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DEVELOPMENT COORDINATION  
 

A. Major Development Partners: Strategic Foci and Key Activities  
 
1. The Local Government Finance and Governance Reform Program (LGFGR) is designed 
to support reforms in local government finance and governance through a phased and focused 
approach over the medium term. The reforms are to be addressed in an incremental and 
gradual manner, based on stakeholder consultations. The program has three phases:  
LGFGR 1, LGFGR 2, subprogram 1, and LGFGR 2, subprogram 2. LGFGR 1 was approved in 
December 2005 and comprised a budget support program loan of $300 million and a project 
loan of $30 million. LGFGR 2, subprogram 1 was approved in December 2008 and comprised a 
budget support program loan for $350 million. LGFGR 2, subprogram 2 comprises a budget 
support loan for $200 million. These loans are supported by a series of technical assistance 
(TA) projects.1 
 
2. A number of bilateral and multilateral agencies provide TA in the core areas of the fiscal 
decentralization. The major development partner table presents some key programs of 
development partners in core areas. It summarizes ongoing development projects and may be 
used as a reference to identify areas that require further attention. 
 

Major Development Partners  
 

Development  
Partner 

 
Project Name 

 
Duration 

Amount 
(million) 

Public Sector Management 
ADB Local Government Finance and Governance Reform Program 2005–2010 US$686.0 

AusAID Australia Indonesia Partnership for Decentralisation 2010–2015 A$70.0 

Australian Community Development and Civil Society Strengthening 
Scheme (ACCESS Phase 2) 

2008–2013 A$26.0 

Local Governance and Innovations for Communities in Aceh (LOGICA 
Phase 2) 

2010–2012 A$20.0 

Public Expenditure Analysis and Capacity Harmonisation  2010–2012 A$3.9 

 Australia Nusa Tenggara Regional Autonomy Assistance  2005–2010 A$30.0 

CIDA Building Better Budgets for Women and the Poor 2010–2014 Can$5.8 

Communications Forum of Local Governments and Legislatures in Aceh 2010–2011 Can$0.5 

Improved Public Financial Management by Local Governments 2009–2013 Can$6.0 

Harmonized Support to Governance 2008–2012 Can$0.5 

Harmonization and Governance Advisor 2008–2012 Can$0.8 

Better Approaches to Service Provision through Increased Capacities in 
Sulawesi  

2007–2014 Can$19.4 

Improving Decentralized Social Services 2005–2011 Can$5.0 

                                                
1
 ADB. 2003. Technical Assistance to the Republic of Indonesia for Local Government Financing. Manila (TA 4282-

INO, $0.6 million); ADB. 2005. Technical Assistance to the Republic of Indonesia for Sustaining Decentralization 
and Local Government Reforms. Manila (TA 4543-INO, $0.9 million); ADB. 2006. Technical Assistance to the 
Republic of Indonesia for Supporting an Effective Institutional Framework for Fiscal Decentralization. Manila (TA 
4682-INO, $0.5 million); ADB. 2007. Technical Assistance to the Republic of Indonesia for Support for Local 
Government Performance Measurement System. Manila. (TA 9082-INO, $0.73 million); ADB. 2008. Technical 
Assistance to the Republic of Indonesia for Preparing the Second Local Government Finance and Governance 
Reform Program. Manila. (TA 7010-INO, $0.7 million); ADB. 2009. Technical Assistance to the Republic of 
Indonesia for Local Government Finance and Governance Reform. Manila. (TA 7184-INO, $1.5 million); and ADB. 
2010. Technical Assistance to the Republic of Indonesia for Support for Local Government Finance and 
Governance Reform 2. Manila (TA 7452-INO, $1 million). 
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Development  
Partner 

 
Project Name 

 
Duration 

Amount 
(million) 

DSF Decentralization Support Facility 2009–2011 US$44.0 

GIZ Decentralization as Contribution to Good Governance 2010–2014  

Good Governance in Population Administration Services 2004–2012  

Anticorruption Clearing House 2007–2011  

Strengthening Women’s Rights 2010–2012  

Aid Information Management Systems 2010–2011  

USAID KINERJA 2010–2015  

Program Representasi (PROREP) 2010–2015  

 Representative Parties Program  2010–2015  

World 
Bank 

Support for National Program for Community Empowerment in Urban Areas  2010–2013 US$150.0 

Support for National Program for Community Empowerment Rural Areas  2010–2012 US$785.0 

 Local Government and Decentralization Project (DAK Reimbursement) 2010–2014 US$220.0 

ADB = Asian Development Bank, AusAID = Australian Agency for International Development, CIDA = Canadian 
International Development Agency, DSF = Decentralization Support Facility, USAID = United States Agency for 
International Development. 
Source: Asian Development Bank. 

 
B. Institutional Arrangements and Processes for Development Coordination  
 
3. Since the dissolution of the Consultative Group for Indonesia process in 2007, no regular 
development partner forums have been held; the National Development Planning Agency 
(BAPPENAS) and the Directorate General for Fiscal Balance have maintained responsibility for 
overall coordination among development partners. In October 2010, a development partner 
meeting mapped the activities of stakeholders in decentralization reform. In addition, 
development partners are working together to coordinate their assistance through the Donor–
Government Working Group on Decentralization. Since 2005, development partners have used 
the Decentralization Support Facility (DSF), founded by the Asian Development Bank  (ADB), 
Department for International Development, United Nations Development Programme, and World 
Bank, to pool resources, coordinate among development partners, and more recently to work on 
project coordination with the government. 
 
4. The development partners have worked on most facets of national and regional 
decentralization with varying results. Some reform areas have received relatively little attention 
due to low demand (e.g., civil service reform) or growing capacity of national government units 
and/or policy networks (e.g., for some financial transfer mechanisms). Over time, the allocation 
of responsibilities has improved and coordination has allowed multiple development partner 
involvement in some fields with positive results. 
 
C. Achievements and Issues  

 
5. Significant benefits have been obtained from the long-standing LGFGR program. Policy 
triggers were defined on the basis of mutual trust and understanding between the government 
and ADB, with a clear understanding of the direction of reforms, without excessive specificity 
that would create political difficulties or compromise the flexibility of the government in 
overcoming obstacles to reform. This was especially important in areas where the executing 
agency, the Ministry of Finance or the agencies working closest with it—the Ministry of Home 
Affairs and BAPPENAS—had no direct control over implementation of a particular reform, as 
other agencies or Parliament were involved. 
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6. In the Donor–Government Working Group on Decentralization, other development 
partners, such as the World Bank, see the LGFGR as a useful platform for coordination of 
development partner policies and programs in related areas, enabling a consistent approach to 
critical reform issues. The LGFGR program has several distinctive features. Firstly, it facilitates 
strengthening of the mutual partnership between ADB and the government. By basing financial 
assistance on completed actions derived largely from the government’s own reform efforts, the 
LGFGR strengthens government ownership of reform strategies. It also helps development 
partners operate in an increasingly coordinated manner. Secondly, the inclusion of policy 
triggers and milestones facilitates broad-based dialogue on the government’s fiscal 
decentralization agenda in a medium-term context. Thirdly, the LGFGR program helps to 
establish an institutional mechanism to achieve better interagency coordination and 
implementation of reforms across the central and regional governments. Finally, the program 
cluster approach helps to lay out a comprehensive set of complex reforms in a well-sequenced 
fashion. Single-tranche program cluster funding gives good flexibility to adjust to changing 
circumstances within the longer-term cluster concept. At the same time, achievable upfront 
outcomes remain a focus, including completion of high-impact outcomes prior to the ADB Board 
of Directors consideration of financing.  
 
D. Summary and Recommendations  
 
7. The LGFGR can serve as a conduit for cohesive and effective development partner work 
and its coordination with key government policy reforms. However, formal mechanisms of 
coordination led by the government are still needed to reduce transaction costs of policy design 
and implementation, and enhance coherence in development assistance. 
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