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Abstract 

As Indonesia is a country with a huge population, access to water has become a crucial issue for 

Indonesia that needs specific attention. According to the Ministry of Planning (Bappenas), in 2009 only 

about 49.8 per cent of households in urban areas and 45.7 per cent in rural areas had access to a piped 

water supply. However, access to water installation decreased further in 2011. Unfortunately, as in other 

developing countries, Indonesian public investment in this sector has failed to keep pace with demand. 

From 2011 – 2014, state budgets were able to cover around only 44 per cent of the investment needed 

to achieve target levels, while the sub-national level total funding for water infrastructure represented 

only 0.04 per cent of their total budget.  

This situation led the government to seek an alternative solution through the implementation of a PPP 

scheme. Unfortunately, progress in this context has arguably been stagnant. From 2005, there have been 

only two PPP projects, from twenty-five offered, that can be considered to be successfully implemented. 

This situation might be caused by the complexities of the water governance arrangements, which 

involve multiple and multi-level actors. Most empirical studies of PPP arrangements concentrate, 

however, on the horizontal relationship between public and private sector actors. Despite many studies 

mentioning the involvement of actors from each governmental level, this area of PPP arrangements has 

generally been neglected. By contrast, this study uses a multi-level governance approach to address the 

vertical interaction between various governmental levels in the adoption and implementation of PPP 

projects.  

To address this matter, this study employs a mixed-method approach through a sequential explanatory 

design in which surveys, documentary analysis, case studies and focus group discussions are used for 

quantitative and qualitative enquiry. The surveys were aimed to understand the current situation of the 

implementation of the Indonesian PPP program in the water sector, while the case studies were 

concerned to gain a deeper understanding of PPP development in a multi-level governance situation. 

An email survey, with responses from 28 actors from central and sub-national governments who have 

experience in managing a PPP program, was supported by an online survey with 100 respondents from 

subnational governments. Semi-structured interviews were conducted with 29 respondents who held 

key positions in relation to the Indonesian PPP program. In addition, two focus group discussions were 

employed to road test and finalise the policy recommendations developed at the end of the study. 

Findings from the surveys revealed that for sub-national governments, the role of local leader is 

important in promoting PPP adoption in their respected regions. Those surveys also indicated the 

inadequacy of local human resource capacity, relating to both the PPP concept and the associated 

regulations, as issues that need to be solved urgently. They also suggested that acknowledgment of local 
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objectives by the central government when endorsing PPP projects for sub-national level adoption is 

essential. This study also argues that in order to be able to work in a multi-level governance situation, 

firstly, the project must be legitimate and sustainable. In this regard, the research suggests the 

importance of local leader commitment and the need to identify and empower actors that can act as 

local institutional entrepreneurs to mobilise the resources needed for project implementation. 

Furthermore, the findings also showed that effective sharing of roles between governmental tiers 

contributes to the success of water supply PPP projects in terms of both bankability and marketability. 

However, coordination problems between government tiers have been known to contribute to 

significant delays in PPP project adoption and implementation. Issues surrounding institutional 

arrangements, lack of local leadership, inadequacies in the regulatory framework, and political 

intervention are identified as the four main problems to be resolved in the Indonesian water supply 

sector PPP program. To deal with those matters, coordination mechanisms, such as a formal method of 

coordination based on a hierarchy approach as well as a market-based mechanism, can be proposed. In 

addition, the creation of type II multi-level governance institutions was seen to be useful. 

This research has made significant contributions to the existing literature on public private partnerships 

by extending the multi-level governance perspective, not only to the study of PPP regulations but also 

to their PPP adoption and implementation. The study also contributes by offering a new framework to 

study the development and implementation of water PPP projects based on the pragmatism approach. 

In practical terms, this study also provides guidance to the Indonesian central government for further 

enhancement of the PPP policy and strategy development in the water sector. This guidance relates to 

re-designing the capacity building program, streamlining the process of PPP adoption, and rolling out 

an incentive-sanction mechanism to support the adoption of PPP at the sub-national level. Furthermore, 

this study is able to inform Indonesian sub-national governments in regard to the essential matters 

required to pay attention to when adopting PPPs especially in the water supply sector. 

Keywords: Public Private Partnerships, Water Supply Sector, Multi-level Governance, PPP adoption 
and implementation 
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Chapter 1: Introduction 

 

1.1. Research Background 
Since the early 2000s Indonesia has been experiencing the so-called ‘big bang’ 

decentralisation, which was initiated by the establishment of Law 22/1999 (Local Governance) 

and Law 25/1999 (Central and Local Fiscal Balance), and then revised by Law 32/2004 and Law 

33/2004. These laws have explicitly stated the division of responsibilities between the central and 

local government levels, as well as how the central government will finance those responsibilities 

devolved to local government. Through the division of responsibilities between central and local 

government, the Indonesian Government has reduced the authority of the central government and 

extended the power of provincial and local governments (Rasyid, 2002). Shifting the power from 

the central government to local governments has given the latter responsibility for “public works, 

including water provision, health, education, trade and industry, investment, environment, 

agriculture, cooperatives, and labour” (Brodjonegoro 2003, p. 282). 

This period of decentralisation has seen an increasing demand nation-wide for public 

goods provision and infrastructure development, in order to achieve national as well as regional 

economic growth and development. However, these huge infrastructure demands are not 

supported by the availability of sufficient financial resources, especially at the provincial and 

local government levels. According to the Ministry of National Development Planning Agency 

(Bappenas), up until 2019 Indonesia required infrastructure financing of around $359.2 billion. 

Of that total requirement, the government sector could afford only about $148.2 billion (see 

Figure 1.1). As can also be seen from Table 1.1, from 2010 to 2017 the state budget was able to 

provide only 12.4% on average for infrastructure expenditure. At the sub-national level, the 

situation was similar. Local government revenue was unable to support infrastructure needs as 

most of the grant transfers to local budgets were already spent on paying wages and meeting 

operational costs. Data from the Ministry of Finance showed that local governments spent only 

21.9% of the total expenditure budget on capital expenditure (see Figure 1.2). Hence, central and 

local governments need to explore other options to address this issue. 

This situation also arises in the provision of water services. In a country with a huge 

population, adequate water provision has become a crucial issue that needs specific attention. 

The first issue that faces Indonesia in terms of water provision is the imbalance between the 

demand for and the supply of water resources. Although Indonesia is included among the richest 

countries in the world in terms of the availability of water resources (FAO, 2003), the distribution 

of that water is unequal. The islands of Java, Bali and Nusa Tenggara are the islands with the 

highest water consumption. In the dry season, the consumption of water in these islands is in 

deficit relative to supply: by 2020 this deficit is predicted to grow significantly (Sutardi, 2003). 
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In 2003, the Java and Bali water demand reached 38.4 billion m3, while the supply was only 

about 25.3 billion m3. In 2020, this deficit is projected to rise since the demand will increase to 

44.4 billion m3. 

 

 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Figure 1.1 Infrastructure Needs 2015-2019 

Source: adapted from Bappenas data, 2017 

 

Access to water has also become a problem that needs Indonesian government attention. 

According to the Ministry of Planning (Bappenas), in 2006, only about 30.8 % of households in 

urban areas and 9 % in rural areas had access to a piped water supply. Although access to water 

installation increased in 2011, water service installation was able to cover only 13.94% of 

households in rural areas and 41.88% in urban areas. This fact is relevant, with the Indonesian 

Millennium Development Goals (MDGs) report revealing that the water service installations 

were projected to be able to cover only 40.52% of households in rural areas and 44.96% in urban 

areas, well short of the goals signed up to by the government (Bappenas, 2012). These matters 

trigger other problems, such as in the area of health. In Indonesia, diarrhoea still represents the 

main cause of the death of children under five years. According to the data from the Ministry of 

Health, 31% of children under one year and 25% of children from one to five years die because 

of diarrhoea. This phenomenon is identified as a result of poor access to clean water (MOH, 

2013). However, as in other sectors, public investment in the water sector has failed to keep pace 
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with demand. According to the Ministry of Public Works data, total funding for water 

infrastructure at the sub-national level represents only 0.04% of their total budget (Simanjuntak, 

2016). 

 

Table 1.1 Infrastructure and Government Expenditure 

Year Infrastructure Expense  
(in Trillion Rp) 

Government Expense  
(in Trillion Rp) % of total expense 

2010                  99.40             1,126.10  8.8% 

2011                125.60             1,320.80  9.5% 

2012                161.50             1,548.30  10.4% 

2013                201.30             1,650.56  12.2% 

2014                177.94             1,777.18  10.0% 

2015                256.30             1,806.51  14.2% 

2016                313.50             2,082.94  15.1% 

2017                387.30             2,080.45  18.6% 

Source: author’s own calculation based on data from the Ministry of Finance (2018) 

 

 

 
Figure 1.2 Local Government Capital Expenditure 

Source: author’s own calculation based on data from the Directorate General of Fiscal Balance 

(2018) 

Notes: capex ratio, the capital expenditure ratio, is the proportion of capital expenditure compared 

to the total expenditure 
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21.40%
20.89% 21.11%

23.30% 23.51%
22.79%

22.08%

20.18%

2010 2011 2012 2013 2014 2015 2016 2017

Capex Ratio



13 
 

commitment (over and above that implied in any contract) between a public sector organization 

with any organization outside of the public sector” (Bovaird, 2004b, p. 200). PPPs, which have 

been increasingly emerging across the world (Wettenhall, 2003)provide favourable solutions for 

many countries to deal with insufficient resources caused by government budgetary constraints. 

Savas (2000) argues that PPPs can solve the public sector budget constraint for infrastructure 

through accessing private capital. Moreover, PPPs are adopted because they are regarded as a 

way to improve the productivity of economic activity (Kessides, 2005). 

Under the Suharto regime, through Presidential Decree Number 7/1998, Indonesia 

introduced a PPP program to enhance the development of infrastructure. This version of the 

program might be seen to have failed because of the 1998 economic crisis. In 2005 the 

government began to seriously reconsider the concept of PPP. The launching of a new PPP 

scheme in Indonesia was marked by the issue of Presidential Regulation No. 67/ 2005. Moreover, 

a PPP was also declared as an alternative financing scheme for central government in The Master 

Plan of Government’s Development Plan. This provides a clear indication that the government 

has placed considerable emphasis on PPPs as a means to ensure the development of a more robust 

national infrastructure. 

Furthermore, several local governments such as DKI Jakarta Province, West Java and 

East Java Province, Bandar Lampung, and Semarang (district) had already attracted private sector 

involvement through PPPs established to better meet their infrastructure needs. Nevertheless, the 

utilisation of the PPP scheme (including in the water sector) does not appear to have achieved 

significant uptake at either central or local government levels. At the central level, while there 

are/were as many as 91 projects which have/had been offered to the private investors via the 

Indonesia Infrastructure Summit I in January 2005 and 111 projects in Indonesia Infrastructure 

Summit II in 2006, only 22 projects have/had been successfully tendered (Bappenas, 2010a; 

JICA, 2009). At the local level, several regions also initiated PPP schemes, such as for Jakarta 

Monorail, West Java Monorail, Palembang Monorail and Surabaya Tram, as their proposed 

alternative infrastructure funding source. 

In the water sector specifically, data from National Development Agency (Bappenas) 

shows that since 2005, there has been only one full concession PPP project that has been 

successfully implemented (Tangerang Water Supply), one Build-Operate-Transfer (BOT) project 

that has been successfully tendered (Umbulan Water Supply) and five BOT projects still under 

preparation (Bappenas, 2010a, 2017). Despite the insignificant results from the program to date, 

central and sub-national government seem to persist in adopting PPP schemes as one of their 

most preferred policy tools. Therefore, exploring the arrangement of PPPs in this national 

context, especially with a focus on the relationship between the actors from the various 

governmental tiers, might provide additional information regarding reforms aimed at a more 

successful adoption of PPPs. 
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In fact, there is abundant research on PPPs generally (and PPPs in the water sector 

specifically) focusing on various aspects of their operation and with respect to the experiences of 

different countries. However, the majority of this research focuses on project-specific and 

financial aspects of PPP arrangements. From a project-specific perspective for instance, much of 

the research discusses the critical success factors for infrastructure projects in areas such as 

construction, transportation, water and housing (Chan, Lam, Chan, Cheung, & Ke, 2010; Li, 

Akintoye, Edwards, & Hardcastle, 2005a; Wibowo & Alfen, 2014;Zhang, 2005). From a 

financial perspective, PPP research has focused on the identification of risk sharing allocations 

and on the measurement of value for money of the projects (Abednego & Ogunlana, 2006; 

Chung, 2010; Ke, 2010; A. Wibowo & Mohamed, 2010). 

To enrich the research on PPPs, several studies have used an institutional approach to 

understand their mechanism. Banerjee, Oetzel, & Ranganathan (2006), for example, use 

economic institutions within institutional theory to understand how the institutional environment 

affects private sector involvement in infrastructure development. Using an organizational 

approach, Jooste, Levitt, & Scott (2011) identified variations in the rolling out of PPP in four 

different countries, although the actors involved in these arrangements are similar. Therefore, 

from their study, it can be revealed that, despite the large number of adoptions of PPPs in both 

developed and developing countries, the implementation of each PPP program is run differently 

because there is no standard technique for PPP application. Each country’s particular adaptation 

of the process depends on its own values, legal system, or political situation (Alfen et al., 2009). 

From a governance perspective, the inter-organizational relationships in PPPs have also 

become an interesting topic to be explored (Hodge & Greve, 2007). Researchers in public 

management have focussed on the governance aspects of PPP programs, and how these aspects 

are managed by the actors. Klijn & Teisman (2003) suggest that the biggest challenge in 

managing PPPs is to understand joint decision-making processes. The actors, who often find 

difficulties dealing with the complexities of PPPs, seek ways to minimise the transaction costs 

associated with such arrangements. Velotti, Botti, & Vesci (2012) suggest that in the initial stage 

strong leadership is important in managing PPPs but in subsequent stages this might be 

counterproductive. However, the focus of their study seems to be on the relationship between the 

public and private sectors. For certain countries with different types of government operation 

systems (such as hierarchical or decentralised systems), developing insights into 

intergovernmental relations might provide additional insights for successfully managing PPP 

programs. 

This research, which acknowledges the importance of these governance-related matters, 

is interested in exploring PPP programs by extending the observation of the underlying 

relationships to include not only public and private sector relations but also intergovernmental 

relations. In a highly decentralised country such as Indonesia, the sub-national government level, 
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with its involvement in PPP programs, is an important dimension to study in some detail. Some 

unique characteristics distinguish sub-national governments in terms of authority and capability 

may raise certain different issues in the PPP implementation. Using such an approach, this study 

is interested in examining how PPP programs are established and how they deal with the multi-

level governance in a decentralized country. Therefore, it is expected that this research will 

contribute to the PPP field from the governance perspective in a developing country context. 

 

1.2. Current Conditions of/in Indonesia: A brief overview 
In order to explore PPPs from the intergovernmental relations perspective, the case-study 

in this research is a PPP implementation in the Indonesian water sector. The case of Indonesia is 

selected for three main reasons. Firstly, the case of PPP implementation in Indonesia might be 

seen to be representative for developing countries. From an economic perspective, Indonesia is 

an emerging country with an increasing demand for infrastructure facilities while also facing 

relatively inadequate financing capacity (World Bank, 2012). 

Secondly, in terms of the political perspective, Indonesia is a highly decentralized 

country that appears to be in the process of transformation from a centralized regime to a more 

democratic system (Wibowo, 2015). Direct election in all levels of government is one example 

of the emerging democratic process in Indonesia. Indonesia has also established regulatory 

frameworks for intergovernmental relations. 

Thirdly, the reason for selecting the Indonesian case is the advantage possessed by the 

researcher in gaining access to the required research data, as the researcher has previously worked 

in the Indonesian government and dealt with decentralisation issues. In this context, the 

researcher might also benefit from having prior knowledge of some of the issues faced by central 

and local governments when implementing PPPs. Accordingly, this researcher has a particular 

interest in how PPPs deal with issues associated with multi-level governance. To understand the 

PPP program in Indonesia, it is important to know Indonesia’s particular context: how they 

govern their intergovernmental relations and how they run their PPP program. 

1.2.1. The Indonesian PPP Program 

The history of PPP in Indonesia started when the central government issued Law 15/ 

1987 (Toll Roads) and Presidential Regulation No. 8/1990 (Toll Roads). One of the first projects 

was the building of the Tangerang–Merak Toll Road. In order to adopt a PPP scheme in across-

sector applications, the GOI (Government of Indonesia) issued Presidential Decree (Keppres) 

No. 7/1998 (Cross-Sector Application to Encourage Private Sector Involvement in Infrastructure 

Provision). However, the implementation of PPPs since that time has faced constraints such as 

political and financial crises (Pradono, Oka, & Pratami, 2011, p. 86). Consequently, from 1998 
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to 2005 a vacuum in project initiation has occurred, since the government was mainly anxious 

about engineering its recovery from financial and political crises.  

Under the new elected government, the central government in 2005 reintroduced the 

concept of PPP by stipulating two main presidential regulations (Perpres) associated with 

infrastructure development. The first is Perpres 42/2005 on ‘The Committee of the Acceleration 

of Infrastructure Provision’ (KKPPI). According to Article 2(1) of Perpres 42/2005 the role of 

KKPPI is to coordinate the policy related to the private provision of infrastructure. KKPPI is also 

required to approve the demands for government guarantees, for the consideration and approval 

of the Ministry of Finance (MoF) (Coordinating Minister of Economic Affairs, 2010). However, 

there is dualism of leadership in KKPPI (Purbo, 2011). Based on Perpres 42/2005, the chairman 

of KKPPI is the Coordinating Minister of Economic Affairs (CMEA), while the Ministry of 

National Development Planning Agency (Bappenas) provides the executive chairman. The 

secretariat of KKPPI is managed by both ministries (Article 1, Perpres 42/2005).  

The second regulation is Perpres 67/2005 (on Government Cooperation with Business 

Entities in Infrastructure Provision). This comprises the main regulatory framework for PPP 

implementation in Indonesia. However, the stipulations of Perpres 42/2005 and Perpres 67/2005 

were not seen to be adequate for creating effective PPP frameworks, and therefore Perpres 

67/2005 has been revised several times. The latest regulation is Perpres No. 38/2015, which 

expands the project coverage for PPPs in Indonesia. Under the previous regulation, PPPs in 

Indonesia covered only basic infrastructure projects (such as water, transportation, and energy), 

while the latest regulation also covers other sectors, such as education and social safety (Article 

5, Perpres 38/2015). 

Moreover, with respect to the institutional framework of the Indonesian PPP program, 

the Indonesian Government has established several supporting bodies to accelerate the PPP 

program. The first body is ‘The National Committee for the Acceleration of Infrastructure 

Provision’ (KKPPI) as discussed above. To deal with the financial and technical aspects of PPPs, 

the government established a PPP Centre under the Bappenas and P3 Nodes under various line 

ministries. The aim of the establishment of this Centre is to ensure that each PPP transaction goes 

through consistent quality control independently of the sector (Purbo, 2011). Moreover, in order 

to assess the risks associated with PPPs, a Risk Management Unit (RMU) was embedded within 

the MoF. 

In addition, to facilitate the realization of the projects, the government also established a 

guarantee enterprise, under the MoF, called the ‘Indonesia Infrastructure Guarantee Fund’ (IIGF; 

also known as PT PII Persero) for a project company to access loans from bank or other financial 

institutions (Asia, 2012). The reason for the establishment of a guarantee enterprise is in order to 

reduce the cost of PPPs, as a separate Guarantee Fund would not reduce the uncertainty level 
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associated with any proposed PPP because it would not have to secure annual budget 

appropriations. Therefore, if a dispute arises, the risk is less than that involved in a conflict with 

the Government. Moreover, the MoF also established another enterprise, the Indonesia 

Infrastructure Fund (PT SMI), to assist in the funding of various infrastructure projects. The 

overall PPP arrangement in Indonesia is shown in Figure 1.3. 

  

 

 
 
 
 
 
 
 
 
 
 

 

 

 

 

 

 

 

 

Figure 1.3 The PPP Institutional Framework 

Source: author’s own work based on several regulations 

More recently, the institutional framework of the Indonesian PPP program has been 
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Acceleration of Priority Infrastructure Delivery’ (KPPIP), which now has more powerful 

authority, since it is responsible directly to the President and is able to be involved in the project 

from planning to implementation. Moreover, through this regulation, the roles of Bappenas and 

MoF have been more clearly defined. The Bappenas is responsible for assisting the government 

contracting agency in preparing the project (outline of the business case); MoF is responsible for 

providing a financial facility when preparing the final documents and the financial support for 

the PPP projects that are economically feasible but not financially feasible (Articles 21-22, 
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To promote infrastructure projects, the Bappenas has published a ‘PPP Book’, which is 

a planning document for PPP projects. It designates projects that will be implemented through a 

PPP scheme. In order to provide clear information for prospective investors, the PPP Book 

classifies projects into three categories, namely: Potential Project, Priority Project, and Project 

Ready to Offer. The classification is based on three factors: the preliminary study, the pre-

feasibility study, and the readiness of the project. Scores on these factors are based on information 

provided by Contracting Agencies either at the central or at the local government level 

(Bappenas, 2010a). According to the JICA Report (2009) and the PPP Book 2010-2017, there 

are twenty-five (25) local government water projects at various stages of progress. However, 

there is only one (1) water PPP project already implemented, one (1) project already tendered, 

and three (3) still under preparation. The rest of the projects have been dropped for various 

reasons, such as cancellation by the local government, inclusion in other government projects 

and water resource problems. A summary of PPP projects is provided in Table 1.2. 
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Table 1.2 List of Water PPP Projects offered in Infrastructure Summits 2005 and 2006 

No Water Supply Projects Region Recent Status 

1 Uprating WTP Water 
Project Kali Garang  

Semarang Municipality Absorbed into other 
projects 

2 Cirebon Bulk and Water 
Supply 

Cirebon Municipality Absorbed into other 
projects 

3 Jatinangor Water Supply Bandung District Cancelled by local 
governments 

4 Cikarang Water Supply Bekasi District Cancelled by local 
governments 

5 Pondok Gede Water 
Supply 

Bekasi Municipality In Project Preparation 
until now 

6 Tangerang Water Supply Tangerang District Already implemented 

7 Ciparens Tangerang Water 
Supply 

Tangerang District Cancelled by local 
governments 

8 Benda and Cengkareng 
Water Supply 

Tangerang Municipality Already started with 
another scheme 

9 Cileduk Water Supply Tangerang Municipality Already started with 
another scheme 

10 Tanjung Pinang Water 
Supply 

Tanjung Pinang District, 
Sumatera Island 

Cancelled due to problem 
with water resources 

11 Umbulan Water Supply East Java Province Already tendered in 2015 
and under developing 

12 Karang Pilang IV Bulk 
Water 

East Java Province Already started with 
another scheme 

13 Menganti Water Supply Gresik district Cancelled due to funded 
by another scheme 

14 Greater Yogyakarta and 
Magelang Water Supply 

Yogyakarta Province Legal Problem 

15 Surakarta-Sukoharjo 
Water Supply 

Central Java Province Cancelled due to small 
capacity 

16 Tegal Water Supply Tegal municipality Cancelled due to problem 
with water resources 
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17 Semarang City water 
supply 

Semarang Municipality Cancelled due to small 
capacity 

18 East Semarang New Water 
Supply 

Semarang Municipality Cancelled due to small 
capacity 

19 Semarang Raw Water 
Supply 

Semarang Municipality Pre-Qualification stage 

20 Bandung Water Supply Bandung Municipality Absorbed into other 
projects 

21 Dumai Water Supply Dumai district, Sumatera 
Island 

Cancelled due to funded 
by another scheme 

22 Duri Water Supply Tangerang Municipality Cancelled due to funded 
by another scheme 

23 Manado Bulk Treated 
Water Supply 

Manado Municipality, 
Sulawesi Island 

Cancelled by local 
governments 

24 Samarinda Bulk Treated 
Water Supply 

Samarinda municipality, 
Kalimantan Island 

Cancelled by local 
governments 

25 Bandar Lampung  Bandar Lampung 
Municipality, Sumatera 
Island 

Already tendered in 2017  

Source: adapted from JICA (2009) & Bappenas (2010-2017) 
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1.3. Research problem  
PPP implementation in Indonesia, within its particular country context, highlights a 

number of interesting matters. Firstly, despite PPPs being used for dealing with fiscal limitations 

at the sub-national level, the Indonesian case highlights how PPP arrangements can be influenced 

by governmental structures. For instance, the PPP institutional framework in Indonesia shows 

that there is a fragmented authorisation between governmental bodies regarding PPP adoption 

and implementation. Each line ministry has their own particular role and local governments are 

able to become government contracting agencies. Several cases of local government initiatives 

in implementing PPP also suggest that the Indonesian country context and governmental structure 

are highly important. These contextual matters may make critical contributions to the success of 

PPP projects, raising questions about how PPP arrangements can work most effectively in this 

national context. The current PPP literature, however is mainly dominated by the perspective that 

sees PPP as an arrangement driven by economic and financial aspects, and it seems to overlook 

the role of other contextual factors (Andon, 2012). 

Secondly, two facts indicate that water PPP projects in Indonesia face important 

problems that need to be resolved: 1) only a few PPP programs can be considered successfully 

implemented; 2) many projects were cancelled prior to the transaction phase.  

Thirdly, problems can be observed as relating to the governance mechanisms of PPPs. 

The PPP program in Indonesia involves many governmental bodies, including central and/or 

local government agencies. In this situation, questions might be raised about the appropriate role 

of central, provincial and local governments in PPP arrangements. Currently, a number of studies 

are aimed at understanding the governance aspects of PPP arrangement both in developed or in 

developing countries (Bradford, 2003; Klijn & Teisman, 2003; Mahalingam & Delhi, 2012; S. 

Zhang, Gao, Feng, & Sun, 2015) but their focus is limited to the relationship between public and 

private sectors. Studies on the intergovernmental relationship within PPP arrangements are 

scarce. 

 

1.4. Research objectives and scope 
This research aims to make a significant contribution to the literature by exploring the 

multi-level governance arrangements necessary to support successful PPP schemes, and 

focussing on the intergovernmental relation perspective in a developing country context. In order 

to achieve this research goal, the study focuses on the implementation of the Indonesian PPP 

program in the water sector. 

This study selects the water sector for its focus for two reasons. The first is the fact that 

many projects in the water sector face problems with governance arrangements (Akhmouch, 

2012a; Castro & Heller, 2009; OECD, 2011a). For example, Akhmouch (2012a) suggests that in 
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most Latin America and Caribbean Countries, water governance policy making is fragmented. 

Water governance in OECD countries also presents confirmation at two levels: although water is 

a local issue, it involves an overabundance of stakeholders that are able to create obstacles in 

formulating and implementing water reform; this becomes more pronounced in a PPP context 

(OECD, 2011a). This often arises because river systems and other water bodies such as lakes, 

seas and oceans are not always located geographically within a single administrative boundary, 

meaning that co-operation is often required between various government bodies or levels. 

The second reason is the important role that local actors play in water sector PPP 

arrangements. Although the contexts of various countries are different, many studies in both 

developed and developing countries, including Indonesia, show that water provision is primarily 

a local government responsibility (Guerrini, Romano, Leardini, & Martini, 2015; Ke, Wang, 

Chan, & Lam, 2010; Storto, 2013; Zhang et al., 2015).  

For these two reasons, it is expected that this study can make a significant contribution 

to the international literature on water-based PPPs as well as to the development of the Indonesian 

PPP program in this sector. 

1.5. Research questions 
To achieve the stated overall research objective this study formulates a number of 

questions that provide insights into the reforms needed to enhance the process of establishment 

of PPPs in Indonesia. 

The process of PPP in a multi-level governance setting has neither been well explored or 

studied, although the organizational arrangements surrounding PPP have started to receive more 

attention. This situation is fascinating, particularly because the exploration of the process of PPP 

in a multi-level governance environment potentially provides rich insights into the establishment 

of PPPs and their applicability in a decentralized country. In this regard, our main research 

question is formulated: How do Public Private Partnerships work in a multi-level governance 

situation? 

This study uses a number of important relevant sub-questions to address this main 

question. The first sub-question is related to the perceptions of key actors about the rationale and 

motive of the local and provincial governments in Indonesia in adopting PPPs, especially in the 

water sector. Other important issues emerging the implementation of this policy, such as 

perceptions of negative aspects associated with PPP adoption, and the problems and challenges 

of PPP implementation. Exploring this sub-question is important, because the motives for 

adopting PPPs will play a significant role in shaping the form of the PPP policy (Winch, Onishi, 

& Schmidt, 2012). Thus, the first sub-question can be verbalized as: How do key actors at central 

and sub-national governments perceive the implementation of the Indonesian PPP program 

in the water sector? 
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The second sub-question is related to the role of sub-national governments in the 

development of a national strategy for the PPP program. From a multi-level governance 

perspective, sub-national actors could represent themselves in the national political process as 

transporters of their regional interests (Piattoni, 2010). In other words, the local actors should be 

able to legitimately represent the interest of their region in order to influence national PPP policy 

making. In doing so, local actors must be able to mobilise their resources to influence decision 

making. To address this issue, the next sub-question is: To what extent can the sub-national 

government actors ensure the sustainability of their PPP projects?  

The third sub-question is related to the institutional arrangement of PPPs in Indonesia. 

PPPs can be established only if the actors are able to deal with the complexity of the required 

decision-making process (Klijn & Teisman, 2003). From a multi-level governance perspective, 

the capacity of decision making is not a central government monopoly, but “is diffused to 

different levels of decision making such as the sub-national level” (Kohler‐Koch & Rittberger, 

2006, p. 34). Due to fiscal capacity constraints, the limitation of budgets (either central or local 

government based) might inform us as to how the various actors deal with the government 

support arrangements necessary for a successful PPP program. Therefore, exploring the role of 

each level in providing financial support for PPPs is important. To address this issue, the next 

sub-question is: How do financial and other arrangements between the various tiers of 

government affect the establishment of PPPs? 

The fourth sub-question relates to the country context of Indonesia. To explore the multi-

level governance of PPP in Indonesia, it is important to understand the forms of national-local 

policy relationships that exist to support the implementation of PPP policy in multi-level 

governance situations. Attempting to understand the PPP governance in the water sector using a 

multi-level governance approach will provide better explanation of the relationships between 

actors, horizontally and vertically, between different level of government (Kunchornrat & 

Phdungsilp, 2012; Piattoni, 2009). Therefore, the fourth sub-question is articulated as follows: 

What is the type of multi-level governance associated with the Indonesian PPP water sector? 

The fifth sub-question is related to the challenges of PPP establishment in a multi-level 

governance environment. While PPP is mainly seen as a tool for dealing with the lack of an 

adequate infrastructure budget, the Indonesian case shows that the establishment of PPP 

programs has not been smooth. For instance, despite the government’s continuous attempts to 

announce large-scale PPP plans at both the central and local levels, only a few of the projects 

described in these plans have been realised. Furthermore, some unique characteristics that 

distinguish sub-national governments, in terms of authority and capability, may raise certain 

different issues for PPPs. Thus, this study attempts to identify the bottlenecks of PPP formation 

associated with multi-level governance issues. Therefore, the sub-question capturing this issue 
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is: What are the key institutional challenges and coordination mechanisms needed to achieve 

effective multi-level governance in PPPs? 

These five questions are essentially related to one another: they will all be used making 

recommendations that enhance the complex process of enabling PPPs in a multi-level governance 

environment. This in turn leads to the final research question, namely How can the governance 

arrangements associated with PPPs be improved in the context of the Indonesian water sector? 

 

1.6 Structure of the remaining chapters 
In order to address these research questions, this thesis is organized as follows: 

Chapter 2 provides a literature review and identifies a range of theories that are relevant and 

useful for studying PPPs in Indonesia. This review places special emphasis on the current 

perspectives of PPP research relating to the water sector. It starts with the debate surrounding the 

PPP concept itself and follows with the current research on PPP in the water sector. A number of 

approaches, such as those related to governance and institutional arrangements, are also 

discussed. The review is particularly designed to support the documentation of those topics and 

themes of relevance to the Indonesian context that have not been adequately studied or advanced 

by the existing literature. The review also helps the researcher to identify research gaps and 

opportunities for PPP research based on the Indonesian case. These key gaps are then 

acknowledged. 

Chapter 3 explains the research methods adopted in this study. It elaborates in detail the research 

design, the case selection, data sources used for the research, the process of data collection and 

the ways in which the subsequent analyses will be conducted. The chapter starts with the choice 

of paradigm in the study and the methodology to be used to address the various research sub-

questions. The study adopts a sequential explanatory design. A quantitative approach 

administered through email and online surveys is initially adopted, and then followed with the 

qualitative approach through an embedded set of case studies. The data are collected using 

surveys, a documentary approach, semi-structured interviews and focus group discussions. The 

data acquired from the surveys are subsequently analysed using non-parametric statistics such as 

the Mann-Whitney U test and the Kruskal Wallis H-test, as well as factor analysis. Meanwhile, 

NVivo software is used to process and categorize the findings from the qualitative approaches. 

Lastly, ethical issues as well as reliability and validity matters are also outlined. 

Chapter 4 introduces the case context that sets the stage for this study and describes the 

Indonesian PPP program in the water sector. The case context is primarily based on the use of a 

documentary approach, with illustrations and descriptions of the relevant PPP regulations, 

organizational structures, actors and the relationships among them. Finally, a stakeholder 
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mapping, with their horizontal or vertical relationships, is developed to provide insights into the 

PPP governance aspects of water sector PPPs in the Indonesian multi-level setting. 

Chapter 5 explains the current situation of Indonesian PPP program in the water sector via 

presentation of the study’s survey results. Through the first survey, this chapter examines the 

perception of actors from a multi-level governance perspective, particularly in regard to positive 

and negative factors that motivate and discourage the adoption of PPPs, as well as the problems 

and challenges of water sector PPP implementation within the current PPP regulatory structure. 

Through the second survey, this chapter then examines in more detail the perceptions of sub-

national governments, particularly in regard to the issues of relevance in their respective regions. 

Chapter 6 presents the three selected case studies of Indonesian water supply projects. Focus is 

placed on three factors: the environment in which these case study projects operate, the 

background leading to their adoption, and other features of interest, in order to elaborate the 

arrangements that are needed to support the further development of the national PPP program in 

the water sector. These case study projects highlight the complicated process associated with the 

local mobilisation of national PPP policy, the multidimensional rationales leading to PPP 

adoption, and the complex arrangements relating to the role of actors from various governmental 

tiers in supporting the bankability and marketability of the selected projects. This chapter 

identifies further concerns that need to be analysed in order to make policy reform 

recommendations that draw on the various actors’ perceptions. 

Chapter 7 presents the analysis of key issues identified in chapters 4, 5 and 6. Intra-case analysis 

here identifies matters to be addressed to ensure the sustainability of the national PPP program. 

The observations extracted from the three cases focus on the challenges that arose during the 

decision-making process and on the mechanisms used to solve the obstacles that hampered the 

required vertical and horizontal coordination of activities. 

Chapter 8 presents a comprehensive discussion of the main findings drawn from the empirical 

studies conducted in the research. This chapter employs a cross-case analysis between the case 

study PPP projects. It also compares and contrasts cases that belong to provincial and district 

government, as well as successful and failed projects. Moreover, in addressing the last sub-

question, this chapter also proposes some policy recommendations, particularly for the 

Indonesian PPP program in the water sector. These policy recommendations have been road 

tested via focus group discussions with key actors associated with this program before being 

finalised. 

Chapter 9 summarises the key findings and theoretical contributions of this study. This chapter 

also outlines some limitations of the study and points to fruitful directions for future research. 
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Chapter 2: Review of the Literature and Theoretical Development 

 

2.1 Introduction 
It is widely understood that infrastructure provision and quality are critical to boosting 

economic activity (Kessides, 2005). Developing countries have to concentrate on the development 

of infrastructure in order to achieve significant growth in economic activity. Road, public 

transportation, and other economic infrastructure have a crucial role in leveraging improvement in 

economic growth. However, in fulfilling the needs of their population for infrastructure, many 

developing countries face severe constraints. Kumaraswamy & Zhang (2001) note that the lack of 

access to advanced technology and limited public funds are the most important of these constraints.  
The Public Private Partnership (PPP) concept has recently become an indispensable 

method for meeting infrastructure needs in the face of these constraints. More than 85 countries 

have adopted PPPs as a procurement method for infrastructure delivery across a number of sectors 

(Regan et al., 2011). Developed countries such as Australia (Black & Lea, 2008), United States 

(Papajohn, Cui, & Bayraktar, 2011), and the United Kingdom (Hodges & Mellett, 2004) have 

adopted PPPs for providing public transportation needs. In Singapore PPPs are also used to deliver 

health services (Lim, 2005). Many local authorities in Europe and United States have adopted PPPs 

in water provision and distribution (Guerrini et al., 2015; Megdal, 2012; Romano, Guerrini, & 

Vernizzi, 2013). Interestingly, in developed countries, PPP schemes have also been used to deliver 

other social infrastructure services such as prisons (Andrew & Cahill, 2009).  

Many authors point to the adoption of PPPs in developing countries such as China, India, 

Latin America, and South East Asia. In China for example, many studies analyse the PPP 

experience in the water sector (Lee, 2010; Zhong, Mol, & Fu, 2008). In India, the water sector has 

also attracted attention related to experience with PPP implementation (Gopakumar, 2010; Sharma 

& Nayak, 2013; Vedachalam, Geddes, & Riha, 2015). These examples of PPP adoption in the 

water sector have not only adopted different variants of PPP forms: they have also exhibited ways 

in which PPPs might serve the objectives set by the host countries. 
This chapter documents a number of conceptual and practical issues around PPP 

implementation discussed in the existing literature, through comparative cases in both developed 

and developing countries. Moreover, with the interests and objectives set out in Chapter 1, special 

attention is given to examples relating to the water sector. Section 2.2 outlines the concept of PPPs 

and describes the various forms or modalities it can take. Section 2.3 focusses attention on current 

experience with PPPs in the water sector and contrasts such experience in developed versus 

developing countries. Section 2.4 identifies some key gaps arising from the literature review that 

will be the focus of this research. Section 2.5 discusses a number of approaches, such as those 

centred on governance and institutional arrangements. Section 2.6 proposes a specific framework 
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that allows the inclusion of intergovernmental relations in the PPP arrangement to address the 

limitations found in the frameworks used in previous research. 

2.2 The Concept of Public-Private Partnerships 

2.2.1 PPPs: Definition and Debates 

Providing better infrastructure is essential. The three ways to deliver infrastructure services 

are by the public sector, by the private sector or via a partnership between these two. However, 

purely public or purely private provision is generally regarded as not sustainable in the long term 

for infrastructure development (Miller, 1999). In the long term, state owned monopolies often 

exhibit poor performance because of low productivity, worsening facilities and equipment, and 

poor service quality (Kessides, 2005). By contrast, in the case of purely private sector provision, 

there may be problems such as inequalities in the distribution of services (Besley & Ghatak, 2003). 

To address government failure and market failure, a PPP approach, implemented well, can combine 

the strengths of both public and private sectors (Kwak, Chih, & Ibbs, 2009). 

Although the PPP concept has recently become an indispensable method for delivering 

infrastructure, there is no consensus among academic scholars, development agencies and 

government officials about the definition of a PPP. Table 2.1 shows the different PPP definitions 

suggested by various experts. 

 

Table 2.1 Definitions of PPP 

 

Source Definition of Public Private Partnership 
(Bovaird, 2004b, p. 
200) 

“working arrangements based on a mutual commitment (over and above that 
implied in any contract) between a public sector organization with any 
organization outside of the public sector” 

(Nijkamp, van der 
Burch, & Vindigni, 
2002, p. 1869)  

“An institutionalized form of cooperation of public and private actors, which 
on the basis of their own indigenous objectives, work together towards a joint 
target” 

(Hodge & Greve, 
2007, p. 546) 

“organizational financial arrangement between public and private sectors” 

Klijn & Teisman 
(2003, p. 85) 

“a commitment between public and private actors of some durability, [to] 
develop product together and share risks, costs and revenues which are 
associated with these products” 

ADB (2008, p. 1) “a range of possible relationships among public and private entities in the 
context of infrastructure and other services” 

IMF (2004, p.4) “arrangements where the private sector supplies infrastructure assets and 
services that traditionally have been provided by the government” 

HM Treasury (in 
Kwak et al., 2009, p. 
53) 

“an arrangement between two or more entities that enable them to work 
cooperatively towards shared or compatible objectives in which there is some 
degree of shared authority and responsibility, joint investment resources, 
shared risk taking and mutual benefit” 
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Canadian Council for 
PPP (in Kwak et al., 
2009, p. 53) 

“PPP is a cooperative venture between the public and private sectors, built 
on the expertise of each partner that best meets clearly defined public needs 
through the appropriate allocation of resources, risks, and rewards.” 

 

Table 2.1 suggests that experts agree that the essence of a PPP is an institutional 

arrangement. Hodge & Greve (2007), for example, clarify this institutional arrangement as having 

two perspectives: organizational and financial. On the other hand, governmental agencies 

introduce additional perspectives such as risk allocation and shared responsibility as suggested by 

Kwak et al. (2009). 

From these definitions, three common features can be identified. Firstly, a PPP is a 

partnership between the public and private sectors. According to Klijn & Teisman (2003, p. 86), a 

partnership should be “based on joint decision making”, which means that both public and private 

actors have an opportunity to participate in the decision-making process. However, some evidence 

indicates that achieving equal and effective decision making between actors is difficult (Klijn & 

Teisman, 2003). Secondly, the actors in the partnership should work together towards a joint 

purpose. The exception is in the Canadian definition, which clearly identifies the motive of their 

PPP program as one which best meets public sector needs (Kwak et al., 2009). Thirdly, a PPP 

involves shared responsibility and risk sharing for the mutual benefit of public and private actors. 

A lot of research has been conducted to identify the appropriate level of risk sharing between public 

and private actors within PPPs (Chung, Hensher, & Rose, 2010; Hodges & Mellett, 2004; Van 

Ham & Koppenjan, 2010). Many scholars have developed a broader technical perspective for the 

evaluation of PPP project implementation, which focusses on so called ‘critical success factors’ 

(Li et al., 2005a; Qiao, Wang, Tiong, & Chan, 2001; Wibowo & Wilhelm Alfen, 2014). 

The concept of PPPs has recently been strongly debated. Firstly, as a consequence of 

adoption of the PPP concept, the role of the public sector in providing infrastructure and associated 

services may be significantly reduced. The weaker role of the public sector in service provision 

has been argued by some as diminishing “the value of [the] publican” (Haque, 2001, p. 70). This 

argument can be understood, because a partnership concept differs from contracting out. With 

contracting out, the public sector role is dominant: it is able to determine the specific goals and 

criteria of the particular ‘contracted out’ public service provision, whereas the private sector is able 

only to execute the project in accordance with the established criteria. In other words, “contracting 

out is characterized as a principal-agent relationship in which public actors define the problem and  

specific solution” (Klijn & Teisman, 2003, p. 85). In contrast to contracting out, the PPP concept 

emphasizes the importance of joint decision-making between public and private actors. Therefore, 

it has become clear that in PPP schemes, public actors have to be able to share the service delivery 

role with private actors.  
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Secondly, providing an opportunity for the private sector to engage in public 

responsibilities can generate problems as well as benefits. From an accountability perspective, 

when the private sector engages in the public domain, the public access to information will be 

limited because the documents will be treated as confidential (Kwak et al., 2009). Engaging the 

private sector in a long-term contract also reduces the amount of political control by elected 

politicians (Bovaird, 2004b; Hudon, 2011). However, from a legitimacy perspective, PPPs give an 

opportunity for the public and private sectors to cooperate with each other to produce better 

problem solving in infrastructure provision. PPP arrangements can help to improve the 

correspondence between the ‘rulers’ and the ‘ruled’ ( Börzel & Risse, 2005, p. 16). Considerable 

fear regarding risk allocation can arise in relation to PPP projects that have not been found in 

traditional procurement. Since PPP arrangements typically have long duration contracts, 

uncertainties associated with the project are significant, which adds more costs associated with risk 

management for both parties (Hudon, 2011). To prevent problems associated with this typically 

enhanced risk, a flexible contract often needs to be negotiated.  

Thirdly, debate has arisen in relation to the performance of the PPPs themselves. Despite 

many countries (such as United Kingdom, Australia and Italy) successfully bringing PPP projects 

into the implementation phase to enhance the efficiency of public service provision (Li et al., 

2005a; Storto, 2013), there are cases (such as in Portugal and the Netherlands) where the 

performance of the public authority in delivering public service is reported to have been better than 

through PPP projects (Silvestre, 2012; Witte & Saal, 2010). In these countries, the performance of 

public companies has been evaluated as better than the private sector in terms of economic and 

social performance. 

Given these wide variations of definitions and their related debates, it is not surprising that 

there are many different strands of activity visible in current PPP research. From a project 

perspective for instance, some research discusses the critical success factors (CSFs) associated 

with infrastructure projects such as in construction, transportation and housing (Chan et al., 2010; 

Li et al., 2005a; X. Zhang, 2005). Li et al. (2005a) acknowledged 5 groups of factors in the United 

Kingdom which are considered as critical for a PPP project to be successful: effective procurement, 

project implementability, government guarantee, favourable economic conditions and available 

financial markets.  

From a financial perspective, PPP research has focused on the identification and 

calculation of risk allocation for the parties and on the measurement of value for money associated 

with the projects (Abednego & Ogunlana, 2006; Chung et al., 2010). The concept of risk allocation 

in PPPs is based on the impression that risk should be managed by the party best able to do so 

(Yescombe, 2010). In this case, in order to minimise the cost of projects and to achieve value for 

money on PPPs, an appropriate risk allocation between the public and private sectors is required. 
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Another important strand of PPP research is that of analysis, from both institutional and 

organizational perspectives. From this strand, we can gather a lot of information about the process 

associated with the adoption of PPPs in different contexts. For instance, Jooste et al. (2011) 

suggests that there are variations in the rolling out of PPPs in four different countries, although the 

actors are similar. Alfen et al. (2009) also suggests that, in each country, the format of PPPs 

depends on its own values, legal system, or political situation. Despite the high level of adoption 

of PPPs in developed and developing countries, the implementation of each PPP program is shown 

to be operationalised differently because there is no standard technique of PPP application around 

the world. 

Yet another significant strand of PPP research focusses on governance arrangements. Klijn 

& Teisman (2003) suggest that the biggest challenge in managing PPPs is to apply genuine ‘joint’ 

decision-making, as the actors often find it difficult to deal with the complexities of PPPs. Velotti 

et al. (2012) suggest that in the initial stage strong leadership is important in managing PPPs, but 

in subsequent stages it might be counterproductive. For certain countries, with different types of 

governance systems (such as hierarchical or autonomous), analysing intergovernmental relations 

in a multi-level governance setting might bring insights into the requirements for establishing and 

maintaining successful PPP programs. 

Overall, the issues of how PPPs work in multi-level governance settings and what the key 

institutional challenges are in such settings are most important for addressing the research 

questions associated with this study. Different views on PPPs may also indicate that they can be 

potentially seen and used differently by policy makers in each level of government to represent 

their interests and strategies. Therefore, it will be interesting to examine the different PPP 

rationales that have been developed by the public sector at both the central and the sub-national or 

local government levels. 

2.2.2. PPP Modality 

The arrangements for public and private sector cooperation in PPPs can be formed in many 

different ways. Usually, PPPs differ in terms of “the degrees of private involvement” (WorldBank, 

2007, p. 17). At one extreme is public provision, in which government assumes the responsibility 

for financing all aspects of the public service delivery; at the other extreme is private provision, 

where the private sector accepts those responsibilities. Zhang et al. (2015) suggest four basic types 

of contractual arrangement that allow private sector involvement in infrastructure projects: “Lease 

contract, Concession, Greenfield and Divestiture”. The most conventional form of these 

arrangements is the “lease contract”. In this arrangement, the public sector usually needs only the 

advanced technology of the private sector, but is reluctant to relinquish the ownership of the asset 

(Delmon, 2009). The most common arrangement is a ‘greenfield’ project, followed by a concession 

or ‘brownfield’ project. In these schemes, the private entity can manage the asset during a specified 
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period of time. Under a concession contract, the private sector partners are not required to develop 

the infrastructure associated with the project; on the other hand, under the ‘greenfield’ scheme the 

private or public–private joint ventures develop a new asset before managing it as specified in the 

contract (Barral & Haas, 2007; Zhong et al., 2008). In these schemes, the ownership of the asset 

will be transferred to the public authorities by the end of the contract. During the operating phases, 

private companies may own the asset. The last PPP contract arrangement, namely divestiture, has 

the highest degree of privatization. In this scheme, the “private sector buys equity of a state-owned 

enterprise through an asset sale or privatization” (Zhang et al., 2015, p.331).  

During 2009-2014, in the International Development Association countries (IDA), 84% of 

private investment was in Greenfield projects (see Figure 2.1). IDA countries are those eligible for 

IDA borrowing, non-IDA countries are those that lack the creditworthiness for an IDA borrowing 

scheme, and blended countries are those that are both eligible for IDA borrowing and at the same 

time creditworthy for the International Bank for Reconstruction and Development (IBRD) scheme. 

Examples of these latter countries include Vietnam and Pakistan (World Bank, 2014). 

The literature refers to several types of partnerships being implemented in PPPs. Usually, 

these partnerships differ in terms of “the degrees of private involvement” (World Bank, 2007). At 

one extreme is public provision, where the government takes responsibility for financing all aspects 

required to deliver the public service; the other extreme is private provision, in which the private 

sector takes on those responsibilities. A variety of intermediate forms of partnerships reflect the 

extent of private involvement (see Figure 2.2). Some of the definitions of the most used partnership 

types shown in Figure 2.2 are summarized in Table 2.2. 
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Figure 2.1 Projects by Type of PPP 

Source: Adapted from PPI World Bank data, 2014 

 

 

        

Figure 2.2 Forms of Public Private Partnerships 
 
Source: Adapted from Pollitt, Van Thiel, & Homburg (2007) 
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Table 2.2 Definition of PPP Forms 

 
No. Types of PPP Descriptions  Source  

1. 

 

2. 

 

 

    
3. 

 

 

 

4. 

Operation and 
Maintenance 

Design-Build-
Operate 

 

 

Build-Operate-
Transfer or Build-
Transfer-Operate 

 

 

Build-Own-
Operate 

The private sector is responsible for all 
aspects of operation and maintenance. 

The private sector is responsible for the 
design, construction and operation and 
maintenance of the project for a specified 
period prior to handing it over to the 
public sector. 

The private partners build an 
infrastructure to the specification agreed 
to by the public sector, operate the facility 
for specific period then transfer to the 
public sector after the end of the specific 
period. 

The private sector builds and operates 
infrastructure without transferring 
ownership to the public sector. However, 
legal title of the infrastructure remains in 
the public sector. 

World Bank (2007) 

 

Kelly et al (1998) 

 

 

GAO (1999) 

 

 

 

 

GAO (1999) 

 
Source: Adapted from Purbo (2011) 

The basis for the selection of PPP forms and partnership types usually reflects the different PPP 

project objectives and requirements (Kwak et al., 2009). For instance, the BOT scheme is 

appropriate to address inadequate funding for infrastructure (Jefferies, Gameson, & Rowlinson, 

2002; Kumaraswamy & Zhang, 2001; Zhang et al., 2015). By contrast, the DBFO scheme, such as 

used in the United Kingdom and British Columbia, is argued to be likely to deliver a better service 

( Aziz, 2007a). 

2.2.3. Critical Success Factors relating to Public Private Partnerships 

In order to assure the successful delivery of PPP projects, many scholars seek to identify 

the critical success factors which determine the relative probability of the success of such projects 

and to classify the barriers that will impede their implementation. Rockart (1982, in Li et al, (2005, 

p. 459) defines critical success factors (CSFs) as “those few key areas of activity in which favorable 

results are necessary for a manager to reach his/her goals.” Previous research has identified the 

CSFs through surveys, interviews and case studies (Chan et al., 2010; Jefferies et al., 2002; Li et 

al., 2005; Qiao et al., 2001; Wibowo & Alfen, 2014).  
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The majority of the literature on CSFs used extensive surveys administered to the relevant 

actors. In the case of UK, Li et al. (2005) designed a 3-part questionnaire survey based on an 

extensive literature review, with questions about the background of the respondents, the issues 

around the context and characteristics of the PPP projects, and the issues surrounding PPP risk 

management. From 18 CSFs that had been identified, they found that a strong private sector, 

appropriate risk allocation and the availability of financial markets were considered as being the 

most essential factors in the development of a successful PPP. A similar survey was conducted by 

Chan et al. (2010) to identify the CSF of PPP development in China. They suggested that the 18 

CSFs from Li et al. (2005) could be grouped into five basic factors including stable macroeconomic 

environment, shared responsibility between public and private sectors, transparent and efficient 

procurement process, stable political and social environment and judicious government control 

(p.484). 

A more recent study in the water sector, by Wibowo & Alfen (2015), provides a different 

perspective on exploring the CSFs of PPP development in the case of Indonesia. Compared to 

previous research from Li et al. (2005) and Chan et al. (2010), their study focused only on the 

meso- and micro-factors associated with PPPs. In defining meso- and micro-factors, they suggested 

those factors which are specific to the PPP business areas and activities that are able to be 

controlled by the government. So-called macro-factors, related to the macro-economics of PPP 

arrangements and political situation, are neglected. As a result, the respondents of the survey 

focused only on the public agencies that were involved in the development of the PPPs. The results 

suggest that a strong legal basis, the due process, manageable risk-sharing management and strong 

political support are indispensable in the establishment of successful PPPs in the Indonesian 

context (Wibowo & Alfen, 2015). Adapting the self-assessment diagnostic tool of the United 

Nations for Economic and Development for Asia Pacific (Wibowo & Alfen, 2014) had previously 

identified the CSFs from a macro-environmental country context as well as some key areas for 

improving PPP implementation. They suggested three factors that require immediate 

improvement: policy continuousness, financial transparency and corruption eradication. These 

factors all relate to government obligations when establishing and maintaining their PPP program. 

Different methods have been employed to identify the CSFs of PPP development. In the 

case of Australia, Jefferies et al. (2002) conducted a case study of the Stadium Australia PPP 

Project. They found that the sustainability of revenue is fundamental for operational phases, 

whereas the consortium structure is the most significant CSF in the development phases. Qiao et 

al. (2001) used a combination of qualitative methods, such as document analysis and unstructured 

interview, and quantitative methods to identify the CSFs of a BOOT Project in China. In their 

study, the CSFs were grouped based on five sequential phases. In the preliminary phase, 

appropriate project identification, as well as a stable political and economic situation, appear as the 

most important factors for a successful PPP. In the tendering phase, acceptable tariff and 
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reasonable risk allocation become the key factors. In the construction phase, the key factor is the 

selection of the subcontractor. Management control and technology transfer are the main factors 

for the operational and transfer phases (Qiao et al., 2001). Furthermore, using factor analysis, 

Hsueh & Chang (2017) identified the CSFs of PPP in the case of Taiwan. They then allocate the 

CSFs into four principal groups: supportive legal frameworks, a supportive investment 

environment, PPP project selection and government support. 

From the above literature review, there are at least three main lessons that can be identified. 

The first lesson is the main source of the CSFs literature. Although different methods were 

conducted to identify the CSFs, the main source of ranking of the CSFs is the different actor 

perspectives on PPPs. To gather information on these perspectives, these studies used 

questionnaire or interview questions.  

The second lesson relates to the actors who were involved in the studies. Most of these 

studies, which recruited their respondents from both public and private sectors, employed 

experience in the development of PPPs in their own country context as one of the primary selection 

criterion. Only the recent study by Wibowo & Alfen (2015) focused on just one side of the 

partnership when selecting respondents, namely, the governmental side. This is because they 

wanted to identify the PPP project CSFs that could be controlled by the public sector.  

The third lesson that can be identified from these studies and that is relevant to our study 

is the similarity of the results. In particular, they emphasize the importance of having a strong legal 

basis and political support in the developing country cases (Chan et al., 2010; Qiao et al., 2001; 

Wibowo & Alfen, 2015). These factors may be relevant in developed country cases, but are not as 

important there, compared to other factors such as a strong private consortium and the availability 

of financial markets (Jefferies et al., 2002; Li et al., 2005). Although all studies mentioned the 

importance of a strong legal framework, a deeper analysis of the development of such a framework, 

as reflected for example in a particular country’s context, is lacking. This fact has inspired our 

study to construct research instruments that are able to capture the important factors associated 

with the development of a legal framework for PPP development. Further explanation of this matter 

appears in Chapter 3. 

2.3. Current Research Public-Private Partnerships in Water Sector 
The adoption of PPPs for water service delivery has increased in significance across many 

countries. This situation has led to the analysis of variations in the rationale for governments to 

adopt PPPs as well as to the issues of PPP implementation in the area of water management. The 

differences in PPP implementation might be found, for example, in terms of the PPP governance 

and the impact of this arrangement on service delivery. As outlined in the introduction to this 

chapter, we compare cases of PPP implementation in the water sector of developed countries with 

those in developing countries. By focusing on certain themes, such as the institutional 
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arrangements in the water sector, our study aims to develop new insights in how PPPs work in this 

particular infrastructure area. 

2.3.1. Why PPPs in Water Infrastructure Development? 

2.3.1.1. The Rise of Public Private Partnerships Adoption in Urban Water Utilities 
In the late 1980s, developing countries faced massive problems with water supply 

provision. The problems, which included poor access, poor quality and low performance of the 

water resources, were triggered by the massive growth of urban populations (Marin, 2009). The 

Chinese experience provides a case in point: the water supply problem was not properly addressed 

by the government due to its resistance to private involvement in the water sector and to the 

political sensitivity of water in this country (Lee, 2010). Many other studies in developing countries 

also reported the poor performance of public utilities in delivering water services. In India, about 

thirty-two percent (32%) of the water supply was lost and nearly 75% of networks were unmetered. 

These situations were caused by the inability of public utilities to cover their operational costs due 

to the low tariff charged to users (Sridhar Vedachalam, Geddes, & Riha, 2016). Poor performance 

of water provision was also caused by the lack of capacity of public agencies in fulfilling water 

demand. Such an example is the case of the Ghana water supply system:  their water supply system 

was complex because it relied solely on surface water treatment as its source of water, and the 

technology owned by the public sector was unable to cope (Nyarko, Oduro-Kwarteng, & Owusu-

Antwi, 2011). 

The rise of private sector participation in the water supply sector was also triggered by the 

limited public sector budget available to finance infrastructure costs in this sector. Wu, House, & 

Peri (2016) note that PPPs represent a viable option being considered to fulfil the ambitious goals 

of the Indian government to reach 100% of water supply coverage by 2031. With the necessary 

investment reaching approximately USD 90 billion, it seems unrealistic for all of this investment 

to be covered by the state budget. In Indonesia, this rationale has been clearly stated in the PPP 

regulation: that is, the Presidential Regulation 67/2005 on (PPP Framework) (Wibowo, 2015). 

Similar situations have been observed in the African region. A study from Van Ginneken, 

Netterstrom, & Bennett (2011) notes that in the sub-Saharan Africa region, donors contribute 

around 60% of total water infrastructure spending, with the public sector able to commit only 2% 

of their national budget for water and sanitation infrastructure. As a consequence of this situation, 

the public sector is finding it difficult to both meet the growing demand for water and achieve 

higher standards of service. Previous studies focusing on developing countries also report the 

difficulties experienced by public utilities in maintaining their existing facilities, such as pipes and 

water meters, due to their inability to increase investment levels (Jensen, 2005; Lee, 2010; Mandri-

Perrott & Stiggers, 2014). 
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These situations have led governments in many nations to seek other options. One possible 

solution is engaging private participation to deliver water service provision through a public private 

partnership scheme. In a PPP scheme, the public and private sectors work together for joint 

production and also reach agreement on the transfer of risk between them, towards delivering long-

term infrastructure provision contracts (Grimsey & Lewis, 2005; Hodge & Greve, 2007; Klijn & 

Teisman, 2003). The next section discusses a number of rationales for PPPs, as well as both the 

positive and the negative factors associated with them. These factors both motivate and discourage 

governments considering adopting PPP schemes; the problems and challenges of PPP 

implementation in water infrastructure development are also highlighted. 

2.3.1.2. Positive and Negative Factors for the adoption of PPPs in the urban water sector 

Positive Factors 

Our literature survey identifies several motives for PPP adoption that have emerged in both 

developed and developing country cases. Firstly, many studies mention economic rationales as a 

trigger for PPP adoption. In developing countries, private sector participation began to be adopted 

to deliver water service provision in the 1990s. In this era, developing countries faced severe 

problems related to water coverage and the quality of service (Marin, 2009). However, as 

previously discussed, public investment in this sector has not grown commensurate with demand 

requirements.  

In many Asian countries, limited infrastructure budgets have also become an important 

motivation for PPP adoption as discussed earlier. PPPs are seen as a tool to fill the gap in public 

investment funds and to bring forward much needed infrastructure earlier than would otherwise be 

the case. 

In developed country cases, many studies mention a motive related to other economic 

factors such as improving efficiency in infrastructure provision and associated service delivery, 

finding best value for money for public service delivery as well as considering local economic 

development. Recent studies in Denmark (Petersen, Houlberg, & Christensen, 2015), in the United 

States (Bel & Fageda, 2007), and in Italy (Storto, 2013) show that reducing the cost of service is 

an important driver in decisions when seeking private participation in the water sector. Cost 

efficiency is the best way to improve service delivery, compared to other options such as increasing 

tariff or reducing service quality (Carpintero & Petersen, 2016). 

In some countries, the performance of the private company is not always better than that 

of the previously publicly owned providers. For example, the French experience in water provision 

reveals the superiority of public companies compared to PPP scheme entities. Chong, Huet, 

Saussier, & Steiner (2006) found that in France, PPP projects often exhibited higher transaction 

costs, so these projects tended to increase the average price of water. In the case of Spain, García‐
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Sánchez (2006) found no differences between public corporation and private sector performance 

in delivering water services, with only demographic factors such as population density 

significantly influencing efficiency levels. García-Sánchez argued that these findings may be 

driven by former public entities that are now performing more along business organisation lines 

rather than following the former more bureaucratic procedures. The development of PPP projects 

at local levels can also be seen to boost local economic development, as demonstrated in a recent 

study from Bland & Overton (2016). 

Another set of motives that emerge in the current literature relates to non-economic factors. 

Common in developing country cases is a motive related to the transfer of skills and technology. 

Andres, Guasch, Haven, & Foster (2008) state that private sector participation proved effective in 

improving access to piped water. This in turn was more effective in reducing water loss. In 

countries such as Brazil and the Philippines, Marin (2009) also finds that private operators with 

their superior engineering skills can reduce non-revenue water (NRW) to less than 15%. This is 

similar to the performance observed in developed countries. In China, inadequate technologies 

have also become a concern of the government in their aim to improve the performance of water 

provision (Lee, 2010). In Armenia, a PPP scheme was adopted to improve water and sewerage 

infrastructure that was seriously deteriorated during its transition to a market economy. Marin, 

Muzenda, & Andreasyan (2017) found that approximately 240,000 of households were relying on 

public taps during that time. The adoption of a PPP scheme introduced by the World Bank 

generated successful results by improving the quality and efficiency of the water services. 

Other motives, such as political, have also become interesting features. In the case of 

Lebanon, Allès (2012) discussed the unhealthy relationship between private and local elites in the 

implementation of PPPs in the city of Tripoli. This research showed how the private sector carried 

out intense lobbying with political actors in order to maintain their position, although the 

performance of the resulting water provision was unsatisfactory. Another common issue that arises 

in developing countries seeking to implement PPPs is corruption. Farlam (2005) presented the case 

of a PPP in Tanzania which was established in the context of corruption and collusion among 

government officials, investors and contractors: this particular PPP was developed so that it 

promoted greater transparency in its procurement processes. Jensen (2017) indicated that politics 

clearly plays a significant role in swapping between “supportive and critical” attitudes towards 

PPPs in a number of Asian cases (Jensen, 2017, p. 24). In the Indonesian case, earlier PPPs were 

motivated by the need to maintain access to international donor funding (Wibowo, 2015).  

This literature survey has shown that PPP motives also include taking advantage of risk 

sharing opportunities and market competition, and that these motives can be understood in different 

ways, such as those suggested by Klijn & Teisman (2003), Bovaird (2004a), and Hodge & Greve 

(2007). However, for certain developing countries such as Indonesia, such motives have attracted 
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less attention than politics and financing issues from PPP actors (Wibowo, 2015). 

Negative Factors 

PPPs also exhibit some negative factors that make adopting such arrangements less 

attractive. These negative factors usually emerge from cases that have not been successfully 

implemented. Firstly, actors with insufficient skills and lack of experience in managing PPP 

programs can epitomise important negative factors for PPP adoption. In the Asian region for 

example, several cases provide evidence of the failure of water PPP projects. In Malaysia, a 

contract with a multi-national company (Thames Company) for the Kelantan Water Project was 

terminated by the government because of the private company’s poor performance in providing 

water services. In this case, the population was provided with low water pressure and a significant 

increase in non-revenue water, which in turn led the government to renationalise the affected assets 

(Lobina & Hall, 2007). The contract for the Selangor water project with the national company 

PUAS/SYABBAS also faced a similar result. However, the failure of this project can also be 

argued to be a result of high project costs and the refusal of state governments to increase the tariff 

by the percentage needed to make the project commercially viable (Tan, 2012). Similarly, cases in 

the Philippines also provide evidence of the failure of private company partners to provide water 

services. In particular, poor financial performance caused the renationalisation of two water PPP 

projects in this country in January 2006 (Hall & Lobina, 2006a). 

Latin America’s experience with water sector PPP programs has also received a lot of 

attention from scholars. A study from the World Bank which focusses on more than 1000 projects 

in this region suggests that around 74.4% of water and sewerage PPP contracts were renegotiated 

soon after the contracts were awarded (Guasch, Laffont, & Straub, 2003). For example, the private 

sector participation in the Cochabamba water project in Bolivia was cancelled due to a combination 

of economic and political factors. In particular, higher tariff increases and user prices without 

support from adequate regulations and community consultation reduced the legitimacy of that 

project. As a result, massive protests from consumers and conflict among stakeholders triggered 

the national government cancelling the private company contract and transferring the authority for 

water provision back to the local water utility (Nickson & Vargas, 2002). Other countries, such as 

Argentina and Chile, have also reported negative experiences with their water PPP program. In 

both Buenos Aires and Chile, poor households remain unconnected to the water supply. Inadequate 

regulations were considered as an important factor triggering this situation. In Chile, the private 

partner can apply water and sewerage charges based on the full cost of investment. As a result, 

there was an increase in the tariff, but this was unaffordable for poor households (Hall & Lobina, 

2006b). Failure of water PPP programs can also be found in African regions. From Western and 

Central Africa, only seven projects are still ongoing; five projects have failed due to the lack of 

financial viability of the associated contracts (Fall, Marin, Locussol, & Verspyck, 2009). Higher 
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user prices have also been found to bring a negative perception for PPP adoption in European 

countries, such as Portugal (Marques & Silvestre, 2017).  

The inability of households to afford the water charge needed for the private sector to make 

an appropriate return on their investment has been a significant factor behind the failure of many 

PPP projects. For many developing countries, which have the most water investment in connecting 

poor households, additional public funding or subsidy from the government to the private sector 

has proven necessary to reduce the burden associated with the cost of investment (Araral, 2009). 

Confusion over central government regulations related to the PPP framework has 

discouraged municipal or local government involvement in PPP schemes. For example, Ghana’s 

fragmented regulatory framework contributes to the confusion of local actors in adopting PPPs, 

especially towards/regarding their role and responsibilities in the PPP arrangement (Fuest & 

Haffner, 2007). Meanwhile, in China, confusion over the PPP regulatory framework, especially 

when related to some bureaucratic procedures, also discourages private players from becoming 

involved in water PPP projects (Lee, 2010).  

From the political perspective, the adoption of a PPP scheme can involve negative aspects, 

especially for developing countries. A recent comparative study of Ghana and Hong Kong by Osei-

Kyei and Chan (2017) suggests/suggested that, the public sector has become less in favour of PPP 

schemes in delivering water infrastructure because of lengthy delays due to political debate. As a 

consequence, the negotiation process between contracting agencies and the private sector has 

generated delays. In the case of Nigeria, delays in PPP adoption have also occurred 

through/because of bureaucratic procedures (Babatunde, Perera, Zhou, & Udeaja, 2015). China 

also experienced early closures due to this factor (Song, Hu, & Feng, 2017). Last but not least, an 

interesting finding from the study of PPPs in the United Kingdom reveals that the adoption of PPPs 

may affect employment opportunities in the water sector. Shifting roles of service delivery from 

public to private entities might limit employment, since the private sector may work more 

efficiently, resulting in growth of employment in the sector being less than might have been 

anticipated previously (Li, Akintoye, Edwards, & Hardcastle, 2005b). 

2.3.1.3. Problems and Challenges of PPP adoption 

The growing adoption of PPPs in the water sector in the past decade has not only presented 

some success stories but has also documented a number of failures for several reasons. Some 

studies, such as those by Akhmouch & Kauffmann (2013) and Nastar (2014), have documented 

the failure of PPP projects due to water governance arrangements that influence vertical 

coordination, while other studies, such as by Biygautane, Neesham, & Al-Yahya (2019), Ameyaw, 

Chan, & Owusu-Manu (2015), and Mouraviev & Kakabadse (2015), document the failure of water 
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sector PPP projects due to institutional barriers during the implementation stage that emerge from 

institutional structure, organisation and from the project itself.  

For the purpose of this research, this section first elaborates the challenges that are related 

to water governance, since many cases in the water sector face problems with such arrangements 

(Castro & Heller, 2009; OECD, 2011a). This is followed by the elaboration of institutional-related 

barriers which contribute to the failure of water sector PPP implementation. Interestingly, these 

matters make PPP adoption in the water sector different from that in other sectors (Mandri-Perrott 

& Stiggers, 2014). 

Problems related to water governance arrangement 

Many countries face failures in adopting PPPs in the water sector because of governance 

deficits that are affected by multiple stakeholders (Akhmouch & Kauffmann, 2013). 

Responsibilities for managing water are often fragmented, not only between central agencies but 

also across levels of government, since the water authorities are generally decentralised to the local 

level but water assets (such as river systems and catchment areas) are spread across multiple 

jurisdictions (Akhmouch, 2012b). As a consequence, multiple and multi-level stakeholders with 

different interests and motives create significant complexities that need to be addressed by water 

sector PPP governance arrangements ( Ameyaw & Chan, 2013; Wibowo, 2015).  

Having multiple actors involved in water governance also affects the establishment of an 

appropriate legal framework. China’s experience in adopting PPPs in the water sector demonstrates 

that providing a strong legal framework to support the PPP environment can prove difficult. With 

fragmented responsibilities, conflict between agencies often takes place because of overlapping 

tasks (Lee, 2010). Additionally, conflict between actors can emerge (e.g. between central and local 

actors) due to the decentralisation of authority in the provision of water. According to a recent 

OECD report, in the majority of countries, water policy is stipulated by central agencies, 

whereas/but local governments play an important role as implementing agencies (OECD, 2011a). 

This situation often generates problems when local actors have different interpretations of the 

national regulations and/or policy framework, and especially when they try to implement projects 

more consistent with the regulations and practices present within their local context. Such 

regulations and practices may, for example, relate to tender processes, probity, communication 

styles and monitoring arrangements. Latin America’s experience in managing PPPs represents an 

example in which national agencies modified PPP regulations to be consistent with national 

legislation but local actors needed more time to adjust to the latest national regulations (Phumpiu 

et al., 2009). To deal with these matters, a coordination mechanism that suits the specific 

country/community context is necessary. 
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Problems related to Institutional Aspects 

From the institutional perspective, challenges for PPP implementation can be seen from 

four different levels, namely, institution, organisation, political and project (Mahalingam, 2010). 

From/At the institution level, some studies documented the lack of regulatory framework as the 

important obstacle for PPP implementation. In the case of Indonesia, this lack of regulatory 

framework often inhibits the process of PPP adoption. As Wibowo (2015) suggested, PPP 

regulation was initially established based on an ideal situation when in fact, most of the projects 

were not financially feasible. Thus, further regulation relating to government guarantees and 

government financial supports was required to support the development of PPPs in this national 

context. The lack of enabling PPP regulation in India also became significant, As in/under certain 

regulations, the involvement of the private sector in infrastructure delivery was prevented ( Kumar, 

Mahalingam, & Palukuri, 2012). Furthermore, not every region has similar natural water resources, 

and so there will be significant local interest in the water supply systems in regions with either 

deficit or surplus supplies. These interests might differ from the national interest as well, so conflict 

among different stakeholder groups may be inevitable. As a result, water reform through a PPP 

scheme may prove difficult to execute  (Ameyaw & Chan, 2013). 

From the organisational level, problems for PPP implementation might come from 

government actors as well as from politicians (Mahalingam, 2010). As a new concept, the adoption 

of PPPs in developing countries are often not well understood by both parties. In the case of Brazil 

for instance, the inability of local bureaucrats to prepare PPP procurement documents, especially 

in the area of risk allocation, has made some projects unfavourable in the eyes of prospective 

private partners (Marques, 2016). This situation becomes worse if there is also a lack of leadership 

from the local leader. As suggested by Schwartz (2008), the adoption of PPPs in the water supply 

sector requires a strong level of local leadership. Schwartz (2008) suggests a lack of leadership 

often exists in African countries. As a result, they depend on international donor involvement to 

ensure the sustainability of their PPP programs. The lack of local financial capacity also inhibits 

local government ability to embrace PPP projects. In the case of Korea, local PPP projects are 

likely to fail due to the limited fiscal resources of the local authority. Local PPP projects are highly 

likely to impose unfair contracts (Bae & Joo, 2016).  

At the political level, political intervention and lack of support from local politicians often 

hamper the implementation of PPPs. Evidence of these issues can be observed in the cases of 

Lebanon, India and Indonesia. In Tripoli (city in Lebanon) for instance, the local elites are mostly 

from Sunni families, who refuse to integrate the water management to greater Lebanon, which is 

affiliated to Syria (Allès, 2012). In India, some regions that are dominated by left wing parties, 

such as Tamil Nadu and Kerala, often strongly disagree with inviting the private sector to become 

involved in delivering infrastructure services (Mahalingam, 2010). In Indonesia, politicians often 
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intervene in the process of PPP adoption as part of “political rhetoric” designed to show success to 

the public (Wibowo, 2015). 

Barriers of PPP implementation can also be found at the project level itself. In this aspect, 

the complexities of PPP contracts compared to traditional procurement often become constraints. 

For successful implementation, a PPP project has to be economically and financially viable 

(Grimsey & Lewis, 2005). To make the project viable, governments may need to allocate more 

resources in the lead-up to successful implementation than needed by traditional procurement. 

2.3.2 PPPs in the Water Sector of Developed Countries 

PPP implementation in the water sector in developed countries has several themes that we 

can observe in the existing literature (see Table 2.3). The first theme is the motives for PPP 

adoption. In developed country cases, many studies mention a motive related to economic factors 

such as improving efficiency in infrastructure provision and associated service delivery, finding 

the best value for money for public service delivery, as well as triggering local economic 

development (Bel & Fageda, 2007; Bland & Overton, 2016; Carpintero & Petersen, 2016; Petersen 

et al., 2015; Storto, 2013).  

The second theme found from the current literature regarding developed countries is the 

choice of water provision arrangement and its impact. In particular, the efficiency of water 

provision has gained a lot of attention (García‐Sánchez, 2006; Guerrini et al., 2015; Reeves, 2013; 

Storto, 2013). This issue, related to the demand for water service delivery, has a particular focus 

on reducing its cost while also improving the quality of its service (Guerrini et al., 2015). The 

United Kingdom’s experience in bench-marking water prices became the subject of regulation 

based on results derived from this efficiency analysis. As described by Thanassoulis (2000), every 

5 years the United Kingdom Water Service Regulation Authority monitors the price of water from 

the nation’s water industry using data envelopment analysis (DEA), a general purpose linear 

programming technique commonly used for assessing the productive efficiencies of operating units 

in a particular industry. This regulation aims to prevent excessive prices resulting from abuse of 

monopolistic power, since most houses and business cannot purchase water from water providers 

outside their own local authority area even though water provision has been privatized 

(Thanassoulis, 2000). Similar to the United Kingdom’s experience, Italian authorities also 

established a regulation for analysing water distribution efficiency. The Italian regulation uses a 

variable cost function in analysing the cost structure of Italian water provision (Antonioli & 

Filippini, 2001). Yet another different approach in economic regulation is found in the Dutch 

experience. The Netherlands applies sunshine regulation based on “benchmarking with naming 

and shaming” to increase water company productivity. The government performs a benchmarking 

simulation, with the results of this simulation published regularly, so the society is able to monitor 

the best and the worst firms performing water service provision (Witte & Saal, 2010, p. 239).   
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However, focusing on the efficiency of water production may lead to negative outcomes 

in other aspects. The findings from Berlin’s PPP scheme suggest that diverging interest and goal 

orientations lead to a trade-off between efficiency and legitimacy under these arrangements 

(Lieberherr, Klinke, & Finger, 2012). Lieberherr et al. (2012) found three reasons why the 

efficiency gain from the PPP scheme reduces the level of legitimacy. The first reason is that that 

in establishing the PPP policy, only a few actors were involved. In deciding the water tariff, for 

instance, they argued that having a bigger forum and involving parliament or society would 

increase the legitimacy of the policy outcome. The second reason is that the amendment of the 

contract was conducted behind closed doors, with several contract variations not published to the 

public in a timely manner. The third reason is the low level of accountability, which arose because 

only the representatives on the board were able to control the implementation of the PPP, with the 

parliament itself having no direct ability to monitor progress and/or achievements (Lieberherr et 

al., 2012). 

The third theme that can be gathered from the existing literature in developed countries 

relates to competition between public and private companies (under PPP schemes or privatization) 

in water service delivery. Berg & Marques (2011) also highlight the impact of the ownership 

arrangement on performance indicators related to water provision. In the case of United States for 

instance, both public and private companies in Arizona are able to create their own water 

regulations. However, both public and private actors have different strengths and weaknesses with 

respect to future water development, such that collaboration is needed to cope with the challenge 

of water management (Megdal, 2012). In the European context, Silvestre (2012) used economic 

and social performance to evaluate the performance of water provision in Portugal for both public 

and PPP scheme providers. He found that publicly owned corporations showed better 

performances in indicators such as lower user price and good quality of service, compared to the 

entities involved in a PPP scheme. However, he indicated that this occurs because of unfair 

competition between public corporations and entities involved in PPP schemes. For public 

corporations, the user prices are held low, especially at election periods, due to pressure from 

politicians, who do not allow prices to increase significantly in order to secure votes. For PPP 

entities, an increase in water tariffs is important to fund improvements in the quality of water 

services. The French experience in water provision also shows the superiority of public companies 

compared to PPP scheme entities. Chong et al (2006) found that higher transaction costs are often 

exhibited by PPP projects so these projects will tend to increase the average price of water. In the 

case of Spain, García‐Sánchez (2006) did not find any differences in performance of delivering 

water services between the public corporations and the private sector, with only demographic 

factors such as population density significantly influencing efficiency levels. She argues that this 

might result because the former public entity now performs more along business organisation lines 

rather than following former more bureaucratic procedures. 
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Another important issue raised by the existing literature is the institutional arrangement of 

PPPs in developed countries. In Greece, responsibilities for management of water resources are 

distributed among several authorities at the national, regional, and local level (Voivontas et al., 

2002). By contrast, in France, there is no national regulator for water service provision. Therefore, 

local governments are able to define the regulation and the principles of PPP implementation. 

Moreover, these local authorities are responsible for monitoring the service delivery provided by 

the private sector (Chong et al., 2006). Italy, Germany, and Denmark also allow the private sector 

to be involved in water delivery by establishing a law at the national level to guide municipalities 

in implementing PPP projects (Guerrini et al., 2015; Lieberherr et al., 2012; Storto, 2013). 

The cases of the United States and Australia are similar to the European experience, in that 

PPP adoption in the water sector is also decentralized at the local level, but these countries differ 

in their degree of decentralization. Interestingly, in the United States, the regulations differ between 

publicly owned and privately owned entities in the area of water provision (Megdal, 2012). In the 

case of Australia, despite local governments having authority for managing the water supply, the 

state level plays an important role in benchmarking the regulation and performance monitoring 

(Woodbury & Dollery, 2004).  
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Table 2.3 Selected Studies in the PPP water sector in Developed Countries 

No. Authors Country Level of 
Government 

Institutional Arrangement 

1. Chong et al. 
(2006) 

France Municipality In France, there is no national regulator for 
water service provision. Therefore, local 
governments are able to define the regulation 
and the principles of PPP implementation, 
including pricing. Local authorities are also 
responsible for monitoring the service delivery 
provided by the private sector. 

2. Voivontas et 
al. (2002) 

Greece National, 
Regional, 
Local 

Responsibilities for management of water 
resources are distributed among several 
authorities on the national, regional, and local 
levels. The exploitation of water resources and 
their allocation in the main water consuming 
sectors (domestic, tourism, industrial, and 
agriculture) is based on Law 1739/87. This law 
also defines the country’s Water Departments, 
which, in general, coincide with the 
administrative divisions of the country. 

3. Lieberherr et 
al. (2012) 

Germany Municipality Based on national law, local governments are 
guided to implement PPPs in the water sector. 
The enablement of PPPs started with the 
enactment of the 1999 Partial Privatization 
Law. 

4. Storto (2013) Italy Municipality Before the stipulation of Galli Law in 1994, 
water provision was delivered by the public 
sector due to unclear risk allocation, legal and 
regulatory uncertainty and unsolved conflict. 
After the stipulation of Galli Law, local 
governments became able to assign the private 
sector to deliver water services. 

5. Guerrini et 
al. (2015) 

Denmark Municipality 

 

The municipalities are responsible for water 
delivery, and they can assign responsibility to 
the private sector through PPP schemes, but the 
national government has established an 
independent body to regulate and monitor the 
water provision. 

6. Megdal 
(2012) 

USA Municipality Local governments are able to manage water 
directly or to assign the private sector to 
deliver the water provision. Interestingly, if 
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water provision is delivered by public or 
private sectors, these sectors will have different 
regulations. 

7. Woodbury & 
Dollery 
(2004) 

Australia Municipality Local governments have authority for 
managing the water; the state has an important 
role in benchmarking the regulation and 
performance monitoring. 

Source: author’s own work 

Overall, this review of cases in developed countries suggests that the emphasis is mainly 

given to the economic and financial perspectives of the PPP arrangements. However, comparing 

institutional arrangements in our developed country cases also provides insights into how PPP 

arrangements can be adapted to suit different regions. 

 

2.3.3. PPPs in the Water Sector of Developing Countries 
The implementation of water sector PPPs in developing countries provides insights 

regarding the problems and challenges of PPP adoption (see Table 2.4). China has been applying 

the PPP approach in the water sector since 1990 (Zhong et al., 2008). Between 1990 and 2002, 

China has applied a BOT-based PPP scheme in more than 300 water supply and waste water 

projects. Despite the Chinese experience in managing PPPs in the water sector, the implementation 

of this approach has faced several constraints, such as institutional and regulatory barriers, 

fragmented authorisation at national level, and inconsistency in the legal basis within the sector 

that is due to decentralisation that gives autonomy to numerous local governments (Lee, 2010). To 

deal with these issues, Lee (2010) suggests that the Chinese authorities should change their role 

from service supplier to regulator in order to achieve improvements in efficiency and affordability 

in the water sector. India’s practice in PPP implementation faces constraints similar to the Chinese 

experience; however, India have established a coordination agency which also performs the role 

of sharing PPP expertise (Mahalingam, Devkar, & Kalidindi, 2011).  

Chile has been widely recognized as the developing country most successful in adopting 

PPPs, particularly in terms of their sustainability and the amount of investment delivered through 

these arrangements (Fischer, 2011). Marks (2010), for example, reported that in the water sector, 

Chile has a model framework for successful PPP implementation that consists of a strong legal 

framework to enable PPPs, transparency of the process, and accountability. The private sector is 

able to understand exactly what its rights and responsibilities are. Consequently, they are able to 

minimize transaction costs during the process (Marks, 2010). 

In contrast to Chile’s PPP performance, other countries in Latin America seem less 

successful in establishing their PPP programs. For example, in the case of Brazil, both state and 

federal governments developed slightly different legal frameworks. In fact, some states were 
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reported to be moving ahead of the federal government in establishing PPP laws (Marks, 2010). In 

Argentina, firms seeking to be involved in PPPs have to deal with high uncertainties, since the 

government has frequently changed their regulations and laws related to such investments. In 

Colombia, the laws specifically designed for PPPs have generated a number of problems in their 

implementation (Fischer, 2011). 

As noted earlier, some cases in developing countries also show how PPPs become 

entwined with their political situation and their structural economic background. By contrast, 

Jordan has changed the communication in PPP projects from being a single decision-making point 

to becoming more open to full government scrutiny (OECD, 2014). Nevertheless, one of the most 

common issues facing developing countries in relation to PPP implementation is the issue of 

corruption (Farlam, 2005).  

Most of the literature in the water sector of developing countries acknowledges that local 

authorities have a big role to play (Allès, 2012; Gopakumar, 2010; Neville, 2011; Zhang et al., 

2015). However, the arrangement of the wider government role in PPPs seems to vary depending 

on the country’s context. In China for example, despite municipalities being able to choose the 

project, the private sector and the type of PPP, they must obey the regulation frameworks that have 

been established by the central government (Ke et al., 2010; Zhang et al., 2015). In contrast to the 

Chinese experience, India’s cases show that local governments have a higher level of autonomy. 

Gopakumar (2010) suggests that, in water supply management, three municipalities have different 

PPP water system arrangements because each municipality has a different historical and political 

context. A combination between central and local government involvement in arranging PPPs in 

the water sector can also be found in the case of Ghana, where its water sector has two subsectors: 

urban (central government responsibility) and small-town and rural (sub-national level 

responsibility). The rationale for this separation is to attract the large international companies to 

the urban subsector and the domestic private sector to the other subsector (Ameyaw & Chan, 2015).  

In the case of Yemen, the government transformed the previous arrangements from being 

typically centralised to being more decentralised (Sahooly, 2003). Before the transformation, water 

management and policy were dominated by national policy under their National Body in Water 

System, but the results were unimpressive. This prompted the national government to decentralize 

PPP related water management to the local government level (Sahooly, 2003). In the case of 

Lebanon, the role of municipalities in water management is huge due to the civil war (Allès, 2012). 

By contrast, the water management system is more centralised in Jordan, where the responsibilities 

of PPPs in water projects are, however, scattered across a number of institutions (OECD, 2014). 

Similar to Jordan’s case, Indonesia’s PPP project responsibilities are also fragmented 

across a number of agencies. As a part of the wider national reform in this national context, there 

has been a huge shift in power from central to sub-national governments as a consequence of the 

decentralization of decision-making. Now, the sub-national governments play a significant role in 
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clean water provision (ADB, 2012). Despite the huge role of local governments, their capability in 

managing PPPs needs to be improved. Pangeran, Notodarmojo, Wirahadikusumah, & Pribadi 

(2012) suggest that the local agency ability for managing risk is still below average at the initial 

phase. This means that their risk management adoption is mostly conducted via an ‘unstructured’ 

process. At the central level there are many agencies involved in water management. The Ministry 

of Planning Agency provides the direction in achieving cooperation with the private sector, while 

the Ministry of Finance provides channelling funds and government financial support for sub-

national governments. Authority specific to the water regulations is also fragmented between the 

Ministry of Public Works, the National Water Board, and the Ministry of Home Affairs (ADB, 

2012). 

 

Table 2.4 Selected Studies PPP water sector in Developing Countries 

No Authors Country Level of 
Government 

Institutional Arrangement 

1. Gopakumar 
(2010) 

India Municipality In India, each municipality has a different 
political and historical context. For example, 
the three municipalities differ in level of 
autonomy, political party and water system 
arrangement. The water arrangements are 
highly influenced by the historical and political 
context of these municipalities. Interestingly, 
this study also discusses the role of activist 
civil society and the millennium development 
goals (MDG) program in promoting the PPP 
scheme for water system. 

2. Ke et al 
(2014), 
Zhang et al., 
(2014) & 
Zhang 
(2015) 

China Municipality The central government is responsible for the 
regulatory framework and approval of all 
major infrastructure projects. Subnational 
governments provide the detailed 
administrative measures and take the lead role 
in PPP implementation. Therefore, they are 
able to choose the project, the private sector 
and the modality of PPPs. 

3. Al Jayyousi 
(2010) & 
OECD 
(2014) 

Jordan Central 
Government 

Jordan's water policy stated that water 
resources management functions were 
separated from service functions in order to 
restructure the institutional framework, 
strengthen capacities, rationalize strategies, 
improve financial viability and widen public 
awareness and participation. The other 
important factors for improving PPP 



50 
 

performance are establishing a planning and 
management unit and appointing an 
international auditor to formulate performance 
indicators. 

4. Ameyaw & 
Chan (2015) 

Ghana Central and 
Local 
Government 

Ghana’s water sector consists of two 
subsectors, namely urban subsector and small-
town and rural subsector. The rationale for the 
separation is to attract the big water players to 
the urban subsector (CG responsibility) and to 
attract the domestic private sector to the other 
subsector. Each level can produce their/its own 
regulations. 

5. Barral & 
Hass (2007) 

Brazil Federal, 
State and 
Local 
government 

 

The Brazilian federal constitution does not 
directly address PPPs, but the government 
established a PPP Law to regulate the PPPs at 
federal, state and district level. However, states 
can regulate a particular aspect to fulfil the 
regulatory gap. 

6. ADB (2012)  Indonesia Provincial 
and 
Municipality 

The sub-national government plays a 
significant role in the clean water provision. 
They can act as a government contracting 
agency for PPP project. However, in the 
central level, the authority is scattered and 
fragmented among line ministries. 

Source: author’s own work 

In general, the review of the literature on developing country cases in the water sector 

shows varied issues but with many focussing on political and institutional aspects. Such issues may 

reflect the fact that PPP implementation is a complex process that engages various actors with 

different and sometimes contradictory roles and objectives. 

2.3.4. Comparison between Developed and Developing countries cases 

At least three main issues can be identified from the PPP cases in the water sector in 

developed and developing countries, namely, the positive and negative factors that motivate or 

discourage the adoption of water sector PPPs, the importance of the institutional arrangement of 

PPPs in the water sector, and the problems and challenges of PPP adoption, particularly the lack 

of attention to the issue of coordinating decision making across the different government agencies 

or levels of government involved in implementing and maintaining PPP programs to deal with 

those challenges. 

Our comparison indicates that the positive factors of PPP adoption can be viewed from 

two perspectives, namely, economic and non-economic factors. Economic factors can be seen from 
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the improved efficiency in infrastructure provision and associated service delivery, in finding best 

value for money for public service delivery, as well as triggering local economic development, 

while non-economic factors can be seen as including the transfer of skills and technology, technical 

motives, politics, as well as taking advantage of risk sharing opportunities and market competition 

(Bovaird, 2004b; Klijn & Teisman, 2003). However, such technical motives are argued to be less 

significant than politics and financing issues in the Indonesian case (Wibowo, 2015). 

Although the contexts of various countries are different, most of the cases in either 

developed or developing countries show that water provision is primarily a local government 

responsibility. For a high-level decentralized country such as the United States, the federal and 

state governments do not appear to have any important role in the PPP arrangement. In contrast, 

most countries in Asia and Europe display a distribution of authority in managing the PPP program 

(Guerrini et al., 2015; Lieberherr et al., 2012; Storto, 2013). However, little is known about the 

detailed process of how PPPs work in these circumstances. The current literature does not clearly 

mention the rationale of local governments when adopting a PPP scheme. In fact, an investigation 

of the process of establishing PPPs in certain contexts may provide insights into questions such as 

when PPPs may be accepted or rejected by local governments, what the barriers are to participation 

and how PPP arrangements can be modified to adapt to the local context. 

Finally, our literature review suggests that the adoption of PPPs in the water sector cannot 

be separated from the PPP problems and challenges. However, there is a lack of attention in relation 

to the issue of decision-making in the vertical dimension of PPP arrangements – that is, the 

relationship between the different levels of government involved in making PPPs work to deal with 

those challenges. The main attention of the previous research is the horizontal relationship between 

public and private sectors. Some authors highlight problems in the overarching regulatory 

framework resulting from fragmented authorisation within the public sector, but there are no clear 

insights about how to improve the implementation of PPP arrangements where responsibility 

spreads across multiple government levels. 

2.4. Identification of Research Gaps 
In summary, our literature review highlights four research gaps that have not been covered 

adequately by previous scholars. 

2.4.1. PPP studies have neglected to analyse the whole cycle of policy making 
In developing countries, there are some commonalities in terms of institutional 

arrangements for PPPs in the water sector. The first commonality is that municipalities at the local 

level have primary responsibility in delivering water services through PPP schemes (Ameyaw & 

Chan, 2015; Barral & Haas, 2007; Zhang et al., 2015). Secondly, despite the significant role of the 

municipalities or the local level of government in water delivery, most of them must rely on the 
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guidance provided by central government, which leads to the potential for fragmented 

authorisation (Al-Jayyousi, 2003; Lee, 2010; Zhang et al., 2015). While this topic has been 

highlighted in the various applications of PPP arrangements reviewed in section 2.4, the research 

to date does not satisfactorily address the whole cycle of the policy-making process. In this context, 

since the upfront actor is the local level of government, further investigation in a multi-level 

government setting is important for finding information regarding the appropriate sharing of power 

and resources in the PPP arrangements and their associated regulations. 

2.4.2. PPP studies have mainly focused on the public-private relationship 

Our literature review suggests that PPPs can be viewed as an arrangement between the 

public and private sectors. Hodge & Greve (2010, p. 4), however, recognise the existence of five 

“families of arrangement, namely, institutional cooperation for joint production and risk sharing, 

long-term infrastructure contract, public policy network, civil society and community 

development, urban renewal and downtown economic development”. Klijn & Teisman (2003) 

suggest that PPPs can be viewed as a game arena where multiple actors jointly contribute to the 

complexity of the decision-making process. Velotti, Vesci, & Botti (2012) note that the nature of 

the ongoing relationships between the various public and private actors will affect the sustainability 

of the resulting partnership. In this regard, they suggest that strong leadership is needed in the 

initial stage, and that, at the same time, to maintain the sustainability of partnership, the legitimacy 

of PPP arrangements must become an area of greater concern. Moreover, from a technical aspect, 

the selection of the PPP modality also affects the performance of projects. 

Most of the previous studies mainly look at the PPP arrangement from the point of view 

of the horizontal relationship between the public and private sectors. Although the actors of each 

governmental level are seen to be involved in PPP arrangements, documentation relating to vertical 

interaction between various governmental levels in the regulation and implementation of PPPs has 

been largely lacking (Petersen, 2010). 

2.4.3  PPP studies have not investigated the role of public actors in each governmental level in 

the stages of PPP establishment  

Some studies acknowledge the complexities of PPP governance. Using a network 

governance framework, Klijn & Teisman (2003) suggest that PPPs can be established only if the 

actors are able to deal with this complexity, since multiple actors often bring their various and 

conflicting perceptions, interests and strategies to the fore in the decision-making process. 

Moreover, Bradford (2003) notes that productive dialogue is difficult to achieve because of the 

complexity of issues involved in PPPs, such as ideological differences, protracted disputes and the 

slowness of policy progress. In order to cope with the complexities of PPPs, these studies suggest 

the need to examine the role of both the key players and the peripheral actors in the development 

of PPP arrangements. 
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The complexities of PPPs vary depending on the historical and political contexts of 

particular countries. For PPPs in the water sector for example, the role of local actors may be more 

significant than those at the provincial or national level. Therefore, investigating the role 

arrangement of actors at each governmental level is expected to provide additional knowledge and 

further insights about dealing with the complexities of the PPP arena. 

2.4.4. PPP studies have not investigated the perception of actors towards the multi-level 

governance of PPP arrangement 

As an arrangement between public and private entities, this relationship provides the focus 

and attention for current empirical studies. However, it might be suggested that the majority of 

these studies consider that the public sector comprising a single entity. In fact, although the primary 

authority in water supply is the local government, the central government often plays an important 

role in the PPP arrangements (Ameyaw & Chan, 2013; Guerrini et al., 2015; Shrestha, Chan, 

Aibinu, Chen, & Martek, 2017). Therefore, investigating the experience of actors with the multi-

level governance aspects of PPPs in the water sector will provide additional insights. 

2.5. Development of a Theoretical Framework for Application to PPP 

Arrangements in the Water Sector  
How do Public Private Partnerships work in a multi-level governance setting? This 

research question arises from the literature review documented in the previous sections (Dossett, 

2015; Hodge & Greve, 2010; Klijn & Teisman, 2003; Mouraviev & Kakabadse, 2015; Velotti et 

al., 2012). It has also emerged from observing many cases involving problematic water governance 

arrangements (Akhmouch, 2012; OECD, 2009; Castro, 2008).  

In addressing this question, this study seeks to employ a theoretical framework to 

contribute a new perspective on the development of PPPs by understanding the complexities of the 

multi-level decision-making processes as they impact on such PPPs, as well as demonstrating the 

interconnectedness between organizational goals at each governmental level. The resulting 

exploration of the multi-level or vertical aspect of water governance will provide a positive and 

significant contribution to the PPP literature (Petersen, 2010; Petersen, 2011a). 

In particular, since the currently developed frameworks in the extant literature do not 

appear sufficient for exploring the case of multi-level PPP implementation in Indonesia, this 

research seeks to develop a new framework by combining the relevant theories from a number of 

different disciplines. Based on the identification of approaches from other disciplines and the facts 

surrounding water sector governance in various developing countries (OECD, 2011a), this study 

will employ a combination of the multi-level governance (MLG) approach that has been widely 

used to explore policy development in the European Union (e.g., Adshead, 2014; Börzel & Heard-

Lauréote, 2009; Dąbrowski, Bachtler, & Bafoil, 2014; Petersen, 2011a) together with structuration 

theory that is normally associated with institutional theory (e.g., Giddens, 1979; Di Maggio & 
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Powell, 1983). In addition, considering the differences between the context of PPP implementation 

in Indonesia and in other countries, the use of PPP case studies will be reported at a national 

context.  

2.5.1 Brief overview of Multi-level governance theory and structuration theory 

The multi-level governance approach was firstly introduced by Marks (1992) when 

discussing the structural policy of the EU. According to Marks ( 1992, in Bache & Flinders, 2004, 

p. 5), multi-level governance is “a system of continuous negotiation among nested government at 

several territorial tiers”. This concept of MLG not only captures the governmental side, but can 

also incorporate horizontal and vertical relationships, thereby signalling not only the 

interdependence of governments from different tiers but also the relationships with non-public 

actors at these various tiers (Bache & Flinders, 2004). The MLG approach advocates believe that 

competencies are shared between actors at different levels rather than monopolized by central 

actors (Marks, 1996). Thus, it might be suggested that government and non-public actors at various 

tiers should be able to organize and articulate their concerns as part of the policy-making process. 

Perhaps the important question for the MLG approach is to highlight its difference from 

those other fields of study that argue against the unitary government concept, for example, those 

associated with federalism literature. Federalism is concerned with the intergovernmental relations 

between central government and states/provinces; thus the focus of these studies is generally on 

only two levels of policy making. By contrast, the MLG approach suggests that several tiers of 

actors (central, provincial/state and local) could be significant in decision making (Hooghe & 

Marks, 2003; Piattoni, 2010; Studlar, 2010). Other scholars suggest that the federalism literature 

tends to see the vertical relationship as a top-down approach where policy decision making takes 

place at the central level and implementation mostly taking place at the second or subsequent layers 

(Kelemen, 2004). Usually the central level will act as a “gate keeper” to represent the local level 

in the international arena (Piattoni, 2009). By contrast, the MLG approach challenges the argument 

that local actors cannot directly affect the decision making process. Marks (1996) argues that non-

central actors and non-governmental organizations are able to usefully contribute to policy making. 

In MLG, the sub-national policy agenda is also important to the decision-making process. 

Accordingly, the flexibility of the MLG concept allows the policy formation and 

implementation processes to be explored empirically as well as theoretically. According to Hooghe 

& Marks (2003), two types of MLG can be investigated. Type I MLG, as reflected in the federalism 

concept, is concerned with sharing authority among a limited number of governmental levels. In 

this type, decision making is dispersed across levels but is limited in the number of jurisdictions 

with varying degrees of overlap. By contrast, in type II MLG arrangements, the number of 

jurisdictions is unlimited and depends on the specific task. It is also consistent with a more flexible 

design of power sharing (see Table 2.5). Hooghe and Marks (2003, p. 243) also suggest that “in a 
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multi-level system the challenge is establishing the clear rules for how competence is shared-not 

separated.” Furthermore Piattoni (2009, p. 175) developed three analytical tools for investigating 

MLG frameworks, namely: “policy mobilisation, decision-making and state restructuring”. This 

framework has recently been utilised by many scholars in exploring the development of policy in 

different regions (Adshead, 2014; Asare, Cairney, & Studlar, 2009; Kunchornrat & Phdungsilp, 

2012; Studlar, 2010). 

Table 2.5 Types of Multi-Level Governance 

 
Type I Type II 

General-purpose jurisdiction 

No intersection jurisdiction 

Limited number of jurisdictions 

Jurisdictions organized in a limited number 
of levels 

Jurisdictions are intended to be 
permanent/stable  

Task-specific jurisdictions 

Overlapping jurisdictions at all levels 

Unlimited number of jurisdictions 

No limit to the number of jurisdictional 
level 

Jurisdictions are intended to be flexible 

 

Source: adapted from Hooghe & Marks (2003) 

How the multi-level governance concept deals with transaction cost issues has also become 

an interesting topic that needs to be clarified. According to Hooghe & Marks (2003), transaction 

cost issues emerge in a multi-level setting because of the cost of coordination that arises from 

involving multiple jurisdictions. Therefore, to deal with transaction cost issues, the first strategy 

that can be employed is “limiting the number of autonomous actors who have to be coordinated by 

limiting the number of autonomous jurisdictions”. Secondly, to minimise the cost of transactions, 

these authors also suggest limiting the interaction among actors by connecting their competencies 

into a “functionally distinct unit” (Hooghe & Marks, 2003, p. 239). It has also been observed that 

outcomes from the application of the MLG concept depend on the structure of institutional 

administration in a given country and that mostly depends on legal regulations (Kolarík, Sumpela, 

& Tomesová, 2014). 

Although the MLG concept originally emerged, and has been widely explored, in the 

European or western literature, the concept has now also been adopted in other regions and by 

development agencies such as the OECD (Akhmouch, 2012a; Kunchornrat & Phdungsilp, 2012; 

Rodrigo, Allio & Andres-Amo, 2009).  

To explain both the influence of MLG arrangements in the Indonesian context and their 

relation to the actors involved in PPPs in the water sector, we might expect insights from 
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structuration theory to be useful. According to Giddens (1984), two important elements formulate 

the social structures, namely, structure and agency. Structure gives meaning to the rules and 

resources that contribute to the construction of social systems; agency refers to the individuals or 

actors who produce the social action. In that sense, structuration theory argues that social 

phenomena emerge as a product of social structure and the actions of its agents. 

Where there is a change in a particular policy as a social phenomenon, it might be 

suggested that the actors represent the agents of this change, depending on their access to the 

resource or their position in the structure (Biygautane et al., 2019; Jooste et al., 2011). In this 

regard, Powell & DiMaggio (1991) suggest an important role for institutional entrepreneurs who 

are capable of gathering the resources needed to steer policy changes. However, not all agents of 

change can be regarded as institutional entrepreneurs. There are at least two conditions needed in 

order for a change agent to become an institutional entrepreneur: they must both initiate the change 

and actively implement the change (Amis, Slack, & Hinings, 2004; Battilana, Leca, & Boxenbaum, 

2009). 

2.5.2 The development of our framework for analysis of PPPs in a MLG setting 

Since the context of PPP approaches to water sector implementation differ in Indonesia 

and in other countries commonly used as the basis for PPP case studies, this study develops a 

framework that is able to accommodate these differences. The framework contrasts with other 

previous perspectives, as it incorporates the multi-level governance approach that is common in 

EU studies and it places more emphasis on the procedural aspects of PPP development from 

initiation to subsequent development and implementation (see Figure 2.3). 

The first element that characterises the framework for this research is the fact that PPPs 

are created in a policy arena which includes the involvement of important actors from several 

governmental levels. Thus, the first step for governmental elements in providing a sound PPP 

environment is ensuring the legitimacy of the PPP policy arena itself (Dewulf, Matos Castano, & 

Mahalingam, 2014). Many studies suggest that the legitimacy of PPP policy can be achieved if 

supported by long-term political commitment (Flinders, 2005; Jooste et al., 2011; Mahalingam & 

Delhi, 2012). Therefore, an institutional framework built upon formal and informal rules at various 

levels of government is needed to ensure the legitimacy of the PPP policy arena. In developing a 

strategy for PPP programs, we need to draw attention to the involvement of various actors at several 

levels, and their mobilizing political support in their respective jurisdictions. We need to explicitly 

consider the motives and rationales that might direct sub-national actors to adopt PPPs, especially 

in the water sector, because the motives for implementing PPPs will play a significant role in 

shaping the form of the PPP policy arena (Winch et al., 2012). 

In understanding the process of change in Indonesian PPP policy in the water sector, we 

need draw our attention to the interplay between the social structure (rules and resources) and the 
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actors who play an important role in creating a process of change (Giddens, 1981). In connection 

with this point, it is important to identify the actors who act as institutional entrepreneurs using 

their power to mobilise the resources required to make the PPP program successful (DiMaggio & 

Powell, 1983). Specific attention also needs to be drawn to the actors who initiate the action of 

change and to those actively involved in the implementation of this change (Battilana et al., 2009). 

The second element of this framework is that different levels of governments and non-

governmental actors need to be simultaneously involved in the decision-making processes related 

to PPP schemes (Piattoni, 2010). In particular, we need to draw attention to the role of non-central 

actors, and how they can bring their competency to the table when developing a strong legal and 

regulatory framework for PPPs. As Marks (1996) notes, the central government may wish to shift 

the authority from their own, because they do not want to take charge in relation to certain kinds 

of decisions. In the PPP context, this study will draw attention to the role of each level of 

government regarding what kind of competencies need to be present in sub-national actors in order 

for them to contribute to the success of PPP implementation. Since successful PPPs flourish only 

in a complex political arena, there have to be strong interconnections between the various actors 

involved (Klijn & Teisman, 2003). We also need to recognise and accommodate adequately the 

often conflicting strategies that they pursue when playing in the PPP arena (Petersen, 2011a).  

This research will carefully examine the involvement of local actors in PPP decision 

making, especially in the initial stages. Firstly, their involvement in decision making can be 

facilitated by the development of an appropriate legal framework such as PPP laws and regulation. 

In this regard, the focus of the information that we need to gather is on the various actor 

involvements and their role in establishing PPP laws. Then we need to focus on the engagement of 

various actors from several governmental levels in the pre-feasibility study, on whether the local 

government (as a contracting agency) is actively involved in determining the feasibility of the 

proposed project, and on the extent to which any other non-governmental actors from each level 

are involved. At this stage, we also need to consider the capacity of the local actors to meaningfully 

contribute to determining the feasibility and marketability of the proposed project. Secondly, 

specific attention should also be given to attempts at securing government support or government 

guarantee of the PPP project from higher levels of government. The important issue that needs to 

be addressed is the fiscal capacity of sub-national governments in providing their own forms of 

government support. That is, whether the sub-national governments are able to represent their 

capacity and competency as a financially credible entity (bankable) to the private sector partners 

and the potential creditors potentially interested in becoming involved in the project. Thirdly, we 

also need to draw attention to how good coordination between governmental levels in PPP 

implementation can assist in minimizing the transaction costs involved (Hooghe & Marks, 2003). 

In this regard, we need to explore how the central government can reallocate authority to the local 
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actors and what types of authorities can be re-allocated without harming the overall national 

interest (Marks, 1996).  

The final element of this framework is to facilitate an understanding of the different levels 

of governments and non-governmental actors that are involved in structuring particular PPP 

schemes (Piattoni, 2010). In this aspect, the forms of national-local policy relationships that exist 

to support the implementation of PPP policy require examination (Kunchornrat & Phdungsilp, 

2012). In particular, it is important to identify the bottlenecks (coordination dilemmas) associated 

with PPP formation in a multi-level governance setting, as well as finding the best (coordination) 

mechanisms for dealing with these matters (Daniell & Kay, 2017). 

 

 

Figure 2.3 The Framework of PPP in a Multi-level Governance Setting 

Source: author’s own work 

2.6. Conclusion 
This chapter explores the current literature on PPPs in order to capture issues surrounding 

PPP implementation. Particular attention is allocated to the comparison of PPP implementation in 

developed and developing countries within the water sector context. Developed and developing 

countries have many similarities in terms of institutional arrangements. However, we found 

different themes from both contexts. While in developed countries the literature is dominated by 

the performance assessment of existing PPP schemes, in developing countries it is mostly 

dominated by issues associated with the establishment of PPP programs. Moreover, comparison 

between topics associated with both developed and developing countries cases has led to the 

identification of several research gaps that need to be addressed to contribute to the body of PPP 

knowledge. 
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In this chapter, we have also discussed a theoretical framework that will help in addressing 

our primary research question. In developing this framework, the aim is to address the limitations 

associated with the previous literature in the context of PPP implementation in the water sector in 

Indonesia. Firstly, the current frameworks emphasise the technical aspects of PPPs, such as value 

for money, risk allocation and performance measurement; they ignore, for the most part, the 

processual aspect of PPP development, which is the main concern of this study. Secondly, current 

frameworks exploring the governance aspect of PPPs focus primarily on the horizontal relationship 

between public and private actors. This means that the highly complex dynamic associated with 

decision making at the several levels of government involved in the Indonesian water sector is 

largely overlooked. 

Our study, by contrast, applies a combination of the multi-level governance framework 

that has been widely used in exploring public policy formation in the EU context and the 

structuration theory that has been commonly used in an organisational context. Three elements of 

this framework make it different from the current framework used in PPP water sector studies. The 

first element is recognition that PPPs are a product of a policy arena in which actors from various 

governmental levels mobilize their interests and motives. Secondly, this framework emphasizes 

that different levels of governments and non-governmental actors are simultaneously involved in 

the associated decision-making process. The third element is allowing exploration of the role of 

each of those actors in structuring the resulting PPP arrangements.  

The next chapter describes the research design employed when investigating the 

Indonesian PPP program in the water sector using the theoretical framework oulined in the current 

chapter. In particular, it explains how relevant research material was gathered and analysed, in 

order to achieve the research objectives and to address the research questions detailed in Chapter 

1. 
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Chapter 3: Research Methods 
 

3.1. Introduction 
This chapter establishes an operational framework to execute and manage the process of 

empirical investigation aimed at addressing the key research questions at the heart of this study. 

The interest of the research is in observing the development of a PPP policy as well as documenting 

issues surrounding a PPP establishment in the Indonesian water sector. The remainder of this 

chapter is structured as follows: section 3.2 describes the overarching approach to be adopted in 

the study and outlines the design of the various steps in the associated research; this is followed by 

the assessment of the feasibility of the research in terms of its context and other practical aspects 

in section 3.3. Sections 3.4 and 3.5 explain the data sources and data collection techniques proposed 

to be employed. Section 3.6 describes the analytical methods to be employed to analyze this data; 

sections 3.7 and 3.8 highlight issues related to the reliability and validity of findings from 

application of a primarily qualitative research methodology and discuss ethical considerations 

associated with the conduct of the research comprising this study. Some concluding remarks are 

provided in section 3.9. 

3.2. Research Approach and Research Design 

3.2.1. Research Approach 

The paradigm of knowledge is understood as a set of practices that define a scientific 

discipline in any particular period of time (Kuhn, 1970). Some scholars define a paradigm as a 

different “world view” taken by scholars in doing their research (Guba & Lincoln, 1994). 

Paradigms are differentiated based on four dimensions: ontology, epistemology, axiology and 

methodology (Tracy, 2013). The central view of ontology is concerned with the nature of reality. 

The ontology perspective declares that the reality is a product of human perception and is 

continuously constructed and negotiated by individuals. Epistemology is concerned with the 

nature, scope and structure of the knowledge. Axiology is concerned with the value associated with 

area of research and theorizing, while methodology refers to the means used for gathering and 

analysing data. Influenced by these ideas on paradigm, Creswell (2009) discusses four main types 

of paradigm which can be represented as post-positivism, interpretivism/constructivism, 

participatory and pragmatism.  

Of these paradigms, this study is interested in using the pragmatism approach as its main 

framework to answer the research question (and sub-questions) articulated in chapter 1. This 

approach is thought to be the most suitable, particularly because it allows the researcher to think 

practically in proposing a new framework for PPP development in a multi-level governance 

situation. The ontology perspective associated with the pragmatism paradigm helps this study to 

view a PPP as a complex and rich “reality” which is/has the practical consequences of many ideas. 
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Thus, it helps the study to examine a PPP as a flux of processes, experiences and practices 

(Saunders, Lewis, & Thornhill, 2007). In this regard, pragmatism allows the researcher to see the 

PPP subjectively, objectively or as a mixture of the two ( Feilzer, 2010).   

Similarly, the epistemology perspective of this paradigm also allows this research to obtain 

the knowledge from successful action (or case studies) in PPP development. Moreover, the 

pragmatism approach also allows this study to (a) focus on problems in PPP development, and (b) 

to propose the problem solving for future practice of a PPP in a multi-level governance 

environment (Saunders et al., 2007). In that sense, pragmatism allows the researcher: (a) to be free 

from practical constraints, and (b) not to be trapped in a particular method or technique when 

exploring PPP development (Creswell & Plano Clark, 2007). 

 

3.2.2. Research Design 

Choosing pragmatism as the paradigm suggests that this study should use a mixed-method 

methodology to address the research questions (Yvonne Feilzer, 2010). Tashakkori & Teddlie 

(2003) define a mixed-method design as a procedure for collecting, analysing, and mixing both 

quantitative and qualitative data in a single study. Limiting the approach to a particular method 

would not be able to satisfy the objectives of this study. In particular, using only quantitative 

methods might lead to overlooking the dynamic in the development of a PPP in the water sector, 

since the focus would be limited to various factors that have already been found from previous 

studies (for example, the critical success factors literature such as Li et al., 2005, Wibowo & Alfen, 

2014), but there might be more factors that can be explored from a different context such as 

Indonesia. Furthermore, utilising only a qualitative approach might be considered as a wasted 

opportunity for fully documenting the current situation of PPP implementation in Indonesia, which 

would be beneficial in providing input for the future development of Indonesia’s PPP policy. 

Hence, employing the mixed-method approach is considered as the most suitable to execute in the 

context of this study. 

In this study a sequential explanatory research design is adopted. Sequential design is 

considered to be a feasible design, with a single researcher conducting the study, since it 

sequentially proceeds from one phase to another (Creswell, 2009). Hence, in the first phase, to 

understand the current situation clearly, a descriptive analysis was conducted of the central and 

sub-national level perceptions relating to the rationale for PPP and the motives in pursuing it; its 

vertical coordination issues, and its negative factors, as well as the problems and challenges of its 

implementation in Indonesia. In doing so, a quantitative approach was implemented through an 

email and online survey. This approach placed the researcher as an “outsider” trying to understand 

the perceptions of the PPP actors as survey participants (i.e., to adopt an etic approach). 
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The second phase of this study, which aimed to gain a deeper understanding of PPP 

development in a multi-level governance situation, employed a follow-up qualitative strategy 

through semi-structured interviews and the analysis of documentary materials obtained from 

participants and external sources, as well as focus group discussions with PPP stakeholders in 

Indonesia. This required the researcher to take a position as an “insider” (i.e., an emic approach 

was adopted). In this regard, an embedded case study was employed to address the research 

questions. 

A case study approach was selected for our qualitative inquiry for three main reasons. First 

of all, in this study, we aim to understand “how” the PPP program is worked in a multi-level 

governance situation. A deep understanding of the selected cases is important to address this type 

of question. This is supported by the Yin (2009) argument: when “how” or “why” questions are 

being explored, then the case study approach is preferable. Using other approaches as the basis for 

our qualitative enquiry, such as the narrative approach and phenomenology, is considered less 

suitable since their focus is specifically on capturing detailed stories of lived experiences from one 

or more individuals (Creswell, 2009). By contrast, in managing a PPP program, we seek to expand 

the focus beyond individual experiences, to events, as well as to group or organisational actions. 

Secondly, in order to understand the development of a PPP program, we also need a deep 

understanding of the context. Alfen et al. (2009) suggest that the choice between the different 

variants of PPP forms is highly influenced by particular country values, the legal system and the 

political situation. Employing other approaches such as ethnography is also considered 

inappropriate, as it aims only to interpret phenomena associated with a culture group from the 

“shared and learned patterns of values, behaviours, belief and language of a cultural sharing group” 

(Creswell, 2009, p. 68). By contrast the aim of this study is exploring the development of a PPP 

program by extending the observation of the underlying relationships to include not only public 

and private sector relations but also intergovernmental relations, 

Thirdly, from the developing country literature reviewed, we found that several studies, 

such as by Al-Jayyousi (2003) and by Allès (2012), successfully employed a case study approach 

to provide an explanation of how a country context can influence the development of PPP programs 

in the water sector. Employing grounded theory is also considered inappropriate as there are 

already well-developed theoretical approaches employed to examine PPPs (Bovaird, 2004b) and 

multi-level governance issues (Marks, 1992; Piattoni, 2009). These approaches provide guidance 

and perspective for the examination of relevant cases used as part of our qualitative analysis.  

In order to capture many important issues, this study selected three cases from the 

Indonesian PPP program in the water sector, based on several factors. Firstly, this study selected 

PPP projects associated with two different sub-national government tiers, namely the provincial 
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and district levels. By applying these criteria, this study attempts to gather relevant information 

and issues related to different authorities in order to explore the “one size does not fit all” concept 

(Jooste et al., 2011). Secondly, this study selected PPP programs distinguished/determined/defined 

by the readiness of the project for implementation. The profile of each project is shown in figure 

3.1. From these cases, this study endeavours to collect significant evidence related both to the role 

of government in establishing their PPP programs and to the dynamic of the decision-making 

involving multiple governmental levels. 

 

 

Figure 3.1 Case Selection 

Source: author’s own work 

 

When conducting a sequential explanatory research design, there are some practical issues 

to be considered. The first issue is the priority of the different components: in particular, whether 

the researcher needs to gives more attention to the quantitative or qualitative part of the study 

(Morgan, 1998). Some scholars tend to give more priority to the quantitative part as it involves a 

larger number of respondents (Ivankova, Creswell, & Stick, 2006). However, considering the aim 

of this study, to explore the development of a PPP in a multi-level governance situation, the 

qualitative part of this study is assigned more priority. The two distinct phases of this study are 

illustrated in Figure 3.2. 
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Figure 3.2 The Sequential Explanatory Design 

Source: adapted from Ivankova et al. (2006) 

 

3.3. Research Feasibility 
As mentioned in the previous section, this study aims to explore how a PPP program in the 

water sector is established and how those PPP arrangements deal with the multi-level governance 

issues that arise in a decentralised country. This section will explore the feasibility of this research 

study aim. 

3.3.1. Research Context  

This study chose PPP implementation in an Indonesian PPP program in the water sector as 

a research context for several reasons. Firstly, the case of the PPP program in Indonesia might be 

suggested as representative of many developing countries. From an economic perspective, 

Indonesia, an emerging country with an increasing demand for infrastructure facilities, including 

in the water sector, is facing a relatively inadequate fiscal capacity (World Bank, 2012). 

Secondly, Indonesia is a highly decentralized country with a large population and a number 

of administrative regions (Seymour & Turner, 2002). According to the Ministry of Home Affairs 

data related to 2013, Indonesia has 539 administrative regions made up of 34 provinces, 412 

districts, and 93 municipalities. These regions have held responsibilities for delivering 

infrastructure and public services since the decentralisation era (post-2001), including in the water 

sector (Rasyid, 2002).  

Thirdly, Indonesian water policy making is fragmented into several bodies, with sub-

national governments having an important role in managing water provision (ADB, 2012; Wijanto 

Hadipuro, 2010). Although the water policy making arrangements differ between nations, the trend 

is similar to that in many OECD countries and Latin America (Akhmouch, 2012a; OECD, 2011a). 

That is, although water is a local issue, many actors at both central and local levels are engaged 

with PPP arrangements in the water sector. 

Phase I

•Quantitative data 
collection and analysis

•Email  and online 
Survey

Phase II

•Qualitative data 
analysis

•Embedded case studies

•Focus Group Discussion

Interpretation

•Integration of 
Quantitative and 
Qualitative results
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3.3.2. Practical Feasibility 

Gaining access to relevant organizations and participants is highly important when 

conducting qualitative business research: this can affect the quality of the resultant analysis 

(Feldman, Bell & Berger, 2003). In this study, one reason for selecting the Indonesian case is that 

the researcher possesses the advantage, having previously worked in the Indonesian government 

dealing with decentralisation issues, of gaining access to the required research data. In this context, 

the researcher might also benefit from having prior knowledge of the issues faced by the central 

and local government when implementing a PPP. The researcher can also make use of established 

professional relationships with Indonesian PPP actors from both the central and the sub-national 

governments.  

Several key actors have an important role in the PPP program, namely the Ministry of 

Finance, the Ministry of National Planning (Bappenas) and the Government Contracting Agency 

(Purbo, 2011). As suggested by Eriksson & Kovalainen (2008), the role of gate keeper can be 

important in the data collection phase of empirically based studies. As a result, prior to 

commencing the research, initial contact was made with the organisations that play arguably the 

most important gatekeeper roles in relation to the Indonesian PPP Program, namely the Ministry 

of Finance and the National Water Board (BPPSPAM). These organisations assisted the researcher 

to gain access to survey participants and to the relevant documents related to the selected case 

study projects. 

3.4. Data Sources 
One of the important issues when conducting research is the selection of the relevant data 

sources. Four main sources of data underpin the empirical aspects of this study. They comprise 

documentary materials, survey responses, semi-structured interviews and focus group discussions. 

3.4.1. Documentary materials 

Documentary materials have been commonly used as one type of data source in research, 

particularly for studies that use a qualitative approach (Owen, 2014; Pinto et al., 2012). To 

construct and establish a comprehensive and descriptive overview relating to PPP implementation 

in Indonesia, numerous documentary materials were assembled. However, in utilising such 

documentary materials, the quality of the assembled documents must be evaluated. In this regard, 

the researcher employed four criteria, formulated by Bryman (2008), to assess the quality of these 

documents, namely: authenticity, credibility, representativeness, and meaning. Documentary 

materials not meeting these criteria were discarded. 

Considering the fact that a PPP is a product of government policy making, the first type of 

documents that might be regarded as an appropriate authentic source are official documents that 

have been published by the government. In this study, to capture the multi-level governance setting, 
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the main document sources collected are the governmental laws and/or regulations that are 

stipulated by governments from each level. These official documents were useful in understanding 

the current policy of the Indonesian government related to PPPs and water management. 

According to the Indonesian constitution, several levels of regulation are commonly used 

in the Indonesian legal system. The Constitution represents the highest level in the hierarchy of 

regulations (see Figure 3.3). Moreover, the President is able to propose drafts of laws to the 

parliament that are to be discussed until joint agreement is achieved. However, in some 

circumstances the President is also able to issue government regulations to replace existing laws 

without obtaining parliament agreement. After laws have been stipulated, the government then 

establishes the regulations required to implement these laws (Setyowati & Toengkagie, 2006). 

Since the decentralisation era, there are also divisions of responsibilities between central and local 

government. In this context, the Indonesian Government has reduced the authority of central 

government and has extended the power of provincial and local government (Rasyid, 2002). Sub-

national governments (both provincial and local) are able to enact provincial and district (or 

municipality) regulations. However, in stipulating these regulations, they must consider the 

overarching or enabling central government legislation. 

 

 

Figure 3.3 Hierarchy on Indonesian Legal System 

Source: adapted from Article 7 Law 12/2011 

 

However, analysing these legal documents only will not permit full understanding of issues 

associated with these regulations. Therefore, we accessed additional supporting documents such 

as development agencies reports, minutes of related meetings, agreements and contracts. To 

Constitution

Consultative 
Assembly

Law

Government Regulation

Presidential Regulation

Provincial Regulation

Local Government Regulation
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complement the information obtained from these official documents, materials were also 

assembled from mass media sources such as newspapers, magazines and online outlets. 

3.4.2. Email and online survey 

The first step for gathering the data for this study is the use of email and online surveys. 

According to Bryman (2012) surveys represent a data collection process administered through a 

self-completed questionnaire distributed to a number of respondents at a certain point in time. In 

our first survey, empirical data was obtained via an email-based questionnaire which collected data 

from respondents at the central government levels (where actors guide the Indonesian PPP 

activities) and at the provincial and local government levels (where the water PPP projects are 

established and/or implemented). This questionnaire was used to identify preliminary information 

regarding the perception of key actors towards the implementation of the water sector PPP in 

Indonesia. This type of survey is commonly used in the PPP literature, especially when related to 

risk allocation (Ameyaw & Chan, 2015; Wibowo & Mohamed, 2010) and to critical success factors 

(Li et al., 2005a; Wibowo & Alfen, 2014). An email survey was chosen as an efficient and suitable 

way to collect the data as the respondents were spread across different regions (Andrews, 

Nonnecke, & Preece, 2003).  

Because of the inability of this email survey to capture a large number of non-central 

government respondents, this study included a supplementary online survey targeted at actors from 

all relevant sub-national governments. Over the last 10 years, online surveys have emerged as a 

convenient research tool (Buchanan & Hvizdak, 2009). This tool has been widely used in multi-

disciplinary settings (Siegel, Tanwar, & Wood, 2011), as well as in marketing and management 

fields to understand customer or employee satisfaction (Liu, Jeng, Mai, Jheng, & Lin, 2014). 

However, utilising an online survey to gather data has some additional challenges that can be 

related to ethical aspects such as consent, anonymity and confidentiality, as well as to the 

complexities of survey management (Buchanan & Hvizdak, 2009). Strategies employed by this 

study in dealing with these issues are discussed further in section 3.5. 

The questionnaires employed in these surveys were designed based on information derived 

from literature reviews that have been successfully conducted, such as those of OECD (2011), 

Wibowo (2015), and Li et al. (2005a), as well as from discussions with PPP experts. After the 

questions were articulated in English, they were then translated, since the overwhelming majority 

of respondents use Bahasa Indonesia as their first language. 

  

3.4.3. Semi-structured interviews 

In addition, semi-structured interviews were conducted with the leading actors from the 

public and non-public sectors associated with the various governmental levels in each of our 
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selected case-study regions. According to Kvale (2007, p. 8), a semi-structured interview is “an 

interview with the purpose of obtaining descriptions of the life of the interviewee with respect to 

interpreting the meaning of the described phenomena”. This study uses a semi structured 

qualitative interview as a research method, rather than the other qualitative methods, for two main 

reasons. The first is that, in this study, knowledge, interpretation, and arguments of respondents 

are an important social reality that we want to explore further. The insights obtained will assist in 

building an important and rich data set related to PPP implementation issues in our chosen country 

context (Mason, 2002).  

The second reason in this study is that, although an interview script was used as guidance 

for the researcher, the questions asked were open ended and allowed the researcher to understand 

better how alternative views are discussed and negotiated among the actors involved in the 

discourse around PPP policy development (Bryman, 2008). Moreover, it is useful to obtain the 

actors’ views through direct communication or interviews since this allows the researcher to gain 

detailed evidence about a person or organization’s motivations and behaviours or to get in-depth 

information about issues important to them (Morgan, 1996). The interviews conducted in this 

research also provide an invaluable means to help construct and put into context the historical 

accounts of the case studies (Bowen, 2009), since documentary materials alone are generally 

acknowledged to be insufficient to analyse the underlying challenges and conflicts between the 

different stakeholder groups. . 

3.4.4. Focus Group Discussions 

A focus group discussion (FGD) is an interview that is conducted with a group instead of 

with one-on-one actors. According to Hennink (2013), the three characteristics involved in this 

method include focussing on specific themes, involving a group of people and having these 

participants become involved in interactive discussion. FGDs were utilised in this study as a data 

source aimed at getting diverse input into and feedback on the policy recommendations being 

formulated from other components of the study. The aim was to ensure that the results of this study 

could be useful, not only theoretically but also practically. This can be achieved if, during the final 

phase of the study, the researcher can interact directly with key policy makers in order to road test 

and further refine the policy recommendations forthcoming from the insights obtained in earlier 

phases of the research undertaken for the study. Semi-structured interviews could have been used 

for this purpose, but formulating policy alternatives as a proposed set of recommendations requires 

input from multiple perspectives. In this regard, through FGDs, the researcher had an opportunity 

to interact with more than one respondent simultaneously (Babbie, 2004). This is important, 

because when the formulated policy recommendations are based on debate and discussion with 

multiple actors from different agencies, this enhances the possibility of these recommendations for 

policy reform being adopted. 
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Some scholars argue that the application of FGDs should be restricted to general topic 

areas that have no direct personal implications and that relate to non-sensitive issues (Boateng, 

2012; Hennink, 2013) except when the FGDs are conducted by well trained and experienced 

facilitators (Reisner et al., 2018; Woodyatt, Finneran, & Stephenson, 2016). Since the study was 

mainly concerned with policy issues and the researcher is experienced in facilitating discussions 

on policy matters in the Indonesian context, utilising FGDs as part of the final phase of the research 

project was considered to be useful. 

  

3.5. Data collection procedures 
After discussing the data sources, this section provides more detail regarding the process 

of collecting the data.  

3.5.1. Documentary Materials 

Generally, two methods were used for collecting the documentary materials for this 

study. The researcher could easily download from the internet the data related to national 

regulations and policy documents, since the Indonesian government published this material. 

However, not all policy documents and regulations produced at the sub-national level were able to 

be accessed electronically. As a result, hard-copy versions of these documents were collected by 

the researcher while conducting fieldwork. From the fieldwork, the researcher also collected 

unpublished material such as minutes of meeting, agreements and contracts. To do so, the 

researcher produced an official letter from the university to the head of the agency that explained 

the uses to which the released documents would be put, as well as a guarantee that they would not 

be released to others not involved in the project. 

In general, the collection process provided acceptable results. The researcher obtained 

some requested documents in hard-copy form during the fieldwork, while other documents were 

sent in soft-copy form to the researcher via email. However, some officials preferred to provide 

the requested information, in verbal form only, during the interview process described below. This 

situation mainly arose in relation to contract documents and minutes of meetings with the private 

sector. As a result, the researcher cross-checked this verbal information with accounts provided by 

different respondents and other sources (Yin, 2009). 

3.5.2. Survey  

As previously outlined, the surveys that formed part of this research were distributed and 

collected in two steps. The first step involved administration of an email survey with purposive 

sampling as the sampling method. Then, to enhance the significance of the findings of the first 

survey, an online survey was administered to additional respondents from sub-national government 

levels. 
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3.5.2.1. Developing the Questionnaires 

First Survey 

The first questionnaire administered consists of three parts. In the first part, an explanatory 

statement that included the background to the survey, a welcome statement introducing the topic 

and the researcher, the contact details of the researcher, information regarding the approximate 

time needed for completing the survey and the ethical approval process governing both the conduct 

of the survey and the processing and subsequent release of the information provided by 

respondents. In the second part, the survey asked respondents to provide some basic demographic 

information such as gender, current activities, government affiliation, educational background and 

prior experience with PPP issues. Respondents were later to be grouped based on their current 

activities. The questionnaire in the third part asked the respondents to rate their perception of two 

issues: the number of PPP adoption motives and a number of coordination challenges across 

different levels of government. The list of motives and challenges included in this part of the survey 

are documented in table 3.1. 

The first survey aimed, among other things, to ascertain the perception of actors regarding 

the motives for and the rationales of PPP adoption as well as to recognise the most frequent 

obstacles surrounding vertical coordination across different levels of government. Respondents 

were asked to rate their perception of each motive using a Likert scale ranging from 1 (least) to 5 

(most important), representing least and most important, respectively, and of a number of 

challenges using a Likert scale ranging from 1 to 3. This type of scale is viewed as acceptable to 

elicit/for eliciting perceptions of respondents, not only in the PPP literature (Li, et al., 2005a) but 

also in other fields of study such as education (Kobak & Taşkın, 2013) and health (Ho, 2017).  

Before the survey was launched, several pilot studies were conducted to ensure that the 

questionnaire was understandable and relevant within the Indonesian context. These pilot studies 

provided feedback related to specific aspects of the translation of the list of the motives and to 

challenges from English that were considered confusing. Accordingly, minor refinements were 

made prior to conducting the full survey. Ultimately, the survey was made available in two versions 

(Bahasa Indonesian or English), so that the respondents could choose which version was more 

comfortable for them to complete. The first survey was conducted from October 2016 to January 

2017. The final survey questions are presented in appendix 2 of this study. 

Second Survey 

Considering the fact that only a few local governments have adopted PPP schemes to 

date and there are only a limited number of successful PPP projects, we realised that more 

information from sub-national actors was required in order to gather information related to the 

implementation of the Indonesian PPP program in the water sector. In this regard the researcher 

added more questions into a second questionnaire to incorporate more material on both the negative 
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factors that potentially discourage the adoption of PPPs by sub-national governments and the 

problems and challenges of PPP policy implementation in Indonesia, from an institutional 

perspective. This second questionnaire also consisted of three main parts. The first part provided 

explanatory statements to inform respondents of the aim and procedure of this survey, as well as 

information aimed at addressing any ethical concerns. The second part of this survey gathered 

some demographic background information from respondents. In contrast to the first survey, which 

grouped the respondents based on level of government affiliation (Central, Provincial and Local), 

the second survey grouped the respondents based on local government agencies (local government 

entities vs local water utilities) and based on fiscal capacity clusters associated with their particular 

local jurisdiction. These cluster allocations were based on the Ministry of Finance Regulation 

37/2016 (Local Fiscal Capacity Map). The four clusters in this map represent very high fiscal 

capacity, high fiscal capacity, moderate and low fiscal capacity. The third part of the questionnaire 

asked the respondents to rate their perception of a number of positive factors and negative factors 

related to PPP adoption as well as rating some PPP coordination problems and challenges. For 

each of the questions in this part of the questionnaire, respondents were asked to rate their 

perception of each motive using a Likert scale ranging from 1 to 5, representing least and most 

important, respectively. See table 3.2 for more details. 

Before this second survey was launched, we again conducted several pilot surveys to 

ensure that the questionnaire was understandable and relevant within the Indonesian context. 

Accordingly, minor modifications were made prior to the conduct of the full survey. The second 

survey was conducted from February to April 2017. The final survey questions are presented in 

appendix 3 of this study. 
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Table 3.1 List of Positive Factors and Challenges of Coordination 

 
No 

Motives of PPP 
adoption 

Sources Challenges of 
Coordination  

Sources 

 
1 Lack of Infrastructure 

Budget 
Wibowo (2015), 
Wu et al. (2016) 

Asymmetries in 
information between 
central and sub-national 
governments 

OECD (2011) 

2 Better service than 
traditional procurement 

Mandri-Perrot & 
Stigger (2014) 

Fragmented 
authorisation at the 
central level 

A. Marks (2010) 

3 Integrative solution for 
infrastructure and 
public service 

Li et al. (2005a) Overlapping central 
government regulations 

Lee (2010) 

4 Private sector has a 
better capacity to 
provide infrastructure 

Harris (2004) Unstable or inadequate 
sub-national 
government fiscal 
capacity  

Expert discussion 

5 PPP has been 
successfully adopted by 
other countries 

Wibowo (2015) Insufficient technical 
skills and/or capacity of 
local actors 

OECD (2011) 

6 Leader endorsement Expert discussion Less political support 
from local politicians 

Jensen (2017) 

7 Benefit to local 
economic development 

Bland & Overton 
(2016) 

Strong political 
intervention 

Jensen (2005) 

8 Transfer technology to 
local enterprise 

Andres et al. 
(2008), Marin 
(2009) 

Insufficient evaluation 
by central government 
regulation 

OECD (2014) 

9 Reduce the price of the 
infrastructure services 
for the public 

Petersen et al. 
(2015), Bel & 
Fageda (2007), and 
Storto (2013), 
Chong et al. 
(2006) 

   

10 Accelerate 
infrastructure 
development 

Lee (2010)    

11 More opportunities for 
private sector to be 
involved in public 
service 

Akintoye et al. 
(2003), Hodge & 
Greeve (2007) 

   

12 Long term maintenance 
of infrastructure 

Li, et al. (2005b)    

13 Timely and more 
effective construction 
period 

Hodge & Greeve 
(2007) 

   

14 Public Initiative Klijn & Teismann 
(2003) 

   

15 Following national 
program 

Expert discussion    

Source: adapted from author’s literature review and expert discussions 
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Table 3.2 List of Positive and Negative Factors of PPP adoption and PPP Problems of Implementation 

  Motives of PPP 
adoption 

Sources Negative Factors of 
PPP adoption 

Sources Problems of PPP 
implementation  

Sources 

   
1 Lack of Infrastructure 

Budget 
Wibowo (2015), 
Wu et al. (2016) 

Reduce the 
accountability of the 
Project 

Li et al. (2005a) PPP is too complex to 
be managed 

Grimsey & Lewis 
(2005) 

2 Better service than 
traditional procurement 

Mandri-Perrot & 
Stigger (2014) 

High risk relying on 
Private Sector 

Hwang, Zhao, & Gay 
(2013) 

PPP is a foreign concept Wibowo (2015) 

3 Integrative solution for 
infrastructure and public 
service 

Li et al. (2005a) Very few schemes have 
actually reached the 
contract stage 

Li et al. (2005a) There is insufficient 
incentive for  
government officers to 
commit to 
implementing a PPP 
project 

Li et al. (2005a) 

4 Private sector has a 
better capacity to 
provide infrastructure 

Harris (2004) Lengthy delays because 
of political debate 

Osei-Kyei & Chan 
(2017) Babatunde et al. 
(2015) 

There is a lack of 
regulatory framework 

 Kumar et al. 
(2012) 

5 PPP has been 
successfully adopted by 
other countries 

 Wibowo (2015) Higher charge to the 
direct users 

Nickson & Vargas 
(2002), Hall & Lobina 
(2006a) 

Lack of leadership and 
commitment of the local 
leader 

Schwartz (2008) 

6 Leader endorsement Expert discussion Less employment 
position 

Li et al. (2005a) Fragmented 
authorisation at central 
level 

Marks (2010) 

7 Benefit to local 
economic development 

Bland & Overton 
(2016) 

High participation cost Fall et al. (2009) Lack of capacity of 
local actors 

Marques (2016) 

8 Transfer technology to 
local enterprise 

Andres et al. 
(2008), Marin 
(2009) 

High project values Tan (2012)   

9 Reduce the price of the 
infrastructure services 
for the public 

Petersen et al. 
(2015), Bel & 
Fageda (2007), 
Storto (2013), 
Chong et al. (2006) 

Insufficient skills of 
actors 

Hall & Lobina (2006b) Unstable or inadequate 
sub-national 
government fiscal 
capacity 

Bae & Joo (2016) 
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10 Accelerate infrastructure 
development 

Lee (2010) Lack of experience 
managing PPP program 

Mahalingam (2009) Limited political 
support from local 
politicians 

Allès (2012), 
Mahalingam 
(2009) 

11 More opportunities for 
private sector to be 
involved in public 
service 

Akintoye et al. 
(2003), Hodge & 
Greeve (2007) 

Insufficient knowledge 
about PPP concept 

Mahalingam (2009) Strong political 
intervention 

Wibowo (2015) 

12 Long term maintenance 
of infrastructure 

Li, et al. (2005b) Confusion over central 
government regulations 

Fuest & Haffner (2007) insufficient capacity 
building program for 
local public officials 

Mahalingam et al. 
(2011) 

13 Timely and more 
effective construction 
period 

Hodge & Greeve 
(2007) 

Lengthy process of 
negotiations 

Song et al. (2017) Involving many actors 
especially when the 
source of bulk water lies 
across jurisdictions 

Marin (2009), 
Ameyaw & Chan 
(2015) 

14 Public Initiative Klijn & Teismann 
(2003) 

  PPP is marginalised by 
other schemes such as 
conventional public 
procurement and SOEs 

Wibowo (2015) 

        

Sources: author’s own work 
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3.5.2.2. Sampling  

Data in the first email-based survey was gathered using a purposive sampling method. To 

do so, we selected central government actors based on their role in the current Indonesian PPP 

program. For sub-national government respondents, this survey was distributed to the local and 

provincial governments with experience in managing PPP programs in the water sector. The list of 

respondents was extracted from PPP Book 2014-2017 published by the National Ministry of 

Planning Agency (Bappenas). Given the possibility that this list of respondents was not fully up to 

date, we also contacted key officials from Bappenas and the National Water Board (BPPSPAM) 

to act as the gate keeper and to nominate alternative respondents for this study where the original 

list was problematic, for example, due to individuals having moved on to other roles and/or 

organisations (Eriksson & Kovalainen, 2008). However, we realised that employing a purposive 

sampling approach can involve researcher bias and can in particular lead to issues related to 

selection of respondents (Tongco, 2007). Therefore, in order to minimise this bias, we employed 

well-defined criteria for recruiting potential participants as described above. 

Unlike previous studies such as those by Li et al. (2005b), Ameyaw & Chan (2013), and Ameyaw 

& Chan (2015), which incorporated private sectors in their survey, our survey focussed only on 

respondents from the governmental or the public side because we found that, based on our desk 

study  (see previous section) from 25 projects initiated and offered to the private sector, only two 

projects can be considered to have been successfully tendered, namely the Tangerang and Umbulan 

water supply projects. The rest of the projects were still under preparation or were cancelled by the 

local governments or had been changed to another scheme at the time of our empirical 

investigations (see Table 1.2 for further details). This is an indication that proposed water PPP 

projects in Indonesia face important problems that need to be resolved at the governmental side. 

As only a few PPP projects in the water sector have been initiated, the researcher became 

aware that purposive sampling using these selection criteria would lead the sample size to be small. 

In total, 28 completed responses were received from the 52 questionnaires distributed. Of these, 

15 respondents (54%) came from central government agencies and 13 respondents (46%) from 

sub-national governments (including both provincial and local governments).  

In the follow-up online survey, the researcher expanded the sample coverage at the sub-

national level to also include local governments that had not sought to embrace the water sector 

PPP program as yet. A convenience sampling method was employed to identify potential 

respondents (Bryman, 2012). We distributed the online questionnaire to 534 respondents, 

representing the total number of sub-national governments in Indonesia. Individual respondent 

nominations and contact details were provided by the Ministry of Home Affairs, which acts as the 

supervisors of sub-national governments at the national level. Following this nomination process, 

the researcher contacted the respondents and distributed the link of the survey through their email 
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address and their WhatsApp number. The second method of distribution was found to be more 

effective and efficient compared to the first method, since the respondents did not necessarily 

monitor their email address on a daily basis. 

In total, a hundred (100) respondents completed the questionnaire in full. More than 90% 

of these respondents were from the local government level, which is not surprising because 

Indonesia has 33 provincial and 501 local government entities. 

3.5.2.3. Survey administration 

The data collected from these surveys were administered electronically using MS Excel 

for the email survey and a web-based management system (Lime Survey) for the online survey. 

The responses, which were able to accessed and downloaded by only the researcher, can be 

exported and transferred to other tools, such as SPSS, for further analysis. The results of this 

analysis are presented in chapter 5. 

3.5.3. Semi structured interview 

3.5.3.1. Developing interview questions 

In conducting the semi-structured interviews, the researcher initially begins with a list of 

interview questions to guide the process. These questions were developed for this study based on 

the literature review elaborated in chapter 2 (see table 3.3). The choice of employing semi-

structured interviews rather than other types of interview is considered appropriate since it offers 

greater flexibility during the interview process (Bryman, 2012). For example, the researcher can 

probe more deeply for particular questions, based on the responses first provided by particular 

respondents. The researcher can also differentiate the emphasis placed on particular questions, 

based on the respondent’s background. For example, when interviewing higher-level officials, the 

more strategically oriented questions were given more emphasis. By contrast, when interviewing 

middle-level officials, more emphasis was placed on technically oriented questions. Similarly, the 

emphasis placed on the questions differed for respondents from the various governmental levels. 

For instance, the specific questions for the central government respondents related to the 

development of the PPP program, the clarification of the role of each agency, the arrangement of 

the PPP program and the over-arching PPP regulations. For the sub-national level respondents, the 

questions were focused on their rationale and motives for pursuing PPP schemes, as well as on 

issues relating to their capacity and their involvement in decision making at the local as well as the 

central levels. 

 

3.5.3.2. Participant selection  

This study selected the interview respondents from a range of government organizations 

that have direct connection to the Indonesian PPP Program, especially in the water sector. 



77 
 

Moreover, since the private actor’s experience in multi-level governance of PPP arrangement is 

important, this study also selected interview respondents from private entities that are or have 

been involved in the bidding process of PPPs in the water sector.  

A purposive sampling approach was used to select the respondents as recommended for 

qualitative studies (Guest, Bunce, & Johnson, 2006; Tongco, 2007). To do so, this study 

classified the respondents based on their role in the Indonesian PPP program. The actors are 

classified into three groups: central, provincial, and municipality/district. This classification has 

been built because the research is interested in exploring how PPP works in particular contexts; 

therefore it is important to explore the role of different actors involved with different 

governmental levels. The variations in roles in the PPP process may raise different issues, 

interpretations and perspectives about PPPs. Despite the common objective of implementing PPP 

policy in Indonesia, actors have different functions, roles and responsibilities in the policy-

making process; thus, some variations in responses will inevitably arise. 

However, there is no consensus regarding the size of the sample necessary to achieve the 

data saturation required to be categorized as a rigorous study. In the health science field, Guest 

et al. (2006) recommend that saturation will be achieved within the first twelve respondents. In 

business and organisation studies, 15–60 participants are the norm (Saunders & Townsend, 

2016). In PhD studies, M. Mason (2010) found that the mean sample size was 31. Many studies 

also rely on guidance from well-known scholars such as Morse (2000) who recommend 30-60 

respondents for ethnography studies, Creswell (1998) who recommend 20-30 for grounded 

theory enquiries, and Guest et al. (2006) who suggest at least 15 participants for other types of 

qualitative studies. In this study a total of 29 respondents were selected for our semi-structured 

interviews (see table 3.4). 
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Table 3.3 Initial Interview List and Questions 

Inter-ministerial Agency 
(KPPIP) 

Ministry of Planning Agency 
(Bappenas) as a PPP Centre 

Ministry of Finance as a Risk 
Management Unit (RMU) 

Sub-National Governments 

Introduction of KPPIP works 

1. What is the rationale behind 
the establishment of the 
inter-ministerial agency like 
KPPIP?  

2. How is the role of KPPIP in 
facilitating Indonesian PPP 
program? 

3. What are the main areas of 
work that unit undertakes? 

4. Why this unit is placed 
under Coordination Minister 
of Economic Affairs? 

 

 

KPPIP activities 

1. How do KPPIP solve the 
regulatory problems in PPP? 

2. How policy initiatives and 
regulation are for PPPs 
coordinated across ministries 
and agencies and what is the 

Introduction of PPP Centre role 

1. What is the rationale behind the 
establishment of PPP Centre under 
Bappenas? 

2. How is the role of PPP Centre in 
facilitating Indonesian PPP program? 

3. What are the main areas of work that 
unit undertakes? 

4. Why this unit is placed under 
Bappenas? 

 

 

 

Development of PPP Program 

1. What would you consider to be the 
main reasons for the introduction of 
PPPs in Indonesia since the 
stipulation of Perpres 67/2005?  

2. In the late 1998 Government of 
Indonesia has engaged private sector 
in the development of toll road, do 
you consider the scheme as a PPP? 

Introduction of RMU Role 

1. What is the rationale behind the 
establishment of Risk Management 
Unit under Ministry of Finance 
(MoF)? 

2. How is the role of RMU in facilitating 
Indonesian PPP program? 

3. What are the main areas of work that 
unit undertakes? 

4. Why this unit is placed under MoF? 

 

 

 

 

Development of PPP Program 

1. What would you consider to be the 
main reasons for the introduction of 
PPPs in Indonesia since the 
stipulation of Perpres 67/2005? 

2. It seems that the PPP programme was 
given relatively much attention since 
the first Indonesia Infrastructure 

Local Government PPP arrangement 

1. How does your region arrange 
PPP organisations? 

2. What is the role of those agencies 
in the PPP arrangement? 

3. Why do you choose a particular 
agency as a coordinating unit 
rather than other agencies? 

4. What do you think about the 
central government’s PPP 
arrangements? And how do you 
coordinate with them? 

5. Is there any role for the local 
parliament in your PPP 
arrangement? 

 

Development of PPP Program 

1. What would you consider to be 
the main reasons for the 
adoption of the PPP scheme in 
the water sector? 

2. Is there any local government 
regulation specific for PPP 
adoption in the water sector? 
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KPPIP role in term of 
coordination? 

3. On the PPP regulation, 
Indonesian government give 
an important role to the sub-
national level in pursuing 
PPP, do they have role as 
well in KPPIP? And how 
Local government engage in 
KPPIP? 

4. Have there been any general 
regulatory obstacles to PPPs 
in Indonesia that needed 
KPPIP to solve? 

5. Specific to PPP in the water 
sector, is there any cases that 
was brought to KPPIP? And 
why?  

6. How KPPIP deals with 
transaction cost that might 
be possible appear from the 
fragmented role of central 
government agencies on PPP 
arrangement? 

7. According to the PPP Book, 
several PPP projects in the 
water sector have been 
offered, however the 
progress are vary, why the 
progress are vary among 

And what is the difference compare 
to the recent scheme? 

3. It seems that the PPP programme 
was given relatively much attention 
since the first Indonesia 
Infrastructure Summit in 2005, but 
that implementation of the 
announced pilot projects took some 
time. Is that right and if so, why it is 
happened?  

4. In regard to the PPP project, when I 
compared the Project list in the PPP 
Book 2010-2014, PPP Book 2012, 
and PPP Book 2015, there are 
project that have been removed or 
changed the status, has the method 
been changed, or have been the 
project cancelled, or something else? 
 

Organisation of Indonesian PPP 
Program 

1. How policy initiatives and regulation 
are for PPPs coordinated across 
ministries and agencies and what is 
the PPP Centre role in term of 
coordination? Especially for PPP in 
the water sector. 

2. Have there been any general 
regulatory obstacles to PPPs in 

Summit in 2005, but that 
implementation of the announced 
pilot projects took some time. Is that 
right and if so, why it is happened? 

3. In regard to government support for 
PPP program, since 2005 there have 
been several times the GOI changed 
the regulation, why it is happened? 

 

 

 

 

 

 

 

Organisation of Indonesian PPP Program 

1. How policy initiatives and regulation 
are for PPPs coordinated across 
ministries and agencies and what is 
the RMU role in term of 
coordination? 

2. How RMU engage the local 
government in the PPP development? 

3. Is there any influence from 
central government regulations 
or provincial regulations in your 
PPP program? 

4. As you might be aware there 
were several changes in the 
central government regulation 
regarding with PPP recently. Has 
there been any administrative 
change in your region that has 
been caused by this changing of 
the national regulations? 

5. How does the Central 
Government PPP arrangement 
affect your PPP water sector 
program? 

6. How does your government 
ensure the central government 
that your region is able to 
conduct PPP programs in the 
water sector?  

7. How do you explain the process 
for developing a feasibility study 
of proposed PPP water projects 
in your region? Are there any 
actors from different 
governmental tiers involved?  

8. How do you minimise the 
transaction costs as a result of 
your PPP arrangement? 
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different local and provincial 
government? 

8. To what extent Indonesian 
water governance affect the 
arrangement of PPP in the 
water sector?  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Indonesia and specific in the water 
sector? And how PPP centre solve 
it? 

3. How PPP centre engage the local 
government in the PPP 
development? 

4. Are there any governmental bodies 
that sceptic with the capacity of LG 
in pursuing PPP? And why? 

5. Which organisations, both public and 
private, would you say to be the 
main proponents of Indonesian PPP 
Program? 
 

Role of Sub-National Actors in PPP 
Centre 

1. On the PPP regulation, Indonesian 
government give an important role to 
the sub-national level in pursuing 
PPP, do they have role as well in 
PPP Centre? And how does local 
government engage in PPP Centre? 

2. What role did the decentralization 
policy play for Indonesian PPP in 
sub-national level especially in the 
water sector? 

3. According to the PPP Book, the 
progress of PPP projects especially 
in the water sector seems slow, what 

3. Are there any governmental bodies 
that sceptic with the capacity of LG in 
pursuing PPP? And why? 

4. Have there been any general 
regulatory obstacles to PPPs in 
Indonesia and specific in the water 
sector? And how PPP centre solve it? 

 

 

 

 

Role of Sub-National Actors in RMU 

1. On the PPP regulation, Indonesian 
government give an important role to 
the sub-national level in pursuing 
PPP, do they have role as well in 
RMU? And how Local government 
engage with RMU? 

2. What role did the decentralization 
policy play for Indonesian PPP in 
sub-national level especially in the 
water sector? 

3. In the regulation, there have been 
stated that risk will be allocated to 
the party best able to control risk, in 
multi-level context, how RMU and 

9. What kind of support do central 
and local governments provide 
for PPPs in the water sector in 
your region? 

10. Does the progress of your PPP 
water program seem stagnant? If 
so, why? What are the key 
challenges facing your PPP 
program?   



81 
 

 

 

 

is the key challenge from the PPP 
centre perspective? 

sub-national government arrange the 
risk allocation especially for PPP in 
the water sector? 

4. In regard to the government support 
for PPP in the water sector, how is 
the arrangement between central 
government and sub-national 
government in providing support for 
PPP in the water sector? 

5. Are there any governmental bodies 
that sceptic with the capacity of LG 
in pursuing PPP? And why? 
There is a PPP Water Supply that 
have been successfully tendered, that 
is PPP in Tangerang District, 
whereas the other project seems 
nearly stagnant, is there any 
relationship with the role of sub-
national government in determining 
risk allocation and government 
support?   

Source: author’s own work 
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Table 3.4 Interview Respondents 

Agency 
Local Level Provincial 

Level 
Central 
Level 

Bandar 
Lampung Tangerang Umbulan, 

East Java 
Central 

Government 
Inter-Ministries Infrastructure Agency 
(KKPPI) - - - 1 

Ministry of Planning Agency (Bappenas) - - - 1 

Ministry of Finance - - - 4 

National Water Board (BPPSPAM) - - - 1 

Ministry of Home Affairs - - - 2 

National Procurement Agency - - - 1 

PT. SMI - - - 1 

PT. PII - - - 1 

Academician - - - 1 

Local Actors 2 1 2   

Local State Own Enterprise (PDAM) 2 1 5   

Private actors 1 1 1   

Total       29 
Source: Author’s own work 

3.5.3.3 Doing the fieldwork 

Before conducting the fieldwork, the researcher conducted pilot testing of the proposed 

interview questions with three carefully selected respondents. To do so, the researcher sent a set of 

the draft interview questions to the three selected respondents after first informing them they were 

involved in a pilot interview and asking them to give comments or feedback regarding the questions 

that were to be asked of a wider set of participants. Valuable feedback was received, especially 

related to the wording of questions that were considered unclear, and modifications were made to 

reflect this feedback. This pilot interview phase was considered important for ensuring that the 

fieldwork ran smoothly and the aims of this part of the study could be more effectively achieved. 

Since the fieldwork was to be conducted in Indonesia, the pilot testing process was also useful for 

minimising the duration and cost of the time spent overseas. 

The fieldwork itself was conducted from December 2016 to February 2017. The majority 

of the respondents resided in Jakarta, however the fieldwork also involved visiting respondents in 

other locations including Bandar Lampung Municipality, Tangerang District and five cities in East 

Java Province.  

A formal letter was sent to the respondents and their agencies before the interviews were 

conducted. The content of the letter aimed to explain the background of the study, the objective of 

the research and the researcher’s intention to ask their availability to become a respondent in the 

interview phase of this study. The interview itself was conducted using a protocol that had been 

previously explained to the interviewees via email and/or mobile phone. Before beginning the 
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interview, the researcher explained that the interview would be recorded and transcribed. The 

respondents were also informed that they could ask the researcher to stop or pause the recording if 

they needed to attend to an important matter during the interview process or if they felt 

uncomfortable because their response may be considered offensive to other agencies or other 

persons. 

3.5.3.4. Interview Administration 

All the discussions held during the interview process were recorded and saved digitally in 

a folder that could be accessed only by the researcher. The interviews, conducted in Bahasa 

Indonesia (Indonesian Language), transcribed and then coded using the NVivo software, as 

recommended by experts in qualitative methods such as Bazeley (2007), Gibbs (2002), & Richards 

(1999). 

3.5.4. Focus Group Discussions (FGDs) 

3.5.4.1. Developing FGD Questions 

In conducting the FGDs, the researcher began with a list of questions developed to guide 

the process of discussion. From our survey and case study results, several issues emerged that were 

seen as having important policy implications that needed to be addressed to improve the 

implementation of the Indonesian PPP program in the water sector. These issues were formulated 

into FGD questions (see table 3.5). 

Table 3.5 List of FGDs Questions 

Questions from Survey Results Questions from Case Study Results 

1. How to improve the role of local leaders? 

2. Who will run the capacity building program? 

3. What sub-national government units should be 
targeted for the capacity building program? 

4. Who should run the program initiative? 

5. Who would fund the program? 

6. What type of capacity building program should 
be adopted?  

7. What is the most important topic should be 
covered for the focus of this program? 

1. How to streamline the adoption process of PPP 
at the local level? Is there any procedure that is 
needed to simplify? 

2. What types of incentives that can be utilised to 
solve intergovernmental problem in PPP 
arrangements? 

3. Is it possible to use the transfer grant as an 
incentive? What type of grant that can be 
proposed? 

4. Is there any recommendation for non-fiscal 
incentives for supporting water PPP 
arrangements?  

5. What type of sanctions can be applied to ensure 
the GCA commit to make the project 
successfully implemented? 

6. Is there any specific role of Provincial 
Government that can be proposed to support 
water PPP project? 
 

Source: author’s own work 
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3.5.4.2. Participant selection and entering the FGDs 

This final fieldwork was conducted between February and March 2019. Due to the limited 

budget, the FGDs were able to be conducted in only two locations: in Jakarta with central 

government respondents and in Surabaya with Umbulan water project stakeholders. The focus 

group participants were briefed on the planned FGD process prior to their meeting with the 

researcher. This was to ensure they turned up well prepared so the resultant discussions could 

produce fruitful results (Rothwell, Anderson, & Botkin, 2016). The researcher acted as the 

moderator or the facilitator of the discussion. Similar to the study by Boateng (2012), the most 

difficult part of this role was ensuring the discussion was not dominated by a particular person or 

group from a particular unit or agency.  

The first FGD was conducted in Jakarta on 20 February 2019 with four participants 

representing the PPP units, and the Directorate General of Fiscal Balance of Ministry of Finance. 

The second FGD was conducted in Surabaya on 4 March 2019. Six key participants were invited 

to attend; however, more than ten people attended this particular FGD because each invited 

participant brought a colleagues along as well (see figure 3.4).  

 

 

Figure 3.4 Focus Group Discussions in Surabaya 

Source: Author’s own documentation 
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3.6. Data Analysis 

3.6.1. Quantitative analysis 

Data gathered from the surveys were analysed via two levels of analysis. The first level 

comprised use of descriptive statistics. At this level, this study provided a summary of the data 

obtained from respondents; therefore, we were able to describe the basic information regarding the 

characteristics of the respondent and their experiences with PPP implementation and/or adoption.  

The second level comprised inferential analysis. In this analysis, the study/we employed 

appropriate non-parametric statistical methods such as Mann-Whitney U and Kruskal-Wallis H 

tests to investigate the difference of perceptions among different group of respondents (Bryman & 

Cramer, 2005). The choice of non-parametric statistics to analyse the data was considered, given 

the sampling methods employed and the form of responses elicited in the questionnaires (Gibbons 

& Chakraborti, 2011; Sekaran & Bougie, 2013). 

To enrich the analysis of responses from our second survey, factor analysis was used to 

reduce a large number of variables into a small number of variables/ factors that shared similar 

characteristics (Moghaddaszadeh, Sarfaraz, Komijan, & Shojaie, 2015). A number of studies of 

PPP implementation in other countries also used employed/used factor analysis to analyse different 

issues such as critical success factors (Li et al., 2005a, 2005b) and to evaluate the merit and worth 

of PPP arrangements (Wibowo, 2015). However, the researcher is aware that factor analysis cannot 

be utilised to measure the significance of relationships between variables incorporated into a 

particular factor or between the different factors themselves. Indeed the incorrect utilisation of 

factor analysis may lead to wrong conclusions being drawn from our survey results (Trninić, 

Jelaska, & Štalec, 2013). 

3.6.2. Qualitative analysis 

In the qualitative part of this study we used both primary data such as interview 

transcriptions and secondary data such as document materials (see Section 3.4). The researcher 

adopted the technical analysis proposed by Miles, Huberman, & Saldana (2013) to guide the 

process of analysis. The researcher also took insights, from Barzelay, Gaetani, Velarde, & Cejudo 

(2003), that proposed practical guidance for analysing data in policy studies. Three steps were 

used.  

In the first step, the researcher began with/by taking the notes from the assembled database 

sources, especially with respect to key important events. From these notes, the researcher 

developed a metaphor or sketched the ideas that emerge from the notes (Miles & Huberman, 1984; 

Wolcott, 1994). Further, the researcher developed a series of coding (Strauss & Corbin, 1994) in 

order to find the emerging themes and patterns in the data. This included open coding, sub-

category/axial coding (if needed), and focus coding/category coding. For example, with open 

coding, data from the interview transcriptions can be split into a number of codes such as 
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“Procurement Agent” and “PPP Procurement Regulator”. Subsequently, sub-category coding was 

established by connecting these open codes with concepts such as “Bidding Regulator” and “Local 

Government Supervisor”. The focus coding for these two axial codes was “General Purpose 

Jurisdiction”. The detail of coding in this study can be found in appendix 6. Parallel with this 

process, the researcher developed a chronological overview of each case using time lines 

visualisation, as recommended by Eisenhardt (1989).  

The next step of the qualitative data analysis in this study is to develop a basis framework 

for case comparison, to be utilised for the last step of the analysis. For this, the researcher adopted 

the narrative structure proposed by M. Barzelay et al. (2003) for studying policy change (see figure 

3.5). Each of our three selected cases was constructed as an episode. The prior events related to 

the mobilisation of resources for each case and the process of agenda setting. The contemporaneous 

events related to events that are interpreted as the causes within the episodes, including the dynamic 

of PPP policy making at the central level as a result of changing policy (Barzelay et al., 2003, p. 

25). The coordination and governance mechanisms used to deal with multi-level governance 

problems in the PPP arrangement are examples of related events. The later events in Barzelay’s 

model arise in the implementation phase of each episode. 

 

 

 
Figure 3.5 Narrative Structures for Policy Change 

Source: Adapted from  Barzelay et al. (2003)      

 

Finally, the last process of our qualitative data analysis employed the two-level analysis 

recommended by Barzelay et al. (2003, p. 34). At the first level, an intra-events analysis was 

employed to analyse each case in detail, for example the development of the Umbulan water supply 

project. In doing so, this study took insight from the cross-referring technique advocated by 

Petersen (2011b), to interview respondents not only about their organisation, but also about their 

perception toward other agencies’ actions.  

Prior Events The Episode Later Events 

Contemporaneous Events  

Related Events 
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A cross-events analysis was then conducted to provide case comparison. Reflecting the 

multi-level governance approach employed in this study, this cross-events analysis included 

comparison between events from different governmental levels, such as comparison between 

projects that belong to provincial governments (Umbulan WSP) and projects that belong to 

municipal/district governments, as well as those between successful and unsuccessful projects. 

The specific aim of the focus group discussions was to assist in road-testing and refining 

the policy recommendations emerging from this study. Because of the limits of analysis time and 

budget, the researcher employed the quick method of FGD analysis suggested by Stewart & 

Shamdasani (2014). In analysing the FGDs, the brief summary of the discussion takes into account 

“to what extent the participants agreed/disagreed to a particular issue, and the frequency of shifting 

opinion during the discussion” (Breen, 2006, p. 473). 

3.7. Reliability and Validity  
One essential issue involved when conducting qualitative research is the evaluation of the 

quality of the underlying research data or inputs. This evaluation, important for determining the 

rigorousness of the research, is associated with the concepts of reliability, validity and 

generalizability (Mason, 2002; Noble & Smith, 2015).  

This study has attempted to achieve reliability and validity by use of several strategies. 

The first strategy is achieving reliability by ensuring a transparent and clear description of the 

research process (Noble & Smith, 2015). In doing so, the researcher has established a database 

from the data gathering process (Amaratunga, Baldry, Sarshar, & Newton, 2002), and all the 

processes employed in developing this database have been recorded in an assessable manner 

(Bryman, 2008). This ensures that the transparency of the process can be interrogated, so that other 

researchers can apply the same method for database construction in a different context. For the 

quantitative part of this study, the internal consistency and reliability of the responses were 

examined using Cronbach’s alpha statistics before this analysis was conducted (Christmann & Van 

Aelst, 2006; Tavakol & Dennick, 2011).  

The second strategy related to validity issues. The design of this study involves use of 

multiple sources  to construct a chain of evidence (Yin, 2009). A structured literature review was 

employed as a tool to enhance validity, as suggested by Neuman (2006). Finally, a triangulation 

approach was employed as recommended (Peters, 1998; Yin, 2009). In particular, we compare and 

contrast the case study results with the findings from surveys and interviews and other document-

based sources.  

When conducting the study, the researcher also attempted to minimise any bias (Noble & 

Smith, 2015) either selection or information (Tripepi, Jager, Dekker, & Zoccali, 2010). For 

instance, despite this study selecting participants from the PPP Book 2015 (purposive sampling), 

those selected from this book were chosen on the basis of the recommendations of knowledgeable 
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persons (Tongco, 2007). In particular, the researcher showed the list of qualifications of selected 

participants to key resource people, such as head of agencies, and asked for any suggestions for 

other possible inclusions. Another possible source of bias that could arise results from the prior 

work experience of the researcher, who was previously a central government official. Having 

different perceptions from those of respondents drawn from local and provincial governments 

could influence the ability of the researcher to interpret the findings objectively. To minimise this 

type of bias, the researcher, guided by the academic supervisors, ensured a transparent and clear 

description of the research process.  

3.8. Ethical Considerations 
Since this study involved humans in its data collection phase, we needed to pay attention 

to the ethical issues that might arise during the research process. Diener and Crandall (1978 in 

Bryman, Becker, & Sempik, 2008) suggested various ethical principles to be followed in the social 

sciences, namely that the research should not pose any harm to participants, nor proceed without 

informed consent, nor impinge on participants’ privacy, nor involve any fraud. 

In that sense, before entering the field, formal correspondence was sent to the targeted 

respondents providing a brief explanation of the study using the local language (Bahasa Indonesia 

language). This brief explanation provided information regarding the purpose of the study and its 

data collection, the benefits to society or to the institution, the contributions to knowledge, and 

their right to have access to a summary of the results. We also informed them that their participation 

is voluntary, such that they were able to withdraw from the process at any time. This study also 

provided a guarantee of confidentiality to the respondents. Each respondent was required to sign a 

written informed consent form before beginning the interview. Ethical approval was obtained from 

Griffith University before commencing interactions with any individual respondents; the research 

was conducted in accordance with the approved protocols (see appendix 1).  

3.9. Concluding Remarks 
This chapter presented the methodology used to implement the process of empirical 

investigation aimed at addressing our key research questions. The mixed-method methodology 

employed combined the use of documentary analysis, questionnaire surveys, case studies, semi-

structure interviews and focus group discussions. The procedure used for data collection, sampling 

strategies, and the fieldwork strategy employed were also discussed. This chapter also described 

the steps used to ensure reliability and validity as well as to address potential ethical concerns. The 

next two chapters outline the nature of and the perceptions related to the PPP program in the 

Indonesian water sector. 
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Chapter 4: Multi-Level Governance of PPPs in the Indonesian Water 

Supply System 

4.1. Introduction 
Indonesia, a country with more than 17,000 islands, has a population of more than 220 

million according to the latest census (BPS, 2010). According to the Ministry of National 

Development Planning (Bappenas), the population of Indonesia is predicted to reach more than 

270 million in 2020 (Bappenas, 2013). This population has increased significantly compared to the 

1945 Independence Day population of around 60 million (BPS, 2010). To manage this increased 

population, the number of administrative regions has also expanded, especially in the 

decentralisation era. According to data from the Directorate General of Fiscal Balance (DGFB, 

2014), the number of administrative regions increased by 160, from 379 in 2001 to 539 regions in 

2013 (as can be seen in figure 4.1). According to the Ministry of Home Affairs, in 2013 these 539 

administrative regions were made up of 34 provinces, 412 districts, and 93 municipalities (MOHA, 

2013) (see figure 4.1). 

 

 

Figure 4.1 Indonesian Sub-National Regions 

Source: adapted from DGFB data, 2014 

 As a consequence of this population growth, the demand for water has also increased 

significantly, exceeding the availability of supplies (ADB, 2012). According to the National Water 

Board (BPPSPAM), until 2011 the water supply coverage was able to fulfil only 55.04% 

nationally. Although the coverage increased by 18%, compared to the baseline 37.73% in 1993 for 

the Millennium Development Goals (MDGs), this achievement was still significantly below the 

MDGs targets, which require 75.29% in 2015 (Bappenas, 2010b). Moreover, until 2011 water 

service installation was able to cover only 13.94% of the water requirements in rural areas and 

41.88% in urban areas. This situation lead the government to seek alternatives solutions, and one 

of those solutions that is relevant to this study is the roll out of a Public Private Partnership (PPP) 

scheme. 
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However, as mentioned in previous chapters, the progress of the Indonesian PPP program 

in the water sector seems stagnant. From the 25 projects that were initiated and offered to the 

private sectors, only two projects can be considered successful. Our survey results (see chapter 5) 

also indicate some potential challenges for PPP implementation, including institutional 

arrangements and the lack of an effective capacity building program, PPP regulations, leader 

commitment, local actor resistance, and the local political situation in some regions. Understand 

how PPPs work in these circumstances requires an understanding of both the institutional 

framework for water governance and the PPP program initiated in Indonesia. This chapter aims to 

provide this, together with a narrative account of the multi-level governance context of water 

management in Indonesia. In this regard, based on the desk study, the following sections will 

outline water sector governance, intergovernmental relations, and the Indonesian PPP Program in 

the water sector. Finally, some concluding remarks are provided.  

4.2. Water Sector Governance 

4.2.1. Indonesian water provision history  

 The history of water provision obligations in Indonesia began in the colonial period. 

The obligation for water distribution was given to state -owned enterprises/local water enterprises 

called PDAM (Hadipuro, 2010). For example, in North Sumatera, PDAM Tirtanadi was 

established by the colonial government in 1908. In Surabaya city, the colonial government also 

established PDAM NV. Biernie in 1903. In Bandung district, PDAM Tirtaraharja was set up in 

1926. After Independence in 1945, the Indonesian government took the PDAM as their local 

government bodies (Hadipuro, 2010). Moreover, in the 1970s under the Minister of Home Affairs 

Instruction (Inmendagri) 26/ 1975, the government changed the PDAM’s status to local companies, 

commonly known as local state -owned enterprises. 

After the new order era (from 1999), the involvement of the central government in PDAM 

operations is still apparent, despite their status as local companies. Through regulations, such as 

MOHA Regulations 109/1982, 4/1984, 5/1984 and 61/ 1986, the central government is involved 

in the management of water distribution. Hakim (2000) found that the management of PDAM is 

complex: For technical aspects, the central government (through the Department of Public Works) 

regulates infrastructure and raw water management; for financial aspects, the national Department 

of Finance is the main source that must be referred to by PDAMs.  

Decentralisation, which was initiated by the establishment of Law 2/1999 (Local 

Governance) and Law 25/1999 (Central and Local Fiscal Balance), changed the direction of water 

distribution. These laws explicitly state the divisions of responsibilities between central and local 

governments, and also the policy on how the central government will finance those responsibilities 

devolved to local government, one of which is water provision. Officially implemented in 2001, 
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these laws increase the role of local government in service provision including water. Therefore, 

according to these laws, local governments now own the PDAM as their local companies. This 

situation added a new pressure to the PDAMs since they are not only responsible to distribute water 

supplies, but also for generating income for local governments (Hadipuro, 2010).  

According to the National Water Board (BPPSPAM), of the 374 PDAMs in Indonesia, in 

2018 only 59% were categorised as ‘Healthy’, with 27% categorised as ‘Less Healthy’ and the rest 

(14%) grouped as ‘Unhealthy’ local companies. These categorisations were based on BPPSPAM 

evaluation of the performance of PDAM based on criteria such as financial, service and operational 

(see Figure 4.2). 

 

 

Figure 4.2 Categorisation of PDAMs 

Source: adapted from BPPSPAM data, 2018 

4.2.2. Indonesian Water Regulation 

Urban water supply, although a local issue, involves an overabundance of stakeholders 

able to create obstacles in formulating and implementing water regulations (OECD, 2011a). A 

report by Hall & Lobina (2006b) suggests that, despite growth in the involvement of the private 

sector in the water sector, the role of the public sector in water remains dominant. It is important 

to understand the regulatory framework of water management as a starting point for this research. 

This section also presents relevant policies relating to the water regulatory framework and its 

reforms, especially at the national level. This discussion starts from the highest regulation in 

Indonesia, the Constitution UUD 1945, and moves to lower-level regulations, including those 

necessary for implementation. 

 

0%

10%

20%

30%

40%

50%

60%

2013 2014 2015 2016 2017 2018

41%

51% 50%
53%

55%
59%

38%

31% 30% 29%
27% 27%

21%
17%

20%
18% 18%

14%

Healthy

Less Healthy

Unhealthy



92 
 

4.2.2.1 Indonesian Constitution (UUD 1945) 

As the highest regulation in Indonesia, the UUD 1945 has an important role in the 

development of policy in Indonesia, including water policy. In other words, the UUD 1945 acts 

not only as a political constitution, but also as an economic and social constitution (Asshiddiqie, 

2013). In the economic view of the constitution, the UUD 1945 has an ‘Economic and Social 

Welfare Chapter’ (chapter XIV) that consist of two articles. Article 33 is considered to be the 

article that states the economic view of Indonesia, commonly called the People’s Economy. Some 

scholars suggest that this article was inspired by the socialist and nationalist approach toward 

economy, since its first paragraph states that the economy shall be organized as a common 

endeavour based upon the family principle or collectivism (Al'Afghani, 2006; Butt & Lindsey, 

2008; McLeod, 2002). For the family principle in the economy, the UUD 1945 stated that those 

strategic sectors important to the country and affecting the lives of a considerable number of people 

should be controlled by the state (article 33(2)). The strategic sectors in this article refer to oil, gas, 

mining activities, and water provision (Al'Afghani, 2006; Davidson, 2015). Regarding the water 

sector, the constitution specifically mentions in article 33(3) that “The land, the waters, and the 

natural resources shall be under the control of the State and shall be used to the greatest benefit of 

the people”. Therefore, the constitution mandates that water, a part of human rights, is a natural 

resource that should be controlled by the state. However, the right to water as a part of human 

rights is not clearly mentioned (Al'Afghani, 2006).  

Furthermore, the arrangement of article 33 is a controversial issue that has raised a lot of 

attention. Firstly, as a consequence of its arrangement, explorations of these sectors are not “fully” 

open to the private sector. In accordance with this arrangement, if the private sector is eager to 

become involved in these strategic sectors, they must do so via a contractual agreement with the 

government. In oil and gas exploration such a contract can be done through a production sharing 

contract (PSC), whereas in mining industries, the private sectors have to get a mining licence 

(Al'Afghani, 2006). In the water sector, private sectors can become involved through a PPP or 

BOT scheme. 

 Secondly, without a clear explanation about the respective rights and obligations, the 

arrangements established under article 33 might be interpreted differently. In Indonesia, several 

cases have shown different interpretations between the Constitutional Court and some part of the 

population and the Indonesian Government. In 2004, the Constitutional Court annulled Law No. 

20/2002 (Electricity) due to its effort to implement an unbundling system of electricity production 

(Hukumonline, 2004b). Furthermore, in late 2012, the Constitutional Court abrogated Law 

22/2001 (Oil and Gas) (Davidson, 2015). The latest law invalidated by the Constitutional Court is 

Law 7/2004 (Water Resource). Through the Constitutional Court decision No. 85/PUU-XI/2013, 

the Court held the position that the Water Resource Law is in contradiction with the constitution 
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(Hukumonline, 2015). According to the Court, the rights for exploration and exploitation of natural 

resource cannot be transferred to the private sector. Private entities are able to be involved in these 

sectors as a public partner only through a concession contract (Al'Afghani, 2006). Hence, Butt 

(2008) argued that article 33 and the Court interpretation of this article could challenge the efforts 

of the Indonesian Government to be more active in attracting the private sectors in these areas.  

4.2.2.2 Laws 

 The second layer of the hierarchy of regulations in Indonesia represents its laws. In 

regard to water regulation, we found that there are at least two laws that influence water 

governance. The first law that directly regulates water resources is Law 7/2004 (Water Resource). 

This law was stipulated to replace Law 11/ 1974 (Irrigation), which had been intended to respond 

to the imbalance between the supply of and the demand for water resources (ADB, 2012; 

Al'Afghani, 2006). Law 7/2004 was enacted to provide clarity in relation to the authority and 

responsibility for water resource management (Azdan, 2011). The second law that influences water 

governance is the decentralisation law. This law has two components, each further revised. These 

two laws are Law 32/2004 (further revised by Law 23/2014 (Local Government)) and Law 25/1999 

(revised by Law 33/2004 (Central and Local Fiscal Balance)). These laws brought more authority 

and a greater role to the local government in managing public services and increased the source of 

revenue of local governments in delivering these public services, including in the water sector 

(ADB, 2012). 

 However, in terms of water reform, it might be suggested that Law No.7 Year 2004 on 

Water Resource is the main law that must be considered. The first reason is the comprehensiveness 

of this law, compared to Law 11/1974. This law regulates water management in relation to the 

areas of authority, institutional arrangements, integration of planning and implementation, public 

participation and financing (Azdan, 2011). This gave a mandate to the government to enact at least 

25 government regulations to implement this law (Al'Afghani, 2006). The former law had only 

focused on the irrigation aspects of water services. The second aspect that changed with the 

enactment of this law was the openness to private entity involvement in water service provision. 

While many parties seem to disagree with this law, they all agree that this law will encourage some 

forms of privatisation in the water sector (Al'Afghani, 2006; Al 'Afghani, 2012; Butt, 2008), 

whereas the previous law mandated that water management be monopolised by the government 

(article 3 (2) of Law 11/1974). 

 According to Law 7/2004, each governmental layer has responsibility and authority to 

manage the water resource, based on the nature of the river basin, although the water services 

primarily became the responsibility of local government (Al 'Afghani, 2012; Azdan, 2011). The 

central government became responsible for managing the water resource if the river basin spans 

across provinces, across countries and/or becomes of national strategic importance (article 14). 
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Provincial governments have the authority for river basins that span across municipalities in their 

regions (article 15). Meanwhile, districts and municipalities are responsible only for managing the 

basins within their authority (article 16). However, in certain circumstances either provincial or 

local governments are able to manage water resources that come under central government 

authority (article 18). Table 4.1 clarifies the water resource management under this water resource 

law. 

Table 4.1 Water Resource Management under Law No. 7 Year 2004 

Central Government Provincial Government Local Government 

i. Cross country boundaries 

ii. Cross province boundaries 

iii. National strategic interest 

 

 

i. Cross districts/municipalities 

boundaries 

ii. Under central government 

authority if mandated by 

regulation 

i. Within one district 

ii. Under central government 

authority if mandated by 

regulation  

Source: adapted from Law No. 7 Year 2004, articles 14, 15, 16, and 18 

The other important aspect of the water resource law is that it opened up the possibility for 

private bodies to become engaged in water service provision. Article 9 of this law provides a 

guarantee to the private sector when they become involved in water provision through recognition 

of commercial water rights. However, the involvement of the private sector must be based on a 

licence from government (article 46 paragraph 3). Several constraints that must also be considered 

by private entities if they want to become involved in water provision, namely limitations of water 

allocation, limitations related to the controlling water basin, responsibility to protect the 

environment and the involvement of small and medium enterprises (articles 46, 47 and 48). In 

contrast to this law, the previous water law mandated only that water should be managed by the 

government or other institution with mutual obligation principles ( Hadipuro, 2010). Therefore, 

despite the unsatisfactory performance of a number of PDAM in water provision, the role of the 

PDAM is still dominant. Nevertheless, the stipulation of Law 7/2004 (Water Resource) might be 

considered as providing the opportunity for the government to step in to reform water management 

in particular localities. 

Since Law No. 7/2004 (Water Resource) was stipulated, its implementation has faced 

challenges from many parties. In 2004, at least 16 organisations and nearly 3,000 individuals, 

representing either local or central actors, rejected this law and brought it to the Constitutional 

Court for clarification and/or reconsideration (Hukumonline, 2004a). The applicants objected to 

the content of the law, which was considered to provide a way forward for privatisation in the 

water sector. When considering this challenge, the majority of the judges held the position that the 
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law was constitutional: because the Court believed that under this law, the state retained control of 

the water sector (Butt & Lindsey, 2008). However, in 2015, the Indonesian Constitution Court 

approved a subsequent request for judicial review of this law. The new Constitutional Court judges 

argued that the whole content of Law 7/2004 contradicted the mandate of constitution. They argued 

that water exploration rights should belong to the state, and as a consequence, water supply system 

development must be a state responsibility (Constitution Court, 2015). This situation means that 

all technical regulations that explain Law No.7/2004 in more detail were also declared no longer 

valid, including Government Regulations No. 16/2005 (Water Supply System Development), 

which provides more opportunity for the private sector to be involved in the development of the 

water supply system. As a consequence, in regulating water resources, the Indonesian government 

now relies on Law 11/1974 (Irrigation) and its associated operating regulations.  

4.2.2.3 Government Regulations 

   In order to operationalise laws, the government needs to develop more technical advice 

in the form of government or presidential regulations. It is also possible for ministries to enact 

additional regulations if mandated by either law or government regulation (Law 12/2011 article 8). 

In the water sector, governments have enacted several regulations; however, for the purpose of this 

study, we focus only on the regulations that are concerned with private sector involvement in water 

provision. 

 In 2005, the Government enacted Regulation 16/2005 (Development of Water Supply 

System). Through this act, the government clearly stated that private entities are able to be involved 

in water supply provision (article 1 paragraph 9). However, this is only providing that the water 

supply system remains the responsibility of central and local government. In practice, governments 

delegate this authority to PDAMs; however, in case PDAMs are not able to fulfil this responsibility 

in timely or efficient manners, then the relevant government is able to elicit the assistance of the 

private sector (article 37). Moreover, to formulate the roles, the rules, the procedures, the 

responsibilities for local government when cooperating with private entities, and the procurement 

method associated with such cooperation, the government stipulated a regulation specific to 

cooperation between public and private entities in a PPP scheme. This regulation, Presidential 

Decree 65/2005, was subsequently revised by Presidential Decrees 66/2013, 13/2010, and 56/2011. 

Specific to the government guarantee for PPP projects, the government has also stipulated 

Presidential Regulation 78/2010 (ADB, 2012). 

Several ministries have also issued ministerial regulation in the water sector. To provide 

technical guidance for PPP schemes in the water supply sector, the Ministry of Public Works issued 

Ministry of Public Works Regulations 21/2009 and 12/2010 (ADB, 2012). After the judicial review 

of Law 7/2004 (Water Resources), these regulations were also declared invalid. As a consequence, 

the government relies on the old regulation Law 11/74 (Irrigation), and stipulated a new 
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Government Regulation (PP) 122/2015 (Water Supply System) and Ministry of Public Works 

Regulation 19/ 2016 to replace the previous regulations. However, because the researcher has not 

found any successful story of PPP in the water sector since the stipulation of these new regulations, 

this study will not provide more details regarding the differences between PPs 16/2005 and / 2016 

on the development of the water supply system. Although the basic regulation has changed to PP 

No.122/2016, all the PPP projects that have been processed based on PP 16/2005 (such as the 

Umbulan Water Supply Project and the Tangerang Water Supply Project) remain valid until the 

end of the relevant contract (article 66 of PP 16/2005). 

The Ministry of Home Affairs issued a regulation in regard to water tariffs through MOHA 

Decree 23/2006. This regulation provides guidelines for water tariff calculation, such that tariffs 

should fully recover costs including a rate of return of 10% on investments (ADB, 2012; Hadipuro, 

2010). However, this guideline regulates only water supply that is run by PDAMs, without any 

mention of water supply that is run by the private sector through a PPP scheme. Furthermore, to 

provide guarantees for PPP schemes, the Ministry of Finance also stipulated MoF Regulation 

260/2010. The guarantee of government is aimed to improve the bankability of the project. In 

addition, local governments also stipulate local government regulations to manage the water supply 

in their region, such as Central Java Provincial Act No. 6 & 7/2002 on Groundwater Extraction 

(Hadipuro & Indriyanti, 2009). Table 4.2 summarises the regulatory framework for water 

governance in Indonesia. 
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Table 4.2 Indonesian Water Regulatory Framework 

Regulation Number Contain Status  

Constitution UUD 1945 article 33 State control to the 
land, water and natural 
resources 

Still applies 

Law Law No. 7/2004 Water Resource No longer valid after 
judicial review in the 
Constitution court  

Law No. 11/1974 Irrigation Re-enacted water resource 
regulation  

Law No. 32/2004 then 
revised by Law 23/2014 

Local Governments  

Government 
Regulation/ Act 
/ Decree  

Government Regulation 
No. 16/2005 

Water Supply System No longer valid after 
judicial review of Law No. 
7/2004 

Government Regulation 
No. 122/2015 

Water Supply System  

Ministerial 
Regulation 

MPW No. 21/2009 and 
12/2010 

Technical guidance for 
water supply system 

No longer valid after 
judicial review 

MOHA No. 23/2006 Water tariff   

Source: adapted from (ADB, 2012; Al'Afghani, 2006; Hadipuro, 2010; Hadipuro & Indriyanti, 2009) 
and author’s own work 

 

4.2.3 Indonesian Water Institutional Framework 

Despite a lot of discussion focussing on the water sector, public governance issues have 

also gained a lot of attention from scholars and development agencies (ADB, 2012; Hanjra, 

Blackwell, Carr, Zhang, & Jackson, 2012; OECD, 2011a, 2014; Sarker & Rahman, 2007; Tabi & 

Verdon, 2014). Evidence from several countries has shown that although water is a local issue, 

many government agencies at both central and local levels are often engaged with these issues. A 

recent survey of OECD countries has shown that public governance of water is fragmented and 

varies among jurisdictions (OECD, 2011a). Figure 4.3 and table 4.3 show the number of actors 

involved in water policy making in OECD countries. 
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Figure 4.3 Number of Authorities in Water Policy Making 

Sources: Adapted from OECD water governance survey (2010) 

 

 

Table 4.3 Water Policy Making in some OECD Countries and Latin America 

Country Nature of 
Country 

Number of Actors 
in implementation 

Number of actors 
in regulation 

Role of 
central 
government 

Legal Basis 

Australia Federal 4 4 Joint Law 

Canada Federal 9 3 Joint Constitution 
and Law 

Chile Unitary 
\15 10 Dominant 

Law, Ad 
Hoc & 
Other 

France Unitary 
5 5 Joint 

Law, Ad 
Hoc & 
Other 

Italy 
Quasi-
Federal 6 5 Joint Law, Ad 

Hoc 
Japan Unitary 4 0 Dominant Law 

Brazil Federal 7 5 Joint Constitution 
and Law 

Cuba Unitary 6 6 Dominant Constitution 
and Law 

Argentina Federal 5 3 Joint Constitution 
and Law 

Source: Adapted from Akhmouch (2012a) and OECD, (2011b) 

From table 4.3, it might be elicited that there is little, if any, similarity in regard to water 

governance arrangements. However, similarity can be found with respect to two features. Firstly, 

at the central level, water governance is fragmented, with more than one authority generally 

involved in water policy. Secondly, the role of the sub-national level in the water sector is 

significant. According to the OECD, the role of sub-national actors is clear, since most OECD 

countries have decentralized their water policy making (OECD, 2011a). 

In Indonesia, although water policy making is different compared to OECD countries, 

some characteristics are similar. At the central level, water policy making is also fragmented into 

several bodies. As mandated by the Law 7/2004 (Water Resource), the Ministry of Public Works 
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(MPW) is responsible for defining the policies and technical standards related to water supply. In 

2006, MPW established a National Water Board (BPPSPAM) to support the development of water 

supply (ADB, 2012). MPW also enacted regulations regarding the development of the water supply 

system (Hadipuro, 2010). Moreover, as mandated by the Law No.22/1999 on Local Government, 

the Ministry of Home Affairs has a role in determining the water tariff that is provided by PDAMs, 

in supervising the management of PDAMs and in local government performance. 

As a state asset fiscal regulator, the MoF provides guidance related to private sector 

involvement through PPP schemes, and also provides for channelling of foreign loans or grants for 

sub-national governments, for example the Water Hibah grant from AUSAID (ADB, 2012). Other 

ministries also play a role in water governance in accordance with their responsibility, such as the 

Ministry of Health, responsible for water quality, and the Ministry of Environment, responsible for 

water pollution control and other environmental issues; the Ministry of Planning (Bappenas), 

responsible for medium- and long-term planning, also engages with the national PPP program 

(Dialogue, 2011).  

The roles of sub-national governments and the PDAMs, as the operators of water provision 

facilities, are also important in water governance. However, as mentioned in the previous section, 

most of the nation’s PDAMs do not perform well. Therefore, several local governments have 

started to involve private entities in water service provision (see table 4.4). At either national or 

local levels, non-governmental organizations (NGO) are also involved in water governance, such 

as the Indonesian Consumer Foundation (YLKI) and the Indonesian Association of Water Works 

Enterprises (PERPAMSI) (see figure 4.4). 

Table 4.4 Private Sector Involvement in the Water Supply through the Business-To-Business Concept 

Cities Cooperation Investor 

Jakarta Full Concession Suez & Thames 

Medan BOT Degremont 

Batam Full Concession Cascal BV & BCS 

Tangerang O&M Contract Tirta Cisadane 

Tangerang ROT-Bulk Water PT. TKCM 

Ambon Joint Venture WMD 

Jambi BOT- Bulk water Novco 

Souce: adapted from the Water Dialogue Indonesia (2011) 
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Figure 4.4 Indonesia Water Governance Arrangement 

Source: Adapted from the Water Dialogue Indonesia (2011) 
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4.3. Intergovernmental Relations in Indonesia 
Another important aspect that needs to be discussed to understand issues that have arisen 

in relation to the Indonesian PPP program is that of intergovernmental relations, both from a 

governance perspective and in terms of fiscal arrangements. This aspect cannot be neglected 

because the adoption of a PPP in a given region can be influenced by other governments or 

jurisdictions, especially in the water sector when the source of bulk water lies in other jurisdiction 

(Akhmouch, 2012a; Ameyaw & Chan, 2015). 

4.3.1. Intergovernmental Relations in Indonesia 

Indonesia is an archipelago country in Southeast Asia comprising 17,508 islands with the 

fourth largest population in the world, about 238 million peoples. Indonesia has also unique 

characteristics as a nation with more than 300 ethnic groups, each with their own local language 

and culture. Those characteristics have had a significant influence on the government system in 

Indonesia, a unitary country comprising 34 provinces and 508 districts (regency and 

municipal/city).  

According to the World Bank (2017), Indonesia also the biggest economy in Southeast 

Asia, with GDP of about US $932 billion in 2016. The Indonesian economy from the early 1970s 

to the mid-1990s showed a relatively good performance, with economic growth of more than 6% 

(GDP) annually on average. However, the Asian financial crisis in 1997 disrupted this economic 

development: the GDP of Indonesia showed a decline of -13.1% in 1998. The crisis also drastically 

increased the number of poor and unemployed people (World Bank, 2003). This situation caused 

unrest and chaos among the people. President Suharto, who was in power for about 32 years, was 

forced to step down in May 1998 and was replaced by Vice President Habibie. During the short 

period of the rule of President Habibie, from May 1998 to July 1999, he introduced a radical change 

to the Indonesian administration system that was aimed at democratization and decentralization 

(Seymour & Turner, 2002). At that time, these were the most important issues because many 

provinces had expressed dissatisfaction with the political, social and economic centralization of 

previous years. In extreme cases, provinces which had a long history of an armed conflict with the 

central government and provinces with rich natural resources, such as Aceh, Papua and East Timor, 

demanded independence (World Bank, 2003). 

Under President Habibie, two laws enacted in 1999 as the legal basis for decentralization 

were implemented in 2001 under the next President, Abdurrahman Wahid. These new laws are 

Law 22/1999 (Local Governance) and Law 25/1999 (Fiscal Relations between Central and Sub-

national Governments). By Law 22/1999, many responsibilities and authorities of the central 

government were devolved to provincial and district governments (kabupaten (regency) and kota 

(municipality)) (Brodjonegoro & Asanuma, 2000, p. 112). In line with this, Law 25/1999 was 
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intended to promote this process by giving sub-national governments more financial resources 

through intergovernmental fiscal transfers, such as revenue sharing with the central government 

and general and specific allocation grants to sub-national governments. Both of these laws were 

amended in 2004: Law 22/1999 was replaced by Law 32/2004; Law 25/1999, by Law 33/2004. 

These laws replaced Law 5/1974 (Local Administration), enacted during the Suharto era, 

which centralized governance. The laws of 1999 changed the intergovernmental relationship 

between central and sub-national governments and required enhanced competencies especially of 

district governments (including municipalities). Before the changes were implemented in 2001, 

sub-national governments were strongly subordinate to the central government. The Ministry of 

Home Affairs had the power to control most sub-national government activities. Furthermore, 

governors of provinces were much superior to heads of district governments (mayors (walikota) 

and heads of regency (bupati)). As the only executive branch manager in each region, governors 

had the authority to control, manage, lead, and supervise, as well as to coordinate subordinates in 

their region (Sidik, 2007). After 2001, governors lost these powers and merely became 

coordinators of the heads of the district governments in their regions. 

However, the revised power arrangements under Law 32/2004 still left many challenges 

unresolved. The main issue is the lack of clarity in the assignment of functions (Adrison, Martinez-

Vasques, & Nurhalim, 2012). For example, according to the World Bank (2011), there still seems 

to be confusion in the distribution of authorities from the central to the sub-national government. 

In certain sectors, some affairs appear to overlap between tiers. Nevertheless, sub-national 

governments are clearly responsible for 11 important functions (e.g., education, health, 

infrastructure, environment, investment, farming, and forestry), while the authority of the central 

government has been restricted to foreign affairs, defence and safety, fiscal and monetary, judicial, 

and religious affairs – that is, the strict minimum of functions, at this level, that were needed to run 

a nation (Brodjonegoro 2003). 

However, on the expenditure side, the share of the sub-national government significantly 

changed after decentralization. In 2000, the share of sub-national government expenditure was 

16.19%. It increased dramatically, to 27.31% in 2001. In the following years, the share steadily 

increased to reach around 50.5% in 2015-2017. The average share of sub-national government 

expenditure after decentralization is 43.8%, slightly higher than the OECD countries, and more 

than double, compared to other developing countries. In short, Indonesia is decentralized on the 

expenditure side, but is still centralized on the revenue side. 

4.3.2. Intergovernmental Fiscal Relation in Indonesia 

Another impressive transformation after 2001 can be found in the significant change in the 

fiscal relations between the central and sub-national governments. Sidik (2007) explained that 

when one-third of the net national revenue was transferred to the sub-national governments, their 
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share in overall government spending almost doubled. It is interesting to compare the fiscal 

decentralization in Indonesia with that in other developed and developing countries (see Table 4.5). 

Before 2001, the share of sub-national to total national revenue (about 5.7% on average) was very 

low compared to that of other countries. After the implementation of decentralization, the share 

increased to 7.8% on average; however, this still remains below other developing countries, and 

far below the transition and OECD countries. After the enactment of the new Law 28/2009 (Local 

Government Taxation), the share of local revenue to total national revenue increased and in 2017 

had increased to 13.88%. Nevertheless, as suggested by the final column in Table 4.5, sub-national 

governments remain highly dependent on revenue transfers from the central government to carry 

out their expenditure responsibilities. 

 

Table 4.5 Local Government Share of Total National Revenue and Expenditure (%) 

 
Countries / Year Share Local 

Government Own 
Revenue to Total 
National Revenue 

Share Local 
Government 
Expenditure to Total 
National Expenditure 

Developing Countries 1990s 9.27 13.78 
Transition Countries 1990s 16.59 26.12 
OECD Countries 1990s 19.13 34.41 
Indonesia:   
• 1989/90 4.69 16.62 
• 1998/99 4.97 15.82 
• 1999/2000 6.68 16.61 
• 2001/2005 6.71 30.95 
• 2006/2010 7.03 38.19 
• 2011/2014 9.54 41.79 
• 2015 14.28 50.68 
• 2016 12.84 48.17 
• 2017 13.88 52.81 

Source: World Bank (2003:2) and author’s own calculation based on Directorate General of Fiscal 

Balance data, 2018 

As a consequence of assigning more authorities to the sub-national level, the central 

government created a set of policies on intergovernmental fiscal relations. To follow the 

assignment of authorities with the resources, the government enacted the Law 25/1999, which was 

then revised with the Law 33/2004 (Central and Local Government Fiscal Balance). The practice 

of Indonesian fiscal decentralization has three principles: devolution, de-concentration, and co-

administration. The new concept introduced was devolution. In this concept, sub-national 

governments are required to perform fiscal autonomy over a set of functions assigned to them. As 

well, the central government created a system of fiscal transfers known as ‘finance follows 

function’ in order to co-finance those assigned functions (Bahl, 1999). As a part of this co-finance 

concept, the central government provides transfers to support local and provincial governments. 
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According to Law 33/2004, there are several types of intergovernmental fiscal support. 

Firstly, central budget allocates a set of fiscal transfers. According to this law, there are several 

types of intergovernmental fiscal transfers, namely general allocation fund (DAU), specific 

allocation fund (DAK) and revenue sharing (DBH). The biggest part of the transfers is the General 

Allocation Fund (DAU), a general-purpose grant from the central government budget (APBN) to 

all sub-national government budgets (APBD). DAU is also used as an equalizing grant to reduce 

horizontal imbalances. Allocation is based on a set of formulae with the following elements: a 

‘basic allocation’, which comprises a portion of the local government’s employee salary and a 

portion based on a fiscal gap calculation. The second set of grants from the central government 

comprises specific allocation grants (DAK) allocated from the central government budget (APBN) 

to certain sub-national governments and certain sector programs which are in-line with national 

priorities (article 39 Law No.33/2004). The main purpose of DAK is to finance physical capital 

investment and the limited-period financing of operational and maintenance needs. However, in 

contrast to DAU, in DAK the sub-national governments are also required to provide matching 

funds of at least 10% from their own sources. The revenue sharing transfer (DBH) comprises a 

sharing of some national revenue sources with sub-national governments in order to reduce vertical 

imbalances (Devas, 2008). This objective is to address the existing gap between their own revenue 

raising powers and the expenditure responsibilities given to sub-national governments (Bahl, 

1999). Most of the shared revenues in Indonesia are transferred as block grants, allowing sub-

national government discretion in the use of these funds (article 1 Law 33/2004).  

Another type of transfer, specific for particular regions or special autonomy funds, is the 

Special Autonomy Fund, which is transferred to three provinces only, namely Aceh, Papua, and 

West Papua. It is given in order to implement Law 11/2006 and Law 21/2001 (later revised by Law 

35/2008). These laws stated that 2% of the national DAU ceiling is to be transferred to provinces 

with special autonomy status. The historical data on intergovernmental transfers (revenue sharing, 

DAU and DAK) in Indonesia from 1999/2000 to 2013 can be seen in figure 4.5.  

The aim of these transfers is to support local governments in delivering public services; 

however, there is much criticism related to the formulation of these funds. The first criticism is 

that the allocation itself represents a very complex process that focussed primarily on a filling-the-

gap approach, without considering local government accountability (Sliver, Aziz, & Schroeder, 

2010). The second issue is that this intergovernmental transfer system is primarily concerned with 

equity and fairness. In addition, this intergovernmental transfer formula has been regarded as 

providing a disincentive for local governments to gather their local own revenue (Shah, Qibtiyah, 

& Dita, 2012).  
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Figure 4.5 Historical Data of Intergovernmental Transfer pre and post-Decentralisation 

Source: adapted from Directorate General of Fiscal Balance data, 2018 (horizontal axis is in 

trillion rupiah) 

 

Another feature of the intergovernmental transfer policy is its provision for local taxing 

power to generate local revenue. Sub-national governments generate their own revenue from: local 

taxes, local charges, revenue from regional assets and other revenues. If necessary, they can also 

issue government bonds. The components of the local taxes for provincial and district government 

differ, according to Law No. 28/2009 on Local Taxation. Provincial governments are authorized 

to collect lucrative local taxes such as fuel tax, vehicle registration tax, vehicle ownership transfer 

tax, underground water tax and cigarette tax. District governments can, in contrast, collect only 11 

kinds of less lucrative local taxes on hotels, restaurant, entertainment, advertisement, street lights, 

parking, quarrying, swift nests, property and property transfer. The last two taxes were previously 

a part of the central government transfer fund. 

Revenues based on own sources contribute to only a small part of the revenue, not only of 

district but also of provincial governments. Significant taxes such as value added tax, income tax 

remain under the control of the central government. The central government also decides the tax 

rate and tax base of local taxes and, as a consequence, local governments have little room to 

increase their tax revenues. In short, it might be suggested that there is no significant 

decentralization on the revenue side. As can be seen in figure 4.6, local governments are highly 

dependent on grant transfers from the central government, with local own source revenue 

contributing only around 15% of their total revenue during the 2014–2017 period. 
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Figure 4.6 Local Dependency Ratio 2014–2017 

Source: author’s own calculation based on Directorate General of Fiscal Balance data, 2018 

 

These revenue assignments are aimed to support local governments in service delivery. 

Thus, the question is how the sub-national governments spend their money. The quality of 

spending has been of concern because of the perceived ‘excessive’ spending for employee salaries 

and benefits, compared to the spending on public services and goods. Salaries and expenditures 

for benefits constituted 33.01% of annual budgets of all sub-national governments in 2017. By 

contrast, for capital expenditure, although the proportion is less than salaries expenses, the trend 

slightly increased, from 21.40% in 2010 to 22.08% in 2016, but fell back to below the 2010 level 

in 2017 (see figure 5.7). This situation arguably attracts sub-national governments to explore 

alternative solutions for infrastructure financing such as embracing a PPP scheme. 

A final feature of intergovernmental fiscal policy in Indonesia is the availability of 

regulations on local government financing. Adequate access to development capital is vital, both 

to accelerate development and, eventually, to increase the tax base for local revenues (Devas, 

2008). This gives local governments alternatives in financing their expenditures, particularly 

capital investment, with respect to the functions assigned to them by the central government. In 

Indonesia, the majority of regional financing is through central government instruments via 

Subsidiary Loan Agreements (SLA) and Regional Development Accounts (RDA), with only a 

small amount of borrowing from other institutional financing (Lewis, 2003). However, the 

willingness of local governments to access alternative financing schemes seems low to date. In 

2014, according to the data from the Directorate General of Fiscal Balance, the contribution of the 

borrowing scheme to the overall local government deficit was only 3.08%. Martell & Guess (2006) 

provided an explanation about this situation, arguing that three reasons, the less formal regulatory 

framework governing debt transactions, the poorly developed trust mechanism and the lack of a 

primary market for local government bonds, represent the main obstacles to local government 

borrowing in Indonesia. In addition, to fulfil their infrastructure needs, local governments prefer 

to promote other alternative schemes such as PPP arrangements.  
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Figure 4.7 Employee Salaries and Capital Expenditure (Capex) as a Percentage of Local 

Government Budget 2010– 2017 

Source: author’s own calculation based on Directorate General of Fiscal Balance data, 2018 

 

4.4. The Indonesian water sector PPP Program 
The main interest of this research is to understand how PPPs can work in a multi-level 

governance setting such as in Indonesia. As well as the explanation about water governance and 

intergovernmental relation in Indonesia, a description is required of the implementation of the 

Indonesian PPP program. This description must focus in particular on the relationships between 

different actors horizontally (i.e. at a particular level of government) and between different 

governmental tiers vertically (e.g. between the central and provincial level or between the 

provincial and local levels of government). This begins with the development and implementation 

of the water PPP regulatory framework and the water PPP arrangement in Indonesia.  

4.4.1. PPP Regulation in the water sector 

4.4.1.1 Development of PPP Regulations post New Order Era 

The implementation of the PPP program in Indonesia cannot be separated from the 

development of PPP policy and regulation at the national level. At least two important features 

describe the development of PPP regulation, namely the improvement of PPP regulations and the 

influence on PPP regulation of the evolving water regulatory framework. 

During one decade, there have been significant changes in the PPP regulatory framework 

in Indonesia. The first concept of PPP regulation after the new order era, stipulated in 2005 under 

President Yudhoyono, changed the previous regulation (Keppres 7/1998 on Cross-Sector 

Application) to encourage private sector involvement in infrastructure provision. This study 

identifies several salient points that differentiate between the old and new regulations. The first 

key point is that, through Perpres 67/2005, the government seemed to have a better understanding 

about the concept of PPP, particularly in relation to the allocation of risk sharing between public 

and private sectors and the government support (Chapter VI of Perpres 67/2005), which had not 

2010 2011 2012 2013 2014 2015 2016 2017

Salaries 45.70% 43.40% 41.76% 41.72% 41.60% 35.59% 34.67% 33.01%

Capex 21.40% 20.89% 21.11% 23.30% 23.51% 22.79% 22.08% 20.18%

45.70% 43.40% 41.76% 41.72% 41.60%
35.59% 34.67%33.01%

21.40% 20.89% 21.11% 23.30% 23.51% 22.79% 22.08%20.18%

0.00%

10.00%

20.00%

30.00%

40.00%

50.00%
P

e
rc

e
n

t



108 
 

been recognized in the previous regulation. The second key point is that, through the current 

regulation, the government appears to have a better understanding that PPP projects need to 

produce value for money. In particular, the procedure associated with tendering is more 

competitive compared with the previous regulation. The attachment to Perpres 67/2005 about the 

tendering procedure stated that at least three bidders must be involved in pre-qualification. The 

third point relates to the smaller role for government in PPPs. As Pradono et al. (2011) suggested, 

the previous concept of PPP was not purely a PPP, because of the strong role of government and 

public enterprises. In particular, most project financing was previously from the government’s 

credit export. 

However, these regulations have proved to be inadequate to support the implementation of 

the planned Indonesian PPP program. No project was found to have been successfully continued 

to the implementation phase during this period. Wibowo (2015) notes that, due to learning 

associated with difficulties in implementation of PPP policy, the government revised Regulation 

67/2005 several times. The first amendment was Presidential Regulation 13/2010, which allowed 

state-owned enterprises such as PT. PLN and PDAM to become the government contracting 

agency. This regulation also became an important milestone within the Indonesian PPP program 

because it provided clearer guidance for risk allocation and financial support for PPP projects, 

including arrangements for access to a government guarantee. However, based on our desk study, 

it might be suggested that these regulations did not provide adequate support for the PPP program, 

as only one successful PPP project can be found during this period, namely the Tangerang Water 

Supply Project. 

4.4.1.2 Improvement of PPP Regulations 

Therefore, not long after the stipulation of Presidential Regulation 13/2010, the Indonesian 

government stipulated a second amendment to PPP Regulation 67/2005, namely Presidential 

Regulation 56/2011. Introduced in September 2011, this amendment allowed the government to 

provide a viability gap fund (VGF) to make the project financially feasible by giving this 

contribution to the private sector investment. The latest version of the PPP regulatory framework 

is Presidential Regulation 38/2015, which, compared to the previous regulation, provides wider 

possibilities for PPP projects. In particular VGFs are available not only for economic infrastructure 

such as toll roads and water projects, but also for social infrastructure such as hospitals. This 

regulation has also provided an opportunity for international institutions to be involved in giving 

project preparation support, while at the same time offering stronger financial support for the PPP 

program via an availability payment scheme (articles 28 and 11 of Presidential Regulation 

38/2015).  

     Moreover, the Presidential Regulation 38/2015 was supported by ministerial 

regulations that provided more technical guidance for the development of a PPP program. As the 
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leading sector that proposed the stipulation of Presidential Regulations No 67/2005, 13/2010, 

56/2011, and 38/2015, the Ministry of National Development Planning (Bappenas) also guided the 

procedure of PPP development through the stipulation of their Regulation 4/2010, which was 

subsequently revised further by Ministry of NDP Regulation 4/2015. These ministerial level 

regulations not only explain the procedure of PPP development, but also provide guidance for the 

procurement process. However, after the stipulation of Presidential Regulation 38/2015, the 

procurement procedure was changed, and it became the responsibility of National Procurement 

Agency (LKPP) to guide the procurement of PPP Project. As a result, in this same year, LKPP 

stipulated LKPP Regulation 19/2015 on the Procedure of PPP Procurement. 

To support the Indonesian PPP program, the Indonesian government also provided 

financial support to attract investors involved in this program. In this regard, the Ministry of 

Finance also stipulated ministerial regulations regarding the procedures to be used in accessing 

government financial support for PPP projects, such as the Viability Gap Fund (MoF Regulations 

223/2012 and 143/2013), the Project Development Facility (MoF Regulation 265/2015) and the 

Availability Payment Scheme (MoF Regulation 190/2015). In addition, the Ministry of Finance, 

in corporation with the Ministry of Agrarian and Land Spatial (BPN), provides a Land Acquisition 

Fund to support the development of PPP programs. The Viability Gap Fund is financial support 

given to the private sector from central government to make the project financially feasible, while 

the Project Development Facility is a support provided by central government to assist government 

contracting agencies in preparing PPP projects (Mahalingam, 2010). The Availability Payment 

Scheme is a return for the private sector for the service provided, based on their agreed performance 

plan ( Aziz, 2007b). 

4.4.1.3 The Influence of Water Regulations towards the implementation of PPP Policy 

Beyond the standard regulations for PPP projects, PPP implementation in the water sector 

is also influenced by regulations related specifically to water governance. Law.7/2004 (Water 

Resources) and Government Regulation 16/2005 (Water Supply System) are considered the first 

milestones in the development of the PPP program in the Indonesian water sector. Articles 37 and 

64 of Government Regulation 16/2005 clearly stated that, should local water utilities be unable to 

fulfil water service provision needs, they can invite the private sector to become involved in the 

delivery of water services. This clause was considered by many parties as providing for 

privatisation in the water sector, since the former regulation mandated monopolisation of water 

resources by the government (Al'Afghani, 2006; Al 'Afghani, 2012). Since this law was stipulated, 

it has faced calls for judicial review in the Constitutional Court on a number of occasions. Finally, 

in 2015 the Indonesian Constitution Court approved the request for judicial review. During the 

process of this judicial review, of the five water PPP projects being initiated, two have been 

successfully implemented and tendered, namely the Tangerang and Umbulan water supply 
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projects. The remaining projects were postponed until a new regulation replacing Government 

Regulation 16/2005 was stipulated.  

Accordingly, at the end of 2015, Ministry of Public Works (MPW) as the leading sector in 

water supply infrastructure, stipulated new regulations to guide the development of water supply 

system. The first regulation, Government Regulation 121/2015, guides the development of water 

resource concessions. In this regulation, a private or public entity cannot utilise water resources 

until a licence from the relevant authority is granted. In this case, if the water resource is connecting 

two or more regions, then the provincial government has the authority to issue the water concession 

licence. Secondly, the MPW also stipulated Government Regulation 122/2015 to guide the 

development of the water supply system. Unlike Regulation 16/2005, which had given private 

entities more chance to become involved in water supply provision when the local water utilities 

were unable to fulfil their service, this new regulation limits the scope for private entities to 

investing only in raw water production, distribution, and water technology (article 53 par 3 

Government Regulation 122/2015). In particular, private entities are unable to become directly 

involved in water supply provision to the consumer. Table 4.6 summarises the regulations that 

steer the implementation of PPP in the water supply system. The impact of the changing dynamics 

in Indonesian water regulations will become apparent in later discussion of particular PPP cases. 

 

Table 4.6 Indonesian PPP Program in the water sector Regulatory Framework 

Themes Regulation Content Leading Sector 

General Guidance 
Indonesian PPP 
Program 

Presidential Regulation 
No.67/2005, 13/2010, 
56/2011, and 38/2015 

Rationales of PPP 
adoption, Infrastructure 
sectors, Government 
Contracting Agency, 
general guidance for 
financial support 

Committee for Acceleration 
of Priority Infrastructure 
Delivery (KPPIP)  

 

Ministry of National 
Development Planning 
Agency (Bappenas) 

Procedure of PPP 
Development 

Ministry of NDP 
(Bappenas) No. 4/2010, 
4/2015 

 

LKPP Regulation No. 
19/2015 

 

Three steps of PPP 
development, namely: 

 

PPP Planning,  

Preparation and 
Transaction, and 
Procurement procedure 

Ministry of NDP (Bappenas) 

 

LKPP 
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Government Support MoF Regulation No. 
No. 223/2012 and 
143/2013 

 

MoF Regulation No. 
265/2015, 190/2015 

 

Law No. 2/2012  

 

MPW Regulation No. 
16/2016 

Viability Gap Fund 

 

Project Development 
Facilities and 
Availability 
Payment Scheme 

 

Land Acquisition Fund 

Ministry of Finance 

 

Ministry of Public Works 

 

Ministry of Agrarian and 
Land Spatial (BPN) 

 

PT. SMI and 

PT. PII (Indonesia 
Infrastructure Guarantee 
Fund) 

Technical Guidance Law No. 11/1974 

 

MPW Regulation 
No.121/2015 

 

MPW Regulation No. 
122/2015 

 

MPW Regulation No. 
19/2016  

MOHA Regulation No. 
23/2006 

 

MOHA Regulation No. 
22/2009 

Irrigation in general 

 

Water Resource 
Concession Permit 

 

Development of Water 
Supply System 

 

Government Support for 
water PPP project 

 

Water Tariff 

 

Interregional cooperation 

Ministry of Public Works 

 

National Water Board (BPP 
SPAM) 

 

Ministry of Home Affairs 
(MOHA) 

 Source: author’s own work 

4.4.2. PPP Arrangement in Water Supply Sector 

Our previous explanation of the regulatory framework has indicated that many actors may 

be involved in each PPP arrangement put in place. This can include actors from numerous agencies, 

at both central and sub-national governmental levels. In this section, the arrangement of the 

Indonesian PPP program is explored in more detail, with a specific focus on the water sector. 

During the first decade of PPP implementation after the decentralisation era, a 

restructuring of PPP arrangements followed the stipulation of Presidential Regulation 75/2014 
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(Acceleration of Infrastructure Provision). Through this regulation, the government of Indonesia 

attempted to reform infrastructure policy. There was a revitalisation of the function of the central 

government bodies involved in PPP arrangements. The first agency revitalised was the National 

Committee for the Acceleration of Infrastructure Provision (KKPPI), given a perceived lack of 

leadership. 

Therefore, in July 2014, the former President, Mr. Susilo Bambang Yudhoyono, 

deactivated the role of KKPPI and replaced it with a new body, the Committee for Acceleration of 

Priority Infrastructure Delivery (KPPIP). According to Presidential Regulation 75/2014, this body 

was not only responsible for dealing with infrastructure policy; it also had stronger authority to 

solve bottlenecks in the implementation of infrastructure policy and was actively involved in 

preparing documents for infrastructure projects. In this regard, the KPPIP would provide assistance 

to the contracting agency in developing the outline of the business case (OBC) for top-down PPP 

projects. 

 Furthermore, this Presidential Regulation also clearly defined the role of the Ministry 

of National Development Planning (Bappenas) and the Ministry of Finance in supporting the PPP 

program. The Bappenas is responsible for assisting the government contracting agency in 

preparing the project outline. This regulation appears to provide more power to the Ministry of 

Finance in supporting PPP projects, compared to the previous regulation, which had assigned the 

Ministry of Finance only as the risk manager of PPP projects. The Ministry of Finance, in turn, 

assigned PT. PII (the Indonesian Infrastructure Guarantee Fund) to act as the guarantee enterprise 

for PPP projects, and also established PT. SMI to provide both funding for various infrastructure 

projects and technical assistance to the contracting agency developing the final business case 

(FBC), through a project development facility (PDF).  

 Besides these three central agencies, additional national level actors are involved in 

supporting the Indonesian PPP program in the water sector. According to Presidential Regulation 

38/2015, project procurement must be based on the National Procurement Agency regulation 

(LKPP). Our research suggests that this regulation represented the beginning of LKPP involvement 

in the Indonesian PPP program. Prior to this regulation, PPP procurement projects were supervised 

by the Ministry of National Development Planning. For projects initiated prior to this regulation, 

the procurement procedure followed the Ministry of NDP Regulation 4/2015. As a consequence. 

the LKPP was not involved in supervising the procurement process of those projects. From MPW 

Regulation 19/2016, the Ministry of Public Works and National Water Board (BPPSPAM) can 

also provide non-fiscal support for water sector PPP projects, for example support in relation to 

legal and technical aspects. Sub-national governments became able to be government contracting 

agency in water PPP arrangements. 
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4.4. Summary and identification of issues for further investigation  
The Indonesian PPP policy, although initiated during the new order era, has more recently 

emerged as a more pressing issue in Indonesia infrastructure policy. To support the implementation 

of this policy, a set of policy frameworks have been developed. In terms of the water supply sector, 

this framework has been stipulated to adjust the PPP policy to become consistent with the local 

water governance arrangements. In this chapter, the focus has been to document recent 

developments relevant to the water sector PPP program within an MLG framework, and not to 

assess the effectiveness of the PPP policy instruments in other contexts. Our findings are consistent 

with those of Alfen et al. (2009), who suggest that the implementation of PPP was influenced by 

the values, the legal system, or the political situation of a particular country.  

Regarding the type of multi-level governance associated with the Indonesian PPP program 

in the water sector, the findings from our research suggest that both types of MLG arrangements, 

Types I and II (see chapter 2) have been incorporated to coordinate decision making (Hooghe & 

Marks, 2003; Liesbet & Gary, 2003). Our outline of the policy framework settings in this area 

clearly demonstrates that, in Indonesia, the overall policy response for PPPs is stipulated at the 

central government level, with the involvement of a number of different ministries and agencies. 

However, the responsibilities for the implementation of PPP projects rest primarily at the sub-

national government levels. As a consequence, formal methods of coordination between 

jurisdictions and inter-governmental agencies need to be developed to ensure cooperation and to 

provide for timely and effective dispute resolution (I. Bache & M. Flinders, 2004).  

In the context of this study, the researcher found that the Committee for Acceleration of 

Priority Infrastructure Delivery (KPPIP) was established to act as the apex of inter-governmental 

cooperation. With its function of de-bottlenecking infrastructure policy implementation, the KPPIP 

represents an arena for moderating the tension between governmental tiers. The role of the KPPIP 

in providing for conflict resolution will be discussed further in Chapters 6-8, which present the 

findings from three case studies of water supply sector PPP projects in Indonesia. To provide initial 

information in regard to the implementation of the Indonesian PPP program in the water sector, 

the next chapter presents the finding from our surveys. 

 

  



114 
 

Chapter 5: Actors’ Perspectives on the Implementation of the 

Indonesian Public Private Partnership Program in the Indonesian 

Water Supply Sector 
 

5.1. Introduction 
This chapter explores the perception of key actors from Indonesian central and sub-

national governments towards the implementation of water sector PPPs in this national context. 

Understanding these perceptions is considered important because this will provide the researcher 

with valuable insights into the existing situation of PPP implementation. Based on the documentary 

materials assembled for the study, a number of aspects of implementation were identified as useful 

to be further explored. These aspects include positive factors that might encourage the adoption of 

PPPs in the water sector, negative factors that might discourage sub-national governments from 

adopting PPPs, and the problems and challenges associated with the coordination of PPP 

arrangements in a multi-level governance setting. 

In the water sector PPP literature reviewed in Chapter 2, we found a number of studies that 

explored the perception of actors toward the implementation of water sector PPPs. The first set of 

studies were related to the perceptions of critical success factors (CSFs) needed for a successful 

PPP program in this sector. Ameyaw, Chan, & Owusu-Manu (2017) conducted a survey to identify 

these CSFs in a developing country context. Their results point to the importance of the following 

factors: the political commitment of the elected leader, a dedicated PPP unit, strong and 

competence public water authorities and an adequate fiscal capacity of government contracting 

agencies. The second set of studies relates to risk allocation strategies needed for successful water 

PPP programs. In Indonesia, Wibowo & Mohamed (2010) conducted a survey to explore the 

perceptions of water regulators and operators towards project in water supply provision. Non-

availability of raw water was considered to be the most critical risk factors by the regulators, while 

tariff uncertainty was placed at the top of risk factors by the operators. Meanwhile, focussing on 

private actors’ perceptions, a survey by Ameyaw & Chan (2015) suggests poor contract design, 

water tariff uncertainty and the political situation as the top-ranked risk factors for water sector 

PPP programs. All these studies employed survey questionnaires as the instrument used to gather 

the perception of actors, and so this study followed in this tradition, conducting two phases of 

surveys (see Chapter 3). The first phase, an email survey, was administered to central and sub-

national government actors that had experience with or were involved in managing the Indonesian 

water supply PPP program. However, with the limited number of water PPP programs that were 

to have been implemented as part of this program, this research was only able to gathered 28 

responses from the 52 distributed. In the second phase, an online survey was administered to all 
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sub-national government actors. A total of 534 online questionnaires were distributed and 100 

responses were collected.  

To analyse the survey responses, descriptive analysis was employed in the first instance. 

Reliability tests, using Cronbach’s alpha statistic, were conducted to assess the acceptability of the 

data collected (Christmann & Van Aelst, 2006). This was followed by inferential analysis, 

including the use of the Mann-Whitney U and the Kruskal-Wallis H tests to determine whether 

any significant differences in perceptions amongst the different groups of respondents could be 

identified. For the second phase questionnaire responses, this study also utilised factor analysis to 

investigate relationships between various variables related to particular aspects of the 

implementation of the water sector PPP in Indonesia. 

5.2. Profile of Respondents 
From the 28 responses collected from the first survey, 15 (54%) came from central 

government agencies, while 13 (46%) came from sub-national governments (including both 

provincial and local governments). Although the sample size is small, the findings are still 

noteworthy, considering the respondents’ backgrounds and that the majority hold strategic 

positions in their respective organisations and are directly involved in the PPP program. In 

particular, 21.4% of respondents were high level officials, 50% held middle management positions, 

and the remaining 28.6% comprised technical staff who were assigned to the task of running the 

PPP program. With an effective questionnaire return of 57%, this study produced a higher response 

rate than previous studies conducted in Indonesia (such as 30% for Wibowo & Alfen (2014) and 

20% for Wibowo & Mohamed (2010)).  

The demographic background of our respondents indicates that the PPP program in the 

water sector is relatively “new” for the Indonesian government, despite some of the PPP projects 

having commenced before 2009 (Wibowo, 2015). More than 60% of the respondents had 

experience of less than 4 years with PPP projects. Moreover, around 60% of the respondents reveal 

that responsibility for PPP projects is not their only work-related activity. In relation to their 

educational background, more respondents were found to have a non-economics background 

(61%) than those with an economics background (39%). As a result of these differences in 

demographic characteristics, variations in perceptions among respondents are highly likely, with 

respect to the motives behind PPP adoption, as well as the challenges in their implementation. 

Details relating to the profile of the phase 1 respondents can be seen in Table 1 of Appendix 4. 

From the 100 completed responses to the second-phase questionnaire, more than 90% of 

respondents were representing local governments. This is not surprising because Indonesia consists 

of 33 provincial and 501 local governments. If we split the respondents based on the institution 

they are currently working for, then the majority of respondents (68%) were from regulator level, 
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while those from local water utilities comprised only 32%. Interestingly, more than 65% of them 

were key actors (echelon 2, 3 and 4) in their respected regions. In this phase, this study also split 

the respondents based on the fiscal capacity cluster of their respective sub-national government. 

These clusters were based on a fiscal capacity index calculated using the guidelines of the Ministry 

of Finance Regulation No. 37/2016 on Local Fiscal Capacity. The majority of respondents were 

identified as coming from low level fiscal capacity regions (56.8%), 12.5% from medium level, 

and only 30.7% from regions with high to very high levels of fiscal capacity. A more complete 

description of the phase 2 respondents can be seen in Table 1 of Appendix 5. 

5.3. First Phase of Survey 
In this phase, two types of perceptions were collected from the respondents, namely the 

positive factors that motivate them when implementing PPP in their respective regions, and the 

obstacles to effective coordination between central and sub-national governments. The lists of 

positive factors and vertical coordination challenges, developed from our literature review and 

discussions with experts, can be found in Table 3.1. 

5.3.1. Positive factors motivating PPP adoption 

Descriptive statistics from our survey reveal mean importance ratings for motives relating 

to PPP adoption, ranging from 3.21 to 4.57 for central government (CG) respondents and from 

2.58 to 4.73 for sub-national government (SNG) respondents. As discussed in Chapter 3 these 

mean rankings are derived from Likert scale responses ranging from 1 to 5 where 1=least important 

and 5=most important. The full set of results are provided in Table 2 of Appendix 4. 

From the CG group, long-term maintenance of infrastructure ranked first in the survey 

(with a mean value of 4.57). A PPP providing an integrative solution for infrastructure and public 

service, and a timely and more effective construction period were considered as the second and 

third most important motives (with a mean value of 4.5 for each). Surprisingly, lack of 

infrastructure budget was the fourth most important motive, with a mean value of 4.43 triggering 

the adoption of PPPs. This finding differs from a previous study by Wibowo (2015), which 

indicated that limitation of public infrastructure funding was the most important rationale for PPP 

adoption in Indonesia. In the fifth rank, CG respondents chose leader endorsement (with a mean 

value of 4.36).  

From the SNG group, the most important motive for adoption of PPPs was leader 

endorsement (with a mean value of 4.73). This suggests that the local leader plays a vital role in 

the adoption of a PPP arrangement for local water supply provision. In contrast to the CG group 

responses, lack of infrastructure budget became the second most important motive for the adoption 

of PPP by the SNG group (with a mean value of 4.42). With the mean value of this motive being 

quite similar to that of CG respondents, it appears that budget constraints have not only become a 
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central government problem in the water sector but are also problematic for sub-national 

governments. According to the data from the Ministry of Public Works, total funding for water 

infrastructure at the sub-national level represents only 0.04% of their total budget (Simanjuntak, 

2016). In the fourth position, respondents from the SNG group selected benefit for local economic 

development as one of their most important motives (mean value of 4.36). In contrast, the CG 

group put this motive in their tenth position with a mean value of 3.78. 

A closer examination of the motive rankings reveals that rationales related to superior 

private sector performance were considered not as important as other economic motives by both 

groups. Better service than traditional procurement was in the thirteenth (13) rank for CG group, 

and in the last rank for the SNG group (with mean values of 3.57 and 2.58, respectively). This 

situation indicates that, as with other Asian countries, the Indonesian government has placed more 

emphasis on the use of PPPs as a tool to fill an infrastructure funding gap than as a tool to improve 

public service and efficiency. A recent study by Wibowo (2015) found that the financing issue is 

often raised as a justification for re-allocation of infrastructure spending to other highly prioritised 

expenditure types, such as public education and health, that are not traditionally shared with the 

private sector. Thus, it might be suggested that governments have become more focussed on 

fulfilment of short-term needs than on the achievement of long-term objectives. 

Another investigation of the ranking reveals that, in general, the CG group rated local 

oriented motives lower than the SNG group ratings. For instance, benefit for local economic 

development was ranked tenth by the CG group with a mean value of 3.78, whereas in the SNG 

group, this motive was assigned a mean value of 4.36 and was ranked fourth. Similarly, transfer 

technology to local enterprise ranked tenth in the CG group (with a mean value of 3.78), while the 

SNG group put this motive in the sixth rank (with a mean value of 4.17). Accordingly, it might be 

suggested that while the Indonesian government tends to use top-down approaches to promote the 

PPP program, there could be value in recognising the importance of local development objectives 

to SNG actors. Water policy making is also happening at the central government level (Hadipuro, 

2010). This explains, in part, the lower mean score assigned to the public initiative motive and its 

position in the bottom of the rankings for both groups (with mean values of 3.21 and 2.80 

respectively). What has occurred in Indonesia is similar to what happened in the UK when 

attempting to promote private sector involvement in public service delivery through a top-down 

approach. Thus, a special PPP unit, with adequate representation from SNG entities, might be 

needed to push higher levels of PPP adoption across governmental layers (Hodge & Greve, 2007). 

This study is interested in exploring differences in motivations between central and sub-

national actors. Accordingly, we performed a non-parametric statistical analysis using the Mann-

Whitney U Test to investigate whether there were any significant differences in the perception 

among actors of the relative importance of motives for PPP adoption. The results of this statistical 
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analysis suggest that there is a significant difference (with 90% confidence level) in rankings 

between CG and SNG respondents in regard to four motives: better service than traditional 

procurement (p value: 0.02), leader endorsement (p value: 0.04), benefit to local economic 

development (p value: 0.06) and private sectors have better capacity to provide infrastructure (p 

value: 0.08). The relative importance of the remaining 11 motives is perceived similarly by both 

groups of respondents. See Table 3 of Appendix 4. 

From the mean ranking values, it appears that the CG group tends to rank better service 

than traditional procurement and the private sectors having better capacity to provide 

infrastructure more highly than the SNG group. This indicates that there is a gap of perception 

between these two groups toward the notion that PPP arrangements have the potential to generate 

better value for money in the provision of public services (Hodge & Greve, 2007). Furthermore, 

the mean ranking values also suggest that the CG group tends to rate the motives of leader 

endorsement and benefit to local economic development lower than the SNG group. This suggests 

a gap in the perception of the importance of the role played by local actors in water sector PPP 

arrangements. Overall, our results suggest the high possibility that the Indonesian PPP program is 

progressing slowly, especially in the water sector, due to the conflicting objectives and gaps of 

knowledge among key actors and the lack of an appropriate mechanism for dealing with this 

situation. 

5.3.2. Vertical Coordination Obstacles within PPP arrangements 

Descriptive statistics from our survey also reveal the mean importance rankings with 

respect to vertical coordination challenges in PPP arrangements. Overall, the survey results reveal 

that fragmented authorisation at the central level was perceived to be the most important obstacle 

for vertical coordination within PPP arrangements (with a mean score 2.87). This was followed 

with overlapping central government regulations and asymmetries in information between central 

and sub-national governments in the second and the third ranks (with a mean score of 2.74 and 

2.61 respectively). As discussed in Chapter 3 these mean rankings are derived from Likert scale 

responses ranging from 1 to 3 where 1=least important and 3=most important. The full set of results 

are provided in Table 4 of Appendix 4. 

Moreover, if we analyse the ratings based on the governmental level, the results reveal 

interesting differences. For the CG group respondents, fragmented authorisation and overlapping 

regulations remain the most important challenges to be handled for effective vertical coordination 

(mean score 2.92 and 2.69, respectively). The third ranked obstacle to effective vertical 

coordination is perceived by this group to be less support from local politician (with a mean score 

of 2.54). It is not surprising that fragmented authorisation is viewed as the biggest challenge for 

effective coordination. This finding is also consistent with a previous study, conducted by the 

OECD, which suggested that fragmentation across governmental agencies creates obstacles for 
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cohesive water policy making in many developing countries (Akhmouch, 2012a). In addition, the 

fact that less support from local politician was also considered to be an important challenge from 

a central government perspective indicates that local political issues are important in shaping PPP 

arrangements in the water sector in Indonesia (Jensen, 2017). 

By contrast, for the SNG group respondents, the biggest obstacle for effective vertical 

coordination was insufficient technical skill and/or capacity of local actors (with a mean score of 

2.90). In the second rank, three challenges had the same mean score of 2.80, namely asymmetries 

in information between central and local government, fragmented authorisation at the central level 

and overlapping central government regulations. These results indicate that a lack of experience 

and/or training for local actors in managing PPP programs could represent a significant factor 

behind the lack of progress in the water PPP program in Indonesia. 

This study again used a Mann-Whitney U test in order to identify whether there were any 

significance differences among the respondent groups regarding perceptions of the relative 

importance of the challenges associated with effective vertical coordination. The result of this 

testing can be found in Table 5 of Appendix 4. Interestingly, these results suggest that there is no 

significant difference between central and local respondents toward these matters, as the two-tailed 

p-value is higher than 5%.  

5.3.3. Summary of First Phase of Survey 

In general, our first survey found that each governmental level had different rankings when 

asked to respond to the same set of motives. These differences indicate that each level had their 

own agenda (or set of motives), leading them to be favourably disposed towards PPP adoption. 

The first set of differences related to the role of the local leaders, who have a huge amount of 

authority since the decentralisation era in Indonesian public administration. The support of the 

local leader is essential in promoting PPP adoption in their respective jurisdictions. The role of 

local leaders is also important when interregional cooperation is needed to support a PPP program, 

especially when the source of bulk water lies in another jurisdiction. While this importance was 

recognised by SNG respondents to our questionnaire, it was ranked much lower by CG 

respondents. As policy making in the water sector is conducted at the central level, the role of the 

local leader needs to be more clearly recognised, and incorporated, in national PPP regulations and 

policy formation for this sector. 

Second, we found a gap in the value seen to be derived from the PPP arrangements. Our 

results indicate a shifting perception of CG actors towards being more favourably disposed towards 

the PPP concept from a value for money perspective. By contrast, we did not find a similar 

indication from the SNG group. CG actors tended to agree more than SNG actors, that PPP can 

bring additional value from private sector involvement in service provision. It would be interesting 
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to explore this further. If local actors feel that the private sector cannot bring additional value (or 

efficiency gains) to public service delivery, then why are they keen to be involved in PPP projects? 

Is it that the private sector is seen only as a source of funds to help overcome a public budget 

shortfall?  

Third, CG actors tend to place less value on local oriented motives for PPP adoption, such 

as benefits for local economic development. This indicates that there is an objective gap between 

the two groups of respondents which may require a mechanism to resolve, or at least to understand 

better, in order to reduce difficulties that may result in conflict and delay in the decision-making 

process, making participation in the proposed PPP less attractive to private partners. Training 

programs which act to engender greater understanding of the local actors’ perspectives are required 

for central government officials working in the PPP area. 

5.4. Second Phase of Survey 
In our first survey, we found some differences between the central and sub-national 

government respondents regarding the perception of PPP actors towards the positive factors of PPP 

adoption and the coordination challenges for water sector PPP arrangements. However, it is 

difficult to assume that the perception of respondents from sub-national government selected for 

inclusion in the first survey can be generalized to represent the perspective of the majority of sub-

national governments in Indonesia. Therefore, in our second survey we expanded the sample to 

include other sub-national governments. Considering the fact that only a few local governments 

have started to adopt PPPs to deliver water supply in their respected jurisdiction, we extended the 

focus of this subsequent survey beyond the positive factors leading to PPP adoption, to also explore 

the perceptions of sub-national actors towards the negative factors associated with PPP adoption 

that discourage them to adopt PPP. Moreover, we continued our focus on the problems and 

challenges of PPP implementation in the Indonesian water supply system in a multi-level 

governance setting. As was the case for our first survey, the lists of positive and negative factors 

as well as the list of problems and challenges used in our second survey were developed based on 

the literature review provided in Chapter 2 (see table 3.2). 

Before data analysis was conducted based on our second survey responses, the internal 

reliability and consistency of these responses were examined using Cronbach’s Alpha Statistic. 

This led to scores of 0.870 for positive factors, 0.885 for negative factors and 0.855 for problems 

and challenges. Each of these scores is higher than 0.70, the minimum value to be considered as 

having good correlation between items, and less than 0.90, the value that indicates some items are 

redundant (Christmann & Van Aelst, 2006; Nunnally, 1994).  



121 
 

5.4.1. Positive Factors of PPP adoption 

In general, the analysis of descriptive statistics of this study reveals mean rankings of 

positive factors attracting actors in PPP adoption ranging from 3.23 to 4.38 (see Table 2 of 

Appendix 5). No factors fell into the “extremely important” (>4.5) or “not important” (<1.5) rank 

categories. This is an indication that all of the factors were considered important in PPPs becoming 

attractive to be adopted, but to varying degrees. Of the five highest ranking factors, PPP can 

provide an integrative solution for public infrastructures and services, PPP can bring benefit for 

local economic development, and leader endorsement ranked as the top three (mean scores of 4.38, 

4.31 and 4.22 respectively). These factors have mean scores higher than those ranked as four and 

five, namely limited infrastructure budget with mean score 4.18 and more opportunities for private 

sector to involve in infrastructure provision with mean score 4.15.  

In general, positive factors related to value for money were ranked of lower mean 

importance compared to the top five factors. PPP has been successfully adopted abroad, Timely 

and more effective construction period, and Private sector has a better capacity to provide 

infrastructure were ranked as the three least important factors (with mean scores of 3.23, 3.37 & 

3.56 respectively). This is an indication that sub-national governments in Indonesia tend to 

consider PPP as an alternative solution for infrastructure development rather than as a vehicle for 

bringing better value for money in water infrastructure delivery. It also might be suggested that 

sub-national governments in Indonesia have not fully understood the full potential of PPP 

arrangements. 

If we compare the perception of local actors based on agencies (regulators vs water 

utilities), the results reveal quite similar patterns, in terms of the 5 top-ranked and 3 bottom-ranked 

positive factors motivating the PPP adoption decision. Again, those five positive factors were 

acknowledged as the top five of motivation in PPP adoption. The same comments apply to the 

general patterns observed in the perceptions of sub-national government respondents, based on 

fiscal capacity clusters (see Tables 2 and 3 in Appendix 5).  

To investigate whether there were any significant differences of perception between 

regulators and water utilities, this study performed a non-parametric statistical analysis using the 

Mann-Whitney U Test. See table 4 of Appendix 5 for these test results. At the 95 per cent level of 

confidence, only one factor appeared significantly different between the local regulator and the 

water utilities respondents, namely reduce the price of infrastructure service for public (p value: 

0.027). The mean ranking value of this factor for local regulators is higher than for water utilities 

respondents. This is an indication that respondents from local regulators tend to agree more that 

PPP adoption in the water sector could potentially reduce the price of infrastructure service, 

compared to water utilities. Furthermore, to examine whether any significant differences in 

perception were observable between respondents, based on fiscal capacity clusters, we employed 
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the Kruskal-Wallis H Test (Bryman & Cramer, 2005). The results, given in Table 5 of Appendix 

5, indicate that no such significant differences could be observed. 

The large number of positive factors included in our questionnaire indicated interest in 

discovering how these factors might be grouped and classified. In a social study, factor analysis is 

a tool commonly used to reduce a large number of variables into a smaller number of variables by 

grouping those with similar characteristic together (Moghaddaszadeh et al., 2015). If such a 

grouping can be developed, it can provide valuable information for central government units to 

employ when promoting adoption of a PPP arrangement as an alternative water infrastructure 

financing option for sub-national governments to consider. Our results are summarised in Tables 

6 and 7 of Appendix 5. These results indicate that the positive factors of PPP adoption can be 

grouped into four categories. 

1. Factor grouping 1 represents alternative infrastructure financing. This grouping accounts 

for 21.3 per cent of the total variance in responses with four positive factors motivating PPP 

adoption being loaded within this group, namely solve limited budget for infrastructure, 

provide an integrative solution for public infrastructure and services and benefit for local 

economic development. The first of these factors was given a higher mean value compared 

with the other factors in this group (with sig. = 0.831). This is yet another indication that the 

ability of a PPP scheme to provide alternative infrastructure financing highly motivates 

SNGs to embrace the PPP concept. 

2. Factor grouping 2 represents public sector saving and private engagement. This grouping 

consists of three positive factors, namely improved long-term maintenance of infrastructure, 

reduce the price of infrastructure services for the public and provide more opportunities for 

private sector to be involved in public service and accounts for 17.7 per cent of the total 

variance in responses. With the high loading value of the first two of these factors (sig. = 

0.855 and 0.822, respectively), it can be argued that sub-national governments in Indonesia 

are motivated by the ability of a PPP scheme to reduce the cost of water infrastructure 

(including development and maintenance costs). 

3. Factor grouping 3 represents greater benefit and leader endorsement. This third grouping 

accounts for 16.3 per cent of the total variance in responses. Four positive factors, namely 

Traditional procurement is not adequate in providing reliable services (sig. = 0.725), Leader 

endorsement (sig. = 0.639), Timely and more effective construction period (sig. = 0.820), 

and transfer technology to local enterprise (sig. = 0.535) comprise this grouping. These 

factors are associated with the ability of a PPP scheme to solve local public sector limitations 

in delivering public service in the water sector, especially where local leader endorsement 

can be secured. 
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4. Factor grouping 4 represents replicating success, with three component factors, namely, 

private sector has a better capacity to provide infrastructure (sig.= 0.659), PPP has been 

successfully adopted by other countries (sig.= 0.728) and accelerate infrastructure 

development (sig.= 0.756) loading into this grouping. This indicates that sub-national 

governments are attracted to adopt PPP arrangements in water service provision because of 

the success stories from other countries utilising private resources to better deliver and 

accelerate development. Thus, bringing these success stories to Indonesian actors through a 

well-designed and targeted capacity building program might be useful in attaining more 

widespread adoption of PPP at the sub-national level. 

5.4.2. Negative Factors of PPP adoption  

In general, the analysis of descriptive statistics of this study reveals mean rankings of 

negative factors show actors tending to be reluctant to embrace PPP adoption range from 2.88 to 

3.84 (see Tables 8 and 9 of Appendix 5). No factors fell into the “extremely important” (>4.50) or 

“not important (< 1.5) mean rank categories. This is an indication that all of the factors were 

considered important in making PPPs become unattractive to be adopted but to varying degrees. 

Focusing on the top five negative factors, the survey results suggest that lengthy process of 

negotiations become the most important negative factor. This might be caused by the complexities 

of water governance that usually consist of multiple and multi-level actors (Akhmouch, 2012a). It 

may take a longer time to set up and implement a PPP project if the source of bulk water lies in a 

different jurisdiction. This was followed in order of mean ranking by insufficient skills of actors, 

insufficient knowledge about PPP concept, lack of experience in managing PPP program, and 

confusion over central government regulation in the second to fifth ranks. This is an indication 

that the PPP concept and policies developed by the Indonesian central government have not been 

understood by the sub-national governments in this national context. 

If we split the data based on the role of sub-national governmental agencies, our descriptive 

statistics show quite similar patterns (see Table 8 of Appendix 5). Both groups of agencies 

(regulators and utilities) agree that lengthy process of negotiation and factors related to a 

knowledge gap about/regarding the national PPP program made them more inclined to avoid PPP 

arrangements as an alternative source of infrastructure financing. Interestingly, this study also 

found differences in perceptions between local regulators and water utilities. For regulators, we 

found that confusion over central government regulation is an important factor that discourages 

them from adopting PPPs (mean score 3.67); while for water utilities, higher charge to the direct 

users was a prominent negative factor (mean score 3.82). This finding is relevant to the current 

situation of water governance in Indonesia, where local water utilities have an important role in 

distributing water services to end users. Thus, it is not surprising that they have more concern with 

the price of water rather than central government regulators have. Meanwhile, for local regulators, 
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it can be understood that confusion over central government regulation makes PPP less attractive, 

especially considering the fact that many such regulations influence the implementation of water 

sector PPPs (see Chapter 4). 

Similar patterns are also observed when we split the data based on fiscal capacity clusters 

(See Table 9 of Appendix 5). Again, lengthy process of negotiation was chosen by all clusters in 

the top five negative factors – with three of these clusters placing this factor in the first ranked 

position. Thus, it is important for each of these clusters to have a strong level of commitment when 

they attempt to pursue PPP scheme as a solution for delivering improved water service delivery. 

To investigate whether there were any significant differences of perception between 

regulators and water utilities, this study performed a non-parametric statistical analysis using the 

Mann-Whitney U Test (see Table 10 of Appendix 5).  Of the 13 negative factors, only one revealed 

a significant ranking different (at the 95 per cent level of confidence), namely higher charges to 

the direct users (p value: 0.046). In particular the mean ranking value for local water utilities 

respondents is higher than that of local regulator respondents. This finding is interesting, because 

setting appropriate water tariffs has become a problematic issue facing local water utilities. A 

previous study by Jensen (2005), for example, notes that the one factor contributing to the failure 

of the Jakarta water project was the inability of local water utilities (PAM Jaya) to increase the 

tariff to the consumers. As a result, the gap between the water charge that must be paid to the 

private consortium and the water price that must be paid by the consumers to the public utilities 

increased significantly, and consequently the debt of public utility also increased. Thus, it is 

important for governments to devise PPP arrangements that are able to maintain the price of water 

tariffs at affordable levels for end users and at the same time make the project financially feasible 

for the private sector. 

We also compared the perception of actors based on actors from the various fiscal capacity 

clusters using a Kruskal-Wallis H-test (see table 11 Appendix 5). This comparison revealed only 

one factor that was significantly different between clusters, namely lack of experience in managing 

PPP program (at the 95 per cent level of confidence, p value: 0.037). In particular, regions in fiscal 

capacity cluster 2 had lower mean rankings for this factor. For other clusters the respondents 

indicated the need for more capacity building to effectively manage a PPP program. 

Considering the large number of positive factors included in our questionnaire, this study 

was also interested in discovering how these factors might be grouped and classified using factor 

analysis. Prior to conducting this analysis we performed the tests recommended by Hutcheson & 

Sofroniou (1999) to check that this approach was appropriate. The results, given in Tables 12 and 

13 of appendix 5, indicate that the negative factors inhibiting PPP adoption can be grouped into 

three categories. 
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1. Factor grouping 1 represents “lack of knowledge and human capital”. This grouping 

accounts for 26.75 per cent of total variances in mean rankings and represents five negative 

factors, namely insufficient skills of actors (sig. = 0.551), Lack of experience in managing 

PPP program (sig. = 0.788), Insufficient knowledge about PPP concept (sig. = 0.821), 

confusion over central government regulations (sig. = 0.805), and lengthy process of 

negotiations (sig. = 0.738). Higher loading values are given to insufficient knowledge about 

PPP concept and confusion over central government regulations. This is an indication that 

current PPP regulations have not yet been fully understood by sub-national governments in 

Indonesia. As a result, it can be argued that the central government needs to extensively 

promote a capacity building program to better socialise the regulations and to provide 

sufficient knowledge for local actors to feel comfortable with these regulations and the 

associated national policies and practices designed to assist local actors considering 

involvement with PPPs. Moreover, lengthy process of negotiations was regarded as a major 

negative factor, considering the fact that only two PPP projects have been successfully 

launched in the past decade. 

2. Factor grouping 2 represents “risk accountability and delay” and it includes four variables, 

namely reduce the project accountability (sig. = 0.752), high risk relying on private sector 

(sig. = 0.878), very few schemes have actually reached the contract stage (sig. = 0.651), and 

lengthy delays because of political debate (sig. = 0.542). This grouping accounts for 20.07 

per cent of the total variance in mean ranking. Since the aim of private involvement in a 

project is generating profit, sub-national government’s actors seem to be concerned that PPP 

projects will see water provision become commercialised. As a result, the government will 

find it difficult to be accountable and responsive to the public concerns, should the price of 

water increase significantly due to PPP adoption. Meanwhile, the last two variables indicate 

concerns that political situations can contribute to delays in PPP project implementation. As 

a result, very few projects have reached the implementation stage. 

3. Factor grouping 3 represents “additional burden for local resources” and accounts for 

19.15 per cent of the total variances in mean rankings. This grouping comprises three 

variables, namely less employment positions (sig. = 0.748), high participation cost (sig. = 

0.751), and high project values (sig. = 0.706). This is an indication that adoption of a PPP 

scheme is perceived to increase the local burden in terms of both financial and employment 

aspects. To stimulate the implementation of PPP arrangements at the sub-national level, the 

central government may need to consider providing incentives aimed at reducing the cost of 

PPP project preparation at local levels. Similarly, negotiations with private sector partners 

should focus on the need to create job opportunities for locals in order to make it easier for 

the local public partners to market the resultant PPP project to their constituents. 
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This analysis provides new perspectives of importance to the central government for the reasons 

behind the low level of participation of sub-national governments in the Indonesian water sector 

PPP program. In particular it suggests that, in general, sub-national governments consider the lack 

of knowledge and human capital, the risk accountability and delay, and the additional burden for 

local resources as the negative factors that discourage them from embracing PPP projects in their 

respective regions. 

5.4.3. Problems and Challenges of PPP implementation 

In general, the analysis of descriptive statistics of this study reveals mean rankings of 

problems and challenges associated with PPP adoption range from 3.08 to 4.02 (see Table 14 of 

Appendix 5). The top five ranked challenges and problems are revealed to include Involving many 

actors especially when the source of bulk water lies across jurisdictions, Unstable or inadequate 

sub-national government fiscal capacity, Insufficient capacity building program for local public 

officials, Fragmented authorisation at the central level, and Lack of capacity of local actors. This 

is an indication that, similar to other developing country experiences (as documented in Chapter 

2), water governance arrangements in Indonesia contribute towards making PPP arrangements 

more complex (Akhmouch, 2012a; Akhmouch & Kauffmann, 2013). 

Among the 13 problems and challenges, three have significantly different rankings 

between local regulators and water utilities, namely PPP is a foreign concept, Fragmented 

authorisation at central level, and unstable or inadequate sub-national government fiscal capacity. 

From the mean ranks given in Table 15 of Appendix 5, regulators tend to agree that PPP is a 

foreign concept is a more important challenge for PPP adoption than their water utility counterparts 

consider it to be. With respect to fragmented authorisation at central level, regulators also tend to 

rank this challenge more highly than water utilities ranked it. This is not surprising because, in 

dealing with central agencies, the local agencies will be the leading actors, while water utilities do 

not have direct relationships with the central agencies. 

Furthermore, if we compare the perception of sub-national actors based on the fiscal 

capacity clusters, this study found three challenges that are ranked as significantly different by 

respondents from the four cluster groups, namely lack of regulatory framework on PPP, lack of 

leadership and commitment of the local leader, and limited political support from local politician. 

Interestingly, if we look at the mean rank of lack of regulatory framework on PPP, then the results 

of our Kruskal Walliss H Test (given in Table 16 of Appendix 5) suggest that regions with low and 

medium fiscal capacity tend to rank this statement lower. It might be suggested that regions with 

low and medium fiscal capacity have more understanding of PPP regulations, compared to other 

groups. The majority of the respondents from these clusters were representing regions from Java 

Island. For problems related to lack of leadership and commitment and limited local political 

support, the high and very high fiscal capacity regions tend to rank those problems more highly. 
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Interestingly, the majority of respondents in these clusters were representing regions from outside 

of the Java islands. Again, these findings support our previous recommendation that central 

government needs to expand the focus of its capacity building program in regions outside Java 

Island. Table 16 Appendix 5 presents these result of PPP problems and challenges. 

We again employed factor analysis to reduce the 13 problems and challenges of PPP 

adoption, as perceived by sub-national governments, into a smaller number of groups. The results 

of this analysis (summarised in Table 17 and 18 of Appendix 5) suggest that four factor groupings 

are sufficient for representing the variables and that these groupings account for 68.79% of the 

total variance in our respondents’ mean rankings. 

1. Factor grouping 1 represents “institutional arrangement and lack of capacity building 

program”. This grouping accounts for 24.2 per cent of the total variance in rankings and  

comprises five challenges and problems of PPP adoption, namely fragmented authorisation 

at the central level (sig. = 0.620), lack of capacity of local actors (sig. = 0.726), unstable or 

inadequate sub-national government fiscal capacity (sig. = 0.765), insufficient capacity 

building program for local public officials (sig. = 0.761), and involving many actors 

especially when the source of bulk water lies across jurisdictions (sig. = 0.679). This is an 

indication that the Indonesian PPP scheme in the water sector faces important challenges 

from the institutional arrangements associated with its implementation, at both the central 

and sub-national levels. Further research also needs to be conducted to find suitable 

governance mechanisms for dealing with decision making across jurisdictions and to 

coordinate better across the various central agencies with responsibility for various aspects 

of PPP policy and practice. 

2. Factor grouping 2 represents “PPP regulation and leader commitment”. This factor 

grouping account for 15.9 per cent of total variance in rankings and consist of two 

challenges, namely lack of regulatory framework on PPP (sig. = 0.818), and Lack of 

leadership and commitment of the local leader (sig. = 0.743). With the high loading value 

of these two variables, it can be argued that sub-national governments in Indonesia do not 

perceive current regulations relating to PPPs as adequate to make such partnerships 

successful. Further research is needed to identify which specific regulations are perceived 

as providing the greatest hindrances to the development of PPP in the water sector. 

3. Factor grouping 3 represents “Local actor resistance”. This grouping accounts for 15.2 per 

cent of the total variance in rankings and comprises three problems or challenges, namely 

PPP is too complex to be managed (sig. = 0.766), PPP is a foreign concept (sig. = 0.865), 

and there is insufficient incentive for government officers to commit to implementing a PPP 

project (sig. = 0.658). The first two of these factors indicate that adoption of water sector 
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PPPs at the sub-national level faces challenges internally. The third factor indicates that 

insufficient incentives make local actors resist using PPPs to deliver water provision. 

4. Factor grouping 4, with two components of challenges, namely, Limited political support 

from local politicians (sig. = 0.769) and Strong political intervention (sig. = 0.868) 

represents “local political situations”. This study suggests that the Indonesian government 

need to consider revising its regulations so that the point at which local parliament approval 

is sought for a PPP project comes earlier in the PPP project life cycle. By revising the 

regulations in this manner, it is expected that the decision-making process in the earlier 

stages of PPP adoption could be accelerated. 

5.4.4. Summary of the second survey 

Our second survey investigated the perception of Indonesian sub-national governments 

towards the implementation of PPPs in the water supply sector. Based on our earlier literature 

review and discussions with experts, three important issues were raised, namely positive factors 

that motivate local actors in adopting PPPs, negative factors that discourage local actors from 

adopting PPPs, and problems and challenges associated with the implementation of PPP in the 

Indonesian water supply system. The study suggests that the most important positive factors 

comprise the ability of PPP to provide alternative infrastructure financing, to provide public sector 

savings and private engagement, to attain greater local benefits and endorsement from local 

leaders, and to replicate overseas success. Among the negative factors, this study identifies three 

important groups, namely lack of knowledge and human capital, risk accountability and possibility 

of delay, and additional burdens on local resources. Additionally, this study also finds that the key 

problems and challenges associates with PPP implementation comprise four groups, namely, 

institutional arrangements and the lack of a capacity building program, PPP regulation and leader 

commitment, local actor’s resistance, and the local political situation. 

5.5. Conclusions 
The findings from our surveys highlight a number of important matters requiring attention 

in order to improve implementation of the Indonesian PPP program in the water sector. Firstly, our 

surveys results indicate that for sub-national governments, the role of local leader is important in 

promoting PPP in their respective regions. The role of local leaders is particularly important when 

interregional cooperation is needed to support a PPP program, especially when the source of bulk 

water lies in another jurisdiction. Since adopting PPPs in the Indonesian water supply sector takes 

time, due to the lengthy process of negotiation between various actors, long-term commitment 

from the local leader is important to support this program. This situation is also confirmed in a 

recent study by Velotti et al. (2012) that suggests the importance of strong leadership and 

commitment in the initial stage for maintaining the sustainability of partnerships and for ensuring 

the ongoing relationship among actors that is essential to successful PPP projects. 
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Secondly, our surveys highlighted inadequacies in human resource capacity as an issue 

that needs to be resolved. The majority of our respondents appear to have limited understanding of 

the PPP concepts as well as the regulatory framework associated with it, especially as they apply 

in the water supply sector. Our second survey also clarifies this matter as one of the important 

challenges for the implementation of PPP in water supply sector. Additionally, our findings reveal 

useful information regarding which regions require more assistance, in terms of the roll-out of 

capacity building programs. Thirdly, our survey results suggest that acknowledging local 

objectives when endorsing adoption of the PPP scheme at the sub-national level is essential on the 

part of central government agencies. 

Furthermore, our survey results provide additional information of potential conflicts 

among local agencies during the implementation of water sector PPP programs, especially in 

regard to the pricing of the resultant water supply. In contrast to local regulators, our respondents 

from water utilities believe that adoption of a PPP scheme will increase the price of water to the 

consumer. 

A number of policy implications can be suggested. Firstly, the role of the local leader needs 

to be more clearly recognised and incorporated into the national PPP regulations and policy 

formation for this sector. While more regulations are not needed, the Government of Indonesia 

might be able to revisit the current regulations, especially those related to interregional cooperation 

in water supply provision. Secondly, it appears that many sub-national governments have not yet 

understood the merits of and regulatory framework for the Indonesian PPP scheme especially as 

these relate to the water sector. Thus, a continuous capacity building program is essential. This 

program appears to be particularly important for regions outside of the island of Java. 

Thirdly, to prevent interagency conflict due to water tariff policy, this study suggests that 

the Indonesian government provide a conflict resolution mechanism in its water specific 

regulations. Thus, further research might also be useful to find a suitable conflict resolution 

mechanism, such as a performance contract between utilities and municipalities or water regulatory 

agencies for the Indonesian context. 

Fourthly, our survey results indicate that the implementation of the Indonesian PPP 

Program in the water supply system is challenged regarding institutional and political aspects. To 

deal with these matters, further study needs to find suitable coordination and governance 

mechanisms for better managing vertical and horizontal relationships among the various 

governmental levels. 
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Chapter 6: Case Studies of the Indonesian PPP Program in the Water 

Sector 
 

6.1. Introduction 
The adoption and development of three recent Indonesian water supply PPP projects are 

described and elaborated in this chapter. Through these case studies, some multi-level governance 

aspects, such as policy mobilisation, exploration of relationships between actors and the link 

between central and local policy and the role arrangement in the decision making, will be 

identified. Investigating the roles of the different actors involved at each governmental level might 

be expected to provide important insights for dealing with such complexities within the PPP arena 

(Akhmouch & Kauffmann, 2013). Particular attention also needs to be focussed on how the various 

tiers of government in Indonesia might usefully share their competencies, with the aim of making 

the national PPP program more successful. Two other important aspects that these case studies 

reveal include the barriers that emerged during the establishment of each PPP that generated delays 

in eventual implementation and the governance mechanisms required to deal with these delays. 

Attention is focused on the initiation and transaction phases of each case study project. 

The delivery phase is not discussed in any detail because only the Tangerang water supply project 

has been successfully implemented. The Umbulan water supply project is still in the development 

phase after being successfully tendered in 2016, whereas the Bandar Lampung water supply project 

failed to be tendered when the data collection for this research was conducted, even though the 

tender was successfully finalised subsequently. 

6.2. Case Studies 

6.2.1. Tangerang Water Supply Project 

6.2.1.1 Background to Project 

Our first case study covers one of the recent PPP pilot projects in Indonesia, namely a 25-

year Build-Operate-Transfer contract in the water sector. Located in Banten Province, the 

Tangerang Water Supply project was announced in 2005 when the Indonesian government held its 

first Infrastructure Summit to offer PPP projects to potential investors. However, it took another 4 

years before it was initially developed (in 2009) and inaugurated in 2012. 

As in other regions of Indonesia, the Tangerang district faced problems related to water 

service provision. With a population of around 2.8 million, the water service coverage was able to 

fulfil only 11% of its population’s needs (BPPSPAM, 2015b). Unfortunately, their local water 

utilities (PDAM) failed to solve this problem due to technical and non-technical matters. As a result 

of this situation, an extraordinary event occurred in Tangerang District during the period from 2005 

to 2007. Poor access to water triggered a significant health problem. During these three years, 
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according to the data from Tangerang Health Agency, more than 1000 people were treated for and 

19 people died from diarrhoea. This phenomenon can be considered somewhat ironic, since 

Tangerang district is located only 30 km from Jakarta, the capital city of Indonesia. 

6.2.1.2 Initiation Phase 

Considering this situation, the director of PDAM Tangerang recommended that the 

Tangerang Government invite the private sector to deliver water provision, especially in the area 

that had not been covered adequately by this PDAM, namely Sepatan, Pasar Kemis, Cikupa, 

Balaraja and Jayanti. In his letter to the Mayor, he argued that the water provision system is the 

main responsibility of local government according to the Government Regulation (PP) 16/2005 

(Water System Development). Based on the extraordinary health-related event and the PDAM 

recommendation, Tangerang’s Mayor assigned a procurement team that consisted of several local 

government agencies (SKPD), such as the Local Planning Agency (Bappeda), the Local Office of 

Public Works (Dinas PU), the Local Investment Agency (BPMD), the Finance and Assets Agency 

(BPKAD) and the Local Water Utilities (PDAM). This team was led by the Regional Secretary 

(interview with Head of Cooperation Agency). For better coordination, the Mayor provided the 

procurement team with a temporary office to assist in preparing the project for tender. This team 

then consulted with the National Water Board (BPPSPAM) to follow up with this planning. The 

results of these regular consultations suggested that BPPSPAM would help the Tangerang 

Government in preparing the documents needed for planning and that the Tangerang Government 

should prepare the location for the water project and the data that was needed to make the required 

pre-feasibility documentation.  

Several inputs were also suggested for developing this pre-feasibility document, especially 

in relation to the local situation. One important input was the determination of the new water supply 

system coverage under PPP project. To attract the private sector, the Tangerang government and 

PDAM discussed the possibility that the private sector would be assigned responsibility for 

managing water service provision in the Balaraja area. The existing water provision in this area 

was provided by PDAM; however, this area was proposed to be offered to the private sector 

because the density of population in this area was high, and because it was believed that this would 

be an important carrot to attract the private sector interest. Accordingly, BPPSPAM agreed with 

the suggestion of the Tangerang government during the development of the pre-feasibility study. 

See figure 6.1 for the agreed area of coverage for this project. 
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Figure 6.1 Tangerang Water Supply Map 

Source: Adopted from PT AETRA AIR TANGERANG data, 2016  

  

Intake 
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During this early phase, the Tangerang government faced a crucial challenge. The local 

parliament did not subsequently agree with this plan. According to the Presidential Regulation 

(Perpres) 67/2005, prior to the project announcement, the Government Contracting Agency (GCA) 

should conduct public consultation. Based on this regulation, the local parliament argued that the 

project should be agreed by parliament before proceeding to the next stage. However, the 

government argued that this regulation only required the GCA to conduct public consultation and 

did not require local parliament approval before adopting PPP as the procurement method. To solve 

this matter, Tangerang’s Mayor suggested the team should follow the parliament’s will. During 

this consultation, local parliament conducted several meetings, and according to our respondents, 

the parliament attempted to find other means to intervene with the project. The parliament also 

asked for a comparative study to be conducted in Batam and Singapore. Parallel with this process, 

the team finalised the Pre-Feasibility Study documents. Despite the Mayor agreeing to the 

parliament’s demand, approval was not subsequently provided until early January 2007. In addition 

to dealing with the parliament, the Tangerang government also actively communicated with their 

residents, industries, and the local NGO. According to the BPPSPAM, the Tangerang Mayor was 

actively absorbed in seeking the input from residents and explaining the reasons why the 

government needed to invite the private sector to become involved in water service provision. 

6.2.1.3 Transaction Phase 

In January 2007, the procurement team conducted the prequalification requirements. 

During this phase, again the local team actively consulted with the Ministry of Planning (Bappenas) 

and BPPSPAM (interview with BPPSPAM official, 2017). Procurement was conducted following 

the existing procedure at that time, which meant that a competitive tendering scheme was 

implemented. Four private bidders were shortlisted, namely, PT. Tirta Bangun Pacibaja, Asian 

Utilities Pte Ltd, Acuatico-Capitalinc, and PT. Dextam Contructor (a consortium comprising an 

Indonesian and an Australian company). However, only two bidders were passed to the next stage, 

namely, Acuatico-Capitalinc and Asian Utilities Pte ltd, as PT. Dextam Constructor and PT. Tirta 

Bangun Pacibaja were not able to submit their documents on time. Based on a combination of price 

and quality considerations, Acuatico Capitalinc was announced as the preferred bidder in April 

2017, despite the fact that Asian Utilities could provide 100% equity for this project (BPPSPAM, 

2015a). 

At this stage, however, the program faced a number of challenges that endangered the 

tender process. The first problem was that only two bidders were able to continue with the 

tendering process. Based on the regulation of Perpres 67/2005, the tender should be processed only 

if there are at least three bidders involved in the procurement phase. If there are fewer than three 

bidders, the GCA must repeat the tendering process and invite new participants. This situation led 

the Mayor to discuss with the Ministry of Public Works and National Procurement Agency (LKPP) 
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the possible means to be adopted to solve this challenge. Considering the reasons provided and 

Tangerang’s particular situation, LKPP decided that the Tangerang government could continue the 

tendering without repeating the process. Secondly, approval from the local parliament had not yet 

been obtained at this point. This situation triggered the government to be careful about publishing 

the progress to only qualified mass media, in order to reduce the potential tension with the local 

parliament. Subsequently, the parliament issued its approval after the team explained the 

procurement result and acknowledged the price that made Acuatico-Capitalinc the winning bidder 

and so the Government proceeded to establish a new company, namely PT. Aetra Air Tangerang 

(AAT), to implement the project (Interview with BPMT Tangerang official 2017). The structure 

of the project can be seen in figure 6.2. 

In August 2008, after Acuatico-Capitalinc was declared the bidding winner, the PPP 

contract was signed by both the company and Tangerang Government. However, ground breaking 

could not occur until 2010. The interviews conducted for this case study indicated that water 

resource jurisdiction become the crucial challenge at this stage. First of all, it was agreed that the 

water project would have two sources of bulk water, from the Cisadane River in Tangerang 

Municipality (with volume 350 l/sec) and from the Ciujung River in Serang district (with volume 

500 l/sec). However, PDAM Serang, as the local authority of Ciujung River, disagreed with the 

proposed price of the bulk water. As a consequence, the source of bulk water was changed to draw 

only from the Cisadane River. The contract therefore needed be amended. The Tangerang 

government was required to ask permission from the central government since the Cisadane River 

was managed by the Ministry of Public Works (according to PP 121/2015, if the source of water 

runs across provinces, central government authority manages it). In early 2008, the MPW signed 

the approval that AAT could increase the bulk water volume from Cisadane River to 550 l/sec. 

This was lower than the requested volume (900 l/sec). Consequently, AAT needed to revise its 

planning and investment documents to be consistent with the new water exploration permission 

(SIPA). 
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Figure 6.2 The Structure of Tangerang Water Supply Project 

Source: Author’s own work based on data collection 

 

Having experienced these issues and delays, many parties doubted the future of this 

project, including the banks. This project did not manage to secure a guarantee from the central 

government at this point, a situation which triggered financial problems. The Tangerang water 

project was able to get only 70% financing from banks, but no bank could afford to give the full 

financing required because the project was considered high risk (interview with Corporate 

Secretary PT.AAT). The problem was resolved when the investor agreed to provide full equity 

(USD $ 43 million). Based on our interview with the director of Acuatico Capitalinc, there were 

two reasons why they were confident with this project, namely, the demography of the Tangerang 

district, which has many industries, and the strong commitment of Tangerang government to 

supporting this project. Subsequently the water tariff was proposed to be applied differently, based 

on customer groups. Table 6.1 presents the variety of tariffs agreed. 
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Table 6.1 Water Tariff of Tangerang Water Supply Project 

Customer Group 
Water Tariff Based on Customer Block (in Rupiah) 

B1 (0-10m3) B2 (11-20 M3)  B3 (>20M3) 

Social                     1,325                     1,650                              1,950  

R1-Modest House                     2,025                     2,025                              2,025  

R2- Medium House                     4,045                     4,775                              5,750  

R3- Above Medium House                     6,625                     7,950                              9,300  

R4- Real Estate                     9,200                   10,625                            11,900  

Government Institution                     9,175                     9,175                              9,175  

Commercial                   11,675                   12,900                            14,200  

Industry                   14,934                   14,934                            14,934  

  Source: Adapted from PT. Aetra Air Tangerang data (2016) 

6.2.1.4 Construction Phase 

In early 2010, the ground breaking for the project commenced. The interviews with 

respondents illustrated that in the construction phase, intergovernmental relations also became a 

critical challenge that needed to be managed. Construction began with the development of the 

water intake from Cisadane River. Administratively, the intake location was under the authority of 

Ministry of Public Works, but the location was under the jurisdiction of Tangerang municipality 

(see figure 6.1). Therefore, before they could commence, the Tangerang Government and AAT 

sought approval and permission from the Ministry of Public Works and the Banten Water Agency 

(BPSDA) for the intake location. It was not difficult to get an approval from the MPW and BPSDA 

since the project was also supported by the central government. Notwithstanding this, the MPW 

advised the Tangerang Government to also seek a Permits Building Licence from the Tangerang 

Municipality. Based on this recommendation, the Tangerang government and AAT applied for this 

licence from the Tangerang Municipality, but it was not granted for several months, causing further 

project delay.  

With this delay, the first alternative solution was moving the intake location to Cihuni 

River, which belongs to the Tangerang district municipality. However, this solution was rejected 

by AAT because it would increase their cost of production, and because the water tariff would 

need to increase, reducing the affordability of the water. Secondly, AAT attempted to negotiate 

further with Tangerang Municipality about the intake development. AAT and the Tangerang 

district offered Tangerang Municipality a new deal: that if they were allowed to develop the water 

intake in their jurisdiction, AAT would also supply the water to the Tangerang Municipality. This 

offer was rejected. Tangerang Municipality indicated that they would grant the licence only if AAT 

could provide a royalty payment to Tangerang Municipality as a consequence of the intake 
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development in their region. Unfortunately, this payment request could not be accepted because 

AAT could conduct agreements only with Tangerang District.  

To avoid further delay in the development, the Tangerang district government asked AAT 

to develop the intake infrastructure as per the agreed schedule. Unfortunately, Tangerang 

municipality officials came and stopped progress on the development of the intake, arguing that 

the intake development had not got a licence from the government. Considering this situation, the 

Tangerang district government asked the provincial government to facilitate the required 

coordination; however, the support provided was limited (interview with secretary of procurement 

team, 2017). The problem was solved after the MPW indicated that they were eager to facilitate 

the communication between Tangerang Municipality and Tangerang District. Finally, the first 

phase of construction was accomplished in 2011, and in 2012, water was finally distributed to the 

consumers. During the distribution, Tangerang Government actively promoted this project to the 

people as well as to the industries to encourage them to switch their water usage from well water 

to water from PT.AAT. This activity was conducted to support the private sector achieving the 

target market usage levels, and as a result, water coverage in Tangerang would increase and the 

number of diarrhoea cases could be reduced. See Table 6.2 for a summary of the critical events 

associated with this case study. 

Table 6.2 Tangerang Water Supply Critical Events 
Year 2005 2007 2008 2010 

Critical 
events 

- Diarrhoea 
outbreak 

- Policy initiation 
- Developing pre-

feasibility study 

- Prequalification with 
5 bidders 

- Only two bidders 
were passed: 
Acuatico Capitalink 
won the bidding 

- Signing contract between 
Tangerang government 
and Acuatico 

- Cancellation of one 
source of bulk water 

- Amendment of contract 
- Financial problem 

- Ground breaking 
- Project 

implementation 

Source: author’s own work 

 

6.2.2. Umbulan Water Supply Project 

6.2.2.1 Background to Project 

Our second case study is one of five showcase projects that become a national priority to 

be accomplished. The project, which involved an investment value of Rp 2.05 trillion (USD $151.6 

million), is a 25-year concession Built-Operate-Transfer (BOT) contract for a water supply system 

that included only production and transmission components. The project, located in Pasuruan 

District, was launched by the government of East Java Province and was planned to serve 5 regions, 

namely, Pasuruan District (Kabupaten Pasuruan), Pasuruan Municipality (Kota Pasuruan), 

Sidoarjo Municipality, Surabaya Municipality and Gresik Municipality. 
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As a consequence of population growth in Indonesia, the demand for water has increased 

significantly. This situation is particularly apparent in regions such as East Java Province. Surabaya 

municipality, as the capital city of East Java province and the second biggest metropolitan city in 

Indonesia, not only serves as the centre of government in East Java but also represents an important 

centre for business and education activities. According to the Surabaya Bureau of Statistics, the 

population growth between 2000 and 2010 reached 0.63% in this region. However, there was only 

limited space available for new housing to deal with this population growth. As a consequence of 

this phenomenon, the neighbouring regions such as Sidoarjo and Gresik also faced similar 

situations. As the head of Sidoarjo Planning Agency noted, they needed to reduce agricultural land 

from 14.25 thousands of acres to 7 thousands of acres to allow for new housing in order to deal 

with the growing housing demand (Zaini, 2017). With this growing population, demand for water 

has increased, not only in Surabaya but also in the neighbouring regions such as Sidoarjo and 

Gresik.  

Along with the growing demand pressures in these three regions, there is a lack of sources 

of bulk water to fulfil this demand (see table 6.3). PDAM Surabaya is one of the biggest local water 

utilities in East Java Province; although the coverage of their service has already achieved nearly 

80% of requirements, the demand for water services significantly exceeds the current coverage. It 

is expected that in 2020 the availability of water and the coverage will prove increasingly 

inadequate for fulfilling the demand for water. 

Sidoarjo district also has an indication that this region does not have sufficient sources of 

bulk water to fulfil local demand. Data from statistic agencies summarised in table 6.3 also show 

that currently the existing water service coverage of PDAM Sidoarjo cannot meet with the 

expectation of the Indonesian MDGs standards. Water service coverage in Sidoarjo is less than 

20%, for example. According to our interview with the director of PDAM Sidoarjo, the demand of 

water (of 865 litre/second) currently exceeds the availability of bulk water in Sidoarjo (of 464 

litre/second). The Umbulan water supply PPP project was expected to be able to some extent 

address the water deficit problem in the Sidoarjo district. 

Gresik municipality is experiencing a similar problem. Currently the capacity of PDAM 

Gresik to provide water provision is only 1,325 litre/second, but the demand for water has reached 

4,300 litre/second. Umbulan water supply was expected to be able to provide another 1,000 

litre/second (interview with Director of PDAM Gresik, 2017). Therefore, we may suggest that one 

of the reasons behind the local water utilities (PDAM) difficulty in extending the coverage of water 

provision is due to inadequate local sources of water. 

On the other hand, in the Pasuruan district, a huge source of water in the Umbulan village 

has not been fully used. According to the JICA report (2009), the water of Umbulan Spring is clean 
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and plentiful, and produces a water range between 4,125 and 4,515 litres per second. Therefore, to 

solve the problem in these three regions, East Java province sought to establish a PPP project aimed 

to distribute water from Umbulan spring to Pasuruan and the other three regions. 

Table 6.3 Profile of Regions under the Umbulan Water Supply Project 

 Pasuruan 

District 

Pasuruan 

Municipality 

Sidoarjo 

District 

Surabaya 

Municipality 

Gresik 

Municipality 

Administration 

Population 
(BPS, 2015) 

1,510,261 213,298 2,049,038 2,984,350 1,303,773 

Water Coverage 
(BPS, 2014) 

1. 5.15% 
pipeline 

2. 56.7% non-
piped 

1. 25.22% 
pipeline 

2. 58.57% 
non-piped 

1. 18.77% 
pipeline 

2. 60.31% non-
piped 

1. 75.82% 
pipeline 

2. 22.54% non-
piped 

1. 44.48% 
pipeline 

2. 51.00% non-
piped 

Local water utilities (PDAM) (State Development Audit Agency/BPKP, 2015) 

Existing # of 
connections 

22,623 19,041 109,164 526,688 79,336 

Non-Revenue 
Water 

25% 12.9% 28.3% 26.8% 28.5% 

Performance Healthy Healthy Healthy Healthy Healthy 

Expected Contribution of Umbulan Water Supply Project 

Expected 
benefit (# of 
connections) 

32,800 8,800 96,000 80,000 80,000 

Additional 
network 
coverage 

10.8% of 
population 

20.6% of 
population 

23.4% of 
population 

13.4% of 
population 

30.6% of 
population 

Source: adapted from several sources (BPS, 2015; BPS, 2014; BPKP, 2015; MPW, 2016) 

 

6.2.2.2 Initiation Phase 

Although this project was included in the priority projects announced by the Government 

of Indonesia in 2005, little progress was achieved prior to 2010 due to the long-standing conflicts 

of interest among local stakeholders. During this time, there appeared to be an absence of 

leadership from local actors for managing the proposed project. 

During the first decade of the decentralisation era, our data collection suggests that not 

much progress had been shown, up until 2010, towards progressing the Umbulan Project to the 

next phase. According to the JICA report, inter-municipal coordination became an issue that made 

the project progress slowly during this period. The issues include the differences in the distribution 

system and the financial capacity of each region, as well as the compensation for the Pasuruan 

district, which claimed to be the region that has water rights over the Umblan Spring, despite the 
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fact that these water rights actually belong to the East Java Province (JICA, 2009). When our 

interviews were conducted, this issue was also supported by a statement from the Director of 

PDAM Pasuruan, who argued strongly that the Umbulan water spring was their heritage and that 

this created some obstacles for the project; yet he declined to discuss this in more detail and 

preferred to discuss the process after the signing of a MoU between 5 regions and the Governor of 

East Java. 

6.2.2.3 Transaction Phase 

In 2010, the Vice President of the Republic of Indonesia made a crucial decision: that the 

Umbulan Project would become one of the showcase PPP projects in Indonesia. Accordingly, the 

Ministry of Finance (MoF) appointed PT. Sarana Multi Infrastructure (one of the Public 

Enterprises under MoF control) to assist the East Java government in preparing the project for the 

bidding phase. As a result, the bidding phase started in 2011.  

Five (5) consortiums passed the pre-qualification process, namely, (i) Consortium 

Marubeni Corp, Nippon Koei Co.Ltd, and PT. Perkom Indah Murni; (ii) Consortium China 

Harbour Eng. Co. Ltd, Sound Global Ltd. And PT Manggala Purna Sakti; (iii) Consortium 

Kukdong Eng. & Const.Co.Ltd, PT Brantas Abipraya, PT. Grundfos Pompa and PT Pralon; (iv) 

Consortium PT Amerta Bumi Capital, PT Bakrieland Development tbk, and Beijing Enterprise 

Water Group; and (v) Consortium PT. Medco and PT. Bangun Cipta Constructor. 

At this stage, however, the project again ran into obstacles that endangered its 

implementation and viability. The first obstacle came from the inadequacy of the PPP framework 

to deal with the Indonesian context. During this period, Perpres 67/2005 changed several times. In 

addition, a lack of clarity regarding government support and guarantee regulations saw the project 

become financially unattractive. As a consequence, the government needed, as partner of the 

private participant, to offer significant support to the project so that it could be deemed financially 

feasible. In this case, as in other developing countries such as India, the government provided 

financial support through a Viability Gap Fund (VGF) scheme (Mahalingam, 2009; Agrawal et al., 

2011). The associated discussion between East Java Province and the Ministry of Finance caused 

additional delays because, during this period, since specific regulations related to financial support 

had not been clearly established.  

It took a number of years for officials from the central and provincial government to agree 

on the Umbulan project structure. The process became clearer after the Ministry of Finance issued 

the Viability Gap Fund (VGF) regulation (PMK 223/2012 & 143/2013) and the Project 

Development Facility (PDF) regulation (Interview with official from PT. SMI, who now acts as 

the Project Manager for Umbulan, 2017). Without these regulations, the project was not feasible, 
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since the cost of production was higher than the tariff affordability. Tariff comparisons before and 

after VGF are provided in Table 6.4. 

Table 6.4 Water Tariff with and without VGF 

No. PDAM/PDAB (Water Utilities) Without 
VGF 

(Rp/m3) 

Tariff 
affordability 

(Rp/m3) 

With VGF 
(Rp/m3) 

Weighted Average Tariff 7,000 5,820 5,280 

1 PDAM Pasuruan Municipality 3,850 3,000 2,510 

2 PDAM Pasuruan District 4,600 3,300 2,820 

3 PDAM Sidoarjo District 8,050 6,499 5,990 

4 PDAM Surabaya Municipality 6,050 5,681 4,240 

5 PDAM Gresik District 7,700 6,199 6,190 

6 PDAB East Java Province 7,600 6,900 6,860 

Source: adapted from the Government of East Java Province data (2017) 

Note: $1 USD equivalent with Rp 12,000 

 

The next obstacle arose in February 2015, since Law 7/2004, which mandated water 

management reform, was annulled by the Constitution Court. Consequently, water infrastructure 

projects had to be based on the previous Law 11/1974 (Irrigation), which restricted private sector 

involvement in water resource management (Al’Afghani, 2006). This situation created an 

emergency situation for water projects in Indonesia, including the Umbulan project. This, in turn, 

forced a re-examination of the proposed structure of the Umbulan WSP (interview with the 

operational manager of PDAB, 2017). 

Consequently, the bidding process needed to be repeated in early 2015. Only three bidders 

committed to being involved in this re-bidding process, namely, (i) Consortium Marubeni Corp, 

Nippon Koei Co.Ltd, and PT. Perkom Indah Murni; (ii) Consortium PT Amerta Bumi Capital, PT 

Bakrieland Development tbk, and Beijing Enterprise Water Group; and (iii) Consortium PT. 

Medco and PT. Bangun Cipta Constructor. However, at the deadline date for document 

submission, only one consortium submitted an offer. No reason has been found for the Japanese 

consortium not lodging a bidding document by the submission deadline date. The Bakrie and 

Beijing Enterprise consortium had an internal problem and were unable to resolve the matter by 

the day submissions were required (interview with Head of Investment Coordinating 

Agency/Umbulan Project Manager, 2017). Therefore, in February 2016, the only remaining bidder, 

Consortium PT. Medco and PT. Bangun Cipta Constructor, was appointed as the winner.  
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Despite the contract being signed in June 2016, the multiple layers of government 

involvement at the sub-national level contributed to further delays in the implementation of this 

project. As previously mentioned, five regions were involved in the Umbulan Project, with one 

provincial government as the contracting agency. In addition, each government had three agencies 

that sought to be actively engaged in the decision-making process, namely, the Mayor (head of 

district/ municipality), DPRD (local/provincial parliament), and PDAM/PDAB (local water 

utilities/provincial water enterprise), and each of these elements had different perceptions towards 

the proposed and agreed PPP program. Our interview with sub-national actors in East Java 

Province indicated that political, commercial and technical issues were raised at this late stage in 

the decision-making process. For example, when a public hearing was conducted with the 

Provincial Parliament (DPRD Provinsi) to get a particular kind of approval, the East Java 

government was asked about the motive behind adopting a PPP for implementing the Umbulan 

WSP. “What will we get from this project?” asked one of the members of parliament to the 

representative of the East Java Government (Interview with Head of Investment Coordinating 

Agency/Umbulan Project Manager, 2017). Furthermore, when these public hearings were 

implemented, the East Java government also received seven (7) demands from the DPRD Pasuruan 

(local parliament). Unfortunately, our respondent did not explain further about these demands 

because they were highly political, and it was not in his authority to cover these matters. 

Other motives, such as privilege, have also become serious political matters that proved to 

be an obstacle for this project. The Pasuruan municipality and the Pasuruan district felt that 

Umbulan spring/creek belonged to their jurisdiction and that it had a historical background with 

their regions. Our data collection indicates that at least three types of privilege were asked for in 

order to make these two regions agree with the PPP project, that is, tariff, service and support for 

network development. The first two concerns could be solved at the provincial level. The Pasuruan 

municipality and district secured a lower tariff as well as changed obligations to absorb the water, 

compared to the other three regions (see table 6.5). Furthermore, the payment scheme for these 

two regions was also different. A take or pay scheme is to be applied for Surabaya, Gresik and 

Sidoarjo, while the Pasuruan municipality and district will involve a take and pay scheme. 
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Table 6.5 Tariff Allocation and Water Absorption Obligation per Local Water Utilities 

No.  PDAM Tariff (Rp. / M3) Water absorption (L/det). 

Year 1 Adjustment 1 2 3 4 

1 Pasuruan 
Municipality 

  1,050  Every 2 years based on 
inflation 

50 75 95 110 

2 Pasuruan 
District  

  1,050  Per year based on inflation, 
2,5 % in the first five year 

200 300 410 410 

3 Sidoarjo District   2,500  Per year based on inflation 200 500 800 1200 

4 Surabaya 
Municipality 

  2,400  Per year based on inflation 500 1000 1000 1000 

5 Gresik District   2,750  Per year based on inflation 300 600 1000 1000 

Source: Adapted from PDAB data (2016) 

A third concern was specifically raised by the Pasuruan district before the Mayor (Bupati) 

would agree to sign the MoU between him and the East Java Governor. The Pasuruan district 

would support the project only if they received support from the provincial or central government 

to develop the required distribution pipe (interview with official of PT. SMI). To address this 

concern, the East Java government asked KKPIP (Committee for Indonesian Infrastructure 

Acceleration) to facilitate problem solving with the Pasuruan district. After a series of intensive 

meetings, the Minister of National Development Planning (Bappenas), decided that the concern of 

the Pasuruan District would be supported by the Central Government through a specific purpose 

grants (DAK) mechanism (the staff of Committee of Indonesian Infrastructure Acceleration 

(KPPIP), 2016). Compared to these two regions, the other three regions were concerned only with 

commercial aspects such as water volume and distribution area; therefore, it did not take additional 

time to secure agreement from these remaining regions. The structure of the Umbulan water supply 

project can be seen in figure 6.3. 

Apart from this, according to our interview with private sectors and central government 

agencies, the success of decision making in this project cannot be separated from the role of the 

Head of East Java Investment Agencies, Mr. Lili Sholeh Wartadipraja. Our interview with the 

project manager of Umbulan from PT. SMI suggested that Mr. Wartadipraja clearly articulated the 

demand of the Governor as well as those of the five local governments, so that the negotiation 

between provincial and local governments could run smoothly. Perhaps negotiation with Pasuruan 

district was the only negotiation that took more time. The Director of PT Bangun Cipta Konstruksi, 

the bidding winner, also clarified that the role of Mr. Lili Sholeh Wartadipraja was critical at this 

stage. From the private sector perspective, his ability to manage the project contributed to the 

acceleration of the progress that had previously been in deadlock.  
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Finally, in December 2016, the project reached financial closure. Construction work 

commenced in July 2017, and the project is planned to be accomplished and ready for the resultant 

water resource to be distributed in 2019. Table 6.6 provides an overview of the critical events in 

the development of the Umbulan WSP. 

 

 
Figure 6.3 The Structure of the Umbulan Water Supply Project 

Source: Author’s own work based on data collection  

 

 

Table 6.6 Umbulan Water Supply: Critical Events 

Year 2010 2011 2012 - 2014 2015 2016 

Crucial 

Events 

Crucial 
decision 
made by 
Vice- 
President 
 
Umbulan 
becomes 
national 
strategic 
project 

The first 
bidding 
 
 
 
 
 
 
Five 
consortium 
involved 

Addendum to 
contract documents 
due to changing 
PPP regulatory 
framework 
 
In 2013, MoU 
signed between 
Governor of East 
Java Province and 
four Regions, 
except Pasuruan 
District 

The second 
bidding 
with the 
new 
business 
scheme 

PT. Medco and PT. BCK 
declared as the winner of 
bidding process 
 
Intensive intergovernmental 
meeting discussing shared 
competencies to support 
Umbulan Project 
 
Pasuruan District agreed to 
sign the MoU 
 
Financial Closure 

Source: author’s own work 
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6.2.3. Bandar Lampung Water Supply Project 

6.2.3.1 Background Project 

Our third case study represents a water PPP project that failed to be implemented by the 

time the data collection was conducted for the purpose of this study. The project was initiated by 

the government of Bandar Lampung Municipality, Lampung Province. Similar to the Umbulan 

water project, this project, which involved an investment value of Rp 1.1 Trillion (USD $75.34 

million), was also a 25-years Build-Operate-Transfer (BOT) contract for a water supply system 

that included only production and transmission components. The water resource for this project is 

the Way Sekampung river, located in the neighbouring region of Lampung Selatan District 

(Kabupaten Lampung Selatan) (see figure 6.4). The project is expected to be able to increase the 

coverage of water supply to 20% of the total population. This project was included as a water PPP 

project offered to the private sector during the Infrastructure Summit of 2006. However, in 2015, 

the project failed to be implemented due to an unsuccessful bidding process. The bidding was then 

repeated with a new project structure, and in December 2017 was successfully tendered. For the 

purpose of this study, the focus of discussion is only up until 2016, when the data collection for 

this research was conducted. 

 

 

Figure 6.4 Bandar Lampung Water Supply Map 

Source: Adapted from Ministry of Public Works data, 2018 
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The project was initiated in early 2000 to fulfil the water supply needs of the Bandar 

Lampung municipality. The existing water supply was able to fulfil the needs of only 32% of the 

Bandar Lampung population; the rest relied on the exploitation of ground water (BPPSPAM, 

2017). As a consequence of the growing population, the quality and quantity of ground water 

became degraded. The problem was getting worse, considering that the quality of the existing water 

supply provided by PDAM Way Rilau (local water utilities) could not be relied on. Nearly 50% of 

the water produced was being lost in the distribution pipes (BPPSPAM, 2017). A combination of 

factors contributed to the high level of non-revenue water, such as the pipe deterioration and the 

lack of investment on construction and maintenance of the pipeline and its associated water meters 

(World Bank, 2013). This situation triggered the local government to explore a PPP scheme to 

provide a reliable water supply resource to meet the growing demand for water. 

Unlike the first two projects, the government contracting agency for this project was not 

the government of Bandar Lampung Municipality, but PDAM Way Rilau, the local water utility. 

This was interesting, especially when we explored the role of PDAM Way Rilau representing the 

local government in the decision-making process. As noted, the location of the water resources is 

outside the Bandar Lampung Municipality jurisdiction; thus in preparing for project 

implementation, good intergovernmental relations were required both vertically and horizontally 

(see chapter 4.3). 

6.2.3.2 Initiation Phase 

Our data collection suggests that, although the project was initiated in early 2000, its 

preparation began under PPP scheme arrangements in 2010. To prepare this project, the Mayor 

appointed PDAM Way Rilau to lead the project procurement process. In 10 November 2010, the 

government of Bandar Lampung Municipality, National Water Board (BPPSPAM), PDAM Way 

Rilau, Singapore Cooperation Enterprise, and the World Bank signed the agreement for the 

development of the Water Supply Project in Bandar Lampung Municipality. This project initially 

was a World Bank project model for PPP in Indonesia and a pilot project for PT. PII providing a 

full guarantee for PPP projects in Indonesia.  

The initial design for this project was Build-Operate-Transfer (BOT). The private sector 

was required to take responsibility for building the water supply system, which consists of intake, 

Water Treatment Plant (WTP), transmission pipe, reservoir and the distribution network. The 

government contracting agency has the responsibility of distributing the water to the consumers. 

The government of Bandar Lampung Municipality has the responsibility to provide the land, raw 

water, and accessing permits, and to pay for the bulk water produced by the private sector. To 

operate the water supply system, the Bandar Lampung’s government appointed PDAM Way Rilau 

(the local water utility). 
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During this phase, the researcher did not find any direct involvement of central government 

agencies such as Ministry of Public Works and Ministry of Finance in assisting the Bandar 

Lampung government in preparing this project. Although the PT. PII was involved in the project 

during this phase, unlike in other projects, their involvement in this project was not based on a 

mandate from the Ministry of Finance. According to our interview with the former deputy director 

of PPP unit, initially this project was to be funded with Bandar Lampung’s budget (APBD); 

however, after reviewing the plan, the budget seemed to be inadequate for implementation. Thus, 

the Bandar Lampung government initiated the PPP scheme to execute this project. In doing so, 

they contacted PT. PII directly to assist them in preparing documentation for this project. 

Interestingly, although the involvement of PT. PII in the beginning of this project was expected to 

bring added value to the PDAM in preparing the documents, PT. PII also acted as an intermediary 

actor to communicate with international donors such as the World Bank and with central 

government agencies such as the Ministry of Finance. 

The involvement of the World Bank in this project was due to their role providing 

assistance to the government of Indonesia in establishing an enabling environment for Indonesian 

PPP development. One of their initiatives was establishing an Indonesian guarantee fund to support 

the PPP project; this fund was later to become the Indonesian Infrastructure Guarantee Fund/IIGF 

(PT.PII) (Wibowo, 2015). Accordingly, these two institutions (the World Bank and PT PII) played 

a big role in assisting the Bandar Lampung government in preparing this project. Meanwhile, from 

the local government side, PDAM Way Rilau was appointed to lead this project. The researcher 

did not find any role for the Mayor or other local agencies after the signing of the agreement.  

6.2.3.3 Transaction Phase 

In December 2011, the Bandar Lampung Water Supply Project was launched to the market. 

Interestingly, this project was considered to be the first project that promised a government 

guarantee and financial support to the bidding winner. With these promises, this project got a 

positive signal from the market. Ten consortiums that were interested in this project submitted the 

pre-qualification applications at the deadlines on 29 February 2012. From those participants, only 

four consortiums were considered compliant and able to be involved in the next phase, namely 

Hyundai Engineering and Construction, Itochu Corporation and PT Potum Mundi Infranusantara 

consortium; Abeima and PT Wijaya Karya Persero Tbk consortium; Acuatico and Mitsubishi 

Corporation consortium; and Manila Water and Great Giant Pineapple Co consortium. However, 

as in previous cases, some obstacles contributed to the failure to implement this project in a timely 

manner. 

Firstly, the obstacle came from the inadequacy of the PPP framework to deal with the 

Indonesian context. As we noted in the previous section, the PPP framework had not been well 

established during this period, especially in regard to the government support to the project 
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bankability. Although this project was supported by PT PII in the form of a government guarantee, 

the central government still needed to offer significant support to the project so that it could be 

deemed as financially feasible. In this case, as in other developing countries such as India, the 

government provided financial support through a Viability Gap Fund (VGF) scheme (Agrawal, 

Gupta, & Gupta, 2011; Mahalingam, 2009). Specific regulation related to this matter was not 

stipulated by the MoF at the end of 2012. Without the VGF, the tender process was not able to be 

followed up, because in the next step of bidding, the procurement team needed to announce the 

request for proposal (RfP) to the shortlisted bidders. One clause in the RfP was the amount of VGF 

required for supporting the project (interview with the Director of Technic of PDAM Way Rilau, 

2017).  

Secondly, it might be suggested that the next obstacle to this project was the 

intergovernmental relations between the central and local government. According to the PMK 

223/2012 (VGF regulation), prior to the procurement process being finalised, the GCA must 

acquire VGF approval from the MoF. Thus, in December 2013, the Government of Bandar 

Lampung Municipality submitted a VGF proposal to the MoF supporting this project. Our data 

collection suggested that,in the beginning, the VGF for Bandar Lampung water project was Rp 

534 billion (USD $ 44.5 million). However, this proposal was rejected by the MoF because the 

Bandar Lampung government did not incorporate any central agency in the preparation of the 

feasibility study. In developing the pre-feasibility study, the government of Bandar Lampung was 

assisted by the consultants provided by the World Bank and PT PII. As a result, the technical 

aspects of the project were calculated based on developed country specifications. Consequently, 

the project needed a high amount of VGF to make the project feasible. From their pre-feasibility 

study, the project cost was approximately Rp 1,143 billion (USD$ 95.25 million). To cover this 

investment cost, the water tariff would be applied at Rp 14,939/m3, although the consumer’s ability 

to pay was only Rp 5,483/m3. Thus, to cover this cost difference, the project required VGF of 

around Rp 532.6 billion (USD$ 44.38 million). In response to the VGF request, the MoF asked the 

government of Bandar Lampung to seek further advice from the national water authority (in 

particular, the MoF suggested the government of Bandar Lampung to seek different opinion from 

BPPSPAM). Our interview with the former Deputy Director of the PPP Unit suggested that they 

could not accept the proposal because the pre-feasibility study did not get approval from the central 

government agency with authority in the water sector. As the former Deputy Director of PPP Unit 

said: 

We cannot accept this proposal as our reference, we will accept it if this proposal uses the 

respected authority as its reference. If we get an audit, it is difficult for us to justify the VGF 

if it is not based on authority justification. (Interview with the former Deputy Director, PPP 

Unit). 
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Thus, through a letter (616/783/1.10/2014), the Mayor of Bandar Lampung asked for a 

recommendation from the BPPSPAM in regard to the pre-feasibility study made by their 

consultant. 

To respond to this request, a number of recommendations were proposed. One of the 

members of BPPSPAM highlighted several criteria that were not suited to the Indonesian context, 

for example the peak factor of water. In the pre-feasibility study, the peak factor of water was 2.0, 

or 200% of daily needs, whereas according to BPPSPAM, on average the peak factor in most cities 

in Indonesia was 1.75 or 175% of total daily needs. Consequently, the diameter of the design of 

pipeline distribution was wider than the actual requirement and as a result, the proposed investment 

cost was higher than the BPPSPAM recommendation. 

The other recommendation from BPPSPAM concerned financial aspects of the pre-

feasibility study, such as the funding composition for this project. In the pre-feasibility study, the 

VGF was proposed to reach Rp 773.92 billion (USD$ 64.5 million). This exceeded the regulation, 

which seeks a maximum of 50% from hard cost projects. With several technical adjustments such 

as those mentioned previously, BPPSPAM could minimise the VGF to become Rp 362.27 billion 

(USD$ 30.2 million). Moreover, the composition of equity also became an important aspect to be 

highlighted for attention. This proposed funding scheme was considered to greatly protect the 

interests of the investors. The structure of the proposed funding can be seen in table 6.7. Thus, 

BPPSPAM recommended to change the funding composition to 70% loan and 30% pure equity.  

Table 6.7 Proposed Project Funding Composition 

Source of funding Composition Rp million 

Senior Debt 

Shareholder loan 

Equity 

VGF 

Cash flow during initial 3 years of phase 1 

Total 

20% 

8% 

0% 

68% 

4% 

100% 

 

230,210 

95,373 

3,289 

773,928 

40,373 

1,143,172 

 

         Source: Adapted from BPPSPAM data (2014) 

In response to the recommendation of BPPSPAM, PDAM Way Rilau then continued the 

bidding process with some adjustment in their bidding documents. In 2015, the final request for 

proposals (RfP) documents were published and sent to the four consortiums that had passed the 

pre-qualification phase. Unfortunately, no companies returned the RfP by the deadline for bidding. 

Our interview with the Director of PT. Acuatico suggested that the main reason they did not 
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resubmit the proposal was because, after the adjustments, the investment value become much 

lower, and the VGF value also decreased significantly compared to the feasibility study.  

Another reason that contributed to the bidding failure was the unclear potential consumer 

mapping provided by PDAM Way Rilau. This matter is important because the disbursement of 

VGF by the MoF would take place only when the installation of the main distribution network for 

14,000 new connections had been carried out. The installation itself was expected to be 

accomplished after two years of work; meanwhile PDAM Way Rilau had not able to provide a 

waiting list of 14,000 new customers. With the absence of this waiting list, the opportunity for the 

private company to obtain an investment return from the water tariff was questionable. This 

situation made the private sector doubtful of the sustainability of the project. Accordingly, at the 

end of 2015, this project was announced as a failure due to the inability to complete the bidding 

process. 

Considering the importance of this project, the process was then repeated with a new 

scheme and new arrangements in 2016. During this time, the PPP unit under MoF became involved 

in the project initiation phase. Through their new facility (Project Development Facilities), the 

MoF assigned PT. SMI to assist M Way Rilau, as the new government contracting agency (PJPK), 

in preparing the project documentation and to coordinate with other central governmental agencies. 

Finally, at the end of 2017 the project was successfully tendered. However, for the purpose of this 

study, discussion will cover the period only until the project was declared as having failed to be 

successfully tendered. This brings this case into line with the endpoint for discussion of our other 

cases. Table 6.8 provides an overview of the critical events in the development of the Bandar 

Lampung WSP. 

Table 6.8 Bandar Lampung Water Supply: Critical Events 

Year 2010 2011 2012 2013-2014 2015 

Crucial 

Events 

Signing 
agreement 
Bandar 
Lampung 
Water 
Project 
 
Project 
Preparation 

Market 
Launching 
 
 
 
 
 
 
10 
consortiums 
interested 

Project 
Pending due to 
lack of 
regulatory 
framework on 
VGF 
 
VGF 
Regulation 
was stipulated 
in December 
2012  

Government of 
Bandar 
Lampung 
Submitted VGF 
Proposal to the 
MoF 
 
BPPSPAM 
Recommendati
on was made 

Documents RfP were 
sent to 4 consortiums 
 
No consortium resubmit 
the proposal 
 
The bidding was failed 

Source: author’s own work 
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6.3. Chapter Summary  
The three case studies discussed in this chapter have indicated some interesting findings 

in relation to the research questions of the study. Firstly, with regard to actors’ involvement in the 

arrangement, the case studies indicate that water sector PPPs in Indonesia involve actors from 

different levels of government. Although the main authority is with sub-national governments, the 

process of adoption and development of the PPP program in their regions involves many actors 

from central level and is highly influenced by central government regulations. Thus, further 

analysis is needed to understand how sub-national actors can mobilise their resources to influence 

the PPP policy making at the central level. 

Secondly, these three case studies also clarify that, although water PPP projects are local, 

the arrangements associated with these projects also involve actors from various governmental 

levels. Several decision-making arenas were identified as potentially problematic, given the 

complexity of PPP decision making in the multi-level governance setting: the development of the 

PPP regulatory framework, the project initiation phase and the project transaction phase. The 

capacity for decision making is not a central government monopoly, but “is diffused to different 

levels of decision making such as the sub-national level” (Kohler‐Koch & Rittberger, 2006, p. 34). 

Accordingly, further analysis needs to be focused on identifying the role of each governmental 

layer in order to support the PPP program and on which competencies need to be shared among 

the governmental layers in the PPP arrangement. 

Thirdly, the investigation of our three cases also highlights a number of challenges that are 

potentially able to contribute to delays in PPP projects. Specific attention needs to be focused on 

multi-level governance issues and governance mechanisms in dealing with these delays as and 

when they arise, in order for the national PPP scheme to be successful. 
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Chapter 7: Case Analysis: Intra Event Analysis 
 

7.1. Introduction 
Previous chapters have identified and provided some interesting commentary on how sub-

national actors mobilise their resources to ensure progress on PPP projects in their respected 

regions, how they share their competencies in the decision-making process, and how national–

local relationships are formed to support the implementation of a/the water sector PPP program in 

Indonesia. However, we have identified some problems and challenges arising in the adoption and 

further development of the water sector PPP program, as well as in the governance mechanisms to 

deal with these. This chapter presents a more comprehensive discussion of these matters, based on 

the case studies introduced in Chapter 6. 

As noted in Chapter 3, this discussion begins with intra-events analysis to analyse each 

significant event in the development of each case (Barzelay, 2003). In this analysis, sections 7.2 to 

7.4 explore multi-level governance aspects of the Tangerang, Umbulan and Bandar Lampung water 

supply PPP projects; section 7.5 concludes the chapter. 

7.2. Tangerang Water Supply Project 

7.2.1. PPP Mobilisation 

7.2.1.1 Strong Leadership & Commitment 

Concerning actors, the researcher showed in Chapter 6 that the local leader in the 

Tangerang district had a prominent role during this phase which might have been triggered by the 

emergence of a major diarrhoea outbreak in 2005. Our case study indicated that this problem 

concerned the Mayor of Tangerang, so he subsequently assigned a procurement team to invite the 

private sector to become involved in solving the associated water supply quality problem. 

Interestingly, the Mayor realised that involving the private sector in water service provision could 

not be secured if he did not get approval from the local parliament. The Tangerang government 

also actively communicated with their residents and local industries, as well as the local NGO 

related to the proposed project. According to the BPPSPAM, Tangerang’s Mayor was actively 

absorbed in seeking endorsement from local stakeholders, especially to explain the reasons why 

the government needed to involve the private sector in the water service provision. By seeking this 

approval from local stakeholders, the Mayor attempted to /achieve/help adoption of the national 

PPP policy legitimate in his region. This is consistent with the findings from previous studies that 

achieving long-term political commitment is essential in making PPP projects successful (Flinders, 

2005; Jooste et al., 2011; Mahalingam & Delhi, 2012).  
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This also might explain why the Tangerang water project become the only Indonesian PPP 

project to be successfully implemented, compared to the other 24 PPP projects offered during the 

national infrastructure summit in 2005-2006. This situation is also consistent with the findings of 

Velotti et al. (2012): the importance of strong leadership in the initial stage of such projects in 

order to maintain the sustainability of the ongoing relationships among actors – that is essential to 

PPP project implementation. 

7.2.1.2 Local Institutional Entrepreneur 

Besides having the commitment of the local leader in Tangerang, the success of this PPP 

project appears to be related to the role of the deputy of the Tangerang Investment Agency, who 

lead the procurement team. We might consider her role as that of a central field actor (Jooste et 

al., 2011), with the importance of her role mentioned by many of our respondents from both the 

central government and the private sector. Our respondents from BPPSPAM noted that during the 

initiation phase she actively sought out and assembled the data needed to ensure that Tangerang 

was ready to initiate the PPP project and to prepare the pre-feasibility study. 

As mentioned in Chapter 6, public consultation to gather inputs to and support for the 

project was required before the project was initiated, as mandated by the Presidential Regulation 

67/2005. This regulation was utilised by the local parliament to attempt to intervene in the process. 

Our interview with the deputy of the Tangerang Water Agency included the following statement: 

Before we conducted the pre-qualification, we socialised this program with the local 

community, the private sector and the local parliaments. The difficulties came from the 

parliaments. In fact, the regulation mandates only that the government conduct public 

consultation prior to the pre-qualification, without obliging the government to seek 

approval from the parliament. However, as you can predict, the parliament insisted that the 

project must be approved before being tendered. (Deputy of Tangerang Investment 

Agency, High official, Tangerang Investment Agency) 

This deputy was prominent in leading the team responsible for negotiating with local parliaments. 

In this regard, she adopted two strategies. First, she actively attended the parliament meetings and 

incorporated into the process some activities requested during these meetings that were not directly 

required by the bidding process, such as study visits to Singapore and the Batam region. She also 

actively communicated with the residents, the industries, and the local NGO to get public support 

for this project. These actions not only brought positive outcomes to the progress of the project, 

but also increased the confidence of the private sector in cooperating with the Tangerang 

Government.  

Overall, it might be suggested that the actions of the deputy of Tangerang Investment 

Agency in dealing with these issues can lead to her being recognised as an institutional 
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entrepreneur. First, with limited human and financial resources, she assisted the local leader to 

create a “process of change”, to create a supportive environment, for the PPP program (Giddens, 

1984). She was also able to mobilise the resources needed to ensure the marketability of the project 

by actively convincing industries of the importance of this project. This was clarified by our 

respondents from the private sector. For example, the Head of Communication of PT. AETRA, 

says: 

Our project can be considered as the best practice of PPP project – this cannot be neglected 

from the extraordinary support from the government. One of the problems is changing the 

public mindset on water utilisation. In this regard, the team from Tangerang government 

was actively socialising the importance of this project to both public and industries. (Head 

of Communication of PT AETRA, middle level official, PT. AETRA Tangerang)   

Secondly, the case also demonstrates the role of the deputy of Tangerang Investment Agency in 

coordinating the resources necessary to support the development of the PPP project. This was 

particularly the case in relation to interactions with central government agencies (in this case 

BPPSPAM and Bappenas) in the initiation phase, and with other regions during the transaction 

and development phases, to ensure the project had sufficient bulk water.  

7.2.2. PPP Decision Making  

Although this study highlights the prominent role of sub-national governments, its 

empirical findings also point to the benefits of an appropriate sharing of roles between 

governmental tiers at each stage of PPP development. In this project this was especially important 

when fulfilling the requirement related to project bankability and marketability (Mandri-Perrott & 

Stiggers, 2014). 

7.2.2.1 Bankability Aspects 

Our respondents from the locally appointed procurement team noted that while their plan 

received support from the National Water Board (BPPSPAM), in terms of the development of a 

pre-feasibility study, they did not receive the financial support requested from the Ministry of 

Finance (MoF). This was clarified by our respondent from MoF, who indicated that this situation 

arose because, during the initiation of the Tangerang Water Project, there were no specific 

regulations about financial support from the central government to the sub-national government 

contracting agency. The regulation relating to financial support arose only when the Central 

government amended Presidential Regulation 67/2005 to Presidential Regulation 13/2010. 

As mentioned in section 6.2.1, several critical events endangered the transaction and 

construction phases of this project. First, when the bidding process began, only two bidders were 

involved, yet national regulations mandated having at least three bidders involved to be able to 

continue the PPP process. The Mayor took the initiative to discuss this situation with the central 
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Ministry of Public Work and National Procurement Agency (LKPP), both of who approved the 

aberrant bidding process. Second, when determining the location of bulk water, two sources of 

bulk water were planned for this project; however, one local authority that rejected the price it was 

to receive for its source of bulk water was dropped from the project. As a consequence, the contract 

could not be signed until the planning documents were adjusted in accordance with the new water 

exploration permission (SIPA) determined by the central Ministry of Public Work. This indicates 

that the central and provincial governments have important roles in determining the legal feasibility 

of water PPP projects, especially when dealing with cross or multi-jurisdiction issues. 

Furthermore, the role of each governmental tier is also crucial to the determination of 

project creditworthiness. The project nearly faced failure because the private sector could not 

receive the required funds from banks to finance its involvement. There were two reasons behind 

this situation. First, the project was considered high risk, given the limited support from other 

neighbouring and provincial governments. Second, the project did not receive a guarantee from 

central government. A guarantee from the project owner was considered insufficient, considering 

the limited fiscal capacity of the Tangerang district to meet its financial obligations (interview with 

the head of procurement team, 2017). Thus, it might be suggested that, in determining project 

creditworthiness, the central government plays a prominent role, especially when the project is 

socially oriented, as stipulated in Government Regulation 122/2015 (Development of Water 

Supply System). 

 

7.2.2.2 Marketability aspects 

Finally, with the active support from the Tangerang government in promoting and 

educating the importance of this project to their constituents and industries, the local government 

level appears to have played an essential role in determining the marketability of this project. Table 

7.1 summarises the role sharing among governmental tiers in the Tangerang WSP. 
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Table 7.1 Sharing Roles in Tangerang Water Supply Project 

No Policy Decision Making Role of Actors  Notes 

Central Provincial Local 
1 Bankability Aspect 

  
        

  a Financial Feasibility - - - This project is exception 
from the current 
regulation (no market 
composition) 

  b  Creditworthiness - - - Private confidence using 
their own equity 

  c Technical Feasibility Supporting - Main   
  d Legal Feasibility Main Main Main   
              
2 Marketability aspect - - Main   

Source: author’s own work 

 

7.2.3. PPP Structuring 

7.2.3.1 Type of Governance Structure 

Overall, the case of the Tangerang water project shows that an ad-hoc procurement team 

consisting of local agency representatives proved instrumental to ensuring that the PPP project 

could be implemented. This team actively interacted with central government agencies in 

accordance with each of their roles and authority. This situation represents a Type II Multi-Level 

Governance arrangement, characterised by the designation of a single unit with clear responsibility, 

or task-specific, to represent inter-organisational interactions (Bache, 2010; Hooghe & Marks, 

2003). See chapter 2 for a detailed explanation of the classification system for multi-level 

governance arrangements. 

The formation of type II multi-level governance in local PPP projects is considered 

appropriate in the Indonesian context, for a number of reasons. The first reason is the limited 

resources of local governments. If to execute a PPP project they have to develop a new unit or 

jurisdiction, this would create an additional burden related to the operational costs of project 

implementation. Secondly, type II multi-level governance arrangements are more flexible than the 

alternative type I option (Hooghe & Marks, 2003). With the PPP regulatory framework at the 

central level still evolving, an ad-hoc team might be expected to find it easier to amend their policy 

and practices to any changes in regulations, compared to a formal jurisdiction. Perhaps, as local 

governments become familiar with PPP arrangements, and as the central regulations become more 

stable, a formal jurisdiction with specific authority might be a more useful vehicle with which to 

manage a PPP program. Thirdly, type II multi-level governance has been widely applied by local 
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level authorities in other countries, such as Switzerland and the USA, in delivering education, 

water supply and fire protection services (Foster, 1997; Frey, 1999).  

However, as indicated by Adshead (2014), in this circumstance there is no permanent, 

clear coordination system. Therefore, a central or key actor is needed to facilitate such coordination 

(DiMaggio & Powell, 1983). Our case analysis showed that in Tangerang region this key actor was 

present. 

7.2.3.2 Multi-level Governance Challenges 

Despite the success of this project, our case study suggests four main reasons why the 

development and the initiation process of the Tangerang Water Supply took more time than ideal 

to deliver the expected goals of this project. 

Lack of Political Support and strong political intervention 

In the beginning, the lack of support from local politicians contributed to the delay of the 

project. As stated by a high-level official from Tangerang Investment Agency: 

When preparing this project, we conducted three public consultations with people, 

industries and also local parliament. However, we faced difficulties with the 

parliament…The regulation did not advise to gain parliament approval to develop a PPP 

project, but they insist that this project must be approved by the parliament. (Deputy of 

Tangerang Investment Agency, High official, Tangerang Investment Agency) 

Furthermore, as being highlighted in chapter 6, the process of gaining parliament approval was not 

easy. 

Our survey results, documented in chapter 5, also indicated that the local political situation 

was considered an important challenge to be overcome, for the adoption of water sector PPPs in 

Indonesia to be successful. Interestingly, this situation has also arisen in other developing 

countries, such as in Middle-East regions and Latin-Amerika regions (Jensen, 2017; Mandri-

Perrott & Stiggers, 2014). Perhaps this situation is triggered by the geography of the water 

resources. Not every region has similar raw water resources, and thus there will be significant local 

interest in the water supply system in regions with deficit or surplus supply. These interests might 

differ between the various local governments is involved as well, such that conflict among different 

stakeholder groups is commonly observed (Akhmouch, 2012a; Shirley, 2006). As a result, water 

PPPs may prove difficult to execute. 

Lack of knowledge and competency on PPP concept  

While the local leader strongly supported adopting the PPP arrangements, the local 

bureaucrats who needed to execute the leader’s direction did not have adequate information or 

experience regarding the national PPP scheme. Fortunately, the National Water Board 
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(BPPSPAM) agreed to assist the Tangerang government in preparing the required pre-feasibility 

study for this project, as stated by a high official of Tangerang Investment Agency: 

After we had an intensive meeting with the private sectors, we followed up these meeting 

with intensive discussion with BPPSPAM. We can ensure that this project raised interest 

from the private sectors. Accordingly, BPPSPAM agreed to help us in preparing the pre-

feasibility documents. (Interview with the Deputy of Tangerang Investment Agency) 

In this respect, the Tangerang case is consistent with our Chapter 5 survey results, which 

pointed to the lack of capacity of local actors as one of the most important challenges for PPP 

development. Acknowledging this matter, central government should create an enhanced capacity 

building program in order to boost the progress of local PPP projects. 

Lack of Regulatory Framework   
The case of Tangerang Water Supply Project reveals that at least three existing regulations 

proved problematic. Firstly, during the project’s initiation phase, the PPP regulatory framework 

did not provide a central government support mechanism required to make the project financially 

feasible. As indicated in chapter 4, local governments in Indonesia have limited fiscal capacity and 

rely on central government transfers to deliver services. Thus, central government support through 

Viability Gap Fund is necessary (Mahalingam, 2010), but this fund was not in place until 2011 so 

progress on the project was delayed Secondly, as noted in the previous section, the national PPP 

regulations initially mandated that the government contracting agency should conduct public 

consultations prior to initiating a PPP project. However, our respondents suggest that this 

regulation can be utilised by local politicians to intervene in the process. Thirdly, PPP regulations 

specify that there must be at least three private sector bidders to be able to conduct the procurement 

process via the PPP mechanism. This will be achieved if the situation is ideal, such that a high 

level of private sector interest is generated by the project. But if the situation is not ideal, as was 

the case with the Tangerang WSP, where only a few companies with strong financial credentials 

could become involved in the bidding process. 

Source of bulk water lies in different jurisdiction 

Another critical aspect of the Tangerang WSP is the water intake location. Unfortunately, 

two locations targeted for inclusion in the project were located in other jurisdictions (one river in 

Serang region jurisdiction and one river under central government jurisdiction). As discussed in 

Chapter 6, this meant that the Tangerang government had to negotiate with both jurisdictions so 

that the required water intake could be developed on time. The refusal of the Serang authority to 

accept the proposed price of bulk water required that the project should be modified to rely on only 

one water intake location. Thus, the Tangerang government had to change all of the documents, 

including the contract with the successful bidder, to adapt to this situation, which caused delay in 
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getting the project to the implementation phase. To deal with this matter in other WSPs, the 

government needs to consider a governance mechanism that better suits the water supply context, 

which often requires negotiation between different jurisdictions to overcome any deficit and 

surplus situations in relation to water sources. 

7.2.3.3 Coordination Mechanism 

To coordinate the interaction between different governmental levels or jurisdictions, an 

effective coordination mechanism needs to be established (Bache, 2008; Daniell & Kay, 2017). In 

the case of the Tangerang water PPP project, bargaining between the affected parties needed to 

take place via  a “market” type mechanism (Verhoest & Bouckaert, 2005), without assistance from 

the central government agencies responsible for PPP policy formulation. 

Regular Consultation 

In the case of the Tangerang WSP, regular consultation was found to be effective in 

bridging the knowledge gap between central and local actors. However, this was a trial-and-error 

or ad-hoc process initiated specifically for this project, and it might be suggested that this should 

be formalised to better facilitate other PPP projects that might be initiated in the water sector. 

Sharing Yield 

During the project initiation, some regions were proposed to be covered by the service of 

the private sector, while the rest remained the domain of PDAM Tirta Kerta Raharja (the existing 

local water utility). At the time of splitting the coverage area, one region, namely Kecamatan 

Balaraja, became an area of concern. According to our interview with the head of the procurement 

team and the Director of PDAM Tirta Kerta Raharja, at the beginning PDAM refused to give the 

Balaraja area to the private sector, but after the Tangerang government offered PDAM bulk water 

from the private sector, the PDAM then agreed to provide the service for the Balaraja area at a 

lower price. Thus, unlike the other five areas associated with the PPP that receive the service 

directly from the private sector, in the Balaraja area the service continued to be provided by the 

PDAM, but the water comes from the PPP project at an agreed price. With the sharing yield 

mechanism in place, both the local PDAM and the private partner PT AETRA solved the problem 

of the Balaraja area. The local PDAM did not lose an important and growing component of their 

existing customer base, while PT AETRA was still able to sell the water to Balaraja area as needed, 

to make the project financially attractive. 

7.3. Umbulan Water Supply Project  
The Umbulan project appears more complicated, compared to the Tangerang Project, 

because more actors are involved. While the project owner is the Government of East Java 

Province, the other five local regions involved each had a crucial role in determining the success 
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of the project. The Umbulan WSP project was initiated before decentralisation era; however, for 

the purpose of this study, our analysis is focused on progress achieved after decentralisation. 

7.3.1. PPP Mobilisation 

7.3.1.1 Absence of Local Leadership 

Although the Umbulan WSP project was included in the priority list announced by the 

Government of Indonesia in 2005, no progress was achieved prior to 2010 due to the long conflicts 

of interest among local stakeholders and to an absence of leadership from local actors in managing 

the proposed PPP arrangements. As reported by JICA (2009), three main problems could not be 

solved during this period, namely, the lack of financing capacities of the PDAM (local utilities) to 

expand the distribution system, the poor coordination among the various actors involved in the 

project and the compensation requested by Pasuruan district as the owner of the key water resource. 

This finding was also confirmed during our interview with central actors from line ministries 

(Bappenas, MOF and the National Water Board) and PT. SMI.  

The absence of local leadership meant that joint decision making became more complex. 

Multiple actors with different perception and different objectives made the Umbulan project appear 

as a series of games played in different arenas (Klijn & Teisman, 2003). At least three arenas would 

be dealt with during this phase of the Umbulan arrangement, namely, the inter-municipal 

relationship between East Java Province and five local regions, the relationship between PDAB 

(Provincial Water Utilities) and the five PDAM (Local Water Utilities), and the intergovernmental 

relationship between the central government and the sub-national governments. Thus, it is not 

surprising that during this period, there was a lack of progress achieved with the Umbulan project. 

Furthermore, during this phase, while the Central Government designated this project as 

one of its priority projects, the Government of East Java found it difficult to get approval from all 

local stakeholders. As a result, the project found it difficult to gain interest from the private sector 

and the bidding process failed. The progress become smoother after a new Governor, namely 

Soekarwo, was elected (JICA, 2009). This was supported by most of our respondents who 

acknowledged the important role played by this new leader in securing local support for the project. 

7.3.1.2 Local Institutional Entrepreneur  

Mr. Soekarwo appointed Mr. Lili Sholeh Wartadipraja, Head of the East Java Investment 

Agency, to lead the procurement team for the project. In this regard, Mr. Wartadipraja took on the 

role of the central field actor (Jooste et al., 2011) or local institutional entrepreneur. This is clarified 

by the Umbulan Project Manager from PT. SMI, who says: 

In 2015, Mr. Sukarwo appointed Mr. Lili Wartadipraja as the Head of the East Java 

Investment Agency and also appointed him as the head of the procurement team. His 

character in leading this team contributes positively to the progress of the Umbulan Water 
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Project. His previous position was the Head of Cooperation Bureau; his experience in 

managing stakeholders made the process become smoother especially in making 

negotiation. (Umbulan Project Manager, middle level official, PT.SMI)  

As previously mentioned, there are five regions involved in the Umbulan Project, and one 

provincial government as the contracting agency. In addition, each region had three agencies 

actively engaged in the decision-making process, namely the Mayor (head of district/ 

municipality), the DPRD (local/provincial parliament), and the PDAM/PDAB (local water 

utilities/provincial water enterprise), and each of these agencies had different perceptions of the 

proposed PPP project. Our interview with sub-national actors in East Java Province indicates that 

political, commercial and technical issues raised made the project stagnant for several years. Our 

interview with Mr Wartadipraja suggests that he had to attend intensive meetings with all parties 

in order to understand and respond to their concerns. According to Mr. Wartadipraja, the 

negotiation process was exhaustive, but his “cooperative” mindset helped him during the 

negotiation process.  

Secondly, the role of Mr Wartadipraja was also prominent when the previously 

unsuccessful bidding was repeated in early 2015 submitted an offer. This was despite strong 

leadership by the Governor (interview with Head of Investment Coordinating Agency/Umbulan 

Project Manager, 2017). Thirdly, his role was also important when representing the East Java 

Government during negotiations with central level agencies. Some important matters that needed 

to be resolved at central level included the structure of the project and the central government 

financial support. 

7.3.2. PPP Decision Making 

7.3.2.1 Bankability Aspects 

Compared to the Tangerang and Bandar Lampung WSP, decision making in the Umbulan 

case was more complicated for several reasons. First, the scope of the project and of the actors 

involved were more complex. Second, according to the latest regulation, water supply projects 

must be socially oriented: for the Umbulan WSP, the proportions of the market had been set at 

70% for domestic use and 30% for industry. In the Tangerang project there were no regulated 

constraints, in terms of the composition of the market. With the ability to pay in the market lower 

than the expected water tariff, the Umbulan project lacked financial feasibility. To make the project 

financially feasible, the central government provided financial support through the Viability Gap 

Fund (VGF) scheme. Meanwhile, the provincial government provided funds to support the 

acquisition of land for the project. Nevertheless, because the VGF and Government Guarantee 

regulations were not coordinated properly between central government agencies on the one hand, 
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and sub-national governments as the contracting agencies on the other, the bidding for the Umbulan 

project was seriously delayed for nearly 6 years.  

Another aspect to make the PPP bankable is project creditworthiness (Mandri-Perrott & 

Stiggers, 2014). In this regard, one important issue is the ability of the public sector to fulfil its 

obligations. For the contract documents, two types of obligation needed to be fulfilled by the East 

Java government, namely, routine payments and the termination payment. Routine payments 

occurred from the private sector to PDAB, based on water supply, while termination payments 

occurred when the public authority defaulted under certain circumstances (Yescombe, 2002). 

Although the owner of this project is the provincial government, the central government has a 

supporting role. With their limited financial capacity, the provincial government (as the owner of 

PDAB) is responsible for increasing the PDAB financial capacity in order to fulfil their obligation 

to pay for the bulk water derived from the project. For the termination payment, the provincial 

government has direct responsibility to provide this guarantee. For other risks beyond provincial 

government capacities, such as changing regulations under central government jurisdiction and 

force majeure, the Ministry of Finance assigned PT.PII (from the Indonesia Infrastructure 

Guarantee Fund) to provide guarantees for this project. So while the provincial government, as the 

project owner, had the lead role, the central government played a supporting role ensuring the 

project’s creditworthiness. 

Another bankability aspect relates to legal and technical feasibility (Mandri-Perrott & 

Stiggers, 2014). In these aspects, sharing of roles contributed to the success of this project. The 

central government as the regulator, the provincial government as the owner and the five local 

governments as the water beneficiaries, all performed complementary roles. This can be seen from 

their support in issuing permits/licences such as for environment, water exploration, local asset 

utilisation and building development, to ensure the legal aspect of this project. Furthermore, for 

technical aspects, it was agreed that the distribution network became the local governments’ 

responsibility, while land acquisition and water resource protection became the responsibility of 

the provincial government. 

 

7.3.2.2 Marketability Aspects 

Finally, an important role for local governments that cannot be replaced by other tiers of 

government relates to ensuring the marketability of the project. Three regions were really proactive 

and supportive toward this project, because they needed the water to be provided by the Umbulan 

WSP for their regions. However, the Pasuruan municipality and districts were not as supportive 

because the existing local water resource was adequate to fulfil the needs of their regions. 

Therefore, they asked for compensation and privilege if the provincial government insisted on 
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continuing the development of what they perceived as ‘their’ water. Considering the importance 

of the Pasuruan involvement in the WSP, the provincial and central governments agreed to meet 

their demands for a better deal to allow the project to proceed to financial closure. Table 7.2 

presents a role map among the governmental tiers contributing to the success of the Umbulan WSP.  

Table 7.2 Sharing Roles in the Umbulan Water Supply Project 

No Policy Decision 
Making 

Role of Actors in Umbulan Water Project Notes 
Central Provincial Local 

1 Bankability Aspect 
  

        

  a Financial 
Feasibility 

Main Supporting - CG Provide VGF (market 
composition is 70% 
domestic and 30% non-
domestic) 

  b  Creditworthines
s 

Main Main - Double Layer Guarantee 
from CG and the 
Contracting Agency 

  c Technical 
Feasibility 

Supporting Main Main   

  d Legal Feasibility Main Main Main   
              
2 Marketability aspect - Supporting Main Five PDAMs act as the 

main water off-taker 

Source: author’s own work 

7.3.3 PPP Structuring 

7.3.3.1 Type of Governance Structure 

Similar to the previous project, the Umbulan PPP team also comprised representatives 

from other agencies, with the East Java water utilities (PDAB Jawa Timur) as the water aggregator. 

To assist the procurement team in preparing the project for the bidding phase, PT. Sarana Multi 

Infrastructure was appointed by the Ministry of Finance.  

Our interview with the Head of the Procurement Team suggests that during this phase, 

intensive meetings were conducted between the team and central government agencies to prepare 

this project. Firstly, a meeting was held with the PPP Unit under the Ministry of Finance to discuss 

the financial feasibility of the Umbulan project. Discussions on project structure took several years 

to finalise, until the Minister of Finance Regulation on the Viability Gap Fund was stipulated. The 

team also actively consulted with Ministry of Public Works and National Water Board in preparing 

technical aspects of the Umbulan Project, especially on the scope of the project due to the political 

pressure that led to the annulment of Law /2004 (on Water Resource) and other technical support. 

In February 2016, the Consortium PT. Medco and PT. Bangun Cipta Constructor were appointed 

as the bidding winner.  
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This team also had intensive negotiations with the five affected local governments. The 

different motives of these local actors also contributed to the delays related to this project. The 

hardest part was when the team negotiated with the Pasuruan District and Municipality 

Government, the authorised government of the Umbulan water creek. Agreement finally could be 

achieved only after the Governor escalated the negotiation process to the central level through 

KKPPI. 

This situation again represents a Type II multi-level governance institution (see chapter 2), 

marked by the designation of a single unit with clear responsibility or with task-specific roles, to 

facilitate inter-organisational interactions (Bache, 2010; Hooghe & Marks, 2003).  

7.3.3.2 Multi-level Governance Challenges 

Source of bulk water in different jurisdiction; Lack of Leadership commitment  

Since the project was initiated, the jurisdiction for the required sources of bulk water 

emerged as a prominent challenge because this situation was caused by the nature of the water 

resources. River systems and other water bodies such as lakes, seas and oceans are not always 

located geographically within a single administrative boundary, such that co-operation is often 

required between government bodies and levels. As a consequence, multiple and multi-level 

stakeholders with different public policy and PPP adoption motives can create complexities for the 

resulting water sector governance arrangements (Ameyaw & Chan, 2013). As discussed previously 

strong leadership commitment was required to put an appropriate governance mechanism into 

place for this case. 

Lack of Regulatory Framework 

Two critical points of inadequacy of the overarching PPP regulatory framework 

endangered the progress of the Umbulan water project, namely the absence of a government 

support mechanism to make the project financially viable and the revocation of Water Resource 

Law 7/2004, which forced changes in the planned project structure part way through the 

establishment of the PPP arrangements. 

Lack of Political Support from Local Politician 

In the case of the Umbulan Project, local politicians also contributed to the delay in the 

decision-making process. Compared to the previous case, the arrangement of this project, with one 

provincial and five local governments, made this project more complicated. The root of the 

problem is the clause of the Ministry of Home Affairs Regulation 22/2009 (Interregional 

cooperation) that mandates that cooperation between regions must be approved by local 

parliaments. This regulation becomes a burden because requiring local political agreement 

hampered the cooperation needed to obtain support from local budget allocations.  
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As a consequence of this regulation, before the signing of the required MoU between the 

Governor and the five mayors, each of the local parliaments needed to approve the wording of the 

MoU. In fact, this MoU was only signed after the bidding for the project was finalised. Regarding 

this matter, the researcher argues that this regulation needs to be revised by making the timing 

for seeking local parliament approval earlier than the transaction phase.  

7.3.3.3 Coordination Mechanisms  

As the arrangement of the Umbulan water PPP project is more complicated compared to 

the other two projects, this study found that more governance mechanisms were utilised to deal 

with those complexities. From a multi-level governance perspective, those mechanisms can be 

categorised as formal or informal methods (Type I MLG) as well as being the development of 

specific task bodies (Type II MLG) to deal with coordination horizontally or vertically (Bache & 

Flinders, 2004; Hooghe & Marks, 2003). Similar to the previous case, this case also has policy 

coordination through market mechanisms and, in particular, differential agreements on price for 

the supply of water to and from the project. 

Inter-governmental Agreement 

Normally, in multi-level systems such as in EU countries, USA and Australia, formal 

methods of coordination are adopted (Bache & Flinders, 2004). In the case of Umbulan, an 

intergovernmental agreement between the central and East Java governments was utilised 

vertically. It might be suggested that this agreement, in the form of a Project Development Facility, 

was aimed at enhancing the competence of the East Java based government actors in relation to 

PPP matters. In particular, the Ministry of Finance assigned PT. SMI to act as an intermediate 

actor to assist the East Java government in preparing the project.  

Normally, such an intergovernmental agreement consists of the general principles 

governing the cooperation required as well as the financial assistance to support the local 

government. Interestingly, the utilisation of an intermediate actor in this case replaced the need 

for direct financial assistance to the East Java government. In this regard, our respondent from the 

central PPP Unit suggested that assigning PT. SMI to assist the sub-national government was 

expected not only to accelerate the project but also to transfer knowledge to the local government 

regarding the PPP scheme. However, this study found that the current regulations relating to the 

use of a Project Development Facility do not yet mention the sanctions to be imposed on the local 

government should they not commit to the terms of the agreement. In this regard, this researcher 

suggests that the MoF add an incentive-sanction mechanism into any PPP agreements, to ensure 

that the local governments commit to the PPP project. Otherwise financial assistance may be due 

to the subnational government without the requirement for mutual obligations to be fulfilled. 
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Horizontally, an inter-governmental agreement was also used to coordinate the East Java 

Government and the other five local governments. The data gathered from the fieldwork suggest 

that five Memoranda of Understandings (MoUs) bound the cooperation between East Java 

government, as the contracting agency, and the other five regions. These agreements consist of 

general cooperation principles between parties, and the obligation to share information in regard 

to the project, as well as the documentation of commercial aspects such as water volume and 

distribution area associated with the project. After local leaders had signed the MOUs, these were 

followed up with a more formal technical agreement between PDAB (East Java water utility) as 

the water aggregator and the five PDAMs (local water utilities) as the water suppliers. 

Ad-Hoc Unit 

As mentioned in Chapter 6, the Umbulan project nearly failed due to the Pasuruan 

Government’s refusal to sign the agreement, owing to the privilege they claimed in regard to the 

Umbulan creek. Our respondents suggested that this matter could not be resolved at the provincial 

level. Thus, the Governor of East Java Province asked for intervention from the central level KPPIP 

(Committee for Acceleration of Priority Infrastructure Delivery). Basically, this committee is an 

inter-ministerial ad-hoc unit that was established to accelerate infrastructure development in 

Indonesia. This study also found that this body, led by the Minister of Coordination of Economic 

Affairs, was not only responsible for dealing with infrastructure policy, but also had stronger 

authority to resolve bottlenecks in the implementation of infrastructure policy and was actively 

involved in preparing the required central level documents for the PPP projects. Interestingly, the 

establishment of an ad-hoc unit to accelerate the coordination of intergovernmental matters was 

also found in other countries such as Australia. As reported by Rodrigo, Allio, & Andres-Amo 

(2009), to minimise the conflict in Australia among different governmental levels, the Council of 

Australian Government (COAG) was established. This council is led by the Prime Minister and 

the members come from ministerial and sub-national governments. A similar ad-hoc mechanism 

may need to be considered by the Indonesian government, moving forward, since the central 

KPPIP does not formally involve sub-national governments on an equal footing with central actors. 

Incentive mechanism 

Additionally, similar to the previous project, this study also found a market-type 

mechanism in operation to resolve disputes between sub-national entities (Alexander & Bryson, 

1997). In particular, coordination between agencies can be achieved through the negotiation of 

terms of exchange (Grandori, 1997). In the context of water PPP projects; this mechanism can be 

applied to negotiate the terms of water purchases and tariffs in different jurisdictions. In the case 

of the Umbulan WSP, after a series of intensive meetings, the Minister of National Development 

Planning (Bappenas) decided that the concerns of the Pasuruan District would be supported by the 

Central Government through the specific purpose grants mechanism (DAK). This was the first PPP 
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project in Indonesia that provided a fiscal transfer grant as an incentive mechanism to solve 

bottlenecks associated with disputes between different local governments. 

7.4. Bandar Lampung Water Supply Project 

7.4.1. PPP Mobilisation 

7.4.1.1 Absence of Local Leadership 

In the Bandar Lampung Water PPP Project, the researcher did not find any significant 

contribution by the local leader to this project. The role of the Mayor of Bandar Lampung was 

observed only during the appointment of the Director of PDAM as the head of the procurement 

team and during the signing of agreement between the government of Bandar Lampung 

Municipality, the National Water Board (BPPSPAM), the PDAM Way Rilau, the Singapore 

Cooperation Enterprise, and the World Bank. As a consequence, the relationship between the 

government of Bandar Lampung and the central government did not run smoothly.  

As mentioned in chapter 6, this project was prepared by the PDAM, PT. PII and their 

consultant from the World Bank. Unlike the previous two projects, the preparation of documents 

relating to the Bandar Lampung project did not involve central actors such as the National of Water 

Board (BPPSPAM). Thus, the project was prepared based on the best practice specifications of 

developed countries, without considering the specifications normally associated with Indonesian 

WSP. However, to be financially feasible, the project required a VGF from the central government 

of in around Rp 532,6 billion (USD$ 44.38 million). Consequently, the MoF rejected this proposal 

and suggested the government of Bandar Lampung seek advice from the national BPPSPAM. This 

situation happened because the PDAM, as the local government enterprise, was not familiar with 

the nature of intergovernmental relations between central and local governments in the PPP arena. 

This situation might have been prevented if the Mayor had been involved more directly with the 

project.  

7.4.1.2 Local Institutional Entrepreneur 

In the case of the Bandar Lampung Water Project, the appointment of the Director of 

PDAM Way Rilau as the head of the procurement team marked the delegation of project authority 

from the government of Bandar Lampung to that local water utility. Although his role was 

dominant in formulating the proposed PPP arrangements, he cannot necessarily be categorized as 

a local institutional entrepreneur for a number of reasons.  

First, an institutional entrepreneur should be able to use their power in mobilising resources 

to make their PPP project successful (Powell &  DiMaggio, 1991). In the case of Bandar Lampung 

Water Project, this study found limitations in the role of the technical director of PDAM, in 

particular because the PDAM did not have direct access to a budget. As the performance of PDAM 

Way Rilau was considered poor, capital injection from the local government budget was required 
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to progress the project. However, in order to access this budget, the PDAM needed to gain support 

from the government and their local parliament.  

Secondly, an institutional entrepreneur is an actor who initiates the action of change and is 

actively involved in the implementation of change (Battilana et al., 2009). In the case of this 

project, the researcher did not find enough evidence of a changing environment sufficient to 

support the success of the PPP project. Nevertheless, the researcher found evidence that the 

adoption of the PPP process in Bandar Lampung changed the working pattern of PDAM Way 

Rilau, from doing business as usual to being more professional. As the director of PDAM Way 

Rilau, said: 

For 6 years we are involved in this program; we gain a lot from this project, such as 

changing the way of working and our mindset. Unconsciously, PPP also bring knowledge 

transfer to our institution. (The Director of PDAM Way Rilau, High Official) 

In summary, this study suggests that the absence of an actor to acts as the institutional entrepreneur 

contributed to the failure of this project.  

7.4.2. PPP Decision Making 

7.4.2.1 Bankability Aspects 

The case of the Bandar Lampung Water Supply Project highlights a number of important 

factors which contributed to the failure of this project. Firstly, this project failed to meet the 

requirement to make it financially feasible (Mandri-Perrott & Stiggers, 2014). With support from 

the World Bank and PT. PII, the Government of Bandar Lampung seemed quite confident in 

preparing this project without engaging other governmental tiers. Although PT. PII (one of the 

state enterprises under the MoF) was involved in this project and supported it with a government 

guarantee, the involvement of PT. PII was not based on direction from the MoF. The MoF rejected 

the VGF proposal for this project because the proposal did not have the required justification. As 

mandated in article 11 of Minister of Finance Regulation (PMK) 223/2012 (Government Supports 

of PPP Projects), the government contracting agency must submit the proposal to the technical 

ministries to get technical assessment for the proposal. In this regard, the proposal must also be 

submitted to the National Water Board (BPPSPAM). After the proposal was sent to the BPPSPAM, 

some changes were suggested to the proposal, in terms of technical and financial aspects that acted 

to reduce the amount of VGF required to implement this project.  

Secondly, the case study discussion in chapter 6 documented that BPPSPAM, as the water 

supply regulator, disagreed with the pre-feasibility analysis prepared by the local government. 

What can be learned from this case? If the local government involves BPPSPAM in preparing the 

pre-feasibility studies, they will get technical advice that is relevant to the Indonesian situation 

(such as the peak time and design of reservoir production and distribution). This would ensure that 
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the VGF being proposed will be at the appropriate level, and delays in achieving project 

implementation would be avoided.  

7.4.2.2 Marketability Aspects 

Thirdly, this study found evidence that the role of local government is essential in making 

the project marketable. The inability of PDAM Way Rilau to prepare realistic potential consumer 

mapping made the private sector have less confidence in bidding to be involved. Table 7.3 presents 

a role map relating to the failure of this project.   

Table 7.3 Sharing Roles in Bandar Lampung Water Supply Project 

No Policy Decision 
Making 

Role of Actors in Bandar Lampung Water 
Project 

Notes 

Central Provincial Local 
1 Bankability Aspect 

  
        

  a Financial 
Feasibility 

Main Supporting - CG Provide VGF but the 
VGF agreed does not 
adequate to cover the 
project cost 

  b  Creditworthiness - - - Not available due to the 
failure of tendering process 

  c Technical 
Feasibility 

- - Main   

  d Legal Feasibility - - - Not available due to the 
failure of tendering process 

              
2 Marketability aspect - - Main Inability PDAM to prepare 

market mapping make the 
private less confident with 
the project. 

  Source: author’s own work 

 

7.4.3. PPP Structuring 

7.4.3.1 Type of Governance Structure 

Unlike the first two projects, the government contracting agency for this project was not 

the government of Bandar Lampung Municipality, but PDAM Way Rilau, the local water utility. 

This situation represents a Type I institution marked by the differentiated policy architecture based 

on authorities or non-overlapping jurisdiction/authority in managing PPPs (Bache, 2010; Hooghe 

& Marks, 2003). However, similar to the empirical evidence from the European Union, Type I 

governmental systems can produce competency restraints, such as an inability to quickly respond 

to the policy problems that overlap their jurisdictions (Piattoni, 2009; Skelcher, 2005) Therefore, 

to achieve better coordination, formal methods of coordination between jurisdictions need to be 

developed to ensure cooperation between government levels and to provide dispute resolution 
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mechanisms (Bache & Flinders, 2004). Unfortunately, no formal methods of coordination were 

established to assist with the Bandar Lampung WSP. 

7.4.3.2 Multi-Level Governance Challenges 

Lack of leader commitment 

The role of the local leader is essential in the adoption of PPP projects for several reasons. 

First, support from the local leader is needed, especially when dealing with local politicians. As 

suggested by Schwartz (2008), to ensure the sustainability of water supply reforms where lack of 

leadership exists, most African countries depend on international donor involvement. The 

researcher found a similar situation with the Bandar Lampung project, which depended 

highly/heavily on the role of the World Bank and PT. PII. 

Secondly, support from the local leader is essential because of their power to mobilise local 

resources. PDAM as local water authorities do not have direct access to the required resources and 

they cannot give commands to other local agencies as required to make PPP project successful. 

Lack of Regulatory Framework 

In the case of Bandar Lampung, the main regulation that contributed to the delay of this 

project was the Government financial support through VGF regulation (Mahalingam, 2009). 

Unlike the other two case studies that also faced challenges from several regulations, in the Bandar 

Lampung Water Project, the researcher does not find any critical events affected by other 

regulations. Perhaps this was because the progress of Bandar Lampung was cancelled before the 

bidding process was concluded. 

Intergovernmental relations between central and local government 

In the case of the Bandar Lampung Water Project, intergovernmental relations between 

local and central governments also contribute to the delays in the project preparation. Even though 

the proposal was prepared with the assistance of PT.PII (State Owned Enterprise under the MoF), 

it could not be accepted by the central government because it has not been approved by the 

BPPSPAM. This situation is similar to Indian water sector PPP policy and practice, where the state 

government is responsible for assessing the quality of the proposal provided by the local 

government before the national Viability Gap Fund resources can be accessed (Mahalingam, 

2009).  

From the multi-level governance perspective, local governments that want to pursue 

financial support from the central government need to share information with the central 

government at periodical intervals to ensure that both parties are confident that the requested level 

of support will be forthcoming prior to commencing the bidding process with potential private 

sector partners. 
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7.4.3.3 Coordination Mechanisms 

Lack of coordination mechanism 

Although the case study indicates the role of PT. PII as an intermediate actor to coordinate 

with central government, this study argues that this was not an appropriate coordination 

mechanism. First, unlike the role of PT. SMI in the Umbulan Water Sector, the assignment of PT. 

PII was not formally agreed to by the central government via a formal inter-governmental 

agreement. 

Secondly, to achieve the required intergovernmental coordination necessary for a 

successful PPP project, the intermediate actor must be able to bridge the interests of both parties. 

In this case, the role of PT. PII seems to have neglected the interests of central government, which 

eventually contributed to its failure.  

7.5. Concluding Remarks 
This chapter analysed the multi-level governance aspects of the Indonesian PPP program 

in the water sector through three different case studies. This analysis was organised around the 

issues of PPP mobilisation, PPP decision making, and PPP structuring; in doing so, it provides 

deeper insights into the processual aspects of the development of PPP arrangements.  

From the Tangerang Water Supply Project, in term of PPP mobilisation, this study found 

that a strong local leader has an important role in mobilising the resources to make the PPP 

legitimate. This is important because, as a long-term commitment between public and private 

sector, ensuring the legitimacy of the PPP program could help the sustainability of the project and 

the partnership. In ensuring the legitimacy of the project, a strong and committed leader is needed 

to deal with political situation as well as with gaining public support. Furthermore, this study also 

found that in implementing the PPP program, this local leader needs a local bureaucrat who can 

act as an institutional entrepreneur. In this regard, the main role of this entrepreneur is creating a 

supportive environment during the development of PPP in their regions. These conditions were 

also found in Umbulan WSP but not in Bandar Lampung WSP. 

In term of PPP decision making, this study found that in the case of Tangerang WSP, 

sharing roles and competences between governmental layers was important in determining the 

bankability aspects of the project, such as technical and legal feasibility. When determining the 

financial feasibility and creditworthiness of this project, there were no sharing roles and 

competences between governmental levels, because the private sector was confident to use their 

own equity to finance this project. Interestingly, this arose because of private sector confidence 

with the political will of the local leader and the support of the procurement team in ensuring the 

marketability of the project. 
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In the case of Umbulan WSP, sharing roles and competences become more prominent in 

order to ensure the bankability of the project. To ensure the feasibility of the financial aspect, the 

central government with the VGF scheme played the main role. In determining the project 

creditworthiness, both central and provincial government contributed to providing the required 

guarantees for this project. Sharing of roles in ensuring legal and technical feasibilities also 

contributed to the success of this project. The central government as the regulator, the provincial 

government as the owner and the five local governments as the water beneficiaries performed 

complementary roles. On the other hand, in the case of Bandar Lampung, failure in arranging 

appropriate role-sharing between government levels meant the project was unable to be 

successfully tendered. 

Meanwhile, in regard to PPP structuring, type II MLG institutions appeared to have 

assisted in the coordination of the decision making for the Tangerang and Umbulan WSP projects. 

However, there were multi-level governance issues that endangered the development of these 

projects, namely: lack of political support and strong political intervention, lack of local knowledge 

related to the PPP concept, lack of a facilitative regulatory framework and the need to use sources 

of bulk water located in different jurisdictions. To deal with these matters, a formal method of 

coordination through regular consultation, inter-governmental agreements, and establishment of 

an ad hoc unit was utilised. However, besides these formal methods, this study also found that 

market type coordination through sharing yield and incentive mechanisms was also present. Unlike 

these two projects, in the Bandar Lampung WSP, a type I set of MLG institution was relied on to 

coordinate the decision-making process and this appeared to contribute to the project’s failure. 

Table 7.4 summarises the MLG aspects of our three PPP cases.  

In the next chapter a cross-event analysis is undertaken to understand the process of PPP 

development in a country with decentralised yet multi-level governance arrangements such as in 

Indonesia. A number of policy recommendations based on the findings of our focus group 

discussions with key PPP actors from different levels of government will also be formulated.   
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Table 7.4 Multi-Level Governance Aspects of Three Case Studies 

No Multi-Level Governance 
Aspects of PPP Tangerang WSP Umbulan WSP Bandar Lampung WSP 

1 PPP Mobilisation       

  - Strong Local Leadership Full support of local leader since the 
beginning process 

Initially lack of leadership, then in 2010 
after new Governor was elected, the 
process was continued 

Lack of local leadership 

  - Local Institutional 
entrepreneur 

High level bureaucrat from Investment 
Agency 

High level bureaucrat from Investment 
Agency 

The Technical Director of PDAM 
Way Rilau has prominent role but 
cannot be categorised as an 
institutional entrepreneur 

            

2 PPP Decision Making       

    Bankability       

  - Financial Feasibility No sharing roles between governmental 
layers, but private sector use 100% equity to 
develop this project 

Central Government: Main Roles      
Provincial Government: Support 

No sharing roles between 
governmental layers, the project was 
cancelled due to failed to be tendered   - Creditworthiness Double Layer Guarantee 

  - Technical Feasibility Central: Supporting                                      
Local: Main 

Central: Supporting                            
Provincial: Main                                    
Local: Main 

Local: Main 

  - Legal Feasibility Complementary roles Complementary Roles - 

    Marketability Local: Main Local: Main Local: Main 

            

3 PPP Structuring       

    Type of Governance 
Structure Type II MLG Type II MLG Type I MLG 

    Coordination Mechanisms Regular Consultation & Sharing Yield 
Intra-Governmental Agreement, Ad Hoc 
Unit, Incentive Mechanism - 

Source: author’s own work 
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Chapter 8: Cross-Events Analysis: Contextualisation of the overall 

findings and Policy Implications 
 

8.1. Introduction 
This study has provided some findings on how PPPs work in a multi-level governance 

situation. However, to explain better the case outcomes in the Indonesian PPP Program in the water 

sector documented in Chapter 6, a cross-events analysis through case comparison is needed. A 

cross-events analysis was also employed to analyse the influence of individual events on each 

other. In doing so, this chapter draws together a more comprehensive discussion on all the findings 

of the previous chapters, develops three case comparisons based on similarities and differences, 

and marks out linkages between the issues described in the literature review as well as those 

outlined in the theoretical framework adopted for the research. The analysis and discussions in this 

chapter will also examine how the findings from the empirical chapters have implications for the 

current knowledge and theories about PPP as well as for the reforms recommended for Indonesian 

water sector PPP policy and practice. 

8.2. To what extent can the sub-national government actors ensure the 

sustainability of their PPP program? 
The main finding that appears consistently from the previous three case studies is that the 

successful adoption and development of water sector PPPs in Indonesia require strong and 

committed local leaders and bureaucrats who act as a local institutional entrepreneur in the context 

of each project. The local leader is essential to ensure the sustainability of the project and for 

ensuring the project is legitimate in the eyes of the relevant stakeholders, especially local 

politicians. This is consistent with findings from previous studies described in more detail in 

Chapter 2 (Flinders, 2005; Jooste et al., 2011; Mahalingam & Delhi, 2012). Furthermore, the role 

of the local leader is also critical during the agenda-setting phase, independently of whether the 

project is owned by provincial or local governments. The Tangerang WSP, in particular, has shown 

that strong leadership from their local leader can bring the project into the next phase with very 

limited resources.  

On the other hand, without strong leadership, the progress of the Umbulan WSP was 

stagnant until they elected a new Governor in 2009. Similarly, in the case of Bandar Lampung 

WSP, the vital role of the local leader was not apparent during the initial phases of the project. 

Interestingly, our first survey results (documented in Chapter 5) suggest that there is a gap in 

perceptions between central and sub-national actors with respect to this matter. While this was 

recognised as highly important by the SNG respondents to our questionnaire, it was ranked much 

lower by the CG respondents. Recognizing the important role of the local leader needs to be 
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embedded more strongly in national PPP regulations and in the specific capacity building programs 

established to prepare local leaders through better knowledge of the PPP concept, the central 

support arrangements and the associated laws and regulations. 

Secondly, to successfully execute and implement the PPP program also requires an actor 

able to translate the vision and commitment of the leader into actions. This is consistent with the 

findings of Powell & DiMaggio (1991), who point to the important role of institutional 

entrepreneurs in gathering the resources needed to steer projects to completion. While Jooste et al. 

(2011) highlighted the significant role played by government leaders (e.g. the Prime Minister) as 

the central field actors, this study finds, for local PPP projects, that the central field actor was not 

the local leader, but rather, the high level bureaucrats that were trusted by the local leader. 

Nevertheless, our findings suggest that where there is an absence of central field actor, as was the 

case in the Bandar Lampung project, significant coordination problems can arise which cause 

significant delays to project completion and can even lead to subsequent failure to bring to project 

to closure.  

8.3. How do financial and other arrangements between the various tiers 

of government affect the establishment of PPPs? 
Comparison of the case studies described in Chapter 6 also illustrates that effective role 

sharing between governmental tiers contributes to the success of water PPP projects. While the 

contracting agencies can be either provincial or local governments, the role of local government in 

ensuring the marketability of the project is prominent. This is because under Law 7/2004, water 

service delivery is the authority of local governments through their local water utilities (PDAM).  

In terms of financial viability aspects, due to the mandate of the latest regulations 

(Government Regulations 121/2015 &122/2015) that WSP must be socially oriented, our study 

found that the central government has a greater role compared to the project owner and contracting 

agency. This is because sub-national government fiscal capacity is generally inadequate to make 

projects financially viable. Our literature review in Chapter 2 indicated similar situations in other 

developing countries. In India, for example, most of their local water PPPs got financial support 

from the central government through a VGF scheme (Mahalingam, 2009). This situation can be 

argued to arise because there is a common belief that water is essential and falls freely from the 

sky, and thus non-economists generally argue that water is a public good that should be provided 

with either a low price or free and under government control. Meanwhile, some economists have 

differing views and argue that, when consumers pay for a scarce resource such as water, they will 

get better service provision and will use the resource more wisely. The implication of this debate 

is that water tariff reform is generally unpopular, with politicians resisting pressures to increase 

the tariff (Bakker, 2007; Jensen, 2005; Shirley, 2006). As a result, to cover construction cost, water 

PPP projects need governmental financial support rather than operating on a full user-pays basis. 
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In the Tangerang WSP, because the private sector had flexibility in determining the scope of the 

market, the need for governmental financial support was reduced. Nevertheless, the government 

retained the right to set the tariff for households. 

Furthermore, sharing of roles and competencies is important in relation to project 

creditworthiness. In particular, a double layer guarantee from the project owner and central 

government can contribute to making PPP projects bankable. This is because water investments 

experience a low return due to the lack of innovation in this industry, compared to other 

infrastructure sectors such as power and telecommunication (Guasch et al., 2003). Water 

governance is often mysterious to outsiders, also implying that there might be an asymmetry in 

information between government and private sector investors towards the required water supply 

system in a particular national context (Jensen, 2017; Marin, 2009). Nevertheless, where this 

situation arises, governments need to have more commitment towards ensuring the contract meets 

the requirements of all stakeholders, while the investor needs to avoid an opportunistic attitude to 

ensure that water reform can be implemented. In this regard, a government guarantee will increase 

the confidence of the private sector as well as of the lenders. 

Similarly, for legal and technical feasibility, each governmental level plays an important 

role in accordance with their authority. In this regard, this study suggests that the important role of 

provincial governments in water PPP arrangements must be recognised more explicitly in central 

regulations and institutional arrangements. While bringing problems directly to the central 

government might be useful, this can end up being more time consuming. If problems with 

jurisdictional issues can be effectively handled at the provincial level, project completion might be 

expected to be accomplished more quickly. On the other hand, the lack of recognition of the 

important role played by the central level agencies in these aspects can contribute to the failure of 

a PPP project, as was the case with the Bandar Lampung WSP for example. Table 8.1 presents a 

role map among governmental tiers that contributed to the success of the water PPP project, based 

on our cross-events analysis. 
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Table 8.1 Sharing Roles Based on Cross Events Analysis 
No Policy Decision Making Role of Actors  Notes 

Central Provincial Local 
1 Bankability Aspect 

  
        

  a Financial Feasibility Main Supporting Supporting CG Provide VGF (market 
composition is 70% 
domestic and 30% non-
domestic) 

  b  Creditworthiness Main Main Main Double Layer Guarantee 
from CG and Contracting 
Agencies 

  c Technical Feasibility Main Main Main  In accordance with their 
authority 

  d Legal Feasibility Main Main Main  In accordance with their 
authority 

              
2 Marketability aspect - - Main   

Source: author’s own work 

8.4. What is the type of multi-level governance associated with the 

Indonesian PPP water sector? 
This study has a specific interest in understanding the forms of national–local policy 

relationships that exist to support the implementation of PPP policy in a multi-level governance 

situation, as the theoretical framework assumed that both type I and Type II MLG institutional 

arrangements can work together in coordinating the decision-making processes in PPP 

arrangements. 

In regard to the type of multi-level governance institutions associated with the Indonesian 

PPP program in the water sector, the findings from this research suggests that both types (Type I 

and Type II) have been adopted but with differing success. The policy framework for PPPs has 

been established at the central level. This includes determining the procedures for PPP project 

establishment, government support provision and procurement guidelines, with operationalisation 

of this framework being the responsibility of a number of different ministries. The Ministry of 

Finance (with their PPP unit) deals with government financial support arrangements, while the 

Ministry of Planning Agencies (Bappenas) and National Water Board (BPPSPAM) take charge 

with providing technical support for developing feasibility and other project planning documents. 

Meanwhile, other ministries also provide non-fiscal support (such as Ministry of Public Work and 

Ministry of Home Affairs), including technical and water tariff guidance. Meanwhile, provincial 

and local governments play an important role in the implementation of projects in their 

jurisdictions. This situation represents a Type I institutional arrangement that differentiates policy 

architecture based on established authorities and/or agreed responsibilities (Adshead, 2014).  

However, similar to empirical evidences from the European Union, Type I governmental 

systems can produce competency restraints for the different levels of government, such as an 
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inability to quickly respond to policy problems that overlap their jurisdictions (Piattoni, 2009; 

Skelcher, 2005). Our case studies (documented in Chapter 6) demonstrate that two water supply 

projects, namely Umbulan and Bandar Lampung, were delayed due to waiting for policy responses 

from central government agencies, in stipulating a package of government support regulation such 

as Viability Gap Fund to deal with project feasibility. As a consequence, formal methods of 

coordination between jurisdiction and inter-governmental agencies need to be developed to ensure 

the required levels of cooperation and to provide for timely dispute resolution as and when required 

(Bache &  Flinders, 2004). In the context of this study, the researcher found that the Committee 

for Acceleration of Priority Infrastructure Delivery (KPPIP) was recently established to act as the 

apex of inter-governmental cooperation. With its function, including de-bottlenecking 

infrastructure policy, the KPPIP represents the arena for moderating tensions between 

governmental tiers. This represents a welcome initiative, compared with the earlier arrangements. 

Conversely, at the project level, this study found that, in the two successful case study 

projects, an ad-hoc team was established to develop water sector PPP arrangements in the local 

jurisdictions. The local leaders appointed one head of a local agency to lead the PPP procurement 

team, with this team comprising representatives from other agencies. In the case of the Tangerang 

WSP, the Mayor appointed a Regional Secretary (Sekda), while the Umbulan WSP appointed the 

Head of the Regional Investment Agency. This situation represents a Type II institution that is 

marked by the designation of a single unit with a clear responsibility or task-specific guidelines to 

achieve and manage the required inter-organisational interactions (Bache, 2010; Hooghe & Marks, 

2003). However, as indicated by Adshead (2014), in this circumstance, there is no permanent or 

clear coordination system among the members. On the other hand, from the failure case, only type 

I MLG institutions were relied upon to coordinate decision making in the Bandar Lampung WSP, 

and this arguably contributed to its ultimate failure.  

From our cross-event analysis, this study argues that the formation of type II multi-level 

governance in local PPP projects is considered highly desirable if not essential. The first reason is 

the limited financial and human resources of sub-national governments. If to execute a PPP 

program they have to develop a new unit or jurisdiction, this will add more burden for them and 

will increase operational costs. Secondly, type II multi-level governance institutional arrangements 

are more flexible (Hooghe & Marks, 2003) and so can be adapted in the manner most appropriate 

to a particular PPP project’s requirements. In addition, if the overarching PPP regulatory 

framework is in a state of flux, an ad-hoc team will find it easier to amend their operations to adjust 

to the new regulations, compared to a newly created formal jurisdiction. Accordingly, better 

coordination between governmental levels, vertically or horizontally, can be made quicker as long 

as they have an institutional entrepreneur. Thirdly, type II multi-level governance has been widely 
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applied by local levels, in some countries such as Switzerland and the USA, in delivering local 

education, water supply and fire protection services (Foster, 1997; Frey, 1999). 

However, in a long-term condition, we argue that type I of MLG is more suitable. There is 

no formalised system for both horizontal and vertical coordination. The structure of an ad-hoc team 

is designed to last only as long as the project is being developed. In fact, the PPP program does not 

finish until the project is being developed, as the private sector will run the project for about 20 to 

25 years. During this period, the sub-national government must decide who will be responsible for 

the monitoring and evaluation. Furthermore, after the private company completes the contracts, 

who will be in charge of the transfer of assets from the private to the public. There is no guarantee 

that the project can run smoothly, especially when the key actors are rotated to another position or 

retire. Indeed, a proliferation of special PPP units at sub-national government level may create 

additional burdens, such as operational spending and being able to overlap with other agencies. In 

this regard, the sub-national governments may utilise their existing agencies, such as Local 

Investment Agency or Local Planning Agency, to act as a local PPP unit. 

8.5. What are the key institutional challenges and governance 

mechanisms for effective multi-level governance in PPP? 
This study is also interested in documenting and investigating the problems and challenges 

of PPP adoption, especially in a multi-level governance situation. The surveys conducted prior to 

the fieldwork indicated some problems in the Indonesian water sector PPP projects. Interestingly, 

the findings from our case studies highlighted similar issues. Using factor analysis based on our 

survey results, this study suggests that in general the problems and challenges of PPPs in the 

Indonesian water supply sector can be categorised into institutional arrangements including 

fragmented authorisation at the central level, lack of a capacity building program targeted at sub-

national actors in particular, inadequacies in the PPP regulatory framework, lack of local leader 

support and commitment, local actor’s resistance, and some local political issues. 

At project level, the inadequacies associated with the regulatory framework are problems 

that occurred in all cases, especially in relation to the financial supports needed to make the project 

financially feasible. Secondly, the jurisdiction of the source of bulk water also became a challenge 

that occurred in all three cases. Therefore, to improve the arrangement of water PPP projects, 

suitable mechanisms for dealing with inter-jurisdictional issues and disputes are needed. 

This study found that a formal method of coordination was commonly utilised to 

coordinate the interaction between governmental levels in the Indonesian water PPP program 

(Adshead, 2014; Bache, 2008). Inter-governmental agreements were the most common formal 

approach used. As mentioned previously, the development of an Ad-Hoc Unit (namely the KPPIP) 
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at the central level was another formal method used to achieve better coordination across and 

within government agencies and levels.  

In general, these methods suggest that MLG in the Indonesian PPP program in the water 

sector works via a “governance by hierarchy and facilitated coordination” mechanism (Bache, 

2008).  The empirical finding of this study shows that these methods work in some areas. However, 

when each governmental level has their own sets of interests and priorities and when defending 

these is constitutionally legal, an additional mechanism is needed to bridge the different interests 

from different authorities. The additional mechanism employed on a number of occasions in our 

case studies was a market mechanism. 

8.6. How can the governance arrangements associated with PPPs be 

improved in the context of the Indonesian water sector?  
To answer this question, as mentioned in chapter 3, focus group discussions (FGDs) were 

employed to refine the initial set of recommendations developed by the researcher. The FGDs were 

conducted with respondents from both central and sub-national governments. The initial sets of 

recommendations were reflective of the findings from our surveys and case studies. 

8.6.1. The Indonesian Government need to redesigned the capacity building program on 

PPPs 

A well-designed and well-resourced capacity building program is essential to support 

greater success and enhanced participation in the PPP program. Currently, the central government 

has initiated a PPP focussed capacity building program. However, there are a number of reasons 

why this study argues that this recent program is inadequate. Firstly, based on our FGDs with the 

central government’s actors, we found that the existing capacity building program focussed only 

on bureaucrats. This is important, but this program is focused on only one aspect, namely the lack 

of understanding and the capacity of local agencies towards the PPP concept. In fact, problems and 

challenges come from local leaders as well as from local politicians. Secondly, our FGD 

respondents note that the object of capacity building is focused only on the sub-national 

governments that have initiated PPP program in their respective regions, yet in order to achieve 

more widespread adoption of PPPs this needs to be expanded to other jurisdictions with water 

supply problems requiring infrastructure updating and/or expansion to meet projected local needs. 

This study proposes a number of elements to be considered in the re-design of the capacity 

building program to make it more effective. First, this study found that in the Indonesian context, 

local leaders and local politicians should be the focus, rather than (or in addition to) the local 

bureaucrats. Our three case studies have revealed the importance of the role of local leader and 

local politicians in making the PPP projects a success or failure. This does not mean to undermine 

the role of local bureaucrats in the PPP process, but increasing their capacity can also be done 

through other schemes such as the technical assistance that is already provided through the Project 
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Development Facilities (PDF) Scheme. By contrast, there is no specific capacity building programs 

for sub-national government leaders and politicians. 

Secondly, the focus of materials for the capacity building program should also differentiate 

the needs of sub-national government leaders and politicians from those of local bureaucrats. In 

this regard, this study suggests the capacity building program for the leaders and politicians should 

focus on the conceptual and governance aspects of PPPs. These materials should discuss the 

rationale for and benefits to be expected from PPP adoption, the essence of PPP arrangements, the 

difference between PPPs and privatisation, as well as the critical success factors required for PPPs. 

Meanwhile for bureaucrats, the capacity building program can be focussed on the more technical 

aspects of PPPs, such as project preparation, value for money, PPP procurement processes, and 

monitoring and evaluation of PPP projects. Thus, the participants included in this latter capacity 

building program can be prioritised from sub-national government agencies that have a role in 

dealing with development planning and investment management.  

Since this study found a gap of understanding of PPPs between central and local actors, 

thus beside the content of the existing capacity building program, the implementation should also 

be re-designed to bridge this gap. In this regard, the revised capacity-building program can 

incorporate the following: 1) central government actors or international agencies that actively 

promote PPPs could train sub-national actors; 2) sub-national bureaucrats could build their 

capacity by transferring to or accepting temporary secondments to central government PPP units 

or agencies; 3) sub-national government actors who have been associated with successfully 

implemented PPPs could provide training programs to central government actors so that a mutual 

understanding of problems and challenges confronted, and the strategies used to address these, can 

be attained, or so that their skills and local knowledge can be improved; 4) training could be 

provided by the central government PPP unit for both actors from both levels aimed at skills 

development and contributing to improved local knowledge (Purbo et al., 2018).  

8.6.2. The Government of Indonesia needs to streamline the process of PPP adoption for 

sub-national governments  

One of the important findings of this study is that multiple actors from multiple 

jurisdictions create more complexities in the water PPP arrangement. Our study highlights that the 

procedures involved in PPP adoption for government contracting agencies, such as sub-national 

governments, are considered complicated. Based on the various regulations documented in chapter 

4, there are at least four ministries involved in the process of PPP adoption, namely the Ministry 

of National Development Planning (Bappenas), which is responsible for PPP project planning; the 

Ministry of Finance (PPP Unit), which is responsible for government financial support; the 

Ministry of Public Works, which is responsible  for technical support; and the Ministry of Forestry 

and Environment, which is responsible for environmental assessments. In addition, regulations 
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from the Ministry of Home Affairs also mandate that the project must be approved by the 

parliament. Thus, streamlining the process of PPP adoption is required to increase the effectiveness 

of the PPP program.  

This study makes three recommendations to address this matter. Firstly, the government 

of Indonesia should establish a central PPP unit that includes representatives from line ministries 

who are responsible for development planning, central government support and technical guidance 

provision as well as representatives from sub-national governments to ensure local issues are 

adequately addressed in a timely manner. If establishing this proposed new unit is not feasible, the 

government can consider the creation of a joint office PPP unit. The first option will potentially 

generate resistance and objections from the line ministries regarding the transfer of authority from 

the line ministries to the new unit. This latter option seems easier to be implemented and has been 

widely implemented in European Union countries via the establishment of Joint-Ministerial 

Councils to coordinate inter-governmental and agency decision making (Bache & Flinders, 2004). 

From a multi-level governance perspective, the establishment of a joint-office PPP unit can be 

considered as a formal method of coordination to solve competency restraints as a result of 

fragmented authorisation (Bache, 2008). Its establishment can be expected to aid inter-

governmental relations by minimising overlapping of authority as well as saving operational costs 

such as travel expenses.  

Secondly, to minimise potential disruption caused by local politicians, this study suggests 

that the Government of Indonesia seeks local parliamentary approval for PPPs at earlier stages of 

the project life cycle. This can be done by revising the Ministry of Home Affairs Regulation 

22/2009 (Interregional Cooperation). In both of our cases this would have alleviated the need for 

a re-bidding process and a fall-off in private sector interest and involvement in the PPP projects.  

Thirdly, to minimise the possibility of conflict of interest between sub-national 

governments, this study suggests that the important role of provincial governments in water PPP 

arrangements must be recognised. As previously discussed, if problems with jurisdictional issues 

can be effectively handled at the provincial level, project preparation might be accomplished more 

quickly. 

8.6.3. The Indonesian government needs to formulate an incentive-sanction mechanism 

to accelerate PPP decision making 

As suggested by Brodjonegoro (2003) and Rasyid (2002), the decentralisation process in 

Indonesia has creates “small kingdoms” at the local level due to the huge authority that had been 

devolved, including in water management and infrastructure provision. As previously discussed, 

when each governmental level has their own interest and defending this interest is constitutionally 

legal, joint decision making will be difficult to achieve if the central government relies only on a 

command and control mechanism to achieve their will. This study suggests that the government of 
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Indonesia should explore ways to institutionalise a market-based incentive mechanism when 

dealing with intergovernmental issues in the PPP arena. 

In particular, this study suggests the use of fiscal transfer grants as an incentive scheme to 

attract sub-national governments to adopt PPPs, in order to fund infrastructure needs as well as a 

means of resolving jurisdictional problems. However, as mentioned in chapter 4, the current design 

of the intergovernmental fiscal transfer grant system, which is based on a well-established formula, 

does not support this idea. In this regard, our FGDs with central government respondents discussed 

the possibility of adjusting this formula to provide greater incentives to adopt PPPs. As mentioned 

in chapter 4, in general, three schemes of transfer grants have been utilised to finance the 

devolution of authority, namely DAU (general purpose grants), DAK (specific purpose grants), 

and DBH (revenue sharing). In the case of the Umbulan WSP, the DAK scheme was utilised as an 

incentive to resolve an inter-jurisdictional dispute. However, more extensive utilisation of DAK as 

an incentive scheme for PPP enhancement needs to be institutionalised via new regulations, in 

order to provide legal certainty for this action. 

However, providing incentives only, without a complementary sanction mechanism, is 

similar to allowing free riding on others’ efforts (Greif, 1997). This notion was supported by our 

respondents from the national PPP unit, who suggested that a lack of commitment from sub-

national governments generates problems for the central government funded PDF facility. As our 

respondent, says: 

Although we have provided PDF to support sub-national governments to prepare their PPP 

program, the progresses were not significant. Some regions have signed the MoU of this 

facility, but after realising the process was complicated; they back out from the PDF. In 

fact, the MoF has allocated the funding for the technical assistance provided by PT. SMI. 

This happened because we do not have a sanction mechanism for the sub-national 

governments that are not committing with the agreement. (Middle Level Officer from PPP 

Unit). 

Therefore, this study proposes that the government of Indonesia, especially the Ministry of 

Finance, make use of fiscal transfer instruments as a sanction mechanism for sub-national 

governments that do not commit to their responsibilities as per signed MoU and/or 

intergovernmental agreements, especially after they have received incentive payments from the 

central government, either from the PDF facility or the fiscal transfer incentive mechanism 

proposed above. In this regard, this study suggests that the MoF should have the capacity to reduce 

the allocation of general-purpose funds (DAU) to non-compliant sub-national governments for the 

amount of the incentives that have been given. This sanction policy might be considered effective, 
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since the main funding for sub-national governments in Indonesia comes from general purpose 

funds (DAU).  

8.7. Chapter Summary 
This chapter presents the key findings from the empirical components of this research. as 

derived from cross-event analysis. These findings fall into four categories as summarised below. 

Firstly, successful adoption and development of water sector PPP in Indonesia requires a strong 

and committed local leader and a bureaucrat who acts as a local institutional entrepreneur. 

Secondly, role sharing between governmental tiers can contribute to the success of water PPP 

projects. In this regard the role of local governments in ensuring the marketability of the project is 

prominent. Meanwhile, the central government has an important role in providing financial 

guarantees and support. A double layer guarantee from both the project owner (whether this is the 

provincial or local government) and the central government contributes to making the project 

bankable. Similarly, for legal and technical feasibility, each governmental tier also plays an 

important role in accordance with their authority. Thirdly, to coordinate the decision-making 

process in the Indonesian PPP program in the water sector, both Type I and Type II institutional 

arrangements for handling multilevel governance issues have been observed. Finally, a market type 

coordination through sharing yield or incentive mechanisms has been usefully adopted to resolve 

disputes associated with inter-jurisdictional conflicts of interest.  

In the final section of the chapter, a number of key policy recommendations have been 

provided. These recommendations relate to redesigning of the central government’s capacity 

building program related to PPPs, streamlining of the process needed for adoption of PPP 

arrangements by sub-national governments, and formulation of an incentive-sanction mechanism 

to accelerate the decision-making process associated with PPP adoption and implementation. 
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Chapter 9: Conclusions 
 

9.1. Introduction 
In this chapter, a number of conclusions are formulated based on the previous findings and 

analysis. In addition, some limitations associated with this study are acknowledged, and some areas 

for fruitful follow-up research are suggested. In this regard, this chapter is organised as follows: 

Section 9.2 provide the summary of this thesis; Section 9.3 elaborates the key contribution of this 

thesis toward multi-level governance theory, PPP literature and policy implications to improve the 

Indonesian PPP program in the water sector. Moreover, section 9.4 presents limitations and 

delimitations of this study, while the direction for future research is presented in the section 9.5. 

9.2. Summary of thesis 
This study explores the issues surrounding the adoption and implementation of the 

Indonesian PPP program in the water sector. A PPP scheme was adopted by the national 

government since the public investment in this sector failed to keep pace with the demand for 

water. As a result, the existing water supply coverage in 2012 was only able to fulfil 55.04% of 

needs nationally (Bappenas, 2012). This situation triggers another problem in terms of health, with 

significant deaths from lack of access to sanitary drinking water. However, from 2005 on, there 

has been only two PPP projects from the twenty-five offered to the private sector that can be 

considered to be successfully implemented. It is an indication that water PPP projects in Indonesia 

face important problems that need to be resolved. This situation might be caused by the 

complexities of the water governance arrangements that involve multiple and multilevel actors. 

However, as our literature review suggests, most empirical studies of PPP arrangements 

concentrate on the horizontal relationship between public and private sector actors. Despite many 

studies mentioning the involvement of actors from each governmental level, this area of PPP 

arrangements has generally been neglected. Furthermore, in relating to this matter, other gaps of 

knowledge have also been revealed from our review of the existing literature, such as: PPP studies 

have neglected to analyse the whole cycle of policy making, and there is a lack of information on 

role arrangement between levels of government in the stage of PPP adoption and implementation.  

In order to address these matters, this study employs a mixed method methodology through 

documentary analysis, email and online surveys, an embedded case study approach, and focus 

group discussions. In doing so, it employs a framework that acknowledges that this PPP program 

as a product of policy making that including multiple and multilevel actors in its arrangement. The 

surveys are aimed to understand the current situation of the implementation of the Indonesian PPP 

program; the case studies are concerned to gain a deeper understanding to the PPP development in 

a multi-level governance situation; and the focus group discussions are used to formulate policy 

recommendations for the improvement of the Indonesian PPP program in the water sector. 
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From the documentary analysis that was presented in the chapter 4, this study found that 

the Indonesian PPP policy, although initiated during the new order era, has emerged as a more 

pressing issue in Indonesian infrastructure policy more recently. Our outline of the policy 

framework settings in this area clearly demonstrates that, in Indonesia, the overall policy response 

for PPPs is stipulated at the central government level with involvement of a number of different 

ministries and agencies. However, responsibilities for implementation of PPP projects in many 

sectors rest primarily at the sub-national government levels due to mandates from the constitution 

and decentralisation policy. To support the implementation of PPPs, a set of policy frameworks 

have been developed. In terms of the water supply sector, this framework has been stipulated to 

adjust the PPP policy to be consistent with local water governance arrangements.  

For further understanding of the current situation of the implementation of Indonesian PPP 

program in the water sector, email and online surveys were conducted with various government 

and non-government actors. In general, our surveys indicate that for sub-national governments, the 

role of local leader is important in promoting PPPs in their respective regions and dealing with 

interregional cooperation to support the PPP programs. Our surveys also highlighted inadequacies 

in government actors’ human resource capacity as an issue that needs to be solved. The majority 

of our respondents appear to have limited understanding on PPP concepts as well as the regulatory 

framework associated with it, especially as they apply in the water supply sector. Our second 

survey also clarifies that this matter as one of the important challenges for the more widespread 

implementation of PPPs in water supply sector. Furthermore, our survey results also suggest that 

acknowledging local objectives when endorsing adoption of the PPP scheme at the sub-national 

level is essential on the part of central government agencies. The results from these surveys were 

presented in more detail in the chapter 5. 

To provide greater understanding on the development of PPP in a multi-level governance 

situation, the adoption and development of three recent Indonesian water supply PPP projects were 

described and elaborated in chapter 6. Through these case studies, some multi-level governance 

aspects such as policy mobilisation, exploration of relationships between actors, the links between 

central and local policy, and the role arrangement in the decision making associated with these 

case studies have been identified. Firstly, relevant with the finding from our documentary analysis, 

the case studies indicate that water sector PPPs in Indonesia involve actors from different levels of 

government. Although the main authority is with sub-national governments, the process of 

adoption and development of PPP program in their regions involved many actors from central level 

and was highly influenced by central government regulations. Secondly, these three case studies 

clarify that although water PPP projects are local, the arrangements associated with these projects 

also involve actors from various governmental levels. Thirdly, the investigation of our three cases 

highlight a number of challenges that are potentially able to contribute to delays on PPP projects. 
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These findings were also consistent with and act to further flesh out our survey results as presented 

in chapter 5.  

Meanwhile, a more comprehensive discussion on above matters was presented in the 

chapters 7 and 8 of this study. In the chapter 7, the researcher conducted intra-event analysis to 

analyse each significant event associated with the case studies, while in chapter 8 a cross-events 

analysis was conducted to analyse the influence of individual events on each other. The analysis 

and discussions in these chapters have also provided contributions for the current knowledge and 

theories about PPP as well as for reforms recommended for Indonesian water sector PPP policy 

and practice that will be presented further in the next section.  

9.3. Key contribution of thesis 
This study has contributed to the body of knowledge in three main ways, namely: 

9.3.1. To the Public Private Partnerships literature 

This thesis has made significant contributions to the existing literature on PPPs by 

extending the multi-level governance perspective not only to the study of PPP regulations, but also 

to PPP adoption and implementation. The study provides a “thick description” on how PPPs might 

work in a multi-level governance situation. This study suggests that in order to be able to work 

effectively in a multi-level governance situation, the first essential matter is that a PPP project must 

be deemed legitimate in the eyes of relevant stakeholders so that the program can be sustained. In 

order to ensure the legitimacy and sustainability of the program, this study identifies the importance 

of leader commitment and actors that act as local institutional entrepreneurs. The role of local 

leader is essential especially in order to gain public support and long-term commitment from the 

stakeholders toward the PPP program in their respective jurisdictions as well as mobilising the 

limited resources to support the PPP program. 

Secondly, this study has provided a role mapping of responsibilities of each governmental 

level to support PPP adoption and implementation that was considered lacking by other researchers 

(Akhmouch & Kauffmann, 2013). In general, whether the contracting agencies are provincial or 

local governments, the role of sub-national governments in ensuring the marketability of the 

project is prominent. On the other hand, the central government has a greater role compared to the 

project owner in making the project bankable. Similarly, for legal and technical feasibility, each 

governmental level plays an important role in accordance with their authority. 

Thirdly, this study has shown that to coordinate the decision-making involved in the 

implementation of the Indonesian PPP program in the water sector, the creation of type II multi-

level governance institutions is seen to be useful and preferable. These arrangements are marked 

by the designation of an ad-hoc unit with task specific authority to develop the project at the local 

level. This is important because type II MLG institutions can avoid additional burdens related to 
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operational costs, provide a more flexible structure to adapt to the changing dynamic of PPP policy 

and have been successfully adopted in other countries. 

Although all these key specific findings add a number of new perspectives to the current 

knowledge of PPPs, the study also contributes in offering a new framework to study the 

development and implementation of water PPP projects in any specific national setting based on a 

pragmatism approach. 

9.3.2. To the Multi-Level Governance Theory 

The finding of this study supports the proponents of Multi-Level Governance Theory in a 

number of aspects such as involvement of various actors from different governmental levels in the 

PPP policy arena, dispersion of authority in the decision-making process, and the form of national-

local relationships used to coordinate such decision making. However, in regard to this 

coordination mechanism, the empirical findings of this study show that the existing method of 

coordination in MLG through a formal method (hierarchy or facilitated) of coordination works 

well only in some areas (Bache, 2008). This method does not work as effectively when each 

governmental level has their own set of interests and priorities and when defending these is 

constitutionally legal. Thus, when this situation happens, this study suggests additional methods 

using a market mechanism approach may be needed to bridge the different interests from various 

authorities. 

9.3.3. To the body of knowledge of PPPs in decentralised countries such as Indonesia  

Indonesia is known as a developing country with a decentralised system. Compared to 

other developing and decentralised countries, the adoption and implementation of the PPP scheme 

to deliver water supply service provision in this national context have some similarities in terms of 

barriers and constraints associated with PPP implementation. This study has made contributions in 

gaining a better understanding of the challenges, government support arrangements and 

coordination mechanisms needed to deal more effectively with the constraints of PPP 

implementation in the Indonesian water supply sector. Thus, this thesis contributes to the body of 

literature relating to the practice of PPPs infrastructure in developing countries. 

Additionally, this is the first study of the Indonesian water supply PPP that uses a mixed 

method set of techniques that combine surveys and case studies to understand PPP adoption and 

development, as well as focus group discussions to formulate policy recommendation for better 

PPP implementation. Thus, this thesis also contributes to the body of knowledge relating to the 

methodology to be used in documenting the implementation of PPPs in the Indonesia water supply 

sector. 
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9.4. Limitations and delimitation of the study 

9.4.1. Limitations 

Some issues need to be raised in regard to the limitations of this study. The first issue 

relates to the data collection procedures. Since the study employed surveys in the beginning, one 

limitation is related to the sampling approach employed. As mentioned in chapter 3, this study 

employed a purposive sampling approach to select its survey respondents. In this regard, the 

researcher realises that employing a purposive sampling approach can be highly likely to involve 

researcher bias such as selection bias (Tongco, 2007). Moreover, by using non-probability based 

sampling, the researcher realises that the participants might not be able to represent the whole 

population of interest, so the findings of this study might not be able to be transferred to other 

populations. 

The second issue concerns the interview respondents used for this study. This study 

involved mainly public sector actor respondents supplemented by the few private actors that won 

the bidding process associated with our case study PPP projects. Until the end of fieldwork, the 

researcher failed to interview other private sector actors who were involved in the bidding process 

who were either associated with unsuccessful bids or who decided to cancel their involvement in 

the bidding process prior to the conclusion of this process. Without these additional respondents, 

the researcher realises that some multi-level governance issues might not be able to be covered 

especially where withdrawal from the process, was related to MLG issues. Similarly, although one 

of our case studies mentioned the role of an international development agency such as the World 

Bank in PPP project initiation, this study also did not incorporate those actors into the interview 

process. In this regard, the researcher also realises that the perception of donor agencies towards 

Indonesian MLG issues might provide additional information especially relating to their 

relationship with various central and local government actors during the project initiation and 

subsequent implementation. 

The third issue relates to the list of PPP projects that were cancelled or changed to a 

different scheme rather than proceeding down the PPP path originally envisaged by the national 

government. Due to time and cost limitation, this study did not interview actors from these other 

projects. In this regard, the researcher realises that there might be some important information 

related to MLG issues that influenced the cancellation of, or adoption of an alternative scheme for 

those projects. Was this related to the lack of capacity relating to PPP adoption at the local level or 

was changing to another scheme adopted as a strategy aimed to minimise the MLG issues assumed 

to prevail within the PPP scheme. 

The fourth issue concerns the period of time covered by this study. Our questionnaires only 

asked respondents to give rankings on their perceptions of positive and negative factors, as well as 
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problems and challenges, associated with PPP adoption and implementation based on their current 

experience with the Indonesian PPP program. Furthermore, regarding our case studies, this thesis 

focused on the development and implementation of Indonesian PPP program in the water sector 

between 2005 and 2018. As a result, only one PPP project was able to be explored into the 

implementation phase. However, the PPP program in Indonesia is work-in-progress phenomenon. 

During our data collection period, the Bandar Lampung WSP project was considered as a failure, 

because the bidding from the private sector to be involved had been cancelled. However, in 2018 

the project was successfully tendered. Thus, considering this limitation, it was not possible for this 

research to include all of the latest progress of the Indonesian PPP program in the water sector. 

9.4.2. Delimitation 

This study focuses only on one particular sector, which is in the water sector, for several 

reasons. Firstly, the nature of PPPs in the water sector is decentralized to the local level (Mandri-

Perrot & Stiggers, 2014). Secondly, many cases in the water sector face problems with water 

governance arrangements (Akhmouch, 2012; OECD, 2009; Castro, 2008). Similar to other country 

cases, Indonesian water PPP arrangements are also fragmented into several bodies in term of policy 

making while sub-national governments have an important role in managing water provision 

(Hadipuro, 2010; ADB, 2012). Hence the findings of this study might not be able to be generalized 

for PPP program projects in other sectors, such as transportation. 

9.5 Directions for future research 
Considering the findings and the limitations of this study, future research can be extended 

in a number of directions, namely: 

1. Firstly, given the limitations of time in conducting the data collection, thus future research can 

be extended .to explore more detail multi-level governance issues arising in the 

implementation phases of water based PPP projects.  

2. Secondly, as the role of local institutional entrepreneur is important to maintain the 

sustainability of PPP program, future research should explore in more detail the typical 

characteristics of those actors as well as way in which their roles may be extended to other 

governmental levels.  

3. Thirdly, as some actors from private sectors and donor agencies were not involved yet in this 

study, future research can giving more emphasize on those actors so that the discussion on 

MLG issues can be expanded to include more detail on the whole cycle of the bidding process, 

risk management allocations and donor perspectives on the MLG issues of PPP 

implementation in Indonesian water supply sector.    

4. Fourthly, due to limitations on the scope of this study, future research should be extended to 

other sectors such as hospitals, toll roads, and telecommunications to explore whether multi-
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level governance issues also arise in these sectors; as well as whether they have different 

characteristics compared with those documented for the water sector.  

5. And fifthly, comparative studies with PPP programs in the water sector in other decentralised 

countries, such as India and Brazil, might also be useful to provide more generalizable results. 

In addition, these other countries may have developed successful MLG institutions that could 

usefully be considered for adoption and/ or adaptation to the Indonesian context. 
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Appendix 2: Email Survey Questions 
 

PPP in Multi-Level Governance Setting 

Part 1 

Introductory Remarks 

 

Welcome to the survey on PPP in multi-level governance setting. This survey aims to 

investigate the views of three governmental layers in Indonesia in regard to the motive and rational in 

pursuing Public Private Partnerships. This survey is part of the PhD Research by Radies 

Kusprihanto Purbo of the Griffith Business School, Griffith University, Brisbane, Australia. The 

researcher can be contacted at radies.purbo@griffithuni.edu.au. The research investigates how 

Public Private Partnership works in multi-level governance setting, using the perspectives of the 

actors involved in the decision making process.  

Abundant research has been conducted to explore Public Private Partnerships from various 

aspects, however the majority focus on the relationship between public and private actor. This study 

attempts to extend the analysis be foccussing not only on the public and private relationship, but also 

on intergovernmental relationships within the country. 

This study uses the Indonesian PPP program as a case study because the institutional 

arrangement involves a wide-range of actors at both central and sub-national levels. At the central level, 

different ministries in the government, including Bappenas (National Development Agency), 

Coordinating Ministry of Economic Affairs, Ministry of Public Works, Ministry of Home Affairs as 

well as some SOEs such as PT. PLN, PT. SMI and PT. PII are involved in the PPP program. Meanwhile, 

sub-national levels also have important role in the PPP arrangements, performing the role of 

government contracting agencies. The framework of PPP policy is detailed in several regulations issued 

by central government including Keppres 7/1998, Perpres 38/2015 and Perpres 75/2014. Through this 

policy, several projects have been financed including those of toll roads, power plants, and water supply.  

You are invited to participate in this survey because your past or current works are 

somewhat related to the establishment of PPP in Indonesia. The survey takes around 10 - 

15 minutes to complete. Your responses will be anonymous and you will not be identified. 

The results of this survey will be held securely and only be used for the research purposes. You 

are requested to answer ALL the questions in this survey. Although the open questions are 

optional, your responses to these questions are very much appreciated. Thank you very much 

for your participation.  

 

 

Part 2 
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About Respondent 

This part will explore the respondent’s background and their relationship with PPP program 

 

No. Questions 

1. Where are you currently working? 

 a. 

b. 

c.  

Central Government → continue to question number 2 

Provincial Government → continue to question number 3 

District/Municipality Government → continue to question number 4 

2. For which institution are you currently working? 

 a.  

b. 

c. 

d. 

e. 

f. 

g. 

Coordination Ministry of Economic 

Ministry of Finance 

National Planning Agency (Bappenas) 

Ministry of Public Works 

Ministry of Home Affairs 

State Owned Enterprises 

Others 

3. For whichh institution are you currently working? 

 a. 

b. 

c. 

d. 

e. 

Regional Secretary (Sekretariat Daerah Provinsi) 

Provincial Planning Agency (Bappeda Provinsi) 

Other Regional Agencies (SKPD Provinsi) 

Regional Owned Enterprises (BUMD Provinsi) 

Others 

4. For which institution are you currently working? 

 a. 

b. 

c. 

d. 

e. 

Regional Secretary (Sekretariat Daerah Kab/Kota) 

Local Planning Agency (Bappeda Kab/Kota) 

Other local agencies (SKPD Kab/Kota) 

Local Owned Enterprises (BUMD Kab/Kota) 

Others  

5. If you work for a government institution, what echelon are you in? 

 a. 

b. 

c. 

d. 

e. 

Echelon 1 or 2 

Echelon 3 or 4 

Staff 

Non echelon 

Not applicable 

6. How long have you been working on PPP programs? 

 a. Less than 1 Year 



196 
 

b. 

c. 

2 to 4 year  

More than 4 year 

7. How often you work on PPP programs? 

 a. 

b. 

c. 

My work is mostly on PPP 

Some of my work is related with PPP 

Only a very limited amount of my work related with PPP  

8. What is your gender? 

 a. 

b. 

Male 

Female 

9. What is your age? 

 a. 

b. 

c. 

d. 

e. 

Under 30 

31 – 40 

41 – 50 

51 – 60 

Older than 60 

10. What is your highest level of education? 

 a. 

b. 

c. 

d. 

e. 

f. 

Diploma 

Undergraduate 

Master in Indonesia 

Master overseas 

Doctoral level in Indonesia 

Doctoral level overseas 

11. What is your educational background? 

 a. 

b. 

c. 

d. 

e. 

Accounting, Finance and Economics 

Social and Political Science 

Engineering 

Law 

Other (please specify) 
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Part 3 

Actor’s motivation in establishing PPP program 

 

In this part, the questions are aimed to get your views on the motivation and rationale in pursuing PPP 

program. 

 

Please rate the following statements based on a Likert scale from 1-5. 1 represents the “least important”,  

5 represents “the most important”, and select N/A if you are uncertain in rating a particular statement. 

No. Questions 1 2 3 4 5 n/a 

12. 

 

 

a. 

b. 

 

c. 

 

d. 

 

e. 

f. 

g. 

h. 

i. 

 

j. 

k. 

 

l. 

m. 

n. 

o. 

Please rate the attractive factors that motivate 

government for adopting PPP in your country/region?   

 

Solve the problem with budget constraint 

Traditional procurement is not adequate in providing 

reliable service 

Provide an integrative solution for public infrastructure 

and services 

Private sector has a better capacity to provide 

infrastructure 

PPP has been successfully adopted by other countries  

Leader endorsement 

Benefit to local economic development 

Transfer technology to local enterprise 

Reduce the price of the infrastructure services for the 

public  

Accelerate infrastructure development 

More opportunities for private sector to be involved in 

public service 

Long term maintenance of infrastructure 

Timely and more effective construction period 

Public Initiative 

Following National Program 
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Part 4  

Vertical coordination problems 13. What are the most frequent obstacles faced preventing 

effective vertical coordination across different level of government in PPP program?  

Please tick the appropriate box (1= not important, 2=somewhat important, 3=very important, 

4=Not applicable) in accordance with your position (Central/Provincial/Local actors).  

The Challenges of Vertical Coordination Central 
Government 

Provincial 
Government 

Local 
Government 

1 2 3 4 1 2 3 4 1 2 3 4 

Asymmetries in information between central 

and sub-national governments 

            

Fragmented authorisation at the central level             

Overlapping central government regulations             

Unstable or inadequate sub-national 

government fiscal capacity  

            

Insufficient technical skills and/or capacity of 

local actors 

            

Less political support from local politicians             

Strong political intervention             

Insufficient evaluation by central government 

regulation 

            

Others (please specify) 

 

 

 

 

 

 

            

 

18. What mechanism you would suggest to overcome the above obstacles? 

 

 

THANK YOU FOR HAVING TAKEN YOUR TIME TO ANSWER THIS QUESTIONNAIRE 
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Appendix 3: Online Survey Questions 
 

The Implementation of Indonesian PPP program in the water sector 

Part 1 

Introductory Remarks 

Welcome to the survey on The Implementation of Indonesian PPP program in the water sector. 
This survey is part of the PhD Research by Radies Kusprihanto Purbo of the Griffith Business 
School, Griffith University, Brisbane, Australia. The researcher can be contacted at 
radies.purbo@griffithuni.edu.au. The survey aims to investigate the perception of sub-national 
government actors toward the implementation of Indonesian Public Private Partnership programs 
in the water sector.  

Abundant research has been conducted to explore Public Private Partnerships from various aspects, 
however the majority focus on the relationship between public and private actor. This study attempts to 
extend the analysis by expanding the focus on intergovernmental relationships within the country. 

This study uses the Indonesian PPP program in the water sector as a case study because the institutional 
arrangement involves a wide-range of actors at both central and sub-national levels. At the central level, 
different ministries in the government, including Bappenas (National Development Agency), 
Coordinating Ministry of Economic Affairs, Ministry of Public Works, Ministry of Home Affairs as 
well as some SOEs (such as PT. SMI and PT. PII) are involved in the PPP program. Meanwhile, sub-
national levels also have important role in the PPP arrangements, performing the role of government 
contracting agencies for water supply system. The framework of PPP policy is detailed in several 
regulations issued by central government including Keppres 7/1998, Perpres 38/2015 and Perpres 
75/2014. Through this policy, several projects have been financed including those relating to toll roads, 
power plants, and water supply.  

You are invited to participate in this survey because of your role in a sub-national government that 
has responsibility to perform public service delivery especially in the water sector. The survey 
takes around 10 - 15 minutes to complete. Your responses will be anonymous and you will not be 
identified. The results of this survey will be held securely and only be used for the research purposes. 
You are requested to answer ALL the questions in this survey. Although the open questions are 
optional, your responses to these questions are very much appreciated.  

To proceed to the next section you need to click the CONTINUE button. Note that once you have 
clicked on the CONTINUE button at the bottom of each page you cannot return to review or amend 
that page. By clicking the CONTINUE button below, you agree to participate in this survey. 

Thank you very much for your participation. 

CONTINUE  
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Part 2 

About Respondent 

This part will explore your background and your experience with PPP programs 

 

No. Questions 

1. Where are you currently working? 

 a. 

b. 

Provincial Government → continue to question number 2 

District/Municipality Government → continue to question number 3 

2. For which institution are you currently working? 

 a. 

b. 

c. 

d. 

e. 

Regional Secretary (Sekretariat Daerah Provinsi) 

Provincial Planning Agency (Bappeda Provinsi) 

Other Regional Agencies (SKPD Provinsi) 

Regional Owned Enterprises (BUMD Provinsi) 

Other 

3. For which institution are you currently working? 

 a. 

b. 

c. 

d. 

e. 

Regional Secretary (Sekretariat Daerah Kab/Kota) 

Local Planning Agency (Bappeda Kab/Kota) 

Other local agencies (SKPD Kab/Kota) 

Local Owned Enterprises (BUMD Kab/Kota) 

Other  

4. In which regions are you currently working? 

 Province/District/Municipality: ……………………………………. 

5. If you work for a government institution, what echelon are you in? 

 a. 

b. 

c. 

d. 

e. 

Echelon 1 or 2 

Echelon 3 or 4 

Staff 

Non echelon 

Not applicable 

6. Have you ever heard about Indonesian Public Private Partnership program in the water 

sector? 

 a. 

b. 

c. 

Yes 

No 

Not sure 

7. Is your work (or some of your work) related to the PPP program in your region? 

 a. 

b. 

Yes 

No 
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c. Not sure 

8. What is your gender? 

 a. 

b. 

Male 

Female 

9. What is your age? 

 a. 

b. 

c. 

d. 

e. 

Under 30 

31 – 40 

41 – 50 

51 – 60 

Older than 60 

10. What is your highest level of education? 

 a. 

b. 

c. 

d. 

e. 

f. 

Diploma 

Undergraduate 

Master in Indonesia 

Master overseas 

Doctoral level in Indonesia 

Doctoral level overseas 

11. What is your educational background? 

 a. 

b. 

c. 

d. 

e. 

Accounting, Finance and Economics 

Social and Political Science 

Engineering 

Law 

Other (please specify) 

 

Part 3 

Actor’s rationale in establishing PPP program 

 

In this part, the questions are aimed to get your views on the attractive and negative factors in pursuing 

PPP programs at the local level. 

 

Please rate the following statements based on a Likert scale from 0-5. 1 represents the “least important” 

factor, while 5 represents “the most important” factor, and select 0 if you are uncertain in rating a 

particular statement. 

No. Questions 0 1 2 3 4 5 

12. 

 

Please rate the attractive factors that motivate 

government for adopting PPP in your region?   
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a. 

b. 

 

c. 

 

d. 

e. 

f. 

g. 

h. 

i. 

j. 

k. 

l. 

 

m. 

n. 

 

 

 

Solve the problem of budget constraints 

Traditional procurement is not adequate in providing 

reliable services 

Provide an integrative solution for public infrastructure 

and services 

Private sector has a better capacity to provide 

infrastructure 

PPP has been successfully adopted by other countries  

Leader endorsement 

Benefit to local economic development 

Transfer technology to local enterprise 

Reduce the price of infrastructure services for the public  

Accelerate infrastructure development 

Provide more opportunities for private sector to be 

involved in public service 

Improved long term maintenance of infrastructure 

Timely and more effective construction period 

Others, please specify 

 
 

   

 

 

No. Questions 0 1 2 3 4 5 

13. 

 

 

a. 

b. 

c. 

d. 

e. 

f. 

g. 

h. 

i. 

j. 

Please rate the negative factors that discourage 

government for adopting PPP in your region?   

 

Reduce the project accountability 

High risk relying on private sector 

Very few schemes have actually reached the contract stage 

Lengthy delays because of political debate 

Higher charge to the direct users 

Less employment positions 

High participation cost 

High project values 

Insufficient skills of actors 

Lack of experience in managing PPP program 
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k. 

l. 

m. 

 

 

 

Insufficient knowledge about PPP concept 

Confusion over central government regulations 

Lengthy process of negotiations  

 

 
 

 

Part 4 

Problem and challenges of PPP implementation 

As you might aware that currently only a few PPP projects in the water sector have been implemented 

in Indonesia. In this part, the questions are aimed to get your views on the problems and challenges 

involved in implementing PPP program especially in the water sector.  

Please rate the following statements based on a Likert scale from 0-5. 1 represents “strongly disagree”, 
while 5 represents “strongly agree”, and select 0 if you are uncertain in rating a particular statement. 

No. Questions 0 1 2 3 4 5 

14. 

 

a. 

b. 

c. 

 

d. 

e. 

f. 

g. 

h. 

 

i. 

j. 

k. 

 

l. 

. 

m. 

 

 

To what extend do you agree or disagree with the 

following statements? 

PPP is too complex to be managed 

PPP is a foreign concept 

There is insufficient incentive for  government officers to 

commit to implementing a PPP project 

There is a lack of regulatory framework on PPP 

Lack of leadership and commitment of the local leader 

Fragmented authorisation at the central level 

Lack of capacity of local actors 

Unstable or inadequate sub-national government fiscal 

capacity 

Limited political support from local politicians 

Strong political intervention 

Insufficient capacity building program for local public 

officials 

Involving many actors especially when the source of bulk 

water lies across jurisdictions 

PPP is marginalised by other schemes such as 

conventional public procurement and SOEs 
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Appendix 4: Email Survey Results 
 

Table 1 Profile of Respondents in the First Survey 

Respondent Background Categorisation Count (%) 

Working Position Central Government 15 53.6 
  Sub-National Government 13 46.4 
Echelon Echelon 1 or 2 6 21.4 
  Echelon 3 or 4 14 50.0 
  Staff 3 10.7 
  Not applicable 5 17.9 
Experience with PPPs Less than 1 year 9 32.1 
  2 to 4 year 8 28.6 
  More than 4 year 11 39.3 
Working Intensity with PPP My work is mostly on PPPs 10 35.7 
  Some of my work is related with PPPs 10 35.7 
  Only a very limited amount of my work related with 

PPPs 
8 28.6 

Educational Background Accounting, Finance and Economics 11 39.3 
  Social and Political Science 2 7.1 
  Engineering 10 35.7 
  Law 3 10.7 
  Other 2 7.1 
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Table 2 Descriptive Statistics for Positive Factors motivating PPP adoption 

Motive 
Code Motive for PPP adoption 

Central 
Government 

Sub National 
Government 

Mean Rank Mean Rank 

M 1 Lack of Infrastructure Budget 4.43 4 4.42 2 

M 2 Better service than traditional procurement 3.57 13 2.58 15 

M 3 Integrative solution for infrastructure and public service 4.50 2 4.08 8 

M 4 Private sector has a better capacity to provide infrastructure 4.00 8 3.42 12 

M 5 PPP has been successfully adopted by other countries 3.43 14 2.73 14 

M 6 Leader endorsement 4.36 5 4.73 1 

M 7 Benefit to local economic development 3.78 10 4.36 4 

M 8 Transfer technology to local enterprise 3.78 10 4.17 6 

M 9 Reduce the price of the infrastructure services for the public 3.64 12 4.08 8 

M 10 Accelerate infrastructure development 4.36 5 4.42 2 

M 11 
More opportunities for private sector to be involved in public 
service 

4.14 
7 

4.00 
11 

M 12 Long term maintenance of infrastructure 4.57 1 4.08 8 

M 13 Timely and more effective construction period 4.50 2 4.33 5 

M14 Public Initiative 3.21 15 2.80 13 

M15 Following national program 3.92 9 4.09 7 
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Table 3 Statistical Analysis of Positive Factors motivating PPP Adoption 

Motivation  Governmental Layer N Mean 
Rank 

Sum of 
Ranks 

Mann-
Whitney U 

Asymp.Sig. (2-
tailed) 

Lack of Infrastructure Budget Central Government 14 13.39 187.5 82.5 0.608 

  Sub-National Government 13 14.65 190.5 
Better service than traditional procurement Central Government 14 17.21 241 46 0.024 

  Sub-National Government 13 10.54 137 
Integrative solution for infrastructure and public service Central Government 14 16.29 228 59 0.086 
  Sub-National Government 13 11.54 150 
Private sector has a better capacity to provide infrastructure Central Government 14 16.36 229 58 0.080 

  Sub-National Government 13 11.46 149 
PPP has been successfully adopted by other countries Central Government 14 15.36 215 58 0.158 
  Sub-National Government 12 11.33 136 
Leader endorsement Central Government 14 10.96 153.5 48.5 0.035 

  Sub-National Government 12 16.46 197.5 
Benefit to local economic development Central Government 14 11 154 49 0.056 
  Sub-National Government 12 16.42 197 
Transfer technology to the local enterprises Central Government 14 12.86 187.5 75.8 0.410 
 Sub-National Government 13 15.23 190.5 
Reduce the price of the infrastructure services for the public Central Government 14 12.39 173.5 68.5 0.241 
  Sub-National Government 13 15.73 204.5 
Accelerate infrastructure development Central Government 14 13.96 195.5 90.5 0.978 
  Sub-National Government 13 14.04 182.5 
More opportunities for private sector to be involved in public service Central Government 14 14.11 197.5 89.5 0.937 
  Sub-National Government 13 13.88 180.5 
Long term maintenance of infrastructure Central Government 14 15.93 223 64 0.148 
  Sub-National Government 13 11.92 155 
Timely and more effective construction period Central Government 14 14.18 198.5 88.5 0.89 
  Sub-National Government 13 13.81 179.5 
Public Initiative Central Government 14 13.82 193.5 65.5 0.476 

  Sub-National Government 11 11.95 131.5 
Following National Program Central Government 14 13.04 182.5 77.5 0.722 
  Sub-National Government 12 14.04 168.5 
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Table 4 Descriptive Statistics of Vertical Coordination Challenges 

Obstacles Overall Central 
Government 

Sub-National 
Government 

Mean Rank Mean Rank Mean Rank 
Asymmetries in information between 
central and sub-national governments 

2.61 3 2.46 4 2.80 2 

Fragmented authorisation at the central 
level 

2.87 1 2.92 1 2.80 2 

Overlapping central government 
regulations 

2.74 2 2.69 2 2.80 2 

Unstable or inadequate sub-national 
government fiscal capacity  

2.39 6 2.15 8 2.70 5 

Insufficient technical skills and/or 
capacity of local actors 

2.61 3 2.38 5 2.90 1 

Less political support from local 
politicians 

2.57 5 2.54 3 2.60 6 

Strong political intervention 2.39 6 2.23 7 2.60 6 
Insufficient evaluation by central 
government regulation 

2.3 8 2.31 6 2.30 8 
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Table 5  Mann-Whitney U Test of Vertical Coordination Challenges 

Motivation  Governmental 
Layer N Mean 

Rank 
Sum of 
Ranks 

Mann-
Whitney 

U 

Asymp. Sig. 
(2-tailed) 

Asymmetries information between 
central and sub-national governments  

Central 
Government 13 11.69 152.00 

61.0 0.731 
Sub-National 
Government 10 12.40 124.00 

Fragmented authorisation at the central 
level 

Central 
Government 13 12.62 164.00 

57.0 0.395 
Sub-National 
Government 10 11.60 112.00 

Overlapping central government 
regulations 

Central 
Government 13 12.15 158.00 

63.0 0.851 
Sub-National 
Government 10 11.80 118.00 

Unstable or inadequate sub-national 
government fiscal capacity 

Central 
Government 13 11.50 149.50 

58.5 0.620 
Sub-National 
Government 10 12.65 126.50 

Insufficient technical skills and/or 
capacity of local actors 

Central 
Government 13 10.88 141.50 

50.5 0.620 
Sub-National 
Government 10 13.45 134.50 

Less political support from local 
politicians 

Central 
Government 13 12.31 160.00 

61.0 0.766 
Sub-National 
Government 10 11.60 116.00 

Strong political intervention 

Central 
Government 13 11.35 147.50 

56.5 0.534 
Sub-National 
Government 10 12.85 128.50 

Insufficient evaluation by central 
government regulation 

Central 
Government 13 12.58 163.50 

57.5 0.594 
Sub-National 
Government 10 11.25 112.50 
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Appendix 5: Online Survey Results 
 

Table 1 Profile of Respondents in the Second Survey 
Respondent Background Categorisation Count (%) 

Working Position Provincial Government 8 8.1 
  Local Government 86 91.5 
Institution Regulator 61 67.8 
 Water Utilities 32 32.2 
Fiscal Capacity Cluster Cluster 1 (Low) 50 56.8 
 Cluster 2 (Medium) 11 12.5 
 Cluster 3 (High) 19 21.6 
 Cluster 4 (Very High) 8 9.1 
Echelon Echelon 1 or 2 14 15.6 
  Echelon 3 or 4 48 53.3 
  Staff 16 17.8 
 Non Echelon 6 6.7 
  Not applicable 6 6.7 

 
 
 
Table 2 Ranking of Positive Factors based on Agency Responses  

Code List of Motives 
Regulator Water utilities 

 
Overall 

Mean Rank Mean Rank Mean Rank 

M1 Budget 4.07 6 4.30 1 4.18 4 

M2 
Inadequate traditional 
procurement 

3.68 10 3.68 
8 

3.70 10 

M3 Integrative solution 4.39 1 4.29 2 4.38 1 

M4 Private has better capacity 3.59 11 3.32 12 3.56 11 

M5 
Has been successfully 
adopted in abroad 

3.28 13 3.07 
13 

3.23 13 

M6 Leader endorsement 4.15 5 4.25 3 4.22 3 

M7 Benefit for local 4.34 2 4.18 4 4.32 2 

M8 
Transfer technology to local 
enterprise 

4.02 8 4.14 
5 

4.08 7 

M9 Reduce the price 4.02 7 3.46 10 3.87 8 

M10 
Accelerate infrastructure 
development 

3.71 9 3.50 
9 

3.69 9 

M11 
More opportunities for 
private 

4.15 3 4.07 
6 

4.15 5 

M12 Long term maintenance 4.15 4 3.96 7 4.12 6 

M13 Timely and more effective 3.36 12 3.39 11 3.37 12 
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Table 3 Ranking of Positive Factors based on Fiscal Capacity Cluster  
 

Code List of Motives 
Low Medium High Very High 

Mean Rank Mean Rank Mean Rank Mean Rank 

M1 Budget 4.13 4 4.30 1 4.21 5 4.25 4 
M2 Inadequate traditional procurement 3.63 10 3.82 10 3.74 9 3.25 9 
M3 Integrative solution 4.29 1 4.18 2 4.74 1 4.25 4 
M4 Private has better capacity 3.65 9 3.45 12 3.42 12 3.25 9 
M5 Has been successfully adopted abroad 3.38 13 3.64 11 2.89 13 2.75 13 
M6 Leader endorsement 4.22 2 4.09 4 4.26 3 4.00 7 
M7 Benefit for local 4.22 3 4.18 2 4.47 2 4.38 2 
M8 Transfer technology to local enterprise 4.08 7 4.09 6 4.11 6 3.88 8 
M9 Reduce the price 3.67 8 3.91 8 4.05 8 4.25 4 
M10 Accelerate infrastructure development 3.61 11 4.09 6 3.63 10 3.25 9 
M11 More opportunities for private 4.10 5 4.09 4 4.11 6 4.50 1 
M12 Long term maintenance 4.08 6 3.91 8 4.26 4 4.38 2 
M13 Timely and more effective 3.41 12 3.00 13 3.47 11 3.25 9 
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Table 4 Mann Whitney U Test for Positive Factors based on Local Agency Responses 

Positive Factors Agencies N Mean Rank Sum of Ranks Asymp. Sig  

Budget Regulator 62 43.80 2715.50 

0.47 Water Utilities 27 47.76 1289.50 
Total 89     

Inadequate traditional procurement Regulator 63 46.18 2909.50 

0.918 Water Utilities 28 45.59 1276.50 
Total 91     

Integrative solution Regulator 63 48.90 3081.00 

0.07 Water Utilities 28 39.46 1105.00 
Total 91     

Private has better capacity Regulator 63 48.97 3085.00 

0.092 Water Utilities 28 39.32 1101.00 
Total 91     

Has been successfully adopted  
abroad 

Regulator 58 44.62 2588.00 

0.534 Water Utilities 28 41.18 1153.00 
Total 86     

Leader endorsement Regulator 63 45.46 2864.00 

0.751 Water Utilities 28 47.21 1322.00 
Total 91     

Benefit for local Regulator 63 48.69 3067.50 

0.107 Water Utilities 28 39.95 1118.50 
Total 91     

Transfer technology to local 
enterprise 

Regulator 63 45.96 2895.50 

0.982 Water Utilities 28 46.09 1290.50 
Total 91     

Reduce the price Regulator 63 50.26 3166.50 

0.015 Water Utilities 28 36.41 1019.50 
Total 91     

Accelerate infrastructure 
development 

Regulator 63 48.21 3037.50 

0.211 Water Utilities 28 41.02 1148.50 
Total 91     

More opportunities for private Regulator 63 47.56 2996.00 

0.367 Water Utilities 28 42.50 1190.00 
Total 91     

Long term maintenance Regulator 63 47.87 3015.50 

0.28 Water Utilities 28 41.80 1170.50 
Total 91     

Timely and more effective Regulator 63 45.74 2881.50 

0.883 Water Utilities 28 46.59 1304.50 
Total 91     
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Table 5 Kruskal Wallis H Test for Positive Factors based on Fiscal Capacity Cluster 
Positive Factors Fiscal Capacity Cluster N Mean Rank Asymp. Sig  Positive Factors Fiscal Capacity Cluster N Mean Rank Asymp. Sig  

Budget Low (<0.5) 48 42.76 

0.981 

Transfer 
technology to 
local enterprise 

Low (<0.5) 49 45.23 

0.931 
medium (0.5<n<1) 10 42.95 medium (0.5<n<1) 11 42.91 
High (1<n<2) 19 42.29 High (1<n<2) 19 43.29 
Very High (> 2) 8 46.19 Very High (> 2) 8 39.63 
Total 85   Total 87   

Inadequate 
traditional 
procurement 

Low (<0.5) 49 44.00 

0.736 

Reduce the 
price 

Low (<0.5) 49 40.82 

0.491 
medium (0.5<n<1) 11 48.45 medium (0.5<n<1) 11 44.27 
High (1<n<2) 19 44.84 High (1<n<2) 19 48.84 
Very High (> 2) 8 35.88 Very High (> 2) 8 51.63 
Total 87   Total 87   

Integrative 
solution 

Low (<0.5) 49 42.76 

0.373 

Accelerate 
infrastructure 
development 

Low (<0.5) 49 43.60 

0.416 
medium (0.5<n<1) 11 37.77 medium (0.5<n<1) 11 54.00 
High (1<n<2) 19 51.26 High (1<n<2) 19 42.66 
Very High (> 2) 8 42.94 Very High (> 2) 8 35.88 
Total 87   Total 87   

Private has 
better capacity 

Low (<0.5) 49 47.12 

0.559 

More 
opportunities for 
private 

Low (<0.5) 49 43.18 

0.667 
medium (0.5<n<1) 11 41.00 medium (0.5<n<1) 11 42.95 
High (1<n<2) 19 40.76 High (1<n<2) 19 42.53 
Very High (> 2) 8 36.69 Very High (> 2) 8 53.94 
Total 87   Total 87   

Has been 
successfully 
adopted abroad 

Low (<0.5) 45 43.92 

0.168 

Long term 
maintenance 

Low (<0.5) 49 43.41 

0.684 
medium (0.5<n<1) 11 49.77 medium (0.5<n<1) 11 37.91 
High (1<n<2) 18 35.17 High (1<n<2) 19 46.53 
Very High (> 2) 8 30.75 Very High (> 2) 8 50.00 
Total 82   Total 87   

Leader 
endorsement 

Low (<0.5) 49 45.32 

0.938 

Timely and 
more effective 

Low (<0.5) 49 45.17 

0.607 
medium (0.5<n<1) 11 43.09 medium (0.5<n<1) 11 35.73 
High (1<n<2) 19 42.55 High (1<n<2) 19 47.08 
Very High (> 2) 8 40.63 Very High (> 2) 8 40.88 
Total 87   Total 87   

Benefit for local Low (<0.5) 49 43.47 

0.778 

     
medium (0.5<n<1) 11 38.73      
High (1<n<2) 19 47.18      
Very High (> 2) 8 46.94      
Total 87        
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Table 6 Total Variance Explained for Positive Factors 

Total Variance Explained 

Component 

Initial Eigenvalues 
Extraction Sums of Squared 

Loadings 
Rotation Sums of Squared 

Loadings 

Total 
% of 

Variance 
Cumulati

ve % Total 
% of 

Variance 
Cumulati

ve % Total 
% of 

Variance 
Cumulati

ve % 
1 5.452 41.938 41.938 5.452 41.938 41.938 2.767 21.282 21.282 
2 1.326 10.197 52.135 1.326 10.197 52.135 2.304 17.721 39.003 
3 1.248 9.601 61.736 1.248 9.601 61.736 2.126 16.354 55.357 
4 1.089 8.377 70.113 1.089 8.377 70.113 1.918 14.756 70.113 
5 0.749 5.763 75.876             
6 0.663 5.104 80.980             
7 0.573 4.407 85.387             
8 0.452 3.477 88.864             
9 0.421 3.239 92.103             
10 0.341 2.625 94.728             
11 0.286 2.202 96.929             
12 0.243 1.869 98.799             
13 0.156 1.201 100.000             

 

Table 7 Rotated Component Matrix (Loading) related to Motivations for Implementing PPPs 

Rotated Component Matrix 

  
Component 

1 2 3 4 
Budget 0.831 0.050 -0.025 0.310 
Inadequate traditional procurement 0.354 0.015 0.725 0.201 
Integrative solution 0.793 0.294 0.205 0.183 
Private has better capacity 0.276 0.240 0.035 0.659 
has been successfully adopted abroad 0.099 -0.067 0.180 0.728 
leader endorsement 0.515 0.116 0.639 -0.023 
benefit for local 0.690 0.447 0.298 0.118 
transfer technology to local enterprise 0.534 0.272 0.535 0.201 
reduce the price 0.308 0.568 0.170 0.327 
accelerate infrastructure development 0.113 0.237 0.076 0.756 
more opportunities for private 0.263 0.828 0.114 0.187 
long term maintenance 0.070 0.855 0.140 0.020 
timely and more effective -0.167 0.264 0.820 0.124 
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Table 8 Ranking of Negative Factors based on Agency Responses 

Negative Factors 
Regulator Water Utilities Overall 

Mean RANK Mean RANK Mean RANK 

Reduce project accountability 2.91 13 2.86 13 2.88 13 
High risk relying on private 3.26 8 3.21 9 3.24 9 
Very few schemes have actually reached the 
contract stage 

3.11 
11 

2.93 
12 

3.02 
12 

Lengthy delays because of political debate 3.42 7 3.46 7 3.43 8 
Higher charge to the direct users 3.25 9 3.82 3 3.43 7 
Less employment positions 3.05 12 3.18 10 3.12 11 
High participation cost 3.17 10 3.04 11 3.16 10 
High project values 3.49 6 3.36 8 3.46 6 
Insufficient skills of actors 3.59 5 3.89 1 3.67 2 
Lack of experience in managing PPP 
program 

3.60 
3 

3.68 
5 

3.62 
4 

Insufficient knowledge about PPP concept 3.59 4 3.75 4 3.62 3 
Confusion over central government 
regulations 

3.67 
2 

3.54 
6 

3.61 
5 

Lengthy process of negotiations 3.84 1 3.89 2 3.84 1 
 

Table 9 Ranking of Negative Factors based on Fiscal Capacity Clusters 

Negative Factors 
Low Medium High Very High 

Mean  Rank Mea
n 

 
Rank Mean Rank Mea

n Rank 

Reduce project accountability 2.73 13 2.73 11 3.33 9 2.88 13 
High risk relying on private 3.27 9 3.18 5 3.28 10 3.00 12 
Very few schemes have actually reached the 
contract stage 

3.09 
12 

3.09 
6 

3.00 
13 

3.00 
11 

Lengthy delays because of political debate 3.46 8 3.27 4 3.28 11 3.63 7 
Higher charge to the direct users 3.54 5 3.30 3 3.39 7 3.25 9 
Less employment positions 3.24 10 2.45 12 3.28 12 3.13 10 
High participation cost 3.16 11 2.27 13 3.33 8 3.63 6 
High project values 3.50 6 3.00 8 3.50 6 3.50 8 
Insufficient skills of actors 3.59 2 3.09 6 4.00 3 4.13 2 
Lack of experience in managing PPP 
program 

3.50 
6 

2.91 
10 

4.06 
2 

4.25 
1 

Insufficient knowledge about PPP concept 3.59 3 3.00 8 3.89 4 4.00 3 
Confusion over central government 
regulations 

3.57 
4 

3.36 
2 

3.67 
5 

4.00 
3 

Lengthy process of negotiations 3.76 1 3.82 1 4.11 1 3.75 5 
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Table 10 Mann Whitney U Test of Negative Factors 

  Agencies N Mean Rank Sum of Ranks Asymp. Sig. 

Reduce project accountability Regulator 61 45.25 2760.00 

0.892 Water Utilities 28 44.46 1245.00 
Total 89     

High risk relying on private Regulator 62 45.84 2842.00 

0.85 Water Utilities 28 44.75 1253.00 
Total 90     

Very few schemes have actually 
reached the contract stage 

Regulator 59 44.75 2640.00 

0.68 Water Utilities 28 42.43 1188.00 
Total 87     

Lengthy delays because of political 
debate 

Regulator 61 44.52 2715.50 

0.789 Water Utilities 28 46.05 1289.50 
Total 89     

Higher charge to the direct users Regulator 60 40.89 2453.50 

0.046 Water Utilities 28 52.23 1462.50 
Total 88     

Less employment positions Regulator 62 45.02 2791.50 

0.792 Water Utilities 28 46.55 1303.50 
Total 90     

High participation cost Regulator 62 46.48 2881.50 

0.587 Water Utilities 28 43.34 1213.50 
Total 90     

High project values Regulator 61 46.06 2809.50 

0.554 Water Utilities 28 42.70 1195.50 
Total 89     

Insufficient skills of actors Regulator 62 43.15 2675.50 

0.18 Water Utilities 28 50.70 1419.50 
Total 90     

Lack of experience in managing PPP 
program 

Regulator 61 44.46 2712.00 

0.763 Water Utilities 28 46.18 1293.00 
Total 89     

Insufficient knowledge about PPP 
concept 

Regulator 62 44.21 2741.00 

0.47 Water Utilities 28 48.36 1354.00 
Total 90     

Confusion over central government 
regulations 

Regulator 62 45.98 2850.50 

0.79 Water Utilities 28 44.45 1244.50 
Total 90     

Lengthy process of negotiations Regulator 62 44.72 2772.50 

0.658 Water Utilities 28 47.23 1322.50 
Total 90     
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Table 11 Kruskal Wallis H Test for Negative Factors based on Fiscal Capacity Clusters 

Negative Factors Fiscal Capacity Index N Mean Rank Asymp. Sig. Negative Factors Fiscal Capacity 
Index N Mean Rank Asymp. Sig. 

Reduce project accountability Low (<0.5) 48 39.92 

0.301 

High project values Low (<0.5) 48 44.57 

0.596 
medium (0.5<n<1) 11 41.14 medium (0.5<n<1) 11 33.91 
High (1<n<2) 18 52.47 High (1<n<2) 18 43.39 
Very High (> 2) 8 42.75 Very High (> 2) 8 45.19 
Total 85   Total 85   

High risk relying on private Low (<0.5) 49 43.90 

0.973 

Insufficient skills of actors Low (<0.5) 49 41.85 

0.092 
medium (0.5<n<1) 11 42.45 medium (0.5<n<1) 11 31.36 
High (1<n<2) 18 44.58 High (1<n<2) 18 50.75 
Very High (> 2) 8 40.06 Very High (> 2) 8 54.00 
Total 86   Total 86   

Very few schemes have actually 
reached the contract stage 

Low (<0.5) 47 42.39 

0.993 

Lack of experience in 
managing PPP program 

Low (<0.5) 48 40.92 

0.037 
medium (0.5<n<1) 11 42.77 medium (0.5<n<1) 11 29.09 
High (1<n<2) 17 40.53 High (1<n<2) 18 51.83 
Very High (> 2) 8 41.75 Very High (> 2) 8 54.75 
Total 83   Total 85   

Lengthy delays because of political 
debate 

Low (<0.5) 48 44.10 

0.876 

Insufficient knowledge about 
PPP concept 

Low (<0.5) 49 42.96 

0.163 
medium (0.5<n<1) 11 40.41 medium (0.5<n<1) 11 30.59 
High (1<n<2) 18 40.03 High (1<n<2) 18 49.11 
Very High (> 2) 8 46.63 Very High (> 2) 8 51.94 
Total 85   Total 86   

Higher charge to the direct users Low (<0.5) 48 44.22 

0.862 

Confusion over central 
government regulations 

Low (<0.5) 49 42.59 

0.751 
medium (0.5<n<1) 10 39.80 medium (0.5<n<1) 11 40.09 
High (1<n<2) 18 41.58 High (1<n<2) 18 44.47 
Very High (> 2) 8 37.63 Very High (> 2) 8 51.56 
Total 84   Total 86   

Less employment positions Low (<0.5) 49 45.59 

0.314 

Lengthy process of 
negotiations 

Low (<0.5) 49 41.74 

0.593 
medium (0.5<n<1) 11 30.68 medium (0.5<n<1) 11 42.64 
High (1<n<2) 18 45.72 High (1<n<2) 18 50.31 
Very High (> 2) 8 43.31 Very High (> 2) 8 40.13 
Total 86   Total 86   

High participation cost Low (<0.5) 49 44.22 

0.072 

          
medium (0.5<n<1) 11 27.09           
High (1<n<2) 18 46.72           
Very High (> 2) 8 54.38           
Total 86             
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Table 12 Total Variance Explained for Negative Factors 

Total Variance Explained 

Component 

Initial Eigenvalues 
Extraction Sums of Squared 

Loadings 
Rotation Sums of Squared 

Loadings 

Total 

% of 
Varianc

e 
Cumulative 

% Total 
% of 

Variance 
Cumulativ

e % Total 
% of 

Variance 
Cumulati

ve % 
1 5.605 43.116 43.116 5.605 43.116 43.116 3.478 26.755 26.755 
2 1.742 13.396 56.513 1.742 13.396 56.513 2.610 20.076 46.830 
3 1.230 9.463 65.976 1.230 9.463 65.976 2.489 19.146 65.976 
4 0.870 6.695 72.671             
5 0.759 5.837 78.508             
6 0.586 4.510 83.018             
7 0.551 4.236 87.254             
8 0.428 3.291 90.545             
9 0.389 2.995 93.540             
10 0.288 2.214 95.754             
11 0.234 1.797 97.551             
12 0.207 1.595 99.146             
13 0.111 0.854 100.000             
Extraction Method: Principal Component Analysis. 

 

Table 13 Rotated Component Matrix (Loading) of Negative Factors that discourage PPP Adoption 

Negative Factors Component 
1 2 3 

Reduce project accountability -0.024 0.752 0.306 
High risk relying on private 0.075 0.878 0.116 
Very few schemes have actually reached the contract 
stage 

0.375 0.651 -0.074 

Lengthy delays because of political debate 0.448 0.542 0.166 
Higher charge to the direct users 0.359 0.368 0.247 
Less employment positions -0.028 0.401 0.748 
High participation cost 0.339 0.209 0.751 
High project values 0.307 0.056 0.706 
Insufficient skills of actors 0.551 -0.068 0.579 
Lack of experience in managing PPP program 0.788 0.062 0.442 
Insufficient knowledge about PPP concept 0.821 0.034 0.332 
Confusion over central government regulations 0.805 0.252 0.147 
Lengthy process of negotiations 0.738 0.373 0.041 
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Table 14 Descriptive Statistics related to Problems and Challenges of PPP Implementation in Indonesian Water Sector 

Problems and Challenges 

Role of Agencies Fiscal Capacity Clusters All 
Respondents 

Regulator Water 
Utilities Low Medium High Very High 

Mean Rank Mean Rank Mean Rank Mean Rank Mean Rank Mean Rank Mean Rank 

PPP is too complex to be managed 3.21 13 2.78 12 2.85 12 3.09 8 3.44 9 2.75 12 3.08 13 

PPP is a foreign concept 3.28 10 2.74 13 3.09 10 2.91 11 3.28 12 2.50 13 3.11 12 

There is insufficient incentive for government 
officers to commit to implementing a PPP project 3.23 11 2.92 11 3.02 11 3.00 9 3.22 13 3.63 10 3.14 10 

There is a lack of regulatory framework on PPP 3.21 12 2.92 10 2.83 13 3.10 7 3.50 8 3.88 8 3.13 11 
Lack of leadership and commitment of the local 
leader 3.44 9 3.11 9 3.13 9 2.73 12 3.72 6 4.13 5 3.34 9 

Fragmented authorisation at the central level 3.92 3 3.22 8 3.56 5 3.55 4 3.78 5 4.13 7 3.71 4 

Lack of capacity of local actors 3.77 5 3.37 7 3.40 8 3.45 6 3.83 4 4.50 1 3.65 5 
Unstable or inadequate sub-national government 
fiscal capacity 4.03 2 3.48 4 3.67 3 3.91 1 4.06 1 4.13 5 3.87 2 

Limited political support from local politicians 3.51 8 3.41 6 3.50 6 2.70 13 3.33 11 4.38 2 3.48 8 

Strong political intervention 3.64 6 3.58 3 3.91 2 3.00 10 3.41 10 3.63 10 3.62 6 
Insufficient capacity building program for local 
public officials 3.85 4 3.78 2 3.65 4 3.91 2 4.00 2 4.38 2 3.83 3 

Involving many actors especially when the 
source of bulk water lies across jurisdictions 4.05 1 3.96 1 3.96 1 3.82 3 3.94 3 4.38 2 4.02 1 

PPP is marginalised by other schemes such as 
conventional public procurement and SOEs 3.54 7 3.44 5 3.43 7 3.55 5 3.67 7 3.88 8 3.51 7 
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Table 15 Mann Whitney U Test for Problems and Challenges 

Problems and Challenges Agencies N Mean 
Rank 

Sum of 
Ranks 

Asymp. 
Sig. 

PPP is too complex to be managed Regulator 61 47.39 2890.50 

0.099 Water Utilities 27 37.98 1025.50 
Total 88     

PPP is a foreign concept Regulator 61 48.32 2947.50 

0.29 Water Utilities 27 35.87 968.50 
Total 88     

There is insufficient incentive for 
government officers to commit to 
implementing a PPP project 

Regulator 62 46.46 2880.50 

0.253 Water Utilities 26 39.83 1035.50 
Total 88     

There is a lack of regulatory framework 
on PPP 

Regulator 61 46.16 2815.50 

0.207 Water Utilities 26 38.94 1012.50 
Total 87     

Lack of leadership and commitment of the 
local leader 

Regulator 62 47.26 2930.00 

0.199 Water Utilities 27 39.81 1075.00 
Total 89     

Fragmented authorisation at the central 
level 

Regulator 62 49.85 3090.50 

0.005 Water Utilities 27 33.87 914.50 
Total 89     

Lack of capacity of local actors Regulator 62 47.33 2934.50 

0.182 Water Utilities 27 39.65 1070.50 
Total 89     

Unstable or inadequate sub-national 
government fiscal capacity 

Regulator 62 48.75 3022.50 

0.03 Water Utilities 27 36.39 982.50 
Total 89     

Limited political support from local 
politicians 

Regulator 61 45.18 2756.00 

0.699 Water Utilities 27 42.96 1160.00 
Total 88     

Strong political intervention Regulator 61 44.47 2712.50 

0.785 Water Utilities 26 42.90 1115.50 
Total 87     

Insufficient capacity building program for 
local public officials 

Regulator 62 45.73 2835.00 

0.675 Water Utilities 27 43.33 1170.00 
Total 89     

Involving many actors especially when 
the source of bulk water lies across 
jurisdictions 

Regulator 62 45.34 2811.00 

0.842 Water Utilities 27 44.22 1194.00 
Total 89     

PPP is marginalised by other schemes 
such as conventional public procurement 
and SOEs 

Regulator 61 45.09 2750.50 

0.736 Water Utilities 27 43.17 1165.50 
Total 88     
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Table 16 Kruskal Wallis H Test for Problems and Challenges 

Problems Fiscal Capacity 
Cluster N Mean Rank Asymp. 

Sig. Problems Fiscal Capacity Cluster N Mean Rank Asymp. 
Sig. 

PPP is too complex to be managed Low (<0.5) 47 39.03 

0.204 

Unstable or inadequate sub-
national government fiscal 
capacity 

Low (<0.5) 48 39.72 

0.461 
medium (0.5<n<1) 11 44.77 medium (0.5<n<1) 11 43.23 
High (1<n<2) 18 52.28 High (1<n<2) 18 49.25 
Very High (> 2) 8 37.75 Very High (> 2) 8 48.31 
Total 84   Total 85   

PPP is a foreign concept Low (<0.5) 47 43.44 

0.408 

Limited political support 
from local politicians 

Low (<0.5) 48 43.28 

0.046 
medium (0.5<n<1) 11 38.32 medium (0.5<n<1) 10 28.95 
High (1<n<2) 18 47.39 High (1<n<2) 18 40.06 
Very High (> 2) 8 31.75 Very High (> 2) 8 60.25 
Total 84   Total 84   

There is insufficient incentive for 
government officers to commit to 
implementing a PPP project 

Low (<0.5) 48 40.67 

0.642 

Strong political intervention Low (<0.5) 47 46.83 

0.128 
medium (0.5<n<1) 10 41.25 medium (0.5<n<1) 11 30.50 
High (1<n<2) 18 43.83 High (1<n<2) 17 36.41 
Very High (> 2) 8 52.06 Very High (> 2) 8 41.31 
Total 84   Total 83   

There is a lack of regulatory 
framework on PPP 

Low (<0.5) 47 36.78 

0.053 

Insufficient capacity building 
program for local public 
officials 

Low (<0.5) 48 39.48 

0.331 
medium (0.5<n<1) 10 41.20 medium (0.5<n<1) 11 43.18 
High (1<n<2) 18 49.14 High (1<n<2) 18 47.39 
Very High (> 2) 8 57.63 Very High (> 2) 8 54.00 
Total 83   Total 85   

Lack of leadership and commitment 
of the local leader 

Low (<0.5) 48 39.52 

0.035 

Involving many actors 
especially when the source of 
bulk water lies across 
jurisdictions 

Low (<0.5) 48 42.97 

0.735 
medium (0.5<n<1) 11 32.95 medium (0.5<n<1) 11 38.77 
High (1<n<2) 18 51.31 High (1<n<2) 18 42.19 
Very High (> 2) 8 59.00 Very High (> 2) 8 50.81 
Total 85   Total 85   

Fragmented authorisation at the 
central level 

Low (<0.5) 48 41.09 

0.591 

PPP is marginalised by other 
schemes such as 
conventional public 
procurement and SOEs 

Low (<0.5) 47 40.48 

0.738 
medium (0.5<n<1) 11 40.45 medium (0.5<n<1) 11 41.95 
High (1<n<2) 18 45.39 High (1<n<2) 18 45.03 
Very High (> 2) 8 52.56 Very High (> 2) 8 49.44 
Total 85   Total 84   

Lack of capacity of local actors Low (<0.5) 48 38.82 

0.061 

          
medium (0.5<n<1) 11 40.41           
High (1<n<2) 18 47.14           
Very High (> 2) 8 62.31           
Total 85             
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Table 17 Total Variance Explained for Problems and Challenges 

Total Variance Explained 

Component 

Initial Eigenvalues 
Extraction Sums of Squared 

Loadings Rotation Sums of Squared Loadings 

Total 
% of 

Variance 
Cumulative 

% Total 
% of 

Variance 
Cumulative 

% Total 
% of 

Variance 
Cumulative 

% 
1 4.949 38.066 38.066 4.949 38.066 38.066 3.141 24.165 24.165 
2 1.644 12.645 50.711 1.644 12.645 50.711 2.075 15.964 40.129 
3 1.251 9.621 60.333 1.251 9.621 60.333 1.972 15.166 55.295 
4 1.093 8.406 68.739 1.093 8.406 68.739 1.748 13.444 68.739 
5 0.780 6.001 74.740             
6 0.628 4.831 79.571             
7 0.571 4.393 83.964             
8 0.485 3.731 87.695             
9 0.453 3.483 91.178             
10 0.417 3.206 94.384             
11 0.293 2.253 96.636             
12 0.220 1.692 98.328             
13 0.217 1.672 100.000             

 

Table 18 Rotated Component Matrix (Loading) of Problems and Challenges related to PPP 
Implementation 

Rotated Component Matrixa 

  
Component 

1 2 3 4 
PPP is too complex to be managed 0.391 0.099 0.766 -0.120 
PPP is a foreign concept 0.155 -0.019 0.865 0.048 
There is insufficient incentive for government officers 
to commit to implementing a PPP project 

-0.169 0.448 0.658 0.218 

There is a lack of regulatory framework on PPP 0.122 0.818 0.214 -0.002 
Lack of leadership and commitment of the local 
leader 

0.241 0.743 -0.069 0.218 

Fragmented authorisation at the central level 0.620 0.538 0.243 0.108 
Lack of capacity of local actors 0.726 0.309 0.172 0.240 
Unstable or inadequate sub-national government 
fiscal capacity 

0.765 0.296 -0.011 -0.007 

Limited political support from local politicians 0.311 0.129 0.034 0.769 
Strong political intervention 0.156 0.131 0.012 0.868 
Insufficient capacity building program for local 
public officials 

0.761 0.007 0.108 0.213 

Involving many actors especially when the source of 
bulk water lies across jurisdictions 

0.679 -0.054 0.218 0.349 

PPP is marginalised by other schemes such as 
conventional public procurement and SOEs 

0.451 0.367 0.065 0.233 
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Appendix 6: The Coding Summary 
 

Initial coding/open coding Sub-category/axial coding 
Category/ 

Focused coding 

Theme/ 
Thematic 

coding 

        

bottom up process, we discuss and formulate the business plan    Participation Mobilisation 
regular consultation       
we have to starting from LG       
MoF has to be based on LG's initiative       
involving PDAM (LG water enterprise) on regulatory making       
coordination with LG official       
the program must be agreed by the local parliament       
        
LG has authority to conduct the procurement   Power   

there was a lot of demand from local actors to change the regulation       
Lesson learned from local cases can change the regulation       
        
the initiation must be from the local government   Influence   
we conducted FGD several times and LG always raise their opinion       
most of the content of MoF regulation 223 was influenced by LG cases       
many local actors has their own intention       
local cases always become test case for government regulation       
        
after changing the PIC, communication between MoF and the GCA become 
smoother   Entrepreneur   
LG must have one project manager that has an access to the top leader       
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Initial coding/open coding Sub-category/axial coding 
Category/ 

Focused coding 

Theme/ 
Thematic 

coding 
we had been appointed as the leading sector for our PPP program       
in 2015 they appointed Mr. Lili Sholeh, his character give a lot of contribution to 
make the process quicker       
he is discipline, open and welcome to all stakeholders       
East Java government had a good decision when appointed the right person for 
Umbulan       
smart, detail and decisive        
target oriented       
my mindset is cooperation so I always give priority to do negotiation       
he did a lot of negotiation. Previously everything only communicated behind the 
desk       
        
commitment from their leader contribute to the successful of Tangerang and 
Umbulan water supply   Leadership   

Mr. Karwo was really commit       
Tangerang was successful because of their leader was really commit       
the leader must be involved directly       
initiative of Tangerang Mayor was very strong       
our mayor was also involve to deal with other regions       
the support of their leader was really enormous to the successful of our project       
character of both leader really support the decision making process       
Local leader is the real champion of their PPP program       
Mr. Sukarwo is a strong leader       

5 years ago the leadership was minimum       
Mr. Governor always remind me to finish the project clean and clear       
        

filling the budget gap Economic Motivation   
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Initial coding/open coding Sub-category/axial coding 
Category/ 

Focused coding 

Theme/ 
Thematic 

coding 
more effective and efficient infrastructure development       
maximising the budget outcome       
revenue shortfall        
inadequate government budget       
unhealthy water enterprise and insufficient government budget       

Surabaya, Gresik and Sidoarjo has commercial concern       
our local government does not have capability to develop       
world bank and other agencies concern on how their funding can effective Multilateral agencies     
nepotism and corruption politics     
the main rational is technology Technology     
PPP is not only about money but also technology transfer       
through PPP hopefully our water enterprise also become healthy       
our water enterprise has difficulty to extend the coverage       
        

government share capital Credit worthiness  

Competencies 
(Bankability)  

Decision-
Making 

government guarantee to cover political risk     
provincial government must strengthen the capacity of their water enterprise     
PT PII provide guarantee for termination; provincial government provide 
guarantee for political and demand risk     
government support through guarantee     
double layer guarantee     
although water enterprise become the contracting agency, but we still need 
government guarantee     
      
central government provide VGF to make the project viable Economic viability   
CG provide VGF so the public can afford to buy the water     
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Initial coding/open coding Sub-category/axial coding 
Category/ 

Focused coding 

Theme/ 
Thematic 

coding 
      
provincial government must support the environmental assessment for LG PPP 
project Legal viability   
easy to process the permits     
political support from provincial government is important to support LG PPP 
project     
location, environment and other permits must be supported by the province     
provincial government must decide the location for the source of bulk water      
      
provincial government might help in extending the water coverage network Technical Feasibility   
Bappenas help the LG to develop OBC (Outline Business Case)     
we also provide Project Development Facilities     
Tangerang government was helped by the Ministry of Public Works in making the 
feasibility study     
Tangerang government ensure the location and CG will help in the planning 
process     
In preparing the document, we got help from CG     
      
demand risk must be handled by the GCA Demand 

Competencies 
(marketability) 

  
GCA must prepare the distribution to absorb the water     
we always socialize to the people about the water project     
PDAM must ensure the distribution of the water     
we responsible with the quantity of the water     

we have to come to people to change their mindset in using the water Culture   
we conduct a simulation to attract the people       
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Initial coding/open coding Sub-category/axial coding 
Category/ 

Focused coding 

Theme/ 
Thematic 

coding 

our team was equipped by national water agency to evaluate the documents Line of authority 
Complementary 
policy function   

we always consult with ministry of Public works about our procurement process, 
and they always discuss with the procurement agency        
we help the GCA in preparing OBC       

the GCA will do their own procurement       
we got the support from MoF through the Project Development Facility       
        
LKPP is not a procurement agent, but an agency who make procurement 
regulation Bidding Regulator 

General Purpose 
Jurisdiction/Type 

I MLG 

Polity 
structuring 

involve in the making of PPP procurement regulation since 2015      
      

guideline for regional cooperation 
Local Government 
Supervisor   

guideline for availability payment allocation in the local budget     
guideline for water tariff     
      
GCA must be responsible for monitoring and evaluation the project Monev   
Local agency of Tangerang will do the monitoring process     
East Java Province will develop monitoring and evaluation team     
      
screening of potential PPP project Planning   
Identify water project that potential to be delivered through PPP scheme and 
deliver this information to Bappenas     
our colleagues from Bappenas responsible with the planning aspect     
project preparation become the responsibility of Bappenas     
OBC study     
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Initial coding/open coding Sub-category/axial coding 
Category/ 

Focused coding 

Theme/ 
Thematic 

coding 
      
with Project Development Facilities and VGF, MoF take a greater role from the 
beginning PPP supporting unit   
MoF has role in providing support such as AP, VGF     
once the OBC ready, KPPIP will bring this study to GCA, then GCA will request for 
PDF to MoF     
once the project need a guarantee, MoF and GCA will make double guarantee for 
the project     
PDF, VGF and guarantee are related to our state budget, and this function must 
be coordinated by the MoF     
SMI will help us in project preparation and PII will help in term of guarantee     
      
we develop a team that consist of our agencies to prepare the PPP projeect intersecting membership 

Type II MLG 

  
in East Java we only have PPP nodes to deal with Umbulan Project     
we initiate a team that consist of both central and provincial actors to become 
our PPP nodes     
      
We concern with project level instead of policy level Task specific jurisdiction   
team for preparing PQ       
adhoc team to accelerate the PPP program       
SMI has been appointed by MoF to run the PDF facilities       
        
central government engagement does not converge fragmented authorisation     

MoF does not enggage the other ministries       
government regulation on procurement was translated differently by Bappenas 
and LKPP       
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Initial coding/open coding Sub-category/axial coding 
Category/ 

Focused coding 

Theme/ 
Thematic 

coding 
Government auditor does not understand the concept of PPP Gap of knowledge     
Local government awareness to develop infrastructure was not growing as 
nowadays       
LG has insufficient knowledge on PPP concept       
LG has insufficient knowledge on PPP rules and regulation       

we have different point of view with the GCA       
knowledge gap is very severe between CG and LG       
wrong perception about PPP, they think that with PPP they do not required to use 
their budget to support their PPP program       
        
the GCA has not commit, so the project has slow progress       
there are many projects that had been cancelled because of the readiness of GCA Lack of commitment     
        
there were cases that project was tendered before considering the project 
structure Lack of competencies     
PDF from MoF was given between 2013 -2014, from this facilities they learn how 
formulate a good tender documents       
Important aspect such as bankability were neglected       
LG and local water enterprise difficult to understand PPP concept       
        
political risk at local level is more spread compare to CG Local politics     
the GCA always need a permission from local parliament       
local leader tend to pragmatic if they consider their length of service       

the most challenges for our PPP program is local parliament       
the mayor never increase the water tariff for 10 years       
tariff is a political matter       

in Pekanbaru we found many political aspects inhibit the PPP       
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Initial coding/open coding Sub-category/axial coding 
Category/ 

Focused coding 

Theme/ 
Thematic 

coding 
local parliament only complicate the process       
there were political deals with local politician       
        
interregional coordination after regional autonomy is difficult Regulation     
regulation has not been integrated        
MoHA Regulation 22/2009 required local parliament approval when doing 
interregional cooperation       
raw water exploration       
judicial review of Law No. 7/2004 on water resource       
specific regulation for VGF and guarantee was enacted after 2010       
regulatory obstacle is real       
the project progress follow the progress of regulation       
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