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SECTOR ASSESSMENT (SUMMARY): PUBLIC SECTOR MANAGEMENT1 
 
Sector Road Map 
 

1.    Sector Performance, Problems, and Opportunities 
 
1. Fiscal decentralization. Since the late 1990s, Indonesia has undergone far-reaching 
institutional reforms and become one of the most vibrant and decentralized democracies in Asia 
and the Pacific. Local governments now account for about one-third of public spending and have 
considerable autonomy. Available resources for subnational governments have steadily 
increased over the last decade, with unconditional grants (DAU), specific purpose grants (DAK), 
shared revenues, and own source revenues all contributing to the increases. Regional 
governments now play a key role in delivering core basic services.  
 
2. Despite significant progress in improving the regulatory framework and implementing 
fiscal decentralization, significant challenges remain. At the national level, policy fine-tuning is 
needed to reduce vertical and horizontal fiscal imbalances, improve local revenue collection, 
clarify overlapping mandates, and resolve issues surrounding the proliferation of local 
government entities. In addition, enhanced coordination of national government agencies in the 
design and implementation of fiscal decentralization policy remains a challenge. For local 
governments, substantial improvements are needed in their capacity to plan, budget, and 
implement programs for better service delivery. Service delivery has also been weakened by 
historically high routine expenditures with a very high proportion of routine outlays (often in 
excess of 90%) solely for personnel costs. Improving local government service delivery will 
require (i) rationalizing criteria for the creation of new subnational governments; (ii) ensuring 
more clearly defined roles for provincial governors; (iii) improving functional assignments for 
different tiers of government, particularly providing for improved consistency between 
decentralization and sector laws; (iv) reforming revenue assignments, particularly to provide 
additional regional incentives and regional government taxing autonomy; (v) reviewing technical 
and policy reforms for the DAU to enhance its equalization effects; (vi) improving sector and 
regional government targeting of the DAK, and enhancing the financial and performance audit 
mechanisms associated with the grant; (vii) establishing more effective mechanisms for 
productive regional government borrowing; and (viii) building capacity for sector management 
and public sector financial management to markedly increase organizational, system, and 
human capacity. 
 
3. Audit. While considerable progress has been reported in strengthening the rules and 
institutions of public integrity, serious challenges remain. Performance of the government’s audit 
institutions is hampered by a lack of legal clarity regarding the responsibilities of different 
agencies (coordination among these agencies is difficult), and by the lack of a uniform auditing–
planning framework. The capabilities of auditors and the financial management skills of those 
subject to audits need to be improved. Improvement is also required in the oversight and follow-
up on audit findings, certification of internal auditors, and establishment of public complaint units.  
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4. National Public Procurement Agency. Under Presidential Regulation 106/2008, the 
National Public Procurement Agency (NPPA) was established as an independent government 
institution that reports directly to the President and whose work is coordinated by the National 
Development Planning Authority (BAPPENAS). With the support of the Asian Development Bank 
(ADB) and World Bank, assistance has been provided to the NPPA to improve public 
procurement laws and regulations. Progress has also been made in introducing e-procurement 
methods on a pilot basis. Currently, procurement is handled differently across government 
agencies. The procurement system needs to be standardized and the legal framework for public 
procurement improved. A public procurement law that specifies basic principles and policies 
applicable to all levels of government is needed to foster greater uniformity in public 
procurement. Capacity also needs to be built in local government for implementing national 
procurement regulations and for scaling-up the e-procurement system.   
 

2. Government’s Sector Strategy  

 
5. The Grand Design for Fiscal Decentralization 2010–2030 outlines the guiding principles 
of decentralization and its linkages to service delivery. These are further refined in the National 
Action Plan for Fiscal Decentralization 2010–2014. The latter is also linked to the strategic plans 
of the Ministry of Finance and Ministry of Home Affairs (MOHA). The national action plan outlines 
main components for future decentralization efforts: (i) improve coordination, management, 
monitoring, and evaluation of fiscal decentralization; (ii) strengthen administrative policies and 
procedures (in particular with clear expenditure assignments, reducing faulty deconcentration 
practices, and rationalizing the process of new jurisdiction formation); (iii) strengthen the 
intergovernment transfer system; (iv) improve own-source revenue collection (with the 
decentralization of the property and land transfer tax); (iv) strengthen management of regional 
government debt; and (v) strengthen financial management systems and capacity at all levels of 
government. The core of the regulatory framework for the system of intergovernment fiscal 
relations in Indonesia is contained in laws 32/2004 (on administrative aspects of 
decentralization) and 33/2004 (which defines the financial framework for subnational 
governments). A review of these two laws is currently under way.  
 
6. Efforts to promote good governance and strengthen accountability are accelerating in 
Indonesia. Presidential Decree No. 44/2000 created the Office of the National Ombudsman. On 
20 March 2000, Law 30/2002 established the Commission to Eradicate Corruption (KPK), while 
Law 15/2006 provides the legal framework for the Supreme Audit Board(BPK) to serve as the 
government’s independent auditors, with Government Regulation 60/2008 redefining the role 
and responsibilities of BPK. Currently Presidential Instruction 80/2003 on public procurement is 
being revised to be more in line with international best practices. The government has continued 
its effort to resume its accountability reforms by establishing the State Financial Accountability 
Committee within Parliament to follow-up on BPK's audit findings.  
 

3.   ADB Sector Experience and Assistance Program 

7. ADB support for decentralization in Indonesia was initially rooted in its response to the 
establishment of a social safety net following the 1997 Asian financial crisis. The ADB-financed 
Social Sector Protection Sector Development Program sought to improve health and education 
service delivery through the deconcentrated provision of social services. This included support 
for the Community and Local Government Support Sector Development Program and the 
Community Empowerment and Rural Development Project. Since early 2000, the focus has 
been on supporting public financial management and fiscal decentralization through a series of 
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local government finance and governance reform (LGFGR) programs.2 The first LGFGR program 
covered 2003–2005 and provided program and investment lending as well as technical 
assistance (TA). The second LGFGR (LGFGR 2)3 program was designed as a program cluster 
operation with provision for program lending and TA support. Subprogram 1 of the LGFGR 2 
covered 2006–2008 and provided a comprehensive policy framework (and matrix) to support six 
areas: (i) enhancing management and coordination of fiscal decentralization; (ii) clarifying 
functional assignments; (iii) improving vertical and horizontal balance through more efficient 
intergovernment financial arrangements; (iv) increasing revenue-raising capacity of regional 
governments; (v) strengthening management of regional government reserves and debts; and 
(vi) building broad capacity to improve public financial management systems and accountability. 
Subprogram 2 covers 2009–2011 and provides support for updating the fiscal decentralization 
strategy, clarifying administrative and functional arrangements for local service delivery, 
improving the transparency of grant funds allocation, and assisting in decentralizing the property 
and land transfer tax. Improvements in regional government reserves and debt management are 
also supported through the development of bond ratings from a selected number of regional 
governments, together with the restructuring of nonperforming debts.   
 
8. ADB has made an important contribution to building public sector audit capacity through 
the $200 million State Audit Reform (STAR) Sector Development Program and project initiated in 
December 2004.4 Program support focused on developing an improved audit law and 
regulations. Project support was designed to build the capacity of seven agencies and ministries 
involved in central government audit and selected local governments. ADB has also been 
actively helping the government with procurement reform through a series of TA projects, with 
recent support focused on assisting National Public Procurement Office (LKPP) with piloting the 
e-procurement process.  
 
9. The main goal of ADB assistance in the area of fiscal decentralization and local finance 
reform is to improve, over time, the efficient delivery and equitable access and quality of local 
services. Toward this goal, ADB will continue to support the development of the government’s 
capacity for policy design and regulatory development, and for the management and 
coordination of fiscal decentralization policies. Expected outcomes of support to local 
government financial management include the clarification of arrangements for regional 
administrations to improve services and accountability, including improvements to functional 
assignments and the rationalization of procedures for the formation of new jurisdictions. ADB will 
continue to assist the government in fostering reforms aimed at enhancing equalization, 
predictability, and transparency in the allocation and release of fiscal transfers and shared 
revenue. Finally, ADB assistance will aim at improving revenue collection by subnational 
governments, in particular assisting the devolution of the land and building tax to regional 
governments. 
 
10. ADB will continue to support government efforts to foster good governance by improving 
financial accountability. Toward this goal, ADB will continue to help the government build country 

                                                
2
  ADB. 2005. Report and Recommendation of the President to the Board of Directors: Proposed Program 

Loan and Technical Assistance Grant to the Republic of Indonesia for the Local Government Finance 
and Governance Sector Development Program. Manila (Loans 2192/2193-INO, $330 million). 

3
  ADB. 2008. Report and Recommendation of the President to the Board of Directors: Proposed Program 

Cluster and Loan for Subprogram 1 to the Republic of Indonesia for the Second Local Government 
Finance and Governance Reform Program. Manila (Loan 38264-INO, $350 million). 

4
  ADB. 2004, Report and Recommendation of the President to the Board of Directors: Proposed Program 

Cluster to the Republic of Indonesia for the State Audit Reform Sector Development. Manila (Loan 
35144-INO, $200 million).. 



4 

capacity in audit and procurement functions to strengthen public financial management, reduce 
corruption, improve sector governance, and improve the timeliness and impact of ADB 
assistance. The specific objectives of ADB support are to assist the government in developing  
(i) stronger procurement and audit institutions with clearly defined mandates, (ii) improved audit 
and public procurement practices, (iii) increased transparency in public procurement and audit 
results, (iv) reduced corruption risks in core ADB-supported line ministries, and (v) improved 
ADB portfolio management. Key outcomes of ADB assistance to improve procurement and audit 
functions include (i) issuance of a national procurement law to strengthen the legal basis for 
procurement in line with the presidential decree on public procurement and good international 
procurement practices, (ii) increased follow-up on audit findings, (iii) higher quality of audit 
reports (i.e., findings that are more accurate and focused), (iv) increased usage of e-
procurement processes across the country, and (v) improved coordination among audit 
institutions.  
 
11. ADB will help the government strengthen local government financial management 
systems and capacities. The subprogram 2 of the LDFGR 2 is scheduled for 2011. The program 
loans will be complemented by TA support to build local government financial management 
capacity. Given the long-term nature of the reform and institutional capacity building required, a 
third series of local governance program loans could be initiated in 2014 to cover 2014–2016. 
While investment lending was part of the first LGFGR program, the government has refrained 
from investment lending under the LGFGR 2 (subprograms 1 and 2), in part due to the slow 
implementation of the first LGFGR project loan. Demand for project lending to provide the 
hardware for local government financial management seems to be increasing. Accordingly, 
consideration has been given to an additional project loan in 2012 to build sustainable capacity 
of local governments.   
 
12. A follow-up project of the current STAR project will be prepared in 2011 and focus more 
on building local audit capacity of the BAWASDA. Support for the NPPA will continue to link 
central and local audit capacity building. A country procurement assessment report (CPAR) will 
be updated and used as a guide for improving procurement policies and practices. Drawing on 
the updated CPAR, ADB support in the procurement area would aim to strengthen the 
institutional framework, improve the integrity and transparency of the procurement system, and 
build the skills base of the LKPP.       
 
13. The LGFGR program has well-established monitoring mechanisms with both the 
government (through the executing agency in the Ministry of Finance and the High Level 
Steering Committee involving senior representatives of the Ministry of Finance, MOHA, and 
BAPPENAS) and ADB having individual and shared monitoring responsibilities. In addition, ADB 
TA provides support for the monitoring of agreed policy matrix actions under subprogram 2, 
while—in coordination with the steering committee—ADB carries out periodic reviews of 
progress in implementing the program. Progress with the public sector audit, public procurement 
sector, and anticorruption efforts will be tracked based on policy dialogue with regulatory 
agencies, annual government reports, and regular statistical reports.  
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PROBLEM TREE 
 

Source: Asian Development Bank. 
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Sector Results Framework (Public Sector Management 2010–2015) 

Relevant CPS Outcomes Sector Outputs 

ADB Assistance 
CPS Outcomes 
Relevant to the 

Subsector 
Key   Constraints 

Subsector Outcome, 
Key Sector Outputs 

Sector Milestone. 
Tracking Indicators, 

Interim Indicators 

 
Financing of local 
government 
investments on a more 
sustainable basis 
 
Intergovernment fiscal 
relations clarified 
 
Functional assignments 
at all levels of 
government clarified 
 
Clear regional 
government fiscal 
accountability 
framework established 
 
Transparency and 
integrity in the 
management of public 
resources improved 

  

Unequal financing of 
the regions 
 
Lack of local capacity  
 
Fragmented districts 
 
Coordination issues 
between central and 
local governments 
 
Ill-defined legal basis 
for functional and 
expenditure 
assignments 
 
Lack of overall 
procurement law 
 
New procurement 
agency and weak 
audit institutions, 
especially BAWASDA 
 
Coordination issues 
across audit agencies 
 
Entrenched interests 
resistant to audit and 
procurement reform 

  
Regional governments 
have improved 
organizational capacity 
and operate in a more 
transparent, efficient, 
and effective policy and 
legal environment for 
fiscal decentralization, 
financial management, 
and service delivery 
 
Fiscal decentralization 
framework improved 
 
Functional and 
organizational 
arrangements for 
regional governments 
clarified 
 
 
Transfers more equitable 
and predictable  
 
Access of regional 
governments to own 
revenue improved 
 
Regional reserve and 
debt management 
strengthened  
 
By 2015, allocations in 
MOF and MOHA 
budgets for human 
resources and systems 
development in regional 
governments increased 
by 50% from 2009  
 
LKPP fully and 
adequately staffed 
 
Transparency in public 
procurement increased 
(i.e. web-based access) 
 
Number of trained 
accountants and auditors 
in regional governments 
increased substantially 

  
Revised NAPFD issued 
in 2010 
 
The DAK increases 
from 0.5% of GDP in 
2008 to 1.5%–2% in 
2015 
 
Transfers and shared 
revenues published in 
annual budgets from 
2010 onward 
 
Regional government 
reserves in local bank 
accounts decline from 
3.1% of GDP in 2006 to 
less than 1.5% in 2015 
 
Property tax devolved 
and collections rise 2% 
per annum in real terms 
through 2015 
 
100% of PDAM debts 
restructured by 2015 
 
200 districts generate 
regional government 
PMS performance data 
by 2015 
 
New procurement law 
issued by 2014 
 
Full deployment of e-
procurement across 
government by 2015 
 
Procurement complaint 
units established in 
regional governments 
 
Quality of audit reports 
improved 
 
National audit planning 
initiated to bolster 
coordination 

Ongoing 

LGFGR Program, 
subprogram 2 for 
2009–2011, 2 PATA 
projects in 2009–2011, 
with further program 
loan drawdown 
planned for 2011 
based on a 
comprehensive policy 
matrix 
 
New 

Subprogram 2 in 2011 
for the Second LGFGR  
 
LGFGR 3 covering 
2014–2016 plus a 
possible investment 
loan for building local 
government capacity 
 
CDTA support for the 
devolution of the land 
and building tax 
 
A joint mission on 
property tax devolution 
is envisioned with the 
World Bank 
 
Second phase of the 
STAR project to be 
focused on BAWASDA 
and inclusion of NPPA 
as one of the PIUs in 
2011 
 
TA for Strengthening 
the Public Procurement 
Agency 
 
Capacity building TA 
attached to the LFGGR 
3 and to STAR 2 

BAWASDA = Badan Pengawasan Daerah (Regional Development Supervisory Body); CDTA = Capacity Building 
Technical Assistance; DAK = Dana Alokasi Khusus (Specific Allocation Fund); GDP = Gross Domestic Product; 
LGFGR= Local Government Finance and Governance Reform; LKPP = Lembaga Kebijakan Pengadaan Barang/Jasa 
Pemerintah (National Public Procurement Office); MOF = Ministry of Finance; MOHA = Ministry of Home Affairs; 
PDAM = Perusahaan Daerah Air Minum (Regional-owned Water Supply Company); STAR = State Audit Reform; TA = 
Technical Assistance. 
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