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SECTOR ASSESSMENT (SUMMARY): PUBLIC EXPENDITURE AND FISCAL 
MANAGEMENT1 

 
A. Sector Performance, Problems, and Opportunities 
 
1. Since 2000, Indonesia has experienced one of the largest increases in inequality of all 
Southeast Asian economies. The Gini coefficient, used to measure household income 
inequality, surged from 0.30 in 2000 to 0.40 in 2015 and is partly caused by unequal access to 
education and jobs. The underlying factor of the rising income inequality is that the impact of 
social programs and policies on the Gini has been relatively small compared with that in other 
member economies of the Association of Southeast Asian Nations, mainly as a result of 
inadequate spending, weaknesses in public expenditure management (PEM) and poor targeting 
of social protection programs. While the government recognizes the need to increase and better 
target pro-poor spending, this is challenging given the drop in commodity prices, a narrow tax 
base, and ultimately falling revenue. An assessment by the Asian Development Bank (ADB) 
shows that social sector spending, particularly on education and health, is suppressed during 
times of fiscal stress (Figure 1). Spending on social protection until recently was also 
suppressed until subsidies were reallocated for the poor (Figure 1). In addition, up to 2013, 
transfers to subnational governments at district level through the specific allocation grant (DAK) 
did not have the revenue equalizing effect intended (Figure 2). For example, the correlation 
coefficient between regional gross domestic product (GDP) per capita and DAK transfers per 
capita is statistically insignificant, meaning that the DAK is not sufficiently pro-poor – i.e., the 
DAK per person should be higher in provinces with lower per capita income.   
 

Figure 1: Changes in Spending vs. Budget 

Deficit 

Figure 2: Special Allocation Funds Per Capita & 

Regional GDP Per Capita 

  

Sources: CEIC database and Directorate General of Budget, 

Ministry of Finance of Indonesia. 

Observations in Figure 2 refer to districts.  
Source: Asian Development Bank calculations based on data 
from the Ministry of Finance of Indonesia.  

                                                           
1
 This assessment draws upon prior analyses related to public expenditure and fiscal management (PEFM) carried 

out by ADB, the government, and others. PEFM is one of seven subsectors of the broader public sector 
management (PSM) domain of ADB operations. 

http://www.adb.org/Documents/RRPs/?id=XXXXX-XX-X
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2. Therefore, insufficient and weak targeting of spending on infrastructure and the social 
sector is the key development problem when it comes to mitigating high inequality in Indonesia. 
The government recognizes the importance of tackling inequality and is committed to reducing 
the Gini coefficient to 0.36 by 2019. The initial focus is on aligning public financial management 
systems for education, health, social protection, and infrastructure spending as key conduits for 
income inequality reduction. For better targeting, the government is aligning PEM with the 
national medium-term development plan (RPJMN) and Sustainable Development Goals (SDGs) 
targets. The table below summarizes some key RPJMN targets and baselines on health, 
education, and infrastructure. The government is mapping these targets with SDGs targets and 
then aligning expenditure with them through a costing exercise. This alignment also needs to be 
complemented by strong national PEM and effective public service delivery by subnational 
governments.  
 

Table 1: Health, Education, and Infrastructure Targets – National Medium-Term 
Development Plan, 2015–2019 

 
Health  

Indicator Baseline Targets (2019) 

Maternal mortality ratio per 100,000 live 
births 

359 (2012) 306 

Infant mortality rate per 1,000 live births 32 (2012/2013) 24 

Percentage of districts or cities 
that completed 80% of primary immunization 
of infants 

71.2% (2013) 95% 

Education 

Net enrollment rate in basic education 91.3% (2014) 94.8% 

Net enrollment rate in senior secondary 
education 

55.3% (2014) 67.5% 

Gross enrollment rate in colleges and 
universities 

28.5% (2014) 36.7% 

Infrastructure 

Electrification rate 81.5% (2014) 96.6% 

Access to clean water 68.5% (2014) 100% 

Access to national roads 94% (2014) 100% 

  
3. Incomplete implementation of key structures. The government introduced the 
Medium-Term Expenditure Framework (MTEF) in 2009, but implementation progressed only to 
the first stage of it, i.e., the Medium-Term Fiscal Framework, a top-down specification of the 
resource envelope and allocation of resources across spending agencies. Alignment of sector 
targets with expenditure requires implementation of the Medium-Term Budget Framework, 
which is yet to be fully completed. It will allow for bottom-up determination of spending agency 
resource needs for reconciliation with the resource envelope. The performance-based budget 
(PBB) is still a work in progress. Changing the mentality of government officials from input-
based budget requires alignment in the incentives and consistent application throughout line 
ministries.  
 
4. Slow budget execution. The slow pace of budget execution poses significant barriers 
to efficient public service delivery in Indonesia. Back-loaded disbursements and spending 
patterns skewed toward the end of the financial year remain a problem and raise particular 
concern about the absorptive capacity and quality of budget implementation, as highlighted by a 
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World Bank study.2 According to the International Monetary Fund, typically 50%–60% of capital 
spending is disbursed in the last quarter and this contributes to the low level of budget execution 
in public investment.3 These constraints are largely attributed to cumbersome and complicated 
reallocation procedures between spending units and expenditure programs, and severe delays 
in procurement because of insufficient capacity in spending units.  

 

5. Weak subnational systems and capacities. Weak management systems and 
capacities among subnational governments have resulted in poor service delivery. In addition, 
budget reporting is lax, and classification of expenditures is not homogeneous. Moreover, fiscal 
transfer mechanisms4 do not provide enough incentives for subnational governments to improve 
their management systems because (i) fiscal transfers are not entirely linked to the quality of 
service delivery and financial management, (ii) increases in own-source funds are offset by a 
decrease in fiscal transfers, and (iii) current transfer principles are not adequately needs-based. 
Also, transfers to subnational governments for public service delivery are often deposited to 
earn interest on them. Finally, the financial management information system at the subnational 
government level is incomplete and not consistently implemented which results in the national 
government not having reliable information for reporting and monitoring purposes.  
 

2. Government Sector Strategy 
 
6. Aligning public expenditure with overarching targets. The government aims to 
stimulate the economy through fiscal policy to achieve long-term development impact on 
infrastructure and the social sector. The fiscal strategy rests on two pillars. As an immediate 
measure, the government reduced general subsidies (such as for energy) for the non-poor and 
increased pro-poor spending in critical social and infrastructure areas. Over the medium term, 
the government is aligning its expenditures with RPJMN and SDGs targets, which will make 
spending more efficient and better targeted. The government also adopted the SDGs, and a 
Presidential Regulation to implement the SDGs was submitted to the Cabinet Secretariat in 
2016. The regulations laid out implementation plans in a sequential manner. The first step was 
to map out the SDG targets against those in the RPJMN, and the targets relevant to the RPJMN 
were given priority. The government agreed to set up a steering committee headed by the 
minister for national development planning to develop an SDG implementation, monitoring, and 
reporting mechanism. 
 
7. Reforms to subsidy program. In improving budget efficiency and allocation, the 
government in 2015 eliminated the energy subsidy and thus moved away from a general 
subsidy to a more targeted subsidy. The focus is to promote more productive spending. This is 
needed to develop priority infrastructure projects, ensure more efficient spending, improve 
targeted subsidy schemes by expanding social protection programs, and fulfill mandatory 
spending on education at 20% and on health at 5% of total expenditure. In addition to the 
unified poverty database, the government is also leveraging on information and communication 
technology tools to register beneficiaries and monitor disbursements. This includes the piloting 

                                                           
2
  World Bank. 2012. DIPA Tracking Study: Identifying the Constraints to Budget Execution in the Infrastructure 

Sector. Washington, DC.  
3
  International Monetary Fund. 2013. Staff Report for the 2013 Article IV Consultation. Washington, DC. 

4
 The Indonesian fiscal transfer system consists of four main types of grants: (i) general allocation fund, determined 

by the amount of spending on personnel and the fiscal gap of the particular district, which accounts for indices such 
as population and income; (ii) specific allocation grant (DAK), allocated to districts to focus on particular national 
priorities; (iii) shared-revenue fund, relating to the generation of revenues from natural resources and taxes in 
particular regions and (iv) regional incentive fund to incentivize better performance of subnational governments 
including in PFM and public service delivery. 
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of non-cash social protection including the proposal to use smart card for the RASKIN 
beneficiaries in the urban areas.  

 

8. Better monitoring of performance-based budget. As a part of the continuing task to 
implement the MTEF, in 2015 the Ministry of Finance (MOF) implemented the architecture and 
performance information system (ADIK) as part of its PBB, to monitor the budget allocation in 
line with output and outcome. ADIK will allow MOF to monitor budget performance. 

 

9. Improved coordination in budget implementation and execution. To expedite 
budget disbursements, the government established a budget realization evaluation and 
monitoring team, headed by the finance minister. In addition, in 2015, MOF installed a state 
treasury and budget system (SPAN) as part of the broader integrated financial management 
information system. SPAN aims to manage all financial transaction data of the central 
government in a full cycle, from budget appropriation to production of the financial statement, to 
ensure timely, robust, and reliable fiscal data. Beginning in February 2015, SPAN was 
implemented in 179 local treasury offices of MOF and 24,000 spending units across Indonesia. 
With SPAN in place, all financial transaction data are recorded in one database in real time, and 
online information is available whenever required.   
 
10. More allocation to local governments and better local monitoring. In 2016, for the 
first time, the allocation of expenditure to the central government (at 49% of the total budget) is 
less than that to local governments (at 51%). The central government views this as key to 
improving local service delivery. MOF increased the infrastructure budget from Rp290.3 trillion 
in 2015 to Rp313.5 trillion and raised DAK allocations to local governments from Rp29.7 trillion 
in 2015 to Rp62.8 trillion in 2016. This is complemented by better targeting of fiscal transfers.   
 
11. Revenue-side reforms. The PEM reforms are also accompanied by reforms on the 
revenue side. The directorate general for taxes adopted a long-term institutional transformation 
blueprint in 2014. The government also attempts to increase the tax base for individual taxation, 
most recently through the introduction of a tax amnesty that aims to bring undeclared assets 
into the tax net and encourage taxpayers to “come clean” before global disclosure is in effect. 
MOF also began modernizing the tax administration by introducing e-tax payment or e-tax filing. 
This will likely increase tax compliance. 

 
3. ADB Sector Experience and Assistance Program 

 
12. ADB’s support is channeled mainly through the Local Government Finance and 
Governance Reform (LGFGR) program and the Development Policy Support Program (DPSP), 
both of which started in 2005. The DPSP series, which was implemented from 2005 to 2011, 
highlighted the interconnection between public financial management systems and poverty 
reduction. In this area, both programs supported reforms related to cash management and tax 
administration. The DPSP series also supported poverty reduction and social protection 
programs such as conditional cash transfers and health insurance for the poor. The LGFGR, on 
the other hand, focused on subnational government reforms. ADB supported the government in 
developing a decentralization framework, rationalizing the number and functions of subnational 
governments, and improving the intergovernmental fiscal system. This resulted in stronger 
management of regional reserves and debt, and in the rollout of a computerized financial 
management information system at 171 regional locations. ADB has been using an integrated 
sector approach that includes structural reform programs for interventions in the finance and 
energy sectors, and for reforms to the investment climate.  
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Problem Tree 

EFFECTS  
 
 

 

Sub  
Effects 
 
 
 
 
CORE PROBLEM 

 

 
 

CAUSES 

 

Sub 
Causes 

 

 

Inability to fully ascertain 

effects of exogenous 

factors on macroeconomy 

Weak public expenditure 

management at central 

level 

Insufficient public 

spending 

accountability 

Non-sustained medium-

term spending in critical 

sectors 

Insufficient and weak targeting of spending on social sectors and infrastructure 

Constrained scope for local 

government involvement in 

development 

Low value of money 

in public spending 

Decreased spending 

effectiveness 

Increased unemployment and 

poverty due to poor services 

Weak public expenditure 

management at local 

level 

Weak regulatory 

framework at central 

and local levels 

Ineffective performance-

based grant system for 

local governments 

Inadequate capability to 

systematically maintain 

targeted levels of 

investments 

Low capacity of local 

government officials 

and agencies on 

financial management 

Inconsistent, 

conflicting and 

incomplete laws, 

rules and regulations 
Poor coordination at 

central level of macro 

policies and programs 

Performance-based 

budgeting not rigorously 

applied 

Existing performance 

monitoring system not 

adequate 

Lack of proper operation 

and maintenance and 

inventory asset 

management system 

Non-specific expenditure 

assignments to priority 

sectors for local 

governments 

Poor monitoring and 

evaluation system for 

budget implementation at 

local level 

Vertical and 

horizontal spending 

inequities 

Weak audit laws 

Low level of resource 

availability for urban and 

rural infrastructure services 

Weakness in social health 

insurance coverage for 

disadvantaged population 

* Shaded boxes are causes addressed by the program 

Increased household income inequality  


