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

PROGRAM IMPACT ASSESSMENT 
 

I. Executive Summary 
 
1. Indonesia’s economic growth rate has softened in response to disappointing global 
economic conditions, and there are few cyclical policy remedies available. The fiscal deficit is 
close to its constitutional limits, and the threat of inflation caps the scope for much further 
monetary stimulus. Without accelerated structural reform, Indonesia’s medium-term growth 
targets will be in jeopardy. 
 
2. Development targets are likewise threatened. As growth has slowed, income disparities 
have widened. The number of Indonesian poor is rising, and income inequality in Indonesia has 
been deteriorating more quickly than in the rest of ASEAN. 
 
3. Reforms in subprogram 1 of FPEM address the twin problems of slowing growth and 
rising income inequality by supporting social protection, public infrastructure, and efficiency in 
public social service delivery.  The net quantifiable benefits of initiatives being supported by the 
subprogram have been estimated at $6.35 billion.   

 
Costs and Benefits of Subprogram 1 

Present Values in USD billion 
 

Output 

 Benefits Costs Net Benefits 

    

1 12.00 7.47 4.53 

2 0.30 0.28 0.02 

3 8.80 7.00 1.80 
Total  21.10 14.75 6.35 

 
 
4. The unifying theme for the subprogram is an investment in human capital, funded by a 
more efficient government. Health and education – two public services which the Indonesian 
poor particularly need – receive an especially significant stimulus. 
 
5. Much of the benefit of the subprogram arises from the government having turned the 
drop in world oil prices to some advantage. Although falling prices have weakened exports and 
economic growth, the government has seized the opportunity of lower domestic petrol and 
diesel prices to redirect taxpayer-funded fuel subsidies toward better social service delivery. 
This is most apparent in the quantitative benefits of outputs 1 and 3. 

 
6. Benefits under output 2 are less readily quantifiable, but no less important. Indonesia 
has long suffered from very poor administration of infrastructure and welfare services. Reforms 
in output 2 will enhance governance and so underwrite the spending initiatives in outputs 1  
and 3. 
 
7. The prime beneficiaries of the subprogram are Indonesia’s poor. In addition, there is a 
high likelihood that the subprogram will contribute to gender equality. Women have been 
particularly disadvantaged by the low quality of education in Indonesia, and the latest initiatives 
offer prospects for greater, and more equal, participation in the workforce over the long run. 
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II. Development Problem and Constraints  
 
8. The Indonesian economy is not growing quickly enough, and the scope for remedial 
macroeconomic policy is limited. For the last two years, growth has been hovering at around 
4.8% per annum – somewhat below a 15-year average of 5.2%, and well short of medium-term 
government targets in the range of 7% to 9%. Unemployment is stubbornly high at 6.2%. But 
with inflation at almost 4%, the scope for monetary stimulus is, at best, slight. Room for 
maneuver on fiscal policy is also tight, with the deficit approaching its constitutional limit of 3% 
of GDP. 
 
9. The widening gap between actual and potential output has been accompanied by rising 
income inequality. Indonesia’s Gini coefficient – a statistic which indexes income inequality on a 
scale between 0 and 1 – has been rising faster than in any other country in East Asia. The 
income of the bottom 20% of the population grew at only 3.8% in 2014, compared with the 
broader growth rate of nearly 5%.   
 
10. The problems of slow growth and rising income inequality in Indonesia appear mutually 
reinforcing. This is unsurprising in light of a burgeoning theoretical and empirical literature to 
suggest an interrelationship between them in countries at the lower end of the development 
spectrum.1 Numerous reasons have been proposed for this association, with the quality of 
human capital among the poor a recurrent theme. 

 
11. On that score, Indonesia fares badly. Its World Economic Forum (WEF) ranking of 37th 
out of 140 for competitiveness belies its poor performance in the key human capital fields of 
health and education. Its overall ranking on human capital is 69th (out of 124), and on all ten 
rankings under health and primary education, Indonesia scores below 37th (out of 140), and on 
three – prevalence of tuberculosis, business impact of tuberculosis, and business impact of HIV 
– it features in the bottom quartile of the survey. 
 
12. Low levels of spending are the main reason for poor performance. In the specific case of 
health, poor outcomes may owe much to the country’s entrenched legacy of poverty and the 
challenges of providing services to physically inaccessible regions with deficient infrastructure.  
However, national commitment to health outcomes has nevertheless been anemic. Indonesia’s 
spending per capita rates 147th out of 195 countries surveyed by the World Bank in 2014. 
Despite public health spending having been prioritized under the Millenium Development Goals 
and then the Sustainable Development Goals, health spending remains at around 3% of GDP. 
This represents about one-third of the average of OECD nations. Within the ASEAN region, only 
Myanmar, Laos and Cambodia spend less per capita on health.2 
 
13. The public sector is largely responsible for this outcome. Globally, around 60% of health 
is publicly funded. In Indonesia, the ratio is just 38%.3 Although this disparity is quite common in 
developing economies, in Indonesia’s case it is pronounced: the reliance of Indonesians on 

                                                
1
 See, for example, Dollar, D, T Kleineberg, and A Kraay (2013), ‘Growth Still Is Good for the Poor’, Policy Research 

Working Paper 6568, World Bank, Washington, DC. See also M Ravallion (2015) ”Are the World’s Poorest Being 
Left Behind?”, NBER Working Paper 20791. Also see Dabla-Norris, E et al (2015), ”Causes and Consequences of 
Income Inequality: A Global Perspective”, IMFSTA Discussion Note, SDN/15/13, IMF.Finally, see Berg, A & J Ostry 
(2011), “Inequality and Unsustainable Growth: Two Sides of the Same Coin”, IMF Staff Discussion Note. 

2
 World Databank, the World Bank. 

3
 World Development indicators, World Bank. 
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private resources for health care is the third highest in ASEAN. Importantly, there is little 
evidence to suggest any crowding out of private health expenditure by public initiatives.4 

 
14. Whatever its causes, the impact of under-spending on health is evident in a slew of 
public health indicators. At the apex of these are the outcomes on mortality. Life expectancy and 
adult mortality rates for both sexes in Indonesia are the third lowest and highest (respectively) of 
the ten countries in ASEAN.5  
 
15. The economic impact of under-investment in health is difficult to quantify, but certainly 
considerable. Recent evidence for Indonesia (Sparrow et al, 2013) suggests that health risks 
are particularly acute for poor and rural workers. Higher income families are reasonably able to 
manage adverse health events, whereas lower income and rural families are not.  

 
16. Two major sets of channels dominate the costs: out-of-pocket expenses and the cost of 
disposable income lost through lack of earnings. Since income protection is least affordable by 
the poor – who seem to need it most – healthcare remains a source of considerable 
disadvantage and inequality. Indeed, in 2013, over 31% of Indonesians had no form of health 
insurance.6 
 
17. The poor state of public health is mirrored in other areas of social protection and 
provision, such as education. Like health, education has become a higher priority under the 
Sustainable Development Goals (SDGs) and the priorities of the current government. However, 
this improvement begins from a low base. In 2013, education represented 17.6% of total 
government expenditure in Indonesia, compared with 21.5% in Malaysia, 20% in Singapore and 
21.4% in Thailand. Indonesia’s sub-par ranking in education is also reflected in its 
competitiveness. The WEF ranks it 65th out of 140 countries in terms of education, compared 
with its overall ranking of 37th.  

 
18. The incidence of under-spending on education has probably fallen most heavily on 
women. Although it is unevenly measured through time by the World Bank, adult male literacy 
seems only around 1 percentage point lower than the norms for the ASEAN region. For women, 
the difference is around 4 percentage points. In 2014, approximately 52% of men aged over 25 
had completed lower secondary schooling, compared with just 43% for women.7 

 
19. This has almost certainly undermined equality of employment opportunity and created a 
large pool of under-utilized female labor. Disparities in educational attainment between the 
sexes are no doubt partly responsible for the poor employment prospects of women. ILO data 
suggest that Indonesia has the second lowest ratio of female-to-male labor force participation in 
ASEAN,8 and the World Bank has noted that the gender wage gap is larger than in other East 
Asian countries. 
 
20. Although there are clearly structural problems in the education market, many of the 
obstacles to better health and education begin with problems in fiscal management. According 
to the Open Budget Survey of 2015, Indonesia was providing ‘adequate’ oversight and audit of 

                                                
4
 Kruse, I et al (2012), “Marginal benefit incidence of public health spending: Evidence from Indonesian sub-national 

data”, Journal of Health Economics, 31, 147-157. 
5
 World DataBank, The World Bank. 

6
 EY (2015), “Ripe for investment: the Indonesian health care industry post introduction of universal health 

coverage”. 
7
 World Databank, the World Bank. 

8
 Ibid. 
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the government accounts. This rating represents a significant improvement over surveys 
conducted in 2008 and 2010. However, closer inspection reveals a number of deep-seated 
problems with revenue management. The World Bank ranked the effectiveness of Indonesia’s 
government at the 54.8th percentile in 2014. Although this is a significant improvement from 
rankings in the mid-40s just a couple of years previously, it still contrasts starkly with the WEF’s 
implied percentile ranking on overall competitiveness of 73.5. 
 
21. Foremost among these problems at the present time is the state of the economic cycle. 
Tax revenues have been falling with the softening in Indonesia’s economic growth rate. Of the 7 
ASEAN economies which reported their central government tax collections relative to GDP in 
2005 and 2014, only Indonesia and Thailand reported a decline. The drop for Indonesia was 
almost a full percentage point, whereas for Thailand, it was a mere tenth of a point. 

 
22. Tellingly, Indonesia’s tax-take is now also very low. At 11.4% of GDP, it was the lowest 
of the 7 reporting countries in ASEAN in 2014 and a full 2.8 percentage points below the 
ASEAN average.9 The reasons for this go well beyond the current business cycle and its 
interaction with the tax scales. Indonesia has deep structural problems in tax collection, and the 
proximity of its deficit to its legal limit owes much to the inability of authorities to collect enough 
of the tax that is legally owed them.  
 
23. Disbursements are also troublesome. Apart from the well-known problem of corruption, 
the capabilities of many local government institutions are limited. As a result, allocated funds 
have often not been disbursed. An Australian government study noted several problems in the 
vertical integration of tiers of government in the investment process. Included in these are the 
failures of lower tiers to contribute meaningfully to planning, inconsistencies between national 
and district-level priorities, and misunderstanding at the local level of resources that are 
available to those tiers of government.10   

 
24. Finally, the overall level of public infrastructure spending is insufficient. Strategy firm 
McKinsey & Company places Indonesia in a group of countries whose infrastructure spending 
they estimate needs to rise by between 2 and 3 per cent of GDP to reach an optimum. Physical 
depreciation probably accounts for a significant proportion of the required spend. Government 
has poor methods of tracking the condition of its assets, and so their productivity is very likely to 
be sub-optimal.11 
 

III. Reform Program 
 
25. The reform program has three major outputs. All have been designed to improve service 
provision by the government, with the first being focused on health and education. The 
remaining outputs work through a more general provision of infrastructure. The feasibility of 
these initiatives is underwritten by initiatives in outputs 2 and 3 to streamline the provision of 
services by the public sector and enhance public sector finance.  
 
26. The reforms are being implemented in tandem with the removal of around $14 billion in 
fuel subsidies.12 These predate the first oil shock and had been growing markedly for some 

                                                
9
 World Development Indicators, 2016. 

10
 See World Bank (2014), “IBRD Project Paper on a Proposal Additional Loan and Restructuring in the Amount of 
$500million to the Republic of Indonesia”, Report 82002-ID. See also, AusAid (2013), “AusAID’s Management of 
Infrastructure Aid to Indonesia”, Commonwealth of Australia. 

11
 Garemo N, et al (2015), “The Infrastructure Conundrum: Improving Productivity”, McKinsey & Company. 

12
 The program does not impute any benefit to the removal of the subsidies per se.  
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time. They were earmarked to consume around 13.5% of public expenditure in the 2015 budget, 
before they were almost entirely removed.13 This action was timely. The declining world oil 
prices which have constrained Indonesia’s net exports have also made fuel cheaper. In that 
way, they have facilitated what would, in other circumstances, have been a more politically 
difficult reform. 
 
27. The reduction in subsidies can be understood as a pivot in the government’s spending 
priorities. Given constitutional limits on the extent of the fiscal deficit, the subsidies had 
effectively been crowding out development spending in areas such as health and education. 
Furthermore, the benefits of the subsidy had been accruing disproportionately to wealthy 
households. In that sense, too, their replacement with targeted spending on education and 
health is an important step toward greater income equality.  

 
28. Output 1 is intended to improve access to social protection. At its core is a set of 
changes around the alignment of the government’s development objectives (RPJMN) with the 
Sustainable Development Goals. The Indonesian National Development Planning Agency 
(BAPPENAS) will chair a more cohesive ministerial forum designed to ensure common purpose 
in the implementation of these initiatives. By aligning objectives in this way, the government 
hopes to acquire a much clearer sense of overall spending requirements.  

 
29. In addition, the alignment of the two sets of goals will clarify, for the benefit of local 
government instrumentalities, national priorities in spending. This will be important in Indonesia, 
where uncertainty around the consistency between national and local objectives has frequently 
restrained local government spending.  

 
30. A more specific theme of the output is the issue of health. Indonesia has had a Universal 
HealthCare Coverage program since 2014. In that time, the government has extended the 
proportion of the population covered by the system (National Health Insurance or JKN) by an 
extra 5% to 37% of the population, and it has increased the rate at which it subsidizes services 
to the poorest by 18%.  

 
31. Coverage is designed to be highly comprehensive and to exclude only genuinely elective 
services.14 Those in the formal sector pay a premium of their salary, with costs divided between 
the employee and the employer. Informal workers, the self-employed and investors pay fixed 
monthly premiums of between $1.95 and $4.56 on the basis of choice. Operators of this system 
claim a high rate of take-up and high levels of customer satisfaction.15 
 
32. Rice subsidies are another example of public sector poverty alleviation that output 1 will 
strengthen. The Raskin program delivers subsidized rice to the poor and, in 2014, it was 
Indonesia’s largest targeted transfer program. Yet, as of 2012, Raskin beneficiaries received 
only one-third of their allowance. Through poor administration and a lack of awareness about 
the rules of the program, rice was also being distributed to ineligible beneficiaries. Those who 
are eligible often pay up to 40% over the correct prices. Output 1 includes the financing of 
measures which improve the oversight of this program.16 

 

                                                
13

 Wulandari, Fi et al (2014) “Widodo Makes Biggest Change to Indonesia Fuel Subsidies: Economy”, Bloomberg, 
December 31. 

14
 For genuinely elective services, private insurance remains an important pillar of healthcare. 

15
 The Guardian (15 May 2015) ”Indonesia's universal health scheme: one year on, what's the verdict?” 

16
 Banerjee, A et al, (2014), “Improving the Transparency and Delivery of a Subsidized Rice Program in Indonesia”,  
J-PAL. 



6 

33. Finally, output 1 includes allowances for spending on education. Much of this spending 
is directed toward primary and secondary education. The World Bank argues17 that despite a 
significant uplift in educational spending, more remains to be done. Junior secondary 
enrolments are still low for low-income families (at around 55%), and the country’s performance 
in international standardized tests is low. Secondary education needs to remain a focal point for 
further spending.  
 
34. Output 2 features several initiatives aimed at lifting the quality of fiscal management at 
the national level. The first of these measures is the introduction of financial stress testing into 
the National Budget. Stress testing is now considered essential to banks and governments. 
Research into its effectiveness suggests that it is likely to sharpen the management of 
occasional financial crises and disturbances.18 This is certainly a likely benefit for Indonesia, 
where periodic financial crises have often proved difficult to unwind. 
 
35. In addition, the government has created a register to track the quality of its assets. 
Because infrastructure in Indonesia is deficient, this initiative should help to reduce the rate of 
physical depreciation on assets and increase their productivity and working life. 

 
36. The government has also been improving the delegation of spending to its ministries. 
Indonesia has long-suffered from an overly centralized pattern of spending that is poorly suited 
to its geography and diverse development needs. Early last year, the government activated the 
SPAN system for monitoring cash flows to and from all ministries. SPAN now manages the 
financial transactions of over 24,000 government spending units across Indonesia, as well as 
179 local Ministry of Finance offices. It will ensure consistency between appropriations and 
allocations, and it is linked to financial institutions in a way that provides comprehensive and 
real-time information on the government’s cash position.  
 
37. Separately, the government has extended its monitoring and oversight of budget 
implementation measures with the creation of TEPRA. This organization consists of a Steering 
Committee chaired by the Minister of Finance, and Chief Cabinet Secretary as the Vice 
Chairman. It is also supported by the Minister of the Interior, the Minister of National 
Development Planning / Head of Bappenas, the Ministry of Environment and Forestry, Ministry 
of Agrarian Affairs and Spatial Planning / Head of National Land Agency, Attorney General, and 
the President’s Chief of Staff. 

 
38. The government has also increased the performance of budget information via the ADIK 
system. ADIK is a strategic concept which aligns the echelons of government and the activities 
which they perform with outputs and outcomes. Until recently, a lack of alignment between 
national priorities and the assignment of responsibility has led to diffuse accountability in 
government and a loss of efficiency.   

 
39. Finally, the government has made two important changes to its own accounting. First, it 
has introduced stress testing. This will help both to demonstrate the resilience of the Indonesian 
economy and to identify initiatives which would further strengthen the economy in the event of a 
crisis. Second, the government has standardized the reporting of its own accounts under the 
GFS. Both measures supply important information to prospective investors about the 
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 The World Bank (2014), “World Bank and Education in Indonesia”. 
18

 See Borio,C et al (2011), “Stress-testing macro stress testing: does it live up to expectations”, Bank for 
International Settlements. 
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government’s condition and could be expected to improve the terms under which the 
government can borrow. 

 
40. Output 3 extends the reforms of output 2 to the local government level. The devolution 
of spending decisions to lower tiers of government has been a major theme in Indonesian fiscal 
policy since major decentralization began in 2001. The measures in subprogram 1 further 
consolidate the trend by simultaneously empowering local government and making it more 
accountable.  

 
41. The proposed increase in DAK funding is particularly significant. DAK is a specific 
allocation grant for physical infrastructure (which includes both education and health). Although 
it only accounts for around 6% of inter-government transfers, it has powerful and direct effects 
on infrastructure provision. It is issued on a matched funding basis, with some reimbursement 
for the matching component available under the P2D2 incentive scheme, under which rebates 
are quality-dependent. Lewis, (2015)19 finds a tendency of DAK spending to have more 
stimulatory effects when it is provided through a P2D2 channel. 

 
42. Regional incentive funds (DID) are another channel of fiscal transfer emphasized by 
government in output 3. These funds are awarded based on efficiency of outcomes, and are 
designed to motivate stronger financial performance and greater efficiency at the regional level. 
The scheme ranks prospective recipients – that is, those which achieve Funds will be increased 
by approximately $260million under the output.  

 
43. Finally, output 3 ensures that inter-governmental transfers will more easily allow for the 
re-absorption and redistribution of idle funds in the system. Local Indonesian authorities which 
have been incapable of investing transfers from the central government have deposited the 
funds with banks. The funds saved in this way tend to be invested in government bonds, 
thereby implying a return of those funds to the central government.  Systems have been 
instituted to ensure that cash which would be returned to the government in this way is actually 
disbursed in the form of bonds, in the first place. Because the bonds provide a lower return than 
the cash that was being disbursed prior to the reforms, the transfer arrangements strengthen 
incentives to invest appropriately.  
 
 IV Estimations of the Benefits and Costs of the Reforms  
 
44. The following table summarizes thematically the reforms that the staff have identified for 
the Program. These benefits are not exhaustive, but provide an indication of the key aims. Less 
readily quantifiable costs and benefits are tabled at the end of the assessment. 
 
45. Overall, the reforms are expected to produce net-present-valued benefits of around 
$6.35 billion. They are highly connected across the three outputs of which the subprogram is 
composed. 
 
  

                                                
19

 Lewis, B (2015) “Indonesian Intergovernmental Performance Grants: An Empirical Assessment of Impact”, The 
Australian National University, mimeo. 
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 Enabling Outputs Summary of economic impact 
 

Name of reform Output 1 Output 2 Output 3  

Health  * * * 

Greater funding – principally via the JKN –  will 
support better outcomes on health for the poorest 
Indonesians and further the achievement of SDG. 
Funding is provided under outputs 1 and 3, and 
greater integrity in delivery is assured under 
output 2. 
 

Education * * * 

As with health, greater funding for education is 
provided under subprograms 1 and 3, with 
funding integrity underwritten by reforms in 
subprogram 2. 
 

Increased social 
welfare  

*   

The increase of social protection measures is on 
a scale that will substantially even up the 
distribution of income.  
 

 
Budget monitoring 
and execution 
 

* * * 

Moves to align the SDG with the RPJKN will lead 
to much greater efficiency in infrastructure 
delivery and a clearer sense of overall spending 
requirements. The formation of TEPRA will 
improve ministerial monitoring of allocations. Its 
effects on budget monitoring will be 
complemented by the SPAN system. Budget 
monitoring is also improved under initiatives to 
increase the quality of fiscal statistics.  
 

Budget Execution 
 

 * * 

Budget execution has been assisted by measures 
which allow for the re-absorption of funds that are 
not spent. 
 

 
Methodology and Valuation Assumptions 
 
 
46. The analysis assumes an interest rate equal to the current government bond rate of 
7.36%, an exchange rate of Rp13,038 =1USD, a social rate of discount of 12.5% (ADB 
standard), and constant population. Inflation and depreciation have been factored out of the flow 
of both costs and benefits.  
 
47. Costs and benefits are both present-valued. Costs are valued simply by assuming that a 
given initiative is deficit-financed and that its cost is therefore the present value of the stream of 
(perpetual) interest flows on the incremental public debt.  

 
48. Benefits of the reforms usually consist of income from either lower costs or more 
productive use of investment. Sector-specific parameters are used when, as in the case of 
health and education, they are readily available. 

 
49. In the more general cases of social protection and infrastructure spending, a government 
multiplier of 20% is applied.20  Studies which quantify these multipliers vary significantly in their 
findings, but usually show that the effects of a stimulus dissipate over time. In the calculations 
below, a duration of 5 years is assumed. With social discounting of benefits, these assumptions 
imply that a given expenditure by government will have a present value of around 74% of its 
notional amount. 
 

                                                
20

 See Batini, N et al (2014), “Fiscal Multipliers: Size, Determinants and Use in Macroeconomic Projections”, Table 
A.3.2.  
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Benefits 
 

50. Total benefits under output 1 are estimated at $11.98 billion.  
 
51. In output 1, the breakdown consists of: benefits in medical expenses to the poor  
($117 million); benefits from redirecting funding from general subsidies to health ($2.1 billion); 
infrastructure investment ($1.55 billion); benefits from education ($911 million) and social 
protection benefits ($7.3 billion).  
 
52. The principal benefit of the uplift in additional health spending in output 1 is in reducing 
the out-of-pocket expenses incurred by the poorest 40% of the population.21 These reductions 
have been estimated at $117 million. This is the central case from a set of scenarios considered 
below. These scenarios apply a range of rates at which public spending displaces private 
spending (columns in the table), with the central estimate of 11% being informed by Aji et al 
(2013).22 The calculation also requires an estimate of the proportion of total out of pocket 
expenses incurred by the poorest 40% of Indonesians. The three rows show different 
alternatives, with the middle case forming the basis of the estimate. 

 
Benefits of Health Subsidies to the Poor in Subprogram 1 

(annual saving in USD million based on a stock of $10.6 billion) 

  Proportional reduction in out of pocket expenses 

Proportion of 
national private 
health expenses 
incurred by the 
poor. 

 9% 11% 15% 
    

5% 48 58 80 

10% 95 117 160 

30% 287 352 479 
 
53. The first output also includes benefits for incremental spending and other forms of social 
assistance. For the purposes of quantification, the incremental funding of health and education 
under output 1 may be considered a redirection of funding that would otherwise have been 
deployed as an oil subsidy. Indonesian economists have recently used Social Accounting 
Matrices (SAM) to analyze the impacts of such transfers.23 Results show that the reallocation 
under the program will deliver $2.1 billion to health.24 The same study suggests that even a 
simple transfer would generate appreciable health and education benefits for the urban working 
poor.25 To the extent that the transfer is targeted directly at lower income groups, the benefits in 
terms of poverty alleviation may be somewhat conservative. 
 
54. Output 1 also generates benefits via an increase in the level of infrastructure investment. 
Assuming the planned investment uplift to be temporary, and applying the general government 

                                                
21

 40% is approximately the proportion that will be covered by state sponsored premiums under JKN. 
22 

Aji,B et al (2013) “The Impact of Health Insurance Programs on Out-of-Pocket Expenditures in Indonesia: An 
Increase or a Decrease?”, International Journal of Environmental Research and Public Health”, 10(7), 2995-3013. 
These estimates were based on a scheme that predates the JKN. The flow of out of pocket expenses is derived 
from World Development Indicators. 

23
 Widodo, T et al (2012), “Impact of Fuel Subsidy Removal on Government Spending”, Ch 8 in Wu, Y.,X. Shi, and F. 
Kimura (eds.), Energy Market Integration in East Asia: Theories, Electricity Sector and Subsidies, ERIA Research 
Project Report 2011-17. 

24
 Table 9, ibid. 

25
 There is a strong benefit to wealthier Indonesians in the reported experiments. However, unlike the measures in 
the reform program, the hypothetical transfers reported in the paper are not specifically targeted at the poor.  
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investment multiplier of 20%, the present value of the $2.1 billion uplift is expected to be $1.55 
billion. 

 
55. The benefits to an increase in education have been estimated by present valuation of a 
potential salary uplift. Long run studies for growth accounting in Indonesia have found that 
income rises by around 11% for each additional year of educational attainment.26 Applying this 
ratio to the current average Indonesian wage rate of $14,657 suggests that each additional year 
of schooling would yield a recurrent benefit of $1,467. Assuming that the production of an extra 
year of schooling costs $30,000,27 the budgeted uplift can produce approximately 20,700 
additional years of education. If the incremental benefit to the wage earner is then earned over 
an average working life of 30 years, the value of the uplift is approximately $911 million.  

 
56. Finally, output 1 includes a very substantial increase in unspecified forms of social 
protection. This $9.8 billion uplift is assumed to be ongoing and to have a multiplier benefit of 
20%, yielding a total increase in wealth of $7.3 billion. 

 
57. Benefits registered under output 2 are estimated at approximately $293 million. These 
consist of an uplift for fiscal stress testing of $170 million for improved stress testing and a 
further $123 million for a suite of improvements to the administration of public finance.   

 
58. Being public finance measures, the initiatives accrue mainly to taxpayers and 
bondholders, and they can be present valued by considering their effect on the public debt. 
Specifically, the analysis assumes that the reporting of fiscal stress testing will increase 
confidence in the solvency of the Indonesian government and lower slightly the premium on 
government debt. This could be an important improvement, given Indonesia’s history with 
episodic bouts of macro-prudential instability. Nevertheless, the stress testing would need to be 
ongoing to have permanent effects. The analysis assumes this to be the case in light of 
consolidating measures planned for later subprograms. However, the effect of the reduction in 
risk premium is assumed to be small – at around 1.2 basis points. 

 
59. Initiatives around ADIK, SPAN and the TEPRA Committee are assumed to add a further 
combined benefit of around 0.2 basis points, taking the total benefit under output 2 to 1.4 basis 
points. From a statistical standpoint, this is quite a conservative estimate. Since 2010, the 
monthly volatility in yields has been around 7.6 basis points, and so the drop in yields proposed 
here is considerably less than the standard deviation that is often used in measures of statistical 
confidence. Given the current stock of government debt, a drop in yields of 1.4 basis points 
would return $123 million in present valued terms. 
 
60. The benefits in output 3 consist of $8.6 billion in extra DAK funding and a further $193 
million in DID funding. 

 
61. As in output 1, benefits under this output can be evaluated in terms of multipliers. For 
DAK funding, resources are being applied across a wide range of projects which have been 
accorded national priority. Given this diversity in the application of funding, the application of a 
general measure of benefit is appropriate, and so the 20% multiplier has again been used. 

                                                
26

 See, for example, van der Eng, P. (2009), “The Sources of Long-Term Economic Growth in Indonesia, 1880-2007”, 
Working Papers in Economics and Econometrics, No,499, The Australian National University. 

27
 The cost is an arbitrary one, and it is arguably conservative. However, it takes a wide view of the cost of teaching 
and allows for sub-optimal use of resources. 
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Applying this multiplier to the notional value of the funding and discounting at the standard cost 
returns a value of $8.6 billion  

 
62. By a similar calculation, the benefit of DID funding is likely to be around $193 million. 
This estimate may be slightly conservative, since the spending is complemented by 
improvements to the way in which DID grants are earmarked. These are not readily quantifiable. 
Nevertheless, the uplift in DID spending is one of the smaller quantifiable changes in the 
subprogram, and a mild understatement of its productivity benefits does not detract from the 
overall value of the program. 
 
Costs  
 
63. In output 1, costs have been estimated at around $7.465 billion. This consists of $7.415 
billion in direct funding costs for the various initiatives, and a further $50 million in administrative 
expenses. 
 
64. For all but the insurance charges (which are minor), the calculation is straightforward, 
and the results are reported below. No allowance has been made for the costs of increasing the 
proportion of government spending on health, since this is a redirection of existing funding.  
 

Cost Contribution by Initiative in Output 1 

Initiative Present Value of Costs ($million) 

1.1 Expanded Health Insurance 53 

1.2 Increased spending for social protection 5783 

1.2 Increased spending on education 367 

1.2 Public infrastructure 1212 

Total  7415 

 
65. There are significant risks around these costing profiles that deserve attention. In 
particular, the costs of JKN may increase over the next few years, in which case more funding 
would be needed. Although there are strong indications of the scheme’s early successes, critics 
point to logistical problems in implementation which will either increase the costs of the scheme, 
or reduce its effectiveness below the benefits claimed. These logistical problems include the 
physical delivery of services to those in remote regions and difficulties in administration. 

 
66. In the longer term, the upside risks to the cost profile center on a changing pattern of 
illness and disability in Indonesia. The World Bank (2014)28 has warned pointedly of the 
escalating prevalence of non-communicable diseases (NCDs) in Indonesia. In 1990, these 
accounted for 37% of morbidity and mortality, but had risen to 58% by 2010. NCDs threaten the 
economy from a financial perspective, because they are associated with long-duration, high-
expense health care. On current trends, the costs of the new arrangements will be much higher 
in future.  
 
67. In addition to these costs, there are some administrative costs under output 1. These are 
difficult to estimate and second-order relative to the funding costs. An amount of $50 million has 
been allocated to them. This would represent approximately 200 mid-ranking government 
officials at an average wage of $30,000. 

 

                                                
28

 The World Bank (2014), “Indonesia: Avoiding the Trap”, Development Review. 
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68. Within output 2, costs total $280 million and are mostly administrative. Setup costs are 
assumed to total $114 million, while ongoing administrative costs for the SPAN initiative are 
estimated to have a present value of $166million. 

 
69. Most of the costs in this output are second-order relative to the large costs and benefits 
of outputs 1 and 3. The costs associated with the funding of the ADIK initiative have been 
estimated at $154 million. The costs of setting up the SPAN system are considerable, but have 
been addressed under Multi-Donor Fund and the World Bank and are not separately included 
here. 

 
70. There will be ongoing costs to both initiatives. SPAN, in particular, will generate higher 
costs as it is rolled out to a wider range of government services in later subprograms. For the 
purposes of this assessment, the ongoing costs of both initiatives have been estimated at  
$10.25 million each per annum, yielding a present-valued cost of bond financed expenditure 
equal to $12.1 million. Adding these present values to the cost of bond-financing the ADIK 
initiative, yields a total cost of financing of around $166 million. 

 
71. Output 3 is assumed to have costs of $7 billion, being the present valued costs of the 
DAK and DID financed initiatives. 
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Table Summary Program Impact Assessment 
These are summary costs and benefits of the major policy initiatives under Subprogram 2. They include observations on some of the less readily quantifiable effects. 
Full descriptions of the initiatives are contained in the policy matrix for the program. 

Channel of Effect Impact on the Sector/Economy Estimated benefits, beneficiaries and benefactors 

General Specific Short to medium Term Long Term  

Better 
alignment 
between 
development 
goals 

Stronger alignment 
between SDG and 
RPJMN 

Medium term benefits include 
more cost effective financing 
for development initiatives. 
The poor benefit to the extent 
that service delivery is 
improved. 

Long term benefits are those which flow 
from a higher level of development under 
the SDG and and RPJMN. 

Taxpayers and bondholders are prime beneficiaries. By 
aligning its twin sets of goals, the government will be 
better placed to deliver its service objectives at lower 
cost to the taxpayer. To the extent that the excess 
costs would have been debt-financed, bondholders are 
also beneficiaries. 

Greater 
expenditure 
on health, 
education, 
social 
protection 
and 
infrastructure 
(output 1) 

Ongoing rollout of 
the universal 
health coverage 
scheme 
 
Higher spending 
on education 
 
Greater spending 
on a range of 
infrastructure, 
initiatives 
consistent with 
SDG undertakings.  
 
 
Uplift in social 
protection 
spending (inc. 
measures to 
strengthen 
RASKIN) 
 

Better health outcomes, 
particularly for the poorest 
Indonesians 
 
Better educational outcomes 
will begin to influence wage 
incomes and economic growth 
in the medium term. 
 
A short-run stimulus to 
aggregate demand from 
infrastructure spending may 
also be significant, given 
relatively soft economic 
growth more broadly.  
 
Higher borrowing costs but 
immediate mitigation of 
poverty.  

An uplift in literacy and general education 
will raise labor productivity and labor force 
participation. 
 
Stronger health outcomes will also drive 
higher rates of participation and labor 
force productivity. 
 
Higher infrastructure spending will 
increase productivity across a wide range 
of economic sectors and increase the 
efficiency of private sector enterprises. 
 
 
 
 
 

Initiatives are skewed toward benefiting the poor. 
Women are also probable beneficiaries of the 
initiatives, particularly the uplift in education spending. 
 
Taxpayers will bear the costs of the initiatives in this 
output. Under Indonesia’s progressive taxation system, 
that implies income transfers from the latively wealthy 
to the poor. 
 
A significant proportion of costs will also be borne by 
owners in the corporate sector. In the formal sector of 
the economy, the new system involves co-payments by 
workers (20%) and employers (80%). 
 
Taxpayers and bondholders bear the costs of this 
initiative, but it is expected to produce a more uniform 
distribution of income and poverty alleviation.  
 
 

Better 
practice in 
monitoring of 
fiscal 
conditions 
(output 2) 

Introduction of 
Government 
financial statistics 
standard 
 
 

Some minor costs are incurred 
in the short run establishment 
phase. There are some 
ongoing costs to the 
maintenance of government 
statistics 

Improvements in statistical reporting form 
a stronger foundation for better 
macroeconomic policy 
 
 
 

The reforms are an investment by taxpayers and, as 
such, involve only inter-generational transfers. The 
short-term costs are in terms of operational and 
implementation costs. The longer term benefits of 
better economic policy and management are diffuse. 
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Macro sensitivity 
stress tests 
 
 
 
Architecture and 
performance 
system (ADIK).  

 
 
 
 
 
 
The new system imposes 
establishment and operating 
costs that are shared between 
the multilateral funding 
agencies and Indonesian 
taxpayers.  
 

 
Macro sensitivity tests improve the 
resilience of the Indonesian economy by 
identifying inherent weaknesses and 
provide a foundation for further policy 
reform and crisis planning. 
 
In the longer run, the new system will 
produce better use of government 
funding. Benefits accrue directly to 
bondholders and taxpayers. 

Enhanced 
execution of 
fiscal 
initiatives 
against plans 
(output 2) 

Formation of 
budget realization 
and monitoring 
team 
 
SPAN information 
system 

The SPAN system will 
improve the tracking of 
cashflows within the public 
sector. A significant 
improvement in the flow of 
revenue leads to increased 
productivity in public 
investment. 
 

Longer term benefits include a stronger 
fiscal position and lower long term 
government bond rates than would 
otherwise be the case. To the extent that 
these savings are passed through into 
other long-term borrowing rates, there are 
also gains to private borrowers. 

As with other reforms in this output, taxpayers are 
both benefactors and beneficiaries. The new system 
is partly funded from taxpayer contributions. By 
yielding greater integrity , it reduces the cost of the 
public sector to future generations of taxpayers.  

Improved 
efficiency in 
spending at 
local 
government 
level 
(output 3) 

Expansion of DAK 
and DID funding 
 
 
 
 
 
 
Bond financing to 
address funding of 
idle balances 

Immediate benefits accrue to 
suppliers of services funded 
under both DAK and DID 
programs. Medium term 
benefits accrue to those who 
benefit directly from new 
infrastructure. 
 
 
 
 
 
 

 
 
 
 
 
 
 
 
The new bond financing initiatives should 
benefit taxpayers and bondholders to the 
extent that idle funds are returned to 
consolidated revenue. To the extent that 
they are not, benefits accrue to the 
recipients of social protection. 

Bondholders will incur some losses to the extent that 
the DAK and DID measures are unfunded; taxpayers 
will incur costs in the short run to the extent that they 
are covered. 
 
It is likely that lower income groups will benefit 
directly from projects that might not have been 
implemented without more disciplined infrastructure 
provision at the local government level. 
 
There is some risk of misallocation of resources 
associated with the increase in DID funding, given the 
historical difficulty of local authorities in distributing 
funds efficiently. However, reforms undertaken in 
output 2 and the use of bond transfers to absorb idle 
balances mitigate this risk considerably. 

 


