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FOREWORD 
 
The achievement of higher economic growth and sustainable development, as set out in the 

Millennium Development Goals (MDGs), is a challenge for any developing country. Indonesia, in 
particular, faces this challenge while in the midst of fundamental changes to its political and economic 
milieu.  
 

Learning from the lessons of the Asian financial crisis of 1997 and the fall of Soeharto in 1998, 
Indonesia embarked on a new age, the era reformasi. Decentralization, public administration and financial 
reform, reallocation of government power, and judicial reform are just a few of its many wide-ranging and 
radical reforms. These changes are clearly driven by a desire to achieve higher economic growth and 
sustainable development, as well as poverty reduction that can be achieved only if governance structures 
are sound.  Good governance requires sound economic management; the enforcement of the rule of law; 
and participation, transparency, accountability, and predictability in public administration. These factors 
are necessary to combat the widespread and systemic corruption that drain the economy.   
 

In line with the broad thrust of era reformasi, Indonesia has progressed in improving the legal and 
regulatory framework in selected areas, providing a greater role and voice to regional governments in the 
delivery of services, developing a framework for fiscal and public expenditure management, and 
developing a blueprint for the reform of the judiciary and audit institutions. 

 
The challenge for a new Government is how to manage expectations and accelerate the 

implementation of the governance agenda, given the results so far. While reforms have taken off in some 
segments of the economy, public and foreign confidence in the investment climate continue to be eroded 
by a lack of clarity on policy and the legal environment, and uncertainties regarding the enforcement of 
the rule of law. Better alignment of resources and expenditure obligations and greater accountability of 
public institutions are necessary to ensure that resources are properly harnessed to construct the 
physical infrastructure needed for economic growth.  Finally, an efficient civil service—driven by the right 
incentives framework, a strong sense of professionalism, and high ethical standards—is indispensable to 
the implementation of Indonesia’s economic and social agenda.  
 

The Asian Development Bank (ADB) is committed to support Indonesia in achieving the MDGs in 
this era reformasi. Over the recent years, ADB has assisted Indonesia with various programs and projects 
that aim to foster good governance in one form or another.  Of immediate significance are ADB’s support 
for (i) the governance partnership; (ii) initiatives for anticorruption; (iii) decentralization programs that aim 
to develop local government capacities for efficient and effective delivery of services; (iv) effective 
governance through improved accounting, audit and procurement systems; (v) active policy dialogue and 
assistance for regional governance policies; and (vi) improvement of the State audit function.  

 
This Country Governance Assessment Report is a snapshot of the state of governance in 

Indonesia.  It reflects both the achievements and the reform gaps.  As such it provides a basis for further 
dialogue and work on the reform initiatives and their effective management.  
 

The report was prepared drawing upon ADB’s extensive economic and sector work, as well as 
reports from other institutions. It has been extensively discussed with national and regional government 
institutions and nongovernment stakeholders. This report will hopefully encourage Indonesia’s citizens, as 
well as its development partners to work together with the Government in facing and successfully 
overcoming the many challenges that lie ahead for Indonesia.  
 
 
 
 Shamshad Akhtar 
 Director General 
 Southeast Asia Department 
 Asian Development Bank 
 



ACKNOWLEDGMENT 
 
 
This Country Governance Assessment Report for the Republic of Indonesia was 

prepared under the overall coordination and supervision of Staffan Synnerstrom, Governance 
Advisor, ADB Indonesia Resident Mission, who also edited the report. Staff consultant Owen 
Podger originally prepared most chapters, former ADB staff member Richard Allen originally 
prepared chapter IV and staff consultant Kastorius Sinaga originally prepared chapter VII.  
Ramesh Subramaniam, Senior Economist, ADB Indonesia Resident Mission, helped with the 
final updating of the report 

 
ADB thanks all those who helped assure the accuracy and quality of this Country 

Governance Assessment Report and contributed to its wide acceptance. The Institute of 
Science of Governance, the Ministry of Finance, and the National Law Commission 
cosponsored workshops on the report and the findings. Many senior officials and academics 
generously gave comments. 



  

CONTENTS 
Page 

 
EXECUTIVE SUMMARY I 

I. INTRODUCTION 1 
A. Objectives of the Assessment 1 
B. Scope and Methodology 1 
C. Country Background 2 
D. Ongoing Reforms 3 
E. ADB Support for Reforms 5 

II. LAWS AND INSTITUTIONS 7 
A. The 1945 Constitution 7 
B. Regulatory Hierarchy 9 
C. Main Institutions of the Indonesian State 12 
D. The Legislature 12 
E. The Executive 13 
F. The 1999 Elections—Lessons Learnt 15 
G. Managing Legal and Institutional Framework Reform 16 

III. POLICY MAKING AND REGULATORY FUNCTIONS 17 
A. Policy Making 17 
B. Development Planning 23 
C. Regulatory and Monitoring Agencies 24 

IV. FINANCIAL MANAGEMENT 30 
A. Introduction 30 
B. Legal and Regulatory Framework 30 
C. Oversight of the Budgetary Process 33 
D. Public Expenditure Management 34 
E. Fiscal Decentralization 36 
F. Procurement 43 
G. Treasury 44 
H. Internal Audit 47 
I. External Audit 49 
J. Other Reform Needs 51 
K. Financial Management Reform to Combat Corruption 53 

V. THE PUBLIC ADMINISTRATION AND THE CIVIL SERVICE 56 
A. Introduction 56 
B. Background, the Context of Decentralization 56 
C. The National System of Administration 57 
D. The Civil Service 57 

VI. DECENTRALIZED GOVERNMENT 70 
A. Background and Introduction 70 
B. National Government Responsibilities 70 
C. Responsibilities of Regional Governments 73 
D. Decentralized Public Service Delivery: The Case of Education 80 
E. Indonesian Decentralization in Perspective 83 
F. Reforms Needs for Improved Decentralized Government 84 



VII. LAW ENFORCEMENT 89 
A. Introduction 89 
B. The National Police 89 
C. The Public Prosecution Service 98 
D. The Commission for Eradication of Corruption 102 
E. Other Law Enforcement Institutions 103 
F. Law Enforcement Reforms 104 

VIII. THE JUDICIARY AND THE COURTS 107 
A. Introduction 107 
B. The Judiciary in the Reformasi Period 107 
C. The Court System 108 
D. The Judiciary 111 
E. Court Administration 113 
F. Corruption in the Justice System 115 
G. Reform Needs 116 
 



  

ABBREVIATIONS 
 

 ABRI – Angkatan Bersenjata Republik Indonesia (Armed Forces of the 
Republic of Indonesia, term used from 1960 to 2000) 

 
ADB  – Asian Development Bank 

 AGO – Attorney General’s Office (Kejaksaan Agung)  

 Bakun  – Badan Akuntansi Negara (State Finance Accountancy Agency, 
in Ministry of Finance) 

 Bappeda – Badan Perencanaan Pembangunan Daerah (Regional 
Development Planning Board) 

 Bapepam – Badan Penanaman Pasar Modal (Capital Market Supervisory 
Board) 

 Bappenas  – Badan Perencanaan Pembangunan Nasional (National 
Development Planning Board) 

    

 Bawasda – Badan Pegawas Daerah (Regional Supervision Agency) 

 BI – Bank Indonesia 

 BKN – Badan Kepegawaian Negeri (National Civil Service Board) 

 BPHN – Badan Pembinaan Hukum Negara (National Legal Assistance 
Service) 

 BPK  – Badan Pemeriksa Keuangan (Supreme Audit Institution) 

 BPKP – Badan Pengawasan Keuangan dan Pembangunan (Comptroller 
of Finance and Development ) 

 BPN – Badan Pertanahan Negara (National Lands Board) 

 BPS – Biro Pusat Statistik (Central Bureau of Statistics) 

 CEDAW – Convention on Elimination of Discrimination Against Women 

 CGA – Country Governance Assessment Report 

 CGI – Consultative Group on Indonesia 

 CSO – civil society organization 

 CIDA – Canadian International Development Agency 

 DAK – Dana Alokasi Khusus (Specific Allocation Fund) 

 DAU – Dana Alokasi Umum (General Allocation Fund) 

 DJLK – Direktorat Jenderal Lembaga Keuangan (Directorate General of 
Financial Institutions, in the Ministry of Finance) 

 DPC – Data Processing Center (in the Ministry of Finance) 

 DPD – Dewan Perwakilan Daerah (House of Representatives of 
Regions) 

 DPOD – Dewan Pertimbangan Otonomi Daerah (Regional Autonomy 
Assessment Council) 

 DPR – Dewan Perwakilan Rakyat (House of Representatives) 



 DPRD – Dewan Perwakilan Rakyat Daerah (Regional Representative 
Council) 

 FSN – Financial Safety Net 

 GAS – Government Accounting System 

 GBHN – Garis-garis Besar Haluan Negara (Broad Guidelines of State 
Policy) 

 GFS – Government Finance Statistics 

 Golkar – Golong Karya (Functional Groups; a political party) 

 GTZ – Gesellschaft fur Technische Zusammenarbeit (German 
Technical Cooperation Agency) 

 ICW – Indonesian Corruption Watch 

 Inpres - Instruksi President (Presidential instruction) 

 IMF – International Monetary Fund 

 Kepmen – Keputusan Menteri (Ministerial Decree) 

 Keppres – Keputusan President (Presidential Decree) 

 KHN – Komisi Hukum Negara (National Law Commission) 

 KKN – Korupsi, Kolusi dan Nepotisme (corruption, collusion, and 
nepotism) 

 KomnasHAM – Komisi Nasional Hak Asasi Manusia (National Commission on 
Human Rights) 

 KORPRI – Korps Pegawai Republic Indonesia (Indonesian Association of 
Civil Servants ) 

 KPK – Komisi Pemberantasan Korupsi (Commision for Eradication of 
Corruption) 

 KPKPN – Komisi Pemantau Kekayaan Penyelengara Negara 
(Commission to Audit the Wealth of State Officials) 

 KPMK – Komite Penyempurnaan Managemen Keuangan (Financial 
Management Reform Committee) 

 MenPAN  – Menteri Negara Pendayagunaan Aparatur Negara (State 
Minister for the Empowerment of the State Apparatus)  

 MoF – Ministry of Finance 
 MoHA – Ministry of Home Affairs 
 MoIT – Ministry of Industry and Trade 
 MoNE – Ministry of National Education 
 MPR – Majelis Permusyawaratan Rakyat (People's Consultative 

Assembly) 
 MSRI – Ministry of Settlement and Regional Infrastructure 
 NGO – nongovernment organization 
 NPPO – National Public Procurement Office 
 NTB – Nusa Tenggara Barat (West Nusa Tenggara) 
 NTT – Nusa Tenggara Timur (East Nusa Tenggara) 



  

 OECD – Organization for Economic Co-operation and Development 
 OJK – Otorita Jasa Keuangan (Financial Services Authority) 
 PDI-P – Partai Demokrasi Indonesia Perjuangan (Indonesian 

Democratic Party of Struggle) 
 Perda – Peraturan Daerah (Regional Government Regulations) 
 Perma – Peraturan Mahkamah Agung (Supreme Court Regulations) 
 PKB – Partai Kebangkitan Bangsa (National Awakening Party) 
 POLRI – Polisi Republic Indonesia (National Police) 
 PP  – Peraturan Pemerintah (Government Regulation) 
 PPDP  – Program Prasarana Dasar Perkotaan (Basic Urban 

Infrastructure Program) 
 PPP – Polisi Pamong Praja (Regional Law Enforcement Agency) 
 PRODA – Proyek Dukungan Otonomi Daerah (Regional Autonomy 

Support Project, GTZ-funded) 
 Propenas – Program Pembangunan Nasional (National Development 

Program) 
 PT – Perusahaan Terbatas (limited-liability company) 
 SAI – Supreme Audit Institution 
 Sema – Surat Edaran Mahkamah Agung (Supreme Court circular 

letters) 
 SIGMA – Support for Improvement Governance and Public Management; 

a joint OECD and European Union initiative 
 SOE – state owned enterprise  
 TA – technical assistance 
 TAP-MPR – Ketetapan Majelis Permusyawaratan Rakyat (MPR decree) 
 TNI – Tentara Negara Indonesia (Indonesian military forces) 
 UNDP – United Nations Development Programme 
 USAID – United States Agency for International Development 
 WB – World Bank 
 

 
GLOSSARY 

 
 adat – traditional system of justice in villages 
 badan – technical agency. It is sometimes managed by an executive 

board. 
 camat – head of a kecamatan office  
 central, center  – national Government (used only when quoting or translating 

references, otherwise the term “national Government” is used) 
 civil service – civil servants and the rules by which they perform and are 

managed. The Indonesian term is Kepegawaian Negara. It is 
not to be confused with public services, for which the 
Indonesian term is pelayanan umum. 



 desa – rural territory including one or more villages and surrounding 
areas, which maintains “traditional administration” over certain 
local affairs. Usually translated as “village.” 

 districts – Refers to both regencies (kabupaten) and cities(kota).  
 eselon – level of position. The 17 Indonesian salary ranks are divided in 

4 echelons. 
 golongan – grouping, ranking of personnel status for purposes of pay and 

qualification for posting to structural positions 
 kabupaten – regency, one of the two types of autonomous regions in a 

province. The other is kota. 
 kecamatan – subdistrict, territory of district government with its own branch 

office of district government for general administrative 
functions, headed by a camat. 

 kelurahan – the territory of regional government under Kecamatan that 
replaces autonomous desa when an area becomes urbanized. 

 kota – City (referring to an autonomous region); also a general term 
for city or town 

 majelis  – Panel of judges forming one bench in the courts 
 nagari – Areas of traditional leadership in West Sumatera 

 otorita – authority,  institution with defined regulatory powers 

 rancangan 
akademis 

– justification paper for preparation of legislation, also known as 
naskah akademis 

 Sistem 
Administrasi 
Negara 

– National System of Administration; refers to the whole body of 
regulation and practice on public administration and civil service 
administration, as compiled from time to time in a publication 
from National Institute of Public Administration (LAN) 

 State – Refers to the Republic of Indonesia as a whole.  
 

NOTES 
 

(i) In 2000, the Indonesian government changed the dates of the fiscal year. The FY 
now ends on 31 December. FY before a calendar year denotes the year in which 
the fiscal year ends, e.g., FY2001 ends on 31 December 2001. However, 
FY2000 refers to a shortened fiscal year, from 1 April 2000 to 31 December 
2000. Prior to this, the practice was to refer to both calendar years that the fiscal 
year covered, thus FY1999/2000 refers to the fiscal year starting on 1 April 1999 
and finishing on 30 March 2000.  

(ii) In this report, "$" refers to US dollars. The conversion rate, where used, is Rp 
8,700 per $1. 



  

EXECUTIVE SUMMARY 

Indonesia is in transition from authoritarian political and economic systems toward 
democracy and the market economy. The parliamentary elections in the first half of 2004 proved 
that basic democratic institutions are taking root. However, Indonesia is still far from having a 
fully developed democracy with an administration and judiciary ruled by law and with a market 
economy based on open and fair competition. Indonesia’s governance system previously 
operated under a regime in which state institutions neglected good governance and the rule of 
law, where the state managed essential parts of the corporate sector, and where corruption was 
allowed to rule over common interests. These same institutions should now secure democracy, 
support a market economy, and provide good governance. The experience of other countries in 
such a transition shows that this transformation needs time, strong commitment, persistent 
efforts, and determined leadership.  

 
This report assesses governance within the Republic of Indonesia and particularly the 

administrative structure detailed by recent constitutional amendments and the decentralization 
laws; Law 22/1999 on Regional Government and Law 25/1999 on Fiscal Balance between the 
Regions and the Center. The report focuses on crosscutting government functions, and 
analyzes how these could support increased efficiency, improved performance, effective 
decentralization, and the fight against corruption. It is argued that greater reference to 
international standards and good practices would both strengthen and give focus to Indonesian 
reforms. Many of its governance problems are not specific to Indonesia; other countries in 
transition toward democracy and a market economy have common problems, for largely the 
same reasons, and must pursue remedies that are to a large extent similar. However, while the 
report emphasizes a comparative outlook and refers to internationally recognized good 
practices, its analyses and proposals are based on Indonesia’s specific institutional context. 

 
The fall of Soeharto in May 1998, triggered by the Asian financial crisis, led the country 

into a new phase, the era reformasi. Similar to other countries in transition, such as those of 
Central and Eastern Europe and the Republic of South Africa, Indonesia has targeted specific 
areas for governance reform: the Constitution, public expenditure, and decentralization. Many 
important governance reforms have been initiated: many are wide-ranging, some are radical. 
Indonesian decentralization, for example, was of a much faster pace than in other transitional 
countries. Few other countries have chosen to decentralize in the same scale, at the same 
pace, or using the same methods as Indonesia. However, Indonesia has been slower to come 
out of the financial crisis than its neighbors. Many attribute this to poor governance and to 
investor perceptions of legal uncertainty and inefficiency in the administration and in the justice 
system.  

 
In an effort to provide a broad assessment, the chapters of the report, after the initial 

general introduction, cover a wide range of areas. Each chapter provides a review of existing 
challenges and problems, of actions by the Government, and a checklist of needed reforms. 
These chapters attempt to encapsulate a very complicated state of affairs. The transition 
embarked on by Indonesia is quite difficult and complex. The commitment of the Government is 
clear: this report is designed to provide support for meeting that commitment. 

 
Chapter 2, “Laws and Institutions,” describes key laws and Indonesia’s administrative 

structure. Central to this are the constitutional amendments of November 2001 and August 
2002. These transferred supreme sovereignty from People’s Consultative Assembly (MPR) to 
the people, to be implemented “in accordance with the Constitution,” and declared Indonesia “a 
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state based on law.” Further, the president is directly elected for a 5-year term and can be 
reelected only once. The president can only be impeached for constitutional violations and not 
for violating national policy, as was the case previously. A House of Representatives of the 
Regions (DPD) will be established in 2004 to strengthen the voice of the different subnational 
governments in political decision making, and especially the voice of poorer regions. The 
constitutional amendments have affirmed the principles of democracy and of decentralization. In 
addition, human rights provisions have been incorporated into the Constitution, in line with the 
Universal Declaration of Human Rights.  

 
The recent constitutional amendments have also created or strengthened agencies or 

institutions crucial to a democratic state. The independence of the central bank has been 
ensured, as has that of the judiciary and of the Supreme Audit Institution (BPK). An independent 
election commission, the Constitutional Court, and the Judicial Commission have all been 
recently created or provided for by the constitutional amendments. The Constitutional Court, 
operational since late 2003, undertakes judicial review of law, rules on election complaints from 
political parties, and will rule on motions to impeach the president. The Judicial Commission, not 
yet established and operational, will review nominations to the Supreme Court and deal with 
issues of judicial ethics. Full implementation of the recent constitutional amendments will 
strengthen democracy, increase accountability, and facilitate necessary reforms in governance; 
particularly as responsibility for policy formulation has shifted from the MPR to the executive. In 
brief, Indonesia now has a Constitution in line with other democratic presidential states where 
accountability is clear and checks and balances part of the system.  

 
Chapter 3, “Policy Making and Regulatory Processes,” looks at these functions at 

different levels of government. Indonesia has too many regulations of low quality, which nurture 
corruption, burden citizens, distort markets, and create a high-cost society. A presidential 
decree regulates the law preparation process, but its provisions are not in line with good 
international practice and are, in any case, weakly enforced. Lack of effective consultations with 
stakeholders within and outside the government, including business associations and non-
government organizations (NGOs), leads to low quality of regulations and difficulties in 
enforcement, and reduces compliance. One needed, albeit difficult, reform is discussed in the 
text: the quality of legislation would improve if the impact of new rules were assessed to assure 
that benefits exceed costs and that the legislation does not simply secure or transfer rents.  

 
Numerous agencies with regulatory and monitoring functions, necessary in a market 

economy, have been established since 1998. The report looks into some of them and finds two 
common problems: lack of capacity and unclear mandates due especially to decentralization. 
For example, according to Law 22/1999 business registration is now a responsibility of district 
governments while Law 3/1982, which is the special law on business registration, still defines it 
as a national government responsibility. Business registers were not in a good shape before 
decentralization and are now in disarray to the detriment of private sector development. 
Similarly, land administration has ended between two chairs with the function itself 
decentralized but the competent National Civil Service Board (BKN) retained as a national 
government institution. 

 
Chapter 4, “Financial Management,” covering Indonesian public finance in depth, is, in 

many respects, the heart of the entire report. This chapter reviews the current and proposed 
legal framework of financial management and treasury activities, especially those related to 
decentralization. In addition, aspects of procurement policy and public audit institutions are 
reviewed. The chapter takes as a starting point the new public finance legal framework being 
put in place, particularly with respect to Ministry of Finance (MoF) and treasury structures. This 
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structure should allow public funds to be collected and used in a more efficient, transparent, and 
accountable manner. These reforms are crucial to proper public financial management: the 
planning for a budget, enactment, and the processes by which funds are allocated, disbursed, 
and monitored.  

 
Public finance reforms and proper institutional functioning are particularly important 

given the widespread perception that corruption is prevalent in Indonesia. In this, Law 17/2003 
on State Finance is an important development. The law makes a clear distinction between the 
line-ministers as budget users, MoF as budget manager, and the Bank of Indonesia (BI) as 
responsible for monetary policy. The law consolidates a budget previously split into routine and 
development parts and envisages performance-based evaluation of budgetary outcomes. It also 
stipulates new financial reporting in accordance with new public sector accounting standards. In 
a comparable fashion, Law 1/2004 on State Treasury strengthens that aspect of government 
operations: stipulating provisions on budget management and financial planning, debt and 
property management, and envisioning a consolidated Treasury Single Account for the whole of 
government administration. In addition, the law has clear provisions that are designed to deter 
fraud, mismanagement, or corruption leading to financial losses for the state.  

 
Public finance aspects of decentralization are influenced heavily by the general 

allocation fund (DAU), as defined by Law 25/1999: a block grant to finance the functions and 
services decentralized to regional governments. This mechanism has at least two serious 
problems. One is that the DAU formula does not sufficiently provide for equalization between 
regions. The Government is well aware of this problem, however, resolution of it will demand a 
fundamental revision of Law 25/1999 and the politically divisive question of how much revenue 
each region gets. The other problem is that although the block grant in theory allows the 
receiving regional governments to decide their priorities, many regional governments receive 
just enough to cover basic administrative costs because of an insufficient DAU funding or 
overstaffing. Overstaffing is in turn due to inadequate civil service regulations and to the way 
some 2.5 million civil servants were transferred in 2000 and 2001 from the National Government 
to regional governments. Thus the promise of decentralization of bringing decision making to 
the local level to allow those most affected by public decision making more say in those 
decisions—is being frustrated by basic problems in public finance.  

 
The analysis in Chapter 4 also points to the need for more thorough reforms in public 

audit, accounting, and procurement to better support decentralization and the fight against 
corruption. The state audit function, according to this report, must be restructured and improved 
to become effective and to comply with international standards. This means particularly that the 
external audit function and the Supreme Audit Institution (BPK) as well as the internal audit 
function at the regional level should be strengthened. Two separate laws on audit have been 
submitted to Parliament, one dealing with audit procedures, and the other revising Law 5/1973 
on the BPK. Once this new framework is in place, Indonesia would have the legal basis for 
public expenditure management in line with good international practice. However, it will take 
time and it will require further implementing legislation and capacity building before current 
practices could change.  

 
The chapter also points to the problem that the large-scale, off-budget funding of 

Indonesian public institutions poses for good governance. Most Indonesian public institutions 
spend more than their operational budgets can cover. They therefore rely on revenues that are 
not registered in the budget to finance a significant proportion of their operations. When budgets 
do not show all the costs associated with the delivery of programs, institutions do not perceive 
the budget as a process of financial planning. Instead, off-budget resources become the focus 
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of planning. Moreover, off-budget revenues and expenditures are not subject to accountability 
and supervision, and are therefore more open to corruption. 

 
Chapter 5 covers “Public Administration and the Civil Service.” The report finds the 

systems for national administration and the civil service as major obstacles to successful 
decentralization as well as to many other necessary reforms. Current civil service management 
practices nurture and multiply corruption, especially the practice of buying and selling positions. 
Civil service reform should be a priority for the Government as well as for external funding 
agencies for the sake of improved performance, better support for decentralization, and reduced 
corruption. 

 
Specifically with respect to decentralization, although regional governments have the 

formal right to restructure their departments and services, in practice they are constrained by 
the current civil service regulations. The civil service system must be modernized to improve 
performance and to ensure successful implementation of almost every other public sector 
reform. Manpower planning and human resource management policies and practices do not, 
but should, supply governments with the human resources they need and provide incentives for 
improved performance. Incentive structures, including remuneration and promotion systems, 
must become more transparent and must focus on performance. The 17 ranks into which civil 
service positions are now classified must be replaced by a professional job classification 
system. Finally, certain professional positions, such as those of accountants and auditors, 
should require certification acquired through technical training. 

 
Civil service training must be geared toward acquiring technical and managerial skills 

instead of merely being a mandatory formal requirement for promotion between ranks and 
echelons. Capacity building on the regional level requires an established training infrastructure, 
accredited curriculums, sufficient delivery capacity, effective training methods, and technical 
equipment to support training. Training should be demand-driven, not supply-driven.  

 
As shown in this report, civil servants are not allocated according to institutional needs. 

Decentralization has left central ministries and some regional governments overstaffed while 
creating serious shortages of crucial staff, like teachers, in other regional governments. 
Professional crosscutting staff, such as budget experts, accountants, auditors, and human 
resource management experts, are in short supply in all regional governments. The Indonesian 
civil service system does not provide any mechanism for relocating personnel, only a central 
power to transfer individuals, which cannot be effectively used in the current decentralized 
context. There were no major problems in the transfer, at the start of decentralization, of some 
2.5 million civil servants because few had to make a physical move and none lost their jobs.1 
Reducing staff numbers in central ministries and moving civil servants from ministries in Jakarta 
to regional governments or from one central institution to another would present an entirely 
different challenge. A program or a mechanism for relocating professional civil servants from 
institutions where they are redundant to institutions where there is a shortage of their skills is an 
urgent reform need. 

 
Three central bodies—the State Minister for the Empowerment of the State Apparatus 

(MenPAN), the National Civil Service Board (BKN), and the National Institute of Administration 
(LAN)—now have ultimate responsibility for public administration and civil service issues. This 
divided arrangement hampers civil service reform and the effective allocation of human 

                                                 
1  Some 100,000 civil servants did move physically in this period, however, these were mostly civil servants from 

East Timor and from civil strife-torn Ambon and Kalimantan. 
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resources. The three institutions should be restructured and merged to take on responsibility for 
making policies, managing the database on civil servants, monitoring civil service management, 
accrediting training programs, and other remaining central civil service functions. 

 
Chapter 6, “Decentralized Government,” contains several important findings. One is that 

while the ability of regional governments to adapt is of great concern, there does not seem to be 
enough attention given to required changes in the role and tasks of the national Government 
and in the organization and staffing of central ministries. Because of lack of reform at the central 
level, ministries have not settled comfortably into their new responsibilities, especially in setting 
standards for and in monitoring regional governments. In describing the national Government’s 
policy making for and supervision of regional governments, the chapter underlines problems 
resulting from the separation of policy implementation and budgeting. For example, 
administrative regulations, and not the budget, determine how the implementation of minimum 
service standards are to be carried out. The ongoing discussion on the revision of Law 22/1999 
should review the responsibilities of the national Government under decentralization and 
eventually lead to the definition of these by law and by Parliament. Today the Government itself 
defines its own responsibilities in a government regulation. 

 
Variations between regions in the numbers of civil servants transferred under 

decentralization are also noted in Chapter 6. It is difficult to understand, for instance, why one 
district received only 32 civil servants for every 10,000 inhabitants while another received more 
than 200; especially since 75% of transferred civil servants were teachers or health workers. 
Staff transfers should be audited and these huge differences should be analyzed. Such a move 
seems extremely important since the civil servant payroll determines a large part of the DAU. 
This finding once again brings out the difficulty of implementing policies and effectively 
distributing resources without using the budget as the primary tool. 

  
The education sector was selected to illustrate some generic issues or common threads 

in the decentralization of public services. The Ministry of National Education seems to have 
successfully decentralized its education responsibilities and some 1.5 million teachers have 
been transferred to local-level control. Many problems remaining in the education sector relate 
to the budgetary system, to financing issues, and to civil service regulations. The case of 
decentralized education clearly shows the current problems in budgeting and in the civil service 
system and the need for reforms in these two crosscutting functions to support the effective 
decentralization of fundamental public services. 

 
Chapter 7, “Law Enforcement,” reviews two major national law enforcement 

institutions—the National Police and the Public Prosecution Service. The chapter makes clear 
that the National Police has significant performance problems and that corruption is widespread 
and institutionalized. The long period during which it was a branch of the military forces and 
used to protect the security of the state instead of the rights of its citizens is a major reason for 
the poor performance. Most police officers, for example, were trained for combat situations, few 
for police work. The poor performance can also be traced to under funding and to weaknesses 
in budgeting and in the civil service system. For example, the yearly budget of the important 
Corruption Crime Directorate, with 40 officers, is only Rp160 million ($18,400). To cover its 
expenses the directorate has to raise off-budget funds. Further, the directorate has officers with 
only general police training and no specialists for dealing with fraud and corruption cases. There 
are only a handful of trained accountants in the whole national police force, and none of those 
deal with corruption crimes.  
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The Government plans to improve the performance of the police by expanding the force 
from its current size of one police officer for every 1,068 inhabitants to 1:750. This expansion is 
not financially viable given the current budget and the existing capacity of the infrastructure 
(police training, etc.) for receiving new police officers yearly. This report recommends that the 
strategy instead would focus on technical in-service training to improve performance. Like civil 
servants in the core administration, police officers spend a considerable amount of time in in-
service training. However, this training is a mandatory requirement for promotion and is both 
general and formal. In-service police training should be technical and managerial, and should 
focus on police work and performance. The report, moreover, finds that the new police law does 
not define the mission of the National Police in line with international practices and in a way that 
would readily transform it into an agency that upholds law and order for the citizens. 

 
Finally, the report notes that the National Police is kept centralized at a time when most 

government functions have been decentralized. If this centralized structure is to remain, it 
should at least be complemented with regional oversight mechanisms. Police actions in a region 
should not be monitored from Jakarta, but from within the region. 

 
 The poor performance of the Public Prosecution Service is, once again, to a large 

extent explained by under funding, poor budgeting, and civil service regulations that do not 
promote good performance. The proposed remedy is to improve the budgeting and financial 
management capacity of the service and to restructure the handling of prosecution cases to 
make it more efficient. A reform of the civil service regulations to which the service is subject is 
also proposed to protect the professional independence of prosecutors, improve their 
performance, and prevent corruption.  

 
In Chapter 8, “The Judiciary and the Courts,” the administration of justice is reviewed. 

The chapter reports on the institutionalized and widespread corruption in the judiciary: there is 
the perception that justice can be bought and there is little confidence in the independence of 
judiciary and the courts, whether inside or outside Indonesia. The chapter also provides 
statistical information on courts, judges, caseloads, and backlogs. For example, the chapter 
recognizes that most criminal cases in district courts are promptly adjudicated and that verdicts 
are accepted and executed. Civil cases are also adjudicated within a reasonable time in these 
courts, but as much as 35% of the civil cases are appealed to higher courts. This rate of 
appeals is high enough to warrant an investigation into the causes, and to find measures to 
make the courts more effective. When it comes to case handling in administrative courts, 
statistics show that cases are not settled on time, backlogs are sometimes huge, and as much 
as 65% of the adjudicated cases are appealed, clearly indicating problems with the authority or 
quality of administrative courts.  

 
The report notes the problems confronting high courts, which adjudicate around 8,000 

cases annually. The Supreme Court receives 7,500 cases, majority of which are appeals from 
high courts, indicating a huge problem. The Supreme Court has a steady backlog of some 
15,000 cases to be settled.2 A solution to the backlog must be found, but not one that formally 
restricts access to the Supreme Court.  

 
Chapter 8 also reports serious problems in the systems for training of the judiciary. The 

Supreme Court offers some training on new legislation, but resources are very limited: each 
judge can expect, on average, only 4 days of professional training every 11 years. Considering 

                                                 
2  There are 51 justice positions but several of these are always vacant due to the turnover among justices and the 

slow procedure for replacing them. 
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the body of new legislation passed since 1998, this is clearly insufficient. In addition, court 
libraries are poor and some courts have no access to new laws. Many civil cases are appealed  
partly because of a lack of knowledge of civil law, including commercial law, among judges in 
district courts. In contrast, judges seem to know the more static criminal law better. 

 
The chapter recognizes the magnitude of the task of reforming the judiciary and the 

courts and the time it will take. It therefore offers a few concrete entry points for reform that 
would affect both performance and opportunities for corruption. One would be to look into the 
authority and performance of high courts. Another would be to increase training in new 
legislation and court procedures for judges. A third would be to make rulings of the Supreme 
Court binding. (It does not seem efficient that a Supreme Court ruling would have no legal 
impact on future cases.) A vetting mechanism would have to be established, which would 
dramatically reduce the workload of the Supreme Court justices and, as a consequence, provide 
scope to improve the quality of the rulings. It would at the same time reduce opportunities for 
corruption both in the Supreme Court and in high courts. 

 
However, the most urgent reform of Indonesian administration of justice would be to 

introduce transparency and thus improve the supervision of judges and the quality of their 
performance. Court schedules are not published. They should be. There should also be a 
system for publishing court verdicts and their justifications. This is a basic principle of the rule of 
law concept. Today not even the decisions of the Supreme Court have to be publicized.  

In summarizing the conclusions of the report, the unfinished reform agenda in Indonesia 
is somewhat daunting. However, it must be understood that this represents the aspirations of 
the Indonesian people—they have clearly supported the turn from authoritarianism that 
characterized the country for decades. The needs for reform in the regulatory system, public 
finance, civil service, police, and the judiciary are clearly documented in this report. Indonesia’s 
dramatic experiment in decentralizing many core functions of government, to district 
governments, similarly demands concurrent and supportive reforms in a host of areas, 
particularly in public finance and in the national system for administration. The widespread 
perception of systemic corruption afflicting public services is another reason for continuing and 
accelerating reforms. This report is meant to support the widespread and good efforts of 
Indonesians, at all levels of public service and in all areas of society, who have made the initial 
steps and have committed themselves to seeing these reforms through. 
 

 
 



  

I. INTRODUCTION 

A. Objectives of the Assessment 

 This Country Governance Assessment Report (CGA) for the Republic of Indonesia was 
prepared to provide the Asian Development Bank (ADB) with a basis for its strategy and 
programming and to assist the Government in drawing up and implementing action plans for 
reform. In addition the CGA is intended to contribute to a better understanding of governance 
issues and to a wider knowledge of the Indonesian governance system. The CGA covers 
developments up to the end of the first quarter of 2004. 
 
B. Scope and Methodology 

 The scope of the CGA conforms to the CGA guidelines issued by ADB in 2001: the 
primary concern is public administration and the proper management of development. Economic 
policies, political stability, foreign affairs, and national security are not reviewed here. Each 
chapter closes with a summary of the management effort required for reforms within the scope 
of that chapter, with particular emphasis on changes in the legal framework. 
 
 The CGA is mostly based on existing written information, in an attempt to cover as much 
as possible of the Indonesian governance system. The Government has been well served with 
analyses and reform proposals, which have been considered in this report. Any assessment of 
the Indonesian governance system can nonetheless be only a snapshot of a continuous and 
rapid process of profound change—in this instance, the developments up to early 2004.  
 
 The CGA reviews the main administrative underpinnings and crosscutting functions of 
government and analyzes how reforms of these functions could increase efficiency, improve 
performance, support decentralization, and help in the fight against corruption. The CGA argues 
that greater reference to international standards or good practice would strengthen reforms and 
help focus them. Although many governance problems may be specifically Indonesian, other 
countries in transition toward democracy and a market economy have similar problems, for 
largely the same reasons, and are pursuing remedies that are to a large extent similar to those 
of Indonesia. Still, while emphasizing comparative outlooks and making references to 
internationally recognized good practices, the CGA takes the specifics and the uniqueness of 
Indonesia into account in its analyses and proposals. 
 
 A draft of this CGA was reviewed with the Government and other stakeholders at a 
series of workshops in October and November 2002: 
 

• on decentralization and civil service reforms, at the Institute of the Science of 
Governance (IIP), on 21 October 2002; 

 
• on public expenditure management, fiscal decentralization, audit, and procurement, 

at the Ministry of Finance (MoF), on 19 November 2002; 
 

• on law enforcement, the judiciary, and the courts, with the National Law Commission 
(KHN), on 26 November 2002; and 

 
• on policy making and management of reform, again with KHN, on 27 November 

2002. 
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 At each workshop, senior officials, academics, and others presented valuable comments 
and subsequently submitted materials to update the CGA and to refine the recommendations, 
while endorsing the main findings for each chapter. 
 
C. Country Background 

1. Cultural Diversity 

 Indonesia is unique for many reasons, among them, its size and cultural diversity. Some 
220 million people of different cultures and speaking various local languages live on the 17,000 
or so islands that stretch more than 5,000 kilometers from east to west. The cultural differences 
between ethnic groups may be as great as the differences between countries in Europe. Java 
holds 120 million inhabitants. More than half of the population has had very little education and 
the better-educated middle class occupies a thin layer in society. In such a vast and diverse 
context, there is clearly much potential for dynamic development, but also great risk of tensions 
and difficulties. Indonesia is administratively divided into 32 provinces and 437 districts. 
 
 The unity and the cultural diversity of Indonesia are both reflected in the five principles of 
Pancasila, which are stated in the Constitution and have had a strong impact on Indonesian 
society since independence: 
 

• belief in the one and only God; 
• a just and civilized humanity; 
• the unity of Indonesia; 
• democracy guided by the wisdom of deliberations among representatives; and 
• realization of social justice for all the people of Indonesia. 

 
2. Economic and Political Conditions 

 The Indonesian transition toward democracy and market economy affects the political 
system, the business community, civil society, and in particular the governance system. 
Indonesia’s governance institutions previously operated in an environment where the state 
managed essential parts of the corporate sector and good governance was neglected, the rule 
of law was absent, and corruption ruled over common interests. These institutions should now 
operate to secure democracy, support a market economy, and provide good governance.1 The 
experience of other countries shows that such a transformation requires time, strong 
commitment, determined leadership, and persistent efforts. In fact, it requires a change in the 
governance paradigm. 
 
 Indonesia has been slower to come out of the financial crisis of 1997/98 than its 
neighbors. Many attribute this to poor governance and to investor perceptions of legal 
uncertainty and inefficiency in both the administration and, particularly, in the judicial system. 
Indonesia obviously has limited budgetary capacity to develop and support a well-performing 
administration and judiciary in the short and medium terms, and must therefore act firmly, 
selectively, and in a sequenced manner to effect change. 
 

                                                 
1  Good governance, as defined in this CGA, comprises the following elements: participation, rule of law, 

accountability, transparency, equity, effectiveness and efficiency, professionalism and effective management, 
service orientation, and monitoring of performance. Rule of law in turn comprises legality, integrity, predictability, 
legal certainty, timeliness, decision justification, appeal, and judicial review.  
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D. Ongoing Reforms 

 The period of Indonesian history since 1998 has been named the reform era (era 
reformasi). Good governance is a central theme of the reform programs of the Government. 
Governance reforms are wide-ranging and some are radical. Some reforms are aimed at 
dismantling state monopolies and further deregulating trade, finance, industry, and investment 
to give room to market-based economic activities. Laws are being amended and new ones are 
being introduced. It is also, mainly with legal means, addressing major governance issues, such 
as the inherited poor state of public expenditure management, particularly budgeting, auditing, 
and public procurement. An anticorruption commission has been established and an 
anticorruption court is under development. An important aspect of governance reforms is the 
policy of involving civil society in policy deliberations and implementation to ensure transparency 
and accountability. 
 

1. Decentralization 

 The decentralization implemented in Indonesia is unique. Functions and resources have 
been decentralized by virtue of Law 22/1999 on Regional Government and Law 25/1999 on 
Fiscal Balance between the Region and the Center to make government more responsive and 
regional executives more accountable for their actions. The result, it is hoped, will be more 
efficient, higher-quality public services. Decentralization has much to offer the country, which 
was highly centralized for a long time. Other new democracies have decentralized for practically 
the same reasons but generally not with the scope or sense of urgency as Indonesia. At the 
start of 2001, some 2.3 million civil servants and more than 20,000 government assets were 
transferred from the national Government to the regions to enable them to carry out the 
decentralized functions. 
 
 Law 22/1999 assigns most implementation responsibilities to the regions, mainly to the 
district (regency or city) level.2 District governments have exclusive mandate over functions that 
do not specifically belong to national or provincial governments, which are defined in a 
government regulation (PP 25/2000). Law 25/1999 defines sources of finance for decentralized 
and co-administered functions. Its enabling regulations provide for fund transfer mechanisms. 
With decentralization, the provinces have lost their hierarchical relationship with the districts. 
Provinces today perform tasks that a single district by itself cannot do. A bill with a revised 
version of Law 22/1999 including amendments also for Law 25/1999 was submitted to 
Parliament (DPR) in March 2004 with the expectation to have the amended law passed before 
the current Parliament is replaced by the newly elected one. It is, however, unclear when the 
revised law will be passed and to what extent the Government’s proposals will be approved or 
rejected by the DPR. 
 

2. Legal and Judicial Reform 

 The Government has stated that legal and judicial reform is a high priority. In February 
2000 it created the KHN to give new impetus to reform. But while KHN’s brief is broad, it has 
become neither a reform center nor a functioning institution for reviewing the quality of prepared 
legislation. Moves to improve the competence and integrity of the judiciary and to reform law 
enforcement have made less progress than hoped for, as evidenced in meetings of the 
                                                 
2  In this report “national Government” refers to the government administration executed centrally or devolved to 

the provincial governor. “Regional government” refers to both provincial (self-) governments (propinsi) and district 
(self-) governments. District governments are either regencies (kabupaten) or cities (kota). 
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Consultative Group on Indonesia (CGI) in 2001, 2002, and 2003. However, in early 2002, the 
Coordinating Minister for Security and Political Affairs took the initiative to coordinate judicial 
reform in relevant institutions, mainly the Ministry of Justice and Human Rights, the Attorney 
General’s Office, and the Supreme Court. The initiative is called the Law Summit and in 2004 
some important progress has been made under this initiative. Further, as of 1 April 2004 the full 
responsibility for management of the judiciary and the courts was transferred to the Supreme 
Court in accordance with Law 35/1999. This “one-roof” system means, among other things, that 
there will no longer be any interference by the Ministry of Justice and Human Rights in the 
selection and promotion of judges. 
 

3. Anticorruption  

 Several laws have been issued to combat corruption. Law 28/1999 on Clean 
Government requires public officials to declare their assets before assuming their posts and to 
agree to have their assets officially audited during and after their terms. The law also created 
the Commission for the Audit of the Wealth of Public Officials (KPKPN) to register and audit the 
incomes and assets of public office holders. Law 31/1999 on Eradication of Criminal Acts of 
Corruption defines corrupt practices of a criminal nature and provides the basis for establishing 
charges and for prosecuting cases. It also provides for public participation in legal surveillance 
and mandates the establishment of an independent anticorruption commission for law 
enforcement. To meet this need a law providing for the Commission for Eradication of 
Corruption was passed in late 2002 and the Commission itself was established in late 
December 2003. A corresponding Anticorruption Court is being established during 2004. An 
important legal action (Law 20/2001) puts the burden of proof on the accused, not on the 
prosecutor, in line with similar legislation in Hong Kong, China and in Singapore.  To 
supplement these actions, Law 15/2002 on Anti–Money Laundering was passed on 26 March 
2002. 
 

4. Public Expenditure Management 

 The Government is improving public expenditure management through three important 
laws—on state finance, on the state treasury, and on the audit of state financial accountability. 
Law 17/2003 on State Finances was passed in March 2003 while Law 1/2004 on the Treasury 
was passed in December 2003. The law on state audit accountability is still with the DPR 
together with a bill to replace Law 15/1970 on BPK. The laws contain general principles on 
budgetary and financial management processes at all levels of government, aimed at achieving 
(i) clear accountability for results to the public and Parliament; (ii) transparency in government 
transactions; (iii) empowerment of professional managers to deliver optimum agency 
performance; and (iv) strong, professional, and independent oversight by the Supreme Audit 
Institution (BPK), and elimination of duplication in the audit function. Implementing regulations to 
the two laws passed have been issued or are being prepared. A presidential decree (Keppres 
80/2003) on public procurement, prepared with the assistance of ADB, was issued late 2003 to 
make procurement procedures more fair and efficient. 
  

5. The Civil Service  

 The CGA indicates little progress in civil service reform, and points to this lack of 
progress as a major inhibitor of other necessary reforms throughout public administration.  
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E. ADB Support for Reforms 

 ADB’s adoption of its Poverty Reduction Strategy in November 1999 redirected its work 
in the region toward the single, overarching goal of eliminating poverty. The policy now guides 
all ADB operations as experience has shown that economic growth, reforms, and human 
development do not automatically benefit the poor. Mechanisms for equalization must be 
created, the poor must be specifically empowered, and poverty-causing structures must be 
rectified. For poverty reduction strategies to be effective, it is crucial to have good governance at 
all levels of the State and effective working relations between the administration and society. 
 
 ADB’s Governance Strategy, first adopted in 1995, was refocused in 1999 to directly 
support the Poverty Reduction Strategy. Access to efficient public services matters most for the 
poor, who disproportionately suffer from bad governance and corruption. The Governance 
Strategy 

 
• recognizes that the success of development strategies depends on the policy 

environment in which development takes place; 
 
• provides the key elements of good governance—accountability, transparency, 

participation, and predictability—to guide the search for local solutions; and 
 

• stresses the need for country-specific approaches to accommodate national political 
and bureaucratic traditions, cultural norms, and social values. 

 
 Through its Anticorruption Policy, adopted in 1998, ADB emphasizes the need to combat 
corruption as part of its broader work in governance and capacity building. This policy is 
intended to reduce the burden laid on citizens, governments, and economies in the region by 
widespread, systemic corruption.  
 
 ADB has strongly supported governance reforms in Indonesia, especially during and 
after the 1997 crisis. The ADB Poverty Assessment in December 1999 was based on 
comprehensive consultations with representatives from government, civil society, the private 
sector, and external funding agencies with a specific interest in the link between poverty and 
governance. That study, which concentrated on decentralization reform and its effects on 
poverty, has led to a partnership agreement for poverty reduction between ADB and the 
Government of Indonesia. Good governance was a key theme of the interim strategy that was 
adopted to guide ADB’s operations in 1998–2000 in response to the deepening of the crisis. 
The interim strategy emphasized policy and institutional reforms in key sectors, support for the 
implementation of the decentralization agenda and other governance reforms, and stronger 
poverty reduction and social protection measures. The Country Strategy and Program  of 
October 2002 strengthens ADB’s focus on good governance. 
 
 Among ADB’s recent activities in governance reform is its support for the preparation of 
a blueprint for restructuring of the MoF to make it comply with the laws on state finance and on 
state treasury. ADB is also continuing its support for decentralization and particularly for 
capacity building at the regional level through its loan for Sustained Capacity Building for 
Decentralization. Procurement reform has been a focus for ADB since the CGI meeting in Tokyo 
in 2000 and three technical assistance (TA) projects have been implemented to support 
procurement reform. ADB has also contributed to anticorruption through a governance audit of 
the Attorney General’s Office and through a TA to support the preparation of Law 30/2002 on 
the Commission for Eradication of Corruption and another TA due in 2004 to strengthen its 
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capacity. ADB is also focusing on reform of the state audit function through a TA to strengthen 
the capacity of the Inspectorate General of the Ministry of Settlement and Regional 
Infrastructure (MSRI) and through its State Audit Reform (STAR) project, for which the project 
preparatory (PPTA) is in its final stage.3 

                                                 
3  TA 3764-INO Supporting Country Financial Accountability; Loan 1964-INO Sustainable Capacity Building for 

Decentralization; TA 3381-INO Establishment of an Anticorruption Commission; TA 3471-INO Improving Public 
Sector Procurement; TA 3608-INO Public Relation Activities in Support Government’s Anticorruption Efforts; TA 
3813-INO Support to the Partnership for Governance Reform in Indonesia; TA 3720-INO Strengthening 
Procurement Policies, Legal Framework, and Institutions; TA 3842-INO Strengthening the Capacity of MSRI to 
Combat Fraud and Corruption; TA 4107-INO Support to State Audit Reform; and TA 4341-INO: Strengthening 
the Capacity of the Commission for Eradication of Corruption.  
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II. LAWS AND INSTITUTIONS 

 Governance, as reflecting current institutions in Indonesia, takes place in the context of 
the legal framework of the country. To understand this, this chapter first looks briefly at the 
Constitution and the hierarchy of laws under it. Then it describes the institutions of the State and 
their legal basis, the obligations and privileges of officials of the State, and the legal framework 
for Indonesian political and democratic processes.  
 
A. The 1945 Constitution 

1. Sources 

 Indonesia was declared a unitary republic in 1945. The Constitution of 1945 was 
prepared as an interim constitution, based on a tacit understanding of the “spirit of government,” 
but it remains valid today, after some significant amendments. 
 
 Aside from the constitutions of Germany and Japan, which were its primary sources,4 the 
constitution of the Soviet Union at the time also seems to have inspired the 1945 Constitution in 
some fundamental parts. Supreme sovereignty was vested in “the people” but exercised by the 
People’s Consultative Assembly (MPR), which was made up, like the former Supreme Soviet, of 
elected representatives as well as representatives of social groups and regions and with a 
mandate to elect the Head of Government. But unlike in the Soviet Union, the Constitution of 
1945 did not found a federation of states. The unitary state was a concept that the founding 
fathers of the country held dear. While local traditions in the regions would be respected, 
Indonesia was clearly a unitary state won through a national struggle for independence. This 
basic orientation echoes in contemporary debates, particularly with respect to regional 
autonomy and decentralization, as discussed below. While a clear process exists for amending 
the Constitution, the preamble and the form of the republic as a unitary state cannot be 
amended. 
 

2. Amendments 

 Since the downfall of Soeharto in 1998, constitutional reform has been a focal point of 
change in Indonesia. Widespread pressure for reform sprung from dissatisfaction with the 
relations between the highest institutions of the State in Indonesia and with the way the 
members of these institutions were elected. In addition, the 1945 Constitution was criticized for 
not clearly recognizing the separation of powers, and for not safeguarding human rights or 
assuring the independence of the judiciary, as required by international conventions ratified by 
Indonesia. Moreover, the competence of the governments at various levels, their powers, their 
accountabilities, and their interrelationships, were not clearly spelled out.  

 
 The Constitution has been amended four times since 1998.5 The latest amendments, in 
November 2001 and August 2002, transferred supreme sovereignty from MPR to the people, to 
be implemented “in accordance with the Constitution,” and declared Indonesia “a state based on 

                                                 
4  Nasution, Buyung Adnan 1995. Aspirasi Pemerintahan Konsitutional di Indonesia. As quoted by Andrew 

Ellis 2002. The Indonesian Consitutional Transition: Conservatism or Funadamental Change, 
Singapore International Law Journal.  

5  Constitutional amendments can be introduced with the support of at least one third of the members of the MPR 
and can pass with the support of more than one half of its membership, providing a proper quorum is present.  
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law.”6 These changes reflected the widespread dissatisfaction with the long period under 
President Soeharto, when there was little public accountability by Government and they are 
meant to provide a clearer basis for improved governance. Similarly, the Constitution was 
amended to better define the role of the legislature. In particular, MPR no longer sets state 
policy and now has limited and clearly defined functions, which are: 
 

“to consider constitutional amendments, to swear in the elected President 
and Vice-President, and to decide on the action to follow a ruling by the 
Constitutional Court that an impeachment charge is well grounded.”  

 
 MPR previously drew its membership from the House of Representatives (DPR), 
selected social groups (cooperatives, labor unions, and religious groups, among others), and 
delegates appointed by the provinces. From 2004 onward, MPR will be made up entirely of 
elected representatives—from DPR, whose members will be elected from political parties and 
from the new regional chamber, the House of Representatives of Regions (DPD), whose 
members will be elected as individual candidates. DPD will oversee matters relating to the 
regions including regional autonomy, center-region relations, and natural resource 
management. 
 
 The most recent constitutional amendments also affected the president. As the head of 
government, the president will be elected directly by the people for a 5-year term and can be 
reelected only once. The president can be impeached only for constitutional violations.  
 
 Important actions were taken to affirm and strengthen the independence of the judiciary, 
especially through the creation of the Constitutional Court and the Judicial Commission. The 
Constitutional Court will undertake the judicial review of laws (the Supreme Court will still review 
lower regulations) and the resolution of disputes relating to the powers of the State, the 
dissolution of parties, and of election results. It will also rule on motions to impeach the 
president. It should be noted that the Constitutional Court was established in late 2003 and 
made its first ruling in March 2004. The Judicial Commission will review nominations to the 
Supreme Court and deal with issues of judicial ethics.  
 
 The constitutional amendments in November 2001 and August 2002 (Ellis 2002c) also 
 

• provided for an independent election commission (KPU); 
• affirmed the principles of regional autonomy;  
• provided for the creation of a central bank, whose independence and accountability 

are to be determined by law; and 
• included human rights provisions, in line with the Universal Declaration of Human 

Rights. 
 
 The new institutions will require further statutory definition through new laws, as the 
Constitution only defines their mandates but gives no guidance on how they will operate. 
Although the full implementation of the constitutional amendments requires further significant 
legislation efforts, a solid constitutional basis for a democratic Republic of Indonesia has been 
laid.  
 

                                                 
6  Informal translation of Articles 2 and 3 of the Constitution of the Republic of Indonesia (Amendment 3, November 

2001). 
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B. Regulatory Hierarchy 

 This section describes the hierarchy of Indonesian regulatory instruments under the 
Constitution. To have a legal hierarchy is necessary determining which regulation should prevail 
in situations of conflicting provisions. There are general rules for this such as special law takes 
precedence over general law and newer pieces of legislation take precedence over older 
pieces. But when conflicts are found in legislation of a different kind, a legal hierarchical 
structure is necessary. The legal hierarchy is shown in Figure 1, Interrelationship between Laws 
and Regulations.  
 

1. People’s Consultative Assembly Decrees 

 Until the fourth amendment to the Constitution in August 2002 the MPR decree (TAP-
MPR) was the highest regulatory instrument and placed above laws and other regulations. The 
hierarchy was defined in TAP-MPR III/2000. With the fourth constitutional amendment, MPR 
has lost its supreme status. It has also lost its old authority to regulate. As a result there is now 
a need to convert existing MPR decrees into law. A draft law to replace TAP MPR III/2000 was 
recently postponed in DPR due to an inability to resolve which regulatory instruments such a 
law should include as well as due to the proposed hierarchical order among them.   
 

2. Laws  

 Laws (UU) are created by consensus between the president and DPR; either of which 
can decide whether matters requiring regulation merit new laws. Laws are classified into three 
disciplines: criminal, civil (including commercial), and administrative law. A particular problem is 
that a large body of laws from colonial times, many of them still in the Dutch language, remains. 
One estimate is that more than 200 Dutch statutes have yet to be replaced or annulled. 7 

 
 To have effect, laws may require implementing regulations in the form of government 
regulations or presidential decrees. Framework laws, which cover specific matters of 
implementation, require special laws rather than government regulations.  The impact of laws 
thus may not be clearly voiced until further legislation or regulations are fully prepared.  

 
3. Government Regulations in Lieu of Law  

 In an emergency, the president may enact a government regulation in lieu of law with the 
same function or scope as a law. The regulation must be passed as law or repealed in the next 
session of DPR.  
 
 

                                                 
7  Statement by Professor Dr Romli Atmasasmita, Head of the National Legal Assistance Service  (BPHN), at the 

third workshop on the draft CGA, 26 November 2002. 
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Figure 1: Interrelationship Between Laws and Regulations 
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4. Government Regulations  

 A government regulation  (PP) is a secondary regulatory instrument implementing a law. 
It should be prepared only where the law calls for a government regulation or does not specify 
the type of legislation required. It must be based on the provisions of the law and cannot exceed 
the principles and coverage of the law. Government regulations cannot define sanctions; these 
are to be defined by the law itself. Government regulations are not brought before DPR but are 
approved by an interministerial committee and signed by the president.  Laws may be quite 
general, leaving many important policies to be determined in the subsequent process. One 
important example of this can be found in the body of decentralization legislation where it is the 
government regulations that specify the provisions of Laws 22 and 25/1999. 
 

5. Presidential Decrees  

 Presidential decrees  (Keppres) are lower in status than government regulations. They 
are instruments for implementing laws and government programs. Presidential decrees are 
normally issued to carry out administrative decisions of the government. 
 

6. Regional Regulations 

 Regional regulations  (Perda) occupy the lowest level of the Indonesian legal hierarchy 
defined by TAP-MPR III/2000. Before TAP-MPR III/2000 was promulgated, regional regulations 
were not recognized as legislation but now regions have been formally empowered to regulate 
citizens. This change is an important aspect of the policy of regional autonomy. 
 
 Regional regulations are based on an agreement between the head of region and the 
Regional Representative Council (DPRD) and must comply with higher legislation. They may 
prescribe limited sanctions (Law 22/1999 on Regional Government). A regional regulation must 
be submitted to the Ministry of Home Affairs (MoHA) 15 days after it is passed. The minister of 
home affairs may declare a regulation void under certain circumstances. Regional governments 
may dispute a decision of the minister of home affairs to nullify a regional regulation by 
appealing within a week to the Supreme Court, which will determine the validity of the 
regulation.  
 
 Special Regional Regulations. Under Law 18/2001 on Special Autonomy for the 
Province of Nangroe Aceh Darussalam, the Provincial DPRD can issue a special regional 
regulation called Qanun. One main difference between the regional regulation and the Qanun is 
that the latter is at the same hierarchical level as the government regulation. Hence the national 
Government cannot supersede a Qanun through regulations.  The Qanun is solely intended for 
implementation of Law 18/2001. The DPRD of the Papua Province can issue a similar regional 
regulation called Perdasus under Law 20/2001 on Special Autonomy for Papua Province. These 
exceptions to the more normal hierarchical arrangements place particular power with particular 
regional authorities. They reflect the desire, as part of the broader move to encourage regional 
autonomy, to resolve long-running conflicts between the center and particular regions over 
decision-making power. 
 

7. Settlement of Regulatory Conflicts 

 Throughout the New Order and immediately after, few conflicts or inconsistencies 
between laws or regulations were ever challenged in court. Disputes concerning conflicting 
legislation should be resolved through judicial review at different levels and involving different 
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institutions. Given the burgeoning number of regional governments and their newly granted 
responsibilities there is currently clear scope for misalignment between regional regulation and 
central policy. This process is currently strained by lack of capacity at all levels.  
 
 An important step recently taken to provide appropriate institutions for conflict resolution 
was the creation of the Constitutional Court. As already mentioned the Constitutional Court was 
established late 2003 and is now fully operational. 
 
C. Main Institutions of the Indonesian State  

 High institutions of the State are those defined by the Constitution. This section 
discusses the structure and working process of the legislative and executive branches of 
government. Two other high institutions, the Supreme Court and the Supreme Audit Institution 
(BPK), are discussed in more detail elsewhere in this report.  
 
D. The Legislature8 

1. People’s Consultative Assembly  

 Although no longer defined as the supreme sovereign body in the Constitution, the 
People’s Consultative Assembly (MPR) is still the high institution to which the president, DPR, 
BPK, and the Supreme Court present their accountability reports. As mentioned, MPR has the 
power to amend the Constitution. MPR has twice, since 1999, rejected the accountability reports 
of presidents, leading to a change in presidents. This practice is no longer possible, as a result 
of the last round of constitutional amendments. This change reflects a new relationship between 
the legislature and the executive branches that will come into effect after the first direct 
presidential elections in 2004.  
 
 The composition of MPR is defined by the fourth amendment of the Constitution. MPR 
now includes all members of DPR and of DPD, who are elected in general elections. This is a 
very important break from the past when the legislature mixed elected and appointed 
representatives, including from the military and police. 
 

2. House of Representatives  

 The House of Representatives (DPR) is the principal legislative body in that laws and the 
state budget are passed by agreement between the president and DPR. Annotations to the 
Constitution state the following: 
 

The position of DPR is beside the president. The president must obtain the 
approval of DPR to make laws and to determine the budget. Hence, the 
president has to cooperate with DPR, but he/she is not accountable to it, in the 
sense that his/her status does not depend upon it. 
 

 The president cannot dissolve DPR. Its members are also members of MPR. The 
absence of a majority of the president’s party in DPR would therefore give DPR a position of 
unusual strength in relation to the president. Moreover, electoral arrangements for the 2004 
elections call first for parliamentary elections in April. Only then, for political parties that have 

                                                 
8  This section is based in part on communications with Andrew Ellis, formerly with the National Democratic 

Institute. 



   13 

gained a certain level of support, will presidential and vice-presidential tickets be registered and 
accepted for the next round of voting for the president. Thus representation in parliament also 
sets the initial tone for the presidential political campaign. 
 

3. House of Representatives of Regions  

 In contrast to the emphasis on political parties for the DPR, the House of 
Representatives of Regions (DPD) will consist of members elected from the regions on an 
individual mandate, not a party basis. DPD will have an advisory role to DPR, having a say in all 
matters related to decentralization and to national-regional relations. DPD is intended to give 
regions a stronger voice in the national political decision-making process as well as to give 
poorer regions a stronger position in relation to richer regions. Much of the future of this new 
body will depend on the members elected 2004. In particular, DPD may well be key to the 
debate in resolving many issues related to decentralization. 
 
E. The Executive 

 As defined by the Constitution, the executive functions of Government, in Indonesia, are 
the responsibility of the president, vice-president, and the ministers.9  

 
1. The President 

 The Constitution makes the president the head of government. The president is elected 
for a term of 5 years, and may be reelected for another 5. Starting in 2004, for the first time, the 
president and vice-president will be elected by popular vote. Laws and budgets are passed by 
agreement between the president and DPR, while government regulations are promulgated by 
the president without DPR approval. The recent constitutional amendments and the upcoming 
election represent watersheds for Indonesia with respect to the office of the president. For one, 
the recent changes have clarified that the accountability of the president is to the people and not 
to MPR. This eliminates the possibility of another President being replaced by a vote of MPR 
over issues related to performance, as was the case of President Abdurrahman Wahid. 
Following the fourth amendment of the Constitution the president can only be impeached on the 
basis of a breach of the Constitution. This more firmly establishes checks and balances in the 
structure of the Indonesian State. Second, the upcoming direct election of the president allows 
for public accountability for policy and performance, bringing Indonesia in line with other 
democracies, where the government and its head are responsible to the people for both policy 
formulation and policy implementation (Ellis 2002a).  
 

2. The Cabinet 

 The Constitution provides for ministers to support the president. They are appointed by 
the president to head government departments or to take charge of specific portfolios. Ministers 
are accountable to the president and not to Parliament. They cannot be members of Parliament, 
or of any regional legislative body. 

 
 The president forms the Cabinet and decides the portfolio of each minister by 
presidential decree. The president issues one decree for each class of minister: coordinating 
ministers, heads of departments, heads of nondepartmental agencies, and ministers of state. 

                                                 
9  Changes in Article 18 of the Constitution passed in August 2000 call for a law defining the responsibilities of the 

national Government; however, this has not yet been accomplished.  
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The portfolio of each minister, i.e., the area of responsibility, is defined as “authorities” taken 
directly from Government Regulation 25/2000.    

 
3. National Government Institutions 

 For most ministries and agencies, a presidential decree defines the jurisdiction of the 
minister only. How the ministry or agency is organized and how its responsibilities are shared 
among its officials and staff is set by ministerial decrees, which are passed after consultation 
with and approval by the State Minister for the Empowerment of State Apparatus (MenPAN). 
Indonesia has the following national government institutions: 
 

• Cabinet Secretariat and State Secretariat. 
• Offices of coordinating ministers, each one with deputies and assistant deputies. 

Currently there are three, roughly dividing among themselves responsibilities for 
economics, social affairs, and political and security affairs. 

• Departments headed by ministers,10 assisted by a secretary general and an 
inspector general. Director generals head the various work areas of the ministry. The 
minister also retains ministerial advisers. 

• Offices of state ministers, i.e., ministers not heading a department (ministry), each 
one with deputies and assistant deputies. 

• Functional agencies, headed by civil servants answering to a minister, such as the 
National Development Planning Agency (Bappenas) and the National Civil Service 
Board (BKN). 

• Otorita, institution with regulatory powers. 
• Commissions, task forces, and other kinds of organizations reporting to the president 

or to a minister on specific issues, such as the National Law Commission (KHN), 
Regional Autonomy Assessment Council (DPOD) and the National Commission on 
Human Rights (KomnasHAM). 

• State-owned companies and enterprises, administered by departments and 
agencies. 

 
 Within these permanent institutions, there are functional and ad hoc institutions such as 
project management offices, coordination teams, and working groups. Operationally, a set of 
regulations, mainly decrees of MenPAN, known collectively as the National System of 
Administration11 determines the basis for further organizing government bodies. See Chapter 5 
for further details.  
 

4. Obligation and Privileges of State Officials 

 Officials of the State—the president, ministers, heads of higher institutions, heads of 
government institutions, heads of regions, leaders of MPR (chairman and vice chairmen), as 
well as DPR and DPRD representatives—have special obligations and privileges. They must 
swear allegiance to the State and declare their wealth. On the other hand, they cannot be 
investigated by the police or by prosecutors without the approval of the president. Investigations 
of provincial officials must be approved by the minister of home affairs, and those of district 
officials, by the governor. Civil servants are not allowed to take official positions in political 

                                                 
10  The Indonesian term departemen is normally translated as “ministry.” 
11  The Sistem Administrasi Negara is published every 10 years or so by the National Institute of Administration 

(LAN). The last edition was issued in 1997. For a detailed description in English, see Rohdewohld (1995). 
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parties. If they wish to run for political office they must take an official leave of absence. If their 
election bid fails they are expected to return to their previous positions.  
 
F. The 1999 Elections—Lessons Learnt 

 The first step in the 1999 election process was to form political parties and prepare lists 
of voters. Over a few months more than 120 parties were formed across the country, but only 48 
were accredited, largely for failure by the others to set up required regional branches. 
Candidates for election were nominated by each party and registered with the local electoral 
commission (KPU), which had to ensure that they met requirements such as that of age and 
had declared their personal wealth. Residency was not a requirement. National and provincial 
candidates had to be approved by the national office of the party, and district candidates by the 
provincial party office. Widespread reports said that parties, being short of cash to run their 
campaigns, sold positions on their lists.12 
 
 In spite of this and other difficulties, the elections held in June 1999 were considered to 
be generally fair, with few charges of rule violations. No party won a national majority in DPR. 
Megawati Soekarnoputeri’s PDI-P party won 34% of the vote and the Golkar Party came in 
second with 23%. However, for only 15% of the seats did any party manage to win more than 
half of the vote in its region to automatically be appointed to DPR. The rest of the seats were 
allocated and not automatically distributed. Because residency was not required, almost half of 
the elected representatives, and more than 75% of those elected to represent the provinces, 
including the largest region outside Java (North Sumatera) and the poorest region East Nusa 
Tenggara (NTT), were residents of Jakarta. The imbalance is suspected to be equally 
widespread in the regions, with a disproportionate number of DPRD members coming from the 
capitals of provinces and regencies. 
 
 The general elections in June 1999 were held less than 2 months after Law 22/1999 on 
regional government was passed, giving the parties no time to prepare local policy platforms. 
Hence, the campaigns did not address local issues at all. More than 70% of the representatives 
elected to regional councils were political neophytes, although most had tertiary education and 
some background in community leadership. 
 
  With the military and the police still in 1999 holding 10% of DPRD seats, a party had to 
win more than 54% of the vote to gain a majority and be able to nominate the president. The 
PDI-P grouping13 had the largest representation in MPR, but this was only 26.6% of the seats 
(resulting from 34% of the popular vote overall), and even they needed to work with other 
parties to assume power.  The support came from The National Awakening Party (PKB), the 
moderate party of the popular Abdurrahman Wahid, who had previously supported PDI-P’s 
titular leader, Megawati, and whose party managed to win 13% of the vote at the general 
elections. In a post election compromise, Wahid became president and Megawati vice 
president. However, President Wahid was dismissed in July 2001 by MPR rejecting his 
accountability address. He was replaced without election by Megawati Soekarnoputeri. 
 
 The 1999 elections, although representing clear progress toward public accountability, 
revealed further needs for reform of the electoral system. Therefore a new set of laws has been 
issued for the 2004 elections with the following key elements:   
 

                                                 
12  Interview with DPRD members in Kabupaten Kebumen, Central Java, October 2001. 
13  Political grouping or faction within representative councils. 
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• direct first and second round election of the president and vice-president;  
• direct election of regional  representatives to the new DPD; and 
• the requirement for parties contesting the 2004 elections to have branches in two 

thirds of the provinces and two thirds of the regencies in each of those provinces.14  
 
 The reform of the political system and the election process is an imperative derived from 
the first article of the amended Constitution, which places the sovereignty of the nation in the 
hands of the people. The political laws allow them to elect their choice of leaders into office. In 
this reform context, three political reform themes still need to be addressed: 
 

• Policy-based parties: For the people to exert their sovereignty, parties must move 
from representing the selective interests of political elites to representing values and 
policy platforms presented to the people.  

 
• Gender: Women compose more than half of the electorate but hold significant 

positions in only a very few parties. In 1999, few women were elected at both 
national and local levels. In the recently passed bill on political parties DPR failed to 
include a proposed provision requiring political parties to fill at least 30% of their slate 
with women candidates. Gender equity in democratic representation should be an 
important internal policy issue for the parties, not only because it would better reflect 
the gender mix of their electorate, but also because the parties stand to benefit from 
the untapped political skills of half the population. 

 
• Regions: Indonesia is rightly proud of the diversity of its regions. Since there are no 

regional parties, the national parties must take it upon themselves to encourage 
policy expressions of this regional diversity. 

 
G. Managing Legal and Institutional Framework Reform 

 Throughout this CGA, the need to improve the legal framework to achieve reform is 
emphasized. The reforms must be effectively planned and managed.  Table 1 summarizes the 
findings of this chapter on the legal and institutional framework. 
 

Table 1: Findings on the Legal and Institutional Framework 
 

Issue Findings Actions to Be Taken 
Constitution MPR has agreed on an amended Constitution, making 

the fundamental legal and institutional framework of the 
country more conducive to democracy and good 
governance and more similar to other presidential 
constitutions. A Constitutional Commission has been set 
up to finish drafting the revisions, to be reported to the 
new MPR after the 2004 elections. 

Implement all amendments to the 
Constitution. 

 

Hierarchy of 
Legislation 

The hierarchy of legislation has to be defined in a law. 
The Constitutional Court has been established. 

Convert the relevant TAP-MPR III/2001 into 
law.  

Election Laws New election laws are guiding 2004 elections taking both 
constitutional amendments and 1999 experiences into 
account. The main remaining reform is to institute direct 
elections of regional heads. 

Revise Law 22/1999 to institute direct 
elections of regional heads. 

 
  

                                                 
14  Jakarta Post, 16 November 2001. 
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III. POLICY MAKING AND REGULATORY FUNCTIONS 

 This chapter discusses the use of laws and regulations as explicit expressions of policy. 
The special case of development planning is examined in detail. These aspects of governance 
have particular importance in determining the business environment in Indonesia. 
 
A. Policy Making  

1. Laws and Regulations as Instruments for Policy Making  

 In Indonesia, policies in a broad sense may be formulated or communicated through 
special policy documents, such as the National Development Program (Propenas). However, 
given Indonesia’s legal system, derived from the continental European legal systems, policies 
need to be defined by and implemented through legislation. The preparation of legislation is 
thus an essential part of both national and regional policy making in Indonesia. Indicative of this 
practice, Indonesia has a large number of laws and implementing regulations.  
 
 Broad Guidelines of State Policy (GBHN) and other matters that define the priorities of 
the State were set by MPR decree, until the November 2001 amendment of the Constitution 
abolished this policy instrument. Under the Constitution as it now stands, government policy in 
Indonesia can be conveyed at seven described levels reflecting the hierarchy of legislation in 
Chapter II: 
 

• Policy set by law, which is agreed between the executive and the legislature. Any 
national policy affecting individual rights or defining obligations for physical or legal 
persons should be defined by law. 

• Policy set by government regulations as secondary and enabling legislation of laws. 
Government regulations should neither restrict nor go beyond the matters and 
principles specified in the parent law. 

• Policy concerning government administration. This is communicated through 
presidential decrees prepared according to a requirement in a law, that is, by the 
authority granted by a law or government regulation. 

• New policy directions set by cabinet decisions. 
• Policy set by regional authorities in regional regulations. 
• Ministry/agency policy set by the head of the ministry/agency in ministerial 

regulations. 
• Other documents that purport to be policy documents but are not officially 

sanctioned, such as so-called white papers. To get an official status, such a 
document must be issued as a regulation, e.g., as presidential instruction (Inpres). 

 
 Presidential Decree 188/1998 on the Process of Preparing a Bill regulates how laws and 
regulations are prepared. The Government or DPR can initiate the introduction of a bill. On 
behalf of the Government, the minister whose portfolio covers the matter, writes to the president 
requesting approval for the preparation of the draft bill. The minister’s letter gives the 
background of the intended legislation, its objective, justification, scope, and direction. The letter 
may thus be considered as a statement of proposed state policy. 
 
 Once the president approves the proposal, the minister concerned and the minister of 
justice and human rights jointly organize an inter ministerial team to prepare the draft. 
Presidential Decree 188/1998 states that the team may prepare a position paper or justification 
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paper.15 The decree suggests that the drafting team consult academics; members of social, 
political, or professional organizations; or community representatives to improve the quality of 
the draft. The decree emphasizes the need for the team to work until it comes to a consensus 
and until the draft is consistent with policy requirements. The agreed draft is then brought to the 
State Secretariat for administrative review and circulated to all stakeholders in government in a 
process called “consultation.” It may be circulated further to academia or other stakeholders. 
The State Secretariat wields considerable influence on the form of the law at this stage. The 
minister concerned must settle all objections together with the minister of justice and human 
rights.  
 
 When objections have been settled the draft law is submitted to DPR, which reviews it 
with the minister concerned. The law is passed by DPR and is signed by the president to be 
promulgated. If the initiative to introduce a bill comes from DPR itself, the draft law is reviewed 
by DPR together with the minister concerned and relevant agencies in accordance with their 
jurisdiction. 
 
 Given the magnitude of changes in the Indonesian society since 1998, the Indonesian 
Government and DPR have an enormous legislative agenda. In the immediate period after the 
removal of President Soeharto, DPR passed a large number of new laws and the Government 
promulgated new regulations. As might be expected in such a transition period, there was 
uneven quality to the efforts. A summary record of legislation passed in 2003 and early 2004 is 
in Table 2. As of 2003, the National Legal Assistance Service (BPHN) of the ministry of justice 
and human rights, together with the DPR secretariat, has developed a process of preparing an 
annual national legislative program, whereby all parties preparing draft legislation should 
register their proposals.16  
 

The quality of regulations depends to a large extent on the process adopted in their 
drafting, as well as on the quality of the policy statements on which the regulations are based. 
Presidential Decree 188/1998 stresses the need for legislation to be as succinct and 
unambiguous as possible to promote efficient, effective, and democratic management. An 
important principle, of course, is that lower-level regulations should not contradict higher-level 
legislation. For those typically involved, in ministries and the legislature, there has been no 
specific training in legal drafting. BPHN was established to assist government agencies in 
preparing legislation, and has 50 qualified legal drafters, many of them trained in Australia. Its 
services, however, are rarely sought by line ministries or by regions. 

 
Table 2: Indonesia Laws Passed in 2003 and early 2004 

 

No. 
Submitted 

on Title Status Law No. 
2004     

1 29-09-2000 State Treasury Passed 14-01-2004 Law No.1/2004 

2 30-05-2000 The Settlement of Industrial Dispute Passed 14-01-2004 Law No.2/2004 

3 20-11-2000 Amendment of Law No.23/1999 on Bank 
Indonesia Passed 15-01-2004 Law No.3/2004 

                                                 
15  The Indonesian term for a position paper is naskah akademis,  whereas the term rancangan akademis has the 

connotation of an outline. 
16  Comments from Professor Dr Romli Atmasasmita, head of BPHN, at the fourth workshop on the draft CGA, 27 

November 2002. 
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No. 
Submitted 

on Title Status Law No. 
4 27-06-2002 Power of Justice Passed 15-01-2004 Law No.4/2004 

5 27-06-2002 Supreme Court Passed 15-01-2004 Law No.5/2004 

6 27-06-2002 State Budget Calculation 2002 Passed 12-02-2004 Law No.6/2004 

7 27-06-2002 Water Resources Passed 19-02-2004 Law No.7/2004 

8. 27-06-2002 Public Judicature Passed 01-03-2004 Law No.8/2004 

9 27-06-2002 Public Administration Judicature Passed 01-03-2004 Law No.9/2004 

5 27-06-2002 Supreme Court Passed 15-01-2004 Law No.5/2004 

6 27-06-2002 State Budget Calculation 2002 Passed 12-02-2004 Law No.6/2004 

2003  
 

  

1 25-11-2002 The Establishment of North Halmahera 
Regency and Tidore Islands 
Municipality in North Maluku 
Province 

Passed 25-02-2003 Law No.1/2003 

2 25-11-2002 The Establishment of Tanah Tumbu and 
Balangan Regencies in South 
Kalimantan Province. 

Passed 25-02-2003 Law No.2/2003 

3 25-11-2002 The establishment of Muko-muko, 
Seluma and Kaur Regencies in 
Bengkulu Province. 

Passed 25-02-2003 Law No.3/2003 

4 25-11-2002 The Establishment of South Konawe Regency in 
South East Sulawesi Province. 

Passed 25-02-2003 Law No.4/2003 

5 25-11-2002 The Establishment of South Bangka, Central 
Bangka, West Bangka and East Belitung 
ReEgencies in Bangka Belitung Islands 
Province. 

Passed 25-02-2003 Law No.5/2003 

6 25-11-2002 The Establishment of Bone Bolango and 
Puhuwanto Regencies in Gorontalo Province. 

Passed 25-02-2003 Law No.6/2003 

7 25-11-2002 The Establishment of East Luwu and North 
Mamuju Regencies in South Sulawesi Province. 

Passed 25-02-2003 Law No.7/2003 

8 25-11-2002 The Establishment of West Manggarai in East  
Nusa Tenggara Province. 

Passed 25-02-2003 Law No.8/2003 

9 25-11-2002 The Establishment of South Nias, 
West Pak Pak and Humbang Hasundutan 
Regencies in North Sumatra  
Province. 

Passed 25-02-2003 Law No.9/2003 

10 25-11-2002 The Establishment of South Minahasa 
Regency and Tomohon City in North 
Sulawesi Province. 

Passed 25-02-2003 Law No.10/2003 

11 05-02-2002 Amendment of Law No. 53/1999 on the 
Establishment of Pelalawan, Rokan 
Hulu, Siak, Karimun, Natuna, Kuantan 
Singingi  Regencies   and Batam 
City. 

Passed 25-02-2003 Law No.11/2003 

12 29-05-2002 The General Election of the Members 
of DPR, DPD, and DPRD 

Passed 11-03-2003 Law No.12/2003 

13 08-05-2000 Manpower Affairs Passed 25-03-2003 Law No.13/2003 
14 21-01-2003 The Calculation of 2001 State Budget Passed 31-03-2003 Law No.14/2003 
15 07-11-2002 Stipulation of government regulation 

in lieu of Law No. 1/2002 on 
Eradication of Terorism to become a 
law 

Passed 04-04-2003 Law No.15/2003 
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No. 
Submitted 

on Title Status Law No. 
16 07-11-2002 Stipulation of government regulation 

in lieu of Law No. 2/2002 on 
Eradication of Terorism in Bali 
Bombing dated 12 October 2002 to 
become a law 

Passed 04-04-2003 Law No.16/2003 

17 29-09-2000 State Finance Passed 05-04-2003 Law No.17/2003 
18 28-09-2000 Advocacy Passed 25-02-2003 Law No.18/2003 
19 07-09-2001 State-owned Company Passed 19-06-2003 Law No.19/2003 
20 09-01-2002 National Education System Passed 08-07-2003 Law No.20/2003 
21 14-11-2002 The ratification of International Labour 

Organization (ILO) convention no.81 on Labour 
Inspection in Industry and Commerce. 

Passed 25-07-2003 Law No.21/2003 

22 25-11-2002 Structures and Positions of People's Consultative 
Assembly, House of Representatives, Regional 
Representative Council, and Regional Legislative 
Council 

Passed 25-02-2003 Law No.22/2003 

23 28-01-2003 General Election of President and Vice President Passed 25-02-2003 Law No.23/2003 
24 25-11-2002 Constitutional Court Passed 25-02-2003 Law No.24/2003 
25 09-06-2003 Amendment of Law No.15/2002 on the Anti-

Money Laundering  
Passed 13-10-2003 Law No.25/2003 

26 28-08-2003 Amendment of Law No.29/2002 on 2003 State 
Budget and Expenditure (APBN) 

Passed 22-10-2003 Law No.26/2003 

27 21-02-2002 Geothermal Passed 22-10-2003 Law No.27/2003 
28 13-08-2003 2004 State Budget and Expenditure (APBN) Passed 09-12-2003 Law No.28/2003 
29 19-03-2002 The Establishment of Bombana, Wakatobi, and 

North Kolaka Regencies in Southeast Sulawesi  
Passed 18-12-2003 Law No.29/2003 

30 19-03-2002 The Establishment of North Halmahera Regency 
and Tidore Islands municipality in North Maluku 
Province. 

Passed 18-12-2003 Law No.30/2003 

31 19-03-2002 The Establishment of Lingga Regency in Riau 
Islands Province. 

Passed 18-12-2003 Law No.31/2003 

32 July 2002 The Establishment of Tojo Una-Una Regency in 
Central Sulawesi Province. 

Passed 18-12-2003 Law No.32/2003 

33 July 2002 The Establishment of North Minahasa Regency 
in North Minahasa Province. 

Passed 18-12-2003 Law No.33/2003 

34 15-10-2000 The Establishment of Melawi and Sekadau 
Regencies in West Kalimantan Province . 

Passed 18-12-2003 Law No.34/2003 

35 July 2002 The Establishment of Supiori Regency in Papua 
Province. 

Passed 18-12-2003 Law No.35/2003 

36 30-06-2002 The Establishment of Samosir and Serdang 
Regencies in North Sumatra Province. 

Passed 18-12-2003 Law No.36/2003 

37 July 2002 The Establishment of East Komering Ulu, South 
Ogan Komering Ulu, and Ogan Ilir Regencies in 
South Sumatera Province. 

Passed 18-12-2003 Law No.37/2003 

38 July 2002 The Establishment of Dharmasraya, South 
Solok, and West Pasaman Regencies in West 
Sumatera Province. 

Passed 18-12-2003 Law No.38/2003 

39 July 2002 The Establishment of Lebong and Kepahiang 
Regencies in Bengkulu Province. 

Passed 18-12-2003 Law No.39/2003 

40 July 2002 The Establishment of Seram East part, Seram 
West part, and Aru Islands in Maluku Province. 

Passed 18-12-2003 Law No.40/2003 

41 July 2002 The Establishment of Bener Meriah Regency in 
Nanggroe Aceh Darussalam Province. 

Passed 18-12-2003 Law No.41/2003 
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2. Policy Guidance for the Preparation of Laws and Regulations 

 In practice, the policy statements on which proposed legislation is to be based give 
inadequate guidance, if at all, to the formulating team. As public consultations are often minimal, 
inter-ministerial teams cannot assure that the interests of parties concerned are considered. 
Position papers are rarely prepared, and if they are, the public often has no access to them, 
limiting the effectiveness of public debate and consequent development of a political consensus. 
Although Presidential Decree 188/1998 requires inter-ministerial coordination and consultations, 
the minister concerned often does not engage other ministries in the process. This promotes 
ministerial ownership of laws instead of government ownership. 
 
 Since 1998, the Government has endeavored to be more rigorous in completing 
enabling legislation but is overburdened by the workload created by all the reforms (not to 
mention the lack of resources for the process of completing the legislation). As far as possible, 
laws and secondary regulations should be prepared together. If a delay in completing secondary 
legislation cannot be avoided, transitional requirements must carefully consider the impact of 
delaying the effectiveness of a law, to avoid uncertainty.  
 

3. Preparation of Laws and Regulations and Regulatory Quality 

 Laws are an important output of the Indonesian administration. The drafting and 
issuance of laws and regulations may be seen as indicators of performance or progress, while 
the implementation and the impact of the legislation may be less readily observed. There are 
usually no resources allocated for some of the initial but essential steps in implementing new 
legislation—for such matters as public information campaigns or training civil servants. In many 
cases the primary legislation is prepared and submitted before sufficient thought has been given 
to secondary legislation and other means necessary for implementation. Enforcement may 
therefore become weak and haphazard or even nonexistent and subject to undue influence.  
 
 Legislation produced by ministries and regulatory agencies in many cases overlap or, 
contradict one another, and leave scope for unchallenged interpretation to administrative bodies 
and to individual officials. Various ministries, departments, and agencies issue regulations that 
often conflict with regulations issued by other bodies. Many Indonesian laws are broadly stated 
and agencies are empowered to fill in the details through regulations. However, the regulations 
issued are often designed to protect or enlarge the authority of the issuing agency, not to give 
reliable and fair guidance to the entities or public subject to the legislation. This is prevalent 
where the law itself is ambiguous or vague, as is often the case in Indonesia (Goodpaster 
2001a). 
 

4. Consultation Process 

 Laws and regulations often do not make sense or cannot be implemented or enforced 
unless they have been sufficiently consulted. However, existing mechanisms for consultation 
with external stakeholders are weak in Indonesia. While the presidential decree on preparation 
of laws requires consultations within the National Government and encourages the Government 
to consult academicians and various types of nongovernment organizations (NGOs), it does not 
require consultations with regional governments, or that parties consulted be representative of 
groups across the country. The Government has espoused the practice of consultations, and 
has sometimes performed them, but has not regularly budgeted for the costs or time required 
for effective consultations, such as the costs of involving non-Javanese groups. An important 
instrument for consultations would be the initial justification paper. A well-prepared justification 
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paper can elicit a high-quality response from the community, help build support for the bill when 
it reaches DPR (or DPRD in the regions), and raise support for the Government in implementing 
the legislation once it is passed. 
 
 Government officials do not always think that external consultations add quality to a draft 
law. Mutual mistrust, for instance between government officials and NGOs active in the relevant 
field, often hampers objective consultations. Such mutual mistrust is part of the Indonesian 
heritage from the New Order regime. There are, however, exceptions to this general tendency. 
For instance in the MoF, draft laws on financial matters, the White Paper, and draft government 
accounting standards have been widely debated with stakeholders around the country. Under 
other auspices, the preparation of a new bill on cooperatives is a model for consultative law 
drafting. 
 

5. Improved Assessment and Consultations on Legislation  

 Overregulation and low-quality regulations nurture corruption, burden citizens, distort 
markets, and create a high-cost society. There are several ways to address the problem of legal 
quality and overregulation. One is to improve the process of preparing legislation to ensure that 
only necessary legislation is prepared and passed, that each piece of legislation is subject to at 
least a cursory assessment of regulatory impact. Given the regulatory power of Indonesian 
government agencies, they should in addition to following open, transparent, and consultative 
procedures aim to analyze the potential social and economic costs of regulations. This is the 
only way to understand the impact of governance on the governed. Regulatory impact 
assessment is important to assure the Government and the people of Indonesia that the new 
regulation has benefits that outweigh its costs and is not simply a means of securing, or 
transferring, rents. The assessment is also important considering the generally low level of 
compliance with laws in Indonesia. Assessments should examine public acceptance of the 
intentions and proposed instruments in the regulation, and the will and capacity of the 
Government to enforce it. Indonesia’s regulatory agencies should gradually be required to 
conduct regulatory reviews and cost-benefit analyses of proposed regulations (Goodpaster 
2001a), with such assessments clearly outlined in the justification paper. 
 
 Several processes would reinforce the benefit of regulatory impact analysis on new 
regulations: 
 

• Reform the law-drafting process within the Government to establish efficient 
mechanisms for consultations both within and outside the Government. 

• Strengthen external accountability institutions like the Ombudsman Commission and 
rely on the “watchdog” function of civil society organizations.  

• Expand the capacity of courts to deal with administrative law and actually solve 
problems stemming from administrative decisions or from poor or conflicting 
legislation.  

 
 Box 1 summarizes the Organization for Economic Co-operation and Development 
OECD) checklist for reviewing draft legislation.  
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Box 1: Checklist for Regulatory Decision Making 
 

 
Question No. 1: Is the problem correctly defined? 
The problem to be solved—its nature and magnitude—should be clearly and precisely stated, and its causes 
(including the incentives of the affected entities) should be explained. 
 
Question No. 2: Is government action justified? 
Government should intervene only when government action is clearly justified, given the nature of the problem, the 
likely benefits and costs of action (based on a realistic assessment of government effectiveness), and alternative 
ways of addressing the problem. 
 
Question No. 3: Is regulation the best form of government action? 
Early in the regulatory process, regulators should compare various regulatory and nonregulatory policy instruments, 
considering relevant issues such as costs, benefits, distributional effects, and administrative requirements. 
 
Question No. 4: Is there a legal basis for regulation? 
Regulatory processes should be structured so that regulatory decisions rigorously respect the “rule of law;” that is, 
there should be explicit responsibility for ensuring that regulations are authorized by higher regulations and 
consistent with treaty obligations, and comply with relevant legal principles such as certainty, proportionality, and 
applicable procedural requirements. 
 
Question No. 5: Which level (or levels) of government is appropriate for this action? 
Regulators should choose the most appropriate level of government to take action, or, if several levels are involved, 
should design effective systems of coordination between them.  
 
Question No. 6: Do the benefits of regulation justify the costs? 
Regulators should estimate the expected costs and benefits of each regulatory proposal and of feasible alternatives, 
and should make the estimates available in an accessible format to decision makers. The costs of government 
action should be justified by its benefits before action is taken. 
 
Question No. 7: Is the distribution of effects across society transparent? 
To the extent that government intervention affects distributive and equity values, regulators should make 
transparent the distribution of regulatory costs and benefits across social groups. 
 
Question No. 8: Is the regulation clear, consistent, and comprehensible to users? 
Regulators should assess whether the rules will be understandable to likely users and should make sure that they 
are worded and structured as clearly as possible. 
 
Question No. 9: Have all interested parties had the opportunity to present their views? 
Regulations should be developed in an open and transparent fashion, with appropriate procedures for effective and 
timely input from interested parties such as affected businesses and trade unions, other interest groups, or other 
levels of government. 
 
Question No. 10: How will compliance be achieved? 
Regulators should assess the incentives and institutions through which the regulation will take effect, and should 
design responsive implementation strategies that make the best use of them. 
 
Source: OECD; Checklist for Regulatory Decision Making. 
 
B. Development Planning 

The New Order had an espoused policy cycle. After the general elections, MPR met to carry out 
several tasks every fifth year, two specifically related to development planning. The first was to 
accept (or, in theory, to reject) the accountability report of the president on the implementation 
of the GBHN that MPR had promulgated 5 years earlier. The second task was to decide on new 
5-year policy guidelines (GBHN), which were always high-principled but general. 
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 Based on the GBHN, the Government prepared 5 year development plans allocating 
funds and setting annual targets for the Government’s work programs. These plans were 
passed as presidential decrees, thus avoiding review by the legislature. Reform programs were 
rarely considered as part of development. Quite separately, ministries from time to time 
prepared draft laws, which DPR rubber-stamped. These laws were more concerned with 
procedures than with policy. Usually they only provided a framework, leaving all operative 
matters to government regulations that did not require review by DPR.  
 
 This system left little room for transparency in policy making or operations and did not 
encourage accountability on the part of the Government toward the public. The New Order 
system paid little attention to the requirement to anchor policy in legislation. The 1974 Law on 
Government in the Regions required a large number of government regulations to be 
completed. When it was replaced by Law 22/1999 more than 25 years later, many implementing 
regulations had still not been prepared. Regional governments across the country had been 
running for more than 25 years without effective policy guidelines. Law 22/1999, itself, required 
secondary legislation to be completed within a year after the law was passed. This requirement 
was not met, as in the case of many other laws for which implementing regulations are not 
prepared within the stipulated time frame. The possibility of issuing regulatory instruments 
without appropriate legal status and thus without proper consultations, provides scope for 
bureaucrats to determine “policy” to suit vested interests and encourage an unhealthy 
competition between government agencies. 
 
 In October 1999, MPR produced a new GBHN, which rejected the 5-year development 
plan approach and replaced it with Propenas. The Propenas, passed as Law 25/2000, has been 
described as “a good and widely consulted statement of development priorities more of an 
economic plan than a strategy for the transition” (United Nations Indonesia, Country 
Assessment for Indonesia, 2001). Unlike the previous 5-year plan, it does not contain sector 
programs; rather, it provides a policy framework, a general agenda, and a set of crosscutting 
programs to give flexibility to line ministries and regions in developing their work programs. Line 
ministries are expected to prepare “strategic plans,” which are then to be used to identify annual 
development plans for each sector. The legal status of ministerial strategic plans—whether they 
are internal ministerial documents or whether they must be issued as presidential decrees—is 
not specified. Since the law does not call for the strategic plans to be enacted as government 
regulations, inter-ministerial review does not appear to be required. Therefore, the only time 
when the content of a strategic plan could be subject to inter-ministerial review would be in the 
annual budget process. 
 
C. Regulatory and Monitoring Agencies  

1. Introduction 

 The core mandate of government is to rule on behalf of, not just to serve, the people. For 
example, regulatory responsibilities are the duties of government to exert its authority over 
individuals and groups for the common good as defined by law. One objective of regulations in a 
modern state with a market economy and a large private sector is to secure and monitor open 
and fair competition. The following paragraphs describe selected regulatory and monitoring 
responsibilities to illustrate some common issues in Indonesia: (i) financial sector operations,  
(ii) business registration, (iii) consumer protection, (iv) land administration and development, 
and (v) professional accreditation. 
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2. Financial Sector Operations 

 Reform of the banking sector became a priority for the Government after the financial 
crisis, when the financial system virtually collapsed. Contributing to the crisis in Indonesia was 
the lack of regulatory instruments for banks and other financial institutions, the ineffectiveness of 
government monitoring, and the deliberate disregard of common international practices by 
banks. If the main deficiency of private banks was lending to conglomerates that owned them 
and exceeding their lending limits, the main deficiency of the government banks was to act on 
the basis of political interference.  
 
 One of the laws introduced by President Habibie was the Central Bank Law (23/1999), 
which gave independence to the Bank of Indonesia (BI) as the regulator of monetary policy and 
operator of the payment system. In addition, given widespread public concerns over the fiscal 
costs of resolution of the financial crisis, in particular over how BI’s liquidity support was 
extended to distressed banks, the Government proposed the establishment of an integrated 
Financial Services Authority (OJK) to supervise banks and nonbank financial institutions. Law 
23/1999 stipulated that OJK be established before the end of 2002, paving the way for 
consolidating the oversight roles played by BI, the Capital Market Supervisory Board 
(Bappepam), and the Directorate General of Financial Institutions in MoF (for nonbank financial 
institutions such as insurance companies, pension funds, finance companies, venture capital 
funds, etc.). 
 
 The Government, after considering various options for improving financial sector 
governance, opted for a single independent agency because of what it perceived to be weak 
coordination and information sharing among the three agencies. A single agency could better 
control an industry where many conglomerates were involved in several forms of financial 
institutions. The independence of the proposed agency was given priority to limit political 
interference, improve accountability, and remove from MoF those aspects of governance that 
were not central to its core business of fiscal management in a decentralized environment. 
 
 With ADB’s support, in 2002 the Government prepared a draft law on OJK. In addition, in 
February 2002, the Government initiated the process of formulating a Financial Safety Net 
(FSN), comprising three key elements: financial sector oversight (through BI/OJK); a deposit 
insurance system to replace the blanket guarantee introduced during the crisis; and a coherent 
policy framework on liquidity support to banks in systemic crisis. The Government is at present 
drafting a law on FSN. The draft laws on OJK and the deposit insurance scheme are in 
Parliament for consideration. 
 
 On 19 December 2003, Parliament enacted amendments to the 1999 BI law, ending a 
prolonged and controversial debate that lasted more than 4 years, primarily due to differences 
of views over the resolution of the financial crisis. The key items to note in the amended law are 
(i) clarifying BI’s role of providing emergency liquidity support to banks during systemic crises 
(BI will extend such facility and Government will absorb the costs, upon endorsement from the 
FSN Committee, chaired by the minister of finance); (ii) banking supervision being integrated 
into OJK no later than 31 December 2010 (this amendment provides an additional 8 years, from 
the already lapsed deadline of 31 December 2002); (iii) greater authority to Parliament to 
evaluate the performance of the Board of Governors of BI, and to the president to determine the 
final course of action resulting in resignation of a board member; and (iv) an independent 
supervisory board  comprising five members, to be selected by Parliament and appointed by the 
president.  
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 The supervisory board is in deference to the Government’s proposal aimed at enhancing 
BI’s credibility. It is one of the two provisions (the other being the one on OJK) that led to 
considerable delays in the final amendments, given concerns that the supervisory board may 
erode the independence of the Board of Governors of BI; the supervisory board, which shall not 
interfere in the policy and regulatory operations of BI, will submit quarterly reports to the 
Parliament or as required by the latter.    
 
 The decision to make OJK an authority (otorita) rather than an agency (badan) like 
Bappepam is significant. In recent Indonesian tradition, an otorita is an institution that can make 
policy and regulate the public (to a degree defined by law). Agencies are not similarly 
empowered. These characteristics are important because the otorita in a sense has more 
authority than a minister, who cannot regulate the public. An otorita has two boards, a board of 
commissioners and a board of directors, as in Indonesian business enterprises. The board of 
commissioners is responsible for overall policy and general oversight of the board of directors 
and the administration under them. However, as the otorita must be publicly accountable for the 
authority vested in it, the composition of the board of commissioners should make it quasi-
democratic, through the appointment of representatives of stakeholders by some method of fair 
election. As an otorita should be characterized by transparency, accountability, and public 
disclosure, oversight should be carried out by DPR (or DPRD for regional otorita). 
 

3. Business Registration 

 A purpose of business registration is to prevent corruption and to protect consumers and 
minority shareholders. A good company registration system also helps businesses by speeding 
up dealings with government and with other businesses. Limited-liability companies (PTs) must 
comply with annual reporting requirements. The Company Registration Law (3/1982) requires 
all business enterprises, not just PTs, to be registered. In the current register 221,341 PTs; 
40,605 cooperatives; 224,146 business partnerships; 3,338 small companies; 978,925 sole 
proprietorships; and 11,952 other forms, or a total of about 1.5 million businesses are registered 
(data from ADB 2001a). Of these, only 32,000 have been fully entered into the computerized 
registry database in the Ministry of Industry and Trade (MoIT). An estimated 3.5 million other 
businesses are not registered at all. The data on registrations are not reliable, however. Before 
2001, MoIT did not have the resources to enter the data on businesses that registered at their 
offices in the regions. Moreover, businesses have not updated their registration (as they are 
required by law to do, every 5 years), and especially in the categories of business partnership 
and sole proprietorships, there is little incentive for businesses to register.  
 
 On 1 January 2001, the offices of MoIT in the regions were transferred to the regional 
governments in accordance with Law 22/1999. This law states that “industry and trade” is an 
obligatory function of district government. As per government regulation 25/2000, company 
registration is not a responsibility of the national or provincial government. However, many MoIT 
district offices that were inherited by the districts did not have the capacity to manage the 
company registers in their jurisdictions. Moreover, some jurisdictions covered more than one 
district. On 1 January 2001, the responsibility for the registers was transferred to the districts 
where the offices were located. The districts that did not receive registers have now established 
new business registration offices.  
 
 Yet, in spite of the clear decentralization of MoIT offices, Law 3/1982, which is still 
current, places responsibility for company registration with the national Government. The 
conflicts between this legislation and the basic law on decentralization, Law 22/1999, have not 
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been resolved, and as a result company registration in Indonesia at the moment is in a disarray, 
inhibiting institutional development. 

 
4. Consumer Protection 

 Until 1999, Indonesia had no consumer protection law. After the demise of the Soeharto 
regime, the Indonesian Consumers’ Institute (YLKI) and other civil society organizations 
successfully lobbied the Government and DPR to expedite Law 8/1999 on consumer protection, 
which took effect a year later (April 2000). The key instruments for implementing consumer 
rights under this law are a national agency and regional agencies in cities and regencies. The 
National Consumer Protection Agency is to advise the national Government on consumer 
protection, and regional consumer dispute settlement agencies are to facilitate the out-of-court 
settlement of consumer disputes to speed up settlement and reduce the cost for the consumer. 
After the end of the year provided in the law for implementation, President Wahid passed a 
decree for the establishment of 10 pilot regional consumer dispute settlement agencies, 
however, with no timetable for establishing the others.  
 

5. Land Administration and Development  

 Poverty reduction has been closely associated with land tenure, providing landowners 
with security for credit that they could invest in productivity-increasing methods. Sustainable 
land development is also closely related to effective development control. These two regulatory 
functions of government have had a low priority for the past 30 years. 
 
 Land administration is regulated through the Basic Agrarian Law (5/1960), an incomplete 
set of government regulations, and an array of internal regulations prepared by the National 
Land Administration Board (BPN). The law and regulations consider land as owned by the 
State, which allocates nontransferable rights to individuals. There is thus no market for land or 
land rights. The transfer of entitlement from one party to another requires “freeing” the land from 
its encumbrances and reallocating the rights of the State to a second party. There is no 
obligation that the rights of the first and second parties should be the same. The land rights 
issued may thus include only rights of use, that is, lease or tenancy. With Law 22/1999, land 
administration is an obligatory function of districts, but a presidential decree has delayed the 
implementation of the transfer of land administration. 
 
 In the early 1990s Indonesia decided to complete registration of all land within 20 years, 
under a program supported by the World Bank and the Australian Government. Today, still only 
30% of land has been included in the register and cadastral maps exist for less than 10% of the 
land. Most of the registered land is improperly documented and referenced. The register thus 
does not meet requirements of credit institutions. 
 
 Land expropriation under the basic agrarian law is so rigid that this measure was not 
used even once during the New Order. The law does, however, allow land rights to be 
relinquished based on consensus. Early in the New Order, the Government formed teams to 
establish “consensus,” but land rights holders were not represented on them. Once consensus 
had been reached, force could be used to carry out the consensus decision.  
   
 Land administration and development control are prone to corruption (Bappenas and 
BPN 2000). Every step in the process of registering land is prone to petty graft—graft that cuts 
off the poor from proper entitlements. Location licenses provide opportunities for corruption on a 
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much larger scale. Routinely, developers have been able to have locations approved that 
ignored planning regulations and environmental requirements. 
 
 In 1998, Bappenas and BPN agreed to explore policy reform on land administration, with 
support from the World Bank, culminating in a conference in mid-2000, which supported major 
changes in the basic agrarian and spatial planning laws with some follow-up in MPR in 
preparing initial legislation. The process of preparing integrated laws on land administration, 
land use planning, development control, environmental planning, and exploitation of natural 
resources has begun but has a long way to go.  
 

6. Professional Accreditation 

 Professional accreditation schemes are most important (i) where malpractice of 
professionals can harm the public, (ii) where a high degree of accountability is required, and (iii) 
where accreditation can lead to significant benefits. Professions where malpractice can 
significantly harm the public are the medicine and the paramedic profession and law 
enforcement. Accounting and auditing, the judiciary, and all types of examination and brokerage 
are professions that also require a high degree of accountability.  A university degree or some 
other required education guarantees entry into most professions. There is a system of 
accreditation for a few professions, like pharmacy and land conveyance. But accreditation 
schemes, continuous learning requirements, accountability requirements, and disciplinary 
proceedings that commonly govern many professions in other countries have yet to be 
developed and introduced in Indonesia. 
 
 The findings in this chapter are summarized in Table 3. 
 

Table 3: Findings on Policy Making and Regulatory Functions  
 

Issue Findings Actions to Be Taken 
Preparation of Laws 
and Regulations 

Efforts to improve the regulatory 
process in recent years have had 
mixed results. 

The law-drafting procedures need to be improved 
and intergovernmental and public consultation 
mechanisms strengthened. Methods for regulatory 
impact assessment and deregulation programs 
should be gradually introduced.  
 
Laws should be prepared on the basis of 
internationally accepted guidelines (for example, 
the Organization for Economic Co-operation and 
Development (OECD) checklist) for evaluating 
quality. 
 
Proponents of new laws should always prepare 
and widely circulate justification papers, clearly 
outlining the costs and benefits of introducing 
such legislation, as the first major and mandatory 
component of the drafting process. 
 
Presidential approval of a proposal to prepare new 
legislation should be based on a policy document 
or a justification report. 
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Issue Findings Actions to Be Taken 
  There should be wide and appropriate community 

consultation throughout the country, before a draft 
bill gets to the cabinet level. Secondary legislation 
in the form of government regulation should be 
prepared together with the primary law. The 
ministries and government bodies initiating the 
regulations should be required to undertake and 
present the outcomes of regulatory impact 
assessments. 
 
The Government needs a program for completing 
all the secondary and enabling legislation 
supporting existing laws that it wishes to retain. 

Administrative 
Procedures 

Procedures for administrative 
decision making are not harmonized, 
do not support rule of law or empower 
the citizens. 

Prepare and pass a general Administrative 
Procedures Act to which national and regional 
government agencies should be subjects. 

Financial Sector 
Operations 

After years of very loose regulation of 
the finance sector, good governance 
proposals have been agreed to. 
Those provide models for other 
regulatory functions. 

Implement the Financial Safety Net (FSN) 
arrangements, and expediently move toward 
strengthening financial sector supervision by 
establishing the Financial Services Authority (OJK) 

Regulation of 
Business 
Registration 

Business registration was loosely 
regulated before being decentralized 
in 2001. No proper guidelines or 
regulations have been provided for 
district governments to maintain and 
improve registration.  

A major program is required to assist regions in 
establishing effective and accountable registration 
of businesses. 

Regulation for 
Consumer 
Protection 

After a short surge of interest in 1999, 
including the passing of a law, the 
Government has done little on this 
matter. 

Implement the law fully. 

Regulation of Land 
Administration 

Indonesia’s inconsistent laws for land 
administration, land use 
management, environmental 
management, natural resource 
management, and development 
control were never fully or properly 
implemented. Land administration has 
been a source of corruption and 
continual abuse of nature. People’s 
Consultative Assembly (MPR) has 
passed a decree calling for a revision 
of these laws. 
 
Law 22/1999 makes land 
administration and environmental 
management mandatory authorities of 
districts, but a presidential decree has 
delayed implementation for 3 years. 

Expedite law reform in land administration, land 
use planning, development control, natural 
resource management, and environmental 
management. 
Expand cadastral land registration and recognition 
of land rights. 
Build capacity in sustainable development control. 
 
 
 
 
 
 
Expedite transfer of administration to regions and 
provide for appropriate capacity building. 

Regulation of 
Professional 
Accreditation 

Few professions have developed 
accreditation schemes to protect 
public interest. 

Develop professional accreditation schemes that 
provide for accountability and professional quality 
criteria. 
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IV. FINANCIAL MANAGEMENT 

A. Introduction 

 At the heart of public sector accountability and responsibility for development are the 
issues related to financial management—the planning for a budget, the deliberations leading to 
its finalization and enactment, and the processes by which funds are allocated, disbursed, and 
monitored. Given the widespread perception that corruption is prevalent in the Indonesian public 
sector, it is incumbent to place public sector financial management upon a regulatory and 
institutional footing that encourages transparency and accountability in operations and provides 
for an efficient use of public funds.   
 
 This chapter first reviews the current and proposed legal framework of financial 
management, then looks, in turn, at public expenditure management, fiscal decentralization, 
procurement, treasury17 issues, and the related issue concerning public audit.  
 
B. Legal and Regulatory Framework 

 The fundamentals of public finances are found in Article 23 of the Constitution, as 
revised in the fourth amendment of August 2002. The Constitution provides that there be a 
central bank, and that the currency, taxes, and other revenues be determined by law. In 
addition, the 2002 constitutional amendments specified that the annual state budget be 
sanctioned by law and implemented in an transparent and accountable manner. Also with the 
2002 round of constitutional amendments, a new chapter has been added to the Constitution 
(VIIIA) making BPK an independent Supreme Audit Institution, coequal in authority to 
Parliament and the president. The legal framework and other aspects of BPK are examined in 
the final section of this paper.  
 
 The Constitution specifies that the draft budget bill is to be submitted annually by the 
president to DPR for consideration, taking into account the opinion of DPD (when it is 
established after the 2004 elections). If the draft budget is not approved by DPR, the 
Government will operate on a continuing basis using the budget of the preceding year. The 
main framework for public expenditure management is defined in Presidential Decree 17/2000, 
as revised by Presidential Decree 42/2002. Revenue management is regulated by an array of 
laws and regulations. Presidential Decree 80/2003 regulates public procurement.  
 
 The Indische Comptabiliteitswet (ICW) of 1925, which originated from the Dutch law 
adopted for the colony in 1864, has been the principal legal framework for budget management 
in Indonesia. The ICW had major weaknesses: its scope was narrow, appropriate only for a 
small closed economy with narrowly defined tasks, and for an autocratic budget formulation and 
execution process that required no accountability to the public for government expenditures. It 
suited the government organizational structure until the fall of the New Order regime. Post 
reformasi, the Government initiated a process of legal reforms and in 2000, a package of three 
draft laws was submitted to Parliament on state finances, treasury, and external audit, with the 
prime objective of enhancing governance in public expenditure and financial management.  
 
 The laws contain general principles on budgetary and financial management processes 
at all levels of government, aimed at achieving (i) clear accountability for results to the public 

                                                 
17    Treasury is defined by MoF, following International Monetary Fund terminology, as comprising accounting, cash 

management, and payment functions. 
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and Parliament; (ii) transparency in government transactions; (iii) empowerment of professional 
managers to deliver optimum agency performance; and (iv) strong, professional, and 
independent oversight by BPK, and elimination of duplication in the audit function. In April 2001, 
MoF formed the Financial Management Reform Committee (KPMK) to improve these draft laws 
with DPR and to prepare other reform proposals. KPMK has held many deliberations with 
interested groups and throughout the regions, established a web site, and produced policy 
papers.  
 
 As a key outcome of this unusually consultative process, the Law on State Finances was 
enacted in March 2003. The prime goal of this law is to ensure that public finances are 
managed in an efficient, transparent, and accountable manner. While the law is formulated with 
less detail than required, its adoption does mark a major step toward sound financial 
management. The key features of the law include the following: comprehensive definition of 
state finances; delineation of principles on the formulation of overall macroeconomic framework 
and fiscal policy; guidelines on the annual budget law and budget execution process; role and 
nature of state treasury functions; preparation of ex-post financial reports on budget execution; 
oversight of state-owned enterprises; and above all, a clear delineation of the prime authority of 
the minister of finance on fiscal affairs at all levels, including at the decentralized levels of 
government. The law makes a clear distinction between the line ministers as budget users, MoF 
as budget manager, and BI as the manager and executor of monetary policy.  
 
 The Law on State Finances requires financial management to be based on a national 
strategic plan prepared by a “national planning council” to be established by the president with 
representatives from government and the community. Deficit and surplus budgets are allowed, 
provided the sources and uses of funds are specified. The president is required to prepare a 
financial accountability report, but details of such reporting are left to a future law. The law 
consolidates a budget previously split into development and routine parts and envisages 
performance-based evaluation of budgetary outcomes. It also stipulates new financial reporting 
standards in accordance with new public sector accounting standards to be introduced between 
2004 (modified cash basis) and 2008 (full accrual basis). In line with the law, from 2006 onward, 
MoF has to produce fully consolidated financial accounts and reports within 6 months after the 
end of the fiscal year. 
 
 The Law (1/2004) on State Treasury enacted in December 2003, stipulates provisions 
on budget management and financial planning, debt, procurement and property management, 
and envisions a consolidated Treasury Single Account for the whole of the government. In 
addition, it has clear provisions that are designed to deter fraud, mismanagement, or corruption 
leading to financial losses for the State, with the possibility of foreclosure of the assets of 
treasurers found guilty besides criminal sanctions. With regard to ex-post financial controls and 
oversight, two separate laws on audit have been submitted to Parliament in February 2004, one 
dealing with audit procedures, and the other providing a revised legal framework of Law 5/1973 
on BPK. 
 
 The structure of MoF has been a major impediment to effective budget formulation, 
ensuring coherence between the budget and overall macro-fiscal policy, and public expenditure 
analysis and scrutiny of spending by budgetary bodies and line ministries. These functions have 
been segregated among the Directorate General (DG) for Budget, DG for Fiscal Balance and 
the Agency for Fiscal Analysis. Oversight of budget execution was shared between these two 
DGs and, indirectly, the State Financial Accounting Agency (Bakun). The new legal framework 
corrects these deficiencies and requires that budget management and oversight functions be 
consolidated into a single unit and that a new treasury be established. In response to these 



  32 

institutional impediments and new laws, MoF finalized a blueprint for its reorganization in August 
2003.18 The proposed organizational structure, yet to be endorsed by the president, is outlined 
in Figure 2. 19 
 

Figure 2: New MoF Organization 
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 Additional legislation is being developed to support these fundamental changes. The 
process of developing a comprehensive, modern legislation on public procurement, which 
provides for transparency and accountability (as reported below), has led to a new presidential 
decree on public procurement (Keppres 80/2003) prepared under an interministerial steering 
group chaired by Bappenas.20 The legislative work continues with the aim to replace the 
Keppres with a law on procurement. While the process of preparing legislation is progressing in 
MoF, there are major changes that require support from the whole of government, especially 
regarding budget transparency and oversight, funding for decentralization, auditing, personnel 
management, and capacity building and redistribution of financial management personnel. Box 
2 presents the list of international standards for a modern budget law.  
 
 

                                                

 
 

 
18   Supported by ADB TA 3764-INO: Supporting Country Financial Accountability.  
19   MoF, Blueprint of MOF Reorganization, www.depkeu.go.id. 
20  Supported by ADB TA 3720-INO: Strengthening the Procurement Policies and Legal Framework and Institutions. 
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Box 2: International Standards for a Budget Law 

The law should specify the following: 

 a medium-term budget framework consistent with the Government’s macroeconomic and 
fiscal objectives; 

 a budget classification system that enables the evaluation of performance against economic 
purpose; 

 all revenues and all expenditures within each economic purpose to be included in the budget; 

 ceilings on annual budgetary allocations by sector and program that reflect the Government’s 
policy priorities; 

 clear principles and organizational responsibilities for ensuring effective financial 
management and accountability; 

 an effective role for Parliament in scrutinizing budget proposals and outturns; and  

 independent external audit of legal compliance and the efficiency and effectiveness of 
government expenditures and revenue collection. 

Source: OECD/ SIGMA; a joint OECD and European Union initiative, Public Management System 
Baselines for Good Governance. 

 
 The state finance and treasury laws meet most of the criteria in Box 2. However, while 
the State Finance Law would certainly pave way for modernizing public expenditure 
management, it is not a comprehensive piece of legislation. The Government is at present 
drafting implementing regulations for the two laws, to formulate the regulatory framework as well 
as to address areas that are not covered in these laws. A key challenge moving forward will be 
to expand the coverage of the state budget, as there are significant public expenditures and 
receipts that are still not part of the budget. Equally important will be the changes being 
proposed to the expenditure classification system. While the Government intends to change the 
current sectoral classification of the budget into the functional classification system as outlined 
in Government Finance Statistics Manual 2001 (GFSM 2001), the transition needs significant 
implementation support.21 The state finance law includes provision for medium-term fiscal 
planning and performance-based budgeting, both of which require significant capacity and 
resources for implementation.22  
 
C. Oversight of the Budgetary Process 

 There was no oversight of state finances by DPR during the Soeharto regime. Annual 
budget approval was automatic, and the annual reports of BPK did not come under its formal 
review. Today, DPR has become increasingly involved in reviewing public expenditures. The 
Budget Committee of DPR (Commission IX) has assumed some roles of a public accounts 
committee, similar to what may be found in other countries. To increase the capacity of DPR, 
experts have been appointed as advisers to this committee. In cooperation with MoF, it has 
developed a budget cycle that allows in-depth discussion with the sectoral committees of DPR, 
as well as within the Budget Committee itself, as described further below. In line with the 
principle that proposed laws should be based on position papers, the yearly budget process 
begins with discussions in DPR on a “fiscal policy outlook” document. MoF and Bappenas are 

                                                 
21   World Bank is providing technical assistance support in undertaking a mapping of the current classification into 

the functional system. 
22   The Canadian International Development Agency is providing initial support in these areas, and ADB plans to 

provide implementation support to selected district governments. 
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currently improving the information provided to DPR on underlying fiscal issues and 
assumptions. To improve oversight of performance, BPK and DPR have signed a memorandum 
of understanding that outlines cooperation between these two high institutions.23 
 
 The law on state finance will assist the Budget Committee of DPR in assuming the role 
of a public accounts committee. The critical changes are the requirements to make the budget 
and accounts more transparent, and to relate expenditure to performance. Many chapters in this 
report indicate that the national budget does not fully cover routine expenditures by public 
agencies, and that most state institutions are dependent on off-budget revenues. Until the 
accounting system changes, and until off-budget funds are registered in the budget, the 
committee’s review function will be significantly curtailed, allowing continued scope for misuse 
of public funds. 
 
 With the amendment to the Constitution creating the House of Representatives of 
Regions (DPD), the distribution of financial oversight activities between the two houses will need 
to be carefully considered. DPD will also need to establish a committee framework, perhaps 
regional public accounts committee, to discuss financial issues within its given scope of work. If 
the budget continues to be processed though DPR within a period of 2 months, including 
deliberations in DPD, efficient mechanisms for cooperation between the two houses will need to 
be established. DPD’s primary concern will be to ensure fair treatment of all regions. It would 
thus be appropriate for DPD to receive reports on fiscal balance and on use of funds by the 
regions. 
 
 In many regions, DPRDs have taken an even greater interest in financial oversight than 
DPR has at the national level. The capacity of DPRDs to play an effective role, however, is 
generally more limited than that of DPR, as the committees are generally smaller and DPRDs 
generally have fewer members with financial expertise. In addition, Government Regulation 
84/2000, which regulates the DPRD Secretariat, does not allow the regions to provide 
committees with professional support. ADB consultants in 2000 recommended that this 
regulation be revised to encourage DPRD in obtaining professional support (ADB 2000b). 
 
 Accusations of corruption in the Budget Committee of DPR and in DPRDs across the 
country are reported in the media with disconcerting frequency. Police are investigating cases of 
corruption in regional councils nationwide. DPR and DPRDs cannot assume an effective 
oversight role as long as corruption is prevalent.  Increased transparency in DPR and DPRD 
financial oversight, including making audit reports public, would be major step toward increased 
accountability.  
 
D. Public Expenditure Management 

1. Budget Preparation and Structure  

 Budget preparation is now programmed according to the schedule given in the law on 
state finance. It starts with a preliminary discussion between the Government and DPR in May 
each year, based on a statement of fiscal principles and macroeconomic outlook from the 
Government. A budget circular is then issued that same month, requesting line ministries to 
submit their spending proposals. This circular contains costing norms to guide ministries in 
assessing the cost of their budget bids. Ministries then begin to prepare annual plans and 
budget proposals in accordance with a medium-term expenditure framework. Initial budget 

                                                 
23  Comments from BPK at the second workshop on the draft CGA, 19 November 2002. 
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proposals are submitted to MoF in June. These proposals, including the annual plans of 
government agencies, are presented to DPR for discussion in July, after which DPR enacts a 
binding resolution on the budget outline, setting budget ceilings. 
 
 Until the recently adopted law on state finances, Indonesia had a dual budget system 
comprising the following: 
 

• a “routine budget” for around 65% of budget outlays and including personnel 
expenditures, subsidies to state-owned enterprises (SOEs), payments to sub-
national levels of government, and subsidies for petrol, rice, and power; and 

• a “development budget” for the remaining 35% of outlays including investment 
projects, social safety net spending, and defense spending. The development 
budget comprises capital and recurrent expenditures associated with development 
projects. In recent years, external funding agencies have financed about 40% of 
the development budget. 

 
 The preparation of the “routine budget” has been essentially an incremental and 
arithmetic process of adjusting the budget allocations in the light of changes in prices and other 
routine factors through the use of norms. Following the receipt of budget proposals from the 
ministries, negotiations take place between the Directorate General for Budget (DG Budget) and 
the proposing ministries, but these negotiations largely focus on costing issues rather than 
policy review issues. DG Budget allocates budget ceilings in September. Ministries then 
proceed to prepare their detailed budgets. The 5-year national development plan, Propenas 
(Law 25/2000), does not itemize development programs. DG Budget advises Bappenas on the 
total ceiling for the development budget. Following this, consultations take place between 
Bappenas and the proposing ministries to finalize the development budget within the overall 
ceiling.  
 
 In short, the process has been to undertake budgetary planning largely within the scope 
of meeting spending targets—not in the context of budget management in which expenditures 
are budgeted against priorities established in public discussion. The separation of routine and 
development budgets was paralleled by the separation of responsibility between MoF for the 
fast-tracked routine budget and Bappenas for the development budget. Under this regime, MoF 
was essentially an accounting agency and possessed limited capacity to analyze and evaluate 
spending programs of line ministries. Conversely, while Bappenas had built up sector expertise, 
it had limited incentive to critically review whole-life project costing since it did not directly 
determine annual budget allocations. The law on state finances consolidates the budget 
process, doing away with the somewhat artificial distinction between routine and development 
expenditures. In a similar fashion, the ministerial guidelines for regional finance passed in 2002 
direct all regions throughout the country to use one single expenditure budget.24 It will, however, 
require considerable implementing regulations to ensure that the potential of this change in 
procedure is realized in more transparent and efficient budgeting operations.  
 
 The current budget classification is according to items of expenditure, not economic 
purpose, limiting its effectiveness in analyzing budget options and financial management during 
budget implementation. The Government has declared its policy of bringing the classification 
system in line with International Monetary Fund (IMF)’s Government Finance Statistics (GFS) 

                                                 
24  Decree of the Minister of Home Affairs 29/2002, on Guidelines for Regional Financial Management, 

Accountability, and Supervision, including regional budgeting, accounting, and financial statement preparation.  
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system. This is gradually being achieved: “GFS-consistent” classifications started to be used in 
2003, and full compliance with GFS is expected  in the 2005 budget.  
 
 Under the new procedure, the proposed budget is presented to the Cabinet in August 
and, following cabinet approval, is presented to DPR. In the past, as noted above, DPR 
approval was automatic. However, since the 1999 elections, the budget has been coming under 
greater scrutiny and debate. DPR now spends around 2 months deliberating the bill. The 
process starts with a plenary session and continues in the Budget Committee and in each of the 
nine sector committees, with MoF answering questions, supported by line ministers as required. 
The aim is to have the budget approved in October. In  2002 it was well into November before 
DPR approved the 2003 budget, while the 2004 budget was approved on time. 
 

2. Budget Execution 

 The budget execution process starts on 1 January each year, when MoF makes 
allocations to individual spending units. The budget execution procedures are relatively 
streamlined and effective in ensuring that expenditures conform to authorized allocations. The 
regulations require payment requests to be processed within 8 hours of receipt of complete 
applications. In theory, the highly detailed nature of budget allocations provides for tight control 
of operational spending at the budget preparation stage. Large numbers of norms guide the 
level of operational funding required for each program. However, in practice, given the lack of 
adequate oversight to scrutinize spending by the line ministries and other spending units, it is 
alleged that there is considerable leakage of funds.  
 
 Although lack of attention to misuse of funds is a serious problem, underspending is an 
equally serious matter. This is especially true in the execution of the development budget where 
multiyear investment projects rely on continuity of effort supported by the timely release of 
budgeted funds. In recent years underspending has affected externally funded loan programs, 
slowing infrastructure investment and training programs. Almost all Indonesian development 
partners have noted that programs have suffered because of failure by government institutions 
to properly allocate counterpart funds, institutions, or human resources required for programs. 
 
 Halfway through the fiscal year, there is an opportunity to revise the budget in 
accordance with progress and changes in policy. The Government prepares proposals for  
budget revisions, and submits these to DPR for approval. The current approach to budget 
allocations has built-in incentives for spending remaining funds at the end of the year, as it is not 
possible to transfer savings or outstanding liabilities to the same line item in the budget for the 
following year.  A summary of the remaining needs for reforms with respect to the budgetary 
process is contained at the end of this chapter.  
 
E. Fiscal Decentralization 

 Fiscal decentralization, as discussed in more detail below, is one of the most profound 
changes to occur in Indonesia in recent memory. Millions of civil servants were transferred from 
central to regional budgets, concurrent to the assignment of revenues to regional governments 
and responsibilities for decision making concerning a host of public sector operations. This 
change required concurrent change in expenditure management. 
 

1. Transfer Mechanisms 

 Law 25/1999 introduces the following transfer mechanisms.  
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• General Allocation Fund. The main transfer mechanism for distributing funds to the 

regions is the General Allocation Fund (DAU). The minimum aggregate funding for 
the DAU is specified in Law 25/1999 as 25% of national government domestic 
revenues: to be divided 2.5 percentage points (%p) for provinces and 22.5%p for 
districts. Law 25/1999 indicates that the distribution of the DAU among the different 
regional governments should be based on a formula that considers local need and 
potential, using variables prescribed by Government Regulation 104/2000 on 
Equalization Funds. These include population, geographic area, building price index, 
and level of poverty. For regional potential, the variables are expressed by economic 
indexes and the available natural and human resources. The Government has 
changed the variables in the first few years, mainly because the formula did not 
provide enough to cover even salaries of transferred civil servants in many regions, 
as discussed below. 

 
• Revenue Sharing. The national, provincial, and district governments each have a 

prescribed share of revenues from natural resources (forestry, mining, fisheries, oil, 
and gas). In the real politik of the early post-Soeharto era, the Government conceded 
large proportions of revenues to some particular regions to compensate for decades 
of neglect. Resource-rich regions had performed poorly on general indicators of 
welfare, and one of the driving forces for decentralization was a call to share the 
wealth from natural resources with the regions from where it came. However, this 
mechanism has caused greater problems of equity between regions than originally 
anticipated. 

 
• Special Allocation Fund. The Special Allocation Fund (DAK) was designed to 

channel funds for special purposes. In its first years of operation, it has been used 
solely for channeling reforestation grants. This mechanism would seem to be the 
ideal channel for passing loan and aid funds on to local governments for such 
purposes as poverty reduction programs, once the issues of regional borrowing and 
assignment of responsibilities for poverty reduction between levels of government 
have been resolved. 

 
• Revenue Sharing with Provinces with Special Autonomy. The provinces of Aceh 

and Papua have been granted special autonomy based on laws that were passed in 
2001, giving them a considerably greater share of natural resource revenues than 
other regions.  

 
 Law 25/1999 puts considerable pressure on the national budget. With the proportion of 
natural resource revenues to be shared with the regions being fixed by law, and the DAU being 
set at a minimum of 25% of domestic revenues, the national Government now has less 
discretion to set aggregate or sector spending targets. In spite of this, funds allocated to regions 
are not generous. There are two reasons for this: aggregate size and distribution. In the 
aggregate, funds may be “more than sufficient to meet expenditure needs…as historically 
defined,”25 but the amounts are still not high, particularly considering the historically low levels of 
service in health and education, the two high-cost sectors taken over by the regions. In 
FY1994/95, when the economy was booming, the national Government distributed 20%26 of 

                                                 
25  Comments from Machfud Sidik, director general for fiscal balance, at the second workshop on the draft CGA 

report, 19 November 2002. 
26  Computed from data in the budget papers (Nota Keuangan) for FY1997/98 and FY2002. 
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domestic revenues to the regions. In 2002, the Government transferred 31% of domestic 
revenues, although by then the staff in the regions were three times more in number than in FY 
1994/95. By comparison, regional governments in the Philippines obtain 50% of national 
revenues.27  
 
 Regional governments’ own revenue raising is subject to Law 34/2000 on Regional 
Government Taxation. Decentralization has greatly expanded the scope to regional 
governments for locally generated revenue, consisting primarily of taxes, user charges, and 
income from regional enterprises. Prior to 1997, regional governments had levied a large 
number of local taxes and charges, which, despite their low revenue potential, imposed high 
costs on the economy. In response, Law 18/1997, the original law on regional levies and taxes, 
aimed at confining regional taxes to a closed list and instituting a system of MoF approving 
additional tax proposals. Law 34/2000, which replaced Law 18/1997, while still retaining a list of 
regional taxes, allows for greater flexibility to regional governments to add new taxes supported 
by regulations approved by the regional parliaments. Regional governments have increased 
their own revenue by over 50% through such measures since the introduction of 
decentralization. However, the plethora of such taxes, which are introduced without much 
analysis in the absence of any central review or oversight, has adversely affected the business 
environment in some regions (World Bank 2003).28 The Government’s current plans of 
amending legislation on regional autonomy do not envisage changes to Law 34/2000 in the near 
future. 
 

2. Experiences of Fiscal Decentralization 

 The first efforts at applying the DAU formula caused considerable problems for  many 
regions, which lacked funds after paying civil servant salaries. To calculate an acceptable 
distribution of the DAU, the Government developed what it called a “balancing factor.” The 
balancing factor was largely determined by the estimated civil service salary bill, but there was 
also a fixed sum per region (with a higher rate for regions outside Java). In 2001, only 20% of 
the amount received by the regions was determined by the DAU formula; the remainder was 
determined by the balancing factor. In 2002, the DAU formula determined 40% of the amount 
for districts and 50% for provinces. In 2003 the DAU formula determined 90% and in 2004 
100%.  
 
 Figure 3 shows the distribution of estimated total revenues of district governments per 
capita in 2002. Total estimated revenue consists of DAU and revenue-sharing transfers from the 
national Government in 2002, and regional incomes from regional taxes and other sources in 
2002. The figure shows that almost 50% of district governments had revenues of Rp250,000-
Rp1,000,000 per inhabitant. Almost 10% of districts were poorer than this middle band, with 
revenues below Rp250,000 per capita. 
 
 Another 37% of districts may be considered “upper middle” earners, earning between 
Rp500,000 and Rp1 million per capita. There are 85 regional governments that could be called 
rich, with revenues of Rp1 million-Rp6 million per inhabitant. These regions have been called “a 
few Bruneis amongst many Bangladeshes.”29 The richest regional government had a budget in 

                                                 
27  Aquilino Pimentel Jr, Philippine senator, Gesellschaft fur Technische Zusammenarbeit--Support for 

Decentralization Measures (GTZ SfDM) 10th anniversary workshop, 16 October 2002, Hotel Borobudur. 
28   Decentralizing Indonesia, World Bank, June 2003. 
29  German Ambassador to Indonesia addressing the Gesellschaft fur Technische Zusammenarbeit--Support for 

Decentralization Measures (GTZ-SfDM), 10th anniversary workshop, 16 October 2002. 
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2001 corresponding to 50 times that of the poorest, measured per capita. The richest 10% of 
regional governments had more than six times the revenues of the poorest 10%. 
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Figure 3: Number of Regions with Government Revenues within Range Indicated (Rp 
million per capita, 2002)

0
20
40
60
80

100
120

le
ss

 th
an

0.
25

 to
 0

.5
0

0.
5 

to
 0

.7
5

0.
75

 to
 1

.0

1.
0 

to
 1

.2
5

1.
25

 to
 1

.5

1.
5 

to
 1

.7
5

1.
75

 to
 2

.0

2.
0 

to
 2

.2
5

2.
25

 to
 2

.5

2.
5 

to
 2

.7
5

2.
75

 to
 3

.0

3.
0 

to
 3

.2
5

3.
25

 to
 3

.5

3.
5 

to
 3

.7
5

3.
75

 to
 4

.0

4.
0 

to
 4

.2
5

4.
25

 to
 4

.5

4.
5 

to
 4

.7
5

4.
75

 to
 5

.0

5.
0 

to
 5

.2
5

5.
25

 to
 5

.5

5.
5 

to
 5

.7
5

O
ve

r 6
.0

Source: Data from w w w .djkpd.go.id

N
um

be
r o

f D
is

tr
ic

ts

 
 
 Another way of expressing this very large variation in revenues is to compare total 
regional revenue with salary bills. Figure 4 gives the total civil salary bill per capita of population 
on the vertical axis. The figure does not reflect the number of civil servants on the payroll, as 
data on the number of civil servants per region are not available for 2002. The horizontal axis 
indicates the percentage of the budget in 2001 for these salary bills. The amazingly wide 
distribution on this scale indicates that, while most regions spend 40–60% of their budgets on 
salaries (already a wide band), there are several regions spending less than 10% and several 
others spending more than 70%. The four regions with the highest salary bills per capita can 
well afford to pay their civil servants; they still have over 60% of their revenue available for other 
expenses, including additional special allowances for staff, operation and maintenance costs, 
investment, and repayment of outstanding loans.  

 

Figure 4: Salary Bill Per Capita Compared with Propotion of Budget Spent on 
Salaries
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Figure 5 compares the estimated revenue sharing per capita for each region with the 

DAU received in 2002. For 90% of district governments, less than 10% of their budgeted 
revenues came from their own revenue sources (taxes and charges). The main sources of 
revenue are the DAU and revenue-sharing transfers, and these are compared in the figure. 
Most regions have low per capita revenue-sharing transfers; and the DAU contributes less than 
half of revenues for a few district governments. The DAU is the only meaningful source of 
revenue for half of the districts as it contributes 50% or more of district government revenues. 
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Figure 5: DAU Revenue Sharing, 2002
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 Aware that funding for 2001 was far from fair, the Government commissioned four 
universities to find ways of improving the formula for 2002. The formula for 2002 was supposed 
to “minimize mismatches between transferred revenue and expenditure and ensure that the 
formula is equalizing across regions.”30 However, equalization was still not achieved. The 
biggest problem was basically self-imposed: when reviewing the national budget for 2002, DPR 
did not approve any reduction in the DAU to any region, supposedly after heavy lobbying by the 
richest regions. The euphemism for retaining these “deep fiscal inequalities” was a “hold 
harmless” clause, which meant that no region in 2002 could get less DAU than it had received 
the previous year. Given that there was to be no meaningful increase of the size of the DAU, the 
inequitable resource distribution was little changed, the ratio in per capita revenue between the 
richest and the poorest regions remained more than 30:1. For 2003, DPR still maintained the 
“hold harmless” clause, and thus the deep fiscal inequalities as well. The matter is unlikely to be 
resolved until after the 2004 elections, when DPD will be able to express the opinions of the 
majority of regions.31 
 

3. Regional Borrowing 

 Decentralization laws, in theory, allow regional governments to borrow in the national 
and international capital markets for their revenue-generating activities.32 Although it is sensible 
that regional governments assume some burden for investments in their localities, mechanisms 
are needed to ensure that total borrowing is within national limits, considering the severe level of 
indebtedness and restricted national revenues. In practice, from 2001, MoF prohibited regional 
government borrowing, except through the national Government. Under the previous system, 
regions could borrow money under ad hoc regulations. In recent years, however, regions have 
been restricted largely to borrow using subloan agreements (SLA) with the national Government 
to borrow and to re-lend funds from sources such as ADB and the World Bank (WB) to finance 
development projects (onlending). In early 2003, the Minister of Finance provided a new 
institutional structure for such onlending through Kepmen 35/2003 (see Box 3).  
 
 
 
 

                                                 
30  Letter of Intent, 27 August 2001, paras.10 and 12. 
31  Another inequality in the distribution of funds mentioned at the second workshop on the draft CGA was the 

differences in costs of services between cities and rural regions, with many cities being unable to maintain or 
improve services. Comments from Machfud Sidik, Director General of Fiscal Balance, 19 November 2002. 

32  The laws do not refer to borrowing by regional government enterprises (the subject of another law being 
prepared) and do not allow regional governments to guarantee such loans. 



   41 

 
Box 3: New Policy on External Assistance for Regions— 

Implications of Kepmen 35/2003 
The Finance Minister signed a decree in January 2003 outlining the policy on “onlending” and “on-granting” of 

external loans and grants to regions. The decree sets up principles and procedures including a classification 
(“mapping”) of regions in terms of fiscal capacity and of projects according to whether they generate revenues or not. 
In general, external loans for projects that generate revenues directly are to be onlent. Those that do not, can be 
passed on as grants but regions must also provide counterpart fund support based on their fiscal capacity. Although 
the KEPMEN’s overall principles are sound (such as emphasizing regional initiatives) they include procedures that 
have major implications for processing, and will lead to dislocations in the next few years. Some potential implications 
of the KEPMEN on external assistance are the following.   

New Project Processing Procedures. The KEPMEN requires that all regional project proposals originate from 
the regions. This would require that central government agencies first discuss with regions willing to participate under 
the terms of the KEPMEN and consolidate proposals from regions before project preparatory work can  be started by 
external agencies. Lack of capacity at initial stages both at the center and the regions will affect the pace of 
absorption of external assistance. 

Discouragement of Sector Loan Modality. The KEPMEN requires that subsidiary agreements be signed with 
every participating regional government prior to project implementation. This implies that all projects (including 
subprojects) be fully prepared before loan signing—a requirement that cannot be met under the sector lending 
modality. One implication is that projects in decentralized sectors will be small investment loans phased into clusters 
with some initial lag in implementation. This would mean long lead times, high project preparation costs, and the 
virtual demise of the “process” type approach in project design.  

Regions with Loan Arrears. Many regions have built up large arrears on past borrowings from the central 
Government due in part to lack of proper administration of such loans by the central Government and sometimes 
failure to repay even when fiscal capacity existed in the regions. The KEPMEN bars lending operations to defaulting 
regions without a proper restructuring of such loans. While this is the proper approach to take, unless a program of 
restructuring is undertaken soon, external loan assistance to defaulting regional governments will be unavailable. 
ADB has planned assistance in the program to help in the debt workouts; however, the issue will hinder smooth flows 
of assistance in the next few years. 

Source: ADB, Country Strategy and Update 2004-2006 

 
 However, the new arrangements have thus far been less than satisfactory, and they 
have been among the factors contributing to a significant reduction in new loans to regional 
governments since decentralization. Several important areas need further work 
 

• Regional fiscal mapping to determine cost-sharing by the regions has been issued 
through Finance Minister Decree 538/2003, but has not been publicly debated or 
discussed in detail with DPR. Thus it is not clear that it has broad political support.  

• There needs to be transparent and operational definitions of cost recovery and non-
cost recovery projects—one determining factor in deciding whether funds are onlent 
or borrowed by national Government and distributed to regions as grants 
(ongranted). 

• The principles for subloan conditions for local governments must be issued in a form 
that can help regional governments plan and initiate their own projects. 

 
 Finally, severe capacity problems exist at the regional government level, problems that 
can impede good governance being practiced and perceived to be practiced. The accounting 
system, for example, in both MoF and the regional governments used to be based on simple, 
single-entry bookkeeping. Thus, the repayments were scheduled as two line items, one for 
repayment of interest and the other for repayment of the principal. This practice greatly limited 
the ability to adequately track, account, and to evaluate revenues and expenditures. Based on 
MoHA Decree 29/2002 regions are obliged to use double-entry bookkeeping, However, it 
remains to be seen how quickly this can be put into practice nationwide. 
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4. Analysis and Conclusions Concerning Fiscal Balance 

 The success of Indonesia’s decentralization depends on the fiscal capacity of regional 
governments, established by grants, taxation powers, other revenues, and the right to borrow. 
The conclusions drawn in the following paragraphs need first to be placed in the proper 
perspective: the worst-case scenarios of nonpayment of salaries and failures in public service 
delivery have largely not occurred.  What is needed is a correction in the system where there is 
unequal allocation of resources to regions and a concurrent strengthening in the administrative 
capacity to govern. 
 
 Part of the overall problem stems from inconsistencies between the two basic laws on 
decentralization. Law 22/1999 assigns a very broad range of obligatory functions to districts, 
and requires the national Government to provide adequate funding for implementing them. But 
as Law 22/1999 and its regulations to date fail to define the responsibilities of districts related to 
their obligatory functions, there is no basis yet for estimating the financial resources needed by 
the district governments to implement them. Law 25/1999, on the other hand, provides a range 
of funding instruments and formulas, but without regard to expenditure needs. 
 
 To improve the equalizing formula two things are necessary. First, since the sharing of 
natural resources directs considerable resources to a few regions only, the basic principle for 
sharing revenues has to be reviewed. The political justification for some regions receiving a 
share of resource incomes is based on past injustices. For years, most resource-rich regions 
have seen their wealth siphoned off by the center, while their economies have remained 
backward. A logical and equitable approach would be to compensate for previous injustices 
through a study of the level of and potential for development in these regions. This approach is 
clearly not yet acceptable politically—currently a mechanistic formula is used that rewards 
certain regions. The creation of DPD to oversee the fiscal balance formulas may provide scope 
for a re-examination of national fiscal transfers.  
 
 As the economy and government revenues begin to be restored, the ratio of total 
government revenues managed by regions should be increased to reflect the extent of their 
responsibilities in development and provision of services. Rather than increase the percentage 
of the DAU transferred, appropriate taxation powers should be decentralized. The taxable rate 
of land and buildings is very low by international standards, and as most land and building tax is 
provided to regional government anyway, it is appropriate that MoF has decided to study the 
impact of decentralizing the authority to set land and building tax rates (MoF 2002c). A study 
into eventually decentralizing income taxes would also be appropriate.33 
 
 Financial resources deriving from local taxes, fees, and charges are in most regions very 
small. Through loopholes in the implementation of decentralization, many user charges and fees 
associated with functions that have been decentralized were not decentralized with them.34 
Although potential sources are limited, many regional governments are seeking additional 
revenues. This is in part because the operational budgets of the head of regions and DPRD are 
directly tied to local revenues, and not to a reasonable estimate of costs. The Chamber of 
Commerce (KADIN) has found that many regional governments raise levies beyond the 
financial capacity of its member-enterprises. Preliminary evidence from an Investment Climate 
Survey35 indicates that the general lack of predictability in the regulatory framework at local 
                                                 
33  MoF with WB support has also recently studied the development of a surtax on company incomes. 
34  Comments from Machfud Sidik, director general of fiscal balance, 19 November 2002. 
35   This survey is being jointly undertaken by ADB and WB, through the National Bureau of Statistics, covering a 

sample of 1,000 medium and large enterprises in different sectors. 
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levels following decentralization as well as the uncertain tax environment in particular are 
among the key impediments facing investors in the regions.    
 
F. Procurement 

1. Introduction 

 Procurement, often representing relatively large purchases of materials using public 
funds, is weak in many governments and Indonesia is no exception. Misuse of funds in 
procurement results in poor public sector investments—materials are often substandard in 
quality and lacking the proper quantity. No sector is immune, with external funding agencies 
reporting problems, for instance in construction equipment and supplies. Two events have 
provided an external impetus to procurement reform in Indonesia. The first was the meeting of 
the Consultative Group on Indonesia (CGI) in Tokyo in October 2000, which identified 
procurement reform as a priority in the fight against corruption. The second was the release in 
April 2001 of the WB’s Country Procurement Assessment Report (CPAR) for Indonesia. In 
response to these events, Bappenas was made responsible for procurement reform. It 
established a steering committee, supported by a secretariat and three working groups 
responsible for legal and policy development, institutional development, and human resource 
development. ADB has provided technical assistance (TA) to support this activity.36 Under the 
steering committee new procurement legislation has been prepared and issued as Presidential 
Decree 80/2003.  
 
 Presidential Decree 80/2003 promotes the classic basic principles of procurement:  
transparency, open and fair competition, economy, and efficiency. The new decree has done 
away with previous prequalification procedures (often manipulated to aid corruption) and it 
establishes a National Public Procurement Office (NPPO) to oversee the implementation of the 
decree. The NPPO will have the following functions: 
 

• drafting procurement policy and procedures for presidential endorsement; 
• developing standard bidding documents; 
• disseminating procurement information on behalf of national and regional 

government agencies; 
• monitoring procurement practices; and 
• providing the services of an ombudsman on procurement matters. 

 
 There is also a need to bring other parts of the existing legal and regulatory framework 
concerning procurement into line. The Construction Law (18/1999) contains important 
procurement provisions, which need to be reconciled with the new procedure. Law 25/1999 
allows regional governments to develop their own regulations for procuring goods and services, 
through Government Regulation 105/2000—a privilege that may make consistent national 
practice a difficult challenge. At the same time, major external funding agencies have insisted 
on applying their own, somewhat dissimilar, procurement procedures on larger contract 
packages within loans. Public procurement has thus been far from a consistent and unified 
process in Indonesia. The new presidential decree offers the promise that this could improve, 
provided the decree be fully implemented and utilized on all levels of government. Bappenas 
and the steering committee, with continued ADB support, is continuing its work aiming to 

                                                 
36  TA 3471-INO: Improving Public Sector Procurement and TA 3720-INO: Strengthening Procurement Policies, 

Legal Framework and Institutions. 
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replace Keppres 80/2003 with a law on procurement, an instrument that would provide stronger 
guidance to the various levels of government. 
  
G. Treasury 

 The treasury function of government relates to the management of assets and 
liabilities—particularly monetary including cash—and the analysis of and management of related 
risks. This involves accounting and analytic activities. In all cases, properly carrying out these 
responsibilities is crucial to encouraging good governance broadly. 
 

1. Cash Management 

 Cash management has been historically fragmented at the central and regional levels, 
through an array of bank accounts for collecting revenues and paying expenditures. Spending 
units in various line ministries maintain close to 27,000 accounts with government-owned 
commercial banks for expenditure transactions. These expenditure accounts have annual 
spending ceilings set by MoF at the start of each fiscal year. Line ministries and other 
institutions are also presumed to hold a large number of unofficial off-budget bank accounts for 
managing expenditures covered from off-budget revenues. MoF has determined that “cash sits 
in tens of thousands of bank accounts.” There are substantial amounts of cash in accounts that 
MoF has control over and an unknown amount in accounts out of MoF oversight.  
 
 This lack of control over spending is a serious barrier to transparency in public 
operations. One of the most important reforms needed in Indonesia to reduce the scope for 
corruption is to reduce off-budget activities. In the medium term, with the creation of the 
Directorate General for Treasury the situation will improve. In the shortterm MoF has 
established an action plan to reform cash management, with shortterm measures to reduce idle 
cash, install zero-based accounts, and eliminate lag in remittances. The first activity in this plan 
is to conduct a census on all accounts throughout government. In support of this, MoF released 
the Government Financial Accounting Standards in June 2002 eliminating other existing 
accounting standards and establishing a common system for cash planning. 
 
 In externally assisted projects, loan funds are paid through regional offices of the 
national treasury, where records on counterpart funding agreements are kept. Loan funds are 
paid to contractors subject to proof that counterpart funds have been allocated. Project 
managers, not line managers, are responsible for approving payments for development budget 
items. Each project manager is identified in the budget, and each has a treasurer who signs 
payment orders, a planning assistant who prepares budgets, and a financial assistant who 
keeps accounts. Most government agencies and regions have ad hoc committees to approve 
payments from project accounts before the treasurer can sign payment orders. Created to 
improve accountability, these committees, however, make payments more bureaucratic and 
actually increase opportunities for corruption. 
 
 MoF has established an action plan for improving the payment system. The plan will be 
carried out by first streamlining verification processes. With the reorganization of MoF, various 
offices involved in payments in the regions will be merged and accounts consolidated. Finally, 
systems will be automated. Funds were included in the 2003 budget to procure services and 
equipment for these purposes. 
 
 MoHA Decree 29/2002 gives guidelines for regional expenditure management including 
for budgeting, accounting, and financial reporting. Although cash management by regional 
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governments is regulated in detail, there are variations in practice. Most revenues are managed 
by the regional revenue collection agency but some charges are collected through local 
neighborhood organizations working with the subdistrict (kecamatan) office. These funds are 
supposed to be deposited immediately to the regional treasury office. However, sometimes 
kecamatan offices pass on the cash funds to the relevant agency; at other times they deposit 
them in local branches of state commercial banks.  
 

2. Accounting, Financial Information, and Reporting 

 Accounting responsibility within national Government has been fragmented. Several 
offices within MoF are involved in accounting for transactions and recording data.37 In addition, 
line ministries have finance bureaus to oversee budget execution and accounting. On the 
expenditure side, both routine and development budgets are detailed down to individual line 
items for each spending unit and each project office. The Data Processing Center (DPC) at MoF 
processes revenue and expenditure transactions daily and prepares budget realization reports, 
which are compared with the planned routine and development budgets.  Regional treasury 
offices must submit weekly and monthly summaries of their revenue and expenditure 
transactions to MoF. The monthly budget realization reports prepared by the data processing 
center are generally published about 2 months after the month reported. 
 
 Bakun is responsible for preparing government accounts that incorporate information on 
expenditures, revenues, and other government financial transactions. Its provincial offices also 
process revenue receipts and payment orders, besides preparing monthly reports of revenue 
and expenditure and an annual budget realization report, quite independently of DPC and the 
Directorate of Budget Administration. Bakun is also responsible for preparing annual 
government accounts for audit. Before FY2000, these reports were prepared about 2 years after 
the close of the financial year reported, but this gap has now been very much reduced. 
 
 Starting already in 1982, MoF began developing a computerized accounting system that 
became known as the Government Accounting System (GAS) project. It took 10 years before 
the system was formally initiated with the establishment of Bakun. The GAS, in theory, has the 
modules necessary for a reliable government financial management information system. 
However, in practice the system has never been fully operational because of unresolved 
programming problems; a replacement, a web-based system based on the Oracle program, has 
now been developed.38 In addition to the two main accounting systems in Bakun and DPC, 
several other information systems within MoF provide data inputs on tax, customs and excise 
transactions, financial institutions, and SOEs. These systems run independently of each other.  
 
 In each line ministry the accounting section maintains financial information. Project 
managers also keep financial records of the progress of their projects and supply some of this 
information to the official accounting system. They keep records of contracts, progress payment 
claims, commitments, contract variations, and relevant documentation on loan funds and 
counterpart funding. 
 
 MoF and MoHA share the responsibility of regulating accounting in the regions. In 2002 
MoHA released MoHA decree 29/2002 for regional accounting that is intended to eliminate the 
double budgeting system and include performance reporting within the accounts. At present 
                                                 
37  These include the Directorate of Treasury and State Cash, the Directorate of Budget Administration, the Data 

Processing Center, the treasury offices, the Regional Budget Administration Office, and the Government 
Accounting Office (Bakun)  (World Bank 2001a).  

38  Presentation by KPMK at the second draft CGA workshop held with MoF on 19 November 2002. 
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each regional government has an accounting unit that registers revenues and expenditures, 
under a finance manager reporting to the regional secretary. There are also units for budgeting 
and treasury functions. Operational divisions and agencies of regional government keep records 
of routine expenditures. Project offices keep records of development expenditures. These 
offices record both expenditure approvals and records of actual payments made from the 
treasury.  
 
 Although Bakun is responsible for preparing the government budget realization reports 
to DPR, current regulations define this task as one of managing a process rather than of 
ensuring the quality and reliability of the data. Bakun must rely on other agencies, including 
DPC and the Directorate of Budget Administration. Some agencies do not view producing timely 
and reliable financial data as their daily priority. The data are not transferred automatically into 
the Bakun system. Thus, the Bakun reports to DPR use reentered data, which is subject to 
recording errors. Moreover, reports are concerned only with budget realization and do not 
include other common types of financial statements such as balance sheets, cash flow 
statements, or consolidated statements of the national and regional governments. They have 
few explanatory notes.39 
 
 The problem is worse in regional governments, where lack of professional skills is a 
major problem. A survey of four regions in 2000, including Kabupaten Badung in Bali, which has 
the highest regional revenue in the country, found no accountants or auditors with formal 
degrees or certificates (ADB 2000h). The status of the official responsible for accounts is often 
lower than the status of officials in line agencies who report to them. This lower hierarchical 
status makes timely collection of data from line agencies difficult.  
 
 Line management rarely uses information generated from financial reporting systems. 
As budgets are not based on economic purpose, the information does not directly help in 
making management decisions. As a consequence, management decisions are made without 
adequate consideration of financial needs or consequences.  
 

3. Analysis and Conclusions 

 Recognizing that the fragmentation of its accounting and financial reporting 
responsibilities has been wasteful, MoF is now implementing a series of action plans for reform. 
In addition to revising laws and regulations and establishing the Government Financial 
Accounting Standards, these plans include: 
 

• reorganizing MOF including moving all treasury functions into a single Directorate 
General for Treasury, with single offices for accounting and cash management in the 
regions, 

• investing in automation, and 
• developing  new procedures for regional treasury functions. 

 
 There is likely to be some chaos in the process of introducing the changes, and 
particular attention must be given to the important role to be played by audit institutions 
(reviewed in the next sections) in guiding the regions. There are well-developed plans for 
capacity building in financial management, particularly for regional governments, with ADB as a 
major supporter through its loan for Sustainable Capacity Building for Decentralization.  

                                                 
39  Comments from BPK at the second draft CGA workshop on 19 November 2002. 
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H. Internal Audit  

 The new law on state finance defines internal audit as an internal function of 
government, associated with other main financial management functions, those of budgeting 
and treasury. The organization and procedures for internal audit is for the Government to 
decide, preferably in a presidential decree. The review of the main internal audit agencies in this 
CGA is heavily relying on the analysis made within ADB’s State Audit Reform (STAR) project. 
 

1. BPKP  

  The legislation establishing BPKP is Presidential Decree 103/2001, replacing the 1983 
presidential decree that founded its predecessor, the Directorate General for Financial 
Supervision in MoF. Under the decree, BPKP is given wide-ranging responsibilities on the 
central government level for formulating and preparing control plans and programs, exercising 
general control of national government finances, by auditing the activities of line ministries and 
their project offices. However, since decentralization, BPKP’s mandate has changed 
dramatically as BPKP no longer has a mandate to audit regional levels of government. 
 
 The BPKP chair, a civil servant, reports formally to the president but for administrative 
purposes to the state minister for the empowerment of the state apparatus (MenPAN). BPKP 
operates through seven directorates in its head office, and 25 regional offices. Its staff of about 
6,800 includes 5,500 certified auditors, 3,000 of whom have university degree qualifications 
(200 have master’s degrees from overseas). Every 2 years, staff members must undergo at 
least 120 hours of professional training provided in-house or by funding agencies such as 
ADB.40  
 
 At the national level, BPKP has, in the past, taken responsibility for a wide range of 
tasks, including the following: 
 

• formulating the audit supervision strategy and policies of the Government;  
• auditing central and provincial government agencies;  
• auditing financial statements of SOEs;  
• performing “independent” audits of externally financed loan projects, such as those 

of ADB and WB; 41  
• monitoring accountability for performance in government ministries and agencies; 

and  
• conducting training for inspectorate general staff of ministries and agencies as well 

as for staff of provincial and district government inspectorates, and holding certifying 
examinations for internal auditors. 

 
 BPKP’s budget is substantial, but is never the less inadequate to cover all its 
expenditures. It is forced to demand funds from the institutions it audits, a rent-seeking practice 
that jeopardizes its integrity. Its reports are provided to the president and to each audited unit. In 
its annual reports, BPKP routinely complains of noncompliance with many of its past 
recommendations.  
 

                                                 
40  Capacity building programs started in 2000 and are ongoing under ADB Loan 1620: Financial Governance 

Reforms: Sector Development—Capacity Building for Financial Governance.  . 
41  Although an internal audit agency, BPKP has carried out “independent audits” of externally financed loans. This 

practice is contrary to good international practice. 
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 Following decentralization BPKP no longer has a mandate to audit regional 
governments, which used to be the main task of the 25 regional BPKP offices. The mandate to 
execute internal audit of regional governments is now with the regional supervision agencies 
(Bawasda) (see below). The issue of properly utilizing BPKP staff posted in regions remains to 
be addressed. Indeed, the primary issue concerning BPKP is whether or not its staff, facilities, 
and other resources are appropriate for its mandate, which has been diminished in scope by 
Law 22/1999 and Law 17/2003.42 
 

2. Inspectorates General 

 Each ministry has a unit responsible for conducting internal audit headed by an inspector 
general reporting to the minister. Ministerial decrees authorize inspectorates general to conduct 
audits during the year and audits of accounts at the end of the year. Inspectors general submit 
their audit reports to the secretary general of the ministry, BPK, and BPKP. Monthly update 
meetings on important current issues are held with the minister, who also receives quarterly 
reports summarizing the results of audits and the recommendations of the internal audit. The 
MoF White Paper calls for inspectorates general to have a surveillance unit to monitor the 
ethical conduct of key officials. The primary issues concerning the inspectorates general are 
their lack of capacity to fulfill their mandate and, in particular, their weakness in conducting 
financial audits. This lack of capacity is not due to the number of staff, but to the skill level 
among staff. In addition, oversight, such as might be exercised by an audit committee, is 
absent.43 
 
 In recent years, training programs and the certification of inspectorate officers as 
auditors have been conducted by MenPAN in coordination with BPKP and MoF’s National 
School of Accountancy. The lost mandate to audit on the regional level following 
decentralization has left inspectorates general with considerably reduced operations, yet staff 
levels have not decreased.  
 

3. Regional Supervision Agencies  

 Government Regulation 105/2000 on financial management and accountability in 
regions calls for the appointment of an internal auditor, who reports to the head of region. 
Before Law 22/1999, inspectorates in provinces and districts were part of the deconcentrated 
national Government. Provincial inspectorates conducted internal audits in districts each 
quarter. Now this practice has ceased except in the case of loans where it is part of the loan 
agreement. Today, each regional government has what is generally called a Bawasda. Regions 
are beginning to demand better performance from their internal auditors. Many DPRDs expect 
an internal audit report together with the report on revenue and expenditure presented quarterly 
to DPRD under Government Regulation 105/2000. The main issue concerning Bawasdas is 
whether or not they have the competence, requisite capable staff, facilities, and other resources 
necessary to fulfill their mandate under Indonesia’s decentralization laws.44 
 

4. Analysis and Conclusions 

 In general, the performance of internal audit units is not up to international standards (as 
described in Box 4). There is duplication of effort between BPKP and inspectorates general of 

                                                 
42   State Audit Reform Project, Sector Study, Synopsis, p. 2. 
43  Ibid., p. 4 
44  Ibid., p. 5 
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ministries (and internal auditors of regions). After decentralization BPKP clearly has a significant 
excess staff and so have inspectorates general while Bawasdas are struggling to build capacity 
to cope with their new tasks. 
 

Box 4: Internal Audit Standards 

There should be a coherent and comprehensive statutory base defining the systems, principles, and functioning of internal audit. 
Relevant management control systems and procedures should be in place. The following systems and procedures are seen as the 
most basic accounting and reporting standards and regulations: 

 Accounting and treasury systems 
 A defined audit trail (showing the flow of funds from the national budget and the roles and responsibilities of the different 

national entities involved) 
 Adequate ex ante controls of commitments and payments 
 Procurement control 
 Budgeting  
 Control of state revenues 

There should be functionally independent internal audit/inspectorate arrangements in place with relevant functions, mandate, and 
scope such as: 

 Sufficient operational and functional independence 
 Adequate audit mandate (in terms of scope and types of audit) 
 Internationally recognized auditing standards  
 Appropriate and effective coordination, supervision, and quality assurance mechanisms (central internal audit standards 

body)  
Systems should be in place for preventing and taking action against mistakes and irregularities and for recovering any amounts lost 
as a result of irregularity or negligence.  
 
Source: OECD/ SIGMA; a joint OECD and European Union initiative, Public Management System Baselines for Good Governance. 

 
I. External Audit 

1. BPK 

 The Constitution establishes BPK as the Supreme Audit Institution (SAI) in Indonesia. 
The fourth amendment to the Constitution in August 2002 provides for the independence of BPK 
as the sole external audit authority empowered to investigate state financial management and 
accountability. BPK submits its reports to DPR and, in the case of auditing regional bodies, to 
DPRD. Its board members are nominated by DPR (as of 2004 following consideration by DPD) 
and appointed by the president. The BPK board comprises seven members with the Auditor 
General as chairman. Their term of office is 5 years. There are five directorates within BPK, 
each headed by a chief auditor reporting to the auditor general; four of these cover government 
sectors while the fifth deals with SOEs and the central bank. BPK has only six regional offices, 
responsible for auditing regional government operations in more than 460 regions. 
 
 The current law on BPK is Law 5/1973. A replacement is pending with DPR, which will 
make BPK the sole constitutional authority responsible for external audit and to become an SAI 
in accordance with the Lima Declaration.45 BPK’s auditing procedures are based on the US 
Government Auditing Standards (1994). 
 
 Under Law 5/1973, BPK is empowered to audit the accounts of the Government and the 
implementation of the budget, and to report the results of these audits to DPR. BPK also audits 
regional governments. Although the law permits BPK to audit all state finances (those of 

                                                 
45  The Lima Declaration of Guidelines on Auditing Precepts was adopted in October 1977 at the 9th International 

Conference for Supreme Audit Institution (INCOSAI) in Lima, Peru. The Lima Declaration calls for independent 
government auditing and is of significant importance for all supreme audit institutions grouped under the 
International Organization for Supreme Audit Institutions, www.intosai.org. 
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government ministries, agencies and SOEs), the scope of audit is often interpreted as applying 
only to the national budget.  
 
  BPK has a staff of about 2,800, including 550 with professional accounting 
qualifications. This means that its qualified auditors are only a tenth of the number at BPKP. 
With some 3.5 million civil servants in government, more than 30 ministries, and some 437 
districts in 32 provinces, BPK obviously cannot audit all government activities. The head of BPK 
decides the audit priorities based on a menu of policy issues that are important to the 
government. The audits are then placed in an annual work program and approved by the board. 
The main focus of audits is compliance with financial regulations and procedures. BPK prepares 
an audit report at the end of each audit. After a review by a responsible board member, the 
report in its final form is sent to the head of the ministry or agency audited and the relevant 
minister. A half-yearly report summarizing major recommendations and audit findings is 
prepared for submission to DPR. BPK also audits the annual financial report prepared by Bakun 
for submission to DPR. 
 
 BPK, although a high institution (state institution defined by the Constitution), depends 
on the Government for its budget. However the funding provided is typically not enough to cover 
the operational costs of the audits it undertakes. It regularly requires the institutions it audits to 
make off-budget payments to cover these costs. These payments undermine BPK’s ability to 
provide independent and trustworthy audit results.  
 

2. Analysis and Conclusions 

 The primary issue concerning BPK is whether or not it has the requisite staff, facilities, 
and other resources necessary to fulfill its large mandate under the recently enacted Third 
Amendment to the 1945 Constitution, Law 17/03, and its implementing regulations.46 There is 
an urgent need to establish a strong system of external audit complying with international 
standards (see Box 5).  BPK (its board and its auditors) needs to be transformed into a SAI with 
the power and the capacity to audit all expenditure units and all funding sources. The 
constitutional basis for this is now in place, and the primary legal basis will follow. But law alone 
will not turn BPK into a functional SAI. BPK needs to be provided with adequate human and 
financial resources to discharge these responsibilities. The DPR public accounts committee 
proposed in this report should provide oversight in accounting, audit, and financial management, 
with a well-defined working relationship with BPK, to assure that BPK’s recommendations are 
implemented.   
 

                                                 
46     Ibid. p. 1. 
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Box 5: Standards for Supreme Audit Institutions 

 
The supreme audit institution (SAI) should have clear authority to satisfactorily audit all public and statutory funds and 
resources, bodies, and entities, including external resources.  The SAI should have the necessary operational and 
functional independence required to fulfill its tasks: 
 

 the freedom to decide what work it will carry out; 
 the ability to make the results of its work directly available to the public and the Parliament; and 
 The means and capability to perform its mandate effectively. 

 
The SAI’s annual and other reports should be prepared in a fair, factual, and timely manner. 
These reports should be effectively considered by Parliament or by a designated committee that also reports its own 
findings. 
 
The Government should have to formally and publicly respond to the published reports of the SAI. 
The SAI should also report on whether its and Parliament’s recommendations are being implemented. 
 
The SAI should have adopted internationally and generally recognized auditing standards. 
The type of audit work carried out should cover the full range of regularity and performance audit set out in, the 
International Organization for Supreme Audit Institutions (INTOSAI) auditing standards (38–40). 
 
Source: OECD/SIGMA; a joint OECD and European Union initiative, Public Management System Baselines for Good Governance. 

 
J. Other Reform Needs 

1. Budgeting 

For effective financial management, the policy review process must link budget 
formulation with policies and institutional planning, so that the budget identifies institutional 
responsibility for all government programs, and all institutional reforms are effectively budgeted, 
in line with policy priorities. This requires changes in the budgetary process and in the 
organizational design of the system of administration. 
 
 Government Regulation 105/2000 on regional government financial management and 
accountability calls for performance-based budgeting and accounting in the regions and 
guidelines have been issued. As these guidelines imply vast different practices compared with 
past  financial management, sector management, and budget supervision, there is a risk that 
the changes add confusion in the regions unless they are supported  by a far larger program of 
facilitation and training than has been the case to date.  The United States Agency for 
International Development (USAID) funded Perform Project and ADB’s Loan 1964-INO: 
Sustainable Capacity Building for Decentralization go part of the way in bringing about the 
degree of capacity building needed. 
 
 The MoF reform program includes the introduction of GFS and a Medium-Term 
Expenditure Framework (MTEF). However, developing a multiyear budgeting perspective within 
a new system of classification is not easy. The dual budget system will be removed, but all 
expenditure now funded from off-budget sources will have to be registered in the budget. Costs 
will have to be more rigorously estimated on the basis of improved cost information and 
valuations. This will improve public sector efficiency and, more importantly, discretion (and 
opportunity for corruption, will be significantly reduced.  
 
 Problems with budget execution, particularly underspending and unjustified year-end 
activities, undermine even the most painstaking and effective budget preparation process. 
There should be a review of the procedures and practices associated with revising budgets, 
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closing books, and carrying over funds at the end of the financial year. Lack of attention and 
supervision of activities make them prone to higher levels of corruption.47 
 
 When budgets do not identify costs associated with the delivery of programs, 
government institutions do not perceive the national budget process to be a process of medium-
term financial planning by the executive and the legislature. Off-budget resources, separated 
from the formal budget process and without accountability and supervision mechanisms, 
become the center of planning attention of government institutions, to cover changes in their 
funding requirements. As a result, the budget planning process does not take contingent 
liabilities and program continuity into account. Since 1999, agencies have been required to 
prepare multiyear strategic plans. The law on state finance calls on each agency to have an 
MTEF, and MoF has developed an action plan for introducing this framework along with full 
GFS compliance. However, any planning process in the regions is overshadowed by 
uncertainties related to fiscal transfers, especially for regions that are highly dependent on the 
DAU and have little revenue beyond that. 
 

2. Fiscal Transparency 

 Limited transparency in financial management, especially in the budget process and in 
auditing, is a problem. Transparency is beneficial to all. Improved transparency and more 
efficient reporting will open avenues for effective feedback on policy, and thus improved 
effectiveness and efficiency in public programs. The IMF Code of Good Practices on Fiscal 
Transparency (Box 6) provides standards for fiscal transparency.  
 

 

 
Box 6: IMF Code of Good Fiscal Transparency Practices 

 
Clear Roles and Responsibilities 
 Government accounts defined as in the IMF Manual of Government Finance Statistics (1986)  
 Government equity holdings identified  
 Extrabudgetary activities subject to government review and priority setting in the budget process  
 Quasi-fiscal activities of the central bank, public financial institutions, and public enterprises identified  
 A budget law or administrative framework for budgetary and extrabudgetary activities, specifying fiscal management 

responsibilities  
 Taxation under the authority of law, and the administration of taxation subject to procedural safeguards  

Public Availability of Information 
 Budget documents and accounting reports to include extrabudgetary activities, original and revised budget estimates for the 2 

years preceding the budget, and the main contingent liabilities and tax expenditures of the central government  
 The level and composition of central government debt reported annually, with a lag of no more than 6 months  
 A statement of fiscal reporting practices, including release dates for annual reports and more frequent reports  

Open Budget Preparation, Execution, and Reporting 
 A fiscal and economic outlook paper presented with the budget  
 A statement of the medium-term macroeconomic framework for the budget, including the macroeconomic forecasts and 

assumptions on which the budget is based  
 Working methods and assumptions used in producing macroeconomic forecasts made publicly available 
 A statement of fiscal risks presented with budget documents  
 General government activities to be covered by the budget and accounts classification, by economic, administrative, and 

functional categories, identifying administrative responsibility for the collection and use of public funds  
 Final central government accounts to be audited by an independent external auditor; audited accounts should be prepared 

within 12 months of the end of a fiscal year  
Independent Assurances of Integrity 
 External audit findings reported to the legislature and remedial action taken 

 
Source: the International Monetary Fund (IMF) web site. 

                                                 
47  A common practice in loan projects is to declare a contract completed before the works are finished, place the 

funds in a private high-interest deposit account, and pay the contractor on completion of works and invoicing. 
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3. Organization and Staffing 

 MoF was reorganized in 2001 and proposes further changes in 2004, but the basis for 
any new organization still uses the same departmental structure as before. It is too early to 
project whether changes will result in significantly improved performance. The new 
arrangements should be given adequate time to prove themselves, with the intention of 
introducing more basic organizational change when the national system of administration and 
civil service regulation will allow more flexible and responsive structures.  
 
 Few regions have professionally qualified staff in financial management positions. 
Regions particularly need professional (accredited) accountants and financial experts, as Law 
25/1999 allows regions to invest and borrow on the financial markets. Professional capacity is 
required for regions to gain the benefits of the performance-based accounting system to be 
introduced, for heads of region to be more effective financial managers, and for DPRDs to 
exercise effective oversight. Policy regulations (if necessary, a revision of Law 25/1999 or its 
secondary regulations) should require regions to appoint professionally qualified persons, 
through transfers, recruitment, or consultancies, to key positions in financial management such 
as in budgeting, accounting, investment and loan management, and revenue administration. A 
survey of the national Government should determine how many qualified accountants are 
available. They should be given incentives to apply for positions in regions.  
 
 With the adoption of a unified budget, the role of Bappenas needs to be reconsidered. 
There are several options. One would be to establish a closer relationship between MoF and 
Bappenas, and possibly even absorb Bappenas into MoF. Another option is to establish a 
government review body, merging parts of the Bappenas function with the MenPAN function of 
coordinating performance-based institutional reforms. Such basic rethinking of government 
structures will not be achieved from within individual ministries. The draft law on state finance 
envisages a national development planning council, but does not indicate how such a council 
would relate to Bappenas. 
 
K. Financial Management Reform to Combat Corruption 

 Budgetary under funding of state institutions is a cause for serious performance 
problems and a major cause for corruption. Indonesian public institutions have larger 
expenditure obligations than their received budgets cover. Most public institutions finance a 
significant proportion of their operations from revenues that are not registered in the budget. 
Various chapters of this report illustrate that the police, courts, auditors, national and regional 
government agencies and even schools are not able to operate on their formal budgets alone, 
which leads to finding off-budget sources and to rent-seeking. Government institutions are 
required to find additional and extra budgetary revenues to be able to cover both legitimate 
expenses (such as salaries for contracted personnel, unbudgeted staff allowances, expenses 
for electricity, transport, telephones, and other necessary equipment) or to cover illicit payments. 
Government institutions in Indonesia commonly have extra budgetary revenues and the 
“shadow budget” may even be larger than the official budget. “Shadow budgets” lack 
transparency and the flows of “shadow funds” are not possible to track or to control, inviting 
corruption. Funds are sought and received, for example, from SOEs. Several government 
institutions are dependent on SOEs for their revenues, a practice that will complicate any plans 
to privatize or rationalize operations of such companies. 
 
 The financial crisis considerably reduced the real value of budget revenues in public 
institutions. However, differently from other countries suffering a severe financial crisis, 
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Indonesia seems to have done little in restructuring and downsizing institutions to compensate 
for the effects of the crisis. Inadequate budgets are thus results of the crisis but more so of a 
lack of restructuring, of organizational structures not supporting efficiency, and subsequently of 
excessive or misallocated staffing.  
 
 In a similar fashion, decentralization has required regional governments to expand its 
workforce to meet their new obligations, while central ministries have not reduced the size of the 
departments losing tasks to regional governments. Central internal audit institutions are an 
example. While both BPKP and the inspectorates general have lost their mandate to audit 
regional governments, they have kept the same staffing levels as before decentralization. At the 
same time regional internal audit bodies are recruiting large numbers of  staff to fulfill their new 
mandates. Lack of restructuring has exacerbated the systemically inadequate budget funding 
and worsened already existing performance problems and it has particularly increased rent-
seeking. 
 
 Block grants without correlation to expenditure needs together with rigid civil service 
regulations, worsen the institutional budget deficits as agencies are required to keep 
unnecessary staff. Many times institutions end up with very small budgets for operational and 
capital expenses, once basic salary costs are covered. This pattern is now repeated in regional 
governments receiving the DAU for their running costs, which in poor regions leaves little money 
to cover other costs than basic salaries. 
 
 As in other countries in transition, large segments of the administration inherited from the 
previous regime and no longer required, are kept intact while new institutions, necessary for 
democracy and market economy like regulatory agencies and ombudsman institutions, get very 
little funding or do not get funds at all.  When this happens these new institutions tend to adopt 
irregular rent-seeking practices, i.e., precisely the corrupt institutional behavior they have a 
mission to fight.  
 
 In Indonesia, like in most other countries in transition, public procurement is one of the 
most corruption-prone government activities. Public procurement provides an interface between 
government officials and private interests that easily can lead to corruption, if the procedures 
are not the right ones, if incentives are non-productive, and if actions are not monitored and 
controlled. As external assistance is to a large extent used for procurement purposes, corruption 
sharply limits the potential impact of development assistance. 
 
 An independent and well-functioning external audit function and efficient internal audit 
functions are important means to detect fraud and corruption. In Indonesia the public audit 
function is not designed in line with international good practice and suffers from several 
deficiencies, the most important one being inadequate funding over the budget leading to rent- 
seeking, i.e., corrupt practices of public auditors. Reform of the state audit function including 
streamlining and review of the mandate of BPKP, improved performance of inspectorates 
general, strengthened capacity of Bawasdas, and strengthening of BPK and transforming it into 
an SAI with a mandate in accordance with international practice would help improve Indonesia’s 
fight against corruption.  
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Table 4: Findings on Public Finance 
 

Issue Findings Actions to Be Taken 
Oversight DPR and DPRDs in regions have become 

active in financial oversight, though with 
mixed results. The constitutional 
amendment creating DPD will give this new 
house significant financial oversight 
functions. 

Establish public accounts committees in DPR, DPRD, and 
DPD, and provide better organization and technical support 
for their oversight functions. 

 

Off-Budget 
Funds 

Few government institutions have budgets 
adequate to cover their expenditures. 
Instead they rely on off-budget revenues 
with undeclared expenditure budgets, 
promoting rent-seeking and corruption and 
preventing expenditure review. 

Register all financial activities in the budget. 

Place priority on providing key anticorruption institutions, 
such as BPK, with adequate budgets to cover all 
expenditures. 

Revenue 
Management 

The International Monetary Fund has 
emphasized the need to audit all off-budget 
revenue sources.  

Audit off-budget revenues and review revenue 
management. 

Financing of 
Regional 
Government 

Few regions generate significant revenues 
from their own sources; only spending 
authority has been decentralized. 

Over time regions should get increased own revenues 
including land tax, and possibly income tax. 

 Revenue-sharing arrangements aggravate 
disparities in regional government incomes. 

Review the current revenue-sharing concept once DPD 
becomes active. 

 The formula of the general allocation fund 
does not have an adequate equalizing 
effect, partly because of the extreme 
differences in revenue sharing, and partly 
because the formula is not based on 
variables sensitive to the needs of regions. 

Amend the basis of the formula so that it reflects the real 
differences in needs of regions. 

 

 While 25% of total revenues appear 
adequate in the current economic situation, 
it will not provide adequate funds to regions 
once the economy recovers. 

Rather than increase the percentage, give the regions more 
of their own revenues as the economy recovers. 

Cash 
Management 

30,000 bank accounts are known to be used 
by the national Government, and an 
unknown number of accounts for off-budget 
funds. 

Implement the current action plan for rationalizing cash 
management. 

Internal Audit Capacity is lacking in the regions. Strengthen regional audit bodies and improve performance 
of Inspectorates General. 

External Audit  BPK is understaffed and under-funded. A 
draft bill has been prepared.  The ADB State 
Audit Reform Project will help improve both 
external and internal audits. 

In accordance with the Lima Declaration, BPK should have 
a wider mandate, more resources, and a commitment to 
adhere to standards of the International Organization for 
Supreme Audit Institutions. 

Procurement Procurement continues to be prone to major 
corruption. A new decree has been issued, 
and an NPPO is being established. 

Establish the NPPO. 

Human 
Resource 
Allocations 

BPKP and the MoF have well-trained 
professionals. BPK, the police, and the 
regions have few trained professionals in 
finance, accounting, and auditing. 
 
 
Accountants and auditors are in functional 
positions in the national Government but not 
in the regions. 

Make the professions of accounting and auditing pilot areas 
for civil service reform. 
Assess the accounting resources of the national 
Government, and establish a program to encourage 
competent professionals to move to the regions. 
 
Introduce accreditation scheme for accountants. 

BPK = Supreme Audit Board, BPKP =Comptroller of Finance and Development, DPD = House of Representatives of Region, 
DPR = House of Representatives, DPRD = Regional Representative Council 
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V. THE PUBLIC ADMINISTRATION AND THE CIVIL SERVICE48 

A. Introduction 

 This chapter reviews the national system of administration under the State Minister for 
Empowerment of the State Apparatus (MenPAN) and the National Institute of Administration 
(LAN), and the civil service, including the management of civil servants, under the National Civil 
Service Board (BKN). The chapter reviews these systems in the light of ongoing reforms, 
particularly decentralization, to see whether these fundamental crosscutting elements of 
Indonesian public administration are conducive to reform. The conclusion is that radical public 
administration and civil service reforms are both required and urgent. Tables at the end of the 
chapter lists what needs to be included in those reforms. 
 
B. Background, the Context of Decentralization 

 All reform programs affect public administration structures and operations. The greatest 
change, of course, has come with decentralization. More than 460 regional governments have 
now been formed, and some 2.5 million civil servants have been transferred together with more 
than 20,000 assets from the national Government to regional governments. National 
Government offices at provincial and district levels were transferred to their respective provincial 
or district administrations, and provincial government offices at the district level were transferred 
to the district administration. 
 
 Up to 2002 the number of civil servants in Indonesia remained relatively steady since the 
early 1990s, at about 4 million registered civil servants, excluding the military and the police. In 
March 2004, as a result of the current hiring policy, the so-called zero-growth policy, the total 
number has decreased and is now approaching 3.5 million. Before 2001 only 500,000 civil 
servants  (about 12.5%) were previously registered as regional civil servants. More than half of 
all civil servants were either national civil servants seconded to regional governments (for 
example, primary school teachers) or national civil servants assigned to branch offices of their 
department located in regions. In October 1999, some ministries were closed or restructured, 
and in 2000 almost 150,000 national civil servants previously assigned to these ministries were 
transferred to regional governments. After 1 January 2001 nearly 2.3 million more national civil 
servants have been transferred without necessarily making the move physically. These were 
either civil servants who became regional civil servants in the locations that they had been 
seconded to or national and provincial civil servants who were reassigned to provincial and 
district administrations along with their branch offices. The transferred civil servants included 1.6 
million teachers and 250,000 health workers.49 Today about 75% of all civil servants are posted 
to regional governments.  
 
 In addition to registered civil servants there exists an unrecorded number of personnel 
contracted under the general labor law, commonly referred to as “honorarium staff.” They 
occupy a range of positions that civil service regulations cannot accommodate. The WB 
estimates that as many as one million may be contracted under this scheme (World Bank 2000). 
 

                                                 
48  The term “civil service” refers to the government workforce and the rules by which it is managed and carries out 

its various functions. The Indonesian term is Kepegawaian Negara, which is not to be confused with public 
services, for which the Indonesian term is pelayanan umum. 

49  Data supplied by the head of the Surabaya office of BKN. 
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C. The National System of Administration 

 MenPAN and LAN are the custodians of a body of regulation generally known as the 
national system of administration. There is no law on administration, only a large collection of 
rules and procedures for the design of organizations, mostly in the form of MenPAN decrees. 
For the regions there is also a massive compilation of decrees from the minister of home affairs 
and instructions from the minister that the regions are obliged to follow. However, a draft bill for 
a Law on the Administration prepared by MenPAN was recently submitted to DPR. 
 
 All proposals for organizational changes must follow the rules of the national system for 
administration, which provides organizational models for ministries, government agencies, and 
regional governments. There are no guidelines as to which model should be used when. The 
rules are mainly concerned with symmetry and rank, so that each subdivision has similar 
numbers of structural positions at each level. Organizational bodies have a head, a secretary, 
and an inspector. Ministries are headed by ministers, with a director general for each area of 
operation while coordinating ministers have deputies for each area of responsibility. Agencies, 
such as planning boards and training agencies, have bureaus and sections. As the chief 
custodian of the rules, MenPAN approves organization-related proposals, and requires 
proponents to add or subtract directorates or sections to comply with the organizational models 
of the national system of administration. 
 
 Under Law 22/1999 on regional government, the national system of administration itself 
remains a “field of authority” that is not given to the regions,50 but the nature of MenPAN’s 
powers over the organization of regional government is significantly changed. Regions are to 
design their own organizational structure based on guidelines set by the national Government 
but in accordance with their own needs and without MenPAN involvement.51 The guidelines are 
found in Government Regulation 84/2000, which, however, retains the rules of the national 
system of administration leaving little discretion to regional governments. Government 
Regulation 8/2003 further limits regional governments’ flexibility. For all national government 
institutions MenPAN continues to regulate organizational structures. 

 
 MenPAN has during recent years produced annual policy statements followed by 
ministerial decrees intent on converting the bureaucracy into a responsive, efficient, and 
professional civil service based on new public management theories. However, these initiatives 
have only had marginal impact on the administration, including on MenPAN itself. 
 
 Organization design is at present separated from staffing, i.e., from the establishment 
plan that allocates positions to an organization. This separation implies two problems. First, 
organizations are designed and regulated without due regard for the skills needed. Second, the 
process of defining the skills needs of organizations is not regulated by MenPAN but by BKN. 
 
D. The Civil Service  

 BKN is the custodian of the civil service. It implements Law 8/1974 on the civil service, 
as amended by Law 43/1999, and a body of regulations, mainly decrees from the BKN head, 
which are considered part of the national system of administration. Government regulations 
under Law 43/1999 are synchronized with Law 22/1999 on regional government. National 
government agencies must have their establishments approved by BKN, while regional 

                                                 
50  Law 22/1999, Article 7 item (2). 
51  Law 22/1999, articles 60 and 68. 
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governments formally have the right to define their own establishments and manage their own 
staffing affairs, provided they follow national government policies and guidelines. These 
guidelines maintain closed hiring and appointment systems that do not encourage appointments 
and promotions based on competence and performance. BKN retains regulatory control over 
the implementation of the zero-growth policy, and manages staff transfers between agencies. In 
practice, ministries have promulgated a wide range of personnel regulations, with the MoHA 
creating most of the body of regulations governing civil service in the regions, which have yet to 
be amended in line with the new laws on decentralization and the civil service. The regions have 
also added to this large body of regulation their own procedures and guidelines, mostly defined 
by decrees that do not require DPRD approval.  
 

1. Status of Civil Servants 

 Law 8/1974 on the Civil Service, as amended by Law 43/1999, is relatively brief, 
requiring many matters of principle and procedure to be defined in government regulations. The 
main ones already promulgated are Government Regulations 96–101/2000 covering 
recruitment, selection, appointment, promotion, the establishment of structural and functional 
positions, and on training institutions. Parts of these regulations have been amended through 
government regulations 11-13/2002 and 9/2003. 
 
 Law 43/1999 considers civil servants as belonging to one national civil service, each 
registered with a national civil service number and assigned either as a national civil servant, or 
as a regional civil servant in a particular region. Except for some professionals in the health 
sector who are appointed for limited terms, civil servants are guaranteed tenure, salary, 
allowances, right of promotion, leave, health insurance during their career, and a pension from 
the age of 55 or 60. 
 
 Indonesia has what, in a comparable context, would be called a career civil service 
system. In a career system, civil servants are recruited to the service when they are young, on 
the basis of entry examination results and level of education. A career is advanced through 
ranks where promotion is based on experience (seniority) and formal promotional training. Such 
training is general instead of technical or managerial. Civil servants, who thus are generalists 
rather than specialists, are allocated to positions through management decisions. Up to 1968, 
the Indonesian civil service contained some 2,000 professionally classified positions. However, 
that year the civil service system was reformed into a military-style organization and the 
professional classification system was replaced by the current system based on 17 salary ranks. 
  
 The opposite of a career system is a position-based system, where recruitment is made 
for specified positions in open competition and where selection is based on specific professional 
requirements. Careers (and pay) in position-based systems are based on experience (seniority) 
to some extent, but more so on professional qualifications and on performance. Training is 
mainly technical, vocational, or managerial. Civil service systems based on professional 
classification are regarded as more suitable for various skills needed in a modern government 
administration than a career system based on general ranks. The position-based system is 
today considered to better promote professionalism, efficiency, transparency, and accountability 
than a career system.  
 

2. Accountability of Civil Servants 

 According to the law, Indonesian civil servants must be professional, honest and fair. 
They must also be neutral, and cannot hold function in political parties. They must perform their 
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official functions with dedication, consciousness, and responsibility, and act so as to improve the 
image and integrity of the civil service. They are expected to base their actions on regulations. 
They are prohibited from misusing government property, engaging in profit-oriented activities 
outside of government, or holding shares in an enterprise with business related to their job. 
 
 The rights and obligations of civil servants expounded in the law and government 
regulations on the civil service generally measure up to internationally recognized practices for 
the civil service, as illustrated in Box 7. Operational regulations and civil servant behavior, 
however, do not always apply these practices.  
 

 
Box 7: Baselines for the Status of Civil Servants 

Legal Status of Civil Servants 
There should be an appropriate legal framework defining the status of civil servants, their responsibilities, 
accountability, duties, and rights. 

 
Legality, Responsibility, and Accountability of Civil Servants 

• All actions taken by civil servants should have a basis in law or regulations.  
• Civil servants should be accountable to their superiors under public law. 
• Effective accountability mechanisms should be in place. 

 
Impartiality and Integrity of Civil Servants 

• Administrative actions should be taken independently of personal and other illegitimate interests and 
independently of partisan and other political interests. 

• Corruption and other abuses of power should be subject to effective disciplinary and penal remedies.  
• Salary structures should be openly defined (in legislation or similarly) and salary levels should be openly 

disclosed. 
 
Source: OECD/SIGMA, a joint OECD and European Union initiative, Public Management System Baselines for Good 
Governance. 

 
 In spite of the thrust of the legislation on staffing, anecdotal evidence indicates that 
patronage networks exert considerable power and influence over staffing decisions mitigating 
against good governance (World Bank 2000). Wherever such networks exert their influence, 
administrative actions cannot be expected to be independent or civil servants accountable for 
their decisions. 
 
 Regulations provide for disciplinary liability and disciplinary procedures. Remedies range 
from oral warnings to dismissal, and charges may be brought against offenders to the 
administrative court. Before Law 22/1999 was implemented, disciplinary actions against district 
civil servants were processed at the provincial level. However, in practice these disciplinary 
procedures were rarely implemented.  
 
 There are annual assessments of performance of civil servants, prepared by their 
superior officers. These are descriptive, and do not assess performance against targets and 
objectives. They are considered part of a process for determining rewards, and cannot be 
considered as an instrument of accountability. 
 
 The complexity and lack of transparency are likely to contribute to corruption, as are the 
many allowances. Allowances are the basic fodder of the patronage system. To gain access to 
additional allowances, staff may be required to pay allegiance to the patron by condoning or 
supporting illegitimate activities (World Bank 2000). Lack of transparency prevents disclosure of 
how the patronage system works. 
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3. Civil Service Management Institutions 

 Each regional government, each ministry, or government agency is responsible for its 
human resource management in accordance with procedures set out by BKN and MenPAN. 
National government departments and agencies must have their establishments approved by 
BKN. Law 43/1999 stipulates that each region should have its own regional civil service board. 
Many regional governments have also established such boards while others still manage 
staffing issues from an office within the regional secretariat. 
 
 BKN maintains a register of all civil servants. The database includes over 40 records of 
essential personal data, including current location of employment, allowance entitlements, and 
days of leave due. Regions and national agencies are required to report changes in status and 
conditions of employment to BKN. A civil service survey carried out by BKN in 2003 confirmed 
the weakness of the register. 
 
 LAN regulates the education and training of civil servants and it runs senior executive 
training. National government agencies and provincial governments have their own training 
units, and several regencies and cities have recently created training units. 
 
 Policy making for and regulating the civil service are functions that are best managed by 
one agency, but they are in Indonesia managed by both BKN and MenPAN. BKN also carries 
out operational functions. For almost a decade, funding agencies have urged the Government to 
establish one single central body that would set norms and standards throughout the system. 
Law 43/1999 calls for the establishment of a civil service commission to determine civil service 
policy, but it has not been established yet. However, at this stage and with decentralization 
already implemented, the appropriateness of a central civil service commission as defined in the 
law could be questioned, although the need for common national, system-wide norms and 
standards remains. International good practices for a central civil service body are given in Box 
8. 

Box 8: Baselines for a Central Civil Service Body 
 
A central body should be empowered to  

• issue civil servants regulations on matters that should be nationally coherent;  
• monitor the implementation of national legislation and regulations;  
• collect and maintain necessary information on civil servants and their distribution and costs; and  
• serve as the highest instance within the administration for appeal in personnel matters. 

The numbers of staff and personnel costs should be known, controlled, and publicly disclosed.  
Source: OECD/SIGMA, a joint OECD and European Union initiative, Public Management System Baselines for Good Governance.  

 
4. Civil Servants’ Interest Organizations 

 To unify the civil service and improve the welfare of its members the Soeharto 
Government established an association of civil servants (Korpri) in 1971 (Rohdewohld 1995). 
Civil servants had to become members and swear allegiance to Pancasila and a code of ethics 
promoted by Korpri. During the New Order, Korpri was the largest of the functional groups that 
formed Golkar, and dominated the functional group faction of MPR. Apart from assuring the 
allegiance of the civil service to the political regime, it also arranged various of cultural and 
social events, creating the civil service culture still prevailing in Indonesia. Since the fall of the 
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New Order, Korpri has been striving to reform itself, but it remains a government-created 
association rather than a union serving the workplace interest of its members.52 
 
 The potential role of trade unions and professional associations has not yet been 
developed within the civil service system. With collective and consultative processes, such 
organizations could assist the Government in building an efficient and effective civil service. The 
organizations that currently play active roles are teachers’ unions and associations of regional 
governments. 
 

5. Job Classification 

 Organizational structures are determined by ministerial decrees or regional regulations, 
and staff members are assigned to positions in these fixed organizations. The first step in the 
staffing process in each government agency is to define an establishment of personnel, 
indicating the numbers of civil servants required for managerial or structural, professional or 
functional, and general staff positions. Structural positions are ranked according to service level 
echelon (eselon), in the ministerial decree or regional regulation that defines the organization. 
Civil servants earn qualifications to fill these positions according to age, experience, and formal 
structural training. These qualifications are translated into ranks (golongan). 
  
 Professional or “functional” positions are for those civil servants who do not hold 
structural positions. Like structural positions, functional positions are divided into ranks, with 
criteria for moving up the scale though experience and qualification. A civil servant transferred 
from a functional position to a structural position cannot rely on professional qualifications for 
merit or reward: the criteria for management positions rarely include professional qualification 
criteria or experience. The need to professionally classify functional positions was largely 
ignored until 1988, when MenPAN called on each ministry to prepare such classifications. The 
ministries of health and education responded quickly by creating professionally classified 
functional positions for doctors, nurses, teachers, researchers, and librarians. But several key 
ministries responsible for the delivery of local community services have been lax in preparing 
the classifications. The professional classification of positions for engineers, planners, 
accountants, and even human resource managers has been regulated only since 2001, and has 
yet to be applied in regional governments. For example, only a very small proportion of regional 
governments have certified accounting staff (ADB 2000a) or human resource management 
staff. 53 
 
 In general, the salary is not based on the size of the organization or complexity of the 
job. This is particularly noticeable in regional governments, which vary greatly in size and 
complexity. For example, the head of town planning in Surabaya, a city with 2.4 million 
inhabitants and a relatively high level of economic growth, has the same basic salary level and 
civil service conditions as the head of town planning in neighboring Mojokerto, which has a 
population of only 100,000 (Jakarta Post, 7 December 1998). 
 

6. Recruitment, Appointment, and Promotion 

 Recruitment, appointment, and promotion in the Indonesian civil service can be 
compared with the baselines provided in Box 9. Recruitment campaigns are usually run yearly. 

                                                 
52  In the current Cabinet, the chairman of KORPRI is also state minister for administrative reform. Most other 

countries would consider this a conflict of interest. 
53  Capacity Building Needs Assessment for Local Governments and Legislatures.  
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The Indonesian career civil service system favors the recruitment of young people (school or 
university graduates) and of current contract staff to fill vacancies. A recruitment drive is 
advertised, and applicants sit for examinations. Where exceptionally professional qualifications 
are required for functional positions, the recruitment system can test for that; otherwise, only a 
general level of education is prescribed.   

• Selection for recruitment and promotion should be made in open competition and based on publicly 
disclosed criteria of merit. 

• Conditions of service and career opportunities should ensure that civil servants with appropriate 
knowledge and skills are recruited, developed, and retained.  

• Personnel management practices should ensure that civil servants are motivated to perform well 
and in accordance with set standards. 

 
Source: OECD/SIGMA, a joint OECD and European Union initiative, Public Management System Baselines for 
Good Governance. 

Box 9: Baselines for the Management of Civil Servants 

 
 As in all career systems, new staff members are not recruited for specific positions or 
work units. Recruitment to the service and appointment to a position are considered as quite 
separate functions of staffing. Civil servants form human resource pools from which they may 
be appointed to positions within regional and national government agencies. In the regions, 
heads of regions make the appointments to senior positions from this pool, and the regional 
secretary appoints staff to all other positions. The regional secretary is appointed by the head of 
region, but the decision has to be ratified by DPRD. 
 
 There are two parallel systems of promotion. The first is promotion between ranks. Civil 
servants who reach certain milestones are entitled to be trained and to sit for examinations to 
qualify for promotion to the next rank. This promotion affects pay and certain allowances but 
does not affect the position. The second promotion system is promotion in echelon, that is, 
promotion to a higher structural position. Promotion in rank adds to the qualifications of a civil 
servant for promotion to a higher structural position. The number of structural positions before 
1998 was relatively static, but since then there has been a process of continual change, with a 
significant increase in the number of higher echelon positions, especially in regional 
governments. A large number of new structural positions were also created within the national 
police (POLRI) when it changed from a military structure to a civilian departmental structure.  
 
 Anecdotal evidence indicates that corruption in recruitment, appointment, and promotion 
is significant. Promotions may be offered for sale, and payments are required for entry into 
“lucrative” jobs.54 The trade with positions serves three illicit purposes. The person paying the 
bribe is assured a job with the expectation of reward that cannot be expected from basic 
salaries and allowances. For the persons accepting the bribe, it provides some income. It also 
guarantees personal loyalty to the patron under whom this operation works, and thus enforces 
allegiance to maintain corrupt practices and assure secrecy. The “closed” selection for positions 
has led to corruption and nepotism. Although the 2001 draft policy paper from MenPAN 
(MenPAN 2001) calls for a change from a closed to an open system, both Law 43/1999 on the 
civil service and Government Regulation 25/2000 on authorities of central government and 
provinces retain closed practices. 

                                                 
54  Jawa Pos, 29 October 2002, reported a “negotiation” of Rp75 million for a junior post in the Ministry of Justice 

and Human Rights (representing perhaps the first 5 years of basic salary). 
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7. Remuneration 

 The pay system in the Indonesian civil service is “quite complex and lacks transparency 
and simplicity (Rohdewohld 1995). The basic salary defined by law is supplemented by a maze 
of allowances based on personal criteria (rice and family allowances), on particular occasions 
(Idul Fitri or Christmas bonus), on position (structural and functional allowances), on location 
(remote area allowances, housing), or on the way the work is organized (meeting 
honorariums).55 Medical professionals are reported to have had basic salaries representing only 
10% of their take-home pay in some extreme cases (Laksono 2000 and WB 2000). In a salary 
increase package implemented in June 2001, the Government introduced the first stage of a 
program for rationalizing allowances. The completion of this process depends on agreements 
on an overall program of public management reform. 
 
 A common opinion among civil servants is that their basic pay is low and that this is 
contributing to corruption. With low basic pay civil servants naturally search for additional 
income, whether through allowances or otherwise. Thus, the take-home pay is often very 
different from the basic pay. The World Bank, after a review of annual labor force survey data, 
noted that average civil service income (take-home pay) was on a par with private sector pay at 
the start of the crisis (World Bank 2000). Since then, civil servants have had salary and 
allowance increases well in excess of the rate of inflation, at a time when other wages have 
dropped behind. The way that the increases were applied led the WB to conclude that “the 
government’s approach to civil service pay has been ad hoc and contradictory (World Bank 
2000).” 
 
 Contract workers who receive honorarium are not covered by the civil service 
regulations and are not entitled to allowances that civil servants receive. They are hired under 
the general labor law although in some cases they are paid less than the legal minimum,56 as, 
within government, often little attention is given to compliance with the labor law. 
 

8. Training 

 LAN, provincial training institutes, and departmental training institutes all provide in-
service training for civil servants. Much of the training provided is a mandatory requirement for 
promotion, is very general in content, and uses formal methods. Such training is oriented toward 
allegiance to the system and is not intended to develop management or technical skills or to 
improve performance and government efficiency (ADB 2000a). Civil servants spend much more 
time in promotional, structural training than in technical, vocational, or managerial training. 
Every institution has to spend training funds on the mandatory structural training, which naturally 
reduces available funds for technical and professional training. Where specific training is 
required, for example, to operate particular equipment, training must be run at frequent intervals 
because most government offices regularly rotate their staff and the trained civil servants move 
on to other duties. 

                                                 
55  Since the large increases in pay in May 2001, basic monthly pay has ranged from Rp500,000 for golongan I/a 

staff who have just joined the service, to Rp1,500,000 for golongan IV/e with 33 years of service, in line with 
Presidential Decree 64/2001. 

56  In Gresik, East Java, where the minimum wage (in January 2001) was Rp330,000 a month 
(http://www.kbw.go.id/Ditjen_mukim/peraturan/daf-upah-min-prop.htm), university graduates employed as 
honorary workers were earning Rp200,000 (Jawa Pos, 26 February 2002). In Central Java, 15,000 contract 
teachers with up to 10 years of experience were paid Rp100,000 a month in 2002 (Jakarta Post, 26 February 
and 27 September 2002). 
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 Structural training is fully funded from national or regional routine budgets, while 
technical or managerial training is funded from development budgets and usually depends 
largely on external funds. External funding agencies have repeatedly established technical 
training programs for ministries and prepared plans for sustainability, only to find that the 
facilities were left empty and training ceased once the program was completed. This is a human 
resource management problem, but it is also a budgetary problem and is a consequence of the 
dual budget system that does not provide financial resources on the budget once an assistance 
program is completed.  
 
 The quality of civil service training is regarded as poor and the design of structural 
training is outdated.  Externally funded training programs are generally regarded as susceptible 
to corruption, as it is relatively easy to create fictitious courses and attendance reports. Many 
times, selection to training courses is used as a reward, as it is accompanied by special travel 
and meal allowances. Selection for training courses thus tends to be based on considerations of 
who should be rewarded or whose turn it is to attend a course, and not on who needs it. The 
poor usage of externally funded training programs undoubtedly contributes to the lack of 
sustainable budgetary support provided for them. 
 
 The national system of administration does not yet support the assessment of skills 
requirements of organizations, or the classification of professional competencies for different 
staff positions. The separation of training from institutional development and the lack of focus on 
both individual and institutional performance are core reasons for the poor record of training 
programs in the past. However, there is now a National Framework for Capacity Building 
established by MoHA, which has the potential to make training more sustainable. The ongoing 
ADB capacity-building program in support of decentralization is intended to lead to sustainability 
by focusing on the necessary training infrastructure, sustainable training curricula and training 
methods, sustainable budgeting techniques, and professional criteria for specialist government 
jobs including accreditation schemes. 
 
 As can be seen, for many reasons, the current training system is not geared toward 
building sustainable capacity. According to PP 101/2000 on Civil Service Training, LAN is now 
leading reform of civil service training to make it more professional and skills-based. Training 
funds, for example, are no longer given to training suppliers but to government institutions to be 
used in accordance with their needs. Reforms, however, to have a large impact, will have to be 
designed within a broader context of legal and institutional reform.  
 

9. Personnel Transfers 

 The transfer of staff to regions in 2001 exposed both strengths and weaknesses in the 
human resource management system. The main weaknesses will continue to cause problems 
unless they are addressed 
 

• Database. The information in the national database for civil servants has been found 
inaccurate in so many cases that BKN and MenPAN have called for all data to be 
reentered. However, reentering data will not guarantee the correction of mistakes, 
and will not identify their causes. An audit of the transfers and of the basis for the 
data seems to be a better way of addressing the problem. 

• Regional records. The information retained in the official database is the only 
information on transferred staff that has been provided to the regions. Employment 
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histories have not been passed on, leaving the regions without personnel information 
and disciplinary records. 

• Contract workers. There are still no records on how many people are employed 
under employment contracts and not subject to the civil service regulations but to the 
general labor law. 

• Distribution of civil servants. In the province East Nusa Tenggara (NTT) alone, the 
number of workers transferred to districts ranges from 32 to 210 per 10,000 
population. These differences between districts are unreasonably large.  

• Professional standards. One of the difficulties of assigning staff in the reorganized 
regional administrations is the lack of classification of civil service positions in 
professional terms. MenPan drafted guidelines for the regions to define professional 
skills, but these were never approved. Without professional job classification, 
assessment of skills and of professional qualifications, many civil servants will be 
inappropriately assigned and specialist positions will be filled by people without 
appropriate specialist skills. 

 
10. Gender Mainstreaming 

 In the early 1990s the Government and external funding agencies placed a significant 
amount of effort into strengthening the role of women in government through the State Ministry 
for the Role of Women. But it was not until 1998 that a significant change occurred, with the 
appointment of a new minister, and the subsequent change in the name of the institution to 
Ministry for Women’s Empowerment. The new minister made a radical shift in policy toward 
gender and development, and gender equity and equality through mainstreaming, with the 
adoption of the Convention on Elimination of Discrimination Against Women (CEDAW).57  
 
 Policy efforts to strengthen government commitment to gender equity included the 
GBHN 1999, the Propenas 2000, and Presidential Instruction 9/2000 on gender mainstreaming. 
Propenas and Presidential Instruction 9/2000 call for mainstreaming gender equity and equality 
in all government policies and programs. 
 
 Still, by 1999 the number and ratio of women in the civil service holding structural 
positions had not risen significantly compared to previous years and was only about 15% 
overall. At the regional level, there were also modest gains with the number of women in senior 
official, managerial, and technical staff positions increasing in 23 of 26 provinces between 1996 
and 1999 (Bappenas, BPS, and UNDP 2001).58 No reliable data for the years since are 
available, but anecdotal evidence and visits to the regions indicate that many regions have 
made large advances in promoting women, while others have done little or nothing. 
 
 Presidential Instruction 9/2000 gives guidance to government institutions on gender 
mainstreaming in policies and programs. This forms a strong basis for the state minister in 
dealing with ministries, but not yet with regions. Currently, under the system of regional 
autonomy, Law 22/1999 and Government Regulation 25/2000 on authorities of the central 
Government and provinces define the mandate for preparing minimum service standards for 
women’s empowerment and child protection, with specified techniques and norms. A draft plan 
of action for gender mainstreaming adopted by the Government has been circulated, with 

                                                 
57  The CEDAW was adopted by the United Nations (UN) General Assembly in 1979. The Republic of Indonesia 

ratified the convention through Law 7/1984 and signed an Optional Protocol to CEDAW on 28 February 2000. 
58  BPS special tabulation. While the data presumably refer to women working in the private, and public sectors, it 

can be safely argued that in the regions most positions recorded are those held in public institutions. 
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technical support from many development partners including the United Nations (UN), Australia, 
and Canada. 
 

11. Civil Service Reform to Combat Corruption 

 Basic salaries are generally considered low59 and many Indonesian civil servants do not 
perceive that they are paid a basic salary to do their job, but rather to “show up.” Every action to 
be taken requires additional payment (Goodpaster 2001b). This kind of incentive structure 
makes civil servants opt for projects and other assignments that will mean additional money. It 
also means that a large number of allowances are paid to civil servants including “attendance 
allowances” to those attending meetings. It certainly means that the development budget is 
used to provide salary top-ups for staff involved in projects funded by that budget. And it means 
that civil servants may extort money from members of the public as well as from other 
government institutions to perform what is formally their legal duty.  
 
 While the basic salary of civil servants may be low, the take home pay, i.e., the pay 
including all additional remuneration elements, is generally not low. Experts have pointed to 
evidence that increased civil service wages, including both basic pay and additional pay during 
the last years, have put civil servants in a better position than comparable professional groups 
in the private sector (World Bank 2000). The practice of keeping basic salaries low and instead 
using a range of additional pay elements makes remuneration non-transparent and thus prone 
to corruption. One explanation to this practice is the ambition to keep down the contingent 
liabilities created by the outdated Indonesian civil service pay-as-you-go pension scheme. This 
ambition is sound, but should be implemented through staff reductions and pension reform 
instead of through keeping the transparent basic pay low and relying on non-transparent salary 
components that do not qualify for pension entitlements. 
 
 Anecdotal evidence indicates that corruption related to human resource management 
and, especially, to recruitment, appointment, and promotion is significant in the Indonesian civil 
service. Positions and promotions are offered for sale. Loans taken to buy positions have to be 
paid back by incumbents during their careers while their rent-seeking also has to yield some 
immediate surplus. In fact, parts of the Indonesian administration function as a kind of market 
where positions enabling the incumbent to raise more money are more attractive and more 
expensive than positions with less lucrative opportunities. Positions are thus not filled through 
selection on merit; they are sold and bought or given and received for illicit reasons. The system 
multiplies corruption since investments to gain positions need to be recovered. 

 
 Officials are thus encouraged to find every opportunity for additional income, both within 
their office and outside. The judiciary, the police, and the customs service seem to be leading in 
extorting money although many other civil servants also require additional money to do their 
basic duties. Even primary school teachers require additional payment to, e.g., issue report 
cards.60 Rent-seeking is nurtured by an authoritarian attitude toward the common citizens and 
by sophisticated systems for rent-sharing, with the officials at the top of the hierarchical 
structure benefiting the most. The practice of selling and buying positions should be an early 
and particularly important target in a civil service reform. 

 

                                                 
59  Basic salaries for civil servants range between Rp.500,000 and  Rp.1,500,000 per month. 
60  The Poor Speak Out, The Partnership for Governance Reform in Indonesia and the World Bank, December 

2001. 
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 Contributing to the maintenance of this practice, high public officials suspected for or 
convicted of corruption are allowed to remain in office at their own discretion. In a democracy 
ruled by law a suspected official under investigation should immediately be suspended from 
office to be either dismissed or reinstated at the end of the legal process, subject to the 
outcome. Introduction of clear procedures for suspension of public officials, which are under 
investigation for or convicted of crime, is a reform that could be implemented fairly quickly and 
which would have effect in improved rule of law and in strengthened  public confidence. 

 
12. Conclusions 

 The findings in this chapter are summarized in Table 5. The main conclusion is that the 
national system of administration and the civil service system are not conducive to good 
governance and improved performance. Both systems need fundamental reform, taking 
internationally recognized good practices into account. Organizations should be designed to 
match institutional needs and staffed with appropriate skills. Incentives need to be changed to 
improve performance and reduce corruption. Training needs to be modernized and oriented 
toward performance by focusing on improving technical and managerial skills. Sustainability is 
important, and the regions should adhere to the National Framework for Capacity Building, 
which covers all state institutions on all levels and whose main message is that all training 
should be sustainable and not implemented as stand-alone activities. Sustainability requires 
improved manpower planning, an improved system for training, and a reformed budget system. 
The planning of operations, design of organizational structures, manpower planning, and 
budgeting need to be considered as one system of management and not four separate systems 
of planning, as is now the case. 
 

Effective human resource management is dependent on professional job classifications 
together with skills and qualifications assessments as well as on recruitment, appointments, 
transfers, and promotions being based on merit and institutional needs. The closed appointment 
procedures need to be replaced by open competition for appointment and promotion. 
Remuneration should reward responsibility, complexity, and performance as well as experience. 
Remuneration incentives should underpin good performance. 

 
The large number of skilled civil servants in the national Government and elsewhere who 

are underutilized in their current positions following decentralization should be considered as a 
national asset. The design of an open and competitive recruitment mechanism may well start 
with a program to reassign these qualified officials to positions where their skills could be 
rewarded. Another area where an open and competitive mechanism would meet popular 
demand would be in the relocation of teachers and health officials to redress major inequalities 
in distribution across the country.  Professional associations and trade unions should play an 
increasingly important role in human resource management. From the start, national 
government policy should encourage associations and unions to be involved. 

 
The national system for administration and the civil service system need radical reform. 

Organizational structures should be designed according to operational requirements, not to host 
a fixed number of positions representing each echelon. There is a need to audit the uneven 
results of transfer of staff to regions following decentralization and to introduce mechanisms for 
staff relocation. Human resources management needs to be improved and modernized if 
corruption is to be reduced. Professional job classification should be introduced and selection 
for recruitment and promotion should be based on merit and made in open competition. Training 
should be technical and managerial instead of general as the prevailing structural training is. 
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Remuneration schemes should be reformed to reflect responsibility and complexity of the job 
and to promote performance and provide transparency. 
 

Table 5: Findings on the Civil Service System 
 

 

Issue Findings Actions to Be Taken 
Overall Assessment The national system of administration and 

the civil service system are not conducive to 
good governance and improved 
performance. 

Reform the systems (organizational design, manpower 
planning and staffing, incentive structures, human 
resource management, training systems, and 
budgeting). 

Integrated Management At present, operational planning, manpower 
planning, development planning, and 
budgeting take place independently of one 
another. 

Integrate the four planning processes into a single 
management process. Efforts to improve efficiency and 
effectiveness of government are dependent on 
integrated management. 

Role and Mandates of 
Central Institutions  

(MenPAN, BKN, and LAN) 

Central institutions emphasize adherence to 
regulations rather than performance. 

Reform and merge central institutions to help them 
adjust to decentralization, focus on performance, and 
emphasize sustainability. 

Civil Service Performance The civil service system is a career system 
not focused on professionalism and 
performance. 

Introduce a position-based civil service system including 
open, competence-based hiring and promotion; better 
incentive structures; professionally classified positions 
and improved training.  

Job Classification Civil service position are not professionally 
classified, there are no requirements for 
position-holders to have skills matching the 
tasks. 

Introduce professional job classification covering all 
structural and functional civil service position. Issue 
guidelines, tools, and budget allocations for job 
classification as soon as possible. 

Gender Equity Women are underrepresented in managerial 
positions, and in most sectors other than 
health and education. 

Increase the emphasis on the current gender main 
streaming program. 

Unions and Professional 
Associations 

Union activity in the civil service has only just 
begun and there are few professional 
associations. 

Encourage the development of professional 
associations. 

Involve unions in civil service reform. 

Decentralization Regions have more autonomy to organize 
themselves, but they have been provided 
with a model that is too limited. 

Use the regions as pilot areas for developing an open 
and professionally based civil service system. 

Staff Allocation There is no mechanism for the transfer of 
staff to or between regions. Such a 
mechanism is urgently needed because of 
the large disparities in staff levels between 
regions, and excessive staffing in national 
government offices. 

Introduce relocation mechanisms. This would imply an 
opportunity for introducing open hiring systems. 

Personnel Records Many irregularities in data were found during 
the transfer of personnel to the regions. The 
Government proposes to reenter all 
personnel records into an upgraded 
database system. 

Conduct a proper audit before reentering data. 

Training Indonesia has a poor track record in 
functional training programs supported by 
funding agencies. To support 
decentralization, a new approach is being 
developed.  

Reform the training system. Training should be oriented 
toward performance and should focus on developing 
technical and managerial skills. Sustainability requires 
improved budgeting and selection for training. 
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Issue Findings Actions to Be Taken 
Anticorruption Basic pay is generally low. Many activities 

are rewarded with allowances, creating an 
environment where civil servants are 
dependent on additional payments. 
Positions and promotions are offered for 
sale; candidates invest with the expectation 
of rewards not commensurate with formal 
remuneration, thus entrenching corruption. 

Officials under investigation for corruption 
are allowed to remain in office. 

Civil servants cannot be investigated or 
prosecuted without approval of the higher 
civil service authority. 

Reform current remuneration scheme. 
 
The practice of selling and buying positions should 
be an early and particularly important target in a civil 
service reform. Officials subject to corruption 
investigation should be suspended from office. 
 
 
 
Introduce clear procedures for suspension of officials 
investigated for crime. 
 
Abolish current procedure which means that 
investigations or prosecution against officials is 
subject to approval of higher civil service authority or 
the president. 
 

BKN= Badan Kepegawaian Negara (National Civil Service Board); LAN= Lembaga Administrasi Negara (National Institute of 
Administration); MenPan= Menteri Negara Pemberdayaan Aparatur Negara (State Minister for the Empowerment of the State 
Apparatus). 
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VI. DECENTRALIZED GOVERNMENT 

A. Background and Introduction 

 Indonesia is administratively divided into 32 provinces and 437 districts. Average 
population per province is slightly less than 7 million, and about 0.5 million per district. However, 
there are significant variations: the province of Gorontalo has less than 1 million people, while 
East Java is home to over 35 million; and districts show variability between 20,000 and over 4 
million inhabitants.  
   
 While Indonesia’s progress with the decentralization thus far is impressive and surveys 
have found that the delivery of public services has not been disrupted significantly following 
decentralization, there are major challenges that remain in a number of areas. There are two 
broad sets of problems: first, the lack of clarity in the legal framework and weaknesses in 
national-level coordination and implementation of decentralization; and second, the disparate 
treatment of the administrative and fiscal aspects of decentralization, leading to divergence 
between the standards that are set for public services and the resources that are allocated. In 
addition, the national Government is yet to establish monitoring and evaluation systems. 
 
 While decentralization itself has not led to service disruption, especially in the important 
health and education sectors, there is however considerable variation across provinces and 
districts with regard to their levels of adjustment to dealing with decentralized responsibilities. 
Among other broader governance-related problems at the local levels, there are concerns that 
the increased expenditure responsibilities need to be matched with greater public accountability. 
 
 This chapter describes the relations between levels of government, analyzes the 
efficiency of the new system, and proposes necessary as well as desirable changes in 
regulations and practices. The chapter first looks at some crosscutting responsibilities of the 
national Government—national policy making and planning, setting of standards, and 
monitoring of implementation by the regional governments—before reviewing the 
implementation responsibilities of the regional governments and finally examining generic 
governance issues in education as an illustrative sector.  
 
B. National Government Responsibilities 

1. Scope and Legal Basis61 

 The decentralization of responsibilities to regional governments is based on Law 
22/1999 on Regional Government and on its implementing Government Regulation 25/2000. 
The fiscal aspects of decentralization are covered in Law 25/1999 on Fiscal Balance between 
the Regions and the Center. These laws and regulations are not completely consistent with one 
another. Law 22/1999 has an approach of negative definition: instead of defining the 
responsibilities of regional governments, the law states which “authorities” do not belong to the 
regions. According to Article 7, the regions have authority “in all fields of governance” except 
international policy, defense and security, justice, monetary and fiscal matters (macroeconomic 
policy), religion, and “other fields.” These other fields are defined to be national planning and 
national development policy, the fiscal balance fund, the national system of administration and 

                                                 
61  The legal basis of regional government responsibilities was introduced in Chapter 2.  
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national economic institutions, guidance and empowerment of personnel, use of natural 
resources and strategic high technology, conservation, and national standards.62   
 
 Government Regulation 25/2000 on authorities of national Government, in contrast by 
positive definition, lists hundreds of authorities of the national Government in more than 20 
different fields.63 But it is silent about how these match the authorities in the other fields 
enumerated in Article 7 of Law 22/1999. Rather than defining the authority retained by the 
national Government, as required by Article 14 of Law 22/1999, the regulation tends to describe 
what the national Government should do.64  
 
 In some areas, presidential decrees have reversed some provisions of Law 22/1999 and 
Government Regulation 25/2000. Formally these decrees have lower standing than Law 
22/1999, but currently regions are unlikely to challenge them in the Supreme Court. One of 
these decrees attempts to correct an anomaly in Law 22/1999 that retains national statistics as 
a national function but at the same time hands over all local statistics offices to the districts. If 
the law were applied, BPS would lose its regional offices, while keeping its function unchanged. 
A presidential decree now retains these offices under the bureau, a resolution respected by 
most regions. 
 
 Far more contentious is land administration. By law, land administration is the 
responsibility of districts. However, a presidential decree keeps land administration under the 
control of the national Government. Most regions have compromised by making the local office 
of land administration both an office of National Lands Board (BPN) and a local operational unit, 
with its head reporting to both the BPN and the head of the region. This is clearly an untenable 
legal position although it may work in practice with good political will. 
 

2. National Supervision of Regions 

 Articles 112–114 of Law 22/1999 define the supervision exercised by the national 
Government over the regions. In accordance with Law 22/1999, Government Regulation 
20/2001 provides for guidance and supervision of the regions by the national Government. The 
regulation defines supervision as “the efforts of government to assure that governance of 
regions proceeds according to plan and laws that apply.” 
 
 In the case of regional governments, the national Government is responsible for both 
repressive and functional supervision. Repressive supervision—supervision over regional 
regulations and decrees—is the responsibility of MoHA and is conducted in accordance with 
Government Regulation 20/2001. Functional supervision refers to ensuring that actions by 
regional governments are consistent with national policy and is the responsibility of line 
ministers in the respective sectors.  
 
 MoHA has thus the responsibility to review regional regulations and declare void those 
that are contrary to “public interest, higher regulations, and/or other regulations.” The minister of 
home affairs has formed several teams to review regional regulations: different review teams for 

                                                 
62  Unofficial translation of Article 7 of Law 22/1999. 
63  The authority defined in the regulation pertains only to the national Government. The word authority is defined in 

Government Regulation 25/2000 as “the right and power to determine or adopt policies in carrying out 
governance.” Yet most of the items listed in Government Regulation 25/2000 do not appear to be matters of 
policy but matters of implementation. 

64  It seems constitutionally problematic that the Government itself defines its own powers and tasks by government 
regulation, rather than having this defined in the Constitution and made explicit in a law. 
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financial regulations and organizational regulations, and for the election of heads of region. In 
early 2002, the minister delegated the review of district (kabupaten and kota) regulations to the 
provincial governors, who also set up review teams.65 
 
 The national government review teams have found numerous irregularities in those 
regulations examined—generally concerned with regional finances or organization. As a result, 
the Government has refused to confirm the election of several heads of region, or postponed 
confirmation, and it has issued many written requests to the regions to amend regulations on 
taxation, charges, and organizational structure to comply with national legislation.  
 
 In the first years of implementation of Law 22/1999 some regions also prepared 
regulations on social and cultural matters, such as the reestablishment of areas of traditional 
leadership (nagari) in West Sumatera. West Sumatera, along with many other regions, has also 
attempted to introduce regional regulations based on traditional Islamic (syariah) law, which has 
caused concern among women’s and human rights activists over restrictions of constitutional 
rights. Some Muslim scholars have also raised objections, since cases involving syariah law 
should be adjudicated within a syariah court system, outside the authority of regional 
governments. 
 
 A key purpose of monitoring regional regulations should be to make them more 
accessible to the general public and allow the establishment of best practices. All national 
legislation is available at www.hukumonline.com. A similar service for regional regulations would 
be desirable but does not yet exist. 
 
 According to Government Regulation 20/2001, functional supervision is carried out by 
line ministries and by BPKP. Detailed regulation of functional supervision awaits the 
development of minimum service standards (MSS) in each sector. In theory, within the 11 
obligatory functions (see below), the national Government is responsible for preparing 
guidelines for the standards, the provincial government sets the actual standards to be applied 
in the locality, and the national Government supervises the district governments’ performance. 
 
 Functional supervision depends on minimum service standards for the 11 obligatory 
functions. However, the level of service varies so widely between regional governments that a 
cooperative approach might be more appropriate in the short term until a clearer concept of 
obligation and MSS can be established and until revenue allocation can be made more 
commensurate with those. Simple indicators, such as number of doctors, teachers, or primary 
schools for every 10,000 inhabitants, could be used to compare and improve services in weaker 
regions. Clear and transparent mechanisms to measure existing service provision and inform 
the public are equally important. 
 
 The process of decentralization has been going on for several years now; however, line 
ministries still find it difficult to make the transition from implementation to guidance and 
supervision. Problems with laws and regulations are important factors, but the main reason is 
the lack of methods for redirecting operations and rationalizing the organization, reducing 
excessive staffing.  Many ministries have well-qualified staff members, with professional skills 
that are in short supply in the regions, yet there are no mechanisms for addressing this 
imbalance. MoHA, for one, is still almost the same size as it was before Law 22/1999 made 
many of its activities redundant. Open systems of transfer of personnel based on merit and 

                                                 
65  The amended Constitution now provides for review by the Supreme Court of regional legislation, although this 

provision still needs implementing regulations. 

http://www.hukumonline.com/
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willingness to move are urgently needed. Needs assessments of regional operations and line 
ministries are a necessary first step. 
 
C. Responsibilities of Regional Governments  

1. Obligatory and Other Decentralized Functions 

 The process of decentralization deliberately targeted the district, as opposed to the 
province as the new center for decision-making. Under Law 22/1999 and Government 
Regulation 25/2000, provinces retain only those responsibilities that need to be administered 
across regency and city boundaries or coordinated between them. The responsibilities of 
districts are those not retained by the national and provincial governments and are quite wide 
ranging. The 11 obligatory functions, i.e. the main decentralized functions, of district 
governments are public works, health, education and culture, agriculture, communication, 
industry and trade, capital investment, environment, land, cooperatives, and manpower affairs.  
 
 Many functions of government that affect people’s lives and the course of economic 
development are thus in the hands of district leaders. Assignment of this power should be 
accompanied by a determination of the responsibility of the local government to fulfill its 
mandate—a determination of the minimum service to be provided. As noted above, Government 
Regulation 25/2000 requires the national Government to provide each province with guidelines 
for establishing MSS for its districts. Government agencies responsible for preparing guidelines 
have completed drafts, but the provinces have not yet been able to agree on what standards to 
adopt. This means that districts, several years after the transfer of power, still do not have 
definitive descriptions of their responsibilities   
 

2. Regional Representative Councils (DPRD)   

 Starting in 2004, all representatives to DPRDs are selected through general elections.66 
Law 3/1999 on MPR, DPR, and DPRD determines the size of DPRDs. Provincial DPRDs vary in 
size from 50 to 100 members, with the smallest provinces having one council member for every 
16,000 inhabitants, and the largest, one member for every 350,000. District DPRDs have 25—
45 members depending on the number of inhabitants; the smallest district has one member for 
every 1,000 inhabitants, and the largest, one member for every 90,000. 
 
 DPRD elects the head and the vice-head of the region, determines policy together with 
the head of region (through regional regulations), approves the regional budget, and supervises 
the head of region. The proposed amendments to Law 22/1999 currently (March 2004) being 
prepared by MoHA will most likely include provisions on direct election of heads of regions, 
making the election of heads of regions similar to the election of the president. Like DPR, DPRD 
has standing committees for financial management, social affairs, economic development, and 
other issues; and political groupings or factions for members of parties in the house. DPRD is 
supported by a secretariat. Government Regulation 110/2000 regulates the pay of 
representatives and the maximum operational budget of DPRD and its secretariat. Government 
Regulation 1/2001 provides guidelines for DPRD procedures. 
 

                                                 
66  Before the 2004 elections, 10% of DPRD members were appointed from the police and the military forces. 
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3. Regional Government Heads 

 The head of region67 agrees on regulations with DPRD, implements those                        
regulations, and represents the region officially. The vice-head assists the head of region and 
replaces the latter in case of inability to continue in office. The head and the vice-head of region 
are elected by and appointed for a term of 5 years by their DPRD and are accountable to it. 
Heads of regions appointed before the passage of Law 22/1999 were allowed to complete their 
terms of office. There have been no women governors, but for the first time in the 1999 
elections four women were elected as regents and three as mayors. Figure 6 shows the 
distribution of elections of regents between the 1999 and 2004 general elections. In early 2004 
elections of heads of regions due before October 2004 have been postponed with the 
justification that these elections may disturb the general 2004 elections. Incumbent heads have 
been extended till the end of the general election period. 
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Figure 6: Elected Regents, 1999-2004 

 
4. Subregional Governments 

 Districts are divided into subdistricts (kecamatan). Before 1999, the official head of the 
kecamatan, the camat, was an official of the national Government, with command over the 
people. Now camat are heads of branch offices of the regional government, with a duty to serve 
the people.  
 
 Law 22/99 provides for a continuation of traditional administration in rural areas. Within 
regencies, kecamatan are made up of desa. Commonly translated as “village,” the term desa 
actually refers to a rural community and the territory around it, which may be composed of 
several villages. Desa are created and regulated by regency regulation, “taking into account the 
initiative of the people.” Desa self-government is based on recognition and respect for traditional 
culture guaranteed by the Constitution. Desa have their own “traditional autonomy,” that is, legal 
recognition of their self-government in matters that they themselves have traditionally managed. 
The new law provides them with democratically and directly elected desa heads and boards, 

                                                 
67  Heads of region are governor in the province, regent (bupati) in the regency (kabupaten) and mayor (walikota) in 

the city (kota). 
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and the right to make desa bylaws, although there is no statement that these are binding on 
citizens within the desa boundaries.  
 
 Moreover, there is overlap between the responsibilities traditionally assumed by the 
desa and higher levels of government: Law 22/1999 clearly gives regencies authorities not 
retained by national and provincial governments without qualification for desa responsibility. 
Conversely, national, provincial, and regency governments can also oblige desa governments to 
carry out any duty on their behalf, as long as they provide the resources for it. In practice, for 
instance, desas are asked to organize garbage collection. 
 
 Law 22/1999 calls for the national Government to provide “general guidelines” to regions 
on how to regulate desa (Government Regulation 76/2001). However, the guidelines do not 
include many aspects that would assure good village governance, such as, for example: 
 

• accountability mechanisms; 
• supervision of village regulations; 
• obligation of citizens to abide by village regulations, or sanctions that may be 

included in village regulations; and 
• guidelines to assure open and fair elections in villages. 

 
 Law 22/1999 does not allow for a similar level of self-government in urban areas. 
Kecamatan of cities and their subdivisions, kelurahan, are merely administrative territories. The 
law does call for community and private participation in urban development through what is 
termed “a community empowerment effort.” However, the necessary government regulation has 
yet to be issued. 
 

5. Organizational Structure of Regional Government 

 Law 22/1999 grants regions the right to design their own organizations, in accordance 
with principles set by Government Regulation 84/2000. The regulation allows regions to create 
their own structures, provided they follow a set of given rules. The head and the vice-head are 
supported by a regional secretary and under the secretary a secretariat and an inevitably large 
number of agencies and service divisions, which may be operational divisions (dinas) or 
technical divisions (badan and kantor), and offices of subdistricts (kantor kecamatan), organized 
as shown in Figure 7.  
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Source: Interpretation of Government Regulation 84/2000 

Figure 7:  Organizational Structure for Regional Governments 
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6. Accountability and Supervision 

 According to Article 44 item (2) of Law 22/1999, heads of regions are accountable to 
their DPRDs. Regulations specify the nature of regional accountability in different and not 
completely consistent fashions, especially in terms of timing. Article 45 requires accountability 
reports to DPRD at the end of each financial year, and other accountability reports on “specific 
matters” whenever required by DPRD. Article 53 requires heads of regions to prepare a “final 
report” to DPRD at the end of their term of office. Law 25/1999, on the other hand, requires 
quarterly financial progress reports to DPRD, within a month after each quarter, and the 
council’s acceptance of accounts at the end of each financial year. Both Law 22/1999 and Law 
25/1999 require the head of region to report to the president.  
 
 In terms of substance, Article 46 of Law 22/1999 classifies accountability into 
“administrative accountability” for policy implementation and “financial accountability” for budget 
implementation. This is further constrained by Government Regulation 108/2000 on the 
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accountability of heads of region that defines the “specific matters,” on which DPRD can require 
accountability reports, as cases where the head has been accused of a crime or poor 
performance against the budget. The head of a region can also be called to account for the 
implementation of policy and of law but only at the end of the 5-year term of office. Thus, reports 
on environment policy, land use, or any other matter covered by regional regulations must wait 
until that time.  
 
 In summary DPRD is obliged to supervise the head of region and can require the 
submission of reports of accountability, ask questions, and make investigations. The legal 
ambiguity on reporting is most serious (at least politically) because it can lead to the removal by 
DPRD of a head of region whose accountability report is not accepted. However, as noted 
above the subjects that an accountability report must cover are restricted. Moreover, DPRD can 
reject a report on accountability or have it corrected only in a plenary session with a required 
quorum of two thirds and a vote of two thirds of those present, including at least one member of 
each political faction. In practice, therefore, it may be quite difficult to remove the head because 
of failed performance. Moreover, should a DPRD muster enough support against the head of 
the region, the national Government is to appoint a nonpartisan panel to review the case and 
advise the minister of home affairs on whether to accept the case or not with the president 
having the last say.  
 
 Regulations thus limit the supervisory function of DPRD. The efficiency of checks and 
balances that lawmakers intended to create between the executive and the legislative in the 
regions has been reduced by the implementing legislation. The intent of this limitation seems to 
be to protect the head from DPRD actions based on corruption. ADB consultants in 2000  
recommended that regions develop “local codes of accountability (ADB 2000d).” While their 
proposal was well received in the 16 regions where the recommendation was presented in 
workshops, there have been no reports of such codes being introduced yet. 
 
 The supervision of government in the regions is supported, at least in some areas, by 
civil society. In most regions, NGOs with names like Corruption Watch, Council Watch, and 
Transparency have sprung up. The number of regional newspapers has increased many times 
over since the downfall of Soeharto. Most provinces have several newspapers with sub-
provincial editions in different cities. Local issues are good news and the press regularly reports 
cases of suspected collusion between DPRD and regional governments, mainly in the form of 
excessive perks for DPRD representatives, as well as manipulation of appointments to senior 
management positions and improper selection of contractors. At least one region, the city of 
Bandung, has established an ombudsman’s office to support improved governance. 
 

7. Planning and Budgeting 

 Law 25/2000, Propenas, calls for regions to prepare their own regional development 
programs, leading to a continuous 5-year planning cycle in the regions. Policies should be 
defined immediately after elections and implemented until the next elections 5 years later. More 
specifically, Government Regulation 108/2000 requires the accountability reports of a head of 
region to be assessed on the basis of a strategic plan prepared by the head and affirmed by 
DPRD within a month after the election of the head. This 5-year policy cycle based on the 
election of the head of region is not necessarily the same as the cycle based on the election of 
representatives. One month, of course, does not allow enough time in practice to prepare a 5-
year strategy and have it passed by DPRD. As noted above, this accountability requirement 
stands against others in an unclear fashion. 
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 As a basis for this strategy and for budget preparation, the minister of home affairs has 
issued guidelines to regions on investment planning for Basic Urban Infrastructure Program 
prepared with USAID assistance. The methodology used in these guidelines provides a basis 
for community participation in planning and for maintenance planning, as well as a multiyear 
approach to investments.  
 
 Annual budgets are to be based on performance, considering levels of service that the 
regional government is to define jointly with DPRD (Government Regulation 105/2000 on 
regional financial management). This gives a common basis for the regional governments and 
DPRD to assure that budgets reflect agreed planning. The Government has prepared a 
regulation on performance-based budgeting (Kepmendagri 29/2002) to improve planning, 
budgeting, and accounting. The subsequent move from planning to budget preparation has not, 
however, always been smooth. For both 2001 and 2002, the regions were not formally informed 
about their financial resources until late December of the previous year.68 As a consequence 
some DPRD had not approved budgets by midyear. For the years 2003 and 2004 those delays 
were avoided. 
 
 Two government regulations require operating expenses of heads of regions, DPRD, 
and DPRD secretariats to be covered by locally raised revenues. As the capacity to raise 
revenue differs vastly between regions, poorer regions are left with very limited funds. This puts 
poor regions in an awkward situation, being pushed to find revenues where the economic base 
for taxation is limited. Conversely, this allows richer regions to budget for operational expenses 
beyond what the community may need. 
 

8. Decentralized Human Resources 

  The allocations of human resources to regional governments in early 2001 were not 
balanced and not in accordance with service delivery needs. Table 6 shows the numbers of 
national education department staff (mainly teachers) and health department staff transferred to 
the regions in relation to the population. North Sumatera, all of Java, and the two poorest 
provinces of West Nusa Tenggara (NTB) and East Nusa Tenggara (NTT) have benefited little 
from these transfers. Other provinces have received twice as many teachers and more than five 
times as many health officials. 
 
 Also within the provinces there is a mixed picture with respect to staff transfers. Data 
from Bali show an even distribution between its regencies, with the city of Denpasar having 
slightly higher ratios than regencies. But in East Java, the city of Surabaya received fewer than 
60 civil servants for every 10,000 people, compared with the small city of Blitar with 180 for 
every 10,000. Variations are most glaring in the poor province NTT, where Manggarai received 
only 32 civil servants for every 10,000, while the capital of Kupang received more than 200. 
Thus within provinces there are very great variations in the ratios of transferred staff to the 
population. 
 
 
 
 

 
 

                                                 
68  Presidential Decree 181/2000 for the 2001 DAU was signed on 23 December 2000, and Presidential Decree 

131/2001 for the 2002 DAU was signed on 31 December 2001. 
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Table 6: Education and Health Staff Transferred per 10,000 Population,  
in Sample Provinces 

 
Province Education Health 
West Java 69 8.0 
North Sumatera 72 16.6 
Central Java 72 6.5 
East Java 72 8.7 
East Nusa Tenggara (NTT) 72 12.1 
West Nusa Tenggara (NTB) 83 10.6 
Southeast Sulawesi 88 55.2 
Bali 140 19.6 
Central Sulawesi 151 47.5 
Bengkulu 156 34.8 

                  Source: Surabaya Civil Service Agency. 

 
9. Interregional Affairs 

 Law 22/1999 allows regions to form joint boards to manage interregional affairs. 
However, the law does not give these joint boards any authority of their own, limiting their 
capacity to perform. The boards would appear to depend on member regions for their budgets 
and regulations. A joint public transport board formed by two regions, for example, would have 
no authority to set bus fares; these would need regulations from both regions.  Only a few 
regions have tried to establish joint boards. Denpasar and Badung in Bali, for example, have 
successfully cooperated in solid waste management, largely through agreement with community 
groups called Banjar. However, many regions are finding it hard to agree on principles of 
funding and on tariff setting. 
 
 For issues that relate to cross-district matters within provinces the provincial government 
is potentially responsible. Indeed, the main authority given to provinces in Law 22/1999 is for 
cross-district functions within the province. The roles of joint boards, provincial authorities, 
governors, and associations of regions, and how they work together, are currently not well 
addressed but may be considered in future amendments to Law 22/1999.  
 
 Disputes between regions must first be settled by the national Government (or the 
governor under his devolved authority) through deliberation. However, any party may take a 
regulatory dispute to the Supreme Court, in line with the provisions of the amended Constitution. 
There have been cases of disputes between regions (mostly between districts and provinces), 
and disputes concerning the elections of heads of regions. These cases have either been 
settled by the national Government through the consultative process described in the law, or are 
still pending settlement. More disputes can be anticipated as economies of regions are 
threatened by levies on their produce transported through neighboring regions, and as regions 
with many school students from outside their boundaries struggle to finance education, as 
regions that supply water and solid waste disposal sites for their neighbors begin to demand 
higher fees. 
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 The development of regional government associations has been a highlight of 
decentralization.69 Three regional government associations (for provinces, regencies, and cities) 
were formed in June 2000. Associations for DPRD leaders were formed in the second half of 
2001. They have prepared bold programs, embracing democracy and principles of good 
governance, and have gained the support of both members and development partners. These 
associations continue to be significant lobby forces, putting them at odds from time to time with 
MoHA. Their role as service provider to members is slower to develop, however. Since 
associations are represented on DPOD and in the coordination team for the implementation of 
decentralization (Tim Keppres 157), the national Government consults with them, but they have 
had limited involvement so far in preparing legislation on behalf of their members.  
 
D. Decentralized Public Service Delivery: The Case of Education 

 Countries progress by developing their human resources. Both general education and 
in-service training for the workforce are thus vital for Indonesia in an increasingly competitive 
world (Bappenas, BPS, and UNDP 2001). However, Indonesia’s education is widely regarded 
as lagging in its efforts to meet the country’s needs. One survey of the quality of education in 12 
Asian countries rated Indonesia’s education system next to last, behind Viet Nam’s.70  
 
 Primary and secondary education in Indonesia is provided through two parallel systems, 
Islamic and general secular school systems, both of which comprise public as well as private 
schools. Education is one of the 11 obligatory functions of the district governments. The districts 
plan, finance, manage, and deliver primary and junior secondary education according to 
standards set by the national Government. They also run and manage senior secondary 
schools and vocational training. Some 1.5 million teachers and administrative staff were 
transferred in 2001 from the national Government to district governments. Even with the 
decentralization of staff and responsibility, national and provincial governments still retain some 
implementation functions. For example, the national Government is responsible for the 
Madrasah system, university education, and international schools.  
 
 Out of fifty two million children in Indonesia aged seven to fifteen, who are within the age 
of compulsory education and who should attend school, several millions do not. Private schools 
tend to cater to the wealthy, who can pay for the education they want, or to poor students 
subsidized by charities. Although large numbers of children still do not attend school, the net 
enrollment rate (NER)71 improved significantly during the New Order, with considerable support 
from development partners. The NER for primary schools was only 60% in 1971, at the start of 
the New Order, but had increased to more than 92% by the end of the regime. Similar changes 
occurred in junior secondary schools.  
 
 However, these impressive data hide wide differences between regions and income 
groups. Jakarta has an NER of 94% for its highest-income group and 86% for its poorest group. 
Regional variations in the NER are even more pronounced. In Jakarta, 78% of children of junior 
secondary age attend school, while in NTB only 35% do.  
 
 
 
                                                 
69   Local government associations include Association of Heads of Provinces (APPSI), Association of Heads of 

Regencies (APKASI), Association of Heads of Cities (APEKSI), Association of Parliaments of Regencies 
(ADKASI) and Association of Parliaments of Cities (ADEKSI).  

70  Political and Economic Risk Consultancy, press release, September 2001. 
71  NER is the percentage of children of school age who are enrolled in school. 
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1. Rent-Seeking Opportunities 

 If the budget does not cover all operational costs, there is room for rent-seeking and 
corruption. A teacher who must ask for funds to print school reports could easily also ask  for 
payment to let students pass exams. School uniforms, for which families contribute, must be 
purchased from designated cooperatives, again providing opportunity for corruption. In 1997, in 
a typical example of bad governance distorting free market and competition, the Government 
approved a scheme requiring the purchase of school shoes from a single source (Soeharto’s 
grandson Ari Sigit; Blackman 2001). The public reaction that time was strong and swift, and the 
scheme was dropped. While that episode indicates that the community had begun to oppose 
corruption even before the ouster of the New Order regime, petty corruption affecting the poor 
has by no means ceased in schools.  
 

2. Quality of Education 

 The number of students per teacher is an important indicator of the quality of education. 
The national average is one teacher to 27 students but the primary school ratio is 1:15 in Bali 
and twice as high, at 1:30, in neighboring NTB. Disparities in providing education relate directly 
to differences in available resources. There are wide variations in the number of civil servants, 
mostly teachers, transferred to the district governments. 
  
 The formula for determining the DAU is weighted heavily in favor of providing for the civil 
servants’ payroll; poverty carries only a minor weight. Regions with too many teachers get funds 
to cover their salaries, while regions that do not have enough schools and teachers get no 
allocation to catch up. The costs involved far exceed the meager additional funds from the 
poverty variable in the DAU formula. The formula has so far been inadequate in correcting the 
inequities in education services between regions. Until and unless the formula is changed, those 
inequities will continue. 
 
 Moreover, with decentralization, school enrollment areas for many districts do not follow 
district boundaries. About 97% of the students in one school in the city of Mataram are from 
outside the region; the city thus subsidizes education in West Lombok, where most of its 
students come from. Five senior secondary schools built by the national Government for the city 
of Medan are in the neighboring Deli Serdang.72 As yet, there is no basis for interregional 
management or shared funding of schools in such cases. 
 
 But decentralization has also brought some exciting developments. A project supported 
by ADB (ADB 2001c) is designed to improve the quality and effectiveness of schooling by 
devolving school finances and making schools more accountable to their stakeholders. The 
results so far include the following: 
 

• A formula for allocating budgets to schools, to be managed by the schools 
themselves, providing for additional funds for schools with poor students. 

• A single report on school revenues and expenditures. Schools post the reports on a 
bulletin board each month for teachers and parents to see. The new transparency 
has proved popular, and teachers and the community have responded positively. 

• The pilot schools are self-managed. School committees are elected to prepare 
strategic plans and suggest improvements in school quality. The schools now 
prepare plans more systematically with community participation.  

                                                 
72  Interviews with education officials in Mataram and Medan. 
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 Another major achievement is in tertiary education, which is still the responsibility of the 
national Government. The national Government has deregulated universities by giving them a 
high degree of autonomy. Before 1998, the Ministry of Education and Culture was solely 
responsible for developing university curriculums. Instead of being required to continually 
improve their curriculums to match the changing demands of industry and advances in 
knowledge, universities had to seek permission to change. Permission, by ministerial decree, 
usually took years to be granted. Today the top universities have become fully autonomous, and 
other state universities have been deregulated and given more responsibility for the education 
they provide. A third achievement is a massive program for upgrading teacher skills. 
 

3. Education Policy Making and Reform 

 Despite significant advances during the New Order, and even more since 1998, 
education quality in Indonesia is still below the minimum level required. However, there will be 
little improvement as long as policy is oriented toward programs that will raise a few statistics 
(such as the NER) rather than toward the comprehensive upgrading of the country’s human 
resource potential (Bappenas, BPS and UNDP 2001). The educational provisions of 
Government Regulation 25/2000 and the guidelines of the Ministry of National Education 
(MoNE) on minimum service standards illustrate this point. The regulation authorizes the 
national Government to: 
 

• decide the national curriculum and national examinations; 
• decide which subjects should be taught; 
• define the requirements for academic degrees; 
• issue guidelines for financing education; 
• set standards for student entry, transfer, and certification; 
• decide the education calendar, and the number of school hours required for primary 

school, secondary school, and post school education; and 
• issue regulations for universities, distance learning, and international schools. 

 
 This list clearly defines national responsibility for implementing education, but not 
responsibility for policy making. Decentralization of school management and deregulation of 
universities is only a partial policy. What is missing is a vision for human resource development 
in a changing world, and a strategy for changing a bureaucratic education system into a 
regulated, responsive education market that meets national education goals. Government 
Regulation 25/2000 gives the following authorities to all national government sectors, including 
MoNE: 
 

• national planning and macro development policy; 
• guidelines for minimum service standards; 
• accreditation of educational institutions and professionals; and 
• guidance and supervision of regional autonomy. 

 
 The guidelines prepared by MoNE for minimum service standards are neither a set of 
indicators that define what districts must provide, nor guidelines to regions for defining human 
resource development policies appropriate to their aspirations. The regional governments do not 
just want autonomy in implementing education (responsibility for running the schools). They 
want to develop and implement education policies that will help their regions develop. At the 
tertiary level, university reform is not proceeding fast enough for regions without the elite 
universities that have benefited from deregulation. Regional governments want to have better 
universities, and more vocational training to support business development.  
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 Since 1998, teachers have become better organized and unionized. Teachers’ unions 
have become an influential lobby for better conditions for civil servants in districts. The ensuing 
debate is taking regional governments into new areas of human resource management. A 
particularly difficult issue is likely to be how to encourage transfers between regions to 
overcome the uneven distribution of teachers in the country. 
  
E. Indonesian Decentralization in Perspective  

1. The Nature of Indonesia’s Decentralization Reform 

 The Government’s implementation responsibilities, with a few exceptions, were 
transferred from the national Government to the regional governments on 1 January 2001. 
Probably no other country has chosen to decentralize as fast or as sharply as Indonesia has. 
Indonesia has had a highly centralized governance system since the early 1950s and has much 
to gain from decentralization. There also appears to be a continuing agreement on the need for 
decentralization.73 It is at the regional level that this huge country can most effectively rid itself of 
its undemocratic heritage and establish true and participatory democracy, with good governance 
as the norm. But for this to happen, decentralization must be conducive to reform and to 
improved governance. Above all, the process must allow for a gradual but continuous 
strengthening of regional capacity and thus of local democracy and governance. 
 
 Other new democracies are decentralizing for the same reasons as Indonesia.74 In most 
of these countries, reforms aiming to establish subnational governments imply two main courses 
of action. The first is to establish local (or regional) self-government by decentralizing both 
funding and implementation responsibilities to local self-governing bodies. In this case local 
governments have both the right to collect revenues (taxes, levies, fees), which used to be 
collected by the central Government, and to implement their own legislation and deliver services 
in accordance with national laws and within their own budgets. 
 
 The other course of action is to give implementation responsibility to local governments 
for government tasks that continue to be regulated and funded by the central Government, with 
a narrow scope for local policy making to cater to local conditions. A task that is typically 
transferred in most countries is primary and secondary education. The central Government is 
still responsible for ensuring national equity and quality of as well as funds for transferred tasks, 
but these are implemented locally to improve service delivery and in accordance with the 
principle of subsidiarity.75 
 
  Decentralization in Indonesia mainly involves the transfer of implementation obligations 
and of staff from the national Government to regional governments, without as yet giving those 
governments power over revenues. Few revenues are decentralized and regional governments 
continue to be funded by grants determined by and transferred from the national Government. 
At the same time, decentralization leaves large scope for regional governments to make their 
                                                 
73  Asia Foundation Seminar on Indonesia Rapid Decentralisation Appraisal, 28 February 2002, reported in GTZ 

Decentralization Newsletter No. 24 (5 March 2002). 
74  The Republic of South Africa and most former communist countries in  Central and Eastern Europe and in 

Central Asia also have major decentralization programs on the agenda. 
75  The principle of subsidiarity means that administrative decisions should be made and public services delivered 

as close as possible to the citizen concerned. The principle of subsidiarity has been given great attention in the 
European Union (EU) and has led to radical decentralization and transfer of tasks to local self-government levels 
in the EU member states. Subsequently the principle of subsidiarity has made central and eastern (former 
communist) European countries introduce major territorial (decentralization) reforms as part of democratization 
and in preparation for future membership in the EU.  
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own priorities in most decentralized fields. Differently from other countries, service standards 
are defined administratively by line ministries without links to the budget. Transferred grants are 
block grants determined by factors other than policy or political priorities and with no earmarking 
or policy conditions attached to them. Block grants may be inadequate to meet minimum service 
standards in many regions and will be far in excess of needs in others  
 
 In a comparative perspective, reform in regional governments has been nothing short of 
radical. But the principles have not always been clear, the instruments are too bureaucratic to 
be effective in the interests of community service, and many regions have no skills in certain 
core areas (financial planning, economic development, spatial planning, environmental 
management). Financial capacity for running regional government varies greatly between 
regions and fiscal uncertainty is likely to continue for several years while funding mechanisms 
are adjusted. Regions must continue to improve their services to their communities in an 
environment of fiscal uncertainty. 
 
F. Reforms Needs for Improved Decentralized Government 

1. Short-Term Reform Agenda 

 The wide variations in the levels of service provided by the regions are very much a 
result of the conditions before regional autonomy. Responsibility for enabling weaker regions to 
achieve minimum levels of service should be shared between the national Government and 
those regions. Regions that can provide higher levels of service should be expected to bear a 
higher fiscal burden. Either way, for an equitable distribution of funds, indicators of levels of 
service need to be included in the DAU formula. The alternative, using the DAK, includes the 
risk that poorer regions may become more dependent on their ability to lobby ministries, thus 
opening the door to political interference and corruption. 
 
 The national Government should initiate a combined initiative that would include the 
following: 
 

• an audit of the transfer of staff to the regions; 
• a review of the varying levels of service capacity (based on levels of staffing in 

relation to population and functioning assets provided to each region); and 
• recommendations for indicators of service levels to be considered for inclusion in the 

DAU formula, which would enable weaker regions to develop additional assets and 
staffing within an agreed period. Data are already available for simple indicators in 
most of the 11 obligatory functions, including the number of primary school teachers, 
nurses, and doctors for every 10,000 inhabitants. 

 
 In addition, to improve the decentralization concept and better provide for enhanced 
democracy, improved governance, and efficient service delivery in the regions, efforts must also 
be made to begin resolving other problems, within the framework of the ongoing amendment of 
Law 22/1999 recommended in this chapter:  
 

• inconsistency between the decentralization of authority and funding: the regions 
have legal authority for certain activities and their executives are accountable 
primarily to their legislatures, while they remain under the authority of the national 
Government in terms of funding; 

• the unclear division of obligatory functions between levels of government;  
• the lack of minimum service standards; 
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• inadequate regulations hindering regions from organizing and from operating in the 
interests of their communities; 

• lack of accountability mechanisms that would empower DPRD to supervise the 
heads of region and make accountability reporting the basic tool of disclosure of all 
government activity to DPRD and the public; 

• lack of a clear role for governors in their capacity as devolved national Government, 
in monitoring decentralized functions; and 

• lack of a defined role for provinces in their capacity as regional governments, and the 
current lack of mechanisms for interregional cooperation. 

 
2. Medium-Term Reforms 

 Many issues relating to Law 22/1999 cannot be resolved merely by amending the 
wording of the law. They require careful review of concepts and wide deliberation to assure a 
national sense of ownership of the law, and planned efforts in support of changes. The DPD, 
once it is established in 2004, will have much responsibility for such changes. A few of the most 
important such issues are described in the following paragraphs. 
 
 A more integrative concept of regional government. Decentralization is supposed to 
give local communities influence over local matters that affect them, using national legislation to 
ensure national standards and equity between regions. This concept has been projected mainly 
onto the single issue of which level of region should be given authority over which function—an 
oversimplification of good service delivery resulting in a tug-of-war between levels of 
government. Largely to blame is the ill-defined understanding of authority, the role of provinces 
and governors with devolved authorities, the need for subregional government (desa and 
kelurahan) to respond to the many local needs, and political difficulty in empowering 
interregional cooperation for more efficient and responsive governance.  
 
 Provincial coordination and cooperation. Several conceptual problems prevent 
provinces from fulfilling their potential role. The current perception is that provinces have less 
authority than they actually have. It has been stated that perhaps half the problems arising from 
the implementation of decentralization relate to interregional issues, which very much involve 
provincial governments.76 Again, time is needed to develop a better understanding of the proper 
function of provinces. Where two or more districts wish to work together, Law 22/1999 allows 
the formation of joint boards. However, each district should be able to surrender some of its 
authorities to a special-purpose institution with the authority to regulate according to its purpose 
and within its boundaries. A joint transport board should be able to set public transport fares; 
joint education or health boards should be able to allocate resources by their own regulations. 
Such an institution should be based on technical and economic efficiency, and should also be 
accountable in the common interest of citizens. The province, under its interregional and dispute 
settlement powers, could create the institution by provincial regulation but should leave its 
management to participating districts.  
 
 Creation of new regions. With the very large differences in size and in geography and 
culture between provinces, between districts, and between desa, regional boundaries cannot be 
used to make generalizations about the proper balance between efficiency and effective 
representation. Boundaries and the administrative level at which tasks are carried out should be 

                                                 
76  Presentation of ADB consultant Simon Delay titled “Decentralization: An Action Plan from a PEM Perspective,” 

16 August 2000 (TA 3306-INO). 
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changed only after the regions have gained enough experience to determine local problems of 
efficiency and representation. The basis for creating regions should be detailed in law.  
 
 Villages. With more than 60,000 desa throughout Indonesia,77 more than 1,000 desa 
elections are held each month on the average. Many regions have several ethnic groups, 
suggesting that the “traditional autonomy” of desa may not be consistent within a region. The 
implementation of Government Regulation 76/2001 on guidelines for desa regulation indicates a 
vast number of difficulties with it. Again, it would be prudent to make a detailed study of village 
administration before amending the law.  
 

3. Establishing a People’s Economy 

 Decentralization in Indonesia makes regional governments responsible for their 
economic development planning, and for including the citizens in decision making. It is clear that 
some regional governments have taken to this with enthusiasm. But they still have limited 
capacity to plan for and meet the requirements of sustainable development, and the many 
regulations needed to support good planning and development control have not yet been 
issued. The following should be considered 
 

• Economic and social development priorities should be reflected in management 
training. 

• Regions need to change how they look at development from a natural resource 
orientation to a human resource orientation, and develop policies for education in 
their regions that consider short-term, medium-term, and long-term needs. 

• Few regions have qualified planners. Universities and regional governments should 
join with practitioners and businesses to draw up a program that will provide regions 
with qualified planners through training programs or even through hiring 
professionals (which in many regions may require changes in civil service rules to 
provide proper incentives) and through consulting services. Areas in which planning 
is of particular importance are economic development, environment, land use, and 
financial management. 

• Development over the last decade has largely neglected productivity, with the result 
that, despite low labor costs, Indonesia is not maintaining its competitiveness. 
Regions could develop programs that would increase competitive advantage through 
improved technologies and reduced overhead in business sectors including small- 
and medium-sized enterprises. 

 
4. Summary of the Unfinished Reform Agenda for Decentralization  

As perhaps the most far-reaching development in Indonesia since the end of the New 
Order, decentralization is an unfinished process. The major issues are summarized below. 
 

• There is a clear role for national policy as well as district policy. District policy should 
be a more focused version of the national policy, neither different from it nor a 
repetition of it. District policy and national policy must complement each other, but it 
is district policy that should enable district governments to cater to the special needs 
of their regions. There must be good cooperation between national and district 
governments during policy formulation. 

                                                 
77  According to the DPOD secretariat, there were 62,792 desa and 7,689 kelurahan in 2000.  
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• Services vary widely between districts as a result of disparities carried over from the 
New Order period. The funding of district governments needs to be changed to 
adequately compensate the poorest districts. 

• Regions have large human resource problems. Capacity building by itself will not 
bridge problems of inadequate resource allocation and shortages of qualified staff in 
many regions. 

• Regional autonomy must be implemented hand in hand with reform of the national 
system of administration. The current system does not support change, and new 
models of administration must be found. 

 
 The main recommendations from this chapter are summarized in Table 7. 
 

Table 7: Findings on Decentralized Government 
 

Issue Findings Actions to Be Taken 
National Government 

Definition of Authority 
of National 
Government 

The authority of the national Government  is 
defined by a government regulation, i.e. 
defined by the Government itself, which 
conflicts with the amended Constitution. 

Revise Law 22/1999 and sector laws. 

Supervision of 
Regional Policy 

The minister is empowered to supervise the 
decrees of heads of regions; DPRDs do not 
have this power. The task of reviewing regional 
regulations has been delegated to governors. 

Revise Law 22/1999 and its secondary 
regulations. The Government can review but 
the Supreme Court should determine validity. 

Minimum Service 
Standards  

Public services (obligatory functions) to be 
provided by district governments still have to 
be defined. 

Define obligatory functions and minimum 
service standards based on sector laws.  

Assist regions with known low levels of services 
due to lack of facilities and staffing in raising 
the quality of their services. 

Institutional Issues Ministries have difficulty restructuring for their 
new tasks of supervision and guidance.  

Restructure ministries and reallocate and 
reduce staff. This will require civil service 
reform (see Chapter 5).  

Regional Government 

Decentralization 
Status 

Regional autonomy was established on 1 Jan. 
2001, but with inadequate preparation. 

Revise Law 22/1999; issue and enforce 
implementation regulations; issue guidelines. 

Public Participation High levels of community participation and the 
formation of a wide variety of civil society 
organizations have accompanied 
decentralization. 

Develop formal instruments for participation 
appropriate for each field of governance. 

Election of Heads of 
Regions 

The general electoral cycle and the cycle of 
election of heads of regions are not the same. 
Since the 1999 elections, less than 75% of the 
heads have been elected. 

Introduce direct elections of heads of regions. 

Accountability Government regulations do not provide for 
effective supervision by DPRDs. 

Improve accountability mechanisms as part of 
the revision of Law 22/1999. 

Organization of 
Administration 

Regions still cannot organize according to their 
needs. 

Reform the national system of administration 
and the civil service system (see Chapter 5).  

Planning  Regions are introducing regional strategic plans 
but local planning skills are still weak. 

Institute capacity-building programs to improve 
regional planning. 

Service Standards There is still no clear definition of the extent of 
services to be provided by districts in the 11 
obligatory functions. 

Implement minimum service standards for the 
11 obligatory functions. 
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Issue Findings Actions to Be Taken 
Financial Resources There are huge differences in the resources 

that regional governments have inherited and 
are being provided with. 

Do research to determine actual needs (see 
also Chapter 4 on the DAU formula and 
Chapter 5 on staffing).  

Role of Provinces The law is not clear on the role of provinces, 
especially the role of the governor holding 
devolved powers of the central Government. 

Revise Law 22/1999. 

Interregional 
Cooperation 

The law does not enable effective interregional 
cooperation as implementing regulations are 
missing. Only one successful interregional 
initiative has been found. 

Evaluate the need for interregional cooperation 
before revising the law. 

Association of 
Regions 

Regional associations have been established, 
and are active with support of development 
partners. 

The Government should facilitate but 
responsibility for actions is with the 
associations. 

Village Government Law 22/1999 introduces democratic principles 
in village governance in rural areas, but there is 
no appropriate subregional government in big 
cities.  

Review Law 22/1999. Effective village 
government is needed, as well as more 
community self-government in urban areas. 

Service Delivery 

Imbalance of 
Resources 
Transferred 

Very significant differences in the numbers of 
teachers per 10,000 population indicate 
inequitable start to decentralization. 

Further study the resource imbalance at 
decentralization, and prepare programs for 
financing (preferably through a revised DAU 
formula) and voluntary reallocation of staff. 

Reform Process The education sector is well progressed in its 
decentralization reform (definition of obligatory 
functions, national department changes, etc.). 
 
Universities are adapting to deregulation by 
working better in response to market and 
academic demands. 

Continue reforms. 
 
 
 
Make changes in the national system of 
administration to help MoNE adapt to its 
changing role. 

National Policy There is no clear statement of national policy in 
appropriate legal form.  

State national sectoral policy in laws. 

Regional Policy There are no guidelines for education policy 
making by regions. 

Regional education policy must necessarily be 
broader than regional affairs, for regions to plan 
the development of their human resources for 
economic growth. 

Encourage districts to develop education 
policies covering affairs managed by provinces 
and national Government, to be implemented 
through coordination.  
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VII. LAW ENFORCEMENT 

A. Introduction 

 The Indonesian justice sector comprises the police, the prosecutors, the judiciary and 
the courts, and the penitentiary system. While they each have their specific roles and 
authorities, all are intended to uphold justice in one integrated chain. The police maintain law 
and order, investigate crimes, and arrest individuals who break the law. The prosecutors 
prepare cases against those accused of breaking the law, and prosecute violators in courts of 
law. Judges hear cases in court to determine innocence or guilt, and to decide due punishment 
for the guilty and due compensation for their victims. Convicted criminals are imprisoned in a 
penitentiary. Bailiffs assure due reallocation or reinstatement of property. 
 
 This chapter covers the national police (POLRI) and the Attorney General’s Office (AGO) 
i.e., the Indonesian public prosecution service, and mentions briefly some supporting 
enforcement institutions. The judiciary and the courts are dealt with in Chapter 8. Proper 
functioning of the institutions discussed in these two chapters is crucial to the development of 
Indonesia as a country with an economy based on a market system where private property and 
contractual rights are preserved and defended.  Concerns that these systems do not work 
properly, that corruption and other forms of poor governance are common will hinder investment 
and undermine long-term prospects for the economy. 
 
B. The National Police  

1. Introduction 

 The National Police (POLRI) is one of the most criticized institutions of government in 
this era of reformasi. POLRI is often accused of failing to protect community rights, fight crime, 
and enforce law and order as well as for abuse of power and for corruption. There is public 
sentiment that the powers of the police should be better focused and, most importantly, better 
controlled. The militaristic culture of the police developed over 4 decades of being the fourth 
branch of the Armed Forces (ABRI). Now many are calling for an “independent and 
professional” police, reflecting the hopes of both the community at large and reformist elements 
within the police. 
 
 POLRI itself is sometimes regarded as ambivalent about reform. With its origins in the 
independence war against colonialism and in the efforts to put down regional separatist 
movements, POLRI is finding it difficult to give up its security approach, which has been so 
important to nation building. It continues to see itself as the front line of security in an age of 
sectarian conflict, international terrorism, and continuing rebellion. Many police officers still 
perceive themselves primarily as combatants, and they adopt militaristic ways, symbols, 
attributes, and culture. The separation of the police from the military in 1999 may be viewed as 
a first step in its development into the independent and professional law enforcement agency 
that society expects it to be, but this is a process that will take time and considerable effort. 
However, in a comparative perspective there is more openness, better leadership and more 
reform progress within the national police than within other institutions in the justice sector. 
 

2. History 

 The Indonesian police force was established in colonial times. Before independence, 
police were under MoHA and had two functions: law enforcement, for which the police were  
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part of AGO; and domestic security, for which it was under the local resident—colonial officers 
in territories in the provinces, under the rule of a governor. Soon after independence, in 
September 1945, the new Government reformed the police into the State Police Institution 
functioning under MoHA. On 1 July 1946, considered the origin of the current POLRI, the State 
Police Institution was transferred from MoHA to the prime minister. The main function of the 
police at this stage was to assist the Indonesian army in the war of independence against the 
Netherlands. 
 
 In August 1959, POLRI was placed under a minister in a Police Department. But a mere 
2 years later the first police law (13/1961) integrated the police with the military, creating the 
ABRI to help control separatist movements. During the New Order, Soeharto maintained this 
arrangement, with the police having the primary role of supporting the regime to maintain 
political stability. This was to the benefit of Soeharto’s corrupt elite, but often against the rights 
and security of the local communities and citizens. Emphasizing this, the legal basis for the 
police was Law 20/1982 on Defense, which was seen as conflicting with basic human rights. 
  

3. Legal Basis since Reformasi 

 In 1999, President Habibie issued an instruction (Inpres 2/1999) splitting ABRI into 
POLRI and the military forces (TNI), but leaving POLRI under the minister of defense and 
security. In its first annual plenary session in August 2000, MPR issued TAP-MPR VII/2000 
defining the roles of TNI and POLRI. This decree separates defense from security. It gives TNI 
the responsibility for defense and proclaims POLRI to be the state instrument in maintaining 
security and order within the community (political stability), enforcing the law, and providing 
protection and services toward the community. POLRI is also called upon to support TNI in a 
state emergency. These actions move generally in the direction of demilitarizing the police. 
However, giving first priority to the “political stability function” means that, for the police, serving 
political interests could continue to take precedence over normal police functions. 
 
 These trends were reinforced in Law 2/2002 on the National Police, defining the roles of 
the police as 
  

• to secure order and to guarantee security within society; 
• to secure the implementation of state defense and security policies; and 
• to secure the achievement of national goals while respecting human rights. 

 
The emphasis on human rights was considered particularly important given the history of the 
organization. But the law continues the earlier emphasis on maintaining security instead of 
upholding law and order. The law places POLRI directly under the president.  
 

4. Organization 

 POLRI is centralized and bureaucratic. It used to be organized according to the military 
model, with a strict hierarchy and limited span of control. Since 2001 the organization is based 
on MenPAN’s departmental model for core administration. The police headquarters serves the 
POLRI chief, manages policy, general administration, relations with Interpol, interregional crime, 
and special crimes. The POLRI chief commands provincial police establishments. A police 
command in each regency and each city including subregional police commands reports to the 
provincial chief of police.  
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 Currently, the vice chief of police is second in command overall. The inspector general, 
directly under the chief of police, is responsible for internal audit. The departmental organization 
allows for more middle- to high-ranking officials than under the former military structure, a fact 
that has inspired some jealousy in the military, where the number of top officer positions is more 
limited. However, most new positions are for units managed by police headquarters in Jakarta. 
This tends to reinforce centralization at a time when everyone else is decentralizing. Out of 137 
police generals (one- to four-star), 102 (75%) are at headquarters. The other 35 generals are in 
the provinces. 
 

5. Staffing  

 POLRI has 197,295 active members to serve some 220 million citizens,78 i.e., a ratio of 1 
police employee for every 1,068 citizens. The UN standard is 1:400. Table 8 compares this ratio 
with those of other big Asian countries.  

 
Table 8: Police Comparator in Asian Countries 

 
Country Police per Population 

Indonesia 1:1,068 

India 1:700 

Pakistan 1:600 

 
 Although the total figure of 197,295 excludes regional government police forces (PPP) 
and similar local organizations, the overall staffing is quite low in relationship to the perceived 
need. The Ministry of Defense has set three standards for Indonesia: a minimal standard of 
1:1,000, which has almost been attained; an ideal ratio of 1:500; and a compromise ratio of 
1:750. According to an internal report at the police headquarters, the compromise ratio cannot 
be achieved before 2020, 18 years from now.79 To achieve it, around 5,000 new staff members 
would have to be recruited each year. A corresponding increase would have to be made in the 
police budget for salaries and facilities and for appropriate police training. Current budgetary 
provisions do not provide for this kind of expansion. 
 
 Only about 8,000 members (4%) of the police force are women, and these belong to a 
separate corps, the women police. Most women police are stationed in the largest cities, with 
few in regency and city commands. Women, except for a few, hardly ever attain high-ranking 
officer positions because of restrictions in police officer training. The existence of a separate 
corps for women limits their integration into the force. 
 

a. Police Ranks 

 There are five ranks within the police. The number of police in each rank and the 
proportion of police in each rank to the total are shown in Table 9.  

 
 
 

                                                 
78     Data from POLRI, November 2001. 
79  Office Memorandum B/ND/771/X/1998/SPERS, from the personnel assistant to the Chief of POLRI, concerning 

“analysis and investigation on the revision of the pension age of police soldiers in acceptance of reposition of 
police as an independent institution.” 
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Table 9:  Police Ranks 
 

Police Rank            Number              % 
High-Rank Officer 98 0.05% 
Middle-Rank Officer 3,566 1.81% 
Junior Officer 14,867 7.54% 
Total Officers 18,531 9.39% 
Bintara a 136,776 69.33% 
Tamtama b  33,229 16.84% 
Total Police 197,295 100.00% 

  a   Bintara = Police with senior high school diploma and 6 months police training.                                                           
                             b  Tamtama = Police with lower education than Bintara. 
 
 Only middle-ranking and senior officers (less than 2% of the force) must be graduates of 
the Police Academy or the special equivalent course for women police. Most of the police (70%) 
are ranked as bintara. These are senior high school graduates who undergo 6-month police 
training at the National Police School. The training used to emphasize combat training but the 
curriculum  has been quite drastically changed in the past 2 years, and it now focuses on law 
enforcement and includes a mentoring system to follow up on the initial training. The tamtama, 
who have lower education, make up another 17%. It is these poorly trained police who must 
spearhead efforts to transform the force into a proper and effective law enforcement institution. 
 

b. Training  

 Considering the tight fiscal situation, improving the skills and performance of the police 
should be a high priority. The community expects the police to be a professional institution ruled 
by law and performing in line with official policy. Law enforcement officials operate in an ever- 
more complex and changing world. A more professional police force means that its members 
must have the knowledge, skills, and disposition for law enforcement as well as sufficient 
education. The militaristic behavior of the police and its reputation for violence reflects in part 
the basic police training. If the police are to become the protector of the community, that 
behavior must change. 
 
 Several training institutions provide various forms of training for the police. The most 
prestigious is the Police Academy in Semarang, Central Java. This institution recruits around 
200 male cadets yearly and offers a 3-year police education program. Graduates of the program 
become police officers. The College of Police Science is a university-level institution in Jakarta 
that offers a bachelor’s degree in police science for middle-ranking police officers. Its students 
are generally graduates of the Police Academy. Since the Police Academy does not accept 
female cadets, for the last 3 years the College of Police Science has offered a non-degree class 
for female police (D-3 or diploma-level program), which provides training equivalent to the 
Police Academy’s. The University of Indonesia has (since 1995) a master’s program in police 
science, which accepts 30-40 officers each year, and recently began an interdisciplinary 
doctorate program in police science for about 10 students a year, mostly active police officers. 
The most senior police training institution is the Police Command School in Lembang, West 
Java. All officers aspiring to become district police head must first pass the Police Command 
School’s 9-month training program. From time to time there are special functional training 
programs for police officers, such as training in human rights. Some 10,000 police, about a third 
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of whom were women police, were trained in human rights under an externally funded program 
run by the Ministry of Justice and Human Rights.80 
 
 Police officers undergo considerable training—indeed, in some sense the issue is not 
how much training, but what kind of training. The following conclusions can be made about 
training for the police in Indonesia. 
 

• Most training is geared toward qualifying for promotions. Like training in the core civil 
service, this type of training may not be the best or the most appropriate for 
developing relevant skills. In particular, despite the need for greater specialization in 
a modern police force, most police training in Indonesia is general and standardized. 

• There is little training available for police officers in new techniques, or in new skills 
required for their current positions, or in legal matters. 

• The training and promotion system discriminates against women. 
• The college of Police Science should be made independent of the police as a tertiary 

institution, able to establish its own curriculum and to promote excellence in police 
science. 

 
 In recent years, the police has begun to reform its training programs. A working 
committee formed at the police headquarters has evaluated training programs and designed a 
new integrated curriculum for police education, as well as a curriculum for each police training 
institution. The whole training framework needs to be adjusted to reengineer the police force 
from a low-skilled state security agency into a community-based, skilled, and knowledgeable 
law enforcement agency. 
 
 Police headquarters has also developed a program to send its officers to domestic and 
foreign universities. This program has not been as popular as expected. Time spent in training 
is time away from promotion opportunities, and graduates still have to undergo the formal 
promotion training to be promoted. University graduates, moreover, tend to be given positions 
as “experts” in police headquarters, away from more lucrative field positions. Besides the 
university training program, police headquarters also runs programs of cooperation with foreign 
police institutions to improve particular skills.  
 

6. Police Performance 

 Public perceptions rank the police as the poorest major public institution serving the 
community (Partnership for Governance Reform in Indonesia 2002). Amid the multitude of press 
stories of poor service, stories of quality police work such as the inquiry into the Bali and 
Marriott terrorist attacks are exceptions to the general rule. This section reviews police 
performance in two priority areas of responsibility: (i) fighting corruption, and (ii) providing for 
public order. 
 

a. Fight Against Corruption: Outside and Within the Police Force 

 The fight against corruption is officially a high priority for the police. A presidential 
instruction of October 2001 calls on the POLRI chief and the attorney general to report monthly 
on the progress in handling corruption cases. The police chief has instructed all chiefs of 
regional police to handle at least one case of corruption a month. The Directorate for Crimes of 
Corruption, established as part of the restructuring that took place in 2000, initiated 
                                                 
80  Interview with Dr Hafid Abbas, director general for the protection of human rights, January 2002. 
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investigations into 31 corruption cases during the first 10 months of 2001. These corruption 
cases meant a loss for the State of about Rp3.9 trillion ($45 million). However, several cases 
have not yet been completed.  
 
 One problem is that the priority appears to be the recovery of state money from those 
suspected of corruption and not law enforcement including bringing the guilty to justice.81 One 
reason for this is the strained relationship between POLRI and AGO. The attorney general is 
authorized to investigate and to prosecute cases of corruption; POLRI can only investigate, and 
must hand over their findings to the attorney general. The rejection of police findings in more 
than a few cases by the attorney general has fueled mistrust between the two agencies. The 
two institutions work in parallel rather than together on corruption cases, with the attorney 
general making investigations to enforce the law, and the police to recover funds. As of 2004 
the Commission for Eradication of Corruption (KPK) is also empowered to investigate and 
prosecute cases of corruption while the overlapping mandates of the police and prosecutors 
have not been changed. 
 
 The national Corruption Crime Directorate in police headquarters has only 40 operative 
officers assigned to combat corruption and a yearly budget of Rp160 million ($18,400)—far from 
enough to cover salaries and operational expenses including investigation, administration, and 
special expenses like renting space to store evidence.82 The tiny budget does not reflect the 
priority ostensibly given to the fight against corruption. To pay for operations, the corruption 
crime units depend on rent-seeking, that is, the key police force against corruption must of 
necessity resort to corrupt methods of funding. 

 
 Provincial police establishments have on average 10 operative officers assigned to 
corruption cases. At the district level, in theory, a special crimes unit handles corruption cases. 
These units lack qualified personnel. In fact, in the whole POLRI, there are only a handful of 
trained accountants and none of them work in corruption units. POLRI relies completely on 
BPKP for help in investigating corruption cases. 
 
 Reflecting limited resources and conflicting priorities, investigations of corruption cases 
have generally been initiated by neither police investigations nor reports from audit authorities, 
but by reports in mass media or complaints lodged by NGOs. To improve its capacity to initiate 
investigations into alleged cases of corruption, POLRI has signed a memorandum of 
cooperation with BPKP, with the following provisions: 
 

• BPKP will deliver the results of their audits to the police for investigation, identifying 
suspected cases of corruption. 

• The police will ask for expert audit assistance from BPKP in carrying out their 
investigations. 

• BPKP will support the police in calculating financial losses due to corruption. 
• The police will provide security for BPKP staff carrying out investigations on behalf of 

the police. 
 

 This arrangement is intended to make the police more active and capable in pursuing 
corruption cases. But it is clearly a transitional arrangement at best. Under the arrangement, 

                                                 
81  Interview with the late Bakat Purwanto, director for corruption crime, Detective Corps, Directorate General for 

Investigating of POLRI, Jakarta, 26 November 2001. 
82  The Corruption Crime Directorate consists of four sub-directorates, which deal with corruption in government 

funds, state enterprise funds, financial institutions, and international development funds. 
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BPKP, not the police, would identify priorities for follow-up. The reforms in the public audit 
function recommended in Chapter 4 suggest the possibility of transferring some BPKP 
professional staff to the police, to increase its capacity to investigate cases of corruption. This 
would allow for the police to develop their capacity to fight corruption. 
 
 Many corruption cases involve state officials. As mentioned previously, state officials 
have a certain degree of immunity from investigations. No state official can be investigated 
without prior approval from the president (for national and provincial officials) or the governor 
(for regency and city officials). This immunity greatly hampers, delays, and politicizes 
investigations. By the time approval is given, evidence and funds could well be lost. 
 
 Members of the police force have been guilty of corruption to the extent that citizens are 
generally reluctant to report crime to the police or to seek their help. The problems are often 
those found in other public agencies: insufficient budget, restrictive personnel practices, and 
poor and misdirected training and management. Corruption is in fact institutionalized. Examples 
of corruption and malpractice cited by the police—dereliction of duty, misuse of operational 
funds, extortion, bribery in criminal cases, bribery and nepotism in appointments and 
promotions, protection of gambling and prostitution, and debt collection (often for usurious 
lenders)—are all common among police units and police officers across the country.83 Table 10 
shows examples of police corruption. 
 

Table 10: Modes of Police Corruption 
 

Process Corrupt Method or Tactic 

Pre-investigation In drug cases, money is paid at the scene of the crime and no further investigation takes 
place.  
Money is paid to the police officer making the arrest, after bargaining, which usually takes 
place inside a vehicle. 

Investigation At an early stage of the investigation, usually before a change of shift, officers offer to settle 
the case while it is still new and has not been formally noted and filed. After the amount is 
agreed upon the money is given to the investigator in the investigation room or placed inside 
an envelope left at the investigating office. The next day, the defendant is released, as agreed.  

Inspection and 
Preparation of 
Investigation 
Report 

The officer responsible for making the investigation report is paid to change some details in 
the report like details of evidence (a chopping knife becomes a screw driver) or the comments 
of witnesses. Serious violations become less serious.  Money is paid to the officer 
investigating the case while the investigation report is being prepared in the same room. 

Submission of 
Investigation 
Report to 
Judiciary Office 

The defendant offers to pay the investigators and the district prosecutor responsible for the 
case to have the severity of the investigation report reduced. The police and the prosecutor 
conspire in this. 

Source: Indonesian Corruption Watch (2002). Lifting the Lid “Judicial Mafia”.  
 
 Table 11 shows some officially sanctioned revenues that exist but do not appear 
anywhere in the police budget. As with other public agencies, off-budget arrangements partly 
reflect insufficient budget funding at the same time as they provide opportunities for corruption. 
Anecdotal evidence indicates that police or police-owned businesses, as in the case of the 
military forces, may be active in smuggling (of tin, arms, and subsidized fuel), in trafficking and 
in illegal logging (Barber and Talbott 2001). 
 
 
                                                 
83   Workshop in November 2001 arranged by the Indonesian Police Watch.  
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Table 11: Costs of Police Corruption 
 

Form of Manipulation Estimated Amount 
Siphoned Off 

Notes 

Registration and 
Identification of Vehicles 

Rp1,600 per STNK Around 700 vehicles are registered and 
identified monthly. The money is distributed 
among senior police officers. 

Extension of Vehicle License  Rp1,400 per STNK About 1.5 million vehicle licenses (cars and 
motorbikes) are extended monthly. The money 
is siphoned off by police officers. 

Extension of Vehicle License 
of Luxury Cars (every 3 
months) 

Rp3 million per unit About 120,000 luxury cars are involved. The 
money is never transferred into the state 
budget. 

Issuance of Driver’s License Rp197,500 per license The official cost of a driver’s license is 
Rp52,500. In fact, one has to pay Rp250,000 to 
have the license issued. 

Bribes in Police Recruitment  Rp30 million Every year around 600 new members of the 
police force are recruited from among high 
school graduates.  

STNK = certificate of vehicle registration. 
Source: Indonesian Corruption Watch (2002), Lifting the Lid “Judicial Mafia” 
 

 
 Selling and buying positions and promotions must be considered a serious form of 
corruption, since it institutionalizes all other forms of corruption. Anecdotal evidence indicates 
that families with connections may have to pay Rp10 million to enroll their child in police school, 
and others have paid up to Rp40 million, which represents several years’ salary.84 Those who 
demand payment from candidates for appointments and promotions significantly contribute to 
the corruption of police operations in Indonesia. 
 

b. Public Order 

 The capacity of the police to handle breaches of public order and security is 
overstretched. The police can mobilize forces of thousands to control demonstrations when 
needed, with the help of greatly improved crowd control techniques. But in more isolated 
regions, press reports indicate that the police readily fall back on repressive methods or side 
with parties in communal conflicts. The capacity of bomb disposal squads has improved 
considerably. However, before the terrorist attack in Bali on 12 October 2002, the police had 
successfully investigated only 3 out of 13 bombings in Jakarta. Only the operatives were caught; 
those behind the bombings could not be identified. Since the Bali bombing, progress has been 
made in several investigations of terrorist acts, including the so-called Christmas bombings of 
2000. Such progress was made possible by the improved professional independence of 
investigators resulting from the Bali terrorism probe. In recognition of this improved 
professionalism, I Made Mangku Pastika, the chief investigator, was named Asian Newsmaker 
for 2002 (Time Magazine, 30 December 2002-6 January 2003). 
 
 Table 12 shows the rate of common crimes reported to the police in the capital city of 
Jakarta. The figures indicate crime rates for 2001, 2002, and up to mid-June 2003. However, 
there is no information available as to what extent the police has solved these reported crimes. 
 
 
                                                 
84  Interviews with families of candidates. 
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Table 12: Most Frequent Crimes in Jakarta 
 

 2001 2002 As of 12 June 
2003 

Burglary 2,647 2,546 802 
Theft 5,093 4,567 2,565 
Aggravated assault 1,225 1,372 530 
Homicide 73 76 30 
Vehicle theft 6,466 6,180 2,552 
Arson 421 489 171 
Gambling 248 400 183 
Extortion 524 594 223 
Rape 89 107 50 
Drug trafficking 1,831 2,642 1,134 
Juvenile Delinquency 60 49 20 
TOTAL 18,677 19,011 8,332 
Source: Jakarta Post, 20 June 2003, City Police. 

 
 Until recently, the police has been unable to file criminal charges against military 
personnel, despite their being subject to general criminal law. Each time members of the military 
were suspected of involvement in a criminal case, the military police had to be called in. This 
hampered investigations. The 2002 Police Law changes that. It would seem that evidence of the 
widespread involvement of military personnel in criminal activities and the attacks made by army 
officials on police in different parts of the country have stirred the police into revising their 
strategies and priorities. 
 

7. Police Oversight 

 Despite widespread criticism of police performance and behavior, Indonesia has given 
little attention to the mechanisms for police oversight, an essential component of a well-
functioning policing system. At the national level, the Ombudsman Commission and DPR are 
currently the most important oversight institutions. The Ombudsman’s office is relatively small, 
and formal oversight procedure in DPR is still weak. In Indonesia police performance is instead 
monitored actively by NGOs, for example, by an organization called Indonesia Police Watch. 
These NGOs need strengthening, particularly since local police watch organizations so far exist 
in only a few regions.  
 
 There have been calls to decentralize the police and place it under the supervision of 
DPRD in the regions. However, the reorganization of the police in the past few years has in fact 
increasingly centralized the police force. The decentralization of the police was not considered 
in preparing of Law 22/1999, as the police was then a force for national security, an exclusive 
function of the central state. But the possibility of decentralizing or devolving at least part of 
police work, to improve police performance and facilitate monitoring, is now being debated. This 
report, however, stops short of recommending either decentralization or continued national 
control of the police. International experience shows that both approaches can work and both 
can also fail.  
 
 Some locally based oversight of the police in a country as large as Indonesia can 
nonetheless be safely recommended. If the police force is to remain a central government 
function, then agreement should be reached on the relationship between provincial and district 
police, on the one hand, and regional ombudsmen and the regional DPRD, on the other. It is 
recommended that regional ombudsmen be empowered to deal with complaints against police 
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activities in the regions, and that regional police be required to submit regular disclosure reports 
to the DPRD. Developments in this direction should be and already are part of the efforts of the 
Partnership for Governance Reform to improve the police and to establish oversight functions in 
the regions. 
 

8. Management of Police Reform  

 The 2002 Police Law, intended to modernize the police system, still needs to be 
improved. However, at the end of the day, the quality of daily police work depends less on the 
Police Law and more on police management, recruitment and promotion, training, funding, 
transparency, and oversight. This assessment recognizes that there is a reform lobby within the 
police, and that the leadership has placed well-qualified officers in charge of planning change.  
Box 10 provides a summary of their conclusions regarding the future direction of reform of the 
Indonesian police. 
 

 
Box 10: Criteria for a Well-Functioning Police Service in Indonesia 

 
 Not security, but law and order and law enforcement 
 Presence and prevention; patrolling in small units 
 Accessibility and availability; work with communities 
 Protection and service to citizens and businesses 
 Tough selection process and good vocational training 
 Professionally trained specialist squads 
 Assignment of women police to crimes where women are victims 
 Adequate budget 

 
Source: Biro Pembinaan Hukum, Mabes Polri (2000). Standar Internasional Kepolisian dan 

Kejaksaan. 
 
 The police force of Indonesia cannot change from a security force to a law enforcement 
agency (and a firm partner to communities) unless stakeholders from civil society are also 
involved in the process of police reform. Working committees investigating training needs will 
not be able to recommend appropriate changes in curricula without a strategic plan defining 
long-term role changes. The new police law and the structural changes that have been adopted 
are not enough to provide policies for this sort of change. It is recommended that proposals for 
reform of the police be officially solicited from outside the police force and discussed within the 
force in a structured program, and that a new law specifying police reform policies be drafted 
within a given time frame. Given its present involvement in police reform, the Partnership for 
Governance Reform is ideally suited to the task of supporting such an initiative.  
 
C. The Public Prosecution Service85 

1. Introduction 

3. The attorney general is responsible for assuring that those accused of crime are brought 
before the courts and that evidence against them is fairly and fully presented. The prosecution 
service is thus a critical component in the chain of law enforcement and justice. Like the police 
and the courts, however, this prestigious institution is widely criticized for failing to bring about 
justice. The poor quality of prosecution was shown in highly publicized cases such as those 

                                                 
85  This review is substantially based on ADB (2001d) unless otherwise indicated.  
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related to human rights abuses in East Timor in 2003 as well as in corruption cases against high 
officials such as that before the Supreme Court. 
 
 During the Dutch colonial era, public prosecution services were run locally within the 
colonial home affairs structure in the office of the assistant resident in each regency. In World 
War II the occupying Japanese force combined the public prosecution service with criminal 
investigations and centralized these under the Ministry of Justice. They were separated in the 
First Working Cabinet in 1958, when the position of attorney general was established. The first 
law on criminal procedure was issued in 1981 (Law 8/1981), transferring criminal investigation 
from the attorney general to the police, except for investigations of the special crimes of 
corruption, smuggling, and subversion. 
 

2. Authority 

 Currently, Law 5/1991 describes the role of the public prosecutors in Indonesia and the 
scope of their authority. It establishes the Attorney General’s Office (AGO) as the public 
prosecution service at the national, provincial and district levels and as the only institution 
charged with the prosecution process in the courts. Article 27 defines the following general 
functions for the Attorney General’s Office: 
 

(i) prosecuting criminal cases, 
(ii) legally representing the Government in civil and administrative cases, 
(iii) supervising release on parole, 
(iv) compiling case dossiers in coordination with investigators, 
(v) promoting the awareness of law within the society, 
(vi) keeping organizations that could endanger the society or the State under  

surveillance,  
(vii) preventing the misuse or blasphemy of religion, and  
(viii) conducting research and development on law and criminal statistics. 

 
 The Attorney General’s Office has the following specific roles and authority. 
 

(i) determining law enforcement and justice policies within its jurisdiction, 
(ii) coordinating the handling of certain criminal cases with other agencies,  
(iii) prosecuting and advocating cases in the public interest,  
(iv) requesting appeals to the Supreme Court, 
(v) submitting legal advice to the Supreme Court, 
(vi) presenting legal advice to the president with respect to petitions for the remission 

of the death penalty, and 
(vii) prohibiting particular persons from entering or leaving the country because of 

their involvement in crime. 
 

a. Organization 

 Despite the decentralization of most government services on 1 January 2001, the public 
prosecution service remains centralized. At the national level AGO manages regional offices 
and handles the largest and most important cases. In 2000 it handled 500 cases. There are 26 
provincial offices86 administering the public prosecution service in the provincial high courts and 
handling more difficult cases (the Jakarta office handles more than 4,000 cases per year), 

                                                 
86  Provincial prosecution offices have yet to be created in the provinces established after 1999. 
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besides supervising district prosecution service offices within their jurisdiction. There are 243 
district prosecution service offices, and 139 branch offices, all of them administering prosecution 
in the district courts. There are 5,600 public prosecutors and 11,000 support staff members.  
 
 Organized on the generic department model, AGO is complex and rigid. Like all other 
departments, regardless of function, the AGO head office has seven layers of management, 
more than 280 structural (management) positions and a total staff of around 2,200 (20% of the 
total personnel in the national prosecution services). Provincial offices have six layers of 
management. The structure is uniform regardless of differences between regions in size or 
types of crime to be prosecuted. At the district level, there are two organizational options and 
one model for branch offices. Branch offices come under the head of the district prosecution 
service office, and have four layers of management. This gives the appearance of some 
flexibility at the lowest level, but the slow and rigid process of change in organizational 
structures prevents the organization at any level from adjusting to changed needs and 
demands. 
 
 Management positions are attractive because of their additional allowances and 
command over cases, opening up possibilities for additional income. The skills required for 
management positions are not defined, so candidates are not necessarily selected on the basis 
of their skills or the needs of the organization. Normally prosecutors maintain their prosecution 
workload even when they assume management positions. The result is poor management and 
inefficient administration.  
 
 The prosecution service is centralized, and the organizational culture militaristic. Military 
officers held most key positions at AGO and at the provincial offices during the New Order, and 
still have a significant presence in the service. The attorney general appointed by Abdurrahman 
Wahid in late 1999 was the first civilian to hold the position. Members of the prosecution staff 
wear military-like uniforms, and conduct military-like parades and ceremonies, as in many other 
civil service institutions. All decisions must be approved by superior officers, and more important 
cases by the attorney general himself. Almost all guidelines for prosecutors require strict 
adherence to rigid procedures, with little scope for professional independence.  
 

b. Budget 

 The State does not provide enough funds for running the public prosecution service. 
Therefore, each level of the service organizes off-budget revenues. While there is a clear 
indication that these are budgeted (to determine how much goes to operational costs and how 
much to additional allowances to staff) there is no formal record of these revenues or the costs 
they are meant to cover, and no formal accountability for them. District prosecution service 
offices have hardly any involvement in budgeting or planning for their own activities, and are not 
involved at all in policy making. 
 
 As recorded elsewhere in this report, a mismatch between operational costs and 
received budget revenues leads to rent-seeking. Relying on off-budget revenues has far-
reaching consequences for the organization. First, it institutionalizes corruption, undermining the 
very purpose of the prosecution services of promoting law and justice. As long as the services 
continue to rely on off-budget revenues, no reforms can succeed. Second, performance cannot 
be accurately reviewed if major parts of the financing are unknown. 
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c. Professional Independence 

 Law 5/1991 on the public prosecution service does not clearly call for the independence 
of prosecutors. Rather, it reinforces the view that the service is part of Government and 
prosecutors are civil servants who owe allegiance to the State. Public prosecutors were required 
to support the then ruling Golkar party for 3 decades. The independence of the public 
prosecution service does not mean that the attorney general should not be part of the 
Government. It means that each prosecutor should have the autonomy to manage cases 
according to professional standards, as indicated in Box 11. 

 
Box 11: Standards for the Role, Professionalism,  

and Independence of Public Prosecutors 
 
Qualifications 
 Prosecutors should be appointed on the basis of their qualifications, which should include integrity as well as 

ability. 
 Prosecutors should be appropriately educated and trained, and should be aware of the ideals and ethical 

duties of their office, the rights of the suspect and the victims under the Constitution and the law, human 
rights, and fundamental freedoms. 

 Prosecutors must conduct themselves in a manner that will maintain, promote, and defend the interest of 
justice. 

 
Role 
 Prosecutors are not servants of the government or of individuals; they are servants of justice. 
 Prosecutors have the ethical obligation of protecting the innocent and convicting the guilty, guarding the 

rights of the accused, and enforcing the right of the public. 
 
Professionalism 
 Prosecutors should discharge their obligations with professionalism—with expertise (technical knowledge 

and skills), autonomy (freedom from inappropriate political interference or pressure), and integrity 
(commitment to fairness and justice). 

 
Source: ADB (2001d) 
 

 
  The prosecution service has little independent discretion in cases involving the military. 
A high proportion of criminal cases dealing with large-scale corruption, illegal logging, 
smuggling, and human rights violations in fact involve the military or its individual members, but 
the prosecution services will touch few such cases. Those that are actually brought to trial are 
often dogged by questions of fairness.  
 

d. Reforms 

 By itself AGO cannot go far in reforming the prosecution service. Some key aspects of 
reform are beyond its jurisdiction. Restructuring the service requires the approval of MenPAN, 
which, after more than 10 years of promoting a policy of flatter structures, still has no models of 
departmental structure other than that currently used. The most senior personnel of the office 
are appointed by the president. The institutional reform of the public prosecution service 
therefore depends on the political will and leadership of the president, and on coordination 
between several ministers and DPR. 
 
 Structural changes in the public prosecution service must be based on the separation of 
management and prosecution services at the head office and in provincial offices. The head 
office should act as a policy and management center, separate from offices for prosecution of 
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cases. The role of the provincial office should also be partly managerial. It should supervise and 
coordinate the implementation of policy in the district prosecution service offices, and give 
prosecutors the professional independence they need to prosecute cases effectively and justly. 
An appeal to a higher court should not require handing the case over to new prosecutors unless 
a formal review indicates that the prosecutor did not properly handle the case. 
 

3. Accountability of Public Prosecutors 

 There are growing pressures from the public to make AGO accountable for establishing 
the supremacy of law.  Civil society organizations have emerged specifically to monitor cases 
handled by AGO. 
 
 Public accountability can be increased in several ways. 
 

• Case reviews. This report calls for the reestablishment of case reviews in each 
public prosecutor’s office to improve not only the quality of cases presented to the 
courts but also internal accountability. 

• Transparency in procedures and basis for decisions. Prosecution procedures 
must be simplified, worded in more accessible language, and readily available to 
those dealing with the prosecution of cases. 

• Transparency in case management. Information about the progress of cases and 
planned action should be made publicly available. 

• Complaints service. The Ombudsman’s Office in Jakarta is too far away from most 
regions. A complaints service should be available locally. Arrangements between 
regional prosecutors’ offices and regional ombudsmen would be one option for such 
a service. 

• Reporting of management and expenditure reviews. The prosecution service at 
national and regional levels should report on their management and their 
expenditures. Regional offices could report yearly to the public through DPRD. 

• Working with NGOs. Special efforts will have to be made to rebuild relations 
between prosecutors and NGOs, which have been strained by the many outstanding 
and unresolved cases. NGOs could then help prosecutors to be more accountable. 

 
4. Management of Reforms in the Public Prosecution Service 

 Reformists in AGO are trying to develop an effective public prosecution service. The 
reform effort must, however, be directed from a higher level, as effective reform is dependent on 
 

(i) keeping the budget in balance with operational expenditures; 
(ii) Improving the prosecution process and the organization of staff and work; 
(iii) changing the organization from one based on the departmental model to one 

based on the professional integrity of each prosecutor; and 
(iv) coordinating the reforms in the service with reforms in the whole chain of law 

enforcement and justice. 
 
D. The Commission for Eradication of Corruption 

 Law 31/1999 provides for the establishment of the Commission for Eradication of 
Corruption (KPK). Law 30/2002 on KPK sets out KPK’s institutional design and legal 
jurisdictions and elaborates on the preparations and procedures necessary for its establishment. 
KPK was formally established late in December 2003. According to Article 6 of Law 30/2002, 
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KPK’s responsibilities include (i) coordinating with and supervising agencies having authority to 
eradicate corruption; (ii) conducting investigations, interrogations, and prosecutions in 
connection with corruption; (iii) taking steps to prevent corruption; and (iv) monitoring the 
functioning of state institutions. Article 11 of the law states that KPK is authorized to conduct 
examinations, investigations, and prosecutions for corruption cases that (i) involve law 
enforcement officials, judiciary personnel, state officials, and any third party related to alleged 
corrupt activity committed by such officials; (ii) provoke public anxiety; and (iii) involve a 
minimum state loss of Rp1 billion. KPK will have four divisions: (i) Prevention Division, (ii) 
Prosecution Division, (iii) Information and Data Division, and (iv) Internal Supervisory and Public 
Complaint Division. KPK’s mandate covers Indonesia nationwide. While KPK will be 
headquartered in Jakarta, KPK may also form offices in provinces. Five commissioners, of 
which one will be elected chairperson, will collectively lead KPK with a four-member advisory 
team and executive staff. The Commission for Audit of the Wealth of State Officials (KPKPN) 
will merge with KPK and serve as KPK’s Prevention Division.  
 
 Anticorruption efforts are particularly important in the decentralization of responsibilities 
within most government sectors that took place in 2001. Today, district governments are 
responsible for major public functions, including education and health and urban or rural 
development. However, in most cases, district governments’ capacities to deal with their new 
responsibilities are low, and safeguards to prevent corruption are not in place. Within this 
context, KPK will assume a crucial role in spearheading a strategy for tackling corruption that 
brings together credible initiatives already started across Indonesia, through a well defined 
strategy or “road map.”  Developing this will be an important initial task for KPK. 
 
 According to Article 9 of Law 30/2002, KPK shall in the future be able to take over from 
the police and from public prosecutors corruption cases that meet the criteria defined in the law. 
The law even stipulates in its transitional provisions that KPK shall take over ongoing cases; 
however, these provisions do not necessarily coincide with regulations governing other 
authorities. How to develop legal and practical arrangements for the transfer of cases in a way 
that will be accepted by institutions involved will be a delicate task that KPK will have to deal 
with at an early stage. Other provisions in Law 30/2002 also may conflict with provisions in other 
legislation. For example, KPK is empowered to request certain information from state 
institutions, but there seem not to be corresponding provisions obliging these institutions to 
disclose the information requested. Similarly, the law authorizes KPK to request the suspension 
of a state official involved in a corruption case. But as long as higher officials continue to be 
protected from investigation and prosecution under civil service regulations, such provisions will 
turn out to be void in practice. These kinds of regulatory conflicts in Law 30/2000 merit an 
analysis that would lead to proposals on how to harmonize other laws with Law 30/2002.  
 
E. Other Law Enforcement Institutions 

 In addition to KPK there are central institutions assigned to law enforcement and in 
some cases even prosecution tasks. A range of state auxiliary bodies has been established with 
mandates that include law enforcement. These include KPKPN, to be merged into KPK; the 
National Ombudsman Commission (KON); the National Law Commission (KHN); and the 
Commission for the Eradication of Money Laundering (PPATK).  
 
 Further, three agencies of regional government are involved in law enforcement. 
 

• Regional Regulation Enforcement Agency (PPP) enforced regional regulations 
during the early Soekarno period and has been reintroduced by regional 
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governments in recent years. As more government functions are decentralized, 
regional governments will be passing many more regulations that will need to be 
enforced, and the role of PPP will increase. From daily press reports, PPP 
apparently being used by the regional governments solely to enforce order on their 
behalf. They must be transformed into modern law enforcement agencies. 

• Regional governments have operational divisions for traffic management and 
transport. In most regions, these divisions include field personnel who are also 
authorized to control traffic. In Jakarta, some are provided with side arms. 

• An organization providing some security functions in villages, was originally 
domiciled in MoHA with offices at the national, provincial, district, and kecamatan 
levels, but has since been decentralized. 87 

 
F. Law Enforcement Reforms  

1. Conflicting Roles of Institutions 

 Law enforcement in Indonesia is a linear process, from the detection of potential crimes 
to the sentencing of the perpetrators, in accordance with Law 8/1981 on criminal law 
procedures. The quality of prosecution work depends much on the quality of the investigation. 
The prosecutors are therefore justified in requiring adequate investigation and documentation 
from the police. 
 
 The refusal of public prosecutors to relinquish their long-held control over investigations 
leads to long delays in the completion of dossiers, which often go back and forth between the 
prosecutors and the police. Their rivalry is reinforced by the corrupt practices and off-budget 
funding of both institutions. Investigations of corruption may well be an important source of illicit 
revenues for the investigating institution.  
 
 Part of the current problem is institutional. As reported above, AGO was responsible for 
investigations until 1981, and still retains (overlapping) investigative powers in cases of 
corruption. AGO and the police have not yet adjusted to the internationally recognized division 
of authority and proper coordination between investigation and prosecution in such cases. In 
addition, the recently established KPK has the mandate to both investigate and prosecute in 
cases of corruption. This mandate has been given to KPK without any corresponding change in 
the mandates of the police and AGO. 
 

2. Conclusions 

 A reform strategy should include the whole chain of law enforcement. The overall policy 
for the sector and the reform strategies for the police and the prosecution service should be 
developed with the participation of stakeholders—especially the public at large. As the reforms 
will necessarily entail improved institutional and financial conditions, MenPAN and MoF should 
be represented, to agree to fundamental changes in institutional models and budget provisions. 
Because the reforms will displace deep-seated vested interests, they will be strongly resisted. 
Strong leadership must be exercised to assure that the goals of reform are achieved. 
 
 
 

                                                 
87  Also worthy of note is Satpam, an organization created and run by retired police officers to provide trained 

security guards to businesses and the community. 
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Table 13: Findings on Law Enforcement 
 

Issue Findings Actions to Be Taken 
Police 

Separation from 
Security Forces 

The police has recently been made 
independent of the security forces, but 
the security culture still prevails. 

Change the culture through a multifaceted 
effort, primarily though changes in basic 
and professional development training. 

Further amend the law, to reinforce the 
principle of law enforcement. 

Departmental 
Structure 

On being separated from the military, the 
police was restructured according to the 
departmental model of organization. A far 
greater number of senior positions were 
created, particularly at the national level. 

Design an effective police organization 
without using an organization model from 
the National System of Administration or 
the military. 

Design and implement administrative 
reforms to allow appropriate organization. 

Fight Against 
Corruption 

Very few cases of corruption are 
investigated. Anticorruption units are 
under funded, and they fight corruption 
with corruption. Rather than enforcing the 
law, they profess to be returning funds to 
the State. 

Provide better funding for the investigation 
of cases. The principal function should be 
law enforcement. Inter ministerial effort 
needed for better working relations with 
AGO. 

Corruption in the 
Police 

Corruption is institutionalized, starting 
with hiring and promotions. 

Make a concerted effort to fight corruption 
in hiring and promotions. 

Make budgeting more effective to 
eliminate the need for off-budget funds. 

Public Security 
Issues 

The capacity to handle crowds and civil 
disturbances has improved somewhat in 
main cities and in front of the media. In 
isolated areas, the police are frequently 
accused of abuses in handling civil 
disturbances. 

Require the regional commands to 
exercise greater accountability and 
provide better training in less repressive 
security methods. 

Numbers of Police The numbers of the police are low by 
international standards. 

Give priority to improving the training of 
the police force and to increasing the 
number of women recruits. 

Gender Issues There are few women police, especially 
outside the major cities, and few women 
officers. 

Implement gender mainstreaming 
programs. 

Police Training Basic training is too short and does not 
teach recruits how to protect the public 
and enforce laws. 

Time spent in training is generous, but 
the training is not geared to skills 
development or specialization. 

Provide longer basic training and redirect 
it to effective police practice. 

Reduce structural training while increasing 
functional training in skills and 
specializations. 

Make the College of Police Science an 
independent tertiary institute of police 
science. 

Oversight There is no local mechanism for police 
oversight. 

Develop a form of reporting to the public 
through local DPRDs to support 
accountability. 

Supporting 
Agencies 

There is a large number of supporting 
institutions with overlapping jurisdictions, 
especially at the local level. 

Make a further study of the effectiveness 
of PPP and agencies operating in villages. 
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Issue Findings Actions to Be Taken 
Reforms The police is working with the 

Partnership for Governance Reform. 
Expedite the reform program. 

Public Prosecution Service 

Organization and 
Culture 

A department as defined in the 
Indonesian National System of 
Administration is not a suitable model for 
the public prosecution service, and the 
militaristic culture is inappropriate. 

Reorganize to provide each prosecutor 
with more professional independence and 
accountability, as well as effective 
professional support. 

Budget Dependence on off-budget resources 
leads to institutionalized corruption. 

Remove off-budget revenues and provide 
an adequate budget. 

Accountability Lack of action in enforcing the law and 
against corruption and human rights 
abuses, particularly in the many cases 
where the prosecution appeared 
halfhearted, has given rise to 
widespread public demands for greater 
accountability and for prosecutors who 
will prosecute cases in the public 
interest. 

Implement recommendations from ADB’s 
governance audit to improve the 
accountability of prosecutors. 

Training The culture and standards of 
performance indicate that training is not 
directed toward creating a modern 
professional prosecution service. 

Make a further study of needed reforms in 
training.  

Reform Reform cannot come from the 
prosecutor’s office alone. The 
coordinating minister has begun a reform 
initiative in various ministries in the 
justice system, with the prosecutor’s 
office as an active member. 

Require MenPAN and MoF to participate 
in the reform program to assure reforms in 
institutional structures and budgetary 
practices 

    AGO = Attorney General’s Office, DPRDs = Regional Representative Council, PPP= Regional government police forces  
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VIII. THE JUDICIARY AND THE COURTS 

A. Introduction 

 The judiciary refers to those judges who serve in courts of justice: the ultimate decision 
makers in the chain of justice. Under criminal law, the police and the prosecutors bring accused 
criminals to the courts for judges to determine whether they are indeed guilty, and if so what 
penalty is appropriate under the law. Under civil law, parties who believe they were injured by 
other parties can bring these matters to the court for judges to determine whether harm has 
been done and what recompense is appropriate under the law. The decisions of the judges are 
binding on the parties. To assure fairness, the parties in a case may appeal against a decision 
of a court, if they have a reasonable basis in law or in fact for considering the first decision to be 
unfair. And where the decision of the appeal is considered unfair on a matter of legal principle, 
they can bring the matter first to a high court and then to the Supreme Court, where justices 
determine the proper interpretation of the law. 
 
 In a democracy, the judiciary determines how the laws are to be interpreted and applied. 
Successful democracy requires a judiciary with the highest level of integrity, independent of any 
influence. Ultimately, it is the integrity of the judiciary and effectiveness of the courts that assure 
good governance and effective democracy. Indonesian law sets the standards for administration 
of justice—for honest, objective, and fair justice; delivered in a way that is simple, fast, and 
inexpensive (Law 14/1970 on the Judiciary and the Courts). 
 
 A good justice system empowers otherwise helpless and vulnerable persons, and hence 
is central to the fight against poverty. Research indicates a close relationship between the level 
of economic development and the rule of law. Unfortunately, the justice system in Indonesia is 
considered to lack many of the qualities needed to support development in the country. In 
particular, it is commonly agreed that foreign investors are reluctant to invest and the economy 
thus continues to stagnate because of poor performance of the judiciary and the courts.  
 
 This chapter describes Indonesia’s judiciary and the court system, court proceedings 
and caseloads, and the administrative support system within the courts. It provides analysis on 
some problems in the judicial sector and proposals for improving the administration of justice.  
 
B. The Judiciary in the Reformasi Period 

 Serious initiatives to reform the court system date back almost a decade. The GBHN of 
1993 placed emphasis on legal development, and as a result Bappenas initiated a program to 
prepare a comprehensive plan for the sector. Part of this initiative was a diagnostic assessment 
of legal development in Indonesia, funded by the World Bank, which produced its final report in 
1997 (Ali Budihardjo et al 1997). The recommendations of the study led to Law 35/1999 on the 
Court System, which was passed relatively early in the reform period. 
 
 To promote legal reforms, the government of Abdurrahman Wahid established the 
National Law Commission.88 Three of its sub-commissions are responsible for 
recommendations on judicial reform. Of those, one examines ways to improve the capacity of 
the justice system, including the professional development of judges and court clerks and 
reform of the Supreme Court. Another sub-commission focuses on the problems of criminal 
justice. The third scrutinizes education, accreditation, and discipline in the legal professions.  

                                                 
88  http://www.komisihukum.go.id/ 



  108 

 The Indonesian Institute for Independent Judiciary completed in 2003 a detailed 
performance audit of the Supreme Court, and its draft final conclusions, accepted by the 
Supreme Court, have been published under the name of Blueprints on Long-Term Institutional 
Reforms. The Blueprints focus on financial management, human resource management 
including career development for the judges, and on the establishment of the Judicial 
Commission. It serves as a framework for all reform efforts targeting the Supreme Court. A team 
has been established within the Supreme Court for implementing the Blueprints. Previously, the 
management of the courts was divided between two roofs—the Supreme Court and the Ministry 
of Justice and Human Rights. Law 35/1999 places management under one roof in the Supreme 
Court and this provision was implemented as of 1 April 2004. 
 

The constitutional amendment of November 2001 provides for a Judicial Commission 
and a Constitutional Court. The Judicial Commission will deal with proposals for supreme court 
appointments and with judicial ethics issues. The Commission is not yet established as the 
required legislation has not been finalized.  
 
 The nine-member Constitutional Court, established late 2003, has made an impressive 
kick-start by a March 2004 ruling on Article 60 of the 2003 Election Law, which prohibits former 
Communist Party (PKI) members from standing for office. Eight justices agreed that the 
prohibition contradicts constitutional provisions against discrimination. This therefore renders 
Article 60 no longer valid. The ninth justice, a retired three-star army general, dissented, 
claiming that the Constitution empowered parliament to legislate such matters. Reactions to the 
ruling were generally positive. 
 
 The immediate practical implications of the decision for the 2004 elections are nil: 
parties’ candidate lists were already formed at the time of the ruling, and very few former 
communists would be in positions to become candidates in any event. Symbolically, however, 
the decision is a major landmark in Indonesia’s movement away from an authoritarian past. But 
perhaps the episode’s most significant aspect is that the Constitutional Court has proven its 
ability to address a controversial subject and win acknowledgement from most quarters.  
 
C. The Court System 

1. The Different Types of Courts 

 The court system is based on Article 24 of the Constitution, which establishes the 
Supreme Court as a high institution with all other courts subordinated. Indonesia follows the 
continental European tradition of justice. Each court is made up of benches, or panels of judges 
(majelis), with a more senior judge as the chairman of each. There is no jury. Figure 8 shows 
the jurisdictions and levels of courts, and includes some data on the number of each type of 
court.  
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Source: Supreme Court. 

Figure 8: Structure of Courts in Indonesia 
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Law 14/1970, in general, regulates the organization and powers of the courts. Law 
35/1999 has led to greater independence of the judiciary. Before Law 35/1999, the court system 
came under the Supreme Court in matters of justice but under the Ministry of Justice and 
Human Rights in matters of management of judges, including recruitment and placement. As of 
1 April 2004 the management of the judiciary and the courts is exclusively with the Supreme 
Court. Law 35/1999 represents an important step toward the independence of the judiciary, but 
the law is not without problems. Unlike the case in most countries, the executive branch does 
not provide funding for the judiciary and the court system, instead the funding is determined 
directly by DPR. The law also does not settle to what extent the Supreme Court can or cannot 
influence rulings of lower courts. But the major problem is that the Supreme Court which is a 
court by nature, now will have to function as a management and coordination agency. 
 
 The Supreme Court itself is regulated by Law 5/2004. The chief justice heads the 
Supreme Court and there is one deputy chief justice. Six junior chief justices are responsible for 
unwritten civil law, written civil law, criminal law, Islamic law, military law, and administrative law, 
respectively, although the court is not formally organized into such chambers.89 These most 
senior members of the court head teams, consisting of four to nine justices dealing with the 
caseload of the Supreme Court.  Other justices are assigned to supervise the high courts. 
Appointments to the Supreme Court must be approved by DPR. There are 51 positions for 
justices in the Supreme Court, but all are not occupied at the same time. As most appointments 
to the Supreme Court are made close to retirement, the average term of appointment is short, 
and replacements need to be appointed more frequently than DPR can schedule. 
 
 In addition to hearing appeals (see below) and its “one roof” function, the Supreme Court 
has the following functions. 
 
                                                 
89  The term “justices” refers to judges of the Supreme Court. 
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• Judicial review. By a recent amendment to the Constitution, the Constitutional Court 
will review laws and the Supreme Court will review lower legislation for consistency. 

• Provision of legal advice to the Government. 
• Supervision of lawyers and of notaries public. 

 
 General courts of the first instance, district courts, are governed by Law 2/1986 and 
located in regencies and cities. The recent surge in establishment of new districts has put 
pressure on the court system to follow with the creation of new district courts. District courts 
hear both criminal and civil cases—having jurisdiction over all matters not assigned to special 
courts. Appeals are directed to appellate courts of general jurisdiction, high courts, in 26 
provinces. A president chairs each district and each high court. There is also a vice president. 
Under them the judges are organized in benches, which may range from two in a small court to 
seven in a large court. While the workload should determine the resources of district courts, the 
actual size of the court is not related to the caseload. Judges are supported by court clerks, who 
also serve as the secretaries of the courts. The court clerks are supported by junior clerks. The 
court system includes around 10,000 clerks. 
 
 Religious courts (governed by Law 7/1989) are based in districts. These courts hear 
family law cases on the basis of Islamic principles of law. The cases tried in these courts are 
mostly divorce and polygamy cases. There are also courts of appeal in provinces. Religious 
courts are administered and have budgets provided by the Ministry of Religious Affairs. 
 
 Until 1998, military courts tried all cases involving military personnel, including criminal 
cases. Now military courts are concerned only with breaches of military regulations. Criminal 
cases involving military personnel are instead tried in district courts by a panel of jurists 
appointed from both the district court and the military court. Military courts have budgets 
provided by the Ministry of Defense. 
 
 In five locations, there are commercial courts that try bankruptcy cases. These courts 
are chambers of the district court and were created to speed up insolvency cases. Appeals go 
directly to the Supreme Court. Other specialist courts are juvenile courts and the human rights 
tribunal. A tax court has also been set up under Law 14/2002, under the administration of MoF 
and under supervision of the Jakarta Administrative Court. 
 
 Administrative courts of first instance are located in 26 provincial capitals. They review 
administrative law cases and provide rulings based on administrative law or regulations. 
Administrative high courts are located in four places—Jakarta, Medan, Surabaya, and 
Makassar.  
 

2. Proceedings: Case Filing, Case Allocation, and Hearing 

 Court proceedings start with the filing of a case by the litigant, who is the public 
prosecutor in criminal cases. After registration of the case, the president of the court allocates 
the case to the judges (usually three, but sometimes five) forming the majelis that will hear the 
case. The basis for allocating cases is not clearly set out in a way that ensures transparency in 
case management. Criminal cases are divided into three categories. The lowest category is for 
common misdemeanors such as traffic offenses, which follow a fast-track system of trial. The 
two other categories, between which crimes are divided according to the judgment of the 
president of the court, are ordinary crimes and crimes that are considered easy to prove. 
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 After a case has been heard, the judges retire to prepare the verdict, which is first 
presented orally to the parties, and then presented in a written court decision. The practice to 
first present a verdict orally to the parties is normally not found in countries ruled by law and 
provides major opportunities for corruption. The court decision will normally include a detailed 
summary of the evidence submitted, the claims of the parties, and the verdict. The full court 
decision is given only to the parties, and not made public.  
 

3. Appeals 

 Appeal to a high court can be made on points of fact or points of law. The filing of cases, 
scheduling and conduct of hearings, and presentation and recording of verdicts are similar to 
the processes in the lower courts. Verdicts of appellate courts are executed through district 
courts.  
 
 Litigants who are not satisfied with the verdict of a high court may further appeal to the 
Supreme Court. The appeal can in this case only be based on point of law. Convicted criminals 
may also appeal to the Supreme Court for clemency. The chief justice allocates cases to one of 
the teams mentioned above. Verdicts of the Supreme Court are executed through the relevant 
district court. Appellants may, under certain circumstances, call on the Supreme Court to further 
review its decision. The ruling following such a review, made by a panel of justices, is final and 
cannot be further appealed.  
 

4. Alternative Mechanisms for Conflict Resolution 

 Alternative mechanisms for conflict resolution exist in Indonesia. The most common are 
the traditional systems associated with village governance, adat. These have decreasing effect 
in an increasingly cosmopolitan society. Their main function is setting inter communal conflicts, 
which usually need a speedier response than the courts are able to deliver. Law 22/1999 on 
regional government makes no reference to this function but does allow for villages to maintain 
their “traditional autonomy” (see Chapter VI.). 
 
 Arbitration systems were established in the 1970s but have only been used in a few 
cases each year. New initiatives to encourage arbitration and reconciliation are being explored 
within the court system and outside. For example, Law 5/1999 supports arbitration as an 
alternative to court proceedings. However, these initiatives have not yet had any significant 
impact. 
 
D. The Judiciary  

1. Number of Judges 

 Table 14 shows the number of judges in general and administrative courts. The number 
of judges in high courts is slightly over 10% of the number in the lower courts. As there are 
around 5,000 positions in total but only 2,910 judges in general and administrative courts in 
2004, there are more than 2,000 vacancies. According to the Ministry of Justice and Human 
Rights most of these vacancies should be filled.90 However, as shown below in this chapter, 
very few courts have any backlogs in spite of these vacancies. So instead of indicating needs 
for recruitment, the vacancies rather point to how imprecise the methods used for determining 
staff numbers are. 

                                                 
90   Interview with the director general for general and administrative judicatures, Ministry of Justice. 
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Table 14: Number of Judges in the Indonesian Court System 

 
Actual  

Courts 2002 2003 2004 
Ministry 

Ideal 
High Courts 381 341 341 449 
District Courts 2418 2272 2230 4399 
High Administrative Courts  31 25 25 76 
Administrative Courts 140 129 314 314 
Total 2,970 2,767 2,910 5,238 

Source: Ministry of Justice and Human Rights The data may not be complete 
 

2. Recruitment, Training, and Promotion  

 Candidate judges are recruited entering the profession at the lowest ranks. Several 
hundred candidates are selected each year. After working for a year in a district court, candidate 
judges undergo further selection tests (including psychological testing) to enter what is 
nominally a 1-year training program (actually 180 days) provided by the Ministry of Justice. 
Those who pass this training must work for 1—2 years in a district court as court clerks. At the 
recommendation of the president of the court where they serve, they may undergo further 
selection procedures (including a test in ethics) to qualify for selection to the position of junior 
judge. A junior judge is normally assigned to a small district court.   
 
 After 5 years in such a position (or 3 years, if the court is in an isolated region), in theory, 
junior judges qualify for further legal training at the Ministry of Justice and Human Rights and for 
promotion to a larger court. But in practice this training is rarely carried out—promotions are 
made without training. To be promoted to the presidency of a district court, a judge should 
undergo further training in judicial matters and court administration, but again such training is 
rarely provided. Further advancement is by promotion to a high court, and finally (by nomination 
to and selection by DPR) to the Supreme Court. 
 
 In short, judges do not receive training matching the needs. The Supreme Court has a 
small training unit, which is able to provide judges with an average of not more than 4 days of 
training every 11 years on average.91 These courses are based on court guidelines but aim to 
be flexible enough to bring judges up-to-date with current judicial developments. The training 
attempts to provide information on new laws and their interpretation, but is far from adequate to 
cover the mass of legislation that is introduced. A 1997 survey of the justice system found that 
 

Most of the judges, particularly of the lower courts, are considered as inadequate 
in the knowledge of substantive law (especially civil and commercial law) and 
rules of procedural law. They are also accused of being “legally unstudied” (and 
indifferent to legal accuracy) when making their decisions on the cases (Ali 
Budihardjo et al.1997).  

 
There is no evidence that this conclusion does not still hold. In fact, considering the amount of 
new civil and commercial laws issued since 1998 and considering the small supply of training 
available for judges, the situation may now have become worse. 
 

                                                 
91    Interview with the head of the Supreme Court training unit, June 2002. 



   113 

3. Supervision and Accountability 

 Judges are not subject to effective supervision and accountability. Efforts to improve 
accountability have been resisted in the name of independence. The chief justice and the team 
leaders in the Supreme Court do not keep close administrative control over the justices under 
them. Court schedules, which would indicate the caseloads of justices, are not published. 
Justices appointed to oversee the jurisdiction of high courts have heavy caseloads themselves 
and cannot effectively fulfill their supervision tasks.   
 
 Similarly, there is limited supervision in high courts and district courts since many courts 
are quite isolated. Two key elements are missing. First, court decisions and their justifications 
are not published. Not even the decisions of the Supreme Court have to be publicized.92 
Second, there are no proper records of cases handled. These records should show the judges’ 
attendance, productivity, types of cases handled, judgments appealed, and other indicators of 
performance.  
 
E. Court Administration  

1. Caseload and Backlogs 

 Table 15 indicates the number of cases handled in district courts across the country. 
The number of misdemeanors significantly increased from 1998 to 2000, but the incidence of 
crimes, civil cases, and administrative cases was relatively constant. The statistics from the 
Ministry of Justice and Human Rights also indicate the backlog of cases in each category. There 
is no backlog in the handling of misdemeanors and, a generally low level of backlog in cases. 
When examined by region, figures show a remarkably consistent level of handling of criminal 
and civil cases across the country (difficulties in adjudicating justice in strife-torn Maluku result 
in the only major exception), but show wide differences in the capacity of administrative courts 
in different regions. 
 

Table 15: Cases Received and Adjudicated in District Courts, 1998—2000 
 

1998 1999 2000  

Types of Cases Received Settled Received Settled Received Settled 

Misdemeanors 897,983 897,983 803,170 803,170 1,116,742 1,116,742 

Criminal 79,354 72,857 72,641 71,194 71,564 68,918 

Civil 15,889 15,672 15,644 21,651 14,678 14,574 

Administrative 719 675 957 1,003 906 919 

Total 993,945 987,187 892,412 897,018 1,203,890 1,201,153 

         Source: Ministry of Justice and Human Rights. Figures may not be complete.  

 
 The number of criminal and civil cases handled per year is around 90,000. This means 
that there are about 30 cases per judge per year (90 cases per majelis), each case taking up 
little more than 2 court days on average. With misdemeanors numbering around 900,000 per 

                                                 
92  Case summaries are occasionally published in the Supreme Court journal—a publication in 1999 gave more 

details and commentaries on about 17 cases—but these represent less than 1% of cases (Lindsey 2000, page 
14). Cases are also published on-line at http://www.hukumonline.com/. 
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year, each judge handles an average of 300 misdemeanors yearly. A minor traffic offense is 
processed within minutes. 
 
 The time from the filing of a civil case to the hearing varies considerably. The average in 
district courts is 4-6 months, and in high courts up to a year, although criminal cases generally 
take less time. Once a hearing starts, there are also frequent adjournments. One of the main 
reasons for delay is the failure of the parties to attend. This is not surprising, as court schedules 
are not published. Another reason for delay is the protracted process of establishing proof, 
which in criminal cases reflects the poor performance of the police and public prosecutors 
described in the previous chapter. There may be delays also while judges conduct necessary 
research, and further delays while the decision is written and officially endorsed. After a verdict 
is issued, its execution is often delayed. For one, courts have no direct access or authority over 
registers (such as company registers or marital registers). It is up to the parties to report to the 
appropriate agency verdicts that affect registers. 
 
 As mentioned above, one commonly reported problem of lower court judges is their lack 
of knowledge of recent law. This contributes to the significant proportion of cases being 
appealed. Table 16 indicates the rate of appeals in each jurisdiction (excluding misdemeanors). 
The table shows that the vast majority of cases taken to high courts are civil cases and, 
disturbingly, that most administrative cases are appealed. High courts have great variation in 
the size of their backlogs. Some have backlogs equal to their annual capacity while others have 
virtually no backlog at all. 
 

Source: Ministry of Justice and Human Rights. 

Table 16: Cases Appealed to the High Courts, 1998–2000 
 

1998 1999 2000  

Types of Cases District High % District High % District High % 

Criminal  72,857 2,371 3 71,194 2,320 3 68,918 2,239 3 

Civil  15,672 4,846 31 21,651 5,355 24 14,574 5,095 35 

Administrative  675 600 89 1,003 549 55 919 600 65 

Total 89,204 7,817  93,848 8,224  84,411 7,934  

 
 The yearly intake of the Supreme Court is around 7,500 cases. Since high courts handle 
around 8,000 cases, it would appear, then, that an extraordinary proportion of cases in high 
courts are taken further to the Supreme Court, indicating a major systemic and/or quality 
problem. 
 
 The Supreme Court has had a backlog of more than 15,000 cases for over a decade. 
The delays in cases would appear to average about a year, with some cases being delayed 3 
years.93 Various efforts have been made to reduce this backlog, through crash programs and 
through secondment of high court judges to the Supreme Court.  None of these efforts have had 
any lasting impact. The failure to maintain a full bench is a major factor contributing to the low 
performance of the Supreme Court.  
 

                                                 
93   With the number of outstanding cases each year approximately equal to the number of cases dealt with, the 

average delay would appear to be 12 months.  
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2. Court Libraries, Support Systems and Premises 

 Reports reviewed for this study indicate a poor condition of court libraries.  Often, district 
court libraries do not have complete copies of legislation or of case reviews. Most courts have 
computers, but they are generally run-down and are used as word processors for typing court 
verdicts only. There is little automation of caseload management and no systematic indexing of 
verdicts. Filing and archiving would appear to be orderly, but the systems do not readily lend 
themselves to referencing cases. Court accounts are kept manually. 
 
 The physical condition of the courts is generally inadequate. Many premises are 
reportedly not well maintained. In a far worse state of disrepair, apparently, is the housing for 
judges. With judges being transferred from region to region, the official policy has been to 
provide housing rather than a housing allowance. But little has been spent in recent years to 
maintain the housing facilities.94 
 
F. Corruption in the Justice System 

 The dollar value of official fees for judicial services may appear small (registration, 
demonstration, copies of the judgment, and the tax stamp for a small civil case may all cost 
around $25 equivalent), but the fees are nonetheless too onerous for the poor. If witnesses 
have to be brought in to attend court hearings, expenses would be significantly higher, thus 
making justice prohibitively expensive for the poor. The services of a bailiff are even more 
expensive, and are likely to run to more than Rp1 million ($115) for even a small case. 
 
 It is normal for officials of the courts to demand illicit payments to expedite the hearing 
and adjudication of cases. More worrisome for the cause of justice is the extent of corruption 
that affects the decisions of the court. Almost 36% of complaints received by the National 
Ombudsman Commission in its first year were related to judicial corruption (Ali Budihardjo et al 
1997). A National Survey of Corruption in Indonesia (Partnership for Governance Reform in 
Indonesia 2001) asked how much household and business respondents paid unofficially to 
courts. Twenty-nine of the 1,250 households in the random sample (2½%) and 35 out of 400 
businesses (9%) gave information about their unofficial payments. The amounts they paid are 
shown in Table 17.  
 

Table 17: Value of Unofficial Payments to Courts 
 

Amount Households  Businesses 

0 to Rp1 million 56% 31% 

Rp1 million to Rp5 million 33% 49% 

More than Rp5 million 11% 20% 

Source: Partnership for Governance Reform 2001. 

 
 Corruption in the justice system has been studied in detail by the Indonesian Corruption 
Watch (ICW 2002). Although the ICW study covers only courts in Jakarta and does not provide 
any statistical information on corruption, it reveals how corruption works. Justice can be bought 
at many points in the judicial process. Judges can be selected for a price by paying off the court 

                                                 
94  Interview with the director general of the Agency for General and State Administration Judicatures, Ministry of 

Justice, June 2002. 
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president. One “basic rule” is that the president of the court retains the most lucrative cases for 
himself. There are several ways of arranging or delaying the verdict, and allowing or disallowing 
the presentation of evidence in court. Payoffs can take many different forms, such as payment 
for the wedding of a judge’s daughter, or the purchase of a car or a house.  
 
 The Supreme Court has been plagued by corruption scandals since the mid-1980s. 
Massive bribes have been mentioned (Lindsey 2000). The ICW 2002 report states further “there 
are also lawyers who offer judges a monthly stipend.” It concludes 
 

Whereas in the past corruption was handled secretly, it is now carried out openly. 
We need no longer talk about the courts as a place to find justice, but as a place 
to buy “justice.” Whoever pays the most, will get the “justice” that he/she wants. 

 
G. Reform Needs 

1. Current Reform Efforts 

 
 This assessment can give only a summary of the main issues relating to the judiciary 
and the courts in Indonesia. The following items were selected for analysis because of their 
impact on other reforms and because they bear comparison with similar problems in other areas 
of governance. With the present commitment to judicial reform, it would appear that the basic 
principles have been agreed, but it would also be unwise to underestimate the complexity and 
depth of the problems, and the extent of influence parties against reform may have. It will be a 
long process. 
 
 The changes in the Constitution and in relevant laws are bringing the Indonesian judicial 
system more in line with international best practices. Instruments of the United Nations and the 
Council of Europe (CoE) provide international standards that should serve as reference for 
judicial reforms. Box 12 shows how Bulgaria has used these standards for judicial reform. 
 

Since its establishment in 2000, the Partnership for Governance Reform has made 
judicial reform one of its core areas of activity, with support from several development partners. 
Indonesia’s development partners coordinate their support for judicial reforms through the 
partnership as well as through a working group under the Consultative Group on Indonesia 
(CGI) on legal and judicial reform. The Australian Agency for International Development 
(AusAID) has provided significant support, and has developed some excellent links between the 
Supreme Court and the judiciary in Australia. USAID is supporting the development of economic 
and commercial law. The IMF and the Government of the Netherlands have promoted judicial 
reform in several ways. ADB and the World Bank support legal reforms in decentralization, 
water resources, electric power, and finance. However, externally funded projects can meet only 
a fraction of the reform needs.  In 2004 ADB will be implementing a TA to strengthen the 
administration and case load management of the Supreme Court. The European Union, at the 
same time, will be implementing a euro 10 million program to reform the court system and build 
capacity among judges. 
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Box 12: Standards for the Judiciary and for Court Administration in Bulgaria 

 
Recruitment and Career Management of Judges  
 Judges and magistrates should be selected on the basis of merit alone.  
 Judges and magistrates should be given training during their career.  
 Judges should have good knowledge of all laws. 
 The remuneration of judges and magistrates should be guaranteed.  
 Decisions of judges should be subject to revision only in accordance with the appeals procedures provided 

by law.  
 Appropriate action should be taken against judges who fail to carry out their duties impartially.  

 
Court Administration Standards 
 Judgments should be delivered within a reasonable time. 
 The responsibility of court administration should be shared efficiently between a central authority and the 

courts.  
 Sufficient funds should be provided to courts to maintain court administration at an acceptable level.  
 Courts should be situated in adequate premises and be adequately equipped.  
 Trained and competent administrative staff should be available in sufficient numbers.  
 Cases should be assigned at random and according to principles common to all courts. 
 Case registers should be kept and managed in a way that makes information about cases such as those 

currently before the court easily accessible to court staff and, where applicable, to lawyers, interested parties, 
and the general public.  

 Archives and filing systems in courts should be organized according to common principles and should be well 
kept and easily accessible. 

 
Source: OECD/ SIGMA; a joint OECD and European Union initiative, Public Management System Baselines for Good 
Governance, Baselines for a Review of the Bulgarian Judiciary.  
 

2. Fair, Low-Cost Justice for All 

 In the storm of criticism against the judiciary, it has been easy to overlook that for most 
criminal and many civil cases, straight, impartial, no-frills justice has been delivered quickly and 
at low cost in accordance with the law. Backlogs in the lower courts are generally small, and two 
thirds of litigants in civil cases accept the court decision. 
 
 But the Judiciary exists to deliver justice not most of the time but all of the time, and the 
system clearly does not achieve this standard. The rate of appeals is high: it would appear that 
almost all verdicts of high courts are appealed. The reported demands for unofficial payments 
not only make justice expensive but also delay justice and encourage appeals. Widespread 
corruption, delays, and decisions that lack authority are key contributions to the broad distrust of 
the courts. The Supreme Court, with its central role in the system, unmanageable backlog of 
cases, enormously large demands for unofficial payments, and lack of consistency and 
transparency, deserves the greatest attention. 
 

3. Productivity and Competence  

 Despite the more than 2,000 vacancies in the court system and the assertion of the 
Ministry of Justice and Human Rights that there is a corresponding shortage of judges, there are 
no serious backlogs in district courts except in a small number of regions, particularly those 
suffering from communal strife, such as Maluku.  
 
 Lower court caseloads and efficiency problems are minor compared with the criticism 
that judges lack competence. There would appear to be some basic reasons for the lack of 
competence in the lower courts: 
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• lack of reference material including laws and regulations, decisions of higher courts, 
comparative decisions of lower courts, and legal textbooks; 

• lack of training in new laws and regulations when these are introduced, or in 
milestone decisions when these are made in the Supreme Court; 

• new judges are normally appointed to smaller courts, where they are less likely to be 
apprenticed to higher-quality judges—to learn the art of research, deliberation, and 
decision making; and 

• lack of specialist chambers (for land, environment, economic cases, juveniles) and of 
the judiciary specializations that will assure that competent judges are appointed to 
each chamber.  

 
 The ineffectiveness of administrative courts and high courts (where the rates of appeal 
are extraordinarily high) need to be fully addressed. The reasons for the dissatisfaction with high 
court verdicts should be brought to light in a systemic fashion. Some productivity improvements 
in handling cases can be expected through better monitoring and through creating specialist 
chambers. But longer-term productivity improvements can be achieved only through introducing 
a system of reporting of court decisions, and building feedback links from the Supreme Court to 
both lawmakers and lower courts for improving the quality of laws and of verdicts of lower 
courts.  This is needed to reduce the number of cases coming to the Supreme Court. It may be 
necessary to adopt a system of penalties for frivolous appeals, but litigants should not be the 
only ones singled out; lower court judges who fail to properly justify their decisions should also 
be held accountable.  
 
 Clearly, the long delay in filling vacancies in the Supreme Court has been a main factor 
contributing to the current large backlog. Because of the long process of appointment and 
frequent retirements from the court, it would seem sensible for the Government and DPR to 
start the selections before vacancies occur, and to make appointments in advance to take effect 
as vacancies arise. The Blueprint for the Supreme Court calls for a reduction in the number of 
justices. It may be better to defer a decision until changes in court procedures have been 
implemented. 
 
 Various instruments of the Supreme Court undermine its integrity, rather than resolve 
weaknesses as intended. Regulations issued by the chief justice should only regulate internal 
functions of courts, and should not be used to fill vacuums left by inadequate laws.  Standard 
operating procedures need to be continuously revised and updated. Government regulations 
and presidential decrees should not be used to regulate courts, and existing laws should be 
amended to move responsibility for regulating courts to the Judicial Commission. The 
organization and establishment of courts should be determined by the chief justice, who has 
equal status with the president, or by the Judicial Commission in consultation with the 
Government and DPR. DPR will determine the budget for the courts. The Judicial Commission 
should decide staffing issues related to judges and justices, such as appointments and 
remuneration. 
 

4. Court Funding and Corruption 

 Courts do not have the budget to cover their costs. This is the result of an inadequate 
budget system, as reported in several chapters in this report. Indonesia spends 0.3% of its 
budget on the courts; many other countries typically spend 2%.95 The Judicial Commission 
should independently review budgetary requirements of courts at every level. With official court 
                                                 
95  Dominique De Stoop, at the European Commission Workshop on the Justice System, 11 December 2002. 
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fees already at the limits of the paying capacity of the poor, raising fees would not be the 
answer.  
 
 Research does not confirm any link between salary levels and the extent of corruption. 
Increased salaries may attract better candidates to the judiciary, but they will not turn corrupt 
judges less corrupt. Only improved transparency and supervision and the filing of charges and 
convictions against the guilty will show judges that this crime, in the end, does not pay. The 
schedule of court cases should be clearly posted at the courts to improve transparency.  Also, 
the current practice where the judge meet with the parties in closed meetings to orally present 
the verdict should be abolished as it encourages corruption. The low number of corruption 
cases heard in courts is not encouraging. For the crime corruption, which is a common crime in 
this country, only some 200 cases are heard each year.96 
 

5. Issues Related to Regional Autonomy 

 Although the court system is not part of decentralization, regional autonomy will have 
indirect effects for the judicial sector. First, regional autonomy introduces a massive increase in 
the volume of legislation that courts may have to consider and there is no system that makes 
regional regulations available throughout the country for reference purposes. Further, it must be 
presumed that the massive increase in regional legislation may lead to a significant increase in 
appeals, adding to the already onerous workload of the Supreme Court. 
 
 Regional governments are already exerting pressure on the judiciary, and special 
attention will be needed to assure the independence of the district courts while at the same time 
providing for their accountability. 
 

6. Respect for the Profession 

 Many problems described above would indicate that the judiciary is not treated as one of 
the more honorable professions. Of course, corruption is a major reason for the low level of 
respect given to judges, but other factors work to prevent the judiciary from earning appropriate 
respect. At the Supreme Court, there are complaints of lack of professionalism, but the system 
itself does not treat the justices in a way commensurate with the status of their office. Only when 
each decision of the Supreme Court is treated as a matter of serious judicial learning will 
justices be given the respect they deserve. The decisions will only reach this level of excellence 
if justices have both the time and the resources to carry out their research, and if the 
administration of the court encourages the development of specializations and professional 
competition within the judiciary based on performance. Parallel conclusions can be drawn at the 
high court and district court levels. High court decisions are largely bypassed through appeals: 
the system seems to give little value to decisions made by these judges. 
 
 The output of judges is not made public. This may protect judges and litigants involved in 
embarrassing decisions, but, more significantly, it does not allow the performance of the best 
judges to be recorded and made public. The lack of library facilities, publication of well-
considered verdicts, and of training in the massive volume of new laws all work against the 
efforts of judges to earn respect. 
 

                                                 
96  These statistics are necessarily approximate; the Ministry of Justice does not collect data to allow for systemic 

analysis. 
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 Judges have formed their own association, which has only recently become more active 
in promoting the professional development of its members. There is also an association of 
women judges, which gives moral and professional support to the female minority on the bench. 
 
 Table 18 shows the summary of main issues relating to the judiciary and courts in 
Indonesia. 

Table 18: Findings on the Judiciary and Courts 
 

Issue Findings Actions to Be Taken 
Reform A reform team is working in the Supreme Court, 

with support from several funding agencies and 
numerous studies. A Blueprint for reform is being 
implemented. Laws relating to the conduct of 
courts and judiciary are under review. 

The coordinating minister is running a series of law 
summits to promote integrated reforms. KHN also 
gives advice on judicial reform. 

The Supreme Court is involved in inappropriate 
activities of registration of lawyers and providing 
legal advice to Government. 

Draw up a clear plan for eliminating corruption 
throughout the courts. 

Conduct a proper study on problems of 
effectiveness, particularly in high courts and 
administrative courts. 

 

 

Move these inappropriate responsibilities of the 
Supreme Court to Government. 

Caseloads and 
Productivity 

Despite claims of a shortage of some 2,000 
judges, there are few backlogs of cases in district 
courts. Backlogs and caseloads are high in the 
Supreme Court, but the productivity of the justices 
varies greatly. 

There is little scope for developing expertise within 
a particular field of the law. 

Exercise better administrative supervision of judges 
and justices to increase overall productivity. 
Increasing the number of judges is not a high 
priority.  

Create specialist chambers, and specializations of 
judges to assure that chambers are occupied by 
experts in each field. 

Competence and 
Training 

Judges lack access to materials for improving their 
own competence. On-the-job training in new laws 
and relevant cases is negligible. 

Improve reporting of cases, especially supreme 
court findings. 

Improve court libraries nationwide. 

Improve court infrastructure and support for judges 
and justices. 

Legal Instruments Courts are still regulated by government regulation 
and presidential decree. Misuse of Perma, and 
Sema, undermines the integrity of courts.  

Revise laws to avoid government regulation and to 
limit the use of Perma and Sema. 

Corruption Budgets do not adequately cover costs, and court 
charges do not have a transparent basis. 
 
There is strong anecdotal evidence that corruption 
is endemic, and that it exists even in judicial 
appointments. 
 
In 2000, courts handled only 200 cases of 
corruption and imposed few harsh sentences. 

Exercise tighter administrative supervision and 
better budgeting. 
 
Bring more cases of corruption in courts to trial. 
 
 
 
Place a far higher priority on fighting corruption. 

Impact of 
Decentralization  

The vast increase in local legislation and a greater 
preparedness of people to challenge local 
governments will soon begin to have an impact on 
the courts. 

See to it that courts at each level have the local by-
laws in their libraries. 

Install and enforce local public accountability to 
prevent local or national political influence over local 
courts. 

Judiciary as an 
Honorable Profession 

Public surveys indicate low regard for judges and 
the courts. 

Bring back honor by improving performance and 
increasing accountability. 

Court Procedures Court administration and case management are 
manual and inefficient. 

Judges hold closed meetings with parties to 
present the verdict  which create major 
opportunities for corruption. 

Rationalize systems for in-take and case 
management by using ICT. 

Abolish this procedure; judges should issue written 
verdicts and they should be public. 

Perma = Supreme Court Regulations, Sema = Supreme Court circular letters.
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