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Pecolloncies, Ambac oo honorable participants, ladies aned
gentlemen.
Dowouk! Ble to tabe his apporbunity Lo inroduce myaelf as 2

member of the new cabinet, and to give you a brief update on the
ongoing  developments  rejarding  decentralization  policies  and
implementation.

As all of you are certainly aware of, the new decentralization laws,
Law 32/2004 on Local Governance and Law 33/2004 on the Fiscal Balance
between Central and Local Governments, which replace Law 22/1999 and
Law 25/1999, have become effective in October 2004. The two new laws
seek to clarify Indonesia’s decentralization policy and to provide more
detailed rules for its implementation. This was a necessary step to avoid
misinterpretations and potential conflicts due to some unclear regulations
in the previous laws. While attempting to- clarify the distribution of
responsibilities between levels of government, the new laws do not
attempt to recentralize governinent authority. Let me take this opportunity
to reassure you that we will continue the decentralization policy in the
spirit of the laws 22/1999 and 25/1999, giving regions far reaching
authority in handling their ovwn affairs and provide them the necessary
funds for this purpose.

While we believe that the new laws form a major step forward to
enhancing regional autonomy and good local governance, we realize that
they slill have some shortcomings. As 1 have indicated at several
ncepsions hefore, we will thetefore review the laws in stages over the

coming yoars However, weoaell start implementing the stipalations of the




new laws as soon as the necersary implementing regulations are in place.
At the same time, we will explain the content of the laws as clear as
possible to all levels of government and to the public, either through
socialization campaigns in ihe iegions or through media.

Al nresent, we are preparing the implementing regulations of both
faws.  Law 32/2004 will need among others 7 laws and 43 Governiment
Reqgulations. Some regulation . will be ready within the first semester of
this year, especially the Goverament Regulation on the Election of Heacls
of Regions. The first elections of regents, mayors and governors based on
the new law will be held in June 2004. This will be a historic event for
Indonesia, being the first direct elections of regional heads. As part of our
100 dav work program, we are giving particularly high priority to finalizing
draft government regulations on Supervision and Guidance, Standing
Orders for Regional Parliamenis, and Guidelines for Regional Government
Organization.

Other important implementing regulations will be finalized very
soon, among others government regulations on the assignment of
government functions across levels of government, including the definition
of local government obligatory functions and minimum service standards.
An important issue to be dealt with in due course is the harmonization of
all sectoral laws with the decentralization policy. This will require
substantial technical expertise, which we hope can partly be provided by
the donors.

M

Related to the law 33/2004, the Ministry of Finance is preparing at
least 7 government regulations for the implementation of this law which
re in line with the State Finance law and the State Audit law. These
regulations will among others deal with fiscal balance, budget deficit, local
government borrowing and bonds, financing deconcentration and
assistance tasks as well as regional financial information system. They will
support the implementation of decentralization and strengthen regional
autonomy. Through some modifications, the formula for the general grant
allocation (DAU) has been made more equalizing, which will help to
reduce the income disparities between the regions. At the same time, the
mechanisms for the specific grant allocations have been improved.

Let me take this opportunity to also emphasize that short after
taking office, the government has fulfilled its promise to the people in the
provinee of Papua and has on 3 December 2004 issued the long awaited
aovernment  requlation on the Papua Peoples” Consultative  Assembly
(Flajeli Rakyvatl Papua, MEP), 5 an important implementing reguiation of
the b avean Special Anlonoany oy Fapia.




The decentialization policy  intiGduced in 2001 and - adjusted
throtigh the laws 32/2004 and 33720041 has hrought about tremendous
challenges for regional governments and patliaments Lo cope with then
increased  responsibilities. The  government s therefore pulting qgreat
emphasis on capacity bnilding in the reqgions. As an instiument 1o hetter
i andd coordinate the reapective eftorts, the Minister of Home Affairs
taacther with the State Minister for National Planning/Head of Bappenas
have iesued the National Framework for Capacity Building to- Support
Decontralization in Novermber 20020 We will in diie course review anid
adjust the Framework, to meke it an even more useful document of
reference for our own capacity building efforts and for support initiatives
by the donors. At the same time, we would like to encourage donors 1o
continue and is possible to evensincrease their capacity building support
for the regions. This support should, however, be well coordinated in
order to be as effective as possible and to yield optimal results. The
Director General for Regional Autonomy of my ministry will later address
this issue in more detail.

Many of the donors as well as entrepreneurs and potential investors
have compiained about iocai yoverniment taxes and levies as well as cther
local government regulations that have become obstacles to focal
economic development. The effective supervision of regional regulations is
therefore an important point on the agenda of both the Ministry of Home
Affairs and Ministry of Finance. The total number of regional regulations
received by the Minister of Home Affairs until December 2004 is 4421, of
which 361 were cancelled because they did not comply with higher level
requlations or violated the public interest. To reduce the risk of such
inappropriate regional regulations being enacted, in line with the new law
32/2004, regional regulations on the local budget (APBD), on taxes and
levies as well as on spatial planning will have to be approved by the
central government before becoming effective.

In order to be able to continuously assess the progress of
implementing decentralization and regional autonomy, and to identify
emerging problems at an early stage, we have started to set up a
comprehensive monitoring and evaluation system drawing on the inputs
from many sources, both govornment and non government institutions.
Building up the system, including the information and data base, and
making it fully operational requires still considerable efforts. We would
appreciate the donors support for this purpose. In this context, I would
also like to mention that the Government is working towards revitalizing
the Advisory Body for Regional Autonomy Policy as mandated by Law
2004
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Last but not least, we «2e the need for many local governments to
use their discretion in planning local development and allocating loral
budaets Lo <trengthen their ~fforts towards poverty reduction in their
regions. One of the stialegic programs of the Ministry of Home Affairs
within the first 100 days of ihe new qovernment is theiefore o review
regional poverly reduction proqrams, Based on the resuits, the Ministry of
Home Mfairs will continue 1o £ocilitate local governments in preparing local
Poverty Fradication Strateaies - SPKDY within the hroader framework of 1he
national PRSP <tiategy.  This will include the integration of the Millenitm
Development Goals and Minimum Service Standards into local governiment
Programs for poveriy alieviaticn. So far, i3 provinces and 93 districts have
prepared local poveity eradicalion strategies.

Mare detailed  explacations  on progress  achieved in the
implementation of decentralization and regional autonomy are provided in
the appendix of this statement.

Before coming to the end of my brief statement, I would like to use
this opportunity to appeal to the donor community in the light of the
tragedy that happened in Aceh and North Sumatra, to provide urgently
needed support for the rehabilitation of the damaged area, both for
infrastructure and supporting programs, especially related to health,
education, and water supply and sanitation.

Finally, on behalf of the government, I would like to express our
thanks to the donor community for their strong support and their
readiness to continue providing assistance that will significantly contribute
to the success of the decentralization program in Indonesia. I would like
to take this opportunity to assure the donors that the Government of
Indonesia will undertake the necessary initiatives to improve donor
coordination in the field of decentralization and local governance, in order
to make our joint efforts more effective and beneficial for the people in
the regions. We are looking forward to the continuation of the fruitful
cooperation.

Jakarta, 19 January 2005
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