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GUARANTY AUTHORIZATION 
PROJECT NO. 497-HG-001 

(AUTHORIZATION - NO. 497-HG-001) 

PROVIDED FROM: Housing Guaranty Author i ty 

FOR : Government of  Indonesia 

Pursuant t o  the author i ty  vested i n  the Mission Di rector  by the 
Foreign Assistance Act o f  1961, as amended (FAA), and the delegations o f  
author i ty  issued thereunder, I hereby authorize the issuance t o  e l i g i b l e  
U.S. investors (Investors) acceptable t o  A. I .D. o f  guaranties pursuant t o  
Section 222 of the FAA of  not t o  exceed United States Dol lars  Twenty F ive  
M i l l i o n  Only (US $25,000,000) i n  face amount. The guaranties s h a l l  
assure against losses (o f  not t o  exceed one hundred percent (100%) o f  
loan investment and i n te res t )  wi th  respect t o  loans, inc lud ing any 
refinancings thereof. These guaranteed loans s h a l l  be made t o  the 
Government cf Indonesia (Borrower) t o  support the prov is ion o f  
shel ter-related in f ras t ruc tu re  f o r  the urban poor. 

These guaranties s h a l l  be subject t o  the fol!..owing terms and 
conditions: 

Term o f  Guaranty: the loans and any ref inancing 
f o r  a per iod o f  up t o  t h i r t y  (30) years from the 
and may include a grace per iod o f  up t o  ten (10) 
o f  o r i n c i ~ a l .  The guaranties o f  the loans s h a l l  

thereof s h a l l  extend 
date o f  disbursement 
years on repayment 
extend f o r  a per iod 

b e q h i n g  w i th  the f i r s t  disbursement o f  the loans and s h a l l  cbntinue 
u n t i l  such time as the investor  has been pa id  i n  f u l l  pursuant t o  the 
terms o f  the loans. 

I n te res t  Rate: The ra te  or  ra tes  o f  i n t e r e s t  payable t o  the Investor 
pursuant t o  the loans s h a l l  not  exceed the allowable r a t e  o f  i n te res t  
prescribed pursuant t o  Section 223(f) o f  the FAA and s h a l l  be 
consistent wi th  ra tes o f  i n te res t  general ly avai lable f o r  s im i l a r  
types of loans made i n  the long-term U.S. c a p i t a l  markets. 

Indonesia Guaranty: P r i o r  t o  disbursement o f  any loan amounts 
pursuant t o  t h i s  guaranty Authorization, a w r i t t en  guaranty t o  
lndemnify A.I.D. against a l l  losses a r i s i ng  by non-payment o f  the 
guaranty fee s h a l l  be provided i n  a form sa t is fac to ry  t o  A.I.D. by 
the Government o f  Indonesia. 

Fee: The fee o f  the United States s h a l l  be payable i n  do l l a rs  and 
xll be one-half percent (1/2%) per annum of  the outstanding 
guarantied amount o f  the loans p lus  a f i x e d  amount equal t o  one 
percent (1%) of  the amount o f  the loans authorized o r  any p a r t  
thereof, t o  be paid as A.I.D. may determine upon disbursement o f  the 
loans. 



5. Other Terms and Conditions: The guaranties shall be subject to such 
other terms and condjtions as A.I.G. may deem necessary. 

Director 
USAID/Indonesia 

Date: f3{g8 - 

Clearances: RHUDO/Asia:DPainter 
PSD:GHWest 
I T S  :GLewis 
F1N:CChristensen 
GC/PRE: State Cable 
A/W:MVoulgaropoulos date -8 



PROJECT AUTHORIZATION 

INDONESIA MUNICIPAL FINANCE PROJECT 
PROJECT NO. 4974365  

P u r s ~ a n t  t o  Sect ion  106 of t h e  Foreign Assistance Act of 1961, a s  
amended, I hereby author ize  t h e  Municipal Finance P r o j e c t  f o r  
Indonesia, t h e  "Cooperating Countryll, involving planned o b l i g a t i o n s  
of not  t o  exceed $5,000,000 i n  g ran t  funds over a s i x  year  per iod  
f r o a  d a t e  of au thor iza t ion  sub jec t  t o  t h e  a v a i l a b i l i t y  of funds i n  
accordance with t h e  A.I.D. OYB/allowance process,  t o  he lp  i n  
f inancing fo re ign  exchange and l o c a l  currency c o s t s  f o r  t h e  p ro jec t .  
The planned l i f e  o f  t h e  p r o j e c t  is s i x  years  from t h e  d a t e  of i n i t i a l  
obl iga t ion .  

The p r o j e c t  c o n s i s t s  of an urban pol icy  development and investment 
program designed t o  a s s i s t  t h e  Government of Indonesia t o  improve t h e  
s h e l t e r  condi t ions  of below-median income f a m i l i e s  through t h e  
f u r t h e r  developmen'l; of its municipal f inance  system. This  w i l l  be 
accomplished i n  p a r t  by enabling l o c a l  governments t o  assume an 
inc reas ing  sha re  of t h e  f i n a n c i a l  ~ ! e s p o n s i b i l i t y  f o r  urban, 
she l t e r - re l a t ed  i n f r a s t r u c t u r e ,  and c r e a t i n g  condi t ions  favorable  t o  
t h e  p a r t i c i p a t i o n  of t h e  p r i v a t e  s e c t o r  i n  urban investment f inance  
and s e r v i c e  provision.  

The P r o j e c t  Grant Agreement which may be negot ia ted  and executed by 
t h e  o f f i c e r s  t o  whom such a u t h o r i t y  is  delegated i n  accordance with 
A.I.D. r egu la t ions  and Delegatians of Authority, s h a l l  be sub jec t  t o  
t h e  fol lowing e s s e n t i a l  terms and covenants and major condi t ions ,  
toge the r  with such o the r  terms and condi t ions  a s  A.I.D. may deem 
appropriate.  

Source and Orig in  of Commodities, Nat ional i ty  of Se rv ices  

Commodities financed by A.I.D. under t h e  g ran t  s h a l l  have t h e i r  
source and o r i g i n  i n  t h e  cooperat ing Country o r  i n - t h e  United S t a t e s ,  
except a s  A.I.D. may otherwise agree  i n  wr i t ing .  Except f o r  ocean 
shipping, s u p p l i e r s  of commodities o r  s e r v i c e s  s h a l l  have t h e  cooperat ing 
country o r  t h e  United S t a t e s  as t h e i r  p lace  of n a t i o n a l i t y ,  except  a s  
A.I.D. may otherwise agree i n  wri t ing.  Ocean Shipping f inanced by A.I.D. 
under t h e  p r o j e c t  s h a l l ,  except a s  A.I.D. may otherwise agree  i n  w::iting, 
be f inanced only on f l a g  vesse l s  of t h e  United S ta tes .  

b. Conditions Precedent t o  Disbursement 

P r i o r  t o  f i r s t  disbursement of funds under t h e  g ran t ,  t h e  G O 1  
w i l l  provide t h e  following i n  form and substance s a t i f a c t o r y  t o  
AID: 



(a)  A statement of t h e  name of t h e  person holding 3r a c t i n g  i n  
t h e  o f f i c e  of t h e  Grantee, and of any a d d i t i o n a l  
r ep resen ta t ives ,  together  with a. specimen s igna tu re  of each 
person s p e c i f i e d  i n  such s ta tement ;  and 

(b )  Evidence t h a t  t h e  Grantee has agreed t o  t h e  terms of the! 
Housing Guaranty Progrm Implementation Agreement which is  
t o  be supported by t h e  a s s i s t a n c e  f inanced under t h e  Grsnt. 

Addit ional  Spec ia l  Covenants 

The GUI s h a l l  covenant t o  develop 1 year ly  implenientation p lan  
f o r  t h e  p r o j e c t  which w i l l  desc r ibe  t h e  sequence of a c t i v i t i e s  
t o  be undertaken i n  each f i s c a l  year  support ing t h e  o v e r a l l  
pol icy  a c t i o n  p lan  described i n  d e t a i l  i n  t h e  Housing Guaranty 
Program Implementation Agreement. Unless otherwise agreed by 
A.I.D., t h e  implementation p lan  f o r  each year  w i l l  be submitted 
t o  A.I.D. f o r  review p r i o r  t o  t h e  s t a r t  of t h e  year  covered by 
the plan. 

Clearances: RHUDO/Asia:DPainter 
PSD:GHWest 
PPS:GLewis 
F1N:CChristensen 
LA:PScott 
A/DD:MVoulgaropoulos 

Y Mission Di rec to r  

Date :@+- 
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d a t e  
d a t e  
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AIDN 
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APBN 
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I G G I  
I F  
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~ g e n c y  f o r  In te rna t iona l  Development, Washington 
Local budget (provincia l  and local ,  respect ively)  
National budget 
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Department of Reaional Governments 
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grant 
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Foreign Assistance Act 
Gross domestic product 
Government o f  Indonesia 
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International. Bank f o r  Reconstruction and Development 
(World Bank) 
In t e r  Governmerit G r o g  on Indonesia 
Internat ional  Monetary Fund 
Central Government Block Grants 



I P  
I UIDP 
Kampung 
KIP 
Kabupaten 
Kecarna tan 
Kot arnadya 
LDC 
MOF 
MH A 
WW 
MUA 
OECF 
PACD 
PAP 
PE3B 
Pengairan 

PM 
PMU 
PP . 
RDA 
Repel i t  a 
RHUDO 

RP 
SDO 

T A 
TATP 
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Kampung Improvement Program 
Regency (county) 
Level  111 d i s t r i c t s  
Munic ipa l i ty  
Less developed country 
M in i s t r y  o f  Finance 
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Pro ject  Paper 
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TITLE: MUNICIPCV FINANCE PR03UTT 

1.1 PERIOD OF 1WLE)cFM"ATICN: 6 years (US FY 88-FI 9 4 )  

Assistance Amount: 
1) Loan Guaranty: $100 .0 mill ion 
2)  Technical Assistance and 

Training Grant: $5.0 mil l ion 

The proposed project i s  comprl.sed of three  basic  inputs: 

1 1 The U.S. pr ivate  sector  w i l l  loan up t o  $100 mil l ion t o  the  
Government of Indonesia. These loans w i l l  be guaranteed by the U S .  
Goverrment under the  Housing Guaranty (HG) Program. The i n i t i a l  HG 
author izat ion of $25 mill ion w i l l  be made i n  US PI 88, a second 
author izat ion i n  US FY 89, and two addi t ional  author izat ions  a r e  planned 
over the remaining l i f e  of pro jec t  (US FY 9 0 4 s  FY 94). 

2 )  Support will be provided f c r  the  ex is t ing  GO1 policy agenda on 
ways t o  increase the l e v e l  of f i nanc i a l  resources f o r  urban 
i n f r a s t r m t u r e  investments through the  formulation and pursu i t  of a 
pol icy ac t ion  plan. 

3 1 Technical ass is tance and t ra in ing  w i l l  be provided through $5.0 
milJlon i n  development ass i s tance  grant funds (Section 106, SDA) . 

To receive loan guarantees u d e r  the HG Program, the  G O 1  w i l l  
agree t o  f inance rupiah ( ~ p )  expenditures on an  Investment Program of 
shel ter- re la ted in f ras t ruc ture  f o r  the  urban poor f n an amount equivalent 
t o  the  loan guarantees. Except a s  AID may otherwise agree, the  rupiah 
expenditures would be recorded durincj a 12-month period following 
disbursement of t he  HG loan. The HG would allow the  Goverrment of 
Indonesia ( G O I )  t o  b e t t e r  meet the  needs f o r  in f ras t ruc ture  investments, 
especial ly  those targeted toward t he  urban poor, 2nd w i l l  support t he  
GOI1 s po l i c i e s  of sh i f t ing  f i m n c i a l  ard management r e spons ib i l i t i e s  Tor 
urban development t o  l oca l  governnents and the  pr ivate  sector.  

Although the  production of shelter-re l a ted  urban infras?xixture 
w i l l  be the primary output of t h i s  project  i n  Une with the  t r a d i t i o n a l  
HG Program, t h e  policy ac t ion  plan w i l l  a l so  focus  on the  long-term 
development of f i nanc i a l  resources f o r  urban investment, pa r t i cu l a r ly  on 
means f o r  encouraging pr ivate  sec tor  par t ic ipat ion.  

The technical  ass i s tance  and t ra in ing  w i l l  contr ibute  t o  both t he  
physical  outputs ard policy ac t ion  plan by developing, with t he  G O I ,  the 
means by whicti municipal goverments can finance shel ter- re la ted and 
other  urban in f ras t ruc ture  a t  a pace su f f i c i en t  t o  match the  r a t e  of 
urban population growth. 



Thl s suction provides an overview of the gorwral procodurcll s teps  
t o  be taken during the l i f e  of project .  References are made to  more 
detai led descr ip t ions  i n  other sec t ions  of t h i s  Project  Paper (PP), 

The f i r s t  s tep w i l l  be the  obl igat ion of grant fc:ncds f o r  the  
t ra in ing  and technical  ass is tance component (described fu r the r  i n  Section 
3 . 3 3  . This w i l l  be an incrementally funded $5.0 mil l ion six-year grant 
e n t i t l e d  the  Municipal Finance Project .  A t  t h e  same time t h i s  grant i s  
obligated,  t he  i n i t i a l  $25 mil l ion FY 88 Housing Guaranty author izat ion 
w i l l  be approved by USAID. S i m e  t h i s  Project  Paper covers a $100 
mil l ion six-year HG Program, t h i s  tiG authorization may be amended up t o  
$100 mil l ion,  i n  $25 mill ion or l e s s  increments, d u r i q  t h e  l i f e  of 
project  without requiring addi t ional  PP amendments. (The maximum annual 
HG authorization i s  $25 million.) A d r a f t  policy act ion plan i s  imluded 
hemin t o  be approved by RHUOO and USAID a s  p a r t  of t he  HG and grant 
authar izat ion process. The d r a f t  Policy Action Plan i s  set f o r t h  i n  
Annex 15. This act ion plan has not ye t  been f u l l y  negotiated with the 
G O I .  However, t he  policy framework f o r  the plan w i l l  be imluded a s  p a r t  
of the  pro jec t  outputs sect ion of t h e  project  descr ipt ion i n  t he  
Municipal Finance Pro jec t  Grant Agreement and w i l l  therefore  be mutually 
agreed upon by USAID and the  G O 1  when the  Grant Agreement i s  signed. 

The next step will be f o r  the  G O 1  t o  en t e r  i n t o  a HG Program 
Implementation Agreement w i t h  A I D .  This i s  a b i l a t e r a l  agreement which 
w i l l  i n i t i a t e  the  f i r s t  $25 mil l ion HG borrowing, allowing the  G O 1  t o  
se lec t  a U.S. bank, borrow U.S. do l l a r s ,  and receive A I D f  s guaranty o f  
repayment. This  Agreement w i l l  be amended a s  addi t ional  HG 
author izat ions  a r e  approved up t o  a t o t a l  o f  $100 mill ion.  An addi t ional  
aut.horizatiorl i s  planned f o r  ea r ly  U .S. FY 89 ( a f t e r  October 1, 1988), 
with the  two other author izat ions  planned during the  remaining l i f e  of 
project  . 

The HG Program Implementaticn Agreement w i l l  i m l u d e  both the  
f u l l y  negotiated Policy k t i o n  Plan, and an agreed upon Investment 
Program f o r  rcpiati expenditures equivalent t o  the U S .  d o l l a r  loan. The 
Investment Program, which i s  basical ly  a menu of program and project  
e x p e d t u r e s  which qual i fy  a s  shelter-related investments under the HG 
program, i s  described fu r the r  i n  Section 5 and Annex 5. The! HG Program 
will be based on a procedure vlhe~ein the  G O 1  w i l l  c e r t i f y  t o  RHWO t h a t  
it has expended the  rupiah equivalent of t he  HG loans on e l i g i b l e  
shelter-related urban inPrastruc ture benefit ing belowmedian incane 
families.  Except a s  A I D  may otherwise agree, HG e l i g i b l e  rupiah 
expenditures s h a l l  be made a f t e r  the f i r s t  HG loan disbursement. I n  
addit ion,  since t he  technical  ass i s tance  component is  designed t o  support 
t he  HG Progrm,  t he  Municipal F imnce  Pro jec t  Grant Agreement w i l l  have a 
condition precedent t h a t  t he  Program Implement a t  ion Agreement must be 
signed before committing funds f o r  the technical  ass is tance contract .  



APter t h e  Program Implement a t  Ion Agreement i s  signed and i ts  
condit ions precedent f u l f i l l e d  ( these  a r e  only a legal  opinion and 
authorized s igna tor ies ) ,  the  G O 1  then cornpetit ively seeks a loan from the 
U S .  c a p i t a l  market and en t e r s  i n t o  the  loan agreement with t he  kncier. 
A I D  then s igns  t he  Contract of Guaranty with the  lender, indicat ing t h a t  
the repayment of t he  loan i s  guaranteed by the  f u l l  f a i t h  and c r e d i t  of 
the U.S. Government. These procedures a r e  de ta i led  i n  Section 10.2. 
Once loan funds a re  disbursed, t he  G O 1  will have 12 months (o r  other such 
period of time a s  A I D  may agree t o )  t o  report  an3 c e r t i f y  the  rupiah 
equivalent expenditures. Near t he  end of t h a t  period, formal reviews of 
policy ac t ion  plan progress w i l l  a l so  be held. 

The remaining l i f e  of t he  project  then proceeds on an 
approximately annual cycle,  consis t ing of : amending the  Program 
Implementation Agreement t o  add HG author izat ions  up t o  a maximum of $100 
mill ion and t o  adjust  the  Policy Action Plan and Investment Program a s  
may be mutually agreed; corrpetitively se lec t ing  a l e d e r ;  enter ing i n t o  
n e w  loan agreements between the  G O 1  and the lender; disbursing the loan; 
reporting the  rupiah equivalent expenditures; and conducting t he  
necessary monitoring and evaluation t o  ensure t h a t  the program is  
proceeding t o  the  s a t i s f ac t i on  of both par t ies .  The exceptions t o  t h i s  
cycle would bii? i f  ver i f ied rupiah expenditures do not equal o r  exceed HG 
loan disbursements o r  i f  evaluat ions  ind ica te  there  are  major 
implementation problems, i n  which case the cycle would be delayed o r  
arnerded a s  deemed appropriate. Implement a t ion,  monitori ng and evaluation 
procedures are  discussed i n  Sections 10 an3 11. 

It i s  recommendd tha t  t h e  Mission Director approve $100 mill ion 
i n  Hcu sing Guaranty loans t o  support t h e  provision of she l t e r - re  l a ted  
in f ras t ruc ture  f o r  the urban pooz i n  Indonesia. It i s  fu r the r  
recommerded t h a t  t he  i n i t i a l  $25 mil l ion i n  Housing Guaranty resources be 
approved an3 authorized i n  FY 88. Three subsequent author izat ions  of $25 
mill ion each a r e  planned t o  be approved over t he  l i f e  of t he  project .  

It i s  a l so  recommended t h a t  the  Mission Director authorize a 
technical  ass i s tance  and t ra in ing  grant i n  support of t he  Municipal 
Finance Pro jec t  i n  an amount not t o  exceed $5.0 mill ion,  $3.0 mil l ion of 
which will be obligated i n  FY 88. The Pro jec t  Assistance Conpletion Date 
(PACD) f o r  t h i s  component w i l l  be 30 September 1994. The G O 1  d i r e c t  
contribution toward technical  ass i s tance  and t ra in ing  i s  estimated t o  be 
$1.8 mil l ion (equivalent i n  l o c a l  currency), which i s  26 percent of 
technical  ass i s tance  and t ra in ing  project  costs .  The G O 1  will budget 
these c o s t s  over the l i f e  of the  project .  



2.1 

one o f  

2. PROXCT BACKGROUND AND RATIONALE 

DEFINITION OF THE MUNICIPAL FINANCE SYSTEM - 
For the purposes o f  t h i s  project ,  a munic'.pality . - 
the 54 i e v e i  I1 u n i t s  o f  government (kotan~ad a); 

are urban areas throughout Indonesia. These*;, 
populat ion from 100,000 t o  several m i l l i on ,  are ea e by a mayor 
( Walikota) w i th in  +he l e v e l  I1 government structure. Exceptions t o  t h i s  
m n  are Jar r ta ,  which i s  d~s igna ted  as a l e v e l  I governorate, and 
m u n i c l ~ a l - l i k e  areas (kota admin is t ra t i f )  which desire but have not  been 

can be defined as 
which i n  e f f e c t  
ranging i n  

given kotamadya s t a t  JS f o r  various bureaucratic o r  administra- 
t i v e  r-rhe kotamadya, Jakarta and kota admin is t ra t i f  are 
considered t o  be pay- mml~nicipal finance system f o r  p ro jec t  
purposes. 

Because the focus o f  the iiousing Guaranty Program i s  on 
shel ter-related a c t i v i t i e s ,  we w i l l  p a r t i c u l a r l y  d i r e c t  p ro jec t  resources 
toward developing a municipal finance system tha t  supports urban, 
shel ter-related in f rast ructure.  Shelter-related i n f ras t ruc tu re  includes 
municipal water supply, sewers and wastewater, e l e c t r i c i t y ,  l o c a l  roads, 
hea l th  c l i n i cs ,  schools, s i t e s  and services, and other i n f ras t ruc tu re  
important t o  low-cost housing development and upgrading. I n  addit ion, an 
improved municipal f inance system, given i t s  broad nature, w i l l  have an 
impact on an even wider array o f  urban development issues. 

The munici9al finance system i n  Indonesia i s  a comp.1ex and s t i l l  
developing network of expenditures and revenues required t o  support the 
recurrent and c a p i t a l  investment f inanc ia l  needs o f  municipal i t ies.  I t  
i s  also noteworthy tha t  only recent ly has the G O 1  begun t o  look a t  urban 
o r  municipal areas as a unique development issue. The same i s  tzue f o r  
USAID. Thus, the municipal finance system i s  i n  an evolving mode, with 
many in ter twined issues r e l a t i n g  t o  centra l - loca l  government re la t ion-  
ships, reg ional  development, revenue au thor i t ies  and publ ic-pr ivate 
d iv is ions  o f  responsib i l i ty .  As background information, the reader 
should t u r n  t o  Ahnexes 5 and 6, ~ e c h n i c a l  Analysis and Economic 
Analysiso These are especia l ly  important t o  u n d e r s t a n m c u r r e n t  
munlclpal government and finance systems i n  Indonesia. 

2.2 BACKGROUND 

Estimates based on the urban growth r a t e  between the 1970 and 1980 
censuses projected tha t  Indonesia's urban population would grow a t  4.3 
percent per annum. The mid-census (1985) survey confirms t h i s  f i g u r e  and 
ind icates tha t  the r a t e  may r i s e  as h igh as 5 percent. By the year 2000, 
a t  l e a s t  36 percent, and perhaps as much as 40 percent, o f  the populat ion 
w i l l  l i v e  i n  c i t i e s ,  compared with less  than 25 percent a t  the present 
time. A t  the same time, the government ' s projected development budget 
f o r  1988/89 i s  l ess  than h a l f  i t s  1985/86 nominal level .  

Under any r e a l i s t i c  scenario, i t  w i l l  be impossible f o r  the G O 1  t o  
meet the investment l eve l s  needed f o r  new urban i n f ras t ruc tu re  and f o r  



t h e  reconst ruct ion  of r ap id ly  d e t e r i o r a t i n g  u rba~ i  f a c i l i t i e s .  More than 
h a l f  of a l l  urban r e s i d e n t s  do not have access  t o  piped water and over 
two t h i r d s  lack adequate s a n i t a t i o n  f aci1.i.t i e s  .. 

The planning process f o r  Repel i ta  V ,  Int lonesials  f i f t h  five-year 
development plan,  is c u r r e n t l y  underway. Various scenar ios  f o r  requi red  
urban investments show l e v e l s  a t  a minimum of Rp. 5,500 b i l l i o n  up t o  a s  
much a s  Rp. 8,200 b i l l i o n  ($3.3 b i l l i o n  t o  $4.9 b i l l i o n ) .  The minimal 
c a s e  assumes the  same l e v e l  of per  c a p i t a  spending a s  i n  the  l a s t  two 
years  of Repel i ta  I V ,  with only absolute  urban populat ion growth and an 
es t imated  9 percent  r a t e  of inf la tLon accounting f o r  t h e  needed Rp. 5,5JO 
b i l l i o n  investment l eve l .  I f  add i t iona l  t a r g e t s  f o r  improving t h e  
c u r r e n t  le;l?l of urban s e r v i c e s  a r e  incarpora ted  i n t o  t h e  p ro jec t ions ,  
f o r  example, by allowing f o r  j u s t  under 5 percent  annual growth i n  pe r  
c a p i t a  expenditures, t h e  est imated demand f o r  urban investments is about 
Rp, 6,500 b i l l i o n .  

Against t h i s  demand l e v e l  is t h e  GOI's es t ima te  of the  f i n a n c i a l  
resources  ava i l ab le  from governmental S O U ~ C ~ S ,  which is less than 50 
percent  of t h e  Rp. 6,590 b i l l i o n .  I n  t h e  near  term, t h i s  huge gap w i l l  
be f i l l e d  by donor f inancing,  including the  Rp. 175 b i l l i o n  ($100 
mi l l ion)  HG loan. I n  t h e  long run, l o c a l  governments (Level I and Level 
11) w i l l  he expected t o  make up t h e  gap. The mechanisms f o r  how l o c a l  
gmernments w i l l  do t h i s ,  inc luding major pa l i cy  decis ions ,  new 
l e g i s l a t i o n ,  and a new loan  f a c i l i t y  f o r  1oc:al governments, a r e  still  
under discussion. However, the d i r e c t i o n  of haw urban i n f r a s t r u c t u r e  
w i l l  be financed i s  unambiguous. Urban investments increas ingly  w i l l  
become a l o c a l  r e s p o n s i b i l i t y ,  with revenues and r e s p o n s i b i l i t i e s  
inc reas ing ly  shared with use r s  of se rv ices ,  taxpayers and t h e  p r i v a t e  
sec to r .  The s t e p s  through which t h i s  process w i l l  evolve a r e  l e s s  c l e a r ,  
but  p a t t e r n s  a r e  emerging. I n  addi t ion ,  USAID (and o the r  donors) w i l l  
a s s i s t  t h e  G O 1  t o  maintain a bas ic  l e v e l  of urban investment during t h e  
c r u c i a l  t r a n s i t i o n  t o  g r e a t e r  l o c a l  r e spons ib i l i ty .  

2.3 PROBLEM STATEMENT 

There a r e  four major problems fac ing  t h e  municipal f inance  system 
which w i l l  d i r e c t l y  a f f e c t  t h e  provision of she l t e r - re l a t ed  urban 
i n f r a s t r u c t u r e  and t h e  se rv ic ing  of urban low-income famil ies .  These 
problems are:  1) near-term s h o r t f a l l s  i n  t h e  G O 1  development budget; 
2) t h e  need t o  expand sources  of revenues; 3) t h e  need f o r  performance 
incen t ives  i n  t h e  municipal f inance  system; and 4 )  t h e  need f o r  a c l e a r  
po l i cy  toward se rv ic ing  low income households. These problems a r e  
descr ibed f u r t h e r  below. 

2.3.1 Current Reduction i n  t h e  Development Budget - 
The G O 1  f a c e s  both a short-  and long-term problem i n  meeting urban 

and she l t e r - re l a t ed  i n f r a s t r u c t u r e  needs. I n  t h e  immediate term, t h e  
combination of rapid  urban population growth, demands f o r  higher 
s tandards  of l i v i n g ,  t h e  negative impacts of a d e t e r i o r a t i n g  urban 
i n f r a s t r u c t u r e  base on employment and economic production, and severe 



cen t ra l  government f i n a n c i a l  constraints makes i t  impossible t o  provide 
new in f rast ructure.  I n  the long-term, the r a t e  o f  urban population 
growth and the demands o f  a modernizing economy mean tha t  condit ions w i l l  
continue t o  worsen. 

To resolve the short-term problem, the GO1 i s  r e l y i n g  heavi ly on 
donor assistance t o  rebu i l d  and i n i t i a t e  the construct ion o f  i t s  urban 
in f ras t ruc tu re .  I n  the eyes o f  the IMF and the World Bank, the GO1 has 
adopted serious and appropriate macroeconomic p o l i c i e s  t o  safeguard 
against the p o s s i b i l i t y  t ha t  t h i s  short-run re l iance on donor support 
could create an untenable debt burden. I n  the longer term, the GO1 i s  
developing p o l i c i e s  that  w i l l  tilake urban and she1 ter - re la ted 
i n f ras t ruc tu re  investments more self-sustaining and less  dependent on 
cen t ra l  government resources. These po l i cy  i n i t i a t i v e s ,  which are 
embedded i n  a Nat ional  Urban Po l i cy  Statement and expected t o  be 
re in forced i n  Repel i ta V, provide the basis f o r  eventually creat ing 
f inanc ing systems tha t  w i l l  r e l y  on the economic p roduc t iv i t y  o f  
in f ras t ruc tu re  investments t o  finance them. 

2.3,2 - The Need t o  Expand Sources o f  Revenues 

Regardless o f  c u r x n t  budget res t r i c t ions ,  the municipal finance 
system i s  over-rel iant on ~ e n e r a l  government revenues. A wide range o f  
options are cur ren t ly  being considered by the GOI ,  some o f  which are 
already being implemented. Examples are revised l o c a l  tax ( inc lud ing 
property tax) author i ty,  cen t ra l  government loans, and revised grant 
procedures. New areas now under review are increased cost recovery 
mechanisms and more publ ic-pr ivate sector partnerships i n  financing, 
constructing, managing and maintaining urban in f rast ructure.  Both o f  
these l a t t e r  areas are t o  be examined and developed through t h i s  
project .  ( I t  should be noted tha t  the GO1 has an e x p l i c i t  po l i cy  against 
pub l i c  borrowing from domestic p r i va te  sources. I n  the near term, loans 
f o r  in f ras t ruc tu re  are l i k e l y  t o  be e i t he r  pub l i c  lending t o  pub l i c  
operators, or pr i va te  lending t o  p r i va te  operators. ) 

2.3.3 The Need f o r  Performance Incent ives 

While increasing revenues i s  one side o f  the coin, the other side 
i s  c o n t r o l l i n g  expenditures and ensuring an e f f i c i e n t  de l i very  system. 
One of the major tasks i n  developing the municipal finance system w i l l  be 
t o  create performance incent ives within the f i n a n c i a l  and operat ional  
systems. The GO1 act ions now being taken t o  t rans fe r  more f i n a n c i a l  and 
operat ional  respons ib i l i t y  f o r  l o c a l  i n f ras t ruc tu re  t o  mun ic ipa l i t ies  are 
important steps i n  the r i g h t  direct ion. This p ro jec t  w i l l  help fo l low up 
on f i n a n c i a l  con t ro l  and incent ive mechanisms. 

2.3,4 The Need f o r  a Clear Pol icv  Toward LGW-Income Households 

The dimensions o f  the urban growth problem are a recent phenomenon 
t o  Indonesia, but  a problem which i s  becoming more important over time. 
Noting tha t  the near-tern enk-oyment problem i n  Indonesia i s  
predominantly an urban issue, spec i f i ca l l y  addressing the needs o f  the , 



urban p o x  w i l l  be an important element O F  the f u t u r e  municipal l 'inance 
system. Actions the  GO1 may consider  a r e  reserving sca rce  grant  funds 
f o r  t h e  most needy, giving p r i o r i t y  t o  economic i n f r a s t r u c t u r e  which 
promotes employment, and elements of cross-subsidizat ion.  Thi.s p r o j e c t  
w i l l  follow emerging G O 1  p o l i c i e s ,  examining e f f e c t i v e  implementation 
s t r a t e g i e s  t o  a s s i s t  low-income households. 

2.4 f3303ECT RATIONALE - AND STRATEGY - 
Rationale. The i n i t i a l  r a t i o n a l e  f o r  our p a r t i c i p a t i o n  i n  

municipal f inance  i s  both USAID1s acquired e x p e r t i s e  i n  t h e  f i n a n c i a l  
markets and the G O I 1 s  momentum i n  t h e i r  development. Whereas USAID1s 
Financia l  Markets P ro jec t  w i l l  look pr imar i ly  a t  t h e  need f o r  p r i v a t e  
investment c a p i t a l ,  t h e  development of a pub l i c  investment c a p i t a l  
system, i n  many ways, goes hand i n  hand. It i s  p a r t i c u l a r l y  appropr ia te  
t h a t  both systems a r e  developing simultaneously s o  t h a t  one does not 
'lcrowd outH t h e  o the r ,  and t h a t  mutually suppor t ive  systems develop. 

A second s t rong  r a t i o n a l e  is t h e  growing urban dimension of t h e  
employment problem. This  i s  d i r e c t l y  l inked t o  USAIDfs 1989-1993 CDSS 
goal  of improving sus ta inab le  employment and income oppor tuni t ies .  Since 
USAID does not have a s p e c i f i c  "urbanll agenda, t h i s  p r o j e c t  w i l l  allow 
t h e  Mission t o  begin t o  examine i ts o v e r a l l  program t o  b e t t e r  understand 
rural-urban development i s s u e s  and r e l a t i o n s h i p s ,  e s p e c i a l l y  a s  they 
a f f e c t  employment. 

A t h i r d  major r a t i o n a l e  is USAID1s s t rong working r e l a t i o n s h i p s  
with t h e  Min i s t r i e s  of Finance and Home Affa i rs .  Whereas t h e  G O 1  
i n t e r m i n i s t e r i a l  coordinat ing  committee (TKPP) appears t o  be 
well-supported by o the r  donors i n  terms ?f a s s i s t a n c e  f o r  t h e  Ministry of 
Publ ic  Works and i n f r a s t z u c t u r e  planning, t h e r e  appears t o  be less 
a t t e n t i o n  paid t o  t h e  municipal f inancing system i t s e l f .  Having had a 
long and very p o s i t i v e  r e l a t i o n s h i p  with both i-lome A f f a i r s  and Finance, 
USAID can more quickly become an e f f e c t i v e  con t r ibu to r  i n  t h i s  important  
s e c t o r  by re ly ing  on our e x i s t i n g  program l inks .  The HG loan,  t h e  
t echn ica l  a s s i s t a n c e  package i n  support of t h e  pol icy  framework a l ready 
es tab l i shed  by t h e  G O I ,  and Pol icy  Action Plans  can be an important 
con t r ibu t ion  t o  t h e  G O I 1 s  s t rong  i n i t i a t i v e s  i n  urban policy.  

F ina l ly ,  another  major r a t i o n a l e  is t h e  ex i s t ence  of the 
add i t iona l  resources  a v a i l a b l e  under t h e  HG Program. Because USAID'S 
development a s s i s t a n c e  l e v e l s  w i l l  continue t o  come under budgetary 
pressures ,  t h e  add i t ion  of HG resources t o  t h e  USAID p o r t f o l i o  is an 
important s t e p  i n  maintaining our support f o r  t h e  long and f r u i t f u l  
development e f f o r t s  of t h e  GOI .  Because t h e  G O 1  needs continued donor 
involvement t o  meet its i n f r a s t r u c t u r e  needs, USAID has t h e  opportunity,  
through t h e  Housing Guaranty loan program, t o  provide resources t o  he lp  
a l l e v l a t e  t h e  Indonesian Government s short-run f inancing problem. 
According t o  G O 1  e s t ima tes ,  t h e  $100 mi l l ion  HG loan would support  up t o  
2.7 percent  of RepeLita V 1 s  five-year urban investment program. 



Strate y. The strategy f o r  t h i s  p ro jec t  i s  t o  combine three 
-€ti+- inputs-- e  ormulation o f  a  Pol icy  Action Plan, a quick disbursing loan 

program, and a technica l  assistance and t r a i n i n g  package-into a single, 
comprehensive program. We w i l l  focus these combinea inputs on the GOIts 
na t iona l  urbanization strategy, providing the C'3.T w i th  resources t o  help 
f inance shel ter-related i n f ras t ruc tu re  f o r  the urban poor, and t o  put  i t s  
urban po l i cy  agenda i n t o  action. A t  the same time, i t  should be noted 
tha t  t h i s  i s  not an i n s t i t u t i o n a l  development o r  l o c a l  government 
t r a i n i n g  project ;  rather,  i t  i s  an e f f o r t  t o  help create a system w i th  
built-LI incent ives t o  promote i t s  own i n t e r n a l  development. 

The GO1 i s  already engaged i n  developing a major nat ional  
urbanizat ion strategy which w i l l  simultaneously increase the ove ra l l  
amount o f  urban i n f ras t ruc tu re  while gradually s h i f t i n g  the focus o f  
f inancing away from almcst complete re l iance on the cen t ra l  government 
budget. Among the intended end resu l ts  o f  the GOI's nat ional  
urbanizat ion strategy, as put  f o r t h  i n  the GOIts Nat ional  Urban 
Development Pol icy  Statement, are: 

- an increase i n  the a v a i l a b i l i t y  o f  in f rast ructure-re la ted services 
t o  the urban poor and i n  support o f  urban economic development; 

- a la rger  r o l e  f o r  l o c a l  governments i n  i d e n t i f y i n g  t h e i r  own 
investment p r i o r i t i e s ,  designing investment programs, and assuming 
f inanc ia l  r espons ib i l i t y  f o r  a  r e l a t i v e l y  l a rge r  share .of the 
l nvestment pzogram; and 

a reduction i n  the cen t ra l  government's r e l a t i v e  share o f  
f i n a n c i a l  and administrat ive respons ib i l i t y  f o r  urban services. 

Considerable progress has been made by the GO1 i n  developing and 
beginning t o  i n s t i t u t i o n a l i z e  a process by which urban i n f ras t ruc tu re  
investments, regardless o f  the implementing agency, are integrated i n t o  
consolidated investment programs f o r  each urban area ( the In tegrated 
Urban In f rast ructure Development Program (IUIDP) 1. These integrated 
investment packages are matched by s im i l a r l y  in tegrated f inancing plans 
t h a t  combine l o c a l  revenues, a  var ie ty  o f  cen t ra l  government grants and 
loans. 

The GO1 has also made progress i n  i d e n t i f y i n g ,  the weaknesses i n  
the present system f o r  l o c a l  revenue generation and i n  i d e n t i f y i n g  
possible actions t o  improve the f inanc ia l  capacity o f  l o c a l  governments. 
A c t i v i t i e s  also are underway t o  i d e n t i f y  mechanisms by which l o c a l  
government management can be improved i n  order t o  enable them t o  provide 
services and maintain urban in f rast ructure.  

However, f o r  the GO1 t o  accomplish i t s  intended objectives, 
add i t iona l  f i nanc ia l  resources, strengthened p o l i c y  analysis and p o l i c y  
implementation capacity i n  key nat ional  i n s t i t u t i o n s ,  and strengthened 
f i n a n c i a l  management capacity a t  the l o c a l  l e v e l  are required. The 
strategy f o r  t h i s  p ro jec t  i s  t o  l i n k  i n t o  the G0I1s na t iona l  urbanizat ion 
strategy (defined below) a t  key points  where USAID involvement w i l l  be I 



most benef ic ia l ,  t o  provide needed f inanc ia l  and technica l  inputs a t  
those key points, and t o  fu r ther  the GOIts na t iona l  po l i cy  change process. 

The f i r s t  s t ra teg ic  element o f  the pro ject ,  a quick disbursing 
loan financed by p r i va te  U.S. lenders and secured by a f u l l  f a i t h  and - 
c r e d i t  US. Government guaranty through the Housing Guaranty Program, 
w i l l  be u t i l i z e d  by the GO1 t o  provide a rap id  source o f  f inancing f o r  
the in f ras t ruc tu re  investment program being incorporated i n t o  the next 
five-year development p lan (Repeli ta V). The p a r t i c u l a r  program 
supported by t h i s  mechanism w i l l  be shel ter-related investments su i tab le 
f o r  below-median income fami l ies.  The HG Investment Program w i l l  
p a r t i a l l y  remedy the d e f i c i t  i n  urban in f ras t ruc tu re  services caused by 
the combination o f  rap id  urbanization and the reduced f i n a n c i a l  resources 
o f  the cen t ra l  government. 

Within the context o f  the GOI's urban development po l ic ies,  a 
Pol icy  Action Plan w i l l  be formulated with the G O 1  and pe r iod i ca l l y  
reexamined as a sTcond s t ra teg ic  element i n  t h i s  project .  This menu o f  
possible actions t o  be taken t o  f u r the r  the government's urban 
development p o l i c i e s  w i l l  be aimed a t  improving the f inancing system foz 
urban in f rast ructure.  

The t h i r d  s t ra tea ic  element w i l l  be the ~ r o v i s i o n  o f  technical  
assistance and t ra in ing- to  strengthen po l i cy  analysis and i m w i o n  
capaclty I n  Key national-level i n s t i t u t i o n s  and u l t imate ly  t o  strengthen 
f i n a n c i a l  management capacity a t  the l o c a l  level .  Technical assistance 
and t r a i n i n g  w i l l  focus p r imar i l y  on nat ional - leve l  i n s t i t u t i o n s  w i th  
respons ib i l i t y  f o r  the fu r the r  development o f  the na t iona l  urbanization 
strategy, f o r  implementing the strategy's spec i f i c  components, and f o r  
strengthening l o c a l  capacity on a demonstration basis. 

These components o f  the p ro jec t  strategy w i l l  work through the 
ex i s t i ng  G O 1  mechanisms f o r  coordinating the actions o f  a l l  cen t ra l  
government min is t r ies  and donor agencies involved i n  the urban sector. 
I n  par t i cu la r ,  the p ro jec t  w i l l  work with key m in i s t r i es  involved i n  Tim 
Koordinasi Pembangunan Perkotaan (TKPP) (see Annex 9 f o r  a descr ip t ion o f  
TKPP) , the  i n t e r m i n i s t e r i a l  coordinating commit tee whose p r i n c i p a l  
par t i c ipan ts  are the M in i s t r i es  o f  Finance, Home Af fa i rs ,  Publ ic Works 
and the Nat ional  Development Planning Agency. Working w i th  t h i s  ex i s t i ng  
coordinating mechanism w i l l  enhance the effect of USAID' s involvement by 
avoiding dupl icat ion w i th  other donor agencies, increasing the 
effectiveness o f  some o f  the key par t i c ipan ts  i n  the process, and by 
showing respect fo r  the considerable accomplishments already made i n  
developing a nat ional  urbanizat ion strategy. 

2.5 R E L A T I O W  TO CDSS 

USAID/Indonesials one o a l  f o r  the 1989-1993 per iod i s  " to  i m  rove TeF 
which promote e f f i c iency  and productivity." Ihe LUb3 d 

& long-term, sustainable emp oymen and income opportuni t ies throug means 
et lnes tour  

sub-goals which d i r e c t l y  support improvements i n  employment and income. 
The spec i f i c  sub-goal t ha t  the Municipal Finance Pro ject  w i l l  support i s  ' 



f o r  "a more open, l e s s  regula ted  market and t r ade  oriented-economy, both 
i n t e r n a l l y  and e ~ t e r n a l l y . ~  This sub-goal inc ludes  support f o r  G O 1  
e f f o r t s  t o  deregu;dte f inance  and investment and t o  promote an inc rease  
i n  p r i v a t e  s e c t o r  e n t e r p r i s e  i n  key economic sec to r s .  Within t h i s  
sub-goal USAIDts CDSS inc ludes  f i v e  mechanisms which w i l l  be d i r e c t l y  
supported by t h e  p ro jec t :  

1. Promoting and implementing pol icy  c h s r t p ~ s ,  inc luding g r e a t e r  
a t t e n t i o n  t o  s e c t o r a l  pol icy  i s s u e s  i n  t h e  urban s e c t o r  arid a more 
sus ta ined use of p r o j e c t  a s s i s t a n c e  t o  support  G O 1  pol icy  reforms, 

2. Creat ing i n c e n t i v e s  i n  l o c a l  government i n f r a s t r u c t u r e  and 
s e r v i c e  programs t h a t  emphasize economic e f f i c i ency /p roduc t iv i ty  
and increased r e l i a n c e  on p r i v a t e  s e c t o r  funding. 

3, Strengthening and expanding Indones ia ' s  c a p i t a l  market. 

4. Promoting p r i v a t e  s e c t o r  provis ion  and f inancing of urban 
se rv ices ,  with an a t t endan t  emphasis on c o s t  recovery f o r  s e r v i c e s  
provided by the  pub l i c  sec tor .  

5. U t i l i z i n g  USAID resources  s o  t h a t  programs a r e  mutually 
support ive,  USAID1s programmatic impact i s  enhanced, and 
leveraging oppor tun i t i e s  a r e  i d e n t i f i e d .  

The Municipal Finance Prc ject w i l l  support  t h e  G O 1  's urban 
development pol icy  agenda ( s e e  Sect ion  2.6) t o  f u r t h e r  develop a more 
e f f i c i e n t  system of municipal f inance  capable of mobilizing long-term 
investment c a p i t a l  through t h e  p r i v a t e  s e c t o r  and i n  pa r tne r sh ip  with 
them. Such p o l i c i e s  a r e  needed t o  bring about t h e  development of 
pub l i c /p r iva te  pa r tne r sh ips  i n  t h e  provis ion  and f inancing of 
she l t e r - re l a t ed  i n f r a s t r u c t u r e  and urban se rv ices ,  although recognizing 
t h a t  t h i s  may be years  i n  development. These pol icy  reforms w i l l  be 
enhanced by demonstration a c t i v i t i e s  c a r r i e d  out  through t e c h n i c a l  
a s s i s t a n c e  t h a t  can be r e p l i c a t e d  nationwide. 

The project-supported pol icy  agenda would engender g r e a t e r  
economic e f f i c i ency  i n  municipal finance. A number of s t r a t e g i e s  would 
be used, inc luding support  f o r  G O 1  i n i t i a t i v e s  t o  improve municipal 
management, t o  s h i f t  more c e n t r a l  government f i n a n c i a l  suppport from 
g r a n t s  t o  loans,  and t o  begin t o  e s t a b l i s h  t h e  precondi t ions  f o r  p r i v a t e  
s e c t o r  p a r t i c i p a t i o n  i n  municipal finance. I n  tu rn ,  t h e s e  p o l i c i e s  would 
have t h e  e f f e c t  of encouraging t h e  b e t t e r  use of e x i s t i n g  resources ,  
d i r e c t i n g  a d d i t i o n a l  resources  i n t o  developmental a c t i v i t i e s ,  and 
c r e a t i n g  a system wherein t h e  p r i v a t e  s e c t o r  is  more l i k e l y  t o  i n v e s t  i n  
municipal s e r v i c e s  ind iv idua l ly  o r  i n  pa r tne r sh ip  with t h e  pub l i c  s e c t o r  
over t h e  long term. 

A r e l a t e d  USAID a c t i v i t y ,  t h e  proposed F inanc ia l  Markets P r o j e c t  
(FMP), would support  t h e  Municipal Finance Pro jec t  by providing t h e  G O 1  
with a s s i s t a n c e  i n  developing o t h e r  forms of p o t e n t i a l  p r i v a t e  s e c t o r  
c a p i t a l  formation f o r  f inancing urban i n f r a s t r u c t u r e .  I n  t u r n ,  t h e  FMP's 



goal of strengthening c a p i t a l  markets I n  Indonesia w i l l  be supported by 
t he  Municipal Finance Project  Policy Action Plan, emphasizing the  
development af the  municipal finance system sup,~orted i n  par t  by the  
pr iva te  sector. The subs tan t ia l  leverage provided by the  Municipal 
Finance Project ' s ass is tance w i l l  help both a c t i v i t i e s  t o  achieve t h e i r  
policy objectives. 

The needs of a country a s  l a rge  a s  Indonesia tax the  resources of 
t he  GO1 a s  well a s  any s ing l e  donor, and f o r  t h i s  reason USAID/Indonesia 
has included i n  its CDSS the  need t o  i den t i fy  opportunit ies f o r  
leveraging resources. The project  w i l l  leverage resources within t h e  
country, wi t t~ in  A I D  i t s e l f ,  and within the  donor community ac t ive  i n  
Indonesia. 

A number of donors a r e  already involved i n  Indonesia's urban 
sec tor ,  the l a rges t  being the World Bank, which i s  supporting t he  GOI's 
urban programs and po l i c i e s  through a sector  loan. While d i r ec t l y  
supportive of the  World Bank's e f fo r t s ,  the  proposed Municipal Finance 
Project  w i l l  incorporate po l i c i e s  not being addressed by the  World Bank 
f o r  engendering pr iva te  sec tor  par t ic ipat ion i n  shel ter- re la ted 
in f ras t ruc ture  financing and d i rec t ing  resources toward the  urban poor. 
Thz objectives of USAID'S proposed project  have been discussed i n  d e t a i l  
with the  World Bank during the  February arid June 1988 meetings i n  
Indonesia, a s  well a s  meetings a t  World Bank headquarters i n  Washington, 
D.C. and there  was consensus t h a t  our proposed pro jec t  would be a useful  
addit ion t o  the  Bank's Urban Sector Loan program. I n  addit ion,  these- 
mutually supportive programs would fur ther  leverage the  amount of donor 
resources avai lable  t o  support GO1 i n i t i a t i v e s  i n  the  development of 
Indonesia1 s municipal f inance system. 

I 

2.6 RELATIONSHIP TO THE GOVERNMENT OF 
INDONESIA ' S URBAN DEVELOeMEPlT POLICY 

As discussed e a r l i e r ,  s ince the  decl ine  i n  world market p r ices  f o r  
Indonesia's o i l  exports,  t he  GO1 has experienced ser ious  shortages i n  t he  
resources avai lable  f o r  investment i n  shel ter- re la ted in f ras t ruc ture .  As 
a consequence, t he  government has embarked on a broad program t o  s h i f t  
responsibi l i ty  f o r  planning, financing and managing urban development t o  
l o c a l  governments. This policy change has resu l ted  i n  new programs t o  
build l oca l  management capacity,  t o  enhance l o c a l  resource mobilization, 
and t o  s h i f t  a t  l e a s t  a por t ion of t he  cen t r a l  government's funding r o l e  
from grants  t o  domestic sources and loans. 

The first s t ep  w i l l  l i k e l y  be several  measures giving Level I and 
Level I1 governments (here inaf te r  referred t o  a s  l o c a l  governments) 
considerably grea te r  d i sc re t ion  over the  use of c e n t r a l  government 
t r ans fe r s  and assigned revenues. The l a r  est of these  is the  sa la ry  
subsidy grant, Subsidy Daerah Otonom (SDO 7 which accounted f o r  almost 50 
percent of t o t a l  l o c a l  expenditures i n  1986/87. More than 90 percent of 
t he  SDO finances l o c a l  s t a f f  sa la r ies .  Under t he  l i k e l y  reforms, l o c a l  
governments w i l l  be given grea te r  d i sc re t ion  t o  make l o c a l  improvements 
through increasing 'ef f ic iency , without ac tua l ly  laying off s t a f f  , and t o  ' 

r e t a i n  the  balance of SDO f o r  other, loca l ly  determined purposes. 



The second l i k e l y  reform involves consol ida t ing  some s p e c i f i c  
s e c t o r a l  g ran t s  and perhaps some d i r e c t  c e n t r a l  government departmental 
expenditures i n t o  a form of block grant  which would inc lude  considerable  
l o c a l  d i s c r e t i o n  i n  determining the  uses of t h e  grant .  This would not  
mean an end t o  c e n t r a l  guidance on t h e  o v e r a l l  s e c t o r a l  d i s t r i b u t i o n  of 
investments,  but i t  l i k e l y  w i l l  mean much broader d i s c r e t i o n  w.tthln 
sec to r s .  For example, t h e  p resen t  education s e c t o r  g ran t  is l imi ted  t o  
school  construct ion.  An o v e r a l l  block grant  may s t i l l  d i c t a t e  t h a t  a 
c e r t a i n  proport ion be spent  on education,  but whether it w i l l  be spent  on 
bu i ld ings ,  l a b o r a t o r i e s  o r  a v a r i e t y  of o the r  education-related purposes 
w i l l  be l e f t  t o  t h e  l o c a l  l e v e l .  

The t h i r d  development i n  c e n t r a U l o c a 1  f i n a n c i a l  r e l a t i o n s  is 
l i k e l y  t o  be t h e  in t roduc t ion  of a lending mechanism, c u r r e n t l y  being 
c a l l e d  t h e  Regional Development Account (RDA) . Key pol icy  dec i s ions  and 
opera t iona l  procedures remain t o  be made, but  i t  is  l i k e l y  t h a t  i n  t h e  
near  term, l o c a l  governments w i l l  be c a r e f u l l y  monitored t o  be e l i g i b l e  
f o r  p a r t i c i p a t i o n  i n  t h i s  lending mechanism. Cast recovery p r i n c i p l e s  
a r e  l i k e l y  t o  be an important element i n  determining whether a s p e c i f i c  
l o c a l  p r o j e c t  is s u i t a b l e  f o r  a loan. 

Additional revenue genera t ion  autonomy is  l i k e l y  t o  be given t o  
l o c a l  governments i n  the  form of g r e a t e r  c o n t r o l  over t h e  property t a x  
( l and  and bui ld ing t ax  o r  PBB). A t  p resent ,  both t h e  va luat ion  of 
p r o p e r t i e s  and t h e  r a t e s  a r e  con t ro l l ed  by t h e  c e n t r a l  government. Under 
changes being considered, t h e  c e n t r a l  government would still  c o n t r o l  t h e  
r a t e  and t h e  assessment r a t i o ,  but  l o c a l  governments would be allowed t o  
determine the  market value of t h e  property. The c o n t r o l s  remaining i n  
c e n t r a l  hands a r e  designed t o  support  regional  equity.  The d i s c r e t i o n  
over a c t u a l  va luat ion  a t  t h e  l o c a l  l e v e l  recognizes both t h e  f a c t  t h a t  
property values vary widely, and t h a t  property values a r e ,  i n  f a c t ,  
a f fec ted  by l o c a l  investment and management of pub l i c  services .  

It is almost c e r t a i n  t h a t  these  changes w i l l  be implemented 
gradual ly  and w i l l  be combined with cons iderable  e f f o r t  t o  s t rengthen 
l o c a l  f i n a n c i a l  management capacity.  A s u b s t a n t i a l  number of pol icy  
dec i s ions  remain t o  be taken and considerable room f o r  change still  
e x i s t s ,  As t h e  GO1 e n t e r s  i n t o  Repel i ta  V, t h e  t iming is opportune f o r  
USAID t o  support t h e  GOIqs e f f o r t s  t o  improve Indones ia ' s  municipal 
f inanc ing  system. 

As p a r t  of t h e  G O I ' s  f a r  reaching urban development i n i t i a t i v e s  
and t o  r ea f f i rm its long-standing commitment t o  expanding its urban 
po l i cy  agenda, t h e  GO1 has r e c e n t l y  developed a National  Urban Pol icy  
Statement which encompasses six s p e c i f i c  p o l i c i e s  ( see  Annex 7 f o r  a 
d e t a i l e d  desc r ip t ion  of t h e s e  p o l i c i e s  and t h e i r  ob jec t ives ) :  

1. Development of urban i n f r a s t r u c t u r e  and t h e  opera t ion  and 
maintenance the reof ,  i n  p r inc ip le ,  is wi th in  t h e  a u t h o r i t y  and 
mobil i ty of l o c a l  governments with t h e  a s s i s t a n c e  and guidance of 
t h e  p rov inc ia l  and c e n t r a l  governments. 

* 

2. Planning, programming and i d e n t i f y i n g  investment p r i o r i t i e s  by 
a l l  l e v e l s  of government f o r  urban development w i l l  continue t o  be 
improved by means of a decent ra l ized  and i n t e g r a t e d  approach. 



3. I n  order t o  develop loca l  governments' rusponsibi1,ity f o r  
providing urban in f ras t r i l c tu re  services ,  there  w i l l  be fu r ther  
strengthening of l oca l  governments' capabi l i ty  t o  mobilize 
resources and optimize the use of funds. 

4. I n  accardance with t h e  p r inc ip les  of decentra l izat ion of urban 
in f ras t ruc ture  r e spons ib i l i t i e s ,  the  governme~t w i l l ,  i n  addit ion 
t o  the pursui t  of policy 3, endeavor t o  improve the  financing 
system f o r  urban in f r a s t ruc tu re  development. 

5 .  The capabi l i ty  of provincial  and loca l  government s t a f f  and 
i n s t i t u t i o n s  w i l l  be enhanced by means of a coordinated program of 
l oca l  government manpower development. 

6 .  Coordination and consul ta t ion among the various agencies and 
levels of government involved i n  the development of urban 
in f ras t ruc ture  and services  w i l l  continue t o  be strengthened. 

The Municipal Finance Project  w i l l  support elements of a l l  s i x  
po l ic ies ,  primarily po l i c i e s  3 and 4. USAID has already been involved i n  
supporting the  G O I 1 s  i n i t i a t i v e s  i n  fur ther ing policy 6. It has a l so  
been c losely  coordinating its e f f o r t s  i n  the urban sec tor  with Tim 
Koordinasi Pernbangunan Perkotaan (TKPP), a s  well a s  receiving it.s 
d i rec t ion  and advice. (See Annex 9 f o r  a deta i led descr ipt ion of TWP.) 

The Municipal Finance Project  w i l l  a l so  focus on addi t ional  areas  
now being considered by the  G O 1  f o r  policy development/irnplementation i n  
Repelita V. Possible policy d i rec t ions  include: (1) mobilization of 
regional resources, public and priV;ate; (2) pr iva t iza t ion  of some l o c a l  
author i ty  functions on a demonstration basis ;  (3) the  use of p r iva te  
sector  management exper t i se  by l o c a l  au thor i t i es ;  and (4) poverty 
a l lev ia t ion ,  t o  include economic and s o c i a l  ind ica tors  i n  the  a l loca t ion  
of funds among t a rge t  groups and areas. 

2.7 OTHER DONOR ASSISTAME 

For Indonesian Budget Year (BY) 88/89, 37 percent of t h e  G O I ' s  
t o t a l  urban sec tor  development budget comes from foreign aid;  i n  
contras t ,  foreign a id  const i tu ted only 7 percent of funding f o r  urban 
in f ras t ruc ture  i n  BY 83/84.. Donor ass is tance t o  t he  urban sec tor  comes 
from the  World Bank, t he  Asian Development Bank, the  United Nations 
Development Program ( UNDP ) ', and various b i l a t e r a l  donors including the  
Governments of Japan, t he  Netherlands, Federal Republic of Germany, 
France, and Switzerland. A breakdown of foreign ass is tance from 1980 
through 1987 by year, country/ ins t i tu t ion,  loan amount, and t i t l e  is 
provided i n  Annex 12. 

The World Bank (IBRD) has been the  major par t i c ipan t  t o  da te  i n  
Indonesia ' s urban sector. 1ts Urban Sector Loan (BY 87/88-88/89) 
supports approximately 25 percent of t he  e n t i r e  GO1 urban sec tor  
development budget (about $270 mill ion) over a two-year period. The Bank 
is current ly  d i s c u s s i ~ g  with the  G O 1  t he  pos s ib i l i t y  of preparing a I 



Second Urban Sector Loan tcj provide f'urthcr support t o  the GOI's urban 
develo~nent  i n i t i a t i v e s .  

The Asian Development Bank i s  cur ren t ly  i n  discussion w i th  the GO1 
t o  prcvide an urban upgrading proJcct loan f o r  Medan, Sumatra. The ADH 
may a lso consider supporting the Regional Development Account through a 
sector loan, dur ing Repel i ta  V. 

The Overseas Economic Cooperation Fund (OECF), another major 
lender, i s  expected t o  provide over $350 m i l l i o n  i n  both pro ject  and 
sector loans f o r  the urban sector during Repel i ta V. 

The UNDP/UNCHS i s  current ly  discussing w i th  the G O 1  proposals t o  
provide addi t ional  assistance under the IUIDP program during Repel i ta V. 

I n  addit ion, Annex U provides the current BAPPENAS (the Nat ional  
Development Planning Board) summary o f  approved and committed urban 
sector programs f o r  BY 88/89, both f o r  implementation and technical  
assistance t o  the urban sector, inc lud ing the proposed Housing Guaranty 
loan. 

During the l i f e  o f  project ,  we an t ic ipa te  very close working 
re la t ionships wi th  the various donors i n  urban development, both through 
the TKPP st ructure and s i r e c t  consultations. As an i nd i ca t i on  o f  areas 
t o  be coordinated, Annex 15 provides a de ta i led  chart  o f  major donor 
involvement i n  each o f  the spec i f i c  po l i cy  act ion p lan areas, as w e l l  as 
how the various donors technica l  assistance e f f o r t s  are coordinated. 
This w i l l  setve as an i n i t i a l  guide f o r  discussians wi th  other donors. 

FFIOJECT DESCRIPTION 

3.1 PROXCT GOAL ANI PURPOSE 

'The pro ject  goal  i s  t o  improve the she l te r  condit ions o f  
Indonesians w i th  below median incomes by f a c i l i t a t i n g  the del ivery  o f  
affordable, loca l ,  shel ter-related in f rast ructure.  

The pro ject  urpose i s  t o  provide assistance t o  the GO1 i n  f u r the r  
developing i t s  mun flrr c lpa inance system by expanding and enhancing the 
management o f  i t s  f i nanc ia l  resources. Changes i n  the municipal f inance 
system w i l l  enable Indonesian munic ipa l i t ies  t o  assume an increasing 
share o f  the f i n a n c i a l  r espons ib i l i t y  f o r  urban shel ter-related 
in f rast ructure and services, create condit ions favorable t o  p r i va te  
sector involvement i n  urban investment f inance and service provision, and 
create a framework f o r  partnership between the pub l i c  and p r i va te  sectors. 

3.2 PR0;ECT OUTPUTS 

The pro jec t  s outputs w i l l  support the o v e r a l l  gc, 1 o f  improving , 



t h e  s h e l t e r  condi t ions  of Indones la t s  ccban poor. I n  addition, the  
outputs  w i l l  support the G O I ' s  e x i s t i n g  p o l i c i e s  o f  iricrcasiny l o c a l  
r e s p o n s i b i l i t y  f o r  urban development and i n s t i l l i n g  incen t ives  For l o c a l  
governments t o  graduate f rom g r a n t s  t o  government loans ,  l o c a l  revenues 
and use r  charges, and p r i v a t e  s e c t o r  sources a s  economic f a c t o r s  allow. 
These outputs ,  which w i l l  focus  on t h e  p r o j e c t  ' s two primary a c t i v i t i e s  
of providing s h e l t e r - r e l a t e d  urban i n f r a s t r u c t u r e  through the  -- HG 
Investment Program and p o l i c y  ac t ion ,  a r e  a s  follows: - 
Out u t  1: Provision of she l t e r - re l a t ed  urban i n f r a s t r u c t u r e  , valued a t  
TIT%- e equ valp-t of $100 m i l l i o n ,  benef i t ing  belowmedian income famil ies .  

This  output  would be t h e  rupiah expenditures f o r  urban 
s h e l t e r - r e l a t e d  i n f r a s t r ~ c t u r e  a s  defined by t h e  HG Investment f3rogram, 
described i n  d e t a i l  i n  Sec.tion 5. It is proposed t h a t  these  e x ~ ~ e n d i t u r e s  
w i l l  be f o r  t h e  Kampung Improvement Program (KIP), water supply, s o l i d  
waste c o l l e c t i o n  and d i sposa l ,  sewerage, d r a h a g e ,  urban roads providing 
access  t o  kampung ( unserviced, informal , unplanned urban neighborhoods) , 
and shelter-upgrading f o r  t h e  urban poor. 

Output 2: Continued improvement i n  t h e  r o l e  of  t h e  c e n t r a l  government 
m n g  urban in?  r a s t r u c t u r e  and s e r v i c e s  a f fo rdab le  to  low-income 
households through a system of g r a n t s  and l o a n s  t h a t  encourages l o c a l  
resource mob3 l i z a t i o n ,  

A. Link the  c e n t r a l  gcvernmentts systems of g r a n t s  and loans  and 
d i r e c t  t h e  cons t ruc t ion  of she l t e r - re l a t ed  i n f r a s t r u c t u r e  t o  
produce a un i f i ed  approach t o  municipal f inance . '  

0. Use t h e  c e n t r a l  grant / loan system t o  l i m i t  subs id ies  t o  
manageable l e v e l s  and better focus them t o  t h e  b e n e f i t  of low 
income famil ies .  

C. Use t h e  c e n t r a l  grant/ loan system t o  provide uniform 
incen t ives  f o r  t h e  improvement of municipal f inancf a 1  management 
(both expenditure c o n t r o l  and revenue generat ion).  

0. Es tab l i sh  a c e n t r a l  government lending mechanism t o  f inance  
urban i n f r a s t r u c t u r e  and s e r v i c e s  on terms t h a t  permit adequate 
mobil izat ion of investment resources. 

I 

Output 3: Strengthened capac i ty  of t h e  local government (Level I and Lzznm finance  system to  mobilize and manage resources. 

A. S: yengthen f i n a n c i a l  management capaci ty  (revenue mobil izat ion 
and expenditure c o n t r o l )  a t  t h e  l o c a l  l eve l .  

8. Develop gu ide l ines  speci fy ing t h e  acceptable  level of 
borrowing and t h e  accept  a b l e  sources of loans. 

Output 4: Es tab l i sh  t h e  b a s i s  f o r  increased p r i v a t e  s e c t o r  
m a t i o n  i n  t h e  provis ion  and f inancing of  urban i n f r a s t r u c t u r e  and 4 

se rv ices ,  



A. Find ways t o  improve the conditions fo r  privc~l:u r;t:ck~s 
(pr iva te  f irml;, non-govornrnental o r y a r i i ~ a  t;lons, volur+-ary 
associat ions)  par t i c ipa t ion  i n  the deslyn, Implementation, 
provision, operations and 
services.  

0.  Develop cost  recovery 
se rv ices  t ha t  r e f l e c t  the 
benef ic iar ies .  

3.3 FROJECT INPUTS 

This project  w i l l  consis t  

financing o f  urban knf ras t ruc ture  and 

s t r a t eg i e s  f o r  appropriate urban 
cos t  of urban se rv ices  ta pr iva te  sec tor  

of three  mutuallv s u o ~ o r t i v e  i n ~ u t s .  
First,, the  ~ ' o l l i ~  Action Plan (PAP) developed jointly.  with t h e  601 w i l l  
c ons t i t u t e  a menu of act ions  expected t o  fur ther  the  object ives  of the  
GOIfs urban policy agenda, indicat ing the d i rec t ion  and s t ra tegy involved 
i n  the policy s h i f t  toward l o c a l  responsibi l i ty .  Second, the  Housin 
Guaranty Loan Program w i l l  d i r e c t  rupiah (Rp) investments t o  ur -69 an 
shel ter- re la ted i n f r a s t ruc tu re  equivalent t o  the do l l a r  value of the HG 
guaranteed loans, improving the she l t e r  conditions of the poor. Third, 
technical  ass is tance and t r a i n i n  w i l l  be provided i n  support of both 
monitoring and evaluation of the  G physical outputs and the  
irrplementation of the  G O I f s  urban development policy agenda, guided by 
the  mutually agreed upon PAPS. 

3.31 The Policy Action Plan 

The Policy Action Plan cons i s t s  of a menu of possible act ions  t o  
be taken t o  develop a municipal finance system f o r  l o c a l  government 
shelter-related in f ras t ruc ture ,  primarily benefit ing low income 
households. This plan w i l l  be reviewed and refined together with the G O 1  
before it is  incorporated i n t o  a jo in t ly  agreed upon Program 
Implementation Agreement. Discussions w i l l  be held with the  GO1 annually 
t o  review s t eps  on t h e  act ion plan completed during t he  preceding year, 
determining which act ions  on t he  plan need addi t ions  o r  revis ions  t o  
r e f l e c t  changing conditions, and which act ions ,  i f  any, need t o  be 
car r ied  over t o  the  next year ' s  plan o r  eliminated. 

The i n i t i a l  Policy Action Plan supporting the  G O I f s  urban 
development agenda hos th ree  overa l l  objectives. These object ives  a r e  
t he  th ree  policy-related outputs of t h i s  project  , discussed i n  Section 
3.2. ' The inputs  necessary t o  complete the  PAP a re  l i s t e d  i n  Table 1. 
The implementing s teps ,  benchmarks and estimated timing of these  inputs  
a r e  l i s t e d  i n  Annex 15. 

3.3.2 Housing Guaranty Loan 

As the  second input t o  t h i s  project ,  t he  G O 1  w i l l  borrow d o l l a r s  
from the  U.S. c a p i t a l  market under t he  A.I.D. Housing Guaranty (HG) 
Program. The r a t e s  of i n t e r e s t  on t he  A.I.D. guaranteed loan w i l l  depend 
on c a p i t a l  market conditions i n  the  U.S. a t  t he  time of Sorrowing, but 
t he  r a t e s  (including the  A.I.D. HG fee) w i l l  approximate those charged by 
IBRD on t h e i r  loans and can be e i t h e r  f ixed o r  variable,  whichever t h e  
GO1 chooses. 





(4) Develcp quidelires for  lfxal goverrments on low i m ~ c  
af rordabl  design stamlards far urtran in l ras tnc ture  
a d  housing. 

( 5 )  Dcliver rorkshops/serlnars on lw ifcane affordable 
designs a d  strategies for  r s te r ,  =reraw, dra?rage, 
roads, ant hcllslny. 

8. Oevelq, guidelines specifying the (1) ila:own:rrJ requlattons for  level of irdehtedness allorable 
aoceptable l e e  1 of borrowing for l w a l  qovernncnts based on s u n  daa r s t e r i s t i c s  as 
and the acceptable s o ~ m e s  of loans. ratio or deht service t o  local o w  reverues t o  t o t a l  

revcmws. 

(2) Recanmend regulations on the sources of d a t  f h i r i n g  
allowal~le for  local governwnts based cn srh 
cl~aracter ls t lcs  a s  past debt service record, f i r a r r i a l  
managenent capability, and type of inves-nt t o  be 
financd. 

(3) Project targets for r e s i e  DJt311113tim tt3 w e t  the 
antlcipatecl damrd for  urban i n f r a s t m e m  leans. 

3. Establish the basis f o r  increased private A. Find vay s t o  Lnprwe the conditions (1) Recmoend ~]c~i~klirrs f o r  appropriate part iclpatf M of tfre 
sector p a r t i c i p a t h  i n  the firarcing and for prLvate sector (private finas, private scclor ln the p m i s i m  ard f i rarcirg o;' m a ?  I 

dellvery of urben s rv ices .  myoveriioental organlzatlons, inf rasLraLure and services. 
voluntary assoclat lons) . 5  
participation i n  the design, ( 2 )  Work wlth a m a l l  grarp of olrnfcipalities t o  6 s v e ~  
inpkmentatlon, provision, pllot ac t iv i t i es  for Vie operation of reivlces by privxte 
cperations, and fimncing of urben a d  m g w e m n e n t a l  organizaticns. 
infrastructure ard services. 

(3) Review the experierre of other ckvelcqing cmntr ies  i n  
stimulatlrq private investment I n  a d d p a l  lax? fu-ds. 

(4) Evaluate potenllal for developing sectradrns i n  I&-da 
Por pension fwd a d  ocher mx-pvemuenta?. i~.-estzec:s in 
urtsn IrUrastrlcture f i r a d r g .  

( 5 )  Investigate policy cp ths  for  reducirq L% i f *  of 
private sector participation i n  the o r m i d m  a d  
r imming of ulban i r f r a s t m t m  ard services. 

8. Develop cost recovery strategies (1) Extend vork in progress cr c st accanting and tariff 
for  a~.;rcpriate urban semices tha t  design i n  m t e r  systems t o  o ? h r  nurtcfpsl n? N i- ~ e s  srd 
reFJect the cost of urtrar? services evaluate U\e tlse of k t t e x m n t  levies far street  -,aui;q 
to private scclor I>emficiarles. 

( 2 )  Develop trainin; prograos for  local g o - e m n t s  cm 
slq~llf ial  cost accwntirg t J u w h  ~ ~ n i v ~ r s f t i e s  ax! ct-r 
trainirg source s. 

s 

(3) Recamend g u i d ~ l i w s  on trk proporticn of costs cf 
wrvlccs to bo r~overed th rcqh  var iws  t y s s  of u s r  
cl~argtts. 



The do l l a r  proceeds of the  HG loans can be used by the  GO1 a s  
unrest r ic ted forelgn excharge. The do l l a r s  can be used f o r  any purpose, 
including repayment of more cos t ly  shorter-term commercial debts. A I D  
does not track the  use of t h e  do l l a r s ,  but only v e r i f i e s  the use of the 
rupiah equivalent which, a s  required by the  HG l eg i s la t ion ,  i s  t o  be used 
t o  improve the she l t e r  condit ions (including water supply, sanLt ary 
drainage, road/paths, and cornunity f a c i 1 i t l . e ~ )  of persons below the  
urban median income level .  

The HG Program i s  planned f o r  a t o t a l  of $100 mill ion i n  AID 
guaranteed loans over a period of up t o  of r i v e  years. The f i r s t  tranche 
would consis t  of back-to-back author izat ions  i n  US FY 88 ard US FY 89 
t o t a l l i n g  up t o  $50 million. This amount would be disbursed urder two 
separate guaranteed loans  of $25 mil l ion each. The f i r s t  loan w i l l  be 
disbursed t o  the  G O 1  before HG e l i g i b l e  expenditures have been reported 
and ver i f ied.  The second loan w i l l  be disbursed once an amount of HG 
e l i g i b l e  expenditures by the  G O 1  equivalent t o  the  second loan has  been 
ver i f ied.  The loan disbursements against  t h e  HG guaranty w i l l  not Se 
conditioned, Rather, t he  disbursements w i l l  be based on the  G O I g  s 
agreement t o  pursue a jo int ly  negotiated Policy Action Plan, such ac t ions  
t o  be reviewed p r io r  t o  t h e  second disbursement. The i n i t i a l  HG loan 
disbursement w i l l  allow t h e  G O 1  a period of up t o  12 months t o  accunulate 
e l i g i b l e  rupiah equivalent expenditures and t o  proceed with t he  
implementat ion of the  PAP program. Subject t o  the continued avai l a b i l i t y  
of HG resources, add i t iona l  HG author izat ions  under t h i s  pregzam w i l l  be 
jo in t ly  agreed between the  G O 1  and A I D  a s  t he  program is implemented, 
based on annual reviews of progress on t he  Policy Action Plan and on a 
deterininat ion t ha t  required r w i a h  expenditures have been made f o r  
e l i g i b l e  p ro jec t s  and programs i n  t he  investment program. Should e i t h e r  
the  Policy Action Plan progress be deemed not su f f i c i en t  o r  t ha t  rupiah 
expenditures f o r  e l i g i b l e  purposes have not been f u l l y  made, the  cycle  
would be deleyed u n t i l  such was achieved. This  process i s  planned t o  be 
repeated u n t i l  the  e n t i r e  $100 mil l ion has  been disbursed and the  rupiah 
expenditures conpleted. It i s  understood tha t  A I D  reserves  t he  r i gh t  t o  
not make addi t ional  HG author izat ions  beyond the  f i r s t  $50 million. A 
more de ta i led  descr ipt ion of the  HG loan program may be found i n  Sections 
5 and 10.2. 

3.33 Technical Assistance and Training 

The focus  of t h i s  t h i r d  input  will be on monitoring t he  physical  
outputs financed under the  HG Investment Program; enhancing the  poUcy 
context within which urban develr=pment/municipal f inance t akes  place; 
erhancing the  technica l  a s d s t a n c e  a d  t ra in ing  r o l e s  of c e n t r a l  
i n s t i t u t i o n s  vis-a-vis l oca l  goverment and po t en t i a l  p r iva te  sec tor  
pa r t i c ipan t s  such a s  barks and i n s t i t u t i o n a l  investors ;  and col laborat ing 
with GO1 o f f i c i a l s  t o  develop technical  ass is tance,  t ra in ing  mater ia l s  
and guidance handbooks f o r  l o c a l  governments t o  help remedy the  lack of 
adequate published mater ia l  on l oca l  managmnt  and f i m n c e  i n  Indonesia. 

Technical ass i s tance  and t ra in ing  inputs  t o t a l l i n g  $5 mil l ion w i l l  , 
be provided i n  support of t he  planning and implementation of the  HG 
Investment Program and the Policy Action Plan. 



Three res iden t  adv i so r s  (LS person years  t o t a l )  w i l l  increase  t h e  
G O I t s  capaci ty  t o  i d e n t i f y  i s s u e s ,  conduct pol icy  a n a l y s i s ,  develop 
polf,cy impJ.ementation s t r a t e g i e s ,  and develop and c a r r y  out. t echn ica l  
a s s i s t a n c e  and t r a i n i n g  progriirns f o r  demor~strat ion p r o j e c t s  involving 
l o c a l  governments and p o t e n t i a l  p r i v a t e  s e c t o r  p a r t i c i p a n t s .  Short-term 
consui tancies  averaging s i x  person months per  year  f o r  f i v e  years  w i l l  
complement t h e  work of t h e  r e s i d e n t  advisors. As t h e  need f o r  s p e c i a l  
s t u d i e s ,  t r a i n i n g  manuals, and gu ide l ines  f o r  l o c a l  capaci ty  bui ld ing 
a c t i v i t i e s  a r e  i d e n t i f i e d  by t h e  r e s i d e n t  advisors ,  USAID and the.GOI 
coun te rpa r t s ,  appropr ia te  t echn ica l  s p e c i a l i s t s  w i l l  be provided along 
with necessary l o g i s t i c  o r  f i n a n c i a l  support. 

3.3.3.1 Long-Term Advisory Support 

A long-term team of t h r e e  r e s i d e n t  exper t s  is planned f o r  t h e  
p ro jec t .  Timed t o  coincide  with t h e  tteginning of t h e  next f ive-year  
development plan (Repel i ta  V) , t h e  r e s iden t  advisory team would provide 
continuous t echn ica l  support  through the  e n t i r e  Repel i ta  V period. 

The Chief Technical Advisor, who w i l l  a l s o  serve  a s  Chief of 

Wk wl- '1  be an Urban t lnance  Policy S p e c i a l i s t  with broad experlence 
n o h developed and developing countr ies .  I h l s  advisor  w i l l  be ab le  t o  

a s s i s t  t h e  G O 1  based on wide con tac t  with urban development and municipal 
and reg iona l  f inance i s s u e s  i n  a v a r i e t y  of d i f f e r e n t  c u l t u r a l ,  economic 
and p o l i t i c a l  s e t t i n g s .  His o r  her  background should help i n  t h e  
cons idera t ion  of a l t e r n a t i v e  p o l i c i e s  and pol icy  implementation 
s t r a t e g i e s  based on knowledge of what ~ i a s  worked o r  f a i l e d  i n  o the r  
s e t t i n g s .  

The Chief Technical Advisor w i l l  be based i n  t h e  Ministry of 
Finance (MOF). He o r  she  w i l l  work c lose ly  with ongoing advisory 
a s s i s t a n c e  funded d i r e c t l y  by t h e  MOF. Ongoing e f f o r t s  have been 
focusing on t h e  r ev i s ion  of t h e  present  grant  system, t h e  establishment 
of an RDA and r e v i s i o n s  i n  t h e  t a x  system. Key t e c h n i c a l  i n p u t s  from t h e  
Municipal Finance Pro jec t  w i l l  focus  on programs t o  a s s i s t  l o c a l  
goverments  t o  evaluate  t h e i r  own f i n a n c i a l  condi t ion ,  f o r e c a s t  f u t u r e  
f i n a n c i a l  condi t ions ,  and es t ima te  revenue p o t e n t i a l .  

The second t e c h n i c a l  advisor ,  an Urban Development S p e c i a l i s t ,  
should have a t echn ica l  background i n  urban development plannlng and 
management with cons iderable  experience i n  Indonesia,  p a r t i c u l a r l y  
r e l a t i n g  t o  c e n t r a l / l o c a l  government r e l a t ionsh ips .  

The Urban Development S p e c i a l i s t  w i l l  be based i n  t h e  Ministry of 
Home A f f a i r s  (MHA), which is t h e  primary implementing agency f o r  a l l  
re f  orms a f f e c t i n g  l o c a l  governments. This inc ludes  both f i n a n c i a l  
reforms t h a t  inc rease  l o c a l  governments' a b i l i t y  t o  genera te  a l a r g e r  
sha re  of t h e  f i n a n c i a l  requirements f o r  urban development and management 
reforms t h a t  inc rease  l o c a l  governments' c a p a b i l i t y  t o  manage f inances  
and se rv ices .  For l o c a l  governments t o  inc rease  t h e  f i n a n c i a l  resources  
a v a i l a b l e  f o r  investment, t h e  o r i e n t a t i o n  of l o c a l  o f f i c i a l s  toward 
borrowing, from publ ic  o r  p r i v a t e  sources,  has t o  change, and MHA w i l l  be a 

t h e  most i n f l u e n t i a l  minis t ry  i n  enabling t h a t  change. 



This specialist: can, fo r  example, ass is t  i n  duvulop.ir'lg 
implementation strategies fo r  dealing w i th  the problems of' urban areas 
which are not formal l o c a l  administrat ive un i ts  (kotamadya or 
municipal i t ies), ,  The Urban Development Specia l is t  also should be able t o  
ass is t  i n  the development o f  t r a in ing  programs and other f o r m  o f  d i r e c t  
ass is tmce t o  munic ipa l i t ies  i n  investment pro ject  se lect ion and 
f e a s i b i l i t y  analysis, as we l l  as ass is t  i n  the monitoring and evaluation 
o f  these prajects. 

The t h i r d  technical  advisor, a Finance Specia l is t ,  - w i l l  a lso work 
d i r e c t l y  w i th  the MHA. The Finance ~ ~ m s t ' s  background should 
include professional t r a in ing  and experience i n  municipal finance and the 
finance o f  publ ic  enterprises, as we l l  as an understanding o f  municipal 
indebtedness, creditworthiness and the use o f  nrunicipal debt 
instruments. This spec ia l i s t ' s  funct ion w i l l  bc t o  ass is t  MHA i n  the 
development o f  po l i cy  and implementation strategies for  l o c a l  finance, 
f o r  p r i va te  sector pa r t i c i pa t i on  i n  urban services, and pr iva te  sector 
pa r t i c i pa t i on  i n  f inancing urban services. 

A l l  three resident advisors assignments w i l l  increase the 
c a p a b i l m ?  key directorates to  develop and implement j o i n t  municipal 
finance and urban development programs w i th  other cen t ra l  i ns  t i  tu t ions 
(Min is t ry  o f  Publ ic Works and BAPPENAS, the National Development Planning 
Board) through the ex i s t i ng  in termin is  t e r i a l  coordinating commit tee for  
urban development (TKPP) ,, Working groups w i t h i n  TKPP engage i n  po l i cy  
discussions w i th  each min is t ry  represented. Working group reports and 
recommendations are reviewed and discussed i n  f u l l  TKPP meetings, but 
f i n a l  po l i cy  decis iors are made by the af fected ministry. The TKPP 
po l i cy  coordination funct ion has also been supported by UNDP and 
IBRD-financed technical  assistance e f fo r t s ,  which have focused mainly on 
the Min is t ry  o f  Public Works and the development o f  an integrated 
planning and programming process f o r  in f ras t ruc tu re  investment. 

Short-Term Consul tancies and Special Studies 

To supplement the work o f  the long-term advisory team, a var ie ty  
o f  short-term consul tancies t o t a l l i n g  approximately 30 person-months w i l l  
be provided t o  add more in-depth knowledge o f  technical  areas and t o  work 
w i th  GO1 s ta f f  on the design, conduct and analysis o f  special  studies and 
addi t ional  projects. I n  addition, short-term advisors w i l l  col laborate 
w i th  long-term advisors and GO1 counterparts t o  develop such guidance and 
t r a i n i n g  materials as budget manuals and guidelines on: iden t i f y ing  
economic growth and employment s t imulat ing investments , assessing pro jec t  
f eas ib i l i t y ,  and assessing f inanc ia l  conditions. Materials such as these 
i l l u s t r a t e  the types o f  spec ia l ty  assistance that  may be required on a 
short-term basis. The actual  determination o f  the use o f  short-term 
advisory services and the need f o r  spec ia l l y  focused studies and analyses 
w i l l  be made by the GO1 and long-term advisory team, i n  consul tat ion w i th  
the USAID Project  Manager, RHUOO and members o f  TKPP as appropriate. 



3.3.3.3 T r a i n i n g  A c t i v i t i e s  .- 
Pro jec t  support  w i l l  provide f o r  two types of t r a i n i n g  

assistance--short-term overseas ,  and l o c a l  workshops and t r a i n i n g  
programs-both of which a r c  d i r e c t l y  r e l a t e d  t o  t h e  implementation of t h e  
Policy Action Plan. As with the  short-term TA, a l l  o r  p a r t  of the  
t r a i n i n g  may be funded and managed under t h e  long-term TA con t rac t .  

Short-term t r a i n i n g  oppor tuni t ies  w i l l  be given t o  G O 1  s e n i o r ,  mid 
and jun io r  l e v e l  s t a f f ,  and t o  p o t e n t i a l  privi l te  s e c t o r  lenders ,  
i n v e s t o r s ,  owners o r  managers of urban s e r v i c e s  and i n f r a s t r u c t u r e  t o  
p a r t i c i p a t e  i n  s h o r t  courses and pol icy  seminars (two t o  s i x  weeks i n  
dura t ion)  ou t s ide  Indonesia. Approximately 40 short-term p a r t i c i p a n t s  
a r e  a n t i c i p a t e d  over t h e  l i f e  of t h i s  p ro jec t .  

Last ,  G O 1  s t a f f  and the  long-and short-term consul tants  w i l l  hold 
t r a i n i n g  of t r a i n e r  workshops t o  develop t r a i n i n g  mate r i a l s  and courses 
f o r  l o c a l  o f f i c i a l s ,  p o t e n t i a l l y  through the  I n s t i t u t e  f o r  Economic and 
Soc ia l  Research (LPEM) of the M i v e r s i t y  of Indonesia. 

In  add i t ion ,  t h e r e  w i l l  be funds a v a i l a b l e  f o r  l o c a l  workshops and 
seminars t o  support  t h e  implementation of  t h e  Pol icy  Action Plan. 

3.3.3.4 Technical Assistance and Tra in ing 
Component Linkage t o  Pol icy  Action Plan 

A f i r s t  c r i t i c a l  element i n  t h e  success of t h e  G O I 1 s  urbaniza t ion  
s t r a t e g y  is t h e  development of f i n a n c i a l  management capacity a t  the  l o c a l  
l e v e l .  This capaci ty  inc ludes  the a b i l i t y  t o  c o l l e c t  taxes ,  user  charges 
and o the r  revenues managed a t  the  l o c a l  l e v e l ;  t h e  a b i l i t y  t o  manage 
e f f i c i e n t l y  and e f f e c t i v e l y  both a rou t ine  and investment expenditure 
program; and t h e  a b i l i t y  t o  e s t a b l i s h  f i n a n c i a l  p o l i c i e s  t h a t  enable  
sound borrowing and debt  management. The Min i s t r i e s  of  Finance and Home 
Af fa i r s  a r e  key m i n i s t r i e s  i n  determining and implementing policy 
a f f e c t i n g  t h e  development of l o c a l  f i n a n c i a l  management capaci ty ,  a s  well 
a s  t h e  f i n a n c i a l  i n t e r r e l a t i o n s h i p s  between reg iona l  and l o c a l  
a u t h c s i t i e s .  Technical a s s i s t a n c e  e f f o r t s ,  t he re fo re ,  need t o  be focused 
on t h i s  element. 

A second c r i t i c a l  element is t h e  development of a c l imate  a t  both 
t h e  c e n t r a l  and l o c a l  l e v e l s  i n  which c r e d i t  f inancing of i n f r a s t r u c t u r e  
investments is seen t o  be both f e a s i b l e  and des i rab le .  Technical 
a s s i s t a n c e  e f f o r t s  a l s o  w i l l  focus on helping t h e  GO1 evaluate  
a l t e r n a t i v e  s t r a t e g i e s  f o r  developing t h i s  c l ima te  a t  a time t h e  G O 1  
be l i eves  is most appropr ia te .  

A t h i r d  c r i t i c a l  element is the  development of lending mechanisms 
and procedures which w i l l  c r e a t e  condi t ions  favorable  t o  the  p r i v a t e  
sector's long-term e n t r y  i n t o  municipal finance. Real is  t i c a l l y ,  t h e  
near-term prospects  f o r  t h i s  m o s t  l i k e l y  depend on t h e  GO1 involving 
p r i v a t e  sources of  funds, such a s  pension funds, i n  a c e n t r a l  government 
municipal lending f a c i l i t y  (e.g., t h e  RDA) through such mechanisms a s  



p a r t i c i p a t i o n  shares.  I n  the long term, however, o the r  forms of d i r e c t  
p r i v a t e  f inancing of municipal investments a r e  poss ib le  i f  muri icipal i t ies  
e s t a b l i s h  t rack  records of borrawing and meeting f i n a n c i a l  ob l iga t ions  on 
terms (creditworthiness and i n t e r e s t  r a t e s  ) a t t r a c t i v e  t o  p r i v a t e  
sources.  Technical advisory inputs  on how such systems work i n  o the r  
coun t r i e s  and how methods could be adapted t o  Indonesia w i l l  be an 
important  cont r ibut ion  t o  t h i s  t h i r d  element. 

Last ,  a major concern i n  how lending f o r  urban f n f r a s t r u c t u r e  w i l l  
a f f e c t  the  provision of  s e r v i c e s  t o  lower income groups involves t h e  
perception t h a t  c o s t  recovery i n  the form of user  charges is not poss ib le  
with lower income graups. Technical a s s i s t a n c e  could a s s i s t  both on t h e  
pol icy  development aspect  of t h i s  and on the  t a r g e t i n g  of  investments t o  
lower income groups by helping develop c o s t  recovery s t r a t e g i e s  t h a t  a r e  
both a f fo rdab le  t o  lower income groups a s  well a s  f i n a n c i a l l y  f e a s i b l e  
from a loan/projec t  appra i sa l  point  of view. 

4. END OF PROJECT STATUS INDICATORS 

I n  order  t o  monitor and evaluate  how t h e  Municipal Finance Pro jec t  
d i r e c t l y  supports  both t h e  G O I 1 s  urban i n f r a s t r u c t u r e  program and i ts 
urban pol icy  agenda, inc luding pol icy  a reas  expected t u  be important i n  
Repel i ta  V ,  t he  following end of p ro jec t  s t a t u s  i n d i c a t o r s  a r e  organized 
according t o  the  four outputs  t h a t  comprise t h e  physica l  i n f r a s t r u c t u r e  
provided under t h e  HG Investment Program and t h e  framework of the  Policy 
Action Plan. I n i t i a l  benchmarks f o r  the  policy outputs  w i l l  be included 
i n  t h e  f i n a l  Policy ~ c t i o n  Plan t o  be included i n  t h e  Program 
Implementation Agreement. A more desc r ip t ive  account of the  cu r ren t  
s t a t u s  of  Indonesia 's  municipal f inance system may be found i n  t h e  
Technical Analysis, Annex 5. 

Out u t  1: Provision of  s h e l t e r - r e l a t e d  urban i n f r a s t r u c t u r e  benef i t ing  d- e ow-median income famil ies .  

1. Shel ter - re la ted  urban i n f r a s t r u c t u r e ,  valued a t  t h e  
equivalent  of $100 mi l l ion ,  which b e n e f i t s  f ami l i e s  below t h e  
median income is provided. 

Out u t  2: Continued improvement i n  the role of t h e  c e n t r a l  government 
3 - h  n un ng urban i n f r a s t r u c t u r e  and s e r v i c e s  a f fo rdab le  t o  low-income 
households through a system of g r a n t s  and loans t h a t  encourages local 
resource  mobilization. 

1. The GO1 w i l l  have a l l o c a t e d  r e s p o n s i b i l i t i e s  among l e v e l s  of 
government and e s t a b l i s h e d  formal guidel ines  spec i fy ing  which 
s e r v i c e s  w i l l  be t h e  r e s p o n s i b i l i t y  of t h e  l o c a l ,  provincia l  and 
c e n t r a l  l eve l s .  



2. The GO1 w i l l  have es t ab l i shed  p o l i c i e s  on f inancing mechanisms 
f o r  urban i n f r a s t r u c t u r e ,  by l e v e l  of government, inc luding 
parameters f o r  the development of systems u t i l i z i n g  g ran t  and loan  
f inancirig packages. 

3. Monitorinn o r  da ta  base mechanisms w i l l  be i n  p lace  f o r  
kotamad a s o  t h a t  it w i l l  be poss ib le  to  determine' present  and 
d n v e s t m b n t s  and t w e s  of f inancing f o r  a l l  r o u t i n e  and 
investment expenditures (implements t i o n  w i l l  have been completed 
i n  la rge-s ized  and medium-sized munic ipa l i t i e s  (kotamad a ) and 
w i l l  be continuing a f t e r  t h e  p r o j e c t  f o r  remaining -+ a reas  . 
4. Guidelines and opera t ional  procedures w i l l  be developed and 
implemented i n  a t  l e a s t  large-sized and medium-sized kotamad a f o r  d measuring and evaluat ing  the volume of s e r v i c e s  provi  e 
measures would inc lude  t h e  number of users  o r  b e n e f i c i a r i e s  by 
income group, populat ion coverage, geographic coverage, number of 
u n i t s  of s e r v i c e  provided, and c o s t  per beneficiary.  

5. Guidelines and procedures w i l l  be developed and implemented i n  
a t  l e a s t  t h e  l a r g e r  munic ipa l i t i e s  f o r  comparing base l ine  
p ro jec t ions  of f u t u r e  municipal expenditures (based on simple 
ex t rapo la t ion  of continuing present  l e v e l s  of s e r v i c e )  with t h e  
added c o s t  of opera t ion  and maintenance of new investments o r  
services .  

6 Local c o l l e c t i o n  e f f o r t s  on PI30 and o the r  taxes and charges 
w i l l  be included i n  a l l o c a t i o n  formulas f o r  c e n t r a l  government 
g ran t s  o r  o the r  f u t u r e  forms of revenue sha r ing  i n  such a way t h a t  
the re  a r e  incen t ives  f o r  inc reas ing  l o c a l  tax  e f f o r t s  . 
7. P o l i c i e s  w i l l  have been developed, based on p o l i t i c a l l y  and 
s o c i a l l y  acceptable  c r i t e r i a ,  f o r  urban s e r v i c e s  where less than 
100% recovery through user  charges is acceptable. These w i l l  
inc lude  p o l i c i e s  on t h e  d i s t r i b u t i o n  of subs id ies  by income group 
and t h e  sources of  cross-subs id iza t iona  

Out u t  3: Strengthened capaci ty  of t h e  l o c a l  government f inance  system 
-€i&ibn i z e  and manage resources. 

1. The Regional Development Account w i l l  be c a p i t a l i z e d  a t  a 
s u f f i c i e n t  l e v e l  t o  meet the  i n i t i a l  demand f o r  municipal 
borrowing, and a s t r a t e g y  f o r  mobil izing a d d i t i o n a l  resources  f o r  
lending w i l l  have been developed. 

2. C r i t e r i a  f o r  l o c a l  government indebtedness, such a s  acceptable  
r a t i o s  f o r  i n t e r e s t  payments a s  a percent  of cu r ren t  o r  r o u t i n e  
revenues and t o t a l  debt s e r v i c e  ( i n t e r e s t  and p r i n c i p a l )  a s  a 
percent  of t o t a l  revenues, w i l l  have been developed. 

3. The c e n t r a l  government w i l l  have reduced o r  e l iminated  % o f t w  a 

loans  o r  loans  a t  concessionary terms t o  l o c a l  governments, 
s u b s t i t u t i n g  g ran t s  where poverty l e v e l s  and o the r  c r i t e r i a  



require concessions. Central government loans to  l o c a l  
governments w i l l  be made a t  rates r e f l e c t i n g  the cost o f  cap i ta l ,  
r i s k ,  and servicing. 

4. Training programs t o  strengthen the f i nanc ia l  management 
capab i l i t y  o f  l o c a l  governments w i l l  have been implemented. 

Out u t  4: Establ ish the basis f o r  increased p r i v a t e  sector 
par c pat ion i n  the prov is ion and f inancing o f  urban in f ras t ruc tu re  and --Rr 
services. 

I n  addi t ion t o  reaf f i rming the importance o f  i t s  nat ional  urban 
development po l i c i es  and continuing i t s  e f f o r t s  t o  implement these 
po l i c ies ,  the GO1 i s  now discussing the adoption o f  a new po l i cy  on 
expanding the r o l e  o f  the p r iva te  sector i n  the provis ion and f inancing 
o f  urban services as a p a r t  o f  the Repeli ta V planning process. Based on 
both World Bank and USAID estimates, the investments i n  urban 
in f ras t ruc tu re  needed t o  meet population growth trends cannot be met 
so le l y  by sources o f  funding current ly  avai lab le t o  centra l  and l o c a l  
governments, inc lud ing contr ibut ions from donor agencies. 

Over the long  run, p r i va te  sector sources o f  finance w i l l  be a 
necessary component o f  the t o t a l  f inancing package, although i t  i s  
un rea l i s t i c  t o  expect s i g n i f i c a n t  municipal borrowing from pr iva te  sector 
sources by the end o f  the project .  The three biggest constraints on 
pr iva te  sector lending t o  l o c a l  governments are the lack o f  delegated 
au thor i t y  on revenue generation; munic ipa l i t ies1 lack o f  experience w i th  
any type o f  borrowing, hence making them an unat t rac t i ve  c l i e n t  t o  
p r i va te  sources; and the present status o f  cen t ra l  government po l i c i es  
tha t  p roh ib i t  p r i va te  sector lending t o  municipal i t ies.  However, by the 
end o f  the project ,  i t  can be expected that:  

1. The cent ra l  government w i l l  have assessed the l e g a l  and 
regulatory constraints preventing l o c a l  b o r r o w i ~ . ~  from p r i va te  
sources. 

2. A t  l e a s t  the l a rge r  and some medium-sized munic ipa l i t ies  w i l l  
have begun t o  es tab l i sh  themselves as borrowers from cent ra l  
government loan  schemes that  r e f l e c t  the r e a l  costs of capi ta l .  

3. The cent ra l  government w i l l  have assessed and taken decisions 
on the d e s i r a b i l i t y  o f  f a c i l i t a t i n g  p r i va te  lending t o  
munic ipa l i t ies  based on GOI1s ove ra l l  f i n a n c i a l  po l ic ies.  

4 .  The cent ra l  government w i l l  have assessed and taken decisions 
on the f e a s i b i l i t y  and d e s i r a b i l i t y  o f  a l lowing pr ivate and 
non-governmental investors t o  share i n  the cent ra l  government loan  
scheme f o r  municipal i t ies.  This might inc lude such po l i c i es  as 
s e l l i n g  pa r t i c i pa t i on  shares i n  a cen t ra l  government loan  fund o r  
some form o f  cen t ra l  government guarantee f o r  p r i va te  investments 
i n  municipal loan funds. 



5 .  The cent ra l  government w i l l  have issued guidelfnes Por p r i va te  
sector pa r t i c i pa t i on  i n  the construction, operation, management 
and maintenance, under contract, d i ves t i t u re  o r  other 
arrangements, f o r  major categories o f  urban shel ter-related 
in f ras t ruc tu re  inc lud ing water, sewers and urban roads. 
Demonstration pro jects  i n  support o f  these guidelines w i l l  have 
been completed. 

5 .  THE INVESTMENT PROGRAM 

5.1 -THE HG INVESTMENT OBJECTIVES 

I n  the b i l a t e r a l  Program Implementation Agreement, A I D  and the GO1  
w i l l  j o i n t l y  agree upon an annual investment program f o r  urban 
shel ter-related i n f ras t ruc tu re  i n  an amount equal t o  o r  greater than the 
rupiah equivalent o f  the loan  guaranteed under the HG program. The 
agreed upon investment program w i l l ,  i n  fact ,  be a menu o f  e l i g i b l e  
program o r  pro ject  expenditures which are mutually acceptable. 
Expenditures from these e l i g i b l e  programs or  pro jects  may be submitted as 
evidence t o  l i qu ida te  the $25 m i l l i o n  equivalent loan "advance." The 
investment program financed through the HG-supported loan  program has two 
object ives : 

1. Provide addi t ional  c a p i t a l  f inancing f o r  p r i o r i t y  shel ter-rela ted 
urban investments tha t  would otherwise not be possible w i th in  the 
resources now avai lable t o  cen t ra l  and l o c a l  governments, dur ing the 
per iod o f  po l i cy  t rans i t ion.  

2. Encourage the target ing o f  resources toward investments tha t  w i l l  
improve the shel ter  condit ions o f  the urban poor. 

A prel iminary estimate of the urban in f ras t ruc tu re  investments planned 
for  the Repelita V period and sources o f  f inancing are shown i n  Table 2. 

TABLE 2: ESTIMATE FOR REPELITA V 
MBAN INVESTMENTS AND SOURCES OF FINANCIlriG 

wp. Billion) 

Funding Source 

Central Government 
Local Government 
HG Loan 
A l l  Other Donor Loans 

Total 

Pmoun t - Percent 

Rp. 850 ' 13.1% 
1,740 26.8% 

175 2.7% 
3,735 57.5% - 

Source : TKFF CORE Pol icy  Team, Working Group I, - F i r s t  Draft,  
February 1988. 



Accordlrq t o  pre.liminary es t irnatcs, t i G  guaranteed loans o f  $1C10 
m i l l i o n  would represent approximately 2.7 percent of  the GO1 t o t a l  urban 
investment l e v e l  fo r  the next f l v e  year Hepelita period. The actual  
mechanism by which each source o f  funds noted i n  Table 2 w i l l  be 
al located t o  urban investments has not yet been decided by the COI .  Loan 
money could resu l t  i n  rupiah being funneled through ex i s t i ng  cen t ra l  
government grant programs, centra l  governrnwt d i r e c t  construct ion 
programs, or  cen t ra l  government loans t o  l o c a l  governments. The decision 
making process f o r  determining the mechanism o f  financing i s  being 
implemented under the IUIDP process, and the flow o f  HC-related 
investments w i l l  be determined by the GO1 through that  process z consistent w i th  A I D  p r i o r i t i e s  and guidelinec (see Section 5.2, ana the 
GOI1s own planning process. 

Lhder the IUIDP process, munic ipa l i t ies  set p r i o r i t i e s  f o r  
investments fo l low, i~ ,g guidelines issued by the centra l  government. The 
guidelines provl5e d i rec t i on  i n  terms o f  nat ional  economic development 
p r i o r i t i e s  and target ing o f  investments toward specia! groups, such as 
the low income. Then, l o c a l  p r i o r i t i e s  are aggregated a t  the p rov inc ia l  
l e v e l  before being channeled t o  the cen t ra l  government f o r  consol idat ion 
across the country. A t  the centra l  leve l ,  both d i r e c t  grant and loan 
sources are considered. Pol ic ies are now being developed t o  decrease the 
t o t a l  o f  amount o f  grants, and t o  increase the amount o f  loans t o  
mur~ ic ipa l i t ies  as we l l  as the use of munic ipa l i t ies1 own source revenues. 

The HG guaranteed loan por t ion  o f  these investments w i l l  re in force 
the ex is t ing  IUIDP system o f  t rea t ing  a l l  urban investments w i th in  a 
munic ipa l i ty  as an overa l l  program o f  investments. This w i l l  be 
accomplished by al lowing the GO1 t o  program rupiah expenditures, 
avai lab le i n  par t  as a r e s u l t  o f  the HG Program, i n t o  one f inancing 
mechanism consistent w i th  i t s  po l i cy  d i rect ions t o  increase l o c a l  share 
and t o  increase l o c a l  re l iance on borrowing. 

The HG rupiah equivalent investment program w i l l  a lso encourage the 
target ing o f  resources t o  the urban poor. Table 3 shows an ear ly  program 
d i s t r i b u t i o n  estimate f o r  Repeli ta V urban investments, based on 
information from IUIDP prov inc ia l  teams. 

TABLE 3: ESTIMATE OF PROGRAM 
DISTRIBUTION OF INFRASTRUCWE INVESTMENTS 

(Rp. ~ i l r o n  1 

Program Pmount Percent 

Water Supply 
Human Waste 
Drainage/Floods 
So l id  Waste 
KIP 
Urban Roads 

Rp. 2,015 31% 
390 6% 

1,105 17% 
585 9% 
455 7% 

1950 30% - 
Tota l  



5.2 HG ELIGIBLE f'ROCIHAMS 

The HG author iz ing l e g i s l a t i o n  specif.les that; expenditures 
financed by the rupiah equivalent o f  the do l l a r s  l e n t  under tIG program 
guaranteed loans are f o r  shel ter  or  shel ter-related in f ras t ruc tu re  
su i tab le  f o r  below median income households. The HG Program i s  intended, 
among other things, t o  provide "essential urban development services," 
and pursue tlprograms [ t o ]  increase the a v a i l a b i l i t y  o f  domestic f inancing 
f o r  improved shel ter  and re la ted   service^,^^ su i tab le  f o r  fami l ies below 
the median income, These program goals are consistent wi th  those 
understood t o  be under discussion by the GO1 f o r  inc lus ion  i n  Repeli ta V, 
as they w i l l  increase a t ten t i on  t o  a l l e v i a t i n g  the p l i g h t  o f  the urban 
poor through more e x p l i c i t  target ing and monitoring o f  urban investments 
f o r  t h i s  group. I n  addi t ion, the technical  assistance and po l i cy  act ion 
components of t h i s  p ro jec t  include a c t i v i t i e s  or inputs that  w i l l  ass is t  
the GO1 i n  developing targeting procedures, monitoring indicators,  and 
developing f inancing mechanisms su i tab le t o  programs aimed a t  the urban 
poor. 

Based on the analysis o f  current urban shel ter-related 
in f ras t ruc tu re  llprograms" summarized i n  the Technical Analysis (Annex 5), 
the Kampung Improvement Program (KIP) can be r e  u a l i f i e d  as 100 percent 

expenditures e l i g i b l e  f o r  rupiah equivalent expenditure, Thus, a 
w i l l  qual i fy f o r  l i q u i d a t i o n  against the f i r s t  HG advance. 

Other shel ter-related programs and pro jects  which are e l i g i b l e  
include water supply and environmental san i ta t i on  (which includes s o l i d  
waste co l lec t ion  and dispasal, sewerage and drainage), urban roads 
providing access t o  kampunq and shel ter  upgrading f o r  the urban poor. 
Expenditures f o r  these programs w i l l  be q u a l i f i e d  if they d i r e c t l y  
benef i t  below-median income fami l ies , and are v e r i f i a b l e  as such (see 
Chapter 11 f o r  a discussion o f  monitoring and Section 3 o f  the Technical 
Annex f o r  an analysis o f  program e l i g i b i l i t y ) .  Because the GO1 w i l l  need 
t o  incorporate e x p l i c i t  target ing and monitoring i n  order t o  meet i t s  own 
objectives , v e r i f i c a t i o n  i s  no t  considered inconsis ten t  with GO1 pol icy.  
No expenditures financed by other donors are e l i g i b l e  as HG re la ted  
expenditures. 

T I E  REGIONAL DEVELOPMENT A C C O W  

The Regional Development Account (RDA) i s  a special  lending 
account being developed i n  the Min is t ry  o f  Finance. I t s  purpose w i l l  be 
t o  lend  t o  l o c a l  governments and l o c a l  government enterprises. The 
s t ruc tu re  , management, and operating procedures o f  the RDA have not yet 
been formally established, and i t s  po l i cy  object ives remain under 
discussion w i th in  the GOI, The po l i cy  ac t ion  p lan component of the 
Municipal Finance Pro ject  w i l l  ass is t  i n  t h i s  e f f o r t .  

While HG program guaranteed loan proceeds could be used t o  help 
cap i ta l i ze  the RDA when i t  i s  operational, determinations of whether RDA 
loans are e l i g i b l e  expenditures against which the HG program guaranteed 



loans  can be l i q u i d a t e d  w 1.11 bc made on an i r ~ l i v b r J 1 ~ a 1 .  loan hasir;. 
However, loans  subsequently made t o  s h e l t e r - r e l a t e d  i n f r a s t r u c t u r e  
s u i t a b l e  for  below-median income famil ies  a r e  then HG e l i g i b l e  and can be 
used t o  l i q u i d a t e  t h e  HG advance. If RDA loans  are made f o r  p r o j e c t s  in  
munic ipa l i t~ . e s  wh6se e n t i r e  population f a l l s  below the  nat ional  urban 
median income, then t h e  f u l l  amount l e n t  would be e l i g i b l e .  If not a l l  
of  the  urban population meets t h e  HG c r i t e r i o n ,  then only t h a t  p a r t  of 
t h e  loan  f inancing targeted  t o  t h e  below median-income population would 
qua l i fy .  

It is l i k e l y  t h a t  i n  t h e  i n i t i a l  ope ra t iona l  s t a g e s ,  RDA funds 
w i l l  be a l loca ted  on t h e  b a s i s  of projecc  v i a b i l i t y  such t h a t  each 
ind iv idua l  p ro jec t  must cover its own cos ts .  However, t h i s  would favor - lending t o  p ro jec t s  which can c o l l e c t  user  charges and therefore  may tend 
t o  be designated for  t h e  b e n e f i t  of high-income benef ic i a r i e s .  This 
would a l s o  imply t h a t  t h e  majori ty of p ro jec t s  would not  l i k e l y  meet the  
low-income t e s t .  Over time, i t  is poss ib le  t h a t  RDA procedures w i l l  
examine tha  o v e r a l l  i n f r a s t r u c t u r e  program of a l o c a l  government and the  
f i n a n c i a l  condi t ion  of the l o c a l  government a s  a borrower. Then, i t  is 
more l i k e l y  t h a t  l o c a l  governr~ents  can design groups of p ro jec t s  which 
a r e  s u i t a b l e  f o r  both below and above median income b e n e f i c i a r i e s  and 
they would borrow based on t h e  o v e r a l l  program v i a b i l i t y ,  a s  opposed t o  
ind iv idua l  p ro jec t s .  (See Section 4 of the  Technical Analysis f o r  a 
thorough ana lys i s  of the RDA.) 

6. FINANCIAL PLAN 

Pro jec t  c o s t s  a r e  est imated t o  be $100 mi l l ion  i n  investments and 
$6.8 mi.llion f o r  t echn ica l  a s s i s t a n c e ,  t r a i n i n g ,  monitoring and 
evaluat ion.  The A I D  con t r ibu t ion  is shown i n  Table 4, and t h e  G O I ' s  
a n t i c i p a t e d  con t r ibu t ion  i n  Table 5. Table 6 provides t h e  summary c o s t  
e s t ima te  and f i n a n c i a l  plan. Table 7 provides t h e  cos t ing  of p ro jec t  
outputs  i n  r e l a t i o n  to  inputs .  Table 8 provides the  projec ted  ob l iga t ion  
and commitment plan by f i s c a l  year. F ina l ly ,  Table 9 provides t h e  
p r o j  ec ted  expenditure plan by f i s c a l  year. 

It is an t i c ipa ted  t h a t  there w i l l  be four  HG au thor iza t ions  rnade 
i n  four  consecutive f i s c a l  years  beginning with US FY 88. The f i rs t  two 
would c o n s i s t  of back-to-back author iza t ions  i n  US FY 88 and US FY 89 
t o t a l l i n g  up t o  $50 mil l ion.  (The $25 mi l l ion  HG guaranteed loans  would 
be ind iv idua l ly  disbursed. ) The t h i r d  au thor iza t ion  wo1d.d cover US FY 90 
and the  four th ,  US FY 91. 

I n f l a t i o n  f a c t o r s  have been ca lcu la ted  i n t o  t h e  l i n e  item budgets 
f o r  t r a i n i n g ,  t echn ica l  a s s i s t a n c e  and evaluat ion.  



Item* - 
I. Housing Guaranty 

1 . Technical Assis tarice 
A. Long-term Resident Advisors 

1. Urban Finance Policy Special is t  
2. Urban Development Special is t  
3. Finance Specia l i s t  

0. Short-term including Demonstration 
Project Support 

111 Training 
Short-term 
Local Training/Seminars 

I V .  Monitoring, Evaluation and Audit 

TOTAL 

Estimated W t b d  
Cast - of Financhq 

4 loan guarantees $ l O O , W  Guararity 
4 $25 million each 

Direct 
* i ~ 6 ~ m  e n t -  

5 p-y 8 $2lO/y $ 1,050 
5 p-y t3 a o / y  1,050 
5 p-y 8 210/y 1,050 

40 persons @ $8 320 Direct 
5 y r s  43 $116 581 500 ~eimbetrsemen t-* 

Monitoring s t a f f  
for  2 yrs. €4 
%16O/y 320 

- - 

w Direct Psyroent 4 

Audit 45 500 D i r e c t  P a y m t *  

+ This guaranty amount d i r ec t ly  supports the GO1 SC1) million capi ta l  investment contribution am is , ~ t  
additive t o  the Gf3I amount. 

** To be provided under A I D  Direct Contracts. 

+++ Tn be provided under Host Country r m t r a c t s .  



1. Urban Investment Programs 
A. Kampung Inprovernent Program Capi t  a 1  Investments 
8. Water Supply 
C. Human Waste 
0. Orainage/Flood Con t ro l  
E . Regional  Dcve lopment Account 

11. Technical  Assistance 
A. Long - t en  Resident Experts L o c a l  S ~ p p o r t  
B. Short-term Advisors Demonstration 

P r o j e c t  Scpport 

L o c a l  T ra in ing  
an3 I n t e m a t  i o n a l  
T rave l  Costs f o r  
Overseas T ra in ing  

S t a f f  Assigned 
t o  P r o j e c t  
by TKJP 

Est hated 
--'Cost- - 
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( O)~L/COM ( OBL/COM 

88 --." $3 ,ooo/o 
8 9 $ 25,000 0/3 , 000 

90 25 ,000 1 1000/400 

91 25 IOOQ l , O O O / l t l O O  

92 25 ,000 0/300 

AID Grant (AID ~0td.1) GOJc 

Totals $100,000* $5,000 ($105,000 @01,800 ---- .IIIRI ------.------ 

*HG commitments are guarantees rather than disbursements per se. These 
figures only irdicate the timing of guarantee agreements. 



7. TECHNICAL ANALYSIS SIJMMAf4Y --------...-- 

7,1 INTRODUCTION - 
The Technical Rnalysis i n  Annex 5 analyzes Indonesia's municipal 

finance system inc lud ing f inancing sources, service provis.fon and 
p o t e n t i a l  reforms being considered by the C41. This annex also de ta i l s  
the GOI1s urban sector programs and determines which are e l i g i b l e  under 
the HG program. This annex summarizes over three years o f  USAID e f f o r t  
i n  the urban sector. Following the 1984 World Bank-funded Urban Services 

and the 1985 UhUP/UNCHS-funded Nat ional  Urban Develo ment + I D  undertook a Shelter Sector Assessment f o r  Indones a n 
i s  was followed by three d r a f t  repods :  

evelo ment by Daniel 
b n d e r t o o k  a Municipal Manaqement Assessment '- i n  Indonesia. Two 
case studies from this-report ,  f o r  the mun ic ipm: les  o f  Semarang and 
Bandung, are presented i n  Annex 6. The compilat ion and analysis o f  these 
repor ts  provide a sound basis f o r  t h i s  p ro jec t ' s  technica l  analysis. 

7.2 MUNICIPAL GOVERNMENT SIBVICE PROVISION AND FINANCING 

Indonesia s subnational government i s  div ided i n t o  f i r s t  l e v e l  
provinces (numbering 271, wi th  each province div ided i n t o  54 second l e v e l  
mun ic ipa l i t ies  (kotamadya) ai.u 292 regencies (kabu aten). Second l e v e l  
u n i t s  are fu r ther  dlv lded i n t o  t h i r d  ].eve1 districts -5- 3500) which are 
then broken down i n t o  four th  l e v e l  v i l l ages  (64,000). 

Urban services are l a rge l y  handled a t  Level 11, although 
administrat ive respons ib i l i t i es  are shared w i th  Level I and a number o f  
cen t ra l  government agencies (Public Works i s  the most important cen t ra l  
department f o r  urban services). In  pract ice,  most urban services are 
provided by l o c a l  government under the d i rec t i on  of the cen t ra l  
government (coadministration), with coordination being provided by the 
Regional Development Planning Boards (Bappeda). The urban investment 
planning process, which is l i n k e d  t o  the na t iona l  five-year plans, i s  
undergoing change with assistance from UNDP and the World Bank. 

A t  present, 77.3 percent o f  both Level I1 development and rout ine 
expenditures are covered by cen t ra l  government grants, New property tax 
l e g i s l a t i o n  went i n t o  ef fect  i n  1986. Should the p o t e n t i a l  o f  t h i s  
l e g i s l a t i o n  be achieved, the resu l t i ng  enhanced revenues could compensate 
f o r  dec l in ing cen t ra l  government contr ibut ions and l o c a l  governments w i l l  
have considerably more d isc re t ion  over the use o f  these funds. Creating 
a v i i ib le  tax reg i s t ra t i on  system and co l l ec t i on  e f f i c iency  remain 
problematic, however. Nearly 100 types o f  other l o c a l  taxes produce l ess  
than 10 percent o f  t o t a l  revenues; consideration i s  being given t o  
e l im ina t ing  many o f  these and rep lac ing them wi th new taxes (betterment 
levy tax, land development tax or--less l ikely--a gasoline tax). User 
charges ( f o r  water, s o l i d  waste co l lec t ion ,  etc.) are an important source 
o f  l o c a l  revenues. , 



Llrigo lrlg ruforrn of '  1 t i 12  ccw t c3,11/l o c ~ i  1 !jrU,lr lt sys Lcrn is , I  iirlcri rna i r l l y  
a t  iric:rellsing tt ic cliscroLi cmary dut.t~ori  Ly ( ~ 1  luccl1 qr~ver~lrr~er~t:; r ) v u  
ortriCralLy providud funds and rov is i r i q  thc formula For t h u i r  d i s t r  l bu t ion ,  
wh i le  gradual ly  reducing the  propor t ion  of' c c n t r a l  gavcrrrv~rnt 
expenditures f o r  urban investment. However, i t  i s  l i ~ u l y  tbt  a 
f inanc ing gap w i l l  remain i n  urban investment, as c e n t r a l  government 
resources d e c l h e  before l o c a l  governments can e f f e c t  increased 
uscr /benef ic iary  charges, improved revenue co l l ec t i on ,  and the a b i l i t y  t o  
borrow. 

7.3 WG ELIGIBILITY ANALYSIS 

U v e n  HG requiremer~ts regarding lower income target ing,  the 
nationwide Kampung Improvement Program (KIP) t o  upgrade in formal ,  
unplanned, and unserviced urban neighborhoods ( i n  which 24,400,000 o r  
more than h a l f  o f  Indonesia's urball l lwe l le rs  L ive)  can r e  u a l i f y  as an 
e l i g i b l e  expenditure, i.e., any K I P  expenditure w i l l  qua 5+ 1 y f o r  
l i q u i d a t i o n  against  the HG loan  advance. Other she l te r - re la ted  urban 
i n f r a s t r u c t u r e  and urban serv ice expenditures a lso  q u a l i f y  f o r  the  HG 
Investment Program. Expenditures f o r  water supply, san i ta t ion ,  waste 
disposal,  drainage/f loods, and access roads t o  are e l i g i b l e  i f  
they are su i t ab l e  f o r  fami l ies  below the median Income, and v e r i f i a b l e  as 
such. E n t i r e  mun i k i pa l i t i e s  may a l so  q u a l i f y ,  i f  data show t h a t  a l l  o f  
the popula t ion i n  these centers i s  below the na t i ona l  median income. 

A Regional Development Account (RDA) w i l l  be es tab l ished t o  lend  
t o  l o c a l  governments and l o c a l  government enterprises. HG loan  proceeds 
may be used t o  he lp  c a p i t a l i z e  the RDA, bu t  whether RDA loans a re  
e l i g i b l e  expenditures against  which the HG can be l i q u i d a t e d  w i l l  depend 
on the income l e v e l  o f  u l t ima te  bene f i c ia r ies .  RDA-related p o l i c y  issues 
and operat iona l  procedures are s t i l l  being defined, with severa l  key 
i tems under considerat ion. U l t imate ly ,  though, i f  the RDA can 
demonstrate capaci ty t o  l end  a t  economically v i ab l e  rates,  and i f  the G O 1  
were t o  adopt some form o f  i n i t i a l  guaranty program, then l a r g e  sources 
o f  c a p i t a l  might eventua l ly  f low i n t o  the RDA from outs ide present GO1  
budget channels. In  the longer run, there  may a lso  be oppor tun i t i es  f o r  
o ther  forms o f  p r i v a t e  f inancing,  espec ia l l y  f o r  l a r g e r  mun ic ipa l i t i es .  

7.4 ANALYSIS OF LOCAL GOVERNMENT CAPACITY 

A t  present there  i s  l i t t l e  formal  capaci ty a t  the l o c a l  l e v e l  t o  
i d e n t i f y  investment p r i o r i t i e s ,  t o  develop long-term c a p i t a l  investment 
programs, t o  r a i s e  f i n a n c i a l  resources, o r  t o  operate and main ta in  
f a c i l i t i e s  once b u i l t .  G O 1  e f f o r t s  t o  address these weaknesses have been 
made through the IUIDP process; however, t r a i n i n g  a t  the  l o c d  l e v e l  has 
been uneven. Inpu ts  a t  the  c e n t r a l  l e v e l  (M in is t r y  o f  Home A f f a i r s  and 
M in i s t r y  c f  Finance) are  requ i red t o  develop a sustainable t echn i ca l  
assistance and t r a i n i n g  c a p a b i l i t y  t h a t  w i l l  have impact a t  t h e  
p r o v i n c i a l  and l o c a l  l eve ls .  

USAID t r a i n i n g  e f f o r t s  w i l l  focus on promoting a t r a i n i n g  agenda 
w i t h i n  the M i n i s t r i e s  o f  Home A f f a i r s  and Finance, and on the t r a i n i n g  of , 



t ra iners  who, i n  turn, w i l l  help to  upgr;~de existing s t a f f  ;rt  t he  
p rov inc ia l  level ,  Par t i c ipan t  t r a in ing  funds and long-term resident; 
advlsors may a l so  be used t o  promote the duvc?lopment of r e ~ i o n a l  planning 
and f i r m c e  train.ing capab i l i t i es  a t  reg ional  un ivers i t ies.  T t ~ l s  woulcl 
be developed, if agreeable to  the GOI, with educational i n s t i t u t i o n s  such 
as the I n s t i t u t e  f o r  Ecanamic and Social  Research (LPEM) a t  the 
Univers i ty  o f  Indonesia. 

8. ECONOMIC ANALYSIS 

This sect icn provides an examination o f  the median income 
computations, the c o h l t r y  r i s k  analysis, and the economic po l i cy  
environment i n  Indonesia. No economic analysis o f  the in f ras t ruc tu re  
investments can be made because they have not  yet been spec i f i ca l l y  
i den t i f i ed .  A o f  the demand f o r  urban in f ras t ruc tu re  .:F 
provided i n  Annex 6 together with a secti.cn describing how the M u n i ~ i r ~ a l  
Finance Project  i s  intended t o  help sa t i s f y  t ha t  demand. 

MEDIAN INCOME OETERMINATION 

Indonesia's median annual per capi ta  income as o f  Ane 1988 i s  
estimated a t  kp. 347,483. With an average fami ly s ize estimated a t  4.6 
persons, median annual fami ly income i s  estimated a t  Rp. 1,,538,422. A t  
the June 1988 exchange r a t e  o f  Rp. 1,675 per do l la r ,  the median annual 
per capi ta incclne i s  $207 and the fami ly income i s  $954.28. 

While the Central  Bureau o f ' s t a t i s t i c  (BPS) i n  Jakarta does no t  
have i n f  ormation s p e c i f i c a l l y  on median income, median expenditure data 
are avai lable from the Nat ional  Sacio-Economic Surveys. The most recent 
data are from l.984. Unfortunately, the BPS i s  s t i l l  processing the 1987 
survey and these data are not  yet available. Median income was therefore 
estimated iYom 1984 expenditure data. 

According t o  a 1982 BPS survey, only 20.4 percent of urban 
dwellers had incomes higher than t h e i r  expenditure, 25.1 percent had 
incomes lower than t h e i r  expenditure, and 54.5 percent had incomes 
roughly equivalent t o  expenditure. The greatest discrepancies between 
expenditures and incomes can be assumed t o  l i e  a t  income extremes, with 
very low incomes showing dissavings, and high incomes showing l eve l s  o f  
savings, while income should roughly equal expenditure a t  the median. 
Median expenditure can therefore o f f e r  a good approximation o f  median 
income. 

According t o  the BPS, median expenditure i n  1984 was approximated 
a t  Rp. 20,600 per capi ta  per month, or Rp. 247,200 per capi ta  per year. 
A t  1984 exchange ra tes  o f  Rp. 1,026 per do l lar ,  t h i s  i s  $20.12 per capi ta  
per month, or $241.41 per year. I n  U.S. do l lars ,  median annual fami ly 
income can be estimated a t  $1,110 i n  1984. 



111 octler tu rlc1.m~niric 19RI3 c~sLJrr~,~tr:~~, I 111: [:or l l , rm:r-  Ilr icct 11 ~ l c x  was 
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I n f l a t i o n  r a t e  a s  rncasurcd by the  consurner price irirlcx was U.G% i n  1902, 
13% i n  1983, 3.7% i n  1984, 5.7% i n  1905, and 9% i n  1986. Uslng an 
i n f l a t i o n  l a g  of 21 months, i t  i s  est imated t h a t  t h e  1984 median monthly 
pe r  c a p i t a  income of Rp. 20,600 would r i s e  t o  Rp. 28,957 by June 1988. 
This r ep resen t s  a median annual per c a p i t a  income of Hp. 347,483 and the  
median annual family income would be Rp. 1,598,422. Using the  June 1988 
exchange r a t e  of Rp. 1,675 per  d o l l a r ,  median per  c a p i t a  monthly income 
i s  $17.29, median annual per c a p i t a  income is $207, and median annual 
family income i s  $954. (That t h e  median income expressed i n  US d o l l a r s  
has f a l l e n  s ince  :984 i s  l a r g e l y  explained by the  31 percent  devaluat ion 
of the  rupiah i n  Yeptember of 1986.) 

N h i k  t h t  .;.i a r e  :;o e n t i r e  provinces where a l l  of the population 
had income level!; :)elc+ the na t iona l  median, and the re fo re  no e n t i r e  
provinces can t r .qrl-eqlia .if ind  a s  e l i g i b l e  f o r  hG funds, i t  is poss ib le  
t h a t  a l l  of the  pr~~:l ' i ; i i ir ,n i n  some urban a reas  have incomes below the  
n a t i o n a l  mediar,. 'ny [;!'-astructure development p r o j e c t s  within such 
urban c e n t e r s  ir .i.: r;xu f y  f o r  HG funds. Such urban c e n t e r s  w i l l  be 
des ignated  upon I: - avai ' ,  5 l l i t y  of data.  The percentage d i s t r i b u t i o n  of 
populat ion i n  urbac ;?,wefb ' n  1984 by province and expenditure c l a s s e s  i s  
provided i n  Tahie 11,  

1ndontls?.ats # o t  !;e?:vice r a t i o  has r i s e n  t o  c l o r e  t o  40 percent ,  
making debt  mamgenent one of the  key macroeconomic i s s u e s  fac ing t h e  
country. Estimates of t o t a l  debt  outstanding vary, but  i t  is assumed t o  
t o t a l  about $52 b i l l i o n .  Indones ia ' s  fore ign debt is t h e  four th  l a r g e s t  
LDC debt  i n  the  world ( a f t e r  Argentina, Mexico and B r a z i l ) ,  t h e  ! a r g e s t  
debt  i n  Asia, and the  world's l a r g e s t  unrescheduled debt. The t o t a l  
s tock of  debt  rose  by about $9 b i l l i o n  i n  1987. It i s  est imated t h a t  
about $6 b i l l i o n  of t h i s  inc rease  i s  a t t r i b u t a b l e  t o  currency 
reiilignrnents between t h e  d o l l a r  and t h e  yen. The World Bank es t ima tes  
t h a t  36 percent  of t h e  pub l i c  s e c t o r  debt is denominated i n  yen, 27 
percent  i n  d o l l a r s ,  7 percent  i n  Deutsche marks and most of the  remainder 
i n  o t h e r  OECD currencies .  

Debt management w i l l  continue t o  be a problem f o r  Indonesia. Most 
of its expor ts  a r e   denominate^ i n  d o l l a r s ,  while much of its borrowings 
a r e  i n  currencies  which have strengthened a g a i n s t  t h e  do l l a r .  It is  
genera l ly  agreed t h a t  Indonesia w i l l  be a b l e  t o  meet i ts  ob l iga t ion  f o r  
1988 due t o  increased non-oil exports .  Non-oil expor t s  increased over a0 
percent  i n  nominal terms i n  1987/88 over 1986/87. The t rend is  
cont inuing in 1988. 

I n  assess ing  t h e  s e v e r i t y  of t h e  Indonesian debt  s i t u a t i o n ,  i t  i s  
important t o  keep the  following po in t s  i n  mind: 1 )  t h e  recent  inc rease  
i n  t h e  debt  se rv ice  r a t i o  is l a r g e l y  due t o  e x t e r n a l  f a c t o r s ,  e s p e c i a l l y  

Papanek, Gustav F., "The Ser ious  Decline i n  Real Wages f o r  Java and 
Its Ef fec t s , "  February 1982, p. 8. 
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and 1980, a f t e r  averaging 1.8 percent  i n  thr: preceding f i v e  years. 
Although GDP growth slowed t o  3.5 percent  d u r i n ~  1980-83, i t  still  
averaged almost 7 percent  annually over the  e n t i r e  twenty-year period. 
Per cap i t a  incomes averaged a s t rong 4.8 percent  growth during t h e  same 
time span. 

Although t h e  growth of o i l  and n a t u r a l  g a s  cont r ibuted  
s i g n i f i c a n t l y  t o  t h i s  economic performance, o t h e r  s e c t o r s  were a l s o  
important. Dif ferences  i n  s e c t o r a l  growth r a t e s ,  however, r e s u l t e d  i n  a 
dramatic r e s t r u c t u r i n g  of the  economy with a g r i c u l t u r e ' s  share  f a l l i n g ,  
while se rv ices ,  manufacturing, and mining, cons t ruc t ion ,  and u t i l i t i e s  
rose. External  t r ade ,  l a r g e l y  a s  a r e s u l t  of o i l  and LNG, a l s o  grew 
rap id ly  i n  importance i n  t h e  1965-85 period,  from 5 percent t o  23 percent  
of  GDP. 

Events of t h e  e a r l y  1980s, however, s e r i o u s l y  threatened these 
gains  and exposed fundamental weaknesses i n  t h e  domestic economy. 
Agr icu l tu ra l  growth, c r i t i c a l  f o r  the  well-being of over 80 percent  of 
t h e  population, slowed; f a l l i n g  o i l  p r i c e s  d r a s t i c a l l y  c u r t a i l e d  
government revenues and reduced i t s  a b i l i t y  t o  i n v e s t  i n  new development 
i n i t i a t i v e s ;  and an aging import s u b s t i t u t i o n  i n d u s t r i a l  s t r a t e g y  coupled 
with t h e  c rea t ion  of major new pr iva te ly  he ld  monopolies prevented t h e  
manufacturing s e c t o r  from growing enough t o  even p a r t i a l l y  take  up t h e  
slack.  These events  underscored, i n  very dramatic terms, the  c o s t s  
a s soc ia ted  with t h e  yovernmentts pas t  record of  success. The Ithigh c o s t "  
economy no longer had t h e  resources t o  maintain p a s t  7-8 percent  growth 
r a t e s .  

8.3,2 Macroeconwnic Policy Adjustment 

As a r e s u l t  of t h e s e  condi t ions ,  t h e  government introduced major 
new policy reforms i n  t h e  mid-1980s which demonstrated i ts  wi l l ingness  t o  
cons ider  a fundamental r e s t r u c t u r i n g  of t h e  economy and t o  r e th ink  i ts 
r o l e  i n  t h e  development process. Between 1983 and t h e  present ,  t h e  GO1 
has  undertaken one. of the more impressive sets of  economic pol icy  reforms 
o f  any country i n  t h e  world. During t h i s  period,  Indonesia has  made 
g r e a t  improvements i n  its f a c t o r  p r i c ing ,  set i n  motion s u b s t a n t i a l  
pub l i c  and p r i v a t e  resource  mobil izat ion measures, con t ro l l ed  i n f l a t i o n  
a t  s ing le -d ig i t  l e v e l s  d e s p i t e  two devaluat ions ,  maintained t h e  r e a l  
e f f e c t i v e  exchange r a t e  set by t h e  devaluat ions ,  exer ted  c o n s i s t e n t  
budgetary a u s t e r i t y ,  exerc ised  s i g n i f i c a n t  r e s t r a i n t  on new state 
e n t e r p r i s e  investment, and i n  general ,  took measures which have moved 
toward g r e a t e r  de regu la t ion  of t h e  market. 

These measures have reduced i n t e r f e r e n c e  i n  commodity inpu t  and 
output  pr ic ing ,  reduced commercial and i n d u s t r i a l  regula tory  and 
l i c e n s i n g  b a r r i e r s ,  reduced p r o t e c t i v e  b a r r i e r s  t o  e x t e r n a l  competi t ion,  
mobilized resources  f o r  pub l i c  and p r i v a t e  s e c t o r  use, reduced 
i n t e r f e r e n c e  i n  credit a l l o c a t i o n ,  r e s t r a i n e d  t h e  expansion of s t a t e  
e n t e r p r i s e s ,  reduced d i r e c t  budgetary subs id ies ,  and o f f i c i a l l y  supported 
p r i v a t e  s e c t o r  expansion. The genera l ly  c o n s i s t e n t  d i r e c t i o n  of  pol icy  
reform and economic decis ion  making during t h i s  per iod  has been towards a , 
s t ronger  market o r i en ta t i an .  
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clevulopment as K o r c a  w,ls i n  t l ~ !  e,lr ly J96Ch, w.i.t.tl s i m i l a r  p o l c n t i n l  for 
rap id  trado-led growth arid cli?vt!loprnont i f  tile r i g h t p o l i c y  cnvlroriinent is  
vigorously pursued. As eviderlcud by the record high l e v e l  of  pledyes a t  
the  r ecen t  I G G I  meeting, t h e  i n t e r n a t i o n a l  donor community has givun 
Indonesia the  hic&est rnarks f o r  its e f f e c t i v e  implementatian oP t h i s  
pol icy  change agenda. The World Bank has recent ly  approved its Second 
Trade Policy Adjustment Loan i n  support o f  these  measures and USAlO has 
funded i t s  Agricul turu and Fiural Sector  Support Program t o  support p o l j  cy 
measures i n  t h e  a y r i c ~ ~ l t u r a l  area.  

The Goverrlmcrit of lndonesia i s  c l e a r l y  commi.tted t o  deregulat ion 
and pol icy  change. It i s  a n t i c i p a t e d  t h a t  the  government w i l l  s h o r t l y  
announce new banking, pension and insurance regu la t ions  a s  the  l a t e s t  
reform i n  i t s  continuing process of policy realignment. Based on t h e  
above, the re  is every reason t ; r ~  be l i eve  t h a t  the  Policy Action Plan s e t  
f o r t h  i n  t h i s  program can be achieved and t h a t  the pol.icy environment i n  
Indonesia i s  conducive t o  such a program. 

9. SOCIAL SOUNDNESS ANALYSIS 

9.1 BMEF ICIARIES 

The p r i n c i p a l  henef i c i a r i e s  of the  Housing Guaranty (HG) 
Investment Program component of t h i s  p ro jec t  a r e  t o  be fami l i e s  a t  o r  
below t h e  median income. This requirement i s  pursuant  t o  the  author iz ing  
l e g i s l a t i o n  f o r  the  HG. 

This proje!-'; has the  p o t e n t i a l  t o  benef i t  l a r g e  numbers of 
i n d i v i d u a l s  a t  s e v e r a l  l e v e l s .  The rupiah equivalent  of t h e  HG 
guaranteed loan w i l l  be used f o r  urban, s h e l t e r - r e l a t e d  i n f r a s t r u c t u r e  
speci f icaJ . ly  ta rgeted  t o  t h e  u r b m  poor. Of Indones ia ' s  cu r ren t  
es t imated  urban population of 48,800,000,1 over h a l f ,  o r  24,400,OOQ 
l i v e  i n  kampuna (unserviced,  informal,  unplanned urban neighborhoods). 

'To br ing  one hec ta re  of kam un up t o  World Bank-defined minimum + s t andards  r equ i res  an investment o Rp. 14,622,820, o r  US $8,704 a t  the  

1 The S t a t i s t i k  Indonesian f o r  1986 est imated t h e  t o t a l  population of 
Indonesia a t  164,041,000 and t h e  urban population a t  43,029,526 (p. 52). 
According t o  t h e  World Bank1 s Indonesia: Adjustment, Growth, and 
Sus ta inab le  Develooment.. Mav m a 8 .  t o t a l  o o ~ u l a t i o n  arowth i s  - a  - 

averaging 2 percerk per  'year (p. 22) :  In ad&tion,  t h e e l o r l d  Bank - - 
e s t i m a t e s  thk urban growth r a t e  t o  be 4.3 percent  per year. Therefore, 
t h e  urban population i n  1.988 is est imated t o  be 48,800,000. 
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PrS ccs 

ACCESS : 

Roads, Drains, Bridges 
Footpaths, Side Drams 

MAIN DRAINAGE: 1,080.00 1,748.60 

SANITATION: 

MCK ~ e l u a r ~ a ~  2,430.00 3,948.26 
So l id  Waste (Not under KIP)  

WATER SLPPL," RETICULATION: 900.00 1,023.60 

LAND FOR CLINICS, SCHOOLS, ETC.: 630 .OO 1,023.60 

TOTAL 

This analysis was based on condit ions o f  the urban poor i n  
unimproved kam un i n  Tangerang, Cirebon, Bogor, Bekasi, Surakarta, Ujung 
Pandang, an a-- on average costs o f  r a i s i n g  condit ions t o  standards 
speci f ied by the World Bank. Source i s  the Jo in t  Urban Development 
Consultants, Cibotabek Project  , and World Bank s t a f f  estimates. 

1987 updated f igures were based on increases i n  the consumer p r i ce  
index f o r  bu i l d i ng  mater ia ls as l i s t e d  i n  the GO1 1988/1989 estimated 
budget. 

m a l l  wash, bath, and t o i l e t  f a c i l i t y  shared by seven famil ies. 
1 

It should be noted tha t  while these f igures represent what should be 
spent on KIP pro jects  t o  b r i ng  them up t o  minimum standards, i t  does no t  
r e f l e c t  actua l  GO1 expenditures. The l e v e l  o f  expenditure required t o  
b r i ng  KIPS up t o  minimum standards w i l l  b r i ng  a l l  dwellings t o  w i th in  20 
meters o f  a paved footpath and w i th in  150 m o f  a paved road. Minimum 
footpath prov is ion i s  150 m/ha, inc lud ing s u f f i c i e n t  drainage f o r  a l l  
accesses. A t  a minimum, one K K  Keluarga per every seven fami l ies  o r  
f i v e  houses w/out p r iva te  f a c i l i t i e s  would be provided, as we l l  as a pump 
o r  water f a c i l i t y  f o r  every MCK. 



This  r e p r e s e n t s  l 2 , 4  pe rcen t  of' t h e  urban popu la t i on  t~e low t l ~ e  
median income. Es t ima te s  of t h e  b e n e f i t  f o r  lower income f a m i 1 i . e ~  from 
the rup iah  e q u i v a l e n t  e x p e n d i t u r e s  on o t h e r  e l i g i b l e  urban s h e l t e r -  
r e l a t e d  i n f r a s t r u c t u r e  p r r ~ j e c t s  w i l l  be determined on a p r o j e c t  b a s i s ,  a s  
schedu.led and determined t o  be t lG e l i g i b l e .  

A second set of  b e n e f i c i a r i e s  are o r g a n i z a t i o n s  and o f f i c i a l s  a t  
t h e  n a t i o n a l ,  p r o v i n c i a l  and kotamad a l e v e l s  who w i l l  be t h e  
p a r t i c i p a n t s  i n  t h e  p o l i c y  ana + y s l s  and implernentati.on p roces s ,  and who 
w i l l  b e n e f i t  from t h e  t e c h n i c a l  a s s i s t a n c e  and t r a i n i n g  component o f  t h e  
p r a ' e c t .  Through t h e i r  p a r t i c i p a t i o n  i n  t h i s  p r o j e c t ,  n a t i o n a l - l e v e l  
o f f  ! c i a l s  w i l l  be b e t t e r  prepared t o  ana lyze  and implement urban p o l i c y  
reforms.  Local o r g a n i z a t i o n s  w i l l  e s p e c i a l l y  b e n e f i t  from incer i t . ive  
programs which improve e f f i c i e n c y ,  i n c r e a s e  l o c a i  r e s p o n s i b i l i t y ,  and 
g e n e r a l l y  improve bo th  u n i t  and personne l  performance. E f f i c i e n c y  
f a c t o r s  and l o c a l  r e spons ivenes s  w i l l  a l s o  be  passed  on t o  u s e r s  of urban 
s e r v i c e s  a s  l o c a l  t a x e s  and charges  a r e  more p roduc t ive ly  s p e n t  on 
programs with  h ighe r  l o c a l  p r i o r i t y .  

A t h i r d  S e n e f i c i a r y  group w i l l  be t h e  p r i v a t e  s e c t o r  through i t s  
p a r t i c i p a t i o n  i n  t h e  urban i n f r a s t r u c t u r e  s e c t o r .  Most l i k e l y ,  
p a r t i c i p a n t s  w i l l  be a r c h i t e c t u r e ,  eng inee r ing  and c o n s t r u c t i o n  f i r m s  who 
may be  i n t e r e s t e d  i n  v a r i o u s  ownership,  c o n s t r u c t i o n ,  o p e r a t i o n  and/or  
maintenance arrangements  on p r i v a t e  o r  p u b l i c / p r i v a t e  urban 
i n f r a s t r u c t u r e  p r o j e c t s ,  and i n v e s t o r s  and f i n a n c i a l  s e c t o r  firms who may 
i n v e s t  i n  p r i v a t e  o r  p u b l i c / p r i v a t e  p a r t n e r s h i p  p r o j e c t s .  S ince  p r i v a t e  
s e c t o r  o p e r a t i o n s  w i l l  be  assumed t o  be  r e s p o n s i b l e  t o  cover  t h e i r  c o s t s ,  
p r i v a t e  s e c t o r  p a r t i c i p a t i o n  should a l s o  lead t o  s u b s t a n t i a l  e f f i c i e n c y  
improvements i n  t h e  d e l i v e r y  and o p e r a t i o n  o f  s e r v i c e s ,  which would 
b e n e f i t  t h e  urban s e r v i c e s  u s e r s  i n  gene ra l .  However, s i n c e  u t i l i t y - t y p e  
o p e r a t i o n s  such a s  wate r  and sewerage a r e  o f t e n  monopol i s t i c  i n  n a t u r e ,  
s p e c i a l  a t t e n t i o n  w i l l  b e  p a i d  by TKPP and t h e  t e c h n i c a l  a s s i s t a n c e  team 
t o  developing's r e g u l a t o r y  framework t o  e n s u r e  t h a t  t h e  b e n e f i t s  of  
p r i v a t e  s e c t o r  e f f i c i e n c y  a r e  shared  by t h e  g e n e r a l  publ ic .  

9.2 MECHANISMS FOR ACHIEVING THE PROJXT ' S BENEFICIARY REQUIREMENTS 

9.2.1 - Policy Action Plans 

As p a r t  of t h e  GOT'S po l i cy  a c t i o n  p l a n ,  t h e  GO1 i s  expected t o  
f u r t h e r  a r t i c u l a t e  i ts  lower income p o l i c y  v i s -a -v i s  t!-,e p rov i s ion  o f  
urban s e r v i c e s .  h o n g  o t h e r  t h i n g s ,  t h e  implementat ion of  t h i s  p o l i c y  
would c o n s i s t  of  d i r e c t i n g  r e sou rce s  and s e r v i c e s  t o  lower income 
households ,  and reviewing and r e v i s i n g  s e r v i c e  s t a n d a r d s  so t h a t  



The kr1icipa.L F i  r l a r m  P r o j e c t  envisages t h a t  urle puter,t l a l  use o f  
GO1 a l l oca ted  rup iah equdvalent under the IN; w i l l  bc t o  i r~c rcase  the 
a v a i l a b i l i t y  o f  l oan  funds f o r  local. governments through the Ilegj.ona1 
llevelnpmerit Account (RDA). Oecause the RDA w i l l  be used t o  f inance basic 
urban services, i t  w i l l  enable mun.fcipalitSes t o  increase t h e i r  serv ice  
leve ls .  The implementation o f  the GOIts urban p o l i c y  agenda and 
subsequent ac t ion  w i l l  he lp  ensure t h a t  these serv ices are  equ i tab ly  
targeted t o  lower income neighborhoods. 

9.2.3 GO1 Proqram Syport 

As s t a t e d  before, the HG Investment Program funds are t o  be used 
t o  provide support t o  G O 1  programs which p r i n c i p a l l y  b e n e f i t  lower income 
f am i l i e s  such as the KIP. Given the GOIts e f f o r t s  t o  reduce i t s  o v e r a l l  
expenditures, i t  i s  conceivable, and indeed recent  experience has proven 
the case, t h a t  KIP and s i m i l a r  programs cou ld  cont inue t o  face budget 
cu ts  a t  the very t ime t h a t  the urban popula t ion is expanding. Tn par t ,  
rup iah  a l l oca t i cns  r e s u l t i n g  from the HG loan  w i l l  a s s i s t  the GOIts 
e f f o r t s  t o  provide lower income fami l i es  with adequate services. 

9.3 IMPACTONWOMEN 

Table 12 provides a 1980 breakdown o f  Indonesia 's populat ion, the 
number o f  urban and r u r a l  households, and the p e r c e n t a g  t h a t  are  headed 
by women. As can be seen, o f  the 6.3 m i l l i o n  urban households i n  1980, 
857,000, o r  13.5 percent, were headed by women. 

TABLE 12: POWLATION ESTIMATES AND WOMEN-EADED HOUSf3iOLDS, INTJONESIA 

To ta l  Households Women 
( M i l l i o n s )  ( % (M i l l i ons )  Headed ( % )  

Urban 33.51 22.2% 6.33 0.86 13.5% 
Rura l  117.44 77.8% 24.20 3.49 14.4% 

O f  t h i s  percentage headed by women, i t  i s  est imated t ha t  
approximately two-th i rds f a l l  below the median income l eve l .  This is a 
group t h a t  t r a d i t i o n a l l y  faces more l imi 'ed access t o  education and 



Prox i m  t ty  t o  places o f  empltr/r~cent or trcoma-earning a c t l v  ltLer,, a %  
well as e s s e n t i a l  p i ~ h l i c  services 3.11:e chi ld  care, social cen te rs ,  
v h a o l s ,  water supply, and markets, can substant ia l ly  Increase the 
lff'clrdability of public services f o r  poor women ard can promote inPoma1 
;upport. systems withln neiyhborhoxls. Recmenclations w i l l  tre m d e  by 
t h e  'TA a n l  t r a l d q  tcams w i t h  respect  t o  urban service ard employment 
issues ,  a s  w 1 1  a s  enwr ing  tha t  t h e  p r a J e c t q s  t e c h ~ i c a l  ass i s tance  and 
trai~dng opportuni t iss  are made avai1abl.a t o  wmen, 

I n  re la t ionship t o  t h e  p ro j ec t t  s policy act ian component, the 
oroposed Policy Action Plan i s  gender neu t r a l  a d ,  a s  such, mak and 
rmak household members a re  expected t o  benefit  equally Pram t he  policy 
changes proposed under this project .  However, a s  pa r t  of the project  
monitoring, the  impact on nunters of women-headed households affected 
w i l l  be considered. The evaluation plan w f J l  a l so  imlurle the p ro j ec t ' s  
impac t on wmen txcause of  t h e i r  r o l e  a s  knef i c i a r i e s  of u r h n  
inf'rastruc ture  irrprovement s. 

As described e a r l i e r ,  t h i s  p ro jec t  cons i s t s  of three  s t r a t eo  ic 
elements: (1) a quick disbursing ~ c u d n g  Guaranty Program loan which 
w i l l  provide f imnc ing  f o r  the GO1 urban infrastructurt3 investment 
program; ( 2 )  the  fcsrmulation of a Policy Action Plan t a  be llpdated 
annually; and (3)  a program of technical  ass is tance and t raining.  When 
these elements are combined, the  implementatian of the  overa l l  p r o j e c t  
w i l l  r equ im an admfnlstrat ive mlxhani sn which f a c i l i t a t e s :  

(1) assembling the buc@t information required f o r  disbursements, 
l iqu ida t  ion uf advances, expenditure program monitoring, and 
expenditure reports;  

(2)  the  G O 1  and A I D  monitoring and evaluating accanpllshments and 
progress t o  permit change and modification i n  t he  PAP; 

3 managing the long-term cont rac t  team and ca l l i ng  forward required 
short-term technical  ass i s tance  and training; and 

( 4 )  GO1 and A I D  o f f i c i a l s  determining when subsequent project  
ass is tance Ls appropriate. 



Implrmentation o f  the M I J ~ ~ C  i pa l  Finance F'rojcct;, f riclu;: ing t h ?  t I[; 
component, w i l l  be carr ied out by the GO1 coordinating committee, lKf2P, 
w i t h  the Min is t ry  o f  Finance (MOF) responsible fo r  the spec i f i c  tasks o f  
t-IG borrowl.ng and management o f  the grant. Each of  these implementation 
tasks i s  dcscr~bed fur ther  below. 

10.2.1 Overal l  Project  Coordination and Hanayement 

During pro ject  design, the GO1 has stated c lea r l y  that i t  prefers 
t o  have AID u t i l i z e  the same program implementation arrangements as those 
used by the Woild Bank's Urban Sector Loan Progrim (USL). This w i l l  
avoid dupl icat ic -, o f  e f f o r t  by A I D  and not place an addi t ional  burden or1 
already scarce s t a f f  resources w i th in  the GOI. 

The ex is t ing  GO1 organization responsible f o r  coordination and 
inplementation o f  the USL, as we l l  as a l l  other urban sector programs, i s  
the Coordination Team fo r  Urban Development (TKPP) . TKPP was established 
t C 1  If insure synchro~ iza t ion  o f  planning, f inancing and implementation of 
various urban development investments." As requested by the G O I ,  the 
p ro jec t  's implementation w i l l  be coordinated through TKPP, which i s  
recognized as an innovative, forward th ink ing body, f u l l y  supported by 
the G O 1  and dedicated t o  achieving the GOIts urban development 
objectives. TKPP consists o f  representatives from BAPPENAS and the 
Min is t r ies  o f  Home Af fa i rs ,  Finance and Public Works. TKPP i s  fu r ther  
broken down i n t o  four working groups. Onc o f  these four, Warking Group 
3, i s  p r imar i l y  responsible f o r  municipal finance. This working group, 
chaired by the Min is t ry  o f  Finance, i s  the key l i n k  between t h i s  
p ro jec t ' s  implementing agency.--the MGF--and the TKPP. I t  would l ikewise 
be the l i n k  between the technical assistance team and the other agencies 
besides MHA and M f f  that  are involved i n  urban development issues. 
Addit ional  informat ion on TKPP can be found i n  Annex 9. 

TKPP wc~uld also provide overa l l  pro ject  management. The TKPP 
Executive Secretar iat  would be responsible for:  (1) coordination and 
monitorina the im~lementat ion o f  the ~ o l i c v  act ion plan (PAP) ; ( 2 )  
compiling"budget and accounting informatioh; and (3.1 repor t ing on the 
investment program expenditures. The Executive Secretar iat  would also 
ac t  as the ~ ro , j ec t  ~ana~ement  Uni t  (PMU), and a Project  Coordinator would 
ke appointed by the Executive Secretariat. As wi th  the IBRD Urban Sector 
Loan, spec i f i c  respons ib i l i t i es  o f  the PMU would be to: (1) con i to r  and 
coordinate overa l l  progress on the l i q u i d a t i o n  o f  HG advances and 
subsequent disbursements ; (2) repor t  quarter ly t o  TKPP, RHUDO and USAID 
on the p ro jec t t s  progress; (3) assess pro ject  needs and i d e n t i f y  
obstacles t o  progress, as we l l  as proposing solutions, and repor t  these 
t o  TKPP, RHUDO and USAID; (4) arrange fo r  e l i g i b l e  expenditure budget 
preparation; (5) ass is t  RHMO i n  monitoring and t rack ing e l ig iL , le  
expenditures ; and (6) prepare an end-of-project report. A ID  would ass is t  
the Executive Secretar iat  i n  carry ing out these respons ib i l i t i es  through 
grant-supported technical  assis tar~ce managed by RHUDO s Mission Urban I 

A d ~ i s o r  . 



The PKC, the MOF Project  Managcr and t h e  TWP Stccrlng Ccnmittce 
wot~ld mect Parmally with HIiUDO and the 1JSAIO Director a t  the boginning of 
tho program t o  review tho PAP implementation plan, 12 months l a t e r  (o r  
such other  time a s  addi t ional  disbursements under t h e  HG Program a re  
proposed) t o  review progress, and yearly thereaf te r  t o  review 
accomplishments and make any act ion plan revis ions  a s  may be jo in t ly  
agreed upon. 

lO.2.2 - Executing Arrangeme n t  f o r  HG Guaranteed Laans 

Once the  Investment Program and Policy Action Plan have been 
agreed upon i n  accordance with the b i l a t e r a l  Program Implementation 
Agreement, the  Ministry of Finance (MOF) would execute each of the  four  
tranches of the  HC Program borrowing on behalf of t h e  GOT. Each 
borrowing would take place !.n the U.S. c a p i t a l  market. The MOF, 
representing t h e  G O I ,  would competitively select a U S .  f i n a n c i a l  
i n s t i t u t i on .  The lender and the  MOF would en t e r  i n t o  a loan agreement 
and, upon signing, t h e  lender would disburse the  f u l l  amount of the loan 
covered by the  authorized A.I.D. loan guaranty. The A.I.D. guaranty 
spec i f i e s  t h a t  the  " f u l l  f a i t h  and c r e d i t w  ,3f t h e  U.S. Government assures  
the  f u l l  and timely payment of a l l  amounts due t o  t he  lender, The loan 
terms include a 30 year loan period, inclcding tan  years grace on 
~:epaymen: of p r inc ipa l ,  with r a t e s  lower than a canmercial loan f o r  an 
equivalent term. The ac tua l  r a t e  w i l l  depend on c a p i t a l  market 
condit ions i n  the  U .S. a t  the  time of t he  borrowing, but the r a t e s  
typ ica l ly  approximate those charged by t h e  IBRU. 

The MOF would pay a o w  percent disbursement f e e  a t  the  time of 
the  borrowing, vrfiich may be financed from the proceeds of t h e  loan, and 
would repay the  US d o l l a r  loan according t o  the  terms of t he  Loan 
Agreement. Dollar  repayment would be made t o  a Paying and Transfer 
Agent, current ly  Riggs National Bank of Washiqtari, D.C., along with the  
A.I.D. guaranty f e e  of 0.5 percent per annum on t h e  outstanding pr inc ipa l  
of t he  loan, The Paying and Transfer Agent would arrange f o r  t he  cor rec t  
payment t o  the  Zerdzr and A.1.D. on behalf of the GOI.  

Executing Agency for the Grant  

The executing agency f o r  t he  Grant Agreement t o  f inance thtr 
technical  ass i s tance  and t ra in ing  component would be the  Board f o r  
Financial  Analysis (Badan AnaUsa Keuangan) i n  the  Ministry of Finance. 
As s ta ted  above, t he  MOF would a l so  be t he  executing ministry f o r  the  HG 
borrowing, on behalf of t he  GOI. The mainnan of the  Board f o r  Financial  
Analysis is  proposed a s  the  Project  Manager for MOF. The Director  
General f o r  Monetary Affai rs ,  M O F ,  w i i i  a l so  play an ac t ive  ro le ,  
especial ly  with respect  t o  t he  RDA. I n  t h e  Ministry of Home Affa i r s  
(MA), the  Director General f o r  Regional Administration (PUOD) and the  
Director General f o r  Regional Development (BANGCIA) w i l l  be responsiblz on 
a day-to-day b a s i s  f o r  t h e i r  technical  ass i s tance  team members. 
Technical ass i s tance  team coordination w i l l  be the  respons ib i l i ty  of t he  
MOF and the  team Chief of Farty. @ 



The MUF' Pruject Mariqtx, through lK f ) IJ ,  worrld t ~ r . !  respms iblc for' 
courdlria t ir'ig PAP ~.r~~~)l .err~entat ior~ w i th in  w c h  rc~s ycc t i ve  111 in i.3 t r y .  7 tic MUF 
Project  Manager, representatives of' W\NC;OA srrcl PUOD, arlcl the teotini.ca1 
assistance tearn would meet semi-annually a t  TKPP w i th  the HHIJ0UVs Miss {.on 
Urban Advisor t o  review accomplishments and progress and determine 
whether or not changes or modif ications are required i n  the PAP. 
Benchmarks would be reviewed against which progress woulti be measured. 
0bstacl .e~ t o  achieving the benchmarks would also be ident i f ied.  
Modifications i n  the PAP would be presented t o  the PMU which would, i n  
turn,  prepare i t s  recommendation fo r  action. This would be presented t o  
the TKPP Steering Canmittee, RHUDO and A I D  fo r  review and action. 

Given AID 'S  substant ia l  p r i o r  experience i n  working w i th  bath MOF 
and MHA on pro ject  implementation, i t  i s  concluded tha t  there ir; a 
r e l i a b l e  and well-organized administrat ive s t ructure fo r  the project .  

10.3 CONTRACTING PLAN 

The contracts t o  be executed i r  conjunction w i th  t h i s  pro ject  
include: 

1 )  The Technical Assistance and Training Project  Grant Agreement 
between A I D  and the GOI. 

2)  The HG Program Implementation Agreement between A I D  and the GOI ,  
speci fy ing the procedures fo r  borrowing and the programs/projects 
for the rupiah equivalent investment program. 

3 )  The Loan Agreement between the GO1 and the U.S. lender s ta t i ng  the 
terms o f  the loan. 

4 The contract o f  Guaranty between A.I.D. and the lender s ta t i ng  the 
terms of the U.S. guaranty. 

5 > The Host Country Guaranty between the GO1 and A.I.D. providing f o r  
an indemnity t o  A.I.D. i n  the event A.I.D. has t o  make payments on 
behalf of the borrower. 

6 paying and Transfer Agency Agreement between the Riggs National 
Bank o f  Washington, D.C. and the SO1 f o r  serv ic ing the loan. 

A descr ipt ion o f  procedures t o  be used f o r  the major technical assistance 
contracts i s  se t  f o r t h  below. 

10.3.1 Unbrella Technical Assistance and T r a i n i a  - Contract 

Subject t o  a USAID review o f  GO1 contract ing procedures, the MO'; 
i s  expected t o  contract f o r  long-term TA requirements under a Host 
Countsy Contract (HCC), proposing t o  place three long-term experts i n  the 
MOF and the MHA f o r  a t o t a l  of 15 person-years. I n  addit ion, 30 
person-months o f  short-term technical assistance would be avai lable f o r  
spec ia l  studies and demonstration projects. Except f o r  special  cases 
such as evaluation or audits, short-term personnel w i l l  be recru i ted  by 



!:he 1.orig-term 'TA contractor,  ;~rirl f ' ~ . ~ r ~ l i r ~ j  w i.l.1. t.w pr,rlvidr!c'j ur ~rlor t t ~ t  
contract, This ass istancc woulU be ca l led f'or.wa.rrl, a5 thc nt'rxl arisc!s, 
t o  analyze po l  i cy  a1 t e r m  tiver-; , t;n overcome obs tac1 .e~ idcnt  if'ied by the  
G O I ,  t o  support studies i n i t i a t e d  by the GCIJ. f o r  the PAP, and t o  ass is t  
the TKPP Executive Secretar iat  i n  implementing the prc~gram. This 
short-term T4 and t ra in ing  would be ca l led  Porward by the PMU and the MOF 
Project  Manager upon receiv ing recommendations from the long-tenn TA 
team. A l l  or par t  o f  the t ra in ing  funds may also be channelled through 
the long-term TA contract. (Training not financed through the contract 
would be PIL-funded.) however, contract t r a in ing  funds w i l l  
"flow-through 'I and not be subject to  overhead and fee. MOF and MHA w i l l  
prepare deta i led t ra in ing  plans t o  be approved by A ID  and implemented 
under the contract. The overa l l  technical assistance and t ra in ing  plan 
and i t s  implementaticn through the long-term advisors would be reviewed 
a t  a quar ter ly  meeting o f  A I D  and the Project  Managers a t  TKPP, and 
appropriate adjustments, i f  required, would be made. 

Subject t o  USAID review o f  G O 1  and MOF contract ing procedures, 
se lec t ion  o f  the umbrella contractor w i l l  be based on A I D  Handbook 11 
host country contract ing procedures and w i l l  be f u l l  a r f  open 
competition. (The proposal t o  fol low host coc~ntry contract ing i s  based 
on GO1 preferences and our i n i t i a l  opinion tha t  MOF has reasonable 
administrat ive and cont ro l  systems i n  place. ) U. S., Indonesian or 
U.S.-Indonesian j o i n t  venture f i rms w i l l  be e l i g i b l e  t o  compete. (The 
e l i g i b l e  source, o r i g i n  and na t i ona l i t y  fo r  a l l  grant funds i s  Code 
000--the U.S. and Indonesia.) A technical se lect ion committee comprised 
of MOF, MHA, RHUDO and USAID representatives w i l l  technica l ly  rank 
firms. Based on t h i s  technical  evaluation, the MOF w i l l  negotiate the 
contract based on both technical  and cost proposal factors. 

10.3.2 Evaluation and Monitoring Contracts 

Approximately $5OO,ODO i n  grant funds has been reserved f o r  
funding f o r  the Mission Urban Advisor, and fo r  the per iod ic  evaluation 
teams. The Mission Urban Advisor w i l l  be h i red  under a personal services 
contract  (PSC). Funding f o r  t h i s  contract w i l l  be earmarked through a 
p ro jec t  implementation order (PIO/T) approved by the MOF Project  
Manager. The evaluation teams may be provided under ex i s t i ng  AID 
i n d e f i n i t e  quant i ty contracts (IQCs ) or through open competition. These 
funds w i l l  a lso be approved by the GO1 Project  Manager through a PIO/T. 

10.3.3 Gray Amendment Contracting 

To the extent possible, A I D  w i l l  encourage minor i ty  or  women-owned 
businesses t o  compete f o r  technical  assistance contracts, Firms 
intending t o  submit proposals w i l l  also be encouraged t o  make j o i n t  
ventures w i th  minor l ty  or  women-owned firms. This i s  especial ly 
appl icable f o r  the provis ion o f  short  -term technical  assistance advisors. 

10.4 IMPLEMENTATION SCHEDUlE , 

The implementation schedule o f  important events i s  set  f o r t h  by 
calendar year below. A chart  showing the time frames o f  various p ro jec t  
components may also be found a t  the end o f  t h i s  section, 



Augu:; t 32 Pro,jtxt Grant: Arjrr:r:mcr)l; r; igrlecl w.1 th ti01 t:u obl.iga ti: US FY 
88 OA funds. 

September 30 C\ l~ th~r iZa t ic jn  sf gned by A.I.U. far $25 m i l l i o n  Housing 
Gcraranty fo r  US FY 88 (497-HG-001). 

October 1 Beginning o f  US FY 89. 
Approvals obtained fo r  technical advisors' scopes o f  work, 

and RFPs issued. 
D ra f t  Project  Implementation Agreement prepared by AID 

f o r  GO1 review. 

October 31 Authorization signed by A I D  f o r  $25 m i l l i o n  Housing 
Guaranty f o r  US FY 89. 

November 30 Pro ject  Coordinator from the Project  Management Unit (PMU) 
and MOF Project  Manager appointed by GOI. 

MOF Project  Manager and FMU Project  Coordinator meet w i th  
AID Director t o  farmally approve PAP. 

December 1 GO1 and A ID  s ign Project  Implementation Agreement. 
GO1 seeks U.S. lender. 

1989 - 
A p r i l  1 

May 1 - 
August 1 . 
June 1 

A 

Ju ly  1 

August 1 

October 1 

October 30 

Beginning of GO1 BY 89/90 and Repeli ta V. 
HG Loan Agreement negotiated and signed by GO1 and lender. 

Lender f u l l y  disburses do l la rs  t o  GOI. 
Guaranty Agreement between AID and lender signed. 

Pro ject  monitoring o f  PAP, review o f  GO1 expenditures 
program, and review o f  TA and t r a i n i n g  plan by AID. 

Training p ro jec t  i n i t i a ted .  

Lorrg-term technical  assistance contracted. 

Long-term resident advisors i n  place. 

W?P/AID/PMU and MOF Project  Manager meet t o  review 
progress and accomplishments and repor t  on rupiah 
expenditures tha t  would f u l l y  l i q u i d a t e  the f i r s t  loan  
advance. 

GO1 seeks U.S. lender f o r  second $25 m i l l i o n  loan 
disbursement. 

Beginning o f  US FY 90. 

HG loan'agreement negotiated and signed by GO1 and lender. 
Lender f u l l y  disburses loan amount t o  GOI. 



1990 - 
January 1-31 

February 1 

March 1 

A p r i l  1 

May 1 

June 1 

August 1 

September 1 

October 1 

Oct . 1- 
Feb. 1, 1991 

1991 - 
February 1 

March 1 

A p r i l  1 

Project monl  t n r i n g  of  PAtJ and expt.!r~di turc prugram by I\ 11) 
and PMU. 

Evahation-to-date o f  technical  assistance and t ra in ing,  
and PAP implementation by TKW, 

TKPP, MOF Project  Manager and PMU meet w i th  A I D  Director 
t o  review progress/accomplishments, report  on rupiah 
expenditures that  would l i q u i d a t e  second advance, ana 
decide on t inling o f  addi t ional  HG authorizations. F i r s t  
evaluat ion o f  pro ject  begins. 

Pro ject  memorandum fo r  t h i r d  author izat ion prepared. 

Beginning o f  GO1 BY 90/91. 
F i r s t  evaluat ion completed. 
Authorization signed by A.I.D. f o r  t h i r d  

Housing Guaranty f o r  US FY 90. 

G O 1  and A I D  amend Project  Implementation 
r e f l e c t  increased resources t o  the GO1 
Action Plan. 

$25 m i l l i o n  

Agreement t o  
and revised Pol icy  

GO1 seeks U.S. lender. 

TKPP/AID/PMU and MOF Project  Manager meet t o  review 
progress and accomplishments. 

HG Loan Agreement negotiated and signed by GO1 and lender. 
Lender f u l l y  disburses do l la rs  t o  GOI. 

Guaranty Agreement between AID and lender signed. 

Beginning o f  US FY 91. 

Pro ject  monitoring o f  PAP, TA and t r a i n i n g  plan, and GO1 
expenditure program. 

TWP, MOF Pro ject  Manager and BMU meet w i th  A I D  Di rector  
t o  review progress/accomplishrnents and report  on rup iah 
expenditures tha t  would l i q u i d a t e  t h i r d  advance, and 
design and approve pro jec t  I s  second evaluation. 

Pro ject  memorandum f o r  four th  author izat ion prepared. 

Beginning o f  GO1 BY 91/92. 
Second evaluat ion completed. Authorization signed by 

A.I.D. f o r  fourth $25 m i l l i o n  Housing Guaranty f o r  
US FY 91. 



June L 

August; 1 

September 1 

October 1 

Oct. 1- 
Feb. 1, 1992 

1992 - 
February 1 

Feb. 1 - 
August 1 

August 1 

AUCJ. 1 - 
Feb., 1993 

1993 - 
February 1 

Feb. 1 - 
August 1 

August 1 

Aug. 1 - 
Feb., 1994 

1994 - 
February 1 

Februarl March 3 - 
September 30 

TKPP/AID/PMU and Pro jec t  Ciarlayers meet t o  review 
proyress/accornpll.shments on PAP and TA and t rx ln ing  plan. 

tiG Loan Agreement negotiated and signed by GO1 and lender. 
Lender f u l l y  disburses do l la rs  t o  GDI. 

Guaranty Agreement between AID and lender signed. 

Beginning o f  US FY 92. 

Project  monitoring of PAP, TA and t r a i n i n g  plan, and GO1 
expenditure program. 

TKPP, MOF Pro ject  Manager and PMU meet w i th  AID Director 
t o  review progress/accomplishments, report  on rupiah 
expenditures that would l i q u i d a t e  four th  advance and 
decide on addi t ional  HG authorizations. 

TA and t ra in ing  p lan implementation continues. 

TKPP, MOF Project  Manager and PMU meet w i th  AID Di rector  
t o  review pro jec t ' s  overa l l  accomplishments. 

TA and t r a i n i n g  p lan implementation continues. 

TKPP, MOF Pro ject  Manager and PMU meet with AID Director 
t o  review pro jec t  implementation. 

TA and t r a i n i n g  p lan implementation continues. 

TKPP/AID/PMU and MOF Project  Manager meet t o  review 
progress/accomplishments on PAP and TA and t ra in ing  plan. 

TA and t ra in ing  plan implementation continues. 

TKPP, MOF Project  Manager and PMU meet with AID Director 
t o  review pro jec t  implementation. 

F i n a l  Project  Evaluation. 

Project  Completion Date. 



TABLE U: MUNICIPAL FINANCE PROJECT MPtEMNTATION TIME LDE 

3W. 89 3N. 90 JAN. 9 1  3AN. 92 JAN. 93 .IAN. 94 3/31/95 
CALENDAR L M  1 1 I I 1 1 1 

GO1 BUOGET YEAR 
(APRIL 1 - MARCH 31) 

I I I I 
REPEUTA I V  REPELITA V (Apr i l  1989 - 31 March 1994) 

OCT OCT QCT OCT OCT OCT PAC9, 3/31/94 
US FISCAL YEAR I I 1 I 

FY 90- - 
I I 1 I 
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The projec t1 s mult i-f aceted monitoring objectives are: 

1. t o  wpport  and f a c i l i t a t e  the  G O I 1  s demonstrated commitment t o  
advance t h e i r  urban development policy object ives;  

2. t o  ensure t h a t  t h e  proposed HG ass i s tance  complies with the  
Beneficiary BeJ.c~w-Median-Income Test of Section 223 ( j) d the Foreign 
Assistance Act (FAA); and 

3. t o  ensure t ha t  the technical  ass i s tance  an3 t ra in ing  d i r e c t l y  suppc~rt 
the  G O I 1  s Policy Action Plan i n i t i a t i v e s .  

The j o in t l y  developed G O I / A I D  PAP would be f onnulated t o  a s s i s t  
the G O 1  i n  carrying out i ts  on-going policy i n i t i a t i v e s  i n  t he  urban 
sector. Monitoring the  implementation of t he  PW is  e s s e n t i a l  t o  s u p p x t  
the  G O 1  s demonstrated commitment t o  undertake d i f f i c u l t  refoms.  
Qua l i t a t i ve  monitoring would contr ibute  t o  t h i s  process and a s s l s t  the  
G O I ,  RHUDO an3 U S A I D  i n  determining program accomplishments. 

2 . 1  AID- Policy Action Plan -- 
The PAP would be developed jo in t l y  with t he  G O 1  and formulated i n  

similar t e r n s  t o  the IBRO Urban Sector Loan. This plan would include a 
menu of s tops  t o  fu r the r  the  G O I 1 s  urban development policy. 

RHUDO* s MissLon Urban Advisor (MUA)" w i l l  have ove ra l l  
responsibi l i ty  f o r  monitoring the  G O I ' s  progress on the implementation of 
the  PAP. The MUA w i l l  be i n  c lo se  and continuous contact  with t he  PMU 
and the  MOF Pro j ec t  Manager a s  well a s  o ther  GO1 o f f i c i a l s  responsible 
f o r  PAP irrplementation--both within and outside t he  context of TKPP. h e  
MUA will prepare quar ter ly  s t a t u s  r epo r t s  on the  plan, idnnt i f  ying 
progress,. accomplishments, emerging opportuni t ies  and obstacles.  
Suggestions on how t o  use pro jec t  t echnica l  ass is tance t o  address t hea !  
opportunit ies/obstacles would a l s o  be p a r t  of the  reporting. The MUA 
repor t s  w i l l  be provided t o  RHUDO, t he  Mission1 s Private  Sector 
Development Off ice  (PSD), Economic and Policy Support Off ice  (EPSO) anc 
Pro jec t  Committee, The USAID g r o w s  w i l l  meet periodically t o  review the 

u The Mission Urban Advisor, res ident  i n  Jakar ta ,  i s  cur ren t ly  a 
Personal Services Contractor funded by RHUDO and U S A I D  u n t i l  such time ;is 
a d i r e c t  h i r e  o f f i c e r  posi t ion i s  avai lable  from RHUDO. This PSC Urban 
Advisor w i l l  provide technical  support t o  a n  AID-appointed Pro jec t  a 

Officer  on execution of ac t ions  requiring d i r e c t  h i r e  s ta tus .  RHUOO i s  
seeking a d i r e c t  h i r e  posi t ion f o r  the  Mission Urban Advisor i n  support 
of t h i s  Project. 
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d l i s t  of' dpproved expendit.~~rcs by t h :  GllI m c l  rcporf l t  bark to  the L131 
by Project  Xmplcmenta t ion  L e t t e r  (PIL.) . Tlicse PLLs w i l l  he struct.r~rctJ t o  
show the i~mount o f  the tic e l ig ib l e  expenditures approverl by A I D  as o f  the 
date  o f  the F U . .  HHUDO, thro l~yh the MIJA, w i l l  take f u l l .  r e sp~ns!b i l i ty  
f o r  monitoring and repor t ing on the LP based on guidance provided by the 
Of f i ce  o f  Hous lr-lr~ and Urban Programs and i t s  cognizant General Counsel. 
The Mission Urban Advisor w i l l  be ass is ted by one f u l l - t i m e  FSN program 
assistant t o  he.lp monitor f i e l d  a c t i v i t i e s .  USA10 w i l l  fund t t ~ i s  
pos i t i on  from e i ther  operating expense (OE) o r  pro ject  funds as 
appropriate. 

I f ,  during the course o f  pro ject  implementation, the 1P requires 
addit ions or  revis ions, RHUDO, through the MUA, w i l l  work d i r e c t i y  w i th  
the PMU i n  rev is ing  the .ZP and ve r i f y i ng  the aclditioris. 

11.4 TECHNICAL ASSISTANPE AND TRAINING PLAN (TATP) MONITORING 

The implementation of  the TATP contained i n  t h i s  pro ject  paper and 
re la ted  Project  Agreement w i l l  be monitored on behalf of AID by the 
Mission Urban Advisor. The MUA w i l l  marrage the contract ing process and 
provide technical  d i rec t i on  to the TA and t ra in ing  contractors. The MUA 
w i l l  monitor the qua l i t y  and effectiveness o f  the contractorst  
performance by maintaining close contact w i th  the resident advisors and 
consultants in-country, with t h e i r  GO1 counterparts, and by reviewing 
t h e i r  contractual ly speci f ied reports. The MUA w i l l  ass is t  A I D  i n  
i d e n t i f y i n g  any problems i n  the implementati:?n o f  the TATP, and advise 
the Mission on ways t o  use TATP resource: t o  address opportunit ies and 
obstacles t o  the achievement o f  the pro ject 's  overa l l  objectives. The 
MUA w i l l  a lso m a i ~ t a i n  close contact w i th  the PMU and the MOF Pro ject  
Manager who w i l l  be the designated TKPP representatives responsible f o r  
the GO1 TATP monitoring. 

11.5 EVALUATION 

Three external  evaluations o f  t h i s  p ro jec t  are planned over i t s  
l i f e .  The f i r s t  evaluation, scheduled t o  begin i n  February 1990, w i l l  
precede the t h i r d  HG authorization. (There w i l l  be a formal review 
process, nevertheless, between the P i r s t  and second HG disbursements. ) 
The second evaluation w i l l  precede the four th  HG authorization. The 
f i n a l  evaluation i s  scheduled f o r  February 1994 p r i o r  t o  the pro ject 's  
completion date. The dates o f  the f i r s t  two evaluations could change, 
depending on when the GO1 requests AID t o  authorize addi t ional  guarantees. 

The ove ra l l  object ive o f  these evaluations w i l l  be t o  assess 
pro ject  progress and accomplishments, both i n  terms o f  the PAP 
implementation and I P  expenditures. The primary object ive of the f i r s t  
two evaluations w i l l  be a review o f  the act ion items i n  the PAP i n  terms 
of i den t i f y i ng  benchmark accomplishments, emerging opportunit ies and 
obstacles. These evaluations w i l l  a lso propose changes t o  the PAPS, i f  I 

required, t o  be incorporated i n  the amended Project  Implementation 



2 )  Ten n e w  bcnctn~arks arc pcoJccted f o r  accq~lishrnent: !.ri the f i r s t  year  
a f t e r  signing. 

3 F i f  t m n  new benchmarks are projected For accompllrjt~ment i n  the secor-d 
year a f t e r  s i y d q .  

4 )  Nine new benchmarks (p lu s  two Follow-up act ions)  are  projected f o r  
accomplishment i n  t h e  t h i r d  year a f t e c  signing. 

5) One n e w  benchmark (p lu s  seven follow-up act ions)  are  projected f o r  
accampllshment i n  t h e  four th  year a f t e r  signing. 

G )  Sever) f o l l c w u p  act ions  are  ant ic ipated i n  t h e  f i f t h  year a f t e r  
signing. 

The Final  external evaluatian w i l l  review overall' ac t ion plan 
implementation i- = la t i on  t o  benchmarks achieved, a s  w l l  a s  a review of 
I .  expenditures i- r e l a t i on  to e l i g i b i l i t y  under Section 221 of the  
Foreign Assis tawe Act, This evaluation will a l s o  be used t o  deternine 
with t h e  GO1 vhether the pra j ec t  should be con t inud ,  and i f  so, 
recommend a n e w  policy action plan t o  be i ~ l e m e n t e d  i n  support of t he  
G O I ' s  urban policy agerda a s  it is  s ta ted a t  t h e  time of the p r o j e c t ' s  
completion i n  l.994. In  addit ion,  the  l e v e l  of addi t ional  funding and any 
changes i n  t h e  management of the pro jec t  w i l l  be recommended. 

To carry  out t h e  three  external  evaluat.ions, a team of four  
persons consis t ing of an evaluation spec i a l i s t ,  one municipnl f i m n c e  
policy spec i a l i s t ,  one urban policy s p e c i a l i s t  and the  Mission Urban 
Advisor w i l l  be required f o r  four weeks. The urban palicy and the  
municipal f inance policy speciaLists  will have p r io r  experience with 
policy act ion inplementat ian programs. Funding f o r  the t h r e e  evaluat ions  
is provided f o r  i n  the  p ro j ec t ' s  evaluation l ine item. 

I n  addit ion t o  the three  formal ex te rna l  evaluations,  t he  
establishment o f  t he  proposed monitoring system will a l s o  a s s i s t  i n  t he  
ove ra l l  evaluation ui' the project .  The MUA w i l l  be i n  c lose  and 
continuous cotitact with TKPP, a s  w e l l  a s  t he  GO1 Project  Manager. The 
MUA will keep de ta i led  records of each meeting with t he  G O 1  an3 prepare 
quar ter ly  progress repor t s  on t he  implementation of t h e  PAP. Detailed 
meeting memoranda, a s  w l l  a s  quar ter ly  repor t s ,  w i l i  dmunent t he  
p ro j ec t ' s  h i s to ry  and will a s s i s t  t he  ex te rna l  evaluators  i n  f u l l y  
docunenting and assessing the p ro j ec t ' s  pol icy impact. 

, 
As a policy action-based project ,  the  Municipal Fimnce Pro jec t  

seeks broad, systemic changes i n  the  re la t ionsh ips  betwen c e n t r a l  and 
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L o n g - r a r q f r  yocils o f  the psoJec t w t l X  be dcterrrilml rmt only  by broad GO1 
pol icy act;ians but, a l so  by Lncrcmmtal d m i s i o n s  male by mu1.t. i p l a  actorf ,  
a t  every Xovol of government ard i n  t h e  pr tvata  sector,  I t  bs ltnpnrt..rant 
t o  mmemtlor t ha t  the p ro j ec t ' s  overa l l  t h : ~ s t  i s  based on broader GOT arid 
CDSS p o l i c y  goals,  an3 tha t  wider rlissernimtlan of the themes o f  tt1t.s 
project w i  11 contribute synergis t ical ly  to t h e  overa l l  l eve l  o f  aw~nreness 
and u r d e r s t a d i n g  of those general. goals across sectors.  

Technical ass is tance will play a key ro le  i n  disseminating 
infomiat ion both t o  immajiate p ro jec t  par t i c ipan ts ,  and t o  t h i s  wider 
audience, The PFCJ wi l l  have primary IE spans-tbility f o r  coordinating and 
managing di,semination a c t i v i t i e s ,  a r d  w i l l  draw heavily on both 
long-term and short-term TA teams f o r  support i n  preparing products, 
ident i fying audiences, e t c ,  Dissemimt ion a c t i v i t i e s  w i l l  Focus on two 
basic categories  of messages: 

1. Information on t h e  p ro j ec t f  s broad pollcy goals,  progress !n 
implementing specif ic  policy actions,  and the re la t ionship of specif ic  
ac t ions  t o  the l a rger  agerda. 

2. Prac t ica l ,  working-level infonnat ion f o r  m d c i p a . U t  i e s  and the 
pr iva te  sector t ha t  i d e n t i f i e s  spec i f ic  opportuni t ies  f o r  act ion and/or 
docunent s experience i n  developing new municipal P i m  me mechanisms. 

The f i r s t  category will Se subject t o  the  guidance of the  G O I ,  and will. 
be directed by the TKPP. For the second category of messages, t r a in ing  
mater ia ls ,  technical  repor ts ,  and i n  l a t e r  years  of t he  project ,  ca.se 
s tud ies  of progress t o  date  should be produced an3 widely d i ssmina ted  t o  
c e n t r a l  and municipal goverrment off k i a l s .  Beyond the  production of 
ac tua l  t ra in ing  mater ia l s  (handbooks, mamals etc.), docunenting and 
disseminating information on project  a c t i v i t i e s  need not be a separate 
t a sk  f o r  the TA team, but should be a pa r t  of the routine reporting 
process. Progress reports,  evaluations,  technical  papers and the  other 
products normally produced i n  tl7e course of technical  ass is tance w i l l  be 
prepared with an eye towards eventual  d i s t r i bu t ion  t o  a wider audience. 

Cutting across both t he  above categories  w i l l  be a series of 
workshops and seminars held over t he  l i f e  of the  project  which will draw 
together c e n t r a l  ard l o c a l  govemnent o f f i c i a l s ,  t echnica l  exper t s  and 
pr ivate  sector g r o g s  t o  d i scuss  spec i f ic  top ics  within the  ove ra l l  GO1 
urban agenda ( L e e ,  opportuni t ies  f o r  pr ivate  provision of 
i n f r a s t r m t u r e ,  developing municipal bond markets, etc.) . Such meetings, 
i f  ca re fu l ly  planned, can both disseminate p r a c t i c a l  working-level 
knowledge t o  key actors ,  and a t t r a c t  f u r the r  media a t ten t ion  t o  t h e  
broader policy issues. A Ust of infonnat ion dissemination a c t i v i t i e s  
follows. 



2. F'trbLlc Informat.ictr;, The Fmu w i  1.1 wf~sk w i t h  t h e  lung-t arm I A  
t . m m  arid mi;iimfr&k--f0°T2firiFzfy opport.unl t i c s  and to advise and assist 
1 : 1 ~  1X) 1 i n  Irnp1ement:irq ~ ) u b l i o  infurmation a c t i v i t i e s  (speeches, press  
releases, media coveraqe of meetings) t h a t  stress the major themes of the 
Policy Action Plan,  and inform p r i v a t e  sec to r  groups of opportun.; t i e s  
a r i s i n g  from emergirig p o l i c i e s  and programs. 

3, Special StudiedStmt-Term TA. While the a c t u a l  use of 
shmt- term consul tancies  w i l l  be determined by the GO1 and A I D  a s  the 
p r o j e c t  progresses ,  they w i l l  gene ra l ly  undertake s p e c i a l  s t u d i e s  and/or 
develop gu ide l ines  and t r a i n i n g  materials. Where spec ia l  s t u d i e s  a r e  
undertaken, t h e  shor t  term-advisors w i l l  prepare more genera l ized ,  
conden:;ed vers ions  of t h e  s t u d i e s  focusing on "lessons learned" fa r  
d i s t r i b u t i o n  t o  a wider audience of c e n t r a l  GO1 and l o c a l  government 
o f f  icia1.s. 

4. Urban I s s u e s  Sectlnars/Workshops. I n  add i t ion  t o  t h e i r  
s p e c i f i c  t a sks ,  t n e  a a v l s a r s  w l l l ,  a s  appropr ia te ,  make themselves 
a v a i l a b l e  through informal seminars o r  l e c t u r e s  t o  i n t e r e s t e d  GO1 and 
business o f f i c i a l s .  Thwe w i l l  be oppor tun i t i e s  t o  share  the  3dvisors '  
experience from a broader perspect ive  (e.g., experience i n  otner  
coun t r i e s ,  major themes i n  urban development). 

5. Training Materials .  Training mate r i a l s  developed under the  
p ro jec t  w i l l  be reproduced i n  s u f f i c i e n t  q u a n t i t i e s  s o  t h a t  t h e y  can be 
d i s t r i b u t e d  t o  i n t e r e s t e d  l o c a l  government o f f i c i a l s  who do not  d i r e c t l y  
p a r t i c i p a t e  i n  t h e  planned regional  workshops and o ther  t r a i n i n g  
oppor tun i t i e s  supported under t h e  p ro jec t .  

6. Demonstration/Pilot P ra jec t s .  Demonstration and p i l o t  
a c t i v i t i e s  a r e  intended t o  l ead  f'irectly t o  t h e  design of new GO1 
programs. Since  t h e  l e v e l  of a n a l y s i s  ana evaluat ion  required t o  design 
s p e c i f i c  programs w i l l  l i k e l y  exceed t h e  needs of a genera l  audience, 
b r i e f  r e p o r t s  docunenting t h e  p i  l o t  s t u d i e s  and h ighl ight ing  major 
n lessons  learned" w i l l  be prepared and d i s t r i b u t e d  t o  l o c a l  governments, 
u n i v e r s i t i e s ,  o t h e r  m i n i s t r i e s ,  etc. 

7. Other Donors. While t h e  main focus of dissemination 
a c t i v i t i e s  w i l l  be on domestic audiences and on t he  Policy Action Plan  
agenda, information on t h e  p r o j e c t  i t s e l f  w i l l  be of g r e a t  value t o  o the r  
dortors i n t e r e s t e d  i n  urban development. The Mission Urban Advisor w i l l  
hold informal quar t e r ly  meetings with i n t e r e s t e d  donor o f f i c i a l s  t o  
d i s c u s s  experiences and progress  i n  t h e  p ro jec t  and i n  urban development 
i n  genera l ,  and w i l l  ensure t h a t  donors a r e  rece iv ing appropr ia te  
r epor t s ,  evaluat ions ,  etc. 



Projec t  ass i s tance  f i r u m e d  by A I D  and the G O I ,  and HG Program 
investments, are  subjcct t o  audi t  by AID.  I n  ozder t o  minimize 
vulnerabi l i ty ,  the  Mission Control ler  w i l l  conduct periodic examinat ions 
of records, and a s  pa r t  of i ts  voucher exanination program, will review 
G O 1  accounting procedures am! docment a t  ion r e l a t i n g  t o  thei r d i r e c t  
pracurement financed urder t he  project .  Project  funding i s  a l s o  
avai lable  f o r  project  audi t  including host country and A I D  d i r e c t  
contracts ,  following guidel ines  from the A I D  Inspector G e m r a l l s  Office. 
This audi t  coverage w i l l  be perPoned by audi tors  through loca l  
representat ives  of U .S. ce r t  i f  i ed  public accountant f irms,  with 
ass i s tance  from the Regional Inspector General - Audit Division i n  
Manila. These services  will be procured with project  funds by A I D  d i r e c t  
contract  following direct payment procedures. In  addit ion,  A I D  may 
u t i l l z e  project  funding t o  obtain  f i nanc i a l  management t echnica l  
ass i s tance  t o  assess ,  2 3 where necessary, a s s i s t  i n  upgrading the  
f i m n c i a l  management systems of project  uni ts .  

I n  addi t ion t o  the standard condit ions precedent t o  &.I.D.'s 
guaranty o?' a disbursement, t h e  G O 1  s h a l l  prepare b report  on t he  s t a t u s  
of Policy Action Plan implementation I n  terms of be, chmarks accomplished 
and implemsnting s t eps  underway and a meeting will be held with A I D  t o  
d i scuss  thBs report .  T h i s  app l ies  only t o  the  second and subsequent 

. disbursemelnts under t he  HG loan project .  The reason f o r  t h i s  condit ion 
i s  t o  ensrrre that AID i s  PnPonned about G O 1  z t i v i t i e s  i n  implementing 
the  act ion plan and t o  help AID provide technical  ass i s tance  and t ra in ing  
support t o  the PAP implementat ion process. 

Within one year a f t e r  each disbursement o r  other  such period a s  
A I D  s h a l l  agree t o  i n  writ ing,  t he  GO1 s h a l l  account f o r  Investment 
Program expenditures by subfriitting t o  AID repor t s  ce r t i fy ing  a list of 
expenditures, a t  l e a s t  equal t o  t he  sun advanced, which have been made t o  
improve the  she l t e r  condit ions of benef ic ia r ies  with below median incomes. 

, 
The reason f o r  t h i s  condit ion is  t o  ermm t h e  timely u t i l i z a t i o n  

of Housing Guaranty loan resources i n  compliance with FAA Section 223 



I n  addi t  ion t c  general  covenants common t o  HG projcc ts, the GO1 
w i l l  be asked t o  covenant the  following concerns: 

.., protec t ion  o f  the na tura l  environment i n  a r ea s  where p ro jec t  
Investment p, take place,  

. . develqment of systems which provide f o r  operation and maintenance 
of f a c i l i t i e s  and in f ras t ruc ture  f imnced by the  pro jcc t, 

- adequate coordination an3 management of the pro jec t ,  a d  

- adequate coordination of the  proJec t wL2h the rc l a ted  a c t i v i t i e s  
of uther donors. 

I n  addi t ion t o  the  s t a d a r d  condit ions precedent t o  the  use of 
g r ~ t  funds, there  will be a condit ion precedent t o  disbursement of these 
funds requiring the  G O 1  t o  agree t c  the terms of the  Housing Guaranty 
Program Implementation Agreement before disbursements o f  t he  technical  
assistance an3 t r a i n i y  grant  w i l l  be made. This  condit ion precedent 
w i l ~  met within twelve months, unless  otherwise agreed t o  by AID i n  
wrltirg. The reason f o r  this condit ion i s  t o  ensure t h a t  the Housing 
Guaranty loan program, which the  grant i s  designed t o  support, has  been 
?greed between A i D  and the G O 1  before commitments have been made t o  th i rd  
p a r t i e s  u d e r  t he  grant. 

I n  addi t ion t o  the standard covenants applicable t o  grant  
agreements, t h e  GO1 will covemnt t o  develop a yearly inplanentation plan 
f o r  t he  p ro j ec t  which w i l l  describe the sequence of a c t i v i t i e s  t o  be 
undertaken i n  each f i s c a l  year supporting t he  overa l l  policy ac t ion  plan 
described i n  d e t a i l  i n  t he  Housing Guaranty Program Inplerentat ion 
Agxeement. Unless otherwise agreed by R.I.D., t h e  implementation plan 
for each year w i l l  be submitted t o  A.I.D. f o r  review p r i o r  t o  the  s t a r t  
aP t he  year covered by t he  plan. 



A t  tht. PLD stage, t h i s  p r o j e c t  had pol.icy refonn a s  i ts  primary 
output .  The PID-IEE r e f l e c t e d  t h i s  p ro jec ted  output .  Af ter  ANPAC 
revl.ew, A W W  d i r e c t e d  IJSAID t o  s h i f t  t h e  p r o j e c t ' s  primary output  from 
po l l cy  change t o  support  f o r  t h e  GOIts proqram of providing 
s h e l t e r - r e l a t e d  urban i n f r a s t r u c t u r e .  OespLte t h i s  change i n  focus, 
A.1'0. w i l l  n o t  be involved i n  t h e  determinat ion of  funds and types  of 
s h e l t e r - r e l a t e d  urban i n f r a s t r u c t u r e  provided by t h e  G O I ,  nor w i l l  A.I.D. 
have c o n t r o l  of the s p e c i f i c  a c t i v i t i e s  f inanced from t h i s  funding. 
A c t i v i t i e s  f inanced under the  grant  a r e  t echn ica l  a s s i s t a n c e  and t r a i n i n g  
a c t i v i t i e s ,  which w i l l  have no e f f e c t  on the phys ica l  environment. 
Accordingly, a c t i v i t i e s  t o  be c a r r i e d  ou t  over  t h e  l i f e  of t h e  p r o j e c t  
a r e  wi th in  ca tegor i e s  normally c a t e g o r i c a l l y  excluded f ran env i  ronmental 
ac t ion .  Therefore,  no change i n  the  previous IEE i s  required. (See 
Annex 16. ) 
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ANNEX 2-A 

PROJECT NO. 497-HG-001 

ANSWER Y E S N O  OR PUT PP PACE 
REFERENCES AND/OR EXPLANATIONS 

WHERE APPRWRIATE 

.. 
A. General C r i t e r i a  Under HG Statutory 

Authority 

. Section 221(a) 

W i l l  the proposed project  meet the  
following c r i t e r i a :  

1) is  intended t o  increase the  
ava i l ab i l i t y  of domestic financing by 
demonstraking t o  l oca l  entrepreneurs 
and i n s t i t u t i o n s  t ha t  providing low- 
cost  housintj is f inanc ia l ly  viable;  YES (See Pnnex 11, GC/PRE 

Memo, Issue 1 .A ,  p. 11-2) 

2) is intended t o  a s s i s t  i n  marshalling 
resources f o r  low-cost housing; YES (See Annex 11, GC/FRE 

Memo Issue 1. A, p. 11-2) 

3 supports a p i l o t  project  f o r  low- 
cos t  she l te r ,  o r  is  intended t o  have a 
maxi~nun demonstration impact on l o c a l  
i n s t i t u t i o n s  and nat ional  policy; and YES (See Annex 11, GC/fJRE 

Memo, Issue 1.A, p.11-2) 

4) is intended t o  have a long run goal 
t o  develop domestic construction 
capab i l i t i e s  and st imulate l oca l  c r e d i t  
i n s t i t u t i o n s  t o  make avai lable  domestic 
c a p i t a l  an1 other  management and 
technological resources required f o r  
e f f ec t i ve  low-cost she l t e r  programs 
and p a l i c i e s  YES (See Annex 11, GC/FRE 

Memo Issue L A ,  p. 11-21 L--- 

Section =(a) - 
W i l l  the  issuance of t h i s  guaranty cause 
the  t o t a l  face  amount of guaranties 
issued and outstanding a t  t h i s  time t o  a 

be i n  excess of $2,158,0001 NO - 



Section 222(b) 

W i l l  the proposed guaranty result i n  
a c t i v i t i e s  which emphasize: 

1) projects  providing improved home 
sites t o  poor famil ies  on which t o  
bu i ld  she l te r  and re la ted  services  NO - - 
2) projects  comprised of expandable core 
she l t e r  un i t s  on serviced s i t e s  NO 

5 )  slum upgrading pro jec t s  designed t o  
conserve iind improve ex is t ing  she l t e r  YES (See Annex 11, GC/RIE 

Memo, Issue 2, A, 0 ,  C p. 5-71 

4) she l te r  projects  fo r  low-income people 
designed f o r  demonstration or  i n s t i t u t i o n  
building YES (See Annex 11, GC!FRE 

Memo, Issue 2, A, 0, C, p. 5-71 

5 )  community f a c i l i t i e s  and services  i n  
support of p ro jec t s  authorized under 
t h i s  section t o  improve the  she l t e r  
occupied by t h e  poor? YES (See Annex 11, GC/FFtE 

Memo, Issue 2, A,  0, C, p. 5-7) 

Section 222(c) 

If the  project  requires  t he  use or 
conservation of energy, was consideration 
given t o  the  use of so la r  energy t e c h n e  
logics, where economically or  technically 
feasible?  N/A 

Section =(a) 

W i l l  A.I.D. guaranty f e e  be i n  an 
amount authorized by A o I e D o  i n  
accordance with its delegated powers? .I YES 

Is the  maximum r a t e  of i n t e r e s t  allowable 
t o  the e l i g i b l e  U.S. Investor,  a s  pres- 
cribed by the  Administrator, not more 
than one percent (1%) above the  current  
s a t e  of  i n t e r e s t  applicable t o  housj~ig 
mort ages insured by the Department of 
Hous f ng and Urban Developnent? 



Section 223(J) 

1) W i l l  Lhe proposed Hous.lng Guaranty be 
coordinated with and complementary t o  
o t h e r  development a s s f  s tanco i n  the hos t  
country? - YES -- 
2) W i l l  t he  proposed Housing Guaranty 
demonstrate the  f e a s i b i l i t y  of p a r t i c u l a r  
kinds of housing and o the r  i n s t i t u t i o n a l  
arrangements? ..- YES 

3 Is t h e  p ro jec t  designed and p1ar;ned by 
A.L.D. s o  t h a t  a t  l e a s t  n inety  percent  
(913%) of t h e  f ace  value of t h e  proposed 

9 uaranty w i l l  be f o r  housing s u i t a b l e  f o r  
milies below the median urban income f o r  

housing i n  urban a r e a s ,  i n  t h e  hos t  
country? YES (See Annex 11, GC/FRE 

Memo, I s sue  3,  p. 11-8) 
-- 

4) W i l l  t h e  issuance of t h i s  guaranty 
cause t h e  face  value of guaran t i e s  i ssued 
with respect  t o  the  hos t  country t o  exceed 
$25 ini l l ion i n  any f i s c a l  year? - NO 

5 )  W i l l  t h e  issuance o f  t h i s  guaranty 
cause t h e  average face  value of a l l  housing 
guaran t i e s  i ssued in t h i s  f i s c a l  year t o  
exceed $15 mill ion? 

Sec t ion  238(c) 

W i l l  t h e  guaranty agreement provide t h a t  
it w i l l  cover only l enders  who a r e  
" e l i g i b l e  i nvest&sl' within t he  meaning 
of t h i s  sec t ion  of t h e  s t a t u t e  
time t h e  guaranty is issued? 

8. C r i t e r i a  Under General Foreign 
Act Authority. 

Section 620/62OA 

a )  Does t h e  hos t  country meet 

- 
a t  t h e  

Assistance 

t h e  genera l  

YES 

c r i t e r i a  f o r  country e l ig ib i l i ty  under t h e  
Foreign Assistance Act a s  set f o r t h  i n  t h e  
country e l i g i b i l i t y  c h e c k l i s t  prepared a t  
t h e  beginning of each year? YES 

b) Is there any reason t o  be l i eve  t h a t  
circumstances have changed i n  t h e  hos t  

d 

country s o  that it w o u l d  now be i n e l i g i b l e  
under t h e  country s t a t u t o r y  d m k J h t ?  - NO 



Listed belcw drc s t a t u t o s y  csitcria 
app l i cab le  to  proJectr;. This s e c t  ion 
is divided i n t a  two part,s. P a r t  A inc ludes  
c r i t e r i a  app l i c sb le  t o  a l l  pro jec ts .  P a r t  
0 app l i e s  to p ro jec t s  funded from s p e c i f i c  
sources only: B(1) app l i e s  t o  a l l  p r o j e c t s  
funded with Development hsis  tance;  8(2) 
app l i e s  t o  p ro jec t s  funded from Development 
Assistance loans ;  and B ( 3 )  app l i e s  t o  

- p r o j e c t s  funded from ESF. 

CROSS REFERENCES: I S  COUNTRY CHECKLIST 
W TO DATE? HAS STANIARD ITEM CHECKLIST 

- BEEN REVIEWED FOR THIS PROJECT? 

A. GENERAL CRITERIA FOR PROJECT 

. FY 1988 Continuing Resolution 
Sec. 523; I-AA Sec. 634A. Describe how 
au thor iza t ion  and appropr ia t ions  commit- 
t ees  of Senate and House have been or 
w i l l  be n o t i f i e d  concerning t h e  p r o ~ e c t .  

2. FAA Sec . 611 ( a )  (1). P r i o r  t o  ob l iga t ion  
i n  excess of  $500,000, w i l l  there be 
(a )  engineering,  f i n a n c i a l  o r  o the r  plans 
necessary t o  ca r ry  out  t h e  a s s i s t a n c e  and 
(b) a reasonably f irm es t ima te  of the cos t  
t o  t h e  U.S. of t h e  a s s i s t ance?  

3. FAA Sec. 6 l l ( a ) ( Z ) .  I f  l e g i s l a t i v e  a c t i o n  
is  requi red  within-recipient country,  what 
is  bas i s  f o r  reasonable- expecta t ion-  t h a t  - such a c t i o n  w i l l  be completed i n  time t o  
permit o rde r ly  accomplishment of purpose 

= of t h e  a s s i s t ance?  

4. FAA Sec. 611 (b) ; FY 1988 Continuinq 
R ~ s o ] ! J ~ ~ o ~  Sec. 5QL. I f  p r o j e c t  is f o r  
water o r  water-rela ted l a n d  resource  
cons t ruct ion ,  have benef i t s  and c o s t s  
been computed t o  the  ex ten t  p r a c t i c a b l e  
i n  accordance with t h e  p r i n c i p l e s ,  
s tandards  , and procedures e s t a b l i s h e d  
pursuant t o  t h e  Water Resources Planning 
Act (42 U.S.C. 1962, ex se .)? (See A I D  
Handbook 3 f o r  guidel?%+ 

YES 

A Cb has been prepared. Obligat ion 
w i l l  occur following exp i ra t ion  of 
t h e  Congressionai n o t i f i c a t i o n  
period without object ion.  

( a )  YES 

(b)  YES 

No f u r t h e r  l e g i s l a t i v e  a c t i o n  is 
required.  



F A A  Sec . 61.1 (PI. If prqjnct, i.s c f 1 
1C)--C XB taneo (o .g. , cons tn~ct* i cm) , mrj 

t o t a l  IJ.S, assistance for it w i l l  excei?d $1 
rnfilion, has Mission Director car t  lfilcd drld 
Regional Assis t an t  Adminis tra to r  taken in t o  
consideration the country Is capabi l i ty  t o  
maintain and utilize t h e  project  a f fec t ive ly?  

FAA Sec. 209. Is pra jec t  suscept ible  t o  
execution as" par t  of regional or 
mul t i l a te ra l  project?  1f so ,  why is 
project  not so  executed? Inform3tion and 
conclusion whether a s s l s  tance w i l l  
encourage regional development programs. 

FAA Sec. 601 (a ) .  Information and 
conclusions on whether projects  w i l l  
encourage e f f o r t s  of' t h e  country to: 
( a )  increase tne  flow of in ternat ional  
t rade;  (b) fo s t e r  p r iva te  i n i t i a t i v e  and 
competition; and (c ) encourage development 
and use of cooperatives, c r ed i t  
union%, and savings and loan associat ions* 
(dl discourage mnopol is  t i c  pract ices  ; (el 
improve technical  e f f ic iency  of industry,  
agr icu l tu re  and commerce; and 
( f  ) strengthen f'rce labor  unions. 

FAA Sec . 601 (b 1. I n f o r m  t ion  and 
cwiclusions on how project  w i l l  encourage 
U.S. p r ivz te  t rade and investment abroad 
and encourage pr iva te  U.S. par t i c ipa t ion  
i n  foreign ass is tance programs (including 
Me of p r iva te  t rade channels and t h e  
se rv ices  of U.S. pr iva te  enterpr ise) .  

extent  possible,  the country is 
contr ibut ing l o c a l  currencies t o  mt the 
c o s t  of contractual  and other  services ,  
and foreign currencies owned by t h e  U S .  
a r e  u t i l i z e d  in l i e u  of dollars.  

FAA Sec. 612(d). Does t he  U.S. own excess 
foreign currency of t he  country and, i f  
so, what arrangements have been made f o r  
its release? 

FY 1988 Continuing Resolution Sec. 522. 
@an) 

The fur ther  development of Indone- 
s i a  Is municipal finance s y s  tern 
w i l l  f o s t e r  pr ivate  i n i t i a t i v e  
and competition as th@ pr iva te  
s ec to r  becomes more involved i n  
t h e  financing of urban services .  
Pr iva te  financing of municipal 
i n f r a s t ruc tu re  and se rv ices  should 
a l s o  have a pos i t ive  impact on 
(a ) ,  (c), (dl  and (e l .  ( f )  N/A. 

The project  w i l l  f inance long- and 
short-term technical ass i s tance  
and t ra in ing  from t h e  W t e d  
States .  

The GO1 w i l l  provide t he  equiva- 
l e n t  of $la ,800,000 f o r  t h e  proj- 
e c t ;  $l.8 mill ion f o r  l o c a l  tech- 
n i c d  ass is tance and t ra in ing ;  and 
$lo0 U l i o n  fo r  urban inbrasitruc- 
t u r e  benefit ing t he  urban poor. 

commodity f o r  export, is the comrodity 
- 



J 2. F'Y 198.8 Continuinq Resolution - Sec 552,  rs i n t e r p r e t e d  by conference r e c ) x .  
I f  a s s i s t a n c e  is fo r  a g r i c u l t u r a l  
development a c t i v i t i e s  ( s p e c i f i c a l l y ,  any 
t e s t i n g  o r  breeding f e a s i b i l i t y  s tudy,  
v a r i e t y  improvement or in t roduct ion ,  
consultancy,  pub l i ca t ion ,  conference, o r  
t r a i n i n g ) ,  a r e  such a c t i v i t i e s  
( a  ) s p e c i f i c a l l y  and p r i n c i p a l l y  designed 
t o  inc rease  a g r i c u l t u r a l  expor ts  by t h e  
hos t  country t o  a country o the r  than the  
United S t a t e s ,  where the  export  would lead N/A 
t o  direct competition i n  t h a t  t h i r d  
country wi th  exports  of a s i m i l a r  cormodity 
grown o r  produced i n  tne  United S t a t % ,  and 
can the a c t i v i t i e s  reasonably be expected 
t o  cause s u b s t a n t i a l  inljury t o  U.S. export- 
ers of a s i m i l a r  a g r i c u l t u r a l  commodity; 
o r  (b)  i n  support  of research  t h a t  is i n -  
tended primari ly t o  b e n e f i t  U.S. producers? 

13. FY 1988 Continuing Resolution Sec. 553. 
W i l l  the a s s i s t a n c e  (exceot f o r  DroGrams 
i n  Caribbean Basin ~ n i t i a t i v e  cobntGies 
under U S .  Tar i f f  Schedule: Sect ion  807," 
which al lows reduced t a r i f f s  on a r t i c l e s  
assembled abroad from U.S.-made components) 
be used d i r e c t l y  t o  procure f e a s i b i l i t y  
s t u d i e s  , p r e f e a s i b i l i t y  s t u d i e s  , o r  p ro jec t  
p r o f i l e s  o f  p o t e n t i a l  investment i n ,  o r  t o  
a s s i s t  the establishment of f a c i l i t i e s  
s p e c i f i c a l l y  designed f o r ,  the  manufacture 
f o r  export  t o  t h e  l h i t e d  S t a t e s  o r  t o  t h i r d  
country markets i n  direct competition with 
U.S. expor ts ,  o f  t e x t i l e s ,  appare l ,  
footwear, handbags, f l a t  goods (such a s  
w a l l e t s  o f  coin purses worn on t h e  person), 
wark gJ.oves o r  l e a t h e r  wearing apparel? NO 

14. FAA 118(c).  Ooes t h e  a s s i s t a n c e  comply 
wi th  t h e  environmental procedures set 
f o r t h  i n  A . I . 0 ,  Regulation 1 6 1  Does t h e  YES. See Annex 16. 
a s s i s t a n c e  p lace  a high p r i o r i t y  on 
conservation and s u s t a i n a b l e  management 
of t r o p i c a l  f o r e s t s ?  S p e c i f i c a l l y ,  does 



t t w  ar;r.lst,lrit P ,  t o  rtlc f ~ r l  lwl w t c v i t  
fed4 it11.r:: ( < a )  r i  t KE.G t lv i ~ r q ~ o r  t ;I~N P r ) f  
c c ) r ~ c ~ x w i r l u  ,~r , t f  q ~ ~ s t d i r i a t ~ l y  rncv~,~qinq f r l t r ~ t  
rmuuxces; ( 1 ) )  s ~ ~ p p o r t  ~ t i v i t i e ?  w t i i t l ~  
o f f e r  ernployrn~r~t and income a1 t errla t i vcs 
t o  those who otherwise would cause 
destn-rctlon and loss af f o r e s t s ,  a r d  tlej p 
coun t r i e s  iden t i fy  avrl implement 
a l t e r n a t i v e s  t o  coloni.zing forested areas;  
( c )  support  t.rainfng programs, educat ioc:$: 
e f f o r t s ,  and the establishment or  
s t r eng then i r~g  of ins t f t u t ions  t o  improve 
f o r e s t  management; (d) help  end 
d e s t r u c t i v e  slash-and-tsurn agricei l ture by 
support ing s t a b l e  and p r o d w t i t l e  farming 
p r a c t i c e s  ; (el help  conserve f o r e s t s  which 
have not yet been degraded, by helping t o  
inc rease  proouction on lands  a l ready 
c lea red  or degraded ; ( f )  conserve 
fo res ted  watersheds and r e h a b i l i t a t e  those 
which have been defores ted;  (9) support  
t r a i n i n g ,  research,  and o the r  ac t ions  
which l e a d  t o  s u s t a i n a b l e  and more 
environmentally sound p rac t i ces  fo r  timber 
harves t ing ,  removal, and processing; 
(h) support  research  t o  expand knowledge o f  
t r o p i c a l  f o r e s t s  and i d e n t i f y  a l t e r n a t i v e s  
which w i l l  prevent f o r e s t  des t ruc t ion ,  
l o s s ,  o r  degradation;  ( i )  conserve 
b io log ica l  d i v e r s i t y  i n  f o r e s t  a reas  by 
support ing e f f o r t s  t o  i d e n t i f y ,  e s t a t l i s h ,  
and maintain a r ep resen ta t ive  network of 
protec ted  t r o p i c a l  f o r e s t  ecosystems on a 
worldwide b a s i s ,  by making t h e  
establishment of protec ted  a reas  a 
condi t ion  of support f o r  a c t i v i t i e s  
irlvolving f a r e s f  c learance  o r  degradation,  
and by helping t o  i d e n t i f y  t r o + i c a l  f o r e s t  
ecosystems and spec ies  i n  need of  
p ro tec t ion  a r , j  e s t a b l i s h  and maintair, 
appropr ia t e  protec ted  a r e a s  ; (j ) seek t o  
inc rease  t h e  awareness of  U.S. government 
agencies and o t h e r  donors of t h e  immediate 
and long-term v a l u e  of t r o p i c a l  f o r e s t s ;  
and (k) u t i l i z e  the resources and a b i l i t i e s  
d' a l l  re levant  U.S. government agencies? 

16. FAA Sec. 119(g)(4)-(6). W i l l  t h e  
a s s i s t a n c e  (a )  support  t r a i n i n g  and 
education e f f o r t s  which improve the  
capaci ty  of r e c i p i e n t  coun t r i e s  t o  prevent 
l o s s  of  biologls a 1  d i v e r s i t y ;  (b) be 



yrov i r k r l  ctr~tlf!r l urq-t ttrm trqrtlcr~ic;r~t i r i  w11 i ( * t i  
t.lw rwi l~ ie r~ t ,  c:ct~ritr.y ~tc_lrrr!t; tu ( ~ t r ~ t o r . t  
ecnsystcm; or nthm w I 1 1 J l  i f e  t~~h i tc l t , r ; ;  
( c )  sc~ppor t e f  f o r t s  t o  ldur~t. 1 f y ~ r l d  sl.rvley 

ecosys terns In r e c i p i e n t  couritrf c:s worthy o f  
pro tec t ion ;  or (d) by m y  d i r e c t  o r  
ind l rec  t rneenr; s i g n  if i c a n t l  y degrade 
na t iona l  parks o r  s i m i l a r  protec ted  a reas  
or introduce cwt LC p l a n t s  o r  animals i n t o  
s i ~ c h  areas? 

17. FAA 121(d) .  If a 2 n e l  pzo jec t ,  has a 
Tfetermination been made t h a t  tho host 
government has an adeq ::~tr sys tem fo r  
acccunting f o r  and tor 1jLling r e c e i p t  and 
expenditure of proJec t i unds ( e i t h e r  
d o l l a r s  o r  l o c a l  currency generated 
therefram) "r 

8. FUNDING CRITERIA FOR PROJECT 

7 . Development ~ s s i s  tance Pro jec t  C r i t e r i a  

3. FAA Sec. 102(5,,  111, 113, 281(a) .  
b e s c r i b e  ex ten t  t o  which a c t i v i t y  w i l l  
( a )  e f f e c t i v e l y  involve the  poor i n  (a )  The poor w i l l  bene f i t  from t h r .  
jevelopment by e x t w d i n g  access  t o  economy project1!; goal of improving t h e  
a t  l o c a l  l e v e l ,  increas ing Labor-intensive s h e l t e r  condi t ions  o i  the urban 
productlon and t h e  use of appropr ia te  poor by f a c i l i t a t i n g  the  de l ive ry  
technology, d ispers ing  investment from of a f fo rdab le  l o c a l ,  s h e l t e r -  
ci t ies t o  small  towns and r u r a l  a r e a s ,  r e l a t e d  i n f r a s t r u c t u r e .  
and insur ing  wide p a r t i c i p a t i o n  of t h e  
poor i n  t h e  benef i t s  of development on a 
sus ta ined  bas i s ,  using the appropr ia te  U.S. 
i n s t i t u t i o n s  ; (b) help develop (b)  N / A  
cooperat ives,  e s p e c i a l l y  by technica l  
a s s i s t a n c e ,  t o  a s s i s t  r u r a l  and urban poor 
t o  he lp  themselves toward better l i f e ,  and 
o t  henvise encourage democratic p r i v a t e  and 
l o c a l  govexmental i n s t i t u t i o n s  ; 
(c) support  t h e  se l f -he lp  e f f o r t s  of 
developing coun t r i e s  ; (d ) promote t h e  
p a r t i c i p a t i o n  of women 1r t h e  na t ional  
economies o f  developing coun t r i e s  and t h e  
improvem t a? women's s t a t u s ;  and 
(el uti: L E  and encourage regional  ( e )  N/A 
coopt: ' icn Sy developing coun t r i e s3  

(c) N/A 
(dl  See Section 9.3. 

b. FPA - - Ses. 103, 103A, 104, 105, 106, 120-21. - 
13.6: t h e  p r ~ j e c t  f i t  the c r i t e r i a  f o r  the  The p r o j e c t  f u l l y  mects t h e  
' , 3 f  funds ( funct ional  account) being c r i t e r i a  f o r  FAA Section 106. 

L , 4 



c ,  F'AA Soc. 107. ts emphasis p.l.accxl on 1r:;c o f  
~ D t ' t c c h n o l . c ~ g Y  ( re l a t  ivc1.y smid  Lnr, 
cast-saving,  labor-using tcchnnloy Lc.; t h a t  
a r e  genera l ly  meet appropr ia t e  f o r  tho 
small  f a r m ,  small  bus inesses ,  and small N/A 
inzomes of tae poor)? 

d ,  FAA Sgc. 110, lZ4(6). Will the r e c i p i e n t  
country provide a t  l e a s t  25 percent  of t h e  
c o s t s  of '  the progLam, p r o j e c t ,  or a c t i v i t y  
w i t h  r e spec t  t o  which t h e  a s s i s t a n c e  is to 
be furnished (o r  is t h e  l a t t e r  cos t -shar ing  
requirement being waived f o r  a " r e l a t i v e l y  
l e a s t  developedv coun t ry ) ? Y €5 

e. FAA Sec. l?$(b). I f  she a c t i v i t y  a t tempts  
'€0 inc rease  fi i n s t i t u t i o n a l  c a p a b i l i t i e s  
of  p r i v a t e  organiza t inns  o r  t h e  government 
of  t h e  country,  o r  if i t  a t tempts  t o  
s t i m u l a t e  s c i e n t i f i c  and technological  
r e sea rch ,  has i t  been aesigned and w i l l  i t  
be monitored t o  ensure  t n a t  the  u l t ima te  
b e n e f i c i a r i e s  a r e  t h e  poor majori ty? YES 

f .  FAA Sec. 281 (b ) .  Oescribe ex ten t  t o  which 
program recognizes t h e  p a r t i c u l a r  needs, 
desires, and c a p a c i t i e s  of t h e  people of 
t h e  country; u t i l i z e s  t h e  country 's  
i n t e l l e c t u a l  resources t o  encourage 
i n s t i t u t i o n a l  development; and supports  
c i v i l  education and t r a i n i n g  i n  skills 
required  f o r  e f f e c t i v e  p a r t i c i p a t i o n  i n  
governmental processes e s s e n t i a l  t o  
self-government . 

The p r o j e c t  is based on s i x  years  
of a n a l y t i c a l  work i n  t h e  munici- 
p a l  f inance  ana urban s e r v i c e s  and 
i n f r a s t r u c t u r e  s e c t o r s ,  which ex- 
plored means of a s s i s t i n g  t h e  
GO1 i n  f u r t h e r  developing its muni- 
c i p a l  f inance  system by expanding 
and enhancing t h e  management of its 
f i c a n c i a l  resources.  The p r o j e c t  
bu i lds  upon t h e  ex tens ive  work t o  
d a t e  of t h e  GO1 i n  implementing its - 
urban pol icy  agenda. 

w g. FY 1988 Cont indnq  Resolution Sec. 538. 
Are any of  t h e  funds t o  be  used f o r  t h e  
performance of  abor t ions  as a method of' 
family planning cr t o  motivate or  coerce  
any persoc t o  p r a c t i c e  abor t ions?  NO 

Are any of  the funds t o  be wed t o  pay f o r  
t h e  performance of  involuntary  
s t e r i l i z a t i o n  as a method of family 
planning or t o  coerce  o r  provide any 
f i n a n c i a l  incen t ive  t o  any person t o  under 
go s t e r i l i z a t i o n s ?  

fire any of t h e  funds t o  be  wed t o  pay f o r  
any biomedical research  which r e l a t e s ,  i n  
whale or i n  p a r t ,  t o  methods o f ,  o r  t h e  
perfomnce of, a b o r t i ~ s  o r  involuntary  



any organi:ation o r  program which has been 
determined t o  support  ur p a r t i c i p a t e  i n  the 
management of a program of coercive 
abor t ion  or  involuntary s t e r i l i z a t i a r i i '  

I f  a s s i s t a n c e  is from t h e  population 
funct ional  account,  a r e  any of t h e  funds 
t o  be made a v a i l a b l e  to voluntary family 
planning p ro jec t s  which do not o f f e r ,  
e i t h e r  d i r e c t l y  o r  through r e f e r r a l  t,o o r  
information about access t o ,  a braad range 
of family planning methods and se rv ices?  

i. FAASec. 601(e).  Will the  p r o j e c t  u t i l i z e  
competi t ive s e l e c t i o n  procedures fo r  the  
awarding of c o n t r a c t s ,  except where 
app l i cab le  procurement r u l e s  allow o the r s?  YES 

FY 1988 Continuing Resolution. H o w  much 
of t he  funds w i l l  be a v a i l a b l e  only fo r  
a c t i v i t i e s  of economically and s o c i a l l y  
disadvantaged enterprise; ,  h i s t o r i c a l l y  
black col leges  and u n i v e r s i t i e s ,  and 
p r i v a t e  and voluntary organiza t ions  which 
a r e  con t ro l l ed  by ind iv idua l s  who a r e  black 
Americans, Hispanic Americans, o r  Native 
Americans, or who a r e  economically o r  
s o c i a l l y  disadvantaged ( including women)? 

k. FAA Sec. 118(c)(13). I f  t h e  a s s i s t a n c e  
w i l l  support  a program o r  p ro jec t  
s i g n i f i c a n t l y  a f f e c t i n g  t r o p i c a l  f o r e s t s  
inc luding p ro jec t s  involving the  p lan t ing  
of e x o t i c  plan s p e c i e s ) ,  w i l l  t he  program 
or p ro jec t  (a)  be based upon c a r e f u l  
a n a l y s i s  of t h e  a l t e r n a t i v e s  a v a i l a b l e  t o  
achieve the  b e s t  s u s t a i n a b l e  use of t h e  
land,  and (b) t ake  f u l l  account of t h e  
e n v i r o m e n t a l  impacts o f  t h e  proposed 
a c t i v i t i e s  cn b io log ica l  d i v e r s i t y ?  

1. - FAA Sec. 118(c)  (14). W i l l  a s s i s t a n c e  be 
used f o r  (a)  t h e  procurement o r  use ctf 
lcgging equipment', unless  an environmental 
assessment i n d i c a t e s  t h a t  a l l  timber 
harves t ing  opera t ions  involved w i l l  be 
conducted i n  an environmentally sound 

It is an t i c ipa ted  t h a t  a s i g n i f i -  
cant  por t ion  of the  s e r v l c e s  provi- 
ded under t h e  umbrella c o n t r a c t s  
can be provided by 8A f irms o r  h i s -  
t o r i c a l l y  black co l l eges  and uni- 
v e r s i t i e s  and t h e i r  use a s  subcon-, 
t r a c t o r s  w i l l  be encouraged during 
t h e  procurement process,  



manrwr d i d  ttrilt: t t i ~  F ) x ' ( I ~ o s ~ ( ~  act .  i v i  t y  
will f)rritJucr: (IW, i t. ive (?coriomic bcnef' i t:, 
~ ~ r i r l  SLJS t i ]  lriablo f'orcs t rnilni~(jr:rnc~r~t r; y; t . c m  ; 
or (b)  ac t ions  wtricti s ign1  F Lcar~tly rfoyracln 
national. park:; r J r  s i m i l a r  protec ted  areas 
which conta in  t r ~ ~ p i c a l  f o r a  ts, o r  
introduce exot l c  p l a n t s  o r  animals i n t o  
such a reas?  

m,  FAA Sec. 118(c ) ( l f i ) .  h i 1 1  a s s i s t a n c e  be 
used f o r  ( a )  a c t i v i t i e s  which would r e s u l t  
i n  t h e  conversion of f o r e s t  lands t o  the 
r e a r i n g  of l ives tock ;  (b )  the  
cons t ruct ion ,  upgrading, o r  maintenance o r  
roads ( including temporary haul roads f o r  
logging o r  o ther  e x t r a c t i v e  i n d u s t r i e s )  
which pass through r e l a t i v e l y  undegraded 
f o r e s t  l ands ;  (c)  the co lon iza t ion  of 
f o r e s t  lands ;  o r  (d)  t h e  cons t ruct ion  of 
dams o r  o the r  water con t ro l  s t r u c t u r e s  
which f lood r e l a t i v e l y  undegraded f o r e s t  
l ands ,  unless with respect  t o  each such 
a c t i v i t y  an environmental assessment 
i n d i c a t e s  t h a t  t h e  a c t i v i t v  w i l l  con t r ibu te  
s i g n i f i c a n t l y  and d i r e c t l y a  t o  improving 
t h e  l ive l ihood  of the  r u r a l  poor and w i l l  
be conducted i n  an environmentally sound 
manner which supports  s u s t a i n a b l e  
development? 

2. Develo ment Assistance P r o j e c t  C r i t e r i a  
d i v l  

a ,  FAA Sec, 122(b).  Information and 
conclusion on capaci ty  of t h e  country t o  
repay t h e  loan,  a t  a reasonable r a t e  of 
I n t e r e s t .  

be FAA Sec. 620(d). I f  a s s i s t a n c e  is f o r  any 
productive e n t e r p r i s e  which w i l l  comoete 
with U.S. e n t e r p r i s e s ,  is there an 

' 

agreement by t h e  r e c i p i e n t  co~ ln t ry  t o  
prevent export  t o  t h e  U,S. of more than 
20 percent  of t h e  e n t e r p r i s e ' s  annual 
production during t h e  l i f e  of t h e  loan,  o r  
has t h e  requirement t o  e n t e r  i n t o  such an 
agreement been waived by t h e  Pres ident  
because of a na t iona l  s e c u r i t y  i n t e r e s t ?  



c. FY J48R Continuinn Hesolution. 
If f o r m a  Loan t o  p r l v a t c  stxtor 
i n s t l t ~ ~ t i o n  from funds made available t u  
c a r r y  ou t  the provisions o f  FAA Sectionr; 
103 through 106, w i l l  l oan  be provided, t o  
the! ma~imum e x t e n t  p r a c t i c a b l e ,  a t  o r  near 
t h e  p r e v a i l i n g  i n t e r e s t  r a t e  paid on 
Treasury ob l iga t ions  of s i m i l a r  matur i ty  
a t  t h e  time of o b l i g a t i n g  such funds? 

d.  - FAA Sec. 12%(b).  Does t he  a c t i v i t y  g ive  
reasonable ~rornise of a s s i s t i n a  lonq-range 
plans and programs d?signed to-deveiop - N/A 
economi c resources and inc rease  productive 
c a p a c i t i e s ?  

3. Economic Support Fund Pro jec t  C r i t e r i a  - This  p ro jec t  is not ESF-funded. 

a. FAA Sec. 531(a) .  Will t h i s  a s s i s t a n c e  
promote economic and p o l i t i c a l  s t a b i l i t y ?  
TO t h e  maximum ex ten t .  f e a s i b l e ,  is  this^ 
a s s i s t a n c e  c o n s i s t e n t  with t h e  pol icy  
d i r e c t i o n s ,  p u r p o s ~ s  , and pragrams of Pa r t  
I of t h e  FAA? 

b e  FAA Sec. 53l(e). W i l l  t h i s  a s s i s t a n c e  be 
used f o r  m i l i t a r y  o r  pa rami l i t a ry  purposes? N/A 

c. ISDCA of  1985 Sec. 207. W i l l  ESF f m d s  be 
used t o  f inance  t h e  cons t ruc t ion ,  opera t ion  
o r  maintenance o f ,  o r  t h e  supplying of fue l  
f o r ,  a nuclear  f a c i l i t y ?  I f  s o ,  has t h e  N/A 
Pres ident  c e r t i f i e d  t h a t  such country is  a 
pa r ty  t o  t h e  Treaty on t h e  Non-Prolifzration 
of Nuclear Weapons o r  t h e  Treaty f o r  t h e  
P roh ib i t ion  of Nuclear Weapons i n  La t i n  
America ( t h e  "Treaty of Tla te lo lco")  , 
cooperates  f u l l y  with t h e  IAEA, and pursues 
non-prol i fera t ion  p o l i c i e s  c o n s i s t e n t  with 
those  of t h e  United S t a t e s ?  

d. FAA Sec. 609.. If 'commodities a r e  t o  be 
granted s o  t h a t  sale proceeds w i l l  accrue  
t o  t h e  r e c i p i e n t  country,  have Specia l  
Account (counterpar t )  arrangements been 
made? 



ANNEX 2-C 

STANDARD ITEN CHECXLLST ....I***- 

Listed below are the s t a t u t o r y  Ltcms which normaJ.ly 
w i l l  be covured rou t ine ly  in ttioc;c provll;ionr; o f  dn 
a s s i s t a n c e  agreement deal ing  with its implemcntatton, 
o r  covered i n  t h e  agreement by imposing limits on 
c e r t a i n  uses of funds. 

These items a r e  arranged under the general heaaings 
of ( A )  Procurement, (8) Construct ion,  and (C) Ottrer 
Res t r i c t ions .  

FAA Sec. 602(a).  Are there arrangements t o  
permit U.S. small  business t o  p a r t i c i p a t e  
equ i t ab ly  i n  t h e  furnishing of  commodi,., zi 

and s e r v i c e s  financed? YES 

FAA Sec. 604(a). Will a l l  procurement be 
irom t h e  U.S. except a s  otherwise 
determined by t h e  Pres ident  o r  under 
de legat ion  from him? YES 

FAA ;ec. 604(d). I f  t h e  cooperating 
country d i sc r imina tes  a g a i n s t  marine 
insurance companies author ized  t o  ao Indonesia does not s o  d i sc r imina te  
business i n  t h e  U.S., w i l l  commodities be aga ins t  U.S. marine insure r s .  
insured  i n  t h e  United S t a t e s  aga ins t  marine 
risk with such a company3 

FAA Sec. 604(e); ISDCA of 1980 
Sec. 705(a). If non4.S. procurement of 
a g r i c u l t u r a l  commodLty o r  product thereof 
is t o  be financed, is t h e r e  provision 
a g a i n s t  such procurement when t h e  domes t i c  
p r i c e  of such commodity is less than p a r i t y  
(Exception where commodity financed could 
not  reasonably be procureo i n  U.S.). 

FAA Sec. 604 (q) W i l l  cons t ruct ion  o r  
engineering s e r v i c e s  be procured from f i rms N/A 
of  advanced developing coun t r i e s  which a r e  
otherwise e l i g i b l e  under Code 941 and which 
have a t t a i n e d  a compet i t ive  c a p a b i l i t y  i n  
i n t e r n a t i o n a l  markets i n  one of  these  
a reas?  (Exception f o r  those  coun t r i e s  
which rece ive  direct economic a s s i s t a n c e  
under t h e  FAA and permit United S t a t e s  
forms to  compete f o r  cons t ruct ion  o r  
engineering s e r v i c e s  financed from 
a s s i s t a n c e  programs of  these  ccun t r i e s  . ) 



s e c t  ion 901 (b) UP the! Merchant Marine k t :  
of 1936, as amended, that at Laast YO 
percent cf the gross tonnage of commodities 
(cornputad separate ly  Par dry bulk c a r r i e r s ,  
dry cargo l i n e r s ,  and tankers) flnanced 
s h a l l  be transported on pr iva te ly  owned 
U.S. ?lag commercial vessels  t o  the extent 
such vessels a r e  ava i lab le  a t  f a i r  and 
reasonable r a t e s?  

FAA See, 62l (a ) .  If technical  ass is tance 
is financed, wm such ass i s tance  be 
furnished by ptiwate en t e rp r i s e  on a 
cont rac t  basis t o  the  f u l l e s t  extent 
pract icable?  W i i l  t h e  f a c i l i t i e s  and 
resources of other Federal agencies be 
u t i l i z e d ,  when t h e y  a r e  pa r t i cu l a r ly  
su i t ab l e ,  not competitive with pzivate 
en t e rp r i s e ,  and made ava i lab le  without 
undue interference w i t h  domestic programs? 

Internat ional  Air Transportation Fa i r  
b m p e t i t i v e  Pract ices  Act, 1974. If a i r  
t ransporta t ion of persons o r  cxoperty is 
financed on grant bas i s ,  w i l l '  U. S. c a r r i e r s  
be w e d  t o  the extent such se rv ice  is 
ava i lab le?  

FY 1988 Continuing Resolution 
See. XJ4. Lf t he  U.5. Government is a 
party t o  a contract  f o r  procurement, does 
the  contract  contain a provision 
authorizing termination of such contract  
f o r  t he  convenience of t h e  United S ta tes?  

FY 1988 Continuing Resolution 
Sec. 524. I f  ass is tance is f o r  consulting 
s e rv i ce th rough  procurement contract  
pursuant t o  5 U.S.C. 3109, a r e  contract  
expenditures a matte1 of publ ic  record and 
ava i lab le  fo r  public inspect ion (unless 
otherwise provided by law o r  Executive 
order)  ? 

B . CONSTRUCTION 

1. FAA Sec. 601(d). I f  c a p i t a l  (y, 
construction! project ,  w i l l  U. . 
engineering and professional services  be 
used? 

2. FAA Sec. 611(c). I f  contracts  fo r  
c o ~ t r u c t i o n  a r e  to be financed, w f f l  they 
be let on a comoetitive basis  to maximum ' 

YES 

YES 

A l l  A.I.D. d i r e c t  contracts  w i l l  
so  provide. 

YES. Any such expenditures will be 
SO avai lable .  



5 .  fi'AA Sec. 620(k). L T  for construr:tion U P  -- 
p r o ~ u c t ~ c - ~ r  i s ~ ,  w i l  L aggrugu t u  valuc 
of assir;+.ance t o  be furnished by the 1J.S. 
not exceed $LOCI ml,lllon (except for 
prodwctlve e n t e r p r i s e s  i n  Egypt t h a t  were 
described i n  the  CP), o r  does a s s i s t a n c e  
have the express approval of Congress? 

OTHER RESTRICTIONS - 
1, FAA Sec, 122(b). I f  development l o a n  

repayable i n  d o l l a r s ,  is i n t e r e s t  r a t e  a t  
l e a s t  2 percent  per  annum during a grace 
period which is not t o  exceed t e n  yea r s ,  
and a t  l e a s t  3 percent per  annum 
t h e r e a f t e r ?  

C 

2. FAA Sec. 301(d). I f  fund is es tab l i shed  
s o l e l y  by U.S. contributions and 
administered by an i n t e r n a t i o n a l  
o rgan iza t ion ,  does Comptroller General 
have a u d i t  rights? N/A 

3. FAA Sec. 62O(h). Do arrangements e x i s t  t o  
i n s u r e  t h a t  United S t a t e s  fore ign a i d  1s 
not  used i n  a manner which, cont rary  t o  the  
b e s t  i n t e r e s t s  of t h e  United S t a t e s ,  
promotes o r  a s s i s t s  the fo re ign  a i d  
p r o j e c t s  o r  a c t i v i t i e s  of t h e  
Comunist-bloc countr ies?  

4. H i l l  arrangements preclude use of Financing: 

a. FAA Sec. 1 0 4 ( f ) ;  FY 1988 Continuingc 
Resolut ion Secs. 525, 538. (1) To pay f o r  
~e r fo rmance  of  abor t ions  a s  a method of 

(1) YES 

family planning o r  t o  motivate o r  coerce  
persons t o  p r a c t i c e  abor t ions ;  ( 2 )  t o  pay (2) YES 
f o r  performance of involuntary 
s t e r i l i z a t i o n  a s  method of family planning, 
o r  t o  coerce .o r  provide f i n a n c i a l  incen t ive  
t o  any person t o  undergo s t e r i l i z a t i o n ;  
(3) t o  pay f o r  any biomedical research  3 YES 
which r e l a t e s ,  i n  whole o r  p a r t ,  t o  methods 
o r  t h e  performance c i  abor t ions  o r  
involuntary  s t e r t l i t a t i o t k s  a s  a means of 
family planning; o r  (4) t o  lobby f o r  (4)  YES 
abor t ion?  

b. FAA Sec. 483. Tt\ make reimbctrsements, i n  
t h e  form of cash payments, t o  persons whose YES 
i l l i c i t  drug crops a r e  eradica ted?  



C .  M S e c .  =\, Tu cnrnperrwte owners for 
exprapr iatetl ol-nat Ionad Lzed pruper t y , 
axcopt t o  compensa t;e fort.  iyn ria t inrieLs i n  
accordance w i t h  a land reform proyrurn 
c s r t i f  Led by t h e  Pres ident?  

d. FAA Sec. 660. To provide t r a i n i n g  advlce ,  
o r  any f i n a n c i a l  support  f o r  po l i ce ,  
pr isons ,  o r  o the r  law enforcemer~t fo rces ,  
except f o r  n a r c o t i c s  programs? 

e. FAA Sec. 662. - For C I A  a c t i v i t i e s ?  

f. FAA Sec. 636( i ) .  For purchase, s a l e ,  
long-term l e a s e ,  exchange o r  guaranty of 
t h e  s a l e  of motcr *,chicles manufactured 
ou t s ide  U.S., unless  a waiver j.s obtained? 

g. FY 1988 Continuing Resolution Sec. 503. 
To pay pensions, a n n u i t i e s ,  re t i rement  pay, 

YES 

YES 

YES 
o r  adjus ted  s e r v i c e  compensation f o r  
m i l i t a r y  personnel? 

h. FY 1988 Continuing Resolut ion Sec. 505. YES 
70 pay U.N. assessments, a r rearages  o r  dues2 

i. FY 1988 Continuing Resolution Sec. 506. 
70 ca r ry  out  provis ions  of FAA s e c t i o n  
209(d) i t r a n s t e r  of FAA funds t o  
mu1 t i l a t e r a l  organiza t ions  f o r  l e r d n g ) ?  

j. FY 1988 Continuinq Resolution Sec. 510. 
To f inance  t h e  e x ~ o r t  of nuclear  e a u i 6 e n t .  . . 
f u e l  , o r  technology? 

k. FY 1988 Continuing Resolution Sec. 511. 
For  the purpose of a id ing  t h e  e f f o r t s  of 
t h e  government of  such country t o  repress  
t h e  l e g i t i m a t e  r i g h t s  of t h e  ~ a p u l a t i o n  of 
such country cont rary  t o  t h e  U ~ t v e r s a l  
Declarat ion of  Human Rights? 

1. FY 1988 Continuing Resolut ion Sec. 516. 
70 be used f o r  p u b l i c i t y  o r  propaganda 
purposes withir.' U.S. n o i  autho&!ed by 
Congress ? 

YES 

YES 

YES 

YES 
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Mr. David N. Marrlll 
t Dired tor 

Agsncy f ~ r  Iaterantionnl Development 
AmsirLckn Bmbossy 
JAKARTA 

Re: AIb Iiousing Gueranty Laan Program 
and Muntolpal Pinance P-oject. 

- m U I I I I - m " " I m " Y I " I ~ I " . I - L ~ " " I . " . I M  

Dear lit. Merrill, 

As your are aware, the Government of the Republic OX f U d 0 n ~ ~ i a  
(SOX) and the U.S. Agency fcr International Development (USAID) in 
Jakarta bava born involved in a dialogue over t h e  last prrr 
regarding the ~0mSibilitp of using the Mousing Guarunty (HG) loan 
program ma anaddftion to the USAID economic aselstrnce program for 
Indoneaia. Working through TIm Kaordinasi Pembangunan Perkotaau, 
the GO1 bas discussed its urban development program in detail, with 
USAID to determina how the HG program could possibly aaaint in 
supporting GOIaur'ooo policy iuitiativer. 

Through our joint dialogue, the GO1 hr.8 identified a program 
which could be supported by HG loan and grant project aqsistaaee as 
a complement to our urban development policies and:municipal 
finanae initiatives. ' This program would imprave, the 
shelter-related oonditione of below median income 'families by 
assistiag the 001 in developing a comprehensive system of.muaicipa1 
finance that, rill enable Indonesian municipalities to assume 
incrsased financial responsibilities for urban, infrastructure and 
servicer = 

. * r *  
Therefore, th6 GO1 hereby requests USAID to proceea with its 

Internal'authortzations w f  up to U.S. DOLLARS ONE HUNDRED YILLION 
(US$. :00,~00,0db 1 in :IG loan yuaranteer over the lire of the 
proposed Ha program, ln up to U.9. DOLLARS TWENTY-FIVE MILLION 
(US$.~9,000,000) inarementr, so that we may enter into aegofiaf;ona 
of the follow~on 80 Loan Program Implementation Agreement drfch 
will enable us to borrow agreed upon amounts from the U.S. capital 
markets. The M1nietry:of Pinance rould execute indivfdual 
borrowings on behall of the GOT. 

- .  
In* addition, td; GO1 riqudst; a grant of up tO U.S. WLLARS 

F I V E  MILLION ( U W .  5,000,000) $a project assistance to provide 
technical rr8i~tance and training in support of t b e  overall 
program. Tho implementlag agency for this Grant, eatitlbd the 
hlunicipal Finance Project,. wouAd be the Ministry of Pinoncs. . 

We look forword to USAIDts support of the GO1 iokiativrr in 
the urban raator and yobr favorable consbderat$oo of our request. 



ANNEX 5 
TECHNICALYSIS 

1. ANALYSIS OF MWICIPAL FINANCE POLICY 

1.1 Organf zat ion of Service Provision 

Subnational government i n  Indonesia i s  s t ructured a s  a four - t i e r  
system. The 27 provinces form the  f i r s t  l e v e l  (Dati  I o r  Tingkat I), 
with each province fur ther  divided i n t o  second-level (Dati I1 o r  Tingkat 
11) u n i t s  consis t ing of 54 municipal i t ies  (kotamad a) and 292 regencies + (kabupaten). The kabtqaten cons i s t  of a l l  a reas  no covered by the 
munlclpall t ies.  Jakar ta  and Aceh a r e  spec ia l  cases,  having the  s t a t u s  of 
provinces. The second-level un i t s  i n  tu rn  a r e  subdivided i n t o  3500 
third-level  d i s t r i c t s  (kecamatan) , which a r e  then subdivided i n t o  64,000 
f ourth-level v i l l ages  (desa) . Some l a rge  urban areas  a re  fu r ther  - 
subdivided. 

Governmental organization a t  t he  provincia l  (Level I) and J m a l  
(Level 11) l e v e l s  is comprised of separate  l e g i s l a t i v e  and executive 
branches. The executive arm cons i s t s  of Governors ?'or provinces, Mayors 
( Walikot a )  f o r  municipal i t ies  (kotamady a )  and Bupa.tis f o r  the  regencies 
(kabupatefl). They a re  a l l  appointed by t he  Minister f o r  Home Affairs. 
Ine  legislative arm cons i s t s  of the  I1peopiets representative councilsw 
and cons i s t  mainly of e lected representatives.  

While the  provision of most urban se rv ices  occurs a t  Level 11, 
administrat ive r e spons ib i l i t i e s  a r e  shared with Level I governments and a 
nllmber of c e n t r a l  government agencies. Planning and the  vast  majority of 
fmding  f o r  a l l  urban in f ras t ruc ture  development a r e  dominated by the 
c e n t r a l  government. The capacity t o  funb, plan and carry  out development 
p ro j ec t s  on tine l o c a l  l eve l  remains weak. 

Prc~vincial  governments generally a r e  not g rea t1  involved i n  t h e  
direct provision of urban services  (except f o r  Jakar ta  J , although i n  
c e r t a i n  cases  they do provide some f inanc i a l  assistance.  They a re ,  
however, responsible f o r  overseeing a l l  the work of Level II 
governments. As urban se rv ices  expand t o  numerous sett lements i n  t h e  
province, t he  provincia l  au tho r i t i e s  can be expected t o  assume a grea te r  
r o l e  i n  guiding, a s s i s t i ng ,  and evaluating urban plans and programs. 

For urban services,  Public Works (Dina P.U. ) generally i s  the  most 
important c e n t r a l  department, being concerned wi th  roads, drainage, 
sewerage, publ ic  works and parks, I n  some l o c a l i t i e s ,  it is a l s o  
responsible f o r  s o l i d  waste se rv ice  (although there Ps often a separa te  
government en te rpr i se  f o r  t h i s  service)  , Where a neighborhood 
improvement program has been undertaken. a separate  KIP (Kampung 
Improvement Program) un i t  is es tab l i she  . Sani ta t ion and r u r a l  water 
suppl ies  a r e  sometimes provided througP t h e  Health Department. Markets 
and water s lpply a r e  generally run a s  s para te  l o c a l  enterpr ises ,  a s  i n  
Semarang, although water supply may be under t he  temporary cont ro l  of the 
Public Works Directorate  General of Housing, Building 
Karya) o r  organized a s  a l o c a l  section. urban public 
provided i n  most cities by t h e  pr iva te  sector ,  except 
four other  cities._ 

and- Planning (Cipta 
t ransport  is  . 
f o r  Jakar ta  and 



Village governments and community groups play an important ro l e  a t  
t he  l o c a l  level ,  par t i cu la r ly  i n  the  r u r a l  areas. In  addit ion t o  the  
heads of the administrat ive areas ,  v i l l age  associat ions  (Lembaga Kema juan 
Masjarakat Jesd play ari important ro l e  i n  neighborhood l i f e .  Besides 
maintaining access roads and footpaths,  cleaning drainage channels, 
house-to-house co l lec t ion  of so l i d  waste, and managing public water 
standpipes,  these l o c a l  groups have the  respons ib i l i ty  f o r  planning and 
implementing the v i l l age  development programs ( I ~ r e s  Desa programs) and 
i n  some cases a r e  act ively  involved i n  s e t t i n g  l o c a l  p r i o r i t i e s  f o r  KIP 
layouts,  a s  occurs i n  Semarang. I n  many smaller urban c~mmunities, the  
bulk of urban services  such a s  drainage, waste disposal  and footpaths  
have been provided on an informal bas i s  through se l f  -help (gotong-roy on9) 
programs. 

The a l loca t ion  of r e spons ib i l i t i e s  f o r  l o c a l  services  between the  
c e n t r a l  government o f f i ce s  a t  the  provincia l  lw:l (kanwil) and the l oca l  
governments is not completely c l e a r  cu t ;  both ii2.1ds o f n c i e s  may be 
involved i n  a pa r t i cu l a r  geographic o r  funct ional  service  area. 
Indonesian law makes a d i s t i nc t i on  among services  which a r e  provided 
d i r e c t l y  by the  c e n t r a l  government (deconcentrated) , those which a r e  
provided by the  l o c a l  government (decentralized),  and those which are  
co-administered, which is " t h e  execution of se rv ices  by l o c a l  government 
under the  d i rec t ion  of the  c e n t r a l  governmentalt I n  p rac t ice  almost a l l  
urban se rv ices  a r e  provided by coadministration. The heads of l o c a l  
administrat ions a re  responsible f o r  the general  oversight of both . 
decentralized and decorcentrated services ,  and a r e  f inanc ia l ly ,  
technical ly  and administrat ively responsible t o  the  c e n t r a l  government 
department. 

An important r o l e  i n  the  coordination of c e n t r a l  and l o c a l  
government programs is  exercised by the Regional Development Planning 
Boards (BAPFEDA) t h a t  are  es tabl ished i n  every province and f a l l  under 
t he  ju r i sd ic t ion  of the  Ministry of Home Affairs. Each year, BAPPEDA 
prepare schedules of development project  proposals i n  a l l  service  areas  
f o r  approval by the regional heads and submission t o  the  c e n t r a l  
government, These programs a r e  t he  bas i s  f o r  cen t r a l  f i nanc i a l  
a l loca t ion  both f o r  d i r ec t l y  administered s ec to ra l  department development 
p ro j ec t s  and f o r  c e n t r a l  g r an t s  t o  l o c a l  governments. The planning 
boards thus play a po ten t ia l ly  important function i n  defining l o c a l  needs 
and p r i o r i t i e s .  

Longer-term development planning i s  attempted through the  medium 
of five-year plans coincident with the  nat ional  five-year plans  
(Repelita) . A process developed by the  Minis t r ies  of Public Works, Home 
Affairs,  Finance and BAPFENAS ( the  National Development Planning Board) 
with t he  World Bank and UNDP i s  transforming t h e  urban investment 
planning process. The Integrated Urban Inf ras t ruc ture  Development 
Program (IUIDP) prepares five-year ro l l i ng  investment plans ident i fying 
pro jec t s ,  financing souxces and c a p i t a l  c o s t s  of each project .  It is  
expected t h a t  t he  IUIDP process w i l l  cover a l l  large-sized and 
medium-sized urban a reas  by 1990. 

I). 



Responsibility f o r  t echnica l  aspects of urban development i s  
la rge ly  vested i n  the Ministry of Public Works. The Directorate  General 
f o r  Housing, Building and Planning (Cfpta Karya) dea l s  with water supply, 
s an i t a t i on  and sewerage, so l i d  waste, kampung improvement, e tc .  The 
Directorate  General f o r  Roads (Bina Ma- responsible f o r  na t iona l  
highways including those through urban areas, and the  Directorate  General 
f o r  I r r i g a t i o n  and Water Resources (Dengairan) i s  responsible f o r  major 
drainage i n  urban areas. 

Mid-term p r i o r i t i e s  f o r  investments a re  es tabl ished by BAPPENAS i n  
the  five-year plans. It a l s o  receives  and approves spec i f i c  projects  and 
programs proposed each year by t h e  s ec to ra l  departments and the  plans 
prepared by t he  provincial  and l o c a l  agencies. The Ministry of Finance 
through the  Directorate  General f o r  In t e rna l  Monetary Affai rs  monitors 
and has  oversight of l o c a l  government f inances and loan schemes. The a l l  
c e n t r a l  government payments and a t h i rd  Directorate General aud i t s  l o c a l  
governments. The Directorate General f o r  Taxation i s  responsible f o r  the  
co l l ec t i on  of ce r t a in  assigned revenues and s lperv ises  t he  l o c a l  property 
tax. 

1.2 Financing Scurces 

Centra l  government g ran ts  form the bulk of a l l  development 
expenditures undertaken i n  Level I and I1 governments and a l s o  support 
rout ine  expenditures covering personnel cos t s  and a proportion of 
operation and maintenance. 

Development expenditures financed from the nat ional  budget ( WBN) 
come through various channels. The DIPS (Dafter I s i a n  Proyek), the  most 
important, a r e  linked t o  s ec to ra l  program. These funds Pinance the  
I'deconcentrated services.I1 The DIP grants  have declined i n  recent years  
while the  IPRES I1 block and categorical /specif ic  g r an t s  ( spec ia l  
Pres iden t ia l  grants)  have increased. It is not e n t i r e l y  c l e a r  whether 
t h i s  change stems from the  f i nanc i a l  cons t ra in t s  t he  GO1 is experiencing 
o r  whether i t  s igna ls  a fundamental change i n  government policy. 
Nevertheless, t he  s h i f t  does show an impl ic i t  recognit ion of t he  p r i o r i t y  
of l o c a l  government expenditure. The most important aspec ts  of the  
d i f f e r en t  c e n t r a l  goverment g ran ts  a r e  considered below: 

o SDO Grants (Subsidi  Daerah Otonomi) -** cover wages and 
salarLes of cen t r a l l y  appointed s t a f f .  A small  percentage 
is  assigned t o  operation and maintenance. The s i z e  o f  t he  
l a t t e r  portion is  decided by t h e  Ministry of Home Affairs. 
This type of grant,  a s  of 1983/84, represented 22.2 percent 
of municipal government revenue. 

I R E S  I1 W o c k  Grantsu -- ai located on a pe r  cap i t a  b a s i s  
f o r  Level I1 governments, and on a pro r a t a  bas i s  f o r  t he  
v i l l age  level .  They a r e  subject  t o  na t iona l  guidel ines  and 
a r e  referred t o  a s  "guided" (diarahkan). 

INPRES I1 % a t e g ~ r i c a l / s p e c i f i c  grants" -- earmarked f o r  
roads, bridges, education, regreening and reforestation.  
They a r e  of t e n  c a l l e d  wdirected* (ditetapkan) grants. The 
two types of IWRES X I  grants, a s  of 19W/84, accounted f o r  
54.1 percent of municipal government revenue. 



Altogether, roughly 77.3 percent of the  l o c a l  budgets come i n  the  form of 
grants  from the  c e n t r a l  government. 

Other forms of l o c a l  revenue include: 

o Assigned Revenues - property taxes  (PBB), roya l t i e s  on 
Yorestry , and gasoline,  and other revenues shared 
between the  various l e v e l s  of government. These cons t i t u t e  
roughly 5.2% of municipal revenue, 

o Own Source Revenues -- l o c a l  taxes, user charges, p r o f i t s  
"fom l o c a l  municipzl en te rpr i ses ,  departmental revenues 
(dinas-daerah) and other  miscellaneous revenues. Although 
munlcipal i t ies  receive most of t h e i r  revenues from user  
charges, they a l s o  levy over 100 taxes. These represent 
roughly 11% of ~flunicipal revenue. 

o Borrowing -- largely  I'soft loans." These account f o r  
roughly 6.5% of municipal revenue. 

1.3 Po ten t i a l  Reforms of t he  Municipal Finance System 

A number of changes i n  tax and 'other revenue po l i c i e s  t h a t  a f f e c t  
c e n t r a l  and l o c a l  f inance have been undertaken i n  recent years o r  a r e  now 
under consideration. The most f a r  reaching change t o  date  has been a 
change i n  t he  property ,tax system. 

1.3.1 Property Taxation 

The Law on Land and Building Tax (Law 12 of 1985) was passed on 
December 27, 1985, and became e f f ec t i ve  on January 1, 1986. The new t a x  
(PBB) represents  a s ign i f ican t  departure f ram the  previous property tax 
(IFZDA). It s imp l i f i e s  the  r a t e  s t ruc tu re  and broadens t he  t ax  base, 
changing from annual r e n t a l  value t o  c a p i t a l  market value a s  t he  bas i s  
f o r  evaluation. Its other  innovative f ea tu re s  a f f e c t  t he  administrat ion 
and enforcement of t he  new law by reducing incent ives  f o r  evasion and 
including pena l t i e s  f o r  non-payment. 

7he revenue po t en t i a l  of t he  new property t a x  looks promising. 
According t o  World Bank estimates,  r ece ip t s  could be increased from Rp. 
243 mil l ion i n  1986/87 t o  over Rp. 1,000 b i l l i o n  within t h e  next f i v e  
years. It is estimated t h a t  by having 95 percent of t h e  proper t ies  
regis tered,  having proper t ies  valued a t  90 percent of t h e i r  t r u e  market 
values, and co l l ec t i ng  85 percent of a l l  t he  assessed taxes,  property t a x  
revenues could reach over Rp, 2,400 b i l l i o n  by l995, more than 10 tlmes 
the  present value. Should t h i s  t a rge t  be reached, these  assigned 
revenues co i~ ld  compensate f o r  t he  declining contribcltions from t h e  
c e n t r a l  goverrment. 

The d i s t r i bu t ion  c r i t e r i o n  by which the  tax revenues from FBB flow 
t o  l o c a l  governments d i f f e r s  from the  previous IPEDA a l locat ion.  The new 
property t ax  a l l a c a t e s  about 65 percent of its revenue t o  Level I1 
governments (municipal i t ies  and regenciedmmties)-, I 6  pe rcen t  to. Level 

I 
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I (provinces), 10 percent t o  t h e  cen t r a l  government and 9 percent t o  
cover co l lec t ion  casts .  This a l locat ion d i f f e r s  from the old I E D A  
system which a l located 70 percent t o  l o c a l  governments, 10 percent t o  
provincia l  governments, 10 percent a s  kotamadya/kablpaten equity 
contr ibut ion t o  the  regional  development banks, and 10 percent t o  cover 
co l l ec t i on  costs. 

Another fundamental difference between the  old and new laws r e f e r s  
t o  t h e i r  use. Unlike the  old IPEOA law which s t ipu la ted  t h a t  the  tax  be 
used only f o r  t he  development budget, the new law gives  l o c a l  governments 
considerably more d i s c r e t i on  over its use. Between 10 acd 50 percent 
need be a l located t o  t he  development budget, although l o c a l  governments 
can choose t o  a l l oca t e  more t o  development purposes. From a f i nanc i a l  
management perspective, t he  use of 50 t o  90 percent i n  the  routine budget 
may have varying consequences depending on its use. Under the  old I P E D H ,  
i t  is not c l e a r  t h a t  most of t he  property tax  revenue went t o  development 
pinposes i n  the  sense of c a p i t a l  investments. I n  pract ice ,  what is put 
i n t o  t he  lldevelopmentN portion of t he  l o c a l  budget i s  anything t h a t  is 
budgeted separately a s  a project .  Thus, s a l a r i e s  and other c o s t s  f o r  
operation and maintenance might appear i n  a l o c a l  governmentls 
"development" budget i f  it were budgeted a s  a project .  

> 

The l imit ing f a c t o r s  i n  t he  fu tu re  contr ibut ion of t he  PBB t o  
l o c a l  revenue a r e  the  implementation of an e f f ec t i ve  r eg i s t r a t i on  and 
valuation system and the  ac tua l  cc l l ec t i on  eff ic iency achieved a t  the  
l o c a l  level .  Contracting has occurred f o r  t echnica l  design support, and 
i s  still  i n  process f o r  automated data  processing s lpport ,  t o  develop a 
modern, comprehensive r eg i s t r a t i on  system. Although the  process has been 
delayed somewhat, by 1990 a t  l e a s t  the  l a rges t  cities should be 
regis tered and revalued, 

The co l lec t ion  eff ic iency ( r a t i o  of ac tua l  co l lec t ions  t o  t ax  
l i a b i l i t i e s )  is reputed t o  have been only about 50 percent under t he  old 
I E D A .  The incent ive  would seem t o  be there  f o r  l o c a l  governments t o  
improve col lect ions ,  s ince  most of the  PBB comes back t o  them. The 
incent ive  would seem t o  be especial ly  high considering the  est imate of 
t o t a l  revenues i f  t he  co l lec t ion  eff ic iency a t ta ined  were 85 percent and 
t h e  r eg i s t r a t i on  and valuation system worked well. As noted above, a 
more than tenfold revenue increase  from the  present l e v e l s  would occur. 
What t h i s  would mean f o r  l o c a l  governments would be an almost 40 percent 
increase  i n  t h e i r  t o t a l  budgets. I f  those numbers were at ta ined,  t h e  PBB 
revenue f o r  l o c a l  governments would r i v a l  t he  s i z e  of present INPRES 
grants,  which a r e  j u s t  under 50 percent of t o t a l  l o c a l  expenditures. 

Whether l o c a l  governments will perceive those incentives o r  not is 
an open question. Despite the  f a c t  t h a t  most of t he  FBI3 goes back t o  
Level I and I1 governments, it is perceived a s  a c e n t r a l  t ax  and its 
d i s t r i bu t ion  is indeed control led by the  c e n t r a l  government. To the  
extent  t h a t  l o c a l  governments receive a d i f f e r en t  share of t he  tax  than 
is generated i n  t h e i r  ju r i sd ic t ion ,  then t he  incent ive  t o  c o l l e c t  w i l l  be 
lessened i n  t he  wealthier jurisdictions.  Given the  regional equity 
or ientat ior ,  of c e n t r a l l l o c a l  f i n m c i a l  re la t ions ,  t h i s  i n  f a c t  occurs. 



A proposal t ha t  merits consideration by t h e  GO1 while l o c a l  
revenue and cen t raUloca1  f i n a n c i a l  r e l a t i ons  a re  under review is t h a t  
tt,e PBB d i s t r i bu t ion  mirror i t s  col lect ion.  That is, l o c a l  governments 
would have returned t o  them a proportionate share based on the  proportion 
co l lec ted  within t h e i r  ju r i sd ic t ian .  T h i s  f a l l s  shor t  of making the PBB 
a strictly l o c a l  tax,  which seems very unlikely t o  be considered, but F t  
r e s t o r e s  t he  incent ive  t o  do a good job i n  col lect ion.  Regional equity 
goa ls  could s t i l l  be met through the  overa l l  grant  system, since other 
cen t r a l . a s s i s t ance  t o  l o c a l  governments still would be more than half of 
l o c a l  budgets. Separating t he  PBB from regional  equi ty  concerns would 
perhaps do more t o  increase  J.ocal revenues, and provide many urban a reas  
with r e a l  borrowing capacity,  Man any other contemplated reform. 

1.3.2 Other Local Taxes 

Local governments levy nearly 100 taxes. However, few of these  
taxes  a r e  individually very important i n  l o c a l  government f inances  and 
c o n s t i t u t e  l e s s  than 10 percent of t o t a l  revenues. Also, t he  
administrat ion of these taxes  is def ic ien t  i n  t he  th ree  broad areas  of 
r e g i s t r a t i o n  taxpayers, assessment of tax l i a b i l i t i e s  and co l lec t ion  of 
revenues. I n  an attempt t o  remedy some of these adminis t ra t ive  
def ic iencies ,  a new tax reg is t ra t ion ,  assessment and co l lec t ion  system 
was t e s t ed  on a p i l o t  ba s i s  i n  6 c i t i e s  ( f i v e  kotamadya and one urbanized - 
kabupaten). This i s  expected t o  be repl icated next in 93 other  areas. 

The program a l s o  includes the  reorganization of the  l o c a l  t ax  
o f f i c e s  (Dinas Pendapatan Daerah, DIPENDA) . Under the  p i l o t  program, a ' 
standardized organizational system is being used i n  a l l '  l o c a l i t i e s .  ' 

However, i t  is too ear ly  t o  assess  the  impact of t h i s  progmm. 

Reform of the  tax system t o  improve its cos t  e f fec t iveness  is  
st i l l  under consideration. One aim is the elimination of t he  less 
productive taxes. This would reduce the  d i s t o r t i o n s  and misallocations 
caused such taxes, mit igate  t h e  administrat ive and c o s t  burden, and 
reor ien t  p r inc ipa l  employee e f f o r t s  on t he  more productive ones. 

What has been considered i s  the  elimination of a l l  but the  
following taxes: t axes  on motor vehicle and t r ans fe r  d u t i e s  t h a t  would 
still be re ta ined a t  t he  provincia l  level ;  and l o c a l  Dati I1 taxes  on 
non-motorized vehicles,  entertainment, res tauran ts  and ho te l s ,  
businesses, s t r ee t l i gh t ing  and advertisements. Progress on t h i s  
l e g i s l a t i o n  is very uncertain a t  t h i s  time. 

In  addi t ion t o  t he  proposed elimination of many unproductive 
taxes,  consideration has been given t o  intfoducing two new t a x e s f o r  t he  
Level II governments. These a r e  t he  gasoline tax  and t h e  betterment levy 
tax. The gasoline t ax  would be levied on f u e l  cclnsumption and i s  
progressive i n  nature. Some est imates  on t h i s  t a x  consider t h a t  ,: 1. 
percent surcharge would generate roughly Rp. 15 b i l l i o n  while a 3 p a x e n t  
levy would produce t he  equivalent of t he  t o t a l  l o c a l  taxes current ly  
being generated. On a l l  basi'c c r i t e r i a  f o r  a tax-efficiency, equity,  
ease  of administrat ion and co l lec t ion ,  t h i s  t ax  measures favorably,, 
However, t h e  obstacle  t o  t he  f u e l s  tax,  t h a t  it runs counter t o  p resen t .  
GO1 subsidies  of f u e l  costs ,  seems r igh t  now t o  outweigh its merits, and 
its implementation looks extremely doubtful. 



The betterment levy tax,  which i s  used i n  many South American 
countries,  was introduced i n  Jakar ta  where i t  is  ca l led  Pajak Khusus. 
However, i t  appears t o  have had administrat ive problems i n  i t s  i n i t i a l  
implementation; no revenues were budgeted For the l a s t  f i s c a l  year. 
Another var ia t ion  of t h i s  tax has been introduced i n  Bali.  This i s  the  
land development tax t h a t  has been used i n  countries like Taiwan and 
Korea. The betterment levy has considerable po ten t ia l ,  but considerable 
ass i s tance  i n  how t o  administer the  tax  w i l l  have t o  be provided t o  l g c a l  
governments. 

1.3.3 User Charges 

User charges levied either by service  departments of l o c a l  
governments (DINAS) o r  l o c a l  en t e rp r i s e s  (Perusahaan Daerah) cons t i t u t e  
an important saurce of l o c a l  revenues (18 percent i n  Bandung i n  
1983/84). The most s i gn i f i can t  user charges a r e  those f o r  water supply 
(PDPMs), a s  well a s  charrps for  markets, so l i d  waste co l lec t ion  and 
disposal ,  parking, bus s t a t i ons ,  t a x i  s tands  and building permits. A 
number of t echnica l  ass is tance e f f o r t s  t o  improve cos t  recovery and 
administrat ion a r e  current ly  being car r ied  out. As has been mentioned 
e a r l i e r ,  e f f o r t s  t o  improve the  s t ruc tu re  and procedure of l o c a l  revenue 
o f f i ce s  a r e  being car r ied  out i n  s i x  c i t i e s .  Improved planning and 
f i nanc i a l  programming has been introduced i n  Surabaya, while a f i nanc i a l  
management study is being undertaken i n  Bandung, Semarang, Surakarta, and 
Ujung Pandang. An operation and maintenance study on city in f ras t ruc ture  
a l so  was ca r r i ed  out i n  these cities. The objective i s  t o  b e t t e r  
iden t i fy  and measure the  cos t  of se rv ices  provided. Considerable 
po t en t i a l  e x i s t s  f o r  fu r the r  improvements i n  l o c a l  administrat ion of user  
changes, pa r t i cu l a r ly  i n  t h e  development of accounting system guidelines 
t o  help l o c a l  governments accurately measure the  t o t a l  cos t  of service.  

Additionally, under t he  World Bank Urban Sector Loan, s imi la r  
e f f o r t s  w i l l  be di rected spec i f ica l ly  a t  water enterpr ises .  The aim is 
t o  make these  ent!.ties self-sustaining f inanc ia l ly  and a l so  t o  improve 
t h e i r  management pract ices ,  pa r t i cu l a r ly  i n  accounting and t a r i f f  
s t ructure .  

1.3.4 Reform of t he  CentraULocal Grant System 

The main object ives  of reform i n  the  present c e n t r a l l l o c a l  grant 
system a r e  improved coordination among the  var ie ty  of forms of c e n t r a l  
government ass i s tance  t o  l o c a l  governments, improving the  a l loca t ion  
formulas among the  newly coordinated c e n t r a l  ass is tance programs i n  l i g h t  
of nat ional  develapment p r i o r i t i e s ,  and increasing the  d i sc re t ion  of 
l o c a l  governments i n  how those funds might be spent. 

The p ~ e e m t  system of cen t ra l / loca l  f i nanc i a l  re la t ionsh ips  is 
characterized by fragmentation and po t en t i a l  inconsistency i n  a l loca t ion  
formulas. A s  Sections 2.1 and 2.2 show, the poss ib i l i t y  f o r  overlap 
among d i f f e r en t  forms of direct ser;rl.ce provision by c e n t r a l  departments, 
s ec to ra l  and block grants,  s o f t  loans and l o c a l  own revenue funded 
programs is great .  For urban service  provision, the  IUIDP process has 
gone a considerable distance i n  developing programs of' l o c a l  investments 



and packages of f inancing tha t  consolidate sources of funds. Further 
improvement is  possible  by continuing t o  develop c e n t r a l  government 
Information and monitoring c a p a b i l i t i e s  in order t o  be c l e a r  on where 
various funds or d i r e c t  experiditures are  going. 

Present reform e f f o r t s  a r e  aimed mainly a t  increasing t h e  
discretionary author i ty  of l o c a l  governments over cen t ra l ly  provided 
funds and reviewing the  forniula f o r  d i s t r ibu t ion .  On the former, it 
seems l i k e l y  t h a t  more d i sc re t ion  w i l l  be given f o r  how loca l  governments 
may use s ec to ra l  g ran ts  and the  salary subsidy (SDO) , For example, one 
s e c t o r a l  grant r igh t  now may be used only f o r  school building 
construction.  A l i k e l y  change is  s t i l l  t c  continue an education s e c t o r  
g ran t ,  but allow it t o  be used f o r  a var ie ty  of educa t iok re l a t ed  
puxposes. Also l i k e l y  t o  be adopted is a provision allowing l o c a l  
governments t o  r e t a i n  savings achieved fram eff ic iency gains i n  l o c a l  
s a l a r i e s ,  with a protect ion mecha~ism t o  prevent s t a f f  layoffs.  On the  
formula d i s t r i bu t ion  reform, present e f f o r t s  have focused on analyses of 
the  consequences of d i f f e r e n t  formulas, and it is too soon t o  say how o r  
i f  t he  system w i l l  change. 

1.3.5 Prospects f o r  Reducing Financial  Burden on the  Central  
Government 

The changes being considered i n  t he  centra l / local  grant system and 
the  coordination of c e n t r a l  grants,  c e n t r a l  departmental expenditures, 
and loca l ly  generated expenditures a re  aimed less a t  reducing the  nominal 
l e v e l  of c e n t r a l  government expenditures than a t  gradually reducing the  
proportion of c e n t r a l  government expenditures f o r  urban r e l a t i v e  t o  l o c a l  
investment. Under the  present f i nanc i a l  cons t r a in t s  on the  c e n t r a l  
government, there  a r e  only th ree  outcomes possible. F i r s t ,  c e n t r a l  
government expenditures through the  grant system and d i r e c t  
administrat ion w i l l  not increase,  but the gap i n  in f ras t ruc ture  
investment w i l l  be met by donor financing. Second, c e n t r a l  government 
expenditures w i l l  not increase,  and the  gap w i l l  not be f i l l e d .  Third, 
c e n t r a l  government expenditures w i l l  not increase,  but the  gap w i l l  be 
f i l l e d  by loca l ly  generated revenues. 

I n  t he  near term, the  first a l t e rna t ive  w i l l  bs followed, but of 
course i n  the  long run the  means f o r  repaying the  growing debt w i l l  f a l l  
e i t h e r  t o  c e n t r a l  o r  l o c a l  government. The approach t o  donor f inancing 
i s  t o  focus loan financed expenditures on growth generating investments 
which contain t he  economic stimulus t o  c r ea t e  f i n a n c i a l  growth f o r  debt 
repayment. I n  t he  urban sector ,  t he  underlying policy gamble is what i s  
the  appropriate r o l e  f o r  c e n t r a l  and l o c a l  i n s t i t u t i o n s  i n  making 
decis ions  about what a re  t h e  economically most productive investments. 
If t he  decisions a r e  made correct ly ,  t he  c e n t r a l  goves:nment w i l l  generate 
t h e  funds necessary t o  meet debt service  requirements because it w i l l  
r e t a i n  t he  primary taxing power capable of tapping urban economic 
growth. Even i f  l o c a l  governments s i gn i f i can t ly  increase  t h e i r  share of 
investments through improvements i n  revenue administrat ion and perhaps 
modest reforms i n  l o c a l  taxing power, they still w i l l  fund d i r ec t l y  l e s s  
than half  of urban in f ras t ruc ture .  



The problem faced b y  the  G O 1  is  that  even large amounts of donor 
financing w i l l  be i n su f f i c i en t  t o  meet a l l  near.-term urban investment 
requirements, and l o c a l  governments w i l l  not be able  t o  make up the gap 
throu* revenue reforms. The most probable scenario i s  t ha t  there  w i l l  
remai n a financing gap i n  urban investment. The best  pos s ib i l i t y  f o r  
t h a t  gap being f i l l e d  i s  a two-step process. Mainly through increased 
use of uses charges, some form of betterment levy or  other  beneficiary 
charge, and s ign i f ican t ly  improved loca l  revenue administration, l oca l  
governments must increase t h e i r  revenues. However, l o c a l  governments 
must be permitted t o  u t i l i z e  these  additional. revenues t o  leverage a 
higher l e v e l  of investment by borrowing. 

Whether t h i s  borrowing w i l l  include pr iva te  sec tor  sources remains 
controversial .  Some government o f f i c i a l s  seem not t o  object  i n  
p r inc ip le ,  but a re  skep t ica l  t h a t  l o c a l  governments can manage t h e i r  
f inances  well enough t o  engage i n  c r ed i t  financing, much less a t  t e n s  
a t t r a c t i v e  t o  p r iva te  sources of finance. Other government o f f i c i a l s  
seem t o  object  i n  principle.  The only resolut ion would seem t o  be a 
gradual process t h a t  begins with a simultaneous l o c a l  f i nanc i a l  
management strengthening prccess and the  creat ion of a c e n t r a l  government 
loan f a c i l i t y .  The former, i f  successful, would help c r ea t e  the  
condit ions under which l o c a l  c r e d i t  financing can take place, from 
whatever might be the  source. The l a t t e r ,  i f  es tabl ished,  can c rea te  
condi t ions  i n  which fu tu re  pr iva te  sources of financing might be 
a t t rac ted .  

2.0 GO1 W A N  SECTOR PROGRAMS 

There i s  only one "programn f o r  urban in f r a s t ruc tu re  i n  Indonesia 
t ha t  is targeted spec i f ica l ly  t o  low-income persons. This is the Kampung 
Improvement Program (KIP). Other urban in f ras t ruc ture  a c t i v i t i e s ,  
corresponding t o  l i n e  item appl icat ions  of the  Department of Public 
Works, include water supply, flood protection, environment and 
san i ta t ion ,  roads and planning. Table 5.1 provides a breakdown c f  a c t u a l  
expenditures f o r  BY 87/88 and planned expenditures f o r  88/89. Each of 
these w i l l  be discussed below. 

2.1 Urban Sector Programs 

2.1.1 Kampung Improvement Program 

I n i t i a t e d  i n  Jakar ta  i n  1969, t he  KIP is  now a nationwide e f f o r t  
intended t o  wgrade informal, unplanned and unserviced urban 
neimborhoods ca l led  kampung. The World Bank es t imates  t h a t  more than 
half  of urban dwellers, roughly 24,000,000 people, l i v e  i n  kampung. I n  
Jakar ta  alone, the  kampung population i s  estimated a t  arounT3X'I l ion.  

The KIP recognizes t h a t  an integrated approach t o  t he  planning and 
i n s t a l l a t i o n  of services  is necessary i n  dense, lower-income areas  where 
access and land acquis i t ion a r e  d i f f i c u l t  and environmental condit ions 
a r e  poor. The provision of KIP in f ras t ruc ture  is premised on minimum 
disturbance o r  removal of r e s i d m t s  and.simple construct ion standards 
designed t o  f i t  t he  kampung conditions. The components of 'KIP vary 
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according t o  condi t ions i n  the kampung, but can include l o c a l  roads, 
footpaths, drainage, water suppry7-i5il6li c san i ta t ion  f a c i l i t i e s ,  s o l i d  
waste co l lect ion,  schools and c l i n i c s .  Costs o f  in f ras t ruc tu re  are 
seldom recovered d i rec t l y ,  although increases i n  property taxes o f ten  
resul t .  

The budgeted expenditures f o r  KIP st-rown i n  Table A.1 do not  
include expenditures which are shown i n  l o c a l  budgets (AFQD I and 11). 
I n  addition, l o c a l  budgets may have both expenditures i d e n t i f i e d  as a KIP 
pro jec t  and others which are re la ted  t o  a KIP pro jec t  but  not included i n  
the p ro jec t  l i n e  item. Thus, nationwide, KIP expenditures may be 
s ign i f i can t l y  greater than the na t iona l  budget's KIP l i n e  item. 

2.1.2 Water S u ~ u l v  

B e g i n n i q  wi th  Repel i ta 111, the GO1 began a marked expansion i n  
water supply prov is ion w i t h  the BNA o r  "basic needs approach," 
established f o r  c i t i e s  and towns above 20,000 population. The BNA 
program target  i n  Repel i ta I V  was f o r  60 percent o f  the population t o  be 
served with an average of  60 l i t r e s  per cap i ta  per day. For Repel i ta I V ,  
the standard increased t o  75 percent. Addi t ional  allowances were made as 
a proport ion o f  basic needs requirements f o r  commerce and industry. 

As noted by the World Bank, " I n  establ ish ing the Basic Needs 
Approach, the government has spec i f i ca l l y  emphasized the needs o f  the 
urban poor; households unable t o  pay f o r  a house connection would obta in  
water from pub l i c  standpipes." However, i n  the 1984 urban sector review, 
the program f o r  construct ing pub l i c  standpipes had lagged fa r  behind the  
goal  t ha t  h a l f  o f  a l l  beneficiaries would use water from standpipes. 
This r e s u l t  r e f l e c t s  the c o n f l i c t  between the object ives o f  the PDAMs 
( the  l o c a l  water author i t ies) ,  which are t o  operate as f i n a n c i a l l y  
independent corporations, and the f a c t  thr t p r o f i t s  from standpipes are 
d i f f i c u l t  t o  achieve. The Bank asserted t h a t  "a substant ia l  expansion o f  
pub l i c  o r  semi-public standpipes i n  Repel i ta I V  i s  desirable." 

Part o f  the problem i n  servic ing lower income neighborhoods with 
water, according t o  Min is t ry  o f  Home A f f a i r s  o f f i c i a l s ,  i s  t ha t  t he  
de f i n i t i on  o f  need f o r  water s lpp ly  and the design o f  pro jects  
t r a d i t i o n a l l y  have come from cen t ra l  departments ra ther  than the 
community i t s e l f .  As a resul t ,  water supply designs o f ten  are not 
affordable except i n  higher income areas as the  designs are 
technological ly more sophist icated and the minimum standards are higher 
than may be necessary. Some o f  t h i s  may be changing as the IUIDP process 
eventually no longer r e l i e s  on external  consultants f o r  program design 
and the respons ib i l i t y  i s  sh i f t ed  t o  l o c a l  communities. 

The other element i n  extending water services t o  lower income 
neighborhoods i s  a somewhat l i m i t e d  approach t o  cost  recovery. I n  many 
cases, i t  i s  merely assumed t h a t  lower income users cannot a f f o rd  the  
service chames and they are overlooked i n  designing the project .  Again 
as sane ~ o m e - ~ f  f a i r s  o fP i c ia l s  po in t  out, the 
income fami l ies  pay water vendors f o r  potable 

amounts tha t  some lower 
water now exceeds what they 



might have t o  pay i n  Iser c tmges .  On both counts (design standards and 
design of t a r i f f  systems) water programs have considerable po t en t i a l  f o r  
reaching l a rge r  numbers o f  lower income families.  

2.1.3 Envirormental Sani ta t ion 

P r io r  t o  Repelita I V ,  budgetary a l l c sa t i ons  f o r  environmental 
s an i t a t i on  were small and concentrated primarily on water supply. 
Repel i ta  I V  included overt recognition of the in te r re la t ionsh ips  among 
water supply, disposal  of human and so l id  waste, and drainage. 

Sewerage. The GO1 dea l s  with sewerage i n  th ree  ways: 1) communal 
wash-house/toilets (MCKs) a r e  admissible construction components under 
KIP; 2) p i l o t  sewerage p ro j ec t s  on a city-by-city basis;  and 3) a p i t  
l a t r i n e  program financed by t he  Ministry of Health f o r  r u r a l  areas. % 

A program i n  urban a reas  t o  encourage pr iva te  construction of 
t o i l e t s  was contemplated f o r  Repeli ta I V .  However, the  GO1 has been 
faced with a var ie ty  of technical ,  soc i a l  and f i nanc i a l  d i f f i c u l t i e s  with 
respect  t o  sewerage programs. Technical i s sues  include tne  in te r -  
re la t ionsh ip  wi th  other  urban prograin& and problems, par t i cu la r ly  the  
avs i  l a b i l i t y  of water and/or appropriate drainage. Social  d i f f i c u l t i e s  
r e l a t e  t o  the  lack of understanding on the  par t  of res iden ts  of t he  
reJ.&ionship between hygiene and health,  lack of maintenance, and 
aez the t ica l ly  urpleasant conditions. Financial  d i f f i c u l t i e s  include 
shortages of water and the  high cos t s  of system development. 

Sol id  Waste. As i n  t he  case of human waste, government 
involvement l n  the  so l i d  waste sec tor  has taken three  forms: 1) s o l i d  
waste disposal  is an e l i g i b l e  component i n  t h e  KIP; 2) p i l o t  programs 
a r e  supported i n  se lected c i t i e s ;  and 3) l o c a l  governments, which have 
primary responsibi l i ty  f o r  so l i d  waste management, spend funds from t h e i r  
own revenues abnd from INPRES grants. 

Drainage. Total  investment i n  drainage has been small 
h i s t o r i m T z r g e l y  because t he  solut ions  required t o  o f f e r  a high 
l e v e l  of f lood protect ion a re  extremely expensive and unlikely t o  be 
affordable  except on a small  scale .  Three types of investments have been 
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typical :  1) "macro-drainagem improvements targeted t o  l a rge  cities i n  
low-lying areas;  2) wmicro-levelfl improvements undertaken through KIP; 
and 3) investments made by individual  l o c a l  governments through t h e i r  own 
revenues and/or INPRES grants. 

As with water systems, there  is room f o r  improvement i n  
environmental san i ta t ion  programs f o r  lower income areas.  The KIP 
program itself of ten focuses on drainage and sewerage problems, but there  
is  still l a t i t u d e  f o r  expansion. On the  same pr inc ip le  as t h a t  of 
community-based solut ions  t o  water supply i n  lower home areas,  t he  
Ministry of Home Affairs  is  eager t o  expand locally-based so lu t ions  t o  
environment a 1  san i ta t ion  programs. 

2 . U  Urban Roads 

Irr terns ol" investment costs, budgetary expenditures on- urban- 
roads a r e  overshadowed by investment i n  urban t o l l  roads, which are the  n 



respons ib i l i ty  of a state-owned enterpr ise .  Urban roads a r e  a l s o  t h e  
respons ib i l i ty  of the  Department of Public Works. With the  exception of 
the roads and footpaths t ha t  cons t i t u t e  portions of the  KIP, roads a r e  
not targeted toward the urban poor. 

2.2 Determhation of programs nEl igiblew under t he  HG Loan 

The HG authorizing l e g i s l a t i o n  requires  t h a t  expenditures are  both 
f o r  s h e l t e r  o r  shel ter- re la ted i n f r a s t ruc tu re  and t h a t  they a r e  su i t ab l e  
f o r  low-income households. Based on the  preceding descripti,ons of the  
urban shel ter- re la ted i n f r a s t ruc tu re  "programs," and a s  summarized i n  
Table 1, KIP can be pre ua l i f i ed  a t  t h i s  time, L e . ,  100 percent of KIP 

-tquidation against  t he  HG loan advance. expenditures w i l l  qua 

Okher programs which a r e  e l i g i b l e  on the  shel ter- re la ted dimension 
include water supply, environmental san i ta t ion ,  urban access roads t o  
kampung, and she l t e r  upgrading (when not par t  of a spec i f ic  KIP and not 
p d  by another donor). 

2.3 Conclusions and Recommendations 

The HG Program is intended, among other things, t o  provide 
"essen t ia l  urban development services ,"  and pursue "program [ to]  
increase  the  a b i l i t y  of domestic financing f o r  improved s h e l t e r  and 
re la ted  services ,"  su i t ab l e  f o r  fami l ies  below the  median income. These 
program goals a re  consis tent  with those undarstood t o  be included i n  
Repelita V, t o  lncrease a t t en t ion  t o  a l l ev i a t i ng  t he  p l i gh t  of t he  urban 
poor through more e x p l i c i t  target ing and monitoring of urban investment 
f o r  t h i s  group. 

In  t he  i n i t i a l  s tages  of of t h i s  project ,  KIP q u a l i f i e s  a s  an 
e l i g i b l e  program, and any KIP expenditure w i l l  qual i fy  f o r  l iqu ida t ion  
against  the  first HG advance, a s  long a s  not already financed by other 
donor agency assistance.  Expenditures on water supply, environmental 
sani ta t ion,  urban access roads t o  kampung and she l t e r  qg rad ing  w i l l  
qual i fy  i f  they a r e  su i t ab l e  f o r  l m c o m e  famil ies ,  and a r e  
ve r i f i ab l e  a s  such. 

As t h e  OOI w i l l  need t o  i n c o ~ p o r a t e  e x p l i c i t  t a rge t ing  and monitoring i n  
order t o  meet its own objectives,  such ver i f ica t ion  is cons i s ten t  with 
GO1 policy. 

Validation of expenditures other  than KIP a s  meeting HG program 
c r i t e r i a  can be met i n  two ways. Because income d i s t r i bu t ions  vary 
widely from one urban area t o  another, some e n t i r e  regions may have no 
urban a r ea s  i n  which income exceeds t he  nat ional  median income f o r  urban 
a n a s .  Thus, any expenditure f o r  progriammatically e l i g i b l e  
i n f r a s t ruc tu re  i n  a municipality whose upper income ca tegor ies  a r e  below 
the  nat ional  urban median income would meet income e l i g i b i l i t y  a s  well. 

The second approach f o r  non-KIP expenditures is f o r  t he  GO1 t o  
i den t i fy  t he  d i s t r ibu t ion  of benef ic ia r ies  e i t h e r  on individual  a s  a 
program of investments. This beneficiary information already is a p a r t  



of the o r ig ina l  basis for  jus t i f ' ica t ion f o r  incluslal-1 i n  the ZUZOP 
program of expenditures, and would not impose a signif ' icant add i t iona l  
burden i n  maintaining such information f o r  purposes of l iquidat ing FIG 
advances. It can also be assumed tha t  TO percent of t h e  expenditures 
f o r  these  programs can be prequal i f isd  basad on the assumption t h a t  t he  
programs w i l l  be implemented i n  such a way t h a t  the invsstments w i l l  
d i r e c t l y  bsnef it f ami l i e s  with balow-c~ledian incomes. 

A p o t e n t i a l  complicating f a c t a r  i s  the  pos s ib i l i t y  t h a t  t he  GO1 
w i l l  change accounting c l a s s i f i c a t i o n  i n  t he  next two years, and it may 
no longer be possible  t o  iden t i fy  l i n e  item expenditures f o r  KIP. This 
change is a pa r t  of the  process Per developing programs of Investments 
from the  bottom ~p, with j u s t i f i c a t i on  of p ro j ec t s  f o r  inclusion i n  
investment programs based on snc ia l ,  economic and f i nanc i a l  c r i t e r i a .  
This approach should be supported by the Municipal Finance Project  a s  an 
important p a r t  of the  policy t o  increase  respons ib i l i ty  and author i ty  a t  
l e v e l s  below the  c e n t r a l  government. However, it does po ten t ia l ly  
complicate the  a t t r i b u t i o n  of rupiah expenditures t o  t he  HG loan program. 

The recommended solut ion t o  t h i s  po t en t i a l  problem is f o r  AID and 
the  GO1 t o  agree upon an expenditure program t h a t  i s  not de ta i led  down t o  
t he  pro jec t  l eve l ,  but includes an understandhg of the  l e v e l  af t o t , a l  
expenditures with and without t he  HG 'loan. Theh, t h e  GO1 would agree 
through budgetary l i n e  items such a s  KIP, f o r  a s  long a s  those: l i n e  items 
a r e  i den t i f i ab l e ,  on t h e  a t t r i b u t i o n  of rupiah expenditures planned 
against  t he  HG loan. Whether or not t he  l i n e  item categories  do chanqe, 
it w i l l  be possible  f o r  the  GQI  t a  agree a l s o  on a l e v e l  of expenditure 
f o r  one o r  more municipali t ies,  a l l  of whose shel ter- rula ted expenditures 
a r e  e l i g i b l e  because t he  e n t i r e  gopulatFon meats t he  below-median income 
test. 

3 THE REGIONAL DEVELrSFKNT ACCOUNT 

The Regional Development Account is intended a s  a spec ia l  account 
i n  t he  Ministry of Finance, Its purpose w i l l  be t o  lend t o  l o c a l  
governments and l o c a l  government enterprises.  While t he  s t ruc ture ,  
management, and operating procedures of t he  RDA have been draf ted,  t h e  
policy object ives  f o r  t he  RDA remain under discussion within t he  GOI. 

While HG loan proceeds could be used t o  help c a p i t a l i z e  t he  RDA 
when it is operational, whether RDA loans a r e  e l i g i b l e  expenditures 
against  which t he  HG can be l iquidated is an open question. The bes t  
guess r igh t  now is t h a t  RDA funds w i l l  be a l loca ted  on one of two bases, 
depending on t h e  type of project. F i r s t  a r e  p ro j ec t s  t h a t  are 
self-l iquidating,  i.e. , t h a t  t he  individual  pro Jec t  must cover its own 
cos t s ,  This approach w i l l  favor  lending t o  p ro j ec t s  which can c o l l e c t  
user  chaxges. Both centrally-imposed technica l  design standards and 
prevail ing approaches t o  t a r i f f  design i n  Indonesia w i l l  tend t o  benef i t  
high income beneficiaries.  This would imply t h a t  t he  majority of these  
types  of p ro jec t s  are l i k e l y  not t o  meet the  low-income t e s t .  I n  t h e  
shor t  run, self- l iquidating p ro j ec t s  would most l lkeky be t he  only *day 
RDA funds can be allocated.  o 



The second lending bas i s  i s  to  look a t  the  overa l l  f i nanc i a l  
condit ion of the borrower t o  determine the  f inanc ia l  Feas ib i l i ty  of 
i n f r a s t ruc tu re  rogram of a l o c a l  government. In t h i s  instance,  it i s  
more l i ke ly  t h a b  governments can design groups of p ro jec t s  which 
a r e  su i t ab l e  f o r  both below and above median income benef ic iar ies ,  Then 
i t  could be possible  not only f o r  the  HG loan proceeds t o  a s s i s t  i n  
cap i t a l i z ing  t he  RDA but a l s o  some RDA loans could be considered a s  
e l i g i b l e  expenditures. 

It is d i f f i c u l t  t o  provide any c l e a r  assessment of what the  RDA 
w i l l  become a s  i t  appears t h a t  nei ther  general  policy decisions nor 
operational procedures are  yet ready f o r  public discussion. However, 
there  a r e  some key considerations i n  its design and operation t ha t  should 
be kept i n  mind. 

F i r s t ,  even s ing le  p ro jec t  loans could be s t ructured i n  such a way 
t h a t  f i nanc i a l  f e a s i b i l i t y  reqr~irements a r e  met by cross-subsidization 
among high and low income users  o r  by subsidy of low income users  from 
general  municipal revenues with high income benef ic ia r ies  paying through 
f u l l  cos t  recovery user charges, As discussed i n  the  preceding section,  
it is  a l s o  the  bel ief  of Ministry of Home Affairs  o f f i c i a l s  t h a t  
community based designs can produce affordable water systems and other 
p ro jec t s  t h a t  can be sustained by user  charges, even t o  lower income 
families. I f  the  RDA can recognize the  overa l l  f i nanc i a l  v i a b i l i t y  of' a 
l o c a l  government and can a s s i s t  lower income targeted programs a s  welL a s  
those f o r  higher income, it could become a more viable  financing 
instrument f o r  t h e  f u l l  range of urban investments. 

The second RDA-related issue is its overa l l  r o l e  i n  financing 
urban in f r a s t ruc tu re  investment. As already discussed i n  t h i s  annex and 
i n  more d e t a i l  i n  the  Economic Analysis Annex, the  t o t a l  demand l e v e l  o r  
need f o r  urban in f r a s t ruc tu re  investment w i l l  o u t s t r i p  not only the  G O I 1 s  
capacity t o  f inance ,from c e n t r a l  government funds but a l so  l eve l s  of 
f inancing ava i lab le  from donor agencies. It is our bel ief  t h a t  an 
important par t  of f i l l i n g  t h i s  gap w i l l  have t o  be met by l o c a l  
resources. We have already seen t h a t  t he  l e v e l  of l o c a l  resources can b e  
increased s ign i f ican t ly ,  even i f  no major new taxes  a re  i n s t i t u t e d  f o r  
l o c a l  governments. While the f inanc i a l  management strengthening t h a t  
w i l l  have t o  take place a t  t he  l o c a l  l e v e l  should not be underestimated, 
r e a l  resources can be developed a t  the l o c a l  Jsvel. However, i f  use of 
these  resouzces is r e s t r i c t e d  t o  pay-as-you-go financing , then they w i l l  
not con t r ibu te  much t o  c losing t he  gap i n  needed in f r a s t ruc tu re  
investment. These resources w i l l  have t o  be leveraged t o  make a major 
dent. 

The RDA can play a p ivo ta l  r o l e  i n  t h a t  leveraging process, not by 
being the  s o l e  source of c r e d i t  f o r  l o c a l  governments, but by 
es tabl ishing the  foundation f o r  l oca l  borrowing a s  an acceptable and 
viable  means of funding urban investments. To play t h a t  ro le ,  t he  RDAts 
po l i c i e s  and operat ional  procedures w i l l  have t o  meet market-like tests. 
This is a cont rovers ia l  point  within the GOI,  but t he  implications must 
be f u l l y  considered. I f  the  RDA lends a t  heavily concessionary i n t e r e s t  
r a t e s ,  then t he  types  of p ro jec t s  funded may not y i e ld  the  l e v e l  of 



economic development necessary t o  repay the t rue costs o f  capi ta l .  While 
the borrowers may meet the f i n a n c i a l  t es t  of repaying the "soft1' loans, 
t h e i r  p ro jec t  select ion could be d i s to r ted  by a less  than economically 
justifiab1.e cost o f  capi ta l .  The subsidized i n te res t  ra te  would cause 
the f i nanc ia l  cost o f  l o c a l  investments t o  underestimate the economic 
cost. I f  tha t  happens, then the long-run problem f o r  the GO1 i n  meeting 
i t s  debt serv ic ing requirements may be in tens i f ied .  

The leg i t imate  concern tha t  GO1 o f f i c i a l s  have i s  t ha t  l o c a l  
governments may not  be able t o  pay economically j u s t i f i a b l e  i n t e r e s t  
ra tes  and tha t  soc ia l  equi ty concerns may not  be sa t i s f ied .  These 
concerns have t o  be separated, and they have t o  be dea l t  w i th  i n  qu i t e  
d i f f e r e n t  ways. Whether l o c a l  governments can a f fo rd  economically 
j u s t i f i a b l e  ra tes  depends on two things. F i r s t ,  the o v e r a l l  program o f  
l o c a l  f i n a n c i a l  management strengthening must be successful i n  bu i ld ing  
up capacity. Second, the a t t i t u d e  cu l t u re  tha t  investments are mainly 
t rans fe rs  from cen t ra l  government wi th  competit ion among l o c a l  
governments based on l a rge l y  noneconomic c r i t e r i a  must change. Even 
under the IUIDP investment planning approach, there does not seem t o  be 
su f f i c i en t  emphasis on teaching l o c a l  o f f i c i a l s  about c r i t e r i a  f o r  
investment se lect ion tha t  w i l l  s t imulate employment and economic growth. 
If t h i s  type o f  c r i t e r i o n  i s  no t  heavi ly weighted i n  the se lect ion 
process, then the resu l t i ng  investments may not, i n  fact ,  generate 
s u f f i c i e n t  f u tu re  economic a c t i v i t y  t o  be s e l f  f inancing. 

The t h i r d  issue, meeting reg ional  equi ty and soc ia l  concerns, 
should no t  be mixed i n t o  the design o f  the RDA. Given the large r o l e  
t h a t  cen t ra l  government grants w i l l  continue t o  play i n  f inancing urban 
investments, soc ia l  and reg iona l  equi ty concerns can eas i l y  be met 
through the a l loca t ion  formula developed fo r  the grant system. The RDA 
s t ruc tu re  then can begin t o  es tab l i sh  condit ions f o r  a more economic 
growth or iented component o f  cen t ra l / l oca l  f i n a n c i a l  relat ions. 

F ina l l y ,  the r o l e  o f  the RDA i n  eventually upening up e n t i r e l y  new 
sources o f  f inancing urban investments must be considered. I t  seems 
u n r e a l i s t i c  t o  expect e i t h e r  the  GO1  o r  donor agencies t o  be able t o  
s w p l y  the l e v e l  of f inancing needed. Other measures baing taken by the 
Min is t ry  o f  Finance i n  the Indonesian c a p i t a l  market are aimed a t  
increasing the r a t e  of savings mobi l izat ion f o r  c a p i t a l  investment. As 
recent ly  as the end o f  June, 1988, Min is te r  Sumarlin (MOF) ca l l ed  fo r  
greater mobi l izat ion o f  p r i v a t e  c a p i t a l  f o r  economic development 
investment. The RDA could be one mechanism f o r  t h a t  mobil ization. For 
example, as l o c a l  governments begin t o  prove themselves v iab le  borrowers 
a t  r e a l i s t i c  terms from the RDA, the GO1 could consider opening up 
p a r t i c i p a t i o n  i n  the RDA t o  other f i n a n c i a l  investors. One large source 
o f  c a p i t a l  might be pub l i c  and p r i va te  pension funds which cur ren t ly  are 
invested mainly i n  t ime deposits. I f  the RDA can demonstrate capacity t o  
lend  a t  economically v iab le  ra tes  and i f  the GO1 were t o  adopt some form 
o f  i n i t i a l  guaranty program t o  p ro tec t  pension fund management, then 
l a rge  sources o f  c a p i t a l  might eventually f low i n t o  the RDA from outside 
present a31 budget channels. 

Over the long run, we bel ieve the opportunity i s  there f o r  other 



forms of p r i v a t e  f inancing as  well. The l a r g e s t  c i t i e s ,  e s p e c i a l l y  
Jakar t a ,  probably already a r e  capabie of borrowing from p r i v a t e  Financis1 
i n s t i t u t i o n s .  While t h e  GO1 understandably does not  wish t o  see a 
p a r t i c u l a r  model of p r i v a t e  f inancing imported i n t o  the  Indonesian 
c u l t u r a l  con tex t ,  i t  is not  impossible t o  imagine t h e  development o f  a 
unique p r i v a t e  c a p i t a l  market f o r  f inancing urban investments. This  
i s s u e  remains con t rovers i a l ,  but  t h e  oppor tun i t i e s  f o r  f u t u r e  
cons ide ra t ion  should riot be fo rec lased  by dec i s ions  taken now i n  t h e  
des ign of a c e n t r a l  lending scheme f o r  ,munic ipa l i t i e s  and j.n o t h e r  
c a p i t a l  market a c t i v i t i e s  sepa ra te  from t h e  urban development agenda of 
t h e  GOI.  

Both t h e  planning and implementation of investment programs and 
t h e  development of resources  f o r  f inancing investments h i s t o r i c a l l y  have 
been r e s p o n s i b i l i t i e s  of t h e  c e n t r a l  government r a t h e r  than l o c a l  
governments. As a r e s u l t ,  t h e r e  is Lit t le fornml capac i ty  a t  t h e  l o c a l  
l e v e l  t o  i d e n t i f y  investment p r i o r i t i e s ,  t o  develop long-term c a p i t a l  
investlcsrlt programs, t o  r a i s e  f i n a n c i a l  resources  t c  ' -4 t h e  investment 
programs, and t o  opera te  and maintain f a c u l t i s s  once b u i l t .  It is i n  
t h i s  con tex t  t h a t  t h e  GO1 has  embarked on i ts gradual  program t o  upgrade 
planning,  implementation, opera t ion  and maintenance and f i n a n c i a l  
management c a p a b i l i t i e s  a t  t h e  l o c a l  l eve l .  

The f o c a l  po in t  of GO1 e f f o r t s  t a  imprave l o c a l  F inanc ia l  
management have been ongoing programs of t h e  Ministry of Home A f f a i r s  and 
loan and g r a n t  f inanced a c t i v i t i e s  i n  support of t h e  IUIDP process. 
P i l o t  p r o j e c t s  t o  improve opera t ion  and maintenarce planning and 
budgeting have taken p lace  i n  s i x  cities, improvement i n  l o c a l  revenue 
admin i s t r a t ion  p i l o t s  have been c a r r i e d  out  i n  s e v e r a l  cit ies,  and 
f i n a n s i a l  management s t rengthening p r o j e c t s  have been p i l o t e d  i n  s e v e r a l  
c i t i e s .  A l l  of t h e s e  e f f o r t s  a r e  planned f o r  extens ion t o  approximately 
t h e  cne hundred l a r g e s t  c i t ies  i n  t h e  next  two years  through loan and 
grant  f inanced t e c h n i c a l  a s s i s t a n c e  teams. 

By f a r  t h e  l a r g e s t  t e c h n i c a l  a s s i s t a m e  and t r a i n i n g  e f f o r t  t o  
d a t e  h a s  been t h e  IUIDP process itself. Prov inc ia l ly  based t e c h n i c a l  
consul t ing  teams have been a s s i s t i n g  Level I1 governments t o  develop: 

-- f ive-year  r o l l i n g  c a p i t a l  investment p lans ;  

-- multi-year budgets f o r  opera t ion  and maintenance; and 

-a long-term f inancing p lans  cons i s t ing  of a mix of g r a n t s ,  
c o s t  recovery measures, and own source revenues. As a 
lending f a c i l i t y  becomes ava i l ab le ,  loans  a r e  t o  be  
f a c t o r e d  i n t o  t h e  f inancing p lans  a s  well. 

Since t h e  IUIDP t r a i n i n g  e f f o r t s  a t  t h e  p r o v i n c i a l  and municipal 
l e v e l s  have been c a r r i e d  out  l a . q e l y  by var ied  con t rac t ing  organiza t ions ,  
the r e s u l t s  have been somewhat uneven. I n  cities where cons iderable  
l o c a l  capaci ty  already e x i s t s ,  there have been complaints  t h a t  t h e  



consultants1 approach has been too much of a Ifget the information and g e t  
t h e  plan completedw a t t i t u d e  ra ther  than a capacity building e f fo r t .  
T h i s  observation a l s o  has been re f lec ted  i n  Ministry of Home Affai:rsl 
concerns t h a t  the  contracting process f o r  loca l ly  di rected technical  
ass i s tance  and t ra in ing  i s  constrained t o  r e l a t i ve ly  shor t  time periods 
by the  donor agencies. The r e s u l t  ha5 been t h a t  i n  many cases t he  
contractors1 p e d  omance c r i t e r i o n  has been based on completing 
reports/plans ra ther  than on how much has been absorbed a t  the  l o c a l  
level .  

While these  c r i t i c i sms  undoubtedly a re  warranted, it is a key 
concern f o r  the  d m o r  agencies funding the  e f f o r t s  a s  well  a s  c e n t r a l  
IUIDP s t a f f .  The l imi ta t ion  t o  t h i s  point would seem t o  be mainly a 
problem of developing an i n t e r n a l  capacity t o  provide sustained f i nanc i a l  
management capacity building. Needed a r c  b e t t e r  processes f o r  
coordination among the  donor agencies and the  GO1 on ident i fying 
technica l  ass is tance requirements and mechanisms f o r  develcping 
capabi l i ty  f o r  t r a in ing  t h a t  does not require  sustained donor funds. 

Prospects f o r  be t t e r  coordination among donors i s  excellent .  
Overlapping preparation missions (June/July , 1988) f o r  the  UNDP (UNCHS) , 
t h e  World Bank and USAID has resul ted i n  agreement i n  p r inc ip le  t o  
coordinate plans f o r  the  provision of t echnica l  assistance.  I n  addi t ion,  
i t  is possible  t h a t  some b i l a t e r a l  donors (Canada and Netherlands) w i l l  
provide ass is tance by cofinancing UNDPNorld Bank e f fo r t s .  USAID'S 
separately funded e f f o r t s  have taken i n t o  account the  plans of t h e  other  
donors i n  designing t h e  long-term advisory ctvnponent of its technica l  
ass i s tance  program. 

To develop a self-sustained technical  ass is tance and t ra in ing  
e f f o r t  within t he  GO1 and other  i n s t i t u t i o n s  requires  t h a t  p r inc ipa l  
t echnica l  ass is tance i r p u t s  a t  t h e  c e n t r a l  government l e v e l  be di rected 
t o  the  Ministry of Home Affairs  and the Ministry of Finance. For USAID, 
resources require target ing ass is tance t o  ' t h e  c e n t r a l  l e v e l  t o  a s s i s t  i n  
t he  i den t i f i ca t i on  of pol icy issues ,  a s s i s t  i n  the  development of policy 
implementation s t ra teg ies ,  and a s s i s t  i n  t he  development of technical  
ass is tance,  t ra in ing  s t r a t e g i e s  and mater ia ls  t h a t  can be u t i l i z e d  by G O 1  
and universi ty based personnel. USAID t ra in ing  e f f o r t s  would be focused 
pr incipal ly  on " t ra ining of t ra inersn  a s  opposed t o  d i r e c t  l o c a l  
government t ra ining.  

The estimated technical  a s s i s t a m e  and t ra in ing  requirements f o r  
c e n t r a l  departments involves a heavy focus on the  i den t i f i ca t i on  of 
policy issues,  the  formulation of policy implementation s t r a t eg i e s ,  
program and pro jec t  appra i sa l  methods, municipal finance, performance 
monitoring f o r  municipal se rv ices  and i n s t i t u t i o n a l  and human resource 
development. These s k i l l  areas  a r e  needed i n  the  Ministry of Home 
Affairs. Also a t  the  c e n t r a l  level ,  i n  the  Ministry of Finance, 
add i t iona l  ass i s tance  is required i n  municipal f inance policy,  both t o  
provide d i r e c t  technical  ass is tance i n  such a reas  a s  estimating tax  and 
other  revenue po ten t ia l ,  a s  well a s  t o  coordinate with Home A''nirs s t a f f .  

A t  t he  prov inc ia l  l e v e l  (Level I) , t he  s k i l l  a m a s  i den t i f i ed  f o r  



development include program and project  preparation, operation and 
maintenance management, technical  and f i r ~ a n c i a l  project  appraisal ,  and 
performance monitoring and evaluation. A t  t he  municipal l eve l  (Level 
II), the iden t i f i ed  s k i l l  areas  f o r  technical  ass is tance and t ra in ing  
focus a r e  project  i den t i f i ca t i on ,  project  preparation, analysis  of 
f i nanc i a l  capacity,  aperation and mairl tenance, p ro jec t  implementation, 
and perPomame monitoring and evaluation. 

An overa l l  s t ra tegy f o r  meeting these technical  ass is tance 
requirements has not ye t  been developed. I f  one took only t he  c e n t r a l  
and provincia l  l eve l s  and assumed t h a t  the GOI's iden t i f i ed  areas  f o r  
technical  sdvisory described i n  the two preceding paragraphs w i l l  require  
severa l  advisors a t  t he  c e n t r a l  l eve l  p lu s  several  i n  each province, then 
t h i s  would y ie ld  an estimated need f o r  about one hundred and t h i r t y  f i v e  
advisors/ trainers.  For t he  donor agencies simply t o  provide t h i s  l e v e l  
of advisory support seems a self-defeating s t ra tegy,  

A more appropriate s t ra tegy is t o  develop within the  G O 1  and other 
i n s t i t u t i o n s  t he  capacity t o  u t i l i z e  ex is t ing  s t a f f  i n  place of many of 
t he  advisors a t  the  provincia l  level, This requires  first an a t t i t u d e  
s h i f t  on the  pa r t  of c e n t r a l  departmental s t a f f .  The prevail ing view of 
t he  ro l e  of c e n t r a l  departmental s t a f f  assigned t o  Jakar ta  and t o  
provincial  o f f i ce s  i s  one of review and approval of Level I1 budgets, 
p ro jec t  proposals, financing plans and so  forth.  While Home Affairs  
c l ea r ly  considers one of its ro l e s  t o  be the  development and issuance of 
guidance materials, budget manuals, and s imi la r  information, it does not 
seem t o  view its r o l e  a s  one of t ra in ing  l o c a l  o f f i c i a l s .  One of t h e  
major assignments of fu tu re  technical  advisors a t  t he  cen t r a l  l e v e l  would 
have t o  be the  development of a coordinated t ra in ing  and technical  
ass is tance s t ra tegy,  which would require both policy decisions and 
resource a l loca t ion  decis ions  a t  the  c e n t r a l  level .  Cooperation among 
a l l  of the  donor-financed centra l - level  advisors would be c r i t i c a l .  

An addi t iona l  s t ra tegy  would be t o  support and strengthen the  
capacity of t he  univers i ty  system t o  provide s ign i f ican t ly  grea te r  l eve l s  
of t ra i rdng i n  f i nanc i a l  management. The University of Indonesia's, 
I n s t i t u t e  f o r  Economic and Soc ia l  Research (LPEM) has conducted t r a i n i r s  
courses s ince  1972 i n  regional planning and more recent ly  i n  l o c a l  
f inance ( i n  Indonesia, t he  term regional f inance is employed t o  r e f e r  t o  
both Level I and Level 11 finance). Both cu r r i cu l a  include a shor t  
course ( th ree  months) and a long course ( 9  months), with each course 
accommodating f o r t y  students. About 2,700 have been t ra ined t o  date ,  
mostly i n  regional planning. A t  present,  one long and one short  course 
i n  regional f inance is being given each year and th ree  shor t  courses and 
one long course i n  mg iona l  planning. By l a t e  1988, new t r a in ing  
f a c i l i t i e s  w i l l  be cjmpleted which w i l l  permit the  t o t a l  number of 
p a r a l l e l  courses t o  be expanded from the present s i x  t o  eight.  There is 
no ind ica t ion  of whether t he  expansion w i l l  be i n  regional  f inance o r  
regional  planning. 

The Minis t r ies  of Home Affairs  and Finance a r e  eager f o r  LPEM t o  
expand the  t ra in ing  concept t o  regional un ivers i t i es ,  of which there  a r e  
t h i r t y 4  ive. According t o  t he  former Director of LPEM, t he  main l imit ing 



f ac to r  i n  t ha t  expansion is  not budget support f o r  f acu l ty ,  bu t  i s  t h e  
development of curr icula ,  case  s tud i e s  and advanced t ra in ing  fo r  facul ty  
of the  regional universities. The LPEM has had a long-standing 
re la t ionsh ip  w i t h  the I n s t i t u t e  f o r  Local Government Studies,  University 
of Birmingham, sponsored by the  Government of Great Bri ta in .  LPEM i s  
in t e r e s t ed  i n  deve lq ing  addi t iona l  col laborat ive  re la t ionsh ips  with U.S. 
and non4J.S. un ivers i t i es ,  and sees t h i s  a s  a necessary component of 
expanding the  regional f inance and planning courses t o  other  
un ivers i t i es .  Apparently, t he  procedure w i l l  be f o r  t he  University of 
Indonesia, Jakarta,  t o  screen regional  un ive r s i t i e s  t o  determine which 
ones have the  po t en t i a l  t o  undertake such programs. 

The opportunity f o r  USAID t o  support the  expansion of regional 
f inance t ra in ing  activ!.ties seems best  i n  support of two aspects. 
Par t ic ipan t  t ra in ing  funds could be u t i l i z ed  t o  support a var ie ty  of 
short-term and long-term a c t i v i t i e s  i n  t he  United S t a t e s  f o r  facu l ty  and 
p o t e n t i a l  facul ty .  For example, such funds were jus t  used t o  support a 
two week v i s i t  t o  several  U.S. un ive r s i t i e s  t o  look a t  ove ra l l  universi ty 
system organization. Similar  participant t ra in ing  s lpport  could be 
provided t o  help e s t ab l i sh  col laborat ive  relationships between the  
University of Indonesia and U.S. un ive r s i t i e s  i n  regional finance 
programs. Similarly,  par t i c ipan t  t ra in ing  funds could be used t o  support 
facu l ty  par t i c ipa t ion  i n  long-term degree t ra in ing  and i n  short-term 
courses focused on regional  finance. 

The second fonn of USAID support could u t i l i z e  the  long-term 
res ident  advisors a s  well a s  short-term consul tants  i n  a col laborat ive  
mode t o  develop cur r icu la  and case  study materials. For example, t he  
LPEM arrangement with t he  IGLS i n  Birmingham involves bringing an IGLS 
consultant  t o  Indonesia f o r  t h r ee  t o  four  weeks t o  develop the  ou t l ine  
f o r  a case  study and t o  gather  bas ic  data. Subsequently, two o r  th ree  
LPEM facu l ty  o r  GO1 s t a f f  i n  various departments spend y, t o  two months 
i n  Birmingham working with t he  IGLS s t a f f  t o  develop the  case  study. 
Then both t he  IGLS consultant  and the  GO1 s t a f f  jo in t ly  present t he  case 
study f o r  t he  f i r s t  time i n  a seminar a t  the  University of Indonesia. 
From there,  the  case study is  incorporated i n t o  the  regional  f inance o r  
regional  planning courses, a s  appropriate. A combination of USAID 
par t ic ipan t  t ra in ing  funds and funds f o r  long-term and short-term 
advisors/consultants could serve exactly t he  same purpose with the  end 
r e s u l t  focused on expanding the  t ra in ing  e f f o r t s  t o  other  un ive r s i t i e s  i n  
Indonesia. 



ANNtX 6 
FINANCIAL AND ECONOMIC ANALYSIS ANNEX 

The Municipal Finance Program combines loan and ass is tance 
resources i n  support of the  G O I t s  policy agenda t o  fur ther  the  
development of a municipal f inance system fo r  Indonesia. The project  
does not lend itself t o  t r a d i t i o n a l  economic analyses because spec i f ic  
in f ras t ruc ture  pro jec t s  t ha t  can be appraised i n  f inanc ia l  and economic 
terms are  lacking. This annex examines t he  key economic i s sues  facing 
Indonesia i n  the  context of the  project .  It provides a descr ipt ion of 
the  demand f o r  urban i ~ f r a s t r u c t u r e  and how the  Municipal Finance Project  
is intended t o  help s a t i s f y  t ha t  demand i n  re la t ion  t o  i t s  timing w i t h  
Repelita V. 

1. ME URBAN DEVELOPMENT BUDGET AM SERVICE NEEDS 

Both the p r io r  economic downturn and debt service  requirements, a s  
described i n  the  Project  Paper, necess i ta te  continued f i s c a l  aus te r i ty .  
The projected BY 88/89 development budget is l e s s  than half of i ts  
nominal l e v e l  i n  1985/86 and several  large-scale c a p i t a l  in tensive 
projects  have been postponed indef in i te ly .  

The budget cu t s  a r e  having an adverse e f f e c t  on urban services .  
Even before t he  cu t s  i n  the  development budget, nat ional  investment i n  
urban development had been unable t o  keep pace with the  increased demand 
fo r  new services  or ttle cos t s  of operating and maintaining ex i s t i ng  
in f ras t ruc ture  and services.  The World Bank estimated t h a t  an annual 
investment of Rp. 900 b i l l i o n  ( i n  1986 pr ices )  was needed i n  the urban 
sector  t o  meet reasonable growth needs and t o  overcome severe shortages 
a t  minimum service  levels .  However, i n  BY 85/86, t o t a l  public 
expenditure on in f ras t ruc ture  and on operations and maintenance amounted 
t o  only Rp. 470 b i l l i o n  or about 52 percent of t he  estimated need. 

Table 6.1 provides annual l e v e l  of investment expenditures f o r  BY 
87/88, project ions  f o r  BY 88/89, and preliminary f igures  f o r  Repelita V 
(BY 89-BY 93). To in t e rp re t  t h i s  t ab l e  it is necessary t o  understand the  
process by which t he  f igures  have been derived. In v i r t u a l l y  a l l  
documents which include estimates of needed urban sec tor  in f ras t ruc ture ,  
the  i n i t i a l  f igures  a r e  based on the  1984 National Urban Development 
Strategy Report (NUDS). The World Bank Appraisal Report f o r  t he  f i r s t  
Urban Sector Loan adjusted these f igures  t o  1986 pr ices ,  and estimated 
t ha t  Rp. 900 b i l l i o n  would be necessary annually ( i n  constant rupiah). 
However, a s  indicated,  there  have been budget cu t s  which resu l ted  i n  
BY 87/88 f igu re s  being lower than those pro ected. Estimates f o r  d BY 88/89, a s  provided by the  Department of b l i c  Works (W J), r e f l e c t  a 
GOI/TKPP decision t o  re turn t he  o r ig ina l  estimated trend l i n e  t o  t he  
e a r l i e r  projected leve ls ,  assuming r e l a t i v e l y  constant expenditures per 
capita. 

The demand o r  estimated need by application,  a s  included i n  the  
top portion of Table 6.1, was based on th ree  sets of assumptions and then 
calculated based on three  d i f fe ren t  algorithms. The f i r s t  assumption is 
tha t  the  r e l a t i v e  d i s t r ibu t ion  of needs across programs' is invar iant ,  i n  





other words, t ha t  tihe water sector  and urban roads w i l l  continue t o  
command the  same dominance i n  expenditure decisions. T h i s  i s  an 
assumption tha t  merits f 'urther examination because decisions t o  increase 
emphasis on drainage, fo r  example, w i l l  e i t , ? e r  lead t o  non-correspondin 
decreases i n  other areas (because the  uni t  cos t s  of drainage a r e  higher 
o r  t o  fu r ther  increases i n  f.i.nancia1 needs. A t  t h i s  point  i n  time, we 
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have no indicat ion a s  t o  whether the  p r i o r i t i e s  have changed. 

The second assumpt.lon imp l i c i t  i n  t h e  t ab le  is t h a t  t he  s i x  
llapplicationvl areas ( e  .g . , w?ter, san i ta t ion)  w i l l  be so  designated i n  
Repeli ta V. If there  a r e  changes i n  the f inanc ia l  system which replace 
programs with discretionary block-type a l locat ions ,  then budgeting f o r  
triese programs w i l l  not be done i n  t h i s  manner. 

A th i rd  c r i t i c a l  assumption is tha t  the  G O 1  and/or l o c a l  
governments can implement p ro j ec t s  a s  f a s t  a s  the  trend l i n e s  indicate.  
For BY 87/88, DPU notes i n  its Quarter ly  Report f o r  t he  Urban Sector 
Loan, "the unrealized committed ( s i c )  of BLN (other  non-U%) and RPLN 
(USL) funds 1988/1989, amounted t o  Rp. 148.1 b i l l i on ,  or a t  l e a s t  
15 percent of estimated expenditures. This, i n  par t ,  explains  the 
"raisingg1 of the trend l i n e  discussed above fo r  1988/83, but  a l so  may 
raise doubt as  t o  the  u t i l i t y  of t he  planning estimates. 

, 
I n  addition t o  these t h r ee  underlying assumptions, est imates of 

need a r e  made essen t ia l ly  following the  DPU method of producing low, 
mediun and high estimates as  follows: 

1 )  Low - includes population growth a t  4.3% p.a. 
2 Medium - includes population growth a t  4.3% p.a. and 

in f l a t i on  a t  9% pea.  
3) High - includes population growth a t  4.3% p.a. and 

in f l a t i on  a t  9% p e a e  and a fac tor  f o r  program improvement, 
e.g., increases  i n  service  leve ls ,  of 4.8%, p.a. ( t he  4.8 
percent f i gu re  corresponds t o  an estimated annual growth 
r a t e  i n  GDP) 

I n  t e rn s  of t he  estimated revenue sources, a s  indicated,  f o r  BY 
87/88 and BY 88/89 estimates, t he  f igures  were obtained from WU a s  of 
kine 1988. The Repelita V est imates  a r e  based on f i gu re s  obtained from 
IBRO Aide Memoire,. prorated over t he  five-year period a t  a r a t e  of 
population growth of 4.3%. Two observations a re  necessary here. The 
f i r s t  i s  t h a t  although there  a r e  breakdowns of data  by type of cen t r a l  
and l o c a l  government source f o r  Repelita I V ,  these breakdowns a r e  not 
avai lable  f o r  Repelita V i n  t h e  same way, so  they have only been grouped 
a s  "centraln and lllocallt f o r  ease  of comparison. Second, t he  label ing 
ncentra lw and Itlocalw implies t h a t  there  w i l l  be an ac tua l  s h i f t  i n  
source of resources, with l o c a l  government revenues increasing almost 
fourfold in Repelita V over Repel i ta  I V ,  Haw much of t h a t  "increaseu i n  
l o c a l  sources w i l l  be due t o  ac tua l  l o c a l  %wn source" revenues and 
borrowin is unclear. Changes i n  the  grant system (discussed i n  t he  i! Technica Annex) a r e  being proposed; these changes still involve cen t r a l  
funds, but funds over which l o c a l  governments w i l l  have much greater  
discret ion.  Some of these  funds may have been re labled from cen t r a l  t o  



TABLE 6.2 

ALTERNATIVE HG LOAN SCENARIOS 
and PRECOJT OF SHORTFALL 

DISTRIBUTION OF HG LOAN 
ALTERNATIVE HG (Need) (Rp. B i l l i o n )  
DISBURSEMENT Demand 
SCHEDULES Estimate 89/90 90/91 91/92 32/93 93/94 

ALTERNATIVE 1 
US HG LOAN (potent ia l )  87.5 43.75 43.75 
Percentage of Sho r t f a l l  Low 15.6% 7.5% 7.1% 

Medium U.3% 5 3% 4.6% 
High 12.3% 4 -8% 3.8% 

ALTERNATIVE 2 
US HG LOAN (potent ia l )  43.75 43.75 43.75 43.75 
Percentage of  Shor t fa l l  Low 7.8% 7 .5% 7.1% 6.9% 

Medium 6.7% 5 .5% 4.6% 3 .9% 
Hish 6.2% 4.8% 3.8% 3.0% - 

ALTERNATIVE 2 
US HG LOAN (potent ia l )  35 35 35 35 35 
Percentage o f  Shor t fa l l  Low 6.2% 6.0% 5.7% 5.5% 5.3% 

Medium 5.3% 4.4% 3 .7% 3.1% 2.6% 
High 4.9% 3.8% 3.0% 2.4% 1.9% 

Note : Calculated on basis o f  Low, Medium and High estimates o f  needs and 
resul tant  potent ia l  s h o r t f a l l  from Table 1. 



local .  A much more dramatic i n te rp re ta t i on  o f  these estimates i s  that  
the G O 1  contra1 expenditures f o r  urban investment w i l l  remain r e l a t i v e l y  
constant ov?r Repeli ta V, w i th  a l l  o f  the growth coming from such l o c a l  
actions as Improved revenue administrat ion and/or improved e f f i c i ency  o f  
operations arld borrowing. 

Not included here i n  the "bottom l i n e u  are the estimates o f  other 
donor contr ibut ions t o  revenues because such f igures are cur ren t ly  under 
discussion wi th  the GOI,  BAPPENAS (the Nat ional  Development Planning 
Agency) and Minis t r y  o f  Finance (MOF) . Third, and most important, i s  
t ha t  t h i s  "bottom l i n e H  i s  t ha t  o f  the Department o f  Publ ic Works and 
does not r e f l e c t  the f i n a l  budget decisions which are ant ic ipated dur ing 
the month o f  August 1988 v i a  the President's Budget Message. 

As can be seen, under any scenario i n  which need i s  estimated, 
there would be a s h o r t f a l l  between estimates o f  own-source revenues and 
minimum urban i n f ras t ruc tu re  needs over the next planning period. The 
b i g  question unanswered by these estimates i s  the r o l e  of  loca l ,  ''own 
source11 revenue generation. I t  i s  obvious tha t  the gap between t o t a l  G O 1  
own source (cen t ra l  p lus  l o c a l )  and even the wlowl' estimates o f  need i s  a 
large one. I t  also i s  obvious tha t  the gap w i l l  be f i l l e d  by borrowing 
from donors, inc lud ing  the HG loan. What i s  under debate w i th in  the GO1 
now i s  how much o f  these loans w i l l  be "passed on1' t o  l o c a l  governments 
v i a  a cen t ra l  lending mechanism (RDA) and how much w i l l  be borrowed by 
central, repaid by central ,  and invested i n  urban services 
v i a  sectoral  grants, departmental d i r e c t  expenditures, and block grants. 

The marc l o c a l  governments are expected t o  borrow, the slower w i l l  
be the probable r a t e  o f  growth i n  urban investments. That probably means 
a d i f f e r e n t  GO1 demand curve f o r  donor loans. Ye have not  t r i e d  t o  
display t h i s  demand curve f o r  a l l  donor urban lending. Rather, Table 6.2 
displays three a l t e rna t i ve  patterns f o r  how the HG loan might be 
u t i l i z e d .  A l ternat ive 1 i s  the fastest  disbursement possible f o r  the HG 
loan, with back-to-back IjS FY 88 and FY 89 author izat ions o f  $25 m i l l i o n  
each i n  GO1  BY 89/90, and $25 m i l l i o n  each in  BY 90/91 and BY 91/92. 
A l ternat ive 2 assumes $25 m i l l i o n  i n  each GO1 budget year beginning i n  
BY 09/90 and ending BY 92/93 ( the  f i r s t  four years o f  Repeli ta V) .  The 
t h i r d  a l te rna t ive  assumes $20 m i l l i o n  per GO1  budget year or  each year o f  
Repel i ta V. 

2. TIMING OF HG ELIGIBLE U(PEESDITURES' 

I t  i s  doubt fu l  t ha t  any HG loan releases can or  should be 
l iqu ida ted  a a ins t  BY 88/89 expenditures f o r  two reasons. The f i r s t  i s  e the fact tha these resources are becoming avai lab le i n  the midst (of the 
f i n a l  bud e t  year o f  Repel i ta  I V .  Pro rams and expenditures by source ! and targe have been planned and any 1 9 quidations against such pro jects  
would e i ther  be a t  the expense o f  other donor e f f o r t s  or  more important, 
would replace intended GO1 expenditures. E t h e r  event i s  contrary t o  the 
d i rec t i on  of G O I t  s urban investment pol icy,  supported by the World Bank 
and UNDP, t o  develop a long-term program o f  expenditures. This issue i s  
fu r ther  complicated by the addi t ion o f  $2.3 b i l l i o n  from the Japanese f o r  
the GO1 in the middle o f  t h i s  budget year. 



TABLE: 6.3 

ESTIMATED SOURCES OF KIP EXPENDITURES 

(BY 88/89 Targets ) 

Own-Source (APBN ) 

I6RD Urban Sector Loan 

Other Foreign Aid (BLN) 

T O T A L  

$16.2 b i l l i o n  

$13.4 b i l l i o n  

Note : Excludes any potential  HG resources for BY 88/89. 

W r c e  : Ministry of Public Works, Expendi tu~s Program, 

Urban Sector Loan Report. 



An a d d i t i o n a l  reason that; J . t  could bo d i  f f lcul t :  for  I-1C d o l l a r  
r e l e a s e s  t o  be l iqu ida ted  during the  f ina l ,  year of UY 08/83 is the 
problem of absorpt ive  capaci ty .  The ffna!. ana lys i s  f o r  the end of' 
BY 87/88 ind ica ted  t h a t  i n  no p i ~ b l i c  works program could the  G O 1  
implement 100 percent  of planned o r  programmed p r o j e c t s  and 
expenditures.  This i s  p a r t i c u l a r l y  t r u e  i n  the  Kampung Improvement 
Program (KIP). 'Tab1.e 6.3 shows the breakdown of KIP expenditures by 
source. As can be seen, of t h e  t o t a l  projec ted  KIP budget of Rp. 64.8 
b i l l i o n ,  46 percent  is a n t i c i p a t e d  from other  donors (not  inc luding 
A. I. D. ) ; t he  remaining Rp . 38 b i l l i o n  from own-sources is less than the  
approximately Rp. 43.750 bill,l.on equivalent  ( $25 m i l l i o n )  which could be 
a v a i l a b l e  o r  a t t r i b u t a b l e  under the HG loar 

3.0. OTHER ECONOMIC CONSIDERATIONS 

3.1. Investments i n  Kampung Improvements 

As of 1984, t h e  World Bank est imated t h a t  more than ha l f  of urban 
dwellers l i v e  i n  kampun , a r e a s  which a r e  loosely  defined a s  "informal, 
unplanned and unserv c e  urban v i l lages ."  This is more than 24 mi l l ion  
people. 

7 4  
The Kampung Improvement Program, o r  KIP, was begun i n  Jakar t a  i n  

1969 and is now nationwide. A number of s t u d i e s  have examined the 
bet!efits of KIP on t he  s o c i a l ,  phys ica l ,  and economic environment. These 
s t u d i e s  genera l ly  conclude tha t :  

o access  and drainage have been improved; 

o t h e r e  have been reduct ions  i n  f looding;  

o investments i n  s o l i d  waste d i s p o s a l  and maintenance of d r a i n s  and 
foo tpa ths  have met with varying degrees of success  and depend on 
t h e  degree of community organiza t ion  i n  p r o j e c t  p a r t i c i p a t i o n  and 
planning; 

o cons t ruc t ion  q u a l i t y  is mixed due t o  a v a r i e t y  of  reasons,  
inc luding poor design, l a c k  of i n t e g r a t i o n  with l a r g e r  a rea  
planning and drainage schemes, and regu la t ions  d i c t a t i n g  
con t rac to r  se lec t ion ;  and 

o t h e r e  is genera l ly  s t rong  suppor t  f o r  physica l  improvements, 
p a r t i c u l a r l y  footpaths.  

H i s t o r i c a l l y ,  KIP e f f o r t s  have no t  b c n  designed t o  d i r e c t l y  
recover cos t s .  However, t h e r e  is evidence c 1 '  economic b e n e f i t  through 
inc reases  i n  property values and assoc ia ted  property t a x  r e c e i p t s  is  
c o n t r a s t  t o  a r e a s  where KIP improvements have no t  been introduced.  t h e r e  
is a l s o  evidence of s i m i l a r  inc reases  i n  r en t s .  Rather than r e n t a l  
inc reases  leading t o  outmigration, t h e r e  has  been an i nc rease  i n  
housesharing . 
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invc:stment, The World f3ank c i  tos orw s tudy  which \n::icf~ t.i!s t.ha t: thtlr!l 
has  been a substantia .1 %tLrnul~~:," cFFcct of K I V  c ~ n  pr  l.v;lte homt? 
Lmprovenunts, which have been found t o  be twlce a s  high a s  i n  
nm-l.mproved a reas .  It has been est imated t h a t  cvcry Ap. 1 mi l l ion  
inves ted  i n  KIP encourages an a d d i t i o n a l  Hp. 1.9 mi l l ion  i n  p r i v a t e  
improvements. While some of t h i s  improvement has p a r t l y  been a t t r i b u t e d  
t o  the  f a c t  t h a t  when roads o r  d r a i n s  a r e  i n s t a l l e d ,  hames may be 
p a r t i a l l y  destroyed and rebul . l t  with p r i v a t e  funds, o the r  KIP investments 
such a s  e l e c t r i f i c a t i o n ,  wal ls  and ferices have a l s o  been made. 

' 2  E f l ~ l ~ ~ m e n t  Generation 

Evidence on t he  KIP1 s e f f e c t  on economic a c t i v i t y  is mixed; the re  
has  beer, no evidence of inc reases  i n  income i n  some a r e a s  but t h e r e  a r e  
i n d i c a t i o n s  of inc reases  i n  empl.oyment i n  o thers .  Wages earned from 
implementing the  p r o j e c t s  represent  ma te r i a l   improvement;^ i n  the l i v e s  of  
t h e  kampunq r e s i d e n t s ,  although t h i s  e f f e c t  may be s h o r t  term. The 
u i r e c t  l abor  input  is high and most ma te r i a l s  f o r  KIP i n f r a s t r u c t u r e  art? 
l o c a l l y  produced. 

A 1984 World Bank study es t ima tes  t h a t  560 person days of d i r e c t  
labor  a r e  required per  hec ta re  i n  average condi t ions  t o  achieve t h e  
minimum i n f r a s t r u c t u r a l  s tandards  suggested. A program of 3,000 hec ta res  
per  year ( t h e  1984 l e v e l )  would the re fo re  d i r e c t l y  employ over 11,000 
workers on a h a l f - t i m  b a s i s ,  or  about four  workers per  hectare .  

4 .  RELEVANT EXPERIENCE WITH SIMIIR PRQXCTS 

The Municipal Finance Pro jec t  is a n a t u r a l  extension of a number 
of HG programs designed f o r  both p r o j e c t  and pol icy  f inancing.  For t h e s e  
i n i t i a t i v e s ,  po l i cy  a c t i o n s  have been a component, although not  t h e  

rimar output.  S r i  Lanka Is one example where t h e  Government of S r i  e anka t; a s  c rea ted  an environment f o r  s h i f t i n g  t h e  provis ion  of 
i n f r a s t r u c t u r e  (in t h i s  case  housing) from pub l i c  t o  p r i v a t e  s e c t o r  
i n s t i t u t i o n s  through pol icy  dialogue with the government while t h e  loans  
are f inance  under t h e  HG program. 

The Municipal Finance Pro jec t  combines t h i s  approach of 
i n f r a s t r u c t u r e  i n  support  of pol icy  d i a l o  ue with AID'S  experience i n  9 programs involving s t rengthening aunicipa f inance  systems. Major 
pro rams from t h e  RHUDOs in Kenya and t h e  Ivory Cast have focused po l i cy  9 a c t  on e f f o r t s  with r e c i p i e n t  country governments m t h e  r o l e  of 
munic ipa l i t i e s  in t h e  provis ion  of she l t e r - re l a t ed  s e r v i c e s  t o  low-income 
benef ic i a r i e s .  Associated t r a i n i n g  and t e c h n i c a l  a s s i s t a n c e  have been 
focused, both at  t h e  c e n t r a l  governmerit and municipal l e v e l s ,  on p o l i c i e s  
r e l a t e d  t o  s t rengthening l o c a l  government f i n a n c i a l  systems. 

USAID'S Agr icul ture  and Rural Sector  Support Program (ARSSP) 
497-0357 a l s o  seeks  t o  support  the  f ~ r n u l s t i o n  and implementation of 
GOI-initiated po l i cy  ac t ions .  This Program is designed t o  support  pol icy  
changes t a rge ted  a t  inc reas ing  r u m 1  employment and income during a major 



scorlurnic downturn pmr: 1.11 LI.c~t;crl t ~ y  t I I(: tlrrmrt,lc decr.t!aso In tt 1e pr ir:c of' 
oi, l ,  l?io program suppnr t s  thr! rlcvr?.Loprnt!nt mrl impdf3rnon tn  t ior? of' such 
po l i cy  by expanding the d iversi f y i r iq  tho dcjr Lc:ul. t u x  1 r;r:c tor and p l  arm i.ng 
f o r  and In1 t i a  t .hg steps t:o oxp~nd and improve ttit? cf f'lc i.r:ncy o f  rlorncs t i  c 
f i nanc ia l  markets. 

Thus, although the proposcd Municipal Finance Pro ject  combines 
pol icy  act ion and HG lendlrlg i n  a new way, the po l i cy  issues, the 
substantive technical  requireaents, and the process o f  working wi th  
rec ip ient  cauntry governments on po l i cy  are a l l  wi th in  the experience o f  
the HG Program. 



ANNEX 7 

GOVERNMENT XNOQNESIA 
STATEENT W POLXCIES FOR 

W A N  DEVELOPMENT I N  INDONESIA -- 

Local governments r e f e r  t o  the  Special  Area of Jakar ta  (DKI) , a l l  
urban Level I1 governments, arid any form of l oca l  administrat ion t ha t  may 
be designated f o r  contiguous urban areas. 4 

Pmong the many development activities which w i l l  be continued, 
expanded and improved i n  t h e  Fourth Five-Year Development Plan (Repeli t a  
IV) a re  construction and maintenance re la ted  t o  urban development, 
pa r t i cu l a r ly  t ha t  of urban infras t ructure .  This is considered important 
not only because of t he  rapid growth of Indonesian c i t i e s  due t o  na tura l  
increase  i n  the  population and rural-urban migration, but a l s o  because of 
t he  expectations and demands of the urban p q u l a t i o n  and industr ies .  

Based on moderate assumptions, it i s  expected t h a t  the  urban 
population w i l l  have increased from around 33 million (22% of t o t a l  
population) i n  1980 t o  76 mil l ion (36% of t o t a l  population) by t h e  year 
2000, with an urban growth r a t e  of 4.3% per annum, while the average 
annual growth r a t e  of the  t o t a l  population i s  projected a t  only 1.8% - 
1.9%. This a l so  implies t h a t  about two t h i r d s  of t he  t o t a l  1980-2000 
population growth, o r  some 2.2 mill ion people per year on average, w i l l  
accrue t o  urban areas. 

Considering t h e  project ions  above, i t  becomes c l e a r  t h a t  po l i c i e s  
need t o  be continuously developed i n  order t o  be t t e r  manage the  growth of 
Indonesian c i t i e s  so  a s  t o  achieve an appropriate balance between growth 
and overa l l  socio-economic development of the population, both between 
and within t he  c i t i e s  themselves, and i n  t h e  most e f f i c i e n t  and equi table  
manner. 

I n  t h i s  connection, a var ie ty  of measures a re  being implemented t o  
~ p g r a d e  government capab i l i t i e s ,  especial ly  a t  t he  regional ( l oca l )  
levels ,  t o  plan, implement and manage programs providing necessary'urban 
in f r a s t ruc tu re  such a s  c lean  water supply, san i ta t ion ,  drainage, roads, 
kampung inprovement, garbage disposal ,  f i r e  protection,  market 
m i e s ,  and several  others. 

From Repeli ta I (1969-74) t o  the  present,  numerous e f f o r t s  of the  
c e n t r a l  government have been made t o  address the  needs of urban res iden ts  
f o r  s o c i a l  and economic in f ras t ruc ture ,  by means of extensive ass is tance 
from the  c e n t r a l  government and from the  Local Governments' own 
resouzces, with t he  par t ic ipa t ion  of t he  l o c a l  community. Total  annual 
expenditures on urban in f ras t ruc ture  have grown i n  nominal ternis from 
about Rp. 6 b i l l i o n  i n  1969/70 t o  about Rp. 360 b i l l i o n  i n  1985/86. 



 rid 
I I I ~ I I ~ J ~ I W C C  I ' C ~ ~ I J I T : ~ ! , ,  O I I ~  ~ L I O  LO 1;l~: ri1,r: I II ( J c m ~ r ~ r l  1 or: 11rt)wi :,I!CV~.(:IJI; ~1';  ;.I 
f unction oP p o p ~ ~ l a t  ion m d  ;ocio-t!c:oriomic: growi.ti, the: rcr,ult; of 
duvelq~~ner l t  carrled out  <;o f'ac have not: bccn r,ul'f lcl.c?nt to m w t  thu 
needs. It Is es t imated ,  f o r  example, that. a t  thc end o f  f4epul.Lta 111 
(.1983) about 60CI: of the urban popula t ion  d id  no' hava d i r e c t  access  t o  
c.lean piped water ,  while about 80X d i d  not  have adequate s a n i t a t i o n  f o r  
d1r;posal of household and human waste, It  was est imated a t  t h e  beginning 
uf Repel i ta  I V  t h a t  development and recur ren t  expenditxres t o t a l i n g  some 
Rp. 900 b i l l i o n  per  year,  on average, would be necessary t o  provide a 
b a s i c  l e v e l  of i n f r a s t r u c t u r e  s e r v i c e s  t o  t h e  urban populat ion during 
Ropel i ta  I V .  

I n  l i n e  with t h e  Basic Guidelines of S t a t e  P o l i c i e s  (GBHN), 
e s p e c i a l l y  i n  Repel i ta  I V ,  a l l  r e l evan t  e f f o r t s  have been f u r t h e r  
increased t o  ob ta in  t h e  necessary resources  and apply them e f f i c i e n t l y  
and equ i t ab ly ,  inc luding the  assessment and adjustment , a s  appropr ia te ,  
of t h e  government's p o l i c i e s  app l i cab le  t c  urban i n f r a s t r u c t u r e  
development, with p a r t i c u l a r  reference  to :  ( a )  f u n c t i o n a l  and f i n a n c i a l  
r o l e s ,  mechanisms and r e s p o n s i b i l i t i e s  f o r  i n f r a s t r u c t u r e  provis ion  and 
maintenance; ( b) l o c a l  resource mobi l iza t ion;  !c) e f f i c i e n t  resource  
usage; ana (d )  i n s t i t u t i o n a l  c a p a b i l i t i e s .  

The g o a l s  expected t o  be achieved over t h e  next 5-10 yea r s  through 
t h e s e  e f f o r t s  inc lude  ( a )  e f f e c t i v e  d e c e n t r a l i z a t i o n  of urban 
i n f r a s t r u c t u r e  planning, implementation and opera t ion;  ( b) the  
s t r e y t h e n i n g  of l o c a l  governments' r e s p o n s i b i l i t y  f o r  f inancing urban 
i n f r a s t r u c t u r e ;  and ( c )  t h e  s t rengthening of l o c a l  governments' 
c a p a b i l i t i e s  t o  car ry  out  these r e s p o n s i b i l i t i e s .  To d a t e  such 
i n i t i a t i v e s  inc lude  the  a p p l i c a t i o n  of an i n t e g r a t e d  approach t o  urban 
i n f r a s t r u c t u r e  development programming (IUIDP), which has  a s  bas ic  
p r inc ip les :  ( i )  f u n c t i o n a l  d e c e n t r a l i z a t i o n  and/or deconcentrat ion of 
planning and program development, ( i i )  i n t e g r a  t i o r  of phys ica l  programs, 
and (c )  i n t e g r a t i o n  of f i n a n c i a l  resources  between c e n t r a l  and l o c a l  
governments. I n  t h i s  context ,  a  ver  important i n i t i a t i v e  inc ludes  t h e  
e f f o r t s  t o  i n c r e a s e  t h e  revenues of 1 o c a l  governments, among o the r s ,  by 
e s t a b l i s h i n g  a proper ty  t a x  (PBB) a s  a replacement f o r  t h e  IPEDA. A l l  
t hese  i n i t i a t i v e s  w i l l  be continued and e x p a ~ d e d  i n  t h e  context  of t h e  
following p o l i c i e s  and r e l a t e d  objec t ives .  

3. WUCIES AM3 OBJECTIVES 

Within t h e  context  of t h e  cons ide ra t ions  introduced above and t h e  
need t o  expand t h e  provis ion  of urban i n f r a s t r u c t u r e  and inc rease  t h e  
t echn ica l ,  f i n a n c i a l  and i n s t i t u t i o n a l  c a p a b i l i t i e s  of l o c a l  governments, 
t h e  government reaff irmed t h e  fol lowing es tab l i shed  p o l i c i e s  r e l a t e d  t o  
urban i n f r a s t r u c t u r e  development: 

Po l i cy  1: Development of urban i n f r a s t r u c t u r e  and t h e  opera t ion  
and maintenance thereof ,  i n  p r i n c i p l e ,  is wi th in  t h e  a u t h o r i t y  and 
r e g o n s i b i l i t y  of t h e  l o c a l  governments, with t h e  a s s i s t a n c e  and guidance 
of the  p r o v i n c i a l  (Level I) and c e n t r a l  governments. 



Ot)Juctivc!s: 

( a )  Provis ion  of urban !nfrastructure and se rv ices  w i l l  continue t o  be 
a coopera t ive  e f f o r t  o f  a l l  l e v e l s  of government, w i t h  the goa l  o f  
l o c a l  governments eventual ly  taking t h e  l ~ a d i n g  r o l e  i n  urban 
develapment programs, while  u l t ima te ly  t h e  r o l e  of the  c e n t r a l  
government w i l l  be mainly t o  provide t echn ica l  guidance. 

( b) Local government i n s t i t u t i o n s  w i l l  cont inue  t o  be strengthened 
e s p e c i a l l y  t h e  agencies which w i l l  be responsib le  f o r  urban 
s e r v i c e s  and urban i n f r a s t r u c t u r e  development i n  accordance w i t h  
t h e i r  a u t h o r i t y  and r e s p o n s i b i l i t y .  

(c) Urban i n f r a s t r u c t u r e  d e f i n i t i o n s  and c l a s s i f  bcat ions  i n  a l l  
su&sectors  w i l l  be reviewed i n  order  t o  de f ine  appropr ia te  
f u n c t i o n a l  and f i n a n c i a l  r e s p o n s i b i l i t i e s  of c e n t r a l ,  p r o v i n c i a l  
and l o c a l  governments i n  planning, implementation, opera t ion  and 
maintenance. 

Po l i cy  2: Planning, programming ant' i d e n t i f i c a t i o n  of investment 
priorities ~y a l l  l e v e l s  of government f n r  urban development w i l l  
c:ontinue t o  be improved by means of a decen t ra l i zed  and i n t e g r a t e d  
approach which, among o the r s ,  h a s  a l ready s t a r t e d  through t h e  I1Integrated 
Urban I n f r a s t r u c t u r e  Development Programmingv (IUIDP/PXT) system. 

Objectives: 

providing urban i n f r a s t r u c t u r e  services ,  t h e r e  w i l l  be f u r t h e r  

Local goverments  w i l l  prepare p l a n s  f o r  t h e i r  o v e r a l l  investment 
and r e c u r r e n t  needs f o r  urban i n f r a s t r u c t u r e  development on t h e  
b a s i s  of t e c h n i c a l  gu ide l ines  i s sued  from time t o  time by t h e  
c e n t r a l  goverrmetlt; these p l a n s  w i l l  be evaluated by p r o v i n c i a l  
(Level  I) and c e n t r a l  goverments  i n  order  t o  provide requi red  
f inancing suppor t  and t e c h n i c a l  a s s i s t ance .  

The f i n a n c i a l  s w p o r t  and t echn ica l  assistance of t h e  c e n t r a l  
g o v e m e n t  t o  l o c a l  goverments  f o r  t h e  puIpose of urban 
i n f r a s t r u c t u r e  development w i l l  be r e l a t e d  t o  t h e  varying l e v e l s  
of l o c a l  c a p a b i l i t y  and t h e  r e l a t i v e  p r i o r i t y  of urban 
i n f r a s t r u c t u r e  needs. The p o s i t i o n s  w i l l  be e s t ab l i shed  on t h e  
b a s i s  of t h e  r e spec t ive  p rov inc ia l  (Level  I) and l o c a l  
governments1 development programs and r e l a t e d  budgetary resources  
( APBD) . 
In  s e t t i n g  expenditure p r i o r i t i e s ,  emphasis w i l l  continue t o  be 
given t o  t h e  e f f e c t i v e  opera t ion  and maintenance needs of t h e  
e x i s t i n g  urban i n f r a s t r u c t u r e ,  inc luding r e h a b i l i t a t i o n ,  with 
p a r t i c u l a r  a t t e n t i o n  t o  reducing water losses ,  improving s o l i d  
waste c o l l e c t i o n  and hman waste d isposal ,  maintaining access  and 
reducing f looding.  I n f r a s t r u c t u r e  improvements benef i t ing  t h e  
lower income populat ion would a l s o  continue t o  rece ive  p r i o r i t y .  

Policy 3: I n  o rde r  t o  develoo l o c a l  aovernment r e s ~ o n s i b i l i t ~  f o r  



strengthening of the l oca l  governmentst capabi l i ty  t o  mobilize resources 
and optimize the use of funds. 

Objectives: 

( a )  In the  context of t he  foregoing, systems, administration, 
procedures and mechanisms w i l l  be continuously improved f o r  a l l  
sources of l o c a l  revenue, i n  par t i cu la r :  

(i) In view of the importance of assigning property tax  (PBB) 
revenues f o r  l o c a l  governments, the  PE?B law w i l l  be f u l l y  
implemented and its administrat ion upgraded, including 
adjustment of the  prescribed assessment r a t i o  a s  may be 
appropriate from time t r  time, i n  order t o  expand revenues 
from t h i s  source; 

(ii) Taxes levied by l oca l  governments w i l l  be assessed i n  order 
t o  improve administrat ion of t h e  more productive taxes;  

( i i i )  Service charges col lected by l o c a l  governments and t h e i r  
en te rpr i ses  w i l l  be adjusted t o  cover the cos t  of the  
services  concerned i n  accordance with c e n t r a l  government 
policy where applicable.  

(b)  Improvement w i l l  be made i n  the  management and s lpervis ion systems 
of l o c a l  government en t e rp r i s e s  responsible f o r  urban 
in f ras t ruc ture  se rv ices  (PDAMs, market au thor i t i es ,  san i ta t ion  
un i t s ,  parking administrat ions,  e tc .  ) by making improvements and 
adjustments i n  regulat ions  and through marpower development i n  
order t ha t  such en t e rp r i s e s  can be managed more e f fec t ive ly  and 
e f f i c i en t ly .  

(c)  Improved f i nanc i a l  management capabi l i ty  w i l i  be established,  
pa r t i cu l a r ly  i n  the  a r ea s  of c a p i t a l  budgeting, accounting, 
information management, con t ro l  and audit ing i n  l o c a l  governments. 

(d l  Local government f i s c a l  t rends  and performance w i l l  be monitored 
through an information system t o  be es tabl ished and lpdated 
regularly.  

Policy 4: I n  accordance with t he  pr inc ip les  of decentra l izat ion 
o r  urban ln t r a s t ruc tu re  r e spons ib i l i t i e s ,  t i e  government w i l l ,  i n  
add i t i an  t o  t he  measures described under policy 3, endeavor t o  improve 
the  financing system f o r  urban io f r a s t ruc tu re  systems. The puzpose of 
t h e  improvements would be to: (i) strengthen centra l - local  government 
borrowing schemes f o r  l o c a l  government urban in f r a s t ruc tu re  investment 
needs and ( i i )  provide incent ives  f o r  l o c a l  resource mobilization and 
borrowing. 

Objectives: 

(a )  Proceeds of foreign loans and funds avai lable  from appropriate 
domestic sources w i l l  be consolidated and channeled i n  t he  form of 



loans nr other forms t o  l oca l  governments o r  l o c a l  urban se rv ices  
en t e rp r i s e s  according t o  t h e i r  a b i l i t y  t o  repay the loan and the 
f inancial/economic v i a b i l i t y  of' the projects.  In  the long-term, 
t he  possibi1,ity is  not excluded tha t  t h i s  source may be used t o  
f inance other sec tors  of t he  overa l l  l oca l  development program. 

(b)  , To endeavor t h a t  centra l - local  development grant  funds a re  
a l loca ted  and used more e f f i c i e n t l y ,  a l loca t ion  c r i t e r i a  w i l l  be 
improved. To provide incent ives  t o  l o c a l  governments f o r  l oca l  
revenue generation and borrowing, inproved c r i t e r i a  w i l l  a l so  be 
developed fo r  resources al location.  

Policy 5: The capabi l i ty  of provincia l  (Level I) and l o c a l  
governments1 s t a f f  and i n s t i t u t i o n s  t o  execute urban development 
a c t i v i t i e s  more e f fec t ive ly  i n  the  context of strengthening t h e i r  r o l e s  
and r e spons ib i l i t i e s  w i l l  be enhanced by i n s t i t u t i o n a l  development 
procedural improvement, where appropriate,  a s  well a s  t ra in ing  t o  be 
provided by means of  a coordinated program of l oca l  government manpower 
development. 

Objectives: 

( a )  An overa l l  assessment of l o c a l  government marpower and t ra in ing  
needs, w i t h  spec ia l  emphasis on urban managers, w i l l  be conducted 
and w i l l  be used a s  a bas i s  f o r  preparing coordinated long-term 
mamower planning and t ra in ing  programs f o r  a l l  urban governmental 
un i t s .  

(b) Emphasis w i l l  he given t o  ra i s ing  the c a p a b i l i t i e s  of urban 
development s t a f f  and i n s t i t u t i o n s ,  a s  immediate p r i o r i t i e s ,  i n  
t h e  a reas  of: 

( i) Local revenue administration, ?specially reg is t ra t ion ,  
assessment and co l lec t ion ;  

(ii) Planning and preparation of urban investment programs, 
project  implementation and supervision; and 

(iii) Operation and maintenance, i n  order t o  carry  out immediate 
r ehab i l i t a t i on  of ex i s t i ng  urban in f ras t ruc ture ,  and t o  
operate and maintain it adequately. 

(c) Technical guidance w i l l  continue t o  be provided f o r  a l l  urban 
government un i t s  i n  order t o  ensure successful  implementation of 
t he  program f o r  in tegra t ion  of urban in f r a s t ruc tu re  development 
and other programs requiring coordination. 

Policy 6: Coordination and consul ta t ion between the  var ious  
agencies and l eve l s  of government (cen t ra l ,  provincia l  and loca l )  
involved i;. the  development of urban in f r a s t ruc tu re  and se rv ices  w i l l  
continue t o  be strengthened f o r  t he  smooth implementation of development 
a c t i v i t i e s  and t o  provide a mechanism f o r  review and formulation of 
fu tu re  sec tor  policy recommendations. 



Objectives:  

( a )  To f a c i l i t a t e  llrban i n f r a s t r u c t u r e  development; a c t i v i t i e s  and t h e  
implenlentation of var ious  measures intended t o  support t h e  
achievement of t h e  above mentioned objectives and t o  i n s u r e  
synchronizat ion of planning, f inancing,  and implementation of  
var ious  urban development investments, an intel--agency 
Coordination Team f o r  Urban Gweloprnent w i l l  be e s t ab l i shed .  

( b) P a r t i c u l a r  a t  t e n t i o n  w i l l  be given t o  developing t h e  i n s t i t u t i o n a l  
s t r u c t u r e ,  r egu la t ions  and procedures necessary f o r  the  smooth 
flow of information between agencies  involved i n  t h e  management 
and development of urban i n f r a s t r u c t u r e ,  and t o  developing 
c a p a b i l i t y  t o  support f u t u r e  urban development pol icy  review and 
recommendations. 

4. POLICY ACTION PLAN 

The p o l i c i e s  and ob jec t ives  f o r  i n t e g r a t e d  urban development, a s  
e labora ted  i n  t h i s  Statement of P o l i c i e s  f o r  Urban Development i n  
Indonesia, a r e  f u r t h e r  opera t ional ized  i n t o  an Action Plan which is t o  
become p a r t  o f  t h e  formal agenda of t h e  above mentioned Coordination Team. 



MUNICIPAL. CASE STU)IES 

1. MUNICIPALITY OF SEMARANG 

Semarang, the  fcurth-largest  c i t y  i n  Indonesia with a population 
of about 1.2 millim (l.9861, is located on the  north coast  of Java midway 
between Jakarta and Surabaya. The c a p i t a l  of Central  Java, i t  was 
designated i n  the  regional development program of Repelita T I 1  a s  t he  
growth center f o r  the  "shb development" region which includes Central  
Java and Yogyakarta. The growth of Somarang ' s population between 1971-80 
averaged over 5 percent mnually.  A l l  of Its msjor indus t r ies ,  t rade  
centers  and government o f f i ce s  a r e  h x a t e d  on the  coas ta l  p la in  
surrounding the  por t  area.  Wnile shipping and re la ted  a c t i v i t i e s  provide 
employment for a s ign i f ican t  proportion of the population, almost two 
thirds of t h e  work force  is concentrated i n  th ree  sectors:  manufacturing 
(l7%), commerce (27%) and government (20%). 

Semarangls vast  backlog of basic urban services  i s  current ly  being 
addressed by t he  F i f th  Urban Development Project  of IBRD. The major 
areas  of intervention a r e  water supply, drainage improvement (DRIP) , 
sewerage and so l id  waste improvement (SWIP). .In addit ion,  a municipal 
management component has been contefflplated . This project  is intended t o  
fos+.er urban i n s t i t u t i o n a l  development with a medtum- t o  long-term 
obiect ive  of promoting sel f - re l iance i n  providing urban services  on a 
sustained basis. 

The IBRD Urban V SWIP component includes improving so l id  waste 
col lect ion and disposal  methods, and the provision of equipment, trucks,  
c a r  pool f a c i l i t i e s  and c i v i l  works. The present system serves  some 60 
percent of the t o t a l  population with a t o t a l  co l lec t ion  of 1000 cubic 
meters col lected a day. Of t h i s ,  some 60 percent is col lected from t h e  
residential/domestic sector.  

The DRIP component is intended t o  improve selected secondary and 
t e r t i a r y  drains,  and drainage in f ras t ruc ture ,  and provides workshops and 
equipment. It estimated t h a t  some 1400 permanent, semi-permanent o r  
temporary houses w i l l  need t o  be relocated. 

City o f f i c i a l s  consider t h a t  a redef in i t ion  of t he  bomdary area 
of the  c i t y  is a pre requis i te  i n  considering t he  city's p e t e n t i a l -  
growth. Many of these  i s sues  a r e  being addressed by t h e  IUIW team i n  
the f ie ld .  

1.1 Financial W a n a m n t  

The bulk of %marang's expenditures is financed by t h i r d  par ty  
sources as opposed t o  own-revenue sources. These include t he  SO0 grant,  
IMFc, and loans and development income vhich cons t i t u t e  60 percent of 
the c i t y ' s  t o t a l  revenues (see Table 1 a t  t he  end of t h i s  annex f o r  
revenue-expendi t u r e  composition) . Of these,  t he  INPRES grants  
const i tu ted a negl igible  proportion i n  FY 1986/87, primarily because t h e  



funds were earmarked for  the IBRD components and a r e  included i n  
development income (25.15 percent)  while the  SDO grant f o r  routine 
personnel expenditures was by f a r  the  la rges t  portion (34 .9  percent) .  

  bout 50 percent of rout ine  revenues a re  derived from the cen t r a l  
government grant,  SDO. The SO0 (Subsrdi Daerah Otonami) covers wages and 
s a l a r i e s  of t h e  municipal s t a f f  whose appointments a r e  cen t ra l ly  
approved. A small praportion of the  SW (10 percent)  f inances non-staff 
operat ional  expenditures and makes small allowances f o r  the  maintenance 
of primary schools and hospi ta ls .  Other operation and maintenance cos t s  
a r e  financed from loca l  own-source revenues. 

The next l a rges t  contr ibutor  is the  municipali ty 's  own source base 
s f  l o c a l  taxes, which provide some 20 percent of rout ine  revenues. Of 
these, t he  entertainment tax,  t he  s t r e e t  l igh t ing  tax,  and the 
hotel / res taurant  tax a r e  t he  most s ignif icant .  The entertainment tax is 
imposed a s  a spec i f ic  percentage of t i c k e t  p r ices  t o  various 
performances. Collection c o s t s  appear t o  be r e l a t i ve ly  low compared t o  
other  taxes and evasion would appear t o  be d i f f i c u l t  a s  numbered t i c k e t s  
a r e  issued by t he  municipality. However, t h i s  was not e a s i l y  verif ied.  

The s t r e e t  l igh t ing  tax appears t o  be the  f a s t e s t  growing tax 
base. The municipality has subs t an t i a l  d iscret ion i n  the  se lec t ion  of 
the  tax base and ra te .  It is lev ied  upon individual consumption of 
e l e c t r i c i t y  and is col lected by the  power company a s  p a r t  of i ts regular 
customer b i l l i ng ,  with a commission f e e  of 5 percent over gross sa les .  

Charges, f ee s  o r  r e t r i bu t ion  (Retribusi  Daerah) a r e  t he  next most 
important source of l oca l  revenue, contributing about 18 percent t o  
rout ine  revenues. Over 80 percent of t h i s  comes from the  regional 
en te rpr i ses  t h a t  include market r e n t a l  fees ,  parking/terminal charges, 
business development l icenses ,  etc . 

The development revenue base accounts f o r  34.5 percent of t o t a l  
revenues. O f  t h i s  revenue base, loans and development income cons t i tu te  
more than 70 percent of development revenues, primarily a s  t h i s  
municipality is one of t he  s i x  being targeted under the  ZBRD Urban V 
Project .  However, of t h i s  about 23 percent is loans and the  remainder i s  
earmarked revenues f o r  various projects.. No separate  accounts f o r  these  
development p ro jec t s  are i n  place,  but t he  municipality is the  
beneficiary of a municipal management component under the  IBRD loan which 
w i l l  strengthen the  budgeting, accounting and tax administrat ion systems. 

The next important development revenue l i n e  item is t h e  assigned 
revenues which are comprised pr inc ipa l ly  of t he  property tax  (about 9 
percent of t o t a l  revenues and about 26 percent of development 
revenues). There a r e  some confusion s ince  the res t ruc tur ing  of t h e  t he  
P8B as to the  accounting of these  revenues. Previously, t he  property t ax  
was considered a development revenue. However, under t he  new law 50-90 
percent may be used f o r  rou t ine  expenditures. Semarang continues t o  
consider t h i s  revenue source a development income source, although its 
appl icat ions  may vary i n  the  future.  



I n  terms of revenue performance, own-source revenues appear t o  
have declined i n  r e a l  terms. Local taxes grew a t  4.5 percent i n  nominal 
terms, well below the 10 percent i n f l a t i o n  r a t e  f o r  the same period. One 
of t h e  i s sues  discussed was t ha t  tax r a t e s  had t o  be approved by Ministry 
of Home Affairs. However, i t  should be noted tha t  the  government is i n  
the  process of working on a new l o c a l  taxation and user charges law which 
w i l l  att ' :mpt t o  ra t iona l ize  and improve the  exis t ing system. This law is 
expected t o  el iminate numerous "nuisance" taxes and increase  l o c a l  
d i sc re t ion  in s e t t i n g  tax ra tes .  However, i n  terms of per cap i t a  income, 
Own-source revenues increased s l i g h t l y  anove the  3.46 percent assumed i n  
the  c i t y  master plan (see Table 3 f a r  ser capi ta  data).  

1.2 Management Support Sys tems 

1.2.1 Programing and Budgeting 

A t  present,  there  is no general  system of programing m e d i m t o  
long term investments. This is being addressed i n  par t  by t he  IUIOP i n  
Semarang. The annual budgets a r e  generated on a departmental basis.  
While there  is no program or  a c t i v i t y  based budgeting system, t he  
Development and Implementation of Financial  Management and Planning Study 
under the  I B R D  loan project  has targeted t he  municipality of Semarang t o  
develope such a system. The r e su l t i ng  recommendations w i l l  be 
implemented i n  t he  next two years. Up t o  now, the  annual budgets have 
tended t o  be prepared i n  an i so l a t ed  manner according t o  t he  most 
pressing expenditure needs and f i nanc i a l  cons t ra in t s  of the  moment. This 
has been done without the  regard t o  t h e i r  impact on expenditure 
commLtments f o r  fu tu re  years. 

Although the  five-year plans (Repelita Damah) a r e  prepared 
covering t he  same period a s  t h e  nat ional  development plans they a r e  not 
adequate i n  t he  context of budgeting a s  they respond more €0 physical 
plans based on t he  master plan, They a r e  more statements of in ten t ion  
ra ther  than r e a l i s t i c  assessments of what is e i t h e r  affordable o r  
r e a l i s t i c a l l y  achievable. As a r e s u l t ,  t he  pro jec t s  a r e  ne i ther  
specif ied nor do they contain de t a i l ed  financing proposals f o r  each 
project  or group of projects.  They a r e  i n  a sense s t a t i c  ra ther  than 
dynamic and are prepared once every f i v e  years with l i t t l e  annual 
revision. 

The IUIW concept has been i n s t i t u t e d  t o  remedy these  flaws, but 
it is too  ea r ly  t o  assess  its impact. Perhaps t he  most important concern 
r e l a t i ng  t o  this i n i t i a t i v e  is technology and s k i l l  t ransfer .  Per 
interviews conducted, it appeared t h a t  t he  o f f i c i a l s  had scarce  knowledge 
of the concept ' s objectives,  bas ica l ly  because consultant-counterpart 
relaticniships have not yet  been c l ea r ly  established. 

The budgeting process begins with each department constructing its 
a c t i v i t y  budget for  t he  next f i s c a l  year. These departmental budgets a r e  
then consolidated by the  l o c a l  planning board (BCIPPEDA) and submitted t o  
the Budgeting Committee composed of BAPPEDA, Finance and Development. 
This blody is entrusted with reviewing and approving the  d i f f e r en t  l i n e  
items. It is then sent  t o  t he  mayor who i n  tu rn  presents i t  t o  t he  
mmicipa 1 parliament. 



The process f o r  approval begins a t  municipal l eve l  where It has t o  
be approved by the  Municipal Council, a f t e r  which it is sent t o  the 
provincia l  governor. Although the  preparations fo r  the  budget begin i n  
May, from our interviews, i t  appeared t h a t  the  timely presentation o f  
budgets was a r e a l  problem. Budgets a r e  o f ten  f i na l i zed  too l a t e  t o  be 
of f u l l  use f o r  e i t h e r  policy planning o r  f o r  act ion plans f o r  
management. 

1.2.2 Account ina 

Accounting i n  Semarang is done on a cash basis,  and annexes t o  t he  
documents provide summary statements on cash t ransact ions ,  cash balances, 
c r ed i to r s  and debtors. The general  ledger and char t  of accounts are  
manually operated. The municipality does not have an updated record of 
its commitments nor is it c l e a r  t o  what l e v e l  t he  a r r ea r s  r ise .  While it 
is too  ear ly  t o  move t o  an accrual  based'accounting system with double 
entry ,  a commitment recording and an accounts payable system would be 
benef ic ia l .  

On the  presentation of l i n e  items, one pa r t i cu l a r ly  confusing 
aspect is tha t  of OM r e l a t ed  costs.  They appear both on routine and 
development budgets and the  t o t a l  e f f o r t  i s  d i f f i c u l t  t o  ident i fy .  
Another r e l a t e s  t o  the  i den t i f i ca t i on  of c o s t s  of co l lec t ion  versus 
income actual ly  collected.  It is simply not possible  t o  i den t i fy  such 
costs .  However, e a r l i e r  repor t s  a l lude t o  t he  f a c t  t h a t  co l lec t ion  c o s t s  
a re  often higher than income actual ly  collected.  A s  no cos t  accounting 
is being car r ied  out,  the  use of performance measurement, account a b i l i t y  
and responsibi l i ty  cannot be stressed.  

Final ly ,  a de ta i led  study t o  review some of these  weaknesses i s  
now already being ca r r i ed  out under the  I B R D ' s  Development and 
Implementation of Improved System of Financial  Management and F'lanning 
ac t i v i t y .  Changes a r e  being contemplated i n  rout ine  and develcpment 
accounting and budgeting, development planning and programming, 
management of income, cont ro l  of expenditures, treasury cont ro l  and 
computerization. When f u l l y  implemented, the management of t he  
municipality's f inances  should be grea t ly  strengthened. 

1.2.3 Personnel Administration 

The administrat ion of personnel follows the  guidel ines  of t he  
c e n t r a l  government, a s  most municipal s t a f f  a r e  paid from the  SDO grant  
conferred t o  t he  municipality. A formal personnel s t ruc ture  has been 
designed and maintained by the  Office of Personnel and Personnel 
Welfare. Spec i f ica l ly  , it lists a l l  municipal d iv i s ions  and personnel by 
category, t i t l e  and salary.  A d i s t r i bu t ion  of personnel is provided i n  
t h e  following below. 
DEPARTMENT : (;ROW I (;ROW I1 (;ROW I11 1 3 3 0 ~  I V  

Secre ta r ia t  



DEPARTFENT : 

Regional Inspectorate 

Ass. Walikota 

P o l i t i c a l  Office 

Mawil 

DIPPENDA 

BAPPED A 

Publ ic  Securi ty  

Sub-Districts 

Tourism 

Public Works 

Cleansing 

Administration 

Parking 

Health 

Veterinary Service-, 

Fishery Services 

Market Services  

T.H.R. Services 

TOTAL 

mow I1 

SOURCE: Municipality of Semarang 

Per interviews conducted, it appears t h a t  a formal system f o r  
review and per iodic  evaluations is i n  place. Leave with pay is given a s  
one of t h e  benefits, al thol~gh porsonnel a r e  not exempted from t ra in ing  
and at tending seminars, which a r e  normally done a f t e r  work hours. Salary 
increases  a r e  based on the  po l i c i e s  es tabl ished by the  c e n t r a l  
government, although they a r e  pegged t o  t he  c o s t  of l i v ing  index. These 
are granted annually. 

Personnel records a re  kept on f i le  and include records of sa lary 
history, categaxy, w o z k p ~ ~ e u a l u a t . b s ,  etc, The- payraLL system- 
is manually- aperated but- is--targeted+ or-computerization i n  t h e  near 
future. The nunber of municipal employees stood a t  3947 i n  FY 1985/86 
ancl;by-3anua~-D8Zit:hab.rfsen.to.about 4300. dQ 



1.3 Municipal Services 

Although the municipality o f  Sernarang pravidc:; a wlde variety of 
services,  only the services  tha t  have been targeted For Lrnprovcments a r e  
discussed below. 

1 . .  Solid Waste - 
As an emerging development center ,  various municipal services  a r e  

current ly  being targeted f o r  improvements. As a beneficiary of foreign 
donor ass is tance,  the  municipality i s  taking spec i f ic  measures t o  improve 
so l id  waste disposal  by strengthening i t s  technical ,  management and 
f i nanc i a l  aspects. A combined e f f o r t  of the  cornunity and municipality 
is bein undertaken fo r  domestic s o l i d  waste. The municipality is P respons ble  f o r  removal from the  t r ans fe r  s t a t f ans  t o  the  f i n a l  disposal  
s i t e s  and a l so  co l lec t ion  of domestic so l i d  waste .:lorry some major routes 
i n  the  c i t y .  

1.3.2 Drainage 

From information obtained through the  IlJIDP representat ive  i n  
Semarang, we learned tha t  drainage is  one of the  city's pr i , ic ipal  
problems. Some 2515 hectares a r e  still  subject  t o  flooding; t h i s  is 
approximately 20 percent of the built-up area. Improvements i n  drainage 
f a c i l i t i e s  a r e  underway. These include t he  two flood canals - Timur and 
Barat, the  widening and deepening of Kai Semarang and Banger, a s  well a s  
about 461 kilometers of secondary and t e r t i a r y  drains. City o f f i c i a l s  
consider these e f f o r t s  a s  a p a r t i a l  solut ion t o  t h e i r  problems and 
believe t h a t  a master plan of t h e  e n t i r e  c i t y ' s  drainage is necessary. 

1.3.3 Urban Roads 

E f fo r t s  ixe underway with ass is tance from the  Ministry of Roads t o  
ra t iona l ize  t r a f f i c  c i rcu la t ion ,  improve primary and secondary roads and 
ease t r a f f i c  bottlenecks by t he  construction of a new ring-road 
(beltway). Financial  ass is tance is being obtained from the  cen t r a l  and 
provincia l  goverrunents through appropriations from t h e i r  respect ive  
budgets 

As a growing development center ,  Semarang is current ly  t he  
beneficiary of various pro jec t s  p r inc ipa l ly  funded by IBRD. These 
e f f o r t s  a r e  di rected t o  strengthening its i n s t i t u t i o n a l  c a p a b i l i t i e s  a s  
well a s  improve its provision of service  delivery. Through the  khan V 
Project  , Semarang is ta rge t ing  e f f o r t s  i n  improving so l id  waste (SNf P) ; 
t h i s  project  is due t o  end next year. A municipal f i n m c e  management 
study is aimed a t  implementing recommended accounting/ budgeting 

r ac t i ce s  and procedures as well a s  strengthenin f i nanc i a l  management ,, b &1 urban t ransport  project  has been funded by IB t o  improve t r a f f i c  
management, improve access roads, and iden t i fy  and improve rout ine  
maintenance. Two s tud ies  a r e  mderway t o  improve the  operation and 
maintenance of c i t y  in f ras t ruc ture  and t o  improve revenue co l lec t ions  and 



2. MUNICIPALITY OF BANDUNG 

Bandung, t h e  t h i r d  l a rges t  city i n  Indonesia a f t e r  Jakar ta  and 
Surabaya, is an Inland c i t y  located i n  the  province of Jawa Barat and t o  
the  south of Jakarta.  According t o  the  1980 census, t h e  annuel growth 
r a t e  of its population was 2.2 percent. The t o t a l  population of Bandung 
was 2.6 mill ion,  while the kotamad a reg is te red  1.4 million. It has a 
high population density of lT-5 5 peop e per hectare. 

As a univers i ty  town, Bandung is  f a s t  growing and there  a r e  plans 
t o  increase i ts boundaries from 8000 hectares t o  17,500 i n  the  next feb 
years. A meeting with the  mayor of the  c i t y  revealed t ha t  the  high 
population density of Bandung is  a pressing issue a s  there e x i s t s  a high 
demand for  land development. The s t ra tegy i n  t h e  medium term i s  t o  
improve t h e  urban in f r a s t ruc tu re  f o r  the 12 slums areas  by improvln 
drainage, accsss feeder roads and so l id  waste. This is  being under aken 
through the Bandung lJrban Development Project  financed by t h e  ADB. 

a 
5imultaneously, an Urban Transport Project ,  financed by IBRD, is  
target ing improvements i n  t r a f f i c  ?'low and ra t iona l iza t ion  of t r a f f i c  
c i rcu la t ion ,  upgrading footpaths and access feeder roads, and 
!mprovements i n  t r a f  Pic management . 

Great emphasis is a l s o  being given t o  regreening and refores ta t ion.  
Bandung, according t o  t h e  mayor, values its parks and every e f f o r t  i s  
being made t o  keep these parks clean and green. It is an important 
r : m e r c i a l  a r t  manufacturing c i t y  and the-princ.Spal economic a c t i v i t i e s  
a r e  agro re la ted  indus t r ies ,  wood and f usniture,  handicrafts  and other  
re la ted manufacturing industr ies .  

2.1 Financial  Manatsement 

2.1.1 Financial  Analysis 

In the l a s t  few years, t he  municipality of Bandung has been 
spending a g rea te r  proportion on development, reversing the  t rends  of the  
years p r io r  t o  FY 1984/85. By PI 1986/87, development expenditures 
accounted f o r  55 percent of t o t a l  expenditures versus 47 percent f o r  FY 
l984/85. However, the proportion met by c e n t r a l  government t r ans fe r s  f o r  
both routine and development expenditures increased from 48  percent i n  FY 
l984/85 t o  53 percent i n  P/ 1986/87. Of these  grants,  about 60 percent 
is fo r  routine expenditures through the  500. 

Turning t o  non-grant revenues, Table 5 shows the r e l a t i v e  
importance of the  d i f fe ren t  revenue sources. Bandung receives t he  bulk 
of its revenues from fees, service  charges, and l i censes  and taxes. The 
most important charges a r e  const i tu ted by parking and market 
re t r ibut ion.  In PI 1986/87, charges amounted t o  about 23.8 percent and 
l o c a l  taxes t o  22.6 percent with SDO making up t he  remainder of routine 



Ihu taxes tht~I ;  ~:t~fltribllfA! rnoc,t t,) owri-!;or~rc:c! rtvr:nur:r; are  thu 
hotal / res taurant  t ,:x, the entor tainmunt Lax, businosc; rogi:;t ra t ion,  and 
the s t r e e t  Liqhtlrig tax .  O f  those, t h e  Largest s ing le  tax i s  the  
entertainment cax, t h i c h  contrl.butes ahout 40 percent, followed by t he  
hate l / res taurant  tax i~nd t h e  s t r e e t  l igh t ing  and business tax. 

Develcpment revenues, on the other hand, were dominated by grants  
(60 percent) wLth assigned revenues contributing about 20 percent t o  
t o t a l  development revenues. Although loans cons t i tu te  a negl igible  
proportion, i t  is worth pointing out t ha t  the municipality, through 
c e n t r a l  goverment approval, has created two decentralized agencies-- 
parking and cleansing ( so l id  waste)--that a r e  managed a s  autonomous 
e n t i t i e s .  The c i t y  has thus been able  t o  comply w i t h  t he  l ega l  debt 
ce i l i ng  r a t i o  established a t  15 percent. 

These reverues Tinance rout ine  operations and c a p i t a l  
investments. Of t h e  rout ine  expenditures, personnel expenses account f o r  
some 54 percent of t o t a l  rout ine  expenditures, followed by subsidies  t o  
tk decentralized agcncies with some 25 percent. Although the  c3,eansing 
en te rpr i se  was created t o  be a f inanc ia l ly  se l f - suf f ic ien t  en te rpr i se ,  it 
current ly  receives subsidies  of about 50 percmt .  It is expected t o  be 
Pully s e l f  su f f i c i en t  by 1990. This is  discussed i n  d e t a i l  under 
municipal services. Although personnel expenditures have increased i n  
nominal terms, they have declined i n  r e a l  terms. 

Turning to revenue performance, i n  per cap i ta  terms own-source 
revenues have been s t ead i ly  increasing. Local taxes grew by 8 percent i n  
the  l a s t  two years, while charges averaged about 4 percent i n  nominal 
terms. This is less than the  r a t e  of i n f l a t i o n  rc.gis%ered f o ~  t h e  same 
period. The r a t i o  of current  revenues t o  routine expendi turfs  Pas been 
increasing s ince  FY 1984/85, from 1.25 t o  1.6. hi? current  account 
surplus generated has been used t o  f inance addi t ional  c a p i t a l  out lays  and 
investments a s  a percentage of t o t a l  revenues have increased from 44.8 
percent t o  50.0 percent over t h e  same period. A t  the  same time, 
personnel expenditures have decreased from 57.9 percent i n  FY 1985/86 t o  
53.9 percent i n  FY 1986/97. As car, be seen i n  Table 5, t he  debt service  
r a t i o  is negligible. 

2.1.2 Tax Administration 

The t i c k e t  method is used f o r  parking, 
fees,  non-motorized vehicle inspection,  etc. 
issued by the l o c a l  revenue o f f i c e  (DIPPEIWA) 
using t i c k e t  rece ip t  notes which a r e  recorded 

bus terminals, da i l y  market 
Pre-numbered tickets a r e  
t o  t he  management u n i t s  
in a t l .cket  inventory 

reg is te r .  The pr in t ing  of these  t i c k e t s  is control led by the  Central  
Prcatrement Department t o  which monthly usages and balances a r e  
reported. The c o l l e c t ~ o n  is done on a da i ly  bas i s  when these  t i c k e t s  a r e  
i s w e d  on payment for parking and t he  revenues a r e  deposited a t  the  
parking operational unit.  Bus terminal t i c k e t s  a r e  purchased i n  advance 
and these  t i c k e t s  a r e  co l lec ted  by the  inspectors. They a r e  returned t o  
the operat ional  un i t  on a da i ly  basis.  



Th1.s system is carried out  manually and while c i t y  o f f l . c i a l s  
acknowledge!d t h a t  d e f i c i e n c i e s  e x i s t ,  t h e  computerization of t a x  records 
was not  b e h g  considered. One of t h e  s e n s i t i v e  i s s u e s  r a i sed  was t h a t  
while a computerized t ax  r o l l  would be b e n e f i c i a l ,  t h e  poss ib le  
displacement of labor  was not i n  t h e  bes t  intert?sts of the  c c i x n j t y .  
There a r e  scvne 700 inspec to r s  i n  the  municipal i ty.  Sorrrt: of the  
weaknesses t h a t  o r i g i n a t e  i n  t h i s  system a r e  unrecorded income o r  income 
not  being deposi ted on a t imely bas i s .  There appears t o  be l i t t l e  
a n a l y s i s  of d a i l y  income done by t h e  colLector  and hence t h e r e  is a l ack  
of Pollow up on unpaid rece ivables .  

The business tax ,  although supposedly a tax  on turnover,  i s  
assessed i n  p r a c t i c e  on t h e  t h e  s i z e  of t h e  premise, loca t ion ,  use and 
s t r u c t u r e  of the  building.  Although the tax  base is updated every two t o  
t h r e e  years ,  according t o  c i t y  o f f i c i a l s ,  t a r i f f  r a t e  inc reases  a r e  
sub jec t  t o  apprr~val  from t h e  MHA. An apparent def ic iency within the  
system is t h a t  because t h e  base of t h e  t ax  is some physica l  f e a t u r e  of 
t h e  business r a t h e r  than some value, increases i n  revenues a r e  not  
aut rmat ic  and requ i re  some d i sc re t ionary  changes i n  p o l i c i e s .  The 
incidence of the  t ax  is a l s o  not  c l e a r ,  a s  it might be s h i f t e d  t o  
consumers. City o f f i c i a l s  were f a s t  t o  point  out  t h a t  p r i c e  
d i f f e r e n t i a l s  were common. 

Local t ax  adminis t ra t ion  appears t o  be d e f i c i e n t  i n  four  broad 
areas:  r e g i s t r a t i o n  of taxpayers,  assessment of l i a b i l i t i e s ,  c o l l e c t i o n  
of revenues, and outstanding a r r e a r s .  City o f f i c i a l s  aclmowledged t h a t  
each l o c a l  t ax  had i ts  own separa te  t ax  ro;l and t h e r e  was l i t t l e  
coordinat ion among t h e  s e p a r a t e  un i t s .  In  t h i s  way, it was poss ib le  f o r  
taxpayers t o  r e g i s t e r  a d i f f e r e n t  name i n  t h e  d i f f e r e n t  t a x  r o l l s  and 
t h e r e  was no way of knowing it. Conseque~~t ly ,  t h e  munic ipal i ty  had 
l i t t l e  information on t h e  t o t a l  nunber of taxpayers wi th in  i ts 
j u r i s d i c t i o n  and t h e  t o t a l  amount of a r rea r s .  However, t o  circumvent 
t h i s ,  a t ax  c learance  c e r t i f i c a t e  i s  required  i n  a l l  commercial 
t ransact ions .  Another innovat ive  mechanism t o  i n c r e a s e  c o l l e c t i o n  and 
reduce a r r e a r s  has  been t h e  in t roduc t ion  of  ccnnmissions being given t o  
t a x  c o l l e c t o r s .  Targets  a r e  e s t ab l i shed  and c o l l e c t o r s  r ece ive  a 
percentage af  c o l l e c t i o n s  received. Based on performance, t h e  
municipall  t y  a l s o  provides i n c e c t i v e s  f o r  promotion and s a l a r y  increases .  

2.2 Management Support Systems 

2.2.1 Eudgeting and Accomting 

As is apparent from t h e  d iscuss ion of Bandung's f i n a n c i a l  
management, t h e  municipal accounting and budgeting process  is undergoing 
changes. While departmental-based budgeting is still used i n  t h e  



ftir: m m m l s  ,Art: prcp;~rcd or) a ca:;h br4;lsl:; ,~ricl as i n  t:hc case o f  
5cmarang, tJc t a i l s  of ca5t1 ~ ~ ~ I ~ I C C T I  and sumnil ry cash t;ranr;,;rcti on5 arc 
provided in annexes. Major commitments are tracked separa te ly  i n  order  
t o  avoid over & l i g a t i n g  the m u n i ~ ~ p a l i t y .  Accounting records  a r c  
manually maintained and are thus  labor  in tens ive .  

The accounting system used by t h e  c leans ing department, on the  
o ther  hand, fol lows a c o s t  accounting system t h a t  is computerized and 
performance is monitored and r'eviewed aga ins t  s tandard cos t s .  The double 
en t ry ,  accrual-based accourrtirrg system is used. ;Gcng t h e  s t r e n g t h s  of 
t h e  accounting system is t h a t  i t  is designed t o  dea l  with t h e  p r i n c i p a l  
expenditure components. 

2.2.2 Personnel Administration 

As i n  t h e  case  of Semarang, t h e  guidel ines  from t h e  c e n t r a l  
government form t h e  b a s i s  of personnel  adminis t ra t ion .  The personnel 
record system is updated on an annual b a s i s  and conta ins  t h e  job 
ca tegor ies ,  s a l a r y  ranges and b e n e f i t s  accrued t o  the  employees. It a l s o  
con ta ins  information on t h e  pe r iod ic  evaluat ions  and performance of each 
employee. 

Employee performance is review2d a t  t h e  time o f  proposed s a l a r y  
inc reases  or  promotions. Its purpose, a s  c i t y  o f f i c i a l s  pointed out ,  i s  
t o  advise  and counsel  employees on t h e i r  progress,  and t h e  s t r e n g t h s  and 
weaknesses of t h e i r  work. I n  genera l ,  during t h e  tour  of t h e  municipal 
o f f i c e s ,  personnel appeared t o  be more mativated and less i d l e  than i n  
Semar ang . 

Although s a l a r y  s c a l e s  are es tab l i shed  a t  t h e  n a t i o n a l  l e v e l  and 
serve  a s  gu ide l ines  f o r  r eg iona l  governments i n  genera l ,  t he  municipal i ty 
of Bandung has i n i t i a t e d  an incen t ive  scheme designed t o  inc rease  
c o l l e c t i o n  e f f i c i e n c y  and reduce a r r e a r s .  me c o l l e c t o r s  a r e  assigned t o  
s e c t o r s  and r o t a t e  f requent ly  wi th in  t h e  sec to r s .  Those t h a t  reach t h e  
t a r g e t s  e s t ab l i shed  rece ive  a commission. This i n c e n t i v e  has  increased 
t h e  morale of employees and a l s o  has had p o s i t i v e  e f f e c t s  on t h e  
c o l l e c t i o n  of l o c a l  revenues. However, t h e  t r e a s u r e r  could no t  spec i fy  
how much t h i s  amounted to .  

The number of municipal employees has gown from 8,000 i n  FY 
1984/85 t o  about 10,000 i n  FY 1986/87. 

Municipal Services  

One of t h e  i n t e r e s t i n g  s t r a t e g i e s  f o r  municipal s e r v i c e s  i n  
Bandung is t h a t  t h e  concept of r eg iona l  e n t e r p r i s e s  h a s  been extended 
from water t o  inc lude  parking and s o l i d  waste. lhe l e g a l  j u s t i f i c a t i o n  
f o r  c r e a t i n g  a regional  e n t e r p r i s e  is t o  provide an e f f i c i e n t  revenue 
earning s e r v i c e  t o  generate income f o r  t h e  municipal i ty.  However, it 
seems t h a t  t h e  c leans ing e n t e r p r i s e  was a l s o  c rea ted  f o r  o t h e r  reasons,  
such a s  avoidance of f i n a n c i a l  r e s t r i c t i o n s  f r a n  t h e  debt  s e r v i c e  r a t i o .  



The cleansiny func t l o n  was f'ormm Ly a municipal dcpartmer~t but  war; 
caivcrt:ud two ycars ago t o  an clutoriomous c n t l  t y  because o f  the burden i t  
placed on municipal resources. The strategy was t o  c r ea t e  a 
se l f - suf f ic ien t  e n t i t y  that  wo~lld rcccfvc financing from the cen t r a l  
government and other  donor agencies arid reduce the cons t ra in t s  placed on 
the municipality by the debt ce i l i ng  of l!j percent. 

The prime ta rge t  is t o  provide city-wide services  on a 
ra t ional ized bas i s  t ha t  would supplant the  ad hoc procedures followed 
heretofore. The concept covers on-site co l lec t ion ,  t rans fe r ,  t ransport  
and disposal. The project  is aimed a t  improving services  t o  t he  c i t y ' s  
twelve slum areas  by cross  subsidizing one d i s t r i c t  t o  cover the  cos t s  of 
three  low income group areas. 

One of t he  problems is tha t  t he  concept of user charges is new; 
previously, t h i s  service  was financed by grants.  Responsibil i ty f o r  
house-to-house co l lec t ion  l ies with the  lurah ( leader) .  Charges a r e  
designed t o  cover the  labor cos t  of c o l l ~ ~ n  and t ransport  t o  t he  
t ransfe r  s ta t ion .  Capital  investments, such a s  t r ans fe r  s t a t i ons  and 
even the hand c a r t s  POL hcklse-to-house col lect ions ,  have been provided a s  
grants  from t h e  cen t r a l  and l o c a l  governments. However, despi te  the  
c r e a t i m  of the en te rpr i se  t h i s  system jus t  subs i s t s ,  and a s  a r e s u l t  t he  
en te rpr i se  does not cover its break-even point. The general  manager is 
current ly  t rying t o  get  municipal approval t o  handle the  whole process, 
t h a t  is, from the  or iginat ion point of t he  garbage and not from the  
t ransfe r  s ta t ions .  

The en te rpr i se  has a l so  embarked on an ac t ive  public education 
campaign t o  improve c i v i c  response t o  t he  cos t s  of providing such a 
service  and the  heal th  benef i t s  derived from it. 

The col lec t ion  and b i l l i n g  process is computerized. A t  present,  
the  en te rpr i se  has a co l lec t ion  eff ic iency of 50 percent, i t  has targeted 
improvements in  t h i s  area t o  90 percent by 1991. 

The administration i n  Bandung is  very progressive and the  mayor is 
visionary i n  t h a t  he is d i rec t ing  h i s  e f f o r t s  t o  improve the  qua l i ty  of 
l i f e  and services  t o  t he  community. His  slogan is 'Bandung clean and 
green'' and he has promoted a sister c i t y  arrangement with West Germany. 
Every year municipal o f f i c i a l s  spend th ree  months i n  Braunschweig. And 
a s  pa r t  of t he  e f f o r t  t o  improve the  qua l i ty  of l i f e ,  Bandung is 
undertaking an urban development project  and a water supply project ,  both 
o f  which a re  being financed by ADB, and an urban t ransport  project  being 
financed by DBRD. 



TABLE 1 

WNICIPALSTY OF SMARANO 

REVENUE - EXPENDITURE PERCENTAGE #))4WOIT10W 

BALANCE B/F 
LOCAL TAWS 
CHARGES 
REGIONAL ENTERPRISES 
OTHER 
CENTRAL COV. CSDO) 

TOTAL W I N E  RfiVENUES 

DEVELOPMENT REVENUES 
INPRES 
TRANSFERS FRU4 PROV. 
I PEDA 
LOANS L DEY INCWE 

TOTAL D N .  REVENUES 

TOTAL REVENUES 

PERSONNEL' 
MATERIALS 
W I D I E S  TO REGIONAL E. 
O & #  
DEBT SERVICE 
OTHER 

TOTAL R. EXPENDITURES 

,, TOTAL MPEMIITURES 100.00X 10IY.OOX 100.00% 

11 Inforartion obtained f r a  Municlprllty of  Smrang Budgets 
U Appmpriatlonm camnittad but not disburstd &ring f i s u l  year. . , 



R W T l  HE REVENUES 1/ 

BALANCE B/F 2/ 
LOCAL TAXES 
CHARGES 
REGIONAL ENTERPRISES 
QTHER 
CENTRAL GOV. (SDO) 

TOTAL RWTINE REVENUES 

DEVELOPMENT REVENUES 
INPRES 
TRANSFERS FRCM PROV. 
I PEDA 
LOANS & DEV INCOHE 

TOTAL DEV. REVENUES 

TOTAL REVENUES 

ROUTINE EXPENDITURES 

PERSONNEL 
MTERIALS 
SUBSIDIES TO REGIONAL E. 
O L H  
DEBT SERVICE 
OTHER 

TOTAL R. EXPENDITURES 

DEVELOPMENT EXPENDITURES 
l NVESTMENTJ 

TOTAL EXPENDITURES 22,585.81 26,27l.83 

. . 
CURRENT ACCOUNT SURPLUS 4,014.39 4, 407. 50 5,591 -76 

SURPLUS / DEFICIT . 200.01 0.21 1,319.21 

I/ Information obtained frm Mmicipal i ty  of Suaarang Budgets' 
2/ A p p r o p r i a t i o n s  canwitted but not dishursbd during f iscal  p a r .  - 



TAULE 3 

ROUTINE REVENUES 

BALANCE WIF 
LOCAL TAXES 
CHARCeS 
REGlOWAL ENTERPItI SES 
OTHER 
CENTRAL ODV. (SW) 

TOTAL RWTJNE REVENUES 

DEVELOPMENT REVENUES 
INPRES 
TRANSFERS FRCU PROV. 
1 PEDA 
L M N S  L DEV INCOME 

TOTAL DEV. REMNIJES 

TOTAL R M N U E I I  

ROUTINE EXPENDITURES 

PERSONNEL 
MATERIALS 
SUBSIDIES TO REGICH(A1 E. 
O L M  
DEBT SERVICE 
QtHER 

TOTAL R. EXPENDITUllES 

TOTAL EXPENDITURES 



CLJRRENT REVENUES / CURRENT EXPENDITURES 

PERSGWNCL / CURRENT EXPENDITURES 

DEBT SERVICE / CURRENT REVENUES 

1 
INVESTHENTS / TOTAL REVENUES 

I 0 4 M / CURRENT REVENUES 

0 6 M / INVESTMENTS 

ROUTINE REVENUES 

BALANCE B/F 
L O U L  TAXES 
CHAR W S  
REGIONAL ENTERPRISES 
OTHER 
CENTRAL GOV. (SDO) 

TOTAL ROUTINE REVENUES 

DEVELOPMENT REVENUES 
IMPRES 
TRANSFERS FRCH PRW. 
l PEDA 
LOANS 6 DEV INCOCIE 
OTHER 

TOTAL DEV. REVENUES 

TOTAL REVENUES 

RQlTIWE EXPENDITURES 

PERSWNEL 
MTERIALS 
SUBSlDIES TO REGIONAL E. 
O L H  
DEBT SERVICE 
OTHER 

TOTAL R . EXPEND I TI IRES 

DEVELOPMENT EXPENDITURES 
I NMSTMENTS 

TABLE 4 

MUNICIPALITY Of SEHAWANG 

PERFORMANCE INDICATORS 

1905-06 

1.36 

68. M X  

3.65% 

TO .. 30% 
3.77% 

4.98% 

TABLE 5 

MUNICIPALITY OF BANDUNG 

REVENUE - EXPEWDITURE PERCENTAGE DISTRIBUTION 

A C T U A L  
<----I--.--------------.-----"---.--.----- -------> 

TOTAL EXPENDITURES 100.00% 100.00% 100.00% 

I/ Infonaation obtained frm lkniciplity of B n b n g  Budgets 
U Appropriatiocls co~nri t ted but not dislxmed during fiscal year, 



W N l t l P A L I T l  OF BAWDUMC 

FINANCIAL SITUATIOM ASSESSMENT 

BAUHCE B/F 
LOCAL TAXES 
CHARGES 
REGIONAL ENTERPRISES 
OTHER 
CENTRAL GOV. (SDO) 

TOTAL ROUTINE REVENUES 

DEVELOPHENT REVENUES 
INPRES 
TRANSFERS FRCU PROV. 
I PEDA 
LOANS 
OTHER 

TOTAL Dm. REVENUES 10,465.C7 13,862.55 12,885.14 

TOTAL RFfENUES 28 ,b l .X  35,0(19.15 36,560.02 

RQJTINE EXPENDITURES 

P E R f 9 N R  
MATERIALS 
SUBSlDiES TO 'REGIONAL E. 
O Z M  
DEBT SERVICE 
O f  HER 

TOTAL R. MPEMDITURES 

TOTAL EXPENDITURES 26,159.03 #, m.96 33,270.64 
CURRENT ACCU.INT SURPLUS 3,595.96 ?,C48.?l3 8 , w - W  

SURPLUS / DEFICIT 1,392.30 2,918.19 3,289.38 

I/ I n f o r a m t i o n  obtain4 from h i c i p l i t y  of B8ndung Budgats 
2/ A p p r o p r i a t i o n s  c o a a i t t d  but not disbursed &ring fiscal y . ~ .  



PER CAPITA DISTRIBLJTION 

R W T  I NE REVENUES 

BALANCE B/P 
LOCAL TAXElS 
CHARGES 
REGIQMAL ENTERPRISES 
OTHER 
CENTRAL COV. (SDO) 

TOTAL RUJTINE REVENUES 

DEVELOPMEMT REVENUES 
1 NPREB 
TRANSFERS FROM PROW. 
I PEDA 
LOANS L DEV INCOHII 
OTHER 

TOTAL D U .  REVENUES 

TOTAL REVENUES 

R W T I N E  EXPENDITURES 

PERSONNEL 
M T E R I  ALS 
SUBSIDIES TO REClONAL E. 
O L M  
DEBT SERVICE 
OTHER 

TOT,AL R. UPEND I TURES 

DEVELOPMENT EXPENDITURES 
I NVESTUENTS 

TOTAL EXPENDITURES 19,851 

MUNICIPALITY OF BAWDUWG 

PERFORMANCE INDI UTORS 

CURRENT RMNUES / CURRENT EXPENDITURES 

PERSONNEL / CURRENT EXPENDITURES 

DEBT SERVICE / CURRENT R M N U E S  

INVESTMENTS / TOTAL R M W E S  

0 & M  / CURREHI R M N U E S  

-0 r n / r w v e s m E w r s  

DEBT SERVICE / OUW SUJRCE R M N U E S  

0 E a r s s e R u I e s C ; T o T ~ D M ~  

DEBT SERVLLZ& QIRRPJIF F . W  SURPLUSt 



THE MINISTER OF NATIONAL DEVELOPFENT PLANNING/ 
CtflLQMAN OF THE NATIONAL DEVELOPMENT 

PLANNING AGENCY (BAPPENAS) 

Considering: (a) whereas t o  meet the needs f o r  urban inf rastructure due 
t o  increasing p o p l a t i a n  growth and socia l  economic 
ac t i v i t i e s  i n  the urban areas, more purposive and 
integrated urban development pol ic ies and programs 
need to  be developed comprising the provision o f  
infrastructure, financia; resources and i n s t i t u t i o n a l  
development ; 

(b) whereas a Coordination Team f o r  Urban Development i s  
needed with the task to coordinate, synchronize and 
monitor the implementation of  the integrated pol ic ies 
and program ac t i v i t i e s  . 

Referring to: 1. Pmsident ia l  Decree Number 44 and 45 Year 1974, 
President ial  Decree Nunber 57 Year 1974; 

2. Pmsident ia l  Decree Nunber 35 Year 1973, 
Presidef i t ia l  Decree Nunber 19 Year 1983; 

3. Decree or the Minister of  National Develapment 
Plannlng/Chairman o f  the National Development Planning 
Agency ( WPEWS) Number 073/Ket/5/1983. 

Taking i n t o  Consultation with the Ministers o f  Home Affairs, Public 
account : Works and Finance. 

To st ipulate: The decree o f  the Minister of  National Development Planning 
Agency/Chaimn o f  the National Development Planning Agency 
(WPEMS) on tk establishment of  the coordination team 
f'or urban development. 

Article 1 

(I) The structure o f  the Coordination Team f o r  Urban Development is 
corrposed of: 



( a )  A Steering Connittoc 
(b)  Pcnnarrmt Working Groups for: 

(i) Pol ic ies  and Programs; 
(ii) Pragram Implamentation; 
(iii) Financial  Resources ; 
( i v )  I n s t i t u t i o n a l  Development; 

Cc) A Secretar ia te .  

The composition of the leadership and membe:rs of the respective 
organizational components a s  referred t o  i n  suba r t i c l e  (1) is 
s t i pu l a t ed  i n  the  Appendix of the Decree. 

tasks of the Steer ing Committee are:  

To develop integrated po l i c i e s  and medium ( f ive  years)  and 
sho r t  term (annual) programs comprising the provision of 
the in f r a s t ruc tu re ,  f i nanc i a l  reswr'ces and i n s t i t u t i o n a l  
development, i n  t he  framework of cooperation between the 
cen t r a l  and l o c a l  goverrments, and with community 
par t ic ipa t ion ;  

To guide t h e  Pexmamnt Working Groups w i t h  regard t o  t h e i r  
respective f i e l d s ,  with the p o s s i b i l i t y  of establishing 
Special/Non Pehanen t  Working Groups f o r  tasks not covered 
by the  Permanent Working Groups ; 

To coordinate ard monitor the  implementation of in tegrated 
programs of urban development by iden t i fy ing  problems and 
seek their so lu t ions  through interagency consensus ; 

To a s s i s t  the  implementation un i t s  i n  t he  respective 
agencies involved i n  urban development ; 

To develop and guide cooperation with na t iona l  and 
in te rna t iona l  agencies and ' i n s t i t u t i ons  r e l a t ed  t o  urban 
development. 

The Steering C m t t e e  cmsists of the  Chaiman, Vice Chairman ancl 
members funct ional ly  repcesenting the nleviant  departments/non 
departmental agencies involved i n  urban development po l ic ies  and 
progrms . 
The Steering Committee w i l l  hold a t  l e a s t  bi-monthly meetings, and 
submit the r e s u l t s  o f  its meetings to the  Minister of National 
Development PlaMing/Chainman of the  National Development Planning 
agency (Bappenas) with copies t o  the  Coordinating Ministers f o r  
Emmic, Monetary ami Indus t r i a l  Affairs and Supervision of  . 
Development and the  Ministers of  Finance, Fbme Affairs ,  Public 
Works ,. C d c a t i o n s  , . Fublic-  Housing,- and Administrative 
KefomlVfca Chafnnan-.of?tk NatfmaT OewIopnent PIannfng Agency 
(eappenasr-. - ,., 



Artlclu 3 

The t ,mk a f  ttw? Femamnt  Working Crot.~ps .Is ti] study irjsucs m,l 
recorrrnand actions t o  tha S teer i rg  Conrn t t  too J.n their respectlva 
amas, as follows: 

To Poxmulate in tegrated urban dwalopment programs, and t o  
iden t i fy  investment p r i o r i t i e s  by c e n t r a l  as well a s  l oca l  
govenrnents i n  the  Pramework o f  decentra l izat ion and r e a l  3rd 
responsible l oca l  autoramy and c m ~ u n i t y  par t i c ipa t ion  po l i c i e s ,  

Ta f a c i l i t a t e  smooth implementation of in tegrated urban 
dawlopment programs, espec ia l ly  the provision and main tenarze 
of' urban in f ras t ruc ture .  

Financial Res;arn=es 

To improve financing systems from various domestic sources, 
i.e., from c e n t r a l  and l o c a l  goverrments and t h e  c m u n i t y ,  as 
well a s  from multinational ancl b i l a t e r a l  sources. 

I n s t i t u t i o n a l  Development 

(1) To increase the capabi l i ty  of personnel ot' c e n t r a l  and 
l o c a l  governnents and t h e  community i n  planning, management and 
m l e m e n t a t i o n  of urban in f ras t ruc ture ;  

(2) To improve regulations and operating procedures f o r  
management ard inplementation of urban development. 

Each Permanent Working Group w i l l  cons i s t  of a Chairman and a 
Secm tary  representing the departments/non-department a 1  agencies 
concerned, and severa l  members (maximum 6 o f f i c i a l s )  f r o m  
departments/non-departmental agencies re la ted  t o  the tasks of the 
respective Working Groups. 

The Secre ta r ia t& has t he  tasks: 

(a) To provide and coordinate technical  and administrat ive support 
t o  the  Steer ing rmit,tee and the  Permanent Working Groups i n  
ttre execution of t h e i r  respective tasks as w e l l  a s  re la ted  t o  
each a ther ;  

(b) To prepare per iodic  reports  t o  t t i  Steering Committee on the  
implementation o r  urban development projects ;  



I n  the execution of t h o i r  1 , .I.<: the Executive Scxmtary arrl Vice 
Executiva Secretar ies  s h a l l  40rk closely with the Secretar ies  o f  t h e  
Pexmanent Working Graups. 

'The Execat ive Secre tary/Vice Executive Secre tarics are  assf s ted by 4 
(four) Assistant  Secretar ies  i n  accordarm w i t h  the respective 
f i e l d s  of the Permanent Working Groups. 

The Assistant  Secretar ies  w i l l  be appointed by t h e  Chaixman o f  the 
Steering Committee. 

The Secre ta r ia te  will be s t a f f ed  by administrat ive personml  t o  be 
appointed by the Executive Secretary with the  approval o f  the  
Chaixman of  the Steering Committee. 

To assis t  t h e  P e r m a ~ n t  Working Groups and t h e  Secre ta r ia te ,  experts can 
be appointed by t h e  Chairman of the  Steer ing Committee. 

Article 6 

The Chairman oP the  Perinanent Working Groups and the Executibe Secretary 
is responsible t o  the  Chairman of the Steer ing Committee, and the 
Chairman of t h e  Steering Committee i s  responsible t o  the  Minister of' . 
National Development Planning/Chaiman sf t.% National Development 
Planning Agency (BPPENAS) . 

The expenditures f o r  t h e  administrat ive implementation of this Decree 
w i l l  be funded t'rara the  Directorate  General oP Human Settlements 
developnent tudget under item 11.1,CE .48L5212.2l.OS.Ol. 

This decree w i l l  be ePfect ive  a s  o f  the  da t e  o f  its issuance through 
March 31, 1989 with the provision t h a t  i t  can be reznded, and thc! Decree 
w i l l  be corrected accordingly i f  and when necessary. 



Signed 

Copies of this Decree sent to: 

CoordJ.natJ.ng Midste; Tor Economic, Monetary anrl Indurltn;ial AfPaLrs, 
and Slqervision of Development; 
M i d s t e r  of' Finance; 
M i n i s b r  of &me Affairs; 
Minister of Public Works; 
Yinis ter  of Comnunicatitms ; 
Minister 01' Public Houains; 
Minfster oC Administrative Refom/Vice Chainan of the National 
Development Planning Agemy (BWFENAS) ; 
Chairman or Financial and Development Audit Agency; 
All Governors a f  Pr~vinces. 



NMEl3 : KW. Ol6/KET/l/l98^1 
Ilata: April 1, W07 

Deputy f o r  Economic AfPalrs, Bappenas 
Dim t o r  General of btonetary Af f a i r s ,  MOF 
Deputy of Social  & Cultural  Affa i r s ,  Bappems 
Deputy of Regional Development, Bappenas 
O i r e c  t o r  General of Fwblic Administration and 
Regional Autonomy, Ministry of Home Affairs  
Director General of Regional Development, Ministry 
of Home Affairs  
Director General of t h e  Budget, Ministry of Finance 
Secretary Gemral  a f  t he  Ministry of Public Works 
Director Gewral  of Human Settlements, Ministry of 
Public Works 

- Chainnan - Vice Chai man - Vice Chairman - Member 

- Member 
.- Member 

- Member - Member 

- Member 

1. Working Group f o r  Po l i c i e s  and Programs 
Chairman: Deputy f o r  S o c i a l &  Cul tural  Affa i r s ,  Bappenas 
Secretary: Mad of Bureau f o r  Social  Welfare an3 Public Housing, 

Bappsnas 

2. Working Group f o r  Program Xvplementation 
Chairman: D i m t o r  General of M a n  Settlements, Ministry of 

Public Works 
Secretary : Dim t o r  s f  Program Development; Directorate  General of 

.Ic4Lman Settlements, Ministry o f  Public Works 

3. Working Group f o r  Financial  Resources 
Chairman: Director General of Momtary Affai rs ,  Ministry of Finance 
Secretary: Dim t o r  of S t a t e  Wealth Managment , Directorate  General 

of Monetary Affai rs ,  Ministry of Finance 

4. Working Group f o r  I n s t i t u t i o n a l  Development 
Chairman: O i r e c  t o r  General of Public Administration and Regional 

Autonomy, Ministry of Hune Affa i r s  
Secretary: Director of Urban Development, Director General of W b l i c  

Administration and Regional Au tomy ,  Ministry of H a e  
Affairs.  



1.. Expert. S ta f f  t o  tkiu M l n l s k r  o f  R~blLh: Wfxks For  f'krlatianr; with 
Regional Governnant , Min is t ry  of' Public Works, as Ex,ecut lve Secm tilry . 

2. Bumau Ch ie f  f o r  Sacial A f f a i r s  and Publ ic Hcusing, Rappenas, as Vice 
Executive Secmtary I. 

3. D i rec to r  o f  Pragrain Development, D i ~ c t o r a t e  Generail of' Human 
Settlements, M in i s t r y  of' Publ ic  Works, as Vice Exec:utive Secretary 11. 

4. Bureau Chief f o r  In te rna t iona l  Caoperatiun, M in is t ry  o f  Publ ic  Works, 
* 

as 'dice Executive Secretary 111. 

Issued in: Jakarta 
Date : A p r i l  1, J987 

Min is te r  o f  Nat ional  Development Planning/ 
Chairman o f  the Nat ional  Development Planning Agency 

O3PPEws) 



1. PROJECT BACKGROUND -- 
The oal  of the Municipal Finance Project  is t o  improve the 

s h e l t e r  con t ons of Indonesians with below median incmes  by 
f a c i l i t a t i n g  the  delivery of affordable,  l oca l ,  she l te r - re la ted  
in f ras t ruc ture .  

?he pro jec t  u r  ose is t o  provide ass is tance t o  the  G O 1  i n  fu r ther  
developing its rnunic %%? pa inance system by expanding and enhancing the  
management of its f inanc ia l  resources. Changes i n  the municipal f inance 
system w i l l  enable Indonesian municipal i t ies  t o  assune an increasing 
share  of the  financLa1 respons ib i l i ty  f o r  urban in f r a s t ruc tu re  and 
se rv ices ,  c r ea t e  conditions favorable t o  p r iva te  sec tor  involvement i n  
urban investment finance and se rv ice  provision,  and c r e a t e  a framework 
f o r  partnership betwleen the  public and pr iva te  sectors .  

The projectt!; ant ic ipated outputs w i l l  support tile overa l l  goal of 
improving t h e  s h e l t e r  conditions of Indonesia's urban poor. I n  addit ion,  
t h e  outputs w i l l  support the  G O I 1 s  ex i s t i ng  pol ic ies  of increasing loca l  
respons ib i l i ty  f o r  urban development and i n s t i l l i n g  incent ives  f o r  loca l  
governments t o  graduate from grants  t o  government loans ,  l o c a l  revenues 
and user charges, and pr ivate  sec tor  s m r c e s  as  econanic fac tors  allow. 
These outputs,  h i c h  w i l l  focus on the  pro jec t ' s  two primary a c t i v i t i e s  
of providing she l te r - re la ted  urban in f r a s t ruc tu re  throu@ the  Housing . 
Guaranty (HG) Invtsstment Program and policy action,  a r e  as follows: 

1) Shelter-related urban i n f r a s t ruc tu re  valued a t  the equivalent o f  
$100 iniU.m, which benefits belaw-median incane f a n f l i e s ,  is 

This output would be t he  rupiah expenditures f o r  urban she l te r -  
re la ted  i n f r a s t ruc tu re  a s  defined by the  HG Investment Program. It is 
proposed tha t  these  expenditures w i l l  be f o r  the  Kampung Improvement 
Program ( K I P ) ,  water supply, s o l i d  waste co l lec t ion  and disposal ,  
sewerage, drainage, urban roads providing access t o  kampung, and 
shelter-cpgrading f o r  the  urban poor. 

A major concern i n  how lending f o r  urban in f r a s t ruc tu re  w i l l  
a f f ec t  t he  provision of se rv ices  t o  lower incane groups invalves the  
perception t h a t  cos t  recovery i n  t he  f o n  of user charges is not possible 
with lower income groups. Technical ass i s tance  could a s s i s t  both on t he  
policy development aspect of t h i s  and on the  ta rge t ing  of investments t o  
lower income groups by helping develop cos t  recovery s t r a t e g i e s  t h a t  a r e  
both affordable! t o  lower inlcune groups a s  well as f inanc ia l ly  f e a s i b l e  
from a loan/prclfect appraisal  point  of view. 



2 ) Continued improvement i n  t he  role of the  c e n t r a l  o v e r m n t  i n  
urban i n f r a s t ruc tu re  and services  aPfor -A ab e t o  law-incane 
ds th rwqh the develqwnent of a system of grants - and I.oam m-aaF encarr -- 

ages IiicCTesa~rce mobillrat ion.  Technical ass i s tance  
e f f o r t s  will focus on the fallawing actiom: 

A. Link the  cen t r a l  government's systems of grants and loans and 
d i r e c t  the  construction of she l te r - re la ted  i n f r a s t ruc tu re  t o  
produce a unif ied approach t o  municipal finance. 

8. Use t h e  c e n t r a l  grant/loan system t o  l i m i t  subsidies  t o  
manageable leve ls  and be t t e r  focus them t o  the benefit  of low 
income f m i l i e s .  

C. Use the  cen t r a l  grant/ loan system t o  provide uniform 
incentives f o r  the improvement of municipal f inanc ia l  management 
(both expenditure control  and revenue generation). 

D. Establ ish  a c e n t r a l  goverrment lending mechanism t o  finance 
urban in f r a s t ruc tu re  and : x v i c e s  on terms t h a t  permit adequate 
mobilization of investment resources. 

The development of a cl imate a t  both the  cen t r a l  and loca l  l eve l s  
i n  which c r ed i t  f inancing of i n f r a s t ruc tu re  investments is seen t o  be 
both f ea s ib l e  and desi rable .  Technical ass is tance e f f o r t s  a l so  w i l l  
focus on helping t h e  GO1 evaluate a l t e rna t ive  s t r a t e g i e s  f o r  developing 
t h i s  cl imate a t  a time the  GO1 believes is most appropriate. , 

3) Strengthened capacity of the local govenment (Level I and Level 
11) f i n m e  system t o  mobilize and manage resources. Technical 
assistance efforts w i l l  focus on the Pollowing actions: 

A. Strengthen f i nanc i a l  management capacity (revenue mobilization 
and expenditure cont ro l )  a t  t he  l m a l  level .  

0. Develop guidelines specifying the  acceptable l eve l  of 
borrowing and the  acceptable sources of loans. 

The success o f  the  GOI1s urbanization s t r a t egy  w i l l  be dependent 
on t he  development of f i nanc i a l  management capacity a t  t he  l oca l  level .  
This capacity includes t he  a b i l i t y  t o  c o l l e c t  taxes ,  user  charges, and 
other  revenues managed a t  t he  l oca l  l eve l ;  t he  a b i l i t y  t o  manage 
e f f i c i e n t l y  and e f fec t ive ly  both a rout ine  and investment expenditure 
program; and the  a b i l i t y  t o  e s t ab l i sh  f i nanc i a l  po l i c i e s  t h a t  enable 
sound borrowing and debt management. The Minis t r ies  of Finance and Hane 
Affairs a r e  key ministries i n  determining and implementing policy 
a f f ec t i ng  We development of local f i nanc i a l  management capacity,  as well 
as t h e  Pinancial  in te r re la t ionsh ips  between regional  and loca l  
au thor i t i es .  Technical ass i s tance  e f f o r t s ,  therefore ,  need t o  be focused 
on thls element. 



4 1 

c rea t e  

The PounrJatian Por irlci-eased pr lva to  sector p-iirtici ation i n  the 
provlrmana-n;l of 

---*+, 

urban inf'rar;truc%ma and sorv c a  s 
establPshed. Technical assistame ut'forts wE I"aws on the 
Vdl 

- -, 
owlng actions: 

A. Find ways t o  improve the  conditions For p r iva t e  sec tor  
(p r iva t e  f i m  , non-governmental organizations,  voluntary 
associations ) par t ic ipa t ion  I n  the  design, implementation, 
provision, operations and financing of urban lnPrast ructure  and 
services .  

8. Develop cos t  recovery s t r a t e g i e s  f o r  appropriate urban 
services  t ha t  r e f l e c t  t he  cos t  a? urban se rv ices  t o  p r iva te  s ec to r  
benef ic iar ies .  

The  development.^? lending mechani.sms and procedures which w i l l  
conditions favorable t o  t h e  p r iva te  sec tor ' s  long-term entry i n t o  

municipal finance is e s sen t i a l .  ~ & l i s  t i c a l l y ,  the  near-term prospects 
f o r  t h i s  most l i k e l y  depend on the  GO1 involving pr iva te  sources o f  
funds, such as pension funds, i n  a cen t r a l  government municipal lending 
f a c i l i t y  (e. g. , the  RDA) through such mechanisms as par t ic ipa t ion  
shares.  In  t he  lung term, however, ottter forms of d i r e c t  p r iva te  
financing of municipal investments a r e  possible i f  municipal i t ies  
es tab l i sh  track records of borrowing and meeting f i n a m i a l  obligations on 
terms (creditworthiness and i n t e r e s t  r a t e s )  a t t r a c t i v e  to pr iva te  
sources. Technical advisory i n p i t s  on how such systems work i n  other 
countries and how methods could be adapted t o  Indonesia w i l l  be an 
inportant  contribution t o  t h i s  t h i r d  element. 

2. TI€ lECtNICAL ASSISTANCE TEAM 

The technical  ass is tance team's primary r e spons ib i l i t i e s  w i l l  be: 
enhancing the  policy context within which urban developent/municPpal 
f inance takes place; enhancing the  technical ass is tance and t ra in ing  
ro les  of c e n t r a l  i n s t i t u t i o n s  v i s  a v i s  l o c a l  goverrment and po ten t ia l  
p r iva t e  s e c t o r  par t i c ipan ts  such as banks and i n s  t i t u t i m a l  investors  ; 
and col laborat ing with GO1 o f f i c i a l s  t o  develop technical  ass is tance,  
t r a in ing  mater ia ls  and guidance handbooks f o r  l o c a l  governments t o  help 
remedy the  lack of adequate published mater ia l  on l o c a l  management and 
finance i n  Indonesia. 

l'he TA team w i l l  cons i s t  of three  long-term res iden t  advisors,  a l l  
members of a s i ng l e ,  umbrella Contractor un i t ,  canpe t i t ive ly  s e f  ected 
under U.S. d i r e c t  contract ing procedures. U.S. , Indonesian, o r  
U.S.-Indonesian j o i n t  venture firms w i l l  be e l i g i b l e  t o  cmtpete. A 
technical  s e l ec t i on  committee comprised of t he  Minis t r ies  af Finance 
( M f f )  , Home Affairs (MHA) and USAID representatives w i l l  technical1,y rank 
applications.  

One long-term advisor w i l l  be placed i n  t he  WW and two i n  t he  MHA 
f o r  a t o t a l  of 15 person-years. The technical  ass i s tance  t e r n  w i l l  a l s o  



r:r~r~r; 15 t. o f  30 pcr:;ort-cnr~nth.; of t ; t~ort-tcrrn t . tx:hrl ir:a 1 CI~, ' ;  i t . , l r~:c- .  for 
r,pt!c l.al I ;  t,udi.os nrxl tlomorib t tat.ic~ri projcc t.s . Short- t r m  prtrrionncl w!. 1.1 lx 
rocruit,r:rj by ttiw Long-term TA Contrxtc~r .  This r;hort.-tcrrn I^R wJl l  tjc 
c a l l e d  forward by the MOF P r o j e c t  Manager and the  ProJcct  Manayemcrlt l J r l i t  
(PMtJ) upon receiv ing recanmenrlations Prom t h e  long-term TA team. 

The TA team Chief of Pa r ty  w i l l  a c t  as t h e  d i r e c t  coun te rpa r t  o f  
the  MOF' P r o j e c t  Manager, proposed a s  t h e  Chairman, Agency f o r  Analysis o f  
Regional Finance, Credits and Balance of Payments. The two o t h e r  TA team 
n~embers' GO1 coun te rpa r t s  w i l l  be with t h e  MHA Di rec to ra te  General f o r  
Regional Development. T i m  Koordinasi Pembangunan Perkotaan (TKPP) w i l l  
provide o v e r a l l  p r o j e c t  managemen,t. The TKPP Executive S e c r e t a r i a t  w i l l  
a c t  as t h e  PMU and a P r o j e c t  Coordinator w i l l  be appointed by t h e  
Executive S e c r e t a r i a t .  

The Municipal Finance P r o j e c t  Technical Assistance team long-term 
s t a f f  w i l l  c o n s i s t  of t h e  fol lowing three advisors ,  as  descr ibed below: 

2.1 CHIEF OF PARTV/URBAN F M E  ADVISOR 

This consu l t an t  w i l l  funct ion  a s  t h e  d i r e c t  counterpar t  of t h e  MGF 
P r o j e c t  Manager i n  providing t echn ica l  a s s i s t a n c e  t o  t h i s  p r o j e c t  and 
w i l l  be r e spons ib le  f o r  advis ing  t h e  G O 1  on a l l  aspects  of developing 
Indonesia 's  municipal f inance  system ( as  de l inea ted  above). He/she s h a l l  
a l s o  a c t  a s  team coordinator  f o r  t h e  PMU and w i l l  s e r v e  as  p r i n c i p a l  
l i a i s o n  with USAID Urban Advisor, w i l l  supe rv i se  a l l  a c t i v i t i e s  
undertaken i n  t h e  name of t h e  Contrac tor  f o r  t h i s  p r o j e c t ,  and w i l l  
f u r t h e r  a c t  a s  manager of t h e  p r o j e c t ' s  t r a l n i n g  inputs .  This 
consu l t an t ' s  r e s p o n s i b i l i t i e s  a r e  l i s t e d  below. 

1. Develop systems and procedures f o r  t h e  success fu l  o v e r a l l  
adminis t ra t ion ,  planning, and coordinat ion  of a l l  a spec t s  of t h e  
p ro jec t .  

2. Design and implement an annual p r o j e c t  planning cyc le  which 
formulates p r o j e c t  workplans and budgets f o r  each i n d i v i d u a l  TA 
team member i n  accordance with t h e  G O I f s  annual planning cyc le ,  
and guarantee  t imely disbursement of funds. 

3. Advise the GO1 with respec t  t o  ana lys i s  and implementation of 
po l i c i e s 'wh ich  a f f e c t  t h e  fol1,owing: 

a. Procedures and parameters f o r  c e n t r a l  goverment  g ran t  
programs to  l o c a l  goverrments f o r  urban i n f r a s t r u c t u r e ;  

b. Income d i s t r i b u t i o n ,  urban-rural ,  and in te r - reg iona l  impact 
of po l i cy  v a r i a t i o n s  a s  they a f f e c t  de l ive ry  of urban 
s e r v i c e s  and i n f r a s t r u c t u r e ,  e spec ia l ly  f o r  t h e  urban poor; 

c. Design, implementation and regu la t ion  of c e n t r a l  government 
l o a n  f a c i l i t i e s  inc lud ing  t h e  proposed Regional Development 
Account; 



Ndtiurli3l-l~vf: I. mcasurus r r r~rJ rlumons tratir.,n proj  et ts to  
promate lncrcascd p r i v a t e  sec to r  par t l c lpa t lon  I n  t h e  
provision of urban Inf'ras t ruc ture ,  inclucl ing ccstablishment 
of appropriate regulating s t ruc tu re s  t o  protect public 
in teraa  ts ; 

e. Means t o  expand local- level  resource bases ror  Financing 
urban in f ras t ruc ture ,  especial ly  looking a t  the general  
envirorment f o r  user charges and cos t  recovery. 

Help keep the  G O 1  informed on various in te rna t iona l  programs from 
which experience gained would be re levant  t o  the Indonesian 
municipal f inance context. 

Provide d i r e c t  supervision f o r  a l l  l ong - t en  TA consultants,  both 
Indonesian and expa t r ia te ,  employed by the  Contractor. 

Coordinate the iden t i f i ca t i on  of a l l  project  short-term technical  
ass is tance needs, the development of su i t ab l e  scopes of work f o r  
t ha t  ass is tance,  and recruitment of consultants,  Provide overa l l  
supervision f o r  a l l  short-term consul tants ,  both Indonesian and 
expa t r ia te ,  employed by the Contractor. 

In conjunction with the  spec i f i c  t r a in ing  plans developed by the  
PFfll, advise the  M I X  and MHA on human resource development plans 
which should be implemented i n  order t o  strengthen t h e  municipal 
Pinance s k i l l s  of s t a f f s  of those organizations. 

Supervise the  design and implementation of project-related 
s tud i e s ,  assessments, information dissemination s t r a t e g i e s ,  and 
demonstrations . 
Provide overa l l  f i nanc i a l  management and control  of TA operations. 

Monitor the  progress and pace of project  implementation. 

Assist USAU) and the  M G f  i n  the design of mid-term and f i n a l  
project  evaluations. 

Function as l i a i s o n  between the  PMU, M G f ,  Home Affairs ,  USAID, and 
municipali t i  es on a l l  technical ,  administrat ive,  and f i nanc i a l  
matters re la ted  t o  the project .  

Advise t he  MOF on technical  and policy matters re la ted  t o  t he  
project .  

Supervise t he  preparation of quar ter ly  reports  which review 
project  implementation progress, i den t i fy  operational o r  
administrat ive problems, assess t h e  pol icy enviroment within 
which t he  project  is operating and make recanmendations t o  t he  
Pro jec t  Manager, MOF, and USAID regarding management, 
implementation, and poUcy i s sues  which require  speci  a 1  a t t en t ion  
chrring the c u r r e n t  fiscal- yea, 



I .  Supervise the preparation of i r r i  anrui11 rcqmrt: which reviews 
project implementation progress and proyross on t h e  Policy Action 
Plan,  iden t i fy  operat ional  o r  administrat ive prc%ems, assess the 
policy cnvLromnent within which the  proJect is  qperdting, and make 
r e c m e n d a t i m  t o  the Project  Manager, M f f  , and IJSAID regarding 
management, implmentat.ion, arid policy i s sues  which require 
spec i a l  a t t en t ion  i n  the  upcoming f i s c a l  year. Based on an 
ant ic ipated s tar t -up da t e  fo r  the  TA team of A p r i l  1, 1989, t h e  
i s sues  paper w i l l  he submitted a t  t h e  end of March of each year,  
beginning i n  March D90, and its recanmendations w i l l  be 
considered i n  the pro jec t  planning cycle f o r  t h e  ensliii.~q "project  
yearn beginning each April.  

I n  order t o  carry  wt these  r e spons ib i l i t i e s ,  t M s  consultant  
should have a minimum of 10 years working experience i n  urban development 
f inance a t  the  nat ional  o r  preferably in te rna t iona l  l e v e l ,  Experience 
should show increasing leve ls  of respons ib i l i ty  and a proven capacity f o r  
dealing with major policy i s sues  r e l a t i ng  t o  both public and pr iva te  
f inancing of urban services  and in f ras t ruc ture .  The consultant  should 
have a doctorate  degree i n  city planning, urban economics, public 
administrat ion o r  an equivalent degree o r  c e r t i f i c a t i o n .  P r io r  
experience working i n  a developing country, an understanding of USUID 
administrat ive procedures, and/or p r i o r  experience with project  
management i n  t h e  context of regulatory reform a r e  q u a l i t i e s  h i m l y  
sought a f t e r  f o r  t h i s  posi t ion.  Indonesian language capabi l i ty  would be 
an advantage but is not required. Funds f o r  language t r a in ing  w i l l  be 
included i n  the  contract .  

The Municipal Finance Spec iaUst  s h a l l  work d i r e c t l y  with the  
Ministry of Home Affairs  (MA), Director  General f o r  Autonomous Regions 
(PUOD). The pr incipal  task of t h i s  Spec i a l i s t  w i l l  be t o  a s s i s t  i n  the  
design, dissemination and t r a in ing  of appropriate accounting, audi t  , 
budgeting and planning systems f o r  major urban areas i n  Indonesia, and t o  
advise on s p e c i f i c  s t r a t e g i e s  f o r  revenue enhancement, including pr iva te  
s ec to r  f inancing options and user  charges f o r  urban in f r a s t ruc tu re  
pro jec t s  . His/her r e spons ib i l i t i e s  w i l l  include,  but not be l imited t o ,  
t he  following: 

1. Review ex is t ing  c e n t r a l  and urban (kotamad a )  government 
guidel ines ,  recommendations and s tandar  7d- s o r  municipal f i nanc i a l  
accounting, budgeting, planning and audi t ing functions , and 
recarmend improvements and revisions which w i l l  enhance i n t e r n a l  
con t ro l s ,  provide incent ives  f o r  proper management, and increase  
l o c a l  respons ib i l i ty  f o r  f i nanc i a l  management. 

2. Recanmend generic methods of increasing revenue generation f o r  
urban i n f r a s t m c t u r e  programs, advising as poss ib le  t he  MOF and 
Chief of Party on i d - ~ a l f  of MHA f o r  major policy i s sues ,  but more 



importantly, focusing an regulations now or t o  be included i n  
MHA ' s  author i ty  t o  e i t h e r  delegatc nr  i s sue  to  munic f pall. t ies.  
Special  emphasis s h a l l  be placed un s t r a t eg i e s  t o  lncrease  pr iva te  
s ec to r  par t i c ipa t ion  i n  both the  provision and financing of urban 
in f r a s t ruc tu re  and se rv ices ,  especial ly  water, sewerage, 
wastewater, feeder roads, parking, and market development projects .  

Advise MHA on personnel po l i c i e s ,  recruitment standards,  promotion 
systems and other  aspects of  personnel management and t ra in ing  
which w i l l  a s s i s t  i n  implementing revised systems of  municipal 
finance. 

Assist i n  specifying t h e  elements necessary f o r  and designing a 
complete information systems per ta ining t o  managing municipal 
f inance system a t  the  municipal l eve l .  

Assist MHA i n  t he  development of manuals of procedure and/or 
t r a in ing  f o r  munkipal  f inance,  accounting, control  and audi t  
functions,  loan agreements, and other  f i nanc i a l  c m i t m e n t  o r  
con t ro l  documents. 

Assist the  Chief of Party i n  iden t i fy ing  short-term technical  
ass i s tance  needs of his/her counterpart i n s t i t u t i o n s  and i n  
developing su i t ab l e  scopes of work f o r  tha t  ass is tance,  and 
recruitment of consultants . 
Within t he  purview of his /her  r e spons ib i l i t i e s ,  provide day-to-day 
supervision f o r  a l l  short-term consultants,  both Indonesian and 
expa t r ia te ,  employed by the  Contractor. 

Within t h e  purview of Ns /he r  r e spons ib i l i t i e s ,  a s s i s t  i n  the  
development and execution of spec i f i c  t ra in ing  plans t o  enhance 
t he  technical  municipal f inance s k i l l s  of s t a f f s  of targeted 
i n s t i t u t i o n s .  

Assist i n  t he  design and implementation of project- re la ted 
s tud ies  , assessments, and demonstrations , as required. 

Provide f i nanc i a l  management and cont ro l  of t he  operations within 
his /her  purview . 
Monitor t h e  progress and pace of implementation of t h i s  project  
canpanent . 
Assist the  Chief of Par ty  i n  t he  design of the  mid-term and f i n a l  
p ro jec t  evaluations. 

Provide quar ter ly  reports  which review implement a t ion  progress on 
t he  consul tant ' s  a c t i v i t i e s ,  iden t i fy ing  operational o r  
administrat ive problems, assess ing t h e  policy enviromtent within 
which 
Chief 
which 

t h e  projekt  is operating,  and making ~ecarmendations t o  the  
of Party  on management, implementation, and pol icy i s sues  
require spec i a l  a t  t en t i on  during- t h e  current fiscal year, 



14.  Pravlrlr! i~r~mral reports whJr:h revlow imp l txnr .x l t . i~t  lorl /~roclrrxs on t,lw 
cansu l tan t l s  a c t i v i t i m ,  i c l en t l f y lny  operal.1 onill or arlmir1.ist;rat.i vr,! 
problem,  assessing t h e  pol lc  y cnvirorrnent within whlch the 
project  .is operating,  and nlaking recunmer~datinns t o  the Ctiisf o f  
Party  on management, implementation, and policy issues  which 
require spec i a l  a t t en t ion  I n  t h e  upcoming f i s c a l  yeor. 

I n  order t o  carry  out thew re spons ib i l i t i e s ,  t h i s  Consultant 
should have a minimum of seven years working experience i r t  municipal 
f inance management of a major urban area/goverment, Experience must 
have included both hands-on f inanc ia l  management and c m t r o l ,  and broader 
policy r e s p a n s i b i u t i e s  f o r  revenue and expenditures. P r io r  i n t e r f ace  
with both the  nat ional  goverrment and p r iva t e  f inance sec tors  is needed. 
The consultant should have a t  l e a s t  a masters degree i n  business o r  
econanics , urban o r  publ ic  f inance,  o r  an equivalent degree o r  
c e r t i f i c a t i o n .  On-the-job experience may be subs t i tu ted  f o r  graduate- 
l e v e l  experience a t  a r a t i o  of up t o  th ree  years of hands-on experience 
f o r  a maximun of two years of graduate school s t ud i e s ,  

Relevant on-the-job experience should include hands-on preparation 
of regulations,  manuals and implementing ins t ruc t ions  re la ted  t o  
mucicipal finance management. Experience should a l s o  include hands-on 
use of cunputer programs u t i l i z e d  f o r  the aforementioned purposes. P r i o r  
experience working i n  a developing cwrrtry,  an understanding of USAID 
administrat ive procedures, and/or p r io r  experience with project  
management i n  t he  context of recylatory reform a r e  q u a l i t i e s  highly 
sought a f t e r  f o r  t h i s  posit ion.  Indonesian lznguage capabi l i ty  would be 
an advantage but is not required. Funds f o r  language t ra in ing  w i l l  be 
included i n  t h e  contract .  

The Urban Development Spec ia l i s t  s h a l l  work d i r ec t l y  with the  MHA, 
D f  rec t o r  General f o r  Regional Development (BANGDA) . This SpeciaUs t w i l l  
primarily be responsible f o r  the  i n t e r f ace  between nat ional  and l o c a l  
planning, construction and mera t ions  systems f o r  urban in f r a s t ruc tu re ,  
and the  municipal f i nanc i a l  systems i n  place o r  being developed. 

This in t e r f ace  w i l l  include coordination between MHA and the  
Ministry of Public Works; coordination between MHA and the  MW; 
coordination with BANGDA implementing i n s t ruc t i ons ,  s e l ec t i on  procedures 
and t ra in ing  programs involving municipal i n f r a s t ruc tu re  development with 
other  minis t r ies ;  and the  i n t e r f ace  between publ ic  and pr iva te  
organizations t o  he involved i n  municipal i n f r a s t ruc tu re  development. 
Specif ic  dut ies  s h a l l  Include,  but not be l imited to ,  t h e  following: 

1. Assist BAffiDA and the  GO1 i n  designing and implementing s t eps  
which graclually trans? e r  g rea te r  respons ib i l i ty  t o  municipal 
govemnenh f o r  t he  se lec t ion ,  design, implementation and 
operation of municipal inf ' rastructure programs. Review and 



rwtmnmr~r~f changes as i~eccssnry t.o MI IF\ ~)rrx:cf.k~ ref; for w: lrx. t, i or1 
approval nf rnajor llrbtln 1 nfrastructure proJec t s t ~ y  the? C(3 1. As 
pa r t  of t h i s  prczess, a a ~ l s t  i n  Cr l I  review and rsccmrnendat.ir~nr, fo r  
se lec t ion  c r i t e r i a  which tako i n t o  account thu naeds of t h e  llstlian 
poor and underserved regions ar urban areas.  

2 .  Assist in  the des ign and implementation of the  l oca l  application 
process f o r  G O 1  loan program f o r  crrbsn fnfsas t ruc ture ,  such as 
the propmed R e g i ~ n a l  Develaprnent Account (RDA ) . Assist BANGOA i n  
preparation of manuals and t r a in ing  materials  r e l a t ed  t o  t h e  
successful  use of such loan funds by municipali t ies.  

3. Work with BAffiDA and the  GO1 t o  prepare and implement t ra in ing  
packages , manuals and i n s t r u c t  ions on municipal planning f o r  
fu tu re  in7  ras truc t u r e  development programs. 

4 .  Advise BAf f iDA and municipal i t ies  on the  technical parameters fo r  
cos t  recovery, user charges, be t tement  fees ,  etc. ,  re la ted t o  
various types of urban inl"rastructure such as water, sewerage, 
wastewater, parking, feeder roads and market development. 

Assess t h e  po ten t ia l  f o r  p r iva te  sec tor  par t i c ipa t ion  i n  t h e  
provision of various types of urban in f r a s t ruc tu re  programs, 
recanmend spec i f i c  s teps  t o  promote such par t ic ipa t ion ,  and help 
i n  the  design and implementation of se lected demonstration 
pro jec t s  involving p r iva t e  s ec to r  par t i c ipa t f  an. 

Help develop guidelines f o r  . local goverrments on ].ow-incae 
affordable design standards f o r  urban in f r a s t ruc tu re  and housing, 
and work with BANGDA t o  develop manuals, workshops and t ra in ing  
programs f o r  implementing these standards. 

Assist the  Chief of Par ty  i n  ident i fying the  short-term technical  
ass is tance needs of his /her  counterpart i n s t i t u t i o n s  and i n  
developing s u i t a b l e  scopes of work fo r  t h a t  ass i s tance ,  and 
recruitment of consultants.  

Within t he  purview of R:s/her responsibilities, provide day-to-day 
supervision f o r  a l l  short-term consultants,  both Indonesian and 
expa t r ia te ,  employed by the  Contractor. 

Within t he  purview of N s / h e r  r e spons ib i l i t i e s ,  a s s i s t  the i n  t he  
development and execution of spec i f i c  tzalning plans t o  enhance 
the technical  urban development s k i l l s  of s t a f f s  o f  targeted 
i n s t i t u t i m .  

Assist i n  t he  design and implementation or project-related 
s tud ies  , information dissemination s t r a t e g i e s  , assessments , and 
demonstrations, as  required. 

Provide f i nanc i a l  management and control  of t he  operations within 
his /her purview. 



Provide quar ter ly  reports  which review implementation progress on 
thc consu l tan t l s  activities , ldont i f  y i  ng operational a r  
administrat ive problems, assessing the p01i .c~ envirorrrtent w i t h i n  
t$ich the  project  is  operating,  and making reccinmendatiuns t o  the 
Chief of Party on management, implementatj.on, and policy issues 
which require spec ia l  a t t en t ion  during the current  f i s c a l  year. 

Provide annual reports which review implementation progress on t h e  
consu l tan t l s  a c t i v i t i e s ,  iden t i fy ing  o p t a t i o n a l  o r  administrat ive 
problems, assessing t h e  policy enviroment within which t h e  
p ro jec t  is operating, and making recanmendations t o  the  Chief of 
Party on management, implementation, and poLicy issues  which 
require  spec i a l  a t t en t ion  i n  the upcaning f i s c a l  year. 

I n  order t o  carry  art these r e spons ib i l i t i e s ,  t h i s  Consultant 
should have a minimum of seven years working experience i n  urban 
in f r a s t ruc tu re  development programs f o r  a major urban area/goverrment. 
Experience must have included both hands-on urban in f r a s t ruc tu re  planning 
and management, and broader policy r e spans ib i l i t i e s  Par urban 
in f r a s t ruc tu re  development. P r io r  i n t e r f a c e  with nat ional  i n f r a s t ruc tu re  
sectors  is desired. The consultant  s h ~ u l d  have a t  l e a s t  a masters degree 
i n  c i v i l  engineering, a rch i tec ture ,  urban planning o r  an equivalent 
degree o r  ce r t i f i c a t i on .  On-the-job experience nay be subs t i tu ted  f o r  
graduate l e v e l  experience a t  a r a t i o  of up t o  three  years of hands-on 
experience f o r  a maximun of two years of graduate school s tud ies .  

Relevant on-the-job experience should include hands-on preparation 
of r e g d a t i m ,  manuals and implementing ins t ruc t ions  r e l a t ed  t o  
municipal i n f r a s t ruc tu re  management. P r io r  experience working i n  a 
developing country, an understanding of USAID administrat ive procedures, 
and/or p r i o r  exper ieme with project  management i n  t he  context of 
~ g u l a t o r y  reform a r e  q u a l i t i e s  hiQlly s w @ t  a f t e r  f o r  this pasi t ion.  
Indonesian language capabi l i ty  would be an advantage but is not 
required. Funds f o r  iangiage t r a in ing  w i l l  t, included i n  t he  contract .  

To supplement t h e  work of the  long-term advisory team, a var ie ty  
of short-term consultancies t o t a l l i n g  approximately 30 person-months w i l l  
be provided t o  add more in-depth knowledge of technical  areas and t o  work 
with GO1 s t a f f  on t he  design, conduct and analysis of spec i a l  s tud ies  and 
addi t ional  p ro jec t s  . I n  addi t ion,  s h o r t - t e n  advisors w i l l  col laborate  
with l ong - t en  advisors and G O 1  counterparts  t o  develop such guidance and 
t r a i n i n g  mater ia ls  as  budget manuals and guidelines on: iden t i fy ing  



Pro jec t  support  will prov.lde f a r  th ree  types of t r a i n i n g  
a s s i s  tarxc--long- term overseas , short- term overseas,  and l oca l  workshops 
and t r a i n i n g  ol" t r a i n e r s  programs-all of which a r e  di rec t l y  rela tcd t o  
the impl.ementation uf the  Pa l i cy  Action Plan. As with the short-term TA, 
a l l  t ra i l l ing  w i l l  be funded and managed under the long-term TA con t rac t .  

Long-term t r a i n i n g  oppor tun i t i e s ,  f o r  up t o  two years f o r  
M.A.-level degree programs i n  the  United S t a t e s ,  w i l l  be providea f w  up 
t o  six GO1 s t a f f  as  p a r t  of t h e  e f f o r t  t o  inc rease  t h e  technica l  s k i l l s  
of mid-level and younger s taf f ' .  Exemplary programs i n  municipal f inance  
a t  U.S. u n i v e r s i t i e s  a r e  Duke, UCLA, Georgia and Syracuse. GO1 long-term 
p a r t i c i p a n t s  would be s e l e c t e d  by the  GO1 from M f f  arid MHA. A10 Handbook 
10 procedures would apply. A l l  t r a i n e e s  w i l l  be s e n t  a s  eix81y as  
poss ib le  during the  p r q j e c t  t o  allow p a r t i c i p a n t s  t o  make con t r ibu t ions  
l a t e r  i n  the  p ro jec t .  

Shcrt-term t r a i n i n g  oppor tun i t i e s  w i l l  be given t o  GO1 s e n i o r ,  mid 
and j un io r  l e v e l  s t a f f ,  and t o  p o t e n t i a l  p r i v a t e  sectcr l enders ,  
i n v e s t o r s ,  owners o r  managers of urban s e r v i c e s  and i n f r a s t r u c t u r e  t o  
p a r t i c i p a t e  i n  s h o r t  courses and pol icy  seminars (two t o  s i x  weeks i n  
dura t ion)  o u t s i d e  Indonesia. Approximately 40 short-term p a r t i c i p a n t s  
a r e  a n t i c i p a t e d  over t h e  L i f e  of this p r o j e c t .  

Las t ,  GO1 s t a f f  and t h e  long-and short-term consul tants  w i l l  hold 
t r a i n i n g  of t r a i n e r  workshops t o  develop t r a i n i n g  mate r i a l s  and courses  
f o r  l o c a l  o f f i c i a l s ,  p o t e n t i a l l y  through t h e  I n s t i t u t e  f o r  Economic and 
Soc ia l  Research (LPEM) of' t h e  Universi ty of Indonesia. 

I n  add i t ion ,  t h e r e  w i l l  be Punds a v a i l a b l e  f o r  l o c a l  workshops and 
seminars t o  suppor t  tt,e implementation of t h e  PoUcy Action Plan. 



ANNEX 11. 

Frrm : GC/WIE, Michael G, Kitay 

Subject: Indonesian Urban Sector PssFstance Program 
(497-HG-QQl) ; E l i g i b i l i  t y  f o r  HG Financirig 

Background: The most au thor i ta t ive  descr ipt ion of the P r o j e c ~ ,  
t o  date,-tached PID dated 5/06/88. The PID, shel ter- re la ted 
in f ras t ruc ture ,  proposes a project  . h i c h  w i l l  influence G O 1  policy and 
f n s t i t u t i a n s  t o  redress t h i s  decline. A maJor goal of t h e  a s s f ~ t a n c e  i s  
the  increased capacity of munici pa.li!:ies t o  mobi l i z e  c a p i t a l  f cr 
in f r a s t ruc tu re  on market-based princfples.  This involves decreased 
dependency on cen t r a l  gaverm-&nt subsidies and an increased ind t i t u t i ona l  
capacity an the  pa r t  of municipali t ies t o  manage and finance 
i n f r a s t r ~ c t u r e .  In consideration fo r  the  HG assis tance,  the  G O I  and A I D  
would es tab l i sh  a policy agenda and act ion plan "the i n t en t  of which 
would be t o  increase benefit ing low income households . . . . ( I  

The PI0 provides t ha t  HG do l l a r s  would be disbursed upon G O 1  
approval of the  jo in t ly  negatiated policy agenda and action plan. 
Reference is made t o  t h e  rupiah equivalent of HG disbursements being 
a l located t o  in f ras t ruc ture  investment t ha t  benef i t  low income 
households, e.g., slun upgrading a c t i v i t i e s .  

Issue 1: Is the  general  purpose and goal of t he  ass is tance consis tent  
with poli 

- 
ties of FAA Section 2211 

HG author i ty  may be used only f o r  po l i c i e s  and purposes enunciated 
i n  Section 221. The ac t i v i t y  described i n  t he  PI0 has a number of 
facets .  The questiw; ra ised here is whether, taken a s  a whole, there  Is 
subs tan t ia l  congruence between t h e  proposed ass is tance and Section 221. 

Fie PI0 Logical Framework, Appendix A, provides a useful  slmnary 
of the nature of the  ass is tance where i t  provides t h a t  the  goal is t o  
develop the means by which wmunicipal governments can finance shel ter-  
re la ted  urban serv ices  and in f ras t ruc turen  t o  meet t he  needs of 
Indonesia. 

Measures of goal achievement a r e  listed t o  include: 

o An increase  in the  t o t a l  l eve l  of investments i n  shel ter- re la ted 
urban services  and in t ras t ruc turc .  

o An increase i n  the  l eve l  of' shel ter- re la ted urban investments 
benefit ing low-income households. 

o An increase i n  the  l e v e l  of p r iva te  sector  financing of 
shel ter- re la ted urban services/infrastructure, 



o A ruductlon i n  t h e  .lc!ve.l, o f  cent ra l  gwcrrrmrmt funding of  
shel ter- re la tad urbarl z~c~v.I.cc.)s/I nf r a s  t ruc t ure. 

The program purpose nf' the I..ogical F~~amework is ph:asec; somewhat 
d i f f e r en t ly  i n  t ha t  the  wrwd "~ t?e l . i ; e r~~  does not appear. ,dare one 
perceives the a c t M  t y  a s  t d n q  more of an undi f fe ren t ia tad  c a p i t a l  
market development a c t i v i t y ,  F'rasunably t h e  benef ic ia r ies  of t n i s  
c a p i t a l  markets development w i l l  include, but not be l imited to ,  the 
s h e l t e r  sector .  

The w t p u t  section of thtb Framework is  s imi la r ly  ta i lo red  t o  
f i nanc i a l  market policy devdopment with the  work "shelter" on~i t ted.  
A ~ a i n ,  she l t e r  bterests inevi tably  benef i t  from the  policy outputs but 
these  benef i t s  w i l l  be shared wi th  other sectors ,  such a s  the i ndus t r i a l  
sector .  

Based upon t h e  May 31, 1988 ANPAC meeting, we a r e  advised t ha t  the  
Project  Paper w i  U. give increased emphasis t o  s h e l t e r  purpose and 
output. While policy reforn i s  a c r i t i c a l  output of the  program, t h e  
physical  she l t e r  outputs t o  be financed by loca l  currency should a l so  be 
addressed i n  the  Project  Paper. See discr~ssion sf Issue 2, below. 

A. Is urban in f ras t ruc ture  policy and/or municipal f inance policy a s  
described i n  t he  PID a legi t imate  basis  f o r  HG ac t iv i t y?  

The f inanc ia l  market policy a s p ~ c t s  of the  ass i s tance  i s  designed 
t o  enable municipal i t ies  t o  mobilize c a p i t a l  f o r  urban 
in f r a s t ruc tu re  and services.  Since t h i s  is not automatically 
associated with housing policy CCJ t ha t  term is conventLonally 
used, may housing guaranty authr17:y be comnitted f o r  t h i s  policy 
agenda? A review of Section 221 i r ~ d i c a t e s  t he  answer is l1yesU. 

Section 221 urges A . I .  D. t o  p x v i d e  "essent ia l  urban development 
services ,  pursue "programs [to] increase t he  ava i l ab i l i t y  of 
d m e s t i c  financing f o r  improved she l t e r  and r e l a t ed  services,  
marshal nre,?ources f o r  l ow4os t  shel ter  ," pursue "projects [which 
have] a maximum demonstration impact on l o c a l  i n s t i t u t i o n s  and 
nat ional  p ~ l i c y , ~ '  and t o  pursue a goal of s t imulat ing l o c a l  c r e d i t  
i n s t i t u t i o n s  t o  make domestic c a p i t a l  ava i lab le  f o r  low cos t  
s h e l t e r  wprograms and p ~ l i c i e s . ~  Each of t he  above quoted 
po l i c i e s  -&-programs -mn t io r ,~d  i n  Section 221 a r e  a t  t he  hear t  cf 
he goal of t he  Indonesia PID. 

Successive amendments t o  Secticm 221 i n  t he  l a s t  ten years hcve 
made it c l e a r  t ha t  the s h e l t e r  problem i n  LDCs can and should be 
addressed by po l i c i e s  which r e l a t e  t o  urban in f r a s t ruc tu re  and 
services,  i n s t i t u t i o n  building and finarrce as ,  well a s  by t he  
construction of housing s h e l l s  above growid, See discussion i n  
t he  8. Veret memo dated June 1988" 



8. Does the ~resuncn of oroaram dements ! ~ c h  as  m~micicwl. f l.nance 
and urban mana f~ment which aru not exclusively drivan by A s~:altor ... 
aaanda a f f ec t  k ~ b ~ ~ ~ ~ ~ t w a r a m  f o r  HG a s s r ' ? m - -  

It seems c lear  from the Logical FrameKxk tha t  the ass is tance 
contomplatad, i f  successful ,  w i l l  result i n  a s i t ua t i on  where the  
shu l t e r  sector  w i  11 be and is intended t o  be a r i n c i  a1  
benef M a r y :  but not the axclnd.ve benef i c l a r y  . *tion 
ra i sed  is  whether t h i s  alone presents problems under the  s ta tu te .  
We think not. So long as t he  she l t e r  sec tor  is a subs tan t ia l ,  
natural ,  and intended beneficiary of the ass is tance,  t he  f ac t  t ha t  
other sectors  may benef i t  f ran  the  same ass is tance w i l l  not 
destroy the s ta tu tory  bas i s  f o r  tising HG author i ty  under Section 
22,L. The s t a t u t e  simply does not compel such exclusivi ty  nor 
woirld it be a r a t i ona l  requirement. Moreover, t o  t he  extent there 
is some question a s  t o  r e l a t i v e  importance of s h e l t e r  among the  
sec tors  benefi ted,  we believe the  f a c t s  support a conclusion tha t  
she l t e r  w i l l  be a major beneficiary of t h i s  p ro jec t  t h a t  seeks t o  
mck,!lizu c a p i t a l  f o r  urban infras t ructure .  Urban space may be 
divided i n t o  two categories:  spaces where people l i v e  and spaces 
where people work. The percentage of urban space devoted t o  
she l t e r  i n  developing countries,  such a s  Indonesia, i s  very high. 
Therefore, i t  is r'easonable t o  conclude t ha t  she l t e r ,  inevi tably ,  
w i l l  be - a major i f  not - t h e  major beneficiary of t he  assistance.  

Issue 2: Assuning Section 221 i s  sa t i s f i ed ,  is the  proposed ass is tance 
KEEEed by Section 2227 

Section 222(a) a u t h o r i ~ c s  t he  President t o  i s sue  guaranties t o  "carry out 
the  po l i c i e s  of Section 221.' Assuning Section 221 po l i c i e s  are i n  f a c t  
found t o  be present,  Section 222(a) is sa t i s f i ed .  

Section 222(b) provides tha t  HG a c t i v i t i e s  should "emphasizew slun 
upgrading projects ,  s h e l t e r  pro J ec t s  designed f o r  i rrs t i tu t ion bullding 
purposes, and community f a c i l i t i e s  and services  ( in f ras t ruc ture )  i n  
s lpport  of p ro jec t s  authorized under Section 222 t o  improve s h e l t e r  
occwded by the  poor. Other areas  of emphasis a r e  a l s o  l i s t ed .  

lhe s t a t u t e  reads: 

wActi~ities ca r r i ed  out under t h i s  section s h a l l  emphasixe- 

(1) projects  which provide improved home sites t o  pooz f amiLies 
on which t o  build shelter, and re la ted  services;  

(2) projects  comprised of expendable core s h e l t e r  u n i t s  on 
serviced sites; 

(3) slun upgrading pro jec t s  designed t o  conserve and improve 
exf s t i n g  she l te r ;  



( 4 )  she l t e r  pro jec ts  fns Inw incmc pcoplo designed for  
demonstration or i n s t i t u t i on  bu i ld i  ny purposes; and 

( 5 )  community fac.l.litios and services  i n  support o f  pro jec t s  
author i  zsd under t h i s  suction t o  improve the she l t e r  
occupied by the  poor." 

The f i r s t  qusrst,Lon is whether t he  term is intended ts 
r e f e r  t o  each and every HG a c t i v i t y ,  without exception, o r  whether annual 
HG a c t i v i t i e s ,  viewed as  a wtwl,e should reveal  t he  desired areas  of 
emphasis. A second question is whether, i n  the  absence of d i s junc t ive  
language, each of  the  f i v e  catelgaries o f  emphasis must be present i n  each 
HG . 

The s t a tu to ry  h i s to ry  is l  s i l e n t  on t h i s  point. We believe i t  
reasonable t o  i n t e rp re t  the term @@act iv i t i es t t  broadly t o  apply t o  t he  
whole spectrun of HG r se ra t ion~i .  The s t a t u t e  could have been wri t ten t o  
provide. tha t  ca r r ied  out . . . s h a l l  smphasize pro.ject which . . . ." a c t i v i t i e s  js used instead. Read broadly. 
Section 222(b) appl ies  t o  a l l  HG operaticns,  taken as  a whole, and- not t o  
each project .  Otherwise t he  s t a t u t e  would have been wri t ten t o  say "each 
ac t i v i t yw  or @ @ a l l  ac; t iv i t ieseW However, we express no firm opinion on 
t h i s  issue a t  t h i s  t.ime. We allso believe i t  reasonable t o  conclude t ha t  
only o m  of the  f i v e  areas of t!mphasis need be present--not a l l  of them 
i n  each project .  M other intcrpreta1:ion is consis tent  with t he  purpose 
at  Section 221. 

0. Are my one or  more of the  f i v e  Section 222(b) subject  areas  of 
emphasls raund rn the E E  - 
Section 222(b) (3) (41, and (5) subject  areas  of emphash a r e  found 
in the  PID. See discussion above. S l m  upgrading cons i s t s  of 
urban irtiCrastructure ar,d services  which are t h e  basic  purpose of 
the program. 

C. Does t he  use of the  work @@projiiectW i n  Section 222 t o  describe 
areas  of emphasis when corn ared w e program nature  of the 
a c t i v i t y  mean tha t  the &a n ones :&: can never comply with 
Section 222(b)? 

Assuming (contrary t o  our reasoning i n  subparagraph A above, t h a t  
each and every ffi a c t i v i t y  must meet the  areas  of emphasis i n  
Section 222(b), and assuming these subject  areas- of emphasis a r e  
found t o  ex i s t ,  t he  question 1:emains whether t he  use of t he  term 
"projectN in  the  s t a t u t e  sometiow a f f e c t s  the program's e l i g i b i l i t y  
under t he  s ta tu te .  

The terms "projectn and @'programn appear t o  be used a t  random, 
interchangeably, i n  Sections 221-223. Section 221, be i  the  most . 
recent ly  amended Section, uses t h e  t e n  "program1@ exclus "i! vely. 
Section 222, containing the  term nprojectn  draws its author i ty  
from and is dependent upon Section 221 - - s ince uarant ies  under B Section 222 can only be used t o  promote t he  po l i c  es of Section 



221, The issue therefore is whether the ro  rams spaciPiod i n  4- Section 221 may only bc guarantiod i n  the gu se of projects  a s  
A.I .D,  handbooks dofine these terms. Clearly, t h i s  i s  a s t ra ined  
and unreasonable r e s u l t  and one not intended by thn s ta tu te .  
There i s  no svidenca ahatsoover that  A.  I.D. def in i t ions  of program 
and project  were i n  the mind of Congress; par t i cu la r ly  since such 
in te rpre ta t ion  would yie ld  a confusing resu l t .  

"Projectw is defined i n  Wabsters Third New In te rna t iona l  
Dictionary a s  a "devised or proposed plan, a scheme f o r  which 
there  seems hope of success, " a "planned ~ d e r t a k i n g , ~ ~  a "vast 
en te rpr i se  usually undertaken by a governmentN (page 1813). The 
PIDts use o f  the work "pro ramtt f i ts  t h i s  def ini t ion.  We believe B Section 222(b) is s a t i s f i e  . 

Issue 3: Whether t he  Proposed Assistance Complies with t he  Beneficiary 
below-Median-Income ~ e s t  of Sectiorr~Z23lj) 

Section Z 3 (  j) requires  t ha t  90 percent of HG guaranties be f o r  
housing a c t i v i t i e s  su i t ab l e  f o r  famil ies  below the  median income. PRE/H 
prac t ice  has been t o  assure t ha t  100 percent of such investments a r e  
su i t ab l e  f o r  such lower income families. 

I n  every ffi program, then, there  has been a perceived need, 
stemming f ran  Section 223(j ) ,  t o  assure t ha t  the  housing (or  re la ted  
a c t i v i t i e s )  produced a s  a r e su l t  of t he  guaranty is su i t ab l e  f o r  famil ies  
i n  t h i s  lower income ta rge t  group, There a r e  various t e s t s  which PRE/H 
has used t o  assure compliance with t he  requirement. Tradit ionally,  these  
tests have a l l  relied on t he  concept t ha t  l o c a l  currency "el igible  
expendituresw a r e  made f o r  such ltsuitableW projects .  Thus, the  HG 
program has t r ad i t i ona l ly  used a form of l o c a l  currency accounting t o  
assure  compliance with t h e  Section 223( j) median-income requirement. 

The PID on page 6 provides t h a t  t he  rupiah equivalent of t he  HG 
d o l l a r  disbursements would be a l located by the  GO1 t o  "appropriaten urban 
in f ras t ruc ture  investments t h a t  benef i t  low income households. These 
expenditures would be monitored through a review of GO1 "budgets and 
expenditure reports." The PID an t ic ipa tes  over time t h a t  an increasing 
amount o f  t he  l o c a l  currency expenditures would be placed i n  t he  
municipal loan f a c i l i t y .  It is proposed t h a t  t he  monitoring of the  l o c a l  
currency expenditures w i l l  be s imilar  t o  monitoring under t he  USAID1s 
ARSSP sector  program. 

The monitoring described above is intended t o  demonstrate the  
s u i t a b i l i t y  of t he  l o c a l  currency in f ras t ruc ture  expenditures f o r  t he  
s h e l t e r  needs of below median income families. The question ra i sed  is 
whether th is  procedure f o r  accounting o r  monitoring l o c a l  currency 
expenditures w i l l  s a t i s f y  Section 223( j) . 

We do not have enough f a c t s  a t  hand t o  r u l e  conclusively on the 
program's compliance with Section Z3( j). However, we believe the  
Section Z 3 (  j) compliance procedures used herein should follow ex i s t i ng  
HG precedent i n  programs where "e l ig ib le  expendituresn a r e  defined 



broadly; as i n  the S r i  Larika and funl ,s la  tC; procjram. Moreovts, wf! 
believe 0x1 s t i n g  precedent f o r  Section 223( J) canp,lii~nce, as rlcscr ibec! 
below w i l l  pose no yrca tm butdun on I.MJDO s t a f f  than that proposad mlcr  
the  PID. 

In a conventional HG Project  Paper, the output sect ion w i l l  
describe the  expected policy outputs,  a s  well a s  the  expected physical 
s h e l t e r  outputs financed by the  HG Borrower's l oca l  currency 
expenditures. These s h e l t e r  autputs  must be su i t ab l e  f a r  lower income 
families.  Expenditures of l o c a l  currency f o r  such s h e l t e r  w i l l  be 
defined i n  the  Project  Paper a s  "Eligible Expenditures. I' 

Where the she l t e r  output is confined t o  one s i t e ,  e.g., the 
Mellasine upgrading project  i n  Tunis, the  Project  Paper w i l l  describe the  
construction ac t i v i t y  t o  take place on site and describe how It w i l l  
benef i t  low income families. Where (as  1s more of ten  t he  case) the  
s h e l t e r  is not confined t o  one site but is of a generic nature,  such a s  
sites and services  projects  o r  s lun  upgrading, t he  Project  Paper w i l l  
descr ibe  the  expected a c t i v i t y  a s  a whole and ind ica te  how the  e n t i r e  
a c t i v i t y  is su i tab le  f o r  low income housenolds. 

From time t o  time, a Borrower w i l l  pursue s h e l t e r  a c t i v i t i e s  a s  
par t  of a well-defined program such a s  the  Indonesian K.I.P. program. Sf 
K.I.P. expenditures a r e  t o  be considered a s  " e l i g ib l e  expendituresN f o r  
the  HG program, t h e  appropriate Project  Paper treatment would be t o  
def ine  the  K.I.P. program, i l l u s t r a t e  how it is su i t ab l e  f o r  low-income 
famil ies ,  ind ica te  the  G O X t s  budget projections f o r  t he  program, and 
ind ica te  t ha t  portion o r  gap i n  t h e  budget, not covered by other donor 
contributions,  t o  which HG funds would be credited. We would view the  
Project  Paper as " p r e q ~ a l i f y i n g ' ~  t he  K.I.P. program by t h i s  analysis.  

If there  is no well defined ex is t ing  program which can be 
prequal i f ied a s  e l i g i b l e  under, Section ZZ3( j), then the  Project  Paper 
should simply list what types of expenditures w i l l  be deemed nc l ig ib lew 
f o r  purposes of Section 223(.j). The difference is t h a t  ver i f ica t ion  of 
Section 223(j) compLiance is grea t ly  simpl!.$'ied when expenditures under 
an ex is t ing  program, with annual reports,  a r e  used r a the r  than ad hoc 
expenditures. 

A review of the  1982-1986 S r i  Lanka HPJ program is inst ruct ive .  
Here PREM and the  USAID were pursuing a broad policy r e f o m  program 
designed t o  gradually e x t r i c a t e  t h e  government f ran d i r e c t  housing 
construction. The establishment of p r iva te  she l t e r  f inance i n s t i t u t i ons ,  
t he  enactment of deregulation laws a f fec t ing  f i nanc i a l  market .s, and t h e  
dismantling of subsidized s h e l t e r  program were the  goals  o? the  program. 
HG dlsbursment  was conditioned on t he  GSL's achievement of 
pre-established policy reform benchmarks - and the  presentation of evidence 
of "el igib  ie expenditures. E l ig ib l e  expenditures were defined t o  be 
expenditures anywhere i n  t he  country occurring a f t e r  da t e  of pro Sect 
author izat ion under any of th ree  ex is t ing  GSL programs: %lm and shanty 
upgrading, "model vi l lages ,  " and "Aided Self Help Housing. RHWO, i n  
t he  Pro jec t  Paper, had described each shelter program b r i e f l y  and 
concluded t h a t  expenditures under each would be q'suitablew f o r  low income 





Projects  Approvud Prom 1380 thraum 3uly 31, 1987 

( i n  U.S. Dollam) 

I ns t i tu t i on :  Internat ional  Bank f o r  Reconstruction and Development (Il3HO) 

Project Name E f f .  Date Closing Date Loan Amount 

4th Urban Development Project 1981 1987 43,000,000 
Jakarta Sew & San B83 1988 22,4CQ ,000 
1s t  East Java Water Supply 1983 1989 38,600,000 
5th Urban Development Project 1985 1990 39,250,000 
2nd East Java Water Supply Proj. 1986 1992 43,300,000 
Urban Sector Loan 1988 1990 270,000,000 

Total. 448,550,000 

1nstitutJ.on: Asian Development Bank 

Project Name Ef f .  Date Closing Date Loan Amount 

Small Towns Water Supply Pro j. 1981 1989 32,000,000 
Semarang Water Supply Project 1982 1989 35,500,000 
Mdan Urban Development Praject 1983 1988 39,300,000 
Small Towns Urban l k v .  ProJect 1985 1990 36,700,000 
IKK Water Supply Sector Project 1985 1990 40,200,000 
Second Bandung Urban Dev. Project 1986 1990 132,400,000 

Country: Japan (I3ECF) 

Total 316,100,000 

Project Name Eff .  Date Closing Date Loan Amount 

Jakarta Water Supply Project 1982 1990 23,CWS,OOO 
Local 86 (IP-245) 1,799,000 
L-1 86 (P-238) 1,762 ,003 
Jakarta Water Supply Dev. Project 1985 1990 18,865,000 
Jakarta Water Supply Dev. Project 1985 l990 45,191,000 
Ehg, Service for Ujung Pandang W F  198f I990 4,. I 

Total 



12-2 

Country: West [;c;rmdny (KFW) 

Project Nme EPf . Date Closing Date Loan Arrrount 

Kwlus Water Supply Pro jec t  1980 1Y88 3,191,OOQ 
Kebumen Water Supply Pro jcc t 1982 1990 3,214,000 
Tegal Water Supply 19 84 1988 3,4?13,000 
Padang Water Supply 1984 1990 4,919,000 
Fund f o r  P r o j x  t Studies 11 3,514,000 I 

8 Small Towns West Sumatra W S P  19 87 199~1 5,972,000 

Total 29,243,000 
C 

Country: Netherlands (NIO) 

Project Name EPf. Date Closing Date Loan Amount 

Botabek Sewerage Project 
6th C i t i es  WSP & Tasikmalaya RHB 
11th C i t i es  WSP 
15th Ci t ies  WSP 
Stock F i l es  
I K K  Maluku Water Supply Project 
Bal ik  papan WSP 
Palembang Water Supply Project 
Bandung Rehabi l i tat ion 
West Java (Sukabumi) WSP Rehab. 
Sanitation Improvement Programs 

i n  IKK Towns (West Java) 
Rural Water Supply (West Java) 
Class mom Training 

Total  78,646,000 
" 

Country: France (Protocol) 

Project Name Ef f .  Date Closing Date Loan Amount 

P. Pinang & S. L i a t  WS Pro j. 1980 1986 3,076,000 
100 IKK WS Project 1982 1986 30,432,000 

Total 33,508,000 



Country : &mark 

P r o j e c t  Name E f f .  Data Clos ing Oato Loan Amount 

I K K  & RMA P m g r m e  
Extension 



Project T i t le  
No. 

Project Cost 

Foreign 
Exchange Local Total 

West Java Urban Development 

Bandar Lmpung IUIDP 

East Java and Bal i  Secondary 
Cities Urban Development 
(ax 87/88 3-61] 

Sulawesi and Irian Jaya 
Secardary C l  ties Urban 
Development (ax 87/88 J-60) 

Medan Urban Oevelopnent 
Project Stage I1 

Jabotakk Urban Development 
Project I1 

Housing Guarantee Loan 

Urban Sector Loan 11 

lde therlands Urban %c tor Loan 
(NU%) 

Kupang and Mataram XUIDP 

Surabaya IUIDe 



No. 
ProJec: 1: T i t .  la 

Exchargn l..c~ca I Total, 

Public UuiXding Structure  Audit 

Public Building Fire Systems 
Audit 

Public Building Energy Audit 

Public Building U t i l i t y  Audit 

Urban Igublic Warks 
I n s t i t u t i o n a l  WveLopment 

YOL, akarta Urban Oevelopmnt 

West Java, South S u l a ~ s i  and 
South East 5ulawesi Integrated 
Rural Area Development 

Feas ib i l i t y  Study f o r  Master 
Plan of Kemayoran Develapn~ent 

Maluku XULDP 

West Nusa Tenggara, East  Nusa 
Tenggara and I r i a n  Jaya IUlDP 

Integrated Rural Settlement 
In f r a s  t n l c tu re  Development 
( IRSID ) 

National Urban Renewal 
Strategy (including p i l o t  
project  and de t a i l ed  design 
f o r  Manggarai) 

National Fisher ian Hsusiog 
Strategy 

Strengthening of National 
Building Information Centres 
(eIc 
Bekasi N e w  Town Development 

Saving Arrangement for Hausing 
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Objectiw?/Ostprt Assis+kifK!a ActLar Iap-ax s w  eeNh&u EstirsaLed 
Inputs - TMng 

A. Link the central governsent's TA2 (1) TKPP develops an information (a) Responsibility for the 
systears of grants ard loans and system that identifies a l l  infomation system assigmd 
direct the constnrctfon of infra- sources of inf ras tnrcture to a T t W  working group. 
structure to  prorluce a unified financing provided to  each (b) Infomation needs specified. 
approach to municipal finance. wnfcfpality thmu#~ central ( c )  Inforutation s c u ~  

govement grants, loans, and identif fed. 
d i ~ e c i  ~on~tmtion. (dl System for colktion and 

reporting of information 
designed. 

(el  Infomation design reviered 
and agreed with infoxmation 
provides and users. 

(I Tesc mn of infamation 
system and necessary 
ad-jtments fna&. 

:g) Infoxmation system 
pmcedures appmaved and 
appropriate guidance issued 
t o  participants. 

(h) Infonnatim system 
operations s tar t .  

TA2 (2) TKPP recoarsends revisions 
t o  the f o m l a s  for  allocation 
of urban infrastntcture 
inbestment funds to allow the . 
formulation of grant/loan 
financing packages for 
auniripalitfes* IUICP 
investments. 

- Responsibility assigrred. - S-jskm - Technicdl assistam2 bfrn b 
requirewents spx i f i ed  end of 
and contracted. f i r s t  yrar. 

- Infoxmatian system - Systea 
d e s i ~ l  report. operations1 - System operational. by erd OF 

second year. 

(a) Responsibility for  develop - Responsibility -&cmmad+ 
ment of I W  f i ~ n c i  ng assigned. tians laade . 
f o m l a s  assig-ed to a T143P - Technical assistance by erd of 
rrorking g m q .  requirements specified sec03-d year, 

(b) Alternative financing and emhact6d. 
formulas identified and - Folnulas appnvgd. 
analyzed. - Recaamendations made. 

(c) Appmpriate financing 
fozmulas selected and 
appm'=j by Tm'. 

(dl RecoamrerPdatiorrs on revised 
financing fonnulas sent to 
appropriate ministries. 



Technical 
Assistance Action 

Inputs 

5. Use the central grant/loan (1) TKPP develops a monitoring 
system to limit subsidies t o  WB system as  part of the IUIDP 
manageable levels a d  better focus UN process t o  identify and 
thein to the benefit of low incaae STA track the m b e r  of benefi- 
fami lies. ciaries by location and 

ifcaw group for  infrastructure 
investments funded by grants 
ax! loans. 

C. Use the central grant/loan 
. system to provide unirom 

incentives fo r  improvement of 
municipal financial management 
(both expenditure control and 
pwrrre generation). 

TA1 (2) TKPP recarmends targets 
TA2 f o r  grant financed urban 
WB infrastmcture investment 

planning against c r i t e r ia  such 
as: cost per beneficiary, 
number of low incane benefi- 
r i es  served, percentage of 
grant funds benefitting low 
incane families, regional 
distribution of grant funds, 
etc. 

HID (1) Wori<shops on cr i ter ia /  
f o m l a s  for  grant 
allocation. 

Implementing Steps 

(a) Responsibility for 
monitoring system assigned to 
a TKPP warking group. 
(b) Monitoring system designed. 
(c) Monitoring system xvieued, 
revised and tested. 
(dl Monitoring system agreed 
won. 
(e) Guidelines for I U m  
incorporate monitoring systm. 
( f )  Next cycle of I U D  plan- 
ning puts monitoring system 
into operation. 

(a) Responsibility for develop- 
ment of target recarmendatiors 
assigned to  a TKF? working 
group. 
(b) Definition of low incane 
target group. 
(c) Selection of planning 
c r i te r ia  for  which targets w i l l  
be developed. 
(dl Analysis of current 
performarre of grant funding 
against selected plaming 
c r i te r ia  and presentation of 
alternative targets for  the 
future. 
(e l  Review of alternative 
targets and selection/appmrpl 
of new targets. 
( f )  Grant resmrces tar tpt t ing 
recamnerdations sent t o  
relevant ministries and local 
govemnents . 

- Responsibility assigned. - System - T e c t n h l  assistance &signed ty 
recpirearenfs specified end of 
and amtracted. first year. - Monitoring system desicjn - Guid4i~ine 
report. i s s w  k- - Revised IUIDP guidelims. for  erd of 

year. 

- Responsibility assigned. - Reccmnerda- - Technical assistance tion made by 
requirements specified end of third 
and contracted. year. - Report on low iname 
definition and altema- 
t ive  plaming cr i ter ia .  - Report on current 
performaice of grants 
against plaming c r i te r ia  
and alternatives for the 
future. - Recannerdations made. 



Technical 
Objective/Output Assistance . Action hplementing Steps BenchnaFks E s t i z a  ted 

Inputs TMng 

D. Establish a central 
g3verrment lending mechanism 
to finance urban infra- 
stmture and services on 
tenus that pennit the 
adeqrate mhil izat ion of 
inwstment resources. 

HIID ( 2 )  TWP reviews s ta tus  of 
TA3 work to date on incentives 

for  local goverrments to  
inprove local reverue 
collection and m n t m l  
expenditures. 

(a) Responsibility l o r  - Respmsibility assigned. 
review assigned t o  a - Report presented. 
W working groclp. - Recarmendations ( i f  any) 
(b) MF and CHA a s s i ~ l e d  - made. 
to s m a r i z e  their  
act ivi t ies  t o  date for 
the worl<ing g-. 
(c)-Worlciri g w  reports 
tci rXPP on status  of 
i ncen t i e s  with remmen- 
dattons for further 
wosk i f  nee.m. 
(d) TKPP determines any 
additional wrk r e w i d  
and makes recamendations 
to  the ministries 
concerned. 

- Peiiiw 
mrrgietrd by 
end of f i r s t  
year. 
(Follou-ip 
actions t o  & 
specified and 
m e t e d  i n  
yean  2, 3 
and 4.) 

(1) Establish operating (a) RDA procedures marual - Appmved aarual. - Operating 
procedures for  RDA. approved. p W r e s  

amroved by 
time of 
si@'g 
P W r a  
agreement. 

W . (2) Establish lending (a) Responsibility for - Responsibility - Policy 
HIID policies for  RDA. reamemling lending policies assig-ed. statement 

assigned to TKR) burking grc~@. - Policy recuaendations issued by 
(b) Review of lendfng poLicy appmved. end of  the 
options. - Policy statement f i r s t  year. 
( c )  Lcnding policy reccamenda- issued. 
tions of working g r q  appmvcd 
by nw. 
(dl HOF issues lending policy 
s tate~lent  fox WIA. . 

(3) Lending resources aade (a) MF determines level o t  
available to WIA and lendfng resources rewired by KIA fo r  
aperations carmeme. a t  l eas t  the f i r s t  year of 

operation ( in  amjunction 
with TKPP as  appropriate. 
(b) Resources made off icial ly  
available to  RDA for lending 
by GOI. 
(c) Lwn applications begin 
to be received. 
(dl Loan applications analyzed 
and approved/disappmved. 
(el  @proved loans executed 
with bcrmrers. 
( f )  Loan fwds  begin t o  be 
disbursed. 

-FindfngrecpestforRDA -FDAfladed 
t3 001. by end of - Funds provided to MIA f i r s t  year. 
by Gm. - Fan bqiI-5 - Firs t  loan zpplimtlm disbursing by 
received by m. end of secorrf - Fi r s t  FXM loan executed. year. - F i a t  loan disturserrrent 
released. 





Technical 
Objective/Output Assistam Action Implementing Steps B e m s  tstinated 

Inputs Tidcirq 

8. 
the 
and 

(4) Recarmended guidelines on he  (a) Assign responsibility 
the proportion cost of services for  guidelines t o  a TKPP 
to  be recovered t h m c j ~  various uorking group. 
types of user charges. (b) Review present cost 

recovery policies and 
gui&lines . 
(c) Evaluate alternative 
guidelines for different 
proportion of cost recovery 
by type and level of 
service. 
(dl Conjuct a wrCtshcp/ 
seminar on the results of 
the guidelims evaluation 
for central and lccal 
off ic ials  respomible for 
services. 
(e l  TKPP recomnends cost 
recovery guidelines based 
on the Lorkshop discussions 
to  concerned ministries. 

- Respnsibili ty assip?d. - Tectrdcal assistarrce 
requireraents specified 
and crxrtrarted. - Cost remvery altema- 
tives report. 

- Cost recavery m*m. - R e ~ ~ ~ ~ r r l e d  C O S ~  R C O ~ X ~  
guidellrres. 

Develop gJidellnes specifying PW (1) Recarmended regulatiom for  (a) Assign respomibility for  - Resporrsibilfty assip-ed. 
acceptable level of borrowing T A l  level of indebtedmss allowable forrmlating recarmertdatiorrs - Tecjnical assistame re- 
sources of loans. STA fo r  local govemnents based on to  a TKPP w M n g  g-. qLirewnts specified ard 

H I D  such characteristics as ra t io  (b) Review existing w l a -  contracted. 
of debt service to  local w n  tim for advantages and - Bormwing reg*Laticix 
reverues to  to ta l  revenues. disadvantages. report. 

(c) Evaluate alternative - Regulations recaarnended 
r eg~ la t i on  proposals. tnMa=anrfW. 
(d) Review ard approval of 
recarmended recplations 5y 
TKPP and transmission to  WOF 
a-4 CHA. 

-Cost recobesy 
a l t e r n a t i ~ s  
report by end 
of s e r d  year. - R!xcma?rdel 
g-ti~lines by 
end o f  third 
year. 

- Rewrt m 
br-rzring I- 
l a t h s  by EX! 
of first yEar. - R e g A a t i m  
renmrrm 's). 
2Td f? sec& 
yeaz. (9i;S~- 
z.=t actions t o  
uplerent r w  
lati-  i n  years 
3, .? anb 5 . )  

FW (2) Recarmended regulations on 
- TA1 the sources of debt f i nanc in~  

STA allowable for  local govcmenrs 
HIID based on such characteristics as 

past debt servicing record, 
financial managanent cayibili ty,  
and type of investment t o  be 
financed. 

(a) Assign resporsibility for - Respmsibility assigPd. - h a f t  myl.3- 
fomulating reclnmerdatiorrs - Tednlcal a s s i s t a m  ti% ty en1 cf 
to  a TKPP working group. reg*lremmt specified thin year. 
(b) Identify potential sources and mtrstgd. - S q A a L i m  
of debt financing f m  - Draft regulations r e p s t .  r e s e  by 
qvernnent, banks, and other - RegdafAonr -rdd end o: fmrth 
financial inte~mediasies. to MIX and CHA. year. ( S f x e -  
( c )  Investigate the tern of went zctinn to 
debt f inarcing associated ilrpl-t 
with each potential source. -&a ti- 
(dl Analyze the r e q u i m t s  i n  year 5.) 
on local govermnt that 
nwlc make access t o  each 
potential source both 
Feasible a d  pndent. 



T e c h i c a l  
Objective/C~tput Assistance Action Inq~lementing Steps Bencharks E s b t e d  

Wts T*iw - - -- 

TA2 
STA 
w 

(3) Projec t  ta rgets  f o r  resource 
mobilization t o  meet the  a n t i i i -  
pated demand f o r  urban inf ra-  
s t ruc tu re  loans. 

HID 
TA1 
TA2 
STA 

( e l  Fonnui=C-~~? s e t  of 
d r a f t  regulations .* . 
(PI TKPP reviews a m  re& - - . -  
mnds a set of r e g ~ l a t i o n s  t o  
HOF and ).HA f o r  consideration. 

(a)  Assign responsibil i ty f o r  
estimates t o  a TKFP working 
group. 
(b) Estimate demand fo r  inf ra-  
s t ruc tu re  loans under variable 
assumptions about lending 
ten=,  t o t a l  grant/loan mix i n  
i n f r a s t r x t u r e  financing, 
~ z g d a t i o n s  on borrowing 
l i m i t r ,  and other factors.  
(c) P m  jec t a r rua l  resource 
requirements based on current  
pol ic ies ,  regulations, ard 
prsc t ices  a s  well as  test the 
sens i t i v i ty  or  these pro jec- 
t ions  t o  changes i n  underlying 
assunptions . 
(dl  Prepare a report on re- 
sources mobi l iza t im t a q e t s  
fo r  W. 

- Resporsibil i ty a s s i w d .  - zc- - T e c h i c a l  assistance DiXzatLion ,rf- 
req~irements speci f ied  p r t  pl-~pzred 
and w t r s t e d .  bj L'E e d  o f  

- Resource ~ q u i r r m e ~ t s  tx s t x &  
nodel canpleteci. yesr. 

- Report on resource 
mobilization targcts  . 

(4) Recamend a s t ra tegy f o r  (a) Assig, r e spomib i l i t y  o r  - Resporsibil l ty a s s i g 9 d .  - Str2te;j =e- 
meeting the resource mobiliza- f o r  the strategy t o  a TKF? - Techical ass is tance  c m & i !  by 
t i o n  t a rge t s  projected f o r  inf ra-  *orking gmup. req~iresrents  speci f ied  the end OF 
s t ruc tu re  loan funds. (b) Identify potent ia l  sources and contracted. tnim year. 

o f  funds such as  cen t r a l  - Strategy docuEent pre- 
goverrment, pension funds, pared. 
insurance canpanies , barks, - Workshp held. 
and o ther  f inancia l  in ter -  - Strategy r m n d e d  
mediaries t o  MU=. 
( c )  Estimate the potent ia l  
volune of funds tha t  could be 
mobilized fmn each source and 
the  t e rn  on *hi& t k y  baild 
be available. 
(d l  Develop resource ta rgets  
Por each source and ident i fy  
ac t ion  s t eps  necessary t o  
mobiLize the required funds. 
( e l  Prepare a s t ra tegy docunent 
and h d ~  a him-level  workshop/ 
seminar t o  discuss the strategy.  
( f )  T W  reviews and reclrmnerds 
t o  MOF a s t ra tegy based on tk 
resu l t s  of the worhsw.  



- 
Technical 

Objective/Outprt Ass i s t am Action Implementing Steps Bencharks Es t h t e d  

3. Eftablish the r o m -  
increased private sector 
Paruclpation in ttu? firmcing 
aml dcUvery of urban lnfra- 
stmhrre and services. 

A. Provide guidance to local 
goverranents on the means t o  
f ac i l i t a t e  appropriate part id- 
p a t i m  of the private sector 
(private firras, non-govem 
mental org;lnizations, voluntary 
organizations) i n  the provision 
and financing of urban infra- 
structure and services. 

TA1 
TA2 
TA3 
w 
STA 

TA.1 
TA2 
TA3 
STA 

(1) Recarmend guidelims for 
appropriate participation of 
the private sector i n  the 
provision and financing of 
urban i n f r a s t m t u r e  and 
services. 

(2) Develop training programs 
for local govermnts  on s h  
pl if ied cost accounting thra~@ 
universities and other training 
sources. 

(3) Review the experience of 
o.-r developfng countries i n  
stimulating private investment 
i n  municipal loan funds. 

(4) Evaluate potential for 
develaping mechiinisun i n  
Indonesia for  pension fwd 
and other mn-goverrmental 
investments i n  urban infra- 
s tm ture financing. 

(a3 Assign responsibility for - Resprsibi l i ty  assigned. - workshop held by 
preparation of guidelines ' to  - Technical assistance erd af  f i r s t  yea .  
a TKPP working gmup. n?.equirements specified - Guidelines recarc 
(b) Review current legislatior., and contracted, m e M  by errJ or 
regulations, and practices in: - Workshop held. 'Sle s w n d  year. - camnunity g w  participation, - Guidellrres drafted. - NGO participation, - Guidelines reccamerded. - contracting services, - private sector provisiw. 

of services, 
- private sector financing 

of services. 
(c) Conduct a workshop on the 
above topics with representa- 
tives of the prblic and 
private sectors. 
(dl prepare draf t  gu ideUr~s  
for TKPP review based on 
results of the workshop. 
(e l  TKPP review, revises and 
recarmends guidelines as  
appropriate and transiplits them 
t o  MU\ and come-ned ministries, 

(a) k s i m  responsibility ?or - Responsibility assi-. - Wcrkshop held 
for  review to  a TKPP working - Technical assistance k f o r e  L'le end 
PW- requirements specified of the s m n d  
(b) Hold uockshop/sdnar with and contracted. year. 
r ep~sen t a t i ve s  h x ~  other - Workshop held. 
developing country h c i p a l  - Report prepa-ed. 
loan fundr;,. 
(c) Report to  TKPP 66- r su l t s  
of wrkshop. 

(a) Assign responsibility for  - Responsibility assig7e3. -Policy altema- 
eva lua t id  to  a TKPP *orking - Tednicaf assistarce tives p-ed 
~'.“'JP- requfrements specified before the en2 
(b) Dewlup and evaluate and contracted. of the third 
alternative trechnius. - Uorkshop held. year. (9rDse-t 
(c) Propose policy altema- - Report p-epared. action MI policy 
ti'es for  W .  a l t e m t i ~ e s  i n  

years 4 and 5 . )  





WING: $100 mil.Kon HaJsing Guaranty Loan 
1 

PERIOD OF FUSXffi: FY 88 - I'Y 92 

STATDENT P ~ W ~  BY: ' Wllllm Irrej, M O O  Advisor, 
I USAID/Indonesia 

ENVIROr\E.EI\'T&t. ACT13N 
RECot.O.t~:;3E!l : Cateaorical Exclusion under 

AID Eecylation 16 ,  %tion 
Zl6.2(C) ( 2 )  (c) ( l ) ( i i )  

ACTION PE3UESTED BY: Wallan Frej, FWD0 Advisor, 
USAID/Indonesia 

DECISION OF USAID/INDOXSIA DIRECTCR, David N. k r r i l l :  

DATE: YAY 5 1988 

ENVIRONFIENTAL OFFICER 
CUtCURFIENCE: Mission Envhrmental O f  f i m r  

w r m m  a m- MTLRE, m AKI WNINOE CF T ~ E  ENVIRWNTAL WET' - 
#- 

A. D E ~ I P T m N  OF 'THE m m :  

f h e  proposed program w i l l  provide a housing w a r a n b e  t o  the GO1 f o r  the 
purpose o f  s t i m l a t i n g  pollcy reforms &red a t  inproving the axmtry's 
system o f  rnvlicipal Pinamc. Because the principal objective of the 
program i s  p o l k y  reform, AID )1111 not prescribe uses f o r  M e  funds 
obtained by +h GO1 fran private sector lenjers under & guarantee and 
w i l l  have neither knowledge of nor control of the specific e c t i v i t i e s  
financed from t h i s  fvldln& Under the program, AID- would rpcpire 
to maintain its awn budget expenditures f o r  low incune housing a t  

the GO1 
certain 



m i n i m  levels but w.U1 not be involved i n  the review a r d  approval o f  
specific activities within the ove ra l l  I;OI w e t .  

Consickrlng the e b v e  program approach, it is marmended t h a t  the 
proposed program receive a categorical exclusion fran further 
envlronnental  =view. ThLs reamnendatfon Is consistent with A I D  
Regulat ion 16, Sect ion Zl6.2(C) (2)(c) (1) !ii) which provides for a 
categorical exclusion i n  situations *re the purpose of Me program does 
fmt A I G  t o  have aknowledge of o r  control over details of the 
s p e c i f i c  activities t h a t  have an effect on the envimmnt f o r  which 
financing i s  provided by AID." 


