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POLICY-BASED LOANS IN INDONESIA

A. Role of Policy-based loans in the Indonesia Program

1. Policy-based loans play a major role in ADB’s support to the Government of
Indonesia. ADB policy-based lending support to Indonesia started in the aftermath of the
Asian Financial Crisis, and has continued to the present. Between 1989 and 2015, some
$11.76 billion in 36 policy-based loans were provided to the Government of Indonesia,
including two counter-cyclical facilities which were approved in 2009 and 2012 (Table 1)
respectively. From 2005 to 2015, PBLs accounted for 83% of total lending by volume,
with project lending accounting for 17%. From 2012‒2015, the share of project lending 
declined to 9% of total approvals while the share of policy-based loans rose to 91%.

2. The emphasis accorded to policy-based lending was appropriate because: (i)
support for policy and institutional reforms has enabled ADB to maximize its impact in a
country in which its aggregate lending volumes, compared to total public investment,
were very small. Given the relative size of ADB funding (less than 0.5% of public
expenditures) and the government’s firm commitment to important policy reforms,
supporting reforms was an appropriate way to respond to the needs of a middle-income
country.

3. ADB’s PBLs support government-led programs of reform. ADB recognizes that
its reform programs must be fully owned and led by the government if the reforms are to
be properly implemented and supported. Ensuring that there is strong ownership for the
reforms reduces risks of policy reversal.

4. Policy-based lending has assisted Indonesia to support policy and institutional
reform in a wide range of sectors and thematic areas. Policy-based loans have been
provided in each of the sectors of ADB support, and complemented by support for
improvements in the investment climate, infrastructure policy, public financial
management, social protection and poverty reduction, and financial market
development. Some operations, such as the development policy support series co-
financed with the World Bank, have addressed a range of structural impediments to
inclusive growth, while others, such as the capital markets program series, have focused
on building a specific set of institutions.

5. Collaboration with other development partners in support of the government’s
reforms also helped to reduce aid transaction costs and contributed to the aims of the
Paris Declaration on Aid Effectiveness and the Jakarta Commitment on Aid
Effectiveness. ADB-led policy-based loans have helped to unite development partners
around a common reform agenda. This has helped reduce aid transaction costs and
helped to focus the donor agenda in support of government-led reform. Two-thirds of the
ADB policy-based loans have attracted co-financing with development partners including
the Government of Japan (JICA), KfW, the Government of Australia, the Government of
France (AFD), the European Union and the World Bank.

6. The financing provided under ADB policy-based loans has helped the
government meet its spending commitments without resorting to inflationary financing or
crowding out domestic borrowers from Indonesia’s shallow domestic financial markets. It
has not contributed to excessive public debt---in fact, Indonesia’s central government
debt to GDP has declined steadily from 72% of GDP in 1997 to 27% of GDP in 2015.
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7. ADB provides significant added-value, over and above the funding provided, to
the reform programs supported through ADB operation by:

• helping to prepare diagnostic assessments and medium term reform
strategies to identify reform needs and to cast reform programs in a
careful, phased medium-term, sequence of interventions;

• providing technical support to assist government agencies make
evidence-based reform decisions. Encouraging use of public consultation
and public outreach as part of the reform processes. Such processes help
to safeguard the reform effort from interest group capture;

• supporting reform champions by providing these officials with information
on international good reform practices and to similar reforms elsewhere in
the Asia-Pacific region;

• by adopting a medium term, incremental approach to reform in which
technical and advisory support is provided to see reforms through from
the initial planning stage to the actual change in rules and legislation, and
to the actual implementation of improved policies and institutional
arrangements; and by

• tracking reform progress and impacts, to ensure that reform efforts build
on what works well and that continuous learning is encouraged
throughout the reform cycle.

B. Reform Results

8. In the early years of ADB policy-based lending to Indonesia, performance was
mixed. From 1989 to 2004, four policy-based loans were rated partly successful and
seven were rated successful or highly successful. Policy-based loans that focused on
too many reforms, or involved too many implementing agencies did not perform as well
as those that were more focused and tightly sequenced.

9. Recent policy-based loans have delivered solid results by taking these lessons
on board. Since 2005, all of the policy-based loans that have been completed have been
rated as successful or highly successful. By comparison, just 72% of project loans post
2005 were rated as successful or better. Moreover, the impacts of policy based loans
are much greater than the project loans primarily because they reach a far larger
number of beneficiaries. ADB’s final review of Country Partnership Strategy, 2012–2014
finds that recent policy-based loans have been successful in achieving their intended
outputs and outcomes. 1 This finding has been reconfirmed by the Independent
Evaluation Department in their validation of the CPS final review in 2015. IED finds that
policy-based loans are an appropriate and useful instrument for supporting reform in
Indonesia.

10 ADB’s policy-based loans have supported the design and implementation of
many important reforms. In recent years, for example, the Inclusive Growth Through
Improved Connectivity Program has supported: (i) higher public sector infrastructure
spending; (ii) a law on new land acquisition for public use; (iii) higher government

1 ADB. 2015. Indonesia Country Partnership Strategy Final Review: Republic of Indonesia 2012-2015.
Manila.
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spending on road maintenance in a sustainable manner; (iv) establishment of public
service obligations for railways; (v) a reduction of port times; (vi) establishment of a PPP
unit in the Ministry of Finance and development of a viability gap fund to make PPPs
more financially feasible; (vii) a Master Plan and regulations issued to improve shipping
in Eastern Indonesia; and (viii) establishing a single-window and simplifying import-
export procedures. The Precautionary Financing Facility has successfully contributed to
a multi-partner effort to assist the government restore confidence in Indonesia’s financial
markets in the wake of the Euro-zone contagion of mid-2012. The Financial Market
Development and Integration Program has contributed to deepening the capital markets
by (i) supporting an Integrated Financial Services Authority; (ii) improving bond market
issuance, price discovery and investor protection for treasury bill and bond market
activity; and (iii) improvements the tax treatment of investment income. Finally, the
Stepping-up Investments for Growth Acceleration Program has been instrumental in
supporting the government’s ambitious reform agenda to improve the enabling
environment for private sector investment by: (i) reducing negative list restrictions and
improving foreign investment licensing; (ii) easing business registration and expanding
one-stop shop licensing at the local government level; (iii) providing clear guidelines on
tax incentives for new investment; (iv) strengthening capacity for local bond issues and
Sukuk bond for infrastructure projects; (v) supporting viability gap funding for PPPs; (vi)
clarifying ownership of geothermal power assets; (vii) building capacity in the National
Land Agency for land acquisition for public projects; (viii) strengthening institutional and
regulatory arrangements for PPPs; (ix) expanding use of e-procurement and e-catalogue
arrangements for public procurement; and (x) benchmarking and improving public
procurement capacities.

11. ADB-supported reforms have been and are likely to continue to be sustained.
ADB’s support for policy reform has been strategically sequenced and has built on the
results of previous policy-based loans and on TA that has helped to identify and improve
the diagnostic of strategic challenges. There has been no reversal of ADB-supported
policy and institutional reforms in recent years, and the risk or reversal is judged to be
small. The government has repeatedly demonstrated its commitment and voiced its
support for enhancing fiscal and financial stability, improving connectivity, boosting
infrastructure investment, deepening the financial markets, and improving the enabling
environment for private-sector led growth. As the ASEAN economic community enters
into force in 2015, there will be added external pressure for Indonesia to accelerate
policy reforms to take advantage of wider regional markets. Indonesia’s fiscal and
current account deficits, while manageable, also imply that the country must continue to
adopt market-friendly policies to mobilize foreign investment if growth and macro-stability
are to be maintained. Going forward, it is expected that PBLs will be used selectively to
support government led reform. In line with government priorities, the share of total ADB
assistance allocated to financing economic and social infrastructure will steadily rise
over the CPS period.
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Table 1: Indonesia Policy-based loans 1989-2015
No. Approval

Date
Loan Number-Project Title Total

Amount
($ Million)

PCR
Rating

1 13-Mar-90 L-1014: Food Crop Sector Program 150 Partly successful

2 19-Mar-92 L-1160: Second Financial Sector Program 250 Generally
successful

3 25-Jun-98 L-1618 Financial Governance Reforms: Sector Development -PROGRAM LOAN 1,400 Successful

4 09-Jul-98 L-1622: Social Protection Sector Development-Program Loan 100 Successful

5 23-Mar-99 L-1673: Power Sector Restructuring Program 380 Partly successful

6 25-Mar-99 L-1675: Health and Nutrition Sector Development Program-Policy Loan 100 Successful

7 25-Mar-99 L-1677: Community and Local Government Support Sector Development Program-
Policy Loan

200 Successful

8 16-Mar-00 L-1738: Industrial Competitiveness and Small Medium Enterprise Development
Program-Project Loan

200 Partly successful

9 04-Dec-01 L-1866: State-Owned Enterprise Governance and Privatization Program 400 Successful

10 10-Dec-02 L-1965: Financial Governance and Social Security Reform Program (Phase 1) 250 Successful

11 13-Dec-04 L-2126: State Audit Reform Sector Program (Program Loan) 200 Partly successful

12 03-Nov-05 L-2192: Local Government Finance and Governance Reform Sector Development
Program

300 Successful

13 21-Dec-05 L-2228: Development Policy Support Program 200 Highly Successful

14 21-Dec-06 L2263: Infrastructure Reform Sector Development Program -Subprogram 1 400 Not available

15 20-Dec-06 L2305: Second Development Policy Support Program 200 Highly Successful

16 30-Oct-07 L2361: Poverty Reduction and Millenium Development Golas Acceleration Program-
Subprogram 1

400 Not available

17 10-Dec-07 L2379: Capital Market Development Program Cluster-Subprogram 1 300 Successful

18 17-Dec-07 L2394: Third Development Policy Support Program 200 Highly Successful

19 27-Nov-08 L2475: Infrastructure Reform Sector Development Program-Subprogram 2 280 Not available

20 04-Dec-08 L2478: Second Local Government Finance and Fovernance Reform Program
Cluster-Subprogram 1

350 Not available

21 16-Dec-08 L2488: Fourth Development Policy Support Program 200 Successful

22 03-Jun-09 L2521: Public Expenditure Support Facility 1,000 Not available

23 07-Oct-09 L-2623: Countercyclical Support Facility 500 Successful

24 16-Nov-09 L2577: Capital Market Development Program Cluster-Subprogram 2 300 Successful



5
No. Approval

Date
Loan Number-Project Title Total

Amount
($ Million)

PCR
Rating

25 08-Dec-09 L2595: Fifth Development Policy Support Program 200 Successful

26 01-Dec-10 L2708: Infrastructure Reform Sector Development Program-Subprogram 3 200 Not available

27 14-Dec-10 L2723: Sixth Development Policy Support Program 200 Successful

28 04-Oct-11 L2786: Second Local Government Finance and Governance Reform Program-
Subprogram 2

200 Not available

29 08-Nov-11 L2805: Low Carbon and Resilient Development Program 0 Not available

30 18-Jun-12 L-2871: Precautionary Financing Facility 500 Not available

31 21-Sep-12 L2895: Financial Market Development and Integration Program 300 Not available

32 16-Nov-12 L2942: Inclusive Growth Through Improved Connectivity Program-Subprogram 1 300 Not available

33 27-Nov-13 L3068: Inclusive Growth Through Improved Connectivity Program-Subprogram 1 400 Not available

34 25-Sep-14 L3164: Stepping Up Investments for Growth Acceleration Program-Subprogram 1 400 Not available

35 01-Sep-15 L3274: Financial Market Development and Inclusion Program-Subprogram 1 400 Not available

36 30-Sep-15 L3303: Sustainable and Inclusive Energy Program-Subprogram 1 400 Not available


