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“…the greatest challenge is to free our people from poverty, ignorance, backwardness, and all problems that prevent the growth of our people's abilities. … the challenge of our era is to consolidate our democracy and accomplish our reform agenda…”. President Susilo Bambang Yudhoyono
1. Economic outlook

Indonesia is a large country with a big number of population, estimated around 220 million at the present, the fourth most populated country in the world. Urban population is about 130 million or about 60% of the population. The population growth is also considerably high. It is. 1.92% % nationally and about 4% in urban Area. According to the latest geo-satellite mapping observation and national survey, Indonesia as the largest archipelago country in the world and it has around 17.500 islands The  unequal distributions of population and level of development have always been at the core of our attentions. Such disparity may have been triggered by the fact that 80% of Indonesia Population live in two of Indonesia’s major islands, which only account for 30% of the total land area.
Indonesia’s economy beneficial to macroeconomic stability, and inflation and the interest rates have continued to fall, while the currency (rupiah), although fluctuated has kept its strength towards the US dollar has shown remarkable resilience.   Gross Domestic Product (GDP) growth has picked up in recent years, from 3.8% in 2001 to 5.6% in 2005. The overall budget deficit narrowed from 2.4% in 2001 to 0.5% in 2005. The ratio of external public debt to GDP steadily declined in recent years, from about 45% in 2000 to 27% in 2005. 

The Government’s medium term Development Plan for 2005-2009 envisages annual average GDP Growth of 6.6%. It targets halving both the poverty incidence to 8.2% dan the unemployment rate to 5.1% by 2009. For that purpose, beside spur investment in Manufacturing, the infrastructure has also been executed in order  to generate jobs and reduced poverty. 
To follow up the government plan to create sustainable development,  the Government has earmarked on a program to reform the infrastructure sector, consisting of three inter related elements, namely: (1) removing any form of monopolistic abuse and increasing healthy competition; (2) eliminating discriminatory practices that obstruct the private sector to participate in infrastructure provision and (3) repositioning Government’s role, including the separation of policy making from operational functions.This paper discuss governmental role in providing infrastructure, highlight infrastructure conditions and efforts to provide pro public regulations before closing remarks.
2. New Approaches on  infrastructure Development
It is undeniable that availability of Infrastructure is a necessity for the success and progress of human society for distributing resources and essential services to the public. The Quality and Efficiency of Infrastructure affects the quality of life, health of the social system and the continuity of economic activity. Realizing the fact that government  cannot bear the burden and infrastructure development is not just government role but also the responsibility of the whole stakeholder concerns, therefore, room for that activities should be provided.
In order to open and boost possibility of Infrastructure Development a Presidential Regulation no. 67/2006 on Public Private Partnership in Infrastructure had been issued. The decree defines the infrastructure which has the possibilities to be outsourcing to the private sectors as follows:
1. Transportation (Seaport, Airport, rail and rail station)

2. Road (Toll road and Toll Bridges)

3. Waterways and navigation facilities

4. Solid waste Management facilities

5. Telecommunication

6. Energy
7. oil and gas (Exploration, transportation and  distribution)
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Based on the above diagram, it has been recognized that the Infrastructure divided into Economic infrastructure and Social infrastructure, and this article will be limited to the economic infrastructure.

Economic infrastructure is the construction, operation and renovation of physical structures that provide a platform for most other economic activities. It includes telecommunications, electricity, water and waste water services; roads and public works programs, ports and airports, shipping and aviation services. 

Physical infrastructure is undoubtedly the pre-requisite for social and economic development. Lack of infrastructure leads to bottlenecks and hinders economic and social activities. The Ministry of Public Works is responsible for the provision of Public Works infrastructure, such as roads, irrigation, clean water, sanitation and human settlements infrastructure. 

The infrastructure plays a key role in economic growth. Several studies have concluded that infrastructure is one of the key bottlenecks. The investment climate survey carried out by ADB and World Bank identified the lack of infrastructure as a critical barrier to improvement of the investment climate. While Danareksa Research shows that although macroeconomic consolidation is clearly acknowledged by business leaders, this has not translated into an increase in business confidence. According to this study, two main factors are holding back business confidence: an ineffective judiciary and lack of infrastructure. According to Enrique V. Iglesias, World Bank, estimated that one percent growth in GDP requires an Investment one percent of GDP in Energy, Transportation, Telecommunications, and water and sanitation infrastructure. There were proved that infrastructure Development the key priority for economic growth and overall social Development, such as:
1. Access to electricity beside its obvious value for production activities, it provides a critical platform for health and education services. For Example, electric lighting creates a better environment for study. Electricity is also essential for the refrigeration of medical supplies, enabling vaccination and other public health campaigns to be undertaken

2. Access to clean water supply not only has an immediate health benefit, but also frees up the time and resources spent on coping with poor water resources for other  productive activities. In many instances, women bear the brunt of coping costs, and improved access to water has the most immediate impact on women’s development

3. Mobilitiy of goods and people plays important role in social and economic development, promoting gains from trade as well as exchange of knowledge. Hence, roads, ports and other transport infrastructure make a key contribution to growth.

4. Transport and telecommunications infrastructure is a necessary element of effective governance in countries with thiny spread and isolated population

Realizing the importance of the infrastructure on economic growth, the new cabinet  has committed to improve and to build infrastructure as a country’s first priorities start from 2005-2009. This commitment has been launch through the International Summit on Infrastructure which was held on Jakarta 2005.
There are several steps taken by the Government to improve the infrastructure condition, both thru the physical development as well as regulatory reform to create condusive environment to involve in infrastructure sector.
3. Existing condition of infrastructure in Indonesia
a. Drinking Water
Public provision in urban areas is decentralized and corporatized, with the more than 300 local utilities (PDAMs) being owned by regional governments. These are estimated to directly supply water to only around 16 percent of the total population, with self provision and unregulated small scale private water providers (SSPWPs) accounting for the balance. The later include water utility stand-posts, owners of small piped networks, vendors, or resellers. Indonesia has the lowest percentage of urban households with adequate sanitation coverage in Asia, with sewer systems being very limited in extent. 

Sanitation services provided under the jurisdiction of local governments are estimated to cover only around 5 percent of the population. Reluctance to increase tariffs coupled with poor efficiency has constrained the ability of many PDAMs to maintain adequate service to existing customers, let alone expand  coverage. Nearly half the PDAMs charge tariffs below operations and maintenance costs. Many small community-operated systems serving rural areas also face financial problems. 
Almost 5 years after the economic crisis, there is evidence that all publicly-funded water supply systems have deteriorated and service quality has fallen. Some 221 PDAMs (out of 307) hold more than 400 outstanding loans with MOF, with about 63% of these in arrears or in default, i.e $500 million of debt has accrued to the Ministry of Finance. Tariffs are well below cost recovery levels (Rp. 980 or US $0.08 per cubic meter) and the sector is estimated to be making losses of about Rp. 100 billion per year excluding depreciation and rural investment. Approximately 85 million people live in the service areas of the PDAMs, of which only 28.8 million or 34% are served through 5.25 million connections (approximately 14% of the total population). New investments have been postponed and the lack of adequate maintenance is causing systems throughout the country to fall into disrepair. Sector wide, unaccounted for water is over 40%.

Around a dozen directly negotiated private sector participation contracts were concluded by PDAMs prior to the crisis, but many have subsequently been renegotiated in the face of intense public criticism concerning the manner in which the deals were done. Notable among these are two concessions with international operators for east and west Jakarta, which both face continuing financial problems. A new Water Resources Law had been enacted in 2004 after long debated not only in the Parliament but also had been strongly opposed in some quarters on the grounds, among others, that it emphasizes commercial viability, private participation, and provides for the creation of a central regulatory agency.

b. Road 

Meaningful international comparisons of road endowment are difficult due to the considerable differences in geography, population density and distribution. In terms of road network density per arable land area, Indonesia ranks in the middle of a number of countries in the region. Its sparse primary arterial network is in reasonable condition, and available statistics suggest the proportion in good and fair state has improved slightly since the onset of the economic crisis. The main problems are worsening congestion in the most heavily trafficked interurban corridors and in large cities, and the relatively poor condition of much of the interurban and rural collector and local networks.

The provision of road infrastructure has long been shared between central, provincial, district (kabupaten) and city (kota) governments, with decentralization having expanded the role of kabupaten and kota governments. The total length of the classified non-toll network is around 310,000 km, comprising some 26,000 km of national roads (8.5%), 39,000 km of provincial roads (12.6%), 223,000 km of kabupaten roads (72%), and 22,000 km of secondary kota/urban roads (6.9%). Works are planned and managed by the respective government public works agencies, but there is extensive outsourcing to the private sector of planning, design and supervision services and of works implementation. There is also an extensive but ill-documented network of non-engineered village (desa) roads whose length is estimated at around 240,000 km. Works on these are often undertaken on a self-help basis by local communities. 

The underlying causes of existing condition of the infrastructures are two folds: the government funds and the introduction of infrastructure user charges. The limited capacity of government funds can be approach thru the prioritization of Infrastructure assets, and these can be done thru management assets programs. With this programs, the least important assets will be taken later, while the most important one will be handled at the first possible action.

The other possible solutions for improving existing condition can be done thru user charges and those user charges have to take into account the cost recovery. The cost recovery for infrastructure has been introduced on a gradual basis, e.g. recovering at least the operation and maintance cost. Cost recovery may need a careful and systematic public information campaign to persuade the user. Cost recovery needs a strong political backing, careful provision for poor or disadvantaged consumers i.e. by targeted subsidies or free quotas and financial transparency should be in place in order to promote the cost recovery policy. 
4. Infrastructure policies reforms

Infrastructure as social overhead capital is a prerequisite for socio economic development and it should be prioritized in the Development plan. The economic crisis in the late 1997 hit Indonesia, has caused government to place infrastructure not in the top priority and thus leaving infrastructure with insufficient funds for Development and even for maintenance. By knowing the government limitation to build infrastructure, there is a need for the government to take the private sector on board. To involve private sectors, the regulation have to be improved in order to make certainty for infrastructure investment in Indonesia. The involvement of private sector as means for mobilizing funds to finance as well as bringing private sector professionalism and efficiency to improve infrastructure services.
To show the government commitment to put the infrastructure as first priorities, the government on Infrastructure summit I which was held in Jakarta, launch the development of infrastructure for 5 years ahead, and To attract  the whole stakeholder into infrastructure Development, the Government  has passed several regulation in connection with Infrastructure, such as:

a. Spatial Planning Law

The Spatial planning law will be passed by the government by the end of 2006 replacing the old Spatial Planning Law No. 29/1992. The Law 1992, in essence, is more toward centralization system and has a tendency of applying weak sanction, if any. In the both laws, the starting point of a spatial plan will be regional approach where areas are divided based on carrying capacity to ensure that appropriate strategies are used in the development planning in an effort to achieve sustainable development for different regions in the country. Protected zone  is applied in an area where geo-morphologically unsuited for any activities. 
As mentioned earlier, Indonesia is a vast country with uneven distribution of population and resources, and achieving an equitable development is our main mission. Java and Sumatra are currently the densest populated islands and also the most developed islands in Indonesia. The economic activities have developed in such a way that provision of infrastructure can be financed through payment by users. The middle islands such as Kalimantan, Nusa Tenggara and Sulawesi, are the developing regions with economic activities starting to progress. However, full cost recovery by relying on users may still not be achievable and thus government subsidies are required to finance investments in these areas. The eastern islands are relatively less developed and are considered newly developing. Here, the government has to focus on full government financing in developing the infrastructure. With this regional approach, we also ensure that the focus of development is relevant to the current priorities in the different regions of Indonesia.

b. New Road Law no 38/2004 and Government Regulation no 15/2005

This law and the related regulation effectively removed a 27 year old conflicted role of the State Owned Enterprise, Jasa Marga in the toll road sector.  The removal of the regulatory functions of Jasa Marga as the counter party to all concession agreements has been achieved via the establishment of a new toll road regulator called – Toll Road Regulatory Body (BPJT).  This separation results in a level playing field for toll road investors as the new investors no longer compete with the regulator and this separation also enables Jasa Marga to fully focus on its core business of toll road development and operations.

BPJT is an embryonic organization mandated to be the toll road regulator as well as the sole agency that will procure the private sector’s investment in this sector.  BPJT is an autonomous agency reporting directly to me and is modeled after a number of successful toll road regulators in the region.  Over and above its regulatory functions BPJT will also function as the centre of excellence for toll road investment procurement and as per its mandate it will manage opens and transparent tender process.  Since its inception in September 2005, BPJT is making significant progress in the area of developing model documents for toll road concessions that are bankable and based on international best practice and is running a pre qualification exercise for the next batch of toll road projects.  BPJT is led by a 5 fulltime members board, with 2 members from my Ministry, 1 member from the Ministry of Finance, 1 member from the professional associations and 1 member from the academic sector.

The new law also spells out a number of certainties of investment criteria including the resolution of the initial toll tariff in the concession agreement and mandating an automatic toll increment every two years based on indexation.
c. New Water resources Law 7/2004 and Government Regulation No. 16/2005
This law and its related regulations are aimed at increasing the provision of potable water to the masses.  The Law promotes the principle of transparency, democratization and decentralization.  It promotes accountability as well as promotes the participation of cooperatives, private sector and community in the development of water supply and sanitation sector.  These principles and open invitation to all stakeholders to participate is indeed an important reform that will enable investors to compete fairly and for stakeholders to voice their concerns.

The Law also proposes reforms in the management of the water sector and encourages a strategic approach to reform of the over 300 Local Government Owned Enterprises currently involved in the water sector.  The Law ensures that the Government will guarantee the basic quantity of water supply to the various regions.

The Law established a new National Water Supply Supporting Agency called BPPSPAM. BPP SPAM was established in September 2005 and its members come from all relevant sectors of the Government and it has representation from the community and the private sector.  This agency is the peak central Government agency responsible for regulations and monitoring of service standards.

d. Presidential Regulation no. 67/2005 on Government Partnership with Private Sector in Infrastructure Provision
This piece of cross sectors legislation clearly spells out and  intent to pursue significant partnerships with the private sector for the development infrastructure. The Decree clearly spells out the Government’s competitive and transparent procurement strategy for infrastructure projects and importantly spells out that the Government will bear some fundamental risks such as land acquisition risks and will adequately compensate the investor in the event of Government default on signed concessions or contracts 

e.  Presidential Decree No. 36/2005 on Land Acquisition
This regulation has specific aim on  facilitating and fast tracking the land acquisition process for infrastructure projects.  This cross sectoral decree is aimed at enabling land acquisition for public interest projects, such as infrastructure projects, in 90 days subject to the project meeting specific criteria. There is a tendency that the Government will establishing  a Land Acquisition fund to be jointly funded by the donors and the Government.  This fund will play a significant role in reacquiring land for infrastructure projects, such as roads and in most cases the cost of this land acquisition will be reimbursed by the private sector investors.  This proactive approach again provides a higher certainty of investment for investors by removing the risk of land acquisition from the investment evaluation.

Conclusion

Sustainable Development in Infrastructure needs a good and strategic coordination within infrastructure sub sectors. Sustainable development is in the form of utilization of infrastructure providing sufficient operation & maintenance budget. Sustainable here is also means take into consideration of carrying capacity of the environment and spatially maintain.  There are at least 7 Ministries deals with infrastructure sub sectors together with environment, financial  and Decentralization portfolio. At the beginning the coordination seems like a dream, which can not be come true. Since 2001, government establishing the KKPPI ( Policy Committee on Acceleration Infrastructure Development) who facilitates the coordination issues within sectors and cross sectors especially on infrastructure.

Since 2005, the Government passed the policy matrix, which The Reform is a long time process, and of course can not be done within “one night”, there are still some issues still remained and has to be resolved. Policy matrix content the regulatory and policy which have to be passed on 2006, and this closely monitors by the President.
The Strategic plan from 2005-2009 clearly indicated, that the government have to build infrastructure as no. 1 priorities, and this plan also indicated the figures have to be fulfill by 2009, hopefully through the regulatory reforms the government can improve the infrastructure condition and will create growth for the nation.
Jakarta 16 August 2006

KEY INFRASTRUCTURE ISSUES

	Sector
	Cross-Sector Issues
	Legal Framework
	Regulatory Framework
	Financial Sustainability
	Other Issues

	
	Private Sector Participation
	Risk Management
	Infrastructure Financing
	
	
	
	

	Oil and Gas
	
	
	
	· Oil and Gas Law 22/2001 (amendment)

· IRs
	· Operationalization of BPH Migas
	· Fuel subsidies 

· Domestic gas pricing
	· Gas exploration

· Gas transmission



	Power
	
	
	
	· Electricity Law 20/2002 (revision)

· Energy Law (new)

· IRs 
	· New independent regulatory body 
	· Electricity tariffs 

· Lifeline tariff

· PSO policy
	· Capacity shortages

· Rural electrification strategy

	Roads
	
	
	
	· IRs for Road Law 38/2004
	· Operationalization of BPJT
	· Toll road fees 

· Road user charges

· Road fund

· PSO policy
	· Road development and maintenance

· Vehicle overloading 

· Road traffic safety

	Ports
	
	
	
	· Maritime Law 21/1992 (revision)

· IRs
	· New independent regulatory body 
	· Port tariffs

· PSO policy 
	· Port security

· Regional autonomy

	Airports
	
	
	
	· Aviation Law 15/1992 (revision)

· IRs


	· New independent regulatory body
	· Airport tariffs 
	· Airport security

· Regional autonomy

· Air traffic services

	Railways
	
	
	
	· Railway Law 13/1992 (revision)

· IRs
	· New independent regulatory body
	· Railway tariffs

· PSO policy
	· Competitiveness vis-à-vis other transport modes

	Telecommunications
	
	
	
	· IR on interconnection
	· Operationalization of BRTI
	· Telecommunications tariffs

· PSO policy
	· Duopoly structure

· Service coverage in rural areas 

	Water Supply and Sanitation
	
	
	
	· IRs for Water Resources Law 7/2004
	· Operationalization of BPP SPAM
	· Debt restructuring

· PDAM  consolidation

· Water and sewerage tariffs

· PSO policy 
	· Unaccounted for water 

· Service coverage




BPH Migas – Badan  Pengatur Hilir Minyak dan Gas (Regulatory Body for Oil and Gas Downstream Business), BPJT – Badan Pengatur Jalan Tol (Indonesian Toll Road Authority), BPP SPAM – Badan Pendukung Pengembangan Sistem Penyediaan Air Minimum (National Water Regulatory Agency), BRTI – Badan Regulasi Telekomunikasi Indonesia (Indonesian Telecommunication Regulatory Body), CIIF – Consolidated Indonesia Infrastructure Forum, IIS – Indonesia Infrastructure Summit, IR – implementing regulation, KKPPI – Komite Kebijakan Percepatan Pembangunan Infrastruktur (Committee on Policy for the Acceleration of Infrastructure Development), PDAM – Perusahaan Daerah Air Minum (local public water utility), PPP – public private partnership, PSO – public service obligation, PSP – private sector participation.

Pension funds and insurance


Infrastructure funds


Government bond market


On-lending and on-granting to local  governments 


Local government borrowing 





Risk management policy


Institutional arrangements (Risk Management Committee/ Unit)








Government commitment to reforms (IISs)


PSP framework (revision of Keppres 7/1998)


Central level coordination (KKPPI and PPP network)


Stakeholder consultations (CIIF)


Land acquisition


Project preparation and execution 











Land acquisition


Project preparation and execution
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� Presented in First Policy Forum of the Seoul Initiative on Green Growth “Promoting Sustainable Development” Seoul, Korea 6-8 September 2006


� Dr. Ir. Mochammad Amron, M.Sc, Director of Center Strategic Studies, Ministry of Public Works, Republic Indonesia
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