REBUILDING
THE INDONESIA INFRASTRUCTURE

Advanced, independent, and able to
enlarge people welfare based on the
principles of fair competition and
social justice, plays an active role in
the global and regional economy.

Economic Vision Infrastructure Vision
The establishment of infrastructure
system networks able to provide and
support the social economic welfare

to the people in a just manner,
supporting econmic development,
national unity, and international

Economic
Condition
2003-04
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INFRASTRUCTURE ISSUES
ECONOMIC ISSUES

Market economy with just A.
and fair competition
The role of government B.
as facilitator and catalyst
Economic global

Sustainable water resources
management

Transport system that supports
global, regional, and domestic
trades

competitiveness C. Housing and settlement
Industry, trade, and development

investment Package D. Sufficient and reliable energy
Policy and electrical power to the

SMEs, agriculture, and
cooperative enhancement E
Infrastructure Availability !
Food Security and
Sustainable Natural
Resources

people

Telecommunication and ICT

F. Policy changes in regulatory,
institutional, pricing, and
financing schemes.

MAIN
TARGET

« Economic
Growth
« Fiscal
Sustain
ability
« Infrastructure
stability and

reliability

No Normative Guidance
« No TAP MPR

« No GBHN

« No PROPENAS

MAIN GOALS

Macro
Economic
Stability

Eliminate
uncertainties
in the market
and business

Social and
political stability




External Challenges

« Globalization, trade
liberalization, privatization

« FDI and portfolios are not yet
conducive to stimulate growth

 The rising of China as new
economic superpower

Internal Challenges

« Decentralization

« Taxation System

« Out-of-date legal
system

« Infrastructure Gap

« No pricing policy

== =

« Poverty Alleviation by
rural infrastructure

« Security

« Old-fashion institutions

« Regional Disparity

« Corruption and lllegal
Levies

ECONOMIC ISSUES

Poverty Alleviation
SMEs Enhancement

Sustainable Natural
Resources

A.
Economic Economic and Financial B
Condition Stabiity " c
2003-04 Improving Competitiveness
Trigger Investments
Infrastructure Availability D

INFRASTRUCTURE
PRIORITY PROGRAMS

2005-2009

Investment Scheme

infrastructure.

Legal and Regulatory Reforms
New Institutional Settings
Pricing Policy, Financing
Schemes, and Public -Private

Rehabilitation, betterment, and
development of economic

— |
MAIN GOALS
MAIN
TARGET Macro and Micro
Economic
« Increase Stability
investment,
exports, and Efficient and
employment effective economic
* Reliability, movement
stability , and
sustainability Social and
of infra- political stability
structure
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No Normative Guidance
+ NoTAP MPR
« No GBHN

« No PROPENAS

Infrastructure
Development : Mid-

term 2005-2009
Agenda

But our infrastructure is deteriorating......

@ On top of inefficiency, low quality of civil works, excessive

The political and economic unity of this
archipelagic nation is sustained by efficient and
reliable infrastructure  networks free

communication of thought, easy transportation
of people and goods, easy access to information,
power and clean water, provision of healthy
sanitation, and sufficient irrigation networks
across the country. Together, the uniting forces
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overloading, insufficient maintenance funding, and natural
crisis
infrastructure condition in such a way that level of service and
capacity have declined significantly, resulting in bottlenecks,
increased price of commodity, hindered economic mobility, and

disaster, prolonged economic

high cost of the economy.

& Backlog maintenance and infrastructure damage has resulted in
extremely high costs of users, much higher than investment
costs by the government and privates. The social and political

Infrastructure Road Map

aggravated




Indonesia is internally and externally faced with new

. ion in Waiting
challenges ....... Indonesia : A Nation in
& Long and bumpy road to democracy,
& Lingering danger of disintegration : political and economic unity is at stake,
& Heavy external and internal debt burdens : debt trap?,
& Poverty incidents remain high,
&
&
L]

A full swing and abrupt, “big bang” decentralization, [While 5Syear long government efforts to restructure
Rapid deterioration of natural resources financial and banking sector with extreme high costs

! have not so far been so successful to bring economy
back to the pre-crisis level, it is only logical to take an

Rising open and disguised unemployment,
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Understanding of where we should go necessitates us to
know well on where we currently stand ........ -
indonesla : A Nation in Waiting

% We are in the crossroad ; make up our mind : want to stick to the old,
out-of-date systems or embrace new initiatives to achieve better lives;
want a status quo and declining or reform ?

# Clear, decisive, and far-reaching policies on many different strategic
issues have not yet in place, creating unnecessary uncertainties,

Infrastructure Road Map



Then we are faced by the following questions
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Indonesia : A Natien in Walting

Can infrastructure be an important part of any solution? Yes, it
can, but
What is the likely immediate action plans to help recover the
economy by means of infrastructure development?

What would be the role of infrastructure in the future economy
of Indonesia?

Infrastructure Road Map

The Rationales Even though debt stock to GDP ratio has

Percent of GDP

declined over the last 5 years, the ratio of

government investment to GDP in
infrastructure continues to decrease

["mGovernment Debt Stock |
DForeign Debt

@Domestic Debt

consistently. While it was 5.34 percent in

When times are hard, capital spending on
infrastructure is the first item to go, and
operations and maintenance are often
| close behind. Despite the long-term
economic cost of slashing infrastructure
| |spending, governments find it less

2001 2002 2003
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4.39

politically costly than reducing public
employment or wages. Studies of fiscal
adjustment and expenditure reduction
find that capital expenditures are cut
more than current expenditures, with
infrastructure capital spending often
b taking the biggest reduction. Cutbacks in
operations and maintenance expenditure
are worrisome (World Bank, 1994).

4.10

2.78
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Economic growth during the last 5 years has been heavily suppored by
consumption, far from sufficient to absorb 2.5 million labor force per
year, and has resulted in 9.7 million open unemployment (9.4% from total
labor force).

Economic Growth and Its Components
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Economic Growth
0O Consumption
Investment
Export, netto

Dec. 10, 2003 Infrastructure Road Map

Capital inflow in the past 5 years have also declining.......

10

Global investment of
Indonesia infrastructure
will have a significant
impact on increasing
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Internal & External Debt

USD 73.6 billion = Rp 662.5 trillion
(Dec 2001, Rp 9000 per USD)

& Total debts of Rp. 1.370 trillion (about
80% of 2002 GDP of Rp. 1.716,5 trillion)
threatens fiscal sustainability and made
it very difficult for APBN to finance
basic infrastructure maintenance and
rehabilitation such as roads, railways,
and irrigation system.

Rp 707.5 trillion by July 02)

Ratio of Routine and Development Expenditures and
Balancing Budget to GDP (%)
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# |Infrastructure gap, has been one of the factors triggering the regional
economic disparity. This is understandable because the more
developed economy will require more infrastructure.

#& |Infrastructure, however, can also be used as an instrument for reducing
poverty, breaking the isolation of a region, and narrowing the regional
gap.

# Infrastructure gap, however, cannot be overcome technocratically by
thinking that because there is less demand then there is no need to

provide supply. A blending between technocratic and political thinking

is necessary to build infrastructure in less developed regions. After all,
infrastructure supply will create its own demand.

Poverty

Figure 3 : Distibution of GFI (%)

Figure 4 : Regional Distribution of Export (%
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Indonesia GDP growth : comparable with other countries

Year Indonesia Malaysia Thailand Korea China

1993 6.50 9.89 8.25 5.49 13.50
1994 7.54 9.21 8.99 8.25 12.60
1995 8.22 9.83 9.24 8.92 10.50
1996 7.82 10.00 5.90 6.75 9.60
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.... but gross fix capital
formations are still below the
pre-crisis level

.... and Loan to Deposit
Ratio remains low
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Short Term Investment (2005-2009) for Indonesia Infrastructure
is Predicted to Reach US$ 72,14 billion (Rp 613,2 trillion)

Additional [ Investment

Infrastructure Canacity Costs In order to achieve and maintain an
. : economic growth of 6 percent during the
| Public Roads (km) 93.700 20.83 next 5 years (2005 — 2009), Indonesia will
Power Generation 21,900 28.44 need to maintain, rehabilitate, and
(MW) develop its infrastructure facilities with an
. . estimated investment cost of about US$
_'I:_'g;z‘;h';':ee — 1o, 10 72.14 billion (Rp 613,2 trillion). It could be
co, much more than that if transport,

=TT

housing, energy, and irrigation
infrastructure are taking into account. BEN
This is a huge costs given the number of

2002 Indonesia’s GDP of only US$ 189.41

billion (Rp 1.610 trillion current price).

|_Tnfn| LSS billion -7') 14
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Financing gap is inevitable, infrastructure investment need has been and is

always beyond government financial capacity to provide

Projection of the Gol's Infrastructure

Investment (Rp. trillion) But government is predicted to be able to

invest only in the amount of US$ 40.8
billion due to its fiscal capability,
equivalent to 2.33 percent of its GDP,
(1 leaving about US$ 31.34 billion in the
average to be open to private investors
and other financing schemes.

I II I| I| Flnancmg Gap of US$ 31.34 billion

100
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TRANSPORTATION : 2005-2009 Agenda

»  Maintenance, rehabilitation and e Double track program for North and
improvement programs for national, South Jawa Corridor
provincial and kabupaten roads networks «  Rehabilitation program and

« Development for Trans Kalimantan, . = .
Trans Sulawesi and other strategic roads construction of facilities for river,
to support economic growth centres, lake and ferry transport
national borders as well as toll roads’ «  Development of mass transit system
* Maintenance and rehabllltatlon of bridge in urban areas

Dec. 10, 2003 Infrastructure Road Map




TOLL ROAD Program

» During the next 5 years, toll road industry will have an independent authori
to deal with regulatory frameworks, pricing policy and tariff setting, financia
scheme, public-private partnership scheme, and other strategic issues
regarding toll road development.

Within 1-2 years, government will have to determine the best scenario for
D dl d O c

aV\
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Water Resources Program

@ Full scale implementation of Water Resources Sector Adjustment Plicy
Reform Agenda under the forthcoming new water resources law.

# Establish database and data management center for irrigation facilities, water
buildings, dams, reservoirs, and river basins.

@ New arrangements and redefinition of responsibility among government levels
: central, provinces, kabupatens, and villages according to decentralization and
regional autonomy. This includes budgeting and financial arrangements and
public accountability.

Dec. 10 Infrastructure Road Map
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Drinking Water

Amend the laws and regulation in the drinking
water sector
Develop the nature, environmental and water
resources conservation and protection programto
maintain reliability of the raw water through Water

Board Authority

Recompose water tariff structure based on the

Infrastruc

Increase rural community participation and
ownership in rural drinking water facilities
through sharing investment approach
Prepare action plans and investment plan to
meet MDG requirements to provide safe
drinking water for 50 percent of population

Delegate the right to determine tariff structure

ture Road Map

ENERGY

PROGRAMS

No Program Target Scope
1 Energy The energy Intensification to find
Intensific | availability based | fossil energy and the Na | proaram Tarqet Scone
ation on the increasing of non fossil
development and | potential energy; and the 5 Market Energy allocation based | Restructuring
population increasing production of Mechanism on efficiency through energy sector and

fossil energy and non

f£occil
TOS5H
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competition and
transparen

energy pricing
based on the
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Electricity Program

& Development of new generations

& Conservation of power energy

& Increase efficiency of generation, transmission, and distribution lines
& Efficiency program for electricity corporations

Infrastructure Road Map

ICT Program

« Finalize early termination and its compensation scheme in telecommunication sector

e Revise the Government Blue Print of telecommunication by providing competition
platform and preparing natural migration

e Prepare supporting regulations for competition, tariff setting, interconnection,
numbering, USO, licensing/permits, and independent regulatory body
Develop the concept of community telecenters for the rural community to get eas

12



Housing Program

e Land reform policy to prevent land speculation and monopoly
« Establish National Housing Agency and National Housing Financing
» Develop Secondary Mortgage Facilities (SMF) for housing investment plan

e Tax increment for commercial land and property owner who enjoys the rise of
their land values, and earmark the revenue for low-income housing complex

Infrastructure Road Map

Infrastructure is key to growth
and has played a critical role in Indonesia's growth

Growth, Infrastructure, and Investments

Fixed Capital Formation

(% GDP)
% Infrastructure

(% GDP)

Government Infrasm
Spending (% GDP)
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CHAMPIONING
THE INFRASTRUCTURE MAINSTREAM

NATIONAL COMMITTEE

Presidential

001 FOR THE ACCELERATION OF INFRASTRUCTURE POLICY
AND DEVELOPMENT

ClIF

Consolidated Research & Community
Indonesia Development
Infrastructure In Infrastructure

Forum Policy
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CHAMPIONING S e i
THE INFRASTRUCTURE MAINSTREAM et shion. CIF partipants
legitimate professional and

= = = = = = = ialists. Thy Id originate
The mechanic of linking the policy and political decision making process...... fom mndusty, NGO, asaociation,

private investors, government

official, academy, and users
Sector mmmmm—fe-|  Draft Final

representative.
BPolicvPaners
—OHGY-FaPers

Technical
ified | Working | | Qi arded as a consolidated R
Pape R&D
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Tentative Agenda 2004-2005

Finishing up Sector Policy Papers

STRATEGIC ISSUES

SUBSTANCE COVERED

New regulatory framework, new financial scheme, market failure, the new role of

AFTER DUOPOLY

TOLL ROAD government under special circumstances, market restructuring, financial design of
AND THE NEW ROAD LAW Jawa Toll Road System.
TELECOMMUNICATION

Market structure after duopoly, rural telecommunication, USO Scheme, greater role
of private sector, new technology, pricing policy, financial engineering.

POWER SECTOR
AFTER THE NEW ELECTRICITY LAW

Market structure under new electricity law, pricing policy, new design of Independent
Power Producers (IPPs), role of government.

URBAN TRANSPORT REFORMS

ROAD SECTOR REFORM

GAS SUBSTITUTION TO OIL
AND ENERGY MIX POLICY

Dec. 10, 2003

New institutional setting, urban transport management, urban economy, new design of
urban public transit, pricing policy, financial engineering, public transport trust fund.

Road Fund and the Role of Users In Road Asset Maintenance, consolidation of road
funding mechanism including Road User Charges, management reform.

Energy audit, energy balance, market critical review, balancing export and domestic
demand, optimization of SumateraWest Jawa Gas Pipeline : The National Interest.

Infrastructure Road Map

Tentative Agenda 2004-2005

Finishing up Sector Policy Papers

STRATEGIC ISSUES

SUBSTANCE COVERED

JAWA PARADOX AND
WATER DEFICIT

Implication of new water law on the supply and demand of raw and clean water,
pricing policy, Jawa Water Balance, restructuring of PDAM, community based water
upnly and sanitation program

HOUSING FOR LOW INCOME
PEOPLE AND THE POOR

The new roles of central and local governments, housing financial engineering,

secondary mortgage facilities (SMF), National Housing Agency.

D JABODETABEK

MRT ANI

RAILWAY MODERNIZATION

ICT INFRASTRUCTURE

SEWERAGE AND SANITATION
PROGRAMS FOR BIG CITIES

Dec. 10, 2003

Concept and strategies of Jabodetabek Rail Corporation in relation with Jakarta MRT
and other public transport modernization, Jabodetabek Transport Authority,
: L o =

Rail transport restructuring and reform programs, possibility of horizontal, vertical,
and spatial unbundling, legal and regulatory reform, new institutional setting, new

Building up new financial scheme involving public sector, private investors, industry,
and experts, fiscal incentives for ICT development, and optimization of current

Feasibility of building sewerage and sanitation facilities in big cities, economic
analysis, environmental assessment, financial scheme, regulatory framework..

Infrastructure Road Map
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INDONESIA

Book of
Indonesia
Infrastructure
Published by
Bappenas to be
Launched on
Dec. 23, 2003

Sebelum, Selama, dan Pasea Hrisis
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