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On 6 August 2010, the Director General, Independent Evaluation Department, received 
the following response from the Managing Director General on behalf of Management: 
 
 

I. General Comments 
 
1. We appreciate IED’s Special Evaluation Study (SES) on ADB Support for 
Decentralization in Indonesia. The SES is based on evaluation of four core 
decentralization projects and programs, 12 supporting technical assistance (TA) 
projects, and other sector-based loans with fiscal decentralization components 
approved since 1998. The SES findings and recommendations are timely as 
ADB is currently preparing its County Partnership Strategy (CPS) 2011-2015. We 
accept IED’s assessment that ADB support for decentralization in Indonesia has 
been “partly satisfactory”. The SES recognizes that many of the assessed 
interventions took place when Indonesia was undergoing rapid economic, 
political, and administrative transitions. While ADB’s core decentralization loans 
and TAs have been effective in supporting necessary policy reforms, they have 
been less effective in developing institutions and processes required to 
implement the policies. ADB support would have, in hindsight, been more 
effective if it had been backed by more appropriately designed TAs to develop 
the capacity of decentralized institutions. 
 
2. We would like to note that the ability of the SES to draw definitive 
conclusions is partly complicated by some of the implemented programs and TA 
projects having had mandates broader than supporting fiscal decentralization. A 
number of the program loans and TAs with a core focus on fiscal decentralization 
were implemented more recently, including the Local Government Finance and 
Governance program. The SES recognizes that recent ADB interventions have 
been more focused and responsive to the needs of the Government. These 
interventions have already incorporated lessons from past experience. To reduce 
delays in implementation, they have been increasingly implemented through the 
country systems, which have improved with support for public finance 
management and procurement reforms. 
 
II. Comments on Specific Recommendations 
 
3. Recommendation 1. Continue support for developing the policy 
framework for decentralization with project- and program-based support, 
complemented by more decentralized assistance, such as support for 
institutional building, at local levels.  We agree. ADB will continue its support 
for policy reforms in decentralization through its ongoing Local Government 
Finance and Governance program. Successful decentralization in Indonesia will 
continue to require substantial institutional development support, especially at the 
local and to some extent at the central levels. We will continue to consider 
alternative, more effective approaches to support specific areas of capacity and 
human resources development. Development partners have recently made 
progress in increasing capacity building support at local levels. Given the scope 
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of the task, future ADB interventions can build on this positive trend. While the 
majority of recent loans to Indonesia have been policy-based loans, in recent 
discussions, the Government and ADB have agreed to gradually increase the 
proportion of project loans over the medium term. We fully understand the 
importance of addressing on-lending to support local development needs, and 
are considering alternative financing mechanisms. Progress in developing these 
mechanisms will open opportunities for improving the balance between project- 
and program-based interventions supporting fiscal decentralization. 
 
4. Recommendation 2. Continue addressing government priorities for 
decentralization by focusing ADB’s interventions on past successes (in 
public financial management reform and capacity development) and 
support further improvement of the coordinated decentralization 
framework.  We agree. As noted in the SES, a comprehensive legal and policy 
framework for fiscal decentralization is not yet in place. Further support is needed 
to revise Law 32/2004 to clarify obligatory functions of the regional governments. 
In addition, it is necessary to support efforts to issue implementing regulations for 
Law 28/2010, which requires the transfer of property tax administration to the 
regional governments by 2013 to improve accountability. To further support a 
coordinated decentralization framework, the ongoing Local Government Finance 
and Governance Reform Program and TA will support the Government in 
developing the Grand Design for Fiscal Decentralization, which will set fiscal 
decentralization priorities and long-term directions. The program also supports 
efforts to improve the capacity of the Directorate General of Fiscal Balance in 
conducting regular consultations with stakeholders, enhancing flows of fiscal 
decentralization information, and developing annual progress reports. ADB will 
identify specific areas where assistance can be provided, such as public financial 
management and procurement. 
 
5. Recommendation 3. Further deepen coordination with other 
development partners (including the donor working group and other 
forums) in supporting government decentralization activities.  We agree. 
Although much has been achieved, Indonesia’s decentralization reforms are 
evolving, and key tasks in both policy reforms and capacity development remain. 
A phased approach with well-coordinated development partners’ support is the 
most effective way to carry the remaining reforms forward. Preliminary discussion 
is underway with the World Bank on possible cofinancing support for fiscal 
decentralization. In line with their progress in increasing capacity building support 
at local levels, development partners have indicated their interest in aligning their 
TAs with future ADB support for fiscal decentralization. ADB has participated 
actively in the fiscal decentralization working group. 
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