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PERFORMANCE OF LGFGR II SUBPROGRAM 2 TRIGGERS 
 

Subprogram 2 Policy 
Accomplishment 

Original Triggers as 
Specified in the 

Subprogram 1 Document 

Assessment of the Original Policy Triggers and 
the Additional Triggers 

1. Draft Grand Design on 
Fiscal Decentralization 
(GDFD) setting long-term 
directions for fiscal 
decentralization finalized and 
submitted to Minister for 
Finance.  
 

1. Grand strategy document 
finalized and used to set 
long-term directions for fiscal 
decentralization 
 
 
 

1. Substantially Accomplished. (i) In late 

2009 the Team Assisting the Minister of Finance on 
fiscal decentralization matters prepared and 
published the Grand Strategy for Fiscal 
Decentralization in Indonesia (GSFD). During 2010, 
the document has undergone further review. 
Government plans to finalize the process in 2011 in 
order to submit the document for the signature of 
Minister of Finance (MOF), Minister of Home Affairs 
(MOHA), and the Head of Planning Ministry 
(BAPPENAS). 
 
(ii) The GSFD has been used to set long term 
directions for fiscal decentralization. The National 
Action Plan for Fiscal Decentralization (NAPFD), 
currently available in draft form, is to be formally 
adopted by   GOI by June 2011 and will be 
implemented during 2011-2015. As the current 
version of the plan states, the vision of the NAPFD is 
based on the Grand Strategy for Fiscal 
Decentralization to 2030 and on the Medium Term 
Development plan for 2010-2014. 

 
(iii) The policy framework for decentralization has 
been strengthened with two additional components:  
 

 First, the Medium Term Development Plan 
2010-2014, which outlines key areas for 
decentralization reform, including the need 
to rationalize the process of new jurisdiction 
formation, ensure vertical and horizontal 
balance in the distribution of financial 
resource across levels of government, and 
increasing accountability of local officials by 
strengthening representative processes.  

 Second, the completion of academic 
papers for the preparation of amendments 
to both Law 32 (Regional Autonomy) and 
Law 33 (Fiscal Balance).  

 

2. DG Fiscal Balance, MOF, 
continues program leadership, 
including: 1) regular 
consultations with all 
stakeholders, and 2) 
transparent circulation of fiscal 
decentralization information 
on a regular basis, including 
annual reports on fiscal 
decentralization reforms.  

2. DG Fiscal Balance, MOF, 
continues program 
leadership, including regular 
consultations with all 
stakeholders and transparent 
circulation of fiscal 
decentralization information 
on a regular basis, including 
a comprehensive annual 
report. 

 
 
 
 
 
 

2.            Accomplished.  

 
(i) The Directorate General for Fiscal Balance 
(DGFB) has led consultative mechanisms for policy 
and regulatory reforms with all stakeholders and has 
been in charge of external donor coordination. The 
DGFB has led preparation, through the Tim Asistensi, 
of the Grand Strategy for Fiscal Decentralization. It 
additionally leads the review of Law 33 and co-chairs 
the meetings of the DPOD. The DGFB has provided 
leadership to the ADB’s LGFGR Program (it has been 
the Executing Agency for three ADB TA projects) and 
other DPs programs, and has coordinated through 
formal and informal arrangements the work with key 
central Ministries and RGs.  
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(ii) The DG Fiscal Balance has published 
annual reports since 2009. In addition, it provides 
information on fiscal decentralization matters through 
a chapter on fiscal decentralization in the Annual 
Budget (Financial Notes, Chapter 5), periodical 
publications on trends in RG financial statistics and 
performance through the SIKD Directorate, posting of 
fiscal data (budgets and budget realization) for all 
RGs in DGFB’s website, and annual publication of a 
supplemental handbook on fiscal decentralization. 

3. Uncontrolled proliferation of 
new local governments 
stopped.  

3. Processing of applications 
for new regions occurs strictly 
in line with the new policy and 
regulatory regime. 
 
 

3.            Partial accomplishment  

 
(i) Stopping uncontrolled proliferation of 
new jurisdictional formation – accomplished. The   

GOI imposed a moratorium in the processing of 
applications for new local government formation. 
Presidential Decree 5/2010 on the Medium Term 
Development Plan 2010-2014 suspends proliferation 
for that period. 
 
(ii) Development and implementation of new 
guidelines for new government formation – 
partially accomplished.  The draft amendments to 

the Law 32 include efficient criteria for new local 
government formation, and the provision that a 
Grand Strategy will detail further the administrative 
guidelines for processing applications. Such 
administrative criteria are further developed in 
MOHA’s recently approved Grand Strategy for 
Regional Autonomy and will be implemented upon 
the enactment of amendments to Law 32,   
 

4. Framework for addressing 
lack of clarity and excessive 
overlapping in expenditure 
assignments across tiers of 
government finalized with 
implementation started.  

4. Framework for addressing 
inconsistencies finalized with 
implementation started. 
 

 

4.            Accomplished.  

 
(i) Review of Law 32. Draft amendments to 

Law 32 deal with important aspects of the framework 
for functional assignments. Once amendments are 
passed, the   GOI will proceed with the review of 
Government Regulation 38.  
 
(ii) The GOI has issued some 40 NSPKs and 
13 SPMs by line ministries to support efforts in 
clarifying functional assignments, some of critical 
importance for gender equality in service delivery. 
Milestones referring to regulatory developments 
expected upon approval of amendments to Law 32 
are eliminated as the law is still to be discussed in 
the DPR. 

5. Presidential Decree 5/2010 
on the Medium Term 
Development Plan 2010-2015 
instructs the government to 
provide for greater flexibility in 
the allocation of DAU funds by 
de-linking the wage payments 
from DAU allocations.  

5. Develop the legal basis to 
implement delinking of wage 
payments for the DAU 
providing an environment for 
flexible management of 
regional staffing levels 
without limiting access to the 
DAU, which will have more 
funds available for distribution 
on an equalization basis 

5.           Substantially accomplished. 

 
(i) The effective legal de-linking of the wage 
payments from the DAU, intended to release 
additional funds for discretionary expenditure of 
regional governments has completed the initial 
stages: i) Presidential instruction in the form of 
Presidential Decree; and ii) the academic paper 
informing future amendments in Law 33 on Fiscal 
Balance requests the de-linking. 
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(ii) In addition, the MOF has been de facto 
pegging the share of wages in the DAU to below 
50% of the total national allocation. The combination 
of both measures reflects substantial progress while 
draft amendments to Law 33 are completed by the 
end of 2011. 
 

6. Forward estimates 
progressively prepared and 
incorporated into the national 
budget formulation process for 
all major transfers and shared 
revenues.  

6. Forward estimates 
progressively prepared and 
published for all major 
transfers and shared 
revenues after further 
empirical studies 

6.              Accomplished. The MOF continues to 

design and incorporate forward estimates for their 
inclusion in budget documents. The forward 
estimates are prepared and incorporated in the 
medium term expenditure framework exercise, which 
is then used in formulating the national budget. MOF 
publishes the aggregate figures as a percentage of 
GDP in the Financial Note for National Budget.  

7. At least 50% reduction in 
incorrect Dekon expenditure 
identified in the Ministry of 
Education.  

7. At least a 50% reduction in 
incorrect Dekon expenditure 
identified in the two pilot 
ministries studied under 
subprogram 1. 

7.              Accomplished. Empirical studies showed 

no significant incorrect Dekon in the Ministry of 
Environment and thus gains concentrated in the 
reduction of incorrect Dekon in the Ministry of 
Education. Well over 50% of identified incorrect 
Dekon were reduced over the subprogram period. 
 

8. Decentralization of Land 
and Building Tax piloted.  

8. Amend laws and begin 
gradual devolution of property 
tax, including review of the 
proportion of valued 
assessments actually 
charged 

8.             Accomplished. The GOI went beyond the 

originally agreed triggers and milestones and 
enacted a new Law on regional taxes and charges 
that is currently being implemented..   
 

9. DMFAS fully operational 
and providing useful data for a 
comprehensive analysis of 
regional debt 
 

9. DMFAS fully operational 
and providing useful data for 
a comprehensive analysis of 
regional debt 

9.            Accomplished. The system is fully 

licensed and in operation and already providing the 
reports required for the analysis of regional debt.  

10. 58% of PDAMs non-
performing debts 
restructured/rescheduled and 
paying on time in relation to 
newly agreed arrangements; 
restructuring/rescheduling 
plans of 68 PDAMs fully 
approved and 21 more in the 
process of approval.  

10. At least 85% of PDAM 
nonperforming debts 
restructured or rescheduled 
and paid on time in relation to 
new agreed arrangements 

10.          Substantially accomplished. 

 
(i) Over the past two years, nearly 100 (out of 
164 eligible) local water companies (PDAMs) have 
initiated the process of restructuring their debts. 
Some 68 of them have completed the process, with 
an additional 21 in the process of approval. As of 
December 2010, some Rp 4.3 trillion in debt had 
been restructured, representing 58% of the total.  
 
(ii) The MOF has allowed, upon adherence to 
sound technical requirements in the preparation of 
debt re-structuring plans, the write off of all non-
principal debt from the PDAMs. Although the share 
of debt restructured has fallen somewhat below the 
original target, the progress achieved in this area is 
commendable and remaining companies are 
expected to complete the process shortly. 

11. Government Regulation 
(PP 30/2011) enacted, 
establishing system for 
regional bond issuance.  

11. Central Government 
supports five pilot 
creditworthy regional 
governments to develop 
regional bond issues 
(including training, due-

11.                 Substantially accomplished. 

 
(i) The core reform expected in this policy 
area, the definition of a legal framework for the 
development of regional bond markets, has been 
achieved. The eventual use of such mechanism by 
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diligence studies, document 
preparation, generation of 
private credit ratings, and 
regulatory regime to deal with 
defaults and bankruptcies). 

regional governments will be guided by the regions 
medium-term growth and investment plans and 
capital market conditions. For those regional 
governments exploring the possibility of issuing 
bonds, the MOF has tendered good support along 
the stages of the process covered.  
 
(ii) The City of Jakarta has initiated the process 
for municipal bond issuance, bringing close to be the 
first sub-national government that uses this 
alternative for investment financing.  
   

12. The Government is 
committed to annual  growth 
of at least 25% in funding over 
the next 3 years through 
MOHA and MOF (compared 
with actual 2008 levels) to 
support training for human 
resources and systems 
development in regional 
governments, including 
central training materials 
preparation.  

12. The Government is 
committed to annual growth 
of at least 25% in funding 
over the next 3 years through 
MOHA and MOF (compared 
with actual 2008 levels) to 
support training for human 
resources and systems 
development in regional 
governments, including 
central training materials 
preparation 

12.            Accomplished. Data from the MOF and 

the MOHA confirm the target level of investment in 
capacity and system development has been reached 
on an annual average. Important amounts have 
already been budgeted for the capacity building of 
regional government officers as the land and 
building tax and the property transfer tax is 
devolved.  

13. Time delays in publishing 
consolidated RG information 
progressively reduced from 
about 3 years to 1 year.  

13. Time delays in publishing 
consolidated regional 
government information 
progressively reduced from 
about 3 years to 1 year 
 
 

13.            Accomplished. The policy matrix details 

specific progress achieved in the coordination of 
financial reporting by regional governments, 
especially through the SIKD Komandan financial 
system that is established by MOF. MOF has also 
enforced the timeliness of the submission of financial 
data by RGs through issuance of regulations. This 
has allowed reducing the time in publishing 
consolidated budget information to one year, while 
actual, audited financial information is available with 
a 2 years delay, a good international standard.,  

14. Regional government 
performance measurement 
system (RGPMS) developed 
with centralized database fully 
functioning in 40 regional 
governments.  

14.  Regional government 
performance measurement 
system (RGPMS) developed 
with centralized database 
fully functioning in 40 regional 
governments. 
 
 

14.            Accomplished. In addition to the 

accomplishment of the targets defined, the policy 
matrix incorporates GOI efforts in reporting gender 
related indicators in the performance measurement 
system of regional governments. 

Additional Triggers for Subprogram 2 

15. MOF issues decree 
instructing line Ministries to 
implement Gender 
Responsive Budgeting 

 
 

15.           Accomplished. New output area not 

previously considered in the original matrix. Progress 
achieved towards the implementation of gender 
responsive budgeting is a considerable advance that 
has been incorporated as a trigger (with associated 
milestones) in the revised version. The proposed 
PPPF also incorporates the need to roll out gender 
budgeting at the regional government level, which is 
the   GOI plan for the next few years. 

16. Strengthened oversight 
and coordinating role of 
Provincial Governors in the 
framework of 

 16.           Accomplished. The clarification of the 

role of provinces and governors in the system of 
intergovernmental fiscal relations has progressed 
with the issuance of a Joint circulation letter on the 
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intergovernmental fiscal 
relations. 

topic by the three main Ministries (MOF, MOHA, and 
BAPPENAS) and to support the main government 
regulation on Procedures and Performance of Roles 
and Responsibilities of Financial Position as Deputy 
Governor at the Provincial Government 
(GR23/2011).  
 

17. Improved transparency in 
DAU allocation by publishing 
the latest national formula and 
weights used for the 
distribution of the DAU to 
provinces in the annual 
supplementary budget 
documents.  
 

 17.          Accomplished. The MOF, with the recent 

publication of the national formula and weights for 
the DAU has taken a significant step towards 
increasing the transparency in the allocation of this 
transfer mechanism. In addition to its publication in 
the supplementary budget notes, the MOF annually 
holds workshops with regional governments where 
the process of DAU allocation is replicated for the 
benefit of sub-national authorities.. 

18. Joint Ministerial Decree 
53/2010 dealing with the 
devolution of the Property 
Transfer Tax to Regional 
Governments is approved. 

 18.          Accomplished. The GOI, in addition to the 

decentralization of the Land and Building tax, also 
decentralized the Property Transfer Tax, endowing 
regional governments with increased revenue 
collection capacity 

GOI: Government of Indonesia; GSFD: Grand Strategy for Fiscal Decentralization; NAPFD: National Action Plan for Fiscal 
Decentralization; MOF: Ministry of Finance; MOHA: Ministry of Home Affairs; BAPPENAS: Planning Ministry; UKP4: The 
Presidential Working Unit for Supervision and Management of Development; DGFB: Directorate General of Fiscal 
Balance in MOF; DAU: Conditional Grant; DAK: Unconditional Grant; DID: Regional Government Incentive Grant; DPOD: 
Regional Autonomy Advisory Council; SPM: Minimum Standard Service; NSPK: Norm Standard Procedures and Criteria; 
PP: Government Regulation; PMK: Minister of Finance Decree; SE: Circular Letter; PDAM: Regional Water Companies; 
FMIS: Financial Management Information System; SIKD: Financial Management Information System; DMFAS: Debt 
Management Financial Assessment System; RDI: Account Inventory System; RGPMS: Regional Government 
Performance Measurement System; RPJMN: National Medium Term Economic Plan; RKP: Government Work Plan;  


