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On 23 October 2019, the Director General, Independent Evaluation Department, received 
the following response from the Special Senior Advisor to the President on behalf of Management: 
 

I.  General Comment 
 

1. Management acknowledges that the Sector Assistance Program 
Evaluation (SAPE) for ADB Support to the Indonesia Finance Sector (2005-2018) 
has rated the program as successful on the margin, while staff's assessment is 
that ADB's assistance in this sector has been successful overall without any 
caveats. This is based on the significant improvement of indicators in financial 
deepening (market capitalization, number of listed companies, and size of local 
currency bond market) and financial inclusion (bank account ownership and 
women's access to finance) during the evaluation period. These improvements-
combined with the important achievements in financial stability such as the setting 
up of Otoritas Jasa Keuangan (Financial Services Authority) [OJK] as an 
independent and integrated regulator which the SAPE acknowledged-means that 
all dimensions of the finance sector have demonstrated great progress, thereby 
making operations in the sector an unqualified success. The SAPE provides 
important inputs to the preparation of the next Country Partnership Strategy [CPS] 
(2020- 2024), which includes financial market deepening and inclusion as one of 
its priority areas. We agree with the SAPE's recommendations. Clarifications are 
added in selected recommendations. 

 
II.  Management Response 

 
2.  Recommendation 1. Systematically organize its analytical 
diagnostics to improve the design of operations by identifying the links 
between policy actions and higher-level outcomes, as well as potential 
synergies for finance and private sector development, sovereign and 
nonsovereign operations, and areas for collaboration with other 
development partners especially in fostering financial deepening and 
inclusion. 
 
Management agrees. As done in the past, ADB will continue to undertake 
analytical and diagnostic work in designing its programs and projects. Each finance 
sector operation, particularly policy-based lending, is supported by comprehensive 
sector assessments and program impact assessments. In fact, sector 
assessments and diagnostics are required at the early stages of project 
preparation. ADB has allocated resources to support preparatory work for each 
finance operation. For instance, in SERO, a technical assistance facility is 
available for support assessment and diagnostic work in preparing projects. In 
addition, we utilize analytical work by development partners to complement our 
own diagnostics. 
 
As departments accumulate these knowledge work, we agree that there is a need 
to systematically capture, store, and organize them for use in the design and 
preparation of sovereign and nonsovereign operations. Two concrete actions have 



been taken. First, the list of diagnostic and knowledge work is now included in the 
country operations business plan and coordinated through the Resident Mission 
as focal point. Second, SERD has also started, "after action review" initiative which 
aims at capturing and systemizing knowledge derived from completed operations 
for future work. 
 
In terms of linking policy actions and high-level outcomes, there is an ongoing 
ADB-wide work led by SPD to improve the results chain in policy-based loans, 
including potentially combining the policy matrix with target indicators in the Design 
Monitoring Framework. Departments, including SERO, are heavily involved in the 
consultation process. 
 
3. Recommendation 2. Provide further support to the Financial Services 
Authority (OJK) especially in areas such as financial conglomerates and 
financial technology industry institutions in close collaboration with other 
international financial institutions (IFls). 
 
Management agrees. ADB's engagement with OJK (and its predecessor, 
Bapepam-LK) is at least 20 years old, and it will continue and focus on providing 
the enabling environment for fintech as part of the planned financial inclusion 
program. Under this program, we intend to support OJK in the review of regulations 
related to fintech, strengthen supervision capacity as well as establishing the 
regulatory sandboxes. OJK has chosen to use the lead entity concept in the 
supervision for financial conglomerates. II has strengthened OJK's supervision of 
financial conglomerates and is superior than sharing of information through a 
Memorandum of Understanding as practiced by some regulators in the region. 
Other development partners, including IMF and World Bank, have examined this 
issue, and we will closely coordinate our support, if any, with these other 
development partners. We also note that financial stability will result in more robust 
and better supervised financial intermediaries that would foster new nonsovereign 
operations. 
 
4. Recommendation 3. Proactively pursue a "one ADB" approach by 
closely coordinating and sequencing sovereign and nonsovereign 
operations. 
 
Management agrees. The "One ADB" approach is a cornerstone of Strategy 2030, 
and as an institution, we will strive towards realizing this. As such, improving the 
coordination of sovereign and nonsovereign operations in the finance sector is 
fundamental. There have been successful examples. For instance, the financial 
market policy-based loan developed the regulatory framework for green bond 
based on international standards. This opens up opportunity for nonsovereign 
operations either as an anchor investor of green bond issuances, or through credit 
enhancements. 
 
Much of the reforms conducted in the financial sector have focused on 
strengthening financial supervision and stability. The work on financial inclusion is 
more recent relative to the other financial reforms. But as a dedicated program for 
financial inclusion is pursued starting next year, there will be more opportunities 
for the private sector operations, such as those in fintech and SMEs. 
 



To strengthen the "One ADB" approach, Vice President Operations 2 and Vice 
President Private Sector and Cofinancing Operations approved the One ADB 
Collaborative Framework between PSOD and SERO in February 2019. The 
framework is comprehensive and includes sharing of information, collaboration 
even co-leading preparation of CPS, identification of policy, legal and regulatory 
bottlenecks that may impede private sector operations and joint performance 
review of staff. Physically, staff from SERD/SEPF and PSOD are outposted in the 
Indonesia Resident Mission for better coordination on the ground. 
 
 
5. Recommendation 4. Continue mobilizing local currency funding from 
debt capital markets and derivatives sources, while working collaboratively 
to develop a pipeline of viable sovereign and nonsovereign transactions to 
deploy the local currency within a reasonable time frame to react to market 
opportunities. 
 
Management agrees. ADB is able to provide local currency finance for sovereign 
and nonsovereign projects on a competitiveness basis (volume, pricing, and 
tenor). This was confirmed through a simulation for potential local currency 
projects in June 2019. During the SAPE's evaluation period, there were limitations 
placed on ADB's access to the domestic bond market, which were resolved in 
2017. ADB has since issued local currency bonds in 2017 ($74 million 10 years-
offshore IDR-linked Komodo bond with spread of 49 basis points below the 
sovereign curve), and in 2019 ($84 million 15-year !DR-linked Komodo bond with 
spread of 42 basis points below the sovereign curve). Proceeds are available to 
fund operations. In addition, through the derivatives market, ADB can also provide 
competitive local currency funding up to $100 million equivalent to 20 years with 
amortizing profiles typical of project finance. 
 
ADB will continue to actively engage in marketing activities to seek suitable 
nonsovereign investment opportunities that are compatible with ADB's local 
currency funding with transport and water sectors as the most promising. The main 
challenge in expansion of infrastructure project finance is that the Indonesian 
treasury market does not provide effective hedge products/techniques to address 
asset-liability tenor mismatch, and not ADB's limited capacity to source a pipeline 
of new viable investment operations in the local currency market. ADB is working 
with counterparties to develop these instruments and is providing capacity building 
workshops on local currency to Ministry of Finance and other stakeholders. 
 
6. Recommendation 5. Promote financing from institutional investors 
for large infrastructure assets by helping mitigate risks of investments in the 
sector. 
 
Management agrees. Infrastructure finance is very important to sustain Indonesia's 
development. It is critical to have both the financial instruments and platforms for 
infrastructure finance to attract investors. Recently, learning from previous 
operations in infrastructure finance, ADB's sovereign operations initiated the 
Leveraging Private Infrastructure Investment Project to mobilize private sector 
investment in infrastructure development. The project also supports transactions 
advisory and credit enhancement. Further, SERD's forward pipeline will support 
the SDG Indonesia One Platform which will catalyze investment in green 



infrastructure. By establishing these investment platforms, more opportunities will 
be available for private investors, including institutional investors. In addition, ADB 
has established the ASEAN Catalytic Green Finance Facility as part of the ASEAN 
Infrastructure Fund, which will also help tap resources from institutional investors 
for infrastructure projects. 
 
During the SAPE evaluation period, domestic institutional investors were required 
to meet certain minimum percentage of investments in government bonds to 
stabilize the debt market. However, in 2017, the asset class has been expanded 
to instruments issued by state- owned companies for infrastructure projects 
including asset backed securities and limited participation mutual funds 
 
Moving forward, as part of the engagement with Indonesia in promoting 
infrastructure finance, ADB will include discussions on approaches to attract 
institutional investors in infrastructure investment. However, given the constraints 
in the sector, achieving results will take time, and future actions will be subject to 
the Government's interest and priorities. 
 
7.  Recommendation 6. Scale up ADB involvement in financial inclusion 
through a holistic approach, and increased investments over the longer 
term. 
 
Management agrees. ADB operation in financial inclusion is based on the 
government's priorities, which gained significant traction through the launch of the 
National Strategy on Financial Inclusion in 2016. ADB began supporting the 
government's financial inclusion agenda through the Financial Market 
Development and Inclusion Program (FMDIP), 2015---2019. In parallel, ADB is 
also providing nonsovereign lending intermediaries including multifinance 
companies with a focus on SME financing. 
 
Moving forward, to deepen ADB's engagement in this area, it is important to 
sequence operations using a building block approach. A dedicated program on 
financial inclusion is envisaged for 2020. The program will build on the 
achievement under the FMDIP completed this year and introduce reforms in the 
policy and regulatory framework on inclusive finance, promote financial literacy 
among the unbanked, and catalytic interventions to use digital finance and fintech. 
The policy reform pursued under the program is a prerequisite to put the framework 
for financial inclusion and supervision of fintech in place. This should subsequently 
create opportunities for financial intermediary loans and investments. 

 
 
 


