
Fiscal and Public Expenditure Management Program (Subprogram 1) (RRP INO 50168) 

RISK ASSESSMENT AND RISK MANAGEMENT PLAN 

Risk Description 
Risk 

Assessment 
Mitigation Measures 

A. Overall 

Macroeconomic Stability 
 

The sharp decline in 
commodity prices has 
exposed structural 
weaknesses in the 
economy and as reflected 
in the adjustment to a 
lower economic growth 
path, persistent high 
current account deficit and 
slow growth in exports of 
manufacturing goods in 
recent years. This has also 
affected budget revenue. 

Medium The government has set targets of 8.0% GDP 
growth and reducing poverty to 7.0%–8.0% by 2019 
in the National Medium-Term Development Plan 
2015-2019. However with the economic growth 
decelerated from its peak of 6.4% in 2010 to 4.8% 
in 2015, since September 2015, the government 
has issued 12 economic packages which are aimed 
to support their structural reform agenda. The 
government will also stimulate the economy through 
fiscal expansion and expects to operate much 
higher national government budget deficits in the 
range of 2.5%–2.8% of GDP. 

Public Financial 
Management 
 
The medium-term 
expenditure framework and 
performance-based 
budgeting needs further 
improvements in relation to 
capital and recurrent cost 
implications—as well as 
determination of budget 
ceilings for future years 
and baselines—to 
strengthen the allocative 
efficiency of the 
government budget. 

Medium 
 

The Government Financial Management and 
Revenue Administration Project, under 
implementation since 2004, supports reforms aimed 
at strengthening efficiency, governance, and 
accountability in PFM, especially in budget 
execution, together with treasury modernization and 
revenue administration. In addition, the 
government’s 2012 medium-term strategy note 
seeks to improve PFM reform oversight, including 
strengthening the process of allocating budget 
resources of priority sectors, linking planning and 
budgeting, and strengthening the results orientation 
of the budget. PFM reforms are also increasingly 
aligned with the priorities identified in Indonesia’s 
medium-term development plan. ADB is providing a 
series of TA projects to improve PFM capacity and 
tax administration of subnational governments. It 
will also participate in the PFM and decentralization 
working group of development partners. ADB will 
continue to seek partnership, through cofinancing, 
on PFM reform with other development partners. 
Finally, ADB will provide budgetary support to 
improve PFM for better service delivery by local 
governments. 

Public Procurement 
 
Slow and inefficient public 
procurement process has 
contributed to slow 
government budget 
execution. 

Medium The government has mandated the use of e-
procurement to expedite budget execution. ADB will 
work with the government in developing institutional 
capacity, including modernizing procurement 
processes in key ministries.  
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Corruption 
 
Concerns about 
inadequate institutional 
accountability in the public 
sector. 
 

 
Medium 

Governance of PFM has improved with the 
introduction of an integrated financial management 
information system in MOF. The national budget 
process has also been made more transparent 
since MOF includes the fiscal risk assessment in 
the financial note for the national budget. More open 
transparency on budgeting process has also 
improved Indonesia’s score in the Open Budget 
Index, i.e., 59 out of 100. In Asia, it ranks third after 
the Republic of Korea (65 out of 100) and the 
Philippines (64 out of 100). Globally, Indonesia’s 
score is higher than the average (at 45). Indonesia’s 
commitment to a more open budget and increased 
participation of citizens have mitigated corruption 
during the budget process. ADB will continue to 
work with the government on increasing the 
transparency of budget processes in local 
government. 

B. Contextual Risk 

Economic growth 
 
Continuation of the global 
economic slowdown 
adversely affects 
Indonesia’s economic 
growth rate and creates a 
shortfall in fiscal revenue. 

Medium Risk level continues to be medium. Economic 
growth has decelerated from its peak of 6.4% in 
2010 to 4.8% in 2015 as the commodity price boom 
has ended. The slow growth has exposed structural 
weaknesses in the economy, which continue to limit 
Indonesia’s growth projection, at 4.9%–5.3% in 
2016. This is below the medium-term trend of 5.5% 
economic growth rate per annum and significantly 
bottom of the government’s target range of 7.0%–
9.0%, stated in the National Medium-Term 
Development Plan (RPJMN), 2015–2019. The 
government’s revised 2016 national budget projects 
5.1% growth, ADB’s Asian Development Outlook 
projects growth of 5.2%, the World Bank’s latest 
Indonesia Quarterly Report projects growth at 5.1%, 
and the IMF 2016 Article IV projects growth at 4.9%. 
 
The government recognizes that redirecting general 
subsidies and spending more on public 
infrastructure and the social sectors, has the largest 
multiplier effects on the economy. Fiscal savings of 
about Rp211 trillion annually from the reduction in 
general subsidies to the non-poor will help fund the 
stimulus. In the longer term, higher economic 
growth will be achieved through structural reforms 
to the investment climate, access to finance, energy 
sectors, more public and private infrastructure 
investments, and reforms to basic education, all 
supported through other ADB program and project 
loans as well as technical assistance (TA).   
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Revenue  
 
Revenue shortfall leads to 
a reduction in budget 
allocation for social sector 
and public infrastructure 
spending. 

High 
 
 

Risk level continues to be high. The government’s 
ability to collect revenue as planned is a general risk 
associated with realizing capital expenditure targets.  
Revenue collection fell by 9.8% from January to 
April 2016, compared with the same period in 2015, 
and the government expects a shortfall of $16.71 
billion in 2016. Given the constitutional limit on the 
budget deficit at 3.0% of gross domestic product 
(GDP), falling budget revenues impose constraints 
on the government’s spending goals in the social 
sector and for infrastructure. Over the medium term, 
the government will implement reforms to boost 
fiscal revenue collection. It has outlined its revenue 
mobilization strategy through a combination of tax 
administration reforms. 

Capacity Gaps 
 
Weak capacity of 
subnational governments 
for PFM and public 
procurement. This includes 
for planning and executing 
transfers for public service 
delivery. 

Medium Increased frequency of MOF’s public finance 
courses for local government. MOF has been 
building the capacity of local government to improve 
PFM skills. ADB is currently providing a capacity-
building loan (State Accountability Revitalization 
Project) to internal auditors of the central 
government and to public finance officials at 
selected line ministries. The loan also provides 
capacity building to more than 500 local government 
internal auditors and public finance officials.  

Institutional issues 
 
Poor coordination across 
government and between 
central and subnational 
agencies on PFM-related 
issues. This leads to slow 
implementation of PFM 
and public expenditure 
monitoring systems. 

Medium The Regional Autonomy Advisory Council, which is 
headed by the Vice President, can facilitate better 
coordination between MOF and MOHA with regard 
to fiscal decentralization. Directorate of Fiscal 
Balance is also harmonizing financial information 
systems used at subnational government level to 
provide consistent information. ADB has been 
facilitating better coordination between MOHA and 
MOF on fiscal decentralization through a number of 
its capacity-building TA projects. 

Implementation of 
Sustainable Development 
Goals 
 
Inadequate capacity and 
insufficient resources 
allocated to line ministries 
may undermine 
implementation of 
Sustainable Development 
Goals.  
 

Medium Based on the experience of implementing 
millennium development goals, the government has 
adopted a sequenced approach to implement 
Sustainable Development Goals including by 
institutionalizing implementation through a 
Presidential Regulations and setting up a National 
Steering Committee chaired by the Minister of 
National Development Planning. Achievement of 
targets will also depend on capacity and resources 
made available to line ministries and effective 
coordination, monitoring and reporting. ADB will 
support this through a new technical assistance.  

Overall Risk Medium  
ADB = Asian Development Bank, MOF = Ministry of Finance, MOHA = Ministry of Home Affairs, PFM = public 
financial management, TA = technical assistance. 
Source: Asian Development Bank. 
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