been because of lack of staff resources 
and/or EMI’s authority limitations, but nevertheless it was unhelpful in keeping up the pace of 
implementation.    
 
81. Nonlending support is an essential part of crisis assistance. Crisis management requires 
a comprehensive package of assistance from MFIs, comprising funding support as well as NLS 
in the form of policy advice, implementation assistance, dedicated staff resources, and effective 
coordination among funding agencies. The Indonesian experience with the CMIs confirms that 
ADB and other MFIs are well placed to provide such support. This is because MFIs have a 
better reservoir of information, lessons of relevant experience from other countries, and a 
stronger analysis and research capacity than governments. Moreover, policy dialogue between 
MFIs and governments assumes even greater importance during a crisis to reconcile views on 
priority and sequencing of reforms, and feasibility of their implementation in conditions of crisis. 
In terms of the CMIs, coordination among the MFIs in the initial stages of the crisis was less 
than effective on certain key issues such as bank closures and restructuring. In such a situation, 
it may be useful to raise the level of dialogue through direct involvement of ADB management. 
Also, policy dialogue during a crisis should be a continuous process and conducted in formal 
meetings, as well as through informal interactions with government economic managers and 
MFI officials. Senior Indonesian government officials, including former ministers, while 
appreciating ADB’s policy advisory role during the crisis, felt that more active involvement of 
ADB in this process would have widened the scope of discussions and benefited the 
Government. IMF staff suggested that ADB should take a more active part in policy discussions 
concerning the real sectors. IMF and World Bank officials also felt that ADB should have 
devoted more resources to adequately discharging its responsibility according to the division of 
work agreed among the three MFIs. They referred to the lack of progress, during the crisis, on 
assistance to the SME sector where ADB had accepted to be the lead agency. In the future, the 
impact of ADB’s assistance can be enhanced by more comprehensive NLS, particularly greater 
contribution to policy work, more effective coordination among agencies, and enhanced 
implementation support (including empowered field presence).  
 



 

 

 

B. Key Issues for the Future 

 

1. Framework for Crisis Assistance 

 
82. Crisis assistance needs to be distinguished from normal development assistance. ADB’s 
priorities, policies, practices, and instruments are mostly geared to providing development 
assistance. Attempts to adapt these to the needs of the CMIs through improvisations and ad 
hoc changes have had mixed results. At an operational level, these were reasonably adequate 
in the earlier phases of the CSLs up to the approval stage, but ran into obstacles during 
implementation. However, even at the formulation stage, no clear differentiation was made 
between the CSLs and normal development assistance with regard to (i) the objectives of crisis 
assistance, (ii) the priority of reforms not having direct causal relationship with the crisis, and 
(iii) the terms and conditions of assistance. Given that the new breed of systemic or contagious 
crises may have become an intrinsic feature of globalized financial markets, it cannot be ruled 
out that ADB will be called upon again to provide crisis assistance to DMCs. It would, therefore, 
be appropriate for ADB to refine the framework to guide future CMI activities. This framework 
must take into account the characteristics and needs of such assistance, and determine how 
best these needs can be met. In this respect, some important considerations are as follows. 
 
  a. Objectives and Modalities of Crisis Assistance 

 
83. The experience with the CMIs in Indonesia should help focus ADB crisis assistance 
more narrowly in the future. The objectives of such assistance could be two-fold. The first would 
be to contribute to external funding needed to implement the crisis management program 
agreed between funding agencies and a government, where such a program includes measures 
to address both liquidity problems as well as structural weaknesses and policy distortions 
having a causal relationship with, and direct bearing on, the crisis.  The second objective would 
be to supplement government funding of the social costs of a crisis to ameliorate its impact on 
the poor. The first objective may be best served by ADB’s joining an international rescue effort 
led by IMF, rather than putting together a stand-alone ADB intervention, which may, in any 
case, be impossible under the severe time constraint imposed by crisis situations. The special 
program loan (SPL) modality could be the most suited for this kind of intervention with certain 
modifications (para. 85). As to the second objective, the successful experience of SPSDP, 
whose basic features have also been adopted by the World Bank to structure its own social 
safety net project in Indonesia, confirms its suitability as a vehicle to provide social protection 
loans in future crises, with or without a policy loan component. This modality appropriately 
recognizes that recurrent expenditures on education, health, and nutrition are in the nature of  
“investment” in human capital. Such expenditures should, therefore, be eligible for fast-track 
financing through stand-alone investment loans, or through SDPs when core social reforms 
need to be initiated urgently. 
 
84.  Program loans and SDPs have not been the ideal lending instruments for the CSLs in 
Indonesia. These modalities necessitated the coupling of wide-ranging, sometimes unrelated 
reforms with the CSLs, which was difficult to accomplish within the extremely short timetable for 
release of loan tranches during the crisis. Moreover, not all stipulated actions were relevant to 
the crisis and some of them would have contributed little to its resolution. Accordingly, a new 
lending instrument, SPL, was adopted in December 1999. This instrument is based on the 
recognition that the objective of crisis assistance is to provide large-scale liquidity support for a 
DMC to overcome unanticipated difficulties in meeting payment obligations. It also simplifies the 
processing of crisis assistance by treating it as a part of an international “rescue” effort, in which 
IMF and the World Bank may participate. SPL also takes into account the exceptional nature of 



 

 

 

crisis assistance, and accepts the principle of selectivity in leveraging it to promote only crisis-
related reforms. It carries higher interest rates than normal development assistance. Thus, SPL 
is a considerable improvement over the program loan and SDP modalities. Its design meets the 
need to provide large-scale funding while mitigating the adverse effects of substantial 
unanticipated lending on ADB’s financial strength.  
 
85. However, some aspects need to be clarified.  For instance, it is not clear if the use of 
SPLs would require ADB to follow IMF’s flexible approach to tranche releases allowing frequent 
revisions of tranche conditions and timetables, or to adopt the rigid approach of a program loan 
or SDP. The latter approach would involve the risk of delays in disbursement (as seen in 
Indonesia). The Indonesian experience strongly suggests the need for flexibility to allow 
modification of conditionality during CSL implementation. The SPL modality is also unclear 
about the assistance that may be given expressly for immediate social protection to mitigate the 
impact of a crisis on the poor and vulnerable. Since SPL is seen as part of IMF-led “rescue” 
efforts, it would be subject to temporary stoppages and withholding of international assistance 
(as happened in Indonesia during February-April 1998). In such an event, withholding of 
assistance for immediate social protection (as was done in the case of SPSDP) may be 
undesirable. In view of this, no single lending modality may serve all the needs of crisis support. 
 
  b. Procedures and Practices 
 
86. The urgency of crisis assistance dictates the need for modifications to the established 
project formulation and processing procedures (as was successfully done in the case of 
FGRSDP and SPSDP). Likewise, the implementation of crisis assistance calls for flexibility in 
the implementation of standard procedures concerning approval of project modifications, 
procurement of goods, recruitment of consultants, and disbursements. Such flexibility can be 
ensured by including appropriate information and justification in the Report and 
Recommendation of the President, based on the need for speed and simplicity while 
maintaining the integrity of the underlying objectives of existing procedures, such as 
accountability and project quality. 
 
  c. Effective Field Presence  
 
87. The need for providing continuous and intensive support to implementing agencies 
during CMI implementation has been highlighted in para. 80. Moreover, it is necessary to 
maintain close interaction on a day-to-day basis with officials of the government, IMF, and World 
Bank, particularly in response to unanticipated changes in market conditions and government 
priorities. To play an effective role in CMI implementation, adequate and informed presence in 
the field is essential. Dispatch of personnel from ADB headquarters is not a substitute for field 
presence, since it is difficult for visiting missions to develop working relationships with officials of 
the government and MFIs in the short time of their visits. By analogy, on the operational side, 
the need to support implementing agencies through quick resolution of procedural difficulties is 
better accomplished by adequately empowered resident missions or extended missions. 
However, no particular advantage seems to result from maintaining an extended mission 
parallel to the resident mission, as was done in the case of EMI. Instead, it may be more 
effective to strengthen the resources of the resident mission for the duration of a crisis. 
Implementing agencies as well as the MFIs and the bilateral aid agencies gave credit to the 
well-staffed and empowered resident missions of IMF and the World Bank for their ability to 
provide quicker and better support than ADB’s EMI. In the future, therefore, ADB should 
consider provision of adequately resourced, sufficiently empowered and appropriately located 
field presence to maximize efficiency of implementation of crisis assistance. 
 



 

 

 

2. Reform Programs During Crises 

 
88. A key objective of the CMIs was to provide the urgently needed liquidity and budgetary 
support to the Indonesian Government and enable it to take steps, including the initiation of 
structural policy reforms, necessary for managing and resolving the crisis. Without such 
reforms, crisis assistance would have been of little use. There has been, and continues to be, a 
lack of unanimity on the causes of the crisis and the optimum scope of reforms to address it. 
Furthermore, the shortcomings of IMF’s policy advice during the earlier phases of the crisis are 
well acknowledged. This gives rise to the question as to what kind of assistance could be 
considered “directly needed” to manage and contain the crisis. While there is no single valid 
answer to this question, the CMI experience points to the need for due care and selectivity in 
initiating reforms during crises. 30 In the case of the CSLs, there may have been a temptation to 
leverage crisis assistance with the initiation of wide-ranging reforms even if some of them had 
little causal relationship with the crisis. This could be because governments are more willing to 
take hard and unpopular decisions during a crisis than they would in normal times. Crises are 
thus seen as opportunities for initiating a host of reforms, whether relevant to the crisis or not.31  
However, the experience of the CMIs as well as the wider experience of IMF programs of crisis 
assistance elsewhere highlights the need to be selective in deciding the type of reforms to be 
leveraged, and especially the timeframe over which these are to be implemented. This is so 
because a government’s willingness to make reform commitments during a crisis may result as 
much from the genuine appreciation of the need for reform, as from the dire need to obtain 
external funds to manage the crisis. Coincidentally, a government’s capacity to implement 
measures underlying its commitments is heavily constrained during a crisis due to more 
pressing demands of managing uncertain political and social developments associated with the 
crisis.  
 
89. Moreover, crises are characterized by uncertainties, data constraints, and urgently 
needed action. Such conditions are unsuitable for negotiating reform programs with a longer- 
term perspective, which need to be preceded by in-depth policy research and dialogue, careful 
consideration of alternatives, assessment of implementation capacities, stakeholder 
participation, and nurturing of their ownership. In crises, a government may not fully understand 
the implications of its commitments, however seriously made. Likewise, a crisis environment 
could prevent meaningful consultations among the different ministries and branches of 
government, and implementing agencies at central, provincials and local levels. This situation 
not only limits the development of ownership of the reform programs within the government, but 
could also lead to the perception that the reforms are driven by funding agencies. To the extent 
that the understanding and ownership of reform programs remain weak or contrived, their 
successful or timely implementation and eventual sustainability may remain doubtful. 
Accordingly, the approaches and strategies to be adopted for promoting reforms by leveraging 
crisis assistance need to be carefully considered. Thus, a set of core reforms that are directly 
relevant to the crisis at hand should be stipulated for implementation during the timeframe of the 
crisis. A limited number of unrelated but important reforms whose urgency can be convincingly 
established could also be negotiated  “in-principle,” and basic commitments to their initiation 
obtained. However, the specific design and implementation schedule of such reforms could be 

                                                 
30  In the context of IMF programs, it has been observed that “Today, there is no unanimity about the appropriate 

policies for Korea or Southeast Asia.” Further, that ……”The IMF must  eschew the temptation to use currency 
crisis as opportunity to force fundamental structural and institutional reforms on countries, however useful they may 
be in the long run, unless they are absolutely necessary to revive access to international funds.” Martin Feldstein. 
“Refocussing the IMF” Foreign Affairs, March/April 1998. 

31  “Financial emergencies are times when there is more social and human distress, and as we have seen, they are 
times when more structural changes can take place in 18 months than would otherwise been achieved in a matter 
of years. They are not times for the usual rhythms of development lending.” L. Summers. “New Framework for 
Multilateral Development Policy,” Treasury News, 20 March 1999. 



 

 

 

finalized only after gaining a measure of control over the crisis. In any case, such reforms 
should not form part of a conditionality tied to disbursement during the anticipated timeframe of 
the crisis. This is necessary to avoid withholding quick-disbursing assistance on account of 
noncompliance with noncore reform conditions that may be difficult to implement within the time 
and circumstances of the crisis.  Such a holistic approach would differ from one that considers 
each specific assistance activity in isolation, and therefore requires delivery of a corresponding 
reform against it on a “cash-on-delivery” basis. 
 
90. Another issue requiring closer consideration relates to the provision of assistance for 
building social safety nets during a crisis.  Provision of such assistance under SPSDP was 
delayed because of the standoff between IMF and the Indonesian Government on the question 
of introducing a currency board system. Since the rationale for the provision of assistance for 
social safety nets is somewhat different from that of the rest of crisis assistance, the 
appropriateness of delaying approval in such cases needs to be examined. In other words, ADB 
needs to take a view whether approval and/or disbursement of social protection assistance 
should await consensus among funding agencies on major reform issues. Considering its 
humanitarian nature, it appears that such assistance should proceed independently of any MFI 
joint crisis assistance package. 
 

3. Capacity Building in ADB 

 
91. As the recurrence of financial crises in DMCs cannot be ruled out, ADB may well be 
called on to participate in providing crisis assistance in the future. To make such assistance 
more effective, a greater policy role may be necessary. To that end, ADB needs to continue 
developing its capacity for research, analysis, and monitoring of the DMC economies, especially 
in the areas most relevant to causes of crises or most likely to be affected by a crisis once it 
occurs. In particular, as the banking and financial sector may be the major source of instability in 
the future, ADB needs to remain engaged in this sector by closely monitoring relevant 
developments and strengthening sector work, at least in major DMCs.  Such engagement would 
appear to be necessary even if ADB is not operationally active in the financial sectors of certain 
DMCs, because financial systems and products are evolving across the world with rapidity and 
complexity, and their implications may not always be well understood by regulators and market 
players. Likewise, the impact of new financial products and developments on the relatively new 
financial sectors of DMCs is not always self-evident. Engagement in these sectors of DMCs will 
require dedicated staff resources, in addition to the financial sector monitoring work of the 
Regional Economic Monitoring Unit (REMU). Such work needs to be extended to DMCs not 
covered by REMU at present, and to be more closely integrated in ADB’s financial sector 
operations. In this respect, it may be useful to establish formal coordination and knowledge- 
sharing mechanisms between REMU and ADB’s regional Financial Sector Divisions.  
 

4. Providing a Framework for Corporate Debt Restructuring  

 
92. Considering the magnitude of the crisis, ADB had to focus on a limited number of 
carefully selected interventions designed to achieve maximum results in the shortest possible 
time. The crisis was often called as much a banking and currency crisis as a crisis of 
confidence. It can be argued, therefore, that the CMIs could have been made more effective by 
including measures directly aimed at restoring the confidence of foreign investors and creditors, 
possibly leveraging ADB’s direct assistance with commercial cofinancing. It is widely believed 
that the Indonesian Government’s inability to implement confidence-building measures for bank 
restructuring and resolution of corporate debt issues were important factors in deepening the 



 

 

 

crisis. One area where ADB’s assistance could have been effective was to help the Government 
in providing a viable framework for restructuring corporate debt, particularly short-term debt, 
with active participation of international creditors and investors. With the benefit of hindsight, it 
can be said that the provision of such a framework, possibly based on ADB guarantee 
modalities, might have been more helpfulin restoring market confidence, arresting currency 
slide and capital flight, and stabilizing the economy during the crisisthan the interventions 
seeking to implement structural reforms in real sectors. Providing a framework for corporate 
debt restructuring could be a valuable CMI, should a crisis with similar characteristics recur in 
the future. 
 

5. Resource Mobilization 

 
93. The provision of unanticipated, large-scale crisis assistance to Indonesia, and to the 
other crisis-affected countries during 1997-1999, exerted heavy demands on ADB’s financial 
resources and strained its capital position. It is, therefore, desirable to explore possible avenues 
for catalyzing incremental supply of crisis assistance to affected DMCs on future occasions. 
Significant opportunities for potentially rewarding collaboration seem to exist with the emerging 
or proposed mechanisms for regional monetary cooperation.  Proposals such as the Association 
of Southeast Asian Nations Swap Arrangements, the Chiang Mai Initiative, and the Asian 
Monetary Fund are obviously at a preliminary stage, and it will be some time before consensus 
is evolved among funding agencies and countries in the region to crystallize one or more of 
these proposals in specific forms. However, ADB could facilitate and promote further 
development of such proposals by providing the necessary research and technical inputs 
needed for that purpose. The need for ADB to develop dedicated research capacity to focus on 
financial sector developments in the DMCs, as discussed in para. 91 would become all the more 
urgent and crucial if collaboration with the subject regional mechanisms is to be realized. In this 
context, the work being accomplished under REMU would also form a natural complement. 
Forging of a close and collaborative relationship with regional arrangements would enable ADB 
to leverage its research capacity and financing to mobilize large-scale resources for crisis-
affected DMCs while safeguarding its own risk-bearing capacity. ADB could also explore 
possibilities of leveraging its partial guarantee products to “bail-in” external private funding for 
crisis management, for instance, to lengthen the maturity of corporate debt.   
 

C. Recommendations 

 
94. Based on the findings and analysis contained in this study, the following 
recommendations are offered for consideration. 
 

(i) ADB should refine the framework for provision of crisis assistance in the future.  
This framework should be comprehensive and should clearly recognize the 
special purpose and the characteristics of crisis assistance, evolve distinct 
procedures and practices for its processing and implementation, and outline 
arrangements for internal coordination and functioning of a checks-and- balances 
system in decision-making. 

 
(ii) ADB should establish an adequately resourced and empowered field presence 

during a crisis, and allow flexible implementation of consultant engagement and 
procurement procedures, both to provide expeditious support to implementing 
agencies and to efficiently interact with government and other MFI officials. 

 



 

 

 

(iii) ADB should remain engaged in the financial sectors of major DMCs through 
regular monitoring, supplemented by in-depth sector work. Such engagement is 
necessary, even if ADB is not operationally involved in the financial sectors of 
DMCs all the time. For this purpose, the ongoing activities of REMU need to be 
more closely integrated with the operational divisions concerned by establishing 
formal coordination and knowledge-sharing mechanisms between REMU and 
these divisions. 

 
(iv) ADB’s future CMIs should exclude programs supporting wide-ranging reforms 

that do not directly address (a) the causes of the crisis, and/or (b) the need to 
send strong market signals to restore investor confidence. A more selective 
approach in stipulating reforms for implementation with crisis assistance should 
be pursued, with a focus on directly crisis-relevant “core” reforms. If necessary, 
an agreement in principle may be reached with the government, as part of the 
CMI package, to implement a limited number of noncore but important reforms 
after the crisis has ended. 

 
(v) ADB needs to explore various options to mobilize the large-scale resources 

needed for provision of crisis assistance in the future, such as (a) leveraging its 
guarantee products to encourage private sector funding for crisis management, 
and  (b) encouraging and monitoring the development of the regional swaps and 
other payments arrangements that are evolving under the Chiang Mai and other 
recent initiatives. ADB should consider providing technical services to such 
arrangements through REMU. 

 
(vi) ADB should review implementation timeframes and deadlines, and consider 

further extensions as necessary in the time limits for release of policy loan 
tranches of PSRP and CLGSSDP. 
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A CHRONOLOGY OF THE INDONESIAN CRISIS: FINANCIAL ASSISTANCE

1997

2 July The Bank of Thailand announced a managed float of the baht and called on
the International Monetary Fund (IMF) for technical assistance (TA). The
beginning of the Asian financial crisis.

16-17 July The Consultative Group on Indonesia (CGI) held a meeting in Tokyo, with
funding agencies and institutions pledging $5.299 billion of assistance for
Indonesia’s 1997/1998 fiscal year ($1.2 billion from the Asian Development
Bank [ADB]).

14 August Indonesia abolished its system of managing the exchange rate through the
use of a band and allowed it to float.

8 October IMF announced its support for Indonesia’s Economic Program. Two IMF
teams were sent to Jakarta to begin discussions on an IMF-supported
economic program and to provide TA for financial sector reform. In the work
on the rehabilitation of the financial sector, the IMF teams cooperated with
the World Bank and ADB teams.

31 October The first Letter of Intent (LOI) and Memorandum of Economic and Financial
Policies (MEFP) signed. Indonesia requested a three-year stand by
arrangement from IMF in an amount equivalent to SDR7.3 billion with a
comprehensive policy package to deal with insolvent and weakened banks,
and to overcome structural rigidities.

1 November The Government closed down 16 ailing banks following IMF advice.

5 November The IMF Executive Board approved a three-year stand by credit of SDR7.338
billion (about $10.14 billion). The World Bank and ADB committed to assist in
the restructuring and reform of the banking system, and in reforms relating to
capital markets, public sector financial management, and trade
competitiveness. Together with other pipeline projects, ADB and World Bank
assistance would total $3.5 billion and $4.5 billion, respectively, during 1998-
2000 (on a disbursement basis). Singapore pledged $10 billion, Japan
$5 billion, and the United States of America $3 billion.

4 December The World Bank approved the Banking Reform Assistance Project in the
form of a TA loan for $20 million.

1998

6 January President Soeharto presented the draft budget for fiscal year 1998/1999. The
rupiah experienced a free fall to reach Rp11,000/$1, compared to the
precrisis rate of Rp2, 447/$1.  Panic food buying occurred.

15 January The second LOI and MEFP signed.

10 February A currency board proposal for exchange rate management detracted
attention from implementation of the IMF package.
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16 February President Soeharto fired the Bank Indonesia governor because of his
opposition to the currency board proposal.

21-22 February Indonesia suspended its plan to implement the currency board system,
following advice from the Group of Seven countries and IMF, which had
threatened to cut off the $43 billion assistance package.

3 March The Overseas Economic Cooperation Fund (OECF) of Japan committed a
sector program loan amounting to Y20 billion.

10 March President Soeharto was elected to his seventh five-year term.

14 March A new cabinet was announced which included President Soeharto’s first
daughter and several close business associates.

10 April The third LOI and MEFP signed.

4 May The IMF Executive Board completed the first review of Indonesia’s Economic
Program. A tranche of SDR733.8 million ($989.4 million) was disbursed
immediately.

5 May The Government announced gasoline and electricity tariff hikes. Riots and
demonstrations ensued.

9 May President Soeharto left Indonesia to attend a Group of 15 countries meeting
in Egypt.

14 May Ethnic riots spread in Jakarta; an estimated 1,180 people were killed.

15 May President Soeharto cut short his trip to Egypt and returned to Indonesia.

19 May Fourteen ministers announced their resignation.

21 May President Soeharto resigned. Vice President Habibie took over as the new
president.

4 June Frankfurt agreement: Indonesia and the Bank Steering Committee
(representing foreign creditor banks) agreed to create a framework for the
restructuring of external debt, and for the maintenance of trade facilities to
facilitate import/export flows.

24 June The fourth LOI and MEFP signed.

25 June ADB approved the Financial Governance Reforms Sector Development
Program (FGRSDP) for $1.5 billion, as part of the IMF pro gram
framework approved in November 1997. Following the agreement with
IMF on 15 January, it was agreed that in the banking sector, ADB would
focus primarily on meeting the requirements of Bank Indonesia and that the
World Bank would assist Indonesia Bank Restructuring Agency (IBRA); $550
million was disbursed immediately under FGRSDP.
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2 July The World Bank approved a $1 billion Policy Reform Support Loan (PRSL) to
provide budgetary support that would help Indonesia reform its banking and
financial sector, improve corporate governance, and help meet a set of
urgent social needs; $600 million was disbursed immediately.

9 July ADB approved the Social Protection Sector Development Pro gram
(SPSDP) for $300 million coverin g education, health, famil y plannin g,
and nutritional services  to mitigate the effects of the crisis on the poor; $50
million was disbursed immediately.

15 July The IMF Executive Board approved the completion of a review of Indonesia’s
36-month standby credit, and an increase in the financing by credit by
SDR1 billion (about $1.3 billion), to SDR8.3 billion (about $11 billion);
SDR734 million was made available to Indonesia immediately.

29 July The fifth LOI and MEFP signed.

29-30 July CGI meeting was held in Paris; funding agencies and institutions agreed to
pledge $7.894 billion of assistance for Indonesia’s 1998/1999 fiscal year with
$2.2 billion from ADB.

25 August The IMF Executive Board approved the SDR 734 million (about $1 billion)
credit tranche for Indonesia, as well as an extended fund facility (EFF)
totaling SDR 4.7 billion (about $6.2 billion) in support of the Government’s
broad-based program. The EFF replaced the three-year stand-by credit
approved by IMF on 5 November 1997.

11 September The sixth LOI and MEFP signed.

24 September The Paris Club rescheduled $4.2 billion of Indonesia’s sovereign debt.

25 September The IMF Executive Board approved the completion of the first review under
the EFF and the release of the next SDR 684.3 million (about $940 million)
credit tranche for Indonesia.

3 October Japan announced the new Miyazawa Initiative; providing a package of
support measures totaling $30 billion, of which $15 billion was for the
medium- to long-term financial needs for economic recovery and another $15
billion for possible short-term capital needs.

16 October OECF committed a sector program loan amounting to Y50 billion.

19 October The seventh LOI and MEFP signed.

6 November The IMF Executive Board approved the completion of the second review
under the EFF and the release of the next SDR 684.3 million (about $960
million) credit tranche for Indonesia.

24 December OECF committed a sector program loan amounting to Y100 billion.
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1999

15 January An interim meeting of the CGI was held in Jakarta to discuss the emerging
picture of the social impact of the crisis, in key reform areas, update itself on
the fiscal and financial situation, and share information on members’
programs.

5 February Japan announced a $2.4 billion financial support program for Indonesia
under the framework of the new Miyazawa Initiative.

9 February The World Bank approved release of the $400 million second tranche of the
PRSL.

12 March OECF committed two loans; Social Safety Net Loan (Y45.2 billion) and
Health and Nutrition Sector Development Program Loan (Y35.3 billion). The
latter was provided as cofinancing with ADB.

13 March The Government closed 38 insolvent banks.

16 March The ninth LOI and MEFP signed.

23 March ADB approved the Power Sector Restructurin g Program for $380
million to gether with a TA Loan of $20 million to increase efficienc y of
the power sector b y establishin g a competitive electricit y market in
Java-Bali, and by introducing other sector reforms.

25 March The IMF Executive Board approved the completion of the fourth review under
the EFF, augmentation of the program by SDR 714 million (about $1 billion),
and release of the next SDR 337 million (about $460 million) credit tranche.

25 March ADB approved the Health and Nutrition Sector Development Pro gram
for $300 million as a continuation of social protection assistance that
had begun with SPSDP.

25 March ADB approved the Communit y and Local Government Support Sector
Development Pro gram for $320 million  to support government’s plans to
implement administrative and fiscal decentralization, and support immediate
poverty reduction through community-level investment in basic infrastructure
and services.

The World Bank approved a $31.5 million Corporate Restructuring TA loan to
fund the activities of the Jakarta Initiative Task Force.

7 May Fiscal Relations Law and Regional Government Law are passed by the
national legislature.
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CRISIS SUPPORT LOANS IN BRIEF

Financial Governance Reforms Sector Development Program

Program Goal To improve the governance of finance and public sector allocation
of resources through (i) the adoption of best financial governance
practices in both public and private sectors, (ii) increasing the
disclosure and transparency of financial information, and
(iii) strengthening the legal and regulatory framework of the financial
sector.

Program Purpose � Sound financial sector based on increased transparency and an
improved legal/regulatory/supervisory environment.

� Improved public financial management.

($ million)
Sector Development Program by Component and Amount Commitment Disbursement

(as of 30 June 2001)

Loan 1618-INO: Financial Governance Reforms Sector Development
Program (Policy Loan)

1,400.00 1,050.00

  First Tranche Release
  Second Tranche Release
  Third Tranche Release

550.00
500.00
350.00

550.00
500.00

0.00
Loan 1619-INO: Financial Governance Reforms Support Project Loan
(Investment Loan)

47.00 0.00

Loan 1620-INO: Capacity Building for Financial Governance (TA
Loan) 50.00 16.38
Investment No. 7148:  Secondary Mortgage Facility 3.00 0.00

Total 1,500.00 1,066.38

Key Dates

Fact-finding − 6-20 January 1998 a

Loan Negotiations − 17-19 January  1998 b /3 April 1998
Board Approval − 24 April 1998 c / 25 June 1998 d

________________________
a Follow up mission was fielded 6-24 February  1998
b Circulated but withdrawn subsequently.
c The Board discussed the Sector Development Program  on 24 April 1998 and again on 25 June 1998.
d Formal  Board approval.
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Social Protection Sector Development Program

Program Goal: To achieve reforms in the delivery of basic social services (education,
health and family planning and nutrition) in order to mitigate the adverse
impact of the current economic crisis and to improve access to quality, and
efficiency, of basic social services.

Program
Purpose:

� Education – to (i) support the achievement of universal nine-year basic
education; (ii) improve the quality of education; and (iii) strengthen the
capacity for decentralized management of education.

� Health and Family Planning – to facilitate access to essential health
and family planning services to the poor; and make health providers
undertake outreach activities targeting the poor.

� Nutrition - To maintain budget allocation.

($ million)
Sector Development Program by Component and Amount Commitment Disbursement

(as of 30 June 2001)

Loan 1622-INO: Social Protection Sector Development Program  (Policy Loan) 100.00 100.00
   First Tranche Release
   Second Tranche Release

50.00
50.00

50.00
50.00

Loan 1623-INO: Social Protection Sector Development Project
(Investment Loan)

200.00 187.85

TA 3005-INO: Social Protection Sector Development Program (PPTA)a 0.15 0.10
TA 3041-INO: Monitoring and Evaluating the Social Sector Development
Program (ADTA)b

TA 3041-INO: Monitoring and Evaluating the Social Sector
Development Program  (Supplementary TA)c

4.50 2.05

TA 3042-INO: Capacity Building for Decentralized Social Services Delivery
(ADTA)d

0.90 0.44

TA 3043-INO: Capacity Building for Planning and Evaluating Programs for
Street Children (ADTA)e

0.50 0.47

Total 306.05 290.91

PPTA = project preparatory technical assistance; ADTA = advisory technical assistance.
a Approved on 14 April 1998.
b Approved on  9 July 1998.
c Approved on 15 April 1999 ($1 million) and 13 June 2000 ($2 million).
d Approved on 9 July 1998.
e Approved on 9 July 1998.

Key Dates

Fact-finding − 6 April - 4 May 1998
Loan Negotiations − 11-12 June 1998
Board Approval − 9 July 1998
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Power Sector Restructuring Program

Program Goal: To establish a competitive market for power sector to increase economic
efficiency of the power sector by year 2006.

Program Purpose: To restructure the power sector to create an enabling environment for
competitive market.

($ million)
Sector Development Program by Component and Amount Commitment Disbursement

(as of 30 June 2001)

Loan 1673-INO: Power Sector Restructuring  (Policy Loan) 380.00 200.00
   First Tranche Release
   Second Tranche Release

200.00
180.00

200.00
0.00

Loan 1674-INO: Capacity Building for Establishment of Competitive
Electricity Market  (TA Loan )

20.00 2.97

Total 400.00 202.97

Key Dates:

Fact-finding − 5-26 August 1998
Loan Negotiations − 25 February 1999
Board Approval − 23 March 1999
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Health and Nutrition Sector Development Program

Program Goal To achieve reforms in the delivery of health services to safeguard access
of the poor to basic health services and to strengthen management of
health services delivery through decentralization.

Program Purpose � Maintain access of vulnerable groups to essential health services:
(i) facilitate access of the poor to essential health and family planning
services; (ii) develop proactive strategies targeting the poor; (iii) better
identify and assist vulnerable groups at risk from malnutrition; and
(iv) strengthen preventive and health promotion activities.

� Mobilize additional resources for essential health and nutrition
services.

� Maintain quality of essential health services.
� Enhance decentralization, participation, and transparency.
� Introduce structural change and development of the Ministry of Health.
� Maintain private sector involvement by public/private partnerships in

monitoring and service delivery.

($ million)
Sector Development Program by Component and Amount Commitment Disbursement

(as of 30 June 2001)

Loan 1675-INO: Health and Nutrition Sector Development
Program (Policy Loan) 100.00 100.00
   First Tranche Release 50.00 50.00
   Second Tranche Release 50.00 50.00
Loan 1676-INO: Health and Nutrition sector Development Project
(Investment Loan ) 200.00 87.96
TA 3175-INO: Monitoring and Evaluating Health Sector
Development  (ADTA)a

TA 3175-INO: Monitoring and Evaluating Health Sector
Development Program (Supplementary)b

2.00 0.86

TA 3176-INO: Capacity Building to Support Decentralized Health
Services Delivery (ADTA)c 1.00 0.24

Total 303.00 189.06

a Approved on 25 March 1999.
b Approved on 25 January ($1 million).
c Approved on 25 March 1999.

Key Dates

Fact-finding − 18 November - 4 December 1998 / 11-15 January 1999 a

Loan Negotiations − 22-23 February 1999
Board Approval − 25 March 1999

______________________
a  Follow-up Fact-finding mission.
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Community and Local Government Support Sector

Program Goal To improve socioeconomic wellbeing in Indonesia.

Program Purpose � Alleviate poverty and help restore economic activity.
� Support the Government's decentralization effort.
� Implement the decentralization by increasing the capacity of the

districts to implement local public works.
� Improve the level and sustainability of basic public services.
� Empower villages and civil society to participate more fully in local

development.
� Improve transparency, governance, monitoring, and accounting

procedures at the district and sub-district levels.

($ million)
Sector Development Program by Component and Amount Approved Disbursed

(as of 30 June 2001)

Loan 1677-INO: Community and Local Government Support Sector
Development Program (Policy Loan)

200.00 140.00

   First Tranche Release 70.00 70.00
   Second Tranche Release 70.00 70.00
   Third Tranche Release 60.00 0.00
Loan 1678-INO: Community and Local Government Support Project
(Investment Loan )

120.00 0.72

TA 3177-INO: Capacity Building to Support Decentralized Administrative
Systems (ADTA) a

0.50 0.35

TA 3178-INO: Capacity Building for Setting Up District Level Financial and
Budgetary Systems (ADTA) b

0.46 0.21

TA 3179-INO: Capacity Building for Participatory Planning, Monitoring and
Evaluation (ADTA) c

1.54 0.60

Total 322.50 141.88

a Approved on 25 March 1999.
b Approved on 25 March 1999.
c Approved on 25 March 1999.

Key Dates

Fact-finding − 12 October - 13 November 1998
Loan Negotiations − 24-25 February 1999
Board Approval − 25 March 1999
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KEY  LOAN DATES
(as of 30 June  2001)

FGRSDP
(Loans 1618/
1619/1620)

SSPSDP
(Loans 1622/

1623)

PSRSDP
(Loans 1673/

1674)

HNSDP
(Loans 1675/

1676)

CLGSSDP
(Loans 1677/

1678)

Fact  Finding 6-20 Jan 98 a 6 Apr-4 May 98 5-26 Aug 98 18 Nov-4 Dec 98 12 Oct-13 Nov 98

MRM  26 May 98 1 Dec 98 1 Feb 99 11 Jan 99

Pre-Appraisal   7-18 Dec 98 11-15 Jan 99 

Appraisal   1-5 Feb 99 2-9 Feb 99 12 Jan-13 Feb 99

SRC Meeting   15 Feb 99 18 Feb 99 16 Feb 99

LTACC Meeting   19 Feb 99 19 Feb 99 18 Feb 99

Loan
Negotiations

17-19 Jan 98/
3 Apri98

11-12 Jun 98 25 Feb 99 22-23 Feb 99 24-25 Feb 99

Board Circulation 24 Jan 98 b

8 Apr 98
23 Jun 98 2 Mar 99 2 Mar 99 4 Mar 99

Board Approval 24 Apr 98 c

25 Jun 98 d
9 Jul 98 23 Mar 99 25 Mar 99 25 Mar 99

Loan Signing 26 Jun 98 10 Jul 98 23 Mar 99 25 Mar 99 25 Mar 99

Loan
Effectiveness 26 Jun 98 14 Jul 98 23 Mar 99 25 Mar 99 25 Mar 99

Program
Completion
(Target) 31 Dec 99 31 July 99  31 Mar 00 31 Mar 00

Loan Closing 31 Oct 01(L1618)
31 Dec 01 L1619)
30 Sep 03 (L1620)

18 Feb 00 (L1622)
31 Jan 01 (L1623)e

30 Jun 01 (L1673)
1 Oct 02 (L1674)

22 Dec 00 (L1675)
31 Dec 02 (L1676)

30 Sep 01 (L1677)
30 Sep 03 (L1678)

Closing -Number
of Extensions

Four  (L1618)
One (1620)

None One  (L1673) One (L1675)
One (L1676)

One (L1677)

Loan Status Active L1622 - Closed
L1623 - Active

Active L1675-closed
L1676-active

Active

CLGSSDP = Community and Local Government Support Sector Development Program, FGRSDP = Financial Governance
Reform Sector Development Program, HNSDP = Health and Nutrition Sector Development Program, LTACC = Loan and
Technical Assistance Coordination Committee, MRM = Management Review Meeting, PSRSDP = Power Sector
Restructuring Sector Development Program, SSPSDP = Social Sector Protection Sector Development Program, SRC = Staff
Review Committee.
a Follow-up mission was fielded on 6-24 February  1998.
b Circulated but withdrawn subsequently.
c The Board discussed the Sector Development Program  on 24 April 1998 and again on 25 June 1998.
d Formal  Board approval.
e Closing of loan accounts in progress.
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PERFORMANCE OF CRISIS-RELATED TECHNICAL ASSISTANCE LOANS AND GRANTS

Table 4.1: Performance of Crisis-Related Technical Assistance Loans
 (as of 30 June 2001)

Loan
No.

TA Loan Component

Original
Loan

Allocation/
(Revised a)
$ million

Portion
of

Amount
Disbursed b

(%)

Consultant
Contract

Date

Original
Completion

Date

Revised
Completion

Date
Status

Financial Governance Reforms Sector Development Program

1620 Capacity Building for Financial
Governance

50.0 33 Feb 2002 Sep 2003

Strengthening Private
Commercial Banks

23.0/ (10.2) 100  Complete

Strengthening of Public and
Private Sector Accountability

Capacity Building for Public
Sector Financial Management

Capacity Building for Capital
Market Development

12.0

7.8

3.0/(4.0)

25

7

8









Active

Active

Bankruptcy and Secured
Transactions

Modernizing the Public Sector

2.0

1.0/(0.8)

0

0









Ministry of Finance

   Facilitate Debt Restructuring –
Jakarta Initiative

   Deposit Insurance
Implementation

   Jamsostek audit and review
   Insurance company review

1.0/(4.5)

1.0

1.0

1.5
1.0

13

56

0

0
0










Active

Active






Special Audits 0/(8.7)   

Unallocated    

Impresed Account Disbursed
$1.4

million

TA = technical assistance.
a   Revised allocation as of 21 May 2001.
b    Amount disbursed as percent of revised allocation.
Source: ADB Loan Financial Information System and Project data on TA 1620-INO.
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Loan
No.

TA Loan Component

Original
Loan

Allocation/
(Revised a)
$ million

Portion
of

Amount
Disbursed b

(%)

Consultant
Contract

Date

Original
Completion

Date

Revised
Completion

Date
Status

Power Sector Restructuring Program

1674 Capacity Building for
Establishment of Competitive
Electricity Market

20.0 15 Oct 2002 

Part A: Developing a Competitive
Electricity Market – Market Rules

1.6 /(1.6) 59 Apr 2000 Active

Part B: Developing a Competitive
Electricity Market - Financial
Settlement

0.9/(0.8) 0  Awaiting
inputs from

Part A

Part C : Developing a
Competitive Electricity Market -
Software Specifications

0.7/(0.6) 0  Awaiting
inputs from

Part A

Part D: Developing Computer
Software for Operation of
Competitive Bulk Electricity
Market

9.0/(7.7) 0  Active

Part E: Providing Support for
Development of Power Sector
Regulatory Capabilities

3.4/(2.9) 0  Active

Part F: Providing Support for the
Power Sector Restructuring
Secretariat

1.7/(1.4) 0  No action
for

recruitment
initiated

yet.

Part G: Assisting Building
Acceptance of Electricity Tariff
Increases

1.8/(1.6) 17 Nov 2000 Active

Part H: Strengthening Consumer
Participation in a Competitive
Electricity Market

0.9/(0.8) 25 Jun 2000 Active

Unallocated 0/(2.5)   

Imprest Account    Disbursed:
$1.5 million

TA = technical assistance.
a   Revised allocation.
b    Disbursed amount as percent of revised allocation.
Source: ADB Loan Financial Information System.
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Table 4.2: Performance Of Crisis-Related Technical Assistance Grants
(as of 30 June 2001)

Completion Date
TA
No.

Project Name (theme)
TA

Effectiveness
Date

TA Amount
Approved

($000)

Portion of
Amount

Disbursed
(%)

Consultant
Contract

Date Original Revised

Social Protection Sector Development Program

3041 Monitoring and Evaluating
the Social Sector
Development Program
(social development,
poverty)

Sep 1998 4,500 a 46 Mar 1999 Aug 2000 Dec 2002

3042 Capacity Building for
Decentralized Social
Services Delivery (public
sector management,
decentralization)

Sep 1998 900 49 May 2000 Aug 2000 Aug 2002

3043 Capacity Building for
Planning and Evaluating
Programs for Street Children
(social development,
poverty)

Sep 1998 500 94 Jan 1999 Aug 1999 May 2001b

Health and  Nutrition Sector Development Program

3175 Monitoring and Evaluating
Health Sector Development
Program (health and
population)

April
1999

2,000 a 43 Sep 1999 Jun 2001 Dec 2001

3176 Capacity Building to Support
Decentralized Health
Services Delivery (public
sector management ,
decentralization)

April
1999

1,000 24 Oct 2000 Jul 2001 

Community and Local Government Support Sector Development Program

3177 Capacity Building to Support
Decentralized Administrative
Systems(public sector
management,
decentralization)

Jun 1999 500 70 Feb 2000 Mar 2000 Jul 2001

3178 Capacity Building for Setting
Up District Level Financial
and Budgetary Systems
(domestic finance)

May 1999 460 46 Jan 2000 Sep 2000 Mar 2002

3179 Capacity Building for
Participatory Planning,
Monitoring and Evaluation
(public sector management,
participatory planning)

Jun 1999 1,540 39 Dec 1999 Dec 2002 

TA = technical assistance.
a Revised TA amount inclusive of supplementary approvals.
b Financial completion.
Source: ADB Technical Assistance Information System.
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