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Overview

This Country Program Evaluation assessed the World Bank Group’s 

support to Indonesia between FY 2013 and FY23. The evaluation peri-
od included three country strategies: the FY13–15 Country Partnership 
Strategy, the FY16–20 Country Partnership Framework (CPF), and the on-
going FY21–25 CPF. Specifically, it investigated the Bank Group’s relevance, 
effectiveness, and coherence in four areas that are critical for the country 
to achieve its development vision of reaching high-income status by 2045. 
These areas included (i) more efficient public finances, (ii) stronger human 
capital, (iii) financial sector strengthening, and (iv) resilient urbanization. 
The evaluation’s findings will inform the next CPF.

The evaluation finds that the Bank Group’s support for Indonesia’s develop-
ment challenges has been relevant and partially effective. The Bank Group 
applied a strategic mix of financial support, analytics, and technical assis-
tance to achieve extensive capacity and institution building and advance the 
country’s reform agenda, which included reducing energy subsidies, stabiliz-
ing the economy, expanding social protection, improving financial inclusion, 
and rebuilding after disasters, among others. The Bank Group’s adaptive 
approaches over the course of long-term engagement with strong relation-
ship building and continued substantial trust fund support contributed to 
these successes. Nonetheless, the Bank Group faced challenges in supporting 
additional deeper tax and domestic revenue mobilization reforms, education 
improvements, financial sector efficiency, and local government capacity 
development. These challenges arose from limited political space for reforms 
and lack of reform consensus or from instruments that were not well suited 
to Indonesia’s capacity and delivery systems.

The World Bank Group’s Uniquely Large and 
Influential Program in Indonesia

The Bank Group has had a large and long-standing engagement in Indonesia 
that is unmatched by most other country programs. The International Bank 
for Reconstruction and Development reestablished ties with Indonesia in 
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1967 and the International Finance Corporation (IFC) in 1968—providing 
policy advice, technical expertise, and financial assistance—making the 
country the second-largest borrower of Bank Group funds in the world (af-
ter India). Indonesia is a founding member of the Multilateral Investment 
Guarantee Agency, one of the original 29 signatories when the Multilateral 
Investment Guarantee Agency was established in 1988. Indonesia was also 
among the Bank Group’s first decentralized country offices, which raised 
its field presence and led to Jakarta being the Bank Group’s largest country 
office, with more than 500 staff and consultants. Consequently, the Bank 
Group is the country’s largest development partner, accounting for 40 per-
cent of its external financing.

That close partnership with the government persisted over the past decade 
and has contributed to the Bank Group building an extensive portfolio in 
Indonesia. During the evaluation period, several individuals moved between 
senior roles in both institutions. For example, Indonesia’s former finance 
minister previously served as a World Bank managing director and chief 
operating officer. Her intimate knowledge of how World Bank tools could 
benefit Indonesia led her to personally champion World Bank–aligned public 
finance reforms and prompted the ministry to request direct World Bank 
support. More broadly, the close partnership between the World Bank and 
the Indonesian government contributed to the World Bank’s large $25 billion 
commitment through more than 100 approved lending operations during the 
evaluation period.

The World Bank leveraged trust funds at a globally unparalleled scale and 
breadth to sustain policy dialogue that helped maximize its knowledge work 
and spur lending. Eighty-four percent of the World Bank’s nearly 300 adviso-
ry services and analytics (ASA) were financed by $245 million in trust funds 
during FY13–23. The World Bank strategically used ASA as precursors to 
lending operations or stand-alone vehicles for influencing complex policy 
reforms. The World Bank’s support to public financial management reforms 
exemplifies this approach—40 distinct ASA initiatives totaling $50 million 
informed public financial management reforms, while the public financial 
management multidonor trust fund provided an additional $60 million to 
support implementation through targeted analytics and capacity building. 
Trust-funded ASA also helped sustain policy dialogue early in the evaluation 
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period when the government limited its health sector borrowing. Trust funds 
further supported knowledge sharing and technical inputs. For example, the 
Global Financing Facility funded technical assistance under the nutrition 
Program-for-Results (PforR) investment project financing component.

The Bank Group extended its influence in the country by successfully 
convening bilateral and multilateral partners to address areas of strate-
gic importance for the country. Of the World Bank’s total commitment, 
$479 million was in cofinancing across 38 operations during the evaluation 
period. The World Bank’s use of cofinancing and convening power reinforced 
its position as a trusted partner in a crowded development landscape. The 
World Bank collaborated with partners such as the Asian Infrastructure 
Investment Bank and the Islamic Development Bank to support large-
scale government programs in slum upgrading, the Japan International 
Cooperation Agency in disaster recovery, and Australia’s Department of 
Foreign Affairs and Trade in the water sector. In the financial sector, the 
Bank Group’s collaboration with the International Monetary Fund, the Asian 
Development Bank, and the Swiss government supported macrofinancial 
reforms and sustainable finance, while the restructured advisory platform 
(Indonesia Financial Sector Technical Assistance programmatic ASA) en-
hanced coherence among partners. In health, the Australia–World Bank 
Indonesia Partnership contributed to strengthening service delivery, and 
collaboration with the Global Fund to Fight AIDS, Tuberculosis, and Malaria 
enabled the innovative tuberculosis buy-down mechanism.

Relevance of the World Bank Group’s Adaptive 
Engagement to Indonesia’s Development Vision

Bank Group strategies remained relevant during the evaluation period by 
maintaining a focus on institution building while adjusting to emerging de-
velopment challenges. The FY09–20 Country Assistance Strategy stated that 
weak institutions, not the lack of financial resources, were the main con-
straint to achieving development outcomes in Indonesia. Consequently, the 
FY13–15 Country Partnership Strategy centered on institution building. In 
2012, Indonesia’s public infrastructure spending reached a low of 3.6 percent 
of the GDP, well below East Asia’s 2014 average of 7.7 percent. Partially in re-
sponse, the FY16–20 CPF emphasized building core infrastructure that could 
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mobilize productive investment and ensure that economic opportunities and 
income-enhancing assets were broadly shared. The FY21–25 CPF prioritized 
recovery from the COVID-19 pandemic and the resilience of health, eco-
nomic, and social protection systems. In particular, the World Bank’s PforR 
instrument helped Indonesia institutionalize delivery systems capable of 
withstanding shocks and responding flexibly to health and social protection 
needs. These strategies were relevant to the Golden Indonesia 2045 Vision, 
the country’s long-term development plan, which aims for the country to 
achieve high-income status, in part, by reversing underinvestment in health, 
infrastructure, and social protection.

The Bank Group adopted a flexible approach to determine the most effec-
tive instruments for supporting its engagement. The World Bank applied an 
iterative approach to its fiscal agenda as it became more complex and ex-
panded into new reform areas. For the financial sector, IFC deployed a range 
of financing instruments to expand credit access in Indonesia. For example, 
in 2018, IFC invested $150 million in a private bank in Indonesia, which 
included the country’s first private sector social bond to support lending to 
women-owned micro, small, and medium enterprises. In the area of human 
development, the World Bank recalibrated its tools to maintain effective 
engagement, particularly through flexible and outcome-oriented modalities 
such as PforR. PforR projects incentivized vertical and horizontal coordi-
nation across government levels and ministries by linking disbursement 
to specific results, thereby improving local capacity and fostering regional 
equity. On resilient urban development, the World Bank used emergency 
projects and broadened and adapted its lending focus from primarily in-
frastructure and community-driven development projects to encompass 
disaster-resilient urban development.

The World Bank’s approaches did not always match Indonesia’s absorptive 
capacity, including in procurement. Several investment projects were de-
layed or canceled because government counterparts were either unfamiliar 
with World Bank procurement rules or reluctant to take on the perceived 
audit risks of large contracts. For example, the government abandoned pro-
curement under the World Bank’s Tax Administration Reform Project after 
six years, despite the World Bank’s no-objection. In retrospect, the World 
Bank might have avoided such a result by supplementing the procurement 
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committee with the technical and procurement expertise, or adjusting the 
procurement designs, such as breaking large contracts into smaller packages. 
The World Bank underestimated how subnational capacity constraints would 
limit implementation, and its early efforts to strengthen local capacity deliv-
ered mixed results—with the notable exception of the National Urban Water 
Supply Project, which provided tailored technical support and allocated funds 
based on performance. While achievements were made in building capacity at 
the community level, at the subnational level, success was only partial.

Strengthening Public Finance

The World Bank was successful in helping build core fiscal competencies and 
institutions for strong fiscal controls in Indonesia. The World Bank’s early 
support for establishing a financial management information system and 
strengthening the Treasury Single Account laid the foundation for effective 
public finance. Public Expenditure and Financial Accountability assessments 
verified that the financial management system improved budget transparen-
cy, budget execution predictability, and accounting and reporting processes. 
The World Bank’s direct support to Indonesia’s Fiscal Policy Agency (Badan 
Kebijakan Fiskal) built the country’s capacity for macrofiscal forecasting and 
realistic budgeting, both of which are necessary for establishing effective 
fiscal controls.

This long-standing support enabled the World Bank to effectively advance 
politically difficult energy subsidy reforms, freeing space for other spending 
priorities. The World Bank’s enduring support to the Fiscal Policy Agency im-
proved data and technical capabilities for exploring reform options, allowing 
the government to act quickly when opportunities arose to advance energy 
reforms. The World Bank contributed to improving the design, targeting, and 
implementation of social assistance schemes, including pilots for uncondi-
tional and conditional cash transfers, which mitigated the impact of energy 
reforms on low-income households and increased the public’s acceptance of 
the subsidy reform agenda. Ultimately, Indonesia’s 2014–15 energy subsidy 
reforms cut subsidy spending by 2 percent of the GDP, freeing fiscal space for 
other spending priorities in health, infrastructure, and social assistance.
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However, the World Bank’s supported tax system reforms were not im-
plemented because of political sensitivities. After the cancellation of the 
procurement of the core tax system central to the World Bank’s Project for 
Indonesian Tax Administration Reform by the Ministry of Finance in 2012, 
the World Bank made no further attempts to secure this core tax system. 
However, the World Bank reengaged in domestic revenue mobilization 
through the Indonesia Fiscal Reform Development Policy Loan series in 
FY16. Yet, the government dropped several triggers, limiting the operation’s 
line of sight to outcomes. In both cases, the World Bank was unable to over-
come the challenging political climate surrounding tax reforms or safeguard 
reform momentum.

Overcoming Obstacles to Human Capital

The government successfully adopted the World Bank’s proposed approach 
and leveraged multiple financing instruments to dramatically reduce stunt-
ed growth of children. Indonesia’s flagship Investing in Nutrition and Early 
Years program used a convergence approach that secured high-level gov-
ernment commitment and employed a multisectoral, cross-government 
strategy that integrated 21 nutrition-specific and 12 nutrition-sensitive 
interventions. The World Bank facilitated South-South learning exchanges 
with Peru to expose Indonesian planners to the approach. The World Bank 
leveraged a full range of financing instruments to support the program, 
including a PforR that promoted cross-ministerial accountability, vertical 
alignment across government levels, and outcome orientation in nutrition. 
Complementary investment financing strengthened implementation ca-
pacity, while a development policy loan clarified institutional mandates. 
Consequently, stunting rates dropped from 37 percent in 2013 to 21 percent 
in 2022, with the largest gains after the model’s adoption in 2018.

The World Bank strategically sequenced its support to effectively expand 
its health and social protection engagement—starting with core diagnostics 
and analytics and then lending. The sequencing was enabled by trust fund 
support and coordinated government engagement. This approach worked: 
diagnostics identified key issues, 43 percent of ASA informed national strat-
egies, and more than 50 percent of ASA led directly to lending. This lending, 
in turn, used accreditation to improve the availability of quality health 
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care, supported reforms to the national health insurance scheme to expand 
access to health services, and expanded the coverage of the conditional cash 
assistance program. As a result, health coverage reached 98 percent of the 
population, and the conditional cash transfer program expanded to include 
10 million families.

In education, World Bank support—both in terms of analytics and lend-
ing—declined over the evaluation period. Country strategies highlighted 
stagnating learning outcomes and regional education disparities as key 
obstacles to development. Based on its own diagnostic, the World Bank 
advocated for early childhood education. While the ministry pursued these 
priorities, it preferred working largely without multilateral development 
financing. During the evaluation period, five lending operations with the 
Ministry of Education, Culture, Research, and Technology of different in-
strument types worth $860 million were dropped. However, the World Bank 
continued its engagement with the Ministry of Religious Affairs. Other part-
ners, such as Australia’s Department of Foreign Affairs and Trade, continued 
to support the Ministry of Education, Culture, Research, and Technology’s 
education reform agenda with grants. Overall, the downsizing of the World 
Bank’s education portfolio affected the presence of the in-country education 
team and its ability for dialogue and relationship building.

Strengthening the Financial Sector

The Bank Group helped establish Indonesia’s core financial institutions 
and improve financial stability and inclusion. Institutions that contribut-
ed to financial stability included the Financial Services Authority (Otoritas 
Jasa Keuangan), the Indonesia Deposit Insurance Corporation (Lembaga 
Penjamin Simpanan), and the Financial System Stability Committee (Komite 
Stabilitas Sistem Keuangan). The World Bank also promoted financial 
conglomerate supervision and resolution frameworks, laying a strong foun-
dation for enhanced oversight and crisis preparedness. The Bank Group 
supported reforms to expand financial access through agent banking ex-
pansion, mobile payments, and the growth of digital financial services. IFC 
complemented these financial inclusion efforts through investments in the 
financial technology sector.
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The effectiveness of Bank Group efforts in deepening financial markets and 
improving efficiency was uneven despite its robust engagement. The Bank 
Group helped lay important groundwork for capital market development 
and insurance and pension reforms, but progress stalled because of limited 
implementation of key reforms, such as those under the Financial Sector 
Omnibus Law. Deep-rooted structural issues, including the dominance of 
state-owned enterprises and limited banking competition, constrained prog-
ress on enhancing market depth and lowering intermediation costs. Efforts 
to promote politically sensitive reforms—such as redefining the role of state-
owned enterprises in financial intermediation—faced resistance and did 
not gain traction. Coordination between the World Bank and IFC produced 
tangible results in select areas, but in others it relied more on ad hoc efforts 
than on a systematic institutional approach. Moreover, IFC’s advisory role 
was affected by internal restructuring and business model changes, which at 
times reduced its flexibility to respond to market needs.

The Bank Group helped position Indonesia as a regional leader in sustainable 
finance—a space with stronger market incentives and fewer public-sector 
distortions. IFC and the World Bank supported the country’s first sustainable 
finance road map; mandatory environmental, social, and governance disclo-
sures; and a national green taxonomy. By the second half of the evaluation 
period, 35 percent of IFC’s advisory projects focused on green lending and 
sustainable finance, aligning with Indonesia’s climate goals. IFC’s work in 
sustainable finance benefited from its integration with World Bank policy 
operations, which enhanced its influence on regulatory reforms.

Making Cities Resilient

The World Bank’s quick response to the 2018 Central Sulawesi earthquake 
and tsunami led to increased lending in resilient urbanization. The World 
Bank approved two emergency projects, one in 2019 and another in 2020, 
that addressed reconstruction and systemic disaster resilience. The 2022 
National Urban Flood Resilience Project combined infrastructure, urban 
planning, and institutional coordination. These and other follow-on op-
erations helped shift the World Bank’s urban program toward disaster 
risk–informed development with support from the Indonesia Sustainable 
Urbanization multidonor trust fund, financed by the Swiss State Secretariat 
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for Economic Affairs. This shift contributed to a 60 percent increase in urban 
resilience lending over the evaluation period.

The World Bank’s support for disaster-resilient building standards during 
disaster reconstruction and community-driven development contributed 
to the successes in improving access to urban infrastructure. The World 
Bank played a key role in enforcing building codes and resilience standards 
during disaster reconstruction in the Central Sulawesi region, reconstructing 
3,639 houses and 30 public buildings. Effective urban support built on the 
World Bank’s community-driven development support in target areas, which 
helped shape project design and strengthen local capacity. For example, the 
World Bank’s National Slum Upgrading Project drew on the institutional 
capacity established by its predecessor operations and became one of the 
largest and most ambitious urban upgrading programs in World Bank histo-
ry that contributed to improved infrastructure in slums. Several trust funds 
provided flexibility to evaluate innovations and fill financing gaps.

The World Bank’s impact on resilient urbanization was constrained by land 
acquisition challenges and alternative subsidized government lending. 
Several projects faced land acquisition challenges, particularly a shortage 
of unoccupied land without ongoing legal disputes. This led to delays and 
the cancellation of key components—as in the World Bank’s Improvement 
of Solid Waste Management to Support Regional and Metropolitan Cities 
Project. In addition, the availability of government-subsidized lending 
programs limited the World Bank’s ability to scale infrastructure financing 
and nondistortive housing subsidies, as cheaper domestic alternatives made 
World Bank funding less attractive for subnational governments and finan-
cial intermediaries and housing developers.

Lessons 

This evaluation offers three lessons: 

1.	 The Bank Group sustained knowledge engagements and built insti-

tutions based on a long-term partnership, which was facilitated by 

substantial trust funds. The Bank Group’s ability to support Indonesia’s 

extensive and complex reform agenda was made possible by continual 

technical assistance, diagnostics, and analysis. These efforts strengthened 
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the government’s institutional capacity and enhanced the influence and 

effectiveness of the Bank Group’s financial support. The availability of 

expansive and flexible trust funds helped sustain these engagements.

2.	 The Bank Group’s strong alignment with government priorities en-

sured enhanced program effectiveness and impact of reforms. The 

Bank Group was most effective in Indonesia in sectors where it could build 

strong institutional relations and align with the priorities of the country’s 

ministries. Regular communication and a swift adaptation to reform open-

ings in areas such as public financial management and nutrition helped 

ensure effective implementation and sustained reforms. 

3.	 The Bank Group’s complementary multisectoral lending created the 

right incentives for implementing agencies and different levels of 

government. The Bank Group’s complementary use of development policy 

lending, results-based lending, and investment project financing helped 

address structural challenges at different levels of government. It was 

especially effective in meeting the complex needs of institution building 

in public financial management or for multisectoral challenges, such as 

addressing malnutrition. In urbanization, the World Bank’s overreliance 

on investment financing instruments limited multisectoral collaboration 

and local government capacity building. Support to critical policy reforms, 

such as housing subsidy reforms and incentivizing public-private partner-

ships, proved insufficient.
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1 | Introduction

This Country Program Evaluation assesses the World Bank Group’s 

support to Indonesia between FY 2013 and FY23. The evaluation period 
included three country strategies: the FY13–15 Country Partnership Strategy 
(CPS), the FY16–20 Country Partnership Framework (CPF), and the ongo-
ing FY21–25 CPF. Specifically, the evaluation investigates the Bank Group’s 
relevance, effectiveness, and coherence in four areas that are critical for the 
country to achieve its development vision of reaching high-income status 
by 2045. These areas include (i) more efficient public finances, (ii) stronger 
human capital, (iii) financial sector strengthening, and (iv) resilient urban-
ization. The evaluation findings will inform the next CPF.

The evaluation finds that the Bank Group’s support for Indonesia’s devel-
opment challenges has been relevant and partially effective. The World 
Bank applied a strategic mix of lending, analytics, and technical assistance 
to achieve extensive capacity and institution building, and it advanced the 
country’s reform agenda, which included reducing energy subsidies, stabiliz-
ing the economy, expanding social protection, improving financial inclusion, 
and rebuilding after disasters, among other goals. The Bank Group’s adaptive 
approaches over the course of long-term engagement with strong relation-
ship building and continued substantial trust fund support contributed to 
these successes. Nonetheless, the World Bank faced challenges in supporting 
additional deeper tax and domestic revenue mobilization (DRM) reforms, 
education improvements, financial sector efficiency, and local government 
capacity development. These challenges arose from limited political space 
for reforms and lack of reform consensus or from instruments that were not 
well suited to Indonesia’s capacity and delivery systems.

The report is organized into seven chapters. The remainder of chapter 1 outlines 
Indonesia’s development context and traces the evolution of the government’s 
priorities over the evaluation period. It also summarizes the evaluation’s design 
and methodology. Chapter 2 presents an overview of the relevance and effective-
ness of the Bank Group’s portfolio in Indonesia. Chapter 3 examines the World 
Bank’s contribution to fiscal management and public financial management 
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(PFM). Chapter 4 evaluates the relevance and effectiveness of the World Bank’s 
support for human capital. Chapters 5 and 6 assess the Bank Group’s efforts in 
deepening the financial sector and developing urban resilience in the country. 
Chapter 7 provides concluding remarks and draws lessons to inform the Bank 
Group’s future support to Indonesia.

Country Context

Indonesia undertook wide-ranging—and at times economically painful—
reforms in response to the Asian financial crisis. In 1997 and 1998, the 
country’s GDP per capita growth fell by 40 percent,1 its currency dropped to 
one-sixth of its value, inflation soared to 60 percent, and the banking system 
collapsed. In the immediate aftermath, the government prioritized fiscal dis-
cipline, reduced external debt, adopted a floating exchange rate, and enacted 
strict financial measures to prevent future crises. Structural reforms focused 
on improving the investment climate by privatizing state-owned assets and 
reforming the tax and labor systems. These economic reforms were accom-
panied by profound political changes. Indonesia responded to demands for 
greater local autonomy by decentralizing much of its governance system and 
development planning to regional and local governments.

Indonesia rebounded from the crisis with strong growth and poverty reduc-
tion. Indonesia’s economy recovered from the crisis, growing by an average 
of 5.7 percent annually between 2003 and 2013 and maintaining 5 percent 
growth over the evaluation period, with only a brief interruption in 2020–21 
during the COVID-19 pandemic (figure 1.1). Indonesia’s economy rose to 
become the eighth largest globally in 2024, from the eleventh largest in 2013 
(IMF 2024a), reaching $4.33 trillion in purchasing power parity GDP (2023). 
The country’s poverty rates also dropped sharply—from 23 percent in 1999 
to 9.4 percent in 2023—with extreme poverty nearly eradicated.

The Golden Indonesia 2045 Vision—the National Long-Term Development 
Plan for the 2025–45 period—aims for the country to achieve high-income 
status by its independence centennial in 2045. The vision lays out five tar-
gets: (i) raising gross national income per capita to $30,300, (ii) eliminating 
poverty and reducing inequality to a Gini index score of 0.29, (iii) reaching 
the top 15 in the Global Power Index, (iv) achieving a Human Development 
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Index score of 0.73, and (v) reducing greenhouse gas emissions by 93.5 per-
cent. The vision includes four successive five-year development plans. The 
first phase (2025–30) focuses on improving access to health care, education, 
and social protection; developing downstream industries and boosting labor 
productivity; and building a more transparent and merit-based governance 
system. The vision recognizes that reaching its goals would require the 
continued transformation from an agriculture- and commodity-based econ-
omy to an advanced industrial and service-based nation through innovation, 
advanced digital technology, and enhanced human capital.

Figure 1.1. GDP Growth
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Source: World Bank Open Data database.

Development Gaps

Public Finance

The high costs of energy subsidies reduced the country’s fiscal space. Poorly 
targeted energy subsidies have accounted for as much as one-fifth of the 
federal government’s budget. In response, Indonesia reformed its energy 
subsidies in 2014 by adopting automatic fuel price adjustments, but imple-
mentation has been inconsistent and fuel prices have not been adjusted 
since 2017 (Ihsan et al. 2024). 
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Low domestic resource mobilization added to budget pressures. Indonesia 
has one of the lowest revenue-to-GDP and tax-to-GDP ratios among emerg-
ing market economies. Between 2001 and 2019, revenue declined from 
17.2 percent of the GDP to 12.4 percent, placing Indonesia’s revenue mobi-
lization at less than half the emerging market average of 27 percent of the 
GDP. A large share of tax revenue has come from natural resources, but this 
is subject to sharp commodity price volatility. Tax revenue was 9.1 percent 
of the GDP in 2021, about 7 percentage points below its estimated tax poten-
tial. The revenue gap is driven by low compliance among taxpayers in many 
sectors and a tax policy filled with exemptions and thresholds. In October 
2021, Indonesia passed the Tax Harmonization Law, which reformed per-
sonal and corporate income tax policy and the value-added tax (VAT) and 
announced a future carbon tax. 

Indonesia’s spending needs to become more efficient. Planning and budget-
ing are often disconnected, spending units are fragmented, and procurement 
processes are cumbersome. Following decentralization, provincial units are 
charged with implementing most of the country’s budget increases for infra-
structure, but low budget execution capacity has reduced spending efficiency 
and increased opportunities for corruption. As a result, execution of the gov-
ernment’s capital budget is low, with only about 85 percent of allocated capital 
budget being spent each year (Montfaucon et al. 2021). Moreover, capital is 
unevenly spent over the fiscal year, with most occurring in the last quarter. 

Human Capital

Underinvestment has limited Indonesia’s human capital. The country’s slow 
improvement in the Human Capital Index (from 0.50 in 2010 to 0.54 in 2020) 
reflects continued underinvestment in health, nutrition, and education. This 
score lags behind the regional average for East Asia and Pacific and other middle-
income countries. The score means that a child born in Indonesia could be nearly 
twice as productive if they have a complete education and access to high-quality 
health care and nutrition (World Bank 2020c). Under-five child mortality stands 
at 21 deaths per 1,000 births, one of the highest rates in the region (UNICEF 
2022). Nearly 22 percent of children experienced stunted growth in 2022. The 
Indonesian economy loses approximately $3.7 billion per year, or 2.3 percent of 
the GDP, from stunted growth (Murthi 2022).
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Indonesia’s large human capital disparities run along income lines. 
Indonesia’s human capital challenge reflects its inequality challenge. Poor 
people face greater risks of stunted growth, reduced cognitive development, 
lower learning and educational attainment, and decreased wages and pro-
ductivity. In addition, Indonesia is highly exposed to shocks. The INFORM 
Risk Index ranks Indonesia in the top quarter of countries worldwide at risk 
from crises and natural disasters (European Commission, n.d.).

Financial Sector

Indonesia’s financial sector is shallow and highly concentrated. The 
country’s credit-to-GDP ratio stands at just 31.4 percent, which is large-
ly unchanged since 2010 and lags behind regional peers such as Thailand 
(149.9 percent), Malaysia (126.1 percent), and the Philippines (56.2 percent). 
The sector is dominated by a few large state-owned banks, with the 4 largest 
holding 43 percent of total banking assets and the 10 largest accounting for 
66 percent. Capital markets are shallow, limiting long-term local curren-
cy financing (Strobbe et al. 2023). According to the 2024 Financial Sector 
Assessment Program, the government securities markets are relatively well 
developed, but the corporate bond and equity markets remain shallow. These 
systemic constraints continue to hinder the financial sector’s capacity to 
mobilize and allocate capital effectively, ultimately undermining productivi-
ty and inclusive economic growth.

Financial inclusion remains limited because of limited competition, geo-
graphic dispersion, and high intermediation costs. Nonbank financial 
institutions—including pension funds, fintech firms, and insurance com-
panies—are small relative to the size of the economy and underused as 
alternative sources of financing. 

Urbanization

Indonesia’s urban areas are challenged by extreme weather events and poor 
infrastructure. Today, about 151 million people—over half of Indonesians—
live in cities and towns, and by 2045, this number is expected to increase 
to 70 percent of Indonesians. However, connectivity within metropolitan 
regions and between metropolitan and nonmetropolitan areas is hampered 
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by underinvestment in transport infrastructure and challenges in metropoli-
tan coordination. Additionally, 20 percent of urban Indonesians live in slums 
with inadequate water, sanitation, and solid waste management infrastructure 
(World Bank 2019e). Pollution also adversely affects urban livability. Moreover, 
city dwellers are increasingly vulnerable to natural hazards, particularly heavy 
rainfall, which has contributed to the government developing a new capital, 
Nusantara on Kalimantan Island, instead of flood-prone Jakarta. 

Scope and Methods

This evaluation focused on four questions. These questions were strategically 
relevant to the Bank Group’s engagement over the evaluation period and to 
Indonesia’s Golden Vision. The Independent Evaluation Group (IEG) refined 
the evaluation subquestions and cross-sectional lenses based on discussions 
with the Indonesia country team and Indonesia’s thematic challenges.

	» Evaluation question 1: How effectively did the World Bank design and adapt its 

support toward ensuring Indonesia’s spending adequacy and sustainability?

	» Evaluation question 2: How relevant and effective have the World Bank’s 

efforts been in overcoming obstacles to human capital?

	» Evaluation question 3: How relevant and effective have the Bank Group’s 

efforts been in deepening the financial sector while maintaining financial 

stability and building institutions?

	» Evaluation question 4: How relevant and effective has the World Bank Group 

been in addressing Indonesia’s rapid urbanization to ensure resilient cities to 

disasters?

The evaluation adopted a mixed methods approach to answer the evaluation 
questions. The evaluation analyzed Indonesia’s development context and 
relevant indicators. The content and portfolio analysis helped define the 
major development constraints facing Indonesia within each development 
theme and the areas the Bank Group sought to influence. The team used a 
theory-based approach to trace the Bank Group’s influence on intended out-
comes. It focused on strategy, diagnostics, and analytics to assess relevance 
and coherence. The evaluation also explored how the Bank Group’s work 
shaped policy dialogue, catalyzed support from stakeholders, and delivered 
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its program effectively and efficiently. The evaluation used geospatial anal-
ysis to assess the Bank Group and other partners’ operational or regional 
targeting and to attain insights on the effectiveness of World Bank support.

The evaluation drew on several main documentation sources from the evalu-
ation period. These sources included (i) Bank Group portfolio documentation 
(advisory services and analytics [ASA] outputs, Project Appraisal Documents, 
Implementation Completion and Results Reports, Implementation 
Completion and Results Report Reviews, Implementation Status and 
Results Reports, restructuring documents, Project Completion Reports, 
aide-mémoire, meeting minutes, and project-related communication); (ii) 
International Finance Corporation (IFC) portfolio documentation (Board 
of Executive Directors approval documents, supervision reports, Expanded 
Project Supervision Report Evaluative Notes, and Evaluative Notes of IFC 
advisory services [project completion reviews]); (iii) internal and external 
diagnostic analytical work; (iv) formal Bank Group strategies (FY13–15 CPS, 
FY16–20 CPF and its accompanying Performance and Learning Review, and 
FY21–25 CPF); and (v) evaluations from external partners, including the 
Asian Development Bank. The evaluation complemented these sources with 
interviews with Bank Group staff and country program stakeholders, includ-
ing the government, development partners, and IFC clients. However, the 
evaluation faced difficulties in obtaining subnational data for further analy-
sis. Leadership transitions in Indonesia over the past 10 years did not always 
allow access to officials with the institutional memory on the government 
side. Finally, while the evaluation considered important Bank Group work of 
the pre-evaluation period, it focused on FY13–23. The evaluation designed 
and executed several risk mitigation measures to address these challenges, 
as detailed in appendix A.
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1  Real GDP per capita growth fell by 14 percent.
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2 | �The World Bank Group’s 
Engagement in Indonesia

Highlights

Indonesia is the second-largest borrower of the International Bank 
for Reconstruction and Development and receives the third-largest 
disbursement amount, with the World Bank accounting for 60 per-
cent of Indonesia’s multilateral public debt and nearly 40 percent 
of its external debt. 

The World Bank Group and Indonesia have a close partnership 
characterized by Indonesia hosting the Bank Group’s largest coun-
try office and individuals often transitioning between prominent 
positions in the government and World Bank.

Bilateral cofinancing accounted for 38 percent of the World Bank’s 
lending operations, while trust funds accounted for 84 percent 
of advisory services and analytics in Indonesia. The Bank Group 
strategically used trust fund–supported advisory services and an-
alytics to support operations and sustain engagement at times of 
limited lending.

World Bank–supported operations in Indonesia frequently 
emerged as best practices, particularly in health and public finan-
cial management, and were shared with other countries through 
South-South forums.

Bank Group strategies relevantly adapted to government priorities 
during the evaluation period and helped Indonesia thrive despite 
multiple crises and institutional capacity challenges. Specifically, 
the World Bank used multiple lending instruments, particularly 
Program-for-Results, to tackle multisectoral issues.
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The World Bank Group’s Unique Partnership with 
Indonesia

The Bank Group’s program in Indonesia is one of its largest globally. 
Indonesia is the International Bank for Reconstruction and Development’s 
second-biggest borrower by outstanding debt, totaling $21 billion at the end 
of 2022, which is second to India. It received the third-largest disbursement 
amount from the World Bank between 2010 and 2022, about $9.3 billion, 
which is third after Nigeria and Ethiopia (figure 2.1). The country does not 
receive International Development Association support. The Bank Group 
is Indonesia’s largest creditor: as of 2022, it accounted for 39 percent of 
Indonesia’s outstanding external debt and about 60 percent of its outstand-
ing public debt to multilateral creditors (figure 2.2). 

Figure 2.1. World Bank Disbursements by Country, 2010–22
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Figure 2.2. Indonesia’s Outstanding External Debt by Creditor, 2013–23
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Source: World Bank Group Finances database.

The World Bank has a special partnership with the government. There is a 
trend of individuals transitioning between prominent roles in the Indonesian 
government and senior management positions at the World Bank, highlight-
ing a unique and close dynamic between the two institutions. Most notably, 
Indonesia’s former finance minister served in that role from 2005 to 2010 
before becoming the World Bank’s managing director and chief operating 
officer from 2010 to 2016, only to return as Indonesia’s finance minister 
from 2016 to 2025. During her second stint as finance minister, she person-
ally initiated and oversaw public finance reforms for which the government 
requested extensive World Bank financing and technical support. Indonesia 
also hosts the largest Bank Group country office in the world, with more than 
500 staff and consultants expected to be stationed there by 2025, further 
underscoring this special partnership.

Relevance and Adaptation of the World Bank 
Group Portfolio 

The World Bank and IFC had a total commitment of nearly $25 billion to 
Indonesia over the evaluation period. During that time, the World Bank ap-
proved 108 financing operations for Indonesia, with a total commitment of 
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$21 billion. The World Bank delivered 298 ASA projects. IFC’s total net com-
mitments amounted to more than $3.5 billion, and the number of IFC advisory 
services projects totaled 27. The Multilateral Investment Guarantee Agency 
portfolio was relatively smaller over the evaluation period (see table B.1).

The World Bank ramped up its lending between 2005 and 2009 in response 
to the 2004 tsunami by resuming development policy financing. Annual 
World Bank lending reached a new high in 2009 to mitigate impacts from 
the 2008 global financial crisis and subsequently decreased, in line with the 
government’s efforts to reduce external financial assistance (figure 2.3). At 
the beginning of the evaluation period, in FY13, the World Bank had about 
80 ongoing projects amounting to $7.5 billion. The portfolio was dominat-
ed by investment project financing (IPF), with more than half focused on 
infrastructure and urban development, but it also included $2 billion in 
development policy loans (DPLs) to address ongoing volatility in financial 
markets in FY13. 

Figure 2.3. World Bank Financing to Indonesia by Instrument, FY00–24
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Results.
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In the early part of the evaluation period, Bank Group engagement focused on 
relevant challenges associated with weak institutions. The FY13–15 CPS centered 
on institution building. This focus was on recognition of the FY09–12 CPS, which 
stated that weak institutions, not the lack of financial resources, were the main 
constraint to achieving development outcomes in Indonesia (World Bank 2009). 
Correspondingly, the Bank Group’s support during FY13–15 focused on building 
public institutions so they could more effectively implement and deliver pro-
grams for economic growth and inclusion. This support included a sharp increase 
in development policy financing to bolster institutional reforms in PFM, poverty 
reduction policies, and the investment climate.

The World Bank expanded financing during the FY16–20 CPS period to em-
phasize support to infrastructure and fiscal resilience. This expansion involved 
increasing financing from $3.9 billion in FY13–15 to $8.8 billion in FY16–20, 
ramping up policy-oriented support to increase DRM and expenditure efficien-
cy, and helping modernize core energy infrastructure and maritime logistics to 
support climate-smart connectivity. These efforts were meant to improve the 
population’s inclusive access to economic opportunities and income-enhancing 
assets. At the same time, the World Bank scaled up its knowledge engagement 
during this time, laying the groundwork for a more adaptive and inclusive policy 
environment, complemented by continued support for institutional strengthen-
ing and capacity building (World Bank 2015c; appendix B).

The Bank Group’s engagement from FY16 to FY20 was flexible in responding 
to shocks. The 2018 Central Sulawesi earthquake led to a notable increase in 
FY18 lending. Similarly, in FY20, the World Bank rapidly mobilized financ-
ing to aid human development during the government’s initial pandemic 
response, particularly in health and social protection. During the FY16–20 
period, the World Bank also began using Program-for-Results (PforR) proj-
ects to help Indonesia’s delivery systems withstand shocks and respond 
flexibly to future needs in health and social protection. The FY21–25 CPF 
continued this support for shocks by prioritizing the country’s recovery from 
COVID-19 impacts and the resilience of health, economic, and social pro-
tection systems (figure 2.4). In FY21, the Multilateral Investment Guarantee 
Agency issued guarantees under its COVID-19 response program to cover 
loans for the working capital needs of the electricity utility company PT 
Perusahaan Listrik Negara in support of renewable energy projects.
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IFC pivoted from a focus on financing micro, small, and medium enterprises 
(MSMEs) to sustainable finance because of systemic market challenges. At 
the beginning of the period, IFC concentrated mainly on MSMEs’ financing 
activities through midsize banks. These activities and projects aligned with 
Indonesia’s financial deepening goals. However, systemic challenges from 
the dominance of state-owned financial institutions and market distortions 
restricted IFC’s ability to scale and diversify its support. In response, IFC 
strategically pivoted toward a focus on sustainable finance—a space with 
stronger market incentives and fewer public-sector distortions. IFC’s sus-
tainable finance work benefited from stronger synergies with World Bank 
policy operations, enhancing its influence on regulatory reforms. IFC’s 
engagement also expanded to target increased private sector participation in 
infrastructure, a stronger competition policy, state-owned enterprise (SOE) 
reforms, and capital market development (figure 2.5). IFC further supported 
human capital improvement through investments in education and health 
care while advocating for more flexible policies on foreign investment and 
high-skilled labor.

Figure 2.5. �International Finance Corporation Net Commitments by Fiscal 

year, FY09–24
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Source: International Finance Corporation investment project database. 

Note: CPF = Country Partnership Framework; CPS = Country Partnership Strategy. 
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The Prominent Role of Trust Funds 

Trust funds and other bilateral cofinancing accounted for a larger portion 
of the World Bank’s portfolio in Indonesia than in other country programs. 
Thirty-eight of the World Bank’s more than 100 approved lending operations 
in Indonesia used cofinancing. This represented $479 million of the World 
Bank’s $21 billion operational portfolio in Indonesia during the evaluation 
period. An even larger proportion of the World Bank’s knowledge work in 
Indonesia was funded by trust funds, representing 84 percent of the near-
ly 300 ASA produced over the evaluation period, totaling $245 million. 
Table 2.1 provides the top beneficiaries of World Bank–executed trust fund 
disbursements between FY19 and FY23, with Indonesia ranking first.

Table 2.1. �IBRD and IDA World Bank–Executed Trust Fund Disbursements 
for Top 10 Countries, FY19–23

Country Disbursement (US$, millions)

Indonesia 206

Ethiopia 132

Afghanistan 101

India 96

Viet Nam 91

Pakistan 87

Bangladesh 80

Kenya 76

Federal Republic of Somalia 72

Myanmar 65

Sources: BPS-Statistics Indonesia 2022a; IMF 2024c; MUC Consulting 2022; Munazat 2025.

Note: IBRD = International Bank for Reconstruction and Development; IDA = International Development 
Association.

Trust funds allow the World Bank to convene development partners and 
support many development needs in Indonesia. According to the most recent 
FY21–25 CPF, eight development partners—Australia, Belgium, Canada, 
Denmark, the European Union, Norway, Switzerland, and the United States—
provided $57 million in World Bank–administered trust funds to Indonesia 
between FY21 and FY25. These resources supported a broad range of issues, 
including tourism, infrastructure, urbanization, human capital, sustainable 
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landscapes, economic governance, SOE reforms, and ocean marine debris 
and coastal resource management. In 2020, Australia initiated a single-donor 
$20 million programmatic trust fund with the World Bank to accelerate 
human capital development, improve economic governance and mobility, 
enhance infrastructure, and increase gender equality.

Trust funds supported the World Bank’s program delivery across sectors and 
helped expand engagement through ASA. Trust fund commitments dropped 
sharply in FY13 when major postdisaster funds closed. These trust funds 
included the Aceh and Nias multidonor trust funds (MDTFs) and the Java 
Reconstruction Fund, which together mobilized nearly $800 million. Since 
then, trust fund commitments steadily increased between the FY13–15 strat-
egy period and the FY21–25 strategy period. The largest share of trust fund 
financing in Indonesia was directed to the Infrastructure Practice Group 
(47 percent), followed by Sustainable Development (29 percent), and Human 
Development (9 percent). Overall, trust fund priorities aligned with all CPS 
and CPF objectives over the evaluation period. The majority of ASA delivered 
during the evaluation period (135 out of 298) were completed during the 
FY16–20 CPF period. The World Bank financed 84 percent of ASA with trust 
funds and collaborated with development partners to share knowledge and 
build capacity.1 

The Bank Group strategically used trust fund–supported ASA to sustain 
its presence in sectoral reform discussions—even in periods of limited or 
no lending. ASA often acted as precursors to lending operations or stand-
alone vehicles for influencing complex policy reforms, which suggests that 
the Bank Group strategically used knowledge to lay the groundwork for 
investments. The PFM agenda exemplifies this approach, as 40 distinct ASA 
initiatives, totaling $50 million, informed reform priorities. The PFM MDTF 
provided an additional $60 million for targeted analytics and capacity build-
ing. Similarly, $47 million in trust funds supported 44 ASA in the human 
development portfolio, $30 million supported 32 ASA on resilient urban 
development, and $32 million supported 22 ASA in the financial sector. Trust 
funds helped maintain Bank Group support and policy dialogue in the health 
sector in the first half of the evaluation period when the government re-
duced its borrowing. 
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Performance of the World Bank Group Portfolio

IEG rated both the FY13–15 CPS and the FY16–20 CPF as moderately sat-
isfactory. This rating was based on its validations of the Completion and 
Learning Reviews (appendix C). Project-level performance over the evalu-
ation period was strong on the World Bank side, with 85 percent of closed 
projects rated moderately satisfactory or above—slightly above the World 
Bank’s regional average of 83 percent. IFC projects, particularly advisory 
services, underperformed relative to its regional benchmarks. Only 4 out of 
14 advisory projects evaluated, or 29 percent, were rated mostly successful 
or better, well below the IFC East Asia and Pacific average of 51 percent. The 
reasons for this underperformance included overly ambitious project designs 
and limited client capacity. IFC investment projects also fell slightly below 
regional performance, with 9 out of 19 (47 percent) receiving mostly success-
ful or better ratings, compared with 49 percent regionally. 
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1  This is consistent with findings from IEG’s recent evaluation on learning in lending (World 

Bank 2025c).
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3 | �The World Bank’s Support for 
More Efficient Public Finances

Highlights

The World Bank helped the government strengthen fiscal controls 
and modernize budget execution through systems such as the 
State Treasury and Budgetary System (Sistem Perbendaharaan dan 
Anggaran Negara) and the Treasury Single Account, which en-
hanced transparency, accountability, and fiscal discipline. However, 
the World Bank’s efforts to mobilize domestic revenues stalled be-
cause of political sensitivities related to tax reforms and difficulties 
in navigating large, complex procurements.

More than $75 million in trust funds enabled sustained technical 
assistance, capacity building, and policy dialogue—extending the 
World Bank’s influence well beyond its own budget.

The World Bank’s strong access to the Ministry of Finance—bolstered 
by embedded advisers and a minister of finance who was formerly a 
World Bank managing director—amplified its policy influence.

The World Bank effectively supported politically difficult energy 
subsidy reforms that freed up fiscal space for greater government 
spending in health, infrastructure, and social programs.

The World Bank demonstrated an ability to recover from policy re-
versals and reestablish relevance when government commitment 

faded, maintaining a positive overall trajectory despite setbacks. 
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Government Priorities and Challenges

In the decade after the Asian financial crisis, Indonesia faced large spending 
gaps and inefficiencies, in part because of fragmented budgeting and large 
energy subsidies. Public investments decreased from about 8.0 percent of the 
GDP between 1994 and 1997 to about 3.6 percent in 2012 (Lewis 2014), well 
below East Asia’s 2014 average of 7.7 percent (Fay et al. 2019). Indonesia also 
had large spending gaps in health and social protection. For example, public 
spending on health was 1.5 percent of the GDP in 2017, compared with the 
4.9 percent regional average and 4 percent upper-middle-income country 
average (World Bank 2020b).1 Decentralization placed about 500 subnation-
al governments in charge of most public services and nearly 35 percent of 
public spending. However, the low budget execution capacity of these enti-
ties reduced spending efficiency and increased opportunities for corruption. 
Similarly, poorly targeted energy subsidies constrained Indonesia’s fiscal 
space. At the start of the evaluation period, energy subsidies for liquid fuels 
and electricity were the largest single component of state spending, account-
ing for one-fifth of the central government’s budget and equal to 4 percent 
of the GDP (IMF 2013). Indonesia suffered from other challenges as well, 
including a disconnect between planning and budgeting and cumbersome 
procurement processes. 

Indonesia’s low DRM constrained its space for increasing spending. Revenue 
mobilization declined sharply in the early 2000s, with revenue as a share 
of the GDP falling from 20.8 percent in 2001 to 15.1 percent by 2013. This 
share placed Indonesia at less than half of the emerging market average 
of 27.0 percent of the GDP (IMF 2013, 2024b). Tax revenue stood at about 
10 percent of the GDP in 2013, about 6 percentage points below the coun-
try’s estimated tax potential of 16 percent (World Bank 2024a). These low 
revenues limited the fiscal space for increasing investment spending. 

Relevance of World Bank Engagement in 
Reforming Public Finances

The World Bank used a comprehensive set of interventions to support 
Indonesia’s spending and revenue reforms.2 Over the evaluation peri-
od, the World Bank provided about $4.5 billion in operational support for 
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strengthening public finance administration, including investment lending 
for a financial management information system (FMIS) and programmatic 
and stand-alone DPLs to secure government commitments to fiscal re-
forms. About 40 World Bank analytical work programs totaling $50 million 
informed the government’s reform agenda. Additionally, the World Bank 
executed several large trust funds worth over $60 million for capacity build-
ing and knowledge, reinforcing the reform agenda. The World Bank’s support 
for PFM made the public administration sector the largest share of lending 
to Indonesia over the evaluation period, totaling $5.8 billion and 28 percent 
of total commitments (figure 3.1).3

Figure 3.1. World Bank Operational Commitments by Sector, FY13–23
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Early on, the Bank Group support helped build Indonesia’s Fiscal Policy Agency 
(Badan Kebijakan Fiskal; BKF) capacity to analyze data and inform budgeting and 
policy formulation. At the start of the evaluation period, BKF was still building its 
data management and forecasting capacity and lacked sophisticated analytical 
pieces to guide policy formulation. In response, the World Bank—through the 
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Australian government’s Department of Foreign Affairs and Trade–financed 
Support for Enhanced Macroeconomic and Fiscal Policy Analysis (SEMEFPA) 
program—embedded consultants in BKF to build its capacity to produce 
evidence-based macroeconomic and fiscal policy. The World Bank also provided 
on-demand analysis of specific policy questions on issues such as fuel subsidy 
reforms, infrastructure spending, and revenue collection.

Early operational support focused on investment policy lending to strength-
en the foundations of public finance. At the start of the evaluation period, 
several Bank Group projects for establishing effective PFM were under-
way. The Government Financial Management and Revenue Administration 
Project (GFMRAP) supported the development and deployment of an FMIS 
called the State Treasury and Budgetary System (Sistem Perbendaharaan 
dan Anggaran Negara; SPAN) and helped consolidate government spending 
under the Treasury Single Account. A complementary Project for Indonesian 
Tax Administration Reform (PINTAR) planned to roll out an information 
and communication technology tax system, although that project would 
ultimately be canceled. In conjunction with Indonesia’s decentralization 
reforms, the World Bank devoted attention toward improving PFM at the 
subnational level through the Local Government and Decentralization 
Project (FY10) that piloted mechanisms for improving the accountability 
and reporting of central government transfers to subnational governments 
for infrastructure investments (figure 3.2). The project was a $720 mil-
lion investment and the first project in Indonesia to use an output-based 
disbursement model (before PforR instrument). This project achieved its 
objective of improving the accountability of government’s main capital 
grant—Special Allocation Fund (Dana Alokasi Khusus).4 The World Bank also 
approved several small recipient-executed trust fund projects to build sub-
national capacity for budget delivery and monitoring.
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World Bank support for PFM and fiscal reforms was relevant to constraints 
and the government’s evolving needs and limited capacity. The World Bank’s 
capacity building within BKF enhanced macrofiscal forecasting and realis-
tic budgeting, both of which are necessary for effective fiscal controls. The 
World Bank’s later development policy financing support for improving pub-
lic spending effectiveness aligned with the government’s evolving capacity 
and needs. The Bank Group’s support for fiscal and PFM reforms was largely 
relevant to constraints, but support for DRM reforms was less so, in part be-
cause the DRM reforms under the World Bank’s programmatic Fiscal Reform 
DPL were dropped as the World Bank was unable to overcome the challeng-
ing political climate surrounding tax reforms at that time.

Bank Group support followed best practices by transitioning from a focus 
on developing core functionality to enhancing spending efficiency and 
effectiveness. The literature on sequencing PFM reforms indicates that ef-
fective reforms should first establish a foundation of financial compliance 
and control, then implement mechanisms for fiscal stability and sustain-
ability, and finally introduce systems to enhance spending efficiency and 
effectiveness (Diamond 2013). The World Bank’s support mirrored this 
sequencing, beginning with establishing a sound PFM legal and regulatory 
framework and enacting budget and treasury reforms to establish fiscal 
controls (figure 3.3). Next, the World Bank provided technical assistance to 
BKF to improve its macrofiscal forecasting and realistic budgeting capacity. 
The World Bank’s later support for effective service delivery would address 
more complex challenges, including weak medium-term budget planning, 
fragmented central and subnational government FMISs, and other con-
straints to effective spending.



26
	

T
he

 W
o

rl
d

 B
an

k 
G

ro
u

p
 in

 In
d

o
ne

si
a,

 F
is

ca
l Y

e
ar

s 
20

13
–2

3 
 

C
ha

p
te

r 3

Figure 3.3. �Sequencing of World Bank’s Fiscal and Public Financial 

Management Engagements

Increasing complexity

Foundational reforms and systems

Support to 
legislative and 
regulatory reforms

Systems and capacities 
for credible budgeting 
and fiscal controls

Progressive reforms 
for improved efficiency 
and effectiveness

Source: Independent Evaluation Group.

Developing an effective FMIS was relevant for improving transparency and 
minimizing the risk of corruption. The World Bank’s GFMRAP supported the 
government’s SPAN program. At the time of GFMRAP appraisal, Indonesia’s 
PFM relied on manual paper-based systems, which were inefficient and 
carried a high risk of discretion or corruption. The government banking 
structure included a fragmented network of accounts spread across com-
mercial banks and the central and regional offices of Bank Indonesia. This 
structure made it difficult for the government to track funds, manage cash 
efficiently, and enforce spending limits. In response, SPAN introduced an 
FMIS, consolidating cash balances into the Treasury Single Account and 
helping streamline processes and enhance transparency and accountability. 
SPAN also reduced opportunities for corruption in PFM. 

The later shift of the World Bank operations from establishing core PFM 
systems toward making public spending more efficient and effective was 
appropriate and relevant. The programmatic Fiscal Reform DPL series (FY16, 
FY18, and FY19) and the stand-alone Fiscal Reform DPL (FY22) provided 
much of this support. These DPLs addressed many of the constraints to bud-
get planning and execution and revenue mobilization that the World Bank’s 
earlier projects and analytical work identified. The Fiscal Reform DPLs 
supported about 40 prior actions to improve tax policy, tax administration, 
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and spending allocation and effectiveness. Implementation Completion 
and Results Report Reviews of both the DPL series and the stand-alone 
DPL suggest that expenditure-oriented reforms were much more relevant 
to the identified constraints than tax administration or tax policy reforms 
(figure 3.4). The lower relevance of tax policy actions was partly caused by 
changes to the programmatic Fiscal Reform DPL’s policy matrix that diluted 
its planned tax reform agenda.

Figure 3.4. Relevance of Prior Actions Under the Fiscal Reform 

Development Policy Loans (FY16, FY18, FY19, and FY22)
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The World Bank applied a decade of analytical work and international ex-
perience in supporting the public finance reform agenda enabled by the 
availability of trust funds. There is a clear line of sight between World Bank–
supported reforms and investments and earlier diagnostics or Bank Group 
experience. SPAN’s design, implementation arrangements, and procurement 
packaging and processes drew on accumulated Bank Group and International 
Monetary Fund (IMF) experience with implementing similar systems in 
different countries. The 31 prior actions in the programmatic Fiscal Reform 
DPL series derived from over a decade of analytical work and technical 
dialogue, including the World Bank Support for Enhanced Macro and Fiscal 
Policy Analysis, the Programmatic Macro and Fiscal Policy Engagement, the 
Fiscal Programmatic ASA (PASA; 2020–24), and two flagship reports—the 
Public Expenditure Review (World Bank 2020e) and the Commitment to 
Equity (World Bank 2020d). This work was supported by about $50 million 
of trust fund finance between FY09 and FY24, used to provide World Bank 
technical assistance and analytical work related to fiscal management and 
PFM.5 For example, prior actions of the programmatic Fiscal Reform DPL to 
consolidate spending units stemmed from a PFM MDTF–funded institutional 
diagnostic of capital budget execution (FY20) that found that dividing capi-
tal expenditure across many government spending units constrained budget 
planning and execution. 

The World Bank used trust fund resources strategically throughout the 
evaluation period to bolster the overall program in support of public finance 
reforms. These trust fund resources were four times higher than the World 
Bank’s $12.5 million budget allocation for ASA and technical assistance 
(figure 3.5). The World Bank managed a $5 million capacity-building trust 
fund with the Australian government known as the SEMEFPA program, 
following up on an earlier collaboration.6 The SEMEFPA program financed 
the bulk of the World Bank’s capacity-building support to the Ministry of 
Finance and BKF. There was also a $70 million PFM MDTF initiated in 2009 
with original funding of $26 million from the European Union, Switzerland, 
and the Netherlands. The PFM MDTF supported GFMRAP’s implementa-
tion, including ensuring that users understood SPAN and integrating it with 
other systems. Bilateral development partners replenished the PFM MDTF 
two more times, which helped deliver analytical and advisory services to the 
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Ministry of Finance in a range of PFM areas, including tax administration, 
subnational budget efficiency, and digital transformation. 

Once the government’s PFM capacity improved, the World Bank shifted 
its support more decisively to development policy financing in the second 
half of the evaluation period. The Institutional, Tax Administration, Social 
and Investment project aimed to strengthen budget execution, improve tax 
administration, and enhance poverty-alleviating service delivery. The World 
Bank approved a programmatic Fiscal Reform DPL series in 2016 (FY16, 
FY18, and FY19) to address public spending challenges, from planning to 
procurement to subnational fiscal management. The series included man-
datory spending increases for priority sectors at the central and subnational 
levels and actions to improve tax administration and raise tax revenue 
through tax policy. A stand-alone Fiscal Reform DPL starting in FY22 includ-
ed additional reforms to improve tax policy and the links between planning 
and budgeting. 

Figure 3.5. �World Bank and Trust Fund Finance of Fiscal and Public 

Financial Management–Related Advisory Services and 

Analytics and Technical Assistance, FY09–24
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The World Bank’s support for climate-related financial management was 
relevant to both spending and revenue needs. The World Bank’s support for 
energy subsidy reform helped reduce the subsidies’ large fiscal burden and 
the demand for fossil fuels. In addition, the World Bank’s support for the Tax 
Harmonization Law and an emissions trading system helped institutionalize 
a carbon tax regime, which would expand the tax base and limit greenhouse 
gas emissions. The World Bank also contributed to Indonesia’s 2022 Public 
Expenditure and Financial Accountability climate assessment, which identi-
fied how PFM systems can support the government’s climate change policies 
(World Bank 2022a). The assessment described how Indonesia developed pol-
icies, strategies, and a regulatory framework for climate-related PFM, but it 
found that the country’s PFM processes and systems require further strength-
ening. For example, Indonesia’s National Medium-Term Development Plan 
(Rencana Pembangunan Jangka Menengah Nasional; RPJMN) identifies the 
country’s climate change priorities but lacks a detailed cost breakdown of the 
recurrent and capital spending in the State Revenue and Expenditure Budget. 
Indeed, the government’s climate-related fiscal planning remains limited 
despite its climate budget tagging, with the State Revenue and Expenditure 
Budget omitting carbon tax revenue projections and climate fiscal planning 
covering only one-third of mitigation financing needs.

The World Bank often revised its modes of support in the face of weak 
results. For example, the programmatic Fiscal Reform DPL series included 
a prior action for local governments to adopt the same system for record-
ing and reporting budgets and spending—known as subnational charts 
of accounts—as is used by the national government. This change aimed 
to support Indonesia’s decentralization efforts by improving subnational 
PFM and to help the central government monitor how intragovernmental 
fiscal transfers were used and improve spending effectiveness. However, 
districts did not adopt the new system as expected, and the number of 
districts using it was a poor proxy for the real goal—improving spend-
ing quality. In response to these weak outcomes, the World Bank’s later 
Strengthening Intergovernmental Transfers and Subnational Finance for 
Service Delivery in Indonesia PforR tied disbursement to a more direct re-
sults measure—the share of intergovernmental transfers based on achieved 
results. Furthermore, the learning from the earlier Local Government 
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and Decentralization Project of managing output-based disbursements 
in decentralized settings informed the design of the Strengthening 
Intergovernmental Transfers and Subnational Finance for Service Delivery in 
Indonesia project.

The World Bank’s heuristic approach to increasingly complex challenges 
involved learning by doing and recalibrating designs. This complexity arose 
from evolving into support for improving the effectiveness and efficiency of 
service delivery, which often requires coordinating among several ministries 
or agencies. Such support required the World Bank to adapt its approach and 
project designs based on trial and error. A common point made by World 
Bank staff was that they understood the objectives for fiscal management 
and PFM but were less certain about the path to reach those objectives. In 
this setting, the World Bank appropriately “crawled the design space” to 
determine the most effective instruments and mechanisms for achieving its 
goals (Pritchett et al. 2013). 

Effectiveness of World Bank Engagement in 
Reforming Public Finances

The World Bank’s support during the evaluation period was mostly effective 
in helping Indonesia meet its fiscal and PFM objectives. The World Bank’s 
early support for building core capacities in fiscal control was effective. 
Likewise, its capacity building in fiscal policy contributed to reforms that 
reduced energy subsidies in 2014 and 2015. Bank Group–supported PFM re-
forms improved Indonesia’s public expenditure management. However, the 
World Bank’s DRM support did not improve tax revenue.

The World Bank’s unparalleled access to the Ministry of Finance enhanced 
its effectiveness in supporting the country’s fiscal and PFM reforms. The 
World Bank’s embedded experts within the BKF through the SEMEFPA pro-
gram provided unique access to the government’s economic policy-making. 
Additionally, the World Bank’s strong relationship with Indonesia’s former 
minister of finance, owing to her earlier role as managing director at the 
World Bank, contributed to strong government demand for the World Bank’s 
services, particularly in fiscal policy support. According to interviews with 
government officials, the ministry viewed the World Bank as its most trusted 
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partner. This relationship contributed to the World Bank’s sustained lending, 
influence, and dialogue with the government.

The World Bank’s support effectively strengthened the government’s fiscal 
policy-making capacity. The World Bank embedded World Bank consultants 
in BKF to provide technical assistance through the SEMEFPA program. This 
support increased BKF’s capacity for policy analysis and formulation, as 
demonstrated by the government’s increased use of the GDP and inflation 
targeting models, BKF’s management of fuel subsidy reform models original-
ly built by the World Bank, and BKF’s growing analytical contributions to the 
World Bank’s Indonesia Economic Quarterly. The World Bank’s contribution 
to improved macrofiscal policy-making is less clear, but the government’s 
macroeconomic achievements are undeniable. During the evaluation period, 
Indonesia successfully maintained its fiscal deficit cap of 3 percent, except in 
2020 and 2021 during the COVID-19 pandemic, and the country’s sovereign 
credit rating improved from a speculative grade of BB+ in 2013 to an invest-
ment grade of BBB by 2022. The government’s statistical capacity has also 
improved, with the country’s statistical capacity indicator rising from 68.9 in 
2016 to 81.4 in 2023.7

GFMRAP contributed to the Treasury Single Account and SPAN, which 
strengthened PFM through greater fiscal controls. GFMRAP achieved its 
intended results, including fewer informal payments; faster budget exe-
cution and reconciliation; fewer transaction recording discrepancies; and 
greater savings by directly depositing salaries, consolidating cash balances 
into the Treasury Single Account, and closing miscellaneous accounts. SPAN 
also contributed to fiscal controls and related longer-term outcomes, such as 
greater budget execution control and predictability, increased budget trans-
parency, and improved accounting and reporting processes. The 2011 and 
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2017 Public Expenditure and Financial Accountability assessments high-
lighted improvements in these areas (figure 3.6).

Figure 3.6. �Improvement in Indonesia’s Public Expenditure and Financial 

Accountability Assessment Results, 2011 and 2017

2011 2017

Pillar one: Budget reliability

PI�1 Aggregate expenditure outturn C C

PI�2 Expenditure composition outturn D C  ↑
PI�3 Revenue outturn A D ↓

Pillar two: Transparency of public fi nances

PI�4 Budget classifi cation A A

PI�5 Budget documentation B B

PI�6 Central government operations outside fi nancial reports C+ A  ↑
PI�7 Transfers to subnational governments B B

PI�8 Performance information for service delivery D C+ ↑ 

PI�9 Public access to fi scal information A A

Pillar three: Management of assets and liabilities

PI�10 Fiscal risk reporting C+ C+

PI�11 Public investment management D+

PI�12 Public asset management B

PI�13 Debt management B+ A  ↑
Pillar four: Policy-based fi scal strategy and budget

PI�14 Macroeconomic and fi scal forecasting B+

PI�15 Fiscal strategy B+

PI�16 Medium�term perspective in expenditure budgeting C+

PI�17 Budget preparation process A A

PI�18 Parliamentary scrutiny of budgets B+ A ↑ 
(continued)
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2011 2017

Pillar fi ve: Predictability and control of budget execution

PI�19 Revenue administration C+ C+

PI�20 Accounting for revenue C+ A ↑ 

PI�21 Predictability of in�year resource allocation B+ A ↑ 

PI�22 Expenditure arrears B+ B+

PI�23 Payroll controls C+ B ↑ 

PI�24 Procurement management C  C 

PI�25 Internal controls on non�salary expenditure C+ A  ↑
PI�26 Internal audit D+ C+ ↑ 

Pillar six: Accounting and reporting

PI�27 Financial data integrity B A  ↑
PI�28 In�year budget reports C+ A  ↑
PI�29 Annual fi nancial reports B+ C+ ↓

Pillar seven: External scrutiny and audit

PI�30 External audit B+ C+ ↓
PI�31 Parliamentary scrutiny of audit reports C+ D+ ↓
Source: World Bank 2017a.

Note: PI = performance indicator.

However, the World Bank’s early IPF faced procurement challenges. They 
were related to weak government capacity in planning for the procurement 
of complex information and communication technology system and un-
familiarity with the World Bank procurement rules. The SPAN contract’s 
procurement under GFMRAP was planned for January 2006 but was not 
awarded until June 2009—three years later than expected. The delay was 
caused by the project implementation unit deeming all but one bidder 
ineligible according to World Bank procurement rules.8 In addition, the 
new leadership of the Ministry of Finance was less familiar with the PFM 
reform agenda, which slowed decision-making. The impasse was resolved 
once the original minister of finance, who embraced the reforms at the 
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outset, returned (World Bank 2021b). Similarly, the government canceled the 
PINTAR project after six years because of the project implementation unit’s 
hesitancy in making high-cost procurement decisions to award the core tax 
information and communication technology system to the preferred bidder—
despite the World Bank’s no-objection (World Bank 2017b). The ministry 
sought a second opinion from the federal audit agency, Badan Pengawasan 
Keuangan dan Pembangunan, which recommended canceling the loan. 
According to the government officials consulted by IEG, the World Bank 
might have avoided these outcomes by breaking up large procurements into 
smaller parts, despite potential efficiency losses (World Bank 2017b).

The World Bank supported Indonesia’s 2014–15 energy subsidy reforms, 
which were effective in freeing up fiscal space for other spending priorities 
(figure 3.7). The World Bank’s long-standing support to BKF improved data, 
tools, and technical capabilities for exploring reform options, which en-
abled the government to act quickly when opportunities arose to advance 
energy reforms. At the same time, the World Bank contributed to improving 
the design, targeting, and implementation of Indonesia’s social assistance 
schemes, which helped mitigate the reforms’ impact on low-income house-
holds. Moreover, the World Bank integrated disparate government data sets 
into a unified database, assisted with targeting beneficiaries, and supported 
pilots for unconditional and conditional cash transfers—efforts that in-
creased the public’s acceptance of the subsidy reform agenda (World Bank 
2021a). The reforms reduced energy subsidy costs by about 2 GDP percent-
age points, from 2.5 percent in 2013 to 0.4 percent in 2015.9 The increased 
fiscal space allowed the government to spend more on Indonesia’s three 
development priority areas of health, infrastructure, and social assistance. 
These allocations were included as prior actions in the 2016–19 program-
matic Fiscal Reform DPL series.
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However, the World Bank could have better safeguarded the fuel subsidy 
reform’s sustainability by including gradual price adjustments in DPL prior 
actions. In 2014–15, the government introduced a mechanism to automati-
cally adjust fuel prices based on global oil prices. It relied on the mechanism 
when prices were falling in 2015–16 but stopped using it after 2017 when 
prices went back up—likely to avoid consumer backlash from raising fuel 
prices. As a result, fuel subsidies as a share of the GDP increased from 
0.4 percent immediately after the reform to 1.4 percent by 2018. Indonesia’s 
fuel subsidies reached 2.3 percent in 2022 as oil prices continued to rise after 
COVID-19, nearly reaching prereform highs. Subsidies have since fallen back 
to 1.4 percent of the GDP. The World Bank missed an opportunity to preserve 
reform sustainability by making the price adjustment mechanism part of the 
subsequent DPL series’ prior actions (Ihsan et al. 2024).

The World Bank’s support for DRM has not led to a noticeable increase in the 
tax revenue–to–GDP ratio, despite some success at the end of the evaluation 
period that improves the prospect for raising tax revenues. The FY13–14 
Institutional, Tax Administration, Social and Investment DPL series at 
the beginning of the evaluation period supported a sixfold increase in the 
number of registered taxpayers, from approximately 10 million in 2008 to 
66 million in 2021. Otherwise, early World Bank support for tax reforms was 
limited and has not led to a noticeable increase in the tax revenue–to–GDP 
ratio. In fact, early in the evaluation period, Indonesia’s tax revenue mobi-
lization declined and diverged from the range of other major Association of 
Southeast Asian Nations (ASEAN) economies (figure 3.8).
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Figure 3.8. �Tax Revenue–to–GDP Ratio for Major Association of 

Southeast Asian Nations Economies, 2012–22
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The limited effectiveness in the earlier evaluation period was caused in part 
by the government’s decision to drop PINTAR, the DRM project that dealt 
with the procurement of a core information technology system due to deep 
political sensitivities. In September 2012, the Ministry of Finance canceled 
the procurement of the core tax system. PINTAR’s goal of integrating all 
tax administration processes would have improved tax revenue by reducing 
manual errors, ensuring real-time reporting, and improving compliance. 
However, PINTAR’s cancellation left a key reform for increasing tax com-
pliance incomplete.10 The World Bank would undertake various tax reforms 
through the Fiscal Reform DPLs starting in 2016, but without PINTAR’s core 
tax system, the relevance of these efforts was reduced.

The effectiveness of World Bank support to DRM through the Fiscal Reform 
DPL series (FY16, FY18, and FY19) was limited. The Fiscal Reform DPL 
series backloaded ambitious but politically sensitive tax reforms that were 
subsequently dropped. For example, DPL 3 (FY19) originally envisioned sub-
mitting draft revisions of the fiscal decentralization law, the VAT law, and the 
income tax law to parliament for approval. However, submitting these drafts 
would have triggered public and political debate over potentially unpopular 
measures—such as raising taxes or shifting revenue authority—which the 
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government chose to avoid during an election period. As a result, these po-
tentially unpopular actions were dropped from the program. 

The World Bank revived the tax reform agenda under a stand-alone Fiscal 
Reform DPL (FY22), which has since achieved its intended results. The 
government passed the Tax Harmonization Law and the first Law on 
Intergovernmental Finance in late 2021. This DPL included more ambitious 
tax reforms, which increased the VAT rate and added a new tax bracket for 
high-income earners.11 In addition, the latest available data show that sev-
eral FY21–25 CPF revenue mobilization objectives have been met or are on 
track to be achieved—and while the current tax-to-GDP ratio is below that 
of other ASEAN economies (figure 3.8), these results are promising signs for 
future tax revenues. 

Overall, the World Bank demonstrated an ability to recover from policy re-
versals and reestablish relevance when government commitment returned. 
Interviews with both World Bank staff and government stakeholders sup-
port this point. For example, government interest in energy subsidy reform 
waned in 2017 as oil prices—and the political costs of reform—began to rise. 
Despite this shift, the World Bank continued to provide technical advice and 
analytical support to ensure the reform’s continued implementation, in-
cluding through a 2024 energy subsidy reform report. Tax reform has faced 
similar political challenges, with several planned VAT increases delayed, 
but the World Bank still facilitated a rise in the VAT rate from 10 percent 
to 11 percent. Reform momentum in these areas has often been “two steps 
forward, one step back,” but the World Bank usually managed to maintain a 
positive overall trajectory.
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1  Public spending on social assistance programs averaged only 0.55 percent of the GDP in 

2014, compared with between 1 percent and 2 percent among Indonesia’s regional peers 

(World Bank 2017c).

2  Starting in 2004, the World Bank would also support technical assistance and capacity 

building for debt management, but because of the majority of activities coming to a close at 

the start of the evaluation period, debt management–related support is not covered in this 

chapter.

3  IEG staff estimates from commitment amount data in the World Bank Operations Portal. 

4  The Local Government and Decentralization Project had a positive effect on district bud-

get management and accountability, as measured by the State Audit Board (BPK), where 

participating subnational governments were found to be 10 percent less likely to receive a 

disclaimer, 1.1 percent less likely to obtain an adverse opinion, and 9.2 percent more likely to 

receive an unqualified audit opinion.

5  The financing from both trust funds amounted to $68 million, but approximately $18 million 

was disbursed before the evaluation period. 

6  The World Bank and the Australian government had collaborated earlier to develop a pro-

gram of capacity-building support to macroeconomic and fiscal policy analysis under a 2009 

Support for Enhanced Analysis and Monitoring of the Indonesian Economy, amounting to 

about $2 million.

7  The World Bank’s Statistical Capacity Index measures capacity across three dimensions 

(availability, collection, and practice) and reflects a country’s ability to collect, analyze, and 

disseminate high-quality data.

8  Of the 25 firms that purchased the bid documents, only four bids were submitted under the 

first stage of the SPAN procurement. After careful evaluation, the procurement committee 

determined that only one bidder was qualified to advance to the second stage of the procure-

ment process, while the World Bank disagreed with the committee’s decision to disqualify one 

of the bidders.

9  By 2013, the Indonesian government subsidized petroleum products with Rp 200 trillion 

($18 billion) and electricity with Rp 100 trillion ($9 billion). These subsidies represented 

25 percent of total government spending (IISD 2014).
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10  It would not be until 2025 that the ministry’s Directorate General of Taxes would roll out 

Coretax, the integrated tax information and communication technology system.

11  The introduction of this new tax bracket for high-income earners increased the share of per-

sonal income tax collected from this group from 15.9 percent in 2020 to 18.8 percent in 2023. 

Additionally, the increase of the VAT rate from 10 percent to 11 percent resulted in a revenue 

gain from about 0.3 percent of the GDP in 2022 to 0.5 percent in 2023 (World Bank 2024b).
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4 | �The World Bank’s Support for 
Stronger Human Capital

Highlights

The World Bank’s support in health, nutrition, and social protection 
was relevant and effective—stunting dropped, health coverage 
reached 98 percent, and the conditional cash transfer program 
expanded to 10 million families. 

The World Bank strategically sequenced its support in health and 
social protection to expand its human development engagement, 
starting with core diagnostics, followed by advisory services and 
analytics, and then lending. This approach worked: diagnostics 
identified key issues, 43 percent of advisory services and analytics 
informed national strategies, and more than 50 percent led directly 
to lending.

The government adopted the World Bank’s convergence mod-
el for reducing stunting, which promoted high-level leadership, 
cross-sector alignment, and community-based tools to drive 
coordinated action. Consequently, stunting rates dropped from 
37 percent in 2013 to 21 percent in 2022, with the largest gains after 
the model’s adoption in 2018.

The World Bank used Program-for-Results to promote an 
outcome-oriented approach, enable vertical and horizontal 
alignment across government, and overcome line ministry 
borrowing restrictions in health and education by channeling 
funds through the Ministry of Finance. It used investment project 
financing to provide closer oversight and build institutional 
capacity, complementing areas where Program-for-Results 
projects were less well suited, and a development policy loan to 
establish institutional mandates for nutrition.
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In education, the government’s decision to cease borrowing for 
basic education, including due to the mandatory education spend-
ing limit to 20 percent in 2009, meant that five lending operations 
worth $860 million were dropped. Instead, the World Bank con-
tinued its engagement with the Ministry of Religious Affairs to 
improve the education quality for 15 percent of the student popu-
lation, including vulnerable groups.
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Government Priorities and Challenges 

Vulnerabilities to human capital development remained despite progress in 
poverty reduction in past decades. At the beginning of the evaluation peri-
od, in 2013, national poverty stood at 11.4 percent (based on $1.90 per day, 
2011 purchasing power parity; World Bank 2014b), down significantly from 
23 percent in 1999. However, the country continues to face high levels of 
stunted growth among children younger than five years of age, low learn-
ing-adjusted years of schooling, and weak health outcomes, all of which 
contributed to a Human Capital Index score of just 0.53 in 2017 and 0.5 in 
2020 (World Bank 2020b). The poorest 40 percent of the population in terms 
of income of Indonesians remained disproportionately vulnerable to low 
human capital and exposed to economic shocks, food price volatility, and 
health-related out-of-pocket expenditures (World Bank 2015b).

Recognizing these challenges, the government followed several reform ini-
tiatives to tackle malnutrition, improve education and health outcomes, and 
promote anti-poverty programs. In the area of nutrition, Indonesia demon-
strated regional leadership by spearheading the ASEAN initiative on ending 
all forms of malnutrition, with a strong focus on tackling stunting through 
multisectoral strategies and community-based interventions. The education 
strategy has emphasized improving equitable access to quality education 
by taking a student-centered approach, reforming the curriculum to focus 
on foundational skills and increasing flexibility, improving learning assess-
ment, strengthening teaching quality, and making stakeholders accountable 
for student learning. In health, the government scaled up efforts to deliver 
universal health coverage through the National Health Insurance Program 
(Jaminan Kesehatan Nasional; JKN), while also prioritizing maternal and 
child health services and improving the delivery of primary health care. In 
social protection, key reforms focused on expanding the coverage and inte-
gration of major programs such as conditional cash transfers (Family Hope 
Program [Program Keluarga Harapan]; PKH) and food assistance (Bantuan 
Pangan Non Tunai) while investing in delivery systems to improve targeting, 
payment digitization, and shock-responsiveness. 
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Relevance of World Bank Engagement in Support 
of Human Capital Development

The World Bank’s support for human capital and anti-poverty efforts 
in Indonesia has evolved with the country’s development context and 
institutional landscape. The FY13–15 CPS prioritized targeting social 
protection to poor people and vulnerable populations by piloting new 
approaches, expanding access to quality health and education services, 
and strengthening poverty reduction programs—all while maintaining 
a strong community-driven approach to enhance local inclusion and 
accountability. To operationalize these priorities, the CPS committed to 
unifying social assistance programs, piloting targeting systems such as the 
Unified Database, improving health care delivery for poor people through 
reforms to JKN, and expanding the community-driven development platform 
(the National Program for Community Empowerment [Program Nasional 
Pemberdayaan Masyarakat]) to strengthen local service delivery and 
participation (World Bank 2012d). 

Early in the evaluation period, the World Bank emphasized analytical work 
to inform government policies. Overall, the World Bank allocated $46 million 
for 44 human capital–related ASA in Indonesia (figure 4.1), with more than 
three-quarters of the funding coming from trust funds. As reported in ASA 
activity completion summaries and corroborated by several client interviews, 
43 percent of ASA informed Indonesia’s national development strategies. For 
example, the government incorporated key themes from the World Bank’s 
education ASA into its early childhood education and development road 
map in the RPJMN. Similarly, it included ASA recommendations to strength-
en pension and old-age savings programs in the National Social Security 
System (Sistem Jaminan Sosial Nasional) Employment Roadmap (2014–19). 
Most notably, the World Bank worked closely with the secretariat of the vice 
president in Indonesia to develop Stranas Stunting, the National Strategy to 
Accelerate Stunting Prevention, in 2018. 

This analytical work by the World Bank shaped lending operations later in 
the evaluation period. Analytical work and lessons from the World Bank’s 
nutrition program in Peru directly informed the government’s approach in 
its development strategy. This, in turn, shaped the World Bank’s associated 



46
	

T
he

 W
o

rl
d

 B
an

k 
G

ro
u

p
 in

 In
d

o
ne

si
a,

 F
is

ca
l Y

e
ar

s 
20

13
–2

3 
 

C
ha

p
te

r 4

PforR lending operation, which invested in nutrition and early childhood 
development, as reported by government officials and World Bank staff. 
The evaluation’s portfolio review states that 52 percent of ASA informed 
lending. For example, the World Bank’s analytical work on universal health 
coverage in Indonesia, health financing systems assessment, public health 
expenditure review, functional and regulatory reviews, supply-side readiness 
assessments, and numerous feasibility studies motivated the JKN reform 
project. Figure 4.1 also supports the view that early ASA prepared the path to 
lending in later years.

Figure 4.1. �Human Capital–Related Advisory Services and Analytics and 

Lending Projects, FY13–23
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Source: Independent Evaluation Group.

The World Bank strategically prioritized ASA to stay relevant amid legal 
limits on external financing and growing government demand for knowledge 
services. Indonesia’s 2002 constitutional amendment and 2009 health law 
inadvertently limited the additionality of multilateral financing to line min-
istry budgets. These laws mandated minimum public spending of 5 percent 
of the national budget for health and 20 percent for education. However, 
these thresholds discouraged line ministries from seeking external financing, 
which would count against their domestic budget allocations due to a substi-
tution effect. Additionally, the government indicated a clear preference for 
more of the World Bank’s knowledge and convening services, as reflected in 
the FY13–15 CPS. 
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World Bank strategies prioritized education, but overall education engage-
ment declined over the evaluation period. The FY13–15 CPS emphasized 
continued knowledge services in education. The FY16–20 CPF focused 
on helping all children complete 12 years of quality education, especial-
ly in disadvantaged regions, and proposed an IPF project to achieve this 
goal. The current CPF (FY21–25) identifies education as a priority as well, 
with ASA backing the national education strategy 2020–24 and potential 
lending. Despite this emphasis on knowledge, the World Bank’s education 
engagement declined in both the number of ASA and total ASA financial 
commitments after 2016 (figure 4.2). Moreover, this analytical work did 
not lead to lending in education like it did in health, nutrition, and social 
protection. For example, the World Bank’s 2020 education global flagship 
report recommended expanding access to early childhood education and 
development and higher education and improving basic and secondary ed-
ucation learning outcomes (Afkar et al. 2020), but there were no subsequent 
operations because of the government’s preference to limit multilateral 
development financing (box 4.1). 

Figure 4.2. �Human Capital–Related Advisory Services and Analytics by 

Sector, FY13–23
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Source: Independent Evaluation Group.
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Box 4.1. The World Bank’s Engagement in Education

The World Bank’s engagement in education declined over the evaluation period 

due to several reasons, including preferences of the Ministry of Education, Culture, 

Research, and Technology to limit multilateral development financing and to promote 

certain engagement modalities. For example, the ministry favored the use of embed-

ded consultants—similar to the Australian government’s Department of Foreign Affairs 

and Trade approach—whereas the World Bank pursued more traditional advisory 

models. Subsequently, five proposed education projects of different instrument types 

totaling US$860 million were dropped.a 

However, the World Bank continued its engagement with the Ministry of Religious 

Affairs through two active education lending operations, which support madrassas 

(Islamic schools). These schools served approximately 15 percent of Indonesia’s 

student population, primarily students from poor and vulnerable households with 

a relatively higher proportion of female students compared with general schools. 

Nonetheless, the most recent project with this ministry was also dropped, reportedly 

because of concerns over the World Bank’s procurement requirements under invest-

ment project financing operations.

The overall downsizing of the education portfolio affected the presence of the 

in-country education team and its capacity for dialogue and relationship building.

Sources: Independent Evaluation Group; World Bank 2019c. 

Note: a. The Revitalizing Education System in Pre-Service Teacher Organizations Project: US$75 mil-
lion; the Third Life Skills Education for Employment and Entrepreneurship Project: US$35 million; 
the School Operational Assistance—Knowledge Improvement for Transparency and Accountability 
Project: US$250 million; the Improving Efficiency and Effectiveness in Education Expenditure pro-
gram: US$300 million; and the Improving Higher Education Quality, Equity, and Resilience program: 
US$200 million.

In other human capital–related sectors, the World Bank’s engagement fol-
lowed a clear sequence from diagnostics to ASA to lending. First, diagnostics 
helped identify the country’s most pressing human development issues. 
Second, ASA deepened the understanding of these issues. Third, operations 
used these ASA to inform their designs. In health, for example, the 2015 
Systematic Country Diagnostic found a need to improve health facilities’ 
readiness for service delivery (World Bank 2015b). In response, the World 
Bank carried out the Quantitative Service Delivery Study (ASA conducted in 
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2016) to assess the service readiness of primary health centers and identify 
differences between public and private providers, among geographical units, 
and other factors (Rajan et al. 2018). These efforts eventually informed the 
Indonesia—Supporting Primary Health Care Reform (I-SPHERE) lending op-
eration, which aimed to strengthen Indonesia’s primary health care service 
delivery. A similar pattern of diagnostics and ASA followed by lending is 
evident in social protection initiatives.

A similarly strategic sequence of engagement was evident in the area of 
nutrition, where the World Bank played a pivotal role in shaping policy 
and investment decisions. Building on early diagnostics that highlighted 
Indonesia’s high rates of child stunting and malnutrition, the World Bank 
supported a series of influential ASA—including the Public Expenditure 
Review for nutrition and the health sector review—that provided in-depth 
analysis of spending efficiency, institutional arrangements, and cross-
sectoral coordination. These efforts informed Indonesia’s National Strategy 
to Accelerate Stunting Prevention and underpinned subnational investment 
planning. Beyond national engagement, the World Bank also supported the 
government in leading the development of the ASEAN nutrition strategy, 
positioning Indonesia as a regional front-runner in addressing malnutrition.

Figure 4.3. �World Bank Human Capital–Related Commitments by Sector, 

FY13–23
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The World Bank’s sustained engagement, bolstered by ASA, built strong 
relationships with the government and eventually led to a large human 
capital–related portfolio (figures 4.3 and 4.4). The World Bank’s persistent 
engagement throughout the evaluation period—despite limited lending in 
the initial years—helped build trust with the government’s technical staff, 
many of whom later rose to positions of authority. The World Bank later 
leveraged those relationships to support its lending efforts. For example, it 
used its long-standing analytical work in nutrition to build a strong case for 
a multisectoral approach to investments. In interviews, government officials 
expressed appreciation for this sustained engagement. 

Human capital–related projects relevantly targeted lagging regions 
and vulnerable populations. The evaluation found that many human 
capital projects were geolocated in provinces with high poverty rates 
(figure 4.5). The World Bank project to strengthen primary health care, 
I-SPHERE, prioritized three provinces—Maluku, Papua, and Nusa Tenggara 
Timur—that had the lowest outpatient and inpatient use rates in the 
country in 2015 (World Bank 2017a).1 Similarly, the population and civil 
registration component of the ID for Inclusive Service Delivery and Digital 
Transformation in Indonesia project targeted high-poverty provinces, 
including Maluku, Papua, Papua Barat, and Nusa Tenggara Timur. Several 
World Bank diagnostics and analytics identified these regions as lagging, 
which motivated the World Bank’s geographical focus (Rajan et al. 2018; 
World Bank 2015b). The human capital portfolio also had a strong gender 
focus, with Investing in Nutrition and Early Years focusing on mothers and 
empowering women using community-driven development approaches. 
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The World Bank supported the strengthening of the country’s social pro-
tection and health systems during the COVID-19 pandemic. In social 
protection, the World Bank supported the PKH program’s vertical expansion, 
which increased benefits from Rp 150,000 to Rp 200,000 per month, pro-
viding short-term relief from the impact of COVID-19 on poor people and 
vulnerable groups. In addition, the World Bank’s COVID-19 project equipped 
the Ministry of Health’s COVID-19 referral facilities, improving intensive 
care capacity, the laboratory network and surveillance system, protocols to 
ensure quality care, and access to personal protective equipment, all with 
the broader goal of enhancing national public health preparedness (World 
Bank 2020f, 2020g). The World Bank and the Australian government also 
established Indonesia’s COVID-19 Observatory, which provided near-real-
time insights on the pandemic’s impact, enabling policy makers to identify 
response gaps and redirect efforts to underserved areas (World Bank 2020a). 
Moreover, the World Bank helped the Ministry of Social Affairs enhance its 
delivery system for shock-response. This support facilitated the horizontal 
expansion of Indonesia’s social registry, Data Terpadu Kesejahteraan Sosial, 
to new beneficiaries (World Bank 2020e).

Gaps and missed opportunities emerged in the education sector during the 
pandemic. Schools remained closed for approximately 19 months during 
the COVID-19 pandemic, resulting in a learning loss equivalent to 0.9–1.2 
years of learning-adjusted schooling per primary student and a decline of 
25–35 points in Programme for International Student Assessment reading 
scores (Afkar and Yarrow 2021; Yarrow et al. 2020). As part of the Australia–
World Bank Indonesia Partnership, the World Bank developed analytical 
work proposing measures for learning recovery (Bodrogini 2022b), contin-
ued EdTech services (Bodrogini 2022a), and improvements in psychological 
well-being (Bodrogini 2022c). The World Bank also updated its learning 
loss estimates in 2024 and identified the drivers of learning loss (Hata et al. 
2024). Yet, these efforts did not lead to greater engagement with the Ministry 
of Education. Instead, other development partners—such as the Australian 
government’s Department of Foreign Affairs and Trade through the 
Innovation for Indonesia’s School Children (INOVASI) program—took the 
lead on supporting the ministry’s ambitious reforms, including the Merdeka 
Belajar agenda, which expanded school autonomy, revised the curriculum, 
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and promoted competency-based assessments and teacher development 
(INOVASI 2020; World Bank 2023c).

Figure 4.5. �Concentration of Human Capital–Related Projects Across 

Indonesia by Province, FY13–23

Human capital-related projects 
per province, 2017–23 (no.)

7
6
5
4

Share of population living in 
extreme poverty, 2010 (%)

2.0–15.9
16.0–29.2
29.3–50.3

Nussa Tengara Timur

Papua Barat

Papua
Maluku

Sources: Global Subnational Poverty Atlas; IPUMS International for Indonesia’s 2011 administrative 
boundary; World Bank Group data (2024) for extreme poverty distribution proxy. 

Note: We used the share of the population living in households with consumption or income per person 
below the US$2.15 poverty line at 2017 international prices, as a proxy for extreme poverty. Provinces 
were grouped into relatively high-, medium-, and low-need categories by quantile with a mean at 
18 percent. This map has been cleared by the World Bank Group cartography unit.

The World Bank’s FY22 Indonesia Human Capital DPL linked human capital 
outcomes with PFM reforms. Prior actions included clearer institutional 
mandates for stunting and tuberculosis programs and policies establishing sin 
taxes and unemployment insurance,2 including provisions for disaster-related 
shocks. These actions were meant to safeguard human capital spending and 
make it more effective. The DPL built on the World Bank’s comprehensive 
engagement across human development sectors and unlocks policy 
bottlenecks. For example, the DPL reforms introduced an unemployment 
insurance program (Jaminan Kehilangan Pekerjaan) to improve unemployment 
protection and tobacco control measures to tackle Indonesia’s high smoking 
rates and the associated rise in noncommunicable diseases.

The World Bank relied increasingly on PforR projects, which are valued for 
their flexibility and other design advantages. PforR projects were a pre-
ferred choice for both the government and the World Bank for both regular 
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and emergency programs (figure 4.6). First, these projects circumvented the 
minimum sectoral spending requirements by channeling funds through the 
Ministry of Finance rather than line ministries. Tying intergovernmental 
transfers to achievement incentivized line ministries to meet outcomes and 
promoted vertical alignment, from national to local levels, and horizontal 
coordination across line ministries. Fifty-two of the human development–
related PforR projects’ 143 disbursement-linked indicators (DLIs) promoted 
vertical coordination, 26 promoted horizontal coordination, and 47 promot-
ed improved local capacity, mostly at the district and village levels. Second, 
they appeared to have supported outcome orientation, with 55 out of the 
143 DLIs measuring outcomes. Most of these DLIs focused on intermediate 
outcomes that are essential for program implementation (for example, the 
number of community health centers in priority districts meeting minimum 
service-readiness standards for maternal, newborn, child, and adolescent 
health and nutrition). Some, however, also focused on higher-level results, 
such as the number of districts demonstrating strong performance in reduc-
ing stunting. Third, DLIs were designed to address regional inequality, with 
43 of them having a regional focus, primarily on Eastern Indonesia and other 
lagging regions. 

IPF projects complemented PforR projects that required closer oversight 
and capacity-building support. For example, the 2018 Investing in Nutrition 
and Early Years PforR included a complementary IPF to build the capacity of 
implementing ministries to deliver training and set up monitoring systems. 
Similarly, the IPF attached to the national health insurance PforR enhanced 
the JKN PforR secretariat’s technical expertise and implementation. The 
World Bank also deployed stand-alone IPF projects where a more targeted 
focus on capacity development was needed. For example, all engagements 
with the Ministry of Religious Affairs were implemented through IPF proj-
ects, given the ministry’s need for institutional strengthening. The World 
Bank chose IPF to finance the 2023 national ID systems project because 
the complex and high-risk nature of information technology procurement 
required close World Bank oversight. 
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Figure 4.6. Total Commitment by Instrument Type, FY13–23
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Source: Independent Evaluation Group.

Note: DPF = development policy financing; IPF = investment project financing; PforR = Program-for-
Results.

Effectiveness of World Bank Engagement in 
Support of Human Capital 

The World Bank’s support to the nutrition agenda in Indonesia contributed 
to reduced stunting. At the beginning of the evaluation period, the country 
struggled with alarmingly high rates of stunting: the National Health Survey 
(Riset Kesehatan Dasar) indicated that 37 percent of Indonesian children 
younger than five years of age were stunted in 2013, much higher than in 
other countries in the region (Rokx et al. 2018; World Bank Group 2025). 
Stunting affected all regions and all income groups, but Eastern Indonesia 
had higher rates, and 49 percent of stunted children belonged to the poor-
est 40 percent of households (Skoufias et al. 2017). To support Indonesia 
on this issue, the World Bank proposed a convergence model that involved 
a multisectoral, cross-government, community-based response (box 4.2). 
This approach built on global and national initiatives, including the Scaling 
Up Nutrition platform launched in 2010, which brought together more than 
100 partners and nearly 3,000 community service organizations. The World 
Bank also leveraged its analytical work to inform government institutions 
involved in both nutrition-specific and nutrition-sensitive interventions. 
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Subsequently, prevalence of stunting declined to less than 22 percent in 
2022, with a notable drop after 2018 (figure 4.7). An impact evaluation con-
ducted by the World Bank’s Development Economics Vice Presidency found 
that Indonesia’s Stranas program, supported by the World Bank, reduced 
stunting by between 3 and 4 percentage points after two years and by be-
tween 8 and 10 percentage points after three years. The program’s impact 
was particularly pronounced in the Java–Bali region, where stunting de-
clined by 12 percentage points after just two years of the program. 

Figure 4.7. Prevalence of Stunting in Children, 2007–24
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Note: Children are younger than five years of age; height-for-age z-score is <−2. UNICEF = United 
Nations Children’s Fund; WHO = World Health Organization.
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Box 4.2. �The Convergence Model of Investing in Nutrition and  

Early Years

Building on the initiative of the World Bank, the Indonesian government adopted the 

convergence model (figure B4.2.1) of investing in nutrition. In 2017, the World Bank 

facilitated a South-South exchange where Indonesian officials visited Peru to learn 

about that country’s successful World Bank–supported stunting program (Marini et al. 

2017). Participants applied several relevant lessons from that tour to the 2018 Stranas 

Stunting program, the country’s flagship Investing in Nutrition and Early Years initiative. 

The World Bank’s Investing in Nutrition and Early Years engagement included several 

approaches that contributed to success. First, it prioritized strong leadership, gain-

ing high-level political support from the vice president’s office and the government’s 

anti-poverty team. The Human Capital Development Policy Loan defined institutional 

mandates, and the Program-for-Results disbursement-linked indicators strength-

ened intersectoral accountability. Second, the World Bank applied horizontal and 

vertical convergence by engaging all sectors—including health; water, sanitation, and 

hygiene; education; agriculture; and social protection—and all levels of government 

(World Bank 2024c). Third, it engaged local communities with tools such as the Village 

Convergence Scorecard and Length Mats for stunting to raise awareness and drive 

behavior change. Fourth, it promoted collaboration between the Social Development 

and the Health, Nutrition, and Population Global Practices to ensure technical rigor and 

a community-grounded design. The Stranas program encapsulated this convergence 

approach by integrating 21 nutrition-specific and 12 nutrition-sensitive interventions 

into a coordinated service package.

(continued)
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Figure B4.2.1. The World Bank’s Engagement on Nutrition, FY13–23

National 
nutrition 
strategy
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IPF

National 
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Convergence of 
nutrition-specific 

and -sensitive 
programs

Behavior change
ASA Lending

Peer-to-peer 
learning: Peru
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Food security

Reduced 
stunting

Source: Independent Evaluation Group.

Note: ASA = advisory services and analytics; DPL = development policy loan; INEY = Investing in Nutrition and 
Early Years; IPF = investment project financing; M&E = monitoring and evaluation; PforR = Program-for-Results.

Sources: Independent Evaluation Group; Marini et al. 2017; World Bank 2024c.

The World Bank’s support for primary health care reform and JKN helped 
improve health care quality and accessibility. The World Bank’s I-SPHERE 
project, approved in 2018, addressed regional disparities by reinforcing 
national standards and introducing a quality assurance and accreditation 
system to strengthen the performance of local governments and facilities. 
As a result, more than 90 percent of community health centers (puskesmas) 
in Eastern Indonesia were fully accredited in 2024, up from 30 percent in 
2018 (World Bank n.d.). Complementing these efforts, the World Bank’s JKN 
Reforms and Results Program, approved in 2021, supported Indonesia’s 
national public health insurance agency, the BPJS Kesehatan, to expand the 
national health insurance scheme to 98 percent of the population (Jakarta 
Globe 2024). The increased coverage led to higher outpatient use (figure 4.8), 
and the percentage of women delivering in health facilities rose from 46 per-
cent in 2007 to 74 percent in 2017 (BKKBN et al. 2018). 

Box 4.2. �The Convergence Model of Investing in Nutrition and  

Early Years (cont.)
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Strategic partnerships and trust funds contributed to the success of the World 
Bank’s health portfolio in Indonesia. A range of partners contributed across 
programs, from bilateral development partners cofinancing initiatives to 
development partners offering technical assistance. The Australia–World Bank 
Indonesia Partnership has been particularly impactful, with human develop-
ment as a core focus. Australia’s recent independent Mid-Term Review of the 
Australia–World Bank Indonesia Partnership reaffirmed its relevance, effec-
tiveness, and sustainability across lending, analytics, and technical assistance 
(Olliver et al. 2023). The World Bank’s partnership with the Global Fund 
included a buy-down mechanism that reduced Indonesia’s debt obligations, 
enabling lending for tuberculosis. Trust funds further supported knowledge 
sharing and technical inputs. For example, the Global Financing Facility fund-
ed technical assistance under the nutrition PforR’s IPF component.

Figure 4.8. Use of the National Health Insurance Program (JKN), 2014–24
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Source: Independent Evaluation Group, based on BPJS Kesehatan annual reports (2014−24).

Note: For primary care visits, the evaluation estimated the values for 2023 and 2024. The estimate was 
calculated based on the relative increase of primary care visits (for both preventative and curative mea-
sures) of +17.3 percent (2023) and +10.6 percent (2024).

The World Bank’s Indonesia Social Assistance Reform Program enhanced 
the effectiveness of Indonesia’s conditional cash transfer program (PKH). 
The World Bank’s program contributed to a 1.6-fold expansion in beneficiary 
families, increasing coverage from 6 million to 10 million. It also enabled a 
shift toward cashless payments, thereby improving PKH’s efficiency, trans-
parency, and accountability. The reform program was underpinned by robust 
technical assistance, including the Social Assistance Reform Technical 
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Assistance (2009–16) and the Indonesia Social Assistance Strengthening 
Technical Assistance from 2019 onward. Studies highlight PKH’s success-
es in reducing stunting and increasing health services use and education 
participation (Cahyadi et al. 2020). A 2020 study showed that PKH graduate 
families had higher education levels, more types of assets, better housing, 
and more nonagriculture work compared with pregraduate beneficiaries 
(Syamsulhakim and Khadijah 2021). 

The World Bank enabled the government to expand its social assistance 
during the pandemic. The World Bank’s additional financing of the Social 
Assistance Reform Program allowed the government to increase the PKH 
benefit amounts to cover 21 percent of the median monthly household con-
sumption of the poorest 10 percent of the population (Holmemo et al. 2020) 
and the disbursement frequency from quarterly to monthly. The expansion 
of social protection programs cushioned the pandemic’s impacts, especially 
for poor people and vulnerable (Indrawati et al. 2022). The evaluation did not 
uncover evidence of PKH’s impact on poverty, but poverty rates had returned 
to a single-digit level by September 2021, equivalent to moving nearly 
1.04 million people out of poverty (BPS-Statistics Indonesia 2022b). This 
finding suggests that Indonesia’s social assistance programs helped mitigate 
the pandemic’s poverty impacts.

While the World Bank played a significant role in advancing Indonesia’s 
social protection agenda, progress stalled in the postpandemic period. A 
leadership change at the Ministry of Social Affairs led to a sharp shift in the 
World Bank’s engagement, ultimately derailing the planned PforR opera-
tion. No disbursements were made after 2021 because of limited interest of 
the new minister. This disruption not only weakened collaboration with the 
World Bank and other development partners but also strained interminis-
terial coordination. The decision by the Ministry of Social Affairs to restrict 
access to the social registry and delay registry updates further impeded 
progress on system strengthening (interviews with client counterparts; 
Hadiwidjaja et al. 2022).
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1

1  Based on SUSENAS (Indonesian National Socioeconomic Survey) 2015. The recall period for 

using outpatient services was the last 30 days; the recall period for using inpatient services 

was 12 months (BPS-Statistics Indonesia 2016).

2  Based on the mutual obligation principle and provision of cash benefits, training, and jobs-

search assistance.
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5 | �The World Bank Group’s Support 
to Strengthening the Financial 
Sector

Highlights

The World Bank Group’s support was well aligned with Indonesia’s 
financial sector priorities, effectively contributing to strengthened 
financial stability, expanded inclusion, and groundwork being 
put in place for capital market and sustainable finance develop-
ment. However, alignment weakened during the FY16–20 Country 
Partnership Framework period, as the narrowed focus on access to 
finance stalled lending operations and weakened reform momentum.

Despite foundational reforms, progress on financial deepening and 
efficiency was constrained by the dominant role of state-owned 
enterprises, especially in areas such as banking competition and 
capital market diversification. Planned World Bank support for 
state-owned enterprise reform did not advance, constrained by 
political resistance to structural change. 

The engagement of the International Finance Corporation (IFC) 
was primarily concentrated in a small number of private market 
players—reflecting the limited space available in a market 
dominated by state-owned enterprises—which restricted its ability 
to influence systemic change.

IFC helped position Indonesia as a regional leader in sustainable 
finance and enabled the country’s first sustainable finance road 
map; mandatory environmental, social, and governance disclo-
sures; and a national green taxonomy. Progress was enabled by the 
effective integration of IFC’s technical work with World Bank pol-
icy operations, strategic use of trust fund resources, and regional 
knowledge-sharing platforms.
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Collaboration between the World Bank and IFC at times relied on indi-
vidual staff initiatives rather than institutional mechanisms, limiting the 
systematic use of each institution’s comparative advantages.
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Government Priorities and Challenges 

Indonesia’s financial sector priorities during the evaluation period focused on 
building a more stable, modern, and inclusive system under a broader reform 
agenda led by the Financial Services Authority (Otoritas Jasa Keuangan; OJK). 
This agenda was articulated through the Financial Sector Master Plan (2021–
25), which outlined a comprehensive framework for financial system stability, 
innovation, governance, and inclusion. Complementary strategic initiatives 
included the National Strategy for Financial Market Deepening issued in 2018 
and the updated National Strategy for Financial Inclusion that launched in 
December 2020. These strategies aimed to widen access to financial services, 
reduce reliance on traditional bank lending, expand the investor base, and 
strengthen the enabling environment for developing capital markets. The 
government also promoted digital financial services, including agent bank-
ing and fintech innovation, to reach MSMEs and underserved populations. 
Concurrently, the Financial Sector Omnibus Law (FSOL),1 introduced as part of 
the government’s COVID-19 recovery strategy, addressed long-standing legal 
and regulatory weaknesses by enhancing supervisory coordination, reinforcing 
financial sector governance, clarifying institutional mandates, and enabling 
more effective crisis management mechanisms.

Indonesia’s financial sector has long-standing challenges rooted in insti-
tutional, regulatory, and market-level constraints. The persistently low 
credit-to-GDP ratio reflects a constrained financial intermediation system, 
largely caused by the dominance of state-owned banks, which crowd out 
private sector participation and reduce competition (box 5.1). This limited 
competition, combined with operational inefficiencies and underdeveloped 
financial infrastructure (including payment systems, credit information, and 
risk management frameworks), discourages savings and investment, lead-
ing to high intermediation costs. Nonbank financial institutions have not 
expanded in line with the economy because of weak regulatory incentives, 
shallow investor bases, and limited product offerings, all of which restrict 
long-term domestic financing.
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Box 5.1. Role of State-Owned Enterprises in Indonesia’s Financial Sector

The government of Indonesia plays a dominant role in the financial sector through an 

extensive network of state-owned financial institutions. As of September 2023, there 

were 1,232 fully or partially state-owned financial institutions. These institutions col-

lectively held assets of Rp 9,333 trillion, equivalent to nearly 45 percent of the GDP. 

State-owned banks (SOBs) alone account for more than half of state-owned financial 

assets and dominate the banking sector, comprising four of the five largest banks. They 

hold 42 percent of banking assets, far surpassing the largest private bank, Bank Central 

Asia, which holds just 12 percent of banking assets. Despite being publicly listed, SOBs 

are majority owned by the state (average 56 percent), and their strategic direction is 

heavily influenced by the Ministry of State-Owned Enterprises, which sets performance 

targets and approves strategic plans. These institutions are central to implementing 

government-subsidized credit programs—such as the People’s Business Credit (Kredit 

Usaha Rakyat; KUR)a for micro, small, and medium enterprises (MSMEs) and Housing 

Financing Liquidity Facility (Fasilitas Likuiditas Pembiayaan Perumahan) for low-income 

homebuyersb—which are formally open to all banks but are largely channeled through 

SOBs. Regional development banks tend to finance local governments.

The MSMEs segment is particularly reliant on state-backed support. KUR, launched 

in 2007, has become one of the world’s largest public credit guarantee programs for 

MSMEs.c While technically open to all banks, Bank Rakyat Indonesia alone accounted 

for approximately 70 percent of KUR disbursements in 2022 and more than 60 percent 

in 2023. Bank Rakyat Indonesia’s extensive branch network has made it the dominant 

player in this segment. However, despite expanding credit access for underserved 

MSMEs, KUR has not successfully transitioned borrowers to commercial lending. 

Uniform pricing, partial guarantees, and limited risk-based differentiation reduce 

incentives for lenders to compete or innovate—reinforcing Bank Rakyat Indonesia’s 

dominance and constraining broader financial sector development.

This dominant state presence creates structural distortions that constrain financial 

deepening and reduce the range of investable opportunities and partners available 

to the International Finance Corporation. SOBs benefit from large, stable deposits 

from government-linked entities, reducing their need to pursue market-based 

funding or adopt more dynamic business models. Institutional investors such as BPJS 

(continued)



6
6

	
T

he
 W

o
rl

d
 B

an
k 

G
ro

u
p

 in
 In

d
o

ne
si

a,
 F

is
ca

l Y
e

ar
s 

20
13

–2
3 

 
C

ha
p

te
r 5

Kesehatan, Indonesia’s social security agency for health, face regulatory restrictions—

such as “cut loss” rules that prohibit selling assets below purchase price—leading 

to an overconcentration in fixed-income securities, particularly government bonds. 

These constraints suppress portfolio diversification and capital market development. 

Moreover, most infrastructure loans come from SOBs and state-owned enterprises, 

with lending decisions based on the borrower’s balance sheets rather than the 

project’s ability to generate income. This government-to-government financing model 

limits the development of limited-recourse lending structures, discourages private 

participation, and reinforces spending inefficiencies—ultimately constraining the 

development of a more inclusive, innovative, and competitive financial system.

Sources: IMF 2024b; Independent Evaluation Group. 
a. KUR is the government of Indonesia’s flagship public program to enhance access to finance for 
MSMEs, particularly in rural and underserved areas. 
b. Housing Financing Liquidity Facility is a government-subsidized mortgage scheme aimed at im-
proving access to affordable housing for low-income households by offering lower interest rates and 
longer loan tenures through participating banks. 
c. As of 2023, KUR had disbursed more than Rp 1,565 trillion (approximately US$100 million) through 
more than 50 million loans to small businesses. In 2023 alone, the program distributed Rp 260.26 tril-
lion to 4.64 million borrowers.

Relevance of the World Bank Group’s Support to 
Strengthening the Financial Sector 

The World Bank’s support early in the evaluation period was relevant and re-
sponsive, aligning with government priorities and evolving sector constraints. 
During the FY13–15 CPS period, the World Bank focused on reinforcing finan-
cial stability—a government priority since the Asian financial crisis—through 
two stand-alone Financial Sector Reform and Modernization (FIRM) DPLs, 
from 2012 to 2015, totaling $600 million. These operations complemented the 
$2 billion Program for Economic Resilience, Investment, and Social Assistance 
in Indonesia DPL with deferred drawdown option, from 2012 to 2015, which 
improved Indonesia’s crisis preparedness after the global financial crisis. 
The program supported short-term resilience measures, whereas the FIRM 
DPLs supported deeper, medium-term reforms aligned with the 2010 World 
Bank–IMF Financial Sector Assessment Program (FSAP) recommendations 

Box 5.1. �Role of State-Owned Enterprises in Indonesia’s Financial Sector 

(cont.)
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for Indonesia. FIRM reforms included establishing OJK in 2012, transferring 
supervisory responsibilities from World Bank Indonesia and the Ministry 
of Finance to OJK, and creating the interagency Financial System Stability 
Coordination Forum (Komite Stabilitas Sistem Keuangan). These reforms laid 
the institutional foundation for integrated supervision and enhanced crisis 
preparedness. In addition, the FIRM DPLs and technical assistance contrib-
uted to developing Indonesia’s first National Strategy for Financial Inclusion 
(2012)—a foundational step toward expanding financial access. 

While the World Bank’s relevance and alignment weakened during the 
FY16–20 CPF period, continued engagement with financial sector coun-
terparts helped maintain the foundation for renewed support. During this 
period, the CPF narrowed its financial sector development focus to a single 
support area—access to finance—despite persistent and well-documented 
structural challenges from shallow capital markets and low intermediation 
efficiency, as highlighted in the 2017 FSAP. The World Bank did not approve 
any new financial sector lending during this period. Instead, it relied on a 
large trust fund portfolio, which exceeded $33 million and resulted in more 
than 100 advisory activities with limited strategic cohesion (figure 5.1). This 
fragmentation reflected both shifting priorities and the significant internal 
Bank Group reorganization at the time, which affected the strategic focus 
and coherence of financial sector engagement.

Recognizing these limitations, the World Bank recalibrated its approach in 
2019. The World Bank restructured the Indonesia Financial Sector Technical 
Assistance (IFSTA) PASA to focus on three priority pillars—depth, efficiency, 
and resilience—creating a more cohesive platform to inform policy dia-
logue and deepen client engagement. This replaced the fragmented advisory 
portfolio from earlier in the evaluation period with a streamlined set of 27 
thematically aligned initiatives. This shift improved internal coherence, 
strengthened alignment with government priorities, and enhanced policy di-
alogue effectiveness. Interviews and program documents confirmed that the 
IFSTA PASA provided the analytical and technical foundation for launching 
the subsequent Financial Sector Reform DPL series.
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Figure 5.1. �Financial Sector International Bank for Reconstruction and 

Development Annual Lending Commitments and Number of 

Advisory Services and Analytics
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Note: FSOL = Financial Sector Omnibus Law; IBRD = International Bank for Reconstruction and 
Development; OJK = Financial Services Authority.

The FY21–25 CPF reinstated a financial sector objective with outcome-level 
indicators aligning with the government’s growing reform agenda. The World 
Bank’s IFSTA PASA informed the $2 billion Financial Sector Reform DPL 
series, which was launched in 2020. The DPL series closely aligned with the 
government’s FSOL reform agenda, demonstrating the World Bank’s capacity 
to rapidly scale up support when government reform momentum was strong. 
Each DPL in the series included prior actions mapped to FSOL provisions, 
whereas IFSTA supported capital market deepening, pension reform, 
payment systems, and insolvency frameworks—key bottlenecks identified in 
the 2017 FSAP and subsequent Country Economic Memorandums.

After 2019, the World Bank applied a more effective sequencing of support 
and a strategic mix of advisory services and lending instruments. Most Bank 
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Group engagement during this period was channeled through DPLs, in line 
with strong government demand for policy reforms. The earlier focus on 
financial stability provided the foundation for subsequent, more complex 
reforms that aimed to deepen, diversify, and modernize the financial sec-
tor—an evolution that reflected a logical progression in reform ambition. A 
restructured and thematically aligned IFSTA PASA enhanced the coherence 
and traction of the World Bank’s technical assistance, allowing it to better 
inform the DPL series and respond to emerging policy needs. In parallel, the 
World Bank leveraged analytical work to shape policy dialogue on politically 
sensitive issues, such as banking competition and SOE dominance, while IFC 
mobilized investments and advisory services to reinforce efforts in finan-
cial inclusion and capital market development. The World Bank also made 
selective use of IPF to address specific financing gaps, including support for 
infrastructure financing and disaster risk finance facilities.

IFC’s financial sector support aligned with the country’s priorities for fi-
nancial deepening but was highly skewed toward a few large clients, given 
the dominance of state-owned banks and the limited pool of investable 
opportunities. Between FY13 and FY23, IFC committed $2.3 billion to the 
sector—64 percent of IFC’s Financial Institutions Group net commitments 
in Indonesia—demonstrating the sector’s strategic importance. Seventy-two 
percent of investment volume supported small and medium enterprise and 
microfinance lending, primarily through commercial banks (65 percent of to-
tal commitments). IFC’s emphasis on MSME finance aligned with Indonesia’s 
development agenda and CPS and CPF objectives, but systemic challenges 
caused by the dominance of state-owned financial institutions and subsidy 
program market distortions restricted IFC’s ability to scale and diversify its 
support. As a result, more than 50 percent of IFC commitments were con-
centrated on a single client, Bank BTPN (now SMBC), and 76 percent on the 
top four clients. This concentration meant that IFC engaged with institu-
tions with the capacity to scale but had limited influence across Indonesia’s 
broader financial ecosystem. 

IFC pivoted toward sustainable finance later in the evaluation period—a 
space with stronger market incentives and fewer public-sector distortions. 
By the second half of the evaluation period, 35 percent of IFC’s advisory 
projects focused on green lending; environmental, social, and governance 
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risk management; and climate risk integration in banking operations. These 
efforts were reinforced by investments in green and social bonds, which align 
with Indonesia’s climate and inclusion goals. IFC’s work in sustainable finance 
also benefited from its integration with World Bank policy operations, which 
enhanced IFC’s influence in regulatory reforms—as noted in prior IEG eval-
uations (World Bank 2022b). Sustainable finance offered IFC greater traction 
because it lacked the SOE dominance seen in MSME and infrastructure lending 
and was shaped more by market forces than state direction.2

Effectiveness of the World Bank Group’s Support 
to Strengthening the Financial Sector

Financial Sector Resilience

The 2024 FSAP determined that Indonesia’s financial system was resilient 
to disruptions, supported by strong capital and liquidity buffers. Over the 
past decade, the country’s financial sector performance was stable, with 
key indicators such as the ratio of nonperforming loans showing sustained 
strength. The capital adequacy ratio has consistently exceeded the minimum 
regulatory requirement of 8 percent, averaging approximately 23 percent 
in recent years. Nonperforming loans have remained below 3 percent, even 
during global economic slowdowns, the COVID-19 pandemic, and domestic 
disruptions. Liquidity levels are also sound, with the ratio of liquid assets 
to noncore deposits at 123 percent and the ratio of liquid assets to third-
party funds at 28 percent, both well above regulatory thresholds. Debt 
levels among households, corporations, and the public remain low, further 
suggesting overall financial stability (IMF 2024a).

The IMF–World Bank FSAP framed the policy dialogue and provided a clear re-
form road map. The 2010 FSAP identified the country’s fragmented regulatory 
structure as an acute vulnerability, particularly its limited crisis management 
capacity and the risks that OJK’s formation would cause supervisory gaps and 
discontinuity. These findings informed the World Bank’s support, sharpening 
its focus on integrated supervision, systemic risk oversight, and improved 
interagency coordination. The FSAP’s technical rigor and credibility enabled 
the World Bank to align its operations with government-acknowledged priori-
ties, thereby increasing policy traction and stakeholder buy-in. The 2017 FSAP 
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confirmed that Indonesia had addressed many of the identified risks, partic-
ularly those tied to the institutional transition and supervisory capacity. By 
2024, the FSAP noted progress in systemic risk monitoring and institutional 
strengthening, validating the cumulative impact of reform efforts. Beyond di-
agnosis, the FSAP process helped sustain reform momentum across CPF cycles 
and political transitions.

The 2011 launch of OJK reflected the government’s strong reform commit-
ment, enabling the World Bank to effectively support this major institutional 
shift. The government established OJK in 2011 after over a decade of delib-
eration. This landmark decision—taken in the wake of the global financial 
crisis—reflected the government’s willingness to overhaul its financial 
supervisory framework despite substantial political and operational risks.3 
In response, the World Bank provided targeted policy support and technical 
assistance to operationalize the 2011 OJK law and mitigate these risks. This 
support included assistance in establishing the Financial System Stability 
Coordination Forum, strengthening OJK’s internal governance and human 
resources strategy, and ensuring supervisory continuity. The World Bank’s 
support also enhanced the crisis management framework by expanding 
the mandate of the Deposit Insurance Corporation (Lembaga Penjamin 
Simpanan; LPS). These interventions produced tangible results and were 
confirmed as highly valuable in interviews with OJK, Bank Indonesia, the 
Ministry of Finance, and LPS officials. The 2017 FSAP confirmed that OJK 
had successfully navigated its foundational phase, with World Bank–sup-
ported reforms helping reduce LPS deposit payout times from 90 days in 
2018 to just 7 days in 2024—fast by international standards and thereby 
contributing to greater public confidence in the banking system.

The World Bank strategically progressed from stabilizing the financial sec-
tor’s foundations to advancing deeper, more complex and sensitive reforms. 
The World Bank’s support began with the FIRM DPLs, which restructured 
the sector’s institutional foundation, and evolved into a programmatic series 
of Financial Sector Reform DPLs and complementary technical assistance. 
This progression was an intentional shift from financial stabilization to 
more sensitive and nuanced reforms, including crisis preparedness, res-
olution frameworks, and the supervision of financial conglomerates. For 
example, there was little government interest in increasing oversight of 
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financial conglomerates in the first DPL in the later series; however, the 
second operation successfully included prior actions on this topic, supported 
by technical assistance. These reforms included enhanced oversight (such 
as OJK Regulation 45/POJK.03/2020) and expanded legal protections for 
LPS and OJK, reinforcing their independence in decision-making and align-
ing with international standards, including the Basel Core Principles for 
Effective Banking Supervision and the Key Attributes for Effective Resolution 
Regimes (IMF 2024a). 

Financial Sector Deepening

As of today, Indonesia’s financial system remains small and highly concen-
trated in state-owned banks. As of December 2023, Indonesia’s private sector 
credit stood at 31.4 percent of the GDP, largely unchanged since 2010 and 
well below the East Asia and Pacific average of 124 percent. The 10 largest 
banks account for 66 percent of total bank assets, with four state-owned banks 
constituting 43 percent of those assets, while most of the other banks are 
small rural lenders. Nonbank financial institutions (including pension funds, 
investment funds, finance companies, and insurance providers) remain under-
developed. Meanwhile, MSMEs and women continue to be underserved (IMF 
2024a).4 Fintech lending has grown rapidly, yet it still represents only 2 per-
cent of the country’s financial sector assets as of 2023 (OJK 2024; figure 5.2).

The World Bank’s foundational policy and institutional support contribut-
ed to progress in Indonesia’s digital finance and fintech sectors. The World 
Bank’s FIRM DPLs and the Financial Sector DPL series, complemented by 
targeted technical assistance, helped design Indonesia’s National Strategy for 
Financial Inclusion and enact the National Payment Gateway and the QR Code 
Indonesian Standard, which improved payment interoperability and accessi-
bility. These reforms aligned with the government’s priorities and facilitated 
the expansion of digital financial services. IFC complemented this upstream 
engagement with strategic equity investments in fintech firms and extended 
finance to underserved segments such as women-led micro-retailers. These 
efforts, along with rising smartphone use and more prevalent digital tools in 
response to COVID-19, drove a sharp increase in digital payments and peer-
to-peer (P2P) lending, which grew more than fourfold to Rp 60 trillion by 2024. 
The growth in P2P lending illustrates fintech’s contribution to expanding 



Ind
e

p
e

nd
e

nt E
valu

atio
n G

ro
u

p
 

W
o

rld
 B

ank G
ro

up
 

 
 

 
73

financial access, but 65 percent of P2P lending remains consumer focused, and 
only 5.2 million of Indonesia’s 64 million MSMEs have accessed P2P loans, 
while 40 million lack access to finance (OJK 2024).

Figure 5.2. Share of Financial Sector Assets by Institution, 2024

Non-state-owned banks State-owned banks Insurance 
companies

Finance
compa-
nies
3.6%

Pension
funds 2.5%

Investment 
funds 3.5%

Infrastructure 
finance companies
0.9%

Guarantee 
institutions
0.3%

Venture 
capital companies
0.2%

44.6% 31.8%
12.6%

Source: IMF 2024a.

Regulatory fragmentation initially slowed the expansion of agent banking, but 
the World Bank’s support unlocked scale. Indonesia’s archipelagic geography 
makes traditional branch banking difficult, particularly in expanded access to 
remote and rural areas. Agent banking, by contrast, is when banks authorize 
local businesses, or agents, to act as service points, offering a viable alterna-
tive to branch banking in Indonesia. However, the government’s initial rollout 
of separate but parallel agent banking programs—OJK’s branchless banking 
(Laku Pandai) and Bank Indonesia’s digital finance service (Layanan Keuangan 
Digital)—was marred by inconsistent regulations and conflicting mandates, lead-
ing to operational inefficiencies and limited reach of these networks. The World 
Bank Financial Sector DPL and associated technical assistance addressed this 
challenge by harmonizing the Bank Indonesia and OJK agent programs, which, 
together with the complementary National Payment Gateway and QR Code 
Indonesian Standard reforms, catalyzed a dramatic increase in agent numbers—
from fewer than 50,000 in 2014 to more than 1.5 million by 2023. Stakeholder 
interviews credited the World Bank for fostering institutional coordination and 
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addressing policy bottlenecks, which enabled agent networks to expand access to 
underserved communities. 

Despite significant progress in access, the persistently low use of financial 
services revealed limitations in the World Bank’s approach to inclusion. Bank 
account ownership in Indonesia rose from 20 percent in 2011 to 51 percent 
in 2021 (Demirgüç-Kunt et al. 2022). However, nearly 40 percent of account 
holders made no digital transactions, and formal savings and borrowing 
remained low. Much of the new account uptake was driven by digital fi-
nance reforms and social assistance transfers rather than genuine financial 
engagement. Furthermore, strict registration requirements (such as bur-
densome registration and compliance for digital lenders), the inefficiency 
and fragmentation of microfinance institutions, limited outreach to remote 
areas, and the crowding out of private providers by state-backed microfi-
nance institutions further limited financial inclusion (World Bank 2023a). 
Bank Group staff and market stakeholders noted in interviews that a greater 
emphasis from the World Bank on increasing financial literacy and a more 
competitive financial ecosystem that enables the development of financial 
products that meet the demands of underserved market segments could have 
amplified use and financial participation.

IFC helped expand credit access in Indonesia, but market distortions and 
supply- and demand-side constraints limited its systemic impact. Over the 
past decade, IFC committed more than $500 million in loans, social bonds, 
and equity investments, including a $150 million investment in Bank BTPN 
in 2018 that launched Indonesia’s first private sector social bond. Technical 
assistance complemented these efforts. However, these initiatives remained 
small and did not catalyze broader market shifts. An IEG review of five 
major IFC-supported private banks found only marginal MSME portfolio 
growth, while the national MSME lending share held steady at approxi-
mately 19 percent despite a sharp increase in the number of accounts. A key 
supply-side constraint was the government’s subsidized People’s Business 
Credit (Kredit Usaha Rakyat; KUR) program, which channeled loans through 
large state-owned banks, crowding out private lenders and limiting innova-
tion. IFC’s 2019 Completion Report on its $2 million Microfinance Advisory 
Project (2013−19), which aimed to build institutional capacity and expand 
microfinance outreach, rated it mostly unsuccessful, citing the KUR’s rapid 
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expansion as a major constraint—particularly in the microfinance segment, 
where subsidized lending reduced private sector participation or the down-
scaling of operations. At the same time, demand-side issues, including a 
limited pipeline of bankable projects—exacerbated by large domestic li-
quidity that reduced the competitiveness of IFC’s local currency financing 
products—and low financial literacy, constrained the effectiveness of IFC’s 
market-based financing solutions.

The World Bank contributed meaningfully to capital market development and 
regulatory modernization. Since 2015, the World Bank has provided a com-
bination of technical assistance and policy lending to Bank Indonesia, the 
Ministry of Finance, and OJK to lay the groundwork for market infrastructure 
reforms, such as enhanced frameworks for currency and interest rate swaps, 
the launch of the domestic nondeliverable forward market to manage ex-
change rate risks, and regulatory changes that deepened the government’s 
securities repurchase agreement market. These efforts bolstered market 
confidence and improved access to hedging tools. By 2022, daily domestic 
nondeliverable forward transactions exceeded $1 billion. The Financial Sector 
DPL series and advisory support under the IFSTA PASA helped shape the 
capital markets law and the pension and insurance law, both enacted under 
the 2023 FSOL. These new laws strengthened the legal foundation for capital 
markets, insurance, and pension sector modernization. 

FSOL reform momentum stalled as key regulations lagged, and the World 
Bank exited before implementation took hold. FSOL expanded OJK’s man-
date and laid the groundwork for innovative collective investment products 
and derivative markets, but delays in issuing critical regulations stymied im-
plementation. These delays stemmed from the Ministry of Law and Human 
Rights’ extensive prioritization process and the timing of the legislative 
changes, which occurred in 2024 after the World Bank’s Financial Sector DPL 
series concluded.5 The DPL series was intentionally designed to end before 
the 2024 government transition, but this timing limited the World Bank’s 
engagement during the implementation phase. The DPL was approved on 
the basis that other development partners would provide follow-on sup-
port, but this arrangement proved ineffective, as the regulations needed for 
implementation remain pending. The 2024 FSAP highlighted that there were 
structural weaknesses after FSOL’s enactment, emphasizing the need for 
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continued reforms and the timely issuance of well-designed regulations to 
fully implement the law.

IFC helped catalyze sustainable finance in Indonesia, effectively comple-
menting the World Bank’s policy engagement under the Financial Sector 
DPL series. IFC launched an environmental and social risk management 
advisory services program in 2013 in response to the growing environmental 
and social risks facing Indonesia’s banks—particularly in high-impact sec-
tors such as palm oil, forestry, and extractives. The program helped establish 
a regulatory foundation by supporting OJK in developing Indonesia’s first 
sustainable finance road map, a national green taxonomy, and mandatory 
sustainability reporting regulations. It also built the capacity of financial 
institutions and elevated OJK’s international standing through leadership 
in the Sustainable Banking and Finance Network. These efforts contributed 
to a measurable increase in sustainable finance activity: by 2020, green and 
sustainable financing grew to Rp 913.15 trillion, sustainability reporting 
between 2019 and 2021 reached full compliance, and 83 percent of finan-
cial institutions met full reporting standards (IFC and OJK 2021). These 
reforms were included as prior actions in the DPL series, along with an 
evidence-based design, strong regional partnerships, and the strategic use 
of global platforms. However, high perceived risks, weak financing models, 
insufficient performance data, and a limited pipeline of bankable green proj-
ects continued to constrain private sector participation and the development 
of a deeper sustainable finance market.

The Bank Group helped establish infrastructure financing institutions in 
Indonesia, but their limited scale has constrained their ability to signifi-
cantly address the country’s growing infrastructure needs. The World Bank 
helped establish the Indonesia Infrastructure Finance (IIF) and the Indonesia 
Infrastructure Guarantee Fund (IIGF) to attract private investment and im-
prove infrastructure project bankability.6 It also brought in strategic partners, 
including IFC and the Asian Development Bank, as shareholders in IIF and 
the government of Singapore as a technical assistance provider for IIGF. From 
2009 to 2024, the World Bank supported IIF through a $300 million IPF op-
eration, while IFC provided $105 million in equity investments. However, IIF 
became profitable only in 2017. IIF’s limited capital base and competition from 
large state-owned banks constrained its ability to scale up, while its modest 
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profitability and below-expectation returns on equity have created challenges 
to attracting additional private capital and respond to Indonesia’s expanding 
infrastructure financing needs (box 5.2). Similarly, the World Bank’s $30 mil-
lion IPF project for IIGF (2012–18) contributed to IIGF exceeding its project 
appraisal targets (World Bank 2019b). Still, despite revenue growth, IIGF’s net 
profits and return on equity remain below 5.5 percent, and its capital base is 
still small relative to Indonesia’s growing public-private partnership financing 
needs. Government officials indicated that further public capital injections 
may be necessary to sustain IIGF’s operations.

Box 5.2. Indonesia Infrastructure Finance Facility

Indonesia Infrastructure Finance (IIF) was established in 2010 with support from the 

World Bank, the International Finance Corporation (IFC), and the Asian Development 

Bank. IIF’s initial capitalization was approximately US$250 million, and it was created to 

mobilize private investment in infrastructure through financing solutions. The govern-

ment of Indonesia, through its state-owned infrastructure financing company, holds a 

30 percent stake, while IFC and the Asian Development Bank each hold 20 percent. 

IIF operates in a market dominated by large state-owned banks and infrastructure 

financiers (such as the state-owned infrastructure financing company), which bene-

fit from greater capital, broader mandates, and preferential access to public projects. 

This competitive landscape, coupled with a shallow project pipeline, constrained IIF’s 

early growth. Moreover, the requirement to comply with IFC’s environmental and social 

safeguards, among other factors, initially slowed deal flows in early years as IIF needed 

time to progressively build internal capacity to meet those requirements. Interviews and 

project documents confirmed that IIF faced dual challenges—market competition and 

complex stakeholder expectations—that explained IIF’s gradual development trajectory. 

With sustained Bank Group support, including World Bank loans and IFC equity and 

advisory engagement, IIF strengthened its project screening, procurement, and envi-

ronmental and social systems and became profitable in 2017. It has since developed 

expertise in environmental and social due diligence, though progress remains ongo-

ing. By 2024, IIF had supported more than 60 subprojects, with commitments totaling 

US$1.2 billion (including US$215.8 million under a World Bank loan) across sectors 

such as transport, energy, telecommunications, and water. 

(continued)
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However, relative to the scale of infrastructure financing needs in Indonesia, IIF 

remains a relatively small player. Its limited size (US$480 million capital base) 

constrains its ability to underwrite large-scale projects or take on significant risks. 

Marginal profitability and a modest return on equity have further limited its appeal to 

private investors. As a result, IIF has struggled to attract new shareholders or move 

forward with plans for an initial public offering. IIF’s relatively small capital, compared 

with those of large infrastructure projects, constrained by single-borrower project 

curtailed its capacity to mobilize institutional capital through credit enhancements 

or risk-sharing instruments. Consequently, IIF remains heavily reliant on public and 

development partner support to sustain its operations and expand its pipeline.

Sources: ADB 2019; Independent Evaluation Group.

The World Bank’s progress in enhancing financial sector efficiency was 
constrained by political resistance to SOE reforms (box 5.3). While the 
World Bank contributed to foundational improvements such as strength-
ening insolvency and creditor rights, bolstering consumer data protection, 
and modernizing payment systems, these efforts were insufficient to drive 
systemic efficiency gains because they failed to address distortions caused 
by the dominant role of SOEs in the banking sector. The World Bank dropped 
key reform initiatives—including a planned SOE reform DPL and a bank-
ing competition measure under the Financial Sector DPL series—because 
of limited government interest. Successive FSAPs and Country Economic 
Memorandums advocated for SOE reform. World Bank staff acknowledged in 
interviews that political resistance to SOE reforms was greater than antici-
pated. At the time of DPL negotiations, the World Bank’s engagement with 
the Ministry of State-Owned Enterprises and other key stakeholders was 
nascent and unable to move reforms forward, underscoring the importance 
of having sustained engagement with broader coalitions to advance reforms 
that challenge a state-dominated financial system.

Box 5.2. Indonesia Infrastructure Finance Facility (cont.)
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Box 5.3. Efficiency of the Financial Sector

The cost of financial services in Indonesia remains high, indicating an inefficient finan-

cial sector. The country has maintained elevated net interest margins (NIMs), meaning 

banks earn a lot more in interest from borrowers than they pay to depositors. Between 

2010 and 2015, NIMs averaged 4.6 percent, well above the global average of 2.9 per-

cent. By 2023, NIMs had declined slightly to between 4 and 4.5 percent, influenced 

by lower interest rates and the emergence of digital banks. High intermediation costs 

(the costs of delivering credit) persist across all types of banks in Indonesia, includ-

ing state-owned banks, even after adjusting for the size and risk profile of their loan 

portfolios. Additionally, returns on assets and equity in Indonesia exceed peer averag-

es despite high cost-to-income ratios and capitalization levels (see figure 5.3). These, 

along with high NIMs, suggest that the limited market competition in Indonesia allows 

banks to mark up their prices on lending and other financial services, contributing to 

higher costs for borrowers and customers.

Sources: ADB 2019; Independent Evaluation Group; World Bank 2019a.

Figure 5.3. Average Returns on Bank Assets
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The Bank Group used analytics and policy dialogue to improve the govern-
ment’s MSME credit program, but late and complex reforms blunted the 
impact of these efforts. The World Bank’s analytical work on KUR helped 
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catalyze long-overdue reforms to enhance market competitiveness. KUR 
successfully expanded access to credit, but its design—characterized by 
subsidized interest rates and a strong reliance on state-owned banks—con-
strained competition and stifled innovation in MSME finance. In 2022, the 
World Bank drew on a nationally representative survey under the IFSTA 
PASA to advance policy dialogue and inform important regulatory changes 
in 2023. These changes included the phased reduction of subsidies for repeat 
borrowers and measures to encourage graduation to commercial lending. 
However, the timing of these reforms—15 years after KUR’s inception—
has limited their overall impact. Moreover, interviews with private sector 
stakeholders indicated that recent program changes, including new lending 
windows and borrower graduation requirements, have added operational 
complexity, slowed loan approvals, and risked introducing new barriers to 
MSME financing.

Coordination and Collaboration

Overall, Bank Group support to Indonesia’s financial sector demonstrated 
close collaboration with development partners. The World Bank maintained 
a strategic partnership with IMF, using joint diagnostics such as the FSAPs 
and regular Article IV Consultations to ensure consistent messaging on mac-
rofinancial stability and structural reform priorities. The Bank Group also 
collaborated with the Asian Development Bank to deepen financial markets 
and promote infrastructure financing, with the Asian Development Bank and 
IFC co-investing in IIF and other institutions. The IFSTA PASA, primarily 
funded by the Swiss and Australian governments, served as a platform for 
policy dialogue, analytics, and targeted capacity building. Alignment among 
development partners and Bank Group activities improved significantly after 
the analytical services were brought under the PASA umbrella. Interviews 
with development partners noted that this restructuring enabled more co-
herent and productive technical discussions with Indonesian counterparts.

The World Bank and IFC collaborated effectively in some areas but in others 
depended more on individuals than on institutional mechanisms. There were 
strong examples of joint IFC–World Bank work in capital markets, sustain-
able finance, and infrastructure financing achieving meaningful results. 
However, this collaboration was not systematically structured to capitalize 
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on each institution’s comparative advantages. Bank Group staff interviews 
indicated that high-level cooperation takes place during CPF and DPL prepa-
ration. For example, in sustainable finance, the World Bank assigned IFC a 
designated role in the Sustainable Finance DPL series reform area. However, 
operational-level coordination remained limited and was challenged both 
by internal governance gaps and client-facing sensitivities, including gov-
ernment preference for a single Bank Group voice, creating ambiguity 
about each institution’s contributions. While the collaboration to develop 
Indonesia’s capital markets was close, more interaction at the design stage—
particularly in relation to identifying policy reforms to facilitate private 
sector participation—with clear roles and responsibilities could have bet-
ter maximized institutional complementarities and strengthened the Bank 
Group’s potential impact (IFC 2021).7 

Internal reorganizations within IFC disrupted its advisory services, weak-
ened institutional memory, and affected internal alignment. The departure 
of most advisory services project leads during the evaluation period due 
to IFC’s reorganizations reduced continuity and consistency in delivery. 
Interviews and project documents suggested that frequent restructurings 
have limited the expansion of advisory services despite IFC investment 
clients’ growing demand, especially for MSME-related advisory services. 
Moreover, recent shifts in IFC’s business model, which now require link-
ing advisory services to investment operations, have constrained its ability 
to provide stand-alone advisory support. Such an approach may enhance 
financial sustainability, but it also reduces IFC’s flexibility and narrows op-
portunities for broader market development impact, especially for nascent or 
high-risk investments.
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1  FSOL integrated 17 institutional and sectoral laws for the financial sector and paves the way 

for financial deepening while strengthening financial efficiency and resilience. After almost 

two years of preparation, FSOL was approved by parliament on December 15, 2022, and rati-

fied by the president on January 12, 2023. 

2  Growing investor interest in environmental, social, and governance–aligned investments—

along with regulatory reforms such as OJK’s sustainable finance road map (launched in 2015) 

and the introduction of Indonesia’s green taxonomy in 2022—have opened space for private 

sector innovation and entry.

3  Before this change, Bank Indonesia regulated and supervised deposit-taking institutions, such 

as commercial banks and rural banks. The Ministry of Finance, through the Capital Markets and 

Financial Institutions Supervisory Board, regulated and supervised capital markets including 

issuers, intermediaries, mutual funds, exchanges, and clearing houses. The board also super-

vised multifinance companies, leasing companies, insurance, and pension funds. Under the new 

structure, OJK carries out both bank and nonbank regulation and supervision.

4  The 2023 Enterprise Survey for Indonesia reveals that only about 20 percent of firms have 

access to a bank loan or line of credit, trailing behind the East Asia and Pacific and global 

averages. As of 2021, 76 percent of Indonesian men had a bank or mobile money account, 

compared with 68 percent of women, according to the Global Findex (2021).

5  The Ministry of Law and Human Rights plays a central role in Indonesia’s regulatory pri-

oritization process. It is responsible for harmonizing and synchronizing draft regulations to 

ensure alignment with existing laws and higher-level regulations. Under Article 58 of Law No. 

13 of 2022, the ministry has the authority to review and, if necessary, reject or return draft 

regulations that conflict with national laws or established legal hierarchies. This process 

maintains legal coherence and prevents regulatory contradictions. However, the prioritization 

and harmonization procedures can be time-consuming, especially when multiple regulations 

require alignment or when there is a backlog of legislative initiatives. Such delays can impede 

the timely implementation of new laws, including the FSOL, as the necessary implementing 

regulations may be postponed pending thorough review and synchronization by the ministry.

6  IIGF was established by the government of Indonesia in 2009 as one of its special mission 

vehicles to promote infrastructure financing, thereby accelerating infrastructure development 

throughout the country. IIGF aims to address the political risk concerns of the private sector, 

as public-private partnerships in Indonesia were perceived as high-risk investments (World 

Bank 2019b).
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7  The World Bank and IFC’s 2017 Joint Capital Market Program enhanced the legal, regulato-

ry, and institutional framework and established at least five new capital market instruments, 

including green bonds, Komodo bonds, and infrastructure securitization. The program had 

a formal coordination structure for staff and management from both organizations, but 

program documents unveiled persistent coordination challenges. Lessons learned from the 

program show that IFC’s role was often limited to secondary agenda items largely defined by 

the World Bank, limiting IFC’s strategic contribution and sense of ownership over program 

activities.
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6 | �The World Bank Group’s Support 
for Resilient Urbanization 

Highlights

Urban resilience lending increased by 60 percent over the evalua-
tion period, aided by Swiss-supported trust funds and catalyzed by 
the 2018 earthquake and tsunami. World Bank Group lending and 
advisory work was relevant to national policies on water, transport, 
solid waste management, slum upgrading, and disaster risk. 

There was some success in enhancing local government capac-
ity, especially in the water sector. A performance-based platform 
drove capacity gains in local governments and water utilities, while 
broader urban planning and subnational infrastructure projects 
lagged because of weak subnational capacity. 

Reliance on investment projects limited addressing policy-level 
changes such as housing finance, tariffs, and purchasing power 
parity incentives, as well as supporting local government capacity 
under a multisectoral approach.

The World Bank’s emphasis on disaster-resilient building codes 
evolved meaningfully, moving from informal community checks to 
full compliance in later projects.

World Bank housing finance and infrastructure finance programs 
underperformed because they were crowded out by more at-
tractive, though less fiscally sound, government-subsidized 
alternatives.
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Government Priorities and Challenges

Indonesia’s rapid urbanization has created housing and service delivery 
challenges, while vulnerability to natural hazards in urban areas increased. 
The urban population grew from 132 million, or 52 percent of the popu-
lation, in 2013 to 164 million, or 59 percent of the population, by 2023, 
exceeding sustainable levels for urban housing and services. Twenty percent 
of the urban population lives in slums, which are characterized by substan-
dard housing, hazardous locations, and a lack of basic services and tenure 
security. About 110 million people in the 60 largest cities are exposed to 
floods, earthquakes, tsunamis, land subsidence, and volcanic eruptions. 
According to Indonesia’s city risk diagnostic, Indonesia’s urban areas, partic-
ularly slums, have poor spatial planning, haphazard construction, and weak 
building code enforcement, resulting in substandard buildings and increased 
disaster vulnerability (World Bank 2015a). The Bank Group’s policy note also 
highlighted weak local government capacity for risk-informed planning and 
limited community resilience (World Bank 2019d).

Indonesia’s RPJMN infrastructure goals included a 100–0–100 target: 
100 percent household access to water supply, zero slums, and 100 per-
cent household access to sanitation, while at the same time the country 
increasingly focused on advancing its disaster risk management policies. 
The RPJMN 2020–24 maintained the government’s emphasis on equity, 
infrastructure, and basic services while promoting low-carbon develop-
ment and climate and disaster resilience. The plan specifically called for 
developing mass transit systems in six large metropolitan areas (Jakarta, 
Surabaya, Medan, Bandung, Makassar, and Semarang). In 2008, the gov-
ernment established the National Agency for Disaster Management to 
coordinate DRM activities and local disaster management agencies in all 
34 provinces. Indonesia invested in hydrometeorological and geophysical 
networks and early-warning systems, becoming a regional provider for the 
Indian Ocean Tsunami Warning System. Furthermore, Indonesia updated its 
first Nationally Determined Contributions from 2016 in 2021 and submitted 
more ambitious second Nationally Determined Contributions in 2022. In 
October 2018, the Ministry of Finance introduced the National Disaster Risk 
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Financing and Insurance Strategy to mitigate the fiscal and economic im-
pacts of disasters and climate-related shocks. 

Relevance of the World Bank Group’s Support for 
Resilient Urbanization

World Bank urban development strategies evolved toward greater climate 
resilience based on diagnostic and analytical work that identified disaster re-
silience and related urban development challenges. The FY13–15 CPF urban 
priorities included infrastructure development through community-driven 
development and local PFM. The FY16–20 CPF continued infrastructure and 
local government support but expanded into risk-informed urban planning. 
The evolution toward climate resilience was made explicit in the FY20–25 
CPF, which focuses on climate resilience and environmental sustainability 
by promoting disaster risk resilience, solid waste management, and green 
urban mass transit. For example, the World Bank’s urban flagship study for 
Indonesia, Time to Act: Realizing Indonesia’s Urban Potential (World Bank 
2019e), highlighted the need to improve Indonesia’s subnational governance 
and finance system and reduce the number of high-disaster-risk cities from 
75 percent to 45 percent by 2045, as articulated under the government’s 30-
year disaster management master plan. 

The World Bank’s analysis informed policy-making and capacity building. 
The World Bank’s ASA support comprised 32 ASA products, amounting to 
$30.2 million. Based on a portfolio review, 59 percent of ASA products (19 
out of 32) informed or strengthened policy-making. Four programmatic 
advisory and technical assistance projects supported local capacity in spa-
tial planning, municipal finance, PFM, and strategic investment planning. 
ASA supported the medium- and long-term RPJMNs by including strate-
gies on transport, water sanitation, and slum development.1 The ASA also 
provided just-in-time technical assistance to the government on hous-
ing policy and finance reform.2 IFC provided advisory services on green 
building certification. The World Bank, via Global Facility for Disaster 
Reduction and Recovery funds, provided programmatic advisory work in 
the early 2010s to support Indonesia’s DRM capacity and policies, help-
ing mainstream disaster resilience in the 2015–19 RPJMN. Global Facility 
for Disaster Reduction and Recovery funds also supported the Indonesia 
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Scenario Assessment for Emergencies—an open-source risk assessment 
platform for local disaster preparedness.

The Bank Group provided $2.2 billion in lending for resilient urbanization 
and broadened its lending approach during the evaluation period to include 
disaster-resilient urban development. This lending comprised 12 IPF projects 
on urban planning, housing and infrastructure, and disaster recovery and 
management. Two of these projects supported spatial and investment plan-
ning for local governments. Seven projects supported various government 
programs on community-level infrastructure, slum alleviation, and afford-
able housing, as well as funding pilot projects in water, transport, and solid 
waste management. IFC invested in two green building projects.3 The World 
Bank’s lending portfolio also included two emergency projects in response to 
the 2018 earthquake in Central Sulawesi: the first focused on reconstruction 
and the second on disaster risk early warning and preparedness, particularly 
for earthquakes and tsunamis. The World Bank followed up these projects 
with an additional project to build flood risk resilience in selected cities. 
While earlier projects targeted infrastructure needs in specific cities and 
communities, often through community-driven development schemes, these 
projects did not include the management of multihazard risks. Projects that 
are now being implemented fill this gap by establishing umbrella programs 
on disaster risk management and early-warning systems and building capac-
ity for risk-informed planning.

Trust funds enabled increased urban development lending during the evalua-
tion period. The Indonesia Sustainable Urbanization MDTF, with support from 
the Swiss State Secretariat for Economic Affairs, has helped finance the gov-
ernment’s urban development and resilience efforts since 2016. This support 
included $15.6 million for the first (2016–23) and $8.1 million for the sec-
ond (2024–27) Indonesia Sustainable Urbanization MDTF. These trust funds 
supported the design of lending operations in disaster-resilient urban infra-
structure and future sector-specific umbrella programs. This support enabled 
the approval of 11 lending operations between FY17 and FY23 (figure 6.1).4 
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Figure 6.1. �Evolution of World Bank Advisory Services and Analytics and 

Lending Projects on Urban and Disaster Resilience, FY13–23
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Source: Independent Evaluation Group.

Note: ASA = advisory services and analytics.

The 2018 earthquake and tsunami increased government demand for World 
Bank lending for disaster recovery and resilience. The earthquake and other 
disasters during the same year strained government resources, prompting 
a request for World Bank support. As a result, the World Bank approved two 
emergency operations: (i) the $150 million Central Sulawesi Rehabilitation and 
Reconstruction Project (CSRRP) in 2019, and (ii) the $160 million Indonesia 
Disaster Resilience Initiatives Project (IDRIP) in 2020. The two complementary 
emergency projects were supported by other development partners and fell 
under the umbrella of the government’s Indonesia Disaster Resilience and 
Reconstruction program. The projects supported disaster-related knowledge 
management, institutional capacity building, resilient development planning, 
and standardized risk management procedures. In 2022, the World Bank 
approved the $400 million National Urban Flood Resilience Project (NUFReP). 

The project adopted a holistic approach based on experiences from emergency 
projects and the earlier Jakarta Urgent Flood Mitigation Project. It combined 
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hard-engineered structural solutions with nature-based solutions, as well 
as urban planning, policies, and processes, to enhance climate co-benefits 
and sustainability. The project delegated coordination and decision-making 
responsibilities to city-level task forces to promote collaboration among 
sectoral agencies and with affected communities. 

The World Bank’s urban and disaster management lending relevantly target-
ed large, densely populated urban areas but was less active in smaller cities. 
Geospatial analysis revealed that the World Bank disaster resilience port-
folio was more active on Java Island—particularly the National Community 
Empowerment Program (NCEP), the National Slum Upgrading Project 
(NSUP), and the National Urban Water Supply Project activities—which is 
home to Indonesia’s largest, densest cities, but was less active in regions 
such as Papua and Papua Barat, which had smaller populations but greater 
needs (figure 6.2 and appendix D). For example, Papua had a higher propor-
tion of urbanites living in slums with limited access to piped water. Newer 
World Bank investments selectively focused on larger cities where higher 
technical capacity allowed it to pilot complex urban projects in mass trans-
port and solid waste management. This selectivity created broader demand 
and capacity but deprioritized smaller towns where higher percentages of 
the population need access to basic infrastructure services. 

World Bank projects and Bank Group–supported government programs used 
tools to target support for women and poor households. NSUP and NCEP de-
veloped databases to directly monitor beneficiaries based on conditions and 
poverty levels. The National Affordable Housing Program (NAHP) included 
reforms in eligibility criteria for subsidized housing, shifting from individual 
incomes to more accurate household incomes. The National Urban Water 
Supply Project ensured that a minimum percentage of water supply con-
nections targeted poor communities. IDRIP and NUFReP included focused 
disaster preparedness training and awareness-raising efforts for women and 
vulnerable groups. Meanwhile, the Sustainable Cities Impact Project pro-
moted gender-sensitive urban planning.

The lack of clean and clear land in Indonesian cities, the high cost, and the 
shortage of budget for land acquisition led to project delays or revisions. 
Clean and clear refers to land that is unoccupied (clean) and free of legal 
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disputes (clear). Specifically, the CSRRP and the Indonesia Mass Transit 
Project (MASTRAN) faced delays, and NUFReP and the Improvement of Solid 
Waste Management to Support Regional and Metropolitan Cities Project 
were revised because of the lack of suitable land in selected provinces. The 
projects developed Land Acquisition Resettlement Action Plans as safe-
guards but could not avoid delays because of the lack of detailed technical 
designs and clean and clear land in the busy urban centers. CSRRP’s closing 
date was extended by six months, while MASTRAN was delayed, but still 
does not have an approved extension (World Bank 2025a). In addition, the 
World Bank canceled the landfill component in the Improvement of Solid 
Waste Management to Support Regional and Metropolitan Cities Project be-
cause of the lack of available land and instead focused on establishing waste 
recycling centers. NUFReP is also experiencing delays (World Bank 2025b) 
and opted to include additional cities without land acquisition challenges. 

Figure 6.2. �Concentration of Urban Resilience Projects by Population 

Density, 2020

Key areas of World 
Bank Group interventions

Disaster Recovery and Management
Infrastructure and Housing
Urban Planning
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Sources: WorldPop for population density data and World Bank Group for project location data.

Note: Population density is grouped into eight categories by quantile. This map has been cleared by the 
World Bank Group cartography unit. km = kilometer.
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Procurement challenges delayed IDRIP and the Regional Infrastructure 
Development Fund Project. The World Bank extended IDRIP’s closing date 
by 10 months because of implementation delays, which were partly caused 
by the implementing agencies’ unfamiliarity with World Bank procure-
ment practices, in addition to delays caused by the COVID-19 pandemic. 
Stakeholder interviews suggest that the high number of small procurement 
packages under the IDRIP also contributed to delays. Meanwhile, the World 
Bank extended the Regional Infrastructure Development Fund Project’s 
closing by two years, partially because of local governments’ limited capacity 
in World Bank procurement procedures. The World Bank conducted procure-
ment capacity and risk assessments, identified risk mitigation measures, and 
trained government counterparts, but it still could not avoid delays. 

The World Bank used technical assistance and alternate project sites to 
mitigate institutional capacity risks. The World Bank assessed the institu-
tional capacity for project implementation and sustainability and deemed 
the risk to be substantial. The Improvement of Solid Waste Management to 
Support Regional and Metropolitan Cities Project attempted to address this 
risk by selecting cities and districts with the most committed and capable 
institutions. The National Urban Water Supply Project relied on a compre-
hensive package of technical assistance at the central, provincial, and local 
levels. Similarly, MASTRAN included technical assistance to strengthen the 
technical, operational, and administrative skills of the ministry and subna-
tional governments. It also aims to leverage private sector expertise through 
public-private partnership arrangements to operate fleet systems.

Effectiveness of the World Bank’s Support for 
Resilient Urbanization

Infrastructure and Housing

Long-term community engagement contributed to infrastructure and 
housing projects’ effectiveness. The World Bank used community-driven 
development approaches to inform and improve the design of urban infra-
structure and slum alleviation projects. For example, NSUP was designed 
based on long-term local experience and institutional capacity developed 
from predecessor operations. The project turned out to be one of the largest 
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and most ambitious urban upgrading programs in the World Bank’s history. 
The World Bank applied the same approach of using community facilitators 
in the NAHP and CSRRP to raise community awareness, which is also ap-
plied under the government’s Integrated Special Allocation Fund program, 
which supports subnational governments’ development efforts. Overall, the 
World Bank’s community empowerment (NCEP), slum upgrading (NSUP), 
and housing improvement (NAHP and the Self-Help Housing Stimulant 
Assistance Program [Bantuan Stimulan Perumahan Swadaya; BSPS) inter-
ventions exceeded their targets (figure 6.3). 

Figure 6.3. Percentage of Indicator Targets Achieved, FY13–23
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Source: Independent Evaluation Group.

Note: In this figure, 0 = meeting the target. Percentage above or below the target line indicates over- or 
underachievement. BP2BT = Savings-Based Housing Financing Assistance Program; BSPS = Self-
Help Housing Stimulant Assistance Program; NAHP = National Affordable Housing Program; NCEP = 
National Community Empowerment Program; NSUP= National Slum Upgrading Project; RIDF = Regional 
Infrastructure Development Fund. 

The availability of government-subsidized lending programs limited the 
World Bank’s ability to scale infrastructure and housing financing. Under 
NAHP, the Savings-Based Housing Financing Assistance Program (Bantuan 
Pembiayaan Perumahan Berbasis Tabungan; BP2BT) reached only 24 per-
cent of its target beneficiaries—a 76 percent shortfall. This shortfall was 
largely due to competition from more familiar, government-subsidized 
housing credit schemes, which reduced demand for the World Bank–sup-
ported program. A World Bank analysis found that these alternative subsidy 
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programs carried fiscal and economic risks, with long-term liabilities. BP2BT 
was designed to support the government’s transition toward a more equi-
table and fiscally responsible subsidy model. However, most conventional 
schemes—except a savings-based subsidy mechanism (Subsidi Berbasis 
Tabungan)—continued because they were easier to implement and more 
familiar to banks, developers, and beneficiaries. The Regional Infrastructure 
Development Fund also underperformed, disbursing only half of the target-
ed subnational loans. This was due in part to limited subnational capacity 
to meet World Bank safeguards and procurement standards and due to the 
availability of competing subsidized government programs, particularly the 
National Economic Recovery (Pemulihan Ekonomi Nasional) program in-
troduced during the COVID-19 pandemic. While the Regional Infrastructure 
Development Fund Project improved the regulatory framework for subna-
tional borrowing and strengthened the capacity to lend to local governments 
of the state’s financial intermediary—PT Sarana Multi Infrastruktur—the 
abovementioned factors, combined with the project’s short duration and 
ambitious targets, limited the results. 

The lack of effective operation and maintenance (O&M) provisions limited 
the long-term sustainability of infrastructure projects. NCEP and NSUP estab-
lished O&M mechanisms through community self-help groups and city-level 
use and maintenance groups, but a document review and stakeholder in-
terviews revealed that O&M efforts were still constrained by limited local 
government budgets after project closure. NUFReP required each participating 
city to create a multiyear urban flood resilience action plan that outlines the 
O&M requirements and budget for each investment. This was a more effective 
model for establishing sustainable O&M arrangements. Likewise, the World 
Bank’s MASTRAN and Improvement of Solid Waste Management to Support 
Regional and Metropolitan Cities Project are trying to involve the private 
sector in infrastructure O&M to improve post-project sustainability, but these 
efforts are in their early stages and not yet scalable. 

Disaster Reconstruction and Resilience

Slum upgrading measures are most effective when adequate funding is 
acquired from multiple sources. A geospatial analysis of flood resilience 
in Surakarta suggests that the NSUP was effective. Spatial and temporal 
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patterns show that drainage improvements and riverbank wall construc-
tion—completed between 2017 and 2022—may have helped reduce the 
extent of floods during high-rainfall periods. There was still flooding during 
the NSUP’s implementation period, but this was likely influenced by con-
founding factors such as a nearby dam overflow in 2018 and 2019. That said, 
2023 and 2024 showed a sharp decline in surface water presence despite 
continued rainfall, suggesting that NSUP’s mitigation measures increased 
flood resilience (figure 6.4).5 This outcome was achieved primarily because 
of the local government’s ability to secure adequate funding from diverse 
sources, including the private sector, SOEs, and regional and central govern-
ments. Unfortunately, such fundraising was uncommon in other locations, 
which may mean those results were less successful. IEG’s Completion and 
Learning Review Validation for FY13–15 also reported enhanced disaster 
resilience under community development programs, but determining the 
impact and sustainability of these improvements requires further evalua-
tion (appendix C).6 

The integration of resilient building standards in World Bank–supported 
infrastructure and housing projects has shown a positive evolution. In the 
early evaluation period (FY13–17), projects such as NCEP and NSUP lacked 
indicators to track compliance with building codes or resilience standards. 
They relied instead on community-driven quality control through trained 
facilitators, which improved local infrastructure but offered no formal as-
surance of structural resilience. In the middle evaluation period (FY18–21), 
NAHP introduced outcome indicators and quality assurance systems, par-
ticularly through BSPS and BP2BT components. These mechanisms marked 
a shift toward measurable resilience, although early results were weak; 
2019 baseline found only 11 percent of BSPS and 16 percent of BP2BT 
houses met minimum construction standards. However, follow-on reforms 
improved monitoring and design, raising compliance to 75 percent for 
BSPS and 41 percent for BP2BT. In the late evaluation period (FY21–23), 
the CSRRP demonstrated the strongest integration of resilience standards, 
achieving 100 percent compliance according to the government’s Project 
Completion Report. Despite this progress, gaps remain; notably, IFC’s 
green building investments did not monitor compliance with national 
structural safety codes, underscoring the need for consistent monitoring 
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and enforcement of resilience standards across all development actors 
working in disaster-prone areas. 

Figure 6.4. �Flooding Incidence at the National Slum Upgrading Project 

Site in Surakarta City, 2017–24

2017–18 2019–20 2021–22 2023–24

Source: Independent Evaluation Group.

Note: This map has been cleared by the World Bank Group cartography unit.

The World Bank effectively helped urban communities rebuild after disasters 
with quality and scale. The CSRRP reconstructed 3,639 homes, 18 education 
facilities, seven health facilities, and five other public buildings, exceeding its 
targets. All reconstructed buildings complied with national earthquake-resis-
tant standards, using flood-resilient building materials and standard housing 
designs developed by the Ministry of Public Works and Housing. The project 
also rebuilt water and sanitation connections and climate-resilient access 
roads. It included technical audits and on-site monitoring to ensure the quali-
ty of construction. Homes built by contractors met government standards and 
obtained certificates of compliance. According to the government’s Project 
Completion Report, 94 percent of beneficiaries were satisfied with the new 
buildings, and 86 percent were satisfied with the infrastructure. 

Local Government Capacity and Urban Planning

The Bank Group encountered challenges in building local government 
capacity in several urban sectors. Capacity building at the subnational 
level in Indonesia, which encompasses 514 local governments spread 
across the archipelago, is a challenge. In slum improvement under NSUP, 
only one-third of local governments successfully integrated city- and 
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community-level infrastructure. Capacity building is a long-term endeavor 
that extends beyond a single project cycle; therefore, NSUP, the first project 
in a series, may have been too recent to see clear local government capacity 
improvements. In affordable housing, the World Bank canceled local 
government capacity-building initiatives because of project delays. In the 
regional infrastructure fund, disparities among subnational governments in 
technical and financial capacities led to only half of them securing project 
loans. Many urban projects—including MASTRAN, NUFReP, and CSRRP, 
among others—faced challenges in addressing land acquisition issues 
because of limited local government capacity and limited clear and clean 
land. The World Bank has been actively supporting the strengthening of land 
administration in Indonesia through the Program to Accelerate Agrarian 
Reform (One Map Project, 2019–24), which surveyed and mapped 8.3 million 
land parcels. This project led to the recently approved Integrated Land 
Administration and Spatial Planning Project that is working to build capacity 
on spatial planning. IFC supported the development of local green building 
codes, and Jakarta implemented a city-level code. However, the code was 
revoked after the devolution of a national certification system, reflecting 
regulatory constraints that hindered implementation. Moreover, limited 
training of accredited assessors has further limited, and will continue to 
limit, the application of green building practices. 

The World Bank effectively applied a platform approach to build capacity in 
the urban water sector. NUWSP implemented a platform for allocating funds 
to local government-owned water utilities based on their capacity and per-
formance. This approach met government capacity needs and incentivized 
governments to improve their performance. The project, in collaboration 
with the Ministry of Home Affairs, supported 59 cities and engaged over 100 
local governments in capacity-building programs, thereby improving water 
service quality and utility performance. There are plans to replicate this ap-
proach in the urban infrastructure sector.

The heavy reliance on the investment financing instrument hindered the 
development of a comprehensive and cohesive approach for building capacity 
at the subnational level and achieving key sector reforms. While the urban 
water sector was successful in implementing a platform approach to incen-
tivize utilities for improved performance, a coherent approach was lacking to 
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address varying needs and capacities of local governments to plan and imple-
ment various infrastructure projects. In addition, using only IPF limited the 
ability to support key policy reforms, such as housing finance reforms. The 
use of a broader range of World Bank instruments could have helped integrate 
multiple sectors into programmatic approaches, address higher-level policy 
reforms, and incentivize local governments for improved performance. 

The World Bank’s support for data-driven approaches to urban planning 
proved valuable. For example, the World Bank supported a slum database 
and the Housing and Real Estate Information System to target beneficiaries 
and track government programs. It also piloted efforts to develop municipal 
spatial data infrastructure, improving the government’s ability to carry out 
risk-informed planning. There are plans to scale up these efforts through 
the National Urban Development Project, which aims to integrate these data 
systems across sectors and levels of government. 

Climate Change Adaptation and Mitigation

The Bank Group’s urban portfolio aligns with recommendations from the 
2023 Country Climate and Development Report (CCDR) for Indonesia. The 
CCDR highlighted two major challenges: first, growing demand for carbon-
intensive resources due to urban expansion and sector growth in energy, 
transport, and industry, and second, high exposure and vulnerability to 
natural disasters, with 70 percent of disasters between 1990 and 2021 linked 
to climate change. To address these challenges, the CCDR recommended 
enhancing flood resilience through spatial planning, investments in 
resilient infrastructure, groundwater control, and integrated early-warning 
systems. The urban portfolio reflects this by financing disaster-resilient 
infrastructure, relocating vulnerable housing to safer locations, upgrading 
hydrometeorological and early-warning systems, and supporting risk 
financing and institutional capacity for disaster risk reduction. The CCDR 
also recommended decarbonizing urban areas by shifting to integrated 
public transport, improving urban services, and promoting energy-efficient 
buildings. The portfolio aligns with these recommendations by including 
investments in low-emission public transport, modern waste systems, 
energy-efficient water utilities, and certified green buildings. These 
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interventions together support a more resilient and lower-carbon urban 
development path, directly aligned with CCDR guidance.

Climate outcome monitoring could be improved. Only half of lending projects 
monitored climate results. Five out of six projects focused on climate action 
were effective at capturing results. Their project documents and monitoring 
frameworks presented climate results in project development objectives, high-
level objectives, or theory of change. In contrast, only one out of six projects 
that included climate action as a secondary component did not explicitly 
report climate results, thereby understating climate-related impacts. Improved 
monitoring in such projects could provide valuable insights for future climate-
related project design and implementation. 

Coordination and Collaboration

The World Bank effectively collaborated with development partners to 
support large government initiatives. The World Bank collaborated with 
the Islamic Development Bank on NCEP. It undertook joint efforts with the 
Asian Development Bank, the Islamic Development Bank, and the Asian 
Infrastructure Investment Bank on NSUP. It cooperated with the Asian 
Development Bank, the Japan International Cooperation Agency, and the 
Export-Import Bank of Korea on reconstruction efforts in Central Sulawesi. 
The World Bank’s partnership with the Australian government’s Department 
of Foreign Affairs and Trade was fruitful in the water sector. 

There were examples of effective internal collaboration, but a better coor-
dinated Bank Group approach could avoid the duplication of initiatives. The 
World Bank and IFC effectively collaborated in the housing sector through 
the EDGE certification for green buildings. Likewise, the World Bank’s 
Finance, Competitiveness, and Innovation Global Practice partners with oth-
er Global Practices on disaster risk financing under the Indonesia Disaster 
Risk Finance and Insurance Project. That said, there were also instances of 
Global Practices implementing similar initiatives with competing conditions 
or approaches, overwhelming local-level counterparts. A more coordinated 
approach within the Bank Group could better align interventions with local 
government needs and ensure that World Bank efforts are complementa-
ry rather than competitive. IFC and the World Bank could enhance their 
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collaboration to incentivize private sector investments in infrastructure, and 
Global Practices could coordinate more effectively in supporting the govern-
ment’s ambitious housing agenda.

The World Bank missed opportunities to foster coordination among gov-
ernment programs. The World Bank initially planned to align its slum 
alleviation and housing improvement projects, but the lack of collaboration 
between the two government programs (Kotaku and BSPS) prevented a more 
holistic approach. IEG’s stakeholder interviews indicated that differences in 
the implementation and budgetary cycles of the two programs, along with 
the government preferring support to BSPS over Kotaku areas, were sourc-
es of the disjointedness. This limited the World Bank’s efforts to maximize 
the two projects’ impacts by combining slum upgrades with complementary 
housing improvements.
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1  Other examples are, the Flood Risk Prioritization ASA, the Flood Risk Diagnostics for 

Indonesian Cities, and the baseline analysis and investment recommendations for seismic 

resilience comprised key diagnostics.

2  Examples of key ASA products included location suitability analysis and a suitability 

mapping tool for prioritizing housing projects, as well as effectiveness and efficiency anal-

ysis for the government’s subsidized housing programs, resulting in the termination of a 

savings-based subsidy mechanism program in 2021. In addition, technical assistance un-

der NAHP helped inform the 2025–29 RPJMN and the Indonesia Green Affordable Housing 

Program that aimed to deliver 1 million eco-friendly and affordable housing units by 2030.

3  IFC supported waste management, but this evaluation did not cover these projects because 

of ongoing bidding processes; thus, the evaluation covers only green building investments. 

4  For example, Indonesia Sustainable Urbanization I and II supported the design and devel-

opment of disaster resilience, water supply, and transport and regional financing projects, 

as well as the recent integrated land administration and spatial planning project (approved 

in FY24). In addition, Indonesia Sustainable Urbanization supports the design of planned 

projects on urban sanitation, local infrastructure financing, and urban transformation. 

Furthermore, the Global Facility for Disaster Reduction and Recovery supported the prepara-

tion of two DRM projects for urban areas.

5  To account for year-to-year variation and limited imagery in early years, the analysis focused 

on two-year periods between 2017 and 2024. Flood extent was estimated using binary surface 

water classifications derived from Sentinel-2 imagery and the Modified Normalized Difference 

Water Index, whereas rainfall patterns were assessed using daily precipitation data from the 

Global Precipitation Measurement’s IMERG data set. To further contextualize the findings, 

the team triangulated the remote sensing results with local knowledge gathered through 

discussions with the local project coordinator.

6  The Completion and Learning Review Validation was called the Completion and Learning 

Review Review before May 1, 2023.
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7 | Conclusion and Lessons

Indonesia’s economic resurgence over the past two decades was made 

possible by a deep and comprehensive reform agenda. At the start of the 
2000s, Indonesia was in the grips of social, political, and economic shocks 
stemming from the Asian financial crisis. Indonesia responded with major 
reforms prioritizing financial stability, fiscal discipline, and economic inclu-
sion. On the back of those reforms, Indonesia has achieved robust growth 
and poverty reduction over the past two decades. 

The World Bank effectively supported Indonesia in several critical reforms 
through financing, knowledge, and partnerships. The World Bank helped 
strengthen fiscal controls by improving predictability, transparency, and 
budget execution reporting. The World Bank’s technical assistance sup-
ported important energy subsidy reforms and social assistance program 
improvements. The World Bank’s synergistic use of financing instruments 
helped reduce the prevalence of stunting and improve access to health care 
services. The World Bank also reinforced financial stability in the wake of 
successive financial crises by helping establish robust regulatory institutions 
and advancing reforms in sustainable finance, largely through IFC advi-
sory services. The World Bank supported resilient urbanization by helping 
improve infrastructure and access to housing, enforce resilience standards 
in postdisaster reconstruction, and improve flood resilience through slum 
upgrading programs. 

The World Bank’s effective engagement was enabled by strong partnerships, 
adaptive strategies, technical assistance, and trust fund–supported analyt-
ics. During the evaluation period, the former finance minister personally 
initiated and oversaw public finance reforms, while the Ministry of Finance 
actively sought World Bank financing and technical assistance to support 
those reforms. The former finance minister’s prior role as a World Bank 
managing director gave her a deep understanding of the World Bank’s offer-
ings, enabling the government to make targeted requests that drove several 
effective approaches. Moreover, the Bank Group’s strategies adapted to the 
government’s changing priorities over the evaluation period by shifting 
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support from recovery to resilience, thereby remaining highly relevant. The 
World Bank’s ASA provided important support to this engagement, made 
possible through collaboration with development partners and the avail-
ability of large-scale, continuous trust fund resources. As a result, the World 
Bank was able to leverage $75 million in trust funds to support its operations 
and technical assistance to the Ministry of Finance.

However, the Bank Group was less successful in advancing reforms when 
confronted with political, institutional, or market barriers. The World Bank’s 
support for tax reforms stalled during times when the reforms were deemed 
too politically sensitive. Meanwhile, the World Bank had limited engagement 
in education due to a preference of the ministry to not borrow from multilat-
erals. Its progress on financial deepening and efficiency was constrained by 
the dominant role of state-owned enterprises in the financial sector mar-
ket, which limited competition and raised political resistance to structural 
change—especially in areas such as banking competition and capital market 
diversification. Finally, the World Bank’s overreliance on nonprogrammatic, 
self-standing investment financing in urban resilience hindered its ability to 
address critically needed policy-level changes such as tariffs or purchasing 
power parity incentives or to bring about institutional changes such as with 
regard to local government capacity.

Continued reforms are needed to realize Indonesia’s vision of becoming a 
high-income nation by 2045. Reaching that goal would involve transition-
ing from an agriculture- and commodity-based economy to an advanced 
industrial and service-based nation. This transition will require innovation, 
advanced technology, and additional human capital, as well as major reforms 
to create durable institutions and enabling conditions for productive invest-
ments and job growth. The continued expansion of public service delivery to 
meet the demands of a growing middle class will ensure that future growth is 
inclusive and sustainable.

IEG offers the following lessons based on this Country Program Evaluation’s 
evidence and analysis: 

1.	 The Bank Group sustained knowledge engagements and built insti-

tutions based on a long-term partnership, which was facilitated by 

substantial trust funds. The Bank Group’s ability to support Indonesia’s 
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extensive and complex reform agenda was made possible by continual 

technical assistance, diagnostics, and analysis. These efforts strengthened 

the government’s institutional capacity and enhanced the influence and 

effectiveness of the Bank Group’s financial support. The availability of 

expansive and flexible trust funds helped sustain these engagements.

2.	 The Bank Group’s strong alignment with government priorities en-

sured enhanced program effectiveness and impact of reforms. The 

Bank Group was most effective in Indonesia in sectors where it could build 

strong institutional relations and align with the priorities of the coun-

try’s ministries. Regular communication and a swift adaptation to reform 

openings in areas such as PFM and nutrition helped ensure effective im-

plementation and sustained reforms. 

3.	 The Bank Group’s complementary multisectoral lending created 

the right incentives for implementing agencies and different levels 

of government. The Bank Group’s complementary use of development 

policy lending, results-based lending, and IPF helped address structural 

challenges at different levels of government. It was especially effective in 

meeting the complex needs of institution building in PFM or for multi-

sectoral challenges, such as addressing malnutrition. In urbanization, the 

World Bank’s overreliance on investment financing instruments limit-

ed multisectoral collaboration and local government capacity building. 

Support to critical policy reforms, such as housing subsidy reforms and 

incentivizing public-private partnerships, proved insufficient.
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Appendix A. Methods

Evaluation Design and Methods

Evaluation Framework 

This Country Program Evaluation assesses the World Bank Group’s support 
to Indonesia from FY 2013 to FY23. The following four questions and relat-
ed subquestions guided the evaluation. (See the overview for a discussion 
on the relevance of these themes and the scoping of the evaluation around 
them.) 

1.	 How effectively did the World Bank design and adapt its support toward 

ensuring Indonesia’s spending adequacy and sustainability? 

	» How effectively did the World Bank design and adapt its support for 

enhanced domestic revenue mobilization (including through tax poli-

cy, tax administration, and nontax revenue management)? 

	» How effectively did the World Bank design and adapt its support 

toward more efficient and effective public spending, including at the 

subnational level? 

	» How effectively did the World Bank design and adapt its support to-

ward management of fiscal risks?

2.	 How relevant and effective have the World Bank’s efforts been in over-

coming obstacles to human capital? 

	» How has the World Bank’s analytical and diagnostic work contributed 

to a better identification of the constraints on and priorities for human 

capital? 

	» How relevant and effective was the World Bank’s lending in addressing 

the identified constraints to improved human capital to reduce in-

equality and promote shared prosperity? 
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	» How has the World Bank’s support adapted to Indonesia’s evolving 

needs, including shocks? 

3.	 How relevant and effective have the Bank Group’s efforts been in deepen-

ing the financial sector while maintaining financial stability and building 

institutions? 

	» To what extent has analytical and diagnostic work of the World Bank 

and the International Finance Corporation (IFC) contributed to iden-

tifying the primary constraints and priorities in Indonesia’s financial 

sector? 

	» How relevant and effective was the World Bank’s and IFC’s support in 

addressing the identified constraints in the financial sector? 

	» How has the World Bank’s and IFC’s support adapted to Indonesia’s 

evolving needs, including shocks? 

	» To what extent did the World Bank and IFC collaborate effectively? 

4.	 How relevant and effective has the Bank Group been in addressing 

Indonesia’s rapid urbanization to ensure resilient cities to disasters? 

	» How has the Bank Group’s analytical, diagnostic, and advisory work 

contributed to better identifying the constraints and priorities for 

resilient urban development, and how relevant was the Bank Group’s 

support in addressing these identified constraints?

	» How effectively has the Bank Group applied disaster risk resilience 

measures in urban infrastructure projects, and to what extent have 

these targeted the vulnerable communities (via slum upgrading, urban 

community-driven development, and affordable housing projects)?

	» To what extent has the World Bank integrated climate mitigation and 

adaptation across select key sectors in urban areas (transport, water, 

housing, and solid waste)?

The evaluation assessed the Bank Group’s engagement through three main 
evaluation criteria: 
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	» Relevance. Within each evaluation question, the evaluation determined 

the relevance of the Bank Group’s contribution along three dimensions: (i) 

whether it addressed important constraints to Indonesia’s development, as 

informed by existing rigorous diagnostics; (ii) whether it took into account 

its comparative advantage, the interest of the government, and contributions 

of other development partners; and (iii) whether it adapted its engagement 

in light of changing conditions, accrued evidence, and experience of what 

worked and what did not, for whom, and why. 

	» Effectiveness. The evaluation captured the Bank Group’s contribution to 

country outcomes during the evaluation period and determined whether the 

Bank Group’s engagement amounted to more than the sum of its individual 

activities through appropriate sequencing, complementarity of instruments, 

and leverage. The evaluation assessed how analytics have informed financing 

operations and influenced government reforms. 

	» Coherence. Specifically, for evaluation question 3, the evaluation assessed 

the extent to which the World Bank and IFC collaborated in their initiatives 

to strengthen and deepen the financial sector. 

To answer the evaluation questions, the team used the following process of 
analysis. For each chapter, the team mapped over time (i) relevant country-
level outcomes (for example, stunting levels and tax-to-GDP ratio) and 
policy reforms (for example, fuel subsidy reform and the Financial Sector 
Omnibus Law); (ii) relevant events (for example, changes in government) 
and shocks (for example, the Central Sulawesi earthquake and the COVID-19 
pandemic); and (iii) the Bank Group’s interventions, clearly distinguishing 
advisory services and analytics from lending. This mapping facilitated the 
creation of initial claims about potential contributions of the Bank Group 
to relevant policies and outcomes, which guided the portfolio review and 
analysis, the diagnostic review, and initial interviews. The evaluation process 
was iterative, refining and substantiating these claims to assess the extent 
to which the Bank Group contributed to reform processes and, ultimately, to 
outcomes. It also examined the means of these contributions (for example, 
advisory services and analytics, technical assistance, and lending) and the 
factors that enabled (for example, trust funds) or hindered (for example, 



Ind
e

p
e

nd
e

nt E
valu

atio
n G

ro
u

p
 

W
o

rld
 B

ank G
ro

up
 

 
 

 
119

local government capacity and challenges in building trusting relationships 
with the government in certain sectors) contributions.

Building Blocks 

The evaluation used the following methodological building blocks: 

1.	 Diagnostics analysis. For each of the four themes covered, the evalu-

ation started by identifying relevant barriers to development based on 

Systematic Country Diagnostics, Country Partnership Frameworks, and 

other relevant diagnostics (for example, Public Expenditure and Financial 

Accountability, Financial Sector Assessment Program, Country Climate 

and Development Report, and Public Expenditure Review) and flagship re-

ports (for example, on education and health financing). The team selected 

the reports purposefully to ensure that they were relevant to the areas of 

focus in the evaluation. For the selected reports, the evaluation extracted 

the key barriers identified, which were later compared for alignment with 

the areas of focus of the engagement. 

2.	 Portfolio review and analysis. The evaluation covered all operations 

approved in FY13–23 that were relevant for each of the four themes of 

the evaluation. For those operations, and depending on availability, the 

evaluation reviewed relevant documents (including Project Appraisal 

Documents, Implementation Status and Results Reports, Implementation 

Completion and Results Reports, and Implementation Completion and 

Results Report Reviews, among others) for World Bank operations, as well 

as Board of Executive Directors documents, Expanded Project Supervision 

Reports, and Evaluative Notes, among others, for IFC’s operations. The 

portfolio allowed the evaluation to assess the alignment of operations 

with the barriers identified in the diagnostics, the thematical evolution of 

engagement in each of the sectors, trends regarding instrument choice, 

shifts from advisory services and analytics to engagement, complemen-

tarities between interventions, and engagement with other development 

partners, among others. Chapter 2 shows the main overall findings from 

this analysis, and each thematic chapter has this analysis as its founda-

tion. Moreover, appendix B includes a detailed description of portfolio 

identification, review, and analysis.
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3.	 Geospatial analysis. The evaluation employed geospatial analysis to 

assess the relevance and effectiveness of World Bank interventions. For 

relevance, the team analyzed projects in human development and urban 

development that had a defined geographical focus. Viewing relevance 

through a geospatial lens enabled the team to determine the extent to 

which interventions targeted areas with greater needs. For example, the 

analysis assessed whether social protection or nutrition interventions 

were directed toward provinces with higher poverty levels. For effective-

ness, the geospatial analysis aimed to assess the extent to which the Bank 

Group support for slum upgrading was effective in flood reduction. For 

additional details on this analysis, see appendix D.

4.	 Institutional performance. As a measure of effectiveness under the 

financial sector theme, the evaluation analyzed whether banks support-

ed by IFC performed differently from their peers. This institutional-level 

review focused on four quality dimensions: credit risk, credit concentra-

tion, borrower profile, and environmental and social risk management. 

Five financial institutions were selected through purposeful sampling, 

based on the size of IFC investments during the evaluation period, type of 

institution, product characteristics, and intended development outcomes. 

Collectively, these five institutions accounted for 84 percent of IFC’s total 

investment portfolio during the evaluation period. 

5.	 Thematic analysis of semistructured interviews. The evaluation in-

terviewed more than 300 informants about Bank Group engagement. As 

shown in table A.1, interviewees included Bank Group staff, current and 

former government officials across ministries, agencies and levels of 

government, development partners (for example, the Asian Development 

Bank, Australia’s Department of Foreign Affairs and Trade, and the 

German Agency for International Cooperation), project beneficiaries, 

private sector actors, and academics. Interviewees were selected pur-

posively. For World Bank staff, interviewees included task team leaders 

and team members for projects covered in the portfolio. For government 

officials, development partners, and others, interviewees included those 

who had been relevant counterparts as reported by task team leaders, 

determined by the review of the portfolio, or otherwise identified by the 

evaluation team. The instruments for interviews included questions about 
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the relevance and adaptability of Bank Group engagement, role of ana-

lytics, instrument choice, and contributions to outcomes, among others. 

The questions were adapted to the type of informant. The evaluation 

implemented most of the interviews with Bank Group staff virtually before 

the mission that was conducted in February 2024. The team conducted 

most of the interviews with government officials, development partners, 

and other stakeholders during the mission. On average, interviews lasted 

approximately 60 minutes. The team conducted most of the interviews 

in English except for with some interviews with government officials and 

project beneficiaries that were conducted in Bahasa using simultaneous 

translation. For virtual interviews, the team recorded and transcribed 

interviews using Microsoft Teams when the interviewees agreed to re-

cording. For the remaining interviews, the respective team members took 

notes. Team members in charge of each chapter used transcriptions and 

notes to identify emerging themes and triangulate evidence across sourc-

es. Moreover, these themes were further triangulated, when applicable, 

with findings from the other evaluation building blocks. The analysis of 

interviews aimed at getting a more detailed and nuanced understanding 

of Bank Group interventions, including their relevance and effectiveness; 

validating the initial findings from the diagnostics and portfolio review 

and analysis; and gaining a comprehensive understanding of contextual 

characteristics, as well as of the factors that enabled or hindered the rele-

vance and effectiveness of the Bank Group. 

6.	 Expert opinion. An international expert and a local consultant were en-

gaged with regard to the urban resilience theme to assess the adequacy of 

resilience of the Simple Healthy Instant House (Rumah Instan Sederhana 

Shat) program design that was developed by the Ministry of Public Works 

and Housing and implemented under the Central Sulawesi Rehabilitation 

and Reconstruction Project, as well as the adequacy of the resilience of 
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housing improvements carried out under the National Affordable Housing 

Program and observed during the mission site visits. 

7.	 Descriptive analysis of administrative data. Country-level administrative 

data were used selectively to assess temporal trends in relevant outcomes, 

as shown in the substantive chapters.

Table A.1. Number of Interviews in Each Interviewee Category 

Interviewee Category Total

World Bank Group staff 107

Government officials  157

Development partners  21

Project beneficiaries  12

Private sector representatives  14

Academics  4

Source: Independent Evaluation Group.

The evaluation findings relied on data triangulation across methods and 
sources. For example, the claims on Bank Group contributions to reforms, 
outcomes, and findings related to enabling and hindering factors are based 
on diagnostics, portfolio review and analysis, and analysis of interviews. The 
assessments of relevance rely on alignment of operations with diagnostics, 
complemented with perceptions of relevance or lack of thereof, as report-
ed by multiple interviewees representing a variety of sources (for example, 
World Bank staff, government officials, and development partners). The 
common themes presented in chapter 2 benefited from systematic compari-
sons across the sectors and subsectors included in the evaluation. Similarly, 
the findings presented in chapter 4 on human development and in chapter 6 
on urban resilience benefited from systematic comparisons across the sub-
sectors included in each of those chapters. The methodological approach is 
summarized in table A.2.

Limitations

Despite the methodological efforts, the evaluation faced limitations. First, 
the Bank Group had worked on foundational issues in the period before 
the evaluation across the themes included in the evaluation (for example, 
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work on community-driven development for the stunting project and ur-
ban projects, first-generation reforms in public financial management, and 
support on financial stability on the financial sector). Those previous ef-
forts were perceived as important (based on interviews and documents) for 
understanding the relevance and effectiveness of engagement during the 
evaluation period but were not covered in the scope of the evaluation. To 
the extent possible, the evaluation discusses those efforts as relevant back-
ground for the engagement in the evaluation period without passing any 
judgment on them. 

Second, the mission to Indonesia for this evaluation took place in February 
2025 as the new government was settling in (President Prabowo Subianto 
was inaugurated on October 20, 2024). This change of leadership implied, 
in some sectors, that government officials with more knowledge about 
Bank Group engagement in the past were not part of the government 
anymore, and it was difficult to contact them for interviews. To address 
the limitations, the evaluation team pursued interviews with officials with 
continuity between the governments, though they might not have been privy 
to a higher-level view of the engagement.

Third, the evaluation found challenges in accessing data at the subnational 
level, specifically below the providence level. This difficulty in accessing data 
prevented the team from performing a fine-grained geospatial analysis of 
relevance using needs at the district or village level. 

Finally, because of IFC’s internal reorganizations that led to staff departures, 
the evaluation team was unable to interview most IFC advisory services proj-
ect leads for projects implemented during the evaluation period.
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Appendix B. Portfolio Review 

World Bank Group Portfolio 

The evaluation team conducted a preliminary identification and classifi-
cation of the World Bank Group portfolio in Indonesia spanning 10 years: 
FY 2013–23. The Country Program Evaluation portfolio review highlights 
the Bank Group’s engagements in the country based on activities that were 
approved between FY13 (that is, after July 1, 2012) and FY24 (that is, before 
June 30, 2024). Portfolio identification is based on the data extracted from 
the World Bank’s standard reports database (World Bank advisory services 
and analytics [ASA]) and the management information system and advisory 
services databases of the International Finance Corporation (IFC; invest-
ment and advisory projects). For World Bank ASA, only activities that were 
approved during the evaluation period were included. The Multilateral 
Investment Guarantee Agency approved two guarantees in Indonesia during 
this period. 

World Bank 

Lending 

During the evaluation period (FY13–23), the World Bank approved 108 
financing operations for Indonesia; of these, 12 were additional financing, 
with a total commitment of $21 billion (figure B.1). The World Bank had 
the highest commitment volume, $8.9 billion, during the second Country 
Partnership Framework period covering FY16–20 (table B.1). More than one-
third of the portfolio was investment project financing totaling $8 billion 
(figure B.2). The portfolio was primarily focused on public administration, 
which accounted for 48 projects; of these, 10 were development policy fi-
nancing with a total commitment of $5.8 billion, followed by 21 projects in 
health for $2.7 billion and 20 projects in energy and extractives for $2.5 bil-
lion (figure B.3). Throughout the Country Program Evaluation period, public 
administration was the sector that received the most projects (figure B.4). 
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Figure B.1. Approved Lending Projects, FY13–23
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Figure B.2. �Approved Lending Projects by Lending Instrument Type, 

FY13–23
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Note: DPF = development policy financing; IPF = investment project financing; PforR = Program-for-
Results.
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Table B.1. �Approved Lending and Nonlending Portfolio by Financing 

Instrument, FY13–23

Financing 

Instrument

FY13–15 CPS FY16–20 CPF FY21–25 CPF Total

P
ro

je
ct

s 
(n

o
.)

(U
S

$
,  

m
ill

io
n

s)

P
ro

je
ct

s 
(n

o
.)

(U
S

$
,  

m
ill

io
n

s)

P
ro

je
ct

s 
(n

o
.)

(U
S

$
,  

m
ill

io
n

s)

P
ro

je
ct

s 
(n

o
.)

(U
S

$
,  

m
ill

io
n

s)

DPO 6 1,700 8 3,500 5 3,300 19 8,500

IPF 11 2,105 20 3,426 9 2,469 40 8,000

Program-for-
Results

— — 6 1,900 5 2,300 11 4,200

Recipient-
executed trust 
funds

16 241 10 92 12 147 38 479

World Bank ASAa 131 79 135 173 32 41 298 293

IFC investmentb 28 561 32 985 23 1,163 83 2,709

IFC advisory 11 20 9 9 7 1 27 31

MIGA 1 200 — — 1 517 2 717

Source: Independent Evaluation Group.

Note: — = not available; ASA = advisory services and analytics; CPF = Country Partnership Framework; 
CPS = Country Partnership Strategy; DPF = development policy financing; DPO = development policy 
operation; IFC = International Finance Corporation; IPF = investment project financing; MIGA = Multilateral 
Investment Guarantee Agency.  
a. Number of ASA approved based on the activity initiation sign-off fiscal year. Thus, ongoing ASA were 
included in this table. 
b. Total IFC investment amount is net commitment.
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Figure B.3. Approved Projects by Sector, FY13–23
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Figure B.4. �Lending for Approved Projects by Sector During World Bank 

Group Strategic Periods, FY13–25
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Note: CPF = Country Partnership Framework; CPS = Country Partnership Strategy.
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Trust Fund Projects 

Over the evaluation period, 38 projects were financed by trust funds, with 
a total commitment of $479 million. All but one project financed by trust 
funds were for investment project financing; the other was for Program-
for-Results (an additional financing for the Investing in Nutrition and Early 
Years project, approved in FY23; figure B.5).

Figure B.5. �Evolution of World Bank Financing from Trust Funds,  

Indonesia, FY13–23

Source: World Bank and Independent Evaluation Group databases.

Note: DPO = development policy operation; IBRD = International Bank for Reconstruction and 
Development; IDA = International Development Association; IPF = investment project financing; P4R = 
Program-for-Results.

Advisory Services and Analytics 

The World Bank initiated 298 ASA projects over the evaluation period, with 
the majority (135 ASA) delivered during the FY16–20 Country Partnership 
Framework period. The World Bank significantly increased the number of 
ASA after 2014 (figure B.6). Throughout the evaluation period, ASA primarily 
focused on the public administration sector, followed by the financial and 
social protection sectors (figure B.7).
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Figure B.6. �World Bank Advisory Services and Analytics by Sector, 

 Indonesia, FY13–23
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Note: ASA = advisory services and analytics.

Figure B.7. �World Bank Advisory Services and Analytics by Major Sector, 

Indonesia, FY13–23
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b. FY16–20 (N = 135) 
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Evaluated Projects 

A total of 26 projects that were approved and closed during the evaluation 
period were evaluated by the Independent Evaluation Group. Of these, 15 
were investment project financing, 9 were development policy operations 
(including programmatic series), and 2 were Program-for-Results. The 
majority of the projects (13) had an overall outcome rating of moderately 
satisfactory, and 9 projects were rated satisfactory or above (figure B.8). The 
outcome of the projects remained higher than moderately satisfactory or 
above after the first Country Partnership Strategy (FY13–15; figure B.9).

Figure B.8. Independent Evaluation Group Outcome Ratings, FY13–23
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Source: Independent Evaluation Group. 

Note: Approved projects during FY13–23 that received Independent Evaluation Group outcome rating  
(n = 26). 
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Figure B.9. �Independent Evaluation Group Outcome Rating by Approval 

Fiscal Year, FY13–23
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International Finance Corporation

Investment approvals of IFC remained consistent across the three strategic 
periods assessed in this Country Program Evaluation, with an average of 
$317 million in new net commitments per fiscal year. Throughout the eval-
uation period, IFC’s total net commitments amounted to $3.66 billion. The 
composition of investment volume was predominantly loans (89 percent), 
followed by equity investments (8 percent), and guarantees (3 percent), as 
depicted in figure B.10. The finance and insurance sector received most 
of the support from IFC investments, accounting for 64 percent, while the 
industry and services sector benefited from 21 percent of the investments. 
Notably, the construction and real estate sector saw a steady increase in new 
investments during the past two strategic periods, culminating in 6 percent 
of the total investment commitments by FY24 (figure B.11).
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Figure B.10. �Evolution of International Finance Corporation Investments 

by Product, FY13–25
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Note: CPF = Country Partnership Framework; CPS = Country Partnership Strategy; Equity = includes 
equity-type, quasi-empty products; GT+RM = guarantees and risk management products; Loans = 
includes loan-type, quasi-loan products.

Figure B.11. �Evolution of International Finance Corporation Investments 

by Sector, FY13–25

Sources: Independent Evaluation Group; International Finance Corporation. 

Note: CPF = Country Partnership Framework; CPS = Country Partnership Strategy.
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The IFC advisory services portfolio experienced a slight increase in the 
number of projects over the three periods under review. However, there was 
a significant shift in portfolio distribution. While initially concentrated on 
the finance and insurance sector and the industry and services sector, the 
projects’ focus expanded to include a more diverse array of activities. These 
activities extended support to the health and transportation sectors, while 
others aimed to enhance the business-enabling environment across the 
economy (figure B.12).

Figure B.12. �Evolution of International Finance Corporation Advisory  

Services by Sector, FY13–25
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Note: BEE = business-enabling environment (economy-wide); CPF = Country Partnership Framework; 
CPS = Country Partnership Strategy. 

Multilateral Investment Guarantee Agency

The Multilateral Investment Guarantee Agency issued $717 million in guar-
antees for the PT Rajamandala and PT Perusahaan Listrik Negara Electric 
Power projects during the evaluation period. The agency’s gross exposure 
in Indonesia saw an increase of $200 million in 2015, followed by a further 
increase of $517 million in 2021.
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Appendix C. Review of Completion 
and Learning Review Validation

The performance of the World Bank Group strategies, as assessed by 

the Independent Evaluation Group through the Completion and Learning 

Review Validation (CLRV), aligns in general with the project-level perfor-

mance detailed in appendix B of this report. The strategies have performed 
well in achieving the focus areas. The outcome ratings for the two CLRVs, 
covering the periods FY13–15 and FY16–20, were both moderately satisfac-
tory. According to the CLRV for FY13–15, the program achieved or mostly 
achieved 8 of its 15 objectives. The most significant achievements were 
observed in focus areas 2 (Pro-Jobs—Enhancing Skills and Technology and 
Improving Social Protection) and 3 (Pro-Poor—Promoting Communities, 
Protecting the Vulnerable, and Improving Health Outcomes). Additionally, 
according to the CLRV, focus area 4, which pertained to sustainable devel-
opment and resilience to disasters, demonstrated substantial achievements 
in terms of processes; however, a conclusive assessment of the results in 
this area required more time to observe the long-term outcomes. Chapter 6 
of this report discusses disaster resilience–related outcomes and identifies 
several shortcomings in this area. Focus area 1 (Pro-Growth—Promoting 
Prosperity) absorbed more than one-third of the World Bank’s financial 
support to Indonesia, and most of its results are partially achieved. Five of its 
seven objectives were partially achieved (connectivity, competitiveness, local 
government capacity, macroeconomic and fiscal management, and public 
financial management) or were not achieved (infrastructure—that is, in-
creasing the quantity and efficiency of national and subnational government 
spending and increasing private investment in infrastructure). Good results 
were found in the financial sector, education, social insurance, food secu-
rity, community development, disaster risk management, and environment 
(table C.1).
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Table C.1. Assessment of Country Partnership Framework, FY13–15

Focus Area and Objectives CLR Rating IEG Rating

Focus area 1: Pro-Growth—Promoting Prosperity Moderately 
satisfactory

Unsatisfactory

Objective 1: Connectivity Partially achieved

Objective 2: Competitiveness Partially achieved

Objective 3: Financial sector Mostly achieved

Objective 4: Infrastructure Not achieved

Objective 5: Local government capacity Partially achieved

Objective 6: Macroeconomic and fiscal management Partially achieved

Objective 7: Public financial management Partially achieved

Focus area 2: Pro-Jobs—Enhancing Skills and 
Technology and Improving Social Protection

Satisfactory Satisfactory

Objective 8: Education Mostly achieved

Objective 9: Social insurance Achieved

Focus area 3: Pro-Poor—Promoting Communities, 
Protecting the Vulnerable, and Improving Health 
Outcomes

Satisfactory Satisfactory

Objective 10: Poverty targeting Mostly achieved

Objective 11: Community development Mostly achieved

Objective 12: Food security and rural development Mostly achieved

Objective 13: Health outcomes Partially achieved

Focus area 4: Pro-Green—Ensuring Sustainable 
Development and Improving Disaster Resilience

Moderately 
satisfactory

Satisfactory

Objective 14: Environment, natural resources, and 
climate change

Mostly achieved

Objective 15: Disaster risk management Achieved

Source: Independent Evaluation Group.

Note: CLR = Completion and Learning Review; IEG = Independent Evaluation Group. 

The World Bank strategy for FY16–20 performed well in satisfactorily 
achieving the focus areas of increased supply of and access to energy, mar-
itime connectivity, sustainable landscape management, leveraging of the 
private sector, shared prosperity, equality, and inclusion. However, it fell 
short of delivering local services and infrastructure, particularly regard-
ing strengthening decentralization framework. The focus area National 
Infrastructure for Growth and Development was moderately satisfactory due 
to challenges with affordable housing, and the focus area Collecting More 



Ind
e

p
e

nd
e

nt E
valu

atio
n G

ro
u

p
 

W
o

rld
 B

ank G
ro

up
 

 
 

 
149

and Spending Better was also moderately satisfactory due to not being able 
to achieve the planned revenue collection improvements (table C.2). These 
points are discussed in more detail in the relevant chapters. 

Table C.2. Assessment of Country Partnership Framework, FY16–20

Focus Area and Objectives

CLR 

Rating IEG Rating

Focus area 1: National Infrastructure for Growth 
and Development

Not rated Moderately satisfactory

Objective 1: Access to water through irrigation 
and dam safety

Mostly 
achieved

Mostly achieved

Objective 2: Access to affordable housing Achieved Not achieved

Objective 3: Development of integrated 
tourism destinations

Achieved Achieved

Focus area 2: Sustainable Energy and Universal 
Access

Not rated Satisfactory

Objective 4: Increase supply and access to 
energy

Achieved Achieved

Focus area 3: Maritime Connectivity Not rated Satisfactory

Objective 5: Improve maritime logistics and 
connectivity

Achieved Achieved

Focus area 4: Delivery of Local Services and 
Infrastructure

Not rated Moderately unsatisfactory

Objective 6: Strengthening the decentralization 
framework to improve local service delivery

Not 
achieved

Not achieved

Objective 7: Improving sustainable urbanization Partially 
achieved

Partially achieved

Objective 8: Access to quality education and 
health-related services

Achieved Mostly achieved

Focus area 5: Sustainable Landscape 
Management

Not rated Satisfactory

Objective 9: Strengthened capacity in 
decentralized forest and land management

Achieved Achieved

Focus area 6: Collecting More and Spending 
Better

Not rated Moderately satisfactory

Objective 10: Improve revenue collection Not 
achieved

Not achieved

Objective 11: Improve efficiency and 
effectiveness of spending

Partially 
achieved

Mostly achieved

Focus area 7: Leveraging the Private Sector: 
Investment, Business Climate, and Functioning 
of Markets

Not rated Satisfactory

Objective 12: Simplify business regulations Achieved Mostly achieved

(continued)
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Focus Area and Objectives

CLR 

Rating IEG Rating

Objective 13: Increase the role of private sector 
in national infrastructure investment

Achieved Achieved

Objective 14: Enhance access to finance Achieved Achieved

Focus area 8: Shared Prosperity, Equality, and 
Inclusion

Not rated Satisfactory

Objective 15: Improve social protection and 
access to productive jobs

Partially 
achieved

Mostly achieved

Source: Independent Evaluation Group.

Note: CLR = Completion and Learning Review; IEG = Independent Evaluation Group. 
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Appendix D. Geospatial Analysis

The evaluation used geospatial analysis for a dual purpose: (i) to assess 
the geographical relevance of World Bank Group engagement in human 
development and resilient urbanization, and (ii) to assess the effectiveness 
of Bank Group efforts in upgrading slums, specifically for reducing floods in 
slums. This appendix explains the methodology used for each assessment. 

Geospatial Analysis of Geographical Relevance

The relevance analysis through a geospatial lens aimed to assess whether 
World Bank projects implemented between FY 2013 and FY23 were directed 
toward areas with the greatest needs. This approach helps determine the 
alignment between project placement and regional disparities in develop-
ment indicators. Specifically, the analysis focused on identifying whether 
interventions were concentrated in provinces exhibiting higher levels of 
socioeconomic vulnerability.

To conduct this analysis, the evaluation team compiled two key data sets: (i) 
the geolocations of projects included in the portfolio and (ii) macro-level indi-
cators serving as proxies for regional need, such as poverty rates, malnutrition 
levels, access to basic services, and exposure to natural disasters. Given the 
granularity constraints of the available data, the analysis was performed at the 
province level (administrative level 1)—the smallest geographic unit for which 
consistent data could be obtained across both data sets.

Building on this approach, the relevance analysis was applied to two thematic 
subportfolios with a defined geographical focus: human development and urban 
resilience. These themes were selected due to the spatially targeted nature of 
their interventions, which made them well suited for geospatial assessment.

However, the analysis faced several limitations. First, project location data 
from the World Bank’s geocoded database are often incomplete. To address 
this issue, the evaluation team manually extracted and verified geograph-
ic references from project documentation, particularly Project Appraisal 
Documents, which typically provide locations at administrative level 1 or 2 
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without precise coordinates. Second, macro-level indicators were not con-
sistently available at more granular administrative levels, necessitating 
aggregation at the provincial level. Third, frequent changes in administrative 
boundaries between 2011 and 2022 complicated longitudinal comparisons 
and introduced additional complexity to the analysis. Despite these lim-
itations, the approach offers valuable insights into the spatial relevance of 
World Bank interventions in Indonesia over the past decade.

Human Development

For the human development subportfolio, the analysis tested the hypoth-
esis that World Bank projects should be geographically aligned with areas 
experiencing higher levels of poverty. To evaluate this hypothesis, the team 
used data from the Global Subnational Poverty Atlas, specifically the per-
centage of the population living in households with consumption or income 
below the $2.15 per person per day threshold (2017 international prices) at 
the provincial level. This proxy for extreme poverty was then overlaid with 
the geographic distribution of human development projects. As shown in 
figure 4.5 of the main report, this approach—using project counts by prov-
ince—provides a simplified visualization of the alignment between project 
locations and poverty incidence.

Urban Resilience

For the urban resilience subportfolio, the analysis assessed whether World 
Bank projects were targeted toward areas with higher levels of need by us-
ing several proxy indicators: population density, percentage of urban slum 
households, access to piped water, access to mass transportation, and expo-
sure to flood risk (figure D.1). Following a similar approach to the one used 
for the human development subportfolio, the team overlaid these indicators 
with the geographic locations of urban development projects to evaluate 
spatial alignment. Further details on the selected variables, data sources, and 
reference years are provided in table D.1.
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Figure D.1. �World Bank Group Project Locations with Variables as Proxies 

for Needs in Urban Resilience Subportfolio

a. Percentage of urban slum households (2015) and Indonesia National Slum Upgrading 
Project locations 

b. Percentage of residents with access to piped water (2015) and Indonesia National Urban 
Water Supply Project locations 
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c. Percentage of households with access to mass transportation and Indonesia Mass 
Transit Project locations 

d. Percentage of population exposed to floods (2015) and National Urban Flood Resilience 
Project locations 

 

Source: See table D.1. 

Note: Provinces are grouped into high-, medium-, and low-need categories using Jenks natural breaks. 
This map has been cleared by the World Bank Group cartography unit.
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Geospatial Analysis of Effectiveness for the 
Reduction of Floods

Study Area

The analysis focused on a small urban area in Surakarta, Indonesia, targeted 
by the National Slum Upgrading Project. The area has a total surface area of 
205,921 square meters and comprises four segments, corresponding to three 
urban villages: Mojo, Semanggi, and Sangkrah.

Two main geographical extents were used for the flood analysis (figure D.2): 
(i) the study area, which was defined using a boundary shapefile of the target 
project area, and (ii) the urban area, a broader urban extent used for calculat-
ing flood threshold. 

Figure D.2. Geographical Extents

Source: Independent Evaluation Group and Surakarta City National Slum Upgrading Project data. 

Note: Study area (in red) and urban area (in green), overlaid to an OpenStreetMap base map. For satellite 
imagery, the evaluation team used Harmonized Sentinel-2 MSI, Level-1C (top of atmosphere reflec-
tance) from 2016 to 2024 due to its high spatial resolution (10–20 meters) and frequent revisit time 
(approximately five days). Images with high cloud cover (>20 percent) were excluded to ensure data 
quality. A total of 182 images were used for the analysis. The team decided to exclude 2016 from the 
analysis because of the low number of images available for this year (eight images). JRC Global Surface 
Water data set, specifically the Max_Extent band, was used to mask out permanent water bodies from 
the analysis. For precipitation data, “daily” refers to precipitation rate estimates obtained from the NASA 
Global Precipitation Measurement (GPM) Integrated Multi-satellitE Retrievals for GPM (IMERG) Final Run 
data set (GPM_3IMERGDF v07), which combines microwave and infrared observations. The data have a 
spatial resolution of 0.1 degrees (approximately 10 kilometers) and were used to support interpretation 
of flood dynamics. This map has been cleared by the World Bank Group cartography unit.
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Processing Steps

The following processing steps were completed: 

1.	 Cloud and cirrus masking: Cloud and cirrus were masked using Sentinel-2’s 

QA60 band, which encodes cloud presence in bit flags 10 and 11.

2.	 Water masking: Permanent water bodies (from the Joint Research Center) 

were excluded from the flood detection using a binary mask.

3.	 Spatial clipping: All images were clipped to the urban area to optimize 

computation.

Flood Detection 

To detect surface water associated with potential flooding events, the 
Modified Normalized Difference Water Index (MNDWI) was calculated for 
each Sentinel-2 image in the time series. MNDWI is a spectral index de-
signed to enhance the presence of open-water features while suppressing 
built-up land, vegetation, and soil reflectance (Du et al. 2016; Xu 2006). 
The index is particularly effective in urban and peri-urban settings where 
traditional water indexes may struggle due to spectral mixing. The index is 
computed using the green and shortwave infrared (SWIR) bands, specifically 
band 3 (green) and band 11 (SWIR1) from Sentinel-2 imagery, according to 
the following formula:

This formulation exploits the high reflectance of water in the green band and 
its strong absorption in the SWIR region, thereby producing positive values 
for water and negative or near-zero values for most nonwater surfaces. After 
computation, the MNDWI band was appended to each image in the collection. 
These derived MNDWI values served as the basis for identifying flooded pixels 
through thresholding, as detailed in the subsequent analysis steps.

To consistently classify flooded areas across the entire study period, a 
global thresholding approach was applied to the MNDWI values. This meth-
od involves using a single, fixed threshold across all years, rather than 



Ind
e

p
e

nd
e

nt E
valu

atio
n G

ro
u

p
 

W
o

rld
 B

ank G
ro

up
 

 
 

 
159

determining separate thresholds for each time step. Global thresholding was 
selected to ensure comparability across years, particularly given the dynamic 
nature of the study area, which has experienced ongoing urban develop-
ment and land-use changes. By adopting a consistent threshold, the analysis 
avoids introducing bias that might arise from year-to-year environmental 
variability or from subjective adjustments.

The threshold value of 0.15 was empirically derived using data from the year 
2018, which was chosen as the reference year due to its particularly high 
MNDWI responses and its temporal alignment with known flooding events. 
A visual inspection approach was employed, involving the interpretation of 
both MNDWI visualizations and Sentinel-2 false color composites and true 
color composites. This approach was complemented by targeted pixel sam-
pling in flood-prone areas, including riverbanks and low-lying zones. 

For each image, the MNDWI threshold of 0.15 was used to generate a binary 
flood mask, wherein pixels exceeding the threshold were identified as po-
tentially flooded. These binary masks were then aggregated on an annual 
basis by computing the maximum composite for each year. This approach 
ensures that each pixel retains the highest flood classification value ob-
served throughout the year, effectively capturing the most extreme extent of 
flooding within that period. The use of a maximum composite is particularly 
appropriate for flood analysis, as flood events are often transient and may be 
captured only in a limited number of cloud-free observations.

Following the creation of annual maximum flood composites, the extent of 
flooding was quantified by counting the number of pixels classified as flood-
ed within two distinct spatial units: the urban area and the broader study 
area. This was achieved by applying a pixel count reducer to the thresholder 
MNDWI composites, with results calculated at 10-meter spatial resolution. 
The total number of flooded pixels per year was then multiplied by the area 
represented by each pixel (100 square meters) to derive approximate mea-
sures of annual flood extent in square meters. 

To stabilize trends and account for the unequal number of available images 
across years, biannual maps were created by aggregating the annual flood 
masks into two-year periods. This approach helps smooth out temporal 
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variation and ensures more consistent flood extent measurements over time 
(figure D.3 and table D.2).

Figure D.3. Flood Maps

Source: Independent Evaluation Group.

Note: This map has been cleared by the World Bank Group cartography unit.

Table D.2. Flood and Precipitation Data

Year

Pixels (no.)

Surface Area 

(m2) Average 

Daily Rain 

 (mm)

Maximum 

Daily Rain 

(mm)

Maximum 

Consecutive 

Wet Days  

(no.)

Urban 

area

Study 

area

Urban 

area

Study 

area

2017–18 1,116 83 111,600 8,250 6.09 85.96 20.50

2019–20 3,290 151 328,950 15,050 5.96 61.25 34.00

2021–22 4,834 535 483,350 53,450 7.43 81.67 29.50

2023–24 628 3 62,800 300 5.44 80.43 18.00

Source: Independent Evaluation Group.

Note: m = meter; mm = millimeter.

Model Validation 

To ensure the reliability and robustness of the flood analysis, several vali-
dation steps were undertaken. The first validation layer involved verifying 
that the identified flooded areas align with locations historically prone to 
flooding, such as regions near rivers or low-lying zones. These areas were ex-
pected to show relatively consistent flood patterns across years, supporting 
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1

the validity of the model’s flood predictions. The consistency of these areas 
over time provided a strong indication that the model was correctly identify-
ing the regions most susceptible to flooding.

The second validation layer involved analyzing precipitation data from the 
Global Precipitation Measurement (GPM) Integrated Multi-satellitE Retrievals 
for GPM (IMERG) data set. By examining annual rainfall patterns, including 
maximum rainfall events and consecutive days of precipitation, it was possi-
ble to understand how different precipitation characteristics influenced flood 
occurrence. Notably, this analysis highlighted 2019 and 2022 as anomalies and 
also provided preliminary evidence that flood reduction was occurring in other 
years, potentially reflecting the impact of mitigation efforts.

The final layer of validation involved engaging with a local project coordina-
tor to discuss the findings and gain deeper insights into the flood dynamics 
in the study area. This conversation helped contextualize the results, partic-
ularly in terms of understanding the effects of flood mitigation interventions 
and any significant outliers, such as the pronounced flood events in 2019 
and 2022. The coordinator also provided valuable information about the 
project’s timeline, confirming that some flood mitigation measures were ef-
fective (for example, drainage improvements and riverbank reinforcement). 
This contextual understanding helped refine the interpretation of flood 
patterns, particularly for years when unusual flooding was observed.

Key Assumptions and Limitations

This analysis relies on a set of assumptions that influence the interpretation 
of results. A global MNDWI threshold of 0.15 was applied uniformly across 
all years to classify flooded areas. This approach assumes that flood-affected 
surfaces exhibit relatively consistent spectral properties over time and space, 
enabling comparability across different years and environmental conditions.

There are also important limitations related to spatial and temporal reso-
lution. First, while Sentinel-2’s 10-meter spatial resolution is well suited 
for detecting moderate to large flood extents, smaller or narrow-scale 
flooding—such as along minor drainage channels or within densely built-
up areas—may not be fully captured. Second, the reliance on cloud-free 
observations means that short-duration or intermittent flood events could 
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be missed, particularly if they occurred during periods of persistent cloud 
cover. As a result, the analysis may underestimate the frequency or extent of 
transient flood events.

Computing Resources

The flood analysis was conducted using Google Earth Engine, a cloud-based 
platform that provides access to vast geospatial data sets and powerful 
computational resources. All processing—including cloud masking, water 
masking, MNDWI calculation, and thresholding—was carried out within the 
Google Earth Engine environment using JavaScript code.
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