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Key Points: 
!  In the transport sector, the Government of 
Indonesia (GoI) uses Public Service Obligations 
(PSOs) and Pioneer Services to ensure that socially 
desirable transport is provided when routes would 
not be profitable in a free market.  
!  These services are usually provided by State-
Owned Enterprises (SOEs), with little to no market 
competition. 
! Bappenas requested assistance from the 
Indonesia Infrastructure Initiative (IndII) to 
review PSO/ Pioneer Services policies. 
!  IndII recommends that five pillars underpin 
provision of PSOs and Pioneer Services: access for 
all, protection of regional sovereignty, transparency, 
‘gap rationalisation’ (ensuring the gap between 
market price and subsidised price makes sense), and 
competition for services. 
!  A critical new concept is that PSOs and Pioneer 
Services should be packaged as business 
opportunities involving competition, investment, 
profitability, and multi-year contracts that are 
output and performance based. 
!  IndII’s team developed a step-by-step process 
detailing the actions needed at each stage of the 
development of a PSO/ Pioneer Service. Under the 
proposed process, PSOs/ Pioneer Services will be 
generated at the local or regional government level 
and passed through the Ministry of Transport to the 
national planning process. The role of the relevant 
SOE will be as a service provider, not as the entity 
setting the amount of subsidy funds provided.  
!
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A Promising Concept 
for Local Service Delivery 
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Key Points: 
! Financing is an important issue not only in the 
construction of infrastructure but also the delivery of 
infrastructure services. The Next Step Agencies, 
launched in 1988 in the United Kingdom, offer a service 
delivery model based on the concept that service 
delivery units should operate along commercial lines to 
the greatest possible extent. By creating units 
responsible for providing a narrow range of services for 
a fee, performance measurement and accountability are 
maximised, and a link is drawn for constituents between 
money paid to government and services received in 
return. 
 
! In Indonesia, agencies that are established to provide 
fee-based services but are expected to require 
government subsidies indefinitely are referred to as 
BLU (national government-owned service companies) or 
BLUD (local government-owned service companies). A 
regulatory framework for the formation of BLUD units 
has been developed through Law no. 1/2004 and 
subsequent government regulations in 2005 and 2006. 
 
! There are over 500 local governments in Indonesia, 
and use of the BLUD model has potential to dramatically 
improve their service delivery. So far, uptake has been 
restrained due to lack of local knowledge of the model 
and how to implement it. The Ministry of Home Affairs 
is now promoting the concept, which should lead to 
accelerated use of BLUDs. If practical tools and 
guidance are developed and provided to local 
governments, the BLUD model may impact a broad range 
of basic services in the coming years. 
!
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Key Points: 
! Fifteen years ago, Indonesia was a leader in PPP 
infrastructure among developing countries, with 
billions of dollars of projects underway. The Asian 
financial crisis abruptly ended that. Over the past 
decade, economic growth has returned and once again 
the Government seeks to leverage its resources for 
infrastructure delivery through the use of PPP. 
However, only a handful of relatively small PPP 
infrastructure projects have been commissioned 
during this period.  
 

! This paper assesses the reasons for the lack of 
new projects to date and considers the implications 
for the targeted scale-up of PPP investment. The 
article concludes that the Government has made 
progress in some areas, and should now continue the 
creation of conducive sector policies and focus on 
internal capacity building across line ministries and 
regional governments if the new generation of PPP is 
to move from potential to reality. This capacity 
building includes formulation of procedures for 
project preparation across agencies, internal 
promotion of PPP, and training of officials to enhance 
understanding of how PPP works.!
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Key Points: 
! Ninety-three percent of funding from the Government of 
Indonesia (GoI) to localities is in the form of unconditional 
grants, which makes it difficult for GoI to use this funding as 
a tool to press forward with national priorities. The current 
means by which GoI provides capital grants to help regions 
fund their investment needs is the DAK (Dana Alokasi Khusus, 
or special allocation funds), but, with the exception of road 
sector funding, the modest amount of DAK funds allocated to 
infrastructure barely covers routine and periodic maintenance 
and does not make it possible for localities to undertake large 
projects. 
 

! Against this backdrop, GoI has intensified its efforts to 
strengthen infrastructure investment by means such as the 
revitalisation of Hibah Daerah capital grants and on-lending 
of funds by GoI to the regions. These two approaches are 
quite different to DAK grants: they are intended to respond 
to regional proposals for investment funding; they rely on 
performance-based output contracts; and they channel funds 
to the regions by paying when clearly defined performance 
goals are met, rather than making payments in advance. Such 
output-based performance grants are a promising strategy 
for GoI to achieve national infrastructure development 
priorities, and they offer an official point of entry for donors 
concerned with meeting specific goals and requirements. The 
regulatory framework now being developed will provide a 
steppingstone to the next phase of output-based grants.  
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New Roads Bring New Opportunities  
to Eastern Indonesia  
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The Expert View 
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