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Abstract
The aid effectiveness debate emerged in late 1990s out of the rising fear that aid was not making any difference, and instead generating dependency relationships between donor and recipient countries. With the signing of a Paris Declaration in 2005 by over a hundred donor agencies and recipient governments, the debate generated an agenda which seeks to change the nature of contemporary aid relationships by adopting ownership as the key pillar of a new aid paradigm. 

As a recipient of foreign aid and a signatory to the Paris Declaration 2005, Indonesia sets to commit to the principles of the Declaration and established a national action plan for aid effectiveness through the signing of the Jakarta Commitment in early 2008. The Commitment aims to translate global commitments under the Paris Declaration to the national level in favor of country ownership, setting the means to improve effectiveness of external loans and grants within the time range of 2009-2014.
This research aims to find out how likely the Jakarta Commitment is to enhance Indonesia’s ownership over foreign aid and in general improve aid effectiveness. The question is derived from the existing skepticism and debate on whether Paris Declaration on Aid Effectiveness can actually deliver real change. At the same time, while Indonesia committed itself to the Declaration and provided its roadmap for aid effectiveness, it is claiming to receive foreign aid of less than 5% of its national budget annually. 

After providing introduction of the research design with a background on aid effectiveness debate and aid in Indonesia, research question formulation and methodology, this research works on its objective in the following order: First, it identifies the major problems relating to aid effectiveness in Indonesia, which underline the importance of the Jakarta Commitment as a roadmap tailored to Indonesia’s case for its commitment in the Paris Declaration. Second, it addresses the extent to which the implementation of the Jakarta Commitment signifies to Indonesia’s ownership over foreign aid. At this part, this research looks into four dimensions which serve as indicators to assess the extent of country ownership as suggested by Lopes and Theisohn (2003: 30), and later elaborates the relation between Indonesia’s PRSP and the idea of ownership. Third, it finds out how likely the Jakarta Commitment is to meet the goals set in the Paris Declaration.

This research concludes that the Jakarta Commitment has not fully addressed the four elements of ownership, but admits that Indonesia is overall making progress although still far from meeting Paris Declaration targets. However, this research stresses that the commitments and strategies under Paris Declaration should not be taken for granted. This research will also point out the importance of gaining recipient leadership as an indispensable element of ownership.
Relevance to Development Studies

The contemporary debate on aid and aid effectiveness in the developing countries is one of the most highlighted issues in the study of International Political Economy and Development. The current debate is marked by the change in aid relationships between donors (in this sense, the developed countries and aid agencies) and recipient governments of the developing countries. There is a debate on aid itself, whether it serves as a solution or rather a problem to overcome issues in the developing world, inter alia economic development, end poverty, improve public health and education, or to put it in a more holistic sense, the effort to accomplish the Millennium Development Goals (MDGs).
Keywords

Foreign aid; Aid Effectiveness; Development cooperation; Indonesia; Ownership; Poverty Reduction; Development policy
Chapter 1
Introduction
1.1 Background 
Contemporary development on Aid  
Aid
 is one of the issues that are central to the current debate on international development policy. Nowadays, there are two competing positions in aid discourse: one that argues that the doubling of aid will contribute to end world poverty (Sachs, 2005), and one that argues that aid is not a solution, but rather a part of the poor countries’ problems (Easterly, 2006). Experts try to bridge these positions, suggesting that aid has made positive contributions but needs some changes towards more effective delivery (Whitfield, 2009). 
Over the years, donor countries and aid agencies (hereinafter “donors”) have set competing agendas among each other over numerous concerns, leading to a chaotic setting in aid business. They have also demanded recipient countries through aid conditionality to set their policy priorities in line with donors’ interests. In the 1990s, aid discourse was marked by ‘aid fatigue’, with rising fear that aid generated dependency relationships for recipient countries. 
The Asian financial crisis of 1997 hit East and Southeast Asia and generated a drastic turn in the long term poverty reduction trend. The World Bank took the leadership in advocating poverty alleviation and improvement in human welfare as the objective of development and foreign aid. Along with other multilateral institutions and bilateral agencies, it ostensibly replaced the tying Structural Adjustment policies with the Poverty Reduction Strategies (PRSs), which is expected to lead to more effective poverty reduction, better use of aid resources and improved aid effectiveness in recipient countries (Thorbecke, 2000; Dijkstra, 2005).

However, the crisis brought into question the role of aid and the uncritical acceptance of the Bretton Woods rules, and the ‘Washington Consensus’, which includes capital and trade liberalization, as well as financial system deregulation (Thorbecke, 2000: 29-35). There’s increasing awareness of the need for international financial system reform, but little progress has yet been made (Thorbecke, 2000: 34). Consequently, rather than waiting for donors to reform, recipient governments are urged to take “ownership” of aid activities. Such consensus was marked by the signing of the 2005 Paris Declaration on Aid Effectiveness by over a hundred donor agencies and recipient governments. In this declaration, ownership of aid is adopted as the key pillar of a new aid paradigm (Whitfield, 2009: 1-2). 

The Paris Declaration presents and action-oriented roadmap with 56 commitments organized around 5 (five) key pillars: Ownership, Alignment, Harmonization, Results, and Mutual Accountability (OECD, 2005).

However, there are reasons to be skeptical of the Declaration’s ability to deliver real change. First, just as other international agreements, the Declaration entails certain diplomatic compromises. It is not clear that all major donors that are parties to the Declaration will be equally committed in practice. Second, substantial conditions are still attached to aid from most donors since the Declaration was signed, so in terms of ownership, the nature of aid has not changed significantly (Whitfield, 2009: 2).
Indonesia’s Aid Situation
As a developing country, Indonesia has received foreign aid since 1966/1967. Most of bilateral aid received is in the form of tied aid. The government has to adjust programs and projects that favor the interests of the creditors. This is mainly caused by the fact that each creditor has its own system and preferences. Similarly, multilateral aid to Indonesia is mostly related to policy reforms and conditionality by the multilateral agencies, especially the IMF and the World Bank (INFID, 2007).

Indonesia is one of the countries that were most badly hit by the 1997 Asian Crisis. During this period, bilateral and multilateral aid flowed heavily to the country. Disbursements of loans were determined by whether or not the government has implemented the conditionality. Aid relationships between Indonesia and its development partners had the characteristic of donorship and dependency (INFID, 2007).
Until now, Indonesia continues to face significant development challenges to meet MDGs targets. Poverty rate has fallen to 14.15% in early 2009, yet it represents 32.5 million people. However, over the past five years, Indonesia’s real GDP has grown by 5.17% p.a. in average, which placed Indonesia to the group of Middle Income Countries. The current economic improvement is also indicated by the declining ratio of foreign assistance to the state budget. The ODA currently counts for less than 5% of total national budget (A4DES, 2009: 67-74).
As changes in contemporary aid architecture takes place, Indonesia’s political, economic and institutional conditions have also progressed. Indonesia is a signatory to the Paris Declaration in 2005, and on 12 January 2009, the government was set to commit to the principles of aid effectiveness by adopting exclusively a national action plan, through the signing of the Jakarta Commitment. Adopted by 26 development partners, the Commitment is a roadmap for Indonesia to implement the agenda of aid for development effectiveness (A4DES, 2009: 76). In this sense, the nature of aid management in Indonesia is set to shift from ‘donorship’ to ‘ownership’. The agenda is based on the Paris Declaration principles and the Accra Agenda for Action through three underlying commitments:

1. Strengthening country ownership over development. 
2. Building more effective and inclusive partnerships for development. 

3. Delivering and accounting development results. 

1.2
Research Objectives and Research Questions
Research Objectives
Given the existing skepticism and debate on whether Paris Declaration can deliver real change towards aid effectiveness, and Indonesia’s status as a Middle Income Country with foreign aid that accounts for only less than 5% of its national budget, this research will try to evaluate to what extent the Jakarta Commitment can serve to improve aid effectiveness in Indonesia. The Jakarta Commitment is Indonesia’s roadmap for development effectiveness, and this research will try to assess the appropriateness of the roadmap, generating hypothetical statements, building arguments by situating the debate that evolves around the aid effectiveness in a particular case of Indonesia. This research will not generate a final evaluation of the implementation of the Commitment, knowing it is too recent to do so, but may come up with conditions/changes needed to accomplish the aid effectiveness agenda in this particular case.

Research Questions
The proposed research question would be: 

“How likely is the Jakarta Commitment to enhance Indonesia’s ownership over foreign aid and in general improve aid effectiveness?” 

This question will be addressed in the following order:

a. Chapter 2 provides the theoretical framework for the research.

b. Chapter 3 addresses the major problems of aid effectiveness in Indonesia. Further, based on Indonesia’s aid situation, inter alia the aid-to-budget ratio which accounts for only less than 5%, this Chapter will also address how important the Jakarta Commitment actually is for the country.

c. Chapter 4 addresses the extent to which the implementation of the Jakarta Commitment signifies to Indonesia’s ownership over foreign aid.

d. Chapter 5 addresses the extent to which the Jakarta Commitment increases aid effectiveness in Indonesia according to Paris Declaration indicators.
With regards to the period, this research will focus on, but not limited to, the development of aid management in Indonesia from 1997 (which marks the period of the country’s debt crisis due to 1997 financial crisis) to 2010 (supported by the most recent documents possible and an established 2009 annual report on the implementation of the Jakarta Commitment).
1.3 
Methodology
This research carries out a descriptive-explanative methodology based on a literature study, which uses primary data from relevant institutions, such as the IMF, World Bank, OECD, A4DES, and Indonesian Ministry for National Planning (Bappenas), and secondary data from academic publications such as books, journals and articles.

Statistical data and primary documents from the aforementioned institutions, and news from the media are the main source for information on the progress on aid effectiveness agenda in Indonesia, using as much recent data as possible. Secondary data from academic publications provides the tools for analysis in this research, particularly to evaluate the degree of ownership and aid effectiveness in line with the research’s objective.
It is to note that this research prefers quantitative data from international organizations (e.g. the amount of ODA and grant flows), because the data acquired from the Indonesian government use a different, rare methodology than those from the international organizations and therefore would be difficult to combine.  This research generally uses two approaches in data assessment: 

1. Deductive/inductive approach, arguing that the Jakarta Commitment should extend Paris Declaration debate into Indonesian context, data are analyzed rather than measured.
2. Participatory approach, gathering opinions and views from several stakeholders in Indonesia (particularly from the government and civil society who deal with the issue). 

1.4
Practical problems in carrying out Research
In practice, I found two main problems in writing this research. First, there hasn’t been much literature on the recent development of the implementation of the Jakarta Commitment in Indonesia; hence a problem in obtaining adequate data. Second, consultations with experts/practitioners on foreign aid to Indonesia were conducted by e-mail, and sometimes the information obtained is not sufficient. 
Chapter 2
Theoretical Framework
This Chapter provides the theoretical framework as an analytical tool for this research, and develops a hypothesis of what to expect as its result. The framework covers the following:

1. Major concerns of aid effectiveness debates (“on Aid and Sovereignty”) to link the development of contemporary aid architecture to the major problems of aid in Indonesia, and how country ownership is being promoted as a solution to these problems.
2. Indicators of Ownership to measure the extent to which a country has gained ownership, as a tool to measure Indonesia’s ownership over foreign aid.

3. The link between PRSPs and Aid Effectiveness, to see whether PRSPs have contributed to the progress of aid effectiveness in Indonesia.

4. Indicators of Aid Effectiveness based on Paris Declaration (and the operationalization in Jakarta Commitment) as a tool to measure the extent to which the Jakarta Commitment (through its Action Plan) increases aid effectiveness in Indonesia according to Paris Declaration indicators.
2.1
Major concerns of Aid Effectiveness:
Whitfield and Fraser (2009: 1-2) on their article “Aid and Sovereignty” elaborates how the debates of improving aid effectiveness typically have two major concerns about the current arrangements.

· First, aid critics point out that the contemporary aid architecture is in chaos, with hundreds of agencies in the aid business with their multiple agenda competing for space in recipient countries. This situation is getting worse as new concerns such as the war on terror, new philanthropic foundations, and new challenges such as HIV/AIDS, as well as the emergence of expanding activities of non-Western donors.

· Second, they worry that Western aid agencies have put constrains to the policy-making options of the aid-receiving governments. They can still demand their money to be spent on their priorities. Critics argue that imposing policies, sequences of reforms, and spending priorities has done harm to the recipient countries: overriding national sovereignty, damaging democracy, and displacing local concerns and solutions.

· Further, although the donors themselves recognize the problems of chaos and conditionality, attempts at centralized reform of many major donor organizations have so far failed to overcome them. Consequently, rather than waiting for donors to reform, recipient governments are being urged to ‘take ownership’ of aid activities, to establish their own national systems for managing and coordinating donors, and to only accept aid that comes on their terms and accords with their policies. In short, ‘country ownership’ is being promoted as the solution to both aid chaos and aid conditionality.

2.2
Indicators of Ownership

Ownership is a complicated term, and therefore sometimes can be regarded as vague. The understanding of ownership that developed as Whitfield (2009: 3) puts is best understood as “shorthand for the degree of commitment shown by recipient governments to implementing the reforms that donors encouraged them to adopt”. At the same time Whitfield also uses another possible alternate definition by Johnson (2005):

a. A right to choose the policies to be implemented, and

b. An obligation to accept responsibility for implementing them.

In trying to be clear on defining the term in this research, I will simply use the term as Schulz (2009: 18) elaborates: Ownership refers to the leadership of a recipient country over public development policies and the aid coordination oriented to support these policies. Ownership is found in the effective leadership of the national government over its development policies and the coordination of donor efforts, thus constituting a key element for more horizontal relations between the North and the South. 

The measures of ownership consider whose idea a particular policy was in the first place, how much politicians say that they agree with the policies in public, what effort they put into selling the policies to their publics, and how hard they work to build coalitions to support them. In conducting the study on aid and sovereignty, Whitfield (2009: 4) focuses her research on Africa; and in assessing how much control a government achieves over foreign aid, she suggest that we look at how much of its implemented policy agenda:

1. is decided by the recipient government without factoring in what donor preferences might be;

2. results from a compromise between recipient and donor with each taking into consideration what they think the other’s preferences might be; and

3. is accepted reluctantly by recipient governments as a necessary price to pay to access financial aid in spite of conflicting policy preferences. 

Guimarães, et.al. (2001: 18-19) state that ‘local ownership’ would be the right element to define the quality of technical cooperation, and suggest that ownership requires some “key distinctions”, which covers the ownership of material inputs and outputs, non-material inputs and outputs, objectives, and processes.
 This research will look into these essential features of ownership as Whitfield (2009) and Schulz (2009) pointed out in their researches, based on the several dimensions which serve as indicators to assess the extent of local/country ownership suggested by Lopes and Theisohn (2003: 29-34), as follows:

1. Ownership of ideas and strategies

This indicator looks at the extent of country ownership by considering whether the implemented policy agenda is the recipient country’s initiative in which the related stakeholders in the country (local governments, local communities, CSOs, and business sectors) demonstrated political will to be involved. It also refers to the extent to which recipients are entitled to opt for concepts of ownership and choose strategies of the implementation, in order to qualify for specific situations. It is questionable whether freedom of choice is fully possible, when in most cases the options of possibilities have previously been set. Full ownership of ideas and strategies comes true when a country develops its own strategies without any influence of the donors. 

2. Ownership of processes

This indicator focuses on the extent to which the recipient country takes the initiative, control and responsibility in processes such as the national development planning, implementation and monitoring. When talking about country ownership, donor development agencies suggest that local communities and civil society are involved in the process, in order to make development interventions broadly owned. Ownership of processes comes true when a recipient gets to decide on a specific format in the operationalization of ownership that is tailored to its local situation, which often includes the time frame for development projects. This element of ownership is important, knowing that aid situations in different recipient countries are case-specific.
3. Ownership of resources

This indicator refers to the government’s ownership of aid resources, i.e. in deciding the allocation of aid from the donors to the government’s budget for particular programs/projects. This includes, among others, the shift towards more untied aid (in terms of the required buying or using of donor goods and services), the shift towards Sector Wide Approaches/SWAP (refers to the specific sectors the government wishes to allocate the funds, such as health and education sectors), and General Budget Support/GBS (a provision of funds to the general government budget). 

In other words, ownership of resources is measured from how much capacity and means are available for a recipient to gain ownership. This is an important element of the whole process, and deals with long-term prospects of country responsibility and accountability, which in turn determine the sustainability of projects.

4. Ownership of outcomes

This indicator entails the aspects of attribution of the agenda to the stakeholders, and accountability of the stakeholders. It also refers to the extent to which country stakeholders are responsible for the success or failure of the outcome of the whole process. Ownership of outcome is very much related to the ownership of ideas, processes and resources. Moreover, it is a direct consequence of the other aforementioned aspects of ownership. In order to have ownership of outcome over foreign aid, other dimensions of ownership mentioned have to be ensured. In fact, the whole idea of ownership rests in the initiative to allow recipients earn the outcome of development that foreign aid enables.
Aside of the four features of ownership, Lopes and Theisohn (2003:6) also pint out that leadership is a critical element for capacity development. Poor leaders are abound to damage to institutions and human resources, and would be counterproductive for ownership. A country with high capacity but poor leadership would likely be stumbled, while the one with low capacity but sound leadership will continue to progress. In national as well as local levels, leaders should be inclusive (having clear goals that are in line with collective aspirations), proactive (show resilience in stressful situations, be able to manage individual and team performance with empathy), and able to allocate domestic resources adequately.

2.3
The relations between PRSPs and aid effectiveness:

Relating to the poverty alleviation trend in delivering aid, the IMF, World Bank, and many bilateral aid agencies have –ostensibly— replaced the tying Structural Adjustment policies with a new tagline: “the Poverty Reduction Strategies (PRSs)”. The formulation of a Poverty Reduction Strategy Paper (PRSP) is a condition for eligibility for a debt relief under the Heavily Indebted Poor Countries (HIPC) programme initiated by the Bretton Woods institutions. PRSP processes should be (IMF PRSP Factsheet, 2010):

· country-driven, promoting national ownership of strategies through broad-based participation of civil society;

· result-oriented and focused on outcomes that will benefit the poor;

· comprehensive in recognizing the multidimensional nature of poverty;

· partnership-oriented, involving coordinated participation of development partners (government, domestic stakeholders, and external donors); and

· based on a long-term perspective for poverty reduction.

Geske Dijkstra (2005: 444-445) further elaborates the objectives and tensions of the PRSP process. The process was expected to increase aid effectiveness by correcting two major problems of the donor-recipient relationships which became increasingly apparent in 1990s:

· First, studies concluded that the practice of setting conditions for policies has not been very effective. Countries only implement the conditions that are part of their planning, and domestic political-economy factors determine the extent of their implementation. Conclusively, policies cannot be imposed from outside, and ownership is necessary. PRSPs, supposed to be drafted by recipient countries, were expected increase local ownership. 

· Second, aid donors recognize the need for more coordination. Current practice has shown how each donor implemented its own project according to its own implementation and reporting requirements, therefore bypassing government authorities and undermining domestic institutional capacity. Aid dependency and the lack of donor coordination had resulted in high transaction costs, and in institutional fragmentation and weakening of state capacities. PRSPs were seen as an instrument for better donor coordination and for more recipient-country leadership.

However, there is a problem within the whole PRSPs system on how its targets are set. Putting ownership into practice can be a controversy. Just like the case of Paris Declaration, there is a concern on how PRSP targets are set, which are still donor-given. The World Bank still determines whether or not a country obtain ownership of its development policies, which is linked to the country’s adoption of a PRSP, knowing that this document itself requires World Bank’s approval. Donors’ active role is still apparent in the designing of these Papers, given their domination of knowledge, and therefore the Paper is often regarded as consisting of externally conceived policies (Zimmermann and McDonnel, 2008: 18). 
Completing a PRSP has become a trend whether or not a country is eligible for HIPC debt relief. The formulation and implementation of PRSPs were expected to lead to more effective poverty reduction strategies and use of aid resources in recipient countries. Among the five above principles, the first (country-driven) and the fourth (partnership oriented) are particularly important for enhanced aid effectiveness (Dijkstra, 2005: 443-444). This trend can be problematic when poverty reduction is not the national goal a recipient would like to set as its development objective. Some would accept such objective, like Indonesia does, but not every recipient would agree. Eventually, developing countries would want to be wealthier, and if it’s not for PRSPs, there is no guarantee that poverty reduction becomes their priority.

Like the preceding SAPs, PRS approach has been criticized as being a one-size-fits-all recipe, but there is a broad agreement among scholars about the ‘overwhelming importance of context’ for the outcomes of a poverty reduction strategy (Gould, 2005: 2-3). Under the HIPC initiative and the IMF programs, PRSPs came on top of other conditions, where fiscal and monetary policies, together with microeconomic and institutional reforms were still required for the Completion Point in general (Dijkstra, 2005: 445-446). However there’s also some counter-arguments such as that of Booth (2003) that the conditionality has a very different nature, which is more of ‘process’ than it is of ‘content’. Donors should monitor only whether a PRSP exists and has been designed in a participatory manner. 

2.4
Aid Effectiveness indicators based on Paris Declaration (and the Jakarta Commitment)

The Paris Declaration presents and action-oriented roadmap with 56 commitments organized around 5 (five) key pillars (OECD, 2005):

1. Ownership - Developing countries exercise effective leadership over development policies: set their own strategies for poverty reduction, improve their institutions and tackle corruption.
2. Alignment - Donors align behind these objectives and use local systems.

3. Harmonization - Donor countries coordinate, simplify procedures and share information to avoid duplication.
4. Results - Developing countries and donors shift focus to development results and results get measured.
5. Mutual Accountability - Donors and partners are accountable for development results.
The Paris Declaration has created a powerful momentum to change the way developing countries and donors work in cooperation together, to maximize the benefits of foreign aid in achieving national development goals of the recipient countries. As changes in contemporary aid architecture takes place, Indonesia’s political, economic and institutional conditions have also progressed. On 12 January 2009, the government of Indonesia was set to commit to the principles of aid effectiveness by adopting exclusively a national action plan, through the signing of the Jakarta Commitment. Adopted by 26 development partners, the Commitment is a roadmap for Indonesia to implement the agenda of aid for development effectiveness in the MIC (Middle Income Country) context (A4DES, 2009: 76). In this sense, the nature of aid management in Indonesia is set to shift from ‘donorship’ to ‘ownership’. The agenda is based on the Paris Declaration principles and the Accra Agenda for Action through three underlying commitments:

1. Strengthening country ownership over development. This includes strengthening capacities and using stronger government systems; and improving the international governance of aid and strengthening south-south cooperation.

2. Building more effective and inclusive partnerships for development. This commitment includes developing a new partnership paradigm, strengthening existing aid instruments, as well as expanding the dialogue to include new actors.

3. Delivering and accounting development results. This commitment includes a focus on and capacity to manage by development results, and the progress review across development partnerships.
Chapter 3
Aid Situation in Indonesia and the Importance of Aid Effectiveness Agenda

The Paris Declaration has created a powerful momentum to change the way developing countries and donors work in cooperation together, to maximize the benefits of foreign aid in achieving national development goals of the recipient countries. 
This chapter highlights the situation of aid in Indonesia relating to those major concerns as Whitfield and Fraser (2009; see Chapter 2) suggest, elaborating how problems that occur in various levels may hinder the realization of the effectiveness of aid.  Suggestions for reform have been introduced through the 2005 Paris Declaration, and the country situation as characterized in this chapter will underline the importance of an aid effectiveness agenda to be carried out through a roadmap of national level. Such roadmap needs to focus not only on the methods of aid delivery, but also how to meet development targets: how to replace aid. 

This chapter aims to observe major problems of aid effectiveness in Indonesia, and find out how important the Jakarta Commitment actually is for Indonesia, looking at the situation of foreign aid in this country. In trying to explain this, this chapter will look at Indonesia’s foreign aid profile based on its allocation, design, and implementation. 
3.1
Indonesian Aid Profile: Allocation

Aid allocation refers to the size and composition of foreign aid and donor missions to Indonesia. As a developing country with a population of around 230 million, Indonesia has received foreign aid since 1966/1967: bilaterally from twenty countries and multilaterally through thirteen agencies. Most of these countries and agencies were engaged in an Inter-Governmental Group on Indonesia (IGGI) from 1967 to 1991, which were then replaced by the Consultative Group on Indonesia (CGI) from 1992 to 2007 (INFID, 2007: 2). 

3.1.1. Size and composition of foreign aid
This research uses the definition of aid by DAC-OECD, and for the case of Indonesia, the definitions of official aid and official development assistance (ODA) are not differentiated. ODA is a concessional and commercial loan which has at least 25% parts in grants. ODA comes from bilateral and multilateral sources, the former takes the largest portion of Indonesian foreign aid. It was slightly less than the amount of multilateral ODA in 2003, but since then continues to become significantly bigger in comparison. The IMF loans are included in as a multilateral source but can’t be taken into account since they have never been used directly for development purposes, but rather serve as stabilization loans disbursed as a deposit in Bank Indonesia as an instrument to secure the Central Bank’s foreign exchange reserve. (INFID, 2007: 18). 

The net total ODA flow to Indonesia indicates the net repayment principal (gross ODA-repayments of principal on previous loans) of aid disbursement. In 1998, Indonesia received a huge inflow of ODA to cope with the 1997 Asian economic crisis, and the amount peaked in 1999, as shown in the following table (3.1). The amount shown in the table indicates the gross amount of ODA disbursed only in the particular year.

Table 3.1
Net ODA and Grants to Indonesia (1997-2008)
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Source: World Bank Global Development Finance; OECD International Development Statistics (http://data.worldbank.org; http://stats.oecd.org)
Gross ODA for Indonesia is the fourth biggest aid flow disbursed from DAC bilateral donors in 2007-2008, in average (see Table 3.2 below). This means that Indonesia receives a very significant amount of ODA, even larger than what India receives, while it’s only slightly less than what China receives. 
Table 3.2
Top 10 Gross Bilateral ODA Flow from DAC donors

(2007-2008 average) (USD million)
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The significant amount of ODA to Indonesia suggests that it continues to face development challenges to meet MDGs targets. Poverty rate has fallen to 14.15% in early 2009, yet it represents 32.5 million people. However, over the past five years, Indonesia’s real GDP has grown by 5.17% p.a. in average, placing Indonesia to the group of Middle Income Countries. There is a declining ratio of foreign assistance to the state budget. It is unavailable in the World Bank data (table 3.1), but according to A4DES, a secretariat established for aid effectiveness in Indonesia, it counts for less than 5% (A4DES, 2009: 67-74). On the other hand, the government’s debt is still more than 26% of GDP as of July 2010 (Kusuma, 2010). It is negative in terms of inflow and outflow of foreign aid. The aid-to-budget ratio might not be very relevant, because there is a dual-track budgeting process (will be elaborated later in this chapter), where programs financed by foreign loans and grants is not part of development planning by national budget due to parallel planning process. 

3.1.2. Existing Donor Missions in Indonesia 

Today, there are more than 200 bilateral and multilateral organizations that channel ODAs to developing countries. A 2008 survey shows that in 2007, donors conducted 15,229 missions in 54 developing countries, 588 of which are based in Indonesia
, the second largest in the world after Vietnam (OECD, 2008b: 24). Such proliferation of uncoordinated missions has caused high transaction costs for donors and recipients, so there is clearly a need for harmonization. The initial problem for Indonesia is not the lack of aid, but is more related to how to deliver it in an efficient way to respond to the needs of poor people. Donors’ reluctance to use recipient’s procurement system holds back the recipient’s ability to manage revenues.

Figure 3.1

Number of Donor Missions in 2007
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In line with what Whitfield and Fraser (2009) suggest, one of the urgencies to have a roadmap for aid effectiveness for Indonesia is to prevent aid chaos by coordinating donor missions. Based on the 2008 OECD Survey (2008a: 13), only 13% of total 590 donor missions in Indonesia were properly coordinated with the country authorities in 2007 (see Table 3.3). 

Table 3.3
Coordinated donor missions in Indonesia (2007)
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The effort to coordinate these missions needs to include harmonization of aid delivery procedures as well as adoption of common arrangements to lower the existing duplication and cut transaction costs in aid management. Indonesia has put harmonization as one of the top priorities in its aid effectiveness agenda. Complaints are brought up in how donors have too many demands with limited resources, resulting in a never-ending meeting with local authorities. Under the Paris Declaration, donors are responsible to make sure their missions and analytical work are carried out jointly.
3.2
Indonesian Aid Profile: Design

Aid design refers to the types of aid in Indonesia, namely program and project aid, as well as tied and untied aid. 

3.2.1. Program and Project aid

Bilateral aid consists mainly of project aid to support physical and institutional infrastructure development, while multilateral aid consists mainly of program aid, aiming to support balance of payments and state budget. Project aid have contributed to the progress of physical development of Indonesia, but the loans used for goods purchases for this purpose are mainly tied to the interests of the creditors. Japan is the biggest bilateral donor, which assistance to Indonesia accounts for around 70% of the total aid, followed by France, Germany, the USA, and Austria (Bank Indonesia, 2010). 

Program aid is smaller in number than project aid, but it can bring larger social and economic implications, especially when it is attached to certain policy conditionality. For Indonesia, World Bank and Asian Development Bank (ADB) are the two major multilateral donors/creditors (INFID, 2007: 2). There is a difference within types of multilateral loans, where the World bank and ADB usually cover program aid in longer term, while the IMF provides funds for stabilization loans in shorter term for balance of payment purposes. The IMF is not included as donor and was not a member of IGGI nor CGI, but its presence has brought strong implications in Indonesia, where it also plays consulting role for the bilateral and multilateral donors before they make loan agreements with Indonesia. 

In 1997 where the Asian Crisis hit Indonesia, loans from both bilateral and multilateral donors during the crisis period were full of conditionality, as detailed in Letters of Intent (LoIs) between Indonesia and the IMF. During 1998-2000 there was a huge increase of Indonesia’s debt-to-GDP ratio from 40.92% to 81.79%. This condition was caused by a sudden inflow of loans due to the 1997 economic crisis. A year prior to the crisis (1996-1997), debt ratio accounted for 23.9%, and a year after that it increased to 68%. This period also marks Indonesia’s foreign debt crisis, which, although in US dollars the total of debt actually decreased from US$56.5 to US$ 51.1 billion, in Rupiah it increased significantly from Rp 127.2 to Rp 425.4 trillion because of the sudden depreciation of Rupiah (Simanjuntak and Panjaitan, 2007: 233).

During the crisis, the IMF and World Bank had a huge influence on the government’s policy-making. The IMF has given Indonesia a legacy from the crisis: a remaining burden of its stabilization loans. These loans were disbursed as a deposit in Bank Indonesia, Indonesia’s Central Bank, as an instrument to secure its foreign exchange reserve. They peaked during the 1997 crisis, have never been used directly for development purposes until the end of the lending period, tied to policy prescriptions of liberalization and deregulation; yet Indonesia has to pay its interests to this day. As Dr. Rizal Ramli suggests, Indonesia had to pay US$ 2.3 billion to the IMF in 2002, with US$ 500 million of which only for the interest (INFID, 2007: 18). 
After 2000, the debt-to-GDP ratio started to downslide as the economy recovered (see Figure 3.2 below), and it continues until now, where the ratio accounts for 26% as of July 2010 (Mustain, 2010). Nevertheless the downslide, the amount of total debt is actually increasing. This is made possible because Indonesia’s GDP(PPP) went down drastically in 1998 (from US$505.95 to US$444.42 billion or by 13%), and then started increasing again until today, with a rate that has been considerably higher than the debt increase (World Bank, 2010; Mustain, 2010; Thee, 2010).
Figure 3.2

Government Debt-to-GDP Ratio (2000-2009
)
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3.2.2. Tied and Untied Aid

Aid is ‘tied’ when a country receives it under the condition that it has to buy goods and services from traders that are based in the providing (donor) country. According to OECD (2008c: 11), such aid will mostly increase not only the cost that recipients need to provide for goods and services, but also the administrative obligations on both donors and recipients. On the contrary, aid, if untied, can help a country build the capacity to provide its own goods and services. 

But fully untying bilateral aid seems hardly possible. Untying aid means letting procurement be accessible to world market, while it includes mixed credits (commercial financing package with aid subsidy) that are determined by foreign firms, mostly major exporters with lobbying strength against donors’ government (Morrissey and White, 1994). 
Before 2006, most of the bilateral aid is given in the form of tied aid. The government of Indonesia has to make policies and adjust program and project schemes to favor the interests of the creditors. This is mainly caused by the fact that each creditor has its own system and preferences. Similarly, multilateral aid to Indonesia is mostly related to policy reforms and conditionality by the multilateral agencies, especially the IMF and the World Bank. 

Japan has been Indonesia’s largest donor for years. Other major donors are France, the US, Germany, Austria and the Netherlands. According to INFID (2007: 5), Japan, Germany, Austria and the Netherlands are the ones with the largest number of tied loans
. Such loans, used for capital goods, military/security equipment and consultancy, have 80-92% parts of it spent in the creditor countries. Bappenas (2004) estimates that around 75% of aid actually go back to the donors, e.g. through the purchases of goods and services. Table 2.6 indicates the comparison between foreign and local utilization of foreign (tied) loans to Indonesia.

Table 3.4
Utilization of foreign loans to Indonesia (2007)
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As estimated by the OECD, tied aid can increase the cost for purchasing goods and services by 15-30%, most of which are capital-intensive or of high technology, without ensuring that those goods provided are in line with the needs of the recipients (OECD, 2008b). 

The 2006 OECD Baseline Survey, which covers the DAC-OECD aid to Indonesia (accounting for 87% of total aid to Indonesia), shows some progress in the effort of untying aid according to the Paris Declaration commitment, where 73% of the aid has been untied (OECD, 2008a: 11). This figure is still lower than the average untying level for other countries, which was 75%. This fact leads to support the argument that untying aid is something possible, and Indonesia needs a designated roadmap along with its development partners to ensure the commitment for the continuation of this progress. One of the enabling factors is the increasing concern among donors that the practice of tied aid not only distorts aid nature by trade interests, but is also contradictory to the principles of free trade
.
Further progress are said to be made by some members of the DAC-OECD, i.e. to have fully untied their ODA, namely Australia, Ireland, Luxembourg, the Netherlands, Norway, Sweden and the UK, while others such as Belgium, Denmark, France, Germany, Japan and Switzerland have untied their ODA to a significant extent. The rests of the donors are still working and committed to untie their aid (OECD, 2008b).

3.3
Indonesian Aid Profile: Implementation

Loans and grants absorption into various development projects and programs has been one of the most apparent problems of implementation. According to OECD data, there is considerable discrepancy between government budget estimates and actual disbursements by donors. In 2007, aid disbursed by donors for government sector reached US$ 4,021 million, but only some US$ 2,814 million (70%) was included in the government budget (OECD, 2008a: 5). In 2004, the accumulated absorption of foreign loans and grants only accounted for 43.1% of the total aid allocated (Bappenas, 2004: 2-3​).

The performance of aid implementation may in many aspects determine whether aid can translate into apparent development results. According to the study by Bappenas (2004), there are three underlying problems for aid effectiveness at the implementation level in Indonesia: paradigmatic, systemic/technical, and transitional problems. 
3.3.1. Paradigmatic problems
Paradigmatic problems refer to the problems of financial management of aid approval within the Indonesian authorities. These problems include weak financial control system, dual track budgeting, and project-seeking behaviors (Bappenas, 2004). Regarding financial control system, problems involve multiple layers of clearance mechanism, numerous financial documents, complicated procedures and multiple authorizations, leading to a situation that is corruption-enabling and bureaucratically complicated. As Transparency International (2010) reported, Indonesia was ranked 111th in the 2009 Corruption Perceptions Index (CPI), meaning that corruption is still a concern, resulting in low donor trust towards the country as aid recipient. 

Another problem that needs attention is the dual track budgeting process between programs financed by foreign loans and grants, and those financed by national budget. Such parallel programming doesn’t allow program proposals to be assessed based on their degree of relevance with higher planning documents; excludes aid management as part of development financing; and causes different tracks of aid disbursement and other sources of funds to often push aid projects behind schedule (Bappenas, 2004: 9).
Project seeking activities indicate that mutual interests exist between lenders/donor agencies as well as the government. On one hand, government agencies are focused to get more matching funds from the annual national budget allocated in their ministries as implementing actors of aid projects; the bigger the budget is allocated, the bigger the government officials within the ministries earn incomes. Meanwhile, lender/donor agencies are aiming to disburse more loans; the bigger the loans, the bigger the donor agencies staff earn overhead costs and job security within their institutions. 
A recent article in the Jakarta Post (9 May 2010) reveals two major foreign debt cases which have caused significant loss for the government, i.e. fraudulent purchase of German warships, and fictive Norwegian wave power plant project on Baron Beach, Yogyakarta, in 1994. Cases of illegitimate debt and corruption during the authoritarian regime indicate how debt ‘mafia’ has been part of the country’s aid effectiveness problems. Addressing this problem requires committed action by both lenders and recipients.
3.3.2. Decentralization Problems

Decentralization has been an integral part of Indonesia’s development agenda since 1999. After more than 10 years, this long-term process still creates problems for aid performance. First, cooperation between different levels (districts, provinces) of local governments and between local and central governments in aid-funded projects has not always been well coordinated, which derives local agenda away from national development priorities. Second, there is an overlap in the degree of authority between the Finance Ministry and Bappenas in their function in program and development financial planning, creating a problem of disbursement and control over foreign aid. Third, project implementation has been made complicated by the emergence of civil society activism since the reformation in 1998, which involves many aspects such as environment concerns and cultural land (Bappenas, 2004). 

3.3.3. Technical Problems

Bappenas further suggests that technical problems are the dominant cause of the tardiness of foreign aid projects (Bappenas, 2004: 14-15). A generic problem of this category would be the lack and slowness of matching funds approval for land purchase, aid funds channelling mechanism, and the lack of qualified human resources. 
Conclusion

Indonesia is one of the developing countries which highlight the importance of country ownership over development. Ranked the 5th in major recipients of ODA from the OECD countries (OECD Database, 2008), Indonesia has established its roadmap for aid effectiveness through the Jakarta Commitment, as a follow up of its commitment in the Paris Declaration. 

This chapter looks at the aid situation in Indonesia and finds out how important the Jakarta Commitment is for Indonesia. The aid allocation indicates that although total ODA to Indonesia currently counts for less than 5% of national budget, Indonesia was already indebted especially during 1998-2000 after the Asian financial crisis, and the payment of government’s debt is still ongoing. The debt-to-GDP ratio is still 26% by July 2010, and although the percentage has been down-sliding since 2000, the amount of total debt continues to rise. It is to note that the aid-to-budget ratio only covers the amount of aid channelled through the national budget, and excludes different tracks of aid disbursement due to the dual-track budgeting process (see 3.3.1). After all, Indonesia still receives the fourth largest ODA from OECD in 2007-2008, larger than India and slightly less than China. Further, there is raising concerns to harmonize donor missions in Indonesia. 

By its design, project aid has contributed to the expansion of infrastructure, while program aid aims to support balance of payments and state budget. The latter is less in amount, but has brought a huge impact to the socio-economic condition of the country, as a result of policy prescription and conditionality attached. During this period, the IMF and World Bank had a huge influence on the government’s policy-making. The lack of ownership in this area has brought the country deeper in the crisis, and IMF stabilization loans have burdened Indonesia to this day. Similarly, before 2006, most of the bilateral aid is given in the form of tied aid. The government had to make policies in favor of creditors’ interests. Tied aid is benefiting creditor countries, knowing that approximately 75% part of it will go back to their economy. 

Conditionality and tied aid are neither effective for the development of Indonesia as the recipient country, since none of these forms are formulated as a solution to the actual needs of Indonesia’s development priorities, and therefore aid in this sense would not be effective. In this regard, Indonesia’s ownership is one of the basic requirements to achieve the effectiveness of aid. Clearly, the first clause of Jakarta Commitment is tailored to address this problem. But there is a conceptual problem regarding the aid/trade classifications, where as long as the commercial lending (which is not really aid) is categorized as aid, then fully untying aid would not be possible.
At the implementation level, there are three underlying problems which affect the impact of aid, whether or not it can translate into apparent development results. In trying to overcome these problems, clauses 2 and 3 of the Jakarta Commitment would be relevant: the strengthening of aid instruments are designated to address paradigmatic (which include weak financial control system, dual track budgeting, and project-seeking behaviors), and technical problems such as methods of aid payment; the inclusion of new actors addresses transitional problems which call for better coordination between local and central governments, between national departments, as well as between government and civil society; delivering and accounting development results to prevent fictive aid projects and assess how much aid is effective to deliver development results. 
In short, Jakarta Commitment is important for Indonesia to: first, increase country ownership as stated in clause 1, which includes calling on donors commitment to Indonesia’s ownership over foreign aid; and second, address the underlying problems of aid effectiveness in Indonesia to tailor the aid effectiveness agenda to the country’s situation. Chapter 4 and 5 will continue to find out how likely the Jakarta Commitment is to bring greater ownership and how far it has progressed in Indonesia’s roadmap for aid effectiveness.

Chapter 4
The Jakarta Commitment, PRSP and Indonesia’s Ownership over Foreign Aid

The shift from donorship to the so-called “partnerships in development”, in which recipients are urged to take ownerships of aid, has been central to the current debate on contemporary aid relationships. While donor coordination remains a central objective of efforts to reform the international aid system, it has now been joined by ownership. In the Paris Declaration on Aid Effectiveness, signed by over a hundred donor agencies and recipient governments, ownership of aid is adopted as the key pillar of a new aid paradigm (Whitfield, 2009: 1-2). 

In this regard, Wil Hout (2007: 12) summarizes how the paradigm shift in development assistance emerge, suggesting that there are at least three influences which resulted in the shift. First, there is a reorientation in economic theory, which is driven away from the pure neo-classical focus on general equilibrium models and the role of the market, to the focus on the institutions and information deficits. Second, the rethinking of favored means such as projects and technical assistance in development policies also led to the focus on programs, sector-wide approaches and demand orientation (in other words, ‘ownership’). Lastly, researches on the conditions needed for effective aid implementation brought the focus on good governance and policy structures as ‘determinants of aid effectiveness’. In his other article, Hout (2004: 595; World Bank, 1998) explains how the shift in development assistance put a much greater emphasis in addressing needs of the ‘poor’, and therefore donors seemingly direct their aim towards poverty reduction and puts more concern to the modes of delivery to call for a higher degree of effectiveness. However this agenda is not created only to address the aid problems per se, but is triggered by the frustration among the international community that aid was not making any difference (Christiansen and Hovland, 2003:21). In other words, ownership came about as the prescribed solution of the aforementioned problem.
The Paris Declaration presents an action-oriented roadmap with 56 commitments organized around 5 (five) key pillars (OECD, 2005): Ownership, alignment, harmonization, results, and mutual accountability. Ownership, which is the focus of this chapter, is described as a situation where developing countries exercise effective leadership over development policies: set their own strategies for poverty reduction, improve their institutions and tackle corruption. However, as Whitfield elaborates further, it is still doubtful that the Declaration can deliver real change, due to its possible diplomatic compromises where there’s no guarantee that all major donors commit equally in practice, and its substantial conditions that are still attached to aid from most donors since the Declaration was signed (Whitfield, 2009: 2).

Wil Hout (2007: 21-23) summarizes that in the shift of paradigm in the international aid agenda, there are three grounds in terms of which aid is insufficiently effective: aid objectives, aid modalities, and aid conditions. Ownership is defined as the ‘remedy’ to the second problem. The logic of cause in the paradigm shift is that aid modalities are too much driven by donor preferences, and therefore the remedy focuses on ownership, alignment of aid with recipients’ policies which would lead to prevalence of recipients’ preferences. Under this strategy, the new aid modalities are operationalized through sector-wide approaches, budget support, and the international financial institutions-led Poverty Reduction Strategy Papers (PRSPs). 

In Indonesia, ownership over foreign aid has been clearly undermined in times of the 1997 Asian Crisis by the IMF and its stabilization loans, and the conditionality imposed by the World Bank and the ADB. Bilaterally, until 2005, before it was announced by the Indonesian President Susilo Bambang Yudhoyono on 24 January 2007 that Indonesia was able to overcome its debt burdens itself without financial aid from the CGI, the donors’ group was chaired by the World Bank and used by the donors as a forum to force Indonesia to align its development policies with the donors. 

Recent debates on ownership and aid effectiveness put a lot of emphasis around the paradigm shift in development assistance, and in light of that, given the asymmetrical relations between donors and recipients, this chapter aims to answer the following question: To what extent does the implementation of the Jakarta Commitment signify to Indonesia’s ownership over foreign aid? Is the change, if any, in Indonesia still tied to the agenda of the donors?

4.1
Ownership in the Jakarta Commitment

In trying to assess the extent to which the Jakarta Commitment signifies to Indonesia’s ownership over foreign aid, this research will look into these essential features of ownership as Whitfield (2009) and Schulz (2009) pointed out in their researches, based on the several dimensions which serve as indicators to assess the extent of country ownership suggested by Lopes and Theisohn (2003: 30), i.e. the ownership of ideas and strategies, ownership of processes, ownership of resources, and ownership of outcomes.

4.1.1 
Ownership of ideas and strategies

This indicator looks at the extent of country ownership by considering whether the implemented policy agenda is the recipient country’s initiative in which the related stakeholders in the country (local governments, local communities, CSOs, and business sectors) demonstrated political will to be involved.

At the time when donors to Indonesia grouped themselves in the IGGI under the military-prevalent authority of General Suharto, and later in the CGI in 2002 to 2007, the Government of Indonesia has to submit its annual development plan to the IGGI/CGI meeting for approval (Marut, 2008: 44). During the Asian Financial Crisis, Indonesia’s ownership of ideas and strategies over foreign aid was largely undermined. The disbursements of loans were determined by whether or not the government implements the policy reform suggested and conditionality imposed by the multilateral agencies. Through program aid, although relatively small in number compared to project aid from the bilateral donors, the IMF and the World Bank as multilateral donors to Indonesia had the biggest influence on the government’s policy-making. Similarly, bilateral donors to Indonesia before 2006 possessed the ownership over the project aid they extended. Development ideas and strategies are made in line with the interests of the creditors, and Indonesian government has to adjust program and project schemes to that of the creditors. 

The Paris Declaration provided the momentum to change this to a different direction, where developing countries are supposed to have ownership over foreign aid on their development. However, we need to take a closer look on how the idea of ownership came to be. Does Indonesia, along with other developing countries, actually own the idea of ownership itself? 

The ideas and strategies of ownership are based on the view of the industrialized countries gathered in the OECD, that international development targets should not be the exclusive responsibility of the donors. Policy conditionality attached to aid programs were not effective enough, and past cases indicate how developing countries didn’t have enough incentives to adopt policies as an exchange for aid (Collier, 2000; Hout, 2007). 

What I would argue is that Indonesia is still short on the ownership of ideas and strategies. The operationalization in the country context seemed to come up with the Jakarta Commitment text, adopting exclusively a national action plan or a roadmap set to commit to the principles of aid effectiveness in the Paris Declaration. This roadmap has drawn support from 26 of its development partners. However, this is not fully in line with the ownership principle as stated by the Development Assistance Committee/DAC-OECD (1996), that it should be based on ‘agreement and commitment from developing countries through their own national goals and locally owned strategies’. The Commitment’s Action Plan is apparently applying the exactly same indicators as have been previously set by donors in Paris Declaration.
However, the need to change the nature of aid relationships has brought the government to reform in various areas, as outlined in regulations: Planning and budgeting reforms under Laws No. 25/2004 and 17/2003, government procurement reform under Presidential Decree no. 80/2003, and the reform of external loans and grants management under Government Regulation (PP) no. 2/2006. The latter signifies the country’s ownership of development strategies, which firstly stipulates that foreign loans and grants are used as part of the effort to achieve objectives laid down in the National Medium Term Development Plan 2004-2009 and the MDGs, with particular focus on infrastructure, education, health and poverty alleviation (Marut, 2007: 3-4). 
The Jakarta Commitment aims to translate global commitments under the Paris Declaration to the national level in favor of country ownership, setting the following means to improve effectiveness of external loans and grants within the time range of 2009-2014 (A4DES, 2010): establishment of Indonesia-led development program, utilization of Indonesian budget/procurement/ monitoring and evaluation systems, increase of domestic products utilization through untying aid, and enhancement of alternative financing resources. As a follow-up of the Commitment, the government established an Aid for Development Effectiveness Secretariat in April 2009 to support, facilitate, coordinate and monitor implementation of the Commitment. A4DES activities are conducted by 6 Working Groups, namely on Procurement, Public Finance Management, Monitoring and Evaluation, Development of Financing Mechanism, Dialogue and Institutional Development, and Capacity Building and Knowledge Management. These working groups are operating in the following structure:
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Looking at the structure, using Whitfield’s criteria (2009: 4; see Chapter 2, measures of ownership), Indonesia’s ownership of strategies, i.e. how much control a government achieves over foreign aid, falls into the second criterion, i.e. resulting from a compromise between recipient and donor with each taking into consideration what they think the other’s preferences might be. Representatives of bilateral and multilateral donors are part of Plenary Members of A4DES and, along with local and central government representatives as well as CSOs and experts, are also members of the thematic working groups.

In this definition, DAC also highlighted that national strategies involve participation of civil society, which will be discussed below under the next indicator, ‘ownership of processes’. 

4.1.2
Ownership of processes

This indicator focuses on the extent to which the recipient country takes the initiative, control and responsibility in processes such as the national development planning, implementation and monitoring.

There is a difference between government and country ownership, where in the latter, national development strategies are supposed to be part of a policy-making process which involves not only the executive, but also with the participation of parliaments and civil societies (Meyer and Schulz, 2008: 7). Such increase in political ownership in national strategy planning of the recipient country has gained a lot of support. However, Booth (2008: 2) argues that that such argument is more ideological than it is evident on actual development processes. The research on the subject shows how parliaments and civil societies are no less prone to incentives than the government is, and records show that developed countries themselves have never applied such participatory approach in their development planning. 

As mentioned earlier, during the Asian Financial Crisis until before the CGI was dissolved, Indonesia retained weak ownership of processes over foreign aid, bilaterally as well as multilaterally. The disbursements of loans and ODAs were determined by whether or not the government implements the policy reform suggested by donors and conditionality imposed by the multilateral agencies.

Even after the crisis and the Paris Declaration, such ownership over foreign aid might to some extent be ‘manipulated’ (Marut, 2008: 45). In the spirit of harmonization, the World Bank established a number of agencies as some sort of donors’ association based on their areas of work, namely the Decentralization Support Facility (DSF), Multi-Donors trust Fund (MDTF), SOfEI (DSF Support Office for Eastern Indonesia), and SPADA (Support for Poor and Disadvantaged Areas). 

In this sense, these agencies are still controlled centrally by the World Bank, but are separate agencies from the government and other democratic institutions. The Boards of these agencies include a number of Indonesian scholars and politicians, but they are not given the decision-making capacity. Adding to this point, in some provinces in East Indonesia, SOfEI staff are put together as a part of the local government’s structure. In such cases, not only are SOfEI staff freed from funding procedures and obligations, but they also have the influence the governors by giving direct advises on policy choice, and in certain cases even formulated the policies themselves.

After the signing of the Jakarta Commitment, the dimension in which Indonesia’s ownership of processes is embodied is the concept of democratic ownership. The idea is to engage all sectors of the society in deciding upon the use of aid, whether or not it is needed, to be part of its implementation and monitoring, with the assumption that NGOs and local communities have better knowledge of the situation and the need of local society and therefore their help would be useful in the design and implementation of aid projects. Such bottom-up processes in development policy framework has been regulated by PP no. 2/2006, including one gate policy for foreign loans and grants borrowing, with an elaboration of different roles by institutions at district to national level, transparency and accountability in development planning, and the adjustment of foreign loans and grants utilization to the programs laid down in the Medium-term Development Plans of 2004-2009 (Marut, 2007: 4). This country-owned processes have been applied, allowing representatives from local communities and NGOs to participate in the control and monitoring of development planning and implementation through annual development plans at district to national level, as regulated in PP No. 39/2006 (Marut, 2008: 47).

As pictured in Figure 4.1, CSOs and scholars participate in the Group of Experts to back up the working groups which will in turn contribute to the finalizing of the country’s development planning, implementation, monitoring and evaluation. This signifies country ownership of processes over foreign aid, which was undermined before aid effectiveness agenda took place. Nevertheless, challenges remain in extending dialogs and participation of wider stakeholders. It also needs to be considered that such locally-owned strategies do not only involve participation of civil society, but also business/private sectors as another increasingly important element in developing countries. Many private shares are gaining a bigger part of a country’s share of resources. Oil companies are apparent example of how private sector can be very powerful in guiding a country’s decision-making process. In this case we need to maintain a healthy scepticism on where an inclusive participation of these increasingly denationalized sectors may direct the ownership agenda to. In this regard nevertheless, chances are open, while there has been growing awareness among local communities of the importance to take part in the implementation of the Jakarta Commitment.

According to personal communication with Don K. Marut, INFID’s Executive Director, on 13 August 2010, another challenge would the fact that the government still lacks the leadership in the processes among other stakeholders. A4DES and the Jakarta Commitment was supposed to be the commitment to government leadership (thus sovereignty), but donors are still hesitant and the government still depends on donors’ directions. What donors seemed to forget is that it should stress more on the ‘political leadership, developmental vision and willingness to transform state structures that have been associated with successful development in the past, most recently in East and Southeast Asia’ (Booth, 2008: 2). Similarly, instead of bringing the donor-established PIUs (Project Implementation Units), such as those aforementioned of the World Bank, into A4DES, the government even confirms the presence of separate and independent PIUs. 
4.1.3
Ownership of resources

This indicator refers to the government’s ownership of aid resources, i.e. in deciding the allocation of aid from the donors to the government’s budget for particular programs/projects. This includes, among others, the shift towards more untied aid (in terms of the required buying or using of donor goods and services), the shift towards Sector Wide Approaches/SWAP (refers to the specific sectors the government wishes to allocate the funds, such as health and education sectors), and General Budget Support/GBS (a provision of funds to the general government budget). 

Marut (2007: 6-7; 2008: 45-46) explains further how these agencies are generating concerns, and relating to ownership of resources, they include: first, the funds disbursed by the World Bank are allocated to these agencies, which then implement their projects or decide to channel the funds to other agencies (local governments, ministries, local or international NGOs). Second, these agencies can possibly undermine the ownership of resources due to their domination over other NGOs. Playing the role as the new donors in Indonesia, they can make sure that local governments and NGOs in need of funding adjust their development priorities and projects in line with those of the agencies, and therefore the decision in the allocation of aid from the donors to the government’s budget for particular programs/projects relay upon them. 

Bilaterally, the shift towards more untied aid for Indonesia has been estimated by the OECD. According to the 2006 OECD Baseline Survey, 73% of aid from OECD donors or from 87% of total aid to Indonesia have been untied in accordance with the Paris Declaration commitment (OECD, 2008a: 11). This number has been confirmed by a staff member of the Directorate of Bilateral Development Financing of Bappenas through a personal e-mail on 7 September 2010. This figure is still lower than the average untying level for other countries, which was 75%. This fact leads to support the argument that untying aid is something possible, and Indonesia needs to make sure that such progress will continue. 

Further progress are said to be made by some members of the DAC-OECD, i.e. to have fully untied their ODA, namely Australia, Ireland, Luxembourg, the Netherlands, Norway, Sweden and the UK, while others such as Belgium, Denmark, France, Germany, Japan and Switzerland have untied their ODA to a significant extent. The rests of the donors are still working and committed to untie their aid (OECD, 2008b).

The implementation of Jakarta Commitment for the ownership of resources under A4DES in this regard lies in the ongoing establishment of Transitional Multi Donor Fund (TMDF), which was agreed in August 2009, as the first step in the effort of Working Group on Development of Financing Mechanism (DFM) in creating a nationally managed Trust Fund for A4DES as part of its Work Program 2010 (A4DES, 2010). In this regard, challenges also remain to be addressed, i.e. in optimizing the utilization of resources to ensure the achievement of the Jakarta Commitment. 

4.1.4
Ownership of outcome

This indicator entails the aspects of attribution of the agenda to the stakeholders, and accountability of the stakeholders. Ownership of outcome is very much related to the ownership of ideas, processes and resources. In order to have ownership of outcome over foreign aid, other dimensions of ownership mentioned have to be ensured. In fact, the whole idea of ownership rests in the initiative to allow recipients earn the outcome of development that foreign aid enables. 

The country’s ownership of outcome over foreign aid is underlined in the government regulation (PP) No. 2/2006 as follows: the utilization of foreign loans and grants by local governments should put into focus the investment in infrastructures in order to support regional income and directly benefit the local communities; foreign loans and grants utilized by state-owned companies are directed for national investment in order to promote revenues and services of these companies, and to attract foreign investments. 
Bappenas (2004) estimates that around 75% of aid to Indonesia actually go back to the donors, e.g. through the purchases of goods and services. Therefore the progress of untying aid to Indonesia by its development partners sounds promising for the former’s ownership of outcome. 

The Jakarta Commitment Action Plan has not integrated any specific element related to the ownership of outcome over foreign aid, to ensure that development outcome serves the interest of the respective government and communities. As Fischer (2009: 863) indicates, the role of aid needs to be considered in light of a much broader understanding for what development requires, i.e. industrialization and huge investment inflow in urban and other infrastructure. In light of this, the Jakarta Commitment and its Action Plan need not only to address problems of aid delivery, but also the much longer term of how the country can survive without aid. Such long-term plan will in turn reduce aid dependency and improve the asymmetrical relations between Indonesia and its development partners, if Indonesia can have a successful economic performance and an alternative source of public finance as a bargaining power in aid negotiations, and strong institutions for aid management to keep donors away from policy making in its administrative system. 

4.2
PRSP in Indonesia: the new aid modalities?

In September 2000 the government of Indonesia signed on to the UN Millennium Declaration and the Millennium Development Goals (MDGs) with 2015 development targets (UNDP, 2004). One of the vehicles for achieving the MDGs is the Poverty Reduction Strategies (PRSs).

Promoting ownership should not be a contradiction, which also applies to the trend of promoting ownership through the Poverty Reduction Strategy Papers (PRSPs) in most developing countries. The PRSP approach emerged from the aid effectiveness agenda to evaluate the role, impact and effectiveness of ODA, and it evolves around issues of conditionality, ownership, aid programs, management of public expenditure, and donor coordination. 

As Zimmermann-McDonnel (2008) and Dijkstra (2005) suggest (see Chapter 2), there are two main problems that can be derived from the whole system of PRSPs. First, putting ownership into practice can be a controversy. Just like the case of Paris Declaration, there is a concern on how PRSP targets are set, which are still donor-given. The World Bank still determines whether or not a country obtain ownership of its development policies, which is linked to the country’s adoption of a PRSP, knowing that this document itself requires World Bank’s approval. Second, this trend can be problematic when poverty reduction is not the national goal a recipient would like to set as its development objective. Some would accept such objective, like Indonesia does, but not every recipient would agree. Eventually, developing countries would want to be wealthier, and if it’s not for PRSPs, there is no guarantee that poverty reduction becomes their priority.

Over the past five years, Indonesia’s real GDP has grown by 5.17% p.a. in average, which placed Indonesia to the group of Middle Income Countries. However, Indonesia continues to face significant development challenges to meet MDGs targets. Poverty rate has fallen to 14.15% in early 2009, yet it represents 32.5 million people (A4DES, 2009: 67-74). Indonesia’s PRSP was made in a process involving multi stakeholders in 2003, in participatory means based on rights-based approach and gender perspectives. The Paper has been adopted as a National Poverty Reduction Strategy Document (or usually known as Strategi Nasional Penanggulangan Kemiskinan/ SNPK) and incorporated in Indonesia’s Medium Term Development Plan of 2004-2009, under the Law no. 25/2004. 

While the establishment of the national document can be regarded as country-driven, promoting national ownership of strategies through broad-based participation of civil society, the implementation level remains debatable. Following SNPK, the government then developed a National Program on People’s Empowerment (recognized as PNPM), an implementation plan of poverty reduction through capacity building of local communities and development funds provision. Don K. Marut (2007: 5) suggests how PNPM is in practice a top-down project, where funds have been allocated and local communities are driven to utilize the funds as they see fit. In this sense, the initiative has been made from the top and did not appear based on the needs of the community. This will in turn impede Indonesia’s larger objective to be able to replace aid. 
PRSP in Indonesia has not sufficiently coordinated participation of development partners (government, domestic stakeholders, and external donors) in its strategy and implementation, and therefore is not yet fully partnership-oriented. PNPM, for instance, is still overlapped by the World Bank supported of Sub-District Development Program (known as KDP), a project of community-driven development. Capacity building programs for local communities across the country are not conducted in coordination but instead in overlapping efforts by PNPM, the World Bank agencies (such as SOfEI, DSF and MDTF), and other projects supported by international and local NGOs (Marut, 2007: 5). 

A common framework of partnership as Dijkstra (2005; see Chapter 2) suggests would require a national plan that reflected a long-term strategic vision of how to reduce poverty while at the same time being sufficiently operational to provide the basis for supply of donor money. However, the link between PRSPs policies and aid effectiveness progress remains weak. The bottom-up approach in Indonesia’s development planning is not yet accompanied by a poverty alleviation program within the same procedures, but instead in a separate one. This indicates that donor-given targets of PRSPs are not fully in line with national development priorities. Therefore it is still debatable whether PRSPs can lead to more ownership, and likewise, it is still unlikely to lead to better donor coordination in Indonesia. Further, while Fischer (2009: 863) indicates that the role of aid needs to be considered in light of a much broader understanding for what development requires, i.e. industrialization and huge investment inflow in urban and other infrastructure, none of these points have been included in Indonesia’s development priorities as indicated in the National Medium Term Development Plan of 2010-2014. Although the national poverty reduction strategy (SNPK) has been incorporated in the Medium Term Development Plan, its effectiveness in contributing to the achievement of MDG goals in general and long-term poverty alleviation in particular would still be questionable.
Conclusion

In addressing the question of to what extent the Jakarta commitment signifies to Indonesia’s ownership over foreign aid, this Chapter firstly looks into four dimensions which serve as indicators to assess the extent of country ownership as suggested by Lopes and Theisohn (2003: 30), and later elaborates the relation between Indonesia’s PRSP and the idea of ownership. 

Indonesia’s ownership of ideas, processes, resources, as well as outcome were largely undermined at the time when donors to Indonesia grouped themselves in the IGGI under the military-prevalent authority of General Suharto, especially during the Asian Financial Crisis, and later in the CGI in 2002 to 2007, the Government of Indonesia has to submit its annual development plan to the IGGI/CGI meeting for approval. Bilaterally, development ideas and strategies are made in line with the interests of the creditors, and Indonesian government has to adjust program and project schemes to that of the creditors. Multilaterally, the IMF and the World Bank through program aid had the biggest influence on the government’s policy-making. The disbursements of loans were determined by whether or not the government implements the policy reform suggested and conditionality imposed by the multilateral agencies.

The Paris Declaration provided the momentum to change this to a different direction, where developing countries are supposed to have ownership over foreign aid on their development. The need to change the previous nature of aid relationships has brought the government to reform in various areas to retain bigger ownership, as outlined in regulations: Planning and budgeting reforms under Laws No. 25/2004 and 17/2003, government procurement reform under Presidential Decree no. 80/2003, and the reform of external loans and grants management under Government Regulation (PP) no. 2/2006.

The Jakarta Commitment aims to translate global commitments under the Paris Declaration to the national level in favor of country ownership, setting the following means to improve effectiveness of external loans and grants within the time range of 2009-2014, and as a follow-up, the government established an Aid for Development Effectiveness Secretariat in April 2009 to support, facilitate, coordinate and monitor implementation of the Commitment. A4DES activities are conducted by 6 Working Groups. 

This Chapter concludes that, first, the Commitment does not signify Indonesia’s ownership of idea because it is based on a donor-initiated Paris Declaration strategies, and its ownership of strategies only falls into the second part of Whitfield’s criteria, i.e. resulting from a compromise between recipient and donor with each taking into consideration what they think the other’s preferences might be, taking into account the participation of donor representatives in the A4DES Plenary and thematic working groups. Second, there is progress in the ownership of processes, as local and central government as well as CSOs and scholars participate in A4DES working groups and regular policy process in Parliaments which will in turn contribute to the finalizing of the country’s development planning, implementation, monitoring and evaluation. However challenges remain in organizing PIUs under government leadership and engaging wider range of stakeholders. Third, the ownership of resources has progressed in the shift towards more untied aid (where 73% of aid from OECD donors or from 87% of total aid to Indonesia have been untied), and the ongoing establishment of a nationally managed Trust Fund for A4DES. Challenges remain in optimizing the use of resources to achieve development targets. Fourth, the Commitment has not integrated any specific element related to the ownership of outcome over foreign aid, to ensure that development outcome serves the interest of the respective government and communities. It need not only to address problems of aid delivery, but also the much longer term of how the country can survive without aid, which in turn will reduce aid dependency and improve the asymmetrical relations between Indonesia and its development partners. 

Finally, it is still debateable whether PRSPs in Indonesia can lead to much more local ownership. Although established through a participatory approach, the strategies have not sufficiently coordinated participation of development partners, neither have they been a sufficient instrument for better donor coordination and for more recipient-country leadership in the allocation of aid. The link between PRSPs policies and aid effectiveness remains weak, which is attributed to the problem in the whole system where targets are still determined by donors. Further, development requirements such as industrialization and huge investment inflow in urban and other infrastructure have not been included in Indonesia’s development priorities as indicated in the National Medium Term Development Plan of 2010-2014.
Chapter 5
The Jakarta Commitment: Indonesia’s Roadmap for Aid Effectiveness
As outlined in Chapter 3 and Chapter 4, there are underlying problems of aid effectiveness situation in Indonesia. First, although the government has committed to receive foreign aid for less than 5% of total national budget annually, the debt repayment (including the debt during 1998-2000 financial crisis) is still ongoing with the ratio of more than 26% of the country’s GDP in 2010, which means that the repayment is still negative in terms of inflow and outflow of foreign debt, while the country is still carrying the burden of debt from the past. Second, donor missions in Indonesia are large in size (590 missions in 2007), but only 13% of them have been properly coordinated with the country authorities. Third, there is still a discrepancy between the government budget estimates and actual donors’ disbursement of aid. As indicated by OECD in 2008, this discrepancy amounted for 70% of the total aid disbursed. The latter is a problem caused by lack of aid performance due to paradigmatic problems (bureaucratically-complicated financial control system, dual-track budgeting process between programs financed by foreign loans and grants and those by national budget, and project-seeking activities between donor agencies and the government personnel); transitional problems in decentralization; and technical problems (aid channelling methods,  land purchase, and human resources).

Based on the current, aforementioned problems of aid performance, this Chapter will seek to answer the question of how likely the Jakarta Commitment, being the roadmap for Indonesia’s commitment to Paris Declaration) is to succeed in increasing aid effectiveness in the country. This chapter will not be a final evaluation of the implementation of the Commitment, knowing that it’s still ongoing, but rather generate hypothetical statements of how it should work in order to realize the commitments under the Paris Declaration.

According to the World Bank, Aid effectiveness is the impact that aid has in reducing poverty and inequality, increasing growth, building capacity, and accelerating achievement of the Millennium Development Goals set by the international community. Indicators here cover aid received as well as progress in reducing poverty and improving education, health, and other measures of human welfare (World Bank, 2010). If applied to the national objectives, then aid effectiveness is how to turn aid into apparent development results based on national development priorities. The following are the elaboration of progress and challenges as the way towards the realization of the main statements of Paris Declaration based on the Jakarta Commitment Action Plan for 2010.
5.1
Progress and Challenges in Ownership
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(see Annex 2) applied to the case of Indonesia.

Ownership according to the Paris Declaration consists of two main elements: the ability to exercise effective leadership over national development strategies, and coordinate different actors of development in the country (OECD, 2008a: 22-2). Indonesia has already established its Long Term Development Plan of 2005-2025, accompanied by Medium-Term Development Plans (MTDP) of 2004-2009 and 2010-2014 as its operational development strategies. The World Bank provides assessment for countries under this indicator in its review titled “Results-Based National Development Strategies: Assessments and Challenges Ahead” (World Bank, 2007a), which assesses national strategy based on three areas, i.e. the extent to which it is authoritative, country-wide, and clarifies priorities. However, this indicator for Indonesia is not yet assessed, because Indonesia did not participate in OECD 2006 Baseline Survey. At that time the country has prepared and IPRS in March 2003, but it shifted focus to an MTDP and did not presented a PRS to the Boards of the IMF and the World Bank timely (World Bank, 2007a: A4). 

The connection between national plans, strategies and aid was assessed as relatively weak in 2007 (OECD, 2008a: 22-1), but after the establishment of A4DES, its working groups have contributed to the finalization of MTDP 2010-2014, in which the Jakarta Commitment is made relevant with national strategies. Guiding principles of the Commitment have been adopted, including country ownership over development, improving mechanisms for delivering and accounting for development results, and building more effective and inclusive partnerships for development (Tuwo, 2010). The policy on debt according to the national plan is to reduce the debt-to-GDP ratio to 24% by the end of 2014. The MTDP also stated A4DES function in developing further policy on foreign loans and grants.

The government still needs to clarify these national development priorities (with clear relations to aid strategies) in more detail, and promote more coordination with development partners to increase leadership. This can be done through A4DES, with the participation of broader stakeholders. The government also needs to address problems of debt management and decentralization (as indicated in Chapter 3), providing clear coordination guidelines among three principal agencies, i.e. Bappenas, Ministry of Home Affairs and Ministry of Finance. With strong, concerted efforts of these ministries, the government can obtain a more symmetrical and obtain leadership in the agenda.
5.2
Progress and Challenges in Alignment   
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Alignment according to Paris Declaration suggests that aid has to be aligned with national development strategies, institutions and procedures of the recipient. OECD (2008a: 22-3) indicates that Indonesia has made progress in the use of country systems, coordinating capacity building and aid predictability. Things in a large need to be improved remain, even several years after the introduction of planning and budgeting reforms under Laws No. 25/2004 and 17/2003, and the reform of external loans and grants management under Government Regulation (PP) no. 2/2006. These things are country systems reliability, integration of aid to national budget and alignment of PIUs into government system. 

Country Policy and Institutional Analysis (CPIA) score of a country (1 being very weak and 6 very strong) is based on a comprehensive and credible budget in line with policy priorities; strong financial management systems to implement budget accordingly; and accurate fiscal accounting and reporting. Indonesia’s PFM system was rated 3.5 in 2005, but did not participate in the 2006 Survey on Baseline Achievement of Paris Declaration, neither did it receive a rating the year after (2007). 

Indonesia’s procurement system was first assessed in 2007, and with grades ranging from A as the highest and D the lowest, Indonesia received grade C in the OECD 2008 Survey, even 5 years after the establishment of procurement system under Presidential Decree No. 80/2003. One of the main impediments would very likely the national corruption issues which still need continuous efforts to overcome. 

In aligning aid flows into national priorities, the government needs to note that although aid inclusion in national budget reached 70% on aggregate, the average donor ratio based on OECD report (2008a: 22-5) only accounted for 26%. The government needs to put efforts not only on the improvement of grant management and report system, but also the problems of information flow between the government and donors.

For the “strengthen capacity by coordinated support”, Paris Declaration target for 2010 is to implement 50% of technical cooperation flows through coordinated programs which are made consistent with national development strategies. This target has been exceeded by Indonesia as shown in the OECD 2008 report, that in 2007 the country has had coordinated technical cooperation programs of 60%. However, the Jakarta Commitment action plan still needs to set a clear target as indicated by the Declaration, as it has not done so. It only stated its aim to establish an “umbrella program” for capacity building in the second quarter of 2010, and implement these programs since mid-2009 (DSF Indonesia, 2008). 

In strengthening capacity by avoiding parallel implementation structures, the action plan has targeted parallel PIUs to be reduced from 110 to 66, more than what the Declaration set, which is to reduce them by two-thirds.

The Jakarta Commitment Action Plan revealed Indonesia’s aid predictability as reaching 70% (DSF Indonesia
, 2008:11), integrating it as part of ‘aligning aid flows with national priorities’, while the OECD report (2008a: 22-10) suggests it was 25% in 2007, with an average donor ratio of 10%. While the OECD refers to aid predictability as the measures of planned aid disbursements by donors that are recorded as actual disbursement by Indonesia’s national accounting system, the Action Plan might have mistaken it by the mere inclusion of aid into national budget. There needs to be an appropriate and agreed definition on this matter. If we are to agree with OECD’s definition, then the challenge to increase aid predictability to 85% by 2010 would be much harder. In order to meet, or at least move close to this target, donors and the government need to work closely with each other, and each internally work for an accurate disbursement records. 

The Paris Declaration does not set a clear indicator, only encouraging continued progress over time. As much as 73% of the 87% of total aid to Indonesia (comprising of aid from DAC-OECD donors) have been untied in 2006, but the average level of untied aid according to OECD 2006 Baseline Survey indicates a number of 75% (OECD, 2008a: 22-11). Progress towards more untied aid has to be accompanied by better procurement system.

Overall in alignment, donor commitment remains a large issue. In many progress that shows a significant number, the average donor ratios are often discouraging. 
5.3
Progress and Challenges in Harmonization
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The effort to coordinate donor missions in Indonesia is one of the priority objectives of harmonization of aid delivery procedures and the adoption of common arrangements to lower the existing duplication and cut transaction costs in aid management. Under the Paris Declaration, donors are urged to be responsible in making sure that their missions and analytical work are carried out jointly. 

Donor harmonization has been part of Indonesia’s agenda priority under A4DES, putting a lot of focus on the Working Group on Development of Financing Mechanism, where the government and donors hold regular meetings to coordinate programs implementation. Harmonization agenda is aiming to increase programme-based approaches (PBAs) in financing for development, and the number of joint missions. It is necessary for Indonesia to increase the quality of its PFM system in order to increase its transparency and qualify for PBAs. But as mentioned in section 5.2, corruption is still a main issue for Indonesia to achieve this purpose; hence increasing PBAs is largely a challenge.
In developing the use of common arrangements, aside of PBAs, A4DES is currently developing a multi-donor fund mechanism. The idea seems plausible, which is to integrate all development funding from diverse development partners into one fund mechanism, and then channel the funds for particular activities with prior agreement between government and partners (activities can be based on specific aspects such as healthcare, education, etc). This can be a feasible alternative for a more flexible, transparent and accountable financing mechanism, and to exercise greater country leadership. 

Such funding mechanism is being discussed A4DES WG on DFM. The Working Group is currently setting up a concept of National Trust Fund, based on Indonesia’s prior similar experiences in industrial efficiency pollution control, and Non-project grant aid from Japan. This scheme is expected to be introduced by December 2010 (A4DES, 2010). 

5.4 
Progress and Challenges in Managing for Results
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Managing for results in Paris Declaration means that donors and recipients are committed to manage aid based on desired development results. These results should be defined, and progresses towards them are to be measured, with efforts to improve performance through decision making (OECD, 2008a). For this purpose, a results-based monitoring system is required.

The ‘results-oriented frameworks’ indicator is assessed in World Bank’s review (2007a) on Results-Based National Development Strategies, but Indonesia was not part of it. Target for 2010 as set by the Paris Declaration is to reduce the gap, i.e. the proportion of countries without transparent and monitorable performance assessment. However, country progress so far according to OECD (2008a: 22-15) indicates that donors, PBAs and projects have transparent and monitorable performance assessment, but the government doesn’t. Therefore there is a need to jointly build a system and the capacity to run it. 

The establishment of AIMS (expected to be operational by the end of 2010) is based on the third principle of the Jakarta Commitment, ‘Delivering and Accounting for Development Results’, to support development partners and the government in ongoing joint reviews on progress of aid effectiveness commitments. AIMS are directed to: be web-based; provide an overview of loans and grants linked to the system used in planning national budget; track progress towards results; based on PP No. 2/2006 (A4DES, 2009).

Through the Working Group on Monitoring and Evaluation, the government can develop a results-based country assessment based on the desired development results as indicated in Indonesia’s Medium-Term Development Plan 2010-2014 and how much aid contributes to serve the achievement of these results. The current MTDP has 15 selected development targets (Bappenas, 2010), which, to name a few, consist of: economic growth of more than 7% before 2014, unemployment rate of 5-6% by the end of 2014, poverty rate to decrease to 8-10% by the end of 2014, illiteracy to reduce to 4.18% in 2014, and HIV prevalence of less than 0.5% in 2014. 
5.5
Progress and Challenges in Mutual Accountability
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Mutual accountability in Paris Declaration underlines donors’ and countries’ accountability for the utilization of aid resources and the management of delivering development results. Such accountability applies to their publics and to each other (OECD, 2008a: 22-15). The indicator for mutual accountability seeks to find out whether or not recipient countries have a national mechanism for mutual assessment of aid effectiveness progress with development partners.

OECD country report (2008a) indicates that Indonesia in 2007 has not established such mechanism for a mutual assessment on aid effectiveness progress. After the establishment of A4DES, progress is shown by the establishment of mechanism process of aid planning, implementation and monitoring/evaluation by Working Group on Monev, through which the government is still developing a government-led mutual accountability system. However, there is little information on how far the improvement of mutual accountability has progressed
Conclusion

Based on the Indonesia’s progress and challenges on the achievements of Paris Declaration projected in the tables above, there are a number of main, underlying issues of aid effectiveness which a lot of indicators depend much on, and therefore should be priorities of further decision making. First, it is the national plans and strategies that should be well-connected with aid allocation. Without this, further aid planning, implementation, and monitoring/evaluation can not be done in line with national priorities, and ownership would be hardly achievable. Second, reliable Public Financial Management (PFM) and Procurement systems are the key to alignment and harmonization. If Indonesia has such reliable systems, donors’ commitment and confidence would definitely follow. A resolute PFM system would also support aid funding integration to national budget significantly. Third, capacity of the government is one thing that should never be left out. It is a foundation of any government-led development arrangements or procedures, and the effectiveness of any aid programs. Finally, strong coordination between line ministries in the government, between local and central government, and between governments and development partners including other stakeholders are indispensable on every level of aid planning, implementation, as well as monitoring/evaluation.  

In addressing the question of how likely the Jakarta Commitment is to meet the goals set in the Paris Declaration, this Chapter concludes that Indonesia is overall making progress although still far from meeting Paris Declaration targets. Ownership, alignment and harmonization targets are both challenging and possible to achieve, and still need a lot of concerted efforts along with other stakeholders, while managing for results and mutual accountability agenda are going slowly. The Chapter elaborates as follows:

Firstly, in ownership, Indonesia’s MTDP 2010-2014 has been established, with the inclusion of Paris Declaration and Jakarta Commitment values into the national plan. Commitment to country leadership needs to be encouraged further, calling for strong coordination among three main agencies, i.e. Bappenas, Ministry of Home Affairs, and Ministry of Finance. 

Secondly, in alignment, progress is made in untying aid, in regulations regarding public financial management (new budgeting and financial management regulations) and procurement (Presidential Decree no. 54/2010), but the both systems are still relatively weak. Main issues in alignment include the integration of aid funding into national budget; the reduction of parallel PIUs; and lack of donors’ confidence in the reliability of country systems and issues of corruption.

Thirdly, in harmonization, meeting the targets for PBAs from 51% to 66% in 2010 is largely a challenge. It is necessary for Indonesia to increase its PFM quality to pass the requirements of PBAs. Meanwhile, the development of the plausible Multi-Donor Trust Fund is still ongoing, and meeting the target for coordinated joint missions can be possible if the government focuses on a few key donors. 

Fourthly, in managing for results, a results-based performance assessment system is under discussion by A4DES. This has indicated progress since 2008, where such system did not exist. 

Lastly, in mutual accountability, there is little information on the progress, but progress is shown by the establishment of mechanism process of aid planning, implementation and monitoring/evaluation which includes mutual accountability procedures by A4DES.

Another conclusion of this Chapter is that the Jakarta Commitment through its Action Plan addresses aid effectiveness problems in Indonesia. It covers the targets to reduce and coordinate donor missions under national mechanism, moves towards more untied aid, and addresses the lack of aid performance due to implementation problems (these problems have been discussed in Chapter 3). The Commitment also addresses the sub-problems of implementation problems: paradigmatic problems by calling for stronger coordination internally and the establishment of new regulations on external loans and grants, as well as greater ownership by participation of stakeholders that will cut down project-seeking activities between donor agencies and the government personnel; transitional problems in decentralization and technical problems by establishing a unified aid channelling mechanism, encouraging participation of local community, and endorsing capacity building for the government at national and sub-national levels. However, it should be noted that these are limited progress which only represent those targets set in the Paris Declaration, and does not consist of a longer-term development plan of what aid can deliver, and how to survive without aid.
Conclusion

This research aims to find out how likely the Jakarta Commitment is to enhance Indonesia’s ownership over foreign aid and in general improve aid effectiveness. The question is derived from the existing skepticism and debate on whether Paris Declaration on Aid Effectiveness can actually deliver real change. Through elaborations of ownership and aid effectiveness indicators, this research finds that:

First, the Jakarta Commitment is short on ownership of ideas and strategies, as the idea and strategy options have been previously set by the donors, and the Action Plan only represents the indicators set by Paris Declaration. The development strategies discussed under A4DES are likewise a result of compromise between Indonesia and its donors. Progresses are seen in the ownership of processes and resources, but the country has yet to put more attention to the ownership of outcome. 

Second, if aid effectiveness means that aid delivers apparent development results, the Jakarta Commitment is not very likely to directly improve the state of development in Indonesia, not because the agenda is not running well, but due to the nature of aid itself, which comprises only less than 5% of the total national budget. Bringing apparent development results for Indonesia cannot merely prioritize an aid effectiveness agenda, but a development effectiveness agenda on a larger and more comprehensive scale. This scale will need to include results-based development mechanism (based on national strategies and the MDGs), address issues of decentralization, building investment climate, and a greater extent of capacity building.

But even in a relatively small scale, the aid effectiveness agenda can make the most of what aid can deliver, and this is what the Jakarta Commitment aims to contribute. This agenda also brings progress in advancing the country’s debt management, which accounts for 26% of the national GDP, since policy on foreign loans and grants is included as part of A4DES functions. The achievement of MDGs is still far for Indonesia, but the aid effectiveness agenda shall help to improve Indonesia’s achievement in many aspects of development, inter alia the improvement of public financial management, the development of results-based development mechanism, and the capacity building of civil servants. 

It is difficult for Indonesia to own its development process if it continues to be dependent on foreign loans, which is increasing in terms of amount although decreasing in terms of percentage to the country’s GDP
. It remains to be considered that the components of the GDP do not belong entirely to the government, but increasingly to the denationalized business sectors in Indonesia. Therefore, Indonesia has to manage its way out, by gradually turning the repayment to a positive inflow-outflow ratio, and learn from development experiences of other East Asian countries by encouraging internal investment in industrialization and infrastructure development by local as well as central governments, nationally-owned private sectors, and the rest of the community.

Reflecting to the aid effectiveness debate, this research concludes that it is true that Paris Declaration is based on lengthy text involving technicalities of aid delivery, but lacks the roadmap for what aid actually delivers. The main problem lies in the weakness of the whole system, where the Declaration is taken for granted as a sole agenda for aid effectiveness. In operationalizing the Paris Declaration in Indonesian context, the Jakarta Commitment should not take ownership and aid effectiveness agenda for granted. The following points deliver the critical position of this research towards Paris Declaration and the Jakarta Commitment, some of which try to identify important elements to take into account for the aid effectiveness agenda to improve:

· Foreign aid to Indonesia is not problematic in its size, but rather in its quality, i.e. how to translate aid into better development outcomes. Major problems that stumble upon the country in this area mostly occur in the lack of government leadership, insufficient quality of Public Financial Management and Procurement system, and the lack of donors’ coordination and confidence. The Jakarta Commitment and its Action Plan is important to address the major problems of aid effectiveness in Indonesia. 
· Scholars regret the slow progress donors are making in fulfilling commitments to reduce conditionality and increase recipients’ ownership (Dijkstra, 2005; Gould, 2005; Marut, 2007; Mold, 2009). In the case of Indonesia, despite the agreed diction of “partnership” instead of “donorship” in the Paris Declaration and Jakarta Commitment, in reality donors still have little confidence in Indonesia’s ability to exercise ownership. The cause of this problem is structural, due to the extensive case of corruption and accountability issues in Indonesia, which in turn causes the lack of government leadership. Aid is still widely fragmented, and the administrative burden of aid delivery for the government has not decreased, while coordination remains poor.
· Ownership and leadership are two sides of the same coin. The effort to advance one should not leave out the other. Without sound government leadership, all the strategies, processes, and resources would most likely become counter-productive to the aid effectiveness agenda. On the contrary, limited capacity can still bring a country forward when there is sound leadership. Moreover, the need for government leadership is increasingly significant, where the debates on country ownership become an oxymoron and create a sense of being counter-productive, being more and more influenced by the increasingly denationalized private sectors. The Jakarta Commitment still lacks the roadmap for leadership, and the awareness of the importance of leadership has not seemed apparent. A4DES can be a proper forum to address this need.
· The Commitment has not integrated any specific element of the ownership of outcome over foreign aid. Failure to achieve ownership of outcome means failure to ensure that development outcome serves the interest of the respective government and communities. The Commitment should incorporate it and extend the targets set by Paris Declaration indicators. Similarly, while Indonesia still needs to strengthen the links between its PRSP strategies and poverty reduction, it should be questioned whether poverty reduction in its development priority (as indicated in the National Medium Term Development Plan of 2010-2014) has already represented what the nation wants. Does the nation want to reduce poverty, or increase economic wealth? This research has no intention to derail the Development Plan away from poverty reduction, but simply questions whether such priority is one that is agreed by the government and other stakeholders, or only a pure adoption of what the donors require. 
· While ownership offers a wider scope of what Mold (2009) mentions as “policy space”, the Jakarta Commitment through its Action Plan is arguably still a literal translation of Paris Declaration, providing targets that are exactly matched with those of Paris Declaration. While not attempting to say that it is wrong, this research argues that Indonesia has yet to seize and take the advantage of the “policy space” offered to tailor effective strategies for its long-term development. Indonesia has started to increase autonomy by reducing its dependence on debt, but needs to be more proactive to be able to manage leadership. It needs to enhance the quality of aid and proportion of aid to address ownership of outcome as well as productive sectors as a long term development strategy.
· Indonesia is overall making progress although still far from meeting Paris Declaration targets. Ownership, alignment and harmonization targets are both challenging and possible to achieve, and still need a lot of concerted efforts along with other stakeholders, while managing for results and mutual accountability agenda are going slowly. To achieve more progress, the country needs to put into priorities the underlying issues which many others depend on: providing clear guidelines of aid allocation based on national strategies, improving reliability of PFM and Procurement systems, improve government capacity at local and central levels, and strengthen coordination within the government and with development partners and other stakeholders.
· Finally, this research would like to reiterate that aid effectiveness agenda needs not only to address problems of aid delivery, but also the much longer term of how the country can survive without aid, which in turn will reduce aid dependency and improve the asymmetrical relations between Indonesia and its development partners. 
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From Dependence towards Effectiveness:
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� Foreign Aid/ Aid here refer to official development assistance (ODA) as defined by the Development Assistance Committee of the Organization for Economic Cooperation and Development (OECD-DAC). ODA includes grants or loans to developing countries undertaken by the official sector at concessional financial terms (where loans must have a grant element of at least 25%). This definition also includes technical cooperation, but excludes grants, loans, and credits for military purposes.


� The aspects and indicators of ownership in their research are used for a country study in Lithuania, but these indicators are generally applicable. These elements are developed by Lopes and Theisohn (2003) as a broader approach of this methodology.


� The 2008 OECD Survey later indicates that there are a total of 590 donor missions in Indonesia.


� Data from 2000-August 2009. Bappenas does not provide the respective data prior to 2000.


� Some sources define ‘tied aid’ as ‘tied loans’ because the definition includes commercial lending package with aid subsidy.


� For more elaboration on economic aspects of tied aid see Morrissey and White (1994); on legal terms see La Chimia (2009).


� This additional info was retrieved from World Bank staff in Jakarta during a consultation session between the Bank and CSOs on 19 March 2008, as Don K. Marut (2008: 26) revealed.


� National development strategies including PRSs that have clear strategic priorities linked to a medium-term expenditure framework and reflected in annual budgets


� Whether a country: (a) adhere to broadly accepted good practices; or (b) have a reform program in place to achieve these.


� Percent of aid flows to the government sector which is reported on Indonesia’s national budget (making aid flows more predictable and aligned with the country’s development priorities.


� Percent of donor capacity building support through coordinated programs consistent with Indonesia’s national development strategies.


� Project Implementation Units (PIUs) should not be parallel; they need to function in line with the government’s development priorities.


� DSF Indonesia is a Decentralization Support Facility, a government-led Multi-Donor Trust Fund aiming to support the government’s decentralization agenda, consisting members of Bappenas, Ministry of Finance, and the Ministry of Home Affairs and nine donors (� HYPERLINK "http://www.dsfindonesia.org" �http://www.dsfindonesia.org�). 


� Percent of aid disbursed as program aid, where technical and financial supports from development partners are harmonized.


� Percent of development partners’ reduced field missions and analytic work; analysis to be conducted jointly. 


� Indonesia to have transparent and monitorable performance assessment frameworks against national development strategies and sector programs: Development interventions need to be results-focused.


� Indonesia and development partners to undertake mutual progress assessments in implementing its commitment on aid effectiveness.


� As revealed in Media Indonesia (2010, August 13), Indonesia’s debt-to-GDP ratio has declined gradually, from 47% in 2005, 39% in 2006, 35% in 2007, 33% in 2008, 28% in 2009, and 26% as of 31 July 2010 (Mustain, 2010).
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