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Chapter 2 
 

Indonesian Infrastructure: 
Condition, Problem and Policy 

 
 
 
 
 
Government policy on public infrastructure has always been of 
interest to academicians and economists. One of the primary factors 
that need to be considered in policy making related to infrastructure 
is the fiscal; in other words, how much financial support can the 
Government give to infrastructure development or how much can it 
allocate from the budget? Following the Asian financial crisis, for 
example, the Indonesian national budget plunged and the percentage 
of spending on infrastructure significantly decreased.  

A study by the World Bank (Semmler, Greiner, Diallo, Rezai, & 
Rajaram, 2007) explores the effects of fiscal policy, including the 
composition of public expenditure, on economic growth. Their 
research reveals that the composition of public investment 
expenditure matters, as the gains of moving to the optimal allocation 
between public infrastructure, and education and health facilities are 
significant. They found that based on the model and the calibration 
exercise, a practical rule of thumb seems to be that about two-thirds 
of public investment should be directed towards public infrastructure 
that facilitates market production. The remaining third should be 
split more or less evenly between public investments in facilities that 
support the provision of health and education. They argue that such 
a division of resources would maximize (per capita) income and 
welfare. This is due to the fact that the facilitation of market good 
production directly increases the availability of public resources, 
while the other two expenditure categories first have to permeate the 
economic system before affecting the availability of public resources 
and thus growth and utility. 

In reality, the government has to consider many factors when 
making fiscal policy decisions, especially those related to public 
infrastructure investment. First, with a limited budget, it should use 
the money efficiently, keeping in mind the macro economic objectives 
of economic growth. Secondly, budget allocation policy is jointly 
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determined with the House of Representatives or Parliament during 
budget formulation, and is, therefore, influenced by political agenda.   

A strong need to build infrastructure can put pressure on policy 
makers to invest in infrastructure; hence, to determine the need for 
new infrastructure or its rehabilitation, it is important to examine 
the condition of existing infrastructure.  

This chapter therefore provides a brief description of the current 
condition of infrastructure in Indonesia followed by a definition of the 
problem and a description of the policies that the government has 
adopted. It concludes with identifying the major remaining issues 
and problems in infrastructure development in Indonesia. 
 
 
2.1 Condition of Indonesian Infrastructure 

2.1.1 National View of Infrastructure Condition 
  
The easiest way to evaluate the condition of a country’s 
infrastructure is to compare its relative performance against others. 
Table 2.1 gives a view of the current condition of Indonesian 
infrastructure compared to the average level of infrastructure 
indicators in the region. By comparing the infrastructural levels in 
the region with those of a group of other countries [East Asia Pacific, 
Lower Middle Income and Organisation for Economic Cooperation 
and Development (OECD) countries], one can conclude that 
Indonesian infrastructure is still lagging behind.  

Table 2.1 compares Indonesia and groups of countries in the 
region on the various infrastructure parameters. A similar 
comparison can also be made with the growth status in a neighboring 
country or in countries at a similar stage of development. Figures 2.1 
to 2.3 provide selected infrastructure indicators for comparison. It is 
clear that, in general, this country-to-country comparison also 
supports the argument that Indonesian infrastructure still lags 
behind the average in the region as shown in Table 2.1.  

Figure 2.1 shows that in both 1998 and 2003, Indonesian road 
infrastructure measured by road kilometers per land area is still 
behind that of Philippines, Mongolia, Vietnam, Brazil and India. 
However, Indonesia’s performance is slightly better than that of 
China, Cambodia and Thailand.   
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Table 2.1 Comparative Infrastructure Indicators 

Indicators Indonesia 

East Asia 
and 
Pacific 
Average 

Lower 
Middle 
Income 
Countries 

OECD 
Average 

Access to electricity 
(% of population) 

53 63 69 .. 

Electric power 
consumption (kwh 
per capita) 

411 1,230 1,035 8,769 

Improved water 
source (% of 
population with 
access) 

77 75 84 99 

Improved sanitation 
facilities (% of 
population with 
access) 

55 60 70 .. 

Total telephone 
subscribers per 100 
inhabitants 

27 28 39 .. 

Source: Private Participation in Infrastructure Database 2007, World 
Bank  
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Figure 2.1 Road Kilometers per Land Area (km/km2) 
Source: East Asia Pacific Infrastructure at a Glance, July 2005, 
World Bank 

 

Another land transportation mode that is also important for 
movement of people and goods is rail transport. Figure 2.2 shows 
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that Indonesia’s rail network is better only than that of Cambodia 
and the Philippines  
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Figure 2.2 Rail Network per 100 km2 of Land (2003) 
Source: East Asia Pacific Infrastructure at a Glance, July 2005, 
World Bank 
 
Nationally, Indonesia lags behind other neighboring countries’ 
performance in access to electricity. Figure 2.3 reveals that the 
percentage of households with electricity connection in Indonesia was 
only 55 percent in 2003, while other countries such as China, 
Mongolia, Philippines, Thailand, Vietnam and Brazil show much 
higher percentages of households connected to electricity, but 
Indonesia fares better than India, Lao PDR and Cambodia. 
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Figure 2.3 Households with Electricity Connection (%) 
Source: East Asia Pacific Infrastructure at a Glance, July 2005, 
World Bank 
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2.1.2 Sector-based View of Infrastructure Condition 
 
Figures 2.4–2.7 and Tables 2.2–2.5 provide a brief overview of the 
infrastructure development in the energy, water supply, telecom, and 
transport sectors in Indonesia in recent years.  
 
Construction of Roads and Bridges is the biggest among other 
infrastructure projects from 2001 to 2004. In terms of the value 
of construction projects, spending on roads and bridges as compared 
to other infrastructure construction was by far the largest during 
2001–2004, as presented in Figure 2.4. Construction in 
irrigation/drainage ranked second, followed by construction in 
electrical installation and electricity network.  

 

Electrical Installation

Road and Bridge Works

Electricity Network

Irrigation/Drainage
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Airport, harbor, bus station 0.27 0.73 0.64 1.44

Electric Power Supply 0.11 0.13 0.11 0.02

Irrigation/Drainage 2.15 2.41 2.11 4.98

Road and Bridge Works 8.61 9.70 10.46 15.08

Electricity Network 0.56 0.67 1.68 1.56

Gas Pipe Installation 0.08 0.15 0.31 0.76

Water Supply Network 0.26 0.32 0.27 0.45

Sanitary Installation 0.07 0.09 0.19 0.07

Water Supply Installation 0.17 0.19 0.10 0.11

Electrical Installation 1.21 1.39 1.10 3.83

2001 2002 2003 2004

 
Figure 2.4 Value of Construction of Infrastructure Related Type 

(trillions Rupiah) 
Source: Construction Statistics 2005, BPS 
 

Length of Road Has Increased Significantly. In the transport 
sector, performance in road development can be seen from the total 
length of roads, with paved road surface having increased 
significantly from 2,146 km in 1968 to 216,109 km in 2003. At the 
same time, the total road length (including non-paved roads) has 
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increased significantly from 8,269 km in 1968 to 370,516 km in 2003. 
Figure 2.5 tracks the growth from 1968 to 2003. 
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Figure 2.5 Length of Road by Type of Surface (km) 
Source: Statistics during 60 Years Indonesian Independence, BPS 
 
Many Villages Are Still Not Supported by Paved Roads. 
Despite the positive performance with regard to road transport 
infrastructure, Indonesia still requires new investments, especially 
in rural areas, because only 52 percent of the villages have paved 
roads (2003). Figure 2.6 also shows that in terms of accessibility to 
four-wheel motor vehicles, 85 percent of the villages in Indonesia can 
be reached by car. 
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Figure 2.6 Percentage of Villages Supported by Paved Roads 
Source: Statistics during 60 Years Indonesian Independence, BPS 
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Road Density in Major Cities in Indonesia Is Still Low 
Compared to Cities in Other Countries. A comparison of the road 
conditions in big cities in Indonesia to that of roads in cities in other 
countries is presented in Figure 2.7. It shows that the road density of 
cities in Indonesia is far below that of cities in developed countries. 
While the road density of cities in the USA is 6.6 (in Australia it is 
8.7 and in Europe 2.1) on an average, Jakarta’s road density is only 
0.61 km per inhabitant. The figures are none too different for other 
big cities in Indonesia such as Bandung, Semarang and Surabaya. 
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Figure 2.7 Ratio of Length of Road (km) to Population (000) 
Source: Land Transport Master Plan 2005, Directorate General of 
Land Transport, Ministry of Transportation Republic of Indonesia. 
 
National Roads Are Mostly in Sound Condition; Provincial 
Roads Are Less Well Maintained and District Roads Are 
Mostly in Poor Condition. As shown in Figure 2.8, 28 percent of 
all national roads were in good condition in 2006, while 54 percent 
were in moderate condition. A different situation exists when it 
comes to provincial roads. Roads in good condition totaled 11 percent, 
while 43 percent were in average condition. District or “Kabupaten” 
roads were mostly in poor condition, and more than half of the 
existing network had heavy or light damage. This situation implies 
that in the future, more rehabilitation is required to improve road 
quality especially district road quality.  
 
Increasing Road Congestion. The total length of roads has 
increased over time. However, the growth of paved roads has not 
kept pace with the growing number of motor vehicles. Figure 2.9 
shows that growth in the total number of vehicles surpassed growth 
of paved road in every period, with the exception of 1983–1988. For 
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the five-year period from 1998 to 2003, paved roads increased by 29 
percent or 5.8 percent annually, while the total number of vehicles 
increased by 52 percent or 10.4 percent annually. It was very likely 
that this situation would induce road congestion, especially in major 
cities like Jakarta and Bandung, which were already well known as 
cities with traffic-jam problems.     
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Figure 2.8 Condition of Road Network, 2006 
Note: * Not including Jakarta 
Source: Ministry of Public Works 
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Figure 2.9 Five-Year Growth Rate of Paved Road and Motor 

Vehicles (%) 
Source: Statistics during 60 Years of Indonesian Independence 
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Table 2.2 Toll Roads in Operation (2008) 
Toll Road Location 

(Province) 
Length 
(km) 

Open to 
Traffic 

Toll Roads Managed by Jasa Marga (SOE) 

Jagorawi  
Jakarta, West 
Java 59 1978 

Jakarta–Tangerang  Jakarta, Banten 33 1983–1998  
Surabaya–Gempol  East Java 49 1984 

Jakarta–Cikampek  
Jakarta, West 
Java 83 1985 

Padalarang–Cileunyi  West Java 64.4 1986 
Prof. Dr. Sedyatmo  Jakarta 14.3 1986 
Lingkar Dalam Kota Jakarta  Jakarta 23.55 1988 
Belmera  North Sumatera 42.7 1989–1996  
Semarang Section A, B, C  Central Java 24.75 2003 
Ulujami–Pondok Aren  Jakarta 5.55 2003 
Cirebon–Palimanan  West Java 26.3 1990 
JORR W2 Selatan (Pondok 
Pinang–Veteran)  Jakarta * 2.4 1991 
JORR E1 Selatan (Taman 
Mini - Hankam Raya)  Jakarta * 5.3 1998 
JORR E2 (Cikunir–Cakung)  Jakarta * 9.07 2001–2003  
Cikampek–Padalarang 
(Tahap I)  West Java 17.5 2003–2004  
Cikampek–Padalarang 
Tahap II   West Java 41 2004–2005  
JORR E1-3, W2-S, E3, E1-4  Jakarta * 14.69 2005–2007  
Sub Total  515.51  
Toll Roads Managed by a Private Company 
Tangerang–Merak   Banten 73 1983–1996  
Ir. Wiyoto Wiyono, MSc.  Jakarta 15.5 1990 
Surabaya–Gresik  East Java 20.7 1993–1996  
JORR S (Pondok Pinang–
Taman Mini)  Jakarta * 14.25 1995–1996  
Harbour Road (Pluit–Ancol - 
Jembatan Tiga)  Jakarta 11.55 1995–1996  
Ujung Pandang Tahap I  South Sulawesi 6.05 1998 
Serpong–Pondok Aren  Jakarta 7.25 1999 
SS Waru–Bandara Juanda   East Java 12.8 2006–2008  
Sub Total  161.1  
Grand Total  676.61  
* Some stretches of the Jakarta Outer Ring Road construction extend into 

the neighboring area (which is part of West Java Province)  
Source: Badan Pengatur Jalan Tol (BPJT), 2008 
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Development of toll roads (highways) in Indonesia began in 1978. To 
date, the rate of progress in the development of toll roads has been 
slow. Currently, there are approximately 677 km of toll roads in 
operation, 515 km being operated solely by Jasa Marga (a state-
owned enterprises) and the rest by private enterprises. Table 2.2 lists 
the toll roads in operation in 2008. 
 
Infrastructure in the Water Sector.  The growth of infrastructure 
in the water sector is still behind what other countries have achieved. 
Among the 11 countries listed in Table 2.3, Indonesia ranks seventh. 
Based on the data, in Indonesia, 78 percent of the population has 
access to improved water while only 55 percent of population has 
access to improved sanitation.    

 
Table 2.3 Percentage of Population with Access to Water and 
Sanitation Infrastructure 

  

(%) Population with 
access to Improved 
Water 

(%) Population with 
access to Improved 
Sanitation 

Australia 100 100 
Singapore 100 100 
Korea 92 63 
Philippine 85 83 
Thailand 84 96 
India 84 28 
Indonesia 78 55 
Sri Lanka 77 94 
Vietnam 77 47 
China 75 38 
Mongolia 60 30 
Source: World Bank (2004) 
 
One source of clean water is a piped water source. Distribution of 
clean piped water in urban areas is the responsibility of about 314 
municipal water supply companies Perusahaan Daerah Air Minum 
(PDAM) under the ownership/jurisdiction of local governments. In 
Jakarta and Batam, concessions for water supply have been awarded 
to the private sector. The PDAM supply water to customers through 
house connections. Their distribution in urban areas was estimated 
at 32 percent and in rural areas at 8 percent in 2005 (Coordinating 
Ministry for Economic Affairs, 2006). Table 2.4 shows PDAM’s 
performance based on various indicators. While Table 2.3 presents 
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the population with access to improved water, Table 2.4 presents 
coverage from piped water. (Improved water can also come from 
other sources such as pumps, springs, wells, etc.). 
 
Table 2.4 Water Production and Coverage of Water Enterprise 
(PDAM) 
 2002 2005 
Installed production 
Capacity 

95,000 lt/dt 105,000 lt/dt 

Used production 
Capacity 

80,750 lt/dt 83,700 lt/dt 

Number of connections 4.5 millions 5.5 millions 
Urban coverage 39% (33 millions 

people) 
32% (33 million 
people) 

Rural coverage  8% (10 millions 
people) 

8% (8 millions 
people) 

Source: BPP SPAM, 2005 cited in Coordinating Ministry of Economic 
Affairs (2006) 
 
Rapid Growth in the Telecommunications Sector. Figure 2.10 
shows that the total number of fixed telephone lines substantially 
increased between 1993 and 2003. During the Asian financial crisis 
in 1997–1998, the total number of fixed telephone lines dropped, but 
there was a reversal in 1999. Cellular telephone communications, on 
the other hand, increased even more rapidly, as presented in Figure 
2.11 While in 1998, in Indonesia, cellular phone subscription was 1 
per 100 people, in 2003 the number became 9 per 100 people.  
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Figure 2.10   Total Number of Fixed Telephone Lines 
Source: Statistics during 60 Years Indonesian Independence 
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Despite the rapid growth, telecommunications infrastructure in 
Indonesia still needs to be enhanced when compared with the 
achievements of other countries in the region. Figures 2.11 and 2.12 
give a view of the benchmarks. Cellular and fixed-line subscribers 
per 100 people in Indonesia are still low in numbers compared to 
China, the Philippines and Thailand.     
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Figure 2.11  Cellular and Fixed-Line Subscribers per 100 People 
Source: EAP infrastructure at a glance, July 2005, World Bank 
 
Another indicator of infrastructure in the telecommunications sector 
is internet users per 100 people. As presented in Figure 2.12, the 
number of internet users per 100 people in Indonesia is still below 
that of China, Mongolia, the Philippines, Thailand and Vietnam.   
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Figure 2.12    Internet Users per 100 People 
Source: EAP infrastructure at glance, July 2005, World Bank 
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Growth of the Energy Sector after the Economic Crisis has 
been Stagnant. Electricity generation capacity increased 
significantly from 1945 to 1998 as shown in Figure 2.13.  However, 
following the economic crisis in 1998, it was almost stagnant until 
2004. 
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Figure 2.13    Electricity Generation Capacity (MW) 
Note: Electricity produced by state electricity company (PT. PLN) 
Source: Statistics During 60 Years of Indonesian Independence, BPS 
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Figure 2.14    Percentage of Villages with Access to Electricity 
Source: Statistics during 60 Years of Indonesian Independence, BPS 
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The percentage of villages having access to electricity rose rapidly 
during the development program Listik Masuk Desa—Electricity 
enters the village— from 13 percent in 1976 to 80 percent in 2000. 
However, from 2000 to 2003, growth was stagnant at about 1 
percent, bringing the percentage of villages covered by electricity to 
81 percent. In this regard, Figure 2.14 is in line with Figure 2.13. 
 
 
2.1.3. Regional View of Infrastructure  
 
Since Indonesia is an archipelago, it is interesting to see how the 
distribution of infrastructure delivery varies across the provinces. 
Table 2.5 and Figures 2.15 to 2.17 provide an overview of the 
infrastructure from a spatial distribution perspective.  
 

There is an Imbalanced Distribution of Infrastructure. 
Villages in Java and Bali have better access to electricity and road 
infrastructure compared to other regions in the country. While 99 
percent of the villages in Jakarta and 82 percent in Yogyakarta are 
connected to electrical grids, only 30 percent of the villages in East 
Nusa Tenggara have access. Figures 2.15 to 2.17 provide an overview 
of the percentage of villages that have access to electricity, piped 
water and paved roads. The imbalance in access to infrastructure 
extends also to water supply and road infrastructure. 
  

 
Figure 2.15 Percentage of Villages with PLN Electricity 
Source: Village Potential Statistics 2005, BPS 
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Figure 2.16   Percentage of Villages with Piped Water 
Source: Village Potential Statistics 2005, BPS 

 

Figure 2.17   Percentage of Villages with Asphalt Road 
Source: Village Potential Statistics 2005, BPS 
 

 

Railway Infrastructure Operates in Java and Sumatra. Table 
2.5 shows that a railway network exists only in Java and Sumatra. 
Of the railway networks in operation, 71 percent, or 3,327 km, are in 
Java and the rest, totaling 1,348 km, operate in Sumatra. 
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Table 2.5 Railway Network in Java, Madura and Sumatra 
 In Operation  Not in Operation  

Java 3,327 1,610 * 

Sumatra 1,348  512  

Total 4,675 2,122  

Source: Ministry of Transportation, 2006 
* Including Madura 
 

 

Imbalanced Distribution of Location of Construction. Another 
indicator of the distribution of investment in infrastructure is a study 
of the value of construction in roads and bridges. Figures 2.18 and 
2.19 indicate that the value of road and bridge construction is 
disproportionate. In 2004, the value of road construction in West 
Java accounted for 28 percent of the total roads and bridges 
constructed in all provinces. 
 
 

 
Figure 2.18 Value of Road and Bridge Construction (billions 

Rupiah) 
Source: Construction Statistics 2005, BPS 
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Figure 2.19   Value of All Construction (billions Rupiah) 
Source: Construction Statistics 2005, BPS 
Note: All/Total infrastructure includes residential and non-
residential buildings, electrical installation, water supply 
installation, sanitary installation, foundation, sound system, etc., 
water supply network, gas pipe installation, electricity network, road 
and bridges works, irrigation/drainage, electric power supply, 
construction or improvement of airport, harbor, bus station, etc., and 
others.   
 

Despite a significant percentage of the road construction being 
undertaken in Jakarta, amounting to 8.9 percent of the total value of 
road construction in Indonesia, its share of road construction in the 
total value of all construction is quite low, approximately only 12.6 
percent. This is mainly because of the high proportion of non-
residential building construction in Jakarta.  

The percentage of cement consumption further reinforces the 
unequal distribution of value of construction across the provinces. 
Figure 2.20 shows the percentage of cement consumption from each 
province as against the national consumption for the period from 
January to September 2007. Cement is mostly consumed in the Java 
provinces. However, it is also important to note that approximately 
60 percent of the population lives in Java. 
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Figure 2.20  Percentage of Cement Consumption—Provincial as 

against National Consumption (January–September 
2007) 

Source: Indonesia Cement Association 
 
 
2.2 Defining the Problem 
 
The previous section (2.1) shows that Indonesia faces infrastructure 
deficiencies. Despite substantial achievements since the 1970s, 
Indonesia has faced a number of significant, additional challenges. 
The study identifies the problem from three perspectives: (1) 
financial resources in regard to low and slowing investment in 
infrastructure, (2) regulations and institutional framework in 
regards to policy making and (3) rules of investment and the 
decentralization issue in regard to changing responsibility of 
infrastructure development.  Those three problems are described 
below. 
 
2.2.1 Financial Resources and Capacity  
 
The level of infrastructure is influenced by how much the 
government invests in infrastructure. The deficiencies in Indonesian 
infrastructure can be partly traced to the Asian financial crisis. 
Following the crisis, many projects that depended on both public and 
private investment were cancelled. The data on public spending on 
infrastructure alone reveals that the spending dropped from 
approximately 7.98 billion USD in 1994, when its share accounted for 
57 percent of the total development spending from the central 
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government’s budget, to less than 1.5 billion USD in 2000, which is 
approximately 30 percent of the government’s total development 
spending (World Bank, 2004). This means that not only did the 
nominal value of public spending drop, but the proportion to total 
public expenditure also decreased. Figure 2.21 shows the proportion 
of infrastructure spending in the central government’s development 
budget. 
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Figure 2.21 Central Government’s Development Spending (billion 

USD)  
Source: World Bank (2004) 
 
The ratio of public infrastructure to GDP has decreased from 5.34 
percent in the fiscal year 1993/1994 to a mere 2.33 percent in 2002. 
As shown in Figure 2.22, the ratio of public infrastructure 
investment to GDP displays a negative trend.  
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Figure 2.22    Ratio of Public Infrastructure Investment to GDP (%) 
Source: Bappenas (2003) 
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Compared to other countries, the ratio of infrastructure investment 
to GDP is quite small, much lower than that of China, Thailand and 
Vietnam. Table 2.6 provides a brief comparison to other countries 
like Cambodia, the Philippines, Lao PDR, Mongolia, China, Thailand 
and Vietnam. The decreasing ratio of infrastructure to GDP and the 
comparative rates for other countries may be an indication that the 
Indonesian government invests too little in infrastructure. 
 
Table 2.6 Comparative Infrastructure Investment to GDP (%) for 
2005 
0–3 % 4–7 % Over 7 % 
Cambodia Lao PDR China 
Indonesia Mongolia Thailand 
Philippines  Vietnam 
Source: World Bank (2005) 

 

The low level of public investment in infrastructure can be linked to 
fiscal capacity and fiscal policy. First, the economic crisis decreased 
the capacity of the fiscal budget to support infrastructure 
development. Second, the proportion of infrastructure in the 
development expenditure is not high. Figure 2.23 shows that a sector 
categorized as trade, national business development, and finance and 
corporate (including debt services and subsidies) invites the biggest 
proportion of public spending. This is mainly due to the high 
proportion of subsidies and debt services or repayments. 
Infrastructure is ranked fourth after the education and government 
apparatus and the supervision sectors. 
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Figure 2.23   Sector Distribution of Public Expenditure (trillion 
Rupiah, at constant 2000 prices) 
Source: World Bank (2007)  
 
 
2.2.2. Regulation and Institutional Framework 
 
Despite the problem of the budget being negatively affected by the 
economic crisis, this study argues that the problem does not arise 
merely from inadequate financial resources. While the government 
has recognized the need for infrastructure investment, at the same 
time it has fiscal constraints; therefore, one choice might be to seek 
private participation in infrastructure. 

Table 2.2 has already established that the growth of toll roads 
operated by private investors is quite slow—only 161 km of toll roads 
have been built and operated during 1983–2008. In this respect, the 
government faces the challenge of stimulating more private 
investment in infrastructure like toll roads. 

To attract private participation in investment in infrastructure, 
certain conditions have to be met, for which reforms are needed—
reforms that would make infrastructure services more competitive 
and provide strong and independent economic regulation of natural 
monopolies. This would help create an environment more conducive 
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to private-sector participation in infrastructure investments, 
efficiency savings that can be passed on to consumers, and provide 
better services (Alexander & Estache, 2000). In addition, 
Kirkpatrick, Parker, & Zhang (2006) found that FDI in 
infrastructure responds positively to the existence of an effective 
regulatory framework that provides regulatory creditability to the 
private sector. 

Taking the toll road sector as an example, in the past, 
infrastructure projects involving private-sector participation were 
developed in the absence of an overall national development 
framework and clear procurement guidelines. The process of 
undertaking toll road projects in cooperation with the private sector 
suffered from the lack of clear and comprehensive rules for 
procurement. To address this problem, the government issued 
Presidential Decree number 7 in January 1998 entitled “Cooperation 
between the Government and Private Enterprise for Development 
and/or Management of Infrastructure” (Ministry of Public Works, 
2001).  

It is believed that bringing more private sector participation into 
the economy could improve the situation by creating competition. 
However, in the case of infrastructure industries, simply moving a 
monopoly from the public to the private sphere will not result in 
competitive behavior. A key requirement for the success of 
privatization then becomes the effectiveness of the regulatory regime 
in promoting competition or in controlling the anti-competitive 
behavior of dominant firms (Kirkpatrick et al., 2006). 

Another challenge faced by the Indonesian government, especially 
after the economic crisis, is related to coordination among 
institutions in infrastructure policy. Policy making in infrastructure 
generally requires considerable policy coordination among 
government agencies.  

Policy coordination will also have to evolve with a redefined 
framework and a strategy for infrastructure development. Much of 
the challenge the government faces in coordinating infrastructure 
reflects balances that need to be struck among different functions—
between planning and financing, infrastructure and overall fiscal 
sustainability. When these functions are spread across separate 
agencies, the challenge becomes more difficult (World Bank, 2004, 
2005). 
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2.2.3. Decentralization of Responsibilities 
 
Following the decentralization policy, there has also been a 
decentralization of responsibilities in infrastructure development. 
The central government has to share its authority and 
responsibilities for infrastructure development with local 
governments. This has become a new challenge that the government 
faces in infrastructure policy making. In a new era of 
decentralization, local governments play a greater role than before in 
regional infrastructure development and policy. However, the new 
system also creates new problems. 

In land transport infrastructure, for example, problems 
associated with decentralization are related to investment, 
rehabilitation and assets maintenance of the infrastructure. There 
has been a trend for regional governments not to provide enough 
budget for infrastructure maintenance and rehabilitation (Bappenas, 
2003; Ministry of Transportation, 2005).  

According to a recent World Bank report (2007), decentralization 
has had an impact on infrastructure development. Local 
governments spend mainly on social sectors and their own 
administrations. The center continues to spend substantial amounts 
on local functions, particularly on health and education and, as a 
result, allocates fewer resources for large-scale infrastructure 
projects. In addition, public enterprises that have been transferred to 
local governments, particularly municipal water supply companies 
(PDAM), have become insolvent. 
 
 
2.3. Policies Adopted 
 
Government policies on infrastructure have been evolving since 
Indonesian independence and the effort to develop the country 
through systematic planning. The evolution of government policies 
related to infrastructure development has been summarized in Table 
2.7. 

In the old order regime, infrastructure was developed by direct 
macro allocations of funds to ministries. The progress of 
infrastructure development was relatively slow. A new regime called 
the new order regime (orde baru) initiated a five-year development 
plan for the country. Under the new system, the National 
Development Planning Agency (Bappenas) is responsible for drafting 
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the five-year development plan (Repelita). Infrastructure policy is 
one of the main elements in the plan.   

In the 1970s, infrastructure planning was at the core of economic 
and social development planning. To create more effective planning, 
a matching capacity to Bappenas was developed in the Provinces, 
and in the 1980s in local government. In the 1980s, despite the 
growth in infrastructure development, high industrial growth and 
rapid urbanization, infrastructure development increasingly lagged 
behind demand. 
 
Table 2.7 Evolution of Infrastructure Policy Making, Planning 
and Funding Processes 

Era Period Policy 

The Old Order 
Government 

Up to mid- 
1960s 

Direct macro allocations of funds to 
Ministries, narrow and slow 
infrastructure progress 

Late 
1960s 

 Think tank to develop plans on a 
cross-sectoral basis—the National 
Development Planning Agency—set 
up with strong Presidential authority 
to technocrats to prepare integrated 
overall economic and fiscal envelopes, 
a rational plan for stabilization and 
five-year development plans, budgets 
and the development projects 
 Concentrating on selected key 

economic and social objectives, until 
progress allowed a broadening of 
priorities  

1970s  Matching capacity to Bappenas was 
developed in the Provinces and in the 
1980s in local government. 
Infrastructure planning was at the 
core of economic and social 
development planning. 

 

The New 
Order 
Government   

Mid- to 
late 1980s 

 Success enabled move to holistic 
integrated approaches; complexity, 
scale, participation numbers, the 
needed rate of progress, the vying 
viewpoints of diverse interest groups 
becoming a challenge  
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Era Period Policy 

 11% to 12% pa industrial growth and 
rapid urbanization increased the 
infrastructure lag behind latent 
demand  

 
Fast 
1990s 

 Bappenas, relying more on single-
sector discussions and less on multi-
sector discussions, directed program 
and project decisions in an effort to 
improve efficiency. Close presidential 
and state secretariat monitoring kept 
tight coordination 

 
Economic 
Crisis and 
Reformation 
Era 

1998 
onwards 

 Under the first ‘reform’ government 
of President Abdurrahman, with 
strong public allegations and 
pressures from other agencies, 
Bappenas’ role and existence was 
questioned. In the atmosphere of 
uncertainty, there was a hiatus in 
policy, strategic planning and 
program-level of coordination in 
planning and budgeting 

Source: Slide Presentation by Bambang Bintoro and Chris Summers 
to Joint Study on Infrastructure Development in East Asia, Second 
Regional Workshop Bali, Indonesia, 27–29 June 2004, ADB. 
http://www.adb.org/Documents/Events/2004/Infrastructure_Develop
ment/Second-Workshop/Bintoro-Summers.pdf  (Retrieved on 
December 14, 2008) 
 
As one of the main institutions for infrastructure policy making, 
Bappenas changed its role in 1998 after the reformation era. During 
the 1990s, Bappenas played an important role. At that time, for 
infrastructure planning, it relied more on single-sector discussions 
and less on multi-sector discussions, and directed program and 
project decisions in an effort to improve efficiency. In 1999, under the 
first ‘reform’ government of President Abdurrahman, with strong 
public allegations and pressures from other agencies, the role and 
existence of Bappenas was questioned. In the prevailing atmosphere 
of uncertainty, there was a hiatus in policy, strategic planning and 
program level of coordination in planning and budgeting. 



Chapter 2 34 

 

Table 2.8 The Evolution of PPP 
Period Policy 
1980s  Lack of framework to bid under, post-bid negotiations as 

tortuous as for unsolicited investments. The stumbling 
blocks chiefly in assurances of tariff adjustments. The 
involvement of special interests on the investors’ side 
were a key part of the investors’ willingness to trust the 
future government processes. 

Late 
1990s 

 Competition in toll roads; special interests otherwise still 
strong; resultant contingent liabilities a serious concern 
in power. 
 Beginnings of comprehensive frameworks in some sub-

sectors and a cross-sectoral umbrella framework.  
 Progress renewed after the crisis but requires a high-level 

policy base, especially for guarantees or subsidies to 
match more independent regulation. 

 
Source: Slide Presentation by Bambang Bintoro and Chris Summers 
to Joint Study on Infrastructure Development in East Asia, Second 
Regional Workshop, Bali, Indonesia, 27–29 June 2004, ADB. 
Retrieved on December 14, 2008 from 
http://www.adb.org/Documents/Events/2004/Infrastructure_Develop
ment/Second-Workshop/Bintoro-Summers.pdf 

 

Following the worldwide trend of private participation in 
infrastructure and increased infrastructure investment, the 
Indonesian government initiated the PPP policy in the 1980s. The 
policy has been remarkably important to enhance infrastructure 
provision in the economy. Table 2.8 provides a short description of 
the evolution of the PPP policy.  Initially, the policy in the 1980s still 
lacked a sound framework. To address this issue, a new policy with a 
more comprehensive framework that encouraged competition was 
adopted in the late 1990s.  

The impact of the policy related to PPP—the result of private 
investment in infrastructure—can be seen in Figure 2.24. Private 
investment was increasing in the 1990s just before the economic 
crisis in late 1997 and 1998. During the economic crisis, private 
investment went down dramatically. 
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Figure 2.24   Private Investment in Infrastructure 1990 - 2007 (US$ 

million) 
Source: PPI Database, World Bank 
 

During the economic crisis, the government focused on prioritizing 
the restructuring of the finance and banking sectors and the social 
safety net programs. With this focus and the fiscal capacity 
constraints, infrastructure development decreased.  

After the economic recovery, there was an effort to revitalize 
infrastructure investment, especially from the private sector. 
However, there were some obstacles hindering investment in 
infrastructure. Under the new government elected in 2004, 
infrastructure issues regained policy attention and have become one 
of the government priorities on the policy agenda.   

There was also an effort to accelerate infrastructure provision. 
The government established The National Committee for the 
Acceleration of Infrastructure Provision (KKPPI/ Komite Kebijakan 
Percepatan Penyediaan Infrastruktur) to coordinate the activities. 

Parallely, there was an effort to introduce reform in 
infrastructure policy. The government’s reform program in the 
medium term was undoubtedly radical. It consisted of three 
elements: structural reform of public enterprises, decentralization of 
responsibilities and redefining the role of government in many 
sectors (Coordinating Ministry for Economic Affairs, 2006). 

The first component dealt with structural reform of public 
enterprise, including the SOEs and Regional-Owned Enterprises 
(ROEs)—these enterprises were to be incorporated and then run on 
commercial principles using modern management and financial 
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techniques. The government’s eventual aim was to privatize the 
SOEs (and ROEs) at the appropriate time. 

The second component tackled the large-scale decentralization 
process. The government sought to improve the process of fiscal 
transfers from the center, promote inter-regional cooperation, 
improve the institutional capacity of the regional governments and 
agencies, and prevent local government from imposing unnecessary 
regulations or inappropriate taxes and levies.  

Thirdly, the government wanted to complete the process of re-
defining the role of the government for many sectors. This process 
has been initiated but much work remains to be done. 
 
 
2.4. Remaining Issues 
 
The policies and efforts described have been made by the government 
to tackle the problems in infrastructure development. Despite some 
achievements, there are a few lacunae. First, even though the need of 
building more infrastructures has been realized, the decision and 
finally construction of infrastructure is not easy. Even though 
institutional coordination among government agencies has been 
arranged and regulatory reform launched, speeding up infrastructure 
decision has not automatically resulted. In this respect the 
researcher argues that the decision-making process with regards to 
infrastructure is getting more complex in the new environment with 
multi-actor involvement and balanced power. 

Second, there is an imbalance in infrastructure growth among the 
provinces. To this extent, the government has to pay more attention 
to developing infrastructure from the view of regional basis. Further, 
there is an important issue in relation to regional development policy 
and infrastructure policy. Special attention should be directed 
towards an interplay of spatial and infrastructure development 
policy.   
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