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1. Introduction

Indonesian economy grew at a steady rate of 5.7% per
annum in the last five years to 2010, despite the global
financial crisis and the subsequent slow-down of the global
economy during the period. Such resiliency of Indonesian
economy can be explained by its size and diversity.
Indonesia is the 4th largest country in the world in terms of
population and the largest in ASEAN in terms of land area.
The size, together with the endowment of natural resources,
enables Indonesia to have a diverse economic structure: 1)
manufacturing and service sectors in the metropolitan areas
of Jakarta and Surabaya; 2) natural resources in Sumatera,
Kalimantan, and Papua; and 3) agriculture, forestry, and
fishery in various areas. As the impact of external shocks
to each sector differ significantly, Indonesian economy as
a whole can maintain its resiliency as compared to other
ASEAN Member States (AMSs). In addition, political
stability after the successful democratization has been
another factor in raising attractiveness of Indonesia as an
investment destination.

In line with the regional initiatives in ASEAN and
East Asia, Indonesia has been renewing its infrastructure
development policy by adopting “connectivity” as a
keyword. This short article will first discuss the emergence
of the multilayered initiatives for infrastructure development
surrounding Indonesia, followed by a brief summary of the
initiatives for Indonesia Economic Development Corridors
(IEDCs) and Metropolitan Priority Area (MPA).

2. Multilayered Initiatives for Infrastructure Development
2010 was a landmark year for Indonesia, in the sense

that multilayered initiatives for infrastructure development

were designed in a consistent manner and adopted at

various policy arenas.

including the Comprehensive Asia Development Plan (CADP) submitted to the
East Asia Summit in October 2010, and the ASEAN Strategic Transport Plan
(Brunei Action Plan) submitted to the ASEAN Transport Ministers Meeting in
November 2010.

In response to the request from the leaders of the East
Asia Summit (EAS), ERIA compiled the Comprehensive
Asia Development Plan (CADP), in cooperation with
the Asian Development Bank (ADB) and the ASEAN
Secretariat, to provide a grand spatial design of economic
infrastructure and industrial placement in ASEAN and East
Asia. The final report of CADP was submitted to the Sth
EAS in October 2010 (ERIA, 2010). CADP conceptually
classifies ASEAN and the surrounding regions into three
tiers: existing and emerging industrial agglomerations
(Tier 1); regions adjacent to the industrial agglomerations
(Tier 2); and other remote areas (Tier 3) — and proposes
basic strategies tailored for each tier'. And in order to
effectively utilize globalization forces, i.e., agglomeration
and dispersion forces, to deepen economic integration while
narrowing development gaps, CADP claims that economic
corridors should be designed to enhance connectivity
among the regions of different tiers or development stages’.

The conceptual framework of CADP is also shared in
the Master Plan of ASEAN Connectivity (MPAC), which
was adopted in the 17th ASEAN Summit in October 2010
(ASEAN, 2010). ASEAN developed MPAC as a key
step towards realizing the ASEAN Community to ensure
continued economic growth, reduced development gaps and
improved connectivity among AMSs and between AMSs
and the rest of the world. MPAC identifies three modes of
connectivity — physical, institutional and people-to-people
—, adopted 19 strategies with 15 priority projects. Out of
them, 7 strategies and 6 priority projects are to enhance
physical connectivity, which is closely related to the
development of physical infrastructure’.

The Government of Indonesia has been developing the
concept of Indonesia Economic Development Corridors
(IEDCs) and crafting master plans for each of six IEDCs, with
the cooperation of Japan’s Ministry of Economy, Trade and
Industry (METI) and ERIA. IEDCs can be regarded as an




Indonesian version of CADP, because both share a common
conceptual framework in planning infrastructure development
by paying explicit attention to the interactions among regions of
different tiers or development stages. Indonesia plans to unveil
the finalized policy document for IEDCs, probably consisting
of a conceptual paper and six master plans, in April 2011.

The concept of Metropolitan Priority Area (MPA) was

developed as a core part of IEDCs, under the bilateral
cooperation between Indonesia and Japan, with the aim to
improve investment climates by enhancing both soft and
hard infrastructure in the metropolitan Jakarta area, which
is identified in CADP as one of the Tier 1 regions. The
governments of Japan and Indonesia signed a memorandum

of cooperation regarding MPAs in December 2010.

Table 1: Multilayered Initiatives for Infrastructure Development

Initiatives Finalization Implementing body Region of concern

CADP October 2010 East Asia Summit ASEAN and surrounding regions
MPAC October 2010 ASEAN ASEAN

IEDCs April 2011? Indonesia Indonesia (six major islands)
MPA December 2010 Indonesia - Japan Jakarta metropolitan area

As discussed above and summarized in Table 1, the
multilayered initiatives for infrastructure development
surrounding Indonesia were designed under a common
keyword of “connectivity”, and already adopted at various
policy arenas. In the era of regional economic integration,
it is reasonable and even inevitable for Indonesia to design
its infrastructure development policy in consistence with
regional initiatives such as CADP and MPAC. In this
regard, at least in the next 5-10 years, these multilayered
initiatives as a whole will be the guide for Indonesia to
design the details of particular infrastructure development

projects to prepare for implementation.
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3. Indonesia Economic Development Corridors (IEDCs)
The IEDC project was launched in 2009 by the
Coordinating Ministry of Economic Affairs (CMEA) of
Indonesia, METI, and ERIA, as a part of the national
program to enhance domestic connectivity which is under
the purview of the National Development Planning Agency
(BAPPENAS). The Government of Indonesia plans to
unveil the final policy document for IEDCs in April 2011°%,
The Government of Indonesia identified six IEDCs as
illustrated in Figure 1: 1) Eastern Sumatera — North West Java
(ESNWJ); 2) Northern Java; 3) Kalimantan; 4) West Sulawesi,
5) East Java — Bali — Nusa Tenggara Timur; and 6) Papua,

and has been developing master plans for each IEDC.

Kalimantan

Western Sulavesi

Eastem Surnatra-North West Java o East Java-Bali-NT

Northern Java

. Papua

Figure 1: Indonesia Economic Development Corridors




ESNWTI corridor consists of seven key hubs: Medan,
Pekanbaru, Jambi, Palembang, Lampung, Serang, and
Jakarta. Based on the existing industries along the corridor
and their potentials, palm oil, rubber, and coal are identified
as the prioritized sectors. Trans-Sumatera railway, palm oil
railway between Riau and Jambi, and Dumai port expansion
projects are identified as key infrastructure project along
ESNW!/J corridor and have been under detailed study.

North Java corridor starts from Jakarta, Bandung,
Semarang, to Surabaya. Sectors of priority along the North
Java corridor are food products, textiles, and transport
equipment, and trans-Java railway project has been under
detailed study as a key infrastructure project.

In order for the success of IEDCs, it is important
to address the connectivity between islands instead of
focusing only on the connectivity within major islands.
In addition, the connectivity with neighbouring countries
needs to be highlighted as well. For example, Kalimantan
corridor needs to be extended, at least conceptually, from
Pontianak to Kuching in Malaysia. RoRo networks may
be useful to enhance connectivity between Manado on
West Sulawesi corridor and Davao in the Philippines,
and between Sumatera Island and the Malay Peninsula.
International connectivity like these is expected to widen
business opportunities and will have visible impacts to
narrow development gaps as a result of trading activity
across national borders.

As illustrated above, Jakarta is identified as the hub
to connect ESNWI corridor and North Java corridor. In
addition, Jakarta — Tanjung Priok Port and Soekarno Hatta
International Airport — is the national gateway connecting
Indonesia and the rest of the world. Therefore, it is highly
important for Indonesia to upgrade the function of Jakarta
as the hub by improving hard and soft infrastructure. This is

raison d'etre of MPA initiative discussed below.

4. Metropolitan Priority Area (MPA)

The concept of MPA was developed as a core part of
IEDCs, under the bilateral cooperation between Indonesia
and Japan, with the aim to improve investment climates
by improving both soft and hard infrastructure in the
metropolitan Jakarta area. The total amount of MPA is
reported as JPY 2 trillion (US$ 24 billion).

The first steering meeting was held in Jakarta on 17

March 2011, shortly after the mega-earthquake in Japan,

co-chaired by Indonesia’s Coordinating Minister for the
Economy Hatta Rajasa and Japan’s Foreign Affairs Vice
Minister Makiko Kikuta. The meeting approved the list
of potential fast-track projects (Table 2), and agreed to
commence actual construction of the listed projects by 2013
at the latest. In addition, the meeting agreed to develop a
master plan for MPA, with the cooperation of JICA, by the
2nd quarter of 2012.

Table 2: List of Potential Fast-Track Projects for MPA

1.1. Improvement and expansion of
1. International | Tanjung Priok Port

Port 1.2. Development of a new international
port

. 2.1. Smart community (incl. a pilot
2. Upgrading | project of “smart grid”)

the industrial
area to the east | 2-2. Improvement of road network

of Jakarta within the industrial areas to the east of
Jakarta.
3.1. Jakarta Mass Rapid Transit (MRT)

3. Mass

transportation | 3.2 Improvement of the

network JABODETABEK commuter Railway
System
4.1. Improvement of the road network in

4. Road network JABODETABEK

. 5.1. Construction of access railway to
5. Airport the Soekarno-Hatta International Airport

and related -
infrastructure |J-2. Expansion of the Soekarno-Hatta

International Airport
6. Water 6.1. Water supply project in the
supply and JABODETABEK
sewage system
7. Waste 7.1. Construction of the West Java

management | regional solid waste treatment and final
system disposal

8. Flood 8.1. Reconstruction of East Pump
management | Station at Pluit
system

9.1. Construction of Java-Sumatera
interconnection transmission line

9.2. Construction of Indramayu coal-
fired power plant

9. Electric 9.3. Construction of Banten Coal-fired
power / energy | power plant
infrastructure

9.4. Development of Gas-fired power
plant and a floating storage regasification
unit

9.5. Development of Rajamandala

hydroelectric power plant

All these projects are to address longstanding challenges
of Jakarta such as the congestion of Tanjung Priok Port,

shortage in electricity supply, traffic jams, frequent floods,




and environmental degradation. In order to address soft
infrastructure, the steering meeting decided to launch high
level consultation. All these efforts are expected to improve
the function of Jakarta metropolitan area, which in turn will
have spillover effects to other parts of Indonesia through
ESNWI corridor, North Java corridor, and others.

5. The Way Forward

One of the major concerns of Indonesia at the first
steering meeting for MPA was the possible delays or
decrease of Japan’s contribution because of the mega-
earthquake. In Indonesia, it was reported that Vice Minister
Kikuta stated that Japan’s contribution to MPA would be
unchanged despite widespreading speculations that Japan
would delay investment projects as it might want to focus
on domestic economic recovery’.

Although Japan has played a significant role in the
process of developing the IEDCs master plans, Indonesia
is eager to invite investment from other countries to
implement the plan. On 16 February 2011, a presidential
delegation from Indonesia, lead by the Coordinating
Minister Hatta Rajasa, visited President Lee Myung-
bak to road-show the concept of IEDCs. Reportedly, as a
result, South Korean firms, mostly in the steel, retailer and
tyre industries, are expected to invest some $12 billion in
Indonesia’.

Japanese government and the private sector are still
facing a number of difficulties to find a way to recover
from the unprecedented crisis. The government started
to reshuffle the budget to meet the enormous financial
demand for the recovery. Despite the positive remarks of
Vice Minister Kikuta, the subsequent discussion in Japan
in formulating the first supplementary budget does not
allow optimism on the ODA budget’. The private sector,
manufacturing sector in particular, has been struggling to
restore the damaged segments of the production networks.
After the emergency measures, Japanese firms might
review their supply chains to make them more resilient to
external shocks. The process would surely have impacts
on the regional production networks, including Indonesia.
Although it is still difficult to foresee the impacts of the
mega-earthquake in Japan on the infrastructure development
in Indonesia under IEDCs and MPA, the impacts will

become visible sometime soon.

Apart from the impacts of the earthquake, the demand

for infrastructure development in Indonesia is and will
be obviously high. A foreseeable difficulty is the funding
problem. Although Indonesia plans to invite private
investment through PPP (Public Private Partnership), the
scheme itself is not well established yet. This problem is
shared by most of AMSs and other emerging economies.
Therefore, it is important for the region as a whole to
accumulate the cases of successes and failures through

close communication at various levels.
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Regions are classified in terms of their relationship with regional

production networks. Tier 1 regions have already been integral parts

of regional production networks. Tier 2 regions are expected to join
regional production networks in the short or medium term through
infrastructure development and other policy package. Although

Tier 3 regions will have difficulties in joining regional production

networks, they can widen the scope of development strategies by

enhancing the connectivity with Tier 1 and 2 regions.

2 One of the typical examples is the Mekong India Economic
Corridor (MIEC), which connects Ho Chi Minh City, Phnom Penh,
Bangkok, Dawei, and Chennai. Ho Chi Minh City, Bangkok, and
Chennai can be regarded as Tier 1, Phnom Penh and Dawei can be
regarded as Tier 2, and other regions along MIEC are Tier 3.

3 Six priority projects to enhance physical connectivity are:
1) completion of the ASEAN Highway Network (AHN) and
upgrade of Transit Transport Routes (TTRs); 2) completion of
the Singapore-Kunming Rail Link (SKRL); 3) establishment of
an ASEAN Broadband Corridor (ABC); 4) Melaka — Pekan Baru
interconnection; 5) West Kalimantan — Sarawak interconnection;
and 6) Study on the Roll-on/roll-off (RoRo) network and short-sea
shipping.

4 Teramura (2011) is the only publicly available information on
IEDCs.

5 “$20b infrastructure projects on track despite tragedy”, Jakarta Post,
18 March 2011.

6 “S Korea expected to invest $12b in Indonesia”, China Daily
Online, 16 February 2011.

7 According to the media reports on 19 April, the government and the

Democratic Party of Japan decided to cut the ODA budget in the

fiscal year of 2011 by 10% or about JPY 50 billion, in order to meet

the huge financial demand for the recovery.
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