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I N T R O D U C T I O N   

Over the past five decades, sub-national government units in most countries around the world have 
assumed some extent of decision-making authority (Cheema and Rondinelli 2007).1 This often occurs 
through devolution, a reform that typically involves the transfer of different government functions related 
to sectors, such as health, from the central government to sub-national units. Devolution often entails 
changes to public financial management (PFM) rules, systems, and processes. In parallel, countries have 
also initiated health financing reforms, such as expanding publicly managed health insurance, eliminating 
user fees, and introducing performance-based payments to move closer to the goal of achieving universal 
health coverage (UHC). While national governments exercise a high degree of control over the design of 
health financing reforms, their implementation in devolved contexts is heavily influenced by local politics, 
policies, and processes. Sub-national government units are often the main purchasers of primary health 
care services, exercising considerable control over the funds flowing to public facilities, including from user 
fees or insurance reimbursements.  

Public funds lie at the heart of sustainable health financing policy for achieving UHC (Kutzin, Yip, and 
Cashin 2016). Globally, public financing accounted for approximately 60% of health spending in 2017 and 
increased faster than any other source of health expenditure over the preceding decade (World Health 
Organization 2019). Given public funding’s growing role, governments and development partners 
increasingly recognize the importance of PFM to effective, efficient, and equitable health spending (Cashin 
et al. 2017; Barroy et al. 2019). Therefore, devolution and related PFM reforms can affect how public funds 
are allocated, used, and reported in the health sector.  

The World Health Organization (WHO) and ThinkWell jointly developed a series of case studies to explore 
the implications of devolution for health financing, with a deep dive into PFM issues. The cases shed light 
on how health financing functions are organized within and impacted by each country’s devolved system of 
government. They also explore how devolution has shaped PFM processes in the health sector, including 
budget development, approval, execution, and accountability.  

This case study details health financing and health-related PFM processes in the Republic of Indonesia. 
Indonesia is an archipelago nation with the fourth largest population in the world. In the era of 
decentralization, the country’s 34 provinces and 416 districts have unique health goals, priorities, and 
programs. The Indonesian Parliament passed a series of laws in May 1999 to establish the current 
decentralized system in response to growing unrest due to the 1997 Asian Financial Crisis and separatist 
movements (Firman 2009). Decentralization also offered citizens in the diverse Southeast Asian country an 
opportunity for greater involvement in governance after 31 years of authoritarian rule under President 
Suharto, which ended in 1998 (Ahmad and Mansoor 2002). Although decentralization allowed provincial- 
and district-level governments autonomy in setting budgets and implementing public programs, the sub-
national governments could not effectively manage their new responsibilities (Nasution 2016). The result 
was poor execution of PFM, which is a problem that persists today. This trend is especially seen in the 
health sector, where multiple agencies within and across the different levels of government must interact 
with each other for service delivery. Still, their roles and the regulations are often unclear (Prabhakaran et 
al. 2019).  

 

M E T H O D O L O G Y   

ThinkWell and WHO developed a set of questions to guide data collection in the selected countries to 
answer the following overarching questions: 

 
1 The literature offers several typologies to distinguish between different forms of decentralization (devolution vs. de-
concentration, administrative, fiscal vs. political decentralization), which are discussed in a separate methodology document. 
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‒ How are the three health financing functions— revenue raising, pooling, and purchasing—and 
related governance functions organized and affected by a devolved system of government in a 
country?  

‒ What challenges related to devolved health financing exist and how do these affect progress 
toward UHC?  

‒ How do PFM processes unfold across government levels, and what is the role of sub-national 
governments in allocating, spending, and reporting public funds for health?  

‒ What is the role of health facilities in PFM processes?  

Data for Indonesia were mainly collected through desk review, supplemented with insights from 
ThinkWell’s health financing and policy experts in Indonesia. The desk review entailed a purposeful review 
of documents and data that could be accessed online, including from the Government of Indonesia, 
international organizations, development assistance projects, and peer-reviewed literature. When 
clarifications were needed, ThinkWell’s team of data analysts and health financing experts in Indonesia 
were consulted. The findings from sub-national governments in this report are meant to be illustrative of 
the general processes. They do not attempt to document the experiences of specific provinces, districts, or 
villages.   

 
C O U N T R Y  C O N T E X T  

Decentralization is a relatively new form of governance for Indonesia, with the current system being 
abruptly implemented in 1999 after decades of autocratic rule. Since gaining independence in 1945, the 
world’s largest archipelagic nation was mostly managed by a national government. Provincial- and district-
level units have existed since Indonesia adopted constitutional law in 1945. Still, they were not 
autonomous, and sub-national representatives served as an extension of the national government’s rule. It 
was not until the end of the 20th century that sub-national governments gained more autonomy. Law 
No.5/1974 used de-concentration to form administrative areas at the provincial, district, and village level 
(Aritonang 2016). Although decision-making powers were kept at the national level and sub-national 
governments remained dependent, Law No.5/1974 created the legal basis for future decentralization 
efforts (Aritonang 2016; Hidayat 2017). District-level governments gained political and fiscal autonomy 
through the passage of Law No.22/1999. Specifically, Law No.22/1999 outlined the expenditure functions, 
such as the provision of health services, that were transferred to the districts and stated that provincial- 
and district-level governments do not have a hierarchical relationship (Ahmad and Mansoor 2002).  Law 
No.32/2004 further expanded the expenditure functions and extended “concurrence functions” to the sub-
national governments (Hidayat 2017). For example, if the national government has authority over national 
and interprovincial affairs, then provincial governments have authority over provincial and inter-district 
affairs (Hidayat 2017).  Finally, Law No.23/2014 refined the relationships among the sub-national 
governments and gave provincial governments the additional responsibility to represent the central 
government. Table 1 illustrates these key pieces of legislation that led to decentralization.  
 
Table 1. Legislation outlining decentralization 

Aspect Law No. 5/1974 Law No. 22/1999 Law No. 32/2004 Law No. 23/2014 

Decentralization 
model 

De-concentration Devolution Devolution Devolution 
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Aspect Law No. 5/1974 Law No. 22/1999 Law No. 32/2004 Law No. 23/2014 

Delegation of 
Authority 

Sub-national 
government responsible 
to central government 

Local governments 
responsible to local 
government and local 
parliament 

Hierarchy among central, 
provincial, and district 
governments not clear 

General governance and 
hierarchy more clearly 
regulated with dual function of 
the provincial government, 
empowering provincial 
government to oversee 
district/village levels and report 
to the central government  

Law No.23/2014 made Law 
No.32/2004 invalid  

Function of sub-
national government 

National government 
delegated limited roles 
and authority to the 
sub-national 
governments  

Provincial and district 
governments had 
authority over 11 
functions; Law 22/1999 
gave a disproportionate 
amount of authority to 
districts (often bypassing 
the provincial level) which 
resulted in no hierarchical 
relationship between the 
sub-national levels 

Provincial and district 
governments’ authority 
expanded to 16 
mandatory functions 

Provincial and district 
governments’ authority 
reserved to 6 mandatory 
functions related to basic 
services and 18 mandatory 
functions related to non-basic 
services  

Source: Adapted from Hidayat 2017 
  
Note: Law No.5/1974 declared provincial, district, and village level governments as autonomous regions. ‘Local’ in this table refers 
to the respective level of government (i.e., district government is accountable to district Parliament).  
 
Although governance in Indonesia is split into national, provincial, district, and village levels, each level 
of government is autonomous. The national government has three branches: (1) the Executive branch, 
which consists of an elected president and the appointed ministerial heads; (2) the Legislative branch, 
which consists of the elected Parliament members in the People’s Consultative Assembly; and (3) the 
Judicial branch, which consists of the appointed Supreme Court members (“Government of Indonesia” 
2017). The national government is responsible for “foreign affairs, defense, justice, monetary policy, and 
religion” (“Government of Indonesia” 2017). On the other hand, there are 34 provinces and 416 districts in 
Indonesia (Ministry of Home Affairs 2019), and each level has an elected governor and elected Parliament. 
Provincial governments have the dual responsibility of governing their regions and serving as national 
government representatives (Nasution 2016). However, provincial governments have limited 
responsibilities as the 1999 reform laws gave sub-provincial governments the “authority to determine the 
size and structure of budget expenditure” (Nasution 2016). The district- and village-level governors and 
Parliament are responsible for the previously stated expenditure functions and are accountable to the 
people they serve.  
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Figure 1. Levels of sub-national governments and service delivery responsibilities

 
Source: Mahendradhata et al. 2017  
 
Note: Continuous line denotes line of authority; Dotted line represents technical supervision role. 
 
 
H E A L T H  F I N A N C I N G  L A N D S C A P E  I N  T H E  C O N T E X T  O F  D E V O L U T I O N   

In Indonesia, health financing and service delivery are split into two overlapping systems – publicly 
provided vertical programs and the national health insurance scheme. For services such as maintaining 
health infrastructure and providing services for priority diseases, the Ministry of Health (MOH) sends 
financial support to sub-national governments responsible for service delivery (Ministry of Health 2018). 
Through provincial health offices (PHOs), provincial government are responsible for public provincial 
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hospitals and coordinating programs for targeted health issues across the province. While district 
governments, through district health offices (DHOs), manage public district hospitals and primary health 
care facilities (Puskesmas) (Mahendradhata et al. 2017). Figure 1 highlights the different levels of 
government and the healthcare providers they oversee.  In 2014, Indonesia implemented a national health 
insurance scheme (NHIS) called Jaminan Kesehatan Nasional (JKN). JKN consolidated all the existing health 
insurance schemes in the country in response to the 2004 National Social Security Law that made health 
care and social security mandatory (Agustina et al. 2019). JKN is centrally managed, with the Social 
Insurance Administering Body for Health (BPJS-K) responsible for enrollment, collecting contribution fees, 
and processing claims (Prabhakaran et al. 2019). Other national-level government entities that play a role in 
the implementation and oversight of JKN include the National Social Security Council (DJSN), which 
oversees BPJS-K and monitors its management of JKN. MOH also plays a role in JKN by paying the 
contribution fees for the poor and near-poor populations, setting the case-based and capitation payment 
rates, and approving clinical guidelines (Agustina et al. 2019). The complex relationship between the two 
systems is illustrated in Figure 2 on the next page.  
 
Decentralization gave sub-national governments power to raise funds and spend it based on local 
priorities, but overall spending on health remains low across the country. Before 1999, Indonesia’s budget 
process was mostly managed at the central level, with the national government determining the work plan, 
distributing funds, and appointing local officials (Asian Development Bank 2018). Decentralization allowed 
sub-national governments to directly contribute to government revenue and expenditure. Decentralization 
also gave sub-national governments the responsibility to manage health services, and approximately 24% 
of total health expenditure in 2016 was incurred by sub-national governments (“Indonesia National Health 
Accounts” 2016).  

The sub-sections that follow detail how, across government levels, funds are collected and shared (revenue 
raising), managed on behalf of the population (pooling), and used to pay for health services (purchasing). A 
final sub-section examines reporting, oversight, and accountability for health financing. Findings related to 
PFM processes and how decentralization affects these systems are woven throughout the sub-sections. 
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Figure 2. Funds flow and organizations involved in providing health services in Indonesia  

 
Source: Agustina et al. 2019 

Notes taken from Agustina et al. (2019): (A) Flow of funds and health services in Indonesia. (B) Flow of funds for NHIS 
implementation. CBG=case-based group. CBG+=CBG payment plus budget allocation from the local or national government. 
DAK=Special Allocation Fund. DAU=General Allocation Fund. GP=general practitioner. IDR=Indonesian Rupiah. NHIS=National Health 
Insurance System. PBI=subsidy for non-contributing members (poor or near-poor populations). PH=public health. SSAH=Social 
Security Agency of Health (which is also referred to as BPJS-K in this report).  

 

R E V E N U E  R A I S I N G  

Revenue raising refers to the way revenues are collected to fund health care provision and promotion 
activities. This section explores revenue raising at the national, provincial, district, and village levels.  
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Revenue Collection 
The different levels of government collect revenue mainly through taxes. In 2013, 90% of the Government 
of Indonesia’s (GOI) total revenue came from taxes collected by the national government, including 
income, value-added, excise, and oil and gas income taxes (World Bank 2016). The remaining GOI revenue 
came from provincial own-source revenues (6%) and district own-source revenues (4%) (World Bank 2016). 
Own-source revenues refer to the taxes or service fees that sub-national governments can charge 
separately from the national government, and they are highlighted below in Figure 3. Sub-national 
governments can also collect service fees from issuing government permits, selling government assets, 
gaining interest income, and receiving favorable foreign currency exchange rates (Directorate General of 
Fiscal Balance n.d.). In addition to these revenue collection methods, provincial- and district-level 
governments can introduce new taxes if they are not discriminatory. The regulations for new taxes are 
clear: citizens must have the means to pay them through employment opportunities, and the government’s 
cost to collect the new tax is not greater than the amount of tax to be collected (Ministry of Finance 
2018a). Finally, governments at the village level are also allowed to charge service fees, but they still 
heavily rely on intergovernmental transfers from provincial- and district-level governments (Antlöv, 
Wetterberg, and Dharmawan 2016).  

 

Figure 3. Sub-national government own-source revenues 

 
Source: Directorate General of Fiscal Balance 2019 

 

The national government manages revenue collection for both vertical health programs and JKN. The GOI 
has three primary sources for health funds: National Revenue and Expenditure Budget (APBN), Regional 
Revenue and Expenditure Budget (APBD), and donor assistance for priority programs (Ministry of Health 
2018). Revenue for JKN comprises of APBN allocations, APBD allocations, contributions by employers 
(parastatal and private companies), and contribution fees from informal workers. According to Law 
No.36/2009, it is a legal requirement that at least 5% of the APBN and 10% of the APBD must be set aside 
for health funding, excluding salaries for civil servants. If sub-national governments gain revenue collected 
through user fees and insurance reimbursements at public health facilities, those funds are reflected in the 
APBD budget (Mahendradhata et al. 2017). Overall, the Government of Indonesia plays a significant role in 
health financing, with domestic government spending for health at 48.4% of current health expenditure in 
2017, inclusive of JKN (World Health Organization 2017). Also, in 2017, out-of-pocket (OOP) health 
spending had a higher share of current health expenditure at 34.6% compared to another private health 
spending at 16.5% (World Health Organization 2017). However, during the same period, domestic 
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government spending for health as a share of total government expenditure was only at 8.7% (World 
Health Organization 2017).  

Intergovernmental Transfers 
Intergovernmental transfers from the national government are a significant part of sub-national 
governments' annual fiscal balance process. In 2018, approximately 47% of provincial government budgets 
and 67% of district government budgets were financed by intergovernmental transfers from the national 
government (Ministry of Finance 2018b). As seen in Figure 4, the total intergovernmental transfers from 
the national government have only increased since decentralization (Directorate General of Fiscal Balance 
2019). Sub-national governments receive three different types of grants: revenue sharing (DBH), general 
allocation fund (DAU), and special allocation fund (DAK). DBH consists of tax revenue collected by the 
national government, and funds are returned to provinces and districts proportionally by amount of 
revenue collected per geography (World Bank 2016). DBH grants are unconditional, with sub-national 
governments retaining complete control over their use. Provinces and districts receive DAU “based on the 
total salary of sub-national civil servants” and “the difference between fiscal requirements and fiscal 
capacity” (World Bank 2016). Fiscal requirement calculations are based on population count, geographic 
area, “construction expensiveness” index, human development index estimates, and gross regional 
domestic product (World Bank 2016).  
 
On the other hand, fiscal capacity is determined by DBH revenues and own-source revenue totals (World 
Bank 2016). DAU primarily supports district-level governments, with 10% of funds allocated for provincial 
governments (World Bank 2016). DAU is also unconditional and, after paying civil servants’ salaries, sub-
national governments have discretion over the resources. However, Law No.23/2014 urges sub-national 
governments to prioritize the mandatory requirement of providing basic essential services. Finally, DAK 
funds are earmarked to support disadvantaged districts providing public programs, prioritizing national 
health programs (World Bank 2016). There are two types of DAK. The first type is physical DAK, which is 
meant to finance infrastructure activities or purchase equipment, such as building a Puskesmas or buying 
medical devices. The second type is called non-physical DAK, which is used for public health programs, 
including Health Operational Assistance (BOK) funds and Family Planning Operational Assistance (BOKB) 
funds. Unlike the previous transfers, DAK grants are meant to achieve a specific purpose, and districts are 
usually required to co-finance 10% of activities (World Bank 2016).  

 

Figure 4. Intergovernmental transfers from the national to sub-national governments (total IDR in 
trillions, 1996-2020) 

 
Source: Directorate General of Fiscal Balance 2019  
 
Note: Amounts reported in trillion IDR; Although the decentralization laws were enacted in 1999, the fiscal reforms were fully 
implemented starting in 2001 (Comola and de Mello 2010). 
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The MOH also makes direct budget transfers to the sub-national level to support the provision of health 
services. MOH channels funds to centrally managed hospitals and government agencies, such as the 
National Institute for Health Research and Development, as well as to provincial health offices (PHO) and 
district health offices (DHO) (Mahendradhata et al. 2017). Both PHOs and DHOs receive funds mainly to 
cover the implementation and operational costs of providing vertical health programs, including nutrition, 
maternal and child health, health financing, disease control, and environmental health (Mahendradhata et 
al. 2017). Additionally, PHOs receive funds to assist manage and oversee district-level health programs 
(Mahendradhata et al. 2017).  

Decentralization was meant to empower sub-national governments to allocate budgets according to the 
needs of their populations. However, poorly defined regulations from the national government and low 
commitment from sub-national leaders to provide basic health services have hindered overall 
improvements in service delivery. While decentralization allows sub-national governments greater fiscal 
autonomy, the national government still sets the guidelines and performance indicators to regulate 
spending. As noted previously, the law states that 5% of the national budget and 10% of sub-national 
budgets must be allocated for health. However, in 2020 the subsidies for PBI members still counted 
towards the budget allocations for health, which overshadows government spending on other health 
programs. Also, what constitutes health spending is not clearly defined, which leads to variations in 
interpretations of roles and responsibilities (Cashin, Sparkes, and Bloom 2017). For example, Law 
No.23/2014 mandates sub-national governments fulfill the national government’s basic Minimum Services 
Standards (MSS) to improve the health status of their communities. Unfortunately, low compliance from 
local leaders has contributed to the poor provision of basic health services. Another issue is that 
expenditure earmarks often do not include incentives to meet national health outcome targets (Cashin, 
Sparkes, and Bloom 2017; World Bank 2016). This has resulted in varying levels of budgetary commitment 
for health, ranging from 3% to 18% among districts surveyed in 2013 (World Bank 2016).  
 
Additionally, the lack of technical guidance on properly allocating 10% of budgets towards health has led 
to an increasing trend in allocations going to services performed outside of hospitals or DHOs. Finally, it is 
difficult for the national government to monitor expenditure because national-level performance indicators 
only record disbursements and do not verify spending (Cashin, Sparkes, and Bloom 2017). While the MOH 
has tried to institutionalize health expenditure tracking through the district health accounts, less than 5% of 
districts currently participate in the exercise (Cashin, Sparkes, and Bloom 2017).  

Budget Development and Negotiation 
The national government leads budget development, and various government agencies contribute to the 
year-long process (Figure 5). The fiscal year in Indonesia runs from January to December. The Ministry of 
Finance (MOF) starts developing the APBN for a given fiscal year in January of the previous year. Using 
revenue projections to estimate a baseline for the fiscal year and ensure that anticipated expenditure does 
not cause the annual deficit to exceed 2.5% nationally and 0.5% sub-nationally (World Bank 2018). The 
MOF uses organizational units, functions, programs, and economic classifications to determine where funds 
are appropriated (World Bank 2018). Line ministries are responsible for work planning to align budgeting 
and programming plans. The Executive Branch guides priority projects and the Legislative Branch is 
involved in the review process for both the budget and work plan (World Bank 2018). In addition, the 
National Development Planning Agency (BAPPENAS) oversees the overall planning process and plays a 
crucial role in engaging sub-national governments.  
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Figure 5. Timeline for developing the National Revenue and Expenditure Budget (APBN) 

 
Source: World Bank 2018 

Abbreviations: RKP = government annual work plan; Renja-K/L = ministry/institution annual work plan; Musrenbang = forum where 
members of the public provide feedback to government officials; LM = line ministries; DPR = Parliament; RKA-KL = 
ministry/institution annual budget plan; DGB =: Director General of Budget; MOF = Ministry of Finance; FN = financial note; DAK =  
special allocation fund; RAPBN = executive budget proposal; APBN = National Revenue and Expenditure Budget; DIPA = budget 
documentation.    

 

After the national government prepares a tentative budget, BAPPENAS can then invite sub-national 
officials and members of the public to attend national development plan meetings to solicit their inputs 
(World Bank 2018). These meetings are called Musrenbangs, and they ensure public participation in 
forming government work plans and budgets. Participants, who range from community leaders to the 
heads of health facilities, attend Musrenbangs hosted at every level of sub-national government to discuss 
local priorities and the financial performance of the previous year’s activities (Mahendradhata et al. 2017). 
The goal of Musrenbangs is for sub-national development planning bodies (Bappeda) to solicit inputs and 
produce local budgets to be approved by local Parliaments (Mahendradhata et al. 2017). Ideally, work plan 
proposals and budgets compiled at the village level are presented at the district level for integration. This 
process continues until all the sub-national proposals are consolidated at the provincial level. These 
proposals collectively inform the Regional Revenue and Expenditure Budget (APBD), which is incorporated 
into the APBN and helps determine intergovernmental transfers (Mahendradhata et al. 2017).  

Decentralization has made the budgeting process not as transparent as envisioned or planned, despite 
efforts for community involvement. By including inputs from local officials and members of the public, 
budget allocations to sub-national governments should be clear in calculation and purpose. However, in 
2017 it was estimated that only 73.9% of budget allocations from the national government were “rule-
based, transparent and predictable in their calculation and in the use of underlying data” (World Bank 
2018). One explanation for the lack of clarity is that sub-national governments often disagree with the data 
the national government uses to base their decisions. Still, they do not have the means to reconcile the 
data (World Bank 2018). This makes negotiating with national government officials and predicting future 
budget allocations difficult.  Although public participation in the budgeting process needs improvements, 
the latest budgets are easily accessible through the MOF website once approved (Ministry of Finance 
2020).  
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P O O L I N G  

Pooling refers to arrangements, including location, mechanism, and organization, for accumulating pre-paid 
funds raised for health. In Indonesia, funds are mainly pooled and distributed through the central 
government. 

Revenue raising for JKN is centrally managed through BPJS-K, the national health insurance agency. There 
are three main contribution categories for JKN: formal sector employees, informal sector employees, and 
poor or near-poor populations. Formal sector employees automatically contribute 5% of their salaries to 
JKN with their employers, while the monthly contribution fees for the poor or near-poor are fully subsidized 
by the MOH (Prabhakaran et al. 2019). Informal sector employees can join JKN by paying a monthly 
contribution fee according to the class of care. Monthly contribution fees in 2021 are IDR 150,000 
(US$10.68) for Class 1 care, IDR 100,000 (US$7.12) for Class 2 care, and IDR 42,000 (US$2.99) for Class 3 
care (BPJS-Kesehatan 2021)2, where the class of care refers to the type of service patients can expect to 
receive at a facility. For example, receiving services at a Class 1 facility might mean getting a private room. 
 
In contrast, Class 3 facilities might have more basic provisions and entail receiving care in a hospital ward 
with multiple beds. When looking at the proportion of JKN members in 2018 who paid monthly 
contribution fees, 12.4% were Class 1, 19.4% were Class 2, and 68.2% were Class 3 (Dewan Jaminan Sosial 
Nasional and BPJS-Kesehatan 2020). It is important to note that all subsidized PBI members in JKN are 
enrolled in Class 3. According to the GOI, in 2019 there were approximately 224.1 million Indonesians 
enrolled in JKN, around 83% of the total population (BPJS-Kesehatan 2019). Of that 224.1 million, 88.8 
million are classified as formal or informal sector employees, and 135.3 million are poor or near-poor 
populations (Ministry of Health 2020b). However, further exploration is needed on the accuracy of 
targeting PBI recipients. According to the Central Bureau of Statistics (BPS), the number of poor 
Indonesians in 2020 was approximately 26.4 million, significantly larger than the number of PBI members at 
135.5 million (Central Bureau of Statistics 2020).  

Pooling for JKN occurs exclusively at the national level through BPJS-K, while pooling at the sub-national 
level is focused on financing public health activities outside of JKN. BPJS-K pools funds from national and 
sub-national governments to cover subsidized populations, informal sector employees’ monthly 
contributions, and formal sector employees’ automatic contributions. Other than sub-national 
governments paying BPJS-K the subsidies for vulnerable populations not covered by the national 
government, sub-national governments operate their pooling separately since their funds are used to 
provide public health programs. In terms of the actual pooling process, sub-national governments have a 
Local General Treasurer (BUD) who coordinates PFM, including managing all local revenue and expenditure 
budget in the APBD (“Government Regulation on Local Financial Management No. 12” 2019, 12). The BUD 
pools funds from  own-source revenues, intergovernmental transfers earmarked for health, and user fees 
at public health facilities (World Bank 2016). The BUD is part of a greater Local Financial Management Work 
Unit (SKPKD), and there are separate BUDs and SKPKDs at the provincial and district levels.  

It does not seem like decentralization has improved the process of distributing resources to sub-national 
governments sufficiently or equitably. Geographic disparities in economic and physical capacity still hinder 
Indonesia’s ability to provide equitable access to quality health services. In terms of economic capacity, 
physical DAK transfers meant to fund health investments, such as building public health facilities, require 
co-financing from sub-national governments, and poorer areas may not have the resources to do so. This 
also affects disadvantaged regions’ physical capacity, as provinces or districts experiencing low healthcare 

 
2 Used an exchange rate of 1 US$ = IDR 14,063 (February 2021). 
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utilization among their population due to limited infrastructure and poor supply-side readiness are at risk 
of receiving fewer funds compared to well-developed regions (Mahendradhata et al. 2017).  

P U R C H A S I N G  

Purchasing refers to how pooled funds are allocated to providers and used to pay for services. In 2018, 
total health expenditure in Indonesia was mostly through household OOP (31.9%), BPJS-K (22.9%), and 
district governments (19%), respectively (Ministry of Health 2020a).  

Purchasing Roles and Responsibilities 
BPJS-K is responsible for the services delivered through JKN. BPJS-K focuses on providing curative and 
rehabilitative services through JKN, with less focus on providing preventative services for its members.  In 
2018, the NHIS spent 54.3% of total funds on inpatient care, 41.3% on outpatient care, and only 0.3% of 
total funds on preventive services (Ministry of Health 2020a). The MOH determines purchasing policies and 
payment rates for JKN at the central level to purchase those services, and BPJS-K is responsible for 
processing claims and paying providers (Prabhakaran et al. 2019). For health services covered under JKN’s 
benefits package, purchasing decisions are made by MOH and implemented through BPJS-K’s central office 
(Prabhakaran et al. 2019). JKN claims reimbursements should cover all the fees associated with service 
delivery, such as labor costs and medical commodities. JKN members can receive care in public and private 
health facilities contracted with the scheme. 

Sub-national governments are responsible for ensuring that public primary health care facilities 
(Puskesmas) and public hospitals in their jurisdiction have enough funds to operate, including covering 
costs related to medical equipment, essential medicines, human resources, and building maintenance 
(“Government Regulation on Health Service Facilities No. 47” 2016). They must also fund programs that 
strengthen promotive and preventive health activities, such as community-based health services (“Law of 
the Republic of Indonesia No. 36” 2009). In 2018, district governments spent their funds almost evenly on 
inpatient care (20.7%), outpatient care (24.4%), and preventative services (25.1%) (Ministry of Health 
2020a). The sub-national governments, mainly through the PHO or DHO, purchase health services based on 
activity plans and budgets (RKA) that have been prepared by each Puskesmas or local hospital and 
approved by the local legislature. The RKA is prepared based on performance indicators, performance 
benchmarks, price unit standards, and Minimum Service Standards (“Government Regulation on Local 
Financial Management No. 12” 2019, 12).  Local budgets’ health allocations are divided into direct 
expenditure to cover the operational costs in providing health services and programs and indirect 
expenditure to cover the salaries of civil servants working in health facilities (Mahendradhata et al. 2017).  

Provider Payment and Contracting 
The national government sets provider payment mechanisms in JKN, while provider payments outside of 
JKN are input-based and generally paid by sub-national governments. Under JKN, provider payment 
methods and rates are determined by the MOH and reimbursed by BPJS-K. Primary care providers are paid 
by capitation, although some maternal and neonatal health services are paid through reimbursement 
mechanisms based on the number of visits and the type of care sought (Mahendradhata et al. 2017). 
Hospital and inpatient care services are paid through using the Indonesian case mix-based groups (INA-
CBGs). Outside of the JKN scheme, provider payments are generally input-based. Providers employed in 
public health institutions are paid monthly salaries based on a civil servant pay scale and the level of 
government facility (Mahendradhata et al. 2017). For example, health workers in facilities owned by the 
national government are paid by the MOH. In contrast, the appropriate health office pays health workers in 
facilities owned by sub-national governments.   
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BPJS-K purchases health services from private providers, while sub-national governments only purchase 
from public providers. Private institutions and individual practitioners must undergo credentialing before 
enrolling in the JKN scheme. For private institutions, BPJS-K determines which facilities to contract through 
a selection process that considers the needs of a community, the capacity of organizations, and licensing 
(Mahendradhata et al. 2017). If private facilities pass the credentialing process, they can enter into 
cooperative agreements with BPJS-K that are valid for at least one year and are extended through mutual 
understanding between the facility leader or owner and BPJS-K (Mahendradhata et al. 2017). Some 
practitioners, such as physicians and dentists, are allowed to have private practices. These individuals are 
paid according to the appropriate pay schedule when participating in BPJS-K, e.g., primary care physicians 
would get paid through capitation (Mahendradhata et al. 2017). On the other hand, sub-national 
governments only purchase curative and preventative health services from Puskesmas and public hospitals. 

Benefits Package Design 
The national government determines JKN’s benefits package and sub-national governments’ Minimum 
Service Standards (MSS) for health. JKN’s benefits package is comprehensive, and all membership types 
(i.e., PBI, formally employed, and informal sector workers) are entitled to the same medical care 
(Prabhakaran et al. 2019). The extent of JKN’s benefits package is outlined in Table 2. In contrast, sub-
national governments have discretion over the health services they are directly responsible for, but they 
are mandated to meet the MSS for health. The MSS for health outlines the type and quality of basic health 
services to which every citizen is entitled (Ministry of Health 2019). The different types of MSS for health 
that provincial- and district-level governments are supposed to provide are outlined in Table 3. Law No. 
23/2014 made the national government responsible for setting the standards all sub-national governments 
must follow when carrying out basic health services (World Bank 2016). MSS “aims to ensure the delivery 
of essential services and to ensure the accountability of different levels of government with the inclusion of 
a set of agreed indicators to measure achieved results” (World Bank 2016).  

 

Table 2. JKN's benefits package (as of 2019)  

Included Comprehensive benefit package for all enrollees: health promotion; preventive, 
curative, and rehabilitative medicine services; medically indicated lab tests, drugs, 
and supplies (including blood); ambulance services for referrals 
Hospital ward depends on premium paid (Class 1, Class 2, Class 3) 
No copays or lifetime limits on benefits 

Excluded Types of services: cosmetic surgery, orthodontia; infertility services; health disorders 
caused by drug or alcohol addictoin; health problems resulting from deliberate self-
harm, attempted suicide, or dangerous hobbies; complementary and alternative 
medicines 
Modes of service delivery: healthcare services performed without going through the 
procedures as stipulated in the regulations; services in facilities without a BPJS-K 
contract, except for emergency cases; services provided in foreign countries 

Source: Prabhakarn et al. 2019 
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Table 3. Type of MSS for health mandated to the provinces and districts 

MSS for health at province MSS for health at district/city* 

a. Health services for residents affected by a health 
crisis due to a disaster and/or a potential disaster 
in the province 

b. Health services for residents in a province 
experiencing an outbreak 

a. Health services for pregnant women 

b. Health services for women giving birth 

c. Health services for newborns 

d. Health services for children under five years old 

e. Health services for children in basic education age 

f. Health services for people in productive age 

g. Health services for elderly 

h. Health services for people with hypertension 

i. Health services for people with diabetes mellitus 

j. Health services for people with serious mental disorders 

k. Health services for tuberculosis suspects 

l. Health services for people with the risk of being infected with a virus 
that weakens the human immune system (e.g., Human 
Immunodeficiency Virus). 

* The type of health services is focused on promotive and preventive services or activities, including health improvement, specific 
protection, early detection & quality of treatment, disability prevention, and rehabilitation. 

Source: Ministry of Health Regulation No. 4/2019, Technical Standard to Meet Basic Service Quality in the MSS for Health 

 
Budget Execution 
Budget execution of health funds in Indonesia starts at the MOF and eventually flows to health facilities, 
as shown in Figure 1. First, the MOF makes direct budget transfers to the other line ministries, including 
MOH and BPJS-K, to fund the activities outlined in the APBN. Health funds given to MOH are transferred 
directly to centrally managed facilities or agencies to cover service delivery and operational costs, or funds 
are channeled to PHOs and DHOs to support priority areas and program allocations (Mahendradhata et al. 
2017). At the health facility level, funds are spent to cover the upkeep of health facilities and deliver local 
priority programs. It is important to note that each level of health authority has its own mandate. The 
relationships among the MOH, PHO, and DHO are not hierarchical; instead, they are complementary since 
each entity has a unique area of authority (Mahendradhata et al. 2017). As of 2018, Indonesia’s overall 
budget execution rates were 53.8% for public spending and 46.2% for non-domestic expenditures (Ministry 
of Health 2020c).  

Health funds from the national government to BPJS-K are pooled with individuals’ contribution fees to 
pay for health services and the administration of JKN. Capitation payments for primary care providers are 
transferred directly from BPJS-K’s account to the provider’s account every month (no later than the 15th of 
the month). Meanwhile, reimbursements to primary care providers (usually for providing certain MNH and 
FP services) must be submitted through the claims system before BPJS-K will verify and pay the claim. The 
goal is for BPJS-K to process the claim no more than 15 business days since a claim submission. For claims 
reimbursements of hospital services based on INA-CBGs, hospital staff must collect and submit claims 
within a certain period to BPJS-K.  Within 10 business days, BPJS-K should send a letter documenting 
whether the claims were complete and, if not, BPJS-K will ask hospital staff to make any necessary changes. 
After all the claims have been compiled correctly, BPJS-K will verify the claims and process the payments 
within 15 business days of receiving the complete claims.  
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Indonesia has a flexible budgeting system, and both national and sub-national government agencies can 
make in-year budget re-allocations with similar steps. In-year budget adjustments are frequently used as a 
policy tool, but the process is heavily regulated. Certain changes can be made without the national 
Parliament’s approval, such as “expenditures that are funded from non-tax revenue” (World Bank 2018). 
Otherwise, the MOF Regulation No. 10/2017 designates “three different entities [with] the right to approve 
[an in-year] budget adjustment, namely: the line ministry’s spending unit for changes at the input level, 
[the Director General of the] Treasury for changes at the activity level (with no impact on outputs), and [the 
Director General of the] Budget for changes at the output level” (World Bank 2018). If a national 
government entity has unspent budget allocations that they wish to carry over to the following year, the 
entity either goes through an internal audit or is audited by the Inspectorate General of the MOF (Asian 
Development Bank 2018). If the audit was satisfactory, the unspent funds are reserved and paid in the 
following fiscal year (Asian Development Bank 2018). Unspent funds at the sub-national level undergo an 
internal audit and are re-allocated accordingly in the following sub-national budget (Asian Development 
Bank 2018).  

Regional inequity in health in Indonesia is exacerbated by weak monitoring of sub-national spending and 
public procurement. According to the MOH’s Public Health Development Index, gaps in the availability of 
health workers, medicines, and medical supplies exist across provinces and among districts within the same 
province (Agustina et al. 2019). Indonesia has a shortage of public providers, but private providers are 
reluctant to join JKN due to the rates established by BPJS-K being perceived as too low compared to the 
OOP they can charge (Agustina et al. 2019). This trend hurts disadvantaged areas disproportionately, as 
paying high OOP might be the only option vulnerable communities have if it is difficult to access public 
facilities. In terms of procurement, in 2017, it was estimated that 30% of public procurement purchases 
could not be tracked in the government’s e-procurement system and the remaining contracts had limited 
data (World Bank 2018). Additionally, no information is publicly available on the performance of vendors, 
such as complaint resolution, and there is no system in place for an independent, third-party to review the 
complaint-handling process (World Bank 2018). This also disproportionately hinders disadvantaged areas 
because they have limited resources that need to be used to maximize the benefits for the entire 
population or effectively support vulnerable populations. 

 

R E P O R T I N G ,  O V E R S I G H T ,  A N D  A C C O U N T A B I L I T Y  

Reporting, oversight, and accountability mechanisms can enable governments, civil society, and citizens to 
monitor and evaluate the performance of the health financing system at all levels.  

Indonesia has an integrated financial management information system to track spending. The system is 
controlled by the national government and deployed across 222 locations in Indonesia (World Bank 2018). 
The financial management information system, “together with the implementation of strict cash 
consolidation management rules, a well-defined treasury management system at the central government 
level, consistency between the accounting and budgetary classifications, and the convergence of national 
accounting with international accounting standards for the public sector,” helped make Indonesia’s PFM 
processes more automated and integrated; improving the quality of financial reporting overall (World Bank 
2018).  As a result, the World Bank’s 2017 public expenditure and financial accountability assessment 
deemed “control over budget execution in Indonesia is well regulated” (World Bank 2018). 

An external auditor oversees health budget monitoring at the different levels, and the national 
government publicizes their results. Budget monitoring is conducted through financial, performance, and 
compliance audits, although primarily focused on financial audits. Financial audits can include the 
following: “(i) the statement of cash receipts and payments for the period; (ii) the advance account(s) and 
subaccount(s); (iii) the statement of expenditures; (iv) other supplementary schedules of value; and (v) 
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accounting policies and explanatory notes” (Asian Development Bank 2018). The external auditor flags 
overspending at the sub-national levels in their reports to Parliament, and the audited entities are subject 
to a parliamentary hearing. However, it is important to note that these hearings are limited because 
representatives from the external auditor do not have to review their findings (World Bank 2018). When 
audits are completed, the State Audit Agency publishes the results of general audits and those that look at 
budget execution across sectors (World Bank 2018). 

BPJS-K is responsible for monitoring JKN’s budget, and a supervisory board within BPJS-K oversees these 
duties. According to the Law of the Social Insurance Administering Body No. 24/2011, BPJS-K is obligated to 
do the bookkeeping per the accounting standards set for all social insurance administering bodies and 
make the available information regarding JKN’s performance and financial status public. Every six months, 
BPJS-K must update the President and DJSN on the implementation of JKN and its financial standing. An 
external auditor also audits JKN, and BPJS-K makes its annual audit reports publicly available on its website 
(Social Security Administrator 2018).  

Although various government agencies are involved in budget monitoring, accountability for negative 
findings is limited. Reports on budget execution and program audits are made publicly available online and 
are considered reliable (World Bank 2018). However, as previously stated, the systems to address improper 
expenditure have weak enforcement mechanisms and do little to address the actual problem. In terms of 
spending accountability between levels of government, sub-national governments are not required “to 
justify spending based on pre-defined indicators” to the national government. Still, they are accountable to 
their local Parliament (Mahendradhata et al. 2017). One primary avenue for members of local Parliament 
and the general public to question sub-national government spending is at the annual Musrenbang. While 
these forums are purposefully held to encourage community participation in priority setting and the budget 
process, they are often “not implemented as intended in many regions” and are considered “only partially 
effective” (McCollum et al. 2018).  

 

D I S C U S S I O N  

When Indonesia abruptly changed to a decentralized form of governance in 1999, sub-national 
governments gained autonomy in public financial management. Sub-national governments can now 
collect unique own-source revenues, and the national government’s intergovernmental transfers have 
flexible guidelines, such as 10% of sub-national budgets must be spent on health. Sub-national 
governments have a financial management unit responsible for pooling health funds from own-source 
revenues, intergovernmental transfers earmarked for health, and user fees at public health facilities (World 
Bank 2016). Pooling for health services provided by sub-national governments is separate from the JKN 
system because sub-national governments are responsible for providing the medical supplies, human 
resources, and infrastructure needed to ensure that the Puskesmas, public hospitals, and community-based 
health programs in their jurisdiction are able to operate (“Government Regulation on Health Service 
Facilities No. 47” 2016; “Law of the Republic of Indonesia No. 36” 2009). Finally, an external auditor 
regularly conducts reporting on budgetary performance and compliance, and findings for sub-national 
governments are publicly available. 

However, sub-national governments lack the internal capacity to execute decentralization as initially 
envisioned. Greater autonomy in revenue raising and pooling has not led to improvements in sub-national 
governments having adequate resources to address local priorities. Sub-national governments are still 
dependent on the national government, with 47% of provincial and 67% of district government budgets 
financed by intergovernmental transfers (Ministry of Finance 2018b). Although sub-national governments 
must legally allocate 10% of their budgets to health, health spending is not clearly defined by the national 
government, and actual budgetary commitments for health range from 3% to 18% among districts (World 
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Bank 2016). These variations in health budgets disproportionately hurt disadvantaged regions because they 
cannot effectively purchase the already scarce health workers, medicines, and medical supplies. Finally, 
budgetary reporting has little accountability because sub-national governments do not have “to justify 
spending based on pre-defined indicators” to the national government (Mahendradhata et al. 2017). All in 
all, the Republic of Indonesia has made significant progress in implementing decentralization after decades 
of autocratic rule. Still, systems and guidelines must continue to improve to strengthen sub-national 
governments' capacity in public financial management. 
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