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EXECUTIVE SUMMARY 
 
• Indonesia's parliament has recently approved a revised 2015 state budget which includes a 

two-fold increase in capital expenditure compared to the original budget.  
 
• The revised budget reflects a significant shift in the fiscal allocation for infrastructure and 

subsidies.  The elimination of costly fuel subsidies provides additional fiscal space for 
Jokowi’s administration to fund infrastructure projects that are expected to boost 
Indonesia economic growth.  

 
• To maximize the impact of its fiscal expenditure, the government needs to ensure that the 

investments are well targeted and the spending for priority infrastructure projects 
accelerated whilst enhancing coordination between various stakeholders.  

 
• The government should also aim to attract more private investment by deregulating its 

investment policies, reforming land acquisition and revising PPP regulations.  
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• As infrastructure projects are vulnerable to corruption, the new government must continue 
to strengthen the country’s regulatory and governance framework.  

   
 
 
 
 

 
* Siwage Dharma Negara is ISEAS Visiting Fellow with the Indonesia Studies Programme, 
and a researcher from the Indonesian Institute of Sciences (LIPI). 
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INTRODUCTION 
 
Indonesia's parliament has approved a revised 2015 state budget with a significant shift in the 
spending allocation for infrastructure and subsidies.1 In doubling the capital expenditure, the 
revised budget clearly reflects the commitment of the new government to fix the economy’s 
underlying infrastructure problems. Overall, the revised budget looks better targeted thanks to 
the elimination of the premium fuel subsidy and the significant increase in infrastructure 
spending.  
 
Getting the money is only the first step. The upcoming infrastructure projects are expected to 
pose serious challenges to the government. Within the next few months, the government has 
to design and execute a well-targeted investment priority, expedite the state budget 
realization for priority infrastructure projects, and attract private investors. Arguably the most 
challenging task of all is to supervise project implementation to minimise corruption and 
ensure the expected results. 
 
 
A DRAMATIC SHIFT TOWARDS INFRASTRUCTURE INVESTMENT 
 
The 2015 revised budget reflects a dramatic shift compared with the original budget proposed 
by Yudhoyono’s administration. Inheriting an economy which has been stagnating for more 
than three consecutive years,2 President Jokowi is reforming the state budget to focus on 
growth-generating infrastructure projects. State spending is now projected to reach Rp 1,980 
trillion (US$ 158 billion), and total state income is projected to reach Rp 1,750 trillion (US$ 
140 billion) (see Table 1). With the projected fiscal deficit of around 1.9 percent of GDP and 
most of the state funds earmarked for productive purposes, the Indonesian fiscal position 
seems on the right track to beef up the country’s future economic growth. 

                                                             
1 The new budget proposed by Jokowi’s administration is meant to revise the original budget 
formulated by former president Yudhoyono in late 2014.  
2 Indonesia’s economic growth has been in a declining trend since 2011.  In 2011, the economy grew 
by 6.5%, then in 2012, it declined to 6.3%.  The decline continued in 2013 and 2014, in which the 
recorded growth rate were 5.8% and 5.1% respectively.  
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Table 1: 2015 Revised State Budget Highlights (in trillion rupiah) 
 
 2015 State Budget 
 Original Revised 
Total revenues 1760 1760 
Total expenditures 2010 1980 
         Fuel subsidy 276 64.67 
         Capital injection for state firms - 64.8 
         Village funds 9 20.8 
   
Ratio fiscal deficit to GDP 2.2% 1.9% 

 
Macroeconomic Assumptions 

 Original Revised 
Economic growth (%, yoy) 5.8 5.7 
Inflation (%, yoy) 4.4 5.0 
Interest rate for 3-mth govt debt papers (%) 6.0 6.2 
Exchange rate (Rp/US$) 11,900 12,500 
Crude oil price (US$/barrel) 105.0 60.0 
Oil lifting (thousand barrels/day) 900.0 825.0 
Gas lifting (eq. to thousand barrels/day) 1,248.0 1,221.0 

 
Source: Finance Ministry 
 
 
 
The revised budget marks a novelty in that it now has no subsidy allocation for Premium 
gasoline, which had become a significant fiscal burden in recent years. This fuel subsidies 
reduction saves the state around Rp 210 trillion (US $ 16.8 billion). Some of these savings are 
reallocated to capital expenditure, which has now doubled from Rp 156 trillion to Rp 290 
trillion (approximately 14.6 percent of total public spending).3  
 
The revised budget should provide a solid foundation for President Jokowi to drive up 
economic growth to 7 percent, a level that Indonesia last achieved in the era before the 1997 
Asian Financial Crisis.  Despite this positive outlook, many  are sceptical that Indonesia will  
be able to reach such high growth.4 This scepticism is due to the present global economic 
slowdown, in particular for China, which is Indonesia’s largest trading partner. Therefore,  

                                                             
3 Satria Sambijantoro. “2015 state budget approved”.  The Jakarta Post. 14 February 2015. 
http://www.thejakartapost.com/news/2015/02/14/2015-state-budget-approved.html. Accessed 6 
March 2014 
4 Satria Sambijantoro. “Risks loom in Jokowi’s  pro-growth obsession”. The Jakarta Post. 6 March 
2015. http://www.thejakartapost.com/news/2015/03/06/risks-loom-jokowi-s-pro-growth-
obsession.html. Accessed on 6 March 2015. 
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Indonesia will not be able to rely on exporting resources as an engine of growth. On this note, 
people are wondering how Jokowi’s strategy on investing in infrastructure can make a 
difference.  
 
 
WHICH INFRASTRUCTURE SHOULD BE PRIORITISED? 
For developing countries like Indonesia, better infrastructure is key for productivity and 
growth.5 An OECD study (2009), using cross-section growth regression, reveals that greater 
provision of broad measures of infrastructure is associated with higher subsequent growth 
rates.6 The long neglect on infrastructure development since the 1997-98 Asian Financial 
Crisis has been responsible for Indonesia’s stagnating growth below its potential growth. A 
recent World Bank report (2014) estimates that Indonesia has lost at least 1 percent in 
economic growth each year over the past decade due to the low investment in infrastructure.7  
According to the global competitiveness ranking published by the World Economic Forum, 
the existing infrastructure bottlenecks have adversely affected Indonesia's economic 
competitiveness. Indonesia ranks 82 out of 148 countries surveyed in terms of overall 
infrastructure quality (Table 2). The country ranks 89 in port infrastructure quality, and ranks 
78 in road infrastructure quality.  
 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

                                                             
5 For survey of recent research on the impact of infrastructure in developing countries, see Stephane 
Straub (2008) Infrastructure and Growth in Developing Countries: Recent Advances and  Research 
Challenges, World Bank Policy Research Working Paper No. 4460 
6 Balázs Égert, Tomasz Koźluk, Douglas Sutherland (2009) Infrastructure and Growth: Empirical 
Evidence. CESIFO working paper No. 2700 
7 World Bank (2014) Avoiding the Trap.  
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Table 2: Global Competitiveness Index Rankings1 

 

Quality of Overall Infrastructure Quality of Roads 
1 Switzerland 1 United Arab Emirates 
2 Hong Kong SAR 2 France 
5 Singapore 7 Singapore 
25 Malaysia 23  Malaysia 
61 Thailand 42 Thailand 
82 Indonesia 

 

78 Indonesia 
 
Quality of Port Infrastructure Quality of Railroad Infrastructure 
1 Netherlands 1 Japan 
2 Singapore 2 Switzerland 
3 Hong Kong SAR 10 Singapore 
24 Malaysia 18  Malaysia 
56 Thailand 

 

44 Indonesia 
89 Indonesia  72 Thailand 

 
Note: 1 Ranked out of 148 countries 
Source: World Economic Forum- Global Competitiveness Index 2013-2014.  
 
 
 
Poor infrastructure certainly affects Indonesia’s logistics performance (the capacity to 
efficiently move goods and connect manufacturers and consumers in international markets). 
In a world where trade is the key engine of growth, logistics competitiveness is critical to the 
sustaining of growth.  Unfortunately, Indonesian ports efficiency is among the poorest in 
Asia. The average dwelling time (the length of time a container spends in a seaport terminal)  
in Tanjung Priok port, Indonesia’s busiest seaport, stands at 6-7 days. Meanwhile, in 
Singapore it stands at only 1.5 days, in Malaysia 3 days, while in Thailand it is 4-5 days. In 
addition, Indonesia’s logistics costs account for approximately 24 percent of the country’s 
GDP, among the highest in the world. This is considerably higher than advanced economies 
such as the USA (8.5 percent of GDP) and Japan (11.0 percent of GDP), but also much 
higher than Indonesia’s regional peers such as Singapore (9 percent of GDP), Malaysia (13 
percent of GDP) and Thailand (15.2 percent of GDP) (see Chart 1). 
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Chart 1: Estimated Logistics Cost to GDP Ratio (2011-2012) 
 

 
 
Source: Armstrong & Associates, International Transport Forum.  
 
 
Logistics inefficiency has driven up the costs of production and distribution. A World Bank 
(2010) study found that the cost of shipping a 40-foot container from Padang to Jakarta is 
US$600 while the same container can be shipped from Jakarta to Singapore (three times the  
distance between Padang and Jakarta ) for only $185.8 And recently, the World Bank 
Logistics Performance Index for 2014 ranks Indonesia 53rd out of 160 countries, is lower 
than Thailand (35) and Vietnam (48) (see table 3).9 

                                                             
8 World Bank. 2010. Connecting to compete. 
http://siteresources.worldbank.org/INTINDONESIA/Resources/Publication/280016-
1264668827141/LPI.indo.en.pdf 
9 For detailed information about the Logistics Performance Index (LPI), see http://lpi.worldbank.org/. 
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Table 3: Logistics Performance Index (LPI) 
in Select Asian Countries, 2014 

 

 
 

Source: World Bank: Logistics Performance Index, 2014  
 
 
 
Those indicators suggest that upgrading roads, ports, and logistics infrastructure is the right 
direction for accelerating Indonesia’s future growth. However, will that be enough to put 
Indonesia on the 7 percent growth trajectory?  
 
There is no exact answer which infrastructure investment will give the biggest boost to the 
country’s economic growth. The literature indicates that different stages of development 
require different kinds of infrastructure to maintain growth and productivity.10 This paper 
argues that Indonesia should not only focus on specific infrastructure like roads, ports, or 
logistics per se. What Indonesia currently needs is a balanced infrastructure invesment 
covering not only physical infrastructure but also innovation, technology and education. 
Better roads and ports will not be beneficial without quality human capital.  
 
Massive infrastructure investments will not necessarily lead to higher growth. Indonesia 
needs to carefully design projects, assess their viability, and ensure proper execution. There 
are many examples of infrastructure projects being wastefully carried out due to poor 
planning and lack of a feasibility study. In view of this, Jokowi’s infrastructure team must 
work collaboratively in an integrated manner if it is to mitigate overlapping and contradicting 
plans.   
 
 
                                                             
10 See Hulten, C. and A. Isakson (2007), “Why development levels differ: differential growth in a 
panel of high and low income countries”, NBER, Working Paper, No.13469, Cambridge, MA.   
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MAKING INFRASTRUCTURE INVESTMENT MORE ATTRACTIVE 
 
President Jokowi’s infrastructure investment programme seems very ambitious given 
Indonesia infamously poor implementation record. In his new plan, the government aims to 
build 5,000 km of railways; 2,600 km of roads; 1,000 km of toll roads; 49 dams; and 24 
seaports as well as construct power plants with a combined capacity of 35,000 megawatts.11 
To achieve this, Indonesia will need massive financing resources going beyond the country’s 
financing capacity. For its sea highway plan, for example, the Indonesian government will 
need to invest around US$ 55-57 billion between 2015 and 2019.12 This investment includes 
US$ 20 billion to develop a total of 24 commercial seaports across the archipelago, US$ 16 
billion to build 1,481 non-commercial seaports, US$ 13 billion to develop 15 industrial areas, 
and US$ 8.4 billion to procure vessels.13  
 
One may wonder where the Indonesian government is to find the money to support such 
ambitious plans. Traditionally, the country is highly dependent on public investment, led by 
state-owned enterprises (BUMN) for infrastructure development.14 However, the capacity of 
public financing is too small compared with the investment needs that are approximated 
around US$300 billion over the period of 2010-2020.15  Given such a significant financing 
gap, the government must find a way to encourage more private investments, both local and 
foreign. Alas, the data from the World Bank (2014) indicates that the share of private sector 
financing for total infrastructure investment has been declining gradually from around 30 
percent in 1995-97 to 10 percent in recent years (see Chart 2). In this regard, the government 
has to seriously reform Indonesia’s overall investment climate. Deregulation to allow foreign 
investment in infrastructure is neccessary in particular to be able to respond better to interest 
shown by countries such as China, Japan, the US and EU to support infrastructure 
development in Indonesia.  

                                                             
11 See Winarno Zain, “President Jokowi’s infrastructure projects: Quantity vs quality“, The Jakarta 
Post, 23 February 2015.  http://www.thejakartapost.com/news/2015/02/23/president-jokowi-s-
infrastructure-projects-quantity-vs-quality.html. Accessed  26 March 2015.  
12 Greg Knowler, “Indonesia may have to scale back marine highway plan”. http://www.joc.com/port-
news/international-ports/indonesia-may-have-scale-back-marine-highway-plan_20141216.html. 
Accessed  12 January 2015. 
13 Nadya Natahadibrata, “Govt sets out maritime dream”, The Jakarta Post, 22 November 2014.      
http://www.thejakartapost.com/news/2014/11/22/govt-sets-out-maritime-dream.html. Accessed on 16 
December 2014. 
14 See http://www.tempo.co/read/news/2014/04/07/092568475/Pakai-APBNi-Butuh-100-Tahun-
Kerjakan-Infrastruktur. Accessed  12 January 2015. 
15 Deny Sidharta and Jared Heath.  “Building effective partnerships”. The Jakarta Post. 25 February 
2014.   http://www.thejakartapost.com/news/2014/02/25/building-effective-partnerships.html. 
Accessed 13 January 2015.  
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Chart 2: Source of infrastructure financing in Indonesia (% of total) 
 

 
 

Source: World Bank (2014), Avoiding the Trap, p. 85. 
 
 
 
Infrastructure investment requires clear regulatory framework. Despite frequent statements 
from the government to speed up infrastructure projects and to ease investment regulations, 
investors are still facing great uncertainties in terms of land acquisition, for example. Land 
acquisition has been the main obstacle for various strategic infrastructure projects, including 
the Japan-sponsored 2x1,000 megawatt coal-fired power plant in Batang, Central Java, which 
aims to be Southeast Asia’s biggest power plant. The US$4 billion power-plant project has 
been delayed for several years due to land acquisition problems and opposition from local 
residents.16 Along this line, the recent signing of the Presidential Decree No. 30/2015 meant 
for expediting the implementation of land acquisition law No 2/2012 for infrastructure project 
should be regarded as a potential breakthrough. This new regulation allows private investors 
to acquire land on behalf of the government and this will help expediting infrastructure 
projects. However, since the land-acquisition preparation and implementation process may 
take up to 500 days, the new regulation may only become effective in 2016.  
In addition, to expedite infrastructure investments, the government has to speed up capital 
expenditure realization. The latter was always in the spotlight as it has among the lowest 
budget realization rates of all spending types. In view of this, the government should ease the 
process of budget disbursement, improve procurement efficiency and speed up the tendering 
process so that ministries could achieve better planning for their projects.  
                                                             
16 Linda Yulisman. “Land acquisition and PPP rules to be revised”. The Jakarta Post. 21 January 
2015. http://www.thejakartapost.com/news/2015/01/21/land-acquisition-and-ppp-rules-be-
revised.html. Accessed  6 March 2015. 
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There has been a long discussion on public and private partnerships (PPP) for infrastructure 
investment. However, this has not lessened the lack of interest from the private sector. It is 
therefore necessary for the government to reform the existing PPP scheme so that it will be 
attractive for private investors. Part of the reason is that the bidding process is too long and 
cumbersome. In addition, the selection criteria remain unclear and the process is not 
transparent. Apart from that, there is no special incentive for investment in projects with low 
profitability.  Projects like toll roads, ports,  and power plants in eastern Indonesia may have 
very slim margins and be very risky. Without public financial support through viability gap 
funding programmes, private investors cannot be expected to be interested in the projects.  
 
Finally, President Jokowi needs to quickly amend the legal framework for PPPs to allow the 
private sector to invest in the development and operation of financially viable infrastructure 
projects without being forced to establish a joint-venture with state-owned enterprises. The 
government has to ensure that all of the institutional mechanisms are well coordinated. This 
will signal to investors that the government is serious about implementing PPPs. 
 
 
SUPERVISION AND COORDINATION 
 
Infrastructure projects are vulnerable to corruption. There is much anecdotal evidence that 
corruption acts as “grease” to smoothen and expedite various infrastructure projects. A study 
by the Indonesian Chamber of Commerce and Industry (Kadin) indicates that 87 percent of 
contract winners for construction projects in Indonesia were decided before the tender 
process was even completed.17  Corruption can compromise infrastructure service delivery 
since contractors collude with corrupt officers. This in turn results in higher cost, non-
functioning investments, and low-quality public goods.  Therefore, as the budget allocation 
for infrastructure increases, the government must tighten supervision and improve 
transparency of the bidding and procuring processes. Likewise, the government must 
withstand pressure to force it to grant projects to political allies. Going forward, the 
government must support and strengthen the role of the Corruption Eradication Commission 
(KPK) while also pushing for more transparent systems and inviting civil society to take part 
in project supervision. Most importantly, the government must completely reform the 
existing political party financing system characterized by rampant transactional politics, 
within which politicians have to raise funds in order to return favours to sponsors.   
Improvement in the capacity of the ministries to handle infrastructure project is very 
important. From past experiences, the ministries have had poor capacity in managing 
infrastructure projects, starting from the bidding and procuring to the supervising the projects. 
As a result, there are many cases of delayed and poor quality  infrastructure outputs. 
Therefore human resources in the ministries need to be trained and given more incentive to 
improve their performance.  
                                                             
17 Huda Albanna. “Corruption: A necessary evil for infrastructure development?”. The Jakarta Post. 4 
March 2015.  http://www.thejakartapost.com/news/2015/03/04/corruption-a-necessary-evil-
infrastructure-development.html#sthash.SWAq49yf.dpuf. Accessed 6 March 2015 
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Finally, the Jokowi’s administration will have to tackle the chronic coordination problem 
between the central and local government.  After decentralization in 2001, sub-national 
governments have acquired major responsibilities. They play a key role in managing 
provincial and district infrastructure development. Hence any project intersecting district 
boundaries requires a lengthy process for consultations, discussions and coordination. In 
addition, many infrastructure development plans at the central, provincial and district levels 
are not mutually consistent. As such, Jokowi’s administration will need to ensure that the 
national infrastructure development plan will be in line with the local government 
developmental plan. There are several cases where the central and local governments have 
conflicting plans in developing infrastructure. One is the Bitung seaport development, in 
which the central and local government have different development plans.18 This poor 
coordination between central and local government will create high inefficiency and delay 
execution. 
 
 
CONCLUSION 
 
In order to achieve Indonesia’s ambitious 7 percent economic growth target, the country 
needs to invest in infrastructure. So far, the new government has successfully reformed the 
state budget to path the way to growth-generating investment projects. Going forward, the 
upcoming infrastructure projects should pose serious challenges to the government, ranging 
from ensuring that the investment is well targeted, speeding up state budget realization for 
priority infrastructure projects, attracting investors and coordinating the role of various 
stakeholders. Most importantly, it needs to deal with supervision of the projects to minimise 
corruption and avoid political capture to ensure the projects achieved their expected 
outcomes. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
                                                             
18 P2E-LIPI, 2014. ASEAN-China Connectivity Development. A study commissioned by The 
Political Section, Embassy of the People’s Republic of China (PRC) in the Republic of Indonesia. 
November 2014. Jakarta. 
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