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1.     Sector Performance, Problems, and Opportunities 
 
1. Fiscal decentralization. Since decentralization was launched in 2001, Indonesia has 
become one of the most decentralized countries. Local governments now account for about 
40% of public spending and have considerable autonomy. Available resources for sub-national 
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 (RGs)2 now play a key role in delivering core basic services.  
 
2. Significant progress has been achieved in improving the regulatory framework and 
implementation of fiscal decentralization, but challenges remain. At the national level, policy 
fine-tuning is needed to reduce fiscal imbalances among RGs, increase local revenue, clarify 
overlapping mandates of the central government and RGs, and resolve issues surrounding the 
proliferation of local government entities.3 Substantial improvement is needed in RGs’ capacities 
to plan, budget, and implement programs for better service delivery. Service delivery has also 
been weakened by high levels of routine expenditures (about 70% of total spending) with a very 
high proportion of routine outlays (often in excess of 90%) spent on personnel costs.  
 
3. Improving local government service delivery will require (i) developing appropriate 
longer-term fiscal and policy responses to the proliferation of new RGs; (ii) ensuring appropriate 
vertical structures for RGs, particularly clearer roles for provinces and districts; (iii) better 
functional assignments of different levels of government, including providing for improved 
consistency between decentralization and sector laws; (iv) reforming revenue assignments, 
particularly to provide additional regional incentives and RG taxing autonomy; (v) reviewing 
technical and policy reforms for the DAU to enhance its equalization effects; (vi) improving 
policies to make the DAK more effective and efficient and to ensure that de-concentration funds 
are used only for legitimate purposes;4 (vii) establishing more effective mechanisms for 
productive RG borrowing; and (viii) building capacity for RGs on public financial management. 
 
4. Audit.  Performance of the government’s audit institutions is hampered by a lack of 
adequate capacity in the public audit institutions, especially at the local level. Coordination 
among these agencies is weak, and there is a lack of a uniform auditing-planning framework.  
Although the government regulation (PP) 60/2008 clarified the delineation of external vs. 

                                                 
1 This document summarizes the issues and strategies related to fiscal decentralization and accountability reforms 

contained in ADB. 2008. Report and Recommendation of the President to the Board of Directors on a Proposed 
Program Cluster and Loan for Subprogram 1 to the Republic of Indonesia for the Second Local Government 
Finance and Governance Reform Program. Manila; and ADB. 2012. Indonesia: Country Level Governance Risk 
Assessment and Risk Management Plan.  Draft.  (Available on request). 

2  In this document, "regional government" encompasses provinces, districts (kabupaten), and cities and 
municipalities (kota), while "local government" covers districts (kabupaten), and cities and municipalities (kota). 

3  A moratorium on establishment of new RGs has been in place since 2009, and pending legal reform, will remain 
until 2014. 

4 Legitimate de-concentration covers areas in which the central government, according to Law 32/2004 and 
government regulation PP 38/2007, has a legitimate role in providing decentralized service through regional 
governments (either directly or shared). Illegitimate de-concentration relates to areas of regional activity where the 
law and government regulations do not allow the central government to provide services but where the central 
agencies are still operating. 
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internal audit functions, audit institutions, particularly the regional internal auditors have 
insufficient capacity and are ill-equipped. The PP requires all government institutions, including 
the local governments, to implement the Government Internal Control System (GICS). Thus, 
there is a need to improve the capabilities of internal auditors through formal education and 
professional certification program.  In addition, the capacity of government officials who are 
involved in financial management, budget, planning and financial reporting needs to be 
improved to ensure that auditors and auditees have a common knowledge and standard. 
 
5. Procurement. Under the Presidential Regulation 106/2008, the National Public 
Procurement Agency (Lembaga Kebijakan Pengadaan Barang/Jasa Pemerintah - LKPP) was 
established as an independent  government institution that reports directly to the President. The 
regulatory framework for public procurement has improved with the issuance of Presidential 
Decree (Perpres) 54/2010, which follows international standards. E-procurement has been 
implemented on a pilot basis. However, public procurement is fragmented, i.e., it is handled 
differently across the country and among ministries/agencies. The procurement system is not 
yet subject to an overall legal framework. A public procurement law, which specifies basic 
principles and policies applicable to the central and regional governments, is needed to foster 
greater uniformity in public procurement.5 Capacities also need to be built, particularly in local 
governments to implement national procurement regulations and to scale up the e-procurement 
system.   
 

2. Government’s Sector Strategy  
 
6. The National Medium-Term Development Plan 2010−2014 (RPJMN, 2010−2014) 
outlines the guiding principles of decentralization and its linkages to service delivery.  These are 
further refined in the Grand Design for Fiscal Decentralization and the forthcoming second 
National Action Plan for Fiscal Decentralization (NAPFD). The latter is also linked to the 
strategic plans of the Ministries of Finance (MoF) and Home Affairs (MOHA).  The NAPFD 
outlines as main components of future decentralization efforts to (i) improve coordination, 
management, and monitoring and evaluation of fiscal decentralization; (ii) strengthen 
administrative policies and procedures (in particular with clear expenditure assignments, 
reducing faulty de-concentration practices, and rationalizing the process of new jurisdiction 
formation); (iii) strengthen the intergovernmental transfer system; (iv) improve own-source 
revenue collection (with the decentralization of the property and the land transfer tax); (iv) 
strengthen management of regional government debt; and (v) strengthen financial management 
systems and capacities at all levels of government. A review of Law 32/2004 (on administrative 
aspects of decentralization) and Law 33/2004 (which defines the financial framework for sub-
national levels of government) is currently underway.  MOHA is currently preparing a 
Presidential Regulation (Perpres), which will require each local government to include capacity 
building program into its annual work plan and budget.    
 
7. The RPJMN, 2010–2014 continues to focus on good governance as one of the national 
priorities through, among others, strengthening the government’s internal supervision 
institutions.  Strengthened capacity of internal auditors and finance officers is a key priority with 
a defined target of an increased percentage of Badan Pemeriksa Keuangan’s (Supreme Audit 
Institution) “unqualified” audit opinions and implementation of GICS in 70% of the central and 
regional governments by 2014. The government’s priorities for public procurement are (i) 
finalization of the draft procurement law to be submitted to parliament for endorsement; (ii) 
establishment of one national procurement market through stronger e-government 
                                                 
5 The procurement law has been drafted and is being finalized before submission to parliament. 
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implementation; (iii) establishment of procurement service unit in each government entity; and 
(iv) improvement of training and capacity building for all procurement practitioners. The 
procurement law will create enforceable and binding obligations for all levels of governments 
involved in procurement. It will also strengthen the commitment to openness, transparency, 
objectivity, fairness and accountability due to uniformity in public procurement processes. The 
roadmap for e-government will include development of an e-procurement plan, e-tendering, e-
purchasing, e-contract management, e-monitoring and evaluation, e-advocacy, whistleblower 
system, and other e-procurement sub-systems. Procurement service units will be established as 
independent units within the government institutional structure in order to provide efficient and 
effective procurement services. Capacity building will ensure that procurement staff are 
competent, qualified, well trained and equipped, and that contractors understand the 
procurement system and their responsibilities and obligations in the procurement process.     
 

3.    ADB Sector Experience and Assistance Program 

8. ADB supported public financial management and fiscal decentralization through the 
Local Government Finance and Governance Reform (LGFGR) Program.6 The most recent sub-
program 2 of the Second LGFGR Program in 2011 provided 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 the 
decentralization of the property and land transfer tax.  Improvements in RG reserves and debt 
management are also supported from the development of bond ratings from a selected number 
of regional governments, together with the restructuring of non-performing debts. 
 
9. ADB also provided support to develop capacity for public service delivery of local 
government officials in 37 cities and regencies, and seven provinces.7 ADB’s support to audit 
reform was focused on developing a regulatory framework, and capacity development in seven 
agencies and ministries involved in audit at the central government level and selected local 
governments.8 ADB has also supported the government’s efforts on procurement reform 
through a series of TA projects, with previous support focused on assisting LKPP develop a pilot 
e-procurement process.9 An ongoing TA is assisting LKPP to (i) improve the NPPA’s 
institutional capacity; (ii) improve and increase professional procurement personnel; (iii) improve 
public awareness of LKPP’s roles and outputs; and (iv) operationalize an integrated national e-
procurement system.10 
 
10. A special evaluation study of ADB’s support for decentralization by ADB’s Independent 
Evaluation Department recommended to continue support for (i) developing the policy 
framework for decentralization with project and policy-based support, complemented by more 
decentralized assistance, such as support for institution building, at local levels; (ii) addressing 
government priorities for decentralization by focusing ADB's interventions on past successes (in 
public financial management reform and capacity development) and support further 
improvement of the coordinated decentralization framework; and (iii) deepening coordination 
                                                 
6 ADB. 2005. Report and Recommendation of the President to the Board of Directors on a Proposed Program Loan 

and Technical Assistance Grant to the Republic of Indonesia for the Local Government Finance and Governance 
Sector Development Program.  Manila. 

7 ADB. 2004. Report and Recommendation of the President to the Board of Directors on a Proposed Loan and 
Technical Assistance Grant to the Republic of Indonesia for the Sustainable Capacity Building for Decentralization 
Project. Manila. 

8 ADB. 2004. Report and Recommendation of the President to the Board of Directors on a Proposed Loans to the 
Republic of Indonesia for the State Audit Reform Sector Development Program. Manila. 

9  ADB. 2004. Technical Assistance to Indonesia for the Implementation of the State Audit Reform Project. Manila. 
10 ADB. 2010. Technical Assistance to Indonesia for Strengthening National Public Procurement. Manila. 
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with other development partners (including the donor working group and other forums) in 
supporting government decentralization activities.11 
 
11. Consistent with the recommendations, as the system of inter-government fiscal relations 
in Indonesia gradually matures, ADB will continue to assist the government to strengthen local 
government financial management systems and capacities to enable them to improve basic 
service delivery while continuing policy dialogue on the reforms through the implementation of 
Post-Program Partnership Framework (P3F) of the second LGFGR-2 and technical assistance.  
The P3F and TA project are focused on areas that are essential for long-term nature of the 
reform and institutional capacity building required, such as improving local government revenue 
management and local government officials’ capacity for budgeting and planning. ADB will also 
continue to support local government’s capacity focusing on the newly-created regions to 
improve public service delivery.  A capacity development TA will support MOHA to conduct a 
needs assessment for regional governments’ capacity building.  
 
12. ADB will continue to assist the government build capacity, especially at the local 
governments, in audit and procurement functions to strengthen public financial management, 
reduce corruption, enhance sector governance, and improve the timeliness and impact of ADB 
assistance.  The specific objectives of ADB support are to assist the government to develop: (i) 
stronger procurement and audit institutions with clearly defined mandates (support for a 
procurement law, establishment of procurement service unit at the local level, and capacity 
building of local governments’ staff, including targets for female staff, in procurement, internal 
audits, and finance; (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.   
 
13. Knowledge solutions will be an important component of ADB support.12 ADB will remain 
an active partner in the coordination groups organized by the Ministry of Finance-Directorate 
General of Fiscal Balance on fiscal decentralization and by Bappenas on devolution and 
administrative decentralization, as well as in the development partner Working Group on Fiscal 
Decentralization, which is currently chaired by AusAid.  The government has underlined the 
importance of partner coordination and mapped their programs of support with a view towards 
identifying and avoiding possible overlaps in assistance, and registering adequately all support 
from partners.   
 

                                                 
11  ADB. 2010. Special Evaluation Study: ADB Support for Decentralization in Indonesia. Manila. paras. 98-100.  
12  Some recent products include Niazi, Tariq and Andree Oosterman. 2010. Strategy and Roadmap for Devolving the 

Property Tax; Niazi, Tariq, Niniek Gyat, and Mike McDermott. 2010. Central Government Spending in the Regions 
An analysis of the Deconcentrated Spending by the Ministry of Environment and Department of Education; Niazi, 
Tariq, Muhammad Handry Imansyah and Jorge Martinez-Vazquez. 2010. Understanding Sub-National 
Government Proliferation and Options for Reform. ADB also co-financed with other development partners (World 
Bank/Decentralization Support Facility (WB/DSF), AusAid and GIZ an international seminar that highlighted a 
decade of decentralization in Indonesia.  The seminar proceedings will be published in 2012.   
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Sector Results Framework (Public Sector Management, 2012-2014)  
 

Country Sector Outcome Country Sector Outputs ADB Sector Operations 
Outcomes with 

ADB Contribution 
Indicators with Targets and 

Baselines 
Outputs with ADB 

Contribution 
Indicators with Incremental 

Targets  
Planned and Ongoing ADB 

Interventions 
Main Outputs Expected 
from ADB Contribution 

Improved 
transparency, 
accountability and 
integrity in the 
management of 
public resources 

Increase in local government 
revenues from own sources 
from 17.9% of expenditures in 
2011  
 
Increase in shares of RG 
sector spending for health 
(8.8% of total regional budget 
in 2010), agriculture (2.0%), 
infrastructure (17.0%), and 
environment and spatial 
planning (2.0%), and a 
corresponding decrease in the 
share of government 
administration spending from 
35.0%  
 
100% of PDAM debts 
restructured by 2015 
 
Increase in the Integrity Index 
of Public Institutions, at central 
and regional levels, from 6 in 
2009 to 8 by 2015 
 
Increase in the Transparency 
International Corruption 
Perception Index from 3.0 in 
2011 to 5 by 2014 

Efficient and transparent 
public resources 
management systems 
established and well 
managed  

By 2014, 90% of local government 
budget (APBD) are approved on time 
 
By 2014, 410 RGs optimally absorb 
specific allocation grant (DAK) to 
improve their public service delivery 
 
By 2014, 275 RGs increase the share 
of their capital expenditures and 
reduce the share of their current 
expenditures 
 
200 districts generate RGPMS 
performance data by 2015 
 
New Procurement Law issued by 
2014 
 
Full-deployment of e-procurement 
across all government agencies by 
2015 
 
Up to 25,000 auditors, and finance 
and budget officers are trained by 
2017 

Planned key activity areas: 
Fiscal decentralization and 
devolution, capacity 
development, accounting 
and auditing 
 
 
Pipeline projects with 
estimated amounts:  
CDTA for LGFGR ($0.8 
million) 
 
State Accountability 
Revitalization project 
($57.75 million) 
 
CDTA for Sustainable 
Capacity Building for 
Decentralization ($0.5 
million) 
 
Ongoing projects with 
approved amounts: 
2 PATAs for LGFGR 
Program, Sub-Program 2   
 
TA7653 - Strengthening 
Public Procurement Process 
($1.225 million) 

Pipeline Projects:  
Improved system for 
allocating DAK and DID, 
and for managing RGs’ 
own revenues 
 
Capacity building needs 
assessment for RGs 
 
Training and certification 
of about 12500 internal 
auditors and public 
finance officers, of which 
30% are women  
 
Ongoing Projects: 
 
Strengthened system to 
manage and coordinate 
fiscal decentralization 
reforms 
 
Support to LKPP for 
training procurement 
officials by tripling the 
number certified 
procurement 
professionals to 550,000 
in 2017 

ADB = Asian Development Bank; CDTA = capacity development technical assistance; DAK = Dana Alokasi Khusus (Specific Allocation Fund); DAU = Dana Alokasi Umum 
(General Allocation Fund); DID = dana insentif daerah (regional incentive fund); LKPP = National Public Procurement Agency; PATA = policy and advisory technical 
assistance; PDAM = Perusahaan Daerah Air Minum (local water supply company); RG = regional government; RGPMS = RG performance measurement system 
Source: Asian Development Bank 
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