
ECONOMIC AND FINANCIAL ANALYSIS 
 
A. Economic and Financial Analysis 
 
1. The government of Indonesia’s Medium Term Development Plan (RPJMN) 2010-20151 
highlights the strong needs of state apparatus development to support sustainable economic 
expansion.  The project essentially supports capacity building for the government of Indonesia 
staff and institutions.  However, it is not designed to provide cash flow yield that will entail an 
assessment of financial internal rate of return.  As a capacity building project, it is a non-revenue 
generating project, thus does not provide quantitative financial and economic analyses to be 
carried out.  

 
2. The project will contribute significantly to the national reform agenda on bureaucracy and 
governance reform.   Bureaucracy reform is one of the prerequisites of a successful 
implementation of the Master Plan for the Acceleration and Expansion of Economic 
Development (MP3EI) 2011–20252.  The project is designed to strengthen accountability of 
Indonesia public institutions, and thus will improve the quality of public services, by providing 
capacity building to the state apparatus, particularly the government internal auditors and 
budget officers.   
 
3. Aligned with the ADB Second Local Government Finance and Governance Reform 
Program (LGFGR II)3, the project will support the government’s ongoing efforts to  improve 
regional autonomy and financing, governance and service delivery (by providing adequate 
financing and performance measurement), and capacity development (by improving public 
financial management and human capacity).  The project is expected to strengthen governance 
through sound financial reporting, monitoring and evaluation to improve accountability. 

 
4. Benefits will come from improved financial and economic management at all government 
levels.  From a macroeconomic perspective, intervention in public sector audit will help reduce 
state budget leakages, thus increasing the efficiency and effectiveness in the use of state fund 
for development.  This will in turn help in improving resource mobilization, prioritization of 
government programs, and efficient management of resources, which at the end will contribute 
to improving public service deliveries for the benefit of Indonesian citizen.  Improved financial 
management will mean that scarce government resources will be better used and more 
effectively deployed than before.  General economic benefits will accrue from increased regional 
and central government efficiency through improved performance and transparency.  Investor 
confidence will improve owing to strengthened governance.  

 
5. With an average of GDP growth from 5 to 6 percent in the last five years, Indonesia is 
potentially becoming a competitive middle income country.  However, the country needs an 
effective government and strong public sector institutions that could secure its strong economic 
performance and bring the country to the next level.  
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B. Financial Stability of the project 
 

6. Overall, the government’s current and long-term financial viability has significantly 
improved, as budget allocation for the central government has doubled in the last five years.  
The government budget deficit has declined and in 2011 reduced to 1.1% of GDP, lower than 
the government’s target of 2.1%, as revenues were higher than expected and capital 
expenditures were lower.  The public debt-to-GDP ratio fell further to 25% in 2011.  BPKP’s 
budget, which is allocated from the central government, has also doubled in five years from $52 
million in 2007 to $10.2 million in 2012.  Incremental recurrent costs for the project’s operating 
costs, PMU’s salaries, and supplies during the course of the project and post-project will be 
adequately maintained through the government’s public expenditures allocated to BPKP budget.  
 
C. Fiscal Impact of the project  
 
7. Through this project, the local government does not require additional operational and 
maintenance cost, as the project mainly provides capacity building program.  This equates to a 
one-time cost on behalf of the central government financed by the project loan.  In the near 
future, local governments may be required to set aside funds, from their routine budget 
allocation, for training of their staff.  This would provide sustainability of the project. 
 
8. Additional recurrent cost for the central government may be required for O&M of the 
infrastructure components of the project; however, this additional cost is expected to be 
recouped through savings generated from the project implementation.  Savings are expected to 
be generated from e-learning component and SIMA implementation.  The e-learning system will 
reduce the training costs and the associated travel expenses.  SIMA implementation is expected 
to reduce cost in report transmission and data entry using online mode instead of traditional 
document delivery.  

 
9. At the central level, ADB loan funds entail a lower cost and preferable repayment terms 
compared to funds from available local sources.  Therefore, central level budget is not expected 
to be adversely affected by this project. 
 




