EN

EN

EN



EN

ANNEX

INDONESIA-MID-TERM REVIEW (MTR)

PART 1. EXECUTIVE SUMMARY

From a low-income country in the mid-1960s, Indonesia transformed itself into a middle-
income country in the mid-nineties. Although it was the country hardest hit by the Asian
financia crisis in 1997-98, recovery began in 2000, and average annual growth has been
close to 6% since 2003. Indonesia was initially not spared from the current global
financial and economic crisis. However, its economy has proven to be remarkably
resilient. Prudent economic management with an emphasis on fiscal stabilisation and a
strong domestic demand has placed Indonesia among the handful of countries with
positive growth in 2009 of 4,6% GDP; in 2010 a GDP growth of approximately 6% is
expected. However, these growth rates have not trandated into substantial reductions in
poverty and unemployment (around 16 % and 9% respectively).

The outcome of the legidative and presidentia elections in April and July 20009,
respectively, led to the re-election of President Susilo Bambang Y udhoyono which was a
reassuring demonstration of the solidity of the Indonesian democratic transition. This now
needs to lead to wider socio-economic reforms and market opening.

The signing of the EU-Indonesia Partnership and Cooperation Agreement (PCA) in
Jakarta on 9 November 2009, together with the EU decision last July to partially lift the
air restrictions that had strained relations for the last two years, signals the beginning of
an enhanced and strengthened relationship.

The existing focal sectors under the first Indicative Programme 2007-2010, namely basic
education, support for trade development and investment, and improving governance
thorough law enforcement and justice, are still highly relevant for supporting key policy
prioritiesin Indonesia. In addition, the reinforced commitment by the EU and Indonesiato
fighting climate change and to reduce tropical deforestation calls for specific and
significant intervention in this area, which is fully supported by Indonesian Authorities.

These sectors are also in line with the new policy orientations in the Indonesian Medium-
Term Development Plan covering the period 2010-2014. The overal progress in
implementing reforms in these focal sectors is reasonably satisfactory, providing a basis
for further EU support to pursue reforms in these sectors over the period 2011-2013.

In the light of these considerations, the Commission proposes the following budget
breakdown.

Budget allocation

The financia alocation for the period 2007-2010 was €28 million

Priority 1 — Education: €198 million or 80%
Priority 2 — Trade and investment: €30 million or 12%
Priority 3— Law enforcement and justice: €20 million or 8%

Theindicative financia alocation for 2011-2013 is up to €200 million:
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Priority 1 — Education: €144 million or 72%

Priority 2 — Trade and investment: €25 million or 12.5% (including FLEGT)
Priority 3— Law enforcement and justice: €16 million or 8%

Specific intervention — Climate change: €15 million or 7.5%
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PART 2 MID-TERM REVIEW (MTR)
(1) ANALYSIS
Main political, economic, social and environmental developmentsin Indonesia

Regarding the political situation, the legislative and presidential elections on 9 April and
8 July 2009, respectively, dominated all political activities during the year. The elections
were characterised by lively but peaceful campaigns, so despite the problems with voter
data during the legidative elections, the overall assessment is quite positive as regards the
consolidation of Indonesian democracy. The winner of the legislative elections was
President Yudhoyono's Partai Demokrat, which nearly tripled its vote from 2004,
although it did not obtain sufficient votes to control parliament.

At the presidential elections, the current President, Susilo Bambang Y udhoyono, won a
clear victory with close to 61% of the vote, obtaining a second five-year mandate. The
voters trusted his commitment to continue to fight corruption and his promise of effective
management of the economy. These results have given him a strong mandate to pursue a
reformist policy agenda with more determination in his second term. This should lead to
wider socio-economic reforms and market opening. President Yudhoyono was
inaugurated on 20 October 2009. His cabinet represents a compromise between his desire
to create a reform-minded government team and the need to include representatives of
political parties able to provide support in Parliament. Mr Y udhoyono’s Democratic Party
isthe largest in Parliament, but will still require the support of other, often uncooperative
parties to pass legidation. For President Yudhoyono, holding a coalition government
together will be adifficult task in his second term.

Terrorism remains a concern as shown by the attack on 17 July 2009 at two international
hotels in the capital, which killed nine people and injured many, and a series of arrests of
suspected terroristsin early 2010. These events underlined the continuing security risksin
Indonesia, despite the government’s objective progress in reducing Jemaat Islamia
capabilities, but also highlighted the law enforcement and counter-terrorism efforts
undertaken by the authorities. Cooperation in the fight against terrorism through various
means is one of the areas in the Partnership and Cooperation Agreement where there is
likely to be intensified work with Member States in future. In the Country Strategy Paper,
this issue is also addressed through cooperation on law enforcement and strengthening of
the legal framework, which remains a priority for the 2011-2013 period and aims to have
a positive impact on security.

As regards the economy, Indonesia is one of the few Asian countries registering
significant economic growth, with a GDP growth of 4.5% in 2009 which is expected to
expand up to 6% in 2010. Thisis mainly due to sustained private consumption boosted by
a government fiscal stimulus designed to protect Indonesia from the effects of the global
economic recession. Despite the encouraging growth prospects, however, many
investment plans in Indonesia have been postponed or dropped given the difficulties for
domestic firms in obtaining capital and due to bureaucratic barriers. Official
unemployment rate decreased from 9,8% in 2007 to expected 7,6% in 2010.

Although formally committed to the G-20 pledge to refrain from protectionism, the
government has taken a number of trade and financial measures, including stricter
controls on imports and investment a well as the implementation of non-tariff trade
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barriers, with the am of supporting domestic industry. Moreover, global economic
weakness will affect exporters, while imports are also likely to decline. In the current
context, the reforms to improve the business environment is one of the main political
targets of the Indonesian government.

With regard to Indonesia’s Development Goals (MDG’s) achievements, the latest
review of MDG indicators provide data for 2008 showing that the country is well under
way to reaching many MDG targets at national aggregate level by 2015. Poverty
aleviation continues to be a key priority of the government's Medium-Term
Development Strategy, pursued through three main programmes. cash transfer and
subsidies for certain basic commodities, a comprehensive community development
programme, and support for provision of micro-credit. Indonesia has made significant
progress in reducing poverty, boosting primary education enrolment, and improving
children nutrition and gender equality. However, current progress on maternal mortality,
access to potable water, and sanitation remains insufficient. Some of the major challenges
that Indonesia needs to address are poor capacity at local level, the low quality and
outreach of public services and old infrastructure, particularly in rural areas. Poverty
reduction and work towards the MDG's are likely to continue to be key issues in
Indonesia’ s development policies in the coming years

Indonesia is a key partner for the EU in the ASEAN region. As the country with the
world's largest Muslim population and a member of the G-20, with a growing market for
trade and investment opportunities and increasing regional relevance, a stable,
democratic, open and prosperous Indonesia that can cooperate effectively in dealing with
common global chalenges like climate change, maritime security or the fight against
extremism isin the interest of the EU. Although bilateral relations have traditionally been
good, the decision by the EU in 2007 to include Indonesia airlinesin the EU air ban black
list because of air safety concerns had strained relations for the last two years. The EU’s
removal of four Indonesian airlines, including the main one Garuda, from the black list in
July 2009 as well as the signature of the EU-Indonesia Partnership and Cooperation
Agreement (PCA) in Jakarta on 9 November 2009 have opened the way for a new closer
and intensified relationship. The PCA, which is the first of its kind to be signed with an
ASEAN country, provides a modern and comprehensive framework to strengthen and
enhance political, economic and sectoral cooperation in abroad range of policy areas.

In the field of environment, Indonesia has become the third world's largest emitter of
green house gases (GHG). Tropical deforestation — responsible for about 80% of the
country GHG emissions — is driven mainly by illegal logging and agriculture expansion,
including for oil palm production. This said, the government is increasingly aware of the
chalenge that climate change poses globally and the country own vulnerability to it.
Indonesia has moved forward in the direction of establishing a low carbon devel opment
strategy, including a political pledge to reduce unilaterally GHG emissions by 26% by
2020, compared to business as usual projections, and up to 41%, if international financial
support is provided. It has aso associated with the Copenhagen Accord and expressed
intention to put in place amonitoring, reporting and verification (MRV) system. The
country has also taken increasingly strict measures to combat illegal actions in the forest
sector, including the development of a timber legality assurance system (SVLK) for the
purpose of guaranteeing the legality of timber exports to the EU and other consuming
markets. Finally, a maor ongoing forest administration reform is shifting forest
management responsibilities towards local authorities.
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New EC/EU policy objectives and initiatives.

Climate change has become a major aspect of the EU’ s internal and external policy. The
EU has closely engaged with Indonesia on the United Nations Framework Convention on
Climate Change (UNFCCC), as the country is one of the world’s largest emitters and a
strategic partner in the negotiation of a post-Kyoto agreement. Besides the influence the
EU may have in the UNFCCC context, the EU’s own commitments and internal policies
serve as a reference for countries like Indonesia. The European Trading Scheme in
particular is closely monitored by local stakeholders interested in exploring the potential
of carbon markets to control emission levels. Likewise, EU policies on tropical
deforestation and legal timber trade (FLEGT' Action Plan, Draft ‘due diligence
regulation, 2008 EC Communication on Tropica Deforestation) and on bio fuels
promotion and sustainability (Renewable Energy Directive) are of particular relevance for
Indonesia as 80% of the country emissions come from land-use change due to forest and
agriculture sectors. In this regard, the on-going negotiation of a FLEGT Voluntary
Partnership Agreement (VPA) and its link to the Indonesian Timber Legality Assurance
System aso remains essential. The European Investment Bank plans a stronger
involvement in the country in the area of climate change mitigation and cleaner energies
in the years to come, which could offer opportunities for complementary interventions.

As far as migration is concerned, Indonesia is a source of unskilled workers with a low
level of education, who are mainly attracted by wealthy ASEAN neighbours such as
Singapore and Malaysia, the Gulf States, Japan and Korea. Therefore, migration is not an
issue of concern in bilateral relations with the EU. During 1996 to 2005 an estimated 4
million Indonesian workers were working overseas, with a significant percentage of
women.

Concerning human rights, Indonesia has made undeniable progress in their promotion
and protection and has ratified all the mgjor human rights conventions. However, there
remain particular concerns with regard to the situation of human rights defenders in
Papua. An EU-Indonesia dialogue on human rights was officially launched in Jakarta on 9
November 2009 and the first meeting took place in Jakarta on 29 June 2010.

Concerning civil society, the Commission has mainly focused on dialogue and operations
with NGOs, given their prominent role in development activities. There is, however,
general acceptance that the EU must reach out more broadly to CSO's, including trade
unions, community-based organisations, universities, foundations, professiona
associations, and others. Civil society has also been given a role in the human rights
dialogue. For the mid-term review, the Delegation held a consultation meeting with a
wide selection of CSO's, which endorsed the proposed priorities.

The role of the Non State Actors and Loca Authorities and European Instrument
Democracy and Human Rights country programs has been so far key in helping civil
society's involvement in the focal Country Strategy Papers. Moreover, these thematic
programs have ensured complementarity in particular in the education and law and
enforcement areas and have provided entry points for democratic governance.

Forest Law Enforcement Governance and Trade
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With regard to aid effectiveness, progress improved in 2009. When the Consultative
Group on Indonesia was discontinued by the Government in 2007, donor coordination in
specific policy areas became ad hoc and there was no longer a joint donor platform. In
January 2009, however, Indonesia took an encouraging step with the signing of the
Jakarta Commitment by the government and 22 donors, including the EU. This
agreement, although not legally binding, provides a roadmap to help implement the
principles of the aid effectiveness agenda at national level. The EU played a significant
supporting role in helping the government draft this agreement, which will serve as a
reference for discussions between the government and donors in work on cooperation
strategies. The EU has pledged financial support for implementation of the Jakarta
Commitment. It is aso actively pursuing improved aid coordination in the education
sector through the Education Sector Support Programme (ESSP), which is viewed by the
government as an early example of good practice in implementing the Jakarta
Commitment.

EU-ASEAN negotiations for a region to region Free Trade-Agreement (FTA) have not
progressed as expected and efforts are now directed to the negotiation of bilateral
agreements, without, however, losing the regional perspective. Indonesia has not shown
so far an interest in embarking in FTA negotiations with the EU. However, it can join the
process at alater stage when conditions are mature

The EU is aso committed to supporting the ASEAN integration process, which is going
through an accelerated phase with the entry into force of the ASEAN Charter, the
endorsement of various blueprints for institutional reform, and the establishment of the
ASEAN Intergovernmental Commission for Human Rights. Regional ASEAN integration
is a priority for Indonesia, which has been an active participant in EU-ASEAN
cooperation projects.

Results, perfor mance and lessons lear nt

The overall assessment of progress made by the Government of Indonesia in
implementing reforms relating to the priority sectors of the Strategy Paper is satisfactory.

Concerning education reform, in accordance with the EU Multiannual Indicative
Programme for 2007-2010, the Commission and Indonesia completed the design of ajoint
EU-Australia Education Sector Support Programme (ESSP), intended to support
implementation of the Government’s reform programme in the (basic) education sector.
This was approved by the Development Cooperation Instrument (DCI) Committee in
October 2009. Current EU support includes a sector budget support component,
complemented by a jointly funded EU-Australia ‘analytical/capacity development
partnership’ component. Progress so far in implementing education reform policies and
targets, set out in the previous education strategic plan (Renstra), has been very
encouraging, but significant chalenges remain in terms of reducing provincial/district
disparities in access to education, improving education quality and standards, and
improving planning and managerial capacity. External assistance to education has been
delivered through a wide range of modalities, often piloted in a limited number of
districts, leading to fragmentation and risk of duplication and preventing proper feedback
into nationwide policy formulation and implementation and system-wide reform.

In the trade and investment sector, the EU has a balanced portfolio of cooperation
actions, and progress in implementation has been satisfactory. Specifically, Trade Support
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Programme | showed positive resultsin terms of the improved capacity of the government
agencies involved the improved quality of Indonesian exports (particularly seafood) and
better interaction between the public and private sector in this area. Public Finance
Management has demonstrated reform momentum under the leadership of the Ministry of
Finance. Through a World Bank-managed Trust Fund, the EU has provided support to
these reform efforts, targeting budget planning and treasury, in particular the tax
administration in the redesign of its operational processes, among other things to make tax
collection more efficient. The Trust Fund has had the commitment of the government
agencies involved and good participation by the contributing donors. With regard to
illegal logging and associated domestic and external trade, as well as the impact on
sustainable forest management, the EU will build on the lessons drawn from the ongoing
FLEGT support project to continue working on VPA negotiations and on forest
governance i Ssues.

Law enforcement and justice. This is an area where serious issues remain unresolved.
The underlying problem is the government’s failure to develop a comprehensive sector
policy and strategies for judiciary and police reform, which has reduced the effectiveness
of interventionsin this sector.

Despite these shortcomings, some developments can be seen in the preparation of several
National Action Plans on Access to Justice, the Fight Against Corruption, and Human
Rights led by the government, supported by the EU and other donors. Moreover,
continuing efforts to eradicate corruption and combat the so-called ‘legal mafias and their
corrupted practices is among the main priorities of the new executive, underscoring the
need to support Indonesia in the pursuit of these goals. While the programme supporting
good governance in the judiciary was deemed to be successful and instrumental in
reforming training for existing judges, it appears that overall improvements in the sector
will take longer to materialise. It istoo early at this stage to draw lessons learnt from the
Rule of Law and Security Programme financed under the MIP 2007-2010, as
implementation started only in late 2009. The programme will provide support to anti-
corruption institutions, community policing and the Jakarta Centre for Law Enforcement
Cooperation (JCLEC). The relevant implementing agencies are adjusting their work plans
to take into account the implications of the newly passed Anti-Corruption Court Bill.

(1) PROPOSED RESPONSE IN 2011-2013.

Political, economic and social developments in Indonesia since 2007 confirm the validity
of the CSP 2007-2013 for the MIP 2011-2013. Indeed, the existing focal sectors are still
highly relevant for supporting key Government of Indonesia (Gol) policy priorities. They
are aso in line with the new policy orientations reflected in the next Medium-Term
Development Plan covering the period 2010-2014. The overal progress made by Gol in
implementing reforms is reasonably satisfactory in the CSP priority sectors, providing a
sufficient basis for committing additional EU support to Gol reforms in those sectors for
the period 2011-2013. The MIP 2011-2013 should therefore continue to focus on:

Education, through an additional contribution to the Education Sector Support
Programme (ESSP). In education, disparities between rich and poor, rura and urban
populations remain significant. Also, the quality of the basic education system, as
measured by student outcomes and the expertise of the teaching force, leaves substantial
room for improvement, including in the Islamic schools, or madrasahs, managed by the
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Ministry of Religious Affairs. While Indonesia is nearing universal primary enrolment,
about one-fifth of children (approximately 5 million) do not graduate from primary
school, and 30% (about 4 million) do not enrol in junior secondary. Improving education
access, quality and governance remains a key priority of the government. The additional
contribution would further support the country’s new education programme (Renstra
2010-14), building on the objectives and resources of the ESSP under the current MIP. It
should have duration sufficient to support achievement of education performance targets
until the end of the Indonesian MTDP in 2014.

Trade and investment, which is a critical area for improving the economic conditions of
the country. In the current global financial and economic crisis, improving the investment
climate and trade opportunities is even more crucial to regain sustainable economic
growth in the future. Support for this sector should build on and provide continuity to the
projects and instruments already in place. Also, the FLEGT Action Plan in Indonesia and
the VPA, which is still under negotiation, will require significant efforts for their
implementation.

Law enforcement and justice, which is still paramount for improving governance in
Indonesia and for achieving development objectives in other sectors. The continued fight
against corruption and the strengthening of the judiciary are both critical for enhancing
sustainable growth, as those reforms will also contribute to improving the business and
investment climate. The FLEGT VPA negotiations with Indonesia focus on the need to
improve governance and transparency in the management of the forest sector of that
country.

In addition, the reinforced commitment by the EU and Indonesia to fight climate change
and protect the environment calls for specific and significant intervention in the area of
climate change. Indeed, the country still faces enormous chalenges to control
deforestation and limit carbon emissions, of which it is the third largest emitter. In other
sectors such as energy, both policy coherence and financing remain obstacles to achieving
progress towards alow carbon economy.
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PART 3 THE INDICATIVE PROGRAMME 2011 - 2013

It must be noted that the programmes proposed under section 4) of each priority sector are
indicative. The specific actions will be defined following a proper identification and
formulation process with the recipient government and other donors.

Priority 1 — Education
1) Strategy Context

The EU, Australia and Indonesia have completed the design of a joint EU-Australia
Education Sector Support Programme (ESSP), which was approved for financing by the
EU in December 2009. The programme will support the implementation of the
Government’s reform programme in the (basic) education sector on the basis of the
education strategic plan (Renstra) 2010-2014. Current EU support includes a sector
budget support component covering the first 3 years of the Renstra, complemented by a
jointly funded EU-Australia ‘analytical/capacity development partnership’ component to
be managed by the Asian Development Bank. (ADB). The overall objective of subsequent
EU support under the Education Sector Support Programme during the MIP 2011-2013
will be to further contribute to implementing Indonesia’ s medium-term development
policies/strategies for poverty reduction, the achievement of EFA (Education for All)
targets and education-related MDG's, and improved regional and global economic
competitiveness. An overarching objective is to help promote policy dialogue as well as
institutional and organisational reform to underpin policy implementation and help reduce
provincia and district disparities in education performance.

Impact indicators will include:

Continued improvement in education performance indicators.

Continued improvement in EFA and MDG access and quality performance indicators,
including reduced gender, socio-economic and geographical disparities.

Overal improvement in living standards and reduced socio-economic and
provincia/district disparities.

2) Soecific objectives

The specific objective of the ESSP is to further support the policies and strategies of the
education Renstra 2010-2014 for achieving: (i) equitable access to high-quality basic
education; (ii) improved quality and relevance of basic education; and (iii) improved
governance and accountability.

Outcome indicators will be based on the results framework agreed for the EU-funded
ESSP, and will be subject to its mid-term review. These may include:

improvements in ECCD? gross enrol ment rates

improvements in junior secondary school gross enrolment rates

increase in schools achieving national education standards accreditation

increasing number of school and district staff receiving training and being accredited

2 Education Childhood Care for Devel opment.
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increase in schools achieving minimum service standards for education
increasing number of province and district staff receiving financial management training

3) Expected results

The overall expected results of the EU-funded ESSP are sustained improvements in
sector-wide organisational performance at central, provincial, district and school levels
and in implementing equitable access, quality/relevance and governance/accountability
policy and priorities, including reduced district education performance variations, along
with specific improvementsin key indicators to be specified in the results framework.

4) Programme that could be implemented in pursuit of these objectives

The EU will continue to support implementation of the policies and strategies in the
government's education Renstra 2010-2014, through an additional contribution to the
ESSP in order to cover the full cycle of the education Renstra 2010-2014.

Added value of EU intervention: the EU-funded ESSP is jointly implemented with
Australia, thus bringing together the two largest grant donors in the education sector, and
offers potentia for further coordination with other development partners. An additional
allocation to the EU-funded ESSP is necessary to cover the full cycle of the education
Renstra 2010-2014. Support for this period will again be fully coordinated with Australia
which has already made plans to cover this period. .

Risks: the risks are the same as outlined during the design of the ESSP and include: no
leadership from or policy dialogue with Gol; lack of attention to district disparities in
sector performance; lack of predictability in public expenditure on education; and lack of
robustness in education performance monitoring. It is anticipated that these risks will be
mitigated through the existing education programmes, including the technical cooperation
programme under the analytical/capacity devel opment partnership.

5) Integration of cross-cutting issues

Poverty: Poverty reduction is the overarching goal of EU development assistance. The
ESSP is expected to contribute to reducing current disparities between provinces and
districts, and between public and private providers, which often correlate with poverty
levels. Equitable access policies are well defined in the Renstra.

Gender: Gender parity has broadly been achieved in primary and junior secondary
enrolment. Mainstreaming policies are planned by a gender unit in the Ministry of
National Education.

Good governance: thisis a core issue in the education Renstra 2010-2014, to be supported
by the ESSP.

Environmental and resettlement issues. these are addressed by Gol and will be
specifically monitored under the Australia supported community infrastructure
programme.

e Climate change: The EU will use the opportunity for policy dialogue on education
with the Indonesian authorities to underline the importance of incorporating
appropriate elements of climate change (such as adaptation preparedness, responsible
management of natural resources and disaster risk reduction) in both teacher training
and education curricula.

6) Financial envelope

10
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To ensure consistency with the level and trend of support provided under the current MIP
as well as the predictability of external aid resources, it is recommended to set aside an
annual EU contribution of €72 million, i.e. €144 million, for the 2013-2014 period.

7) Coordination with EU Member States and other donors

Most external assistance focuses on achieving EFA goals through support for formal basic
education. There are increasing efforts and commitment towards greater harmonisation
and alignment with Gol education sector priorities. The joint and inclusive EU-Austraia -
ADB approach under the ESSP provides an opportunity for harmonisation with other
development partners and better alignment of external support with the education Renstra.
Among the EU Member States, the Netherlands is the only donor significantly involved in
the education sector and maintains close cooperation, but its future support for education
is uncertain.

8) Activities under other EU budgetary instruments in the country

The annual Call for Proposals for Non State Actors (NSA) /Loca Authorities (LA), which
include afocus on education, complements the education sector focus of the CSP/MIP.

Priority 2 — Trade and investment
1) Strategy Context

The overall trade and investment cooperation priority for the MIP 2011-2013 is to support
the economic reform plan adopted by the new government, which is expected to continue
previous reforms. While the outgoing government has made substantial progress, there is
still an important need to keep improving the trade and investment climate, step up the
modernisation of the public finance and revenue administration system, persist with
forestry law enforcement, governance and trade issues to eradicate illegal logging and
help ensure sustainable forest management, and increase the economic management
capacity of local authorities in order to distribute economic growth more evenly.
However, given the broad scope of potential activitiesin thisfield but the limited funding
available, cooperation in this area may not be able to address al the outlined needs.

2) The specific objectives of the MIP 2011-13 are to:

e Support the consolidation of the Indonesian fiscal framework, which would provide a
solid base for economic growth. Indicator: improvement in Public Expenditure and
Financial Accountability (PEFA) survey results;

e Strengthen the economic management capacity of local authorities in order to ensure
the even distribution of economic growth benefits. Indicator: reduced gap between
high- and low-income per capitaregions;

e Keep supporting Indonesia’'s reform efforts to improve trade and investment
conditions. Indicator: higher exports and investment realisation figures;

e Support the EU FLEGT Action Plan and other initiatives such as REDD?® to eliminate
illegal logging, reduce deforestation and contribute to sustainable forest management.

3 Reducing Emissions for Deforestation and Forest Degradation
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Indicator: Growth of trade in sustainable and legally certified FLEGT timber products.

3) Theresultsto be achieved are:

e Adequate allocation and control of budgetary resources.

Indicator: new budget and treasury management I T systemsin place (SPAN)

M odernised customs organisation:

Indicators: reduced time and costs incurred in import/export of goods, increased
customs revenues and clarified users' rights

Improved local economic management:

Indicator: selected local authorities with defined and implemented plans for
economic growth, poverty reduction, infrastructure development, and investment
facilitation in their regions

Better budget execution at local levels:

Indicators: increased percentage budget spending levels by region, more evenly
distributed budget execution across the fiscal year

Improved investment climate in Indonesia:

Indicator: improvement in international rankings for economic competitiveness
and ease of doing business

Improved trade policy processesin Indonesia:

Indicator: improved trade policy assessment in WTO reports

Strengthened dialogue between the EU and Indonesia on trade and investment
matters:

Indicator: regular dialogue forums established, resulting in the definition of aid
prioritiesin this sector

Improved capacity of Indonesia to negotiate and implement free trade agreements
with the EU (this includes assistance to analyse possible FTA impact and
benefits):

Indicator: reports/studies on the impact of an EU-Indonesia FTA are produced and
trade officials are trained in negotiation matters

e The EU-Indonesia VPA is concluded and implementation is successfully prepared by
improving the capacities of relevant stakeholders and promoting forest governance
reforms.

Indicator: Necessary legislation specifically drafted to deal with timber administration
and forestry governanceisin force.

4) Programmes that could be implemented in pursuit of these objectives:

e Support to improve public finance management

The added value of EU intervention will be to continue to support the already successful
reform process in the public finance management area by complementing existing major
donor programmes with a flexible instrument. An additional contribution to the existing
PFM Trust Fund is an option, as it provides an adequate platform for donor coordination.
A potentia risk isthe failure of the new government to continue the reform processin the
public finance management area, and for this reform process to lack a comprehensive
strategic roadmap.

Potential activities could include;

12
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- Support to implement the automated budget and treasury system (SPAN)

- Support for the application of advanced budgeting mechanisms. performance-
based budgeting and medium-term expenditure framework

- Support to implement public procurement, auditing and accounting standards,

(these three activities may — if required — have a particular focus on the education
sector, to ensure complementarity and proper articulation with the EU support
provided under Priority 1 — Education)

- Support for implementation of the operational transformation programme in the
tax department

- Support for modernisation of the customs administration: implementation and roll-
out of anational single window and streamlining of customs entry processes

Strengthening local economic management capacity

The added value of EU intervention in this area will be to complement ongoing
cooperation actions, which mostly focus on the central Indonesian government, by
providing assistance to local authorities, which have previously not been sufficiently
supported by the government or foreign donors. As in other areas, a potential risk is
the failure of the new government to continue the reform process in this specific
sector.

Potential capacity building activities for local authorities could cover:

Economic development planning
- Infrastructure development and execution

- Promotion and facilitation of investment through the establishment of one-stop-
shops (OSS)

- Facilitation of trade flows through their regions by streamlining logistical issues
- Public budgeting planning and execution

Public procurement

Forestry law enfor cement, governance and trade issues

- The added value of EU intervention in this areawill be to address the needs of the
FLEGT process, and will focus on capacity building needs identified to implement
new timber administration standards that are currently being developed by
Indonesia. Specific activities could include technical assistance to Gol for forest
administration policy reform, support for relevant stakeholders (government,
verification bodies, trade, NGOs) to implement new licensing requirements, the
establishment of business centres/facilities to support SME's and forest
communities in meeting certification requirements in consumer markets, the
promotion of civil society’s voice in forest management, and raising awareness of
causal links between deforestation and disaster risk reduction. In view of the UK’s
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significant involvement in the FLEGT process, delegated cooperation through
DFID is a potential implementing modality for this action. Alternative modalities
are not excluded.

- Risks: the main uncertainty concerns the progress of the VPA negotiations and the
extent to which the EU and Indonesia are able to ensure compatibility between the
Indonesian Timber Legality Assurance System and the EU FLEGT requirements.

e Potential support for further actions building on programmes under the 1* MIP

Actions to support may include the possible extension of existing programmes under
the MIP 2007-10, in particular the EU-Indonesian Cooperation Facility and the Trade
Support Programme 1. The needs for such support will be further assessed towards
the end of these programmes.

5) Integration of cross-cutting themes

e Good governance will be the cross-cutting theme directly impacted by the actions
suggested. Environment and gender are not specific targets of the programme.
However, the specific activities to be implemented should be checked against
possible environmental impact and the need to ensure fair gender participation.

e Considering the particular challenges posed by climate change to productive
sectors and international trade in goods and services, and the opportunities it offers
as well, relevant actions to address capacity building needs in this area will be
taken into account in the programme.

6) Financial envelope
The indicative funding allocation for actions under this priority amounts to €25 million.
7) Coordination with EU MSand other donors

The Commission will continue to coordinate with Member States through the regular
development cooperation and commercial counsellors meetings. Coordination with other
donors would be based on the different forums established by the government.

The EU Delegation has played an active role in forestry coordination in Indonesia over
the past years. The Delegation regularly hosts a timber trade working group meeting. In
terms of development cooperation, FLEGT-related activities are very closely coordinated
with DFID. This approach will be continued over the coming years. Engagement with a
larger group of donors and trading partners will be pursued in the future.

8) Activities under other EU budgetary instruments in the country

Forestry: There are currently 2 projects in Indonesia funded under the Regional SWITCH
programme and a SWITCH policy support component is under preparation
Complementarities will be sought with the Asa FLEGT Facility.

14

EN



EN

Priority 3— Law enforcement and justice
1) Strategy context

A Dbetter functioning judiciary, reduced corruption and improved governance will strengthen
the rule of law, improve the business climate, increase access to justice and have a positive
impact on security. These ams are fully in line with the existing Indonesian Medium-Term
Development Strategy and the orientations of the new strategy being prepared. EU
cooperation in this sector has focused mainly on providing assistance to relevant government
agencies at central level. In response to the extensive decentralisation in the country, and to
spread benefits more widely across the country, it will be necessary to support actions at sub-
national level.

2) The specific objectives of the MIP 2011-13 are:
The specific objectives of EU-Indonesia Law Enforcement and Justice co-operation will be
to:

e Contribute to Indonesia’s fight against corruption through support for improving the
capacity and performance of law enforcement agencies.

Indicator: reinforced investigative capabilities of law enforcement agencies to tackle
growing casel oads and increasing sophistication in corruption offences.

e Improve the performance and integrity of the judiciary to carry out legal proceedings, with
apotential focus on commercial and environmental cases.

Indicator: reduced opportunities for corruption in all court proceedings, through the
adoption of a judicial code of conduct, the computerisation of court files, and the
establishment of an independent, credible and responsive complaints mechanism.

3) Theresultsto be achieved are:

e Improved handling of corruption cases by the law enforcement agencies through increased
skills, capacity and coordination.

Indicator: improved coordination and operational capacity of law enforcement agencies to
ensure successful prosecutions and the repatriation of stolen assets.

e Increased capacity and accountability of the judiciary to better respond to the justice needs
of the people and business community, including strengthened alternative dispute
resol ution mechanisms.

Indicator: judicial accountability mechanisms in place, restored public trust and
confidence in the justice system, increased public knowledge of the criminal justice
system, and a strengthened judicial oversight mechanism.

4) Programmes that could be implemented in pursuit of these objectives:

e Fighting corruption and promoting theintegrity of law enforcement agencies
The added value of EU intervention will be to complement and reinforce ongoing EU
support for the Corruption and Eradication Commission and the Supreme Court, by

providing assistance to local law enforcement agencies, which have not been sufficiently
supported by the government or foreign donors.
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Activities would focus on:
- Support to implement the Government’ s anti-corruption strategy (STRANAYS)

- Support for the Corruption and Eradication Commission to implement its Strategy
Plan 2008-2011, with a particular focus on coordination and supervision policies as
well as corruption prevention policies

- Support for the development of regiona anti-corruption strategies, and its effective
implementation at sub-national level

- Support for civil society organisations in monitoring and advocacy for the
implementation of regional anti-corruption strategies

The new government is expected to continue to be strongly committed to anti-corruption
initiatives, thus considerably reducing the potential risks for these activities.

e Support for improvement of the judiciary

The EU’s support could include strengthening the capacity of the judiciary to carry out
legal proceedings, with a focus on commercial elements. It could aso include promoting
an alternative dispute resolution mechanism (consumer rights, consumer protection, land
rights, etc.) and improving the integrity and participation of Indonesia in international
arbitration.

Activities would focus on:

Support for the Supreme Court to improve court administration, including case
management.

Enhancing the capacity of the commercia courts

Enhanced coordination among law enforcement agencies

Support for judiciary oversight mechanisms

A potential risk is the failure of the new government to pursue effective reform of the law
enforcement and justice sectors. There is, however, an internal commitment from the
Supreme Court to reform the institution through the development of blueprints for
Supreme Court reform and the formation of a reform team to coordinate its
implementation.

With regard to Aceh, it is proposed at this stage to leave open the possibility for specific
assistance to reinforce the planning and implementation capacities of the provincial
government, including the new Acehnese parliament, in the context of the Aceh special
autonomy law. This would contribute to consolidating the considerable political and financial
investment by the EU in Aceh to assist in the peace process and in the post-tsunami
reconstruction.

5) Integration of cross-cutting themes
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Good governance, gender, human rights and the environment will be the cross-cutting themes
directly impacted by the actions suggested, in particular as governance issues such as
corruption need to be addressed at al levels.

6) Financial envelope
The indicative funding allocation for the two actions considered under this MIP is€16 million
7) Coordination with EU Member States and other donors

The Commission will continue to coordinate with EU Member States through the regular
development counsellors meetings. Coordination with other donors would be based on the
different forums established by the government.

8) Activities under other EU budgetary instruments in the country

Complementary actions will be funded under the EIDHR, where in particular the local call for
proposals may support the role of civil society organisations (CSO'’s) in oversight of and
demand for good governance. Support under the Aid Programme to Uprooted People will
contribute to reducing conflict potential and assisting in the integration of internally displaced
people, with a programme amounting to €5 million starting in 2010. The Instrument for
Stability, which is currently financing an action in Aceh, might continue to support activities
with aview to further consolidation of the peace process.

Specific intervention in climate change
1) Strategy Context

Indonesia is the world' s third largest emitter of greenhouse gases. It is a country particularly
vulnerable to climate change, and faces continuing challenges to achieve sustainable forestry
management.

In 2007, the Ministry of Environment formulated a National Action Plan setting out the
commitments of Indonesiato combat climate change, specifying the government’ s objectives
and outlining action plans for key sectors. Policies have been promulgated and institutional
arrangements have improved with the creation of a National Council on Climate Change to
coordinate and harmonise policies. The President recently committed Indonesia to reducing
emissions by 26% by 2020 in a business-as-usua scenario, and up to 41% if international
support is provided. This framework provides a good basis for donor engagement. However,
implementation poses difficulties and efforts are needed to make the policy framework more
coherent. Improving consistency in the policy framework and supporting its implementation
would bein line with Indonesia’s needs.

e Goal for climate change priority* By 2020, reduction of emissions against business as
usual of 26% to 41% and the country successfully adapts to climate change impact

Typical impact-level indicators for climate change mitigation and adaptation include:
- GHG emissions per unit of GDP

Note: The above goals express the vision of the Commission for long-term achievements in the
climate change and forest sectors. The achievement of these goals depends on many other factors
outside the MIP, which can only be seen as one contribution to these ambitious targets.
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Proportion of energy production from renewable sources

Population and infrastructure located in coastal areas at risk from sea-level rise
Number of lives and infrastructure lost due to weather-related disasters
Surface of natural areas effectively protected

Water management efficiency in drought-prone areas

2) Specific objectives (including outcome indicators)

Specific objective for the climate change priority: An ambitious climate change
response strategy is designed and effectively implemented in Indonesia by 2013.

Proposed outcome indicators:

Policy and sectoral level: increase in number and effectiveness of laws
passed/implemented to limit greenhouse gas emissions, increase in legidation that
takes into account adaptation needs through sustainable water management, forestry,
building regulations, and the absence of new policies that run counter to the country’s
commitments

Budget, investment and fiscal level: government budgets for climate change actions,
increased fiscal incentives for businesses and consumers to reduce greenhouse gas
emissions, increased investment in climate change adaptation strategies/programmes
Non-state actors and private sector: increase in funding and activities for research,
education programmes addressing climate change, business initiatives reflecting
sustainable/low-carbon practices, number of relevant civil society events and
campaigns

3) Expected results and related output indicators

Results for climate change priority: By 2013, 1) A clear climate change / low-emission
development strategy framework is formally in place; 2) New national and local policies
in relevant sectors (mining and energy, forestry, fisheries, etc.) are coherent with the
policy framework; 3) Pilot projects and demonstration activities are successfully
implemented; 4) Stakeholders at national and local level demonstrate a better
understanding and capacity to deal with climate change.

Proposed outcome indicators:

Indonesia establishes alow emission development strategy;
Total number/ratio of ministerial strategy documents and policies that effectively
integrate climate change

Number of relevant pilot projects in relevant areas such as REDD and clean/renewable
energy, emission reductions generated through carbon market mechanisms.

4) Programmes that could be implemented in pursuit of these objectives

Climate change priority

e Activities: Climate change support should focus on the policy level, in
particular on the elaboration of a low emission development strategy for
Indonesia and nationally appropriate mitigation actions. In this context,
Indonesia's efforts to reduce greenhouse gas emissions from deforestation and
forest degradation (REDD) should be strengthened seeking synergies with
Indonesia's FLEGT programmes. Policy support could be combined with pilot
activities in the regional or local administration. Large projects such as
infrastructure for adaptation will not be funded. Activities will be based on a
further needs analysis as well as the progress of international climate change
negotiations and a possible post-2012 agreement. Possible activities will
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include technical assistance and capacity building for policy development,
facilitating access to international financing mechanisms for mitigation and
adaptation, community-level actions (vulnerability assessment, renewable
energy pilot activities), and development of guidelines to promote private-
sector investment in low-carbon business activities, including through carbon
market mechanisms.

- Risks: There is arisk that Indonesia s stated commitment to combat climate change
will not be truly confirmed through concrete actions. There are also some risks related
to the delivery mechanism of such actions. In mid-September 2009, however, the
government launched a Climate Change Trust Fund, which might be an option for
channelling EU resources.

- Alternative options. the interest of most EU Member States in climate change in
Indonesia provides opportunities for coordinated EU actions. The above-mentioned
trust fund would be a sensible option for channelling EU resources, provided the
design is compatible with EU criteria and meets EU expectations in terms of priorities,
policy objectives and dialogue, etc. Should there be constraints on participation in the
trust fund, the EU will favour the design of alternative actions in cooperation
with/through Member States in areas of specific relevance to the EU.

5) Integration of cross-cutting issues

e Fight against poverty: Specific activities will contribute to addressing poverty reduction.
This will be done through adaptation and ‘green growth’ promotion under the climate
change umbrella. Under forestry cooperation, various activities will support forest
communities and small enterprises.

e Civil society development and multi-stakeholder approach: Cooperation in climate change
will promote the involvement of civil society in related activities, including the
implementation of the Indonesian Climate Change Trust Fund. Forestry cooperation will
also actively promote the participation of civil society, which is already a feature of the
FLEGT Action Plan being implemented in Indonesia.

6) Financial envelope
The indicative funding allocation for this activity is€15 million

7) Coordination with EU Member Sates and other donors

e EU coordination and information exchanges on climate change issues are relatively
satisfactory. However, further efforts are needed to improve coordination.

8) Activities under other EU budgetary instruments in the country

e Thematic Programmes. four ongoing environment-related projects are funded under
thematic programmes (Non-State Actors and Environment and Natural Resources
thematic programmes)
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Annex 1: "Country at a Glance"
a) Macro-economic indicators

2005 2006 2007 2008e 2009 2010f 2011f
Basic data
1 Population (in million) 219,9 222,7 225,6 2285 2314 234,2 237,8
- annual change in % 1,41 1,32 1,30 1,28 1,25 1,21 1,55
2a Nominal GDP (in billions US$) 287 364 433 500 565 556 612
2b Nominal GDP per capita (in US$) 1.259 1.420 1.529 2.246 2.029 2.155 2.281
2c - annual change in %
3 Real GDP (annual change in %) 5,7 5,5 6,3 6,1 4,5 5,6 6|
4 Gross fixed capital formation (in % of GDP) 23,6 24,1 24,9 27,7 n/a n/a n/a
International transactions
5 Exports of goods and services (in % of GDP) 35 31,6 30,1 31,7 29,1 27,6 26,1
- of which the most important (in % of GDP):
Qil & gas 6,7 6,3 58 7,1 6.6 7,1 6,3
Garments 17 15 13 2,0 1.8 n/a n/a
Crude Palm Qil (CPO) 13 13 18 18 11 n/a n/a
6 Trade balance (in % of GDP) 9,7 10,9 9,2 1,6 5,3 5,2 4,2
7 Current account balance (in % of GDP) 0,1 3,0 2,4 0,1 -0,4 -0,7 n/a
Net inflows of foreign direct investment (in % of
8 GDP) 1,85 0,60 0,42 0,54 0,60 0,65 0,66
9 External debt (in % of GDP) 46,6 35,5 31,7 28,3 255 23,6 21,6
Service of external debt (in % of exports of
10 goods and non-factor services) 23,3 32,6 27,1 28,6 38,2 n/a n/a
Foreign exchange reserves (in months of
11 imports of goods and non-factor services) 4,4 4,7 5,1 51 53 5,6 5,7
Government
12 Revenue and grants (in % of GDP) 17,9] 19 17,8 20,4 20,1 19,9 19,3
13 Expenditure (in % of GDP) 18,2 19,9 19,1 22,4 22,2 21,7 21,2]
- of which: capital expenditure (in % of GDP) 2,3 3,1 2,9 3,5 1,7 n/a n/a
14a Deficit (in % of GDP) including grants -2,1] -1,4] -0, 8 -0,2 0,2 0,0 0,1
14b Deficit (in % of GDP) excluding grants » na n/a n/a n/a n/a n/a n/a
15 Debt (in % of GDP) 45,8 39 35 30,8 29,4 27,9 26
- of which: external (in % of total public debt) 23,4 18,2 16,5] 15 12,2 10,8 9
Other
Consumer price inflation (annual average
16 change in %) 17,11 6,6 6,6 9,8 4,8 5,4 5,9
17 Interest rate (for money, annual rate in %) 2 12,75 9,75 8,00 9,25 6,50 6,00 6,00
Exchange rate (annual average of national
18 currency per 1€) 11.655 11.712 12.526 14.486 15.068 13.514 n/a
Unemployment (in % of labor force, ILO
19 definition) 11,2] 10,3 9,1 8,46 8,14 n/a n/a
Employment in agriculture (in % of total
20 employment) 3 39,02 39,78 37,48 36,92 n/a n/a n/a
Notes:
Y Data is not available. Total grants account to around 0.1% of GDP and do not have significant contribution to the state budget deficit
3 the Central Bank benchmark (Bl rate)
3 Employment in agriculture, forestry, hunting and fishery. The National Labor Force Survey is conducted twice a year in the month of February and August.
2008,2009 e) estimates
2010, 2011f)  forecast
n/a datais not available
Several data (in blue and bold) are revised based on recent report of the World Bank and The Indonesian Central Bank (December 2009)
Data source:

a) IMF Country Reports 2008

b) OECD

¢) The Indonesian Central Bank (Bank Indonesia)
d) The National Statistical Bureau (BPS)

e) The Indonesian National Development Planning Agency (Bappenas)

f) World Bank's Indonesia Economic Updates
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Annex 2: Indicators derived from the MDG

Key indicators 1990b 2006 2007 2008 2010e 2015t

1. Proportion of population below 1$/day in PPP 20,6% - 7,5% - - 10%
2. Prevalance of underweight children 31% 28% 24,4% - 23% 18%
3. Under 5 child mortality (per 1000 live births) 81 - 40 - 37,8 32
4. HIV prevalance rate of women aged 15-24 - - 0,1 - - -

5. Proportion of births attended by skilled health

personnel 40,7% 72,4% - 73% - 90% ¥
6. Proportion of 1 year old children immunised against

measles 44,5% 71,6% - 2% - 90% ?
7. Net enrolment ratio in primary education 88,7% 94,7% - - 97,6% 100%
8. Ratio of girls to boys in primary and secondary 96% (primary), 83% 100% (primary),

education (second.) 99.4% (second.) - - - 100% (both)
9. Primary school completion rate 62% 74,7% 80% 82% 85% 100%
10. Proportion of population with sustainable access

to an improved (drinking) water source 38,2% 57,2% - - - 67%
11. Fixed lines and mobile telephone per 1000 11.2% (fixed lines),

inhabitants ¥ - 24.6% (cell phones) - - - indicator

12. Formal cost required for business start up") 101,7 86,7 80 779 - -

13. time required for business start up 151 days 97 days 105 days 76 days - -

14. GDP per capita US$ 1,308 US$ 1,663 US$ 1,942 US$ 2,271 US$ 2,155 US$ 5,000
15. Access of rural population to an all season road ¥ n/a 74% n/a n/a n/a n/a

16. Household electrification rate 41.7% - 61,6% - - -

Notes:
1990b = baseline for MDGs

2010e = intermediate target/estimate
2015t = MDG target

1) National target

2) National target

3) data available is only for 2006

4) in % GNI per capita

5) Villages with cor

phalt road. Data

Sources:
a) World Development Indicators Database

b) MDGs Progress Report Indonesia UNDP-Bappenas (2006, 2007, 2008)

¢) The World Bank Report "Ease of Doing Business" (2006,2007, 2008, 2009)

d) The National Statistical Bureau (BPS)

ilable was published in 2006 based on the 2000 survey
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Annex 3:

SUMMARY TABLE OF FOCAL SECTOR

MIP 2007 - 2010

Tentative
MIP Priority Sectors Allocation AAP 2007  AAP 2008 AAP 2009 AAP 2010 TOTAL
M Euro M Euro M Euro M Euro M Euro AAP
Priority 1: Focal sector: Basic Education - 80% 198 - - 201 - 201
Action 1 [Basic Education Sector Programme - - 201 - 201
Priority 2: Trade and Investment - 12% 30 - 20 - - 20
Action 1: |Trade Support Programme |1 15 - - 15
Action 2 |Support to Local Economic Development/ PNPM - 5 - - 5
Action 3 |Trade and Investment Climate - - - - -
Action4 |FLEGT Il - - - - -
Action 5 |Climate Change - - - - -
Action 6 |Others - - - - -
Priority 3: Law enforcement and judicial reform - 8% 20 12 - - - 12
Action 1  |Strengtheing the Rule of Law and Security in 12 - - - 12
Indonesia

Action 2 [New Project - - - - -

248 12 20 201 15 248
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Annex 4 Country Environment Profile

UPDATE OF THE COUNTRY ENVIRONMENTAL
PROFILE FOR INDONESIA

FINAL REPORT

Julian Caldecott and Mochamad Indrawan

AGRECO Consortium, 251 Avenue Louise, 1050 Brussels, Belgium
3 December 2009

1. Summary

1.1 Aimsand activities of the mission

Purpose. This mission aims to update the Country Environmental Profile (CEP) for
Indonesiawhich, as an annex to the Country Strategy Paper (CSP), is one of the main
tools used by the EC to integrate environment in development cooperation planning. In
2009, the EC launched a Mid-Term Review of all CSPs for the period 2007-2013, thus
providing an opportunity to adapt them in light of new needs and priorities. The mission
Is focused on the linked subjects of climate change, forestry, and sustainable consumption
and production (SCP), corresponding to key programming areas of the EC.

Progress. The diversity and complexity of Indonesia s environmental circumstances
made it impossible to do more than obtain an overview of recent and current events and
trends, and explore afew key highlights. Nevertheless, the team had substantive
discussions with individual s representing Indonesian government institutions, donor
agencies, international organisations and academic, charitable and private-sector actors.
The team also visited the provinces of Papua and Y ogyakarta, to explore opportunities for
local implementation partnerships.

1.2 The climate change context

Indonesian vulner abilities. Climate change will cause severe adverse impacts on
rainfall patterns, agricultural potential, water resources, and terrestrial, wetland, aguatic
and coastal ecosystems, besides increasing the range of disease vectors and rendering
coastal areas vulnerable to inundation and saline intrusion. With an extremely long
coastline, alarge and often densely-populated coastal zone, and landscapes that are
becoming more prone to droughts and fires, Indonesiaiis particularly vulnerable to
climate change.

Climate change in the CEP. The understanding of Indonesia’s vulnerability to and role
in climate change, and policy responses to this, arose since the CEP was prepared in
2004-5. The CEP did flag some key issues, however, including: the increasing rate of
GHG emissions, the importance of land use change and forestry as a source of GHGs; the
potential for carbon projectsin forestry, the detection of early climate change
consequences, the potential for harmful impacts, and the interest of afew donorsin the
subject. Lacking, however, was the sense that climate change was an emerging global
emergency with the potential to undo Indonesia’ s past development gains and to render
much of the country uninhabitable within afew decades.

Policy commitment. Indonesiais akey actor in the climate change arena, as one of the
largest emitters of GHGs (potentially the third-largest after Chinaand the USA if
LULUCF emissions are taken into account), and as a developing nation diplomatically
close both to northern and southern country groupings. The need for action on climate
change has been recognised at the highest levels of the Indonesian government, with
policy commitments to mitigation and adaptation through reduced deforestation,
economic transformation and disaster risk reduction.
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1.3 Responses to the climate change challenge
The National Council on Climate Change. The DNPI (Dewan Nasional Perubahan
Iklim) was established by Presidential Decree in 2008 and has mobilised wide-ranging

expertise, but it has limited political authority and is not integrated structurally within the
Indonesia CEP Update: Final Report 6

government system. Its impact depends on continued presidential support, but an organic
law is also needed to ensure its structural integration.

The Pittsburgh commitment. The immediate driver of government thinking on climate
change mitigation is the President’ s unilateral commitment, at the G-20 Leaders Summit
on 25 September 2009, that Indonesiawill by 2020 reduce its GHG emissions by 26% of
2005 levels, compared with the *business as usual’ scenario. The announcement also
foresaw further reduction of up to 41% in the same terms, if international help is
forthcoming. This commitment will need to be confirmed through official policy
instruments (and budget allocations), and the sectoral ministries will need to develop
specific plans, in dialogue with one another, for managing their own contributions to
meeting the target. Ministries such as Finance, Energy, Forestry and Environment are all
actively considering how best to contribute, and are wrestling with new policy mandates
while trying to coordinate with each other.

The State Ministry of Environment (Lingkungan Hidup, LH). Act 32/2009 on
Environmental Management and Protection gives greater powersto LH, while aso
raising the profile of climate change. Some of the ministry’s new responsibilities will be
very demanding (e.g. developing criteriafor climate-change impacts, and the
instrumentation, guidelines, instructions and protocols needed for GHG inventories),
although they should give it greater leverage over polluting industries and sectors. Key
provisionsin the Act are: that private companies must obtain environmental permits from
provincial, district or city authorities before starting operations (the role of LH isto
monitor and if necessary correct the permits issued); that LH must publish documents on
climate change adaptation and mitigation, and develop relevant regulations by 2010; that
LH must publish criteriafor identifying damage due to climate change, and develop
relevant regulations by 2010; that LH must implement or coordinate a GHG inventory
process to quantify emissions at the national, provincial, district and city level, and
produce a framework for how to do thisin 2009; that LH must set minimum standards for
environmental assessment strategies, which are required by companies and government
units and should take into account spatial planning and carrying capacity, and criteriafor
vulnerability and adaptation issues; and finally that LH can mobilise government
investigators directly rather than only through the National Police.

Donor interventions. The Indonesian Climate Change Trust Fund is about to become
operational under UNDP management. It aimsto fund urgent initiatives from line
ministries on renewable energy, forest and peatlands, and resilience or adaptation (a
small-grants mechanism to fund actions by other stakeholdersis aso being discussed).
Donors are supporting Indonesian institutions in pilot projects to field-test solutionsto
deforestation and degradation of forests and peatlands, usually with local participation
and often involving the calculation of baseline GHG emission profiles and the
measurement of emission changes associated with land and forest use.

1.4 Forestry, deforestation and forest degradation

Forests and climate. The forestry issue has unfolded in various ways since 2004, some
of them positive but others less so. Meanwhile, the realisation that the conversion or
logging of forests, whether legal or illegal, have implications for GHG emissions means
that forestry and land-use issues have become conflated with the climate change issue.
This can be approached from several directions, all of which have implications for
climate change negotiations, including the role of Indonesia as a mgjor GHG emitter, the
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possibility of earning carbon storage credits in some way from avoided deforestation or
improved forest management, and the role of forests in helping Indonesians adapt to
climate change.

Indonesia CEP Update: Final Report 7

Defor estation. After peaking at nearly 2 million halyear in 2002-3, the deforestation rate
is now about half that. Deforestation is largely driven by the conversion of forest land to
plantations, particularly of oil palms by large enterprises and smallholders, and of
pulpwood trees by large companies. The issue is complex, however, sinceit involves
such factors as: the transfer of ‘ conversion forest’ from control by the Ministry of
Forestry to that of other line ministries, in a situation where maps are poor, inaccurate and
ecologically unfounded, and where ‘ingtitutional’ forests are often not the same as real
forests; the abandonment of forests that have been allocated to companies for conversion
to plantations, but that have simply been heavily logged and left unsupervised to be
occupied informally by smallholders who clear the land using fire; the allocation of
portions of ‘ conversion forest’ within landscapes otherwise dedicated to ‘ production
forest’, which then become vulnerable to fire as a whole; the creation of new districts and
provinces, which induces their governments to finance themselves by selling
deforestation rights; and corruption, collusion and nepotism that still pervade the forest
and land-use sectors despite strenuous effortsin recent years.

[llegal logging. Thisis of concern to government partly because of lost tax revenues
which would have been obtained if the same timber had been harvested legally, partly
because it can do far more damage to forest ecosystems than well-managed legal
harvesting, and partly because it endangers forests that have been set aside for
conservation and may lead to the loss of biodiversity and ecosystem services such as
water catchment and carbon storage functions. At the local level, intact forests are often
all that stand between communities and the impacts of failing water supplies, siltation of
waterways, loss of forest products, wild fires and land slides. All agree that illegal
logging is pernicious and must be halted, but efforts to do so have often resulted in the
criminalisation of small-scale forest usersand in criminal conspiracies that evade
punishment for large-scaleillegal logging activities. Anecdotal evidence suggests a major
declineinillegal logging and log smuggling, but isolated problems remain. Illegal
logging isakey indicator of forest governance, the high quality of whichiscritical for
anything to do with REDD and avoided deforestation. Efforts to combat illegal logging
are being reinforced by new US and EU rules that require chain-of-custody and -legality
documentation for wood products imported from Indonesia and other countries. This has
prompted negotiations towards a Voluntary Partnership Agreement with the support of
the FLEGT Support Project.

Peatlands. Indonesia possesses immense areas of peatland, especially in Sumatra,
Kalimantan and Papua. Peatland degradation may account for some 65% of Indonesia’s
GHG emissions, yet is ambiguously treated in national land-use planning and allocation
systems. The precise location and depth of peat deposits are uncertain because of poor
mapping, but about half the remaining lowland forests in Indonesia are believed to grow
on peatlands. Policy development on peatlands has been limited, although their
significance for GHG emissions in the context of UNFCCC negotiationsis quickly
changing this. The discovery that peatlands are good for growing oil palms has
dramatically changed their land-use dynamic, and government policy is for smallholders
to grow oil palms, with atarget of 4 million hectares to be converted in thisway.

REDD. The IPCC has estimated that tropical forest clearance results in 15-25% of total
GHG emissions by people. REDD is based on the idea that funds are provided to
developing countries for reducing emissions from forest and land degradation by means
such as through strengthened law enforcement, fire management and sustainable forest
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management. REDD is thus a generic term for arange of options and financing
mechanisms that might be used to reduce deforestation and degradation, with the goal of

mitigating climate change. V arious proposals have been put forward for REDD, but the
Indonesia CEP Update: Final Report 8

analysis used here focuses on avoided deforestation and examines at atechnical level
what a REDD system ought to involveif it is to be effective.

REDD design criteria. The owners of forest and peatland should earn income by setting
those ecosystems and lands beyond use, so that their carbon would not be released for
many decades, if ever. The income should be related to the amount of carbon stored,
shared according to ecosystem ownership and/or control, and at least some of it financed
by global society. Single, up-front paymentsin return for promised ecosystem protection
would be ineffective, and a series of payments would be needed instead, perhaps at tenyear
intervals and each conditional on verified land and ecosystem protection. Moreover,

al the stakeholders who could influence the fate of the lands and ecosystems concerned
would need to benefit from their protection. This criterion could be met by an
arrangement such as one in which 30% of funds to go to central government, 30% to
local government, 30% to communities, and 10% are used for monitoring/verification and
scientific research to find long-term, non-carbon revenue sources in the forests that have
been preserved. These design criteriawould ensure that no group need be excluded from
carbon financing, that conditional funding would be available to reward effective
conservation over 50 years or so, and would also offer long-term, ‘ post-carbon’
incentives for ecosystem and biodiversity conservation.

Forestry in Papua. Some 80% of Papuais still under natural forest, but various groups
are looking to the province as the next venue for large-scale logging and forest
conversion. Many indigenous Papuans are inclined to keep their ancestral domains under
forest, and the provincial government is seeking new ways to develop sustainably. But
there are fractious and potentially corruptible leaders in multiplying regional governance
units, who have considerable power over land use. Papuaisthe last great forest frontier
in Indonesia, where ‘business as usual’ is becoming established and where irreversible
damage to Papuan, Indonesian and global interests could soon occur. This would justify
emergency intervention to finance sustainable forms of development and empower those
who advocate them.

1.5 Sustainable Consumption and Production

Application of the SCP approach in Indonesia. The SCP approach looks at economic
systems holistically from the point of view of their capacity to ‘dematerialise’ (use fewer
resources, waste less) and ‘ decarbonise’ (release less carbon), as well as their tendency to
do so. The current CEP has sections on aspects of this, including air and water pollution,
recycling, and energy use and carbon emissions. The main conclusions, for which no
evidence to the contrary was found, are: that there is serious air pollution in urban areas,
mainly due to increasing numbers of vehicles, poor emission standards, and the absence
of urban planning and transport policy (and to forest fires in some areas); that water
supply isincreasingly a problem with water sources particularly at risk in upper
catchment areas and through direct pollution, while in urban areas pollution is the major
issue and is linked to the absence of proper sewerage systems; that there are inadequate
sitesfor the proper disposal of solid waste and there is poor waste management, while
little is done to encourage waste reduction, reuse, recovery or recycling; and that
Indonesia derives the vast magjority of its energy consumption from fossil fuels, and its
carbon intensity is above the Asian average.

Energy subsidies. Indonesia’ s economy has become steadily more carbon-intensive, due
to under-investment in clean technologies, energy conservation and renewable energy
sources. Thisislargely duein turn to apolicy and fiscal environment that encourages
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wasteful use of energy and discourages investment in conservation and renewables,

reflected primarily in fuel and electricity subsidies that are designed to ensure price
Indonesia CEP Update: Final Report 9

stability for domestic consumers. Another factor is arapid and continuing increase in the
share of energy-sector GHG emissions from burning coal, again largely driven by
subsidies and alack of incentives to promote renewable energy supply. A key problemis
that the state electricity supplier PLN applies anational subsidised electricity tariff, but
faces different supply costsin different parts of the country. The cost of subsidiesisa
severe one for government, and effectively starvesit of resourcesto invest in new power
infrastructure and other measures to decarbonise the economy.

National energy policy. Policies call for growth in renewable energy production, but are
undermined by price distortions and the expansion of emissions-intensive coal-fired
power plants. It is clear that dramatic reform is going to be needed to release the kind of
creative energy and scale of investment required to shift the economy in alow-carbon
direction. Phasing out energy subsidies and diversifying energy supplies and suppliers
would be a necessary element of this, and is being partly addressed through Act 30/2009
on Electricity which allows for tariff differences between regions, and for regions to
establish their own public or private power utilities. Political costs associated with
further transformation would need to be offset by clear messaging on the threat of climate
change, and by the stimulation of public and private investment in new energy systems.
Institutions such as the Ministry of Finance and the National Energy Council are now
thinking along these lines, but the scale and rate of change that will be needed should not
be underestimated. Encouraging and enabling such change through the supply of new
knowledge and technologies would be awise and realistic priority for Indonesia’s
development partners.

1.6 Recommendations of the CEP update mission

Diplomatic initiatives. Thereisan urgent need for diplomatic initiatives by the EC and
EU Member States to maintain the President’ s personal focus on climate change, to
encourage him to chair at least one meeting of DNPI, and to seek ways to embed DNPI
structurally within the Indonesian government system.

Multi-Ministerial Support Facility. Thisis proposed as a vehicle through which to
provide technical assistance to support ministriesin key tasks related to climate change
and environment, at a time when new policies and regulations are being demanded in
response to the Pittsburgh commitment and the post-Kyoto UNFCCC process. The most
receptive and strategic ministries seem to include: Finance (on incentives for REDD and
RE), Energy and Mineral Resour ces (on mapping renewable energy potentials and
technology transfer for carbon capture and storage), and Environment (on regiona and
sectoral carbon profiling, and emission-reduction options). Thereis also a need to
facilitate inter-departmental dialogue (e.g. on peatlands, REDD and between DNPI and
Bappenas), and to respond to other TA needs across government which might be met
through the same facility (and/or through cooperation with other donors). The
introduction of the Forest M anagement Unit model in Indonesia offers a number of
challenges and opportunities. A key weaknessliesin alack of knowledge among FMU
managers on potential forest values, their markets and how to access them, and on best
practices within Indonesia and elsewhere. A network of Forest Information Systems
(each modelled on that developed in Jambi with EC support and proposed for Papua)
could ensure that best practices and other insights spread quickly among FMUs. Design
criteriafor such a network should be explored with Bappenas, in dialogue with the
Ministry of Forestry and relevant donor-supported projects.

Cooperation with Papua. It isrecommended that dialogue be continued to explore how
to establish an impartial Sustainable Development Helpdesk, to strengthen the
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provincial government’ s capacity to explore ideas on sustainable development, and
Indonesia CEP Update: Final Report 10

facilitate access to knowledge and other resources with which they can be tested and
applied. Priority subjects for the Helpdesk would include biodiversity as aresource,
compliance with chain-of-custody and -legality certification for timber products,
decisions on the use of Papua’ s nine million hectares of conversion forest, REDD
arrangements, and assessment of resources within Forest Management Units. Also
recommended is a Forest | nformation System like that developed with the support of
the FLEGT Support Project in Jambi, which would respond to the Papuan Provincial
Government’ s plan to organise all forest management through FMUs, based on sitespecific
inventories of forest values and capacities but generating alarge need for digital
information management.

Cooperation with Yogyakarta. It is recommended that dialogue be continued to
formulate a comprehensive SCP programme, both to place the city’ s development on a
lower-carbon and more sustainable trajectory, and also to demonstrate new SCP systems

that would then be available for replication in other Indonesian cities.
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Annex 5: DONOR MATRIX
DISBURSEMENTS 2008
(in million USD)

Donors

Sector by DAC Code

Education

Health

Population Policies

Water Supply and Sanitation

Government and Civil Society

Resources

and Mining, Construction
Commodity Aid and General

Busines and Other Servicess
Programme Assistance

Other Social Infrastructure

and Services
Agriculture, Forestry, and

Fishing
Multi-se ctor/Cross-cutting

Banking and Financial
Action Related to Debt

Transport and Storage
Communications
Services

Industry, Mineral
Trade and Tourism

Energy

Emergency Assistance and

Reconstruction

Support to NGOs

Unallocated/Unspecified

Total by Donor

MULTILATERAL

European Union (EU)

X

Asian Development Bank (ADB)

xX|x

XX

x
x
x

X |x

Islamic Development Bank (IDB)

World Bank (WB)

x

x

x

x

United Nations (UN)

XX |X|X X<

x

XXX
x
x
XX XXX
XX |X|x

x

x

BILATERAL

Korea/Pinjaman dan Hibah

x

x
x
x
x
x

China/Pinjaman

x
x
x

Jepang/Pinjaman

Canada (CIDA)/Hibah

Australia (AusAID)/Pinjaman dan Hibah

x

x

[Amerika (USAID)/Hibah

New Zeland (NZAID)/ Hibah

x

x
XX XXX

x

x

XX XX

Jerman/Pinjaman & Hibah

XXX XX | x

<

|Inggris/Hibah

x

x
XX XX [ X | X

x

Belanda/Hibah

x

x

x

XXX [X XXX X

Spanyol/Pinjaman

Total by Sector

Sector by DAC Code:

110: Education

120: Health

130: Population Policies

140: Water Supply and Sanitation

150: Government and Civil Society

160: Other Social Infrastructure and Services
210: Transport and Storage

220: Communication

230: Energy Generation and Supply

250: Business and Other Services

310: Agriculture, Forestry and Fishing

320: Industry, Mineral Resources and Mining, Construction
330: Trade and Tourism

400: Multi-sector/Cross-cutting

500: Commodity Aid and General Programme Assistance
600: Action Related to Debt

700: Emergency Assistance and Reconstruction

920: Support to NGOs
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PROJECT LOAN

DONOR MATRIX
PROJECT AND PROGRAM LOAN DISBURSE
(in million USD)

No

Donors

Irrigation

Road

Water Supply
and Sanitation|

Transport

Energy-Power

Communicati
ons - IT

Other
Infrastructure

Agriculture

Land Reform

Financial
Services

World Bank

20,00

81,50

183,30

70,00

4,50

11,10

6,80

0,10

ADB

5,20)

2542

17,93

12,77

0,00}

JICA

185,12

20,13

9,19

38,09

494,26

3,10

IDB

0,00,

1,97

8,65)

IFAD

0,00

Australia

7,83

Netherland

5,19

(N o~ |w| =

Belgium

0,00

©

China

25,14

55,44

76,85

o

Germany

97,03

15,88

Korea

1,89

N

France

w

Spain

27,18

3,62

TOTAL

235,46

217,50

210,42

140,31

653,88

21,39

7,60

13,07]

6,80

PROGRAM LOAN

=
o

Donors

Financial
Services

Governance

World Bank

1.200,00

ADB

0,00

830,00

JICA

244,43

IDB

IFAD

Australia

Belanda

o N|o|o |~ w (| =

Belgia

©

China

o

Jerman

Korea

N

Perancis

13

Spanyol

1.444,43

830,00
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Annex 6: The MTR drafting process

The MTR reflects the ongoing dialogue on EC development cooperation with Gol, other
donors and civil society. The more targeted consultations on the content of the MTR
document was mainly conducted in the context of a joint RELEX/H/5-AIDCO/D/1 mission
which took place in the week of 16-20 March 2009, with additional consultations with Gol at
the occasion of the EC-Indonesia Senior Official’s Meeting in JogJakarta in July 2009 and
with MS and the new elected Parliament in November 2009

1. Political Dialogue with the partner country.

The main Gol dialogue partner on devel opment cooperation issues Bappenas, the Ministry for
Planning and Development. Formal policy dialogue takes place in the context of the EC-
Indonesia SOM, Working group on Development Cooperation, co-chaired by the Director of
Bappenas and AIDCO D1. The last meeting of the WG took place as a part of the SOM in
July 2009. SOM are typically held annually. The SOM included a presentation of the MTR
and orientations for the MI1P 2011-13, which was fully supported by Bappenas.

The dialogue on development cooperation, in particular on aid modalities does aso involve
the Ministry of Finance, which is the party that signs financing agreement. Particularly in the
context of the budget support for the education sector project, dialogues with MoF have been
extensive.

Regarding the MTR process, a first exchange of views with Gol took place during a session
organised by Bappenas with participation of more than 50 Gol staff representing all sectorsin
which the EC is active. The Delegation presented the results of the MTR checklist. The Gol
recommended continued focus education and trade & investment, recognised the need for
more coherent overarching strategy for justice sector reform, and supported the possibility of
stronger focus on climate change in the second MIP.

At the end of the abovementioned RELEX/AIDCO mission, a second consultation on the
MTR took place with the Deputy Minister For Development Cooperation and echelon 1 Gol
officials from relevant line ministries which confirmed the interest in receiving further
support in line with the CSP plus interest in Climate Change.

Policy dialogue specifically related to the MTR has mainly taken place in the context of the
above consultations. At the same time, the Delegation has an ongoing dialogue with sector
ministries which are direct beneficiaries of our portfolio..

2. Conaultations with other donors.

EU Member States have been consulted on the outcome of the EC “internal review” at a EU
Development Counsellors meeting convened in the context of the RELEX/AIDCO mission
(20 March 2009). Member States expressed agreement in principle to continued relevance and
validity of the overall orientations of the EC CSP.

The MTR was last discussed with Member States during the EU Development Counsellors
meeting on 10 September and on 13 November on the occasion of a mission of the Indonesia
Relex desk to Jakarta where MS confirmed their agreement in principle to maintain the
existing priorities and add climate change as outlined in the draft MTR.
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Australia as major donor is consulted regularly. Discussions on the new education sector
support programme and its future under the next MIP have been extensive.

The Delegation has regular meetings with World Bank and UN where general issues relating
to our cooperation are discussed. The last discussion with World Bank took place on 7
September 2009. The UN was visited on 29 September 2009. In this discussion
complementarity of the CSP with the new UN Development Assistance Framework for
Indonesia (UNDAF 2011-2015) was discussed.

Donor coordination at sector level takes place in each of the focal sectors, however with
varying degree of comprehensiveness and Gol |eadership.

EU MSin Jakartawill again be consulted on the full draft of the MIP 2011-2013 in November
2009.

3. Consultations with non-state actors.

Civil society organisations in Indonesia have been invited to express themselves on the MTR
and the orientations for the MIP 2011-13 mainly during a CSO workshop organised by the
Delegation during the RELEX/AIDCO mission. The delegation presented the MTR process
as well asissues pertaining to the three focal sectors plus climate change.

Participants (list attached) expressed their satisfaction for being consulted on the CSP and
raised a number of interesting questions on the EC development cooperation. Given the
diverse nature of Indonesian civil society, it is not possible to draw a common conclusion on
recommendations for the future direction of EC development assistance but the present
priorities seemed to be broadly supported by the attending CSOs.

A separate report from this consultation is attached as annex 1.

4. Consultationswith Parliament

Due to the elections to Parliament in April 2009 and the subsequent Presidential elections of
July 2009 and despite the Delegation’s efforts to arrange meetings it was not feasible to
engage with the outgoing members of Parliament.

The new Parliament took office on October 1% 2009. The Delegation organised a consultation
with the new heads of the relevant parliamentary commissions on 12 November 2009,
following the EU-Indonesia Troika Ministerial and the signing of the Partnership and
Cooperation Agreement in Jakarta on 9 November 2009.

This consultation allowed a broad discussion on the EU-Indonesian relations including the
nature, scope and orientations for EC development assistance and in particular the MTR end
the emerging priorities for the period 2011-2013 as described below.

On 12 November the EC Delegation and the Indonesian Relex desk conducted a lunch
meeting with six Members of Parliament of Indonesia (DPR) in order to discuss the review of
the EU cooperation strategy with Indonesia. This was done in light of the on-going mid-term
review with a view of receiving the MP's comments on the validity and relevance of the
proposed cooperation priorities for the period 2011-2013.

EC had invited ten members from five Parliamentary Commissions as follows:

Commission XI Finance, national development planning, banking and non-bank
financia institutions
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Commission X Education, youth, sports, tourism, arts and culture
Commission VII Energy, mineral resources, research & technology, environment

Commission VI Trade, industry, cooperatives, SMES, investment, state-owned
enterprises

Commission IV Agriculture, plantations, forestry, fisheries, maritime, harvests

Six MPs attended (whereof one Chairman and two Vice Chairmen) but no representative from
the commission on development planning. Participants from EC were Erik Habers, Pedro
Martinez-Vargas, Florian Witt and Asa Larsson.

Fruitful exchange of views where EC introduced by describing the wide-ranging cooperation
with Indonesia and more specifically the development cooperation, including our three focal
sectors of education, trade & investment and good governance. The contents of the PCA were
outlined, which drew quite some interest from the MPs, however no concrete views on
specific areas of enhanced cooperation. Some obvious wariness emerged regarding FTAS: one
MP asked if PCA included a FTA or was a precondition for a FTA. One MP noted that the
DPR had in the past had some constructive exchange with the EP, which they wished to be
expanded, in order to learn more about the legidlative process on the EU level.

Asto input to the CSP, several comments were brought forward:
On climate change and forestry:

* Need to change Indonesias image as a country with rampant illegal logging.
Cooperation activities should focus on changing this image and to develop eco-labeling
standards.

* Support requested to calculate and measure forest degradation and also the
compensation mechanism for conserving forest, which the DPR believes would be best served
at the local community level.

* Support to develop carbon capture and storage in Indonesia.
On trade
* Support to make Indonesia's products more competitive on international market and

able to reach international standards. EC explained that this is one of the focal areas for our
cooperation with Indonesia (trade and investment), referring to the Trade Support
Programmes. In that respect, one MP mentioned that EC should also consider supporting the
standardisation body for manpower, BNSP, so that Indonesian manpower could also be
competitive internationally.

On education

* The Deputy Chairman for the Commission on education while underlining the
importance of support to basic education as well as of the efficiency of funds management for
this sector, suggested that higher education be supported, which is an area where Indonesiais
lagging behind. Support to increasing research, especially engineering, and vocational
training, was mentioned as important aspects in increasing Indonesia's competitiveness in the
future.

EC suggested a follow-up where HoD participates, expanding into political issues but also
targeting DPR commissions in sector specific topics.
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Annex 7. GOVERNANCE PROFILE
INDONESIA —June 2009

Following the overthrow of General Suharto after three decades in power, Indonesia began a
political transition under extremely inauspicious conditions in 1998. The economy shrank
14% that year, the largest single year economic contraction of any economy since the great
depression. The economic crisis plunged millions into poverty and social violence erupted in
parts of the country.

Indonesia has since recovered well, consolidated democracy, restored economic growth and
resolved maor social conflicts. Since the fal of Suharto, Indonesia has held three
parliamentary electionsin 1999, 2004 and recently April 2009, which international observers
deemed free and fair. In 2004, Indonesia elected its president directly for the first time. The
next president direct election will be held July 2009.

. POLITICAL/DEMOCRATIC GOVERNANCE

According to Freedom House ratings, Indonesiais considered as the most democratic country
in Southeast Asia. Indonesia transition over the last decade has lead to a more mature
democracy and shown great progress in its democratic consolidation. The success of the
democratic government was seen in the improvement of delivery services, reformation of the
police and the judiciary, radical decentralization of government, improvement of security
while ensuring that the armed forces stay out of politics.

No less significant is the continuing strength of moderate, mainstream Islam in Indonesia. The
government has shown deep commitment in the reform process and to establish an Indonesia’s
profile as the world's largest Muslim democracy, committed to aform of pluralist and tolerant
Islam civil society.

Respect and Protection of Human Rights and Fundamental Freedoms

The government generally respected the human rights of citizens and upheld civil liberties. In
order to strengthen the public oversight mechanism over human rights condition in Indonesia,
the National Human Rights Commission of Indonesia (Komnas HAM) was established in
1993. The Commission has the functions of study and research in laws and issues concerning
human rights, both at the national and international levels; raising public awareness on human
rights issues through educational institutions and other channels; investigating incidents of
human rights abuses; summoning witnesses; issuing subpoenas to parties to provide written
statements; and acting as a mediator between disputing parties. The Commission has branches
in Nanggroe Aceh Darussalam, West Kalimantan, West Sumatera, Central Sulawesi, Ambon
and Papua.

Another oversight mechanism is the National Ombudsman Commission (Komisi Ombudsman
Nasional) which was established in 2000. The maor function of the Ombudsman
Commission is to monitor and formally query the judiciary in cases involving aleged
irregularities or illegalities, and to follow up on the judiciary's compliance with the
Ombudsman's recommendations.

35

EN



EN

The government policy on human rights is based on a five-year National Action Plan on
Human Rights (Rencana Aksi Nasional Hak Asas Manusia or RANHAM). The current
National Action Plan will expire in 2009 and the new one is now in the developing stage by
the Ministry of Legal Affairs and Human Rights. The National Action Plan includes human
rights education, ratification of international human rights treaties and harmonization of law
and regulations to human rights standards and norm embedded in international human rights
treaties.

Indonesia is state party to amost all magor international human rights treaties. The
cooperation of the Indonesian government has been also extended to the UN Specia
Procedures (the Special Rapporteur on Torture and the Special Rapporteur on Human Rights
Defenders). Indonesia had just ratified the International Bills of Rights (International
Covenant on Economic, Social and Cultural Rights and the International Covenant on Civil
and Political Rights) in 2005. Even though ratifications of the International Criminal Court
Statute (Rome Statute) and the Refugee Convention are included in the RANHAM 2004-
20009, thus far, this has not been realized.

Death penalty is provided for in Indonesian law for a very large number of criminal offences,
such as drug offences. Moreover, the Law on Human Rights Courts (Law No. 26/2000) and
the Law on Combating Criminal Acts of Terrorism (Law No. 15/2003) also contain
provisions for the death penalty.

Despite the establishment of a Human Rights Court in 2000 to deal with gross human rights
violations, including crimes against humanity and the setting up of ad-hoc human rights
courts to consider past crimes, perpetrators of serious human rights violations continue to
enjoy impunity. These mechanisms have failed to deliver justice and reparations for the
victims and their families. Moreover, the Attorney General Office (AGO) has rebuked
Komnas HAM's recommendations to file charges of gross human rights violations in the
Wamena-Wasior, Trisakti, Semanggi | and Semanggi |l and forced disappearances. These
have fueled the lack of trust by the local population in state institutions and government
seriousness to adequately address gross human rights violations abuses committed in the past.
However, some positive development was shown with the acknowledgement and acceptance
of the current government of the conclusion and recommendation of the Indonesia/Timor
Leste Commission on Truth and Friendship that the Indonesian security forces bore
institutional responsibility for the 1999 human rights abuses in East Timor and should
undergo enhanced human rights training.

Domestic human rights organizations operated throughout the country and actively advocated
for improvements to the government's human rights performance. The government is quite
responsive to CSOs concerns over human rights condition in Indonesia. In the issue of human
rights defenders, the government had vigorously investigated the 2004 killing of a human
rights activist, Munir Said Thalib, and the Supreme Court had reinstated the 20-year sentence
against the perpetrator. Nevertheless, civil society organizations addressing human rights
related issues are often subjected monitoring, harassment and interference by the government.
Moreover, civil society organizations in Papua continued to report widespread monitoring of
their activities by intelligence officials as well as threats and intimidation.

In the past, the State restricted free speech and communication of information, including
peaceful critics of the government, through criminal prosecution of ‘hate showing' offences.
The Indonesian Criminal Code (article 154 and article 155) criminalised ‘ public expression of
feelings of hostility, hatred or contempt toward the government’ and ‘prohibited the
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expression of such feelings or views through the public media. However, basic freedoms
have expanded since 1998. The Constitution and the law provide for freedom of speech and
freedom of the press. In July 2007, the Constitutional Court declared the ‘hate showing’
offences to be unconstitutional because they violated the right to free speech protected in the
Congtitution. This decision has been welcomed as a sign of Indonesia’s transition to
democracy and to greater protection of the freedom of expression in Indonesia.

However, in practice, the government at times restricted these rights. Politicians and powerful
businessmen filed criminal or civil complaints against journalists whose articles they found
insulting or offensive. Moreover, some journalists aso faced threats and intimidations.
However, vigorous and independent media operated in the country and expressed a wide
variety of views generally without restriction.

The government continues to restrict foreign journalists and civil society organizations from
travelling to the provinces of Papua and West Papua by requiring them to request permission
to travel through the Foreign Ministry or an Indonesian embassy. The government approved
some requests and denied others. However, there have been no reports of restrictions on
journalists travelling to previous areas of conflict such as Aceh, Maluku, North Maluku and
Sulawesi.

The law provides for freedom of assembly and the government generally respected this right.
The law generally does not require permits for social, cultural or religious gatherings,
however, any gathering of five or more persons related to political, labour, or public policy
requires police notification, and demonstration require a permit. In general these permits were
granted routinely.

The law provides for freedom of association, and the government generally respected this in
practice. In terms of freedom of religion, the Constitution provides for "all persons the right to
worship according to his or her own religion or belief* and states that "the nation is based
upon belief in one supreme God". The government generally respected the former provision
for the six acknowledged religions and beliefs, namely, Islam, protestant, Catholic, Hindu,
Buddha and Confucian. However, for people whose religions outside these six official one,
they have difficulties in obtaining identity card, which was necessary to register marriages,
births, and divorces. Men and women of different religions experienced difficulties in
marrying and in registering marriages. The civil registration system continues to discriminate
against members of minority religions. Moreover, there has been disturbing signs of religious
intolerance in the country, such as the State interference in religious affairs in curbing the
rights and activities of the Ahmadiyah, a small I1slamic sect.

Citizens enjoyed freedom of movement within the country and, with a few exceptions, were
able to travel outside the country. The exceptions are usually at the request of the police, the
AGO, the Anti-Corruption Commission (Komisi Pemberantasan Corruption or KPK), and the
Department of Finance. Some of those barred from leaving were delinquent taxpayers,
convicted or indicted persons, and persons otherwise involved in legal disputes.

The government passed the Freedom of Information Act in 2008, which acknowledges the
right of the citizens to access governmental information and provides mechanism through
which citizens can obtain such information. The law aso provides for sanctions on public
Institutions for non-compliance.

Constitutional Democracy and Electoral Process
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Indonesia is a republic based on the 1945 Constitution, providing for a separation of
executive, legidative and judicial power. The Constitution specifies that executive power is
exercised by the president, supported by bureaucracy and cabinet. The legislative power is
vested in both the government and the Parliament. The judiciary is independent of the
executive and the legislature. Following the reformation, several political reforms were set in
motion through the four amendments to the 1945 Constitution. These amendments was
intended to foster the principles of a democratic rule of law state and constitutional
democracy.

The amendments put a term limits of up to two five-year terms for the President and measures
to ingtitute checks and balances. In the New Order era, the executive exercised its power with
few check and balances. Now, the Parliament and civil society exert rigorous checks on the
executive power. The highest state institution is the People' s Consultative Assembly (Majelis
Permusyawaratan Rakyat or MPR) with the functions, among others, to amend the
constitution. Following the 2004 election, the MPR became a bicameral parliament, with the
creation of the Dewan Perwakilan Daerah (DPD) as its second chamber in an effort to
increase regional representation. The Parliament (Dewan Perwakilan Rakyat or DPR)
members are elected for afive year term.

The political pluralism in Indonesia was upheld through the multi-party system. The political
parties in Indonesia reflect all kinds of ideological lines such as nationalism, religion-based
(Islam, Christian, Hindu), race (Chinese parties) and class (labour parties). Moreover, through
the Peace Agreement between the Indonesian Government and the Aceh’'s Freedom
Movement (Gerakan Aceh Merdeka or GAM), establishment of local political parties are
allowed. To accommodate the demands of the GAM in Aceh during the peace negotiation,
establishment of local political parties are allowed.

In the 2004 election there were more than 200 registered political parties, 24 parties contested
the elections and 17 won the representation in the Parliament. In the 2009 parliamentary
election, 34 political parties contested in the 2009 Parliament election and 9 parties won the
representation in the Parliament.

The parliamentary and presidential elections take place every five years. The first election
held after the collapse of the New Order was held in 1999. Prior to the 2004 election, the
president and vice president were elected by the MPR. For the first time in 2004, the president
and the vice president were elected by direct popular vote. Then, in the 2009 parliamentary
election, candidates were elected by direct popular vote for the first time. Thisto some extend
could guarantee the full-representativeness of the public in the Parliament. The changes to
direct elections are mgjor steps for Indonesia on the road towards a full democracy.

1.  POLITICAL GOVERNANCE/RULE OF LAW

The amended 1945 Constitution has since laid solid foundation for the rule of law, including a
human rights catalogue, judicial and constitutional review of the legislation and independence
of the judiciary. The Indonesian judicial system is extraordinary complex due to a confluence
of three distict inherited sources of law: customary or adat law (basis for resolving
interpersonal disputes in the traditional village environment); Islamic religious law (sharia);
and the Roman Dutch colonial law. Judicial power istested in the Supreme Court (Mahkamah
Agung) and other judicial organs. The Supreme Court exercises the highest level of
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supervision over the lower courts and courts of law which are organisationally,
administratively and financially under the jurisdiction of the Couirt.

The Constitutional Court (Mahkamah Konstitusi) was established in 2001 whose main duty is
to be the guardian of the constitution and the sole interpreter of the constitution. The Court
has the jurisdiction to hear cases involving the constitutionality of particular legislation,
results of general election aswell as actions to dismiss a President from office.

Oversights mechanisms were established as external supervisory system. Among these
mechanisms are the National Law Commission (Komis Hukum Nasional or KHN)
established in 2000 with the decisive role in bridging the various legal reform steps
undertaken by the executive, legidative and judiciary as well as various organisations
involved in lega reform. The Judicia Commission was also established with the
responsibilities to process reports or complaints on judiciary from the public, investigating
judiciary aleged to have misused their power, sanctioning against violating judiciaries, and
formulating a code of conduct for the judiciary.

Key constraints and challenges are, among others, the complexity of the legal and judiciary
system, unpredictable and inconsistency in decision making and accountability, poor
management and capacity, inadequate budget and corruption. Corruption among judges in
Indonesia remains a key problem and the whole judicial system still needs a root-and-branch
overhaul. Moreover, legal uncertainty and perceived graft in the judicial system are among
some of the most frequent complaints of foreign investors operating in Indonesia.

1. CONTROL OF CORRUPTION

There was a widespread domestic and international perception that corruption was a part of
daily life in Indonesia. However, some positive developments in the efforts against corruption
in Indonesia was shown in the adoption of the National Action Plan on Corruption
Eradication (Rencana Aksi Nasional Pemberantasan Korupsi or RAN-PK) 2004-2009, which
was adopted through the Presidential Instruction (Inpres) No. 5/2004. The Government is
currently developing anew RAN-PK for 2010-2015.

The Anti-Corruption Commission (Komisi Pemberantasan Korupsi or KPK) with a
prosecutor power to deal with corruption cases in Indonesia was establishment in 2003 under
the Law No. 30/2002. KPK coordinates with the police and the Attorney Genera’s Office
(AGO) in discussing the handling of corruption cases. In 2008, KPK handled 46 graft cases,
up from 27 cases in 2007. It has managed to retrieve a massive amount of state assets at
government agencies amounting to EUR 40.2 million. In 2009, KPK has arrested eight
members of the Parliament, a former nationa police chief and ambassador to Maaysia, a
senior prosecutor and three central bank officials including the governor.

The Corruption Court (Pengadilan Tindak Pidana Korupsi or Pengadilan Tipikor) tries all
corruption cases initiated or taken over by the KPK. The Court has jurisdiction all over
Indonesia. Moreover, repressive steps to fight corruption are also being carried out by the
Financial Transaction Report and Anaysis Center (PPATK) that function as a financial
intelligence unit and a focal point which coordinates prevention and eradication of money
laundering in Indonesia.

Despite a high profile anti-corruption campaign by President Susilo Bambang Y udhoyono,
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