AN EXPLORATION OF THE EXTENT TO WHICH
PUBLIC PRIVATE PARTNERSHIPS COULD REDRESS
SOME OF THE DEVELOPMENT CHALLENGES
IN EASTERN INDONESIA

BY

Mardiah Thamrin

VOLUME 1

Thesis submitted to fulfill the requirements of a Doctor of Philosophy.
Flinders Institute of Public Policy and Management,
School of Political and International Studies.

THE FLINDERS UNIVERSITY
OF SOUTH AUSTRALIA
ADELAIDE
2005



CONTENTS

P
age

CONTENT S .o e

i

FIGURES ...

vii

AB S T R A CT o

ix

AKNOWLEDGEMENT e

xiii

DE CL A R A TION e

Xiv

L1, IntroduCtiOn  ...o..oeii i
1

1.2. Background to the Study ...
3

1.3, Methodology ..o
9

1.4.  Significance of the Study and its Contribution to Public Policy
and Management ..........o.oiiiiii e
10

1.5.  Scope and Limitation of the Study ............cooiiiiiiiiiiiiiiiiien,
10



1.6.

The Structure of the Study .......oooiiiiiii

11

2.1.

2.2.

2.3.

2.4.

2.5.

2.6.

INErOdUCTION ittt e e e

13

Economic Development and Inequality ...............cccooiiiiiiiiiiiiiii,

14

The Role of Governance in Economic Development ......................c..c....

18

2.3.1. Word Bank’s Experience on GOVErnance ..............c..cooevueeneennen.
18

2.3.2. The Role of Indonesian Government in Economic Development ......
20

2.3.3. Public Private Partnerships and Economic Development ...............

25
Review of Concepts Used in the Thesis ..........ccviiiiiiiiiiiiiiiiiiiiiiin.

27

Discussion of Individual, External Environmental factors and the
Interorganisational Relationship ...

30
Public Private Partnership Models...........cooviiiiiiiiiiiiiiii i

34

2.6.1. Review of Diverse Models of Public Private Partnerships ...............
34

2.6.2. Discussion of Two Conceptual Models of Public Private



Partnerships ...

39

2.7.  Public Private Partnership and KTI’s Economic Development ..................

42
2.7.1. Benefits of Public Private Partnerships ................c..oooiiiiiinit.

44
2.7.2. Expected Outcomes of Public Private Partnerships.......................

48

2.8.  Criticism and Obstacles for Public Private Partnerships and
Conditions for Their Success ........cocoiiiiiiiiiiiiiiii e

49

2.9.  Conclusion

59

3.1 INtrodUCHiOn ...
62
3.2 Rational for Research Design ...........cocooiiiiiiiiiiiiiiiiiiiiiiiieeeenn,
64
33 Discussion of Methods ...........ccoieiiiiiiiiii i
65
34  Data Collection and Analysis ..........cceoieiiiiiiiiiiiiiiiiiiiiiiiinaen,
66
34.1 The Research Sample of Interviewees ...............c..ccoovieiiiinaen
66
3.4.2 Collection and Analysis of interview Material ..........................
72



3.5

4.1.

4.2.

4.3.

3.4.3. Analysis of Documentary Material ...............ccoooiiii,
75

Overall Organization of The Research ....................

76

INErOAUCHION ..ot e e e e 77

Some Empirical Facts about Government Regional Development Policy
and  Implementation  ........ocoiiiiiiiii e

81
4.2.1. Transmigration Program ...
81
4.2.2. Current Strategies Especially Formulated for Accelerating
KTI’s Economic Development .............coiiiiiiiiiiiiiiiiininnn..
85
4.2.2.1.  Strategy and Policy of Eastern Indonesia
Development ~ Council ...
85
4.2.2.2.  Program of Ministry for Acceleration Eastern
Indonesia  Development ........ ...
92
4.2.23. Integrated Economic Development Zone (KAPET) .......
95
4.2.3. Other Regional Policies ...........ccccoiiiiiiiiiiiiiiiiiiiiiiiiiiin..
99
Regional Economic Indicators ............cooooiiiiiiiiiiiiiiiiiiiiiiiiin,
100
4.3.1. Gross Regional Domestic Product .................cccooiiiiiiii
101



4.4.

4.3.2. Gross Regional Domestic Product by Sectors .................cooviienn.n

103
4.3.3. Gross Regional Domestic Product per Capita .............cccevvivvinenn.e
105
Contributing Factors to the Imbalance between KBI and KTI
..................... 106
44.1. Lack of Capital

107
4.4.1.2. Low Level of Domestic and Foreign Investment .........

117

4.4.2. Lack of Capable Human Resource ...............c..coooiiiiiiiiiinn.

1
22
4.4.2.1. Education Levels...........cooooiiiiiiiiiiiiiiii,
123
4.42.2.  Distribution of Government Officers Based on
Levels of Education ..............coocoiiiiiiiiiiiiiinn.
126
4.42.3. Characteristics of Local Business .........................
1
30
4.42.3.1. Close Informal Relationship with
Government — .......ociiiiiiiiiie
1
30

4423.2. Demanding Support From Government

30
44233, Averse to Risk Taking ...................

133



44234, Lack of Managerial Skill ................

1
36
4.4 3. Lack of InfrastrucCture ........o..oieimiiii i
1
38
4.4.4. Lack of Access to Domestic and International Markets ...........
1
42
4.45. Lack of Communication and Coordination ...............ccoeeeeeunn....
1
44
4.4.6. Lack of Cooperation Between Government and the Private sector
...148

4.4.6.1. Low Participation ..........cccceiiiiiiiiiiiiiiineanne.n.

148
4.4.6.2. Massive Illegal Logging ........ccooovviviiiiiiiniinnn.n.

151

44.6.2.1. Illegal Logging Done by Police,
Army, Government and Big Business

153
44.6.2.2. Illegal Logging Done by Local

Small-Medium  Business  ...............

154

4.4.6.2.3. lllegal Logging Done by Some
Actors from Other Countries ..........

4.5, CONCIUSION ettt e,

56



5.1.

5.2.

5.3.

IntroducCtion oo

162

The Local Relevance of Public Private Partnerships ......................c.o.e.

166

5.2.1. Reflect Local Conditions and Public and Private Interest ...........
166

5.2.2. Capital/Funding ..o
166

5.2.3. Infrastructure .........o.oiiiiii
167

5.2.4. Effective Managerial Skill and Efficient Management ...............
168

5.2.5. Access to Domestic and International Markets ........................
171

Public Private Partnerships are Evident in the Study Location ..................

173



54.

5.5.

5.3.1. Central

173
5.3.2. Local

Government and Third Parties

Government and Third Parties

176
5.3.2.1. Barru Regency and Third Parties ......................
177
5.3.2.2.  Kutai Kertanegara Regency, Communities and
NGOS
180
The Willingness to Form Public Private Partnerships ...........................
186
Mutual Trust and Confidence ...............ocoiiiiiiiiiiiiiiiiiiiiiiiii e,
196
5.5.1. The Time and EXperience .............ccooceviiiiiiiiiiiiiiiinnennnnnn.
198
5.5.1.1.  ‘Bapak Angkat’ (Foster Father) Program ..................
198
5.5.1.2. Formality and Lip Service ............ccccoviiviiiiiiinnnnnn.
201
5.5.1.3. Dealing with ‘Inaccurate Data’ ......................coieen.
202
5.5.1.4. Learning from other eXperiences ............................

202



5.5.1.5.  Law Enforcement & Reward and Punishment System ....

203
5.5.2. Assessment of Performance and Capability of Each Party ...............
206
5.5.2.1.  Local Government .............ccoiiiiiiiiiiiiiiiiiiiaena,
206
55.2.2 Local BUSINESS  ...eiiiiiiiiiiii i
207
5.5.3. Assessment of Attitude of Each Party ...,
209
5.5.3.1.  Government Attitude ...........c..cooiiiiiiiiiiiiiiiii,
209
5.5.3.1.1. Narrow Focus Without a Sense of
Broader Development Picture ...................
209
5.5.3.1.2. Unfairness and Self Interest .....................
210
5.5.3.1.3. Ignoring People’s Needs ...................e..n.
210
5.5.3.1.4. Contra-productive  ..........ccoiiiiiiiiiniinnnenn.
211
5.5.3.2.  Business People’s Attitude ...
213

10



5.5.3.2.1. Spoiled, Uncreative and Uncompetitive .........

213
5.5.3.2.2. Inferior to Government ...............c..ccoeeunene.
215
5.5.3.2.3. Lack of Commitment ..................ccevnennn.
216
5.5.4. Assessment of CommuniCation ..........cooeviiiiiiiiiiiiiiiiieniiiaiiaann.
216
5.5.4.1. Barriers to Communication ..............ooeevierinieeennnnnnnn.
216
5.5.4.2. Complicated and Bureaucratic Procedures ...................
217
5.5.5. Corruption Across Government and Private Sector .......................
218
5.5.5.1.  Corruption Done by Some Communities .....................
221
5.5.5.2. Corruption Done by Some NGOs ..............cooviinnnn.
222
5.5.5.3.  Corruption Done by Some UKM (Small-Medium
BUSINESSES) uvvtiiiie it
222
5.5.5.4. Corruption by Some Journalists ..............cccvviuiinnnn.n..
222
5.5.5.5.  Corruption by Some Army, Police and
Government Officers .............cooiiiiiiiiiiiiiiiin.
223

11



5.5.5.6.  Corruption by Some Parliament Members,
Government Officers and Business People ....................

225

5.5.5.7.  Corruption by Some International Institutions ................
228

5.6.  Personal and Organizational Capability ..............coooiiiiiiiiiiiiiii..

233

5.7.  Networking, Cooperation, Collaboration and Coordination .......................

235

ST 1. NEtWOTKING oot e

235
5.7.2. Cooperation/Collaboration ..............coeiiviiiiiiiiiiiiiiiiiiinin...

237
IRC T @00 o) ¢a § 11T 15 1o} s U

241

5.8.  Decentralization as One of the Supporting Factors for Implementing
Public Private Partnerships ...........coooiiiiiiiiiii e

243

5.9, CONCIUSION ettt et e e
251

12



6.1.

6.2.

6.3.

6.4.

INtrOdUCTION oottt e s

257

Policy Challenges  ......ouoiuiitiiii i

257

Functional and Institutional Model of Public Private Partnerships
Which Should be Implemented and Improved in KTT ...........................

269

(00)1 101 L1 K3 (o)

270

7.1, INrodUCtiON ..o
273

7.2.  Contribution Made by The Thesis to Public Policy and Management ..........
273

7.3.  Recommendations ..........c..ooueiuiiitimeitii e
275

T4, CONCIUSIONS ...ttt e
276

Appendix 1 : List of Respondents .............cooieiiiiiiiiiiiiiiiiiiiiiiiins

277
Appendix 2 :  Full Transcripts of Recorded Interviews in Volume 2
Appendix 3 :  List of Work Area of Pertamina’s Partner in East Kalimantan

13



Appendix 4

REFERENCES

308

and South SulaWesl .....ooviiiiiiii

282

The Economic Potential of East Kalimantan and South
SU AW ST oottt

286

14



Map 1.1:

5

Diagram 2.1:

28
Table 2.1:

41

Table 2.2:

49
Map 3.1.:

Map 3.2.:

Diagram 3.1:

Diagram 4.1:

79

Diagram 4.2:

80

Graph 4.1:
102
Graph 4.2:
103

Graph 4.3:
104
Graph 4.4:

FIGURES
Page

The Regions of Eastern and Western Indonesia
(KBTI and KTI) ...ouvineiiiiii e

The Process for Integrated Governance According
10 TP P A

Difference between Functional and Institutional Models of Public
Private  Partnerships ...

Some Studies of International Empirical Findings on
Economic Efficiency ...

Kalimantan (Borneo) Island ................ccoooiiiiiiiiii i,
64

Sulawesi (Celebes) Island ..........ccooiiiiiiiiiiii i,
64

Data Processing.......oovuieeiiiiii i
76

Government Policies on Regional Economic Development ......
Factors Contributing to Regional Economic Imbalance ............
GRDP Based on Current Price, 1975 - 2000 ............... ool
Percentage of Population per Island ......................nl.
GRDP Composition by Sector, 1975 -2000 .......................

GRDP per Capita, 1975-2000

Population Density, 1971-2000

15



Table 4.1:

109
Graph 4.6:
112
Table 4.2:

114
Table 4.3:

Table 4.4:
118
Table 4.5:

119
Table 4.6:
120
Table 4.7:
120
Table 4.8:
121
Table 4.9:

124
Table 4.10:

127
Table 4.11:

Table 4.12:

Diagram 5.1:

165

National Budget Allocation (APBN), 1994/1995-1999/2000

aNd 2000 oo

National Budget Allocation, 2001-2004 ..............coooeiiiienn.

Inpres Fund Allocation Period Repelita I (1969/1970) to

Repelita VI (1998/1999), 1999/2000 and 2000 ..................

Regional Locally Generated Income and Its Contribution to

the National Total, 1973/1974 — 2001..........................

117

Investment Approvals in KBI and KTI, 1973/1974 — 1998/1999 ...

Domestic and Foreign Investment by Sector, 1967/1968

t0 2000 o

The Concentration of Prime Commodities ...............coevee...

Domestic and Foreign Investment Growth ........................

Foreign Investment in Several Countries, 1996 — 2001 ...

Total Population 10 Years Old and Above Based on School

Level, by Province, 2002 ...... ..ot

Total Government Officers Baesd on Education, by Province,

30 September 2000...... .ot

Development of Road Infrastructure, KBI and KTI,

1973/1994— 2000 ..ot

Development of Road Infrastructure Development by Province,

2002

The Logic of Public Private Partnerships, as One of Alternatives

to Counter Imbalance ............oiiiiiiiiiiiiii i

16



Table 5.1:

Picture 5.1:

MAP 5.2:

Table 5.3:

Picture 5.2:

Graph 5.1:

Diagram 5.2:

244

Diagram 6.1:

272

Diagram 6.2:

Comparison of Open and Close Approaches in Thinking and
Practice

................................................ 172
Share of Royalty After Laws No. 22/1999 and
No. 25/1999
............................................ 176
Study Location in South Sulawesi
..................................... 177
Foreign Expert and Barru Regency Government Evaluating
Potato Pilot Project
......................................................... 178
Study Location in East Kalimantan
.................................... 180
Budget 2002 of  Kutai Kertanegara Regency
........................... 182
An Example of Kutai Kertanegara Resident Resettlement
Along
Mahakam River
........................................................... 184
East Kalimantan Oil Production, 1997-1999
........................... 188

The Logic of Government Program/Project Failure and
Inability to Improve Local Economies .....................coooeeien.

Public Private Partnership to Enhance the Governance Process
in KTI Economic Development ...............c.ooviiiiiiiiiiinn...

267

17



ABSTRACT

Indonesia achieved remarkable growth during the first 25 years of its series of
Five Year Development Plans, which started in 1968. However, growth has not been
well distributed across the regions, in part this is as a result of the Indonesian
government development policy of a growth centre approach which has benefited
‘Western Indonesia’ (Kawasan Barat Indonesia, KBI) more than ‘Eastern Indonesia’
(Kawasan Timur Indonesia, KTI). Prosperity needs to be spread across Indonesian
regions and needs to be more equitably shared.

The thesis argues that government needs to search for other ways to overcome
the imbalance by accelerating KTI development, to reduce this region’s resentment,

which may increase the risk of disintegration.

The central aim of this research is to describe and critically evaluate the
potential usefulness of Public-Private Partnerships (PPPs) as a means to address the
regional imbalance in economic development. It aims to make a contribution by:

1. Describing in detail the ways government decision-makers see the

situation, in other words giving the viewpoints of the state;

2. Providing detailed transcriptions of the interpretations and opinions
expressed by powerful decision makers in the public and private
sectors;

3. Demonstrating how the public, private and non-government sectors
operate;

4. Making the realistic point that the links across these sectors leads to both
positive and negative outcomes; including

5. Illustrating through examples how corruption spreads from the public

to the other sectors.

This study examines the contributing factors to regional imbalance in
Indonesia between KBI and KTI by means of a case study of policy and management
challenges in KTI. It examines the current strategy used for accelerating the economic
development of KTI and considers whether a new strategy of Public Private
Partnerships would have relevance and can be developed and implemented to

accelerate the development.
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Current strategies especially formulated for accelerating KTI economic
development include:

(1) The Policy and Strategy of the Eastern Indonesia Development Council

(1i1) The Program of the Ministry for Acceleration of Eastern Indonesian
Development; and

(iii) The Integrated Economic Development Zone program
However, one of the weaknesses of these policies is the lack of cooperation across

government and the private sector.

This study has found that the government strategies and policies have neither
matched local needs nor the implementation of economic development. The study,
based on both interviews and secondary data, demonstrates that the causes of the
economic imbalance are systemic and multiple. They span not only government
policies contributing to the imbalance directly and indirectly but also other factors,

such as:
(1) Systemic corruption across the public, private and non-government sectors;

(i1) Lack of willingness to address the issues, lack of capital, lack of capable
human resource and lack of infrastructure, lack of domestic and international market

access, lack of communication and coordination and lack of cooperation.

To overcome these problems, the Indonesian government together with business and
the watchful eye of diverse civil society organizations need to change policies,

systems, and visions for developing this region.

Public Private Partnerships through a mutual partnership program could be
one way of accelerating the development in KTI. On the one hand there are some
direct and positive consequences of this new vision, for example, the private sector
sharing their knowledge, skills, funds, management and enhanced utilisation of
market mechanisms to support the government in the development process. On the
other hand there are many limitations to the approach such as government often
accepts greater risk than is warranted, dangers of corruption and cronyism which may
attend more intensive in long-term relationship and contracted services resulted in
corruption and secret business influence in government. According to Transparency

International, Indonesia remains one of the most corrupt nations internationally.

19



Unless strategies are put in place to address systemic and endemic corruption and
Public Private Partnerships are well managed, then the model for Public Private
Partnership will only serve to exacerbate the problem. Systemic corruption also
effects trust amongst stakeholders, which needs to be hand-in-hand with strategies to
address ‘demoralisation’ for developing prosperity.

Government is becoming more responsive to the private sector’s needs by
providing a conducive environment for investment, entrepreneurship and innovation.
Public Private Partnerships could be a means to balance power between public, non-
government and private sectors if there is more capacity building to enhance the
competency and responsibility of the players.

No development solution can come about by working with only the public or
the private or the community sectors or just non-government organizations. This study
makes a strong case that the ‘solutions need to be found in Partnerships’. However, in
exploring the complexity of the social capital of trust-based networks between people
(but which also unfortunately exclude others) which are important for partnerships
and, correspondingly, with partnerships being important for social capital, the
researcher finds that there is no neat or simplistic partnership that can produce
miraculous results. Some partnerships can be corrupt, some can lead to better life
chances for local citizens, but the merits of each case need to be considered
contextually. Widespread change is only likely when there is systemic change across
governance arenas (public, private and non-government) and with consideration of
social, cultural, political, economic and environmental factors. Instead of blaming
development problems on insufficient participation or the lack of capacity of the
ordinary people, the problems lie equally with the state, big business and non-
government organizations. More effective managerial skills and efficient processes
are needed in the governance of all these organizations while the role played by civil
society is essential in making this governance accountable. Better partnerships can

provide models that could inspire others to follow.

Overall this study describes the complex problems created by poor policy
making from above. The ‘gaze’ (in the sense used by Foucault)' is shifted from the

‘non-participating and incapable’ citizens to the ‘ineffective and inefficient” powerful.

! Foucault and Gordon (1980)
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Why are ordinary people so often studied to find answers to societal or systemic
problems? The thesis argues that this is because they are easier to ask, more tolerant
of the researcher, more resigned to answering a number of questions, or perhaps think
it is easier to answer questioners in order to ‘get rid of them’.

Instead this thesis probes the viewpoints of the powerful. Researcher who is interested
in understanding how the state operates in Eastern Indonesia could ‘trawl through this
material’ in order to develop a greater understanding of the dynamics of power.

To conclude, the researcher is first and foremost a practical person, who
wishes to find solutions by creating the conditions for better partnership
arrangements. Instead, she found that the decision makers are part of the problem. For
transformation in governance to occur, stronger civil society cooperation through
‘communities of practice’ is needed. This would be in the interests of all sectors of

society if a regionally more balanced sustainable future is to be achieved.
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