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This report is the h a l  evaluation of Indonesia's Munfcipal Finance and Shelter 
Program (MFSP). Initiated in 1988. the Project was designed to further the Government of 
Indonesia's (GOI) program to decentralize substantial authority and responsibility for urban 
development to local governments. Under the MFSP agreement (as amended), USAID was to 
provide $120 million in Housing Guaranty Loan (HGL) funds for urban infrastructure 
improvements.' and the GO1 was to implement a series of reforms called for in a pre-agreed 
"Policy Actton Plan" and to meet certain "Investment Plan" requirements to ensure the local 
currency equival~nt of the HGL funds recewed would be spent in a manner consistent with 
program objectives and legal requirements. 

The main purpose of this evaluation bs to assess the GOS's performance under the 
Policy Action Plan and Investment Plan requirements. However, to the extent evidence 
permits. the report also comments on the Project's broader impacts 'md draws lessons that 
should be of relevance to other USAID projects with s i d a r  objecttves. With respect to the 
latter, specinc recommendattons are offered for the implementation the new GOI/USAID 
Municipal Finance for EnWonmental Infrastructure Project (MFEI), which both extends and 
expands upon the themes of MFSP. 

The evaluation was conducted in August 1994 by two U.S. urban policy specialists. 
To obtaln evidence on the policy change that has occurred. a s  well a s  Project impacts. the 
authors examined numerous reports m d  other documents, interviewed 32 program officials 
and knowledgeable observers. and d y z e d  GO1 and USAID records on sectoral investments 
and hancing. 

MAIN FINDINGS AND CONCLU,clIQNS 

The MFSP should be regarded as a substantial aclhievement. M i l e  it has not met all 
of its stated targets in full, it has facilitated a truly monumental (and, we judge, permanent) 

'UWD has also provided an additional $5 million grant for teclmical assistance and tralnlng to support 
themes in the Policy Action Plan--;vorlc which is not assessed Ln this evaluation. 



change in governance in Indonesia-one that offers probably the only viable hope of enabling 
the country to meet the enormous challenge it faces in managing rapid urbanization both 
efficiently and equitably. 

a"olicg AclrionPla~llACcompliShn~ents thmugh 1992. In the f i s t  few years of MFSP, 
the COI had already accomplished a great deal within the framework of the Plan. It had: (1) 
transformed the process by which urban infrastructure is programmed through the 
Intebwated Urban Infrastructure Development Program (IUIDP-in which coordinated 
plannhg and project preparation occur across sectors for individual cities. with strong local 
gwernment participation and linkage to local resource mohillzationJ: (2) substantially 
improved the management of the property tax and other local own-source revenues, and 
enhanced their ylelds: (3) set a sound pollcy and technical base for expanding private sector 
partkipation in urban services; (4) built the base for expanded municipal borrowing for urban 
infixstructure, notably through establishing the Reaonal Development Account (RDA): and 
(5) established and maintained a viable framework for interministerial coordination of central 
government actions aflrecting urban development. The Interim EvaluaUon of MFSP in 1992 
recognized the importance of these advances, but raised concerns about several remaining 
threats to longer term objectives. 

Policy Action Plan Accompl&hrnents, 1992-94. We judge that the momentum 
behind MFSP policy 'themes has grown notably since 1992. and the GO1 has since done much 
to address the concerns raised in the Interim Evaluation. Key achievements are noted below 
in relation to priority assigned them in that Evaluation: 

1.  Strengthening the base for credit firuzncIng of municipal infmsfnrcture: the 
volume of lending for local government and enterprise investments was considerably 
expanded (including an 84  percent increase In RDA disbursements from Rp.47.9 billion !n 
1991/92 to Rp.88.1 billion in 1992/93): a serious examination of reforms to the structure 
and management of the RDA and alternative credit mechanisms to expedite the evolution of 
a sound market-based credit finance system has been initiated. 

2. Buflding performance cqmctty Ln local gouemment: the number of person-days 
of relevant skill training provided to local omcials has been substantially increased (by 45 
percent from 1992/93 to 1993/94): a major new training program in urban management has 
been Wttated: the number of professional civil servants under the jurisdiction of the 
Ministries of Home Afiairs and Public Works assigned to work for regional and local 
governments has morc than doubled (from 54.700 in 199 1/92 to 132,800 in 1993/94). 

3. E x p n d ~  local government reuenws and local gouemrnent discretion over the 
use of reuenues receival: property tax (PBB) receipts increased nominally by 58 percent from 
1991/92 to 1993/94: more notably. real per capita own source revenues of Tk. I and I1 
governments (including PBB) had increased by 60 percent in the four years from 1987/88: 
the share of PBB receipts to be retained by local governments was expanded from 90 percent 
to 100 percent and a decree instructing Provinces to allocate 50 percent of motor vehicle 
taxes to local governments was implemented; absolute levels of central government grants 
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to local governments grew marltedly (SDO and INPWS grants increase by 53 pc:rce~al i ~ o i r l  

1931/92 to 1991/95): the proportion of centml grants that local. govcrnrnc~ik; can lrcr: 1. 
allocate between sectors increased from 20 percent in 1900/91 to 25 percenl in i199$/'9!?. 
local government contract approval authority was increased from Rp.500 milPBon to 9p .2  
billion: the local (as opposed to regional) ,qovernment share of al: central grants imcrenscd 
from 45 percent in 1990/91 to 57 percent in 1994/95. 

4. Other keg wcomplishrnmts: IUIDP program coverage coritinued to c r p m d  (by 
the end of 1993, areas wlth coordinated investment programs completed and with firrmchg 
approved accouxited for 80 percent of the national urban population-up from 56 percent a 
year earlier-and plarnntng work was either underway or scheduled for areas accounting for 
another 9 percent); the number of water authorities for which conuol has heen t s m f e l ~ e d  
from the central to the local level increased from 1'77 2n 1992 to 276 in 1994 (control has now 
been transferred for all but 17 of 293): a series of ntw regulations trancferred additional 
authority for specific functtons to local governments; a major review of Indonesia's urban 
policy was conducted and resulted, for the &st time. in strong and explicit endorsement of 
MFSP Policy Action Plan themes In the nation's new development plan (Repelita W); Wpelita 
VI also strongly endorses building urban environmental management principles into local 
planning processes and several new projects and regulatory measures have been initiated in 
support of this goal: the GO1 is preparing a new Policy Action Plan for Repelita VI which 
reinforces earlier themes but adds a broader scope for urban management. 

Frogmiss Under the Inmtment P k n .  From the start cf MFSP through March 1994. 
the GO1 has documented investments in local environmentad hfkastructure totaling $188.5 
million in accord with HGL program requiremen8 (i.e., shelter-related innprovements 
benefitting below-median income households not supported by funding from other donors). 
This total is well in excess of the $120 million required under the MFSP agreement. Also 
noteworthy are efforts made by GO1 and USAID (implemented in 1993) to improve the 
targeting of program benefits to low income households: (1) by narrowing formulas for HGL 
eligibility: and (2) lnjr L!e GO1 decision to require demand-surveys as a part of all1 future local. 
investment plannlng (which provides a knowledge base to permit more effectivt: targeting). 

The Importmm of USAID'S Role through M F W .  Pt cannot be argued that all GO1 
accomplishments identifled above would not have occurred without USAID'S assistance 
through MFSP. Howt~er, there is substantial evidence that MFSP contributed in important 
ways to sustaining and expediting the program and influencing priorities to h:eighten the 
impact of the overall agenda. The World Bank had earlier provided substantial loan funding 
Ilnked to Policy Action Plan performance but, in the late 1980s, it withdrew from that 
approach and notably reduced its funding commitments for the program 0veri311.~ MFSP 
thus entered to flll an important void at  that time. GO1 omcials readily acknowledge that 
HGL funds became vital to contdnuity in the investinent program (and that. because of less 

2The Asian Development Bank as well as the World Bank still strongly support all Policy Actlon Plan 
themes in pr'iclple and conunue to provide loans for speciflc urban projects within it, but nelther any longer 
conditions such assistance on the progress of the Plan as a whole. 
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cumbersome disbursement procedures than those of other major donors, IiCL, jnvestments 
could generally be delivered with greater speed and flexibility). 

Furthermore, it does appear that USAID management of the Program has been both 
diligent and innovative. Policy Action Plan performance was monitored regularly and, in 
recurrent policy dialogues, USAID worked actively with GO1 counterparts to make mid-course 
corrections needed to address emerglng problems and opportunities that had been identlfled. 
There is no doubt, for example, that theue dialogues played a very important role in: sccuring 
the progress that has been made in the development of the RDA and the broader search for 
mechanisms to -and municipal credit: adding the emphasis that has bcen given to private 
partldpation in urban sendces; and the recent focus on targeting grogram benefits more 
tightly to the poor. In a number of cases GOI/USAID policy dialogues have led to the 
recognition of new priorities for short term attention within the framework of the overall plan 
and USAJD has been quick to reorient technical assistance resources to support such 
priorities. Illustrations are the increased attentian given to PUlA reorientation and urban 
management training after these issues were raised as priorities in the Interim Evaluation. 

IMPACTS, CWAUENQES, AND RECOMAlIENnaTIONS 

The progress achieved through MFSP is indeed impressive. Indonesia's acceptance 
of the themes of the Policy Action Plan-ranging from its most basic tenet of decentraiization 
through its principles of flnandally disciplined and emcient development processes--has both 
broadened and deepened, particularly over the past two years. While progress has not always 
been as rapid a s  desired. none of these themes has been reversed. The evidence is now 
substantial that they will be sustained in national policy in the future. 

Nonetheless. it must be recognized that the ultimate outcomes desired from this 
approach still seem a long distance away. Even after recent increases, Indonesia's rates of 
local taxation and the extent of cost recovery remain low by world standards. Farticularly 
disturbing is that public urban infrastructure investment may now be falling behlnd the 
needs implied by rapid urbanization. Total per capita government investment in HGGeligible 
environmental infrastructure sectors has actually declined of late in real terms: from 
Rp. 15,900 in 1990/91 to Rp. 14,200 in 1992/93 (constant 1992/93 Rupiah). I t  is likely that 
private and community investments in local infrastructure are growing more rapidly, but for 
the public sector contribution to be lagging a t  this stage represents a serious problem. 

International experience suggests that Indonesia is on the right path. 
Decentralization, with the right financial and institutional incentives in the framework of a 
market oriented development process, are the most promising means of reaching a "take off" 
point after which effective delivery of urban services will accelerate. But that point has not 
yet been reached in Indonesia and a new sense of urgency is warranted in driving toward it. 
We have not identifled any outstanding issues under the MFSP that need to be resolved 
before that project is closed out. But there is much to be done under MFEI. Within the 
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framework of the Policy Action Plan as adapted for the MFEI project,, we recommend that the 
GO1 and U W D  focus their effom on three key initiatives over the next few years. 

1. Eliminate bottlenecks in the delbery system [thoflmt priorla in urban 
emhrarnent quality mancngemen;l). There is considerable consensus that, for the time 
being a t  least, the availabiitty of money is not the only problem. Bottlenecks exist in the 
delivery systcm that are holding back investment of the financial resources that are available. 
It is not surprk!ng that, during the ~diflicult transition from central to local control, some 
slowdown in delivery might occur. But, in this program, expanded delivery of urban services 
is the "bottom line" and we judge that addressing this issue more forcefully should be given 
highest priority in the next stage of program implementation. 

Several factors appear to play a role in bloc- delivery. There may well be a need 
for: clearer and more forceful ,guidance from the Ministry of Home Affairs to local 
gwemments: heightened priority attention to infrastructure (maintenance even more than 
development) on the part of Walikota and Bupati; more aggressive recruitment and training 
of technical and project management staff at the local level (skilled at turning PJMs into 
implementable project plans, and then implementing them); streamlintng approval and 
contracting procedures; and designing more effective ways of using trained central staff in 
support of local implementation programs. The severity of the delivery problem is not 
uniform. Some local programs, even where management has been highly decentralized, have 
been performing well, v\ We others have not. 'Ibis demonstrates that decentralization itself 
is not the problem. 

TKPP and IMG should give higher priority to this issue. They should gain a clearer 
understanding of the bottlenecks and dcvlse and implement an effective action plan to 
address them. It should be remembered that the lack of s d d e n t  infrastructure delivery 
(water supply. sanitation, solid waste disposal, roads to open up good land for development) 
is the primary cause of environmental degradation in Indonesian citdes today. Expanding 
delivery, per se, is the single most critical means of achieving the objectives of MFEI. 

2. Expedite the matQn of a marketoriented credit jZncurce system for 
munMpa1 irlftarstnrctrm. International experience of the past few years confirms more 
vividly than ever two fundamental assumptions that lie behind this element of the Policy 
Action Plan: [I) government budgets alone can never be sutiicient to finance the 
infrastructure demands of a rapidly urbanizing nation like Indonesia-private capital must 
be attracted to the sector; and (2) if the system is set up properly, private investors will 
indeed fhd the 9ector attracllve and allocate subs'mtial resources to it. The potential is 
especially high in Indonesia now, @en the growing accumulation of relatively idle long-term 
capital held by institutional investors such as pension funds and insurance companies. 

The steps to be taken here are already being suggested in the studies being conducted 
for the Ministries of Finance and Home Affafrs. They include: (1) reorienting policies of the 
RDA to ensure that it serves as a transition vehicle helping to open access to private-market 
lending to municipal governments, and does not become a dead-end public institution 
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substituting for private market credit; and (2) providing assistance for the launchirig of pilot 
issues of limited obligation municipal bonds. Long discussed reform of the central 
government grant structure is also of vital importance here. Local leaders are unlikely to 
pursue credit !hancing for investments where it would be most appropriate if they can still 
hold on to the hope that grant financing is an alternative. 

3. FlnnIy cotclblirrhhg tocol leadership in u*an deuelopmcnk 'l'hue take-off 
in decentralization is not Ilkely to occur until local leaders (normally Mayom) finally belleve 
that it is they who are fully responsible for effective urban development and management. 
Their job ie no longer to watt for imtructions from abovwit is they who must innovate, build 
political coalitions, gain community support, secure private investment, forcefully motivate 
city sM, and do whatever else may be needed to produce results. And they must belleve 
that they, personally, will be held accountable, gaining substantfal praise if they succeed but 
fadng serious penalties if they do not. 

Several efforts under the Policy Action Plan are moving Indonesia in this direction 
(including recent initiatives by BANGDA in the Ministry of Home Affairs), but the destination 
has not yet been reached and more can be done in the short term., Possible actions include: 
involving selected Walikota more directly and visibly in central program plannfng: giving the 
most innovattve and entrepreneurial Walikota prominent roles in communicating program 
'themes to less proactive Wallkota: building and strengthening associations of Walikota as key 
vehicles for local capacity building: and forcing Wallkota to take community participation 
more seriously in planning, flnandng, and implementing thelr development strategies. Again, 
a working group should be formed to find ways to make this theme more prominent in the 
overall progham. Current BANGDA initiattves along these lines should be gWen more 
prominence, and the proposed new public-private Urban and Regional Development Institute 
(URDI) would be well suited to play a leading role in achieving this objective. 

Other mcommendcrtlone. The accelerated implementation of urban investment under 
MFEI offers opportunities to further key strategic objective8 endorsed by USAID. The 
program's importance to envIronmentQL improvement has been noted but (through its potential 
for related employment generation as well as effective dellvery of services) it can also be a 
critical instrument for pow@ akufafbn Both through appropriately sensitive 
improvements to immediate living environments and sensible incentive in statihg new urban 
management assignments, it could substantially enhance the role of women fn deuebpment 
as well. Program managers should be alert to structuring new initiatives so they will have 
mardmum impact on these objectives in addressing each of the three priorities noted above. 
Chapter 7 presents additional ideas on how these priorities could be implemented as well as 
other recommendations deemed important to progress under MFEI (related to expediting the 
classffication of new urban areas, reforming the allocation of central grants, and expanding 
local capacity buildin@. 
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1, Focuoing management on priorities within a bmad policyfiawneurork can 
achieve i m p d u e  results. Concerns are often raised about the abfflty of broad poky 
reform projects like MFSP to deliver clear results; i.e., if you try to cover too many objectives 
at once you may accomplish very little. On the other hand, proJects with narrower objectives 
may have a higher probabflity of producing outputs but they often fall because, lacking 
linkage to the broader policy environment, their outputs have limited impact. MFSP 
implementation illustrates an effective approach to avoiding the problems of either extreme. 
The Program gained the benefits ofjoint govemment/USAID involvement on a long term basis 
wlth the abfflty to address a broad range of policy issues all of which, at one time or another, 
could be on the critical path to achieving a major institutional change. Program managers, 
however, recognized the need for clear focus on only a few priorities wlthin the overall agenda 
at any one time. They could (and did) shift emphasis in policy dialogues and the allocation 
of technical assistance resources as needed to ensure progress in those priorities areas 
without losing linkage to the full range of Program objecttves. 

2. Reltarble per=formaurce monitoring, access to technical assistance 
msourrces, tuui strong ~ / a m s s i o n  collabomtion ane critical to success in USALD 
management Qfurban policypmgmw. In MFSP, the USAID Fkgional Housing and Urban 
Development Omce (RHUDO) which managed the program: (1) insisted on, and secured, 
regular and unbiased monitoring of performance under the Policy Action Plan: (2) applied 
technical assistance resources to help GO1 counterparts focus on emerging problems and 
opportuntties in a flexible manner; and (3) kept USAID Mission top management well 
informed and maintained their acttvc involvement and support in caRying through major 
program initiativca. It is doubtful that the program's major accomplishments would have 
been achieved if any of these elements had been lacking. All three should be given priority 
in MFA and similar programs in other countries. 

3. Recognidng, and taking advantage Qf, variation in local 
entrepmneuricrlism and pag- opportunities m w  be an important means Qf 
expedithg rwul ts in urban decentmlieation prbgmms. Studies done as a part of MFSP 
show that there is tremendous variation in the entrepreneurialism exhibited by local ofllctals 
in different cities (zeal and skill in raising own-source revenues and implementing 
infrastructure projects diaer dramatically between cities) even in the same city-size classes. 
Opportunities for results also vary in important ways. Some cities are at the edge of take-off: 
addressing inbrastructure constraints there expeditiously will yield much larger benefits to 
the national economy (and poverty alleviation) than focusing now on urban areas where take- 
off may be many years away. There is evidence to suggest that similar variations are likely 
to exist in other countries during the decentralization process, and thai a "one size fits all" 
approach will have limited effectiveness. This lesson is not yet well understood or 
incorporated into the literature of development; yet it may be an important one, both for MFA 
and for other slmilar USAID sponsored projects elsewhere. 
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Chapter 1 

INTRODUCTION 

This chapter describes: (I) the circumstances that led to the initiation of the Municipal 
Finance and Shelter Program (MFSP); (2) the basic purposes and structure of MFSP and the 
magnitude of USAID contributions to date; (3) the purposes and methodology of this 
evaluation; and (4) the contents of the remainder of this report. 

BACKGROUND AND CONTEXT 

At 5.4 percent per annum, Indonesia's urban growth rate i:s among the highest in the 
world. Betwcen 1980 and 1990, its cities and towns had to accommodate an average of 2.3 
million new inhabitants per year (more than twice the 1.1 million average of the 1970s). 
Concerns about this acceleration led the Government of Indonesia (GOI) to initiate a National 
Urban Development Strategy Project (NUDS) in the early 1980s. 

The Strategy was completed in late 1985. I t  gave prominence to institutional issues, 
including decentralization. It was recognized that up until that point, virtually all of the 
nation's new infrastructure to serve h a n  growth had been planned and implemented by 
central government agencies-without coordination across sectors--and funded directly from 
the central budget. Sensing the acceleration of urbanization that was upon them, and in the 
face of declining oil revenues, Indonesia's leadership recognized that this approach was no 
longer sustaimbk. 

They made the commitment to transfer both the responsibility and authority for the 
leading public sector role in urban development to local governments, implying the need for 
dramatic improvements in local management capacity and resource mobilization. Their 
Policy Action Plan, building on NUDS themes, is a framework for coordinating achievement 
toward these ends. It was initially established in 1987 (TKPP, 1987a), and has been updated 
several ttmes since then (most recently in May 1990-TKPP, 1990) to serve as  the base for 
the Government's management of its own activities, as well as the support of all external 
donors, in this sector. Objectives and targets were specified under six policy themes: 

1. Strengthening and clarifying local government responsibility for urban 
infrastructure. 
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2. Implementing a coordinated and decentraked process for programming urban 
infrastructure investment. r 

3. Enhancing local government resource mobilization, financial management, 

i 
i and involvement of the prlvate sector in infrastructure and service delivery. 

4. Establishing effective mechanisms to support municipal bbrrowlng and 
improving the system for allocating intergwernmcntal grants. / 

1 
5. Strengthening the institutional capacity of local governmentsi 

I 
6. Improving intergovernmental coordination and in urban 

development. 

The program is admintstered by an interministerial coordtkng group (Tim / Koordinasi Pembangunan Perkotaan-TKPP), composed of representr:~tivtes of aU relevant 
Ministries (usually at the Director General level) and chaired by De$ty V of the National 
Planning Agency (WPENAS). Since early 19909, much of the intemdntsteplal coordination 
and planntng work has actually been conducted by the IUIDP ~ ~ k a g e m e n t  Group (IMG). 
which reports to TKPP. IMG is composed of agency representa~vcs below the Director 
General level and has been chaired by a senior Bureau chief wcjrking under BAPPENAS 
Deputy V (now the chief of the Bureau for Urban ~ e v e l o ~ r n e n d ~ u m a n  Settlement, and 
Spatial Planning). In addition to BAPPENAS, the most pmm$ent of the other agencies 
represented in TKPP and IMG are the Ministry of Finance (MOF), the Ministry of Public Works 
(MOW-whose Directorate General Cipta Karya has played the 6ading role in implementing 
the IUIDP program), and the Ministry of Home Matrs (MOHA){ 

The World Bank, the Asian Development Bank:, and other donors provided 
considerable support for 'this program soon aftcr it was adopted, parttcularly for the 
implementation of the Integrated Urban Infrastructure Development Program (IUIDP), the new 
and more decentralized GO1 approach for infrastntcture investment programming. 

By 1988. however, no donor was conditioning its assistance on the progress of the 
Policy Action Plan as a whole (although the World Bank had previously done so for a time). 
In that year, USAlD and the GO1 recognized the opportunity for a new assistance program 
that would emphasize municipal fhancc objectives of the Policy Action Plan, but act as a 
force to promote progress of the N1 agenda. Accordingly the Municipal Finance Project (397- 
0365) was initiated. Its overall objective was: 

... to improve the shelter condftfons of the urban poor b y  cfeuelopfng the means by which 
municipal gooemmenfs c a n m e  shelter--reluted urban serufces and infiasbucture 



Final Evaluation: Indonesia Municipal Finance and Shelter Program 3 

at apace syfpclent to ouercom present de$dts and match the pace ofurbanpopulat.lon 
growth (USAID/Indonesh, 1988). 

The central component of thc Project was the Municipal Finance and Shelter Program 
(MFSP: 497-HG-001) under which USAID agreed to provide a $100 million Housing Guaranty 
Loan (HGL) to support lnfhtntcture development and the GO1 agreed to continue to pursue 
the objectives of the Policy Action Plan and to comply with certain Investment Plan 
requirements (most important, that it invest the local currency equivalent of all IiGL funds 
received in shelter-related infrastructure improvements suitable for households whose 
incomes are below the natioxd median). The MFSP project period was to run for six years 
(from November 1988 through October 1994). 

The overall Project also included $5 million in Development Assistance grants for 
technical assietance and training. These resources were allocated to: (a) a Municipal, Finance 
Project Contract (MFPC-administered by the &search Mangle Institute since 1990) which 
has pravided, among other things, long-term advisors to four of the most prominent central 
agencies represented in TKPP as  well as a National Thaining Coordinator: and (b) a separate 
fund which has supported short-term consultancies, training (mostly in the US.) and 
program admlnlstrattve support. 

The flrst $25 d o n  tranche of HGL funds under MFSP was authorized in 1988 soon 
after the Project was initiated and, over the next four years, three additional tranches in the 
same amount had been authorized, ba~t l?  -.n recr went assessments of Program performance 
(Johnson, 1989, and Kingsley, 1990 i 4 -  . In 1992, the P r o m  was amended to 
increase the full amount of the HGIa t-. ;':': ;&on and thus permit an additional $20 

0 million infection of inves+ment h d s  . i : -3 w -md of the project period. 

Also in 1992, a full lnterim Evaluation of the Municipal Finance Project was conducted 
(Kingsley and Peterson, 1992). Eased on MFSP achievements and assessment of firture 
needs, USAID and the GO1 then begm planning for a new HGL program, the Municipal 
Finance for Environmental Infrastructure Project (MFEI-USAID/Indonesla, 1993a) to go into 
operation when MFSP is complete. The MFEI follows a similar mproach, supporting elements 
of a new GO1 Policy Action Plan which carries forward the main themes from the current Plan 
(with new objectives and action targets, building off of those completed in the MFSP) but adds 
a new major emphasis on policy change to avert urban environmental degradation. 

EVALUATION PURPOSE AND METHODOWQY 

This report contains the h a 1  evaluation of the MFSP (but does not directly review or . 
evaluate the performance of the associated technical assistance and training component). 
The matn purpose of the evaluation is to assesses the GOI's performance under the Program's 
Policy Action Plan and Investment Plan requirements. However, to the extent evidence 
permits, we also comment on the Program's broader impacts and draw lessons that should 
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be of relevance to other USAID projects with slmflar objecUves. With respect to the latter. 
speci!lc recommendations are offered for the implementation of the MFEI. 

The evaluation was conducted in August 1994 by two U.S. urban policy specialists. 
The work entailed reviewing numerous reports and other documents (see references in Annex 
A), inteaviewing 32 program omcials and knowledgeable observers (listed in Annex E), and 
analyzing GO1 and USAID records on sectoral investments and financing. 

'ILvo documents provided particularly useful sources of information for these purposes 
and are cited frequently in the remainder of this report. The k t  was a comprehensive review 
of accompUBments under the Policy Action Plan and an ou the  of future plans and policies 
for central level guidance and support of urban development prepared earlier this year by the 
newly created Bureau for Urban Development. Human Settlements, and Spatial Planning in 
BAPPENAS (BAPPENAS, 1994). Although it has a longer title, we refer to it as the Pmgress 
and Prospects Report The second major reference is the most recent in the series of Policy 
Action Plan monitoring indicators reports, originally initiated by the MFPC team. This most 
recent edition (BAKD/BAPPENAS/MFPC, 1994) was prepared jointly by that team, the 
Bureau for Regional Fihandal Analyeis of the Ministry of Finance and the new Urban 
Development Bureau at BAPPENAS. A third document that is often referred to as  a basis for 
interpreting recent accomplishments is the Program's Interim Evaluation (Kingsley and 
Peterson, 1992). 

STRUCTURE OF THE REPORT 

The next four chapters contain our review of performance under the Policy Action 
Plan. Chapter 2 discusses local responsibUty and the investment program (Policies 1 and e 
2); Chapter 3, local resource mobilization and prhrate sector participation (Policy 3); Chapter 

.' 4, credit !hance and intergovernmental grants policy 4); and Chapter 5, local capacity 
building and program coordination (Policies 5 and 6). In the review of each major policy 
theme in these Chapters, we first &er background information (largely drawn from earlier 
assessment reports) to orient readers not famillar with the issues a t  hand and a brief overall 
assessment of performance. We then describe progress and problems related to that theme, 
divided into two time periods: through 1992, and 1992- 1994. In many cases, we then offer 
a "comments" section where we interpret hdings and discuss implications for the future. 

Chapter 6 presents the remaining analytic findings of the evaluation, dealing with: 
performance in relation to Investment Plan rquirements, accomplishments under the 
Program's Log-Frame Matrix and in relation to recommendations of the Interim Evaluation, 
USAID'S admintstration of the Program, and the contribution of MFSP to the role of women 
in development. Fjnally, Chapter 7 offers our conclusions on program impacts, 
recommendations for the implementation of the MFEI Project, and lessons drawn from the 
MFSP experience that should be of relevance to other USAID projects with similar objectives. 

4D 
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Several annexes contain supplementaxy material for reference purposes. A llsting of 
references is presented in Annex A; a complete status report on all Log-Frame indicators In * Annex B; the full Policy Action Plan in Annex C: the terms of reference for this evaluation in 
Annex D: a list of persons internewed in Annex E; and the Program's Statutory Check-Llst 
in Annex F. 
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Chapter 2 

LOCAL RE8PONSIBIWTY AND 
THE INVESTMENT PROGRAM 

This chapter revtews progress in strengthening and clarifying local government 
9 responsibility for urban lnirastructure (Policy 1) and implementing a coordinated and 

decentralized process for programming urban infrastructure investment (Policy 2). Furth~r 
information on goals, targets, and accomplishments is provided in the most recent version 
of the Policy Action Plan matrlx in Annex C. 

STRENGTHENINQ AND CLARIFYING LOCAL RE8PONSIBILITP (Policy 1) 

Basic legislation assigning main responsibilities for urban development to local 
governments was passed in the 1970s (Law 5/  1974). Some objectives in the c m n t  program 
under this theme were deflned to extend and clarify authority consistent with this law and 
these have been achieved in full. Another basic need in this area, however, is the formal 
recognition of governments for indMdual cities. Unless a city has been given Kotamadya 
status, it has no government prlmarlly concerned with its own speciacally urban interests, 
as distlnct from those of its rural hinterland. In deciding whether or not to bomw from the 
RDA, for example, the incentives of a Bupati that happens to have a sizeable city withln his 
Kabupaten boundaries are very dmerent than they would be for the Walikota of the city itself. 
NUDS (1985) proposed a schedule for acceleratlng the classification of urban areas in 
Indonesia, but that schedule has fallen far behind. 

Accomptishments through 1992 

An important early accomplishment was the issuance of a regulation (PP 14 1987) that 
sets forth parameters assigning service fmctlions more clearly at the local level. Also. 
infrastructure was inventoried in ten cities, and central and local omcials reached joint 
agreements on more specific allocations In those cities (e.g., maps of all roads were marked 
to demarcate which level of government and which specific agency would be responsible for 
the development or upkeep of each road link). Lessons from these exercises were then used 
a s  a basis for similar classification as a part of investment programming activities elsewhere 



Final Evaluarion: Indonesia Municipal Finance and Shelter Pronram 

(Directorate Bina Program, 1989 and TKPP, 1989a). Little progress had been made through 
1992. however, In classifllng new urban areas. Only two Kota Administratip (Kotip) had been 
upgraded to Kotarnadya status (Bitung, North Sulawesi, In 1990, and Denpasar, Ball, in 
1991). 

In the judgement of this evaluation, the period since mid-1992 haa been the mast 
active ever in heightening and reinforcing the commitment of the GO1 to decentralization and 
to actually implementing it (see the BAPPENAS Progress and Prospects Report for additional 
details). Most important arc the strong policy statements to this effect in the new Rcpelita 
VI and a much more far reaching regulation (PP 45/92) concerning the implementation of 
regional autonomy with emphasis on the local (TIC. 11) lcvel. 

In addition, a number of new laws and regulations have more speciflcally implemented 
this intent. They include: (1) Law 14/92, transferring responsibfflties for mad W c  and 
transport: (2) MOHA regulations 5/93 and 7/93, concerning the regulation of site planning 
for industrial development and procedures for issuing construction permits generally; (3) BPN 
regulation 2/93, dealing with procedures by which companies obtain locations and by which 
land rights arc granted, extended, renewed, and certified: (4) Government regulations 50/92 
and 51/92, concerning transfer of government responsibility for health affairs: and (5) 
Residential Decree (Kepres) 16/94, dealing with the ~plementation of the Government 
budget and speciflcally increasing the contract approval authority of Tk. I1 governments from 
Rp.500 million to Rp. 2 billton. 

Unfortunately, upgrades of municipal status continued to move at a slow pace. 
Kotamadya status was conferred to only three additional Kotip (Tangerang, Jayapura, and 
Mataram, all in 1993) and only one prevlousiy unclassified urban area achieved Kotip status 
(Batu Malang, in East Java). 

Comment 

Under current rules, the granting of Kotamadya or Kotip status to new urban arcas 
requires some very di!Bcult shifts within the existing Government budget, which is sensibly 
constrained by current fiscal policies nationally. On the other hand, urbanization is a 
wealthgenerating process and increases in local taxation and user charges should readily 
cover the costs of competent local government administration (see trends discussed in 
Chapter 3). Under MFSP, no study of possible changes to current financing rules to expedite 
the creation of responsive governments in urban areas has yet been conducted. Policy 
analysis along these lines (particularly with respect to the Subsidi Daerah Otonom or SDO) 
should be given high priority in the next stages of the GO1 agenda. 
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Through the mid- 1980s. virtually all urban infrastructure in Indonesia was planned 
by central government agencies in Jakarta (primarily by the MOPW) and implemented by 
their field offices in the provinces. The programs of one central omce (e.g., water supply) were 
seldom coordinated with those of another (e.g., drainage), either spatially or temporally, and 
local ofllcials had little chance to tnnuence them. A s  noted in Chapter 1, many central 
ofncials came to believe that the only satisfactory long-term solution would be for local 
governments to assume full responsibility for providing (and largely flnanclng) their own 
urban services. However, it was also clear that few of Indonesia's local governments then had 
the capacity to assume this role effectfvely. 

The Integrated Urban Infrastructure Development Program QUIDP) response to this 
dilemma is a phased approach to decentraltzation in which the central government supports 
local capadty building a t  the same time that it works with existing local staflin planning and 
implementing investment programs (TKPP, 1987, and, Hendropran& Suselo, 1985 and 
1988). In its idealized form, the process entailed: (1) holding meetings with provincial 
governments to review NUDS analyses and prioritize cities for attention; (2) sending project 
teams to the selected cities (local sWwith  technical assistance provided from the center) to 
review and update local master plans or develop a new "structure plan" where none is 
available: (3) using those plans as a guide in developing a proposed local multi-year 
imrestment program (PJM) integrated across several sectors: (4) preparing a financing plan 
(RIAP) that covers the enhancement of local revenues and borrowing, as well as support 
from the central budget and/or external donors: (5) preparing plans (LIDAP) for building the 
capacity of local government to assume ever increasing responsibility for infrastructure 
development, operation, and maintenance: and (6) sending individual city programs to the 
provlnce and central levels for prioritization and funding allocations. 

To date, IUIDP has been limited to functions that traditiondly had been the 
responsibility of MPWs Directorates General Cipta Karya (water supply, sanitation, drainage, 
and kampung improvement) and Bina Marga (urban roads). It was reasoned that trying to 
cover more functions at the start might add complwdty and threaten program viability. Other 
functions could be added later after the IUiDP had proved itself. 

Many problems have occurred in IUIDP implementation (as discussed below). 
Nonetheless, IUIDP is generally regarded as a major accomplishment. It  was initiated in a 
short period of time in all of Indonesia's provinces under guidelines issued in 1987 (TKPP, 
1987b)? By the end of 1993, completed IUIDP PJMs used as the basis for approved 
investment packages covered urban areas with 53 percent of the total urban population. 

3Progress of the program is reviewed In more detail in the 1994 BAPPENAS Aogress and Phqects Report 
Also see USP, 1994, BAPPENAS, 1992, Dkctorate Bina Program, 1990, UNDP, 1990, and Budhi TJahjatl, 
1990. 
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"Pre-IUIDP' investment packages covered an additional 27 percent, bringing the total with 
such plans to 80 percent. PJM planning was either underway or scheduled for areas 
accounting for yet another 9 percent. Basic IUIDP characteristics (integrated planning across 
sectors based on dty-specific conditions, the llnkage to hancial discipline through the W s  
and to capacity building through the LIDAPs) in and of themselves have been seen as a 
dramatic improvement over the approach of the past. Also, efforts continue to rectifL 
problems as they are identifled: e.g., by revising IUIDP guidelines (see, for example, TKPP, 
1989bl. 

Partly because Initial targets were so ambitious, IUIDP implementation faced many 
dlfnculties in process (set, for example, IISP, 1994 and Vahjati, 1990). A particular problem 
in the early years was that consultants often dominated PJM preparation wlthout providing 
adequate opportunity for meaningful local involvement. Even today, many local governments 
have not yet internalized the process or developed the capacity to operate it effectively. It also 
became clear that the initial guidelines were too cumbenomc and did not permit enough 
fludbiltty to adapt to vaxylng local needs and priorities. 

However, efforts were made on a continuous basis to improve IUIDP in process. One 
example L that initial guideiines and manuals were regularly reviewed and m&ed based on 
operating experience. Another is the introduction of a new emphasis on improving the 
operations and maintenance (O&M) of infrastructure through the Performance Oriented 
Operations and Maintenance Management System (POMMS-see P.T. Perencana Ancka 
Sarana and DeLeuw Cather, Inc., 1990). which was designed and tested in eight cities. Also 
notable was Bina Marga's effort in shifting virtually all urban road planning into the IUIDP 
framework. Other noteworthy imprwements prior to 1992 include the following points: 

1. The MOHA now regularly requires that local governments that have them use 
their PJMs and RIAPs, developed through IUIDP, as the basis for their submissions in the 
traditional annual budget negoUaUons with the central government (RAKORBANG). 
Interviews in prior MFSP assessments suggest that local government m. 11) officials are 
increasingly conforming to this requirement. 

2. Often overlooked is the impact PJM/RIAP preparation has had on the central 
agencies that have traditionally planned and implemented urban infistructure programs 
(principally Cipta Karya and Bina Marga). MOPW instructions, in fact, now require these 
agencies to conform their own investment plans to PJMs where they wdst. More important, 
perhaps, than instructions on paper, is the political power the existence of a locaUy developed 
PJM creates. In the early 1980s. when local governments had no coherent capital 
improvement programs of their own, they had little rationale for complaining about a central 
agency's trnplementbg a project in their territories wlthout sufTicient prior negotiation. Now, 
when a PJM udsts, there is a sound basis for appealing any central agency initiative that 
docs not conform to it. Intenriews have indicated that such appeals generally are upheld and 
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that, accordingly, the central agencies are progressively less likely to try to initiate projects 
inconsistent with PJMs. 

3. Efforts continued to improve the effectiveness of the program itself and to gain 
local acceptance and control. Under the leadership of the IMG, (a) guidelines and manuals 
again are being revised toward these ends; @) a major study of "strategic management for 
urban development" was undertaken (PADCO, 1992); and (c) the UN assisted IUIDP 
Implementation Support Project (IISP) has provided special technical assistance in three cities 
particularly to enhance local governments' sense of "ownership" of the process. 

4. The Program Financial Accounting and Management (PFWVI'J System, which was 
designed to improve the monitoring of IUIDP expenditures, was installed in 9 provincial and 
44 local governments. 

5. Cipta Karya experimented with expanded versions of the IUIDP approach; i.e., 
to create a broader Integrated Urban Development Program (IUDP). It worked with local 
leadership on IUDP planning exercises (in Bandung and three towns in Sumatra) that involve 
a wider range of infrastructure sub-sectors and explicitly incorporate a broader range of 
development goals (e.g., economic development). These efforts have been supported and 
guided under the MFPC. 

Accomplishments 1992-1 994 

IUIDP program coverage has continued to expand significantly. Ely the end of 1993, 
coordinated imrestment programs (PJMs) had been completed and approved for financing for 
areas accounting for 80 percent of the national urban population--up from 56 percent a year 
earlier (27 percent with pre-IUIDP loan packages and 53 percent with IUIDP loan packages). 
Planning work was either underway or scheduled for areas. accounting for another 9 percent. 

Other achievements durlng this period include: (1) the preparatlon of a draft Kepres 
which would fully incorporate the IUIDP multi-year "rolling' capital programming and 
budgeting approach into the normal local government budgeting process; (2) the development 
of improved IUIDP implementation guidelines for the East Java/Bali and Sulawesi/Irian Jaya 
programs (which can serve as models for the next phases of IUIDP elsewhere); (3) MOHA's 
preparation of a more advanced LIDAP approach and manual (including the explicit use of 
performance monitoring indicators) which can serve as a basis for effective institutional 
development efforts of local governments beyond the IUIDP framework; (4) the development 
(by MOPW) of simpUed PJM methodologies more appropriate for implementatlon by small 
and medium-slzed dties; (5) tlhe policy decision (incorporated into Repelita W) to broaden 
IUIDP into the full IUDP approach wlth a special emphasis on environmental issues, and 
securing World Bank Technical Assistance funds to help the GO1 implement this policy. 

While all of this is impressive, a serious problem remains in the program delivery 
system. This is shown in Tables 2.1 and 2.2, which present data on the core of the urban 
investment program from 1986/87 through 1992/93 (1987/88 was the baseline year prior 
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Table 2.1 
THE URBAN INVESTMENT PROGRAM, 18861874992183 
(Curnnt Rp. in billions) 

USE OF FUNDS 

Wder Supply 188.6 
Flood Pmvontlon 28.6 
Env.8m.C Drainage 42.1 
hmpung lmpravonwnt 23.4 
RoKk 
Planning 

SOURCE OF FUNDS 

Nmtbnal 
Clpb k r y a  
Other 
Subtotal 

Locrrl 
Donmt. Loans 
INPRES 
SDO 
APED I &  11 
PDAM 
Subtotrl 

Total 

Source: DGCK 

to implementation of MFSP). The data include investment programmed by central agencies 
as well as funds flowing through the PJM process.' 

%se data are derfved from the Poky AcUon Plan Monitoring Indicators system 
(BAKD/BAPPENAS/MFPC, 1994). For compamttvc purposes, data for 1986/87 are shown, as well. m e  data 
on these tables lnclude non-wage O&M expendltuns, as well as capltal Investments for the basic needs 
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Tabk 2 2  
THE URBAN lNVESTMENT PROORAM, 198W07*1992lB3 
(Poreant of Total) 

USE OF FUNDS 

Water Suppty 44.0 
Flood Prevention 6.7 
Env.San.& Dmlnaga 9.8 
Kmmpung Improvement 5.6 
Roads 27.0 
Planning 7.0 

SOURCE OF FUNDS 

National 
Clpta Karya 31 2 
Other 12.4 
Subtotal 43.8 

Local 
Domest. Loan8 2.8 
INPRES 14.1 
SDO 1.1 
APED I &  ll 15.3 
PDAM 23.0 
Subt0t.l 56.4 

Total 100.0 

Source: DGCK 

Urban sector total investment increased substantially between 1986/87 and 1987/88, 
due primarily to the influx of funding from the World Bank's Urban Sector Loan. Since that 
time (and over the iifetime of MFSP), sector investment has increased at an annual compound 

subsectors c o v e d  under IUIDP. Slmilar data (Isolating urpendltun directly ln urban areas) arc not available 
for other subsectors such as energy, telecommunicattons, and port and market development. 
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rate of about 4.5 percent, which is well below the rate of inflation. As a result, real 
investment per capita by government has fallen. For example, the data on Table 2.1 imply 
a drop from Rp. 15,900 in 1990191 to Rp. 14,200 in 1992193 (constant 1992/93 Rupiah), 
Given continued rapid urban growth, this directly implies further deterioration of 
environmental conditions in Indonesia's cities and towns. 

Investment has fallen even farther behind the estimates of needs that underlie the 
sectoral program. It also has trailed budget targets. For example, the Rp. 750.7 billion 
actual investment total for 1990191 compares with a budgeted total at the beginning of the 
year of Rp. 1,094.1 billion. 

Both the World Bank (1991d) and BAPPENAS (1992 and 1994) recognjze that public 
investment levels are falling behind targets. Each of these analyses concludes that in the 
short-term institutional constraints probably have been more binding than hmc ia l  
constraints. The pipeline of high quality projects ready for appraisal has decltncd, and there 
are important bottlenecks, stemming from both GO1 and donor practices, in disbursement 
and implementation. 

It is likely that private and community tnvestment in local irdbtructure has been 
accelerating of late-a very positive trend that should be furthered. Nonetheless, for the 
public sector contribution to be lagglng at this stage represents a serious problem. 

Comment 

Our judgement is that the task of eliminating bottlenecks in the dellvery system 
should be the overall program's (and MFEl's) highest priority in the short term. 
Recommendations as to how the issue might bc approached are offered in Chapter 7.  
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Chapter 3 

LOCAL RESOURCE MOBILIZATION 
AND PRIVATE SECTOR 
PARTICIPATION 

While MFSP is conditioned on achievements under the Policy Action Plan as a whole, 
USAID support gives special emphasis to implementing policy reforms in the iinanclng of 
local gmmments and local capital invegtment? The Project Paper (USAID/Indonesia, 1988) 
identifies the project purpose as to assist the GO1 in: 

... further developing its municipal finance system by expanding and enhancfng 
the management of (local) financial resources, which will enable Indonesian 
munlcipallties to (a) assume an increasing share of the financial responsibility 
for urban shelter-related infrastructure and services; (b) create conditions 
favorable to private sector involvement in urban investment flnanct and service 
provision.. . 
In other words, the Program has the policy objective of helping to establish a self- 

sustaining system of local and intergovernmental finance capable of meeting the country's 
urban investment and urban service needs. This chapter rcvkws performance toward these 
broader goals under Policy 3 which focuses on local resource mobilization and private sector 
participation. It has four subcomponents: 

8 Improving the performance and yield of the property tax, local taxes. and local 
service charges (Policy 3a): 

8 Improving cost recovery and management of local enterprises (Policy 3b): 
8 Improving local gwcmment financial management capabilities (Policy 3c): and 
8 Encouraging private-sector participation in the provision of local public 

services (Policy 3d). 

3 - sRcfercnces that explain the adsting system of government finance In Indonesia and issues related to it 
include: Devas, 1989: Booth, 1989; Kingsley, 1991: Lamb and Blnder, 1987: Qulgley, 1990: and Shroeder 
and Binder, 1992. Broader diecussion of many of the principles that Ue behind the Policy Action Plan in 
thew areas Is found In Peterson, et al., 1991a. 
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As reviewed below, wbstantial progretw hug been made in implemcntlng thelre 
elements of the Policy Action Plan. Progress is most pronounccd in strengthening the 
technical capacity of central government and local authorities to collect taxes that accrue to 
the locat level, and in setUng up appropriate institutional mechanisms. Despite the many 
accomplishments, however, these efforts must still be substantially increased in scale to 
meed the needs of urban development. 

IlldlPROVINQ PROPERTY TAX AND LOCAL TAX PERFORMANCE (Policy 3a) 

Background and O u e d I  Perfonnance 

Own source revenues (OSRs) of local governments in Indonesia include a e d  shares 
of the nationally administered property tax (PBISPajak Bum dan Bangunan) and a variety 
of minor taxes, fees, and user charges along with proflto of local public enterprises. Through 
the 19808, the yield fiom such sources in Indonesia was extremely low by international 
standards. The purpose of this objective was to improve both their admMstrslUon and their 
ylelds. 

Overall. this element of the program has been extremely successful, perhaps its most 
~auccessful. Rcal per capita own source revenues of Tk. I and I1 governments grew &om 
Rp. 11,000 in 1987/88 to Rp. 17.700 in 1991/92 (constant 1992/93 Rp.)-an Increase of 60 
percent in just four yeare (see Figvre 3.1). PBB revenues grew most rapidly, but other 
sources in this categoxy oaw substantial increases as well. In additton, thc share of OSRs 
from the PBB and user charges (the truly progressive sources in the OSR package) grew from 
39 percent in 1987/88 to 47 percent in 1991/92. These changes are primarily due to major 
national efforts to i m p m  OSR ndminir3tration. 

The PBB Is a central government tax implemented with local government cooperation 
as the billing agent. Until recently, appmdmately 65 percent of revenues collected were 
returned to Tk. I1 governments on the basis of orl-the rest being shared with Tk. I 
governments (14 percent) or retained by central authorbUes. lmpmvements actually began 
in 1986 when the PBB base wm broadened by reducing exemptions and the base was 
changed from rental to capital value. 

Substantial yield enhancements only mcwed, however, after administrative 
improvements were introduced. These included: (1) implementing an automated information 
system (SISMIOP) that offers improved procedures for assigning tax object IdentiflcaUon 
numbers; (2) adopting a self-declaration system (pilot testing showed that owner declaration 
rates arc very high, stnce registration of property on the flscal cadastxe and payment of 
property taxes convey a measure of de faeto legal title): (3) adopting a Payment Point System 
(SISTEP) involving banks as  the primary coUection agents (letters inform taxpayers that they 
must make their payments at only one location-Payment Point-in their community and a 
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common due date is established for all taxpayers); (4) simpllflcation and regular updating of 
valuation procedures; and (5) glvlng focus in valuation and collectiorl efforts to high-value 
properties. 

Almost 311 of these innovations were pilot tested by mid- 1989 (see HIID, 1989 and 
1990). Broader implementation was largely conflned to Jakarta and Surabaya through 1990, 
but efforts expanded to Indonesia's next 10 largest cities in 1991 and 1992. By then, 
implementation was complete or well underway in cities accounting for at least half of' the 
nation's urban population. 

Improvements to municipal collection of other OSRs have been led by introduction of 
the MAPATDA system (Manual AdmWatrasi Pendapatan Daerah). MAPATDA strcRmltnes the 
recording of taxes due and taxes paid: helps with management of revenue collectfon; 
identifies the local rwenue sources in a particular city that have the greatest potential for 
payoff from collection efforts: and reorganizes Local Government Rnrenue Ofnces to improve 
billing, collection, and monitoring of local taxes and charges. Rationalization may also 
include eliminating taxes or fees where potential revenue yields are likely to remain too small 
to justtfjr the cost of administration. By 1992 the MAPATDA system had been introduced in 
all Tk. I1 governments and local revenue collection was cllmbing steeply. For example, in ntne 
Tk. I1 governments sampled in North Sumatra, own-source revenue increases ranged fmm 
19 to 96 percent (these increases, of course, were from an extremely low base). 

During this period, PBB administrative reforms were implemented in more localities 
(for example, the payment point system is now in effect in all Tk. I1 governments) and 
MAPATDA was further strengthened with additional computer systems support as well as 
training and technical assistance. Additional guidelines and policy clari5cations have also 
been prepared-including tidl manuals for the preparation of RIAPs by MOHA. 

And yields have conttnued to grow: for example, total PBB revenues increased 
nominally by 58 percent h r n  Rg.  942.4 billton in 1991/92 to reach Rp. 1.49 trillion in 
1993/94. Even though absolute levels continue to rlsc, the real growth rate in total OSRs 
is declining, however (dropping from a peak of 24 percent in 1989/90 to about 5 percent in 
1991/92). As BAPPENAS (1994) suggests, this may mean that after the impressive 
performance of the past several years, gains from administrative improvements alone are 
becoming harder to achievc-a reconsideration of rates may be needed as well to sustain high 
levels of performance (see Comments below). 

Three other recent legal/regulatory changes, however, should give local revenues a 
substantial boost over the next few years: (1) a revlsion of the PBB distribution formula 
(Kepmen Keuangan 83/KMK.04/1994) such that, beginning in 1994/95, the 10 percent 
share formerly retained by the central government will be redistributed to the Tk. I and I1 
lwels via block rebates; (2) the 1992/ 1993 implementation of Kepmen Dagri 30/ 1991, which 
wlll assign a 50 percent share of the motor vehicle tax and motor vehicle transfer tax to Tk. 
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I1 governments; and (3) the de-linking of a draft law to further rationalize local taxes and user 
charges from a broader (and more controversial) draft law on central-local fiscal relations, 
which should facilitate passage of the former. 

The opportunity for further OSR gains from administrative improvements has not been 
exhausted. An extremely important h d h g  (Rosengard, 1993), is that there is tremendous 
variation in the skill and entrepreneuriallsm exhibited by local governments toward this end. 
The study found some importcant variations by city size. For example: (1) large cities (over one 
million population) derive almost half of their total revenue (47 percent) from local sources, 
significantly more than the 22 percent for small cities ( lea than 200,000 population); (2) PBB 
generates about 10 percent of the total for large and medium cities but only 3.8 percent for 
small cities; (3) the share accounted for other local taxes i~ 15.2 percent for large cities, 10.8 
percent for medium-slze cities, and 4.0 percent for small cities. 

More striking, however, is that the study found enormous variations among cities in 
the same size class. For cxanaple, among large cities, Surabaya generated 50 percent more 
local revenue per capita than Bandung. In the medium-size category, CLrcbon generated 74 
percent more than Tegal. Thls suggests there are important additional gains to be derivcd 
from assisting urban areas where pcrformancc to date has been low. 

Nonetheless. administrative improvements alone do have limits and the potential 
udsts for much more substantla1 galns, particularly through the PBB. Total PBB collections 
are still very modest-Rp.4.500 (about $2) per capita for urban and nual prcperty in 
1991/92. Overall, the property tax account5 for about 7 percent of local government 
revenues (though a much larger share of revenues that arc subject to local control). If the 
property tax is to become a quantitathreiy important part of the total local financing picture, 
emphasis will have to shift from purely technical improvements in tax adminietration to 
building a political consensus that the tax should be imposed at higher rates. The PBR is 
a progressive tax in the Indonesian context, a buoyant tax, and one that Is now well 
administered. Merely raising assessments from 20 percent to 40 percent of market value 
would double revcnue collection and add substantially to local government revenues, while 
keeping effective tax rates a t  0,5 percent, a very modest level by international standards. 

Ironically, some of the strongest resistance to increased property taxes comes from 
local authorities who are more sensitive to the burdens of higher effective tax rates than to 
the additional revenues that would be generated for local government. This is a sign that an 
important practical constraint on local revenue generation is taxpayer willirngntss to pay-4.e.. 
taxpayer demand for services that are provided through the local public sector. 

As decentralization takes hold in Indonesia, the Government may want to consider 
introducing a measure of local discretion in setting local property tax rates. A system of local 
tax choice would acknowledge that resistance to higher tax rates udsts in some places, while 
in others there are unsatisfied demands for greater local public spending. Rather than 
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mandate uniform property tax rates throughout the country, it would encourage local 
government8 to begin deciding for themselves, in consultation with cltizcn groups and the 
private sector, how much money should be raised to pay for public services. Property tax 
rates could be limited to a range of choice prescribed by central gwernment. Dlscretron in 
selecting rates could be restricted to the largest cltieo where the financing needs, taxable 
base, and admhbtrattvc competence all are greatest. 

l[BI[PROMNO LOCAL SEXVICE COST RECOVERY AND LQW ENTERPRISE 
MAFUQEMICSUT (Pollcy 3b) 

Indonesian local authorities provlde a broad array of economic services for which fees 
are charged. Most of these services arc provided through local public enterprises, a share of 
whose proflts are then distributed back to the general-purpose local government. On a cash 
basis, local public enterprises in the aggregate generate a profit. 'Qrpically, however, their 
capital has been paid for by government, with the result that service fees arc far below true 
cost-recovery levels. The Policy Action Plan recognizes that conversion of these services to 
a cost-recovery basis is one key strategy for improving the local revenue picture and paving 
the way for prhrate sector entry into servicx provision, Alternatively, where the public sector 
is ill-suited to service provision, it m y  make more sense for public authorities simply to 
withdraw from service provision, so that private providers can take over. 

The most important service for which fees are charged is water supply. Repelita V 
assigned priority in urban sector investment to water system expansion, and also to financial 
and institutional re-structuring of water authorities. In the 1980s most local water 
authorities (BPAMs) wem managed by the central government (MOPW). Policy called for the 
BPAMs to tmprove their flnmces to the break-even point, at which time they are to be 
converted to independent public water companies (PDAMs). Once they become PDAMs, water 
enterprises are supposed to h m c e  their capital needs through borrowing rather than central 
government grants. The need to pay back loans adds urgency to the PDAMs' cost-recovery 
efforts, and places additional prcssure on tarM rates. 

Overall, we judge this performance in this area to be successful, although perhaps not 
in the way originally envisioned. Given studies (prominently by MFPC) the sector is now 
much better understood. The number of conversions to PDAM status has been substantial 
and there is no doubt that user charges have increased and PDAMs are increasingly being 
operated in a more businesslike and financially responsible manner. However, the studles 
have identifled that many PDAMs do face serious flnanciaf problems In the near term. 
Accomplishments here have not yet created a financially sound and self-sustaining local 
water supply sector (and were not intended to at this point), but they have created some 
important performance improvements and provided essential information that should force 
thc GO1 lo  assist the sector in taking the sometimes harsh steps that may be needed to 
attain this goal in the future. 
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At the start of MFSP, studies were undertaken to help develop realistic new tariff 
stmctures for BPAMs. Theee were endorsed by a Ministry of Home Airaim decree 
(Pemendagri 690-536 of June 1988) and guidelines were promulgated on improved 
accounting eystcms. Subrrtantial increases in cost recovery were attained in some cities that 
have implemented the new W s ,  although many have yet to do so. 

Efforts to improve cotst recovery by PDAMs continued wcr 1989/90 but with mixed 
results. A preliminary analysis of performance in 30 PDAMs was completed and, in theee 
cases, problems were identdfled and action plans for corrective action8 were prepared. The 
studies indicated that some PDAMs had substanthlly increased revenue, but many others 
had still not implemented new tarlfllstructures (often being held back because they have not 
received formal apprwal from local ofncials as is now required). Also, capacity problems had 
been evidenced in implementing recommended management systems. Studies were 
undertaken to promote further strengthening (for example, in applying the fhncia l  
management guidelines dcvcloped by the USAlD sponsored Water and Sanitation for Health 
(WASH) Project--see McCullough and Walker, 1990). 

There has been a notable achievement in decentralization of late through the 
conversion of BPAMs to PDAM status: since 1992,99 BPAMs have so converted--only 17 of 
the 293 all local water authorities nationally remain as BPAMs. 

Reliable and comprehensive infomatton on PDAM user charge increases and fhncial  
performance are still not available. Some useful evidence was complied, however, in a study 
of the sector by the Municipal Finance Project (1992). For a sample of 14 PDAMs that have 
substantial borrowing, it showed that real revenues for these PDAMs rose at an average 
annual rate of 2.6 percent between 1984/85 and 1990/91. The study concluded that the 
rate of increase is likely to accelerate in the future as  more of the loans move out of their 
grace period and require Interest payments. 

Several additional actions have been taken to encourage further P D M  performance 
improvement. These include: (1) the signlng of Kepmen DagfI690.000-327 which requires 
annual PDAM self-assessment of h c i a l  performance using a standard methodology (and 
reporUng to MOHA): (2) the initiation of a new PDAM Financial Performance Training 
Program: (3) the strengthening of PDAM monitoring and support capacities of Cipta Karya 
regional ofnces: and (4) a joint MOF/MOHA study of methodologies to more quickly and 
reliably identify problem of PDAMs. 

Outside of the water sector, not a great deal is known about the finances of other 
municipal enterprises (BUMDs--Badan Usaha Millk Daerah). In the aggregate, transfer of 
enterprise profits accounts for a very small proportion of Dati I1 menues--less than 3 
percent of own-source revenues and less than 0.5 percent of total revenues in 1989/90. The 
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potential for rationallzing the municipal enxerpriae sector, however, may be substantial. An 
inventory of BUMDs now underway at the hlirristry of Finance has identlfled more than 1,500 
different reglonal and local RUMDs, performing functions that range from provision of credit 
to ice production and from the operation of pharmacies to markets management. In mid- 
1994, MOHA initiated a more complete study of BUMDs to identify financial performance 
indicatom for self-asseesmcnt and reporting purposes. 

AccompUshments in thie, area have been irnpresaive, but it should be recognized that 
many PDAMs remain in very fraglle circumstances financially (particularly those converted 
from BPAM statue of late). A\ the burdens of PDAM debt payment have become more 
apparent, there should be some reconsideration of the role of credit in the public hancc  
mix. For example, although formal policy calls for hancing PDAM capital investment solely 
through loans, most investment continues to involve a mix of loans, grants, and direct 
government construction. In the World Bank's East Java and Ball project, just under half 
of the planned water sector investment is to be financed by the central government (World 
Bank, 1991e). New guidelines may be called for to place the sector on a financially self- 
sustaWng basis. Studies for non-PDAM BUMDs should form the basis of an action program 
to help localities decide whlch of them should be restructured, privatized, and/or liquidated 
and how best to implement such programs. 

IMPROVINQ LOCAL GOVERNMENT ElNANCUL lUANAQEMENT (Policy 3c) 

Computer-based financial management and accounting systems (cavering all sources 
of revenue, and capital, as  well as routine expenditures) are essential to enhancing local 
government capacity today. When properiy designed, they can form the core for broader 

- 
planning and management control of municipal activities. 'Ibis element of the Policy Action 

- Plan focuses on the design and implementation of such systems at the local and central 
levels. This evaluation indicates that various GO1 agencies have put considerable effort into 
systems development, and that substantial progress has been made. Still, there has been 
confusion and redundancy along the way and further efforts are required to coordinate and 
sirnplifl systems established so far and to promote implementation in more urban areas. 

Several systems supporting this objective have been developed and implemented at 
various locations. At the local level, MAPATDA has been developed and widely implemented 
as a revenue-tracking and collection sfitem (see above). PAFPACK seeks to introduce a 

- comprehensive, program budgeting approach to local financial management. PFAM has been 
- developed to handle financial monitoring under IUIDP. POMMS is a budgeting and 
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management system that focuses on infrastructure operations and maintenance. SAPA is 
a local government accounting package. 

Besides these financial management packages that have been introduced in Uerent  
parts of the country, there has been a considerable amount of systems work done to support 
the PBB program. Also, at the national level, SIKD has been developed for the MOHA to track 
local fhances, as well as a number of other variables on local conditions. 

An important step toward coordinating these efIorts was taken in late 1990. The 
Municipal Finance Project prepared a eerlee of papers describing the various systems that 
were anticipated or underway, and held a major interagency seminar to review them. The 
seminar (Municipal Finance Project, 1990a) assessed the strengths and weaknesses of each 
system, identiaed areas of werlap, and developed principles for a more focused and 
coordinated approach. Our intcrvlew8 wlth GO1 0fTich.h indicate that this seminar was 
highly regarded and that p,utlcipants recognized the need for coordination. 

After some delay h mobibatton, steps have ben taken to follow up on the 
recommendations of the seminar. First, a Central Technical Unit has been established in 
PUODIMOHA to coordinate efforts to develop financial management packages. Emphasis is 
being placed on useful and practical flnal packages for local-level users, combining the best 
features of the packages thus far developed. An initial effort to revlse SAPA to create a 
consistent chart of accounts for all system packages did not meet expectations, but more 
work in this area is underway. 

Also MOF and MOHA continue to collaborate in the effort to harmonize the collecting 
of local financial data to be used in national level monitoring and analysis (also with MFPC 
assistance). 

While these efforts are underway, several of the individual systems arc being 
implemented more broadly and, intenriews suggest, they are assisting in local management 
and performance improvement efforts. Since 1992, POMMS has been implemented in all 
cities participating in the East Java1Bal.t urban development program and in flve provincial 
capitals in Sulawesi. PFAM also has been implemented for all East JavaIBali program 
participants (45 TX. I1 governments as well as in central units in both Provinces). PAFPACK 
has been implemented in 5 Provincial governments, 10 Kotamadya, and 3 Kabupaten. 
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PRIVATE SECTOR PARTICIPATION IN URBAN SERVICES (Policy 3d) 

h'ivate sector partlcipation in urban senlce delivery and infrastructure investment 
offers several potential advantages in a country like Indonesia. It can relieve pressure on 
government capital budgets by mobillzing private capital resources to invest in urban 
facilities that have revenue-generating potential. It can increase the emciency of local senrice 
dellvery by orienting service provision toward market demand and by exposing it to cost 
competition on the supply side. Finally, it offers a complementary model of decentralization 
in which consumer control over services delivered through the marketplace reinforces 
community control over public spending through local government. A great deal of progress 
was registered over the project period in not only the number of public-private partnerships 
but also in the attitude of the GO1 and local governments towards promoting public-private 
partnerships. 

Accomplfshments through 1992 

A large number of local utperlments got underway in vlrtualiy all aspects of private 
participation in urban senrlce provision (Walker, 1992). In the water supply sector, a joint 
venture project to supply water to the tourist areas of Ball at Nusa Dua was signed in May, 
199 1, and is now underway. Two Indonesian h s  invested $15 mfllion, and the PDAM 
contributed about $9 million. A large ($125 million) bulk water supply Build-Operate- 
Transfer project a t  Umbulan Sprlngs, East Java, continues in negotiation. The Sallm Group 
of Singapore and Singapore's Public Uttlltlm Board signed an agreement with the government 
to joint venture a $480 million water supply project in Bintan Islands, with FUau Pnwince and 
the local PDAM as partners. A workshop sponsored by MFP on private sector participation 
in urban water supply (WASH, 1991) identified a number of additional private-sector 
investment opportunities in mid-size water supply projects, but also pointed out that 
regulatory issues regarding water M s  would have to be worked out before the prlvate sector 
became involved in routine investments In water supply and dfsbribution systems in cities. 

In solid waste collection, a variety of models for formal-sector and informal-sector 
private partlcipation are being tested. In Jakarta, 14 different private flrms won competitively 
awarded collection contracts fiom the city in 1989. They now add 115 trucks and 2,000 
employees to the city's solid waste management capacity. One of the fbms, SOR, established 
a sister organization, SOT, that signed a 10-year contract with the Governor of Jakarta to 
build a 1,000 ton capacity transfer station to sort recyclable wastes. convert organic waste 
into compost, and serve as an intermediate dumping point before non-recyclable wastes are 
transferred to !ha1 disposal sites. In the larger Indonesian cities, indh-idual scavengers were 
licensed by local government. 

Septic tank de-sludging was another urban service scheduled for privatization in some 
cities. Padang, for example, now leases its two de-sludging trucks to a private company that 
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provides services directly to households and charges Rp. 15,000 per house serviced (Kugler, 
1993). 

Municipalities also became co-investors with private companies in local development 
projects. Surabaya's Proyek Supatman scheme acUvely solicited private-sector matching 
funds for infrastructure projects that benefitted the private sector. Many large cittes are in 
some stage of negotiation reg- for-proat joint venture projects. 

Public investment in urban infrastructure has traditionally been underfunded in 
Indonesia. The World Bank reports that Indonesia allocates a little less than 4 percent of 
total yearly public development expenditures for urban Infrastructure or about $7 per urban 
resident (the amount includes investment in urban roads which represents about 42 percent 
of total investment). Given the attention to successful public-private partnerships over the 
last four years, numerous local g m m c n t s  have initiated partnerships with private flnns 
to deliver services and help alleviate the backlog of infrastructure needs. Some more recent 
examples of centrally-initiated projects include: a demonstration project of the P.T. Wira 
Gulfindo Sarana Transfer Station in Jakarta; a Cibinong Hazardous Landfill Project (BOO) 
in West Java; a Cikarang Listrlndo Power Plant project (BOO) in West Java: a power plant in 
industrial estates in Bekasi: a Paiton One Power project (BOT) in Ewt Java; and a pilot 
project ESI Hybractor in East Java. 

One of the primary obstacles in Indonesia ta the implementation of public-private 
partnerships has been an inadequate legal/regulatory framework regarding Build Operate 
and Ikansfer (BOT), Build Operate and Own (BOO), and joint public/private ventures. In 
addition, other obstacles to successful implementation of the public-private partnerships 
include: 

municipal reluctance to enter into what are perceived as a c u l t  and time- 
consuming contracts with private !hms when h c i n g  is available from 
traditional multilateral and bilateral donors: 

consumer preference for alternative, lower-cost urban infrastructure systems; 
and 

m lack of local institutional capacity to enter into public-partraenships. 

With the signing of the Project Agreement (September 1991) for the PURSE project the 
GO1 committed itself to further lowerlng the barriers to private partidpation in the delivery 
of urban services. The PURSE project directed its early effort to cataloging and identifying 
legal and regulatory constraints to implementing public-private partnerships CpURSE, 1994a). 
This initial study idenU5ed regulatory constraints to implementation of public/private 
partnerships and suggested ways to alleviate the cumnt  bottlenecks to information for the 
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process of entering public-private  partnership^.^ Additionally, an interministerial project 
steering committee agreed to pursue a two-pronged strategy towards promoting private 
participation in the delivery of municipal servlces by combining legal and regulatory reform 
initiatives with demonstration project development. By u U i n g  this approach, the GO1 
identifled eight demonstration projects using mutually agreed upon selection criteria. Field 
work has already been completed in all eight sites. With these initial steps in place, the 
PURSE project Is well positioned to further promote the implementation of successful public- 
private partnerships. 

To date, no reliable baseline exists against which to measure the number of private 
ventures in urban services. However, based on anecdotal evidence it is virtually certain that 
the number is rapidly accelerating especially in local contract services such as bill collectlsn, 
system repair, and new facility design and construction. Coupled with the high level of 
demand for urban services and the PURSE initiatives in promoting public-private 
partnerships, the MFSP has gone far to achieve one Important goal of the project: "improving 
long-term, sustainable emplayment and income opportunities through means which promote 
efficiency and productivity" (USAID/Indonesia, 1988). 

- 
%ese Include priorities for policy reform by directing technical assistance to: 1) risk management 

strategy development, 2) setting environmental and performance standards, and 3) tendering regulations and 
guldellnes on the competitive bidding process and contract admfnistratton. 
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Chapter 4 

CREDIT FINANCE AND 
IMTERGIOVERNMENTAL ORANTS 

The methods of resource rnobillzation discussed in Chapter 3 are important but alone 
incapable of generating the increases in local resources needed to meet the requirements of 
rapid urban growth. Objectfves under Policy 4 relate to more substantial means of local 
resource mobilization and more equity in resource objectives. Objectives are: 

I To provide a viable system of credit f h n c e  for local governments (Policy 4a): 
To mod@ grant allocation crlterla so that the grant structure more directly 
supports sector policy objectfves (Policy 4b); and 
To utilize the system of central-local grant funds to address poverty alleviation 
(Pollcy 4c). 

PROVIDE A VUBLE SYSTEM OF CREDIT FINAXUCE (Policy 4a) 

Barckgmund and Ouetall I4yfonnance 

Through the mid-1980s local borrowing experience in Indonesia was negligible. Yet 
in developed countries, reliance on credit for local capital development is dominant. Lorn 
have an important lt~v~raging effect, permitting localities to make much larger investments 
in any given year than that year's budget could support because they can defer payments 
over a multi-year period (since major capital investments yield benefits over many years. 
financing them out of today's revenues in fact puts an unreasonable burden on today's 
taxpayers). 

Therefore, one of the principal policy objectives of MFSP has been to strengthen the 
role of credit in municipal flnarmce. Central government and local governments share an 
interest In increasing the volume of local government borrowing. For central government, , 

greater use of credit (instead of grants or central government provision of infirastructure) 
lowers the budgetary cost of capital investment. For local govexnments, a reliable credit 
system makes municipalities less dependent upon central government fundlng, and increases 
the amount of inlrastmcture investment they can undertake. A non-political system of 
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municipal credit also supports decentralization. It permits creditworthy municipalities to 
finance their own investment priorities? 

A key objective sought under this Policy was achieved in 1992 by the GOI's formal 
establishment of a consolidated loan fund-the Regional Development Account-that is 
positioned to increme the volume of municipal credit and serve as a transition vehicle to 
eventual borrowing from the domestic private credit market. Because the idea represented 
a major break with past traditions, reaching this point was wRrcmely dimcult-USAID 
deserves substantial credit for g,Mng the issue continued emphasis in its policy dialogues. 

The 1992 Interim Evaluation noted some important weaknesses in the structure and 
operation of the RDA that could llmit its effectiveness in achicvlng the longer term goals of 
credit system expansion. Since then, the GO1 (with USAID support under the MFPC) has 
begun serious study to address those weaknesses and it has markedly expanded the volume 
of FDA loan disbursements. We judge progress under this Poky to be one of the most 
notable successes of MFSP, even though the longer-term objective sill remains quite 
vulnerable. Actions to follow through on further institutional reform in this area warrant a 
very high priority under MFEI, 

AccomptfPhmerrts through 1982 

Procedures for operating the Regional Development Account were established by 
decree of the Minister of FYnance on Sept. 30, 199 1 ." On Januaxy 3 1, 1992 an operations 
rnanual.was promulgated (Ministry of Finance, 1992). Subsequently, the interest rate was 
established for loans made during 1992. The lending rate was flxed a t  11.5 percent. 
Although this rate k well below the commercial rate for short to intermediate-tern loans, it 
establishes a positive real interest rate. It is based on the average inflation rate for the past 
three years (8 percent) plus an amount to c m r  rtsk and administrative costs (3.5 percent). 

. ' Formalization of the FDA fully satisfied the sub-objective of creating a consolidated municipal 
loan fund, as specifled in the Policy Action man. 

As established in 199 1/92, the RDA is a funding facility for loans to local authorities, 
operated as a special account at Bank Indonesia. The account can receive funds for on- 
lending from the GOI, foreign loans or grants, and payment of interest and principal on past 
borrowings. Loans can be made to either general-purpose Tk. I and 11 governments or the 
corresponding regional enterprises (BUMDs). However, loans must in general be used to 
finance income-producing activities, and cannot exceed 75 percent of project cost. 

 o or further background information on these iasues see Bastin, 1990, Devas, 1989; Munlclpal Finance 
Project, 1991e: Peterson et al., 1990, and the World Bank, 1991d. 

%ough not formalized by mlnlsterial decm untll1991, the RDAactuaUy was created earlier as a speclal 
account at Bank Indonesia. It L administend by the MOFs Directorate of Subsidiary Iaan Management 
which also has administered hlghly subeidized loans to local governments. 
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New RDA loans can be made for a maximum loan period of 20 years wlth a maximum 
grace period of 5 years, In the past, the RDA has not requlred either principal or lnterest 
payments during the grace period. However, the 1992 Operations Manual states that the 
grace period is to be limited to principal payments. Because most of the loans that RDA 
administers (and all of the loans that it orlglnated) sW1 are in their grace period, there is 
limited experience wlth repayment. 

In addition to assistance in developing the RDA, MFPC had aleo supported other credit 
initiatives before 1992, such as efforts by Surabaya authorities to familiarize themselves with 
the U.S. municipal bond market, with the possibility that the city wlll issue municipal bonds 
directly at a future date. 

While these accomplishments were viewed as important, the MFSP Interim Evaluation, 
as  noted, did raise a number of concerns about the future of the RDA. These concerns 
included: (1) the possibfflty of cumbersome, govenunent-influenced loan appraisals that could 
prevent RDA from becoming a quick-disbursing loan facility as needed to support 
decentralization; (2) political pressures to back away from the RDA's policy of uniform W r e s t  
rates; (3) ambiguity concerning how forcefully RDA will enforce debt repayment obligations 
(clear penalties and enforcement mechanisms did not yet adst): and (4) problems associated 
with the lack of a clear plan for future RDA capitahation and RDA's current dependence on 
the GO1 budget procew. (Even so, the Evaluation concluded that "Despite the uncertainties, 
the RDA probably represents the best barn in Indonesia on which to build a municipal credit 
system.") 

The most important clear accomplishment since 1992 is the GOI's substantial increase 
in loan disbursements to local governments and enterprises. The total of such disbursements 
grew by 52 percent from 1989/90 to 1992/93 (from Rp. 168.7 billion to Rp.257.1 billion (see 
Lee, 1994). More important is that RDA disbursements accounted for the bulk of that 
increase-more than tripling over the same period (from Rp.26.0 billion to Rp.88.1 billion) 
while the older more subsidized GO1 lending mechanisms (SLA and RDI) remained relatively 
stable. RDA disbursements were particularly noteworthy wer the last year in this series 
(increasing by 84 percent in that year alone). 

Rosengard (1 994) notes that as of March 1994, RDA commitments totalled Rp.645 
billion, comprising 155 borrowers and 256 loan agreements. Loans for clean water 
investments dominate the portfolio, whether in terms of value (71 percent), borrowers (40 
percent) or loan agreements (48 percent). 

Secondly, and probably more important in the long run, is that GOI/USAID policy 
dialogues are taking seriously the need for institutional and operating reforms of the RDA 
itself. A study of possible directions for change (Johnson, 1994) has been completed and 
high level reviews of its recommendations are underway. A major theme is the transition of 
the RDA from serving only as a conduit central government funds to becoming a true 
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flnanclal intermediary whoec operatlon 1s more autonomour, is, thereby enabling it to ralse 
funds from prlvate capital markete. As summarlzed by Rosengard (1894), a sequence of 
changes may be called for, including: 

Immediate acllons: change the annual RDA budget allocations from a 
project/tranche-based system to a general RDA black grant capitahtion 
allocation: prohibit delinquent borrowers from receiving new loans: implement 
more effecttve management Momatton syatems; make a clear policy 
commitment to transform RDA into a hancial intermediary. 

u In the medium term: prepare a strategic plan for institutional development; 
market RDA more actively to potential borrowers and pnwide technical 
assistance to them to improve project quality and debt management capacity. 

In the Longer term implement fhal institutional changes and diverslfy RDA's 
capital base. 

Thirdly, several other steps were taken in the Lnterlm to enhance the RDA. These 
included: developing and iasuing a more simplified Borrower's Manual: securing an 
agreement by the Asian Dwelopment Bank to channel $5 million from the Eastern Islands 
Urban Development Rsject through the RDA; conducting exploratory talks wlth the World 
Bank on channelling part of its Water Sector loan through the RDA; securing approval in 
principle by the Asian Development Bank for a $600,000 grant to develop a faciltty to assist 
local authorities prepare feasibility studies for projects to be funded by RDA; and holding 
RDA interest rates constant as commercial lending rates declined (thereby, narrowing the 
Merentid). 

Finally, MFPC has also supported another conclusion of the Interlm Evaluation: 'There 
' ' is no reason for RDA to have a monopoly on muntdpal lending . . . USAID should continue 

to support other initiatives that can lead to a market-oriented credit system, and should be 
ready to shift its capital support to the institutions that can make the most progress in this 
direction". Building off of its US. tour to ucpose Indonesian officials to the operation of 
municipal bond markets, MFPC designed and implemented a major nationwide conference 
on bond hancing in 1993 (Municipal Finance Project, 1993). Sbce then, an intermfnisterlal 
working group to review barrlers to, and options, for the issuance of municipal bonds has 
been established under TKPP/IMG auspices, and an MFPC supported short tern advisory 
mission was fielded in August 19q4 to help the group develop concrete recommendations. 

As a part of this mission, experts made presentations at a major MFPC supported 
interministerial conference directed at dweloping an Action Plan for issuing municipal bonds. 
Key conclusions of the conference were that local government bonds are now viable to 
address some debt-financing needs of many local borrowers and capital market requirements 
of institutional investors. 
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Comment 

The development of a market-oriented credit crystem for municipal infrmtructure 
flnance is one of the most important, if not the most important measure, that remains to be 
achieved in Indonesia's urban policy agenda. Whlle important initla1 steps have been taken, 
this theme again. deserves to be one of the highest priorities for further GOI/USAID support 
and attention under MFEI. This point. is discussed further In Chapter 7.  

REFORM OF CENTRAL OOVERNMENT GRANT POLICY AND CENTRAGLOCAL FISCAL 
RELATION8 (Policy 4b) 

Background and Ouetatl Acr$ornaantx 

The second objecttve under this Policy is to increase local discretion over the use of 
central government grant funds for urban development. Only a mall  portion of all central 
grants have been transferred in the forn of block-grants that can be programmed by local 
o ~ c i a k  based on their own assessments of priorities. It was rea~oncd that local governments 
have much stronger incentives than the center to apply funds eiBcienily in response real local 
priorities, thus higher cost-benefit ratfos would be achieved If they could control a larger 
share of grant investment. Also, experience in other countries suggests that residents arc 
more likely to be willing to pay more for servlces if they have more choice about what services 
to buy and how they lshould be dehred .  

The Project Papcr established ambitious go& for grant reform and central-government 
dlrect hancing of urban investment. Rcliance on total central-government flnandng was to 
decline over the project period. In the central-gwemmcnt financing mix, there was to be a 
shift away from direct Miastructure investment by central government (DIPS) toward sectoral 

. ' and unrestricted block grants (INPRES) that give local authorities more control over 
investment choices. In general there has been considerable progress made towards acMcvlng 
these goals. 

The allocation formulas for central-government grants were to be made more 
transparent and revamped to target grant assistance more effectkvely on low-income 
households, low-income areas, and projects with large ucternallties. The sectoral credit 
strategy and the sectoral grant strategy were intended to complement each other. The 
increased use of credit for cost-recovery projects was supposed to free up grant funds for a 
higher degree of targeting on the poor. Through 1992, however, these measures had not been 
seriously addressed. 

The Interim Evaluation regarded the lack of concrete progress in this area as one of 
the progxam's "major disappointments". Since 1992. we judge that there has been a positive 
change In direction. The numbers do not yet reflect a marked alteration of past trends (i.e., 
a truly substantial lncrease in the share of p t t  funds over which localities have full 
discretion). but several GO1 actions have helped to lay the groundwork for a more sizeable 
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change and demonstrate a stronger 001 commitment to that objective than has been 
evidenced In the past. 

A c c o m p t i r ~ b  through 1 #@a 

From the start of MFSP through 1982, the central/local mlx of urban sector 
investment h m c i n g  fluctuated substantially from p a r  to year, largely in respome to the 
availability of external funde (see Tables 2.1 and 2.111. Overall, however, the share of central 
government financing has not declined. In 1991/92, the central government share of 
investment [excluding INPMS and loans, which are treated aa part of the local share) was 
55.8 percent. Thie compares with a central share of 43.6 percent in 1986/87 and 60.6 
perccnt in 1987188, when the influx of funds under the World Bank Urban Sector Loan was 
at  its peak. 

The importance of INPRES block grants relative to DIPS Ukewlse fluctuated a great 
deal, but in the k t  two yeam declined substantially. In 1991/92 IMPRES grants financed 
only 8.3 percent of sector investment, the lowest level wer the prior six years, and down from 
14.1 percent in 1986187. The Project Paper objective of increasing the INPRES share plainly 
has not been achieved. Cipta Karya direct spending rose substantially as a share of the 
urban investment program wer the period. I t  reached 40.3 percent in 1991/92, up from 
31.2 percent in 1986/87, and a low of 27.8 percent in 1989/90--the reverse of the trend 
sought by the RoJect Paper and Policy Action Plan. 

Recent budget decisions that indicate a more positive trend in this area follow: 

1. Although the INPRES grants as a proportion of total capital transfers from 
central to local government grew only modestly from 1990/9 1 to 1993/94 (from 20.0 percent 
to 22.3 percent), the absolute amount of the INPRES allocation more than doubled aver the 
same period (from Rp.2.2 trillion to Rp.4.8 trillion). The implied percentage increase was 
substantially higher for INPRES (218 percent) than for central DIPS (189 percent). 

2. The total of SDO plus INPRES allocations grew faom Rp.6.3 trillion to Rp.. 1ii . i  
W o n  (an increase of 70 percent), implying substantial growth in the total level of resources 
over which local governments have a large amount of discretion. 

3. The share of total SDO and INPRES allocated to the Tk. I1 I.evel increased from 
44.5 percent in 1990/91 to 52.7 percent in 1993/94 and is budgeted to go up to 57.1 percent 
in 1994195. 

4. The recently developed INPRES Perkotaan which pnrvides discretionary support 
for urban development planning and programming activities by Tk. I1 governments increased 
from Rp. 38 billion in 1992/93 to Rp.54 billion in 1994195. 
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6. The GO1 has combined some previous categorical INPRES grants Into IiVPRES 
block grants (INPRES Datt I and 11) where local gtwernments have broad discretlon over 
spending decisions. The share of all grants (SDO p l u ~  INPRES) where such dl~cretion exists 
increased from 20.0 percent in 1990/91 to 26.1 percent in 1994/95, 

6. There arc other sizeable INPRES accounts (for example, that for road 
development) in which the GO1 still requires that funds be spent in the specifled sector only, 
but full discretion has been turned over to local governments on project selection withln the 
sector. Such accounts increased flrom 30.5 percent of total grants in 1990/91 to 38.1 
percent in 1993/94. 

Ironically, despite external donors' pollcy support for decentralization and grant 
nudbfflty, they have channeled their funds prharily through direct central-government 
spending. This remarins a probkm even for USAID. To address the Lsue, the Interim 
Evaluation recommended that a new requirement be added to the MFEI such that 
cxpendlturee would not be credlted agatnet HGL investment targets unless they were a part 
of locally designed and approved PJM. This tmggestion has not. yet been implemented. 

Progress is being made in thts m a ,  but continued preasure for more change should 
be applied in the MFEI agenda. Reduction in central-government direct provision of capital 
facfflties is key to almost all of the other sectoral financing reforms. UnW central government 
ihnc ing  ia reduced much more subatantlally, it is unreabtlc to expect that substantial local 
gwemment demand for own-source revenues ,will emerge, or that local authorities will be 
eager to expand their use of credit. Any ratlonal local government wlll use "free" government 
funds to the extent they are available before falling back on alternatfve sources of hancing 
that imply direct local costs. In other words, local government is not likely to become an 

. . enthusiastic constituency for the bundle of financing reforms urged in the Project Paper and 
urban sector agenda untll they arc convinced that the traditional poltcy of central-government 
financing no longer is available to them, 

XUFRA8TRUCTURli: AND POVERTY ALLEVIATION (Pollcy 4c) 

Backgmund and Ouemfl PerJonname 

One speclfic aspect of intergovernmental hancing reform emphasized in the Project 
Paper was greater targeting of central-government sectoral resources on the poor. The GO1 
has continued to fund the Kampung Improvement Program (KIP), which has gained a 
worldwide reputation for urban sector pmrty  allcviatlon. However, TKPP has not yet 
developed a complete and well focused program to implement this component of the Policy 
Action Plan. 
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One of the reasons for the lack of program acUon may be that there has bcen a dearth 
of information regarding the degree of poverty targeting in current sector programs. The 
Interim EvaluaUon of MFSP recognized that no progrew had bcen made in this area through 
1992 and recommended data gathexing and analysis early in the next phaec of the program. 

In response to Evaluation comments, USAID and the GO1 have taken two steps. First 
a study of the powibflities for monitoring beneflciag impacts was undertaken (Gardiner and 
Gimliner, 1993). This was a thorough revlew of the options. It laid out several methodologies 
but recognized that there remain many dimcult conceptual and methodolopllcal issues to be 
resolved in mounting full beneficiary assessnxnts and showed that such studies would be 
urpenetve. The report also recommended further w&loration of an approach analyzing PJM 
investment targets to subareas within cities rehted to pwerty status. 

A second study (Kingsley 1993) examined the subarea approach in more depth and 
found it unworkable (recent research showed more income mixing even in quite small urban 
neighborhoods than had generally been anticipated). The report, however, endorsed, an 
analysin of SUSENAS data as recommended by the Gardiners and the exploration of full 
beneficmy studies but using a smaller sample than presented in the Gardinens' trial 
estimates. It also encouraged more intensive amlysis of the new "demand studies" being 
required for PJM preparation as  a basis for program targeting. 

This report also reviewed the current process for cert@hg the eligibility of p r o m  
expenditures under HG income ta-geting crjteria. It found that the current procedure is 
generally reasonable in line with program targeting objectives, but recommended that, to 
assure even greater safety factors, sector eliglbillty percentages be tightened in two areas (see 
further discussion in Chapter 6). The tightening of eligibility was adopted by GO1 and U.WD 
for MFA generally in acccrd with these recommendations. Another report (Taylor, 1993) 
examined the process for preparing the Investment PIan and accounting for investments in 
some detail (again, see further ciiscussion in Chapter 6). 

More broadly, the GO1 has given much more attention to the issue of eradicating 
poverty in Repelit. VI. A program (INPRIES Desa Tertinggal) has been developed to focus 
additional resources on poverty alleviation in the poorest Desas (urban and rural) throughout 
Indonesia. 

Comment 

These efforts indicate stronger focus on this issue than had been exhibited before. 
One study has used demand survcy data to support income targeting in PJM preparation. 
However, the practice has not been broadly applied. Further, fhding has not been made 
available to date either for the recommended SUSENAS analysis or more complete beneficiary 
survey techniques. These approaches should be supported under MFEI. - 
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Chapter 5 

WCAL CAPACITY BUILDIN0 
AND PROGRAM COORDINATION 

Even with improved delegation of authority to local governments and significant 
enhancement of their resources, the long-term goals of the Policy Action Plan could not be 
achieved wlthout special efforts devoted to institutional development. The last two Policies 
in the agenda stress capacity building and institutional change at both the local and the 
central levels. 

Consistent with Policy 5, the Plan's objectives included: (1) carrying out a 
comprehensive study of the urban institutional and manpower development needs of local 
governments; and then (2) developing a program to strengthen local government capacity 
based on the results of the study. 

Progrew3 in this area was quite slow through 1991 and it was also regarded as one of 
the Program's "major disappointmenaa" in the 1992 Interim Evaluation. Some very 
impressive step8 have been taken in this field, however. over the past two years. Two of these 
steps--a truly massive re-assignment of central employees to work for local govements, and 
a major expamion of skill training for local government employees-represent probably the 
most significant contributions to local capacity butldlng since the program began. Others 
(like the beginning of a new urban management training program) are promising, but requlre 
considerably more development before needed results are delivered. Overall, we judge that 
the GO1 is now addressing this Policy area realistically and with adequate force. 

Accomplishments tRmugh 1 fig2 

This element of the Program had a promlsing starting point in the preparation of the 
Urban Institutional and Manpower Development Study (UIMDS-P.T. Hasfarm Dian 
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Konsultan and DHV Consulting Engineers, 1988). One of this effort's contributions was a 
new Human Resource Data Base (HRDB) containing the results of a 30,000 respondent 
manpower euntey. The report's flndinge and recammendations covered most relevant topics 
(urban planning, local financial management, urban service delivery, personnel management, 
training, adminis trathte status of urban areas, internal organizational structures, and 
training) and examined approprlate roles for central, provincial, and local authorities in each. 
It recognized that considerable time would be required to address all of these issues 
adequately, but it pointed out many other areas in which progrcee could be made 
incrementally wlthout waiting for major legal changes, Across all topics, short-term actions 
could entail o r ~ U o n a l  tightening to eliminate functional redundancy, streamlining 
presently cumbersome procedures, and introducing computer-bawd management systems. 

UIMnS was much diecuesed after it was completed, and was generally well received, 
although through mid- 199 1, s t e p  had not been taken to form a deflnite plan of actlon to deal 
with its recommendations. One reason for inaction may have been general knowledge that 
the World Bank was preparing a major "Local Govemmcnt lnatitutional and Manpower 
Development Project." In 1991, however, after meetings in which the 001 and the World 
Bank were unable to agree on the structure of this Project, plane for it were dropped by both 
institutions. Ovcr the 1988- 1992 perlod, substantial training had been offered under various 
elements of the program: e.g., for IUIDP. Some of the courses were reported to be &ectivc, 
,but the results werc never documented or evaluated and it was clear that they did not add 
up to a comprehensive indigenous system for training local omciale that Indonesia's 
urbanization challenge demanded. 

By 1992, a collaborattve effort by advisory teams of the Municipal Finance Project 
Contract and the IUIDP Implementation Support Project had begun to address this issue 
(Municipal Finance Roject, 19924). They prepared an inventory of all relevant domestic 
tratnlng progams currently available for local officials and used that as a basis for 
discussions with all sub-agencies participating in IMG. Therc was general agreement that 
the absolute level of technical assistance and m g  for local governments needed to be 
substantially increased, that a coordinated approach would be required, and that it should 
focvs on building capacity in urban management. An initla1 design for such a program had 
been prepared but not yet approved for implementation. 

One important support for local capacity buildlng that had begun by 1992 was civil 
senrlcc reform. Regardless of the effectiveness of technical assistance and training in urban 
management, capacity will not be built unless local govcnments can recruit and retain 
competent staff. UIMDS recogntzcd that present cM1 sezvice regulations provide strong 
incentives for would-be public servants to seek employment at the central, rather than the 
local, level while providing dleincentlves for talented young managers to seek careers in the 
public service in general. Ultimately those biases must be eliminated if the program is to 
succeed. 

The reform program (as described in the World Bank, 1991) was motivated by the 
GOI's general recognition of the need to transform public functions to an emphasis on 
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guiding and facilitating private sector developn~ent in the economic sphere, rather than the 
need for improved local government management per se, but it should be fully consistent with 
the gods of the overall TKPP program. The procew (under the Minletry for the Utilization of 
the State Apparadu8-MENPAN) is begimdng with a broad 'job analysl" initiative intended 
to streamline orga&ational atructurea and improve management and technical skllle. 

In the past, govenment employees holding "structural" positions, mainly with 
administrative duties, benefitted most from the present complex eupplementary payments 
systems in the compensation package. The intent is to use job analysis to create a new 
system of "functional" positions and career paths, which would have clearly deflned 
compensation schedules tied to performance and rely more on competitive procedures for 
promotions (in contrast to the semi-automatic promotion process that currently exists). The 
current system offers substantially greater promotion opportunitiee to central agency 
employees than to sWs at the 'I%. I and I1 levels. The new system, with numerical credits 
given uniformly under the functional paths based on work contribution and profeseionabm, 
should eliminate that bias. 

1. As noted earlier, a notable contribution to local capacity building since 1992 
was the massin increa8e in the aseignment of central government employees to Tk. I and I1 
Icvels. The number of professional dvil servants (de9ned ae Golong an 111 and TV) under the 
jurisdiction of the MMetries of Home'Afhh and Public Worka assigned to work for regional 
and load governments more than doubled fiom 199 1/92 to 1993/94 (growing from 54,700 
to 132,800). 

2. The urban management training program noted a b m  is now being 
implemented. A TKPP working group on urban management tmining was established, 
program plans have been agreed to, a National Training Coordinator has been hired and 
training materials have been developed (and trainers trained) for the initial Urban 
Management "Core Course," which will be pilot tested in late 1994. The Core Course will offer 
materials on strategic management intended prhmrlly for Walikotas and other Tk. I1 top 
management teams (assessing conditions and potentials oties, settlng priorities, 
allocating resources, organizing and motivating staff, and monitoring results). 

3. While this urban management tratnfng program is being developed, the GO1 
has already dramatically expanded the skill training it offers that is relevant to the needs of 
local government otndals. The total number of training days offered In these categories grew 
from 147,000 in 1992/93 to 2 13,000 in 1993/94--a 45 percent increase in just one year (see 
further discussion in BAKD/BAPPENAS/MFPC, 1994). One particular& relevant offering was 
a training program for 1,200 development planners from BAPPEDA Tk. I1 in regional analysis, 
planning, budgeting, and development management-this program is to be expanded under 
Repelita VI. 
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4. Recognizing that local governments can learn from each other, whether by 
sharing urpcriencea within lndoneeia or by formal twinning with cities in other countrles, the 
MOHA plans to implement a "city sharing program" and has already supported individual 
initiatives along theee lines. Momentum for We program should accelerate Qven the 
cxpcriences of other countrles implementing city sharing programs (rnolst notably in the 
Philippines). 

5. An "Urban Management Forum" of untvereities offering courses in urban 
planning and management was initiated and formallzed ae a recurring went (ITBIBandung 
will s e m  as Secretariat). In addition. the university training program for local governnrcnt 
finance omcere was extended to include the universities of UNHAS CUJung Padand and UGM 
(JYoByakarta) in addition to the ongoing program at UI (Jakarta). 

6. Although progrcee, has been far &om rapid, civil senrice reform does appear to 
be proceeding in line with original concepts as noted abwe. 

One theme that warrants more emphasis in local capacity building is developing a 
stronger role for local leadership in guiding and directing the program. The MOHA sharing 
program concept moves in this direction. Other countrice have found that often the most 
powerful means of motivating most Mayom to become more entrepreneurial forceful leaders 
and teaching them effective approaches to urban management ie to have them learn directly 
&om other Mayors who are known as succeseful in these fields (see. for ammple, discussion 
of the dl'ects of the USAID supported sharing program in the Philippines in Kinmley et al, 
1994). One approach may be to strengthen and encourage a more active role for the 
Association of Maym (BKS-=I)--ghn it support but let it flnd its own c o m e  of action. The 
Mayors should come to feel that, among many players in the field, they are the ones that 
txuly "own" the urban development process and are responsible for it. If trahing and other 
capacity building activities do not become "demand-drhren" they may well prove ineffective. 
Further ideas for developing this theme are offered in Chapter 7. 

CENTRAL SECTOR PLANNING AXUD COORD~T'IOIU (Policy 6) 

The Program's last policy (Policy 6) addresses the need to strengthen central r 
coordination and consultation in the urban dwelopment sector. This required: (a) 
establishing an institutional arrangement for effective program coordination at the central 
level: (b) actlve processes to plan and manage the policy change agenda: and (c) the 
establishment, and serlous use, of systems to monitor performance. 

In the view of this evaluation. this has been a quite successful component of the a 
program. The most basic step under this policy was the formal establishment of TKPP in 
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1987 and the subsequent decree extending its responsibility for an indefinite period. The 
forrming and WUal performance of TKPP won worldwide recognition (see, for uramplc, 
Wegelln, 1090) but there was eome decline in the actfvlty of TKPP and the pace of policy 
reform by 1990. Since 1991, h~wtver, overall program momentum has been regained, 
particularly over the past two years, This culminated lest year in a major rcvlew of 
Indoneeia'e urban policy which resulted in strong and explicit endorsement of MFSP Policy 
Action Plan themes in the nation's new development plan (Repelita M). 

Several steps were taken in 1990 and 1901 to strengthen TKPP instituUomlly. Most 
important, TKPP chairmanship was vested clexly with Deputy V (responsible for epatial 
development) in the National Planning Agency (BkPPENASl-the most logical place for it. 
Second, the IMG, established to support of TKPP in IUIDP implementation, was strengthened 
through clarification of responeibillties and the establishment of regular meeting schedules. 

Also, after some delays in 1989/90, technical assistance teams funded under the 
UNCHS-adlmMetered IUIDP Implementation Support Project and USAID'S Municipal Finance 
Project Contract (MFPC) were mobillzed in September 1990. Discussions of their actMUes 

I, throughout this report indicate that they have made important contributions to the work of 
both TKPP and IMG. These two consultant teams have been in regular communication and 
have collaborated in a number of are-. Their most important joint effort to that point was 
the initial planning for a coordinated capacity building program in urban management 
discussed above. 

Review and planning activities related to the Policy Actlon Plan also picked up after 
1090. In February 199 1, the TKPP Chairman submitted to AID an overall examination of the 
program, reviewing performance under the Policy Action Plan and highlighting issues to be 
addressed (TKPP, 1991). A more comprehensive Issues and PrlonIties Report (BAPPENAS, 
1992) was submitted in March 1992. Thb report contained a thorough and frank review of 
both progress and problems, and laid out ideas for future work in urban pollcy in some 
detail. 

Another notable improvement was in the area of performance monitoring. Prior to 
mid-1990, serious inadequacies exbted in the systems to monitor progress of the overall 
program. There had been reports on individual elements, some of which were of high quality 
but there was no recurrent. comprehensive, factually based reporting on the progress of the 
program as  a whole. An important response to this problem was the Municipal Finance 
Project's effort (1991h) to develop and report on a set of statistical indicators tracking 
changes in the intergovernmental finance system, directly related to Policy Action Plan 
targets. AU are presented in chart form, making it possible to see immediately whether 
conditions are improving or not. 
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Ifrfforta by those involved with TKPP and IMG have been particularly impresetwe over 
the past two yearn in strengthening program management capacity and securing a strongly 
supporttve environment for Policy Action Plan themes at the highest policy levels in the GOI. 
The most noteworthy accomphhmenta were: 

Preparing materlale for Rcpelita VI which, as  noted abovc, glves much more 
prominence to the challenge of urban rnanqpmcnt in natlonal development and to the 
themes endorsed in the Policy Action Plan. An active process of inter-departmental 
coordination meetings and comultatione with Tk. I leaders did much to improve the quality 
of the plan. 

The preparation of the m e s s  and h p e c t s  Report (BAPPENAS 1984) contalm a 
thorough and frank review of program accompllshmente and h l y  endomes the (301's 
continued eupport for the Policy Action Plan, 

The creation of new units in key Ministries expllc!tly responsible for urban 
development and management fmctions: the Bureau for Urban Development, Human 
Settlements, and Spatiaf FJbning at BAPPENAS; the Directorate for Urban Adminbtration 
in PUOD/MQHA: a new urban dMsion in the Bureau for Rcglonal Financial AFmlysis at MOF: 
an Urban Management 'hining Unit as a part of MOHA's training directorate (Badan Diklat). 

The reorganization of the Directorate General Cipta Karya in the MQPW along 
regional rather than sectoral lines (this is an extremely important change that should do 
much to further appropriately balanced multi-sectoral planning and to simpllfjr contact points 
for local oaflcials). 

The continued successful operation of the Urban Policy Action Flan Monitoring 
Indicators analysh and reporting system, and its transition from an independent activity of 
MFPC to one now conducted jointly by BAKD/MOF, the new Urban Development Bureau at 
BAPPENAS, and MFPC. 

Rcparlng a proposal to create a permanent government-staffed Urban Secretariat 
in BAPPENAS) to support continued operation of TfBP and IMG (these groups have had to 
depend on donor-supported consultants for sM work in the past). 

The proposal to crcate a new public-private Urban and Regional Development 
Institute (URDI)-an independent think-tank that would act as a coordinating umbrella for 
research and policy analysis and as a forum for open exchange between key actors in the 
urban development process. 

Following recommendations in the Interim Evaluation, USAID supported the 
strengthened organizattonal focus of the program by, for the flrst time, assigning one of the 
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MFPC long term advisors to BAPPENAS and by including BAPPENAS In a more prominent 
role in the MFPC counterpart team. 
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Chapter 6 

This chapter presents findings on topics outside of the Policy Action Plan which are 
also a basis for evaluating MFSP progress and achievements: (1) the extent to which the GO1 
has complied with the HGL investment plan requirement; (2) the level of achievement of 
measures specifled in the Project Paper's Log-F'rame Matrix and response to 
recommendations in the Interim Evaluation; (3) how well the program has been administered 
by USAID; and (4) the contribution MFSP has made to the role of women in development. 

As noted in Chapter 1, the MFSP agreement requires that the GO1 invest the local 
currency equivalent of all HGL funds recelved (a total of $120 million) in shelter-related 
infrastructure improvements suitable for households whose incomes arc below the national 
urban median (this requirement Is specified and explained in SccUon 5 and Annex 5 of the 

. . Project Paper, USAID/Indonmia, 1988). Under this requirement, the GO1 has regularly 
submitted plans to USAID showing how it proposed to allocate these resources and then 
compiled reports on investments actually made after the fact. USAID sW have then reviewed 
GO1 documentation and taken periodic field visits to confirm, on a sample basis, the 
existence of the listed projects and their compliance with HGLeUgibility criteria. 

Compared to many other countries with similar requirements under HGL programs, 
Indonesia has adopted more forceful procedures to assure that its obligations in this regard 
will be met. When each tranche of HGL funds is received from U.S. lenders, the equivalent 
amount is set aside in a special account for use by the urban infrastructure program only. 
Program managers clearly label each improvement scheme funded fmm this account (specific 
KIP projects, water supply enhancement scheme, etc.) as a "HGL project" and advertise them 
as such. The GOI's practice has been to allocate, as well, additional amounts from its own 
resources (exclusive of amounts financed by other donors) to HGGeligible purposes. 

The overall composition of the GOI's urban infrastructure investments has been 
weighted toward types of investments that are likely to benefit the poor (Kingsley, 1993). 
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However, not all are "suitable for below-median income urban houeeholds". Accordingly, 
some method had to be found to determine the share of GO1 investments in shelter-related 
categories that could be considered "HGL eligible" in this regard. It would have been 
prohibitively ucpenshre to try to do thls by examining designs of each individual project 
proposal ahead of time. The approach selected instead was to establish an werall formula 
for each category baed  on studies conducted at the start of the program. For example, the 
studiee indicated that, at the very minimum, 36.8 perccnt of all urban drainage investments 
would be suitable to benefit below-median income houeeholds. Thus, when the GO1 
presented documentation on its expenditures on urban drainage improvements to USAID, 
36.8 perccnt were to be credited as being HGL eligible.9 

As noted in Chapter 4, USAID sponsored independent research in 1993 to review this 
approach in response to recommendations of the Interfm Evaluation. One report (Kingslcy, 
1993) concluded that the currcnt procedure is generally in line with program targeting 
objectives, but recommended tlrut, to aesure even greater eafety factors, sector eligibility 
percentages be tightened in two areas, In line with these recommendations, the GO1 has 
agreed to alter the rules for MFEI implementntlan (eligibility for KIP will be reduced from 100 
percent to 90 percent, and based on a special study of recent RDA investments, a new figure 
of 50 percent was set for the FtDA component of the program).'O Another report fraylor, 
1993) examined the process for preparing the Investment Plan and accounting for 
investments in some detail. It found that this process also was generally reasonable (given 
realistic llmitatlons of current reporting processes within government), but recommended 
several improvements to gain additional clariacation and certainty. These improvements 
have been endorsed by the GO1 which intends to implement them under MFEI. 

Since the start of MFSP, USAID statr have conducted random spot checks of the 
investment projects identifled under the investment plan by the GO1 to assure that HG 
requirements were being met. This has included field visits to selected cities in the following 
provinces: West Java, DIU Jakarta, East Java, South Sulawest North Sulawesi, Bali, Central 

Plhe dlstrlbution formulaa have changed over time--aec dlscusslon in Thylor, 1693. For tranches 1 and 
11, the following percentages wen used: 100 percent for KIP, 37.1 percent for water supply, 42.4) percent for 
human waste, 36.8 percent for dralnage/flood, 47.6 percent for solid waete. 30.0 percent for access roads. 
and 38.5 percent for urban planning and studles. A separate share (37.5 percent) was applied to eligible 
types of inwtments flnancedwith loam fiom the RDA. In 1991, these percentages were altered for tranches 
111 through V, ban4 on new mearch: water supply (50.0 percent), human waste (40.0 percent), drainage 
(40.0 percent), solid waste (30.0 percent), and urban planning (10,O percent). 

'O~ctuaIIy, It was recommended (Ktngslcy 1993) that RDA investments be tabulated separately by eector, 
and that the sectoral percentages accepted for the maln program be applied Indtvldually to calculate the HG- 
eligibility of RDA expenditures. The W1, judeing that this might be admlnistrattvely cumbemome, undertook 
the study of ncent RDA lmrestments by sector, found that applylng indMdual sector percentages would yield 
an overall 50 pemnt ellglbllity rate as a weighted averagc. and requested that this overall rate be accepted 
for application to the aggregate of RDA inwstmenta under MFEI. lhis le not an unreasonable approach but 
It does not offer a clear safety factor. We recommend that U W D  watch carefully for shifb in the composltlon 
of the RDA plpellne to assure that this proportion remains reasonable. 
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Java, Yogvakarta, North Sumatra, South Sumatra, West Nusa Tenggara, and South 
Kallmantan. In each location, the staff verlfled the authenticity of the selected projects 
idcntlfled by the OOI as HGLellglble. Together, approldmately 112 projects were spot- 
checked through June 1894. USAID sM documented that, in all caees, the projects visited 
met the investment plan crlterla." 

Table 6.1 shows the distribution of total GO1 investment plan expenditures in HOG 
ellgible infrastructure catcgorles for tranche periods I-V (periods correspond to flscal yeara, 
starting wlth April 1989 and ending ln March 1994). Data are shown in both current rupiah 
and U.S. d o h .  Rupiah arc converted to dollars using exchange rates prevailing at the time 

Tabk 6.1 
HOUSING GUARANTY LOAN (HQL) INVESTMENT PLAN EXPENDITURES MFSP: 
ToW Expondltunr Tmnchw CV 

Tr. IUI - Tr. Ill - Tr. IV - Total - 
Rp. USD Rp. USD Rp. U8D Rp. USD 

(bll.) (dl.) (bll.) (mil.) (bll.) (dl.) (bll.) (mll.) 

Progmm 
KIP 14.46 7.08 
Wmter Supply 86.60 52.31 
Env.8mltation 11 .O7 6.04 
Dninag+/Flood 10.48 5.72 
SoIM W u t a  8.11 4.42 
Act- Romv 8.76 4.77 
Urban Planning 6.66 3.63 

RDA 53.60 29.19 - Tranche V 

TOTAL 208.90 113.96 

"In ourjudgement. thIs monitoring process would appear to compIywith requirements under FAASection 
223U) as reflected in the Program's Statutory Check List (See Annex Fl. 
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of U W D  agprwal of each tranche investment plan. Individual tranche hweetments by 
program arc exclusive of other donor support for h e  named program. 

Table 6.2 shows the sham of Ule expenditures on the preceding table that are HOL 
eligible with respect to the below-median income criterlon. The fourth MFSP program 
amendment (MOF, 1993) which added 820 million to the HCL program ea:rmarked RDA 
investments as eligible expenditures for FY 1993/94 (tranche V), therefore, thcsc montes arc 
shown separately under the RDA row heading. 

Except for the funde attributed to the RDA, the dlstributlon of eligible cxpendituns 
by program type changed little over time. The centrally adminbtered share of total eligible 
investment (Cipta Kayra programs) was well over half of all investment over the courae of the 
project period. Among the different programs adminietcrcd by Cfpta Karya, inveetment 
remained relatively even. For example, duking the three tranche periods, the share of total 
centrally admintstered investment attributed to water supply wacl fairly consistent over the 
project pcriad: 5Q.9 percent du~.irrg tranche I and II,60.3 percent during tranche 111 pcrlod, 
and 59.5 percent during the tranche IV period. Expenditures attributed to the RDA changed 
radically from one tranche period to the next given uneven capitalization of this program over 
the five year period. 

Table 6.2 shows that cumulative eligible expenditures through tranche V (through 
March 19941 summed to $188.5 million. Of this total, $145.2 million went for projects being 
adminlstcrcd by DG Cipta Kaxya. Of this amount, the majority of expenditures was 
attributed to two programs: 58.2 percent for water supply projects, and another 26.8 percent 
for Kampung Improvement Program (KIP] projects. The other subsectors contributed to the 
total eligible expenditures to a lesser extent (4.5 percent for human waste and sanitation, 5.1 
percent for drainage and flood control, 2.5 percent for solid waste disposal. and 2.9 percent 
for access road improvement and urban planning). The remaining $43.3 million (or 23.0 
percent of the total eligible investments) was channeled to the sector via loans administered 
through the Regional Development Account (RDA). 

The 8188.5 million in eligible investments is well in excess of the $120 millton 
requirement under the MFSP agreement (8100 original allocation plus $20 million via the 
amendment) so the Program's basic Investment Plan objective stated in the Project Paper has 
indeed been met. The Terms of Reference for this Evaluation (Annex D) also asks whether 
the share of the Investment Plan implemented directly by local gwemments, and 
implemented by central government in accordance with local government plans, has changed 
over time. GO1 Investment Plan submissions do not contain direct project level data on these 
issues, but it is virtually certain that trends have moved In these dircctlons. When the 
lkanche I MFSP investments were being made, almost all construction was implemented by 
central government units and t h e r t  were comparatively few PJMs to which they had to 
conform. By the tranche IV period. most local infrastructure investment had to occur under 
PJMs approved by local governments and project implementation teams in many cities were 
s M e d  by local government employees. It is unfortunate that data on the actual shares of 
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Tabk 6 2  
HOUSING GUARANTY LOAN (HQL) lNVl3STMENT PLAN EXPENDITURES - MFSP: 
allglblw Irpondkunr - Tnnohw I-V 

Tr. IV 

Rp. USD Rp. US0 Rp. USD Rp. U8D 
(bll.) (dl.) (bll.) (mll.) (bll.) (mil.) (bll.) (mll.) 

Prognm 
KIP 14.46 7.60 rn.97 17.64 27.60 13.66 76.92 39.07 
Water Supply 36.6U 19.41 89.12 36.89 68.77 28.96 163.46 8426 
Env.8mtbtlon 4.66 2.64 4.14 2.16 3.82 1.88 12.62 6.67 
D r c l h w b d  3-86 2-10 676 2.00 4.81 2.37 14.42 7.44 
$olkl Wu(. 3.88 2.10 1.72 0.88 1.37 0.W 6.01 3.67 
Accomr Ro& 2.63 1.43 0.00 0.00 0.00 0.08 2.63 1.43 
Urban PImnlng 2.W 1.40 1.90 0.99 0.43 0.38 6.20 2.76 

RDA 28.06 10.06 16.00 7.79 0.00 0.00 36.06 18.74 
Tranche V 60.30 24.63 

TOTAL 87.04 47.61 131.60 66.33 97.00 47.80 366.53 11121.47 

- investment meeting these conditions are not a~ailable.'~ 

It also appears that thie program of investment meets the requirements of Foreign 
Assistance Act (FAA) Section 221(a), recognizing that appropriate urban infrastructure 
services are very much a part of the low-cost housing' package (see Statutory Check-List in 
Annex F). The types of investments involved (and the overall policy h e w o r k  that guided - their design) were clearly intended to increase the availability of domestic ibncing and to 
marshall resources for low-cost housing. They were also intended to have a substantial 
demonstration impact, demonstrating the financial feasibility of this approach, developing 

'=In MFEI lnvcstmcnt Plan submlsslons, It mlght well make sense to ask the 0 0 1  to note for each project: 
(a) whether it Is a part of a locally approved PJM: and [bl whether the Project Management Unit was s u e d  
by local or central government employees. 
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domeetlc conetruction capabllitlea, and sUrnulaUng credit inartltutione to make available 
domcstjc capital. 

In addition to the GOI's performance undcr the Policy Action Plan and Investment Plan 
reqArcments, the MFSP also is to bc waluated against a series of Objectively VerLaable 
Indlcratore (OVI) of performance set forth ln the Logical Framework of the Project Paper. Most 
of these measures overlap themes of the Policy Action Plan, but some bring out interests not 
covered explicitly in that Plan. An assessment of progress under each element of' the Log- 
Frame is presented in aMex B end summruized here: more complete information on many 
of the topics has been presented in earlier chapters of this report. The r e sub  of the OVI 
waluation are mixed. 

8 PrQlect Goal: 5 measures: achieved - 50. 

Aoject Rvposes: 7 measures: achieved - 5: not achieved = 2. 

8 Project Outputs: 1 1 measures of "illustrative" magnitude of outputs: achieved 
= 6; not achieved - 5. 

Rqlect Inputs: 3 measures, all achieved. 

Total: 26 measures: achiwed = 17: technically achieved but concerns remain 
about underlying purposes = 2: not achieved = 7. 

Our overall assessment of this record Is positive, even though a number of these 
Project Paper indicators have not been met in full. Rcvlcwing the seven targets that have not 
yet been achicved, we flnd that considerable progress has been made in almost rlU areas and, 
with benefit of hindsight and considering the nature of process of transformation now 
underway, we judge that Roject Paper timing expectations were often overly optimistic. More 
specifically: 

The lack of achievement under two measures in the Purpose section (creating 
a fully consoltdated loan/grant system and creating a uniform incenthre system for improving 
revenue generation and expenditure control by local governments) is explained by the slow 
progress in grant system rcfonn in tne early years of WSP. There are several indications 
that momentum for change has increased recently in this area (see Chapter 4). but these 
measures still warrant high priority atterriion undcr MFEI. 
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I We judge comlderable prwlgew ts being madc in relatlon to three of the Output 
measures not achieved to date (issuing guidellnerr for private partlclpatlon in urban services, 
reduchg or ellrninatlng conceueionary government loam to local governments, and 
standardizing accounting practlcce): see discueslon in Chaptem 3 and 4. It seems Ilkcly that 
both wlll be fully arati&xi Ira the next few years. 

There arc emng reaeons to support the objectives that underlie the remalnlng 
two Output targeb not met (enabling the 001 to sell partldpatlon cerUflcatee in its RDA loan 
portfolio tc the prlvate sector. and tying grant allocations to measures of local govenunent 
flnanclal performance) although these speciflc mean8 arc not the only methods of achieving 
them. We bclleve more ticne is juettflably required for the GO1 to evolve approaches to 
addressing these objecthrea (I& they are! not reallatic targets in the short term). 

It Is also important to comment on the two measures (in the Goal section) we rate as 
having been achieved, but where concerns remain about pcrfomance in relation to 
underlying purposes: a nationwide net increase in urban infrastructure Investment and an 
increaee in the level of such Investment benctltting below-median income f m e s ,  The 
problem is that while net incrcasea (in red terms) have occurred, Qhoee increases have not 
been large enough to keep pace with urban growth. In real per capita terms, total public 
investment in relevant hfhstructurc sectors has been declining and investment in the 
components of those sectors suitable for below-median income households is just barely 
keeplng up (see discussion In Annex B). Ae noted elsewhere in thb report, we judge it not 
surprlslng that, even with some increase in funding avallabillty of late, some slowdown in 
actual dellvery might occur as  handover of imglementaticn rcsponsibillties to local 
gavernmenta is actually underway. Nonetheless, these are the "bottom line" measures of 
program success. We recommend that they be @en focus as high priority for acUon under 
MFEI (see Chapter 7). 

The Interim EvaluaUon of this program (Kingsley and Petenson, 1992) made thirteen 
explicit recommendations to improve performance and further long term objectives. 
Responses to some of these have been discussed at more length elsewhere in this report. 
Here we summarize these recommendations and the actions since taken by the GO1 and 
USAID with respect to each: 

1. Establish a new HGL program and continue technical assistance support: 
Accompltshed through the Wtiation of MFEI and an amendment to the MFP technical 
assistance component. 

2. Cany forward the basic elements of the current Policy Actlon Plan in the new 
HGL program: Accomplished (see the Policy Paper for MFEI, USAID/Indonesia, 1993). 

3. In technical assistance under the new HGL program, give emphasis to further 
work on the market-based credit system. effective urban environmental quality management, 
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and more local choice In revenue generation and inveetment planning: Accompllahed (see 
the Pollcy Paper for MFEI, USAID/lndonesia, 1983). 

4. Strengthen the RDA and estabbh (and operate under) an intermediate-term 
plan for opening municipal access to private credit markete: ParU%lly accomplished. Initial 
etudes as  to the future of RDA are fully conststent wlth these themes (see Johnson, 1994) 
but an intermediate-term plan has not yet been adopted (see further discueellon in Chapter 
4) 

6. Conduct local sample surveys of household beneficiaries to more effectively 
monitor income targeting of investment: Not accomplished (see reasons discussed in Chapter 
4). We judge that effort8 along these lines warrant priority under MFEI (ate approaches 
recommended in Kingeley, 1993). 

6. Rovide technical aesletance through the lifetime of the new HGL program: 
Accomplished through the amendment to the MFP technical assistance component. 

7. Focus technical assistance more on prindpal bottlenecks to fmplcmentlng the 
Policy Action Plan: Accompbhed, in our judgement. See, in paxtlcular, discuseion of work 
related to RDA development (Chapter 4) and tratnlng (Chapter 6). 

8. Use more short-term technical assistance to reinforce long-term 
advisor&-include budget for short-term technical assistance in plan for the new HGL 
program: Accompltshed, both by actions of the past two yeare (e.g., short-term missions 
supporting RDA plannirrg, municipal bond development. and plannlng the management 
training prograd and the structure of the budget for the amendment to the MFP technical 
assistance component,. 

9. Rovlde emphasis in future technical assistance on priority topics identifled: 
Accomplished. All priority topics identined are being addressed, either in work accomplished 
over the past two years or in plans related to the new MFEI program, 

10. Channel a larger portion of HGL investment resources through the FDA and 
in support of prhmte-partkipation in urban services and environmental Miastructure: 
Largely accompltshed. All of the resources in the MFSP amendment (last $20 millton) where 
channeled through the RDA and the R D A M  recelve a larger share under WE1 (a xninhnum 
of 20 percent of each tranche). Gtvcn work being conducted under PURSE (set Chapter 3), 
it is likely that private sector participation in program investments will increase, but more 
work is probably called for to examine spccifkally how thls will occur and to prepare for 
monitoring perfomanct in relation to the objective. 

11. Conduct quarterly meeting8 of the MFP Intennlnlsterlal Counterpart 
Comrraittce. Partially accomplished. Meetings have not been held consistently on a quarterly 
basis. However, we judgc that ather forms of communications between committee members, 
MFP staft and USAID have been enhanced so that the lack of consistenq in thls regard has 
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not caueed problemr. StMl, the idea of quarterly meetlngs erhould be considered for the MFEI 
implementation period. 

12. Update the MFP monltorlng indicators report semiannually: Not accomplished, 
becauee the data collection eysteme supporting several of the indicator@ only operate on an 
annual basirs. SUll, wc judge that efforts should be made to expand the number of indicators 
tracked and to issue semiannual reports on those that are available on that bask  

13. Include BAPPENAS fully in the MFP Intenninfsterial Counterpart Committee 
and provide technical assietance support directly to BAPPENAS: Accomplished. One MFP 
long-term advisor was assigned directly to BAPPENAS as a result of thia recommendation and 
M E W  Is now playing an active role both within the Committee and in day-to-day 
actMties of MFP. 

The MFSP was direct@ managed by USAID'S Fkgional Housing and Urban 
Ctvelopment Offlce/Jakarta, under general guidance from the USAID Indonesia Mission 
Dlrector and staff', and the O0ce of Housing and Urban  program^ in Washington. 

The tenns of reference for this evaluation do not require a detailed hbtorlcal 
warnination of all procedures followed and actions t9k:m to manage MFSP, but an overall 
assessment is possible and called for. At thls level, we judge that USAID management of the 
Program has been both diligent and innavawe. 

Of first importance was that management did imLt on regular unbiased monitoring 
of program performance and took the Mtiative to assure it. This took a number of forms, 
most notab& (1) requiring a s e w  of comprehensive assessments and evaluations of Poky 
Action Plan performance by independent researchem (a1% Usted in Chapter 1); (2) pressing for 
regular progress reports from GO1 and establtehixg, through IMFPC, the Monitoring Indicators 
Series (e.g., BAKD/WPENAS/MFPC, 1994); (3) undertaking regular Deld visits to spot check 
the accuracy of GO1 reports on progress under the Imstment Plan. 

The next question, is what did the managers do with the Mormat!on on performance 
once they received it. There are instances where assessment findings were considered but 
not acted upon (at least not acted upon rapidly) though such cases were generally trivial. On 
the whole, Rogram managers did pay close attention ts  monitoring* use it to identi@ 
important new pmblelms and opportunities as they emerged, and take action to address 
them. The iatter entailed not only $vlng new instructions to consultants and rahing the 
issues in their own djalogues with GO1 counterparts, but also in moblllzing active support 
from higher lcvel managers within USAID. 

The clearest example is the forceful and persistent (and ultimately successful) efforts 
by USAID at all levels to assure that the RDA would be established when, at several points, 
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It was judged that 001 prolpcaa in this area had ataUed0 Another Important example is 
USAID9s effort to introduce the nouon of private yartlcipatlon in urban services to a broad 
range of 001 omciala and, once MUal acceptance was gained, to back this theme with 
substantial remurcm in mobWing the PURSE project. (001 omciale int.crviewed as a part 
of this evaluation clearly gtve USAID a great deal of the credit for the progress that has been 
made in both of these areas.) 

Other examplee include the rapid refocusing of technical aselstance resources and 
emphases in policy dialogues in response to issues raised in the Interim EvaluaUon: e.g., the 
need for progresa in restructuring the RDA approach to lead toward long term municipal 
credit syetrm expansion, the need to expedite a much expanded training effort in municipal 
management, and the need to pay more attention to the targeting of program benefits to the 
poor, 

In the late 1980s (when the MFSP wais designed), the Qeld of development was paylng 
scant attention to the role of women. Since then, the importance of women in development 
has gatned much greater recognition. In thitr section. we: (1) review how thls recopition has 
evolved in Indonesia, particularly in the context of the urbanization process; (2) offer 
observations on the way MFSP may have impacted wornens' roles; and (3) suggeata avenues 
through which the GOI'e urban development agenda (as supported under MFEI) might be 
able to make a stronger contribution in this regard. 

Women and Urbanfiatim 

By 1990, nearly one-third of Indonesia's population lived in urban mas.  Nearly half 
(27.7 million) were women, and a large portton of them were poor. While poverty has declined 
throughout the country, the extremely rapid pace of urbanization has shifted the geographical 
focus of the problem. By 1990, mere of the urban population was poor (about 22 percent) 
than the rural population (14 percent). The literature is now replete wlth acknowledgement 
that women, in their roles as wlves and mothens, face harsher Impacts from urban paverty 
than men, and there is also evldence that an increasing share of all urban poor households 
arc headed by women (Mboi, 1993). 

As elsewhere, economic status in Indonesia helps to determine social status. And 
women are at an economic disadvantage in gaining access to the new jobs being created in 
cities, due to sex dirscrimhation as well as inadequate education and training. Indeed, 
women account for 40 percent of the total labor force. but are paid only half of what their 
male counterparts make at similar jobs (USAID/Indsnesia, 1993b). The poverty rate is 
undoubtedly higher for women than men. 
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Partly because of this economic dlaparity between women and men, gender related 
ieaues are receiving lncremlng attentdon by the Indoneaim research communlty.'"e 
iaaue L promoted by a relathtely new emphasie on orlentlng economic development around 
people lnstcad of places. Tradltionally, women and men have been grouped together a8 
recipients of inputs, rather than belng ldentlfled for the Merent roles they play ln society 
(and therefore for their ditrerlng needs). 

Omcial GO1 recognltlon of this iesue is growlng as well, as indicated by attention 
devoted to it in the country's Iicpellta.6. However, a number of the interviews conducted for 
this evaluation suggests that maxy agencies arc still groping toward d e b g  appropriate 
programmatic meam of enchancing the role of women in development. In the urban 
program, at least one pramieing direction may be the greater emphasis being placed on 
participatory communlty development. The GOI'e June 1994 draFt for a revised urban Policy 
Action Plan dedicates a section on expanding community parttcipatlon In the development 
process. In this regard, the Kampung Improvement Program (KIP) is partlcularly important 
in that it is Mcreaslngly allowlng communlty and women'er needs to be expressed through a 
"bottom up" approach to prloriUzlng lnvcstment. 

U$AID/Indonesia ie also increasingly recognlzlng the unique needs of women as 
beneficiaries of ita programs and has instituted poltcies regarding gender issues when 
programs are designed and implemented (see its Gender Action Plan USAID/Indonesla, 
1993b). Among other things, the Mlseion hae also promoted poky targets related to the 
involvement of women ln its training actMtles and has recently required reporting on gender 
actMties undertaken ln all USAID-eponsorcd projects. 

Fully assessing the impacts of MFSP on women would requlre primary research much 
beyond the scope of this evaluation. We can, however, offer a few general observations and 
hypotheses. Overall, we judge that MFSP (and broader future support for the urban Pollcy 
Action Plan) should rank as one of the most Important vehlcles USAID has at its disposal for 
addrcsslng women's Wues ln Indonesia. The reasons are two-fold. 

F h t ,  the basic substance of the program (the prwlsion of low-cost residential 
infiastructurc), by deanition, has profound effects on the quallty of the llves of women and 
children in cities, particularly women in pow*. Women [and rhlldren), who typically spend 
much more of thelr time In the residential environment, feel the harshness of urban poverty 
mom directly than men. Basic infrastructure services arc potent weapons in alleviating this 
harshness: for example. clean and reliable water supply (which not only reduces the chance 
of disease, but also ellminates the need to spend substantial amounts of time and effort 
waiting for water at publlc taps and canying it back home): drainage, sanitation, and solid- 

%vidences of the hcnaslng attention Indonesian msearchers a n  paylng to women's Lssues are found 
In Mboi (19931, Cardlraer and Oey-Gardiner (19931, and the lssuance of a report entltled Socfal IradlcaQrs; on 
Women Ln Indonesia by Blro Pusat Statlstik (1 989). 
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waste management lmpraremente (which eubetantlally reduce the lncldence of diseaee, as 
well m ameliorating the physical environment); street-lighting (which increases peraonal 
safety). 

In this regard, white not speciflcdly memured, we are coddent that MFSP haa had 
an important pmitive Impact on women. Although we have no rereearch rcsulte to confirm 
the hypothaie, it ie rewsonable to assume that this contribution could be further enhanced 
if women played a more important role in makfng deciaione about the dcaign and 
implementation of neighborhood emice improvements. By its support for KIP (which has 
increasingly emphasized community parttdpaUon in deslgn), MFSP had some positfve impact 
in this regard as well. However, anecdotal cvldence suggests that community participation 
procemea still typically remain male-dominated at this level. Women's branches of 
community groupe (PKK) exist but their roles tn decieion-making arc limited. Thls ie a 
potential which has not been sufilciently recognized to date. 

Second, the vast expansion of urban management jobs Indonesia must create (ranging 
from profeeeional positions in local government and private tlrme tc community workers, as 
implied by dlscuasions elsewhere in this report) should offer unusuaUy good career proepects 
for women. There &KC a some poeiUve drcumetances to report In this regard. I t  is noteworthy 
that two of the moet Muentkal figure8 now directing the WI urban agenda (the chiefs of the 
new urban development bureau in BAPPENAS and of the regional hanciaI analysis division 
a t  MOF) are women. And USAID has taken some s t e p  to further women's roles in 
connection with urban development: e.g., urging more participation by women in MFSP- 
related tratning, sponsoring a baacline study related to the role of women in urban 
development (Gardiner and Oey-Gardiner, 1993). and incorporating gender issues into the 
project design for MFEI (including training quotas for women, and other inducements for 
gender recognition acttvitiea). By and large, howcver, very little has been done so far to take 
advantage of this important employment potential in a serious way. 

Comment 

Both the GO1 and USAID/Indonesia have explicitly recognized the need to address 
gender concerns in fhe management of urban development, and the potential for doing so 
appears impressive. AS yet, however, no concrete plan of action along these llnes has been 
formulated. Such a plan would have to address, at a minimum: (1) enhancing the decision- 
making role of women's groups tar neighborhood servfce planning and implementatton; and 
(2) laying the groundwork to substantially increase women's partidpation in rapidly 
expanding urban management employment opportunities. 
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Chapter 7 

In this chapter, we offer our conclusions on program impacts, recommendations for 
the implementation of the MFEI Roject, and lessone drawn h m  the MFSP experience that 
should be of relevance to other USAID projecta wlth similar objecttves. 

What the GO1 has accompltshed under the Policy Action Plan (as documented in 
Chapters 2 through 5 of this report) amounts to a major institutional transformation in 
Indonesla's capadty and approach to managing the development of its cities and towns. The 
GO1 has not yet fully achieved all of the objectives it set for itself in the P b .  In several 

a - important areas, commitment and momentum have ebbed and flowed over the course of the 
past slx years and, clearly, much remains to be done. Nonetheless, this effort has been a 
substantial achievement. There are no signs that the basic themes emphasized in the Plan 
are likely to be reversed. Indeed, support for them appears to have both broadened and 
deepened over the past two yeas. Seven accomplishments are probably most notable to this 

A 

point. 
- 

(1) A comprehensive nvision of the process by which urban infrastructure is 
programmed (from a highly centraked approach into one in which coordhalted 
p b n h g  and project preparation occur across sectors for indMdual cities, with 
strong local government participation and linkage to local resource 
mobilization) has taken place through IUIDP-PJMs have now been prepared 
(or are in preparation) for areas accounting for 89 percent of the nation's urban 
population and approved for areas accounting for !53 percent. 

(2) Responsibility and authority for urban development generally has been shlfted 
to the local level more forcefully through a scrles of new regulations and 
mstitutlonal changes (including the transfer from central to local control of 99 
water authorities over the past two years-only 17 of 293 are still controlled 
centrally). 
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The management of the property tax and other local own-eource revenues has 
been markedly improved and their yield subetanUally enhanced: real per capita 
own source revenues of Tk. 1 and 11 governments (Including PBB) increased by 
60 percent in the four years following 1987/88. 

A rsound policy and technical base for expanding private sector participation 
in urban eervlcee has been much advanced. 

A baw for expanded municipal borrowing for urban infraetructurc has been set 
through establishing and *-xpanding the RDA (dtebureements increased by 84 
percent from 199 1/92 to 1992/93) and the 601 has evidenced a new openness 
to expanding from the RDA concept into a broader approach to expediting the 
development of a sound market-based credit finance eystcm. 

The commitment to local government capacity building has been strongly 
evidenced of late; e.g., the number of professional dvil servante under the 
jurisdiction of the Minlstrlee of Home M '  and Public Works assigned to 
work for reglord and local gwernments has more than doubled from 199 1/92 
to 1993/94, and the number of person-days of relevant skill training provided 
to local ofnciala by 45 percent from 1992/93 to 1993/94. 

The GO1 has established and malntatned a viable framework for 
intermhiaterial coordination of central government actions decting urban 
development. 

What role did MFSP play in these accomplishments? Clearly, it cannot be argued that 
they ntver would have occurred without USAID'S assistance through this program. 
Nonetheless, we have presented evidence throughout this report that MFSP contrlbutcd in 
important ways to sustaining and expediting the program and influencing prj,,orities to 
heighten tht 4mpact of the overall agenda. 

The World Bank had earlier provided substantial loan funding W e d  to Policy Action 
Plan performance but, In the late 19808, it withdrew h m  that approach and notably reduced 
its funding commitments for the program overall. The Asian Development Bank as well as the 
World Bank still strongly support all Pollcy Action Plan themes in principle and continue to 
provide loans for speciflc urban projects within it, but neither conditions such assistance on 
the progress of the Plan as a whole (see World Bank, 1991). MFSP thus entered to flll an 
important void at that time. 

GO1 omclals readily acknowledge that HCL funds became vital to continuity in the . 
investment program (and that, because of less cumbersome disbursement procedures than 
those of other major donors, HGL investments could generally be delivered with greater speed 
and flexibility). Probably more important was USAID'S active work in policy dialogues with 
GO1 counterparts to make mid-course corrections to address emerging problems and 
opportunities that had been identiaed in recurrent monitoring. There is no doubt, for 
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example, that theee dialogues played a very important role 111: securing the progress that has 
been made in the development of the FDA and the broader search for mechmisrne to urpand 
municipal credlf . addlng the cmphasb that hae been given to prtvate gsuticipatlon in urban 
senrlces; and the recent focue on targeting program b e n c h  more Ughtly to the poor. 
Technical aselstance resources (mostly through MFPC) were deployed proactlvely to support 
these prloritiea. 

Sttll, the ultimate outcomee desired from thia approach still seem a long dietance 
away. Even after recent increases, Indoneelah rate of local taxation and rate of recovering 
costrr from public enterprises remain low by world standards. Similarly, lending still 
represents a very emall share of all municipal investment. Particularly disturbing is that 
urban mfratructure investment may now be falling behind the needs implied by rapid 
urbanfiatlon. Total per capita government investment ln HGGelljjible environmental 
~ ras t ruc ture  sectors has actually declined in real terms of over the past several yem;  for 
example, from Rp. 15,900 in 1990/91 to Rp. 14,200 in 1992/93 (constaxit 1992/93 Rupiah). 

Internattonal wcperlence rsuggests that Indonesia is on the rlght path. 
Decentralization, with the right flnanclal and Institutional incentives in the framework of a 
market-oriented development process, is the most promising means of reaching a "take o r  
point &er which effective delivery of urban servlces wlll accelerate. But that point has not 
yet been reached in Indonesia and a new sense of urgency is warranted in driving toward it. 

This evaluation has not identifled any outstanding issues under the MFSP agenda that 
need to be dealt with before that project is closed out. However, the cevLcw presented in 
Chapters 2 through 5 suggests many areas in which the ongoing program needs to be 
strengthened and expedited, and these should be addressed under MFEI. All of them warrant 
some attention. However, we judge that at Qhis point in the program's development three 
issues should be singled out for priority attention by the GO1 and USAID under MFEI over 
the next few years: 

1. Eliminating bottlenecks in the delfvery system; 
2. Expediting the creation of a market-oriented credit h m c e  system for 

municipal Infrastnrcture; and 
3. Firmly establishing local leadership in urban development and management. 

In the paragraphs below, we discuss the nature and importance of each of these issues 
and offer ideas on how they mlght best be approached. We also offer less detailed 
recommendations on other mattem that should receive attention in the near term. 
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There L comernus that, for the tlme being at least, the availability of money is not the 
or@ problem. Bottlenecke wdst in the delivery system that are holdlng back investment of 
the ilnancial resources that are available. The issue war, rriieed in the 1982 BAPPENAS 
Issues and Prlotitiea Report and in this project's Interim Evaluation, and it ie noted again in 
the 1994 BAPPENAS Prugress and Rospects Report. 

It is not surprieing that, durlng the difficult transition from central to local control, 
some slowdown in dchery might occur. But, in this program, expanded delivery of urban 
senrtccs is the 'bottom h e "  and we judge that addressing this issue more forcefully ehould 
be the single highest priority in the next stage of program implementation. 

The MFEI, of course. gives a very high prlorlty to improving the urban environment 
in Indonesia. It should be remembered that the lack of s d d e n t  infrastrudute delivery 
(water supply, sanitation, soltd waste disposal, roads to open up good land for development) 
to keep pace with urban growth is generally recognized aa the prlmary cause of 
environmental degradation in the nation's urban areas. Therefore, expanding delivery per 
se, is the single most critical means of achieving the objectives of MFBI. 

Several factors appear to play a role ln blocking delivery. For example, some of the 
more immediate constraints are: cumbersome procedures for funding and implementation 
(imposed by major donora as well as within the government); inadequately clear or forceful 
intitructions from the Minietry of Home Affairs to local gwernments: Walikota and Bupati 
assigning inadequate prlorlty to their tnfrastructure development programs; Inadequately 
aggressive recruitment and training of technical and project management sW at the local 
level; complex project approval and contracting procedures; inadequate mechanisms for using 
trained central staf'f in support of local lmplementatlon programs. 

Interviews conductid with the staff of Dlrectorat Bina Program (which monitors 
delivery most closely) indicates, however, that these problems are not uniform. Some local 
programs. even where management has been highly decentralized, have been perfonning well, 
while others have not. This demonstrates that decentraltzation itself is not the problem. It 
also shows that effecttve local management can be successful in Indonesia today. 

TKPP/IMG are already working on this issue, but they should give it higher prlonlty. 
They should intensify their efforts to gain a clearer understanding of the bottlenecks and then 
dwlse and implement an effective action plan to address them. The b t  step would be study 
of actual progress that has been made in IUIDP implementation and its timing so far-city- 
by-city-then using that information as a base for deeper probes to identify and analyze 
bottlenecks. 
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I m p ~ t a t f o n  Support Units 

Farther along, we ace the need for adapttrrg institutional mechanisrne to focus on 
expediting implementation. To iUustrate how this might work, we suggeat consideration be 
m e n  to something like the following: First, lmylementation nupport units would be 
eertabllshed at the provincial level, atadled by cxperb/traLnera in relevant aspects of 
implementation management (probably as  subunlta within the PPMO/PPMU structure the 
Provinces are already catablishing). Theee units would regularly update and analyze a eimple 
and pragmatic information system, reporting dates when important milestones are achleved 
in the processes of project preparation, financing, contracting, and carrying out the work in 
a t  least all larger clues--perhaps those above 60,000 population. They would also do studles 
of past timing bebwcren milestones and set performance standards. When notable delays are 
evidenced, SM teams would be sent to assist the Tk. I1 governmentrr involved in discovering 
curd overcoming bottlenecks. 

Thie approach illustrates two principles. Flret, the need to be selective. There arc not 
enough s u e d  technical assistance resources to spread them evenly across all urban areas, 
and some (as noted abwe) appear to be moving their programs well; i.e., do not need more 
external guidance a t  this point. This approach focuses resources on places that need the 
help. 

Second, this method emphaeizes "learning by doing'. I t  wlll be essenUal, of course, 
to develop more and better tratning courecs in the practical techniques of project 
implementation management in a claseroom setting. However, we judge that the lessons will 
be reinforced even more effectively if new Tk. I1 project managers have a chance to gain advice 
"on the j ob  from urperlcnced stafT of the provincial technical aselstance units. Teams from 
those units might help several cities on perlodlc visits: for example, spendhg a week in a city 
to help local managers identify bottlenecks and develop an Mtial action plan for dealing with 
them, returning perhaps a month later to check progress and provide additional advice in 
light of recent events, and returning several times again wer the year to do "trouble shooting' 

- and help local 8W build the lessone into a systematic approach such that they will require 
- no (or very little) additional outside help thereafter. 

The IISP program provided "hands-on" techntcal assistance to three cities in plan 
preparation in this manner (IISP, 1994) and these efforts were regarded as quite successful. 
We believe the approach could be broadened and applied successfully to implementation 
management as  well. 

The Next Round QfRnb¶Preparatbn 

The 1992 BAFPENAS Issues and RLorUfes Report offered some more specific ideas 
about delivery bottlenecks. It stated that the problems "reside partly in the government 
procedures associated with project identillcation, preparation, appraisal and implementatton 
. . . and partly with the practices and demands of external agencies." The approach would 
be to reach agreement about a "more practical and responsive form of lending package." This 
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mijght tintail project identification and preparaeion based on the ''bare bones of a PJM:" 
wrpediteu procedures such aa thore used in the World Bank East Java/BalI projcct for 
preparation and appraled (baaed on "plausible" estlmsltcs and full aub-project preparation 
only for the highe~t priority elements); working in close collaboration wlth the Mayors and 
Sekwildas; defining imtitutional arrangements and funds channeling arrangement8 prior to 
loan effecttvencss; appraisal procedures Wlond to the scale and complexity of sub-projects 
(making it pwaible to appkalee and dleburee against aimplc sub-projectcr more quickly); and 
pravldlng better initial technical aWstance and simpler procedures for procurement. The 
moat important theme would be to allow the most urgent and simplest sub-proJects to move 
more quickly. 

While implementation problems are the first priority now in genexd, the 
implementation of initial PJMs in a number of cities fa nearing completion. Continued 
expansion of dellvery will, therefore, require expanded assistance to local governments in 
preparing the next wave of PJMs ae well. We suggest a model similar to that above for the 
implementation proceee: ix., establlshlng provincial technical assistance, subunib within 
the PPMQ/PPMU structure to help local ofllcials on n selected basis, 

This approach would address two problems identifled in the earlier IUIDP experience. 
First, in many cases, the consultants, normally under substantial pressure to produce 
results, did most of the work of PJM preparatton themselves without rneanhghlly involving 
local counterparts. Second, PJMs generally sufiered from a lack of analyaie and strategtc 
planning and priorlty setung across sectore before project llsts were compiled. Program staff 
admit that IUIDP guidelines have been weak in these areas. 

The process might work as followe: (1) the provincial technical assietance/training 
team would work with local government stafF in preparing quick studies of the development 
challenges faced by a city (and the relationship of the city's current PJM to those challenges): 

. ' (2) the Wallkota would call in his top management sM along wlth a few key community and 
business leaders for a one- or two-day retreat: (3) at the retreat, local technical stalET (wlth 
assistance from the provincfal team) would present their Ideas coming out of their studies; 
LC., outlining alternative strategies for development open to the city and presentlng rough 
estimates of the impacts of each (e.g., infnutructure and land development requirements. 
costs and potential flnanchg, environmental Impacts. impacts on job creation and economic 
indicators). 

The estimates wodd be presented only to stimulate the Joint thlnldng of the local 
leadership team, not in the manner of hard forecasts. in this contact, the local leadership 
team would be forced to consider basic strategic choices in a rtallstlc manner. The initial 
retreat might lead to other meetings, to policy decisions and guidelines after that and, W y ,  
to modincations to impnm and extend current PJMs. Consistent with proposals for the 
broader IUDP concept. these processes would address all infrastructure and land 
development needs (not just planning for the IUIDP subsectors). 



Thle approach hae aluo hew tried of l a t e b y  Cipta Karya stalf and con~ultantdl in 
Pangkal P i m g  and Tarlkmalaya. Theae efforts took advantage of the new requirement to 
conduct studlee on the demand for urban servicce as a part of PJM dcvcloprnent, and those 
stordim led ofilclala from the citle~ and their PDAMe to adopt quite dmerent etratcgks than 
they mlght have chosen wlthout them. 

External technical aesiotlhnce support for these actMtlee (both expediting 
implementation and effective phmlng tur the next generatlon of PJMe) is ta be provided by 
the new United Natlone sponsored IIUD lnltlatlvc. Because of i ts  importance to MFEI 
objecttvee, however, USAID should watch over thls agenda carefully, The WFC team should 
monitor IIUD progress (and provide supplementary aselstance to it rup appropriate) and 
U W D  rahould feature theee topics in i b  ncumnt  policy dlaloguea wlth GOI. 

If the lack of flnaPlcing is not the central problem today, it ie certain to regatr1 that 
statua in the near future. And international cxperlence of the past few years confirms more 
vlvldy than ever two fundamental assumptione that lie behind thh element of the Policy 
Action Plan: (1) government budget8 alone can never be sufllcient to Qnance the 

@  structure demands of a rapidly urbanizing nation llke Indonesia-private capital must 
be attracted to the aector; and (2) if the system L set up properly, prlvate Investors wlll 
indeed h d  the sector attractive and allocate eubatantial resources to it. The potenW is 

. . especially high in Indonesia now glven the growhg accumulation of relatively idle long-term 
a capital held by institutional investors such as pension hrnds and insurance companies. 
- 
- 1n addition, the issuance of municipal bonds would contribute to the mobilization of 

prlvate capital to alleviate budlgebvy constraint. This type of infrastructure h c i n g  is 
particularly well suited to revenue generatlon projects such as water works. The emergence 
of a munidpal bond market in Indonesia wilr not only add to the financing capablllties of 
cities but also allow local governments to become more self-rellant for thelr capital needs. 

The steps to be taken here are already being suggested in the studles being conducted 
for the MMstry of Finance and MlnisPry of Home Aihlm. They lnclude: (1) reorlentlng 
policies of the RDA to ensure that it serves as a transition vehlcle helplng to open access to 
private-market lending to municipal governments, and does not become a dead-end public 
institution substituting for prlvate market credlt; and (2) removing regulatory and other 
barriers to other forms of credlt hanclng llke municipal bonds. 
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As noted m Chapter 4, e rnqjor theme is the trandtion sf the HDA from esnring only 
nr a conduit for central gwemment funde to becoming a true flnandal Intcarncdiwj whoar: 
operiation lu more autonomouo, thereby enabling it to rabe funde from private caprtal 
markets. Within that general themc, it is worth eummcullting romr: uf Ule ahar?er term 
rccommendationa from the Interim hraluaUon of MFP. 

4- m-nt must be taken sertouslgr. If the RDA is to facilltate tranrltion 
to private credit market financing, it irr imperative that it establish e rl$orou& record of Utncly 
debt repayment. The principal reallon that government-operated municipal credit imtltutlons 
in moot other countries have fatled-frequently becoming barriers to private lendirq rather 
than facilitator of it--b that they do not require prompt and universal repayment of' loam. 
Perhaps the moot impartant steps that the RDA can take in preparing for private-market 
lending to munlcipeJlties are to apprabc loan application8 rigoroudy 80 es to ensure that 
projects have the capacity for repayment. then demand that local authorities make all debt 
payments ars due. One ietep in this NrecUon ie to make crystal clear that the RDA, under no 
conditions, will accept loan appliccrtiona &om enterprlnes that arc not current Ln all of their 
part payment obligations. Another step is to introduce rrsrtomattc covenants inta iaan 
agreements, which require that brrouring enterprises meintain a minimum margin of net- 
revcnuee-before-debt-8eNicU over repayment obligations and that aelvice prices be mieed 
to restore the margln whenever it bib below the required level. 

a 'Ihe RLM should dewlop a &rrg.&m plrm &r &ht#@@ and tecltu.! k a l  
gcmmmmt mdft risk. As a tramition inetitution, part of the WIA'a role is to identify 
(through its lending experience) the credit rieka imwhwd in munkipal loam and gradually 
reduce these so that it becotncb feasible far the prhrate sector to lend b local authoal,Uers. 
Each of the RDP% lerrdhg pracucea should be re-examined in this light: Wffl it help iden* 
and reduce m ~ ~ c i p a l  credit rbk? R.e FDA should ham a systematic program of asMsing 
local authorities in advance when initial loan payments wtll come due. and ensuring that 
local authorities budget for thew payments. Experlence in other countries also provides 
lessons about techniques that have successfully reduced mour9dpa.i credit nlak. For example, 
liens on central government transfern p m d  to be b e m c l y  effective in reducing municipal 
default rates. These arrangements automatically give lenders b t  claim on central 
government transfer payments in the event a muntcipatity does not make loan repayments 
on time. In lndoncsia, the mont. mitable device would probably be a Hen on central 
gwemment PBB transfers. 

8 The RDA should conduct Us operations in an environment ofjirll dbcloswe crnd 
transparency. If the RDA is to smooth the way for private sector lending, it Is critical to 
identify the true extent of crcdlt risk. The tews of all loans rrhould he a matter of record. as 
should borrowers' repayment histories. Disseminated information on payment histories alao 
would be a sign that the RDA takes repayment ecirloudy; it may, in itself, discourage payment 
delays by local governments. 

A consfstent interest-mte policy needs to be artlcula.ted Without a clear policy, 
unsubsidized entry of private lendem into municipal credit markets wlll be impossible. There 
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d l  be no demand for pxivclte lending, as long as rnunlcipal author6tles can borrow from a 
ptiblic credit insUtuUon at lower rates. Movement toward market rates of interest for 
rnurvcipal llo~lno doe8 not imply bur end to central-gcwenzmcnt coubrldy of urban tnfrastructure 
investment, Undcr the Indonedan municipal finance kamework, it is lmpoarrible for more 
than a handful of lnveetments nation-wide to be flnmced entirely by credit, glven IlmihUone 
on local taxca and charger. Market-rate loans, therefore, will need to be blended wrpllcitly 
wlth grants in a single flnarrclng package, applying agreed-upon criterla to detcnntne the 
appropriate share of grant f ' c l n g  in the mix. 

0 
rn Ang protectbm agcrlnst rnunfdpd credit risk should be equally aoallabk to 

prloate and pub& Imders. It is likely to be many yeara befor.: a private, commercial lender 
eeeks to make a municipal loan. Nonethelms, the same condition6 avalhble to a publlc 
lender, such a8 grant-flnanclng of part of the investment package or Ilene on central- 

a government transfer payments, should be available to prlvate lenders. 

Commercial banks wuld be integmted fnto the munlclpal lending system @st 
by senting as wUectbn pofntsfir Loan repaylents and eventually initiating munlclpal Loans 
that are nepu~y:hao& by the RDA. Commercial banke are now used as the collection point for 
PBB payments rand, in many localities, as the collection point for payment of PDAM water 

r, hflle. If the long-run goal is to introduce commercial banks to municipal lending, it would 
seem logical to have them collect municipal loan payments, a8 well. This would expose both 
municipal ofncials and commercial bank offlcers to current lending practtces, and perhaps 
hasten experimentation with strictly commerctal, loam. It is abo likely to improve the 
payment record, as hae happened with property tax and water payments when commercial 
banks become the payment point. . 

The Natun fl the lrruG 

'Rue take-off in decentralization is not likely t~ occur until local leaders (normally 
Mayom) hally believe that it L they who arc fully responsible for effeetfve Puban development 
and management. Thelr job Is no longer to wait for instructions from above-it Ls they who 
must innwate, bulld political coahtlons, gain community support, e~ecure private investmenl;, 
forcefully motivate city staff, and do whatever else may be needed to produce results. And 
they must belleve that they, personally, will be held accountable, gaining substantial praise 
if they succeed but facing serlous penalties if they do not. Many elements in the Policy Action, 
Plan are moving Indonesia in this direction and several Mtlattvea have been taken by 
BANGDA and Clpta Karya but the destination has not yet been reached and even more can 
be done in the short term. 
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BANGDA ( M O W  har taken rorne important initial steps along these lines in recent 
months. Thee have included holding a workshop to discuss methods of sharing information 
at h e  city level (including city twinning and sister-city initiattvc:~), planning a survey to get 
a better widemtandin# of city information needs, and attending meetingrs of the "City Sharing 
Program" in the Philippines to see if it offers lessons applicable to Indonesia. 

We believe that this theme meriu more pmminence in the overall GO1 urban 
development agenda. TNe might be accomplbhed by forming a new inter-ministerial working 
group to aupport, and expand beyond present BANGDA Mtlatlves. The proposed new public- 
prlvate Urban and Regional Development Institute (URDI) would also ba well mitecl to play 
a strong ~upporttng role in this area. Poseibllitiea Ln tRis regard dhould be comidered as part 
of initial U m I  development planning. 

There arc many poesible activities that could be ~pplied toward this ezd, for example: 
involvhg selected Walikota more directly and visibly in central program planning; giving the 
most innovative and entrepreneurial Walikota promtnent roles in communicating program 
themes to less proacthe Walikota; building and strengthening associatiom of WaMkota as key 
vehicles for local capacity building: forcing Walikota to takt community participation more 
serlousiy in planning, financing, and implementing their development strategies. 

The lat?ir point deserves special attention. Among developing countries, Indonesia 
has one of the best estahrllshed systems for community participation in public decision 
making (#re RW, LKMD). This system is regularly relied upon in the budget procees as a 
mechanism for urpressing neighborhood and community needs and desires upward to higher 
levels. But it is seldom used as a sounding board to review higher level plans. This implies 
the need for new participatory processes when the Walikota and etaif would present their 
plans for citywide development at least at the LKMD level to get reactions. It has been found 
that where community groups an confronted with the costs and benefits of alternative city- 
wide development strategies, and then have a role in selecting priorities, they are more likely 
to be supportive of the strategy that is selected and be willing to pay the price for it. Doing 
so also gives the Warllkota a much stronger sense of accountability to the people of his or her 
city. 

Another important opportunity to be stressed here is openly "celebrating the success 
storks" tndMdual cities have had in urban dmlopment This starts with developing well 
presented case studies of successful efforts by individual Tk. I1 governments in addressing a 
a wide range of urban problems and opportunities; e.g., revenue enhancement, public- 
private joint ventbun%, cutting out waste in public senrlces, implementing useful computer 
management system, creating more meanhghl community participation, working with the 
private sector to develop land in a way that increases job generation and city revenue. 

The next steps could include: circulating the case studies broadly among official of 
other cities, having the responsible Walikota make presentattons on them at meetings of 
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I 

aeeociatlons of Watlkotn, and, perhapa, In some cases, maklng vldcoe about them that could 
bc shown at meetlnge of many groups and lo the public at large on 'MU, Thie approach: (a) 

e diseemlnates ueeful techniques in an effective manner; (b) create8 a rsense of prlde on the part 
of the responsible city gwemments; and (c) createe a sense on the part of other Wallkota that 
t h q  should try to create eome euccees stories of their own, 

Within thc framework of the Policy Action Plan, we believe the TKPP/IMG and U W D  
should truly focus on the three prioritl& noted above. However, work needs to proceed in 
other areas ae well. The following appear most relevant at thls stage in the program's 
development in addition to the themes included in the new PAP and MFEI program. 

(1, a EqWfllng the class@mifon of nao urban areas. As noted in Chapkr 2, 
current rules for granting of Kotamadya or Kotip statue to new urban areas represent a 
forrntdable banjer. A study is recommended to assess alternatives to the present system. 

b. Enhmcing the rde qf women In development As stated in Chapter 6, women 

0 
need to be recognhed for the contrlbution they can make towards promoting the delivery of 
people-centered urban infrastructure and in urban management more generally. We have 
suggested (Chapter 6) the need for an action plan that would focus on: (1) enhancing the 
decision-making role of women's groups in neighborhood senrice planning and 
implementation; and (2) laying the groundwark to substantially increase women's 
padidpation in rapidly expanding urban management employment opportunities. Work 

a tiward thts end should accompany fivther development of the GOSs urban Policy Action Plan 
and MFEI support agenda for the RGpelita VI period. Clearly. some additional research on 
options may be needed before effective plans can be prepand. Such pl-g should 
probably examine the option of incentives, that are geared to performance rewards for GO1 
actors in the process. 

c. Giving mare'dfscretlon to to governments In the use of centml gmnts. As  
outlined in Chapter 4, recent actions are beginning to move more rapidly in this direction but 
progress here rem- one of the slowest in the Policy Action Plan. We have no detailed 
recommendations on haw to proceed in this area-only that it continue to receive priority 
attention under MFEI. 

d Expandfng ~~ tmfnfng cqpacfty. Our recommendation here is primarily 
for continued support to efforts already underway to expand effective training for local 
ofBclrale, pmttculariy the new training program in urban management. However, there may 
also be a need to: (1) conduct a special study of means of strengthening the MOHA Badan 
Diklat Ropinsi; (2) disseminate tminlng materials to a broad range of potential traintng 
providers (including private institutes and firms) and to encourage them to participate in the 
emergence of a more competitive and demand drive indigenous system for local training: and 
(3) examine how the ideas dlsalssed under the flrst priority above (province level technical 
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awtstance and training unite in urban development) might best be developed to provlde 
better "on the job tralning and relnforcernent to awure that the concept8 m d  techniques of 
the broader training program will actually be implemented. 

e. MonftcrQ) progmm e$ectlueness. The Monitoring Indicatom series noted 
throughout this report is making an important contribution but it should be expanded. This 
expansion should take it beyond the meweurement of outputs only (e.g,, the number of new 
households receMng piped water supply) and into more dircct measurement of the 
effecttvenees of invcetment. For example, in some areas, additional piped water supply 
connecttons may not be highly effective (because water quality remaim low, or because clean 
groundwater sources are ample and a piped system Is not yet justiaed). Many other 
examplea could be cited. The point is that analysie should begin on how effecttveneas can 
beet be measured in each sector. Also, taking gender concerns into conaideration will help 
promote better measurement of the delivery of infraetructure. 

f. EndotslngtheshlfttoLocalgouemmentc#ntrolof6un?s~ntp~. A s  
the GO1 makes eubmissions for Investment Plan compliance under MFEI, it should indicate 
whether each individual project was: (a) a part of a locally approved PJM; and (b) 
implemented by a project management unit staikd by local (vs. central) employees. As 
recommended in the Interlm Evaluation (but not yet agreed to), project@ not confoxming to 
a locally approved PJM should not be comidered eligible in relation to basic MFEI objectives. 

g. Conducting nA/UHnsml uncdgsis to support sttanger pmgm contributions to 
p o w  alleviation Further research along these ltnes hae already been designed (See 
discuseion in Chapter 4 related to Policy 4d). 

I. Focurrcd rnantagement onptloritdm withfn a bmadpol~jtamew,rk can 
a c h h  fmptwshm rcarldr. Concern are often raised about the abfflly of broad poky 
reform projects like MFSP to deliver clear results; i.e.. if you by to cover too many objecttves 
a t  once you may accomplish very little. On the other hand, projects with narrower objecttve~ 
may have a higher probability of producing outputs but they often fail because, lacking 
linkage to the broader policy environment, their outputs have limited impact. MFSP 
implementation illustrates an effective approach to avoiding the problem of either extreme. 
The Program gained the benefits ofjoint govcrnment/U§AID involvement on a long-term basis 
with the ability to address a broad range of policy issues all of which, a t  one tlme or another, 
could be on the critical path to achieving a major institutional change. Program managers, 
however, recognized the need for clear focus on only a few priorities within the overall agenda 
a t  ary one time. They could (and did) sNft emphasis in poky dialogues and the allocation 
of technical assistance resources as needed to assure progress in those priorities m a s  
without losing llnkage to the full range of Program objecUves. 
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3, Rallable pat=fotmance monitoring, ~lcccror Q technical ddtcmca  
twcwum, and r m n g  RMODO/Mf#rion c o l ~ m t i o n  avrr ctdtictal to nuccsss in UgAlD 
manc0gumuntqfurba;n poltcypmgmms, In MFSP, the USAID Rcgiond Housing and Urban 
Development Omce (RHUDO) which managed the program: (1) in~isted on, and secured, 
regular and unbiaaed monttorbng of performance under the Pollcy Action Plan; (2) applied 
technical assistance resources to help GO1 counterparts focus on emerging problems and 
opportunities in a fludble manner; and (3) kept USAID misaion top management well 
informed and maintained the& active involvement and support in canying through major 
program iniUtfves. It is doubtful that the program's major accomplishmenSs would have 
been achieved if any of these elements had been lachg .  All three should be glven priority 
in MFEI and similar programe in other countries. 

3, Recognizing, and taking advantage qf, variation in local 
anh.&pmeurfalfem curd p a y e  opportunitie8 mw be an important means M 
wpcdirHng rrcnrltr in udan decentnr l~a tbnpm~mw.  Studies done as a part of MFSP 
show that there is tremendous variation in the entreprencurialism exhibited by local ofticids 
in Werent cities e.$, zeal and skill in raising own-source revenues and impiementing 
infrastructure projects M e r  dramatically between cities even in the same city-size classes. 
Opportunities for results also vary in important ways. -me cities arc a t  the edge of take-ofE 
addressing infkastructure comtraint~ there expeditiously will yield much larger benefits to 
the national economy (and poverty alleviation) by promottng economic development than 
focusing now on urban areas where take-off may be many years away. There is evidence to 
suggest that simlanr variations are likely to udst in other countries during the 
decentrallzation process, and that a "one size fits all" approach will have limited effectiveness. 
This lesson is not yet well understood or incorporated into the literature of development, yet 
it may be r\n important one, both for MFEI and for other similar USAID sponsored projects 
elsewhere. 
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= The following paragraph, preeent the text of each element of the Logical Framework 
of the Municipal Finance and Shelter Program as dcvelopd in the Roject Paper 

0 (USAfD/tndoneeia, 1988). Currently available Information on atatw with rtspect to each 
Objecttnly Variable Indicator (OW L presented In itallcr, 

PROJECT OOAL (The broader objective to which project contributes): 

To i m p m  the: shelter condltlom of Indoncuians with below median-incomes by facilitating 
the delivery of atrordable, bcd, shelter-related inthstructurc. 

An increase in the total level of investment in shelter-related urban senricts and 
. ,  infrastnrcturc. 

Achteued h m  1986/8714 to 1992/93, Potnl fnwstment in reSeoant urban 
i@usbucture sectors dfd Lnrrecrse in teal -$wn Kp.668.6 blltfon tu Rp.892.5 
MLUon (amstcmt 1992/93 RujWV. Howerver, an mom important opIectfue here should 
date  to keej?tng up with the pace qf urban growth. and in W respect ovetall 
perjbtll~~na has been d l s c y , ~ .  Real per capita lnussbnent 61 these sectors 
actually dedfned-fiom Rp. 15,2OO in 1986/87 to Rp.14.200 61 l9@2/93 (constant 
l992/93 Ruptcrt\F--see datapresented in Chapter 2 and BAKD/BAPPEJVAS/MFP 1994. 
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u Bn ltrcrearc in the level of ohelter-related urban hvertmentb beraeflllt~g below 
median-hcome familtea. 

I An incrcade In the level of prlvate sector financing of shelter-related urban 
senrlces/infra&ucture. 

An increase in municipal local own-source revenue available for shelter-related 
urban investments, benefitting fmUiea below the median Income. 

A reduction in the antml govt.ment share of hurdinlf for shelter-related 
urban seMas/infrastructure. 

Achfeued, CcniW,fiuuhgfir this sector should increase gfuen the hlstorlczllly Coul leuel 
of sectoml budget expendlhues. The appmPrtat(e obJecUu@ is that k a U g  ccmh&d 
jhding hcrease more rapfcUg than cenW@ contrdledm: te., that the loc&ll shate 
fnmcw. BAKD/RAPRElihVIS/MFPC, 1994, LPldlccltes that locally conbdled LNPRES 
firnds have hmmsed as a percent ~f tow cnpUaI tnuzgfers-,m 10.5 peroent in 
lQ87/88 to 229 perceni in 1 93/94. 
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To provide a a a l t m a  to the 001 in further developing I t s  municipal finance sptem 
by expandm and enhanclnq tb mnna~tement of its llnanclal resourcear, which will enable 
Indonerrtan municipalitlee to: (4 msume an incrcastng eharc of the financial reaponelbllity 
for urban ~rhelter-related inh.a~)tructure and senrtcee: [b) create conditions favorable to private 
sector involvement in urban investmarat flnance and senrice provision; and (c) create a 
framework for partnership between the public and prlvate sectors, 

m MunlclpallUw are able to utlltzc prhrate sector fhancing for shelter-related 
urban inftastructurc. 

MunMpdiUs are Leg- able to utilize prloate sectorjhmdng for these ,ourposes, and 
they hat# done so in several cases (see Chcrpter 3). A ResldanClal Detree m w d  
water supplgfrom the Ust qfactlultles w k e  private sector wcrspmhfbikf. 

a The prtv~te sector is willing to participate, lndivldually or in partnership with 
the public sector, in the financing of urban-shelter-rehted infhetmclxue eervlcee. 

8 The central government's syetem of granta and loans is consolidated. 

rn A uniform incentive system for improving revenue generation and expenditure 
control by locat governments ie developed. 

'Ihts meastm? hns not get been achieved Th? grant system has not &en mal@ed to 
create Lncenuues_tbt localpnancbl controls. 

A central government lending mechanism is operatiormked. 

'Ihls meclsure has been achteved with the establishment o$ and issuing ofopemting 
gutdelfnes for; the Regional Deuebpmnt Account (see Chapter 4). Many loans haw 
now been issued pursuant to the neu, guidelines. 
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8 Central government l o w  fund to munlcipalltlee on teme rcflcctllrg the cost 
of capital, rIrk and rerviclng, 

Largely ac- Under both the RQA and GO1 ctgmmnts related to the East 
Jawa/Bali Prqlsct, Loan tenns haue moual considerably toward market tern and away 
&m the highly concessional a p p m h  of the recent past Posltlve r e d  rates haue been 
m W d  

8 The financial management capacity of local gwementa is enhanced, 

Although much roam for frnpmvement rematrat?, this measwe has been uchfeved wUh 
the broaderar;lle fmpkmmLaaon Qf vatlow IniUaifves (see dtscussfon in Chapter 3). 

8 Rwlsion of shelter-related urban tnfraatrudure, valued at the quivalent of 
$120 &on benefiting below urban median income famllles. 

8 Continued improvement in the role of the central government in fun- urban 
infrautructurc and sentices afirdable to low-income houeeholde through a aysterm of grants 
and loans that encourages local murceu mobilization. 

8 Strengthened capacity of the local gover.ment flraarnce system to m.obillze and 
manage resources;. 

8 Establish the foundation for increased private sector participation In the 
provision w.d financing of urban ~ t r u c t u r e  and sentices. 

For Rcpelita V, an. addluonal policy is included in the Statement of Policies for 
Urban Devebpment In Indonesia that encourages private participation in the flnanclng of 
urban Investments. 

8 The rupiah equhalcnt of $120 million is spent by the GO1 to provldc shelter- 
related urban Inbrastructure for the urban poor. 

This measure hcls been achleueci fn jhK--documented eligtble expenditures tCiough 
March 1994 total $1 68.5 mWn. dtsctssston In Chapter 6. 
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I Ouidellner are developed for local government acceptable levele of borrowing 
and acceptable sourccs of loarm. 

A c W  (although not on a nation-wfde basla). Appmprlate guddelines W e  bean 
devebped undm the East Jsua/EJali Wect,  but slmllar ones hue mt yet been 
pubbhsdfir RDA Lsndfng. 77w MFPC Is makfng pmgmsa toward better wuierstanding 
 the &sues ass- with local gouemment Lndebtechss through its analysis qf 
PDAhfjlmmes and dialogues with central and local @dab. 

9 Cost recovery strategies for appropriate urbm services are dcvelopcd that 
reflect the coat of urban servicer to private sector bcneflclarlee. 

7?u? MFPC and othem have undertaken analysts to contdbute to thfs o@ectiue and MhiA 
dfrecffues have supported it Case studies in PCrddVlg und Swabaya ccqjhn a 
sign#kant increase in q r a t e s  to& cost reoouery levels, which are &ellewd to be 
tepresenta#ue qf qmfeme elsewhem. 'Ihe measure has almost cert;ainly been 
achieved, but dQta to demons- changes nat&n-wtde are not auallable. 

8 Formal guidcllnes are established speci@ng which urban services will be the 
rceponsibiltty of the local, provlnclal and central levels. 

7W measure has been achieved (see dhmtsfor~ in Chapter 21. 

Central government 1815~- guideline8 for private sector partkipation in the 
construction, operation, manapncnt and maintenance of urban, shelter-related 
infrastructure. 

Not yet achleue&l. With assistcmoem the PURSE pqject. drcgft guideUnes have been 
completed forprlwte partlcIpatlPn in solid waste mancrgement and &@guidelines are 
In prepavation for other subsectors. None of the guidelines, bweuer, has yet been 
issued 

I Accounting of all central government funds flowing to municipalities is 
standardized. 

7Ws measure has not beenjldly achieved as yet, but the MFlDC Is working wtth both 
the MlniSfry of FYname ( P N ]  and the M-tq ojHome Affcllrs PUOD) to sphronize 
thetr fnfonnution system In a manner that will address thfs need satisf~ctortly. 
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u Financial management performcmcc lndicrtors are dmlsped that tie the 
amounts of central yovenunmt financing e municipality receives to ita financi J management 
performances. 

rn Financial disclosure requircmenb far municipalities are establiehed. 

8 Central gavernment develops a policy enabling it to sell participation certificates 
in ib RDA loan portfolio to the prlwate rector. 

CenW gmmment wiU have reduced or eliminated loam at concessionary 
t e r n  to local governments, eubstituting granb where poverty levek require concessions. 

'Ibis measm has not been achidlmil (set? BAKD/BAPPENAS/lb4FFC, 19941, although 
a goad deat of paoglmss hcls been made in mheing cmcessfona~~ terms in &an rates. 
An appmprlate mechanism* Unking grant and Lavl alhmtions is being applied in the 
East Jaua/Bcrli project but there has been no agreement to adopt a shilur approach 
as a matter Qf natimd jwliqj. 

rn PIG LOAN. 6120 million authorlzatton onr the 6 years We of project 
(FY88-FY94). 

l k f i r l l  amount of tlre ban has been disbursed 

TECHNICAL ASSISTANCE AND TRAINING GRANT. Long-term technical 
advisors are hired and h place. Short-term consultant services art provided as needed to 
support the project. Miasion Urban Advisor 2 undcr contract. 
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001 INVESTMENT. $120 million in rupiah equivalent expenditures from April 
1, 1088 through Match 31, 1804, 

As documrented Ln Chapter 6, thls nwasure has been exceeded with docwnented GO1 
eligible Lrwestment qf$l88.5 mlllbn over W perlOd 
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and 1991 summuitsd prognm accomphhmenu since the prior nru-rlmcnt, and rscomrnendd 
priorides for modiffation in subsequent periods. In July 1992, then was m Inmm Evrluouon 
of the MFSP and MFP, which also incorponted an aswmcat of PAP p r o g ~ .  

That evrlwuion amcluded that MFSP served u a modal for opvuing r policy-busd ssctonl 
HG program, and I d  dirsctly to the csmblishmeno of a second HG program in support of the 
GO19 evolving urbm policy. The new prognm, M m ,  b busd on an extension of policy 
objectives esublishul under the prwious PAP, with the inclusion of a new initiPcive designed 
to adma integmion of urban cnvironmenul management within the GOI*s decentralized 
investment yrognm. 

USAIDIIndonerir and RHUDO/bakarta now wish to evaluate the prognu which the GO1 has 
made relrtsd to municipal finvrce policy since the inaption of the MFSP, and the d e p e  to 
which the MFSP has rotiscd the GO1 to formulate and undertake these grolicier. This evaluation 
will provide USAIDIIndonerir and RHUDOlJalrpm with a basis for possible modifications to 
implementation of the MFU pmject, and the on-going Ysocirtul MFP. 

In doing so, the enluuion will n h l y  ned to (a) dctcnnim the extent to which policia 
developed unda MFSP to date rm sustrinable, md (b) muem the nlevrnce of chose policies 
to (i) the national policy on urbm development, newly nrtucd in Rcpelira Vl, and (ii) rhe 
revisal Policy A m  Plan for MFEi. The evaluation will not include my evaluation of the 
performance of the MFP Advisory Tam. 

Municipal Fuunce and Shelter Prom (497-XG-001) Final Evaluation 

To provide a oam which ttull undcrrrlcc a final evrlurtiocr of the Municipal Finance and 
Shelter Propun. Indonesir: Project No. 497-HG.001. b d d  with $120 million in 
Housha Gummy lorn rr#nuccr @mod of implcmentuion, FYSS - FY93). 

1. T b  purpose of this evrluuion is to pmide the Govemmmt of Indonesia (Got) 
and USAIDIlndonesir with m assessment of the i m p a  of the HG-funded MunicipaJ 
F i r l ~ a  urd Sheloer Prgnm (MFSP) in conaibuting to imptwal urban management. 
This will be ursd in the annuli review of the GQI's urban Policy Action PIan. 

2. The duotion will provide the Government of Indonesia (GOI) and 
USAIDlIndoncsir with m assument of the impact of h e  project in financing appropriate 
urban invatmenu in Indonesia, in order to wiu in the nvision of subsequent Investment 
Plans unda the successor project, Municipal Finance br Environmentrl Infrrtouctun 
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3. It will evaluate achievements and deficiencies of administration of the program 
in order u! give guidance to USAIDJIndonesia on the management of MFEI and the 
Ysociusd on-going grant-financed Municipal Finance Project (MFP)(497-0365). 

4. It will also yrty whether key issues identified in the: Interim Evaluation of July 
1992 have been adequately resolved. 

The evalurtioa will focus on sector assistance through provision of HG mourccr, 
not om technical adstance and tnining provided under the MFIP. 

In addresing the iuuer summuited above, the tkom will perform the following tasks. 
The evaluation ram will seek to provide empirid findings to answer the questions 
identified below, and the team's npon will provide conclwions and rscommendations 
based on these findings. 

Before depuNre for Indonesia, team memkn shall hmilioritr! themselves with 
previous and current limture about the project. The Mission will ensure that 
this literature is available to the turn.  It includes: 

The Project Plpn for MFSP and MFEI, and the Project Papr  Supple- 
ment for MFB, 

all previous MFSP pgnm Assessmenu and the Interim Evaluation 
rrpon; 

the om, most recent Urban Policy Acrio~ P h  Monitoring Indicators 
npom (GOUMFSP); 

the most lsccnt repon on urban policy prognu by BAPPENAS; 

s d o n s  of Repelin V I  dealing with urban policy issues; 

MFW Eligibk &pndinrtes Monitoring System, John Taylor for 
RHlPDOlJahm and USAIDIIndonesi?, October 1993; 

Urbcrn I-- and Powny Alkviiuion in Indonesia, G. Thomas 
Kinghy, The Urban Institute for USAIDllndonesia, Octokr 1993. 
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In Washington, DC, The c a m  members will attend a briefing m g e d  by the 
P W H  hlrotop Officer for Indonesia. They will dm meet with repmenurives 
of the World Bank in Washington, DC, to dcttnnine the Bank's views on 
implemcntption of urbur projects in Indonesia, speciffally in relstion to the 
Bank's hrum involvement in indonesia's urbrn lMot during the next five year 
development plan. 

Before depvnrn for JzLuo. the uam members will t h a b  a plan of work for 
the field work in Indonuit. This may include the p q m t i c m  of evdurcion 
insaumcnts and c r i t e ~ ,  and interview fomr. nese will be discussed with and 
approval by the Mirrion k fon  they are applied. ' X b  t u m  my dm choose to 
send the Mission a list of questions on data requinmu in order thu collection 
of the information m y  bc runed in advvla of the t a m ' s  arrival. 

The ream will identify policy action rccomplilnwnu from July 1992 to the 
present, baed on urban policy monitoring indiaton and reports fmm 
BAPPENAS. This review will describe actions okcn, policies adopted and 
changes inidid, and will identify iuws which sti l l  r*k=6 to be addnusd, The 
t u r n  will wmmuize prognu made in the p d i n g  period, i.e. from project 
commencement. Since this has previously been rcponsd in some derail in annuzl 
assessment repom and in the rtpon of the lnwim EmluPrion, the information 
need k re-presented only in summuy fuhim. 

The teom will update the irrues discussed in the July 1992 repon of the Interim 
Evaluation. The updue should include a miew of 1992-94 pafonrunce. plans 
for the future, oppomniria to strengthen the prognm, and nlcvant critical policy 
issues impacting the u r h  development smtegy for the remainder of Repelio VI. 

The t a m  will -be Ihc ovaal impact of the MFS? in relation to Indonesia's 
urban policy nfm activities. 

Tam rnembas will also review the likely impact of policy chan#er m women. 

In order to obtain the most cumnt infomarion to undtralre this assessment, the 
rn will mscc with and interview key GO1 officials nsponrible for PAP imple- 
mentation, including senior repremotives of BAPPWAS, md the Minirtriu,of 
Finance, Home Affiin and Public Works. Otha d n # s  will be held with 
represenriuivu of the TKKP, MFP Advison, resident npysscntativcr of the 
World Bank in $&am, the USAIDIIndonuia WID officer, and the Chief and 
staff of RHUDO/JJam and fhe Urban Palicy Division (UPD) of 
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In addiaion to the documents listsd in the description of Task 1, the t a m  will 
review the routine reports of Ihe MFP Advisors. other nporu written in suppon 
of PAP implemenuuon, and lUIDP project reports. 

In evaluating the svcnll achievements of the policy-based sector utisrance, the 
team should use the means of verification identified in the PP so ffu u readily 
available diua w i t .  Their findings should be sumrnvited in d x  form, 
compring the targets in the Logid Fmncwork with actual outcomes. 

Tkc tnm will provide answers to the following questions: 

o. To what extent hU the GO1 achievd iu stad objcctiva with mpsct to 
. targets seated in the PAP for: 

1. strengthening and clvifyiq I d  government responsibility for 
urban i nb~ twtun ;  

2. implementin8 a coordinarcd and decenPrlited procur for prognm. 
ming urban infrastructure investment: ' 

3. enhancing local government msource mobilization. financial man. 
agemat and involvement of the private sector in infmvwctun and 
senice delivery; 

4. establishin# cffdve mcchrnisms to support municipal borrowing 
and improving the system for allocating intergovernmenul grants; 

5. strengthening the institutional capcity of local governments: and 
6. impwin8 inccrgwmmenul coordination a d  consulution in 

urban dewiopmcnt? 

What has been rccomplirhsd in these target uat, especially sina the date of tlrc 
mon ncent Evaluation, in July 1992? Whu is the nlevana of these 
accomplishments vis-a-vis cuncnt urban pmblems? A n  the ~ccomplishmenu 
sustrinrble? Has GO1 progress on the policy objectives bscr commensunte with 
invesanmt of the HG resources? 

b. To w h r  exmt have the maswts of god achievement a d  the objectively 
verifiable indiaton of pr~jjsct purpose and output, u sated in the 
LagFnme of thc PP, been nrchsb? 

c. To what extent were gender concans integnted into rha impiemenution 
of the project? Have women benefitted from the project to my significant 
degree? Is then r nssd for gender-specific monitoring of the i m p c t  of 
urban invesunmu? How an the MFEl project be implemented to addnu 
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gender concerns mon directly? 

d. To whu extent have the issues identified by the Interim Erzlwion of the' 
MFSP been nrolvcd? 

The team will review the vlnull investment plans as submictsd by the GO1 and 
approved by USAID, and the relevant memonnda which describe USAID'S 
review of the investments, and will summarize the plans and accomplirhmenu in 
a single rabulrtion. The tam will compare the due and type of investmenu 
atajbutsd to the MFSP with overall urban investment levels, co daiw a measurn 
of relative impact. The term will also examine GO1 budgemy records to 
'ascertain the extent to which the HG resources have bml used u additional o the 
GOI's nonnal revenue sources. 

The !em will provide mrwen to the following questions: 

To what exmt have expenditures made under the annual Investment P b  
satisfied the objectives md fonarts described in the PP? Has the share of the 
Investment Plans impltmentd d i d y  by loaJ govcmmenu, and impicmencdd 
by central government in accordance with 10d government plans, changed over 
time? To what extent have the HG-generated nrourres been used as additional 
to the GOI's own-source funding? 

To what extent have the rscommendrtions of the October 1993 repon 
Urban I I @ W X N ~ U T  onrd Powny Alh?viorion.. . been implementad? 

From the preceding Prh, the tam will assess the probability for d n e d  
i m p  of the suaumr project, MFEf. The tam will identify emergin8 oppom- 
n i t h  which could be incorponutd into m y  later amendment of the PAP. and the 
annual Invammt P l w ,  The tam will identify my obrocla to PAP 
impicmenutim, and pmpose new approaches to overcoming these obnrciu. 

The c a n  will describe the extent to which successes and/or fiilunr of the MFSP 
could impact on the design and implementation of future US- poiicy-based, 
seem HG p m ~ .  

The tmm will provide answers to the following quationo: 
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., 

What ue the principal lessons lcvncd from the MFSP? 

Have the RHUDO, USAID and GO1 management and implemenution 
mechanisms of the project been the most efficimt urd effective way of 
meeting i u  objectives? What lessons does the project teach for Ihe mm- 
agemcnt of MFEI? 

What is the implication of these lasons for the design and implemcnorion 
of new USAID policy-basal, sector HG programs? 

The tam wiU be required to meet with Mission evaluation and UPD/RHUDO 
personnel for a full briefing at the start of the field assignment and, in the second 
w a k  of field work, to discuss their preliminary findings md conclusions with the 
Mission. The teun will also be required to give find exit briefinp for the 
Mission and GO1 represenutiver~ On return to Washingum, DC, the team leader 
will provide a briefing on their findings to PRUW. 

The tam will prepare. in the field. a d n f t  final npon which camrplnds  to the 
questions in Article IV above, and.which cormponds to USAID'S required format for 
evaluation reports. The following sections must be included in the evaluation q o n  
prepared by the feam: 

1. Exrmtive Sunrmrly - Purpose of rsPivity evaluated - Purpose of thc cvrlwion and methodology u s d  - Findings and conclurions - CIar Ud succinctly stated LESSONS LEARNED, both regarding pnljlaet 
design i m p l i d w  and bn#d action impliutions 

2. Rojec! Identlflation Data She# (Mission will provide) 

4. Body oftbe Repoat 
This is  usually 30-40 pap,  includina s t i o n s  on: - purpose and study questions - the monamic, politid and social context of the mjcct 
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- tam composition and study methods (I page &mum) - evidencclfindings of the study concerning the evrluuion questions - IIIICCj.nctly stntsd conclusions drawn from the findings (including lessons I rned)  - mcommen&tions b w d  on the study fmdings and conclusions. 

5. Appendices, including: - a copy of the evaluation scope of work - the projm log fnme - a tist of documents consultsd. and of individuals and agencies wntactsd - mom detailed discussions of methodolo#icrl or trchnical issuu as appropriate. 

RHUDO/Jahro strongly favors concise writing and the avoidance of jmon. 

Thb dnft  report will be submitted to the RHUDO Deputy Cbbf, USAID1 lndonat 
prior to the tam's depanum from Imdonah. 

RHUDOlJakarm will provide the cam with cornmenu from USAID (USAID1 Indonesia 
and PWH) md GO1 repnrenutivu within four w e b  of the team's dcpurun. The 
t a m  will provide a find report within the s u b q m t  tm, w e ,  i.e. on or kforc 
August IS, 1994. 

The t a m  will provide the find repon to USAID/lndmesu as a d i s b  written in Word 
Perfect 5.1. plus fihccn printd and bound copier, and will provide a funher five wpia 
of the printed report to PRUH, w'ith wpia m CDlE in lccordurcc with normal AIDIW 
rquinmcnu. 

The team will dm be nrponsible for dnhing Sections H and l of the sundud USAID 
Evaluation Summary. 'll~b will be done k f o n  the tam's deprrtun from Indonesia. 
A copy of this form. and of the insrrucrions for completing it, uc m h s b  for reference. 

m e  RHUDO Deputy Chief will be responsible for review and appmd of the find 
report, and the lulguye of the npon. 

The &am will report ta the RHUDO Dcputy Chief, loci K o k *  and will periodidly 
consult with a feprammrive of BAPPWAS. Day-My liaison will be pmvidsd by 
Michael Lee, who will dm assist the tam by providing the Utauum Wfisd in Task 
1 above. in frcilitrring metings in Jakam and abtrinins the ~rcceuuy s ~ i i c s l  and 
other information. 
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The evaluation will begin in Washington, DC, On or shortly after June 1, 1994, and will 
k completed within a period of about one month. 

The Mission believes that the outputs described in this Scope of Work cm k achievd 
within a total SO pnon-days of input. including 6 persondays spat  in WMingum, DC. 

1.  Senior Urbur Policy SpeciaJist 25 

2. Urbur Management Specialist 25 
I__ 

Tod SO 

See Attachment No. 2. 

The evaluation tam should mdu of nvo people, u lart OM of whom must be 
thorwghly hmiliu with urban ium in Indonah. A lolowldge of Baha 
h h e d a  would be useful but u not essential. At leut one wn member should 
have prior uperience of amductin8 evaluations of USAiD WG prognms. At 
lass one ram member must have experience of intqrabon of gender concems 
i~ to  urban programs. 

The t a m  leader should bc a vnior U r k  Policy A d y s  with at l a #  m t y  
years upericna in urbrn policy analysis, urban economics and municipal 
finana, u well Y pwiw experience in policy evaluation. The t a m  ladm 
must have had previous exprima of work in Indonesia. 
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?he other member of the tam should be an urban management specialist. 

3. 

Conurctor shall not have access to my Government c l a f i e d  mated. 

The team is responsible far providing iu  own cornpurer facilities. They should 
k advisd that (I) USAID Miuion security regulations praciude the use of the 
tam's  cornputas on the Embassy compound; and (2) USAID uses a DOS-busd 
system. 

The Mission cannot undercake to provide office rpocc, but will provide office 
space on an u-available basis. The conmctor will pmvide office supplies and 
equipment for the m. Secretanal services are t k ~ n n g e d  by the conmctor, 

5. Work We& 

A 6-day working week is ruthoritsd. 
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The evaluation team intenriewed the following individuals in August 1994 to obtain 
information contributing to the analysis presented in this report, 

8 Hatta Ahadis, Chief, Sub-Directorate for Human Settlement, Directorate of Urban 
Development, Directorate General of Regional Development, Ministry of Home SUlTairs 

8 Michael Conlon, Demonstratton Project Advisor, PURSE RoJect 

8 Steven Dice, World Bank, Roject Director, East Java and Ball Urban Development 
Project 

8 A. Djamaludin, Subdirectorat Birut Program, Cipta Karya, Mlntstxy of Public Works 

8 William Frej, Director, Prhrate Enterprdse Deielopment Omce and Director, Regional 
Houstng and Urban Development OfDce, U-SAID/Indonesia 

a Mayling Bey-Gardiner, Insan Harapan SeJahtera 

w John Herbert, Consultant to Deputy V, Bappenas, Development Studies Project 11 

Susiyati Hirawan; Chief, Bureau for Regional Finance Analysis, Ministry of Finance 

8 Bono Iskandar, Chairman, Board of the Analysis of State Finance, Credit, and Balance 
of Payments 

William Kugler, MFPC Advlsor BAWENAS 

8 Kismet Kosasih, NaUonal Project Director, IIUDP Implementation Support Project 

8 Nancy Langworthy, Ofnce of Program and Project Support, USAID/Indonesia 

8 Achmad Lanti, Director for Program Development, Directorate General Cipta Karya, 
Ministry of Public Works 
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Michael Lee, Urban Policy Advlsor, Regional Housing and Urban Development Omce, 
USAID/Indonesia 

Hasan Abas Nusi, Director, Directorate for Urban Development, Directorate General 
of Regional Development, Ministry of Home Mairs 

Arlen Pakpahan, S W ,  Bureau of Regtonal Financial Analysis, Nilnistry of Finslnce 

William J. Parente, Chief of Party, PURSE Project Team 

Gutheng Prabowo, Directorate General of Public 6dmMstration and Regional 
Autonomy, Ministry of Home Affairs 

CUC~ RaharJo, Directorat Pengelolaan Penerusan Pinjaman, Mintstry of Finance 

Jay K. Rosengard; MFPC, Chief of Party, Ministry of Finance 

Pimlan Sidabutar, Assistant to the M u t e r  of Public Works for Human Resource 
Development 

Karen Smith, Speeiai Assistant to Nafsian Mboi, Jakarta, Indonesia 

Budhy Tjahjatt S. Smgijoko, Chief, Bureau of Urban Development, Human 
Settlements, and Spatial Plamlng, BAPPENAS 

Pun- Sumadi, Bureau of Urban Development, Human Settlements and Spatial 
Planning, BAPPENAS 

Hendropranoto Suselo, Assistant to the Minister of Public Works for Integrated and 
Urban Spatial Planning 

Suwarso, Directorat Bina Program. Ministry of Public Works 

Suyoto, Director of Sub Loans, Directorat Pengelolaan Penerusan Pinjaman, Ministry 
of Finance 

Blrong Tambunan, Secretaxy to the Dlrector General, Directorate General of Public 
Administration and Regional Autonomy, Ministry of Home Affairs 

John Taylor, MFPC, Urban Development Specialist, Directorate General of Cipta 
Karya 

Phfflp B. Tjakranata, UWD Urban Program Analyst, USAID/Indonesia 



Final Evaluation: Indonesia Municipal Finance and Shelter Program 99 

Agus Wij anarko, Head, Subdlrec torate Blna Program, Planning and program, Cip ta 
Karya, Ministry of Public Works 

m C. Mark Williams, International Economist and Project Financial Advisor, PURSE 
Project 
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Annex F 

FAA STATUTORY CHECXLIBT AND PROJECT DATA SHEET 

3) rrpOutr r'pllot pmjrct far lo- 
cust stmltu, o t  L intrre~d to nrw r 
IMWU damstration mt QTI Iml 
hltibltiQY urb n8tian8l pollsy; mb (SII Amx u, == 

Mum, Isru L A *  t3.u-21 
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cootdirutad w i t h  ud canplrnwntrry to 

YES 

2) W l l l  the propoud Housing Guaranty 
UraontrrU me r e u i b i l l t y  of partiarlrr 
kind8 of howhg ub ovwr Snrrtitutlan8." 


