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SECTOR ASSESSMENT (SUMMARY): INFRASTRUCTURE  
 

A. Sector Performance, Problems, and Opportunities 
 
1. For many years before the 1997 Asian financial crisis, Indonesia successfully used 
infrastructure development to support poverty reduction and economic development. However, 
the financial shock resulted in cancellation or suspension of many planned public and private 
infrastructure projects. Governments during 1998–2004 were burdened with the more urgent 
tasks of financial sector restructuring and fiscal consolidation. As a result, infrastructure 
investments, which accounted for more than 6% of gross domestic product (GDP) before 1998, 
fell to a low of 2% in 2000 and fluctuated around 3% in 2001–2006, reflecting a sharp decline in 
public and private spending. Recently investments reached about 4% of GDP at the end of 2009, 
well below the 6% threshold. Until recently, very little expansion took place, with just some basic 
preservation and maintenance of infrastructure. Current infrastructure service coverage in 
Indonesia is accordingly low by regional standards. In 1996 Indonesia outperformed the 
People’s Republic of China, Sri Lanka, and Thailand in terms of overall infrastructure quality, 
however 10 years later these countries overtook Indonesia, which ranked 89th of the 125 
countries surveyed.1 About 50 million people lack access to treated water, over 70 million lack 
access to electricity, and close to 200 million do not have direct access to telecommunications 
or connections to a sewerage network. The poor suffer disproportionately from lack of access. 
 
2. At the Consultative Group on Indonesia meeting in January 2005, the government asked 
the Asian Development Bank (ADB) to provide medium-term support for infrastructure reforms 
and thereby help implement the medium-term development plan (RPJM). This request led to an 
intensification of ADB’s policy dialogue with the government and other development partners. 
For the Indonesia Infrastructure Summit, the three principal funding agencies—ADB, the Japan 
International Cooperation Agency, and the World Bank—jointly prepared six policy briefs on 
issues and constraints facing the main infrastructure sectors, and on reforms needed to address 
these. Subsequently, in May 2005 the governments of Indonesia and Japan jointly adopted the 
strategic investment action plan, which included many infrastructure-related measures to 
improve the investment climate. Building on these efforts, the government took a range of 
critical steps to set the pace for reforms. In February 2006, it released the infrastructure policy 
package listing 50 actions completed in 2005, and 153 actions to be implemented during 2006. 
This was followed by the formulation of the Infrastructure Reform Sector Development Program 
(IRSDP) by the government and the three funding agencies, using the infrastructure policy 
package as the starting point and expanding the reforms until 2010. In February 2007, the 
government released a further policy package in the form of presidential instruction 6/2007, 
covering reforms planned until the end of 2007 in six areas including infrastructure. Finally, 
Presidential Instruction 5/2008 which was released in May 2008, detailed the reform actions and 
physical projects to be completed during 2008–2009 in eight areas, including infrastructure.  
 
3. As part of the discussions on ADB’s country strategy and program (CSP), 2  the 
government asked ADB to work toward a credible medium-term commitment of resources to 
support one of the proposed five main areas of engagement, namely, infrastructure and 
infrastructure services. This is reinforced in ADB’s country operations business plan 3  for 
2009–2011. The IRSDP was structured as a 6-year program cluster to provide an overall 

                                                 
1  World Economic Forum. 2006. Global Competitiveness Report 2006–2007. Geneva. Thailand ranked 38th, 

People’s Republic of China 60th, and Sri Lanka 76th. 
2  ADB. 2006. Country Strategy and Program: Indonesia, 2006–2009. Manila. 
3  ADB. 2008. Country Operations Business Plan (2009—2011): Indonesia. Manila. 
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umbrella for that kind of commitment.  
 
B. Government’s Sector Strategy 
 
4. The government’s infrastructure sector strategy involves a three-pronged strategy 
covering (i) sector reform to bring more infrastructure into the realm of commercial financing; 
(ii) a public-sector-led approach to noncommercial areas such as regional transportation 
backbones, rural roads, and remote communities; and (iii) private sector involvement in a range 
of commercially viable areas. The government’s agenda for infrastructure development includes 
specific achievements predictably involving a mix of specific successes to build on aw well as 
areas that need additional attention. Since 2005, budget allocations for national infrastructure 
have more than doubled (in nominal terms) with and increase of 202% compared to the 151% 
for subnational infrastructure, indicating that infrastructure spending is back at the top of the 
public expenditure priority list. The government is also accelerating the reform momentum with a 
three-pillar approach to the provision of infrastructure services in addition to increased 
spending: (i) strengthening financial management while reducing and better targeting subsidies; 
(ii) bringing in private sector expertise and financing; and (iii) improving the enabling 
environment for infrastructure spending, including safeguards for the management of social, 
environmental, and corruption risks.  
5. The legal and regulatory framework in Indonesia’s infrastructure sectors is complex. 
Each sector has its own law, and the division of responsibilities for the five principal 
functions—policy making, sector planning, regulation, contracting, and operating—differs greatly. 
While the line ministries in charge of infrastructure4 are uniformly responsible for policy making 
and sector planning, they sometimes also have regulatory responsibilities.  
 
6. An important prerequisite for private sector participation is adequacy and consistency of 
information needed for investment decisions. This has been constrained by lack of resources for 
sector planning, and line ministries and contracting agencies not focusing on project preparation. 
A lack of capacity and resources, and the absence of a systematic process have also led to lack 
of attention to project preparation. While the budget system does allow line ministries and 
agencies to obtain some resources for preparing feasibility studies, the widespread view is that, 
for public–private partnership projects, this work should be done by the private sector sponsors. 
Once projects are identified and some preparation done, the critical steps of procurement and 
transaction execution also generally suffer from resource constraints. Given the high degree of 
autonomy of line ministries, strong central coordination is needed to ensure a consistent 
approach to private sector participation across infrastructure sectors and efficient use of 
available funds. 
 
7.  Given the multiplicity of agencies involved, and with state-owned enterprises playing a 
key role in many sectors, the government usually administers the tariffs for infrastructure 
services. National or local parliamentary approval or presidential regulations with parliamentary 
consensus are needed for tariff increases for power, oil and gas, and air transport. Despite a 
series of increases in electricity tariffs, domestic oil prices, and transportation tariffs since 2000, 
full cost recovery has not yet been achieved, although progress has been notable mainly 
because of escalating international oil price fluctuations and economic downturns. Adopting the 
full cost recovery principle is essential to encourage greater private sector participation and 
enhance efficiency in the allocation of resources. At the same time, the ability of the poor to pay 

                                                 
4  The Ministry of Energy and Mineral Resources for oil, gas, and power; the Ministry of Public Works for roads and 

water supply and sanitation; the Ministry of Transportation for ports, airports, and railways; and the Ministry of 
Communications and Informatics for telecommunications. 
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for infrastructure services needs to be considered. 
 
8. The government estimates that domestic financial institutions can meet about 20% of 
infrastructure funding requirements, and is undertaking concerted reforms to help mobilize these. 
Domestic financing would help reduce the currency mismatch and the extent of government 
guarantees for public–private partnership projects. The government is facilitating the 
development of local financial and capital markets by (i) enabling insurance firms and pension 
funds to finance infrastructure, (ii) deepening the bond market, (iii) setting up sound credit-rating 
agencies, (iv) establishing dedicated infrastructure funds, and (v) allowing regional governments 
to borrow for infrastructure in local markets. As a result, the government has taken a 30% stake 
in the newly established PT Indonesia Infrastructure Finance Facility, a nonbanking financial 
institution, and created the Indonesia Infrastructure Guarantee Fund to guarantee investor risk.  
 
C. ADB Sector Experience and Assistance Program 
 
9. Traditionally, ADB, Japan, and the World Bank have been the government’s principal 
development partners in the infrastructure sectors. Given the importance of infrastructure 
reforms for the RPJM, in early 2006 the government asked the Government of Japan and the 
World Bank to cofinance the IRSDP. In 2007, the World Bank approved the Infrastructure 
Development Policy Loan (IDPL) for $200 million, then disbursed similar amounts for the IDPL 2 
in 2008 and the IDPL 3 in 2009. The design and implementation of the IRSDP reform measures 
have greatly benefited from the close cooperation of the three institutions. The IDPL series is 
expected to be completed with the IRSDP at the end of 2010.  
 
10. The IRSDP design and implementation have been closely coordinated with ongoing and 
planned ADB programs and projects. It is consistent with ADB’s CSP for 2006–2009, which is 
anchored on support for the RPJM. The CSP adopts a dual-track approach to ensure that 
cross-cutting macroeconomic and governance reforms complement, and are reinforced by, 
sector reforms. ADB is also providing support through (i) participation in the World Bank’s 
Development Policy Loan series to strengthen the macroeconomic and fiscal framework while 
addressing cross-cutting issues such as governance; and (ii) sector-specific policy interventions 
in the areas of infrastructure, financial markets, local government finance, and poverty 
reduction; and accelerated progress toward the Millennium Development Goals.  
 
11. The CSP envisages stronger support for private sector development through a close link 
between ADB’s public and private sector operations. The IRSDP focuses on private sector 
participation and is well aligned with ADB’s growing private sector operations in Indonesia.5 
Conversely, lessons from the design and implementation of private sector projects are fed into 
reforms covered by the IRSDP that enhance project sustainability by strengthening the policy, 
legal, and regulatory framework, particularly for power, toll roads, and gas. The Indonesia 
Infrastructure Finance Facility is an example of a direct outcome of these reforms. 

                                                 
5  In December 2005, a $350 million loan for the Tangguh Liquefied Natural Gas Project—the largest loan without 

government guarantee in ADB’s history—was approved. In August 2006, ADB approved a $75 million loan for the 
South Sumatra–West Java Gas Pipeline Project, and in August 2007 approved a rupiah-denominated loan 
equivalent to $50 million for the West Java Water Supply Development Project. 
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D.  Lessons on Lending Modalities 
 
12. In terms of lending modalities, the government has shown strong preference for 
policy-based budget support. ADB has responded to this preference. During 2005–2007, 
program loans accounted for $2.0 billion, or more than 70% of ADB’s total lending commitments 
of about $2.8 billion. The role of program lending as a vehicle for economic growth and poverty 
reduction was examined in several studies leading to the following principal conclusions and 
recommendations: (i) policy frameworks are often complex and unrealistic; (ii) a high degree of 
formal compliance with conditions does not necessarily lead to high-quality compliance in terms 
of reform implementation and sustainability; (iii) political economy factors, such as the 
commitment to (and timing of) reforms, the extent of the underlying problems, appreciation by 
the public of the seriousness of these problems, and length of the government term, are critical; 
(iv) broader stakeholder participation is vital to obtain adequate buy-in and mitigate vested 
interests; (v) mere adoption of policies and passage of laws is not enough—their 
implementation is equally important; (vi) policy measures should focus on the main program 
objectives, and each action should be specific and directly related to the objectives; (vii) to 
provide the necessary flexibility, program design should allow not only the standard multitranche 
operations, but also options with a single tranche, floating tranches, and a program cluster; 
(viii) reforms should be phased in and fully aligned with the country’s broader medium-term 
development agenda; and (ix) funding agencies should harmonize and coordinate their policy 
advice and operations. 
 
13. With one exception, these lessons and recommendations are reflected in the IRSDP 
design and implementation. Because of the wide range of infrastructure sectors and the need to 
cover several thematic areas in each of them, designing a simple policy matrix that would 
ensure the desired outcome of increasing infrastructure investments to 6%–7% of GDP was not 
possible. By incorporating the other lessons, the IRSDP supports the RPJM, its policy-based 
component is anchored on the government’s infrastructure policy package to ensure strong 
ownership, and it has been formulated and implemented in close cooperation with the Japan 
International Cooperation Agency and the World Bank. The general public experiences the 
infrastructure bottlenecks and the poor quality of infrastructure services on a daily basis. 
Consequently, the majority of people support the reforms, as demonstrated by their acceptance 
of the steep oil price increases in 2005 and 2008. Nevertheless, the reform agenda is broad and 
challenging as it covers all infrastructure sectors, and some vested interests oppose parts of it. 
 
14. To allow the necessary flexibility in reform implementation, the program cluster model 
comprising three single-tranche subprograms was adopted for the IRSDP. The successful 
implementation of subprograms 1 and 2 confirms the advantages of this model. Despite its large 
scope and complexity, the IRSDP has proven to be manageable and the government’s 
ownership of it remains strong. This has been attributable to the fact that, unlike multitranche 
programs that provide an incentive to implement agreed future reforms in several stages within 
a predetermined time frame, single-tranche programs provide an incentive for agreed completed 
reforms. This structure removes the rigidity of firm deadlines for actions outside the 
government’s control, such as legislative approvals, and helps deflect criticisms that the reforms 
are a result of external pressure.  
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Problem Tree for Infrastructure  
 
 
 
 Current Outcome: Inadequate Infrastructure Provision and  

Poor Access to Infrastructure Services 

Low Private Investments Low Public Spending 

Legal and Regulatory 
Uncertainty 

Institutional 
Deficiencies 

Inefficient and Poorly 
Targeted Subsidies 

Weak Legal 
Framework 

Poor 
Enforcement 

Absence of 
Private Sector 
Participation 
Framework 

No Level 
Playing Field 

in Most 
Sectors 

Weak 
Coordination 

Poor Capacity 
and Inadequate 

Project 
Preparation 

Corruption 
and 

Rent-Seeking 

Undefined and 
Unmet Public 

Service 
Obligations 

Lack of Cost 
Recovery and 
Risk Sharing 
with Private 
Investors 

Weak 
Domestic 
Resource 

Mobilization 

Poor Governance in 
Infrastructure Provision 

Resource 
Constraints  

All IRSDP actions address either or both 
of these principal constraints.  

       
        

         
  

       
    

     
  

       
    

       
    

          
     

    
       

        
         

  
       

    
     

IRSDP = Infrastructure Reform Sector Development Program. 
Source: Asian Development Bank. 
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Sector Results Framework (Infrastructure, 2010–2014)  
 

Country Sector Outcome Country Sector Outputs ADB Sector Operations 

Outcomes with 
ADB 
Contributions 

Indicators with 
Targets and 
Baselines 

Outputs with 
ADB 

Contributions 

Indicators with 
Incremental 

Targets 
(Baselines 

Zero) 

Planned and 
Ongoing ADB 
Interventions 

Main Outputs 
Expected from 

ADB 
Contributions 

Strategic policy, 
institutional, and 
legal framework 

Fully functional 
PPP network 

Infrastructure 
financing and 
guarantee funds 

Accelerated land 
acquisition 

 
Laws for roads and 
land, sea, and air 
transportation 

Cost recovery in 
railway transport 
and water supply 

Rationalized PSO 
activities and 
subsidies 

E-procurement for 
road projects 

Road fund concept 
introduced 

Sound regulatory 
institutions and 
principles  
 
Tendering of PPP 
projects 

Project screening 
and prefeasibility 
studies and 
tendering for further 
PPP projects  

 

Increased 
quantity and 
efficiency of 
infrastructure 
spending across 
all sectors 

 

 

Enhanced 
infrastructure 
provision 
through new 
laws and 
regulations  

 

 

 

 

 

 

 

 

 
Increased 
private 
investment in 
infrastructure 
through the 
establishment of 
a fiscally sound, 
credible, and 
transparent PPP 
framework 

Actual capital 
expenditure on 
national 
infrastructure 
increased by 
25% from 2006 
to 2010 

 
 
84% of national 
roads in good 
condition by 
2010 (2006 
baseline: 81%)  

Proportion of 
the PLN PSO 
received by 
low-income 
consumers 
increased from 
44% to 70% by 
2014    

$300 million of 
new PDAM 
investment 
since the 
beginning of 
2007 by 2014 

 
New PPP 
transactions 
tendered in 
compliance 
with 
presidential 
regulation 
67/2005 

 

Planned key 
activity areas 

Support for 
infrastructure 
development 
(2nd phase) 

Second series of 
IRSDP  

Pipeline 
projects with 
estimated 
amounts 

None 
programmed 

Ongoing 
projects with 
approved 
amounts 

IRSDP 
subprogram 3 for 
$200 million 

ADB loan of 
$26.5 million and 
Government of 
the Netherlands 
grant of 
$7.6 million for 
the PDF 

ADB grant of 
$2 million for 
TA 4872 

Planned key 
activity areas 

Increasing national 
and subnational 
infrastructure 
financing, with the 
private sector 

Deeper 
transformational 
reforms in land, 
power, and water 

Pipeline of PPP 
projects 

 

Ongoing 
programs  

Presidential 
regulation 67/2005 
revision 

Sector regulation 
study 

Road fund master 
plan 

Project 
development 
facility to facilitate 
PPP projects and 
transactions 

Prefeasibility 
studies for key 
PPP projects 

 

IRSDP = Infrastructure Reform Sector Development Program, PDF = project development facility, PLN = State Electricity 
Corporation, PPP = public–private partnership, PSO = public service obligation. 
Source: Asian Development Bank. 

 
 


