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Glossary of Terms 
 

The following acronyms are used in the study.  

ADB: Asian Development Bank 
AIM:  Asian Institute of Management  
APBN:  Anggaran Pendapatan dan Belanja Nasional  
APEKSI: The Association of Municipalities  
ARMM:  Autonomous Region of Muslim Mindanao  
Barangays:  Philippine Village level of government adninistration 
BCA:  Benefit Cost Analysis  
BDA:  Bangalore Development Authority  
BESF:  Budget of Expenditures and Sources of Financing  
BMRDA:  Bangalore Metropolitan Regional Development Authority  
BoI:  The Board of Investment   
BOOT:  Build Own Operate and Transfer  
BPDs: Bank Pembangunan Daerah - Regional Development Banks 
BPN:  Badan Pertanahan Nasional – National Land Agency 
BUILD:  Breakthrough Urban Initiatives for Local Development  
BUMD:  Badan Usaha Milik Daerah  – Regional Own Enterprise  
CAR:  Cordillera Administrative Region  
CARP:  Comprehensive Agrarian Reform Program  
CAS:  Country Assistance Strategy  
CBOs:  Community-Based Organizations  
CBS:  Central Bureau of Statistics  
CDS:  City Development Strategies  
CED: Community Engagement Division  
CIDA:  Canadian International Development Agency 
CLUP: Comprehensive Land Use Plan (Philippines) 
COS:  Country Operational Strategy  
CREDC:  Cairns Regional Economic Development Corporation  
CREDS:  Cairns Regional Economic Development Strategy  
CSR:  Corporate Social Responsibility  
DAK:  Dana Alokasi Khusus – Special Allocation Funds 
DAU:  Dana Alokasi Umum – General Allocation Funds 
DBH:  Dana Bagi Hasil – Revenue Sharing Funds 
DBM:  Department of Budget and Management  
Desa: Village level of government administration in Indonesia 
Dinas:  Sector Agencies  
DoE:  Department of Electronics  
DPD:  Dewan Perwakilan Daerah –The Regional Representative Council  
DPR:  Dewan Perwakilan Rakyat  - House of Representatives  
DSRD:  New South Wales Department of State and Regional Development  
EDB:  Singapore Economic Development Board  
EEZs:  Economic Enterprise Zones  
Efs:  Ecological footprints  
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ETHCS:  Education, Tourism, History and Cultural  
EZ/EC program:  Empowerment Zone and Enterprise Community  
FDI:  Foreign Direct Investment  
FTZs:  Free Trade Zones  
GDP:  Gross domestic product  
GOLD:  Governments for Local Development  
GoP:  Government of the Philippines  
GST:  Goods and Services Tax  
GTZ:  The German International Aid Agency  
GVGC:  Greater Vancouver Gateway Council  
GVRD:  Greater Vancouver Regional District  
HDI:  UN Human Development Index  
HRD:  Human Resource Development  
IASTP:  Indonesia-Australia Specialised Training Program  
ICLEI:  International Center for Local Environmental Initiatives  
IPAC:  Investment Promotions and Action Center  
IRA:  Internal Revenue Allotment  
IRDA:  Indonesia Rapid Decentralization Appraisal  
ISS:  Institute of Social Studies  
IUIDP:  Integrated Urban Infrastructure Development Program  
JICA:  Japan International Cooperation Agency  
Kabupaten:  Local government at district/regencies 
Katomadya: Local government at city level in Indonesia 
KKN:  corruption collusion and nepotism  
Kota:  cities/municipalities 
LDR:  Loan to Deposit Ratio  
LEDC:  Legislative-Executive Development Conference  
LGSP:  Local Governance Support Program  
LIDAP:  Local Institutional Development Action Plan   
LPD:  Lembaga Perkreditan Desa - Village Credit Boards  
MDF:  Municipal Development Fund  
MDG:  Millennium Development Goals 
MNDC:  Metro Naga Development Council  
MOF:  Ministry of Finance  
MPR:  Majelis Permusyawaratan Rakyat – Indonesian People's Consultative Assembly  
NCCG:  National Committee on Corporate Governance  
NCR:  National Capital Region  
NEAT:  National Elementary Assessment Test  
NEDA:  National Economic Development Authority  
NGOs:  Non-governmental Organizations  
ODAs:  Official Development Agencies  
OFWs:  Overseas Filipino Workers  
PAD:  Pendapatan Asli Daerah  – Regional Income  
PAGCOR:  Philippine Gaming Corporation  
PCCR:  Philippine Cities Competitive Report 
PENSA:  District and Provincial Planning and Program for East Indonesia SME Assistance 
PERFORM:  Performance-Oriented Regional Management  
PGRI: Partnership for Governance Reform in Indonesia  
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PJM:  Program Jangka Menengah  - Medium-term Investment Program  
PMA:  Penanaman Modal Asing – Foreign Capital Investment  
PMDN:  Penanaman Modal Dalam Negeri - Domestic Capital Investment Public Projects  
PPIAF:  Public Private Infrastructure Advisory Facilities  
PPP:  Public Private Partnerships   
PRMDP:  Provincial and Regional Municipal Development Program  
PRS:  Poverty Reduction Strategy 
REDS:   Regional Economic Development Strategy  
RIAP:   Revenue Improvement Action Plan   
ROC:   Regional Organization of Councils  
SME:   Small and Medium Scale Enterprise  
SOEs:  State-Owned Enterprises   
SPPN: Sistem Perencanaan dan Pengendalian Pembangunan Nasional - The National Planning 
System 
SRA:  Urban Redevelopment Authority  
SRI:  Sustainable Region Initiative  
STPs:   Software Technology Parks  
SVNJV:   Silicon Valley Network Joint Venture  
VEDC:   Vancouver Economic Development Commission  
WB: World Bank 
WTTC:   World Travel and Tourism Council 
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Catalysts for Sustainable Urban and Regional 
Development in Southeast Asia 

Executive Summary 

Introduction 

Regional development plays an important role in the development of nations. However, approaches to 
regional development vary significantly between nations. This study on sustainable regions is 
extensively concerned with understanding the change in approach Asian countries, and more 
specifically Indonesia and the Philippines, have taken to implementing regional development following 
decentralization. Little research has been published on this subject. The study investigates issues 
associated with sustainability and current modalities, practices and experiences of regional 
development in Asia. Country studies of Indonesia and the Philippines are examined in depth. The 
study presents many examples of sustainable regional development best practice, including twelve 
regional case studies from eight countries. The final part of the study proposes a new framework and 
modalities, based on best practices, to support sustainable regional development. It identifies ways 
the Asian Development Bank and other official development assistance (ODA) agencies can better 
support regional development to achieve more sustainable development outcomes. 

The Changing Nature of Regional Development 

Traditionally, national governments in Asia have played a large role in the planning and 
implementation of regional development. Central governments have used a variety of economic 
growth models in an attempt to develop new industries to help diversify national economies and to 
attract investment into regions. In the past, central governments have been able to control and direct 
regional development, enabling some regions to establish the strategic infrastructure which has led to 
substantial investment and development.  

During the 1990s, however, two powerful forces began to converge and shape the current 
approaches to the development of regions in Asia: these were globalization and decentralization. 
Globalization has resulted in greater specialization and concentration of development in selected 
regions, as investors have favored locations that offer competitive advantage. Regions have replaced 
nation states as the principal drivers of economic development.  The forces of globalization, 
particularly following the 1997 Asian financial crisis, have led to major structural changes in 
governance and approaches to regional development.   

Decentralization is a product of economic and social change. It has arisen from pressures applied by 
international lending institutions for structural reform to improve the efficiency and reduce the size of 
central government, and the desire by people living in regions to have greater autonomy and 
responsibility over decisions that affect governance and development.  Most countries in Asia have 
undergone some form of decentralization over the past 20 years.  However, for many countries in 
Southeast Asia, decentralization is a very recent event. 

Decentralization and globalization have led to significant changes in the approach taken by 
governments in Asian countries to regional development.  Central governments no longer have the 
power or resources to directly support the development of regions in the way they used to. Regions, 
therefore, have had to become more competitive and integrate into the global economy. Regional 
institutions and business have been forced to become more efficient and competitive in order to 
attract investment and develop. In addition, regional institutions have had to learn how to increase 
local revenues to fund the development of local projects and programs.  

Changing the approach to, and support for, regional development under decentralization has been a 
significant challenge for most regions in Asia, with many institutions reluctant to do so. There is an 
urgent need for reform and an equally urgent need to make regional development more sustainable. 
Few regions understand how to approach this issue. 
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Current Issues Facing Regional Development and Sustainability 

Decentralization has created many new development opportunities for regions. It has also created 
many challenges and issues which regions are finding very difficult to address. Chapter 2 of the study 
presents common regional development issues which have emerged in Asian countries since 
decentralization began. These include: 

1. Growing disparities in income, gross regional product and poverty within and between regions 
in Southeast Asia, except for Thailand. 

2. Much of the ODA and development bank funding assistance to support regional development 
has been fragmented and poorly coordinated.   

3. ODA project design is a problem, with few regional development assistance programs 
demonstrating sustainable development outcomes.  

4. Investment is being directed to regions which offer competitive advantage to large 
corporations and investors to the exclusion of other regions. The proportion of private – 
especially foreign – investment into poorer regions in Southeast Asia is rapidly declining.  

5. The capacity of institutions in most regions remain weak and inefficient. Specialist skills and 
knowledge in the fields of integrated planning, financing, budgeting, packaging projects, 
revenue collection and corporate planning are lacking. 

6. The concept and need for competitive institutions and strategic infrastructure to support and 
attract regional investment and development is not understood. There is a lack of financial 
intermediates and catalysts in most regions which can identify, assess, package and arrange 
finance for projects to support regional development.  

7. The flow of funds into regions is being increasingly used for consumption rather than 
investment in new export growth industries. Regional consumption is being supported 
increasingly from remittances and personal debt – especially in the Philippines.   

8. There is a significant leakage of potential investment capital from regions through the banking 
system because of the risks, limited opportunities and difficulties associated with investing in 
major projects. Corporate decision-making in the financial sector is centralizing, while the 
public sector is decentralizing. 

9. Many regional institutions hold substantial under-performing public assets. There is a lack of 
legal and financial mechanisms to enable regions to capitalize and/or leverage public assets 
to fund, or invest as partners, in regional development projects. 

10. There is a lack of competitively sourced grant and/or development funds which regions can 
access to undertake feasibility studies or use as capital to leverage investment in regional 
development projects to minimize investment risk. 

Economic theory has been of little practical use in addressing these problems. Endogenous growth 
theory argues that improving the productivity of factors of production in a region will improve the 
regional product and, all things being equal, the per capita income of the region. Such improvement 
increases the ‘competitiveness’ of a region and improves its chances of exporting either to other parts 
of the country or overseas. The aspects of ‘competitiveness’ have been extensively canvassed. 
However, if we are to address the question of HOW to promote such productivity improvements, a 
holistic, institution-focused look at regional development is required. 

Regional Development in Indonesia and the Philippines  

Chapters 3 & 4 of the study profile the experience of regional development since decentralization in 
Indonesia and the Philippines. The Philippines began to decentralize in 1991 and Indonesia in 2001. 
Both countries have large populations spread across many islands, with significant differences in 
regional levels of development. Since decentralization, both countries have experienced further 
fragmentation in the number of government units. This trend is counter to the experience in other 
Asian countries, where there has been a substantial amalgamation of regional and local government 
units. The dispersed geographic nature of the two countries has created significant difficulties in 
concentrating regional development and providing infrastructure and specialized services that enable 
local industries to compete for investment and trade with other Asian countries. 
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Indonesia and the Philippines have experienced many common problems with decentralization and 
regional development.  Decentralization has not led to improved governance performance; regions 
continue to rely very heavily on central government revenue-sharing arrangements to support 
development and public administration; income, poverty and gross regional product disparities are 
increasing faster than in other Asian countries, and access to capital to support investment in key 
strategic infrastructure projects remains a significant problem. There are, some regions, such as Naga 
in the Philippines, and Balikpapan in Indonesia, which are performing well and demonstrate many 
examples of best practice sustainable regional development. In these regions poverty has fallen faster 
than the respective national averages. For Naga City, for example, poverty incidence in its province – 
most of which encompasses Metro-Naga – fell by 2.4 percent between 1997 and 2000, compared to a 
national increase of 1 percent. For poorer regions, the prospects for encouraging investment remain 
weak. The chapters outline in detail the process of regional development, key development issues 
and potential strategies and initiatives the two countries can adopt to achieve more sustainable 
regional development outcomes. 

Best Practices and Sustainable Development 

Despite an enormous volume of material available on the subject of sustainable regional 
development, there is still currently no satisfactory definition or model for achieving it in practice. Nor 
is there agreement on what best practice should be used to support regional development processes 
to ensure sustainable development outcomes. An important question for identifying and 
recommending ‘best practice’ is to consider for whom the practice is best.  

There is a very large body of print literature and websites citing examples of best practices which 
support sustainable regional development. However, there is no generally agreed classification 
system for grouping regional development best practices. Chapter 5 outlines examples of regional 
development best practice drawn from many countries. These have been grouped under nine broad 
headings which are considered to demonstrate key elements of best practice. They are:   

• Stewardship of capital – promoting efficiency in the use of capital and its preservation 

• Good governance – transparent and accountable administration 

• Strategic infrastructure – building key infrastructure, promoting efficiency in the use of 
factors of production and reducing input costs 

• Engaged communities – fostering collaborative associations of stakeholders in any initiative 

• Responsive economic policies – building on competitive strengths 

• Proactive planning – responding to trends rather than reacting to events 

• Value multipliers – fostering retention of value added (wages and profits) in region 

• Enabling mechanisms – administrations facilitating initiative rather than providing 
paternalistic direction 

• Quality of life – attracting and keeping innovators/ catalysts with a high quality of life. 

Chapter 6 outlines examples of best practice in Southeast Asian countries based on the above 
criteria, together with six regional case studies from Indonesia and the Philippines. These include: 
Naga (Luzon), Bacolcod (Negros) and Koronadal City (Mindanao) in the Philippines and Sleman 
(Yogyakarta), Batam (Riau Province) and Balikpapan (East Kalimantan) in Indonesia. The various 
examples from a number of countries and the six case studies of regional development undertaken 
for this study were assessed against these elements and found to exhibit all, or most, of the elements. 
This should not be surprising as the elements are inter-related.  

Frameworks for Sustainable Regional Development 

Chapter 7 develops frameworks for a more sustainable approach to regional development. Analyzing 
the above elements, we see that there are three fundamental drivers of regional development. All of 
these elements depend, to a greater or lesser extent on the institutional base, the quality of strategic 
infrastructure in the broadest sense, and on what might be called ‘catalyst’ organizations or 
individuals that put together resources, factors of production and finance to undertake value-adding 
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investment. The latter bears some discussion, as it is a new ‘linking’ function heretofore not 
emphasized in development economics. Such catalysts may be entrepreneurs and specialized 
developers, but may also be innovative local governments. Given an initial endowment of resources 
and capital, these drivers of the economy determine growth. They are analogous to the organization, 
productive capital and entrepreneurship in an enterprise. 

The next step is asking the question ‘How are these elements put in place?’ Capacity building 
improves institutions, investment finance is needed for infrastructure and ‘networks’ are needed to 
foster catalysts. Again the concept of networks is new. Catalysts undertake a linking function – 
networks assist them, with information or systems, to undertake this linkage function more efficiently. 
Examples from Chapters 5 and 6 relating to Cairns, Silicon Valley and Naga City illustrate such 
networks.  

Figure E.1 below illustrates how these three drivers are important in the three fields of sustainable 
development – economic, social and environmental development. However, these drivers are 
underpinned by an institutional governance structure which sets the values and rules related to 
decision making about the use of capital for a range of investments. An important principle of 
sustainable regional development is to maximize the multiplier effects in the use of capital. The intent 
of sustainable development should be to add value to the total capital stock. This is achieved by 
capitalizing on the opportunities to leverage and stretch public and private sector resources, 
particularly in supporting the development of industry clusters and industrial ecology (waste recovery). 
If organizations and business can be trained to identify opportunities to share resources, the net result 
should be an expansion of social, environmental and economic multipliers and more sustainable 
development outcomes. Multiplier effects can be achieved by using multi-sector/discipline approaches 
to project and program design; seeking opportunities to leverage environmental and social 
development projects by piggy-backing on economic projects; taking holistic cluster/area-focused 
approaches to regional development assistance; and encouraging innovation. 

Figure E1:  Overview – Necessary Categories of Support 

If the central goal of regional development is to reinforce these drivers, a fundamental change of 
approach to the way regions undertake and implement regional development is required. Few regions 
understand how to operate under open and competitive market conditions and how to improve the 
competitiveness of public institutions and local business by focusing on these drivers of the economy. 
There is still a high dependency on central government for capital to support regional development. 
Regions are constrained in their ability to unlock the ‘dead capital’ tied up in land, buildings and other 
assets and to use this as collateral and equity to support the development of projects and programs 
thus strengthening these drivers of growth. There is a lack of integrating frameworks to enable 
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regional governments to collaborate and leverage precious resources to support development. 
Development agencies also need to rethink their approach so as to provide more direct, effective and 
coordinated assistance to regions.  

Regional institutions in Asia must learn to work more collaboratively for regional development to 
become more sustainable. This is necessary to overcome problems related to a lack of resources; a 
lack of economies of scale for business; barriers of entry to markets; inefficient supply chains; lack of 
skills; and scarcity of catalysts all of which are important in linking business and governments to 
capital and other markets.  

Institutional Governance 
The 1997 Asian financial crisis and the structural reforms that followed led to fundamental changes in 
approaches to regional development. The three most significant changes were:  

• The introduction of a wide range of engagement processes which led to greater 
democracy, accountability, openness and transparency in all governance processes.   

• Decentralization, which led to the breakdown of the traditional bureaucratic and hierarchical 
approaches to decision making. Instead, regional institutions and firms are required to think 
global and act local on approaches to economic development.   

• The decline of central government funding for regional development which necessitated the 
introduction of catalysts and intermediates in developing projects, attracting investment and 
facilitating project implementation.  

Figure E.2: New Institutional Governance Frameworks for Regional Development 

The effect of these changes has resulted in a new institutional governance framework for regional 
development, as shown in Figure E.2. The processes of engagement, intelligence gathering and 
analysis; policy and strategy formulation; detailed planning and financing; and operationalizing 
regional development programs now involve extensive interaction between the different levels of 
government and stakeholders. Regional organizations, when formulating development policies, need 
to consider carefully the implications of WTO and free trade agreements on the one hand, as well as 
the capability of local communities to support and implement local development projects and 
programs on the other hand.   

To bolster this driver capacity building is required in the six key process activities: engagement; 
intelligence gathering and analysis; policy and regulation; strategic planning and financing; operations 
management; and development practices. Most best practice applications related to the successful 
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implementation of regional development projects fit within these six processes. For example, 
intelligence gathering of market information will occur at all levels, but it must be integrated into the 
best available knowledge and information as a basis for investment decisions by catalysts. Similarly, 
the operationalizing process will seek to ensure that local and international businesses are put on a 
basis that will enable local business to benefit from a skills or technology transfer program.  

Traditional capacity building has been of limited value. It has not been able to achieve sustained 
'cultural change'. ‘Twinning' is a program designed for long-term engagement and 'cultural change'. 
The twinning program involves an organization in a donor country partnering with an organization 
undertaking similar activities in a recipient country. It will often be structured in two streams, one for 
project management and specific tasks identified by the project, the other stream is used, with the 
donor’s approval, to address project 'bottlenecks' as they arise (in practice this is constituted by a 
larger contingency sum). These managing organizations would engage consultants either to serve in 
their establishment, or to perform specific tasks just as they do in their domestic operations. 

The efficiency of public administrations in granting approvals and permits expeditiously, and offering 
incentives to attract key industries which provide the catalysts for the spin-off of local small and 
medium-scale enterprises, are critical elements of strategic infrastructure needed to support regional 
development; so too is the development of efficient land administration and management of real 
property systems. The development of competitive and efficient governance systems is part of the 
strategic infrastructure now needed to make regions competitive to encourage investment and secure 
development. The most successful regions shown in the case studies are those that have good 
governance systems.  

Support should continue over the duration of the design, funding, construction and initial period of 
operation of a major project. The performance of the organization managing the project will be 
assessed on the successful completion, to budget and on time, of the project, but also on other 
performance indicators in respect of the organizational performance of the implementing agency in 
the recipient country. In particular, the objectives of such projects will be to: 

• Impart best practice in sustainable development of the investments for which the partner 
institution has responsibility; 

• Facilitate the role of the private sector in providing services and/or investment by, for 
example, defining the regulatory framework, including issues important to poverty groups 
such as community service obligations of service providers; and  

• Support the relationship between the organization and NGOs/CBOs representing 
community groups. 

Strategic Infrastructure  
Strategic infrastructure comprises ‘hard’ physical infrastructure, such as roads, rail, ports, 
telecommunications systems etc, and ‘soft’ infrastructure such as research, education, health and 
financial institutions needed to support the development of key industry sectors that will drive the 
development of regional economies.  In developing plans and proposals for strategic infrastructure, it 
is important these be linked to investment strategies which facilitate the development of sector 
industry clusters.   

There is a tendency for many regions to think that the development of hard infrastructure, especially 
transport facilities, will lead to investment and development projects. This supply-side approach to 
economic development has led to major infrastructure projects being constructed with no demand for 
the services provided. Regions must learn to develop a more demand-driven approach to regional 
development if they are to be competitive.  

In developing key hard infrastructure projects to support regional development, regional governments 
in their planning, budgeting and financing of the development of key infrastructure projects need to 
consider carefully what support services are necessary. These services can include education 
facilities, testing laboratories, well-developed marketing intelligence and financial systems, and the 
basic skills needed to support investment and the development of industry clusters. The 
establishment of integrated infrastructure, mutli-modal transport, logistics, information and research 
facilities are important factors in building regional competitive advantage.   
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Finance plays a key role in regional development. Most regions in Asia have weak financial 
institutional infrastructure and limited capacity to package and develop major projects and programs 
which are attractive to investors. There are several important issues for financing regional 
infrastructure. In particular: 

• There is an increasing capacity at the sub-national level (particularly at state/province, local 
governments but also NGOs) to undertake projects which are bankable, sustainable and 
support poverty reduction. However, the capacity of regional institutions to handle complex 
projects/programs is still limited, and there are few appropriate national and international 
financing and project packaging mechanisms available to them to support the 
implementation of key strategic infrastructure projects. 

• Countries need to look carefully at debt levels in relation to their exchange rates and the 
cost of servicing existing debt and issuing new debt. Some countries have strong anti-debt 
lobbies. Loans are no longer unquestioningly accepted. 

• Local capital markets are increasingly competitive (eg, India and China), but there is still a 
lack of long-term financing capacity and wholesale markets, especially in the Philippines 
and Indonesia. 

• Increasing outreach of international private sector sovereign and structured finance is both 
an opportunity and a potential problem – it is more expensive, but does not saddle the 
recipient with ‘conditionality’ issues. However, in structured lending (Build Operate Own 
schemes etc) it tends to ‘cherry pick’1

• International NGOs have an increasing role and impact. For example, World Vision 
disbursed over US$4 billion in 2001 – admittedly mainly as channel of bilateral assistance, 
but nevertheless substantial. 

 and can sometimes be inappropriate.  

For the international institutions supplying finance, key performance issues are the need for: 

• Quick response (limited life of administrations); 

• Flexibility in investment size (small local governments cannot finance large investments); 

• Consessional finance (including grants) for financially non-viable, pro-poor investments; 
and 

• Ability to fund a program of multi-sectoral investments requiring a mixture of public and 
private financing identified by such processes as City Development Strategies (CDSs). 

The ability of the ADB and other development banks to respond to the above using existing products 
is limited. Lending policy conditions, sovereign guarantee requirements, ‘graduation policies’, national 
government debt ceilings, difficulty in utilizing co-financing effectively, and lack of local currency loans 
constrain lending; and guarantee mechanisms have been of limited value thus far. 

The opportunities for more effective financial support to regional projects thus relate to finding ways to 
partner with sub-national institutions, local financial institutions and international NGOs and their local 
counterparts. In respect of local funding, the use of guarantee mechanisms could be further explored. 
In addition, investment needs in the urban sector are delivered by both public and private entities. 
Often public and private suppliers 'share' a sector – for example transport. This implies the need to be 
able to structure projects so as to provide finance to both public and private sector organizations. 
Lastly, in terms of traditional loan products, some rethinking of the conditions and changes in loan 
structures are required to support the needs of the clients under more decentralised government. 

Catalysts 
Catalysts play an important role in facilitating regional development. Catalysts by nature are risk 
takers and help to translate ideas, proposals and plans of governments and business into projects 
and programs. They are highly specialized and skilled individuals or firms which act as entrepreneurs, 
developers, strategic leaders, innovators, venture capitalists, intermediates, brokers and network 
builders. Catalysts also play a key role in facilitating the development of industry clusters, which is a 

                                                      
1 That is to pick the most profitable projects in a sector. This is reasonable, but does restrict cross-subsidy 
potential. 
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best practice approach to regional development and has been responsible for the successful 
development of regions like Silicon Valley and Bangalore. 

Strategic leadership is an important attribute of people who act as catalysts. Mayors and governors 
play a key role in providing strategic leadership in the public sector. However, it is the captains of 
industry, the civic entrepreneurs and information brokers that are vital in creating the link to private 
sector developers, venture capitalists and investors that enable development to happen. Many of 
these people live in the large metropolitan regions, but act as roving ambassadors and operate 
through networks to seek out investment opportunities in regions. Linking regions to catalysts 
elsewhere through local networks is, therefore, important. 

Governments have traditionally acted as catalysts in supporting regional development by investing in 
major projects to build strategic infrastructure to encourage the development of new industries and 
enterprises, and to provide key soft infrastructure. Under the new model of regional development, 
however, governments are increasingly seeking opportunities to partner with the private and 
community sectors on development projects.   

Planning frameworks identify opportunities for business and community development initiatives. They 
provide the mechanisms for funding key strategic infrastructure projects which government proposes 
to develop, using its own resources or partnering with the private sector (Figure E.3). Catalysts have a 
key role in facilitating the development and implementation of joint ventures and other forms of 
partnerships with government. 

E.3:  Enabling Frameworks to Support the engagement of Catalysts in Regional Development 

In developed countries catalysts operate very efficiently in enabling a wide range of public 
infrastructure development projects to be realized at considerable savings to government. A major 
problem facing regional development in Southeast Asian countries is the absence of catalysts. It will 
take some time for these to develop, as most countries in Southeast Asia have only recently moved 
from a centrally controlled economy to a more open market and decentralized system of government. 
Most regional governments lack the experience to operate as catalysts (a role formerly played by 
central government) or to work with catalysts from the private and community sectors. Substantial 
capacity building support is needed to develop a pool of catalysts to work with regional governments 
to create the partnerships and networks needed to develop and implement key strategic infrastructure 
projects and programs. This may involve developing a national pool of experts to service the 
development of regions until catalyst-building capabilities can be established. 

Models for ODA Support for Regional Development  
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Using the framework in Figure E.2 it is possible to group regional development assistance activities 
into three broad assistance packages attractive to investors, ODA and non-government organizations 
(See Figure E.4). These packages cover institutional capacity building, development assistance 
finance and catalyst support. Assistance packages can be provided at the national or local level. In 
many cases, assistance will bridge several governance frameworks. In developing a program of 
packaged activities for ODA assistance, sustainability best practices for planning, design, 
implementation and finance must be applied. Not every region will want a full program of assistance; 
some may have elements of strategic infrastructure which are already competitive. The framework 
proposed enables regions to design and select packages for ODA assistance according to priority and 
needs as well as the ability to fund and implement development projects and programs. Table E.1, on 
the next page, lists three groups of activities which might be included in development packages and 
potential agencies and institutional sources of funding support.  

Figure E.4 Framework for Packaging Regional Development Assistance  

Conclusions and Recommendations 

This study of sustainable regions has led to an improved understanding of how regional development 
in Asian countries (particularly in Indonesia and the Philippines) functions under decentralization. It 
has enabled frameworks, processes and applications of best practice to be identified and developed 
to help regions to improve their economic performance and the sustainability of development 
activities. The study found many regions in Asia are experiencing significant difficulties in developing 
governance systems necessary to support regional development – particularly under more open and 
competitive market conditions. Some regions have been able to improve their performance and attract 
investment by focusing on good governance, institutional reforms, enhancing the competitiveness of 
infrastructure and by adopting best practices which support sustainable development.  

There are many reasons why some regions are performing poorly. These reasons include the failure 
of governments to adopt new regional development models and support systems, and weaknesses in 
the skills base. In addition, the limited financial capacity of institutions to develop and package key 
regional infrastructure projects and programs is a very significant hurdle to improving development 
performance. ODA assistance has not resulted in the systematic change required to support the 
application of regional development best practices. New models and approaches are needed for 
governments and ODAs to support the development of regions, if the development outcomes are to 
be more sustainable in future. 

These models require development and testing, but their main elements are clear from the analysis in 
the report. They must: 
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• Have a long-term engagement with institutions to support cultural change across a critical 
mass of institutions 

• Assist in transforming the focus of economic development from consumption driven to more 
diversified export valued-added growth 

• Have a direct impact on enhancing the competitiveness of regions to attract investment 

• Identify opportunities in capacity building programs to increase the multiplier impacts of 
ODA assistance to ensure greater sustainability 

• Develop new modes of support to encourage the development of catalysts, involved with 
finance, development packaging and networking building in regions 

• Develop new, flexible, fast approval, local currency funding arrangements for multi-sectoral 
strategic infrastructure programs. 

Table E.1:  Funding for Development Assistance Packages 

DEVELOPMENT PACKAGES Organizational Funding Source 
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Institutional Governance       
 Corporate Governance Reform    ◄ ◄   
 Institutional Capacity Building  ◄ ◄ ◄   
 SME Development ◄ ◄ ◄ ◄ ◄  
 Government Service Delivery   ◄ ◄   
 Government Finance  ◄ ◄ ◄   
 Management Information Systems   ◄ ◄   
 Project Development & Packaging  ◄ ◄ ◄   
 Human Resource Development   ◄ ◄   
 Project Delivery Modalities  ◄ ◄ ◄ ◄ ◄ 

Strategic Infrastructure       
 Regional Finance & Capital Markets  ◄ ◄ ◄ ◄   
 Regional Infrastructure Projects        
 Economic infrastructure (ports, highways),  ◄ ◄ ◄ ◄ ◄ ◄ 
 Social infrastructure – education and health  ◄ ◄ ◄ ◄ ◄ ◄ 
 Environmental infrastructure – solid waste, ◄ ◄ ◄ ◄ ◄ ◄ 

 Logistics and OSS Facilities ◄ □ ◄ ◄   
 Marketing Intelligence Systems ◄  ◄ ◄   

Catalysts        
 Consultation and Engagement   ◄ ◄ ◄ ◄ 
 Networks, Partnerships & Alliances  ◄ ◄ ◄ ◄ ◄ ◄ 
 PSP Facilities  ◄ ◄ ◄ ◄  
 SME Funding  ◄     
 Clusters Industrial ecology networks ◄ ◄ ◄ ◄ ◄  
 Participatory budgeting   ◄ ◄ ◄ ◄ ◄ 

Note: Major Role ◄ Variable Role ◄ Minor Role □ 
 

The conclusions of the study (Chapter 8) have identified several matters requiring further 
investigation and action to improve the systems and processes used by regions to facilitate regional 
development
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Chapter 1 

The Challenge of Sustainable Regional Development 
in Asian Countries  
Introduction 

This study is concerned with exploring ways to enhance the sustainability of development in 
regions in developing countries, with a focus on Indonesia and the Philippines.  Over the past 
two decades, regions have replaced the nation state as the primary driver of economic 
development (Ohmae 1996). Many factors have contributed to this phenomenon, in particular, 
the globalisation of trade, finance, communication and information systems; deregulation and 
opening up of national economies; improvements to infrastructure; and greater cultural and 
visitor exchanges between nations and their subregions.  

In response to these changes there has been a progressive concentration, specialisation and 
integration of production and capital in regions which offer the greatest competitive advantage 
to investors, buyers, transnational corporations and other producers (Korten 1996; Enright 
2000).   

The consequence of the move towards greater integration and specialisation of global 
production systems and supply chains, and national reform agendas, has been the 
emergence of four broad spatial patterns of regional development. First, is the rapid growth of 
large metropolitan and regional cities, special economic development zones and 
mineral/natural resource rich provinces, the former capturing a greater share of national and 
foreign direct investment.  

Second, is the emergence of large peri-urban (spill over) regions with development spreading 
hundreds of kilometres from large cities, usually along coastlines, interstate roads and 
railways. Third, is the emergence of lesser-developed, mainly rural regions, which are 
struggling to attract investment and lack much of the basic infrastructure and resources 
needed to support development. The fourth pattern is the emergence of isolated, but wealthy 
mineral or petroleum resource rich regions with generally small populations. 

These patterns of development have brought enormous wealth and prosperity to some 
regions and increasing poverty to others. However, the development of rapidly growing 
regions has created significant environmental, social, logistic and physical problems. The 
consequences of sprawl in urban corridors and edge cities (Garreau 1994) have given rise to 
informal settlements, which lack services and infrastructure and house many of the urban 
poor.  Most rural regions lack even basic services, infrastructure and skills to enable them to 
develop new industries and restructure existing industries. None of these development 
patterns are sustainable.    

The changes described above have left central governments increasingly powerless to 
influence the flows of investment and to direct development in regions. There is reluctance by 
central governments to give regions greater regional autonomy – especially over revenue 
collection, which is still very centralised. However, there is a paradox emerging, as it will be 
incumbent upon regions in future to take it upon themselves, in partnership with the central 
government, business and civil society, to initiate development activities to build stronger, 
more diversified and sustainable local economies. The challenge for many regions, especially 
those in developing countries, is how to do this.  

Sustainability and Regional Development 
Most regions, particularly metropolitan regions, continue to consume resources at 
unsustainable rates (Rees & Wackernagel 1994). Significant disparities are occurring in 
regional development and investment and poverty, especially in rural regions, remains an 
endemic problem (Satterthwaite 2004). These problems present a significant challenge for 
governments, business and communities to come up with solutions to make regional 
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development more sustainable - especially as it is often not clear what we mean when we talk 
about sustainability or how to achieve it. 

The term sustainability is used very widely and is now applied to many things. It conveys the 
idea of ensuring we have a future. The concept of sustainability was developed in the 1970s 
and initially focused on ecologically sustainable development. It now incorporates social, 
economic, technology and governance dimensions. The Rio Earth Summit (1992) protocol 
provides a set of principles and a broad framework for achieving sustainable development, 
which has been embellished by initiatives like Agenda 21 and the UN Millennium 
Development Goals. However, the scorecard on the Earth Summit indicates most nations are 
falling well short of targets in their efforts to achieve greater sustainability.   

Achieving sustainability of development is difficult, as it requires a significant shift in the 
approach to the way we plan and go about development and a change in consumer 
behaviour. Such changes will not occur quickly, since there are powerful forces that shape 
both consumer behaviour and drive production and development processes. Much of the 
machinery and technology used in global production systems, and the energy requirements 
for equipment and appliances we use in everyday life will remain for some time, given the 
level of long-term capital tied up in many of these investments. Some cycles of obsolescence 
will take several generations to be replaced by my more sustainable products, practices and 
processes. Identifying ways of make existing systems and practices more sustainable is one 
of the most significant challenges facing societies and governments in all countries. 

Three Significant Challenges of Sustainability 
There are three significant challenges facing sustainable development in all countries. First 
there is the perceived impact that increased sustainability measures have on development 
and production costs. All societies continue to externalise the costs of consumption, 
production, transportation associated with the production, trade and consumption of goods 
and services. There is a strong belief by governments and business, in particular, that 
internalising costs (i.e. paying for the cost of pollution, congestion and soil degradation) by 
imposing measures on economic and other systems to achieve more sustainable 
development outcomes adds to costs and undermines business competitiveness. 

Evidence supporting the case that higher environmental standards lead to increased costs 
and undermine competitiveness is not convincing (Walkowiak 1996). The most competitive 
regional economies in the world are those which embrace sustainable development best 
practices. These regions also enjoy the highest standards of living and quality of life. The 
challenge to achieve greater sustainability, particularly in developing countries, is to 
demonstrate that adopting sustainable development best practices leads to an increase, 
rather than a loss, of competitiveness. Few regions have been able to appreciate this 
connection.  

The second challenge relates to improving the efficiency of inputs into production and service 
systems and reducing consumption. In some cases, increased sustainability measures are 
driving this. Competitiveness and productivity depends on reducing inputs into production 
systems to maximise outputs and efficiencies. However, efficiencies can be achieved through 
cleaner production systems, reduced input of materials, organisational and logistic 
efficiencies, new technologies, decreased packaging and increasing the longevity of products. 
Business has recognised the importance of efficiency gains in production systems, however, 
governments and public institutions in most countries have many administrative and 
governance systems and practices which are not sustainable. 

The third, and probably the greatest challenge to sustainability, relates to the problem of 
waste. Many cities and regions are choking on their waste. Wastes are traditionally treated as 
externalised costs, the residuals of production. Wastes in solid, liquid and gas forms are 
obvious, but we should also add time, knowledge and technology, as these are also 
resources. Very large amounts of human effort and physical capital are wasted on 
governance processes, which in turn consume precious economic and natural resources.  
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Many societies now recognise the value of waste as a resource. If processed, wastes can 
substantially reduce the cost and demand for virgin materials used in production systems. 
Regions, which have applied industrial ecology – a process of closing the production, 
consumption waste loop (Graedel & Allenby 1995) - have recognised the value of waste as a 
tool to enhance economic competitiveness and liveability. Industrial ecology, therefore, can 
provide profitable solutions to waste management in developing countries, where the disposal 
of waste is becoming an increasing problem and a liability to all sectors of society. Industrial 
ecology involves developing ways to return waste to production systems by reprocessing and 
recycling. Kalunborg, in Denmark, offers one of the best examples of industrial ecology.  

Finding solutions to address the above-mentioned challenges, as well as other challenges, is 
essential if sustainable regional development is to become a reality. Developed countries are 
moving towards improved sustainability practices, but the rate of change is still too slow. In 
developing countries, there is a willingness to sign protocols and laws to improve 
sustainability practices, but there is a general reluctance by governments in these countries to 
impose conditions and measures upon corporate business to change to cleaner production 
systems and/or comply with environmental standards for fear of chasing away potential 
investment.  

Most governments in developing countries are not prepared to unilaterally undermine national 
competitiveness by enforcing conditions on production systems or development practices, if 
competing countries do not do the same. It is at the regional/local level, therefore, that 
sustainable solutions to development are best initiated and implemented. Encouraging 
measures to improve sustainability at a regional level to achieve greater competitiveness, 
influences other regions to do the same. The cumulative causation effect eventually leads to 
improved sustainable development outcomes and increased national competitiveness.   

Rethinking the Path to Sustainable Regional Development 
Given the slowness in getting communities, governments and business to move towards the 
quicker adoption of more sustainable development practices, sustainable development is best 
considered as a long-term development goal. However, this does not provide an excuse for 
nations to do nothing. Much can be achieved through short-term initiatives, especially at the 
regional level. Sustainability requires a willingness of societies to aspire to change. This is 
achieved more easily at the local/regional level where greater debate and awareness about 
issues of sustainability, and doing something about it, is possible.  

In recent years, governments, development agencies, and NGOs have supported a wide 
range of regional projects and programs to encourage sustainable development. While there 
have been many successes, the overall track record has not been good. Most indicators of 
sustainability, especially in developing countries continue to trend negatively. A review of 
project completion reports of several development agencies in Asian countries shows 
economic governance to be a major reason for the failure of many regional development 
projects.   

Encouraging greater engagement, collaboration and networking between firms, businesses 
and public organisations in regions to accept and apply best practice sustainable 
development tools is an important step on the path towards improved sustainability. This step 
is much more difficult in developing countries where sustainability is challenged by problems 
of growing populations, rural urban migration, rising unemployment, corruption, capital 
shortages and the generally low levels of education. Most developing nations are ill equipped 
to do more than educate regions to adopt more sustainable development practices. Improving 
knowledge is one thing, but changing behaviour is another. 

The failure and/or ineffectiveness of many of regional development agency assisted projects 
and programs to achieve sustainable development outcomes suggest that we need to rethink 
our approach to regional development assistance programs. Surprisingly we know very little 
about how regional development processes work under decentralisation in Asian countries, 
and why many regions are not achieving more sustainable development outcomes. If 
governments and development agencies are to be more effective in helping to deliver more 
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sustainable regional development outcomes, we need to know more about which regions are 
applying best practice governance, planning, financing and implementation programs, and 
how these can be applied more broadly. These issues are central to the investigations 
conducted in this study.   

Key Issues Affecting Sustainability in Asian Countries 
The advance of Asian economies from the early 1980s to mid 1990s has been very 
impressive, with much written about the growth of the Asian Miracle {World Bank 1993}. 
National governments have played a central and strategic role in the development of selected 
growth regions. Various supply side economic growth initiatives including growth poles, 
industrial parks and special economic zones were used as a means of stimulating regional 
development and attracting investment. These initiatives were primarily intended to 
spearhead the growth of manufacturing to help diversify the base of national and regional 
economies. Many attempts have made to reform the agricultural sector to improve regional 
productivity, but, generally, these have not been successful {Rozelle & Swinnen 2004}.     

Foreign investment has played a key role in the development of many manufacturing regions. 
In the 1980s numerous foreign firms began to shift home-based manufacturing industries 
offshore to remain competitive, taking advantage of tax incentives and cheap labour, as well 
as lower energy and utility costs in developing economies. Most of the manufacturing and 
processing activities developed involved low, value-added production of components, which 
tended to be labour intensive. As a result, few regions have been able to develop 
agglomerations and supply chain incorporating high value-adding functions such as research 
and development, services, logistics and marketing associated with industry clusters. The 
development of industry clusters is important to the overall competitiveness of regions and 
nations {Porter 1996}. 

The 1997 Asian Financial Crisis brought an end to the growth of the Asian Miracle and led to 
a reverse of some economies. By the late 1990s growth problems associated with rapid 
urbanisation; social unrest associated with the poor ways structural adjustment programs 
were handled; the destruction of forests and waterways; and the growing levels of corruption 
raised serious questions about the sustainability of development throughout the region.  

In the rush to develop, most metropolitan centres and economic enterprise zones were not 
well planned and lacked important infrastructure and supporting services. Construction 
standards and compliance with environmental and safety regulations were not adhered to, 
and work place health and safety practices fell well below internationally accepted standards. 
Traffic congestion, pollution, and lack of affordable housing added to the numerous problems 
of urban centres. Many of the problems facing regions have been extensively documented. 

In response to these challenges, most governments embarked upon substantial programs of 
reform designed to decentralise many central government functions to regional and local 
governments in order to improve financial management and accountability, community 
engagement and encourage greater private sector involvement in the provision and 
management of public utilities. However, many of these programs have not realised their 
goals, and have been affected by events such as SARS, global terrorism and the inability of 
central governments to improve tax revenue collection. The growing dominance of China as 
an economic power has led to a massive shift of foreign investment to that country, leaving 
other countries in the region starved of investment. Most governments in the Southeast Asian 
region have been unable to respond to these changes, and are trapped by political structures 
that inhibit the introduction of the necessary reforms. 

Many reasons are offered for the failure to achieve sustainable regional development 
outcomes (United Nations’ publication World Urbanization Prospects 2003). These include 
the failure of central government policies and reforms, lack of resources and skills, and 
corruption. However, while these are all important issues that need attention, they do not offer 
sufficient explanation for the inability of many regional economies in Southeast Asia to realise 
their development potential. Other regions of the world, such as southeastern Brazil, have 
experienced similar problems; yet have managed to develop highly competitive regional 
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economies involved in the export of goods and services. In the context of the Asian regions, 
there is a need to identify what regional economies can do better to enhance their 
development potential. 

At the Regional Network for Local Government for Sustainable Development Forum held in 
Medan in March 2005, the President of Indonesia, Susilo Bambang Yudhoyono outlined four 
important matters that regions in Indonesia needed to address to achieve more sustainable 
development outcomes. These were: 

• The importance of regions to understand globalisation, how it works, and what 
regions need to do in order to progress to the global economy. The importance of 
‘thinking global’ and ‘acting local’ is something few regions in Indonesia 
understand. Achieving sustainable development is dependent on creating 
competitive and innovative regional/local industries and governments.  

• The need to develop greater specialisation, integration and connectedness 
between regions, especially in the development of complementarities between 
Indonesian regions and other regions in Southeast Asia. Focusing on trade 
development, information sharing and investment was necessary to change the 
focus on consumption driven growth to value adding.   

• The need to develop human capital that would support the development of more 
competitive and knowledge-based economies. This involves regions understanding 
what types of skills are required to develop more open and competitive economies 
and regional governance systems. 

• The need to apply the 10 principles of good governance, especially the 
development of more open governance, accountability and transparency and the 
sharing of information, integration of planning and budgeting systems and 
leadership.  

 
These are issues, which not only Indonesian regions, but  regions in other Asia countries can 
focus on to enhance economic competitiveness and sustainability. However, there are, other 
issues that also need addressing which can substantially increase the sustainability of 
regional development. These include the seven challenging areas of concern listed below. 

Weakness of Local Intuitions 
 
The rapidity with which some countries in Asia have decentralised has left many regional/local 
institutions ill prepared to conduct the business of government. The bureaucratic nature, 
largeness and complexity of organisation structures, and the overlapping of agency functions 
hamper the efficiency and effectiveness of many institutions.  There is strong resistance to 
institutional reforms and the introduction of technologies and systems that threaten job 
security, hierarchies and established work place practices.  There is a lack of corporate 
planning and identity' consultation on matters of public interest and concern, and customer 
and client orientation.  Many have little experience partnership and business development. 
Many of these issues can be address locally, with limited central agency involvement.  
Improvement in the performance of regional public and state owned enterprise institutions are 
vital to enhancing the competitiveness and sustainability of regions.     

Weakness of Local Policy  
Few regional administrations appear to understand that decentralisation calls for greater 
autonomy and responsibly on policy development and a reduced dependence on central 
government for resources and other advice.   For most regions in Asia, policy on regional 
development is weak and ambiguous since the Asian Economic Crisis of 1997.  There are 
other reasons for the weakness in regional development policy: The role and importance of 
regional development policy is poorly understood; many regions continue to look to 
central/provincial governments for advice and direction on policy development; there is limited 
skills and experience in policy analysis and development; information and data are poor; 
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ambiguity in national policies, laws and regulations, and there is confusion between the role of 
policy planning, budgeting and financial management.  There are significant weaknesses in 
monitoring and evaluation of policies and plans.  The weakness of policy frameworks 
significantly undermines the sustainability of public administration.  

Strategic Architecture 

Strategic architecture is a term to describe a blue print or road map used to integrate sector 
plans and projects and translate these into development projects and programs. Many 
regions have economic development plans, but most are not realistic and have neither the 
resources nor the mechanisms in place for implementation. There are weak linkages between 
planning and budgeting and the integration of sector strategies is frustrated by the ‘silo 
mentality’ of agencies. The approach to economic development is supply rather than demand 
driven and the focus of many planning documents are on outputs rather than outcomes.  
There is also a lack of understanding of what strategic infrastructure a region needs to build to 
develop a competitive and more sustainable economy. 

Stretching, Leveraging and Management of Regional Capital Stocks  
There are four principle types of capital used in economic development: natural, economic, 
physical and social. The value of a capital base in most regions in Asia is generally unknown. 
With few exceptions regional/local governments do not know the value of their assets or have 
prepared a balance sheet suitable to establish a credit rating2

Network Building, Strategic Alliances and Partnerships 

. The extent of public and 
private investment and capital held by regional banks is unknown. A very large proportion of 
land and housing is not part of the formal property market. Subsequently, most regions are 
unable to leverage assets to create capital for strategic investments needed to fund 
development. There is a situation of regions being capital rich but cash poor, and few 
mechanisms for converting fixed capital into more liquid forms of capital. 

The parochial nature of business in many regions has resulted in the inability of regional 
businesses and organisations to build the marketing, information and supply change networks 
necessary for regions to develop trade and investment opportunities. Network systems and 
mechanisms for developing partnerships in most regions of Asia are very weak, except in the 
trading sector, which is strongly dominated by Chinese and Indian business interests. For 
regions to diversify and develop more service-based economies, which will grow, developing 
network systems, strategic alliances, and innovative public/private and community-based 
partnerships is a critical element of strategic infrastructure. The building of these, however, 
takes times and is problematical as there are often cultural, social and religious barriers that 
need to be overcome.  

Regional Financial Management 
One of the biggest challenges facing sustainable development in regions is the inadequacy of 
the finance base, which is needed to support public and private sector investment. Most 
regions have weak financial systems: local tax revenue collections is are low and the systems 
inefficient. Furthermore, public and private sector financial systems are highly centralised and 
controlled, giving local government and business little discretion over investment and funding 
options and the use of capital. In addition, private savings and investment in regions is low; 
what little capital is created often flows out of regions to the larger provincial or national 
capital cities because of the lack of bankable investment projects in regions. Local 
governments have weak financial management and are highly dependent upon central 
government grants to support borrowings. Debt management is poor.  

Focus on Best Practice 
A focus on best practice is important to improved productivity and sustainability in regions. 
Unfortunately, there are few good examples of best practice regional economic development 
                                                      
2 The Local Government of Sleman in the province of Yogyakarta is a good example of a local 
government that has a balance sheet of its assets. 
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in Asia. Where they do exist, most of these pertain to the more developed nations of the 
region. A difficulty facing the region, therefore, is how to apply best practice, especially when 
many of the elements of best practice e.g. good infrastructure, skills and technologies are not 
available. Additionally, best practices are not always relevant in terms of geographic and 
cultural context, so there is need to identify how best practices can be adapted to these 
sensitive contexts and to encourage innovation to ensure best practice is turned into leading 
practice. There is also a need to develop learning regions which continually focus on the 
development and application of leading practice. 

The above issues are matters that significantly affect the sustainability of development and 
are something which local/regional governments can do something about. The 
decentralisation of political systems in most Asians countries has given regions greater 
autonomy, but there is not yet a realisation that they must take greater responsibility for 
initiating changes and driving economic development processes. Many are unwilling to do so 
and continue to believe in the old ways of central government providing direction and funding 
for the development of regions. Such an approach is no longer sustainable, but changing the 
paradigm and ways of doing business in regions is a real challenge.  

Learning how to develop using more open, integrated and collaborative approach to 
development must be addressed by all regions in Asia if they are to achieve greater 
competitiveness and more sustainable paths to development. It is regions learning how to 
develop and adopt improved systems and best practices that is critical to the achievement of 
sustainable development in regions in Asia in the future.   

Objectives of the Study on Sustainable Regions in Asia 
This study is extensively concerned with developing more sustainable approaches to regional 
development. One of the primary aims of this study is to gather evidence that will lead to a 
better understanding of the way regional economic development processes and practices 
operate in Indonesia and the Philippines under decentralisation, and why so many regional 
economies are under-performing. The research specifically seeks to identify best practices in 
regional development that can be used to develop a framework to help improve the planning 
and implementation of regional development projects and programs involving ADB and other 
donor agencies. It is proposed the framework will be tested on two prototype projects in 2006 
to see if it delivers more sustainable development outcomes. While the focus of the 
investigation and outputs is directed at Indonesia and the Philippines, the findings are 
expected to have just as much relevance to other developing countries in the region.   

The objectives of the study, as broadly defined in the Terms of Reference, are to: 

• Review development approaches to projects and initiatives used by international 
development agencies to support regional economic development, with a focus on 
Indonesia and the Philippines; 

• Document experiences and lessons learned on the most effective strategies for 
regional economic development in these and other countries that assist poverty 
alleviation taking into account the diversity of circumstances of the poor;  

• Develop a framework and approach to improve the implementation and support for 
regional economic development. This will involve identifying means multilateral 
agencies, governments, private sector and non-government organisations can 
support, help, develop and implement regional projects which maximise:   

• The poverty reduction impact of the project; 

• The institutional and social sustainability of the project; and 

• The financing of the project and project implementing agencies. 
The term region is used widely in economics and political literature with reference to a group 
of countries in a geographic area (i.e. Southeast Asian Region). It is also used to describe 
large administrative areas and/or provinces/state, or to describe an area comprising several 
local governments with unique geographic features or activities. Region in the context of this 
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study refers to economic, not political regions. An economic region may comprise all, or part, 
of a province and/or a metropolitan city, which forms a hub providing services to a wide 
catchment area. The catchment may include as many as 50 local government units. Regions 
may range from 250 km2 to hundreds of km2.    

Outline of the Approach to the Study  
The approach taken to the study involved a process of data gathering from primary and 
secondary sources to gather evidence for the analysis presented. In addition workshops were 
held in Indonesia and the Philippines to review a framework developed to help improve the 
planning, packaging and implementation for regional economic development projects and 
programs. There were five principal components to the study. 

Literature Review on Decentralization and Sustainable Regional Development:  

The literature review drew upon a wide range of studies and reports, but focused mainly on 
identifying examples of best or leading practice in regional economic development. There is a 
substantial volume of published literature on regional economic and sustainable development. 
In addition, there are several international journal publications and organisations devoted 
entirely to the subject of regional economic development. However, specific literature on 
Asia’s regional development process and practice is comparatively thin. The last 
comprehensive study of regional development in Indonesia was published in 1991 (Hill 1991) 
and is now outdated given the changes resulting from greater decentralisation of government 
in that country. The literature on sustainable regional development reveals a wide range of 
views, but little consensus on best practice approaches. This is understandable, given the 
different political, social, cultural and physical conditions that define the nature of 
development in regions. 

Study of Best Practice Approaches to Regional Economic Development 

This component of the study covers, very briefly, the different concepts and ideas that have 
shaped national approaches to regional development. It is followed by a review of best 
practice approaches to regional economic development. Examples of best practice models 
are discussed using examples from developed and developing nations. The discussion 
specifically examines best practices involving economic governance, regional analysis, 
strategy formulation, development plans and implementation practices. An important part of 
this review of best practice is to ensure how relevant international best practice is in relation 
to the state of development in Asian countries. It is important in developing a framework for 
improved economic development performance that only best practices that can be adapted 
easily for use in Indonesia and Philippines are considered. Many developed country models 
of best practice are not relevant to the Asian context. 

Working Papers on Regional Economic Development Practice in Indonesia and the 
Philippines 

 
This component of the work comprises two working papers, which include six case studies 
outlining the regional development processes in Indonesia and the Philippines. The papers 
describe the national context and frameworks supporting regional economic development in 
both countries. These include the legislative, financial, economic governance, planning and 
management frameworks and implementation mechanisms. The paper addresses specific 
impediments to achieving more sustainable regional development outcomes. The final part of 
each paper identifies priority actions for removing impediments to regional economic 
development with a particular focus on implementation mechanisms. 

The case studies were selected in each country following consultation with experts in 
government, international development agencies and business in the country. In the 
Philippines, the study by the Asian Institute of Management measuring the competitiveness of 
cities was used in the process of case study selection. The case studies examine specific 
approaches to economic governance, planning, implementation and finance packaging used 
to support regional economic development. Examples of best practice regional development 
from Indonesia and the Philippines are also included in the working papers.  
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As a means of gaining ODA and national government inputs into these working papers, 
workshops were run in Jakarta and Manila to present the draft working papers to an expert 
panel comprising stakeholders with an interest in regional development. The participants were 
invited from the financial, government and business sectors as well as international 
development agencies. The workshops were used to test and refine framework.   

Frameworks for Achieving Sustainable Regional Development 

This component of the study synthesis of the finding of the literature on best practices and the 
two working papers to development an improved framework for achieving more sustainable 
regional development outcomes in the Philippines and Indonesia. There are no well-
established methodologies for undertaking regional development planning and 
implementation in either country since decentralisation laws were introduced. The framework 
proposed draws on elements of best practice approaches to regional development planning, 
funding, implementation and monitoring and evaluation processes operating in the two 
countries and also suggests other improvements. The framework includes a set of strategic 
actions to improve national support to achieve improved regional planning and development 
outcomes and implementation mechanisms. As mentioned earlier, the intent is to test the 
application of the framework with two possible regional development projects in 2006.   

Study Focuses on Practical Outcomes 

This study is not concerned with theoretical and abstract ideas about regional economic 
development. Nor does it attempt to offer radical solutions or policy reform changes, as these 
are unlikely to win government or popular support. Instead, the study seeks to identify 
approaches to sustainable development that are practical and focused on improving 
economic competitiveness and regional development performance outcomes.   

The next section of the study focuses on the development of regional development best 
practices, as it is believed these offer the best opportunities to encourage change in the 
current approaches to regional development in Asian countries. Best practices also offer a 
useful way to develop improved frameworks for sustainable regional development under more 
decentralised forms of government. The economic development framework developed later in 
the study is one that seeks to establish leading practices in regional economic development in 
Indonesia and the Philippines. If applied, it is expected the framework will enable regions to 
develop more competitive strategic infrastructure, governance structures and innovative 
solutions to development problems.3

                                                      
3 The Local Government of Sleman in the province of Yogyakarta is a good example of a local 
government that has a balance sheet of its assets. 
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Chapter 2 

Decentralization and Regional Development in East Asia 
National governments in East Asia, regardless of political ideology, have played a key role in shaping 
and supporting regional development. The reasons governments have done this include: the 
important contributions regions make to the development of the nation state; national defense needs; 
optimizing the development and use of a nation’s resources; the exploitation of specific regional 
opportunities; and/or reducing inequalities associated with regional poverty, income, investment and 
development.  

For most countries, central government control and support for regional development worked well 
while their economies remained relatively protected. However, during the 1980s and 1990s national 
economic reforms; the integration and specialization of global production and financial systems; and 
pressure for democratization and greater regional autonomy fundamentally changed the process of 
regional development. Most countries in Asia have now undergone decentralization, but many have 
not yet adjusted to the changes in governance systems required for regions to operate more 
autonomously. A number of governments continue to struggle with using economic models, concepts 
and ideas which are no longer applicable, or capable, of achieving sustainable regional development 
outcomes under the more open and competitive market conditions which currently exist. 

This chapter examines the approaches and experience of regional economic development models in 
Asia, with a particular focus on Southeast Asian countries prior to and following decentralization. It 
seeks to raise important questions and issues regarding the impact and effectiveness of 
decentralization in supporting regional development. It also seeks to draw out lessons on how regions 
can operate better under decentralized and open market economy conditions. Some of these lessons 
indicate the need for regional and local governments to improve their knowledge of sustainable 
development best practices.  

Regional Economic and Spatial Development Models 

There are numerous economic concepts, theories and spatial models which have shaped national 
government policies, development plans and programs to encourage, stimulate and intentionally 
support regional development {Stimson, et al. 2002; Gillis et al. 1992}. Several models have been 
used widely by the governments in Southeast Asia to develop national economies and are 
responsible for the pattern of economic geography in the region today. However, most of these 
models were applied prior to decentralization and the opening up of countries to greater market 
competition. New regional development models are required to respond to the changed context. 

Economic Theories and Concepts  

The literature on the theory and practice of regional economic growth and development is vast. At the 
risk of being over simplistic, there are five broad economic theories that have significantly influenced 
the development of nations and regions during the 20th century {Behrman 1977; Solow 2000}. These 
include classical, neo-classical, Marxist, Keynesian and Schumpeterian theories. These theories have 
all had a profound impact on shaping government policies and programs on regional development in 
Asia. The role of regional development in most of these models has been to support the development 
of the nation state {Ohmae 1996}.  

Both socialist and more market-oriented governments in Asia have tended to operate strong centralist 
regional planning and development models, regardless if they are a federalist system like Malaysia or 
a unitary system like Indonesia and the Philippines. Centralist planning focuses strongly on goals of 
national and regional self-sufficiency and tries to ensure equitable development between regions. 
Centralist planning makes extensive use of five year plans to set production targets and outline major 
national and regional development projects. Under central planning models, regional government 
agencies have generally had limited involvement in planning decision-making processes and limited 
control over major development projects. Regional institutions have been left to implement the lesser 
aspects of development programs. Subsequently, under decentralization many regions lack the 
capability to manage large projects, which continue to be handled by central agencies. 
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Under the various economic development models expounded in the 1960s the focus was on the 
achievement of comparative advantage. This involved countries developing industrial growth poles 
and manufacturing zones and providing incentives, which offered multinational companies cheap 
land, low-cost infrastructure and labor, and well-developed transport facilities. By the 1980s, the focus 
had moved to competitive advantage (Porter 1991), where the emphasis was on the efficiency and 
effectiveness of total factor costs of production and distribution. Regional economic development now 
concentrates on export development and increasing specialization in response to the opening up and 
removal of protectionist measures in developed economies. 

In the early 1980s, most of the world’s advanced capitalist economies experienced a significant 
downturn. Governments began to realize if they were to support the development of their economies, 
there was a need to encourage greater competition and the growth of regional exports and investment 
opportunities – especially foreign investment. This led to fundamental changes in the structure of 
many countries and fostered the processes of globalization. Uncompetitive manufacturing industries 
in developed countries closed down or were moved offshore to lesser-developed countries, where 
production costs were much cheaper. 

A model of central planning with relatively laissez faire private sectors underpinned the development 
of most Asian economies since World War II. By the mid 1990s, however, most centrally planned 
economies, like China and Vietnam, had begun to falter. The lack of competitive infrastructure and 
innovation; inefficient bureaucracies and state-owned enterprises; and the inability to capitalize on 
private and state assets forced these countries into programs of economic reforms that were to have 
far-reaching economic and social impacts. This, along with the push for deregulation and nation 
competition policy reforms in the advanced capitalist economies under the influence of more 
neoclassical schools of thought, caused nations to adopt more liberal, but still controlled approaches 
to regional development.  

Despite the significant differences in the approaches to national and regional planning and 
development under socialist and market-oriented economies, both have employed highly protective 
measures, such as tariffs, to shield regional economies from international competition, providing 
generous grants and subsidies to prop up inefficient industries. This practice still applies in some 
countries, such as France, although much less so than previously.  

Regional Economic Growth Models 

A major criticism of economic theories is that they are essentially concerned with the macro economy 
and lack a spatial dimension. Labor, for example, is considered mobile; but this is not always the 
case. Most elements of production and capital are place based; it is not easy to shift resources to 
locations that offer higher returns on capital investment. However, there are several economic growth 
models, which have been developed that give greater emphasis to the spatial dimension of regional 
development. These models provide an important basis for developing regional policy, which is 
discussed later. 

Population Growth Model 
Many governments have applied policies to encourage regional development using a population or 
perish growth model. Population growth models involve encouraging movement or forcibly moving 
people from one region to another. Some strategies are aimed at achieving more balanced national 
development and involve reducing overpopulation in particular regions by encouraging people to 
relocate to other regions to develop land or work in new regional growth center industries. However, 
initiatives, such as the Indonesian transmigration program to develop Kalimantan (which increased 
substantially under the Suharto government) and the Cultural Revolution program in China during the 
late 1960s proved disastrous. Others have been more successful, particularly when they focused on 
developing expanded growth centers or growth poles. Singapore is using a population growth model 
to entice highly skilled people to develop its knowledge economy. 

Economic Base Theory  

Economic base theory {Richardson 1973} encompasses the notion that as regions trade with each 
other, the determinants of economic growth in a region become dictated by the demand for goods and 
services from other regions. The economic growth of a region will be primarily dependent on 
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specialized export industries based on the competitiveness of local resources, infrastructure and 
human capital. By increasing output in sectors of the economy that are essentially export oriented (the 
base economy), the multiplier effect will increase employment and output in the non-basic 
(endogenous) sectors of the economy. 

Economic base theory was used widely in the policy context in the post-World War II era to stimulate 
regional industry and investment and was the basis for driving the early development of the Singapore 
and Hong Kong economies {Enright, et al. 1997}. The exposure of regional economies to international 
competition by national economic reforms has significantly constrained the ability of national 
governments to intervene in stimulating or supporting base sectors of economies; however, economic 
base theory still permeates much of the thinking behind policies which advocate pump priming4

New Growth Theory  

 the 
economic development of regions. 

Much of the economic theory developed before the 1960s focused on the manipulation of exogenous 
factors (external investment attractiveness factors) to stimulate economic development in nations and 
regions. In the 1980s, it was recognized that there were significant endogenous factors (local factors 
of competitive advantage) that influenced economic growth. Regions that possessed accumulations of 
human, social, technological and knowledge capital began to show stronger economic growth and 
development patterns {Saxenian 1996}. These regions also exhibited features that seemed to 
contradict classical economic models such as rising labor costs, diminishing returns, rising levels of 
capital investment and rising demand.   

The findings led to different ideas on regional development being suggested based on the new 
endogenous growth theory {Romer 1990}. This phenomenon prompted a number of economists to 
propose different ideas and theories on local or regional economic growth {Solow 2000; Grossman & 
Helpman 1991; Lucas 1988}. Romer, through his endogenous growth model, attempted to link 
knowledge to increased investment in the economy, leading to the development of IT and service-
based growth industries in regions. Knowledge, he argued, engendered greater levels of productivity 
and output. Increasing returns were also evident within the general economy, as knowledge, 
education and learning began to generate knowledge spillovers. 

New growth theory has given rise to the concept of industry clusters {Porter 1990}. Industry clusters 
result from an agglomeration of firms, which gain competitive advantage from synergies and well-
established links with global supply chains and information networks. There is strong evidence 
showing the accumulation of human capital is a major factor in driving endogenous growth, especially 
in technology-based regions such as Silicon Valley, Massachusetts and Washington DC {Saxenian 
1996; Stough et al. 1995}. Most regional economic development strategies recognize the potential for 
endogenous growth. The endogenous growth model has recently had a very considerable influence 
on the development of the Singapore, Hong Kong and Taipei economies, which all have a strong 
focus on knowledge development {Enright, et al. 1997}. 

Weakness in Applying Economic Models to Regional Development  
While the economic models described above have been very influential in describing the growth and 
development of nations, a number of problems arise when applying these models to regional 
economic development {Marceau, et al. 1997}. The problems include the following issues: 

• Many economic models do not adequate accommodate spatial dimensions of 
development, so that policy outcomes vary between regions because of 
competitiveness, resources, scale and other factors. Regional income disparities of 
more than 5:1 have been observed in Indonesia. See Chapter 4. 

• Models tell us little about why some regions and economies perform better than others.   

• Most of the neoclassical models assume that growth is mainly due to exogenous 
variables.   

                                                      
4 Pump priming involves governments taking a direct role in bankrolling major infrastructure projects to support 
economic development including tax incentives to attract industries, e.g. Batam Development Authority, 
Indonesia.  
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• Models can be antagonistic to the interest of communities, as they do not address 
issues of local market failures {Blakely 1994}.   

Despite these failures, the economic growth models described above still play a significant role in the 
thinking of planners and economists involved in regional development. Many regional development 
models continue to be applied, without questioning their relevance to context. There comes a point, 
sometimes, when environmental conditions, overpopulation, and resource exploitation make it 
sensible for governments to initiate a program of managed decline, rather than to promote growth. 
Governments are reluctant to do this for social and political reasons. However, when rural populations 
vote with their feet and move to cities in increasing numbers, as they will continue to do, it makes 
sense for governments to at least provide these citizens with the basic skills and competencies 
needed in their shift to cities. In this way they will be better equipped to contribute to urban life and 
development, rather than join the growing ranks of the unskilled urban poor. 

Many regions are in terminal decline, yet no models exist for downscaling and restructuring regional 
economies to operate with smaller populations. The only policy seems to be abandonment. The 
Government of Western Australia is one of the few governments that have developed a policy for 
managed regional decline. It has designated regional service towns for relocation of key government 
facilities and to manage the decline of smaller farm holdings and towns. In the process, farm 
amalgamation and crop diversification have been encouraged to increase productivity and to develop 
more competitive agricultural production units in the agriculture sector. 

Spatial Dimensions and Regional Economic Growth 
There is a branch of economic theory, which focuses on investment location: it influences both 
government and business decisions on where to invest in new manufacturing and service industries. 
The different models described above have concentrated on the development of endogenous and 
exogenous factors, but it is the way these are linked to spatial planning ideas that has had the 
strongest influence on patterns of regional development. The most important spatial planning theories 
shaping the policies of governments in Asia on regional development planning are: industry attraction 
theory, growth pole theory, technopoles, agropolitan theory and focal regions. 

Industry Attraction Theory 

Industrial attraction theory is a strategy used extensively by governments in developed economies. It 
has been applied in recent years in the more mature Asian economies and lately in transforming 
socialist economies. The basic theory is to offer incentives and subsidies to attract major corporations 
and investors to locate in a region. It is based on the assumption that a local multiplier effect will lead 
to increased employment, taxes and benefits to offset public outlays and subsidies used to attract 
businesses to existing industrial centres. Historically, this approach has generated significant benefits 
to regions {Roberts 2002}. Thailand and Malaysia have made extensive use of industry attraction 
theory as an economic tool. However, footloose industries drawn to regions are often dependent on 
incentives and tax relief to be competitive. When these finish there is a propensity for such industries 
to again relocate, to take advantages of incentives offered by some other country. This can lead to 
regional disinvestment. 

Growth Pole Theory 

Growth pole theory {Perroux 1955} is geared strongly to spatially focused incentives and significantly 
influenced thinking and practice related to industry development in the 1960s. Growth pole theory is 
an extension of economic base theory and was used to develop the steel, chemical and textile 
industries in many countries {Hanson 1996}. It was often applied to reinforce the development of 
regions that lagged in order to prevent further industrial decline. Common strategies used to promote 
regional growth poles described by {Flynn 1995} include: 

• Development of industrial estates and economic enterprise zones 

• Recruitment of firms from other regions and countries 

• Support for new start-up technology-based firms 

• Revitalization of established businesses 
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• Support for the development of import substitution 

• Support for new businesses and 

• Developing self-reliance. 

Growth pole theory combined with industry attraction theory has been used widely in many countries. 
Indonesia’s National Development Policy (2005) prepared by Bappenas emphasizes the development 
of growth poles. Most growth poles are based on a supply side premise of building infrastructure to 
attract investment using a range of incentives. This often requires substantial public investment and 
support to hedge against the initial risks associated with the development of the growth poles. Many 
growth poles are currently suffering from a failure to respond to market needs (Batam in Indonesia is 
one example) and the lack of strategic infrastructure needed to support the growth of industry 
clusters. 

Technopoles 

The concept of technopoles is Japanese {Castells & Hall 1994} and has been used in many countries; 
examples include Science Parks in the UK, the Brain Park in Rotterdam and Research Triangle 
Institutes in the US. Technopoles drew on the concepts of growth pole and endogenous growth 
theory. The intent of technopoles was to develop concentrations of high technology activities in 
selected centres in order to accelerate the growth of high technology industries. Technopoles had 
strong associations with research institutions and universities: their purpose was to foster frontier and 
manufacturing-oriented R&D. Technopoles spawned the development of science and technology 
parks and incubator systems associated with universities in many OECD countries in the early 1980s.  

Technolopoles have been developed in north Asian economies, such as Japan and Korea, and more 
recently India {Biswas 2004}. Malaysia has attempted to develop a multimedia super corridor 
economy south of Kuala Lumpur based on the technopole concept {Ramasamy et al. 2004}. The 
Multifunction Polis, a technology community development project for Adelaide, was an attempt to 
develop a technopole in Australia. Its success was very limited. Indeed, many technopoles have failed 
because the technology strategy proposed aimed to import new technologies rather than develop 
local technologies and thus build on the core competencies and skills of a region.  

As with location and central place theory and growth poles much of the thinking about technopoles, 
focused on manufacturing and processing industries. This was because manufacturing tended to 
result in higher value-added and employment multipliers. Almost no thought was given to service 
industry technopoles. 

Agropolitan Theory 

The agropolitan approach to rural development developed by Friedmann and Douglas {Friedmann & 
Douglas 1975} was based on greater integration of urban and rural development at the local/regional 
level. The approach required access to agricultural resources, devolution of political and 
administrative authority to the local level, and a shift in government policies in favor of diversified 
agricultural outputs {PADCO 2004}. The focus of agropolitan activities was smaller sub regional 
market towns. Central and state/provincial governments were responsible for developing rural non-
agricultural functions as well as political and administrative functions in major market towns to act as a 
catalyst for rural-urban development. 

Focal Regions  

More recently, international agencies in the Philippines and Vietnam have been examining the 
concept of focal regions. Focal regions apply the agropolitan concept but on a broader scale. They 
emphasize the development of strategic infrastructure in provincial capital cities, to develop a hub for 
regional business, social and government activities. The city then becomes a mentor, training 
personnel in surrounding municipalities/local governments. The theory is to develop the capacity of 
the regional hub to be able to train and build regional governance, business and infrastructure to 
better service the development of a region. A good example of a focal region approach is Metropolitan 
Naga in the Philippines. (See case study Chapter 5.)  
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Failure of Old Regional Development Growth Models 
The relevance of many of the regional development theories and models in an environment of 
globalization and decentralization is being increasingly challenged. Regional economies now operate 
under more open and competitive environments, where the rules of trade, development and 
investment tend to be set by the World Trade Organization, the IMF and global business, rather than 
by national governments. International standards have been applied to a wide range of production 
processes and the employment of child labor. Nations are being made more accountable for their 
actions, and are less able to dismiss international media concerns. 

In this respect, one of the most significant criticisms leveled at regional development models is their 
failure to consider sustainability issues. Authors like Brohman {Brohman 1996} have criticized the 
Asian economic development models because of their lack of consideration of social and 
environmental impacts. Some endogenous growth models result in unsustainable consumption 
because the focus is on continually boosting demand for new products and services, which results in 
excessive consumerism, and demands on limited non-renewable resources. Development focused on 
the shortening of product life cycles to boost consumption is not likely to be sustainable. 

The recruitment and inducement of smokestack industries has been a popular strategy by state and 
local governments in several countries, but it has too often led to zero net gain. As one region or state 
offers incentives to buy the relocation of footloose industries from another, the region that loses an 
industry will experience a negative cumulative causation effect on employment and investment. Porter 
{Porter 1990: 89} in the Competitiveness of Nations argues:   

The view that ‘smokestack chasing’ by state governments is destructive competition is based on an 
inappropriate conception of regional or state policy. When states use tax incentives and subsidies to 
bid against each other for every new plant, the competition is indeed zero-sum. But by investing in 
specialized training, building cluster-specific infrastructure, and improving the business climate with 
streamlined regulations, states can attract investment and upgrade the national economy. 

The experience of growth poles, especially in Asia, is they have not resulted in sustainable 
development outcomes. There is evidence to suggest that the policies implemented to foster growth 
poles and technopoles has strongly favored major urban areas, undermining efforts at regional 
decentralization and stabilization {Markusen 1996}. Often the industrial base is very narrow, exposing 
the region to high risks in the event of a structural change in demand or a sudden change in global 
economic conditions, especially if the firms and businesses making up the growth pole are involved 
only in component manufacturing for export to assembly plants elsewhere. Such a situation has 
occurred with the electronics industry in Batam, Indonesia. 

Growth poles, particularly in some of the export processing zones in Asia, have led to concentrations 
of waste and pollution resulting in significant environmental and community health problems (Gupta et 
al. 2002). Much of this is attributed to poor land-use planning and inadequate control over 
development and policing of emissions. Growth poles have also created regional income disparities 
by offering employment opportunities and higher wages which has induced migration of skilled 
workers from poorer regions (Glassman & Sneddon 2002).  

Concerns about the impact of various economic development models on regional income and poverty 
are not just confined to developing nations. Significant regional disparities have emerged in advanced 
technology regions, which have focused on endogenous growth, e.g. the Silicon Valley region in 
California. The high salaries paid in the IT industry have had a substantial impact on house prices and 
rentals, effectively excluding low income service workers from living in the region. This is turn has 
added to labor shortages in such sectors as education, police and domestic services. In addition, the 
information revolution is leading to the formation of a powerful technological and information elite, 
distinct from the poorer technologically disadvantaged regions. A similar pattern of development is 
emerging in places like Bangalore, India, which has become a world leader in IT. Such patterns of 
development are not socially sustainable. 

To address this issue regional development needs to broaden the beneficiaries of economic growth. It 
must become pro-poor. It is essential that there are opportunities to enlarge the industrial base and 
develop industry clusters, which create jobs and increase the value-added component of regional 



 26 

income. {Anderson 1994; Enright 2000}. Endogenous economic strategies that focus on increasing 
returns from knowledge offer opportunities for achieving more sustainable forms of regional 
development in the future. On the whole, the employment that is generated in regions will occur in 
service industries, mostly located in cities and towns, and will require an increasing demand for 
knowledge-based skills. Investment in human capital and technology will have a major bearing on the 
ability of these regions to achieve increasing, rather than diminishing, returns from industry 
investment.   

While the focus of academic interest has been on economic and spatial planning models, and their 
inability to deliver sustainable regional development outcomes, weak governance is probably a 
greater contributing factor to the problems of regional development. The unwillingness of 
governments to uphold the rule of law, the lack of transparency and accountability, corruption, lack of 
community engagement, and poor planning and management are all factors undermining good 
governance frustrating many endeavors to improve sustainability. Few regional economic and spatial 
planning models make mention of the importance of good governance in achieving sustainable 
development outcomes. It is assumed existing structures of governance can deliver sustainable 
regional development. The failure to implement many regional development plans suggest they 
cannot, and new governance models are required. 

Need for New Regional Development Growth Models 
Old regional development models are not achieving environmentally sustainable development 
outcomes. Globalization is pushing us to develop new models. However, we still do not have models 
that can guide the actions of regional institutions and businesses operating under more open, 
competitive and risky economic conditions. We have even fewer ideas on how sustainable regional 
development can be delivered under these conditions. 

It is vital that regional economies learn to operate in more open and competitive environments, where 
the rules of trade, development and investment are set by the World Trade Organization, IMF and 
global business, rather than by national governments, as noted earlier. New models of regional 
development are needed that not only take into account these factors, but also they must be more 
explicitly focused on taking care of the environment, the poor and institutions of pro-poor development 
governance. If our goal is to develop economies that generate value-added outcomes and to 
distribute these efficiently and equitably we require a new roadmap to help create sustainable 
economies. A simple focus on competitiveness or livability is not sufficient to capture the integrated 
nature of the task.  

The new global economy is driven by the need to focus on competitiveness. For regions to grow they 
must develop competitive businesses, infrastructure and public institutions. Old models of economic 
development were based on the notion that competitiveness was derived from comparative and 
competitive advantage (Porter 1991). Both these approaches to competitiveness have not delivered 
sustainable development outcomes. Many see the focus on competitiveness as one of the principle 
reasons why it is not possible to achieve sustainable development. Others consider there is an 
irreconcilable conflict between competitiveness and sustainable development. This is not necessarily 
the case. 

If we are to achieve sustainable regional development, we must change our thinking about 
competitiveness and sustainable development. Some regions of the world, e.g. Silicon Valley, are 
beginning to do this and are working towards developing a model based on collaborative advantage 
{Kanter 1995; Huxham 1996}. Collaborative advantage entails governments and business working 
together in a competitive and responsible way (copertition) {Brandenburger & Nalebuff 1996}. It offers 
a pathway towards a more sustainable development future. 

Collaborative advantage also involves developing and using networks, partnerships, alliances, 
clustering and resource leveraging to create a competitive environment that encourages and rewards 
innovation, new ideas, products, systems and opportunities. The focus is on ways of doing things that 
lead to increasing rather than diminishing returns. The idea of collaborative advantage is embedded in 
endogenous growth theory, clusters, industrial ecology and natural systems development. Exogenous 
costs are not externalized but captured to create value-added products and services, with 
environmental and social benefits. The concept of collaborative advantage is demonstrated in the 
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industrial city of Kalundborg5

Decentralization and Regional Development  

, Demark (see best practice case study on industrial ecology in the next 
chapter) and offers a new way of thinking about sustainable regional development. The concept will 
be developed further in Chapter 6 when the frameworks for improved sustainable regional 
development are discussed. 

Decentralization has become the catalyst for renewed interest in regional development. There is an 
increasing volume of literature on the subject, much of which reports on the problems being 
experienced with its implementation. For most countries, however, decentralization is a new 
phenomenon, and it will be many years before its success or failure can be fully assessed. The 
following outlines the experience of decentralization in Asian countries and the impacts it is having on 
the way regions implement regional development. 

Forms of Decentralization  
Decentralization, involves a fundamental change in the way national governments govern and support 
regional development. It takes several forms. It may involve deconcentration (e.g. physically shifting 
functions within the central government out of headquarters to regions); delegation (e.g. transferring 
some responsibilities to another tier of government or agency to administer on behalf of central 
government); or devolution (e.g. transferring full responsibilities to sub national governments and 
agencies); or combinations of the above. The extent to which countries decentralize varies 
significantly and is affected by many factors. This makes cross-country studies on the impact of 
decentralization on regional economic growth difficult to undertake {Martinez-Vazquez & McNab 
2003}. 

Decentralization involves more than changing inter-governmental arrangements on financial 
transactions and service delivery functions. It also involves empowering regional 
governments/business and civic society to think more globally but act locally (and vice versa), with a 
focus on improving factors of local competitiveness to create opportunities for encouraging economic 
development and investment. Many national governments see these actions as a grave threat to their 
role and authority in shaping and maintaining the nation state. However, the power and relevance of 
the nation state is diminishing whether national governments like it or not {Krugman 1997}, so 
learning to develop and apply successful new models and approaches to regional development under 
decentralization is something all regions must learn, if their economies are to flourish and the idea of 
a nation state is to survive.  

Factors Responsible for Decentralization 
There are many reasons why countries decide to decentralize. For some countries, decentralization 
has been driven by the demands for greater democracy and autonomy by people living in non-capital 
city regions. This situation has been precipitated by political and ethnic crises, such as in the old 
Soviet Union, Indonesia and Yugoslavia. In other countries, for example Mexico and Brazil, 
decentralization has been propelled by central government concerns to reduce overburdened and 
oversized central government bureaucracies. These countries have decided to devolve 
responsibilities for the delivery of public services to regional and local government levels, where they 
can be delivered more efficiently. 

Not only have there been different reasons why countries have decided to decentralize, there are 
significant differences between countries in the way they have undergone decentralization. Indonesia 
introduced decentralization in 2001 under Law 22/1999 (Regional Governance), transferring more 
than 2.3 million public officials from central to regional agencies {Turner et al. 2003:37}. The 
Philippines began the process of decentralization in 1992 but until recently many functions still 
remained with central government6

                                                      
5 The Industrial Symbiosis at Kalundborg, Denmark:http://www.indigodev.com/Kal.html 

. Some federalist systems, e.g. Malaysia and Australia, have given 
regions or states considerable autonomy to develop more independently. Other countries, such as 
Vietnam, gave very limited control to regional/provincial government, until recently. Ironically, while 
institutional governance systems are becoming more decentralized, private sector corporate 

6 RA 7160/2004  (Joel can you find the title of this order related reducing central agency funds that previously 
went to pay for LGU services. 
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governance is tending towards greater centralization. This presents a paradox, as corporations have 
no responsibility to be accountable to regional/local communities for actions or consequences of 
development decisions they make. 

In all countries, the impact of globalization and the opening up of national economies to competition 
has created pressure for greater decentralization. Globalization is leading to regions becoming more 
specialized {Ting Gao 2004; Porter 1998}. It is also generating the need for regions to create some form 
of identity, or point of difference, to counteract the sameness of many features of internationalization. 
It is the differentiation of products and services that gives rise to pressures for greater autonomy in 
regional decision making, allowing regions to make choices about what they will, or will not, permit to 
be developed. The need to give greater autonomy to regions to respond to changing global economic 
conditions to maintain identity and competitiveness is progressively undermining the power and role 
of the nation state {Ohmae 1996}. 

Decentralization in  Asian Countries  
In Southeast Asia decentralization is a relatively new phenomenon. Most countries in the region, until 
the mid 1980s, had highly centralized and relatively stable governments with strong, but dictatorial, 
leaderships. The countries that began to decentralize earliest were Malaysia (1985) and the 
Philippines (1992) in response to regime changes. China and Vietnam initiated programs giving 
greater responsibility for development to provinces. China, in particular, began an ambitious program 
to attract foreign investment into dedicated economic enterprise zones (SEZs), especially in the 
southwest. These enterprise zones were designed as growth poles to spearhead the modernization of 
Chinese industry. The fall of the Marcos regime in the Philippines (1986) led to immediate pressure 
for decentralization resulting in the 1991 Local Government Code, which set out administrative and 
financial responsibilities and revenue sharing arrangements for the various levels of government. 
(See Chapter 5.) 

Decentralization really gathered momentum after the 1997 Asian financial crisis. The crisis forced 
Indonesia, Malaysia, Thailand, Vietnam, and to a lesser extent Laos and Cambodia, into a program of 
reforms which included decentralization. Thailand introduced decentralization under its 1997 
Constitution and followed with legislative changes in 1999 to increase the total share of national 
government expenditure disbursed by local government {ILO 2003}. Cambodia introduced 
decentralization in 2002. Japan has undergone a progressive program of decentralization that began 
in 1947, but involved a massive program of sub-national local government alliances in 1996. 

Indonesia began a program of decentralization in 1999. It introduced Law 22 on Regional Governance 
and Law 25 on the Fiscal Balance Between the Central Government and the Regions, which became 
effective in January 2001, creating 33 provinces and more than 384 urban and rural regions. Malaysia 
has devolved numerous economic development functions to states to encourage greater competition 
for growth between states. The financial crisis not only caused many countries to resort to major debt 
restructuring but also to a restructuring of their governments. Regions were incensed with the level of 
wealth and corruption that had amassed in national capital city regions and demanded more 
decentralized, open and democratic systems of government. 

Impacts of Decentralization on Regional Development in Southeast Asian Countries 
Impact on Economic Development 

Current literature provides very little insight into the impact of decentralization on regional 
development in Southeast Asian countries. It is still too early to draw any conclusions about the 
benefits of decentralization; further examination is required. Research on decentralization and 
regional development is hampered by the lack, and poor quality, of data, which varies between 
countries. It is also difficult to compare countries because the levels of decentralization arrangements 
are different. Typically the measure of income and gross regional product (GRP) per capita figures for 
resource rich regions are misleading as they include the value of mining, which does not necessarily 
result in significant direct benefits to local communities {World Bank 2003:30}. Rural income levels 
remain high in some resource rich regions. 

The experience of decentralization in other countries suggests that it may exacerbate income regional 
disparities. Regional disparities appear to increase after decentralization, as better-endowed regions 



 29 

are able to capitalize on their competitive advantage – especially regions which have well-developed 
infrastructure and support services linked into global networks and trading systems. After 10-15 years, 
some poorer regions manage to close the gap with the support of central government assistance 
programs. This has occurred in various South and Latin American countries {Bird & Villancourt 2003}. 
However, under more open market conditions, central governments are now less able to provide 
direct support for regional development or protect regions from competition as they used to. 

The rate at which countries undergo decentralization seems to have a significant influence on its 
success. Countries which have prepared for decentralization and executed it gradually over 10 years 
have generally been more successful in reducing regional disparities than those that have rushed into 
the process. This is certainly the case for Indonesia, where many regions are struggling with the 
practicalities and laws related to decentralization {Islam 2003}. An unpublished ADB report prepared 
in 2002 (source unknown) indicated that less than 69 of the 385 then regions in Indonesia had 
sufficient capacity to implement Law 22/1999 related to decentralization. The Philippines, which 
prepared for decentralization in 1992, has also been slow in implementing particular reforms 
necessary to realize the benefits from decentralization (World Bank 2005) 

Regions like Metropolitan Bangkok accounted for more than 39 percent of national gross domestic 
product in 1999, making it extremely difficult for other parts of Thailand to compete for investment 
{Glassman et al. 1999}. Thailand is taking steps to address this issue, recognizing that strategies for 
national development focusing on capital city development are extremely high risk. The 1997 financial 
crisis hit the Thai and the Bangkok economy very hard, whereas the Philippines and Indonesian 
economies, with more distributed investment and development, were less affected. 

Impact on Regional Government Administration 

The impact of decentralization in Southeast Asia on unitary states like Indonesia and the Philippines 
has fragmented the structure of regional and local government. In the Philippines at the time the Local 
Government Code was introduced in 1991, there were XX provinces and YY municipalities. In 2005, 
this had increased to XX provinces and YY municipalities. In Indonesia at the time of deregulation in 
2001 there were 30 provinces and 385 regions or districts. Future requests for additional provinces 
and regions are pending in both countries. 

In federal states like Malaysia and a unified Vietnam, the number of provinces has remained the same 
under decentralization. In other Asia countries, such as Korea and Japan, decentralization has 
resulted in a substantial reduction in the government administrative area. In 1948 Japan had 10,499 
local government units {Hoshina 2004}. In 2000, this was reduced to 1,485. The decision by the 
Ministry of Home Affairs in 1994 under the Sub National Local Alliance was intended to improve the 
efficiency and effectiveness of regional government, and has resulted in significant cost savings. 

Decentralization in Indonesia and the Philippines has led to continued fragmentation of regional and 
local governments through the creation of new provinces and local governments. This is contrary to 
what is happening in most developed countries where the focus is on the amalgamation of local 
governments to build stronger and better-resourced regional units of governments. Indonesia and the 
Philippines need to realize that fragmentation of regional government is undermining the 
competitiveness and stretching the capacity of regions to support regional development. 

Impact on Regional Poverty  

Evidence that decentralization contributes to a reduction in regional poverty is, at this stage, 
inconclusive. Most developing countries were already experiencing overall reductions in levels of 
poverty before decentralization programs commenced. However, it is apparent in all Asian developing 
countries, except for Thailand, that regional income inequalities are widening {Shankar & Shah 2003}. 
Studies by the SMERU Research Institute7

According to Shankar & Shah (2003:31)  

 {Sudarno et al. 2004} on regions in Indonesia suggest that 
good governance has had the most significant impact on poverty reduction. Decentralization, without 
governance reform, would seem to have little effect poverty reduction. 

                                                      
7 http://www.smeru.or.id/ 
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Federal countries do better in restraining regional inequalities than countries which operated 
under unitary structures. This is because widening regional disparities pose a greater political 
risk in federal countries. In such countries inequalities beyond a threshold may lead to calls for 
separation by both the richest and the poorest regions. While the poorest regions may consider 
such inequalities as manifestation of regional injustice, the richest regions may view a union 
with the poorest regions possibly holding them back in their drive to prosperity in the long run. 

It appears poorly implemented decentralization will increase both intra and inter-regional income 
disparities. Regions that received substantial government support and investment in the past are in a 
position of natural advantage under open market economy conditions. People living in poor regions 
will continue to migrate to urban areas (especially metropolitan centers) where the prospects for 
employment and improved future well being are much greater. An increase in urbanization in rapid 
growth regions is therefore inevitable.   

Regions that have poor strategic infrastructure, weak governance and human capital will, for the most 
part, be in the position of playing catch up. Such regions will struggle to attract investment, and face a 
future of stagnation and population decline. This raises important and sensitive issues about whether 
central governments should consider regional development policies to support managed population 
decline, by preparing rural populations with basic skills to participate in an urban workplace once they 
have decided to migrate. Currently, most migrants to urban growth regions have few skills and 
subsequently end up joining the informal economy {Satterthwaite 2004}.  

Policies to manage regional population decline – especially targeted at rural areas – may create 
possibilities for land reform and greater mechanization in the agriculture sector, both of which are 
needed to improve productivity and reduce poverty. This has occurred inadvertently in developing 
countries, where diminishing regional populations have led to land amalgamation and the 
establishment of new agricultural activities. In Malaysia, commercial farms in some states have 
replaced subsistence farming practices leading to new industries, rising regional incomes and 
increasing demand for semi-skilled (often foreign) labor. In many poorer regions of Asia, agrarian 
reform programs, land disputes, fragmentation and absentee ownership compound the problem of 
rural poverty. The Philippines Comprehensive Agrarian Reform Program (CARP) has marginally 
improved rural poverty, but it has not led to significant new investment in the sector {Institute of Social 
Studies (ISS) 2004}. In the long term, continued fragmentation of land into small lots may end up 
being a contributor to rural poverty, as farm units become uneconomical. 

Regional Public Sector Financial Management  

Most governments in Southeast Asia have recognized the need for even spatial development to avoid 
social tensions {Sjöholm 2000}. As a result, an ambitious program for the inter-regional transfer of 
resources and regional policy frameworks has existed for many years {Hill 1997}. Unfortunately, what 
began as relatively efficient systems for regional development planning and transfers under unitary 
governments in the 1960s and 1970s became progressively undermined by political corruption in the 
1980s. By the late 1980s significant distortions in regional transfers and development priorities had 
emerged, with disproportionate levels of public and private investment going into the region’s capital 
cities. Capital metropolitan city regions grew to the detriment of other regions. 

Decentralization led to the establishment of formula-driven approaches to regional transfers and 
national income sharing arrangements. Population, areas and other variables determined the 
formulas for revenue allocation. In the Philippines the Internal Revenue Allotment (IRA) comprises 40 
percent of national tax revenues. In Thailand, the regional government share of national revenue was 
set at 8 percent in 2000 but is to rise to 35 percent in 2006. In Indonesia, the general allocation fund 
(DAU) is set at 26 percent, with a special allocation fund (DAK), which involves a share of the nation’s 
natural resource wealth. In Malaysia, states receive an allocation of approximately 20 percent of 
national revenues {Wescott & Porter 2002}. The formula for resource sharing is more flexible in some 
countries than others. 

The regional transfer process has introduced greater transparency and accountability into 
development financing and provided a more equitable basis for the allocation of national tax and other 
income revenues. However, there is little evidence to demonstrate – especially in countries like 
Indonesia and the Philippines – that decentralization has improved regional financial management or 
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revenue collection. Regional financial management, particularly tax collection and assets appraisal, is 
poor. In the Philippines regional revenue collection dropped after decentralization {Azfar et al. 2001}. 
Many regional governments are happy to receive the transfer allocation but do nothing to improve the 
local tax revenue base.  

The weakness in the regional financial transfer systems in Southeast Asia is that these systems do 
not provide incentives to improve regional governance and financial management. Enhancing 
financial management is critical to improving the competitiveness and efficiency of government 
agencies. In Australia local governments were forced to reform under the National Competition Policy 
{Hilmer 1993}. The policy introduced competition and ensured that governments could not use their 
monopoly powers to charge excessive fees for services. In addition, when Australia changed its 
regional revenue sharing arrangements with the introduction of a goods and services tax (GST) in 
2000, the Federal government required financial reforms in all the states and territories in return for 
them getting all GST revenues. The states have benefited significantly from the introduction of the 
GST. The GST reforms provided a fairer basis for sharing revenues, reduced a range of differential 
taxes on transaction costs and established a set of more equitable policies for attracting business and 
private investment. However, while Australian states have enjoyed considerable revenue increases as 
the result of the introduction of the GST they must now look for efficiencies and investment 
opportunities, rather than additional taxes to support state revenues for development. 

In Southeast Asia decentralization has not generally improved public sector financial management 
{Wescott & Porter 2002}. Some regional and local governments, especially in Indonesia, have viewed 
decentralization as an opportunity to borrow excessively, assuming central governments will cover the 
cost in the event of a loan foreclosure {Lewis 2003}. Regional public sector borrowings are still 
centrally controlled and regional governments are seldom required to provide collateral or security for 
development loans – hence the tendency for regional governments to be less vigilant about loan 
portfolio management.  

In addition, few regional governments have a proper balance sheet detailing the quantity and value of 
the assets they own. Regional government bonds and loans are still guaranteed by central 
government because regional governments do not have credit ratings. The lack of credit ratings for 
regional governments penalizes better performing regions, which pay similar interest rates to the poor 
performing regions. There are few incentives to improve public sector financial management.  

Most decentralization legislation provides regional governments with powers to collect and introduce 
local taxes; however, many of these taxes flow onto central government. The tax regimes for regional 
and national tax collection are complex, with some local/regional governments collecting more than 
30 local taxes {LAMP 2002}. In many cases, land and property tax valuations have not been updated 
for many years so that revenue collection costs actually exceed the revenues collected. Reform and 
simplification of local tax systems is essential to improve regional financial management.  

The various regional transfer arrangements established under decentralization laws in Southeast Asia 
have tended to focus on ensuring equity for national revenue sharing, rather than providing a basis for 
enhancing regional competitiveness. The Indonesia special allocation system, DAK, recognizes the 
need to provide additional funds to regions that have the potential to generate wealth and investment, 
but the funds allocated have been minimal. It will be extremely difficult for governments in the region 
to change the current regional financing mechanisms to a more competitive model. Other means must 
be identified to enhance regional governance and financial management competitiveness if these 
regions are to have a sustainable future.   

Regional Investment and Development 

Data on regional investment and capital flows (especially private capital) is very difficult to obtain. The 
primary flows of capital and investment into regions are inter-governmental transfers and investments 
by state-owned enterprises (SOEs); foreign direct investment (FDI) and overseas development 
assistance (ODA); foreign, national and local business investment; and repatriated earnings. The later 
involves domestic and international transfers from nationals living overseas or outside the region 
permanently or for short-term periods. In the Philippines international repatriated earnings exceed 
US$8 billion a year (see Chapter 5). The impact of domestic and international repatriated earnings for 
regional development is significant, but poorly understood.  
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Foreign direct investment (FDI) and overseas development assistance have played an important role 
in regional development. Governments in East Asia have actively brought FDI and ODA investments 
under an overarching framework that managed the development process. In most cases, that 
framework took the form of five-year (or longer) development plans. ODA is used to supplement 
national reforms and development programs, some of which are discussed in the next section. Over 
the past 15 years FDI and ODA donors have particularly favored nations that adopted market-oriented 
frameworks. Governments in Southeast Asia having moved towards more market-oriented economies 
have especially benefited from FDI and ODA assistance {Sjöholm 2000}. 

Table 2.1: Direct Foreign Investment in Asia-Pacific 2000 (US millions) 

Economy US$ million % 
Australia 13,978 13.3 
Japan   9,326 8.9 
Korea   1,972 1.9 
Indonesia -1,532 -1.5 
China 52,700 50.1 
Hong Kong SAR  13,718 13.0 
India   3,449 3.3 
New Zealand      367 0.3 
Singapore  7,655 7.3 
Philippines  1,111 1.1 
Taiwan  1,445 1.4 
Thailand  1,068 1.0 
Total      105,257 100.0 

Source: New South Wales Department of State and Regional Development (DSRD), 2002. 

Since the 1997 Asian financial crisis, most Southeast Asian economies have struggled to attract FDI. 
Table 2.1 shows direct foreign investment for Asia and the Pacific in 2002. The growth of China has 
led to a marked shift in FDI. More than 50 % of DFI in Asia-Pacific goes to China, and most of this to 
three provinces. Political instability in Indonesia, the Philippines and Thailand has created a climate of 
uncertainty, which has resulted in a marked downturn in foreign direct investment to these countries. 
Evidence from Indonesia (see Chapter 4) suggests that since decentralization FDI and ODA directed 
to poorer regions is declining and instead is being attracted to regions that are initiating reforms and 
are more directly linked to the global economy. These regions also have more competitive 
infrastructure and governance systems.  

Domestic and international remittance earnings are an important source of capital for investment in 
regions. For the Philippines repatriated earnings are high (See Chapter 4). Historically, remittance 
earnings to families in regions have been used to support investment in housing, small business 
ventures and to supplement family income. Anecdotal evidence suggests that with increasing 
numbers of 19-35 years olds migrating to cities from poorer regions, repatriated earnings are being 
used to purchase consumer goods, supplement child rearing carried out by grandparents, and provide 
aged support, rather than being used for investment in fixed assets and wealth generating 
businesses.   

Growth in most poor regional economies in East Asia is being driven by consumerism, rather than the 
development of value-adding enterprises. Interviews with regional senior government officials that 
were conducted to prepare the country studies presented in Chapters 4 and 5 revealed that poorer 
regions focus on consumer-driven development. The importance of attracting national/international 
supermarkets and franchise chains is seen as a key benchmark of regional progress. Not many 
regions seem to understand the significance of developing value-adding strategies as the major thrust 
of regional development. Decentralization creates opportunities to develop more open, competitive 
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and value-added based economies, but it is apparent few regions understand how to do this and 
some do not understand why it is important. 

One final point that has emerged from the investigation into decentralization and regional finance is 
the role played by the banking sector in supporting regional development. It seems anomalous, that 
while decentralization is endeavoring to devolve decision-making and responsibilities in the public 
sector to regions, the opposite is occurring in the financial sector. Control over decisions about 
regional investment finance appears to have become more centralized.    

Regional banks are benefiting from growing consumerism and the monitization of the economy. 
However, regional branches of banks appear unable to identify which bankable projects to invest in 
and are transferring surplus capital to headquarters in capital city regions, where it is being utilized for 
a range of investments8

Quality of Governance  

. Central office portfolio lending polices limit the discretion and amount of 
capital regional managers can lend. In many developed countries, regions have established local 
banks as a means of plugging the leakage of capital through the national banks. Greater deregulation 
and competition in the financial sector is essential to improve the competitiveness of the regional 
banking sector and to retain capital in regions. As a result governments need to encourage the 
development of regional and community banks. 

There are relatively few cross-country studies which have examined the relationship between 
decentralization and improvements in the quality of regional governance {USAID 2002; Bardhan 
2002}. This is mainly because decentralization is relatively new to most countries and the levels of 
decentralization vary significantly between countries. The consensus is that decentralization creates 
opportunities for better governance; however, there is also evidence that decentralization can lead to 
the transfer of some of the worst practices of central government to regional governments, especially 
corruption. {Andrianto 2004; Sudarno et al. 2004; Fisman & Gatti 2002; World Bank 2003}.  

In the Southeast Asian context, many regional institutions were ill prepared to take on the 
responsibilities for executing the specific functions delegated to them by respective decentralization 
legislation. The weakness of institutional and human capital remains a significant problem in 
achieving good regional governance. In many cases central government finance-sharing mechanisms 
have not assigned adequate resources to implement the programs and services previously provided 
by central government agencies {Turner et al. 2003}.   

The application of good governance practices has proved difficult, especially in Indonesia {World 
Bank 2003}. It is considered that the shortness of electoral cycles and the introduction of more 
democratic structures tempt elected senior officials to become engaged in corruption at an earlier 
stage than previously was the case – especially through involvement in dubious public contracting 
arrangements and approval of development projects. The shortness of electoral cycles causes public 
officials to focus on short-term planning and budgeting, rather than the long-term development needs 
of regional economies. This is the case in both the Philippines and Indonesia where development 
plans are tied very closely to electoral cycles.  

The success of decentralization depends very much on how well it is planned and implemented 
{World Bank 2003; USAID 2002}. It takes time to establish strategic infrastructure and governance 
structures to create a credible investment climate and for regional governments to develop a 
reputation for quality of service delivery. The experience in most developing countries suggests that 
decentralization has not led to improved governance. There is as much resistance to institutional 
reforms at the regional level as there is at the central level {USAID 2002}. Decentralization often 
reinforces parochialism, which poses a significant impediment to reform, especially as regional 
economies are exposed to greater competition, and need to be able to take advantage of the 
opportunities of integration and improved economic performance into global trade networks. 

                                                      
8 Discussions held with regional bank managers in Naga (Philippines) to gather information for this study 
indicated they were not able to secure sufficient bankable projects. Subsequently potential investment capital 
from branches was being transferred to central offices. Centrally controlled portfolio lending policies and 
approvals gave local managers limited autonomy to invest in higher risk, but potentially profitable value-added 
projects.   
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International Development Agency Roles in Assisting Decentralization 

International development agencies have played a pivotal role in assisting governments to implement 
decentralization reforms and capacity building projects. USAID has developed considerable 
experience in assisting with decentralization in Latin and South America, which decentralized much 
earlier than Asian and African nations. It has also been extensively involved in decentralization in 
Indonesia through the Performance-Oriented Regional Management (PERFORM) project and in the 
Philippines through the Governments for Local Development (GOLD) project described later. These 
programs have been aimed at good governance and financial management.   

Both GTZ (The German International Aid Agency) and CIDA (Canadian International Development 
Agency) have had an active interest in regional development and local government institutional 
capacity building in the Philippines, Thailand and Indonesia. AusAID, through its Provincial and 
Regional Municipal Development Program (PRMDP) with the ADB in the Philippines, and the 
Indonesia-Australia Specialised Training Program (IASTP) in Indonesia, have assisted regional 
governance capacity building for decentralization. Japan has also provided extensive technical 
assistance for local government reform throughout the region.  

The ADB, World Bank and UN agencies have all given strong support for decentralization programs in 
Asian countries. The ADB has supported more than 20 programs of assistance involving 
decentralization, as have the UN and the World Bank. Most international development agency 
assistance to decentralization programs is guided by country program strategies (negotiated with the 
recipient or lending government) and the agency’s priority program activities. Poverty alleviation, good 
governance, provision of basic services, and health and education programs are common 
development assistance themes for all countries and development agencies. These themes are also 
linked to the UN Millennium goals and development program.  

In addition to the programs provided by international development agencies, there are hundreds of 
NGO programs and projects designed to assist decentralization. With so many international 
development agencies and NGOs involved in supporting decentralization programs, a plethora of 
systems, practices, standards and procedures has eventuated throughout the region. This has led to 
considerable confusion, overlapping effort, and wasted resources and technologies from ODA 
assisted projects {Binnendijk 2004}.  

There have been attempts at developing integrated or holistic multi-sector programs of assistance to 
regions, such as the UNCHS Accra Planning and Development Program in the 1990s and the Urban 
Management Program for Ho Chi Minh City and Hanoi in the mid 1990s. In addition, the World Bank 
attempted an integrated sector project to strengthen the capacity of provincial and local government in 
the Chukurova Region of southern Turkey in 1985 under a decentralization program, with unfavorable 
results. 

On the whole, integrated regional development projects have proved difficult to control because of 
their complexity. As a result development assistance agencies prefer to engage in simpler and more 
manageable regional sector projects to improve financial management, HRD development, strategic 
planning, assets appraisal and management, and economic development in most cases without an 
overarching integrated planning framework. What results is a disjointed approach to regional 
institutional capacity building, with technology, equipment and/or human resource deficiencies 
emerging across these regional institutions. The World Bank, ADB and other development agencies, 
often cites this problem in project completion reports.  

What is lacking in all Southeast Asian countries is a national framework that provides for integrated 
and coordinated programs of international development agency and NGO assistance to support 
decentralization. Donors and international development agencies meet occasionally to coordinate 
their programs, but there are few examples, even involving only two donors of multilateral coordinated 
programs of assistance to support capacity building for decentralization. Subsequently agencies end 
up funding sectors or component projects.  
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Decentralization and Regional Development Lessons  

As mentioned earlier, there is a very large volume of literature documenting country experiences of 
the decentralization process {USAID 2002; Turner et al. 2003}. However, because of the differences 
in political systems (centralist vis federal; two tier vis multiple tier structures), and the nature and the 
pace at which countries have decentralized, it is difficult to draw specific conclusions about the 
success of decentralization programs. The general consensus on decentralization seems to be that 
beyond the obvious areas of central government responsibility (such as macroeconomic policy, 
defense, foreign policy and other matters of obvious national interest) real decision making should be 
undertaken as close as possible to stakeholders, and that competition between regions is desirable 
{USAID 2002}.   

European models for decentralization place a stronger emphasis on equity than inter-regional 
competition {Ma 1997}. The intent in Europe is to try and establish an even playing field for 
competition by ensuring poorer regions have sufficient basic infrastructure and services to be able to 
compete in a more open and globally competitive environment. The generous grants and subsidies 
provided by the European Union to poorer regions in Europe are also intended to reduce regional 
income disparities and migration, especially from poor eastern and southern European countries. To 
an extent this model has been successful and has supported countries and regions such as Ireland 
and Catalonia to develop and catch-up to more advanced regions {Roberts 2003}.  

The European Union decentralization model however, has limited relevance to the poorer and more 
populated countries in East Asia undergoing decentralization, e.g. the Philippines, Thailand and 
Indonesia. These countries will have to go it alone, as there is no Asian economic community capable 
of funding the massive programs of support necessary to encourage more equitable regional 
development. Governments in the region will need to assist in whatever way they can to develop 
regionally competitive strategic infrastructure and to encourage the build-up of inter-regional and 
national trade.   

The following summarizes broadly some of the lessons gained from the experience of decentralization 
in East Asia and its impact on regional governance and development.   

Framework for Decentralization 
Decentralization should be undertaken only when clear policy frameworks for the transfer of 
administrative, expenditure and revenue responsibilities are firmly in place. Most countries have 
developed the legal mechanism for the transfer of administrative and financial responsibilities, but 
have been very slow in the development of regulations and administrative policies. This is especially 
so in Indonesia. It is also advisable to include arrangements for financial transfers and administrative 
structures in a single legislative program. In addition, resources and time need to be allocated to train 
personnel to ensure government administrations are competent to take on new responsibilities. 

National Standards of Governance  
The importance of national standards of governance at each level of government is essential for 
decentralization to effectively support sustainable regional development and have a measurable 
impact on poverty reduction. The potential benefits of decentralization in most Southeast Asian 
countries are reduced by a lack of national standards and policies on matters like asset appraisal and 
valuation, information, financial management planning and consultation. Many countries have 
introduced national standards for building construction, contract law, procurement and accounting, but 
the capacity and willingness to execute these standards is weak. It will take some years before the 
majority of the regions are able to meet basic standards, hence the need for significant investment in 
regional intuitional and governance capacity building. 

Pace of Decentralization  
There is no consensus in the literature on how far or how quickly decentralization ought to proceed, or 
how effective it has been in supporting sustainable regional development. For Southeast Asian 
countries the experience of decentralization has been relatively brief; the process is still evolving. The 
experience in other parts of the world, suggests it may take 10 years or more for the real benefits of 
decentralization to be realized {USAID 2002; Pru'homme 1995}. In some cases decentralization may 
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involve central governments taking back responsibilities until regions have the capacity to provide 
services at acceptable minimal standards.  

Central Leadership 
Central government leadership is vital in setting the framework for disbursements and revenue 
sharing, timing and overall priorities, and monitoring and evaluation of regional performance. Some 
regions have been very reluctant to grasp the opportunities of decentralization and have shown an 
unwillingness to change. Central governments must therefore play a key role in facilitating change 
management. This is vital in winning confidence and encouraging regional governments to take on 
new responsibilities. 

Arrangements for Dealing with Cross-border Jurisdictional Matters   
When there are several tiers of government or public administration, for example the five layers in the 
Philippines, central government must establish a framework to deal with cross-border jurisdictional 
matters, e.g. regional trade and provision of shared infrastructure services such as water supply and 
waste management. The failure of decentralization legislation to deal adequately with cross-border 
jurisdictional matters, including financial cost sharing arrangements, has become a major impediment 
to regional development. This becomes much more complex where international cooperation issues 
are involved, for example, economic rights involving fishing, mineral and petroleum exploration and 
water use. 

Incentives to Increase Regional Revenue  
One of the failings of decentralization in countries like the Philippines has been the weakness of 
reforms in local government financial management and revenue collection. Various international 
development agency projects (PERFORM, GOLD, PRMDP) have attempted to provide assistance to 
local/provincial governments to improve tax revenue collection and public sector financial 
management. They have, however, been broadly disbursed in geographic coverage and narrowly 
focused in their specific activities e.g. addressing accounting systems but not valuation systems. 
Positive results in specific activities were therefore either insufficient to change administrative systems 
as a whole or were reversed when external support ceased {Berg 2000; Catterson & Lindahl 1999; 
Crosswell 1998}. For this reason, many assistance programs have not proved sustainable, and there 
remains an overabundance of systems operating across regional government in most Southeast 
Asian countries. 

Incentives are needed for local governments to improve their revenue efforts and ensure the tax 
policy is nationally consistent. As already mentioned, in some countries regional governments collect 
more than 30 local taxes, some of which cost more to collect than the revenues they generate. 
Wholesale restructuring of local tax systems and the arrangements for regional collection of national 
taxes, is essential to increase the regional revenues collected under decentralization. Revenue-
raising strategies which involve unacceptable environmental practices and/or which place 
unwarranted constraints on regional development should also be discouraged. 

Future Challenges  

The dynamics of decentralization are changing constantly. Countries, which decentralized more than 
two decades ago, did so under economic conditions that do not exist today. Previously, national 
governments could shield industries and regions from competition. This no longer applies. Regions 
cannot be protected against the impacts of globalization or the changes that will result from the 
sweeping wave of free trade agreements that are emerging between countries. The major challenge 
for central governments in Southeast Asia is how to prepare and support regions to operate more 
autonomously and competitively under open market conditions. 

A recent World Bank report {World Bank 2003} on Indonesia noted:  

Indonesia’s decentralization and the Bank’s commitment to improve transparency and effectiveness in 
the use of its funds – call for new delivery mechanisms. The top-down provision of public services of 
the New Order regime is no longer an option for Indonesia or the Bank. Decentralization of 
responsibility to local levels forces a new way of doing business, poses significant challenges but 
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offers great opportunities for more transparent and responsive service delivery. The challenge will be 
to find, at each level of government, mechanisms that will ensure transparency of resource use and 
accountability of service providers to users.  

The challenge for the World Bank and the ADB is to develop new mechanisms to finance needed 
investments effectively at the regional level with less support and control from central government 
control. Many of the current funding mechanisms used by the development banks are not sufficiently 
flexible to support a range of regionaldevelopment projects that may involve significant risk or 
technical difficulty, but have the potential to generate good economic, social and environmental 
returns. Such projects, for example programs offered by community savings banks to facilitate 
networking to facilitate rural industry clusters, may be necessary to have an impact on regional 
poverty reduction. There is a need for new portfolio and/or syndicate financing packages and 
arrangements to spread project risk on investments. These may involve combinations of debt and 
equity financing.  

To encourage regions to become more competitive under open market conditions, it is essential that 
regional governments and institutions be given greater autonomy to secure capital and encourage 
investment (domestically and internationally) to develop strategic infrastructure, using their collective 
assets as collateral. This does not imply regions should not be constrained on their borrowing limits, 
but rather they should be encouraged to establish good standing and strong credit ratings enabling 
them to negotiate access to capital at rates commensurate with regional risks and economic 
performance. Regions that have good governance and financial management will command higher 
credit ratings which should in turn enable them to capitalize much faster under present financing 
arrangements. 

Current regional investment trends under decentralization suggest, investment, income and poverty 
disparities are all likely to increase in future given more decentralized and open market conditionswith 
the majority of private investment capital flowing to regions that offer some form of competitive 
advantage. Despite enormous efforts involving central governments and international development 
assistance agency programs to support more equitable regional development, only Thailand has 
managed to achieve convergence on regional development disparity. It seems inevitable rural-urban 
migration will increase in future, leading to greater regional income disparities and pressure on the 
development of cities. Increasingly the focus of investment will be on metropolitan or focal resource 
rich regions. Poor regions appear destined to be left behind. The challenge is to come up with better 
ways to manage these issues, and the even more difficult issue of economic restructuring in poor 
regions to ensure that those who choose not to migrate have a prosperous future. The universal trend 
towards more open market economies challenges the paradigm of regional equity. New national 
decentralization models for sustainable regional development are required.  

As mentioned earlier in this chapter a significant problem facing financial institutions in developing 
countries which have undergone decentralization is identifying bankable projects in which they can 
invest. Most regions lack what might be loosely called “regional catalysts”. These are individuals, 
firms and organizations that act as intermediaries or brokers to develop and package infrastructure 
and other projects so they are commercially attractive to investors. Catalysts also assemble project 
backers and structure financial arrangements, which may involve combinations of debt and equity 
finance to reduce the project’s risk. For many projects, the need for venture and/or risk capital is 
essential to make them viable. Currently, national and regional development banks are limited in the 
projects in which they can invest and are not able to offer innovative financial packaging. 
Subsequently, regions lack access to innovative finance expertise to fund important regional 
development projects. 

Decentralization thus poses many challenges to central and regional governments in Southeast Asia. 
The most difficult challenge is how to ensure development is sustainable. There are no universal 
models for sustainable development. Models like Agenda 21 have largely failed because 
governments and communities have not had the resources to change existing systems to encourage 
more sustainable development outcomes. While a growing depth and wealth of knowledge of best 
practices for delivering better and more sustainable development outcomes is occurring, care must be 
taken in applying best practice experiences. What is best practice in one country or society is not 
necessarily best practice in another. A wide range of geographic, social, cultural and political factors 
can influence sustainable development outcomes.    
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In summary, new and more decentralized approaches to regional planning, finance, investment, 
governance and management are required to improve the sustainability of regional development in 
Southeast Asia. This will necessitate that regions collaborate to develop new approaches based on 
best practices and shared experiences. It will also involve regional organizations becoming involved in 
learning processes to rebuild trust, develop competitive strategic infrastructure and establish more 
open governance structures for them to operate under more open and competitive market economic 
conditions. It is essential that regions also recognize the limited capacity central governments have to 
continue supporting regional development. Changes to the mindsets of government, business and 
civic society are necessary, but these will not be easy and will take time.  The next chapter explores 
the way some regions have accomplish these goals. 
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Chapter 3 

Decentralization and Regional Development in Indonesia  
Since its foundation as a nation on August 17, 1945, successive Indonesian governments have 
sought to develop the country using a wide range of regional development programs and initiatives. 
Prior to the political upheavals and Asian financial crisis of the late 1990s, responsibility for regional 
development planning and policy was highly centralized. Under pressure for greater 
democratization and regional autonomy, the country embarked on an ambitious program of 
decentralization in 1999, which has brought about a fundamental change in the approach to 
regional development. The process of decentralization has been very rapid, but the challenge 
facing regions to develop more sustainable and competitive economies is a very significant issue. 

One of the most difficult problems facing regional development in Indonesia is its geography and 
distribution of population. Indonesia is an archipelago of more than 17,000 islands spread over a 
distance of approximately 5,000 kilometers. It is a country with a population of over 220 million, 
which has rich endowed resources and landscapes, a long history, and a diversity of cultures and 
languages. More than 62 percent of the population of Indonesia lives on Java, which comprises 
only 7 percent of the nation’s land area. The diverseness of the country’s socio-economic 
geography places enormous demands on the nation and its regions’ limited infrastructure and adds 
significantly to the cost of doing business and providing services outside the key urban centers on 
Java, Sumatra and Kalimantan. Successive governments in Indonesia have sought to address the 
country’s problems through a wide range of regional development assistance programs and 
infrastructure projects. 

This chapter explores the changes in the approach to regional development that has occurred in 
Indonesia since decentralization. It also seeks to identify important lessons from the 
decentralization process and provide some directions to achieve more sustainable regional 
development outcomes in the future. The chapter begins by setting the national context and the 
lead up to the decentralization laws under which regional government in Indonesia now functions. 
The various national frameworks which guide the implementation of regional development under 
decentralization are then outlined. This is followed by a discussion on the roles and focus of Official 
Development Agencies (ODAs) in supporting regional development and lessons learned from the 
experience of decentralization to date are then discussed. This discussion draws on the three case 
studies of regional development best practice presented in Chapter 6. The final section of the 
chapter discusses strategies needed to enhance regional development performance in Indonesia 
to achieve more sustainable regional development outcomes.  

National Context 

Political System 
The Republic of Indonesia is a unitary state. The 1945 Constitution of the Republic of Indonesia 
provides the overall authority and responsibility of the government for running the country. There 
are three branches of government: executive, legislative and judicative.9

The President holds executive power and is assisted by the Vice President and Cabinet in 
governing the country. At the regional level, the head of a province – propinsi – is the gubernur. 
Two levels of government operate below the propinsi; these are kabupaten (districts/regencies) 
and kota (cities/municipalities). The head of a kabupaten is the bupati, and the head of a kota is the 
walikota. There are several levels of government under kabupaten/kota; these are kecamatan 
(towns/sub-districts or administrative government units), kelurahan (the lowest unit of 
administrative government or an urban section of a kecamatan) and desa (villages). The head of a 

 The Indonesian 
government system comprises: the People's Consultative Assembly – Majelis Permusyawaratan 
Rakyat (MPR); the House of Representatives – Dewan Perwakilan Rakyat (DPR); and The 
Regional Representative Council – Dewan Perwakilan Daerah (DPD). 

                                                      
9 The legislative members are elected every five years. Since the General Election of 2004, the legislative and 
executive (President) are elected directly by the people. The heads of regional levels are also elected directly. 
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kecamatan is a camat. A lurah is the head of a kelurahan. Indonesia now comprises 33 provinces 
and 407 districts sometimes referred to as regencies. Each province and district has its own 
government structure, which will be explained later in the chapter. 

In 1999 the country’s regions were given increased autonomy with the passing of two 
decentralization laws Undang-Undang 22/1999 (which provided for the decentralization of 
government powers and functions) and Undang-Undang 25/1999 (which provided for revenue 
sharing and other financial arrangements between central and regional governments). These laws 
provided a structure for government and financial arrangements at the regional level that mirrors 
the state system. The regional provincial parliament, for example, monitors governance in 
regencies and organizes regional regulations with the governor. Law 22/1999 on regional 
autonomy came into effect on 1 January 2001. 

State of the Economy 
During the late 1980s and early 1990s the average growth rate of the Indonesian economy was 
more than 7 percent. Following the Asian financial crisis in 1997 the economy shrank by 13.3 
percent. The effects of this in some regions, and the country as a whole, were significant, with 
outbreaks of violence and social discontent. The growth of the economy has since recovered and, 
over the past three years, has stabilized at a rate of 3.8 percent 10. Gross domestic product (GDP) 
for the Indonesian economy in 2004 was estimated at US$257 billion11

Sound economic management since 2000 has enabled the government to control inflation (which 
reached nearly 78 percent in 1998), interest and exchange rates, monetary supply and the balance 
of payments. In 2004 inflation stood at 6.3 percent, the exchange rate was stable at approximately 
Rp9,200 per 1 US$, and foreign exchange reserves exceeded US$34 billion. Sovereign debt stock 
ratio against the gross domestic product fell to about 60 percent. In December 2003, the Loan to 
Deposit Ratio (LDR) record was 51.7 percent lower than the pre-crisis rate of approximately 70-80 
percent. 

 with a per capita income of 
US$1,149. Indonesia GDP per capita ranks 112th out of 175 countries in the Human Development 
Index Report, which is well behind other Asian countries with large populations.   

Change in Structure of the National and Regional Economies  
Table 3.1:  Gross Domestic Product of Indonesia at Current Prices (billion Rupiah) 

Industrial Origin  2000  %   2003  % 
Agriculture, Forestry and Fishery   216,831 15.6    313,734 15.0 
Mining and Quarrying  167,692 12.1    177,496   8.5 
Manufacturing Industry  385,598 27.7    638,723 30.6 
Electricity, Gas and Water Supply      8,394   0.6      18,468   0.9 
Construction    76,573   5.5    111,931   5.4 
Trade, Hotel and Restaurant  224,452 16.2    337,840 16.2 
Transport and Communication    65,012   4.7    118,267   5.7 
Financial, Ownership and Business Services  115,463   8.3    173,131   8.3 
Government and other Services  129,754   9.3    197,168   9.4 
Gross Domestic Product     
  GDP in billion Rupiah  1,389,769 100.0 2,086,757 100.0 
  GDP in million US$    731,345     761,236  
CDP Non-Oil Gas (billion Rupiah) 1,218,333  1,900,219  
Source: Central Bureau of Statistics (CBS) Indonesia, 2004. 

The financial crisis resulted in significant changes to the structure of the national and regional 
economies. Both are moving increasingly towards more service-oriented economies, which is 
increasing levels of urbanization and contributing to the growth of a large urban informal 
employment sector. The Indonesian economy is dominated by three sectors (see Table 3.1): 
manufacturing, forestry and fishery industries (30.6 percent); trade, hotels, and restaurants (16.2 
                                                      
10 World Bank 2003. 
11 DFAT (Australia) http://www.dfat.gov.au/geo/fs/indo.pdf. 
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percent); and agriculture (15 percent). Over recent years the importance of agriculture, mining and 
quarrying has declined, due to the substantial fall in investment in these sectors. Annex 1 provides 
a more detailed breakdown by sector of the Indonesian economy from 2001-2003. 

The structure of regional economies in Indonesia varies significantly. In the larger urban regions 
centers such as Surabaya, Jakarta, Bandung, Medan and the Riau region, manufacturing and 
services dominate the economies. The Jakarta metropolitan region dominates the nation’s 
economy, with the highest concentration of wealth, income and investment. In regions like Bali and 
Yogyakarta, tourism plays an important role in the development of local economies. In Papua, 
North Sumatra and East Kalimantan resource industries dominate. For most regions of Indonesia 
agriculture and fishing are the principal industry sectors. These regions tend to be the poorest in 
the country (Coordinating Minister of Economic Affairs, 2005). 

Trade Performance  
In 2004, export revenues were estimated at US$72 billion. Petroleum and gas export revenues 
rose about 10 percent while non-petroleum and gas exports rose approximately 11 percent. 
Agricultural exports have remained comparatively stable due to a relative flattening of global 
commodity prices. In 2004, it was estimated that total import revenues reached US$46.7 billion. 
Total import value by the third quarter of 2004 was US$33.4 billion, 38.8 percent higher than the 
previous year. This was due to an increase in imports of 24.6 percent and 75.4 percent, 
respectively. Imports of consumer goods rose by 11.5 percent, while raw materials and auxiliary 
goods increased by 13.1 percent and the import of capital goods dropped by 12.3 percent.  

Until the third quarter of 2004, the balance of payments remained strong. In 2003 the surplus 
balance of trade reached US$10.5 billion. By the end of December 2004, Indonesia’s foreign 
exchange reserves stood at US$35.8 billion, sufficient to cover imports and current debt 
obligations. Increased monetary stability has increased the confidence of the international 
community, as shown in Standard and Poor’s higher rating of long-term and short-term debt from B 
to B+ for Indonesia in December 2004. 

State and Regional Finance and Investment 
The financial crisis in 1997 created significant budgeting difficulties for Indonesia. Since 2000, state 
finances have been consolidated in an endeavor to balance the national budget. In 2004, the State 
Budget – Anggaran Pendapatan Belanja Negara (APBN) – deficit was 1.2 percent of GDP. 
Sovereign debt dropped to below 60 percent of GDP compared to 97 percent in 2000. Although the 
economic situation has improved, growth remains relatively low.   

The state budget for 2004 was Rp368.8 trillion (US$40 billion). The government allocated Rp68.1 
trillion (US$7.3 billion) of this to general development. The state budget’s allocation for local 
government expenditure was Rp114.9 trillion (US$12.3 billion) in which Rp79.5 trillion (US$8.5 
billion) was disbursed though the Dana Alokasi Umum (DAU) – general allocation funds, and 
another Rp102.4 trillion (US$11.1 billion) through the Dana Alokasi Khusus (DAK) – special 
allocation funds and other incomes. 

The slow economic growth in the economy was caused by a lack of domestic and foreign 
investment, which has not yet recovered form pre-1997 levels, and the weak performance of non-
petroleum and gas exports. By the third quarter of 2004, the number of domestic capital investment 
public projects – Penanaman Modal Dalam Negeri (PMDN) – totaled 145, only two more projects 
than the previous year, and was valued at Rp28.87 trillion (US$3 billion). The value of approved 
projects rose by Rp10.1 trillion. Approved projects, in terms of foreign capital investment – 
Penanaman Modal Asing (PMA) – in the same period were 969 and had a value of approximately 
US$8.9 billion.  

Despite these improvements to the economy, the country still faces significant problems in 
attracting investment. The country ranks 51st out of 104 countries measured in the World 
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Economic Forum Global Competitive Index Report12 and 136th out of 147 countries in the 2004 
Transparency International Corruption Perceptions Index.13

Decentralization Reforms  

  

Indonesia is a nation of vast territorial expanse, with enormously diverse ethnic and cultural groups 
and differing resource endowments from one region to another. The stage of economic 
development within regions also differs considerably. A strong sentiment of aversion towards the 
notion of federalism was deeply rooted in Indonesia’s struggle for independence and since its 
independence the country has sought to build its nationhood in the form of a unitary state. 
However, given the vastness of, and the diversity in, the country, the need for decentralizing 
government functions has long been recognized, albeit with a varying intensity.  

The 1970s saw a more serious effort to promote regional development and to decentralize as a 
means of doing so (Hill, 1991). During the 1980s a limited attempt had been made to decentralize 
the provision of urban infrastructure to local governments, as it was increasingly obvious that the 
central government alone would not be able to provide for the needs of rapidly growing urban 
areas. Finally, in 1992, the government issued the overdue Peraturan Pemerintah 45/1992 to 
implement Undang-Undang 5/1974, devolving certain functions previously held by the central 
government, to second-level local governments, regencies and municipalities, within a four-year 
transition period. The policy was later confirmed by the Indonesian People's Consultative Assembly 
– MPR – as state policy guidelines.  

Peraturan Pemerintah 45/1992 was important because the government appeared to have accepted 
for the first time the ‘fiscal federalism’ argument that those public services that could be more 
efficiently provided by the local government should in principle be transferred to Dewan 
Permusyawaratan Rakyat – District Consultative Assemblies. There has also been some talk of 
revising the basic law. Before Indonesia was affected by the Asian financial crisis, the government 
passed Undang-Undang 18/1997, which widened the tax powers of local governments enabling 
them to discharge the functions which would lead to improved tax revenue collections.  

Following the upheavals of the financial crisis and the demand for greater democratization and 
regional autonomy, the national government introduced two decentralization laws: Undang-Undang 
22/1999 and Undang-Undang 25/1999. A number of other important government regulations have 
also been issued to support the implementation of the laws since they were passed.  

Significant problems have been experienced with the interpretation and implementation of these 
laws which did not meet many of the expectations for regional autonomy. Subsequently the 
Megawati government replaced the two laws with Undang-Undang 32/2004 (Pemerintahan 
Daerah) on regional government and Undang-Undang 33/2004 (Keseimbangan Fiskal Pemerintah 
Pusat dan Daerah) on fiscal arrangements. The basic intent and frameworks for the 
implementation of these laws are described later.  

National Frameworks Supporting Regional Economic Development 

The reforms introduced by Laws 22/1999 and 25/1999 resulted in the biggest transformation of 
government in Indonesia since independence. The laws provided a new framework for governance 
by introducing new policies, laws, processes and procedures which give regions greater autonomy 
in decision-making processes affecting development. The following describes some of the 
frameworks which guide the decentralization implementation process. 

Policy Frameworks for Regional Governance and Decentralization 
The events that followed the 1997 financial crisis brought about pressure for political change, 
greater regional autonomy and democratization of governance systems. The Habibie government 
enacted the basic laws on decentralization (Law 22/1999 and Law 25/1999) in response to these 

                                                      
12 World Economic Forum Global Competitive Index Report 
http://www.weforum.org/pdf/Global_Competitiveness_Reports/Reports/GITR_2004_2005/Networked_Readine
ss_Index_Rankings.pdf. 
13 Transparency International Corruption Perceptions Index: http://www.infoplease.com/ipa/A0781359.html. 
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demands. The former devolved certain powers to local governments and set up regional political 
processes and the latter supported decentralization by providing fiscal resources for the disposal of 
local governments. Although these laws were enacted in 1999, the implementation of the policy 
decentralization laws only commenced in January 2001.  

The following summarizes the principal legal instruments which have shaped the institutional 
arrangements guiding the decentralization process:  

• Law 22/1999 on regional governance. This law defines the nature of regional autonomy, 
the basis for determining regional authorities, the structures of governance in the regions, 
regulatory powers, forms of accountability and the national government’s role to guide and 
supervise regional governments.  

• Law 25/1999 on fiscal relations between regions and the central government. While 
the government’s authority to spend has largely been transferred to regions, these have 
little power to raise their own revenues. Most revenue comes from channels of funds from 
the central government. The law covering the balance of funding between regions and the 
central government covers general allocation funds, special allocation funds, sharing of a 
number of resource-based taxes and borrowings.  

11. Government Regulation 25/2000 on authorities of national and provincial 
government. Under Law 22/1999, this government regulation defines the authorities of 
national and provincial government, leaving all residual matters to the authority of the 
districts.  

Frameworks for Regional Development Planning 
Regional Planning in Indonesia before Law 22/1999 

Historically, two basic approaches to planning have guided regional development in Indonesia.  
The first approach relates to the preparation of sector plans for urban and rural areas; the other to 
spatial plans mainly for urban areas. Sector plans were intended to optimize the use and spatial 
location and utility of natural resources, productivity and conservation of the environment. The 
approach to sector planning was often poorly integrated and influenced strongly by sector interest 
groups and more powerful ministries. Spatial plans were concerned with physical development and 
prescribed land-use solutions for a range of development plans. 

Law 4/1982 on environmental management and Presidential Decree 32/1990 on the pattern and 
criteria of protected area management set the foundation for spatial planning in regional areas. 
From this a regional spatial approach to planning was created by Bappenas during the early 1990s 
which introduced the concept of regional long-term development plans. These focused on 
encouraging local development. The approach developed by Bappenas was ratified by Law 
24/1992 which instigated mechanisms to integrate the demands of development activities between 
sectors and special administrative regions.  

Under Law 24/1992, spatial plans were to be prepared to plan and manage: 

• Protected areas 

• Cultivated areas 

• Development of service and production sector activities 

• Development plans for housing including urban and rural housing 

• Infrastructure including transportation, electricity, water and telecommunication networks 

• Special and prioritized areas of development. 

 
The law established a hierarchical system of spatial plans at the national, provincial and district 
(kabupaten/kotamadya) level. The strategic intent of the law was: to achieve integrated regional 
development; to give guidance to sector industry development activities; and to optimize spatial 
planning utilization of natural resources across all levels of government. A general framework to 
implement the law was also outlined for national, provincial and district planning agencies. At the 
district level detailed plans were prepared to specify development control measures and building 
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arrangements. These ‘building and environmental plans’ were approved by district governments 
and formed part of a district ‘urban and rural spatial plan’. 

Law 24/1992 proved very difficult to implement. The quality of many of the regional and local 
spatial plans was poor and there were numerous inconsistencies between the national, provincial 
and local plans. Furthermore, there was little engagement with stakeholders in preparing plans, 
and governments (particularly the central government) were the primary instigators of major 
projects. Many projects included in spatial plans were biased by sector interest. There was also a 
bias towards the development of ‘regional growth centers’ – especially in Java and the mineral-rich 
regions. There were few guidelines and mechanisms prescribed for the preparation and 
implementation of spatial plans. Subsequently, the implementation and enforcement of plans were 
weak. 

A significant limitation to emerge from the spatial planning process was the poor linkage between 
the budgeting and planning process. Most spatial plans were unrealistic about the resources 
needed to implement them; many were nothing more than a ‘wish list’ of political projects, most of 
which were expected to be funded by central government. In addition, many plans were prepared 
without consultation with higher or lower levels of government. The human resource development 
needs and technologies to support industry, institutional and the community development were 
often overlooked. 

Law 22 and Law 25/1999 

The biggest changes to the regional development planning system prescribed in Law 22/1999 were 
the move from a top-down to a bottom-up consultative approach to development planning; a move 
away from a program to a strategic approach to plan development; and a change from a sector 
approach to a comprehensive and integrated approach to planning on a city, metropolitan and 
regional-wide scale. Unfortunately, the new laws were not accompanied by improvements to the 
administrative performance of regional institutions, although the law had an impact in bringing 
about reforms in some progressive regional institutions.  

The lack of guidelines and training to support the implementation of plans under the old 1992 law 
has resulted in an approach to urban and regional development planning in Indonesia that is still 
being undertaken in a fragmented and uncoordinated manner – although the Integrated Urban 
Infrastructure Development Program (IUIDP) approach developed by the Ministry of Human 
Settlements and Regional Infrastructure has proved effective in addressing urban infrastructure 
development problems.  

Under the new laws, provincial governments now ratify spatial plans based on agreement between 
provincial and district governments and maintain control over the implementation of provincial 
spatial plans. Governments have also moved away from preparing detailed plans to the 
development of more flexible programs. In October 1999, the MPR rejected the five-year 
development plan approach by calling for a National Development Program (Propenas). The DPR 
insisted that this National Development Program should be promulgated as law; this was passed in 
2000. 

The first Propenas, 2000-2004, was enacted as Law 20/2000 and has been described as a good 
and widely consulted statement of development priorities. It is more of an economic plan than a 
spatial or sector plan. It does not contain detailed sector programs and projects as does the 
previous five-year planning system; rather it provides a policy framework, a general agenda and a 
set of cross-cutting programs. Future Propenas are intended to provide more flexibility to line 
ministries and regions in developing their work programs. Line ministries are also required to 
prepare ‘strategic plans’ (rencana strategis or renstra), which will be used to identify annual 
development plans and programs for implementation by sector agencies (dinas).  

There are no specifications or legal status of ministerial for strategic plans, whether they are 
internal administrative documents or issued as presidential decrees. Since the law does not call for 
them to be enacted as government regulations, there would appear to be no need for inter-
ministerial review. The only time when the content of the plans is subject to review is in the annual 
budgetary process. Some regions have moved to a more consultative approach in preparing 
strategic plans, but the practice is not yet widespread.  
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Regions are required to develop their own regional development programs (propeda). A draft 
government regulation has been devised on a ‘national system of development planning’ by 
Bappenas (without any law directly calling for it). It is intended that strategic plans will be prepared 
for each regional government agency in future. The annual development plan for each sector in 
each region and district would be developed based on regional strategic plans. 

Law 32/2004 

Significant problems have been experienced with interpreting and implementing Laws 22/1999 and 
25/1999. These problems have necessitated a review of the legislation. The new law, Undang-
Undang 32/2004, was introduced to enable the DPRD at the province and regency/municipality 
level to play a more significant role in ensuring that local governments are practicing good 
governance. Prior to the 2004 elections DPRD members and the head of the regency or 
municipality were appointed. Now, all the local regulations must be passed by the DPRD.  

The hierarchical nature of planning has not been entirely disbanded as the result of the new 
decentralization laws. Regional level planning documents are supposed to be integrated with 
national level documents, including the recent National Development Plan released by Bappenas14

Figure 3.1:  Planning and Management Framework Based on Law 25/2004 

. 
They explain the development of general policy, programs and strategy, work plans, sources of 
funding and functions of monitoring and evaluation. The relation between development planning 
documents at the national and regional level is shown in Figure 3.1. 

 

 

 

 

 

 

 

 

Regional development is a key policy area in the new President’s administration governance 
program. Rencana Pembangunan Jangka Menengah (RPJM) documents emphasize revitalization, 
decentralization and regional autonomy processes (Chapter 13); rural development (Chapter 25); 
and the alleviation of regional development disparities (Chapter 26). This will involve:  

• Revitalizing decentralization and regional autonomy processes by replacing the earlier 
laws of decentralization and regional autonomy; enhancing partnerships between 
regional governments; improving the quality of regional government administration 
services; developing the capacity of regional government institutions; enhancing the 
financial capacity of regional governments; and establishing new autonomous regions. 

• Developing the rural sector by enhancing the competency of rural society, local 
economic development, rural infrastructure development, and rural human resources 
development, as well as protecting and conserving natural resources. 

• Reducing regional development disparities by developing strategic fast growth regions, 
underdeveloped regions, nation-border regions, intercity linkages, and small and 
medium cities, as well as controlling large and metropolitan cities, and establishing a 
national master plan. 

                                                      
14 The draft National Medium-Term Development Plan of 2004-2009 is available from Bappenas, Jakarta. 
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The Mid-term Development Plan 2004-09 

The Mid-term Development Plan 2004-09 released recently by Bappenas in RPJPM 2004-2009 
states that there are eleven problems and challenges faced by Indonesia in the five-year 
development period. These are described in the vision and mission statements of the development 
plan. The vision is to realize: a safe, integrated, harmonized and peaceful society; a community, 
country and citizenship that prioritizes law, equality and human rights; and an economy that creates 
job opportunities and standards of living that strengthen sustainable development outcomes. The 
mission is to realize safety and peace, democracy and justice, and welfare.  

The plan is to be implemented under two national strategies. The first aims to reform national 
governance based on the national ideology Pancasila.15 The second aims to implement the charter 
of the basic laws for Indonesia Undang Undang Dasa16

• eradicate the abuses of authority by reducing corruption, collusion and nepotism (KKN) 

 (UUD) 1945. The plan outlines a 
bureaucracy reform agenda to develop a more professional and accountable state apparatus that 
is able to provide high-quality public services. To achieve these targets, the policy direction 
intended over the next five years is intended to:  

• enhance the quality of the state administration performance, and  
12. enhance the empowerment of the people to be involved in implementing development. 

To carry out the above policy direction, the RPJM has also formulated various development 
programs targeted for implementation at national, provincial and district which will involve: 

• Transparency, responsiveness and accountability in the implementation of routine 
governance and development functions. 

• Enhancing supervision and accountability of the state apparatus. The objective of this 
is to improve and enhance the effectiveness of the supervision and audit system and 
the performance of the accountability system, in the context of creating a state 
apparatus that is accountable and free from corruption, collusion and nepotism. 

• Restructuring institutions and management. The objective of this program is to 
restructure and improve the organizational and management system of the central 
government, provincial governments and governments of the districts/municipalities, so 
as to become more proportional, efficient and effective. 

• Managing human resources development. The objective of this program is to enhance 
the management system and capacity of human resources in institutions, in 
accordance with the needs for implementing governmental tasks and development 
activities.   

• Enhancing the quality of public services. The objective of this program is to develop the 
management and implementation of high-quality public service provision to the general 
public, in order to better serve the public interest and facilitate activities of the business 
community, and encourage participation.  

• Applying good governance initiatives that are aimed at realizing a government that 
empowers society as a whole. 

Implementation Frameworks  
In the national context, the President is responsible for national development planning. Each 
ministry arranges the planning of its department. The governor, as the central government 
representative, coordinates the implementation of de-concentration and co-administered tasks. 
Regional heads are responsible for regional development and are assisted by the head of Badan 
Pembangunan Daerah (Bappeda) as the regional development planning board and the head of 
regional administration resources unit. The gubernur is responsible for development planning and 
coordinating, integrating, synchronizing, and synergy between cities. However, all document 
preparation involves four stages: arranging, setting, monitoring implementation, and evaluating 
planning. The DPRD approves plans as well as overseeing the activities of the executive arm of 
government, including the approval of development loans.  

                                                      
15 In its preamble, the 1945 Constitution sets forth the Pancasila as the embodiment of basic principles of the 
independent Indonesian state. 
16 UUD 1945: http://www.geocities.com/gmni_jatim/amandemen.htm. 
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A new paradigm in development planning emerged as the result of Law 22/1999. The Department 
of Human Settlements and Regional Infrastructure is proposing a new approach called regional 
consultation whereby the department attempts to match the needs of provincial and district 
governments according to local development priorities. Many programs, especially related to the 
functions of the department, are proposed by local governments (provincial and district 
governments).  

Figure 3.2 shows the broad framework for a process of planning emerging in Indonesia. There are 
still planning guidelines prepared for Law 32/2004 although the processes developed by the IUIDP 
programs are becoming more widely used. What is emerging is a more strategic planning approach 
incorporating physical, economic, financial and institutional aspects leading to more fomalized 
policy agreements and documents being prepared to guide the implementation of a range of plans.  

Figure 3.2:  Current Planning System Emerging in Indonesia  

 
 

In addition, the new laws have provided an opportunity for the introduction of different modalities to 
implement plans which expand on the IUIDP initiative, namely the Revenue Improvement Action 
Plan (RIAP) and the Local Institutional Development Action Plan17

The Indonesian government helped develop the IUIDP process and it has now been implemented 
at a metropolitan-wide scale in several cities, such as Jakarta, Medan and Bandung. Furthermore, 
the IUIDP has been applied in a regional-wide approach to Botabek UDP, Semarang Surakarta 
UDP, Yogyakarta UDP and East Java-Bali UDP in anticipation of increasing pressures from rapid 
urbanization. 

 (LIDAP). The IUIDP approach 
consists of the Medium-term Investment Program – Program Jangka Menengah (PJM), the RIAP 
and the LIDAP. Figure 3.3 shows the framework for regional development planning under the 
IUIDP process. 

 

 

 

                                                      
17 Cities in Transition: Urban Sector Review, World Bank 2003 
http://siteresources.worldbank.org/INTINDONESIA/Resources/Publication/03-Publication/Citiesintransition-
Eng.pdf. 



48  

Figure 3.3:  IUIDP Planning and Implementation Process 

 

Fiscal Arrangements Framework to Support Regional Development 
Based on Undang-Undang 33/2004 sources of state finances are transferred to the regional 
government for the implementation of decentralization functions based on tasks specified by the 
central government to the regional government, with due regard to fiscal stability and fiscal 
balance. It is a comprehensive system which funds decentralized, de-concentrated, and co-
administered tasks. The administration of regional government affairs in the implementation of 
decentralization is funded by the regional budget, Anggaran Pendapatan Belanja Daerah (APBD), 
which is the responsibility of, and approved by, regional governors.  

There are two principle sources of regional development funds:  

• Regional income for the implementation of decentralized and de-concentrated activities 
consisting of regional revenues and finance. Regional revenue is derived from 
Pendapatan Asli Daerah (PAD) – regional income – which comprises regional taxes, 
regional retributions, and proceeds from the management of regional assets set aside for 
the purpose; Badan Usaha Milik Daerah (BUMD) – regional own enterprise – and other 
legal revenues; and balancing funds consisting of Dana Bagi Hasil (DBH) – revenue 
sharing funds, Dana Alokasi Umum (DAU) – general allocation funds, and Dana Alokasi 
Khusus (DAK) – special allocation funds and other incomes.  

• Funds derived from the remaining state budget, regional loans, regional reserve funds, 
and proceeds from sales of regional assets set aside for the purpose. 

 

Based on Undang-Undang 32/2004 (Article 27.1) the total amount of DAU is set at, at least 26 
percent of net domestic revenue as established in the state budget or Anggaran Pendapatan dan 
Belanja Nasional (APBN). DAU for a region is allocated based on the fiscal gap and basic 
allocation. The fiscal gap is the difference between what a region needs to function and the 
capacity of the region to generate funds locally. The basic allocation is calculated based on the 
total salaries of the civil service in the region. Based on Article 39.1, the amount of DAK is 
established annually in APBN and is allocated to certain regions to finance special activities 
relevant to the region. The law establishes the criteria for DAK, including general criteria, special 
criteria and technical criteria. General criteria are established with due regard to the financial 
capacity of the region in APBD, special criteria are established with due regard to the prevailing 
laws and regulations and the characteristics of the region, and technical criteria are established by 
the state ministry/technical department. Regions receiving DAK shall provide matching funds 
equivalent to an amount of at least 10 percent of the DAK allocation. 
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If regions experience a shortage of funds they have access to regional loans as an alternative 
funding source. Regional loans are transactions which enable a region to receive money or the 
benefits of monetary value from a third party; however, the region is obligated to repay the loan. 
Loans include short-term loans (less than or equal to one budget year); medium-term loans (to 
finance the provision of capacity building in institutions to improve public services) and long-term 
loans (to finance investments in income-generating projects). Medium and short-term loans are 
subject to DPRD approval.  

Regional loans may be sourced from the central government, other regional governments, 
banks/financial institutions, non-bank financial institutions, and the public. Local governments have 
the opportunity to finance their expenditure from banks/financial institutions and also non-bank 
financial institutions. This allows for the development of regional development banks called Bank 
Pembangunan Daerah (BPDs). BPDs play a significant role and function in the context of the 
development of regional economies because they provide banking services in areas that are not 
economical for commercial banks.  

Presidential Decree (Keppres) 181/2000 was issued to provide for the general allocation funds for 
salaries; it was later amended by Keppres 39/2001, Dana Kontingensi.18. The fund is used to solve 
mismatches in the financing of civil workers (PNS). Since decentralization, the transfer of civil 
workers from central government (central PNS) to local government (local PNS) has changed the 
status of central civil workers to. The change has resulted in a shifting of salary payments from 
central to district government. However, late disbursements of DAU have led to significant cash 
flow problems at the district and provincial government level. Therefore, under Keppres 39/2001, 
the Dana Kontingensi is used to finance routine needs (such as civil employees’ salaries). The 
local government may also borrow funds by raising bonds through the BPDs to finance 
development, capacity building needs and salaries.19

Since 2001 there has been an increase in the base salaries of civil employees; however, although 
the regional and district governments have had the power to raise additional revenues from land 
and property, they have been reluctant to do so. Many poorer districts are happy to operate on their 
DAU allocation, and are not inclined to make an effort to improve revenue flow form other sources. 
Many chief executives have a poor understanding of public and municipal sector finance laws and 
lending requirements, which is a reason for the generally poor financial management performance 
of many regional government agencies.  

 Lending for salaries is not sustainable and is 
resulting in increasing levels of debt servicing at the regional level. 

There are also significant problems with asset management and valuation. Many regional 
governments have no idea of the value of private or public sector assets under their jurisdiction. 
Under decentralization over 20 million assets items have been transferred from central to regional 
government. The inventory and valuation records kept for these assets is poor. Subsequently, most 
regions own a large pool of public assets, or dead capital, which are generating limited or no 
returns. These are assets which cannot be taxed or utilized for public and private sector investment 
and revenue generation. Many regional governments find themselves in the position of being asset 
rich and cash poor. They need to develop capacity building to manage their assets better and to 
reduce the dependency on debt financing – especially to fund salaries. 

Several organizations are involved in overseeing improved management and financing of 
infrastructure. In Indonesia, Public Private Infrastructure Advisory Facilities20

                                                      
18 The main criteria of obtaining supporting funds based on Keppres 39/2001 is that regions which receive 
BHSDA and DAU lower than their expenditure for wages and salary of civil workers and non-wage 
expenditure. The focus of Dana Kontingensi, based on Keppres 39/2001 is on routine expenditure for Detail of 
Dana Kontingensi regulated by KMK 382/KMK.07/2001.   

 (PPIAF) is an agency 
that is assisting the governments to improve their ability to involve and partner with formal, small-
scale, water providers in urban areas. This activity aims to establish a quantitative and qualitative 
framework for assessing the financial, technical and organizational performance of regional water 
utilities in Indonesia on urban water service delivery. 

19 http://www.djpkpd.go.id/publikasi/otonomi/ev-dau.pdf. 
20 See World Bank Public Private Infrastructure Advisory Facilities 
http://wbln0018.worldbank.org/ppiaf/activity.nsf/0/a5f00937729cb84d85256c3600690d66?OpenDocument. 

http://www.djpkpd.go.id/publikasi/otonomi/ev-dau.pdf�
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Framework for Good Governance  
One of the national development agendas stated in National RPJM 2004-2009 is good governance 
(Chapter 14). Good governance is manifested by government procedures that ensure 
transparency, accountability, efficiency, law enforcement and society’s participation in achieving 
the integration and harmonization of government tasks and functions. It is aimed at realizing a 
governance organization process that is accountable, respected, professional and responsible. The 
overall intent of good governance is to achieve an effective and efficient public sector.  

Good governance in Indonesia has now become associated with:  

• Reducing corruption in the bureaucracy 

• Establishing and executing institutional good governance practices 

• Eliminating laws and regulations that discriminate against citizens or particular groups in 
society 

• Enhancing greater civic society participation in public decision making 

• Ensuring the consistency of central and regional regulations. 
Transparency has become a household word in Indonesia. The executive arms of government are 
expected to be transparent in the activities of the legislative assemblies and in dealing with the 
community, especially with regards the local budget. However, transparency is difficult to achieve 
in the early years of the democratization process. It is still not easy for local people, for example, to 
obtain the details of the local budget from their local financial bureau. Local legislative members, 
who should represent the interests of the people, often fail to enforce transparency due to personal 
political interests. Non-government organizations (NGOs) are currently very active in promoting 
transparency through a process of continuous advocacy. The NGOs have become the sole agents 
of local transparency, although some are trying to take advantage of their position. 

A UNDP study in cooperation with Bappenas has developed some guidelines to realize good 
governance relating to:  

• Documentation, information-sharing and scaling-up of successfully tested approaches 

• Advocacy and awareness building 

• Sub-national and national support mechanisms and networks, including support for 
associations of local governments and councils 

• Institutionalization of good governance practices and policy formulation 

• Development of local capacity and promotion of behavioral change 

• Social mobilization and citizen participation 

• Innovative approaches, including e-governance and knowledge management among 
local entities 

• Increased support to groups only marginally included in support programs, e.g. LGUs. 
The Association of Municipalities (APEKSI) in association with UNDP-Habitat under the 
Breakthrough Urban Initiatives for Local Development (BUILD) Program (See discussion under UN 
later) identified, developed and promoted ten guiding principles for good urban governance to 
assist with implementation and reforms to regional governance as envisaged by Laws 22/1999 and 
25/1999. The ten principles provide a valuable framework and models for guiding good governance 
best practice and innovation across all levels of government. 

The National Committee on Corporate Governance (NCCG) has established a Code of Good 
Corporate Governance. The objective of the code is to provide a guide to excellence in corporate 
governance for the business world which has drawn on international best practice in corporate 
governance appropriately adjusted to suit the Indonesian legal and regulatory environment. The 
good corporate governance principles, as set out in the code, also have relevance to corporate 
governance in the public sector.  
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Issues Affecting Regional Development Implementation 

The development achievements of regions since decentralization commenced in 2001 have been 
significant; however, many problems have been experienced. Turner (et al 2003:136) identifies a 
wide range of issues related to the implementation of the decentralization laws. The following 
addresses matters that have emerged as significant challenges to achieving sustainable regional 
development in Indonesia since decentralization commenced. 

Governance Reform 
The reformation of bureaucracy is an ongoing complex and enormous task. Corruption, collusion 
and nepotism weaken government monitoring which leads to low performance. Reformation covers 
internal and external aspects. Key internal aspects include factors such as democratization, 
decentralization and internal bureaucracy, whereas external aspects include factors related to the 
globalization of information and technology that strongly affect the finding of alternative policies. 
Democratization and decentralization factors have affected the process of public policy decision-
making. This process simultaneously increases the pressure of stakeholder participation in the 
process and affects bureaucracy, which still faces problems related to organizational and skills to 
facilitiate a more engaging form of government. Bureaucrats are faced with discipline problems, 
misuse of authority, corruption collusion and nepotism (KKN), low quality of human resources and 
organizational performance, inefficient government systems and management, inefficient and 
ineffective work practices, low welfare conditions for civil workers, and old regulations. 

Turner et al (2003:7) notes that the favorable portrayal of decentralization should be tempered by 
the reality that, in practice, many things go wrong. Adverse aspects of decentralization involving 
regional development include:  

• Parochialism 

• Inadequate funding 

• Maintenance of central control 

• Capture of benefits by local elites 

• Poor managerial and technical capacity 

• Failure to readjust supply driven practices 

• Insufficient information 

• Institutional rigidity 

• Absence of civil society 

• Attitude of officials 

• Unpopularity. 
The strategy to avoid such negative consequences lies in good design of governance structures 
and public administration management. There is a lack of standard templates to address common 
design issues related to: 

• Territorial areas and boundaries 

• What institutions will manage 

• Which functions will be decentralized and to which territorial level 

• Which non-state actors will be involved 

• What inter-governmental relations will prevail 

• How much financial economy will be granted 

• What sources of income and level of funding will be available 

• What means of popular and sector participation will be introduced 



52  

These issues have presented particular problems for regional good governance. While the 10 
principles of good governance provide a reliable framework, there are few guidelines and examples 
of best practice on how good governance is achieved at the district level. From an external aspect, 
the main adverse aspect of decentralization is the challenge of globalization and information 
technology revolution for e-Government. This relates to the rapid increase of uncertainty about 
environment, politic, social, economics and information (the digital divide) in society. Such changes 
need a professional apparatus which will enhance the integrated and comprehensive performance 
of the bureaucracy.   

Regional Infrastructure 
Since the economic crisis in 1997, the quantity and quality of existing physical infrastructure has 
declined in all regions. This has constrained national and regional economic development. 
However, it is not just the decline of physical infrastructure that is a problem. Most regions lack 
other key strategic infrastructure necessary to improve regional competitiveness. Strategic 
infrastructure includes high-quality advanced education facilities and research institutions; 
knowledge networks and information systems; strategic leadership and civic entrepreneurs, and 
well-developed regional logistics and marketing systems. These infrastructure elements are 
needed to support the development of competitive regional economies. Few regions in Indonesia 
have well-developed strategic infrastructure capable of supporting businesses to engage easily in 
the global economy. 

The ability of he Indonesian government to fund the development of regional infrastructure was 
highlighted earlier. The low level of growth, foreign direct investment and nation budget limitations, 
curbs the ability of the Indonesian government to support funding for major regional infrastructure 
projects involving roads, railways, irrigation systems, water supply and rural electricity etc. There 
are opportunities for private sector investment to build toll roads, commercial airports, seaports, 
power generation and telecommunication projects, but these will only be attractive in the more 
developed and prosperous regions of the country. Poorer regions will need to look to alternative 
means and utilize their own resources to fund much of the infrastructure necessary to support 
economic development. 

The lack of infrastructure, especially roads, has hampered efforts to develop and diversify local 
economies and attract new private and foreign investment to regions outside Java. The central 
government’s approach to developing infrastructure divides Indonesia into three zones: the 
developed regions of Java, located in the western part of Indonesia; the developing regions (e.g. 
Sumatra, Sulawesi and Bali); and the newly developing regions (e.g. Papua) in the eastern part of 
the country. The difference between the three zones is that the latter two regions are seen by the 
development sector to have low investment attractiveness due to the nature of geography, the 
narrowness of the base, ethnic problems, logistics and high servicing costs. These are significant 
barriers to regional development that must be overcome if the current disparities in investment, 
poverty and income are to be reduced.  

Since the early 1990s expenditure on infrastructure as a proportion of GDP has continued to 
decline. Figure 3.4 indicates  infrastructure investment in 1993-1994 was 5.3 percent of GDP. By 
2001 it had fallen to 2.3 percent of GDP. It has subsequently risen to about 3 percent.  

The economic crisis in mid-1997-98 slowed down the construction of infrastructure and had a 
serious impact on the country’s economic development. At the beginning of the crisis, many 
infrastructure projects were postponed or scaled back under a presidential decree Keputusan 
Presiden 39/1997. In an attempt to address the rapid decline in infrastructure investment, the 
government issued regulations, such as Keputusan Presiden6

                                                      
6 Keputusan Presiden 7/1998 is a presidential decree which relates to processes used for infrastructure 
development in Indonesia. Under this decree the government sets regulations concerning cooperation 
between government and private sectors in the development and management of infrastructure. It also 
includes mechanism for the implementation of infrastructure projects. Keputusan Presiden 81/2001 relates to 
the establishment of Komite Percepatan Pembangunan Infrastruktur (KPPI) to foster and oversee 
infrastructure development in Indonesia. 

 7/1998 and Keputusan Presiden 
81/2001 in an attempt to accelerate the development of new infrastructure projects, albeit with 
limited success. Table 3.2 shows electricity distribution and development needs between Jawa, 
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Madura Bali (know as Jamali) and outside Jamali. Demand for providing infrastructure still far 
outpaces the ability of the public and private sectors to meet supply. 

 

Figure 3.4. Indonesian Infrastructure Expenses (% of GDP) 
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Source: Coordinating Minister of Economic Affairs, 2005. 

Table 3.2:  Electric Energy Supply Facilities Needs and Needed Investment in 2003-2010 

Electric Energy Facilities 
JAMALI OUTSIDE JAMALI 

Needs % 
Investment needs 

(million US$) 
Needs % Investment needs 

(million US$) 

Generator (MW) 13,365 60.0 9,986.6   8,896 40.0 6,430.7 
Transmissions (kms)   5,493 32.2    569.4 11,577 67.8   865.0 
Major Relay Station (MVA) 39,379 78.4 1,230.4 10,870 21.6       8.0 
Distribution         
20KV 38,130 37.6 2,721.0 63,325 62.4   837.8 
Low Voltage (kms) 39,638 48.0 2,030.0 42,866 52.0 2,493.0 
Travo Distribution (MVA)   7,049 62.0    4,325 38.0 4,200.0 
Customers (million) 11.3          8.5   
Rural Electricity 472          16,537.4             14,827.3 

Source: Directorate General of Electricity and Utilization on Energy, 2003. 

Indonesia has one of the lowest investment levels in infrastructure as a proportion of GDP –
especially private participation in infrastructure development (Infrastructure Summit, 2005). (See 
Figure 3.5.) In all sectors there are significant infrastructure deficiencies. Only 39 percent of urban 
populations are serviced by urban water supplies, road density levels are 1.6 km/1000 people, 
electricity consumption is just 319 kwh/capita with 45 percent of households not connected to 
electricity; only 3 percent of urban areas are served with fixed line telephones, with only 27 lines 
per 1000 people (Coordinating Minister of Economic Affairs, 2005). It is not only the lack of 
services that is a problem; the quality of services is poor, maintenance is minimal, there is a lack of 
equity and transparency in tariff policies, and a biased and inconsistent regulatory framework, and 
there is limited infrastructure funding capacity. 
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Figure 3.5:  Other Countries Infrastructure Expenses (% of GDP) 

 
Source: Coordinating Minister of Economic Affairs, 2005. 

Weakness of Financial System 
The formal financial system in Indonesia is grouped into two main sectors: bank and non-bank. The 
bank sector comprises a range of public and private sector lending institutions and other regulated 
financial service providers. The non-bank sector includes private lenders, pawn centers etc. In 
addition to the formal banking and financial sector there is a large informal sector. The informal 
financial sector is not regulated and controlled by private moneylenders and is used extensively by 
the poor. 

Between 1966 and 1982, the banking sector consisted of the Bank of Indonesia (the Central Bank) 
and state-owned banks. There was also a system for distributing the public revenues derived from 
the soaring oil prices of the 1970s. The public finance distribution function, incorporated in the 
Indonesian financial system, changed after the financial reforms of 1983 and 1988. During this 
period there was a move away from the monopoly held by state-owned banks (which distributed 
public finance at the discretion of the government) towards a modern market mechanism.  

In 2003, there were 138 commercial banks operating in Indonesia (see Annex 5). Of these, 
government held ownership of 36 banks (26.1 percent), consisting of five state-owned banks, two 
ex-take-over banks (BTOs), three recapitalized banks and 26 regional development banks (Bank 
Pembangunan Daerah (BPDs). Of the remainder of the banks in the private sector, 69 (51.4 
percent) were category-A private banks; 2 were ex-BTOs which were already divested and are now 
owned by private domestic companies; 20 (14.5 percent) were joint-owned banks owned by 
national and foreign private companies and 11 (8.0 percent) were foreign banks. 

The non-bank financial institutions (such as finance companies, state-owned pawnshops, and 
mutual funds – Reksadana) have generally enjoyed an increase in their total assets, business 
services and profits (see Annex 6: Development of multi finance companies performance). This 
was because of the low recovery of the intermediation function of banking. Borrowings in the 
domestic banking sector between 2002 and 2003 showed a significant increase over previous 
years, indicating the positive effects of financial reforms. Foreign bank borrowing was positive. 
Alternative financing from financing companies and pawnshops is still used extensively by the 
public and small and medium-scale enterprises. See Annex 6 for details. 

After the economic crisis hit Indonesia in 1997, the government began to deregulate the banking 
sector. In 1999, the Central Bank was made independent under Law 23/1999. Under Law 3/2004, 
the Bank of Indonesia became the monetary authority responsible for maintaining the stability of 
the monetary system. The new regulation meant that banks now fell into different categories. 
Commercial banks operate according to Law 3/2004 and are involved in activities guided by 
conventional and/or shari’a principles.21

                                                      
21 Shari’a principles are rules of agreement based on Islamic law between banks and other parties for  
 depositing funds and/or financing business activities, or other activities, stated in accordance to shari’a  
 principles. 

 They provide services to government and the private 
sector for payment transactions. Rural banks are involved in activities under conventional and/or 
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shari’a principles but do not provide payment transaction services. The legal incorporation of banks 
may take the form of limited company liability, regional government enterprise, and cooperatives. 

BPDs are regional banks owned by the provincial government (see Figure 3.6). They were 
established to support and invest in regional development projects.  BPDs also established ‘village 
credit boards’ Lembaga Perkreditan Desa (LPD) to provide local level banking. Supervisory boards 
or LPDs (Badan Pembina LPD) carry out functions such as guidance, supervision and auditing of 
LPDs at provincial, district and sub-district levels. This body is presided over by the governor and 
consists of his representatives at lower levels as well as representatives from BPD. LPDs are 
independently audited by the regional inspectorate (Inspektorat Wilayah Daerah). Technical 
guidance and supervision is entrusted to the BPD by analyzing monthly LPD reports and by 
carrying out onsite visits. 

Despite the significant reform of the banking sector, regional finance to support development is a 
significant problem. Most regional banks established prior to deregulation have reverted to 
commercial banking activities because of the lack of regional investment projects. While 
governments are decentralizing, financial institutions are becoming more decentralized with 
regional managers given little autonomy to fund regional development projects. The lack of a credit 
ranking system for regional governments also makes investment in public sector projects a risk. A 
significant proportion of regional loans is given to the trade sector, fostering a predominantly 
consumer-driven approach to regional development. The lack of progress on agrarian land reform 
and land administration means that there are few bankable projects open to financial institutions in 
regions. 

Access to regional government finance through the public lending market is constrained by 
bureaucratic red tape and the credit worthiness of public institutions. There is also reluctance by 
districts to borrow, with limits on borrowing determined by the level of DAU each district receives. 
Most development loans are guaranteed by central government, unlike more developed countries 
where district public assets and local taxing powers enhance the credit worthiness of local and 
regional government institutions to borrow. Few districts in Indonesia are engaged in performance-
based budgeting practices (see Sleman case study in Chapter 6 for one district which has) to 
determine the value of public assets and to use these as collateral to support loan or equity 
investment in regional development projects.   

Frameworks for Implementation of Regional Development  
The central government still plays a major role in monitoring and evaluating the decentralization 
process. A significant problem that has recently emerged is that the number of district and 
provincial units to be monitored has increased since decentralization. Provincial government units 
have risen from 26 prior to decentralization, to 33. The number of district/municipal governments 
has increased from 290 in 2000, prior to decentralization, to 407 in 2004. These increases have 
occurred in just two years. Monitoring and evaluating such a big increase in the number of units is 
not an easy task. One good example of monitoring and evaluating the local government regulations 
is Sleman Regency, which is described in a case study in Chapter 6.  

Decentralization, however, has basically minimized, if not eliminated, the vertical accountability 
mechanism. Local governments no longer have to report their budget processes and 
implementation to central government. The state internal auditor can no longer audit local 
governments. All local governments have their own internal auditor. The reason for the very 
minimal vertical accountability mechanism can be traced from the structure of local revenue. This 
will be described later. Local revenues now consist of local taxes and charges, natural resources 
revenue sharing, tax revenue sharing, general-purpose grants, and specific allocation grants. 
Among these types of revenue, only with specific allocation grants (specific-matching grants) does 
the central government have some authority to carry out monitoring and evaluation. The local 
governments receiving this type of grant have to report to respective ministries and the Ministry of 
Finance (MOF). All other types of revenue come under the local government’s full authority in 
allocating spending needs. The central government does have an obligation to allocate the money, 
but not to monitor or evaluate the use of it. 
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The horizontal accountability mechanism plays an important role in the monitoring and evaluation 
process. The DPRD9

As previously mentioned, the central government can no longer directly supervise or review local 
finances except for the specific allocation fund (DAK), de-concentration activities, and local 
borrowing. Local parliament has now taken over this role and local government has to make a 
quarterly report to them. To ensure better local fiscal management, a combination of local 
parliament and central government (MOHA and MOF) monitor and evaluate regional government 
procurements and expenditures on salaries and other operational outlays. Local parliament 
basically monitors the overall performance of the local budget. Local governments will have to 
adopt strict budget constraint in the decentralization era and any borrowing proposals must be 
intended to fill the budget deficit. In this case, the local parliament still has the power to evaluate 
borrowing proposals and once approved the central government (especially MOF) can play a 
significant role. If the proposed borrowing is from a foreign institution, the Minister of Finance has to 
give approval and similarly if it is from central government. For other sources, even though there is 
no direct influence, the central government can take control over the total cumulative borrowing of 
all local governments and can make decisions to manage that total borrowing. Thus the central 
government can indirectly influence the budgeting behavior of local governments throughout 
Indonesia. 

 is now the institution that has the right to monitor and evaluate the budgeting 
process and budget implementation. It is also involved in the budgeting approval process.  

Absence of Regional Catalysts and Investment 
It is important for regions to make greater efforts to attract investors to accelerating growth. This 
will be difficult, given the regional disparities identified earlier and the lack of incentives and barriers 
to attract and create capital to finance regional development. Since decentralization, the disparity 
between regions can be shown clearly in the contribution of central government to regional 
budgets.  

Annex 9 shows the distribution of Approved FDI into Indonesia by provinces. In 2002 and 2003, 
Jakarta was in first position receiving 34.5 percent and 42.3percent of FDI in Indonesia. West Nusa 
Tenggara replaced the position of East Kalimantan in 2003 by receiving 21.2 percent of Approved 
FDI. Approved FDI for East Kalimantan in 2002 was 22.4 percent, but this fell to 5.4 percent in 
2003.  

One of the major constraints to regional development in Indonesia is the lack of expertise in 
packaging and facilitating projects. Most regional governments have a poor understanding of how 
to structure and package infrastructure projects which are attractive to investors and financial 
institutions. There is limited expertise in project feasibility analysis and marketing in both the public 
and private sectors. In developed countries there are specialist individuals and firms that act as 
catalysts in developing, financing and gaining backers for projects. Developing and encouraging 
regional catalysts is essential to secure private investment into many regional projects in Indonesia.   

The major drawback was attributable mainly to the lack of comprehensive approaches to 
encourage business activities in the small and medium-enterprise (SME) sector. In 2000, however, 
a turning point occurred in SME policy when the term ‘SME cluster’ was targeted in the national 
planning document – Propenas. Although there has been no definitive interpretation of the term 
‘cluster’ Propenas has introduced the following basic guidelines for strengthening cluster 
enterprises: 
                                                      
• 9 The DPRD has the following duties and authorities:  drafting regional regulations that will be discussed with the 
regional head to obtain joint approval; discussing and approving draft regional regulations on the regional budget along with 
the regional head; supervising the execution of regional regulations and other laws and regulations, regulations of the 
regional heads, regional budgets, regional government policies in carrying out the regional development program, and 
international cooperation in the regions; proposing the appointments and terminations of regional heads/deputy regional 
heads to the President via the Minister of Home Affairs for provincial DPRD, and to the Minister of Home Affairs via the 
governor for district/city DPRD; electing the deputy regional heads in case of vacancy of deputy regional heads; giving 
opinions and judgments to the regional administration on the international agreement plans in the regions; giving approval to 
international working agreement plans that will be entered into by the regional administration; asking for accountability 
reports from the regional heads concerning the administration of regional governments; establishing the supervising 
committee for electing the regional heads; supervising KPUD (regional general election commission) reports in conducting 
the election of regional heads; and giving approval to the inter-regional cooperation plans and with the third parties that put 
some liability to the communities and regions. 
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• Create a climate to create business expansion 

• Ensure access to productive resources 

• Develop entrepreneurship and competitive SME clusters. 
 

The Central Java program (JICA 2004) found even though the contribution of cluster enterprises 
(see Figure 3.6) to the national industrial economy was relatively small (less than 1 percent of the 
value added in the manufacturing sector), its contribution to the regional and rural community 
development was significant because about 17 percent of small and micro enterprises were 
concentrated in clusters, mostly in rural areas. Many of the rural communities were still dependent 
on an agriculture-based economy. Because of the restriction of agricultural development due 
particularly to the limitation in land resources, cluster strengthening could be a driving force for rural 
and regional development. SME clusters (Sentry) have shifted local communities from mere 
dependence on agriculture to a diversified post-agricultural economy, providing opportunities for 
employment to the increased population and thus preventing excessive migration to the urban 
centers. 

Figure 3.6:  Cluster Model in Central Java  

 
Source: Japan International Cooperation Agency (JICA) 2004. 

Weak Human Capital Development 
Human capital drives the development of modern economies. Many regions of the world perform 
well with limited natural resources; however, they could not do so without well-developed human 
capital. Low human capital development is a problem facing all regions of Indonesia. Education 
statistics for 2003 show only about 7 percent of the population had more than 15 years schooling. 
Little more than 36 percent of the population had completed junior high school, i.e. 10 years of 
schooling. These completion rates are amongst the lowest in Asia. Illiteracy rates of people above 
15 years were 10 percent. School participation rates vary with age. The highest was 96 percent for 
7-12 year olds, falling to 51 percent for 16-18 year olds. Disparities in education also vary 
significantly between regions, income groups, sexes and religions. However, human capital 
development is not just concerned with education. It is connected with health, demography, 
gender, social tolerances and other social problems.  

The UN Human Development Index (HDI) for Indonesia is low, ranking the nation 111th out of 177 
countries. Per capita expenditure on education in Indonesia22

                                                      
22 World Bank Statistics 2002 

 in 2002 was US$710, which is 
among the lowest in Asia. The HDI level for Indonesia was 69.2 (Human Development Report, 

http://devdata.worldbank.org/edstats/cd1.asp. 

http://devdata.worldbank.org/edstats/cd1.asp�


58  

2004). Provincial HDIs revealed DKI Jakarta ranked first (75.6) and West Nusa Tenggara last 
(57.5). using data based on the condition of employment working hours and main occupation (see 
Annexes 10 and 11). The weakness in human capital development is a significant factor in the high 
levels poverty and income disparity between regions.  

The HDI illustrated that access to improved sanitation facilities in urban areas was lower than in 
rural areas. This condition has led to increased in urban population levels. In 1998, the urban 
population was 22 percent of total population; this increased to 42 percent in 2002. It is estimated 
that in 2015, the population in urban agglomerations of more than one million will reach 13 percent 
of total population. This is a dire warning for the Indonesian government to improve the coverage of 
sanitation facilities in rural areas.  

A significant problem with human capital development in regions is that few government institutions 
have invested in the development of skills to manage the decentralization process. Staff were given 
little or no training in areas of institutional reform and change management, strategic planning, 
budgeting, financial and project management. Subsequently, many regions have been incapable of 
implementing projects and programs and have ended up spending a very high proportion of public 
funds on salaries of public officials with little to show for it.  

Integrated Planning and Policy 
The implementation of planning and translating the political agenda into actual actions, is time 
consuming. In the long run, it is being increasingly affected by culture and social attitudes. In many 
cases, the actions carried out deviate from the goal and mission of plans and target outcomes are 
never achieved. Different aspirations between central and local governments have become very 
prevalent with decentralization, with many contradictions emerging between plans. It is vital that 
Master Plans provide better mechanisms for inter-regional and sectoral development coordination, 
and integration and resource sharing to achieve more sustainable development outcomes. 

Non-systematic and un-coordinated issuance of regulations and limited socialization of changes 
have also caused difficulties for local governments in managing and implementing changes. This 
situation has significantly contributed to uncertainty and differing degrees in the quality of local 
planning processes and products. Responding to the new laws and regulations about 
decentralization, local governments, in general, have implemented positive and significant changes 
in planning and management procedures, mechanisms, organization, allocation of responsibility 
and personnel. 

The degree, magnitude, time and quality of change varies between regions reflecting (1) the 
political commitment of the local government and DPRD to conduct reform; (2) the quality of the 
functional relationship between executives and the DPRD; (3) the capacity, skill and quality of 
human resources in the local government and; (4) the current development issues they are facing. 
In some regions the existence of technical assistance from donors has provided a significant 
contribution to local governments to implement change. The problems are: 

• The ‘umbrella’, Sistem Perencanaan dan Pengendalian Pembangunan Nasiona 
(SPPN) – The National Planning System – aimed at providing integrated guidelines for 
the national, provincial and local planning process, procedure and mechanism has not 
been released. 

• There is non-systematic and fragmented issuance of regulations for change. 
Regulations put more emphasis on ‘product’ than on ‘process’ for changes. 
Regulations also give less attention to local achievements and ‘best practices’ in 
planning and management. 

• There is limited socialization and dissemination of laws and regulations to local 
governments, legislative agencies and stakeholders on the intent, magnitude and scale 
of changes; a broad range of local political perceptions and commitments for 
implementing changes, and limited time for local government to organize and manage 
changes effectively. 

• There is uncertainty in the national planning cycle. The implementation of 
decentralization has interrupted the national planning cycle and the calendar of plan 
preparation. 

• There are delays in the release of information and unpredictability by central 
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government projects in devolving responsibility for projects to regions. The uncertainty 
about the amount of de-concentration funds in some regions has caused difficulties for 
local governments in building a credible planning process and products to meet its 
objective of functioning as a development management tool. 

 
There is confusion over the links between bottom-up, horizontal and vertical planning streams. The 
local plan has produced documents that do not indicate clear relationships between the bottom-up 
planning streams generated through the absence of national planning information. This has led to 
piecemeal local planning documents which are heavily reliant on APBD and local resources for 
development and which have not been developed to their optimal potential. 

There is a lack of participatory approach in the local planning process. Most consultations in the 
development planning process are not accompanied by effective instruments (tools) to facilitate 
community members, stakeholders and NGS to understand, assess, review and to make 
appropriate decisions related to the implementation of plans. 

There is a lack of capacity in strategic planning. Due to budget and time constraints and insufficient 
human resource capacity, plan documents do not address quality issues adequately and are more 
oriented to meeting legalistic requirements. The consistency of the framework and contents of each 
plan document are not addressed adequately, because each document uses a different framework 
and old planning practices. 

There is a lack of reference to national and provincial development and planning priorities and a 
lack of effective instruments for the Legislature to review plan documents. The absence of a 
common framework or instruments for executive and legislative bodies causes lengthy and 
ineffective discussions for reviewing and approving plan documents and uncertainty about their 
completion. It has also resulted in the legislative body giving more priority to short-term programs 
than medium-term strategic programs. 

Land Management and Administration 
Land tenure issues have been a major impediment to regional development. Large areas of land 
are not registered and disputes over ownership are common. The uncertainty over land ownership 
acts as a major disincentive for investment and has stalled many agrarian reform programs 
designed to improve the efficient use of rural land. Desoto (1998) estimated there was more than 
US$263 billion worth of land and property in Indonesia which was considered dead capital; that is 
assets that could not be used as collateral to support investment and improvements to generate 
increased wealth and income. A significant proportion of this is the under-performing assets of 
regional governments. 

Land laws in Indonesia are complicated. Under colonial governments dualism existed between 
western systems and the traditional (adat) laws based on the customs of various regions. In 1960, 
by creating a National Land Law based on the utilization of traditional concepts, principles, systems 
and institutions, the government introduced Undang-Undang Pokok Keagrariaan – The Basic 
Agrarian Law (BAL) – to end dualism.  

A review of the BAL has proved difficult until recently because of a strong band of formalists who 
believe land law, like that of marriage, is non-neutral; it is unable to be changed. In contrast NGOs 
are demanding to revert completely to the customary rights principles. Recognition of ‘adat’ or 
customary land rights and customary systems of tenure, explicitly acknowledged in Article 5 of the 
BAL, became a critical element of contention in Indonesia. The root of the problem is that most of 
the existing implementing regulations of the BAL fail to explain, and are even contradictory to, the 
adat principles. 

The following problems continue to beset Indonesia’s land tenure system: 

Social conflict over land. The pressure of rapid economic transformation and previous policies 
has led to non-compliance with land reform policies and laws; civil claims about entitlements, 
customary land rights issues, levels of compensation for land, and land acquisition for 
development. The 2003 statistics indicate considerable inequity in the present distribution of land 
where some 69 percent of the land is owned by 16 percent of the population; and the average 
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parcel size of a rural holding in the crowded island of Java is shrinking from what is already a non-
viable 0.85 hectares. Parcels of land are too small to be economic, resulting in low levels of 
productivity and sterilization of land where disputes have arisen.  

Public confidence in land administration and management. The existence of private 
conveyance creates an informal environment in land dealings, however, the systematic approach 
adopted in Indonesia tends to have a legal perspective rather than a land management 
perspective. The system results in illegal sales of land and fake titling which undermines 
confidence in land administration and the operation of efficient land and property markets. 

Institutional reform and decentralization. Since the establishment of the national Land Agency 
(Badan Pertanahan Nasional – BPN) in 1988 as a separate agency dealing with land reform, land 
use, land titling, and land survey/registration, the technical components of BPN have remained 
essentially unchanged. Under decentralization, land administration was expected to be transferred 
to regional agencies. This has been postponed several times causing uncertainty and a lack of 
confidence in land administration systems and a proliferation of informal land sales around larger 
cities. 

Valuation and land and taxation. The weakness in the land administration systems has meant 
that land is not registered properly for local land tax purposes. Many parcels of land have not been 
re-valued for more than ten years and regional government systems are not operating efficiently to 
collect back taxes owed on a range of property taxes and transactions. There is endemic corruption 
in the land tax system which makes it very difficult for regional governments to improve revenue 
collections.  

Despite the many difficulties facing regional development in Indonesia, a number of regions have 
become very progressive in developing plans and policies to reshape their local economies. There 
are many examples of best practices in good governance, economic planning, innovative finance, 
and the development of knowledge management systems and project development and 
implementation to be found in the country. Annex 2 examines three case studies of best practices 
that provide examples of the way some regions in Indonesia have been able to develop successful 
approaches to regional development and achieve sustainable development outcomes. 

Environmental Management 
The management of natural resources is important in maintaining health ecosystems. Many 
regions of Indonesia have rich natural resources in the form of forests, fisheries, oil, gas and 
minerals, but the exploitation of these has resulted in regional conflicts between human gain, the 
need to develop local economies, and the need to look after the environment. In the period 1990-
2000 Indonesia lost more than 13 km2 of forest, an attrition rate of 1.2 percent per year. Industrial 
pollution, exploitation of forests and soils and contaminated waste remains a problem in all regions. 
There are national and regional regulations to address these issues, but there is neither the 
capacity, resources and in some cases the willingness to enforce these regulations. 

Petroleum and mineral exploration presents a significant challenge for many regions. There is a 
pressure for regions to allow economic development which provides employment and investment to 
prevail over other interests, allowing natural resources exploitation of forests and construction 
materials to go unchecked. Weak regional management and enforcement of development 
conditions and laws has given rise to serious environmental problems in rich mining regions like 
West Irian, North Sulawesi and Sumbawa. Several international mining operations have been 
prosecuted for failing to comply with regional mining regulations (Moningka 2001).  

Disparities in Economic Geography  
The main problem of regional development in Indonesia is the disparity of regional income and 
investment, which is heavily biased towards the regions with endowed natural resources. (See 
Annex 2 Provincial GRDP per capita by region). Before decentralization in 1999, there were two 
important features related to regional disparities. First, the correlation between the output level and 
community welfare by region is very low. In the enclave areas and the four natural resource-rich 
regions in Indonesia (Aceh, Riau, East Kalimantan and Papua), national policy did not transform 
local natural wealth into increases in local community welfare. The government did not have a 
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revenue transfer mechanism that guaranteed the producer regions received the results of their own 
resources. It became a vertical conflict because the people of the local communities, especially the 
indigenous people, believed that they were the primary inheritors of all resources available in their 
region. Second, indigenous people have largely been denied the benefits from the prosperity of 
development in most regions. It is widely known that poorly developed local communities live within 
or near the enclave development areas where intensive exploitation of natural resources has 
generated huge profits.  

Shankar and Shah’s (2000) study on inequality found that Indonesia has experienced a constant 
drop in regional inequality since 1983. The drop was more pronounced prior to 1992, after which 
the decline slowed. With the 1997 economic crisis, regional inequality increased slightly in 1997 
and 1998. Tadjudin (2001) found there was a relative correlation between the welfare of regions 
and the welfare of society prior to 1997. Akita and Lukman (1995) also found a constant decline in 
the weighted cohort variables in regional inequality from 1975 to 1992. However, when they 
exclude the mining sector, no trend is discernible in the reduction in regional inequality. They 
conclude that the decreasing weighted cohort variables could be attributed to the decline of the 
mining sector’s share of GDP. In addition, Akita and Lukman found that the contribution of the 
tertiary sector to regional inequality has declined during this period while that of the secondary 
sector has increased. Indonesia averaged an annual growth rate of 6 percent from 1970-1996. 

The most significant disparities in gross regional domestic product (GRDP) occur between western 
Indonesia (Java, Sumatra and Bali) and eastern Indonesia (Kalimantan, Sulawesi, Nusa Tenggara, 
Maluku and Papua). (See Annex 3 GRDP proportion by province.) Java, with 61.9 percent of the 
population and 7 percent of the country’s land area, is very significant because it contributes 60 
percent to Indonesia’s GRDP. There is, however, a significant disparity between Jakarta and other 
regions (see Annex 4: Sectoral contribution of provinces GRDP in 2002). The disparity between 
Jakarta and the rest of Indonesia is due to the strong centralization policies of past governments 
and the dominance of Jakarta in non-natural, resource-based economic activities. GRDP outside 
Java is biased strongly towards agriculture and fishing, which are seasonal activities. The most 
significant disparities outside Java occur between the resource rich-regions and Bali, which has a 
significant tourism industry. 

Limited Effectiveness of Poverty Reduction Strategies  
The main objective of economic development in Indonesia has been to improve the general 
standard of living of the population. For its part, economic growth has increased personal and 
corporate wealth, reduced the level of poverty and improved the level of social welfare. However, 
the growth in the Indonesian economy has not resulted in an equitable increase in wealth and living 
standards. There are very significant sector and regional disparities in both wealth and social 
welfare in Indonesia. Gini coefficients are used to measure distributions that reflect the share of 
expenditure/income among different groups in society. Table 3.3 shows the Gini coefficients of 
expenditure distribution for Indonesia. 

Table 3.3:  Expenditure Distribution and Gini Coefficient (%) 

Item 1996 1999 2003 
Expenditure 
Distribution 

      

40% Low 20.3 21.7 20.6 
40% Medium 35.1 37.8 37.1 
20% High 44.7 40.6 42.3 
Gini Coefficient 0.36 0.31 0.32 

Source: CBS Statistics Indonesia, 2004. 

Following the economic and political crisis of the late 1990s, the Gini coefficient for expenditure 
distribution improved from 0.36 to 0.31. However, the declining Gini coefficient does not 
necessarily mean income gaps converged after the crisis. The high inflation rate meant 
consumption spending (mostly for basic needs) for the majority increased more or less uniformly. 
On the other hand, the highest spending 20 percent of the population tended to delay their 
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spending because of the high interest rates set by banks for credit and loans. Subsequently, during 
the recovery period it was not surprising the Gini coefficient for higher income groups fell. The fall 
in the Gini coefficient was driven up slightly in 2003 by a rise in consumption spending by the top 
20 percent spending group following the liberalization of imports, including consumable goods.7

The high growth of the Indonesian economy in the last two decades has substantially reduced the 
number and proportion of people living in poverty (See figure 3.7). In 1981, 26.9 percent of 
Indonesians lived below the poverty line. In 2003, Survei Sosial Ekonomi Nasional (Susenas) 
estimated this proportion had fallen to 17.4 percent, equivalent to 37.3 million people. This is higher 
than the number of people living in poverty in 1996, indicating little change in the absolute number 
of people living in poverty over 35 years. The high incidence of poverty is closely related to the 
availability of jobs. Slow economic recovery has, therefore, had an impact on the growing number 
of unemployed and on the absolute number of poor people. With relatively low economic growth, 
employment opportunities are limited, indeed, insufficient to absorb new entrants into the labor 
market.  

 

Figure 3.7:  Number of Poor People in Indonesia  
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Source: CBS-Statistics Indonesia, 2004. 

As previously noted, the low level of economic growth experienced since the 1997 crisis has meant 
the economy has been unable to generate sufficient employment to absorb the growing workforce 
as well as the existing unemployed. As a consequence, the open unemployment rate continued to 
rise. In 1996, the open unemployment figure was 4.3 million (4.9 percent of the total work force). In 
2003 the number had increased to 10.1 million, 9.8 percent of the total workforce (see Table 3.4).8

Table 3.4:  Employment Conditions 

  

Year 
New Labor Force Additional Job Open Unemployment 

(in millions) (in millions) (in millions) (percent) 
1996 3.96 3.79 4.29 4.86 
1999 2.11 1.14 6.03 6.36 
2000 0.94 1.00 5.81 6.07 
2001 3.16 0.97 8.00 8.10 
2002 1.97 0.84 9.13 9.06 
2003 2.10 1.10 10.13 9.85 

Source: Central Bureau of Statistics, 2004. 

                                                      
7 Gini coefficient or Gini concentration ratio is a measure of inequality related to income or welfare. Its value is 
between 0 and 1. 
8 Open employment is the number of persons included in the work force but who are in the process of seeking 
jobs. 
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In the period of the New Order and the Megawati government, both governments set up some 
programs for poverty alleviation i.e. Inpres Desa Tertinggal (IDT) for village improvement, Operasi 
Pasar Khusus (OPK)/Beras Miskin for food security, PMDKE for community empowerment, Padat 
Karya or labor intensive programs for employment creation and scholarships for education, and 
JPS-BK (Social Safety Net for the Health Sector) for health.  

In the context of addressing the poverty problem, the current administration under President Susilo 
Bambang Yudhoyono (SBY), has completed the draft Poverty Reduction Strategy (PRS) called 
Strategi Pengentasan Kemiskinan (SPK) document. The PRS is part of the Rencana 
Pembangunan Jangka Menengah (RPJM) and is a government strategy and action plan which 
aims to attain the goals and objectives of poverty reduction over the five-year period 2004-2009.  

It acknowledges poverty as a multi-dimensional problem. It is not just a problem of inadequate 
income, but also embraces the deprivation of human dignity encompassing a lack of voice, power, 
and choices. It is characterized by poor health; lack of basic education and skills; insecurity; 
inadequate access to land and other assets; vulnerability to economic shocks; natural disasters; 
social conflicts and other risks. In order to address the multi-dimensional nature of poverty, the 
policies and programs outlined in the national Poverty Reduction Strategy use a rights-based 
approach, defining poverty as the non-fulfillment of certain basic rights. The rights-based approach 
also emphasizes the state’s responsibility (executive and legislative branches at all levels, and 
other state institutions including the army and police) to strive for the progressive realization of 
basic rights of the poor. It provides a framework for the prioritization of limited resources, at the 
same time making the fulfillment of these basic rights the government’s overriding priority.9

The national Poverty Reduction Strategy provides a clear framework for the government, the 
private sector, the general public and other stakeholders to build a national movement for poverty 
reduction. The strategy’s aim is to strengthen the commitment of all stakeholders to address the 
underlying causes of poverty, to build a consensus for using the rights-based approach, and to 
strengthen Indonesia’s commitment to meet the Millennium Development Goals (MDG).  

 

Official Development Agency Assistant Supporting Regional Development 

There are a significant number of Official Development Agency programs running in Indonesia to 
assist with the implementation of the decentralization laws. Most ODA programs are focused on 
poverty reduction and capacity building for good governance at central and regional government 
levels. Programs supporting decentralization and regional development are normally executed as 
sector agency projects by the Ministry of Home Affairs. There are few examples of direct ODA 
regional development programs. Most of these are executed through international NGOs such as 
Habitat for Humanity and World Vision. The following describes the focus and some of the 
initiatives of ODAs in supporting regional development and poverty alleviation. 

World Bank Strategy in Indonesia  
The present Country Assistance Strategy23

• Improving the climate for high quality investment 

 (CAS) governs the World Bank’s current program in 
Indonesia for 2004-2007. It found that Indonesia's poverty level, which reached its peak of 27 
percent in 1999, had fallen to 16 percent in 2004. The overarching goal of the World Bank’s CAS 
for Indonesia is to support efforts to reduce poverty in a more democratic and decentralized 
environment. In doing so, the World Bank proposes a strategy to engage intensively with 
Indonesian society. The strategy focuses on three broad priority areas: 

• Making service delivery responsive to the needs of the poor 
• Addressing core issues of governance including  
• making development planning more responsive to constituents;  
• improving public financial management;  
• strengthening the accountability of local governments under a more coherent 

decentralization framework; and  
• enhancing the public credibility, impartiality and accessibility of the justice sector.  

                                                      
9 Poverty Reduction Strategy, by Sri Mulyani Indrawati. 
23 WB CAS 2004-07: http://siteresources.worldbank.org/INTINDONESIA/Resources/CAS/CAS04-07.pdf. 
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Under the CAS, in the event that Indonesia performs exceedingly well in implementing key areas of 
reform that improve the investment climate, strengthen service delivery and improve governance, 
the World Bank could provide more financing through CAS’s high-case lending program. Within this 
scenario, key reforms would need to be undertaken, particularly in areas that protect public funds 
from misuse. Not only do funds need to be channeled more effectively to the poor but corruption 
issues also need to be more effectively addressed. Better policies and stronger institutions would 
also lead to higher growth and would increase the government’s capacity to service debt in a 
sustainable manner. In this case, and with careful internal review, the World Bank would be 
prepared to increase the funding made available to Indonesia to US$1.4 billion a year (WB CAS 
2004:37). 

Indonesia’s massive decentralization calls for a new approach to the delivery of development 
assistance. The commercial bank will leverage the projects it finances with analytical work, policy 
advice, technical assistance, strategic partnerships and capacity building to systematically increase 
standards of governance at each level of government the Bank engages. There are four business 
platforms envisioned:   

• The Community Driven Development Platform: about 25 percent of all lending (about 
US$200 million per year) would be allocated to scale up this successful program. 

• The Local Services Platform: about 40 percent of lending would be allocated to help 
create accountability at the district and provincial levels. 

• The Public Utility Platform: about 15 percent of lending would help support investments 
in good corporate governance and efficiency in water supply and energy. 

• The National Lending Platform: about 20 percent of lending would be allocated to 
address central problems. 

ADB Strategy in Indonesia 
In the years leading up to the financial crisis, the ADB’s operations in Indonesia were guided by the 
Country Operational Strategy (COS) prepared in 1994 to coincide with the launching of the 
government’s five-year development plan (REPELITA VI). The 1994 COS was, however, overtaken 
by events which followed the economic crisis in 1997. The economic crisis made it imperative for 
the ADB to adopt an interim operational strategy to address urgent issues arising from the crisis, in 
close coordination with the World Bank and the IMF. 

Work on a new medium-term COS was thus postponed till such time as the recovery was 
underway, and a medium-term view of development issues facing Indonesia could be undertaken. 
The interim strategy, initially proposed to cover 1998-99, was extended to 2000. A three-pronged 
approach was envisaged in the strategy: 

• Financial sector restructuring by providing support for reforms in financial sector 
governance in coordination with other donors. It was complemented by reforms in the 
restructuring of the trade, industry, and energy sectors and state-owned enterprises 
sectors. These reforms were intended to help restore investor confidence, and improve 
transparency and the predictability of policy making to support economic recovery. 

• To address the major fallout of the crisis – which was a surge in poverty – by providing 
substantial support to social safety nets through interventions in health, nutrition, and 
education. 

• To assess the continuing relevance and priorities of ongoing projects which were 
designed before the crisis, comprehensive portfolio reviews were held in 1998, 1999 
and 2000. Portfolio performance monitoring and management are expected to remain 
a high priority for ADB operations over the next few years. 

The ADB’s program has been well suited to the national planning objectives contained in RJPM. 
The ADB’s lending and TA program for 2001-2003 had a stronger focus on poverty reduction while 
building on the ADB’s recent work on good governance in finance and industry, and social 
development. The program indicates a further decline in quick-disbursing assistance, reflecting the 
continuing shift from crisis-response operations to normal operations. However, a more gradual 
reduction may be needed, given that the economy is still fragile and the country’s fiscal weakness 
is likely to persist over the medium term. 
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UNDP Good Governance 
The UN system is engaged in a wide range of partnering projects with sector agencies to support 
good governance and poverty reduction. In 2001 the Ministry of Home Affairs under the 
Breakthrough Urban Initiatives for Local Development (BUILD) Program supported by and UN-
Habitat introduced a framework to improve municipal management and administration was 
developed to support the implementation of Law 22/1999, focusing on introducing more 
responsive, participative, transparent and accountable management practices into central and 
regional government. The BUILD program based on their practical experience with introducing 
change developed a set of good local governance principles for regional development. The 
Association of Municipalities (APEKSI) subsequently adopted these principles which are advocated 
in most local governments. Some eleven cities under the BUILD program; around 30 regencies and 
cities sponsored by similar programs under USAID and GTZ; and local governments involved in 
UNICEF’s work in participatory planning, programs and pilots supported by the Partnership for 
Governance Reform in Indonesia (PGRI) are adopting good governance practices. More are to 
follow under programs currently under preparation sponsored by the World bank and ADB24

Other ODA Agencies  

. 

Other agencies like AusAID, GTZ, USAID, and JICA (Japanese International Cooperation Agency) 
have an extensive range of programs to support regional development. AusAID has supported a 
wide range of regional development programs to assist with the implementation of the 
decentralization laws, such as the Indonesia-Australia Specialised Training Program25

Program for Eastern Indonesia SME 
Assistance (IASTP)

 which has 
supported training in District and Provincial Planning and 

26 programs. GTZ has supported central and local levels of government 
programs involving policy support for decentralization and good governance, urban and municipal 
development and initiatives towards local governance capacity building and poverty programs. 
These have been primarily directed at the provinces of East and West Nusa Tenggara, East 
Kalimantan and Central Java. USAID27 has focused on a wide range of capacity building programs 
to develop regional education and governance including the Local Governance Support Program 
(LGSP). JICA28

Indonesia’s Regional Development Experience: Lessons Learned  

 has focused on economic structural reforms, good governance, sustainable 
economic growth and poverty reduction. In addition to these organizations, a wider range of 
international and national non-government organizations are involved in capacity building programs 
to support regional development and governance reforms. 

Decentralization was expected to lead to improved productivity and performance of regional 
economies. Some regions have benefited significantly from the process; however, most are 
struggling to implement the decentralization laws. The research undertaken to prepare this chapter, 
and the field visits conducted to study regions applying best practice described in Chapter 6, have 
identified important lessons related to the difficulties in implementing regional development under 
decentralization in Indonesia. Podger and Macmillan et al (2004) and Turner et al (2003) have 
documented many problems associated with the implementation of Laws 22/1999 and 25/1999 and 
the subsequent new laws 32/2004 and 33/2004. The following summarizes some of the lessons 
learned from the experiences with the implementation of regional development since 
decentralization commenced in 2001. 

Good governance: It is apparent from the available literature and the research for this study 
regions which have achieved the highest level of performance are those which have adopted good 
governance best practices. Sleman, which forms part of Yogyakarta, is an exceptional example of 
best practice good governance with the adoption of its performance-based budgeting and 
accounting system, which is published and made available to the public. The 10 principles of good 
governance described earlier provide an excellent framework for the achievement of good regional 
governance; however these need to be embedded more effectively in government agencies.  

                                                      
24 Introducing Local Good Governance, UNDP: http://www.undp.or.id/programme/governance/intro_glg.pdf. 
25 IASTP: http://www.indo.ausaid.gov.au/projects/iastp3.html. 
26 AusAID Country Program: http://www.indo.ausaid.gov.au/projects.html. 
27 USAID Program Strategy: http://www.usaid.gov/id/. 
28 JICA Indonesia Strategy: http://www.jica.or.id/strategy-new.html#SHORT. 

http://www.indo.ausaid.gov.au/projects/pensa.html�
http://www.indo.ausaid.gov.au/projects/pensa.html�
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Financial management: Bappenas, as the national planning board, is experiencing difficulties in 
the coordination of development projects and programs between central and local government. 
There is a sense that Bappenas is reluctant to hand over control of regional development projects 
to regional governments – especially larger projects. This is because some regions do not have the 
capacity to implement larger projects. The budgeting and financing process of local development is 
also hampered by the lack of well-developed mechanisms to disburse funds in a timely manner to 
regions. This results in delays and stoppages in many regional projects.   

An important lesson learned from the fiscal arrangements of decentralization in Indonesia is the 
need for better systems to standardize the regional and national budget formulation process 
(especially exchanging information), improved fund transfer arrangements and priorities for 
spending in strategic fields such as infrastructure development, education, health etc. The 
problems experienced indicate that more time is needed to train regional officials in financial 
management and funds transfer and to improve budgeting and planning arrangements between 
central and regional government, particularly in the areas of provincial and local government 
responsibility where there are many overlaps. 

Strategic and integrated planning: The lack of strategic and integrated planning between central 
and regional governments, and regional governments is a major problem. This was initially created 
by the lack of clarity between provincial and local government responsibilities, which has been 
subsequently amended in the 2004 legislation. However, the lack of a clear organizational purpose 
between government and governing bodies is still creating confusion over which organization is 
responsible for various activities. The legislation included provision for the introduction of corporate 
planning but regional governments were not particularly well equipped to operate as decentralized 
entities to work with more flexible strategic planning processes, performance budgeting, financing 
and benchmark performance monitoring of development plans. Many development plans are 
nothing more than ‘wish lists’ which lack the rigor of intensive scrutiny and justification necessary 
before plans are approved in developed economies.  

Engaging with stakeholders: Consultation and stakeholder engagement is a relatively new 
practice in Indonesia. It is being introduced into regional development decision making as part of 
the democratization reform process; however, it is treated with suspicion. There is little public 
confidence in government especially as a result of widespread corruption and the ineffectiveness of 
governments to deliver on policies. International agencies have played a key role in developing 
regional and local consultation processes; but, the effectiveness of the engagement processes is 
open to debate. Many regional governments do not feel comfortable with consultation processes 
and often see them as a political protest. Public officials have little experience in running effective 
consultation processes and many public officials feel awkward that plans and budgeting processes 
are subject to public scrutiny. An important lesson for Indonesia is that consultation requires a lot 
more time to develop and win public trust to become truly effective. The process of consultation 
needs to be run by skilled independent facilitators and community information programs must 
precede the introduction of consultation activities to avoid unrealistic expectations. 

Capitalizing on endowed resources: Regions are making very poor use of their endowed 
resources and not using the revenues they receive from these to invest in infrastructure to support 
the future development of the region once resources have been depleted. For example, East 
Kalimantan that is endowed with oil and forests needs to develop other sectors to reduce its 
dependency on those natural resources. The tendency of resource-rich regions to take the short-
term benefits and not invest in future is not sustainable. Some regions of Indonesia have nearly 
exhausted their endowed resources and face the prospect of going into a downward economic 
spiral in future. This situation should be made clearer in guidelines for the use of DAK allocations.  

Human resource development (HRD): The lack of skills needed to implement the 
decentralization laws has been a significant problem in most regions. Indonesia has one of the 
lowest investments in education and HRD development in Asia. It will take many years to build 
HRD capacity, which is compounded by problems of low salaries, resulting in low productivity and 
corruption in public agencies. There is limited knowledge of HRD training requirements or how to 
conduct skills audits and training needs assessment studies. The slowness in regional institutional 
reforms means many officials are underutilized and not trained to take on new responsibilities. 
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An important lesson gained from the decentralization process is that a full national skills audit and 
model for restructuring and defining the HRD requirements of regional government should have 
been developed as part of the preparation process. This would have enabled specific skills, such 
as integrated planning and budgeting, monitoring and evaluation, and other priority training 
programs to have been developed and implemented. It would have also provided a framework for 
ODA assistance in a range of nationally run programs. 

A fault with ODA training assistance is that most programs to support HRD development have been 
sector specific, building capacity in such things as improving regional budgeting but not linking this  
to regional financing or tax revenue collection. More holistic training packages are needed to look 
at the total financial/infrastcture/economic development needs. The effect of many ODA assistance 
projects is that only parts of instutional systems are functioning effectively. A clusters and 
integrated discipline approach to HRD, covering all aspects of financial management, is required. A 
failure of many programs is that they support only one regional organization. They do not develop a 
regional learning program whereby training in capacity buiding provided to a regional agency is 
then passed on through a regional training and mentoring program to other regional and local 
governments.  

Poverty alleviation programs: The evidence gained from the experience of regional poverty 
reduction programs in Indonesia under decentralization is that they need to be more long term, 
strategic and fully funded. Too many regional development poverty alleviation programs have been 
poorly designed and poorly executed. Many of the poverty reduction strategies developed by 
central government are very broad and not outcome focused. The experience in Indonesia is that 
poverty reduction strategies are best designed and implemented at the regional and local level with 
central grant funding and NGO assistance with implementation (see Balikpapan case study in 
Chapter ???). A weakness of poverty strategies is that they are often not designed to build skills 
needed to create some form of competitive advantage for regional sector industries. Poverty 
reduction programs targeted at the development of small-scale enterprises have proved successful 
and more sustainable than programs aimed at providing general employment. Rural poverty 
programs are not addressing the skill needs of people who may choose to migrate to cities in the 
future.  

Strategies to Support Sustainable Regional Development in Indonesia 

The challenges Indonesia faces in implementing its decentralization reforms are enormous. The 
weakness of regional institutions, lack of competitive strategic infrastructure and financial systems 
to support regional development has slowed the implementation of governance reforms. The lack 
of guidelines and the difficulties in funding and changing institutional cultures calls for a new and 
more strategic approach to regional development by all levels of government, development 
assistance agencies and non-government agencies. In developing these, it is important that 
strategies focus on supporting the following elements of sustainable regional development best 
practice.  

Value adding in regional economies: The tendency regions in Indonesia have to pursue 
consumption growth models to drive regional economic development is not sustainable in the long 
term. Regional governments and business must learn to think more globally while acting locally in 
their approach to regional economic development. They must focus on the growth of new export 
industries and improving the efficiency and competitiveness of existing business enterprises. These 
measures are important in helping to diversify the economic base or regional economies, retain 
skilled labor and attract investment. 

The creation of value adding in regional economies involves inputs by governments and business 
at the regional and national level. Regions need to improve the use and leveraging of institutional 
and private resources used in production, e.g. labor and raw material. In addition the introduction of 
new technologies, improved inter-regional government collaboration, and interlinking marketing and 
production activities within and between regional industries is essential. These measures will 
enable regions to enhance their competitiveness and increase the local multiplier effects of 
production involved with inputs and outputs. 
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At a national level there is a need for better financial and enabling mechanisms to support regional 
development and to strengthen the capacity and improved efficiency of national government 
apparatus. There is also a need for consistent and enforced national standards and regulations to 
ensure the efficient operation of markets. 

Managing and utilizing capital: Strategies to improve the management and utilization of capital is 
essential to increase investment in regions – especially in strategic infrastructure. Such strategies 
will not only involve the use and management of financial capital, but also physical, social and 
environmental capital. Currently, regional governments hold substantial land, property, 
infrastructure, and other commercial assets which are not performing and are effectively dead 
capital. The paucity of record and inventory keeping and the weakness of land administration 
systems effectively means these assets cannot be used as collateral to raise working capital for 
investment, or as equity in development projects. Current laws prevent district governments using 
public assets as collateral. This is a significant impediment to the effective management and use of 
public assets.  

The use and development of social and environmental capital through improved stewardship is 
important. Regional governments and business must learn to make greater use of, and better 
manage, knowledge capital and facilitate the development of networks if they are to become more 
competitive.  

Strategic planning: One of the most important lessons gained from the decentralization 
experience in some cities of Indonesia is the need to introduce strategic planning that integrates 
the physical, economic, financial institutional and sustainable approach to regional development. 
The metropolitan areas require a more thorough approach to regional analysis than the IUIDP 
approach, in order to arrive at the development of better integrated development and financial 
plans. Strategic planning can lead to improved coordination of investment across sectors and help 
to compensate the lack of vertical and horizontal integration between agencies. 

Maintaining quality environments: Strategies which lead to the restoration of ecosystems and 
the quality of urban environments are important to enhance public health and livability. These in 
turn, have a direct impact on community well-being, labor productivity and performance. The focus 
of economic competitiveness in many countries is moving towards quality of life and livability 
matters. Quality of life is important in attracting skills to regions. Potential litigation against public 
institutions which permit industries that pollute the environment or generate emissions are 
considered a health hazard which affects the quest for a healthy lifestyle. Promoting livability as an 
element of competitiveness is now an important strategy for many cities of the world, and must 
become part of the strategy for promoting competitiveness in Indonesian regions. 

Improving institutional performance: Strategies to reform and enhance the capacity building of 
regional institutions are important to improving regional economic performance. The introduction of 
corporate and strategic planning, financial management, integrated planning and budgeting and 
project management across all levels of government is essential. Benchmarking the performance 
of regional institutions is crucial to measure productivity gains and the overall performance of 
institutions around the country. It should also become the basis for rewarding regions that take 
steps to improve institutional performance and penalizing those that do not. Benchmarking 
becomes an effective tool for publicly exposing corruption and poor management practice. 

Building institutional capacity through the development of human resources and improving asset 
management performance should be considered not as a cost to institutions but an investment in 
capability building. The more competent the staff of institutions, the more efficient, effective and 
competitive the institutions become. 

Land and property tax reform: In designing a strategy of land tenure and property tax reform, it is 
important to recognize that the strategies developed must consider carefully the relationship of 
people to land and regional differences (Williamson, 2001). These arrangements include: 

• Cities and urban areas, where active land markets operate on titled land 
• Cities and urban areas, occupied by informal settlements (squatter, illegal or low-cost 

systems outside the formal or regulatory structures) 
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• High-value agricultural lands which are titled and are part of the formal land market 
• Private untitled lands in rural areas and villages 
• Informal or illegal settlements in rural areas, especially in government forests 
• Lands which are subject to indigenous rights 
• Lands in all categories which are the subject of claims from previously dispossessed 

persons 
• Government or state lands, reserves and forests and many other forms of common 

property 
 

Land valuation systems and practices.Engaging with the global economy: Learning to think 
global and act local is essential if regional intuitions and firms are to develop local economies which 
are attractive to investors and developers. However, to do this, regions must prepare themselves to 
engage in the wider national and global economies. The development of Information Technology 
(IT) systems will be an important part of engaging with the global economy. Development of IT 
infrastructure will be just as important as building roads and transport terminals. Developing the 
human resource skills to engage in business activities, through engagement in networks, studies in 
international business and foreign languages will be essential. Creation of a favorable climate for 
business and investment by reforming old regulations and providing information about regional 
investment opportunities on the Internet are essential for regions to engage with the global 
economy. 

Improving asset performance: Most public and private assets in regions are under-performing. 
This is because assets have been left to run down, there are no funds for replacement with new 
assets or technologies, or the assets have become unusable because of disputes over land 
ownership and user property rights. Improving the maintenance of public infrastructure in most 
regions has the potential to add 1-2 percent to gross regional product. Improving overall asset 
management and performance (not just infrastructure) is important in adding value to regional 
economies, but it has been overlooked in preference to developing new development projects. It is 
essential that regional government maintenance budgets at least meet the annual depreciation on 
assets, which is a problem, as many institutions do not know the value of the assets they are 
responsible for, or do not have balance sheets to show asset depreciation. 

Poverty reduction strategies: Poverty reduction forms the central thrust of most regional 
development plans in Indonesia. While absolute poverty in Indonesia has declined, there are 
significant and widening regional disparities and urban poverty is a matter of growing concern. 
Many of the urban poor are trapped and without basic skills are dependent upon the informal and 
other less desirable sectors to make a living. The focus of economic strategies in future should 
place less emphasis on poverty alleviation and be re-branded to focus on wealth, skills and 
employment creation. Poverty alleviation has negative connotations for the private sector when 
asked to invest in programs to support the poor. Regions must also ensure poverty reduction 
strategies match the capacity of regional budgets and institutions to implement different programs.  

The national planning strategy on poverty provides the framework for regions to develop regional 
strategies covering such things as basic needs of poverty, area coverage, budgeting, and the 
institutions responsible for poverty reduction programs. There is a need for regional poverty 
programs to be linked to HRD and skills development programs which support the development of 
strategic industries important to the growth of regional economies. This should be part of a skills 
retention strategy in regions. Monitoring and evaluation of skill needs must become an integral part 
of any poverty reduction strategy. 

Rural education programs must equip rural communities with the basic skills to create employment 
via the development of new small and medium-scale enterprises in urban centers. This must be 
done in anticipation of the fact that more than half the population of rural areas will migrate to cities 
over the next 25 years. ODAs need to recognize this fact when developing assistance packages for 
poverty reduction in rural areas, as one of the causes of the worsening urban poverty problem in 
Indonesia is the increasing migration of unskilled rural workers to cities. This however, does not 
dismiss the importance of regional development strategies focusing on programs to restructure and 
diversify rural economies.   
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Stemming the flow of capital leakage from regions: Capital leakage from regions results from 
the lack of investment opportunities in bankable projects and the focus on consumption-driven 
economic growth, whereby profits from businesses all go to regional headquarters mostly based in 
Jakarta. To stem the leakage of capital, there is a need for regions to: identify opportunities for the 
development of import substitution businesses; advocate the development of regional savings and 
community banks; encourage the investment of pension funds in regional projects; and support the 
presence of catalysts that create opportunities for local investors to participate in regional projects.  

Development of local networks and clusters: The development of industry clusters and 
networks is recognized as best practice in supporting regional development. Several regions in 
Indonesia have acknowledged the value of networks and clusters and are supporting their growth. 
The development of local networks helps to build regional knowledge and marketing intelligence 
systems, and facilitates the sharing of information between regional firms and organizations. 
Networks can also help with the mobilization of capital and resources to leverage support for 
regional development projects. Through networks, partnerships can be developed with local, 
national and international businesses.    

Regional and local community networks are an important means of gaining inputs and feedback on 
planning processes. They allow for the exchange of information related to development, identify 
development problems, ascertain local sources of finance and suggest technical approaches and 
solutions to project implementation. The urban forum process has enabled some regions to 
establish a community of regional development programs more in tune with the needs of the 
communities.  

Focus on developing new financial structures: In order to assist the development of industrial 
clusters and SMEs, regional and national governments need to foster improved facilities and 
access to micro finance. Some commercial banks, e.g. Danamon Bank, provide micro finance for 
SMEs; however the need for improved faculties and lending arrangement for credit to regional 
business is a significant problem holding back regional development. The inability of many regional 
local governments and businesses to capitalize on public and private sector assets and the need 
for improved mechanisms for regional governments to access finance from the ADB and other 
banks are two matters that could significantly redress weakenesses in accessing regional finance 
in Indonesia. Providing incentives for the banking sector to decentralize more operational decision 
making is a matter of priority. The current centralization of the financial sector is moving counter to 
the decentralization of the governance sector. This makes it difficult for regions to compete for 
funds to invest in regional projects when decisions about portfolios and project investments are 
being made by headquarter staff, who may have little understanding of the region development 
potential.  

Concluding Comment 

Indonesia has less than fours years experience in facilitating regional development under 
decentralization. The progress on decentralization has been rapid, but there have been enormous 
problems which will take many years to resolve. The lack of institutional capacity and resistance to 
change, shortages of skills in regional agencies, and deficiencies in the decentralization laws are 
major factors contributing to the slowness in implementing many aspects of decentralization. There 
have been a substantial number of reports prepared by the Indonesian government and ODAs that 
have documented these issues.  

Unfortunately, many regions are trying to implement the new laws using old systems and practices 
that are not working. There is still a strong belief by regional governments of the need to protect 
regional business from competition and that central government will continue to fund a wide range 
of projects and programs. The realities of operating in a more open and competitive environment 
are simply not understood; nor are the governance reforms required to improve institutional 
performance and competitiveness. 

Few in Indonesia anticipated the difficulties that have been experienced with implementing the 
decentralization laws. There is disillusionment setting in with the slowness of the process; however, 
some success stories are beginning to emerge. Three of these will be discussed in Chapter 6. 
Enhancing the competitiveness of regions is important to the development of a strong Indonesia: 
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but this will take time, patience and a concerted effort across all levels of government and involve 
developing new modalities and systems to implement and finance regional development projects 
and programs. 

In drawing the conclusion to this chapter it is apparent that there is an overwhelming need for a 
substantial program of capacity building for regional institutions in Indonesia. Unless this is done as 
a matter of priority, the level of regional governance, investment attractiveness and the 
competitiveness of many regions will fall behind. The resources available for such a program will 
be significant and beyond the capacity of central government to fund. It is essential that all levels of 
government in Indonesia identify smart ways to unlock, develop and leverage capital and assets 
and maximize the multiplier effect of investments needed to strength the capacity of regional 
institutions and the business sector. This calls for institutional cultural change which will not occur 
over night. 

Unless regional institutions are reformed and their capacity developed to deliver more efficient and 
effective public services, the ability of regions to support and attract regional development and 
investment will be very limited. The consequence of not investing in a smart way in capacity 
building for regional development will be a further widening of poverty and income disparity gap.
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Chapter 4 

Regional Economic Development in the Philippines29

This chapter examines the policies, programs, and practices on regional development in the 
Philippines and presents strategies to address identified issues and challenges. The paper consists of 
five parts. Part one describes the economic, political and social context of managing and financing 
development. Part two elaborates on the policy framework and institutional arrangements for regional 
development. Part three discusses the impediments to regional development. Part four offers some 
recommendations to promote an enabling environment for sustainable economic growth and human 
development. Annex 4 presents three leading practices in city development as experienced by 
Bacolod, Koronadal, and Naga, which are situated in Regions 6, 12, and 5, respectively. 

 

National Context   

Political System 
The Government of the Philippines (GoP) is a democratic and republican state guided by a written 
Constitution that provides the overall policy framework of its political system and governance. It has 
three equal branches of government – the executive, the legislative, and the judiciary – that operate 
under the doctrine of a separation of powers and a system of checks and balances.   

An elected President heads the Executive branch. The upper and lower chambers of Congress – the 
Senate (with 24 Senators elected nationally, for a six year term) and the House of Representatives 
(with more than 250 members elected by a legislative district and by party-list organizations) – 
comprise the Legislative Branch.30

The President and the Vice President are elected nationally for a six-year term. A President who has 
served a full term cannot be re-elected; the Vice President cannot serve for more than two successive 
terms.

 The Supreme Court, headed by a Chief Justice, the Court of 
Appeals, regional trial courts and other special courts comprise the Judicial Branch.  

31

Local governments are considered political sub-divisions of the state. The local government system 
consists of 79 provinces, 117 cities, 1,496 municipalities, and 41,973 barangays (or villages). Local 
governments are tasked to promote the general welfare of the people and provide a broad range of 
services that are administrative, corporate, regulatory and developmental in nature. They are grouped 
into 16 regions

 The President has the power to (i) make executive decisions, (ii) veto laws passed by the 
Congress, (iii) control the disbursement of national government funds, (iv) appoint secretaries and 
undersecretaries of the executive department, and (v) appoint justices and judges of the judicial 
branch.  

32

Economic Performance 

 for administrative and development planning purposes. Except for the Autonomous 
Region of Muslim Mindanao (ARMM), the regions are not political or higher-tier local governments. 

In the early 1950s, the Philippines was second to Japan in terms of economic performance. Over the 
past three decades, the country’s economy fell behind many Asian economies. The gross domestic 
product (GDP) of the Philippines grew at an average rate of only three percent, compared to eight 

                                                      
29 Study team members consist of Dr Joel Mangahas (Team Leader); Prof. Simeon Ilago; Dr Romulo Miral; Mr 
Julius Dumangas; Mr.Jose Tiu Sonco; and Ms Ely Cureg from the National College of Public Administration and 
Governance, University of the Philippines, Diliman, Quezon City, Philippines. For comments and inquiries on this 
chapter, email jvmangahas@up.edu.ph. 
30 Senators can serve for two consecutive terms while the members of the House of Representatives, elected 
every three years, can serve for three consecutive terms.  
31 Noledo, Jose N. 1992. The Omnibus Election Code of the Philippines.  
32 These are: National Capital Region (NCR), Cordillera Administrative Region (CAR), Ilocos (Region 1), 
Cagayan Valley (Region 2), Central Luzon (Region 3), Southern Tagalog (Region 4), Bicol (Region 5), Western 
Visayas (Region 6), Central Visayas (Region 7), Eastern Visayas (Region 8), Western Mindanao (Region 9), 
Northern Mindanao (Region 10), Southern Mindanao (Region 11), Central Mindanao (Region 12), the CARAGA 
region and the Autonomous Region of Muslim Mindanao (ARMM). 
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percent for China, six percent for Korea, Singapore, Malaysia, and Thailand, and five percent for 
Indonesia in the last 30 years.33

Growth has been primarily consumption led and consumer driven. In 2003, personal consumption 
comprised 70 percent of GDP. As a percentage of GDP, services increased from 40 percent in 1985 
to 53 percent in 2003.

  

34

Investment trends from 1986 to 2001 showed a general decline in key industries such as 
manufacturing, food processing, electrical and transport machineries, and fabricated metal products. 
Investments in textile, plastic, and basic metal industries continued to show resiliency.

 Between 1985 and 2003, manufacturing declined from 35 percent to 32 
percent while agriculture dropped from 25 percent to 14 percent. The country’s debt burden accounts 
for 71 percent of GDP. 

35 The country 
also had one of the highest unemployment rates in Asia.36

The country’s population growth rate – which is one of the highest in world – poses serious 
constraints on the economy.

   

37

Gross Regional Domestic Product (GRDP) 

 Repatriated earnings from about one million overseas Filipino workers 
(OFWs) have helped to keep the economy afloat for the past several years. OFW dollar remittances 
in 2003 amounted to US$8 billion. 

The National Capital Region (NCR) accounts for 30 percent of GDP while the adjacent Southern 
Tagalog Region, or Region 4, contributes 16 percent of GDP. The other 14 regions account for 54 
percent of the GDP. Interestingly, ARMM has less than one percentage share of GDP.38

Debt and Revenue Trends 

 

In 2003, total debt of the national government (NG) reached P3 trillion with debt-service payments on 
interest alone amounting to P226 billion.39 From 1999 to 2003, total NG debt increased by 89 percent, 
from P2 trillion to P4 trillion. Domestic debt increased from P978 billion to P2 trillion, representing a 74 
percent increase over a five-year period, while foreign debt increased by 107 percent, from P797 
billion to P2 trillion. Overall debt-service payment increased from P205 billion to P470 billion, 
representing a 129 percent increase. Debt-service expenditures as a percentage of the NG annual 
budget increased from 30 percent in 1999 to 44 percent in 2003. Debt service as a percentage of 
government revenues is more alarming, with the ratio increasing from 43 percent in 1999 to 75 
percent last year. Without significant improvements in revenue collection efficiency, NG debt is 
projected to reach P6 trillion by 2008 and debt-service payments to reach P1 trillion.40

The NG revenue effort

  

41

                                                      
33 Wallace Report, June 2004.  

 has been declining since 1998. Prior to the Asian financial crisis in 1998, NG 
revenue effort was 19 percent, but this dropped to 13 percent in 2003. Low revenues and increasing 
debt levels are squeezing resources for development, including those intended for regional 
development. With the NG’s fiscal woes, less financial resources can be expected for local and 
regional development projects. 

34 The changing structure of the country’s economic output since 1985 is very evident in the key indicators 
published by the ADB. For details, visit http://www.adb.org/Documents/Books/Key_Indicators/2004/pdf/PHI.pdf  
35 http://localweb.neda.gov.ph/~ioneda/cgi-bin/st2.cgi?/eds/db/national/finvest/peza_investments_a.sc  
36 Thailand (2.8875); Malaysia (3.4); and South Korea (3.6)  
37 See www.census.gov.ph/data/quickstat  
38 These performance figures are very consistent across the years (1990 to 2003, the most recent data).    
39 The main source of data for the computations herein is the Department of Budget and Management’s (DBM)  
 annual Budget of Expenditures and Sources of Financing (BESF), an accompanying document of the  
 President’s Executive Budget submitted to the House of Representatives.   
40 These projections are based on past revenue performance and actual average increases in debt-service  
 burdens. It is highly possible that actual figures in 2008 will be much higher.   
41 Revenue effort is the ratio of annual revenue collections over the GDP. 
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Investment Trends 
From 2001 to 2004, a total of P334 billion of foreign direct investments (FDIs) were approved by the 
four investment promotion agencies, namely, the Board of Investments (BOI); Philippine Economic 
Zone Authority (PEZA); Subic Bay Metropolitan Authority; and the Clark Development Corporation 
(CDC).42

Insofar as there has been an overall increase in FDI inflows to most members of the Association of 
Southeast Asian Nations (ASEAN) in the past 20 years, the trend has been declining in the 
Philippines. From an annual average of $1,343 million from 1992 to 1997, total FDI inflows fell to $319 
million in 2003.

 BOI and PEZA approved 48 percent and 46 percent of the total FDIs in 2001 and 2004, 
respectively. CDC approved five percent, while the SBMA processed only one percent of these FDIs. 
FDI inflows to the country are focused on manufacturing, electricity, services, communication, 
transportation and communication. Call centers and business outsourcing industries are increasing.  

43

There are disparities in FDI inflows to the regions within the country. Annex 1 shows three of the 16 
regions have shares of total FDI that range from eight percent to 13 percent. These are also the 
regions with low levels of poverty incidence. Eleven of the 16 regions have less than one percent 
share of total FDI; poverty incidence in these regions is high. Relatively more affluent regions 
experience a host of complex urban problems such as increased levels of in-migration, informal 
settlers, pollution and crime.  

 This situation adversely affects economic development because FDIs are major 
sources of financing for telecommunications, energy, services, industries and other projects with high 
growth impact.  

Financial System 
The Philippine financial system has formal and informal sub-systems.44

The Bangko Sentral ng Pilipinas (BSP), which is the country’s independent central bank, supervises a 
total of 19,003 financial institutions

 Moneylenders, rotating 
savings and credit associations comprise the informal sub-system while banking and non-banking 
institutions constitute the formal sub-system. Banking institutions are important sources of finances for 
development. They are composed of universal and ordinary commercial banks (commercial banks), 
savings and mortgage banks, stock saving and loans associations (thrift banks), and rural banks. 
Non-bank institutions, which obtain their funds from the government and donor agencies, comprise 
the specialized financial institutions. They include the Social Security System (SSS) and Government 
Social Insurance System (GSIS), the two major pension fund systems in the country.   

45

Banks are concentrated in cities and richer regions. Bank density ratio (number of banks per 
city/municipality) is highest in NCR with about 155 banks per city/municipality,

 consisting of 7,593 banks (4,344 universal and commercial 
banks, 1,264 thrift banks, and 1,985 cooperative and rural banks) and 11,400 non-bank institutions 
such as investment houses, credit card companies, security dealers and other financial institutions.   

46

Annex 2 shows the regional distribution of banks in terms of four poverty incidence categories.

 followed by Central 
Luzon with six. Bank density ratios in ARMM and CAR are zero and one, respectively.  

47

                                                      
42 Total FDIs and percentage contribution of the four investment promotion agencies to the total approved FDIs 
from 2001-2004 were computed based on data from the Board of Investments as compiled by the Philippine 
Institute of Development Studies. See http://dirp.pids.gov.ph/cgi-bin/sg?fdi_agency.tbl for details  

 
About 75 percent of the country’s banks are located in only six regions which have a low-medium 
poverty incidence. Eleven regions compete for the capital and investments provided by the remaining 
25 percent of total number of banks. NCR, with the lowest poverty incidence, has 35 percent of the 

43 http://www.undp.org.ph/news/readnews.asp?id=108. 
44 Discussion and edited figure based on Lamberte, Mario B. 2001. Financing for Micro-enterprises, Small and 
Medium-sized Business and Poor Households in the Philippines.  
  See www.unescap.org/drpad/publication/fin/2206/part7.doc. 
45 See http://www.bsp.gov.ph/statistics/sipbs/table1a.htm. 
46 Bank density ratios can also be used as indicators of the dynamism of regional and local economies. 
47 This table was constructed using data from the Bangko Sentral ng Pilipinas: 
http://www.bsp.gov.ph/statistics/sipbs/table2.htm and the National Statistics Office: http://www.census.gov.ph/. 
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total number of banks. Five regions with a very high poverty incidence have a combined eight percent 
share of the total number.  

Infrastructure 
The 2004-2010 Medium-term Philippine Development Plan (MTPDP) recognizes the lack of public 
investments on infrastructure.48

Poverty Trends  

 From 1998 to 2002, infrastructure expenditures amounted to only 
three percent of GDP. The cost of electricity was one of the highest in the Asian region. 
Transportation systems depend heavily on the road network, which caters for 90 percent and 50 
percent of passenger and freight movement, respectively. The road network consists of provincial 
roads (13 percent), city and municipal roads (11 percent), and mostly unpaved barangay or village 
roads (60 percent). About 1,400 ports complement the road network, but only 25 of these are 
considered to be major ports. The telecommunications sector has been deregulated, paving the way 
for multiple ventures in this sector. The private sector currently undertakes 90 percent of the 
telecommunications projects.      

Regional development in the Philippines is uneven. In 2000, the NCR’s per capita was more than 
twice the national average and almost six times the per capita GRDP of Bicol Region or Region 5 
(Annex 3). NCR and Southern Tagalog (Region 4) had the highest regional shares of GDP?? at 36 
percent and 14 percent, respectively. In spite of the government’s thrust to promote balanced regional 
development, the uneven economic growth of the regions has persisted, as has the tendency for 
disparities to widen. This lopsided income distribution is also reflected in the spatial distribution of 
poverty.  

Annex 4 classifies the country’s 16 administrative regions in terms of poverty incidence for 2000 and 
2003. Only the NCR had a poverty incidence below 15 percent. Three regions had a medium poverty 
incidence (16 to 30 percent); nine had a high poverty incidence (31 to 45 percent); and four had a 
very high poverty incidence (more than 46 percent). Within each region, poverty incidence is similarly 
uneven. In the Southern Tagalog region, for example, three out of 11 provinces have poverty 
incidence levels between 11 and 13 percent, while the rest have poverty levels ranging from 33 to 66 
percent.  

Changes in the ranking of poverty incidence among regions are closely related to their respective 
economic performances. From 1985 to 2000, poverty incidence dropped noticeably in the two fastest 
growing regions, Southern Tagalog (Region 4) and Central Visayas (Region 7). During the same 
period, poverty worsened in Central Mindanao (Region 12) and Western Mindanao (Region 9), which 
also experienced peace and order problems.   

Closely related to the inter-regional differences is the rural-urban dimension of poverty in the 
Philippines. The number of poor families living in subsistence levels increased from 2.4 million in 1985 
to 2.5 million in 2000. About 79 percent of these families were in rural areas. Above the subsistence 
level, poverty incidence affected 5.1 million families (or 30.8 million people) in 2000; 71 percent of 
these were in rural areas. It is estimated that the mean consumption in urban areas is twice that of the 
rural areas.49

Differences in poverty incidence are also reflected in the different sectors of production and 
employment. Poverty is most prevalent in the agriculture sector, which employs around 40 percent of 
the labor force and accounts for roughly 75 percent of the poor. In terms of mean expenditures of the 
people employed by sector, agriculture has the lowest. Manufacturing and trade have almost twice 
agriculture’s mean expenditure, while finance has four times agriculture’s mean expenditure.

 

50 There 
is considerable variation in income and poverty among the different regions and sectors of the 
economy.51

                                                      
48 A copy of the Medium-term Philippine Development Plan 2004-2010 can be downloaded from the following 
URL: http://www.neda.gov.ph/ads/mtpdp/MTPDP2004-2010/MTPDP%202004-2010%20NEDA%20v11-12.pdf  

  

49 Aresenio Balisacan, 2003. 
50 Ibid. 
51 Ibid.  



 76 

Inasmuch as poverty is more prevalent in rural areas, it is increasingly acquiring an ‘urban face’ as a 
consequence of the continuing pattern of migration from rural to urban areas. Scarce employment and 
livelihood opportunities in rural areas owing to the uneven development pattern compel residents to 
migrate to cities and other metropolitan areas to look for employment, where opportunities are not 
necessarily abundant.  

Reform Agenda  
Almost every political administration has included programs to address poverty and regional 
development issues. Just like her predecessors, President Gloria Macapagal-Arroyo (PGMA) has 
vowed to reduce poverty by improving the provision of basic services like infrastructure, health, 
education and housing.52

Development Assistance to Regional Development 

 Her ten-point administrative agenda prioritizes human resource 
development (employment generation/education), infrastructure development, growth strategies (new 
centers/peace agreements), and institutional reforms (electoral automation/balance budget). PGMA’s 
reform agenda also includes anti-corruption efforts, rationalization of government bureaucracy, 
support for the peace process, enhancement of anti-terrorism capability, and constitutional reforms.  

Overseas Development Assistance (ODA) loan commitments declined from $13 billion in 2000 to 
$10.9 billion in 2003.53 In 2003, the Government of Japan (GoJ) was the biggest source of ODA, 
accounting for $7 billion or 62 percent of total ODA.54  Other major sources were the Asian 
Development Bank (ADB) and the World Bank (WB) which contributed $1.6 Billion (14 percent) and 
$1.4 billion (13 percent), respectively, of total ODA loans in 2004.55

In 2003, 69 percent of total ODA went to infrastructure projects. Agriculture, agrarian reform and the 
natural resources sector received 17 percent of total ODA while the industry and services sector and 
social reform received five percent. The development sector received nine percent.   

 Eleven percent of total ODA loan 
portfolios came from Australia, Austria, China, the Danish International Development Agency 
(DANIDA), the European Investment Bank, France, Germany, the International Fund for Agricultural 
Development (IFAD), Korea, Kuwait, the NORDIC Development Fund (NDF), the Organization of 
Petroleum Exporting Countries (OPEC), Spain, and the United Kingdom.   

After a decade of government decentralization experience, there is still substantial NG control over 
ODA as a source of development financing. From 2000 to 2003, the number of NG-implemented 
projects increased from 48 to 57 percent. ODA portfolio reviews conducted by the National Economic 
Development Authority (NEDA) since 1993 indicate that local government unit (LGU) participation in 
ODA portfolio has more or less remained the same. In 2000 and 2003, ODA-funded projects with 
direct LGU participation represented 17 percent and 18 percent, respectively.  

ODA projects with direct LGU participation have encountered some problems. These include the 
weak capacity of LGUs in putting up the required counterpart funds as well as in the aspects of 
project development and management. In addition, LGUs are prone to shifting and unpredictable 
priorities brought about by the political cycles (i.e., three-year terms of local chief executives). Another 
issue is the poor compliance of LGUs with ODA commitments.  

NG is usually relied upon to provide budget covers for ODA-funded projects at local levels. Given the 
fiscal problems confronting NG, particularly in recent years, the necessary budget covers have 
become very difficult to obtain. Sustainability of many ODA-funded LGU projects is uncertain. Among 
these projects are (i) Third Rural Finance projects through the Land Bank of the Philippines (LBP); (ii) 
LGU Support Credit projects; (iii) LGU Private Infra Project Development Facility; (iv) Mindanao Basic 
Urban Services Projects; (v) LGU Urban Water and Sanitation Project through the Development Bank 
of the Philippines (DBP); and (vi) Fund for Technical Education and Skills Development Project.56

                                                      
52 MTPDP 2004-2010. 

 

53 http://www.neda.gov.ph/progs_prj/12th%20oda/12th_odamain.htm. 
54 http://www.neda.gov.ph/progs_prj/12th%20oda/12th_odamain.htm. 
55 Figures based on the 2002 ODA Portfolio Review of NEDA.  
56 NEDA ODA Portfolio reviews.  
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Regional disparities in the distribution of ODA funds are similarly observed and, paradoxically, regions 
that need them most usually have the least access. In 2003, for example, the NCR alone had a 15 
percent share of the total ODA commitments while the four poorest regions (Regions 12, 5, CARAGA, 
and ARMM) all together received only 10 percent of the total ODA commitments. In 2002, the NCR 
received 14 percent while the four poorest regions received only three percent. 57

National Frameworks Supporting Regional Economic Development 

 

National Economic Policies 
Regional development has been enshrined in the policy and administrative agenda of every political 
leadership since the 1960s. PGMA, on her assumption of office in 2001,58 promptly declared the need 
to address regional development issues such as reducing regional disparities, strengthening cities 
and urban areas, promoting peace and development in Mindanao, and stepping up tourism 
development.59 Major strategies to foster regional development as mentioned in the National 
Framework for Regional Development of NEDA include national dispersion through regional de-
concentration, enhancement of the urban-rural linkages, resource and area-based development, 
effective mechanisms for regional development administration, and delivery of minimum desirable 
levels of welfare (Annex 5).60

The 2004-2010 MTPDP provides the broad guidelines for implementing the ten-point agenda of 
PGMA as espoused after her election victory in May 2004. PGMA’s administration promises to create 
ten million new jobs, increase exports in the short term, develop two million hectares of land for agri-
business, and increase exports from $38 billion to $50 billion in the next two years. The plan calls for 
the development and rationalization of key infrastructures and utilities, promotion and development of 
identified tourism areas, and the provision of micro financing for small and medium enterprises. 

  

In terms of regional development, MTPDP aims to maximize physical planning as a development tool 
for job creation, and to develop maritime basins and major rivers as transport and trading areas. It 
calls for congruence of development plans with the archipelagic economy of the country and the need 
to conserve its fragile island ecosystem. PGMA’s development agenda also calls for decongesting 
NCR or Metropolitan Manila by ‘developing new centers for government, business and housing in 
each of Luzon, Visayas, and Mindanao’, establishing commuter links between Metropolitan Manila 
and the north and south regional areas, and the development of other transport hubs such as airports 
and ports in identified areas in the country.61

Legislative Framework 

 Specific items in the agenda likewise aim to link Northern 
Luzon to the Taiwan-Southern China-Hong Kong Growth Triangle and to establish Poro Point and 
Lingayen Gulf as export outlets to Southern China. 

The Local Government Code (LGC) of 1991 provides the legal mandate for government 
decentralization and also contributes to the policy framework for regional planning and development, 
as part of the devolved functions and responsibilities to local governments. The LGC encourages 
local governments to group themselves, develop alliances, and form partnerships with civil society in 
managing development. It also recognizes the potential of metropolitan arrangements consisting of 
clusters of LGUs. The LGC further broadens opportunities for increased revenue generation of LGUs 
through more defined delineation of taxing powers and authority to venture into alternative sources of 
financing. 

The LGC devolves to LGUs the responsibility for the delivery of basic services – agriculture, health, 
social services, environment and public works – that were formerly the responsibility of the national 
government. In addition, the LGC provides opportunities for LGUs, civil society and businesses to 
work together and make choices that serve their collective interests.  

                                                      
57 Annex A-7 of the 11th ODA Portfolio Review of the NEDA. 
http://www.neda.gov.ph/progs_prj/oda/annexes/a/a7.xls  
58 PGMA was installed into office in 2001 following the impeachment charges against President Joseph Estrada.  
59 Mercado, 2002. 
60 This is based on NEDA’s Regional Development Framework, 1998. 
61 State of the Nation Address of PGMA, 2004. 
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The LGC expands the financial resources available to LGUs by (i) broadening their revenue 
generating and taxing powers, (ii) providing them with a specific share from the national resources 
extracted in their area such as mining, fishery and forestry charges, and (iii) increasing their share 
from the national taxes, i.e., IRA. Moreover, the LGC provides better opportunities for entrepreneurial 
leadership and corporate governance.  

In 1995, the Special Economic Zone Act (SEZA) was signed into law to disperse the benefits of 
industrialization away from Metropolitan Manila. SEZA aims to ‘encourage, promote, induce and 
accelerate a sound and balanced industrial, economic and social development of the country through 
the establishment of special economic zones in suitable and strategic locations in the country and 
through measures that shall effectively attract legitimate and productive foreign investments’. 

By law, each economic zone is to be provided with transportation, telecommunications and other 
facilities needed to link the zone with industries and employment opportunities for its own inhabitants 
and those of nearby towns and cities. Enterprises within the zones are granted fiscal incentives. 

Financing Regional Development 
Most LGUs rely on the IRA to finance their operations. Local tax revenues are generally not enough to 
cover the cost of operations. LGC authorizes LGUs to borrow for financing development, i.e., access 
alternative financing mechanisms such as bond flotation and build-operate-transfer (BOT) 
arrangements. 

The Upper and Lower Houses of Representatives through the Priority Development Assistance Fund 
(PDAF) provide other sources of funding for LGU projects. Such funding is highly political and less 
strategic, and on a number of occasions finance development programs or projects may not be 
consistent with the local development plans or responsive to local needs. 

Development assistance from multilateral institutions to LGUs is not readily accessible. Foreign 
financial assistance has to be approved by and coursed through NG. NG can make lending 
adjustments on the interest rates to LGUs, which can be high and unattractive.62 LGU access to the 
banking system has been limited. Commercial banks have not been keen on transacting with LGUs 
since there is no established system for evaluating the credit worthiness or risk of LGUs. To a certain 
extent, national development banks and even commercial banks extend loans to LGUs with the IRA 
as the key indicator for securing the loan portfolio.63

A significant banking law in the country is Presidential Decree (PD) 717, otherwise known as the Agri-
Agra Law, which requires banks to allocate 15 percent of their loan portfolio to borrowers in the 
agriculture sector and 10 percent to clients in the agrarian sector. Issued during the time of President 
Ferdinand Marcos, PD 717 is part of the state’s directed lending program. The banking industry, as a 
whole, has been complying with this law. However, actual compliance of commercial banks and thrift 
banks at the end of June 2004 stood at only 19 percent and 23 percent, respectively, while rural 
banks over-complied with the directed credit program, lending 46 percent of their loan portfolio to the 
mandated sectors.

  

64

Another landmark law is the Republic Act (RA) 7721, which liberalizes the entry and scope of foreign 
banks in the Philippines. Enacted in May 1994, RA 7721 removes the barriers on the entry and 
expansion of operations by foreign banks. Notwithstanding the regime of banking liberalization, limits 
are still imposed by the law on the establishment of foreign banks’ branches. Section 10 of RA 7721 
authorizes foreign banks to establish a maximum of six branches. To ensure the balanced economic 
development of the regions, BSP is mandated by law to designate the locations of three out of the six 
domestic branches that each foreign bank can establish in the country.    

 BSP has issued several guidelines authorizing alternative compliance schemes 
for the Agri-Agra Law.  

                                                      
62 In an interview, Mayor Jesse Robredo of Naga City revealed that the city government borrowed from a bank to 
finance the construction of the Metro Naga Coliseum. At 11 percent interest, the loan is much lower than the 
lending extended by World Bank or the Department of Finance’s Municipal Development Fund.  
63 Manasan and Chatterjee, 2003. 
64 http://www.rbap.org/article/articleview/2397/1/20. 
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RA 7721 provides alternative compliance schemes for the Agri-Agra Law. Section 9 treats foreign 
banks’ loans to finance educational institutions, cooperatives, hospitals and other medical services, 
socialized or low-cost housing, and to LGUs without national government guarantees, as alternative 
compliance to the Agri-Agra Law. Considering the volume of loanable funds of the Philippine banking 
system (estimated at P1 trillion as of June 2004), a substantial amount of needed capital can be made 
available if lending for regional development projects can be treated as alternative compliance to the 
Agri-Agra Law. 

RA 9178, also known as the Barangay Micro Business Enterprises Act (BMBEA) of 2002, provides 
opportunities for promoting and managing economic development. Section 2 declares it to be state 
policy to encourage the formation and growth of barangay micro business enterprises, which refer to 
business entities whose total assets do not exceed P3 million pesos and are engaged in the 
production, processing or manufacturing of commodities, agro-processing, trading and services.  

Under Section 9 of BMBEA, government-owned banks and financial institutions such as DBP, LBP, 
Small Business Guarantee and Finance Corporation (SBGFC), People's Credit and Finance 
Corporation (PCFC), GSIS, and SSS are directed to set up a special credit window to service the 
financing needs of BMBEA. All loans from whichever sources granted to BMBEA shall also be 
considered as part of alternative compliance to the Agri-Agra Law and the Magna Carta for Small and 
Medium Enterprises Law.  

At present, LBP is the largest banking source of development financing for LGUs.  As of 2004, LBP 
had loaned P20 billion to LGUs compared to P12 billion in 2000. The loan assistance benefited more 
than 600 LGUs nationwide. The bank also implements three special credit facilities funded by multi-
lateral and bilateral agencies for LGUs.65

• Water District Development Project – a $36 million credit facility from the World Bank to fund 
investments in sewerage, sanitation, drainage and wastewater treatment infrastructure, as 
well as environmental and sanitation investment programs. 

 These are:  

• Local Government Units Support Credit Program – a $53 million facility funded by the Japan 
Bank for International Cooperation (JBIC). The facility supports health, water system, flood 
control, sanitation and forestry projects. Interested LGUs can borrow a minimum of P5 million, 
payable in three to 15 years. 

• Mindanao Basic Urban Services Sector Project – funded by ADB as a facility to provide, 
upgrade and rehabilitate basic municipal infrastructure and services, as well as to strengthen 
institutional capabilities of local governments in Mindanao. 

Municipal Finance Corporation 
PD 1914 of 1984 established a revolving fund called the Municipal Development Fund (MDF), which 
was financeed from proceeds of foreign loans, assistance or grants made available for local 
governments.66 MDF was later reorganized under Executive Order (EO) No. 41 as the Municipal 
Development Fund Office (MDFO). Its main purpose was to finance lower income local governments 
and social environmental projects having difficulty in securing financing from government and private 
banks. MDF loan portfolios have been largely concentrated on the better-off (class 1 and class 2) 
municipalities.67

In 2003, MDFO was later transformed into the Municipal Finance Corporation (MFC). As an attached 
corporation to LBP, MFC aims to develop a viable and sustainable financing system that will enable 
LGUs, in the era of decentralization, to have greater access to financing their investment needs at 
competitive terms. The Board of Directors of MFC consists of the Finance Secretary as chair; 
Secretary of the Department of the Interior and Local Government (DILG) as vice chair; NEDA 
Director-General; DBM Secretary; LBP President; and an NGO representative as ex-officio members.  

  

                                                      
65 Gary Teves, President and Chief Executive Officer, LBP. Speech delivered during the 15th National Convention 
of the Vice Mayors’ League of the Philippines, held at the Century Park Hotel, Manila, 16 March 2005. 
66 Executive Order (EO) No. 252 of President Gloria Macapagal-Arroyo 
http://www.ops.gov.ph/records/eo_no252.htm. 
67 Ibid. 
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LGU Guarantee Corporation (LGUGC) 
LGUGC was formed in 1998 by the DBP and the Bankers Association of the Philippines (BAP) to help 
raise money in capital markets.68 Its total assets in 2004 stood at only P372 million; LGUGC is only 
good for a guarantee of up to P3 billion of LGU borrowings. LGUGC is the lead private institution in 
the development of primary and secondary markets for LGU debt instruments. It provides financial 
guarantee for LGUs’ credit instruments, thus enhancing the sourcing of funds in the capital market.69 
The ADB through the Asian Development Fund recently infused about $1.3 million capital 
investments, thereby taking a 25 percent stake in the LGUGC.70 The ADB’s investment in LGUGC 
marks the first time it is assuming risk on sub-sovereign commercial obligations without NG 
guarantee. Borrowing from private credit markets provides a good option for LGUs that are keen on 
investing in revenue-generating projects with a long payback period.71

In the absence of an independent credit rating agency, LGUGC performs credit screening and 
evaluates credit ratings before it provides guarantees to LGUs issuing bonds or debt instruments. In 
rating an LGU, LGUGC adopts internationally accepted standards for due diligence requirements of 
private financial institutions.

  

72 The bond market at the local level is at the fledgling stage. Only a few 
LGUs have experienced bond flotation and the results have been uneven. LGUs are perceived to be 
high credit risks.73

Regional Economic Governance 

  

Regional economic governance essentially favors a policy of consolidation rather than fragmentation 
of administrative regions and key areas in the country. This is manifested in MTPDP 2000-2004, 
which delineates nine regional groupings (out of 16 administrative regions) that cut across and 
overlap with the existing administrative regional delineations. The new regional groupings are based 
on the extent of existing and potential economic interaction, level of development, cultural and ethnic 
factors, and natural resources features like watersheds and river basins.74

The nine regional groupings are as follows: (a) North Luzon (Regions 1, 3, CAR and the Ilocos-
Pangasinan area); (b) Metropolitan Manila Growth Network (NCR, Cavite-Laguna-Batangas-Rizal-
Quezon (CALABARZON)); (c) Southwestern Luzon Islands (Mindoro, Marinduque, Romblon, 
Palawan (MIMIROPA); (d) Bicol Peninsula-Samar-Leyte Islands of Masbate and Biliran; (e) Central 
Visayas Islands (Region 7 including Metro Cebu); (f) West Visayas Island Group (Region 6-Panay, 
Negros and Guimaras Islands); (g) North Mindanao (Region 10, parts of Region 12 and CARAGA); 
(h) West Mindanao (Region 9 and ARMM); and, (i) South Mindanao (Region 11, 12 and mainland 
provinces of ARMM).  

  

On top of the regional groupings, the President of the country appoints seven Presidential Assistants 
for Regional Concerns (PARECOs) to advise her on regional development concerns. Unlike the 
Cabinet Officer for Regional Development (CORD) system used during the time of President Corazon 
Aquino, the PARECOs are of lower cabinet status. They are “liaison officers” of the Office of the 
President who are under the administrative supervision of the Executive Secretary.75

The recent regional groupings seem to convey the greater importance of enhancing the cooperation 
and connections rather than fragmentation among regions and key areas in the country. They seek to 
foster greater inter and intra-regional connections that have been more or less diminished by the 
practice of dividing the country into as many regions as possible for the sake of administrative 
convenience. Regional development in the country, however, cannot escape from the problem of 
continuing income and human development disparities that necessarily call for greater inflow of labor 

  

                                                      
68 DBP and BAP are the original incorporators of LGUGC, owning 51 percent and 49 percent, respectively. 
http://www.mb.com.ph/BSNS2004122224934.html. 
69 http://www.lgugc.com/about.htm. 
70 http://www.manilatimes.net/national/2005/jan/22/yehey/business/20050122bus2.html. 
71 http://www.adb.org/Documents/Speeches/2005/sp2005005.asp. 
72 http://www.mb.com.ph/BSNS2004122224934.html. 
73 Manasan and Chatterjee, 2003. 
74 Mercado, R. 2002, pp. 62-64. 
75 Ibid. 
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and capital from richer to poorer regions. In addition, the greater dispersion of concentrated 
development is needed in order to sustain development that is now being threatened by increased 
migration of the rural population to relatively developed regions and urban areas in the country.  

Planning and Management 
The 1987 Constitution provides for the establishment of regional development councils or other 
similar bodies composed of local government officials, regional heads of departments and other 
government offices, and representatives from non-governmental organizations within the regions. The 
purposes of the councils is to provide administrative decentralization to strengthen the autonomy of 
the units therein and to accelerate the economic and social growth and development of the units in 
the regions.76

In practice, regional development planning has been fairly consistent over the years in terms of 
process. The Regional Development Councils (RDCs) follow the established planning, programming 
and budgeting (PPB) process.

  

77

Regional planning is indicated through the regional development plan, regional development 
investment plan, and the regional physical framework plan. There is a need, however, to integrate 
these plans horizontally and to integrate them vertically with the national plan.

 This involves the preparation of the regional development plans 
(RDPs), regional development investment plans (RDIPs), and the annual investment plans (AIPs) as 
well as the review and endorsement of the proposed budget of the Agency Regional Offices (AROs) 
to the Agency Central Offices (ACOs) for consideration in the final agency budget proposed to 
Congress. 

78

Impediments To Regional Development 

 

Overview 
The importance of local and regional development in promoting economic growth and improving living 
conditions cannot be overemphasized.  It ascribes to the principles of decentralization, devolution, 
and de-concentration where the delivery of services is made more responsive to the needs of citizens.  
By being closer to the people, local and regional governments are in a better position to be more 
knowledgeable about local conditions and needs. Central government, on the other hand, tends to 
provide uniform level of output and services across all jurisdictions, which are likely to be less 
efficient.  

Likewise, there is widespread acceptance of the proposition that in the new global economy it is cities 
and regions and not really the nations that compete. Central government processes can be too 
unwieldy and inflexible to respond to rapidly changing opportunities in the global market. Moreover, 
many of the processes that are seen to give individual firms an advantage in competitive and global 
markets, such as the formation of industry clusters79

Experiences worldwide of successful local and regional development are characterized by 
partnerships and well-coordinated involvement of, and participation by, all levels of government (e.g. 
federal, state, and LGUs). In the Philippines, while both central government and local governments 
pursue local and regional development, their efforts are uncoordinated resulting in duplication and 
dissipation of scarce resources. Several factors work against effective coordination of central and 
local government units: (i) disparate planning and budgeting process at the national and local levels; 
(ii) poorly designed systems of inter-governmental transfers; (iii) inadequate infrastructure; (iv) 

, operate at the regional level.  

                                                      
76 Section 14, Article X of the 1987 Philippine Constitution. 
77 RDC members initially consisted of the heads of regional offices of the national government with sectoral 
functions, and elected local government and congressional district officials. The regional office of NEDA provided 
technical and acted as secretariat to the RDC. 
78 Ibid. 
79 Industry clusters are geographical concentrations of industries that gain performance advantage through co-
location. Industry clusters are formed when competitive advantages entice the growth, relocation or development 
of similar industries into a locale. In turn, industry clusters strengthen competitiveness by increasing productivity, 
stimulating innovative new partnerships, even among competitors, and presenting opportunities for 
entrepreneurial activity. 
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inadequate credit and financial services; (v) inadequate human capital development; (vi) 
environmental degradation; and (vii) institutional deficiencies. 

Disparate Planning and Budgeting Process at the National and Local Levels 
There is a weak link between the planning and budgeting processes at the national level and at the 
local government level.  Planning and budgeting processes at the national level are dominated by 
sectoral bias and have very weak spatial and physical orientation. 

The regional planning exercise is expected to be congruent with and to address the spatial and 
physical dimensions of national long and medium-term development plans. RDCs are supposed to 
undertake a comprehensive and detailed survey of the region’s resources and potential; on the basis 
of such surveys, RDCs then prepare long range and annual plans within the guidelines set by NEDA. 
To facilitate local consultation and participation, a local development council (LDC) is created in each 
LGU. LDCs, which parallel the composition of the RDCs, are responsible for assisting the LGUs in 
formulating their respective plans. Local development plans are supposed to be integrated to come up 
with a regional development strategy. 

At present, however, there is limited integration of regional and LGU plans. The regional plans, 
investment programs and budgets include only agency regional programs and projects that have 
region-wide impact and are funded or implemented by national line agencies. Local government 
programs and projects, which are financed out of local funds, are not incorporated in the regional 
development investment programs. Though regionalized, the planning and budgeting system is, in 
essence, more agency-based than area-based. The central offices of sectoral departments and 
agencies still exercise strong influence in the prioritization of regional projects and in the 
determination of their funding allocation. 

As pointed out in a joint report of the GoP, WB and ADB there appears to be a break in the planning 
chain, which is composed of two segments.80 The first is the LGU segment that runs from the 
barangays to the municipalities/cities, then to the provinces. The second is the national segment that 
runs from the regions to the sectors, then to the central level. The break occurs between the 
provincial and regional levels thus indicating the need for a more formal linkage between the LGUs 
and national planning chains. In this regard, it must be pointed out that national and regional planning 
processes are supervised by NEDA, while LGU planning is supervised by DILG, which has 
administrative supervision over all LGUs, and the Department of Finance (DOF) through the Bureau 
of Local Government Finance (BLGF).81

It must also be pointed out that planning and budgeting, both in its vertical (across the different LGU 
levels) and horizontal (among contiguous LGUs within the same level) dimensions, are also disjointed 
and weakly coordinated. This can be attributed to the highly fragmented local government structure in 
the Philippines. The country has 80 provinces, 114 cities, 1,496 municipalities and 41,945 barangays. 
Indonesia, a much bigger country with a land area almost 6.5 times larger than that of the Philippines, 
is divided administratively into only 33 provinces, 418 regencies (municipalities and districts), and 
approximately 66,000 urban and rural villages. Japan has only two tiers of local governments: 
prefectures and municipalities. It has 47 prefectures and 3,245 municipalities (655 cities and 2,590 
towns). Japan has consistently promoted the merger of municipalities in line with the efficient 
provision of modern services. 

 

Closely related to the issue of fragmentation is the viability and capacity of many LGUs to efficiently 
perform their assigned functions. Many LGUs do not have the requisite staff and technical capacity to 
carry out effective planning, programming, and budgeting to promote local development. Most LGUs 
lack adequate project evaluation capacity. There is no clear system of screening and prioritizing of 
investment projects. Most, if not all, local development plans are not backed up by clear financing 
programs. Many LGUs carry out their planning and budgeting processes for the sake of complying 
with the legal requirements and administrative circulars of the national government, without 
recognizing the strategic importance of these processes in promoting development in their area. 

                                                      
80 Joint report, GoP, WB, and ADB, 2003. 
81 To date local treasurers are appointed by, and are under the administrative supervision and control of, the 
DOF. 
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Additionally, many LGUs do not have functioning LDCs, which were envisioned to engage non-
government organizations (NGOs) and the business sector in local development.  

National and local development plans are weighed down by a number of factors. First, they often lack 
coherence and forward looking processes. Sector plans tend to be fragmented and not closely linked 
to each other. Planning horizons tend to be short and dictated by three-year political cycles of 
elections and potential changes in political leaderships. Second, plans are far from being knowledge 
based. Planning processes can be very haphazardly executed over very tight schedules. The lack of 
information, objective criteria, and measurable parameters open frequent opportunities for discretion 
and arbitrariness. Plans can be very unrealistic or detached from reality. As such, the quality of plans 
is severely compromised, which has negative consequences on implementation and, more 
importantly, in directing development. Third, there is a weak institutional mechanism for planning 
processes to factor in information on past performance and citizens’ feedback. Fourth, plans are not 
linked to budgets. Fifth, there is a lack of accountability in the entire planning process.  

Physical planning at the local level is also a matter of concern. LGC mandates each city/municipality 
to formulate a comprehensive land use plan (CLUP) and enforce appropriate zoning ordinances. 
CLUPs, however, tend to be parochial and limited in coverage. CLUPs are not linked to, or directed 
at, the promotion of economic development from a regional or broader perspective. CLUPs along with 
other local development plans must be closely coordinated and harmonized, particularly among LGUs 
within contiguous areas.  

Maximizing the benefits of physical infrastructure, for instance, requires that it be established in its 
optimal size and may therefore cover more than one political jurisdiction. Hence, road networks, 
rather than single thoroughfares, significantly improve access to inputs and marketing of products. 
Infrastructure development supports multiple economic activities and social services. The same set of 
telecommunication facilities improves dissemination of business information and access to education 
by residents of remote municipalities. Thus, coordination of physical framework plans across 
geographical and sectoral jurisdictions defines a point of convergence for overall development plans.  

It is also in this regard that the NG should be able to provide leadership, direction, and appropriate 
policy instruments to effectively guide local and regional development.   

Lack of Orientation to Compete in Global Economy  
Competing in the global economy is far from being contemplated by individual LGUs. Most local 
development plans are input-oriented, inward-looking and limited to encouraging businesses that 
cater to local consumption needs or, at best, attracting industries producing relatively low value and 
small-scale products for export. Ironically, the national government shares the same orientation and is 
neither providing the required strategic direction nor the enabling policy and institutional environment.  
The national government has also not provided leadership in developing basic infrastructure for 
efficient and cost-effective movement of goods and products within the country.  

SEZA and the creation of hundreds of economic zones in the country, for instance, have not helped in 
developing national/local industries that would compete in the world market, but instead made LGUs 
compete with each in order to attract foreign investors to their respective localities. This has impeded 
THE LGUs’ abilities to harness their competitive advantages and develop competitive alliances. 
Specialization of products and services – which is critical to sustainable growth – has been stifled by 
this mode of development.   

There is a strong service orientation but very weak investment orientation in local development 
planning even in the case of metropolitan planning as advocated by NEDA. For example, 
observations concerning NEDA’s metropolitan concept reveal that it is primarily service oriented 
dealing mostly with traffic congestion, infrastructure, and other urban services, rather than being 
viewed as an instrument for promoting investment.82

                                                      
82 Robredo, 1998. 
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Poorly Designed System of Inter-governmental Transfers 
The existing system of inter-governmental transfers does not facilitate the development of integrated 
and well-coordinated plans and programs across the different tiers of government. IRA to LGUs is the 
most dominant form of inter-governmental transfers. IRA represents 40 percent of internal taxes 
collected by the national government from the third preceding year’s collection. IRA is first distributed 
by levels of LGU: provinces (23 percent), cities (23 percent), municipalities (34 percent) and 
barangays (20 percent). The IRA share of each level is then distributed to individual LGUs using 
weight factors: population (50 percent), land area (25 percent), and equal sharing (25 percent).  

IRA is a block unconditional grant, giving an LGU wide discretion as to its utilization. The only 
requirement is THAT each LGU sets aside no less than 20 percent of its IRA allocation to local 
development projects contained in its local development plan. Insofar as IRA promotes the 
independence and autonomy of individual LGUs, it fails to provide incentives for LGUs to coordinate 
their plans and programs with those of the central government or other LGUs.  

The IRA allocation formula has also been criticized for being inequitable, inefficient and incapable of 
promoting local tax efforts. IRA shares of provinces and cities are usually cited as an illustration. 
Provinces and cities each receive a 23 percent share of IRA. The cities, however, have more taxes 
and a richer tax base compared to provinces. Among individual LGUs, it has also been observed that 
poor or low-income class LGUs tend to receive lower shares than high-income class LGUs. The equal 
sharing component of IRA, on the other hand, encourages greater local government fragmentation 
and discourages local government mergers that can lead to the more efficient provision of local goods 
and services. Finally, there are indications that IRA tend to substitute or decrease local tax efforts. For 
LGUs that are not inclined to put up new projects or improve their services, the IRA is sufficient to 
meet their operational requirements.  

Manasan and Chatterjee that in spite of the significant powers, responsibilities and resources 
devolved to local governments, average annual expenditures of LGUs, as a percentage of GDP, only 
rose from about two percent during period 1985-1991 (prior to the implementation of LGC) to about 
four percent during the period 1993-2000.83

Capital expenditures are lumpy and current revenues or incomes of most LGUs are simply not 
adequate to finance infrastructure projects requiring huge capital outlays. In spite of the authority of 
LGUs to incur debts and raise equity, many LGUs seldom utilize the credit market for development 
financing. Most LGUs prefer to secure grants and donations. The Countrywide Development Fund 
(CDF), renamed as the Priority Development Assistance Fund (PDAF), is among the most popular 
source of funding for many local projects. These sources, however, are not likely to fund key regional 
strategic infrastructure that requires substantial funding. Projects funded by the CDF in particular, do 
not go through local or regional development councils, by-passing prioritization procedures and 
possibly crowding out crucial projects.  

 A major portion of the increase in expenditures went to 
general public services. The combined share of economic and social services in total LGU spending 
actually remained constant at around 50 percent. Spending on social services increased, but this was 
offset by an equivalent reduction in the spending for economic services, such as transport and 
communication. From 1991 to 2000, the share of capital expenditure in total LGU expenditure 
contracted from 22 to 19 percent. 

A major factor constraining LGUs from borrowing is their lack of technical capability to formulate 
development plans and package project proposals for acquiring loans or other types of financing, 
such as BOT programs. Many LGUs do not have updated local development plans; for those that do, 
many development plans are not supported by sound financing programs. There is limited knowledge 
of the policy implications and general technical content of the different means of credit financing. For 
small and medium-sized LGUs, budgets are not available for the preparation of project feasibility 
studies. 

In addition to the internal constraints of LGUs, there are also legal and administrative constraints 
imposed upon them by central government. A major constraint to LGU credit financing is the debt cap 
on LGU borrowing under Section 324 of LGC. It limits the annual appropriation for debt service to 20 

                                                      
83 Manasan and Chatterjee, 2003. 



 85 

percent of the regular income of an LGU, thus hindering the local government from implementing 
even self-liquidating and/or self-supporting projects that require sizeable capital outlays. 

Another restriction that impairs LGUs from acquiring cheap financing is the existing Commission on 
Audit (COA) and BSP regulation that requires LGUs to maintain their deposits with government 
financial institutions (GFIs). This requirement effectively disallows private financial institutions (PFIs) 
to avail of the IRA intercept mechanism that serves as collateral for LGU borrowing. In effect this 
weakens the power of LGUs to negotiate or search for the cheapest borrowing rate. 

The bond market offers an alternative source of capital financing for LGUs. However, LGU bond 
offerings also continue to suffer from the general perception of high credit risk. Private sector 
knowledge on LGU management, operations and financial record-keeping is very weak. This problem 
is reinforced by different financial and accounting systems used by LGUs and PFIs. In addition, the 
very short three-year terms of the elected local officials instills fear among investors that long-term 
credit obligations may not be honored, should there be a change in administration. This problem is 
compounded by the absence of an independent LGU credit rating agency and the lack of a secondary 
market for LGU bonds.   

Inadequate infrastructure 
The low capital outlay and infrastructure spending by local governments does not augur well for local 
and regional development. Infrastructure affects both the supply of, and demand for, goods and 
services. Infrastructure reduces the cost of production and facilitates access to markets and, in 
addition to facilitating the growth of economic activities, enhances the delivery of and access to social 
services. Moreover, the presence of key infrastructure is a major factor in the formation of industry 
clusters. 

Infrastructure in the Philippines has been focused on NCR, hindering local and regional development 
in other parts of the country. In an effort to promote and encourage economic and social development 
in other areas of the country, special economic zones were created across the country. According to 
the SEZA, ‘each ecozone shall be provided with transportation, telecommunications, and other 
facilities needed to generate linkage with industries and employment opportunities for its own 
inhabitants and those of nearby towns and cities’. According to PEZA, however, it appears that the 
majority of these ecozones are located in Southern Tagalog Region, which is adjacent to Metro 
Manila. Of the total 150 ecozones in 2002, 63 of them, or 42 percent, are in Southern Tagalog, 
followed by the NCR with 13 percent, and Central Luzon and Central Visayas with nine percent each 
(Table 1).84

As expected, the share in approved investments (both foreign and domestic) is dominated by the four 
regions that host the majority of the ecozones. Other studies also showed that export processing 
zones and industrial estates, which are the predecessors of ecozones, generated little employment 
and have very weak forward and backward linkages with the rest of the regional economy.
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Inadequate credit and financial services 

 Thus, in 
terms of the avowed goal of spreading economic and social development and promoting local and 
regional development, there is still much to be desired from the ecozones.  

Another major constraint to local and regional development, particularly in rural areas, is the 
inadequate flow of capital and credit to both agricultural and off-farm business despite central bank 
and government efforts to provide policy and practical support to agriculture and small enterprises. 
This can be attributed to two major factors. The first is the lack or inadequate presence of financial 
institutions such as thrift banks, rural banks, development banks and non-bank micro finance 
institutions that are able to cater for the unique requirements of agricultural and small borrowers and 
savers. The second is the increased uncertainty and risk involved in lending to, and investing in, these 
sectors. The problems with the land tenure system and uncertainty in the resolution of property rights 
brought about by the poor implementation of agrarian reform have been a considerable disincentive to 
bank lending. In the case of small enterprises, information asymmetry is the major problem.  

                                                      
84 Pernia and Quising, 2003. 
85 Lamberte et al., 1993. 
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Table 4.1:  Number of Special Economic Zones and Approved Investments by Region  
 Number of Special Economic 

Zones 
(As of CY2002) 

Approved Investments 
(In CY2000) 

 Region  Total Number Percent Share Value (Million 
Pesos) 

Percent Share 

      A NCR 19 13 16,963.04 18.81 
B CAR   3   2   1,575.16 1.75 
I Ilocos   4   3      911.62 1.01 
II Cagayan Valley   0   0 — 0.00 
III Central Luzon 13   9 14,464.03 16.04 
IV Southern Tagalog 63 42 50,415.44 55.91 
V Bicol   7   5           1.47 0.00 
VI Western Visayas   7   5    1,130.92 1.25 
VII Central Visayas 13   9     4,158.81 4.61 
VII Eastern Visayas   3   2          19.55 0.02 
IX Western Mindanao   1   1            9.22 0.01 
X Northern Mindanao   6   4          82.88 0.09 
XI Southern Mindanao   8   5        432.96 0.48 
XII Central Mindanao   3   2 — 0.00 
       Philippines 150 100 90,165.09 100.00 

Source: Pernia E.M. and P.F. Quising (2003). Economic Openness and Regional Development in the Philippines, 
ERD Working Paper No. 34, ADB.   

Weak Human Capital Development 
In order to adequately prepare human resources for higher levels of productivity, regional disparities 
in access to, and quality of, health services and education should be addressed. The following 
indicators illustrate this point. The Philippine Progress Report on the Millennium Development Goals 
notes that while regional disparities are not very evident in elementary participation rates, there are 
differences between the public and private schools in terms of achievement level in the elementary 
and secondary levels.86

The Report also highlighted the gross disparity in the functional literacy rates of women in urban and 
rural areas and cited the lack of educational opportunities, access to schools, and the tendency of 
some parents to discourage their daughters from attending school, as possible reasons.  

  

The health picture showed improvements in under-five and infant mortality rates. However, urban-
rural disparities in immunization rates were evident DURING the period 1990 to 1998. Children in 
urban areas had a higher immunization rate (68 percent) than those in the rural areas (63 percent). 
Some factors that should be looked into are the availability of health workers and information 
dissemination among parents and communities.  

Disparities in maternal mortality rates remain wide. The highest was recorded in ARMM at 320 per 
100,000 live births in 1995. This is three times the rate of the National Capital Region, which 
registered 119. This can be correlated somewhat with the 1993 and 1998 National Demographic and 
Health Surveys, which revealed that urban women were more likely to receive prenatal care than rural 
women. A related concern is the increase in the number of teenagers who have begun childbearing. 
Although the figure is still below 10 percent, teenage childbearing is much higher among rural and 
low-educated families.  

                                                      
86 Philippine Progress Report on the Millennium Development Goals, 2004. 
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Finally, 1998 figures place new tuberculosis cases at about 100,000 cases annually. Tuberculosis is 
twice as common in urban areas than rural areas. Regional and provincial variations were also 
observed in the magnitude of tuberculosis cases. 

Environmental Degradation 
Spatial concentration and urban primacy help minimize infrastructure expenditures and achieve 
agglomeration economies. However, uncontrolled urbanization can also lead to a host of problems. 
Metro Manila and other urban centers in the Philippines already exhibit many problems associated 
with unmanaged urbanization, such as pollution, inadequate water supply, sewerage infrastructure, 
and waste disposal, high unemployment and crime rates, presence of squatter colonies, and traffic 
congestion. Population growth and urban migration have also resulted in the premature conversion of 
productive agricultural lands for residential and other urban uses. On the other hand, the lack of 
economic opportunities and poverty in the rural areas and the countryside has led to low productivity 
and destructive activities that threaten the already fragile ecosystem. The devastating typhoons and 
the numerous landslide and flooding incidents in the recent past attest to the environmental 
degradation that besets the country. 

Policy and Institutional Deficiencies 
Regional economic development is further challenged by a host of other policy gaps and bureaucratic 
pathologies. The agrarian reform program of the country, though well-meaning, subdivided farm 
production to the extent that economies of scale have been significantly distorted. Agriculture has, 
therefore, become an unattractive sector that has contributed to increased rural unemployment.  

There is also much to be desired in the country’s land information and management system. With the 
entire country being divided into thousands of land parcels, titling and recording are problematic. 
Transfer of deeds and titles is extremely difficult, which unnecessarily increases delays and 
transaction costs, thereby impeding business development. From an LGU standpoint, as the body 
responsible for collection of RPT, significant percentages of total land parcels are either untitled or 
disputed or undervalued. For a number of years, LGUs have not adjusted the valuation of real 
properties for political reasons. This, therefore, contributes to the lack of capacity of LGUs to raise 
revenue other than IRA. The highly politicized bureaucracy and the problem of corruption similarly 
affect sustainable regional economic growth.  

Strategies on Sustainable Regional Development  

From a regional and global perspective, the cities of Bacolod, Koronadal, and Naga – although being 
hailed as top-ranked cities in the Philippines – are far less competitive than many cities overseas. 
There is a need to re-orient the thinking and approaches to economic development promotion which 
are largely inward looking and consumption driven. Too often, progress is equated with the presence 
of facilities such as popular shopping malls and food chains, expansion of housing sub-divisions, and 
more bus terminals. Local governments are yet to promote private investment focusing on high value-
adding industries or export-oriented and import-substitution strategies.   

Policy instruments and the institutional environment at the national and local levels must, therefore, 
provide the required enabling elements. Existing regional development frameworks and statutes tend 
to restrict business opportunities and weigh down economic efficiency. SEZA, for instance, identifies 
more than one hundred ecozones nationwide which results in localities competing with each other to 
attract business. Another constraint for LGUs is the negative externality to economies of scale in 
agricultural production brought about by CARP. In addition, although many LGUs extend tax 
incentives to investors, such practices are unlikely to be key factors for attracting investments. 
Furthermore, there are too many LGUs in the country; this impedes resource allocation and utilization.  

LGUs need to be run like corporations. Being asset rich and cash poor, it is necessary that local 
government capacities for asset management be built. LGUs should make their assets work for them; 
this would tremendously improve their revenue generating capacities thus having more to finance 
development. LGUs should also be able to participate in a credit rating system, just like private 
corporations.   
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Attracting foreign direct investment has proved to be very difficult for Bacolod, Koronadal and Naga 
despite initiatives to provide liberal investment incentives. FDI comes in trickles, if at all. Two key 
factors may explain this. First, is the continuing decline of the country’s international reputation as an 
investment destination because of the high cost of doing business and pervasive corruption. This 
decline further squeezes the slim chances of poorer regions attracting FDI. The second is the pattern 
of regional development, which is characterized by the concentration of government and private 
investments, infrastructure facilities, and business opportunities in better-off regions. Well-coordinated 
national, regional and local initiatives are needed to deal with the problem of decreasing FDI inflows 
into the country and the dilemma of concentrated development. Concentrated development in a few 
cities and regions increases the levels of pollutions and worsens human living conditions in these 
areas; at the same time, it increases the concentration of poverty in poor regions. Attracting 
investment to poor regions is, therefore, a crucial task for sustainable regional development.  

Within the context of decentralization and reduced government financial capacity in the era of 
globalization, local governments must strengthen their policy coordination. Regions become more 
economically competitive when they pool their resources. However, regional coordination can prosper 
only when local governments change their governance paradigm. They must realize that addressing 
poverty, joblessness and other complex issues that transcend political jurisdictions requires stronger 
stakeholder coordination. In this regard, there is a need to adopt a more regional development 
outlook. This regional development perspective, in practices such as planning and raising funds for 
development projects, is not currently widespread among local governments. This situation does not 
fit well with the requirements for surviving and thriving in the global economy. There is low 
appreciation of changed circumstances for securing human development in the era of globalization.  

Decentralization as a policy has produced some gains in local capacities to address local problems. 
However, it has erected another strong barrier to effective poverty-reduction efforts within the context 
of sustainable development. Moreover, decentralization has led to political and administrative 
fragmentation of key actors and catalysts for regional development, which in turn has led to low 
appreciation of coordinative arrangements for addressing poverty and other complex issues that 
transcend political jurisdictions and are beyond local capacities to remedy.  

In the three cases described only Naga city initiated and acted to sustain a metropolitan arrangement. 
The city continues to take an active interest in upholding the metropolitan arrangement despite 
political difficulties of persuading its mother province and other LGUs to contribute substantially to the 
regional economic and service-delivery initiatives. Even after a decade of existence of Metro Naga, 
the city remains ‘the island of prosperity in the sea of want,’ as its Mayor describes it. However, some 
member LGUs are beginning to benefit from the metropolitan arrangement in the form of occasional 
investments and access to joint economic and service facilities established through this mechanism.  

With enhanced revenue-generating powers, LGUs are ideally in a better position to spawn resources 
for development. In reality, they are still largely dependent on revenue transfers from the national 
government to finance their operations and some of their projects. However, the revenue allotments 
are highly inadequate for financing economic projects with big returns. Thus, most LGUs resort to 
borrowing from commercial banks. Asset valuation for credit rating purposes is not widely practiced 
although this could widen avenues for accessing low-interest financing. Joint LGU initiatives to raise 
financing for regional projects are uncommon. Local capacities for development financing remain 
weak.  

Intra-regional development disparities act as a strong barrier to sustainable regional development. 
Cities in poorer regions are more economically efficient and, as a result, development is concentrated 
in them. For example, Naga city enjoys an average family income 142 percent higher than the 
regional average.  There is a need to foster the overall efficiency of the entire region rather than the 
city alone. This requires the adoption of a strategic framework for defining the role of cities in regional 
development partnerships. Cities can function as hubs of development; neighboring towns can play 
other strategic and complementary roles.  

To effectively address regional disparities, there is a need for LGUs to adopt a more regional planning 
outlook. This is necessary because highly intractable problems such as poverty and joblessness 
require more integrated solutions and more coordinated initiatives of various actors in development; 
however, planning that goes beyond the confines of one’s own jurisdiction is not a widespread 
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practice among LGUs throughout the country. Further, planning is generally ineffective given the 
absence of reliable economic and social information and low levels of stakeholder participation. This 
undermines plan ownership, credibility and responsiveness that are important in sustaining regional 
partnership arrangements.  

In a consultation with local government stakeholders, five key challenges in regional development 
were identified: (1) how to attract and strengthen the role of various catalysts; (2) how to enhance 
LGU cooperation in the era of globalization and decentralization; (3) how to strengthen regional 
capacities for engaging the global economy; (4) how to access cheap sources of development 
financing; and, (5) what appropriate interventions are needed for realizing sustainable regional 
development (see Annex 6). 

Suggested strategies and solutions are varied, but the general direction is towards mechanisms and 
initiatives to improve the attractiveness of poorer regions as investment destinations; to mobilize local 
resources (people, expertise, money); to foster regional economic integration amidst administrative 
and political fragmentation; to practice strategic and long-term regional planning; to develop regional 
capacities to access the global export market; to enhance the role of cities as crucial players in 
regional development; to undertake individual and joint LGU comprehensive asset valuation for credit 
purposes; and to develop more flexible and responsive development packages. 

Principles of Sustainable Regional Development 

Promoting and sustaining regional economic development requires adjustments in thinking, policies, 
programs, and practices. In terms of development perspectives, national and local governments along 
with businesses need to closely collaborate with each other in orienting and reformulating plans and 
policies to enhance the competitiveness of regions. Regional economic development must be 
coherent and forward looking. It should emphasize value-adding industries, specialization, and 
competitive alliances. More importantly, it must be adaptive and responsive to the needs and 
requirements of foreign markets. 

Institutional systems must be strengthened in order to provide an enabling environment for business 
and economic activities. Annex 7 presents the three interlocking dimensions that need to be carefully 
considered and coordinated in building the overall capacity for sustainable regional economic 
development. At the individual level, improved capacities highlight the process of equipping people 
from government, business, and civil society with the understanding, skills and access to information, 
knowledge and training that enable them to work together and perform effectively. At the 
organizational level, capacity building requires the elaboration and establishment of enabling 
management systems, structures, processes, and procedures. At the policy and institutional level, 
capacity building includes making legal and regulatory changes to enable governments, businesses, 
and civil society organizations at all levels to enhance their capacities.87

The issue of fiscal sustainability also needs to be addressed. National and local governments must 
enhance their revenue generating and collection capacities. This will require simplification and 
rationalization of tax policies and tax administration. Leakages in collections must be effectively 
addressed. On this note, good governance must be stressed and promoted. Public accountability can 
be enhanced by citizens’ empowerment – informing them about their rights and responsibilities so that 
they can hold the government and public officials, including themselves, to account.  

   

Appropriate infrastructure facilities must be put in place. Similarly, information systems need to be 
strengthened to support a number of critical functions: planning, decision-making, management, and 
performance monitoring and evaluation. Benchmarking and application of best practices must also be 
institutionalized. Investments and interventions to continuously improve human capital through quality 
education and in-service training must be provided and institutionalized. 

Using the reviews of the national context, frameworks, and impediments to regional development as 
well as the case studies and workshop outputs, the following five principles are proposed in order to 
guide the construction of a proposed framework for sustainable regional development initiatives.  

                                                      
87 Adapted from Noel Astillero and Joel Mangahas, Report on Capacity Building of PAWB, UNDP, 2003. 
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Sustainable regional development addresses the priority problems of widespread poverty and 
environmental sustainability in an integrative, participatory and coordinative, and evidence-based 
manner. It is anchored on the centrality of present and future human needs, and treats the concern for 
environmental sustainability both as an end and means of sustainable regional development.  

Sustainable regional development requires an enabling environment at the global, national, regional 
and local levels. Key governmental actors at both political and bureaucratic institutions must exercise 
power with utmost responsibility and be guided by the norms of good governance and principles of 
sound development management such as accountability, predictability, participation, and 
transparency, in order to create the necessary framework for sustainable regional development.  

Sustainable regional development is based on stronger and more productive cooperation between 
and among national government agencies, local governments, the private sector, and civil society. It 
requires major adjustments in thinking, policies, programs and practices of the key actors in order to 
formulate and implement joint plans and initiatives for poverty reduction and other problems that 
transcend political jurisdictions and are beyond local capacities to remedy.  

Sustainable regional development is built on greater stakeholder capacity to access, process, and 
avail of, opportunities for advancing human development. Towards this end, stakeholder capacity for 
formulating and managing development projects, accessing financing for such, and harnessing 
opportunities in the global economy must be strengthened.   

Sustainable regional development is anchored in the equitable distribution of risks and opportunities 
of economic activities. Over-concentration of economic opportunities in one area leads to problems, 
from within and from without, that threaten the sustainability of hard-earned gains.  

The five principles proposed herein correspond to key challenges in sustainable regional 
development. These are (a) achieving a delicate balance between addressing present and future 
human needs while ensuring environmental sustainability; (b) creating an enabling environment; (c) 
enhancing stakeholders’ coordination and partnerships; (d) enhancing capacities for managing risks 
and opportunities; and (e) diffusing the risks and opportunities of sustainable regional development.
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Chapter 5 

Best Practice Sustainable Regional Development  
This chapter focuses on the applications of best practice to support sustainable regional development. 
It commences with an explanation of the way regional economies must function to be competitive 
under more decentralized and open market conditions. The discussion provides the basis for the 
development of a nine-part framework which is used to present and analyze examples of best 
practice in sustainable regional development. The examples cited are drawn from numerous sources, 
including many from developing countries. The material presented in this and the next chapter will be 
used to develop frameworks for improving regional approaches to sustainable development in Asian 
countries. These frameworks are presented in Chapter 7. 

The reliability of the sources and information on best practice regional development is an important 
consideration of this study. While a large volume of information is available on the Internet, and from 
journals and institutional publications, much of this information is descriptive and/or promotional. By 
their nature, the organizations responsible for regional economic development play a role as 
advocates of the approach that they have chosen. In selecting the examples of best practice, it was 
important to keep this in mind. We have attempted, therefore, to provide critical reflection on the 
processes and practices employed in the examples cited. Where possible, we have endeavored to 
draw on authoritative and independent sources to verify the reliability of the examples cited. We have 
tried to use developing county examples where these demonstrate wider replication of sustainable 
development practice. Unfortunately, there are too few of these. 

How Regional Economies Work 

Before we begin to consider which practices best support sustainable regional development, it is 
useful to explain how regional economies should function under competitive conditions. One of the 
most difficult challenges facing those responsible for regional development is to know how to develop 
competitive and sustainable economies. Specific skills in regional analysis are necessary, but 
relatively few regions and people have these. In the more centrally planned economies like Vietnam 
and Indonesia, regional planners, economists and governance specialists continue to struggle to 
understand how to restructure provincial and regional economies to operate under open and 
competitive market conditions. An even more difficult challenge is to identify how to apply a range of 
best practices to improve the performance of regional economies. Many of these practices are totally 
foreign and clash with previous governance structures and institutional cultures. There is much 
unlearning (Hamel & Prahalad 1994) to be done before regional institutions and businesses in these 
countries will be able to understand how to adapt and apply best practice to achieve more sustainable 
regional outcomes. 

Figure 5.1 depicts the way open market regional economies should function. The development of 
regional market economies is driven by the need for investment, production, employment, wages and 
profits and consumption. Investment capital is generated from two primary sources: external capital 
flows from exports, grants, external investors and repatriated earnings; and internal capital flows from 
the use of assets, dividends, savings, labor and social capital. The later includes all human non-
financial contributions to production or services provided by the community, government and 
business. In Southeast Asia, especially in the Philippines, repatriated earnings are a significant 
external source of capital used to support regional development. In other Asian countries, 
domestically repatriated funds from family who have migrated to the larger cities are becoming 
increasingly important in supporting regional development investment and private consumption. 
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Figure 5.1:  Model of Regional Development Process 

Pre-conditions Needed for Competitive Economies  
There are several pre-conditions necessary to create a competitive environment to support regional 
development and investment. These include: a competent workforce, efficient institutions, and well-
developed infrastructure, finance and logistics systems. Such elements are loosely referred to as 
strategic infrastructure, which regional governments and institutions must build to support 
development and investment. In addition, there is a need for well-developed business networks which 
are focused on innovation and the commercialization of new products and services. These are 
activities which primarily occur in the private sector.  

Box 1 (see below) cites what some experts in the field of regional development consider are needed 
to develop competitive economies. The quotes stress the importance of regional business focusing on 
adding to value chains; developing regional trade; improving competitive advantage, technology and 
innovation; developing human capital; developing good governance, networks, partnerships and 
clusters; and improving the quality of life and the environment.  

An important factor in maintaining the development of regions is to plug the leakage of capital flows, 
which can result from a high dependency on imports into production and consumption, the export of 
dividends and savings elsewhere, and the loss of human capital. Many Southeast Asian countries 
have a high level of import dependency to support consumption-driven development. This leads to 
low regional savings and high capital leakages. In many developed economies, the leakage of 
pension and insurance fund payments to centralized fund managers is depleting local savings and the 
capital available for development. To achieve more sustainable economic development in regions, it 
is essential that income leakages are reduced by creating greater investment opportunities and 
focusing on the development of import substitution industries. 

Regions can approach the development of their economies in many ways: e.g. by improving the 
efficiency and effectiveness of transactions; increasing population; value adding to production, 
services and logistics systems; closing the waste cycle and converting waste to resources; increasing 
consumption; increasing exports and reducing imports. Most regional development strategies include 
a mixture of the above. However, for many regions, as noted above, consumption is the main factor 

Source: Adapted Lennon 2001
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driving the development of the economy. In the long-term, consumption-driven development is not 
sustainable, especially if accompanied by rising levels of public and private debt. Striking a balance 
between consumption and value-added growth strategies is difficult, especially for regions that lack 
competitive strategic infrastructure.  

Box 1:  Expert Views on Regional Development88

• Jane Jacobs (Jacobs 1985) in Cities and the Wealth of Nations argues 
that regions that can grow import-replacing industries will be prosperous in the long term. 
Regional economic expansion stems from the ability of a region to provide goods/services for 
itself. Once a region can do this, it can use the lessons it learns from the process to build a 
sophisticated export base. Trade between regions is vital. This includes trade with leading city 
regions and with regions of similar status. Economic development can only occur if the ‘gap’ 
between what is imported and what is locally made can be feasibly ‘bridged’. 

 

• Paul Rommer (Romer 1990) argues regional growth is being increasingly 
determined by ‘technological change’, which results from investment in physical and human 
capital, research and innovation. The act of investing and the mechanisms for transferring 
knowledge are important to regional growth and prosperity, as the public benefits from knowledge 
creation can co-exist with the commercial benefits obtained by knowledge investors.  

• Michael Porter (1991) argues that industrial competitiveness is 
determined by a number of inter-dependent variables, which differ between industries and 
industry segments. Weakness in any one determinant will constrain an industry’s potential. 
Competitive advantage is not endowed but developed, often through a network of relationships, 
which is regionally bound. These relationships can be between businesses and their suppliers, 
competitors and customers as well as with government and other institutional functions (e.g. 
education institutions and research facilities). 

• Robert Reich (Reich 1992), President Clinton’s Labour Secretary, argues 
national and political borders do little to explain how the fruits of adding value in the global 
economy are shared. Wealth is spread according to the ability of individuals to contribute. Those 
highly educated ‘symbolic analysts’ are fairing disproportionately well, whilst other routine style 
workers have been marginalized. Symbolic analysts tend to congregate together. Therefore, 
regions with large numbers of these individuals will be prosperous. And because of the self-
fulfilling nature of the ability to contribute to the global economy, such regions should remain 
relatively prosperous whilst symbolic analysts remain as residents. 

• Annalee Saxenan (Saxenian 1996) in an important study on technology-
based regions notes regional policy is as important as macroeconomic or sectoral policies in 
ensuring industrial competitiveness. Unlike traditional top-down intervention and laissez-faire 
approaches, regional policy can be organized locally and designed to catalyse and coordinate – 
rather than directly manage – relations among the myriad public and private actors that populate 
a regional economy. ’Regions are best served by policies that help companies to learn and 
respond quickly to changing conditions – rather than policies that either protect or isolate them 
from competition or external change’ (p. 166). 

• Richard Florida (Florida 2000) argues capital is flowing increasingly to 
regions with strong ‘thinking’ resources or knowledge capital. Capital may continue to flow into 
commodity-based regions but this is likely to be primarily directed at production process 
improvements, often with a labor displacing effect and a reduced population carrying capacity. 
Amenity, lifestyle and culture are vital ingredients for regional competitiveness, but there must 
also be sufficient depth to the local labor market. 

 

A primary driver of regional development in nations such as the US, Canada and Australia has been 
population growth, through immigration. Immigration contributes significantly to GDP in Australia (Tian 
& Shan 1999), especially in regions like Sydney which receive more than half of Australia’s migrants. 
                                                      
88 Text adapted from SGS Economics and Planning Pty Ltd. (2003). The Evolving Role of Local Government and 
Economic Development Facilitation: Globalisation, Regional Development and the Role of Local Government in 
Australia. Canberra: Department of Transport and Regional Services. 
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Lesser-developed nations also encourage the entry of skilled migrants to meet the growing shortage 
of skilled labor. The contribution of population to the rapid growth of many regions in southeastern 
China, and most capital city regions in Southeast Asia, is significant. However, large and rapidly 
growing populations create their own growth management problems. The most heavily populated 
countries in the world are among the poorest, so population growth does not necessarily lead to 
sustainable development. 

For nations and regions to achieve sustainable development outcomes and growth, there is a need 
for a balance of policies and strategies to be applied by government and business. These include the 
following: a focus on increasing productivity, competitiveness and reductions in inputs to production, 
movement and logistic systems; the reduction and reuse of wastes; greater stretch and leveraging of 
resources; and the development of demand-driven, export-focused economies. However, it is not just 
economic systems that must receive priority to support regional development. There is a need to 
focus on the development and maintenance of social, cultural and knowledge capital; risk 
management; and improved governance. These factors are equally important to sustainability. 

When considering best practice approaches to regional development, it is important to identify how 
regions can improve the competitiveness of assets, the inward flow of capital, information to develop 
knowledge, and linkages with external economies. No two regional economies are the same, so it is 
important for regions to fully understand where to strategically intervene and to make improvements 
and decide what practices work best. By adopting best practice, regional economies are able to tap 
the knowledge and experience of others and adapt different practices to fit local situations. 

Regional Development Best Practice  

What is Best Practice? 
Whenever the subjects of sustainable development and best practice are discussed we run into 
definitional problems. Despite an enormous volume of material available on the subject of sustainable 
development, there is still no satisfactory definition or model for achieving it in practice. Nor are we 
any closer to agreement on what is considered best practice in sustainable regional development. 
Best practice evolved in commercial environments with narrow definitions of what ‘best’ may stand 
for. The nature of regional economic performance with its multiple stakeholders and complex issues 
means that it is unlikely that a strict blueprint for ‘best practice’ can be identified. An important 
question for identifying and recommending ‘best practice’ is to consider for whom the practice is best.  

A general definition for best practice developed by the United Nations89

Planning and/or operational practices that have proven successful in particular 
circumstances. Best practices are used to demonstrate what works and what does not 
and to accumulate and apply knowledge about how and why they work in different 
situations and contexts.  

 is: 

This definition adequately covers key attributes of best practice, but it has been left to international 
development agencies, governments, academic and other institutions to document case studies of 
best practice regional development. There is currently no set of best practices which could provide the 
basis of a model for sustainable regional development. There are some databases such as the 
Habitat Database of Best Practice90; Better e-Europe practices91, MOST92 and EPA Gateway to 
International Best Practices & Innovations93

It is often argued that a better term for best practice is ‘good’ practice, given prevailing regional 
conditions. Good implies regions will adopt development practices that are appropriate for their 
context. Others may argue that the focus should be on ‘leading’ practice rather than best or good 
practice. Leading practice infers there is continuous innovation and adaptation of good practices in 

. However, what is considered best practice generally may 
not be applicable or useful for all countries and regions.  

                                                      
89 UNDP Glossary Best Practice: http://www.undp.org/eo/ADR/glossary.htm 
90 Habitat Best practices Database: http://www.bestpractices.org/ 
91 Regional development in the Europe knowledge society: http://www.beepregional.org/ 
92 MOST Clearing House, Best Practices: http://www.unesco.org/most/bpsites.htm 
93 EPA Gateway: http://www.epa.gov/innovation/international/urban.htm#databases 
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line with the last part of the definition above. Leading practice implies a region’s development practice 
is in front of others. These differences are largely semantic as the intent of best, good or leading 
practice is to focus on raising the standard or the level of development practice to achieve more 
sustainable outcomes. In this study we will continue to use the term best practice. 

Developing applications of best practice for regional development is difficult. It becomes much harder 
when sustainability criteria are included, as not all best practices contribute to sustainability. The 
achievement of high economic growth rates, as has occurred in many regions of coastal China, often 
comes with significant environmental and social costs (Economy 2005). In suggesting best practice 
for sustainable regional development, there is a need to consider the economic, environmental and 
social dimensions of best practice, i.e. does the practice contribute to achieving balanced triple 
bottom line accounting outcomes (Elkington 1997; Newson 1999), or what impact does best practice 
have on regional ecological footprints (Rees & Wackernagel 1994) These measures are discussed 
later.  

The problem with best practice is that we are often not aware of the consequences or impacts some 
practices may have over time. This does not suggest we should not use best practices as a tool for 
sustainable regional development. At present, best practices are the best tools we have to promote 
improvements to environments, enhance competitiveness and ensure sustainable development 
outcomes. We must learn how to apply best practices prudently, recognizing that cultural, social, 
environmental and economic conditions and sensitivities vary significantly between regions. In 
studying regional development best practices it is useful to have a framework which puts these 
conditions in groups or sets to enable simple comparison between types of practices and their 
application by countries and regions. The following outlines a framework for analyzing best practice 
regional development. 

Framework for Analyzing Best Practice 

A very large body of literature and websites describe examples of best practice applications used to 
support sustainable regional development94

As a result, we have developed a nine-part framework covering fields of best practice regional 
development. This is outlined below. We considered these nine fields as being very important in 
achieving sustainable regional development. The fields were derived from a review of regional 
development literature and practice and take into consideration the changing environments in which 
regions operate today. We present many examples of the application of best practice for the nine 
fields, with references to sources of more detailed information. To  analyze regional development best 
practice we also present six regional case studies which display many key attributes that fall within 
the nine-part framework. The nine broad areas of best practice are: stewardship of capital, good 
governance, strategic infrastructure, engaged communities, responsive economic policies, proactive 
planning and budgeting, enabling mechanisms and value multipliers. 

. However, we do not have a taxonomy or classification 
system for regional development best practice. Therefore, in presenting and discussing examples of 
best practice regional development, it makes sense to develop some kind of framework for analyzing 
best practices under a series of broad fields or headings. 

Stewardship of Capital  
Stewardship refers to the prudent use, management and development of all forms of capital needed 
to support regional development. Four basic types of capital are necessary for regional development: 
natural (natural resources and the environment); economic; human (including skills, knowledge, 
information, competencies and social capital); and physical (physical assets used in production and to 

                                                      
94 Websites on sustainable regional development and best practice include: 
Sustainable Regions: http://www.sustainableregions.net/site/index.php?article=1 
Asia Foundation: http://www.asiafoundation.org/Locations/taiwan.html 
Good Practices UNDP: http://www.undp.org/rbap/BestPrac/surf_guidlines.htm 
United Nations Centre for Human Settlements: http://www.bestpractices.org/ and 
http://sustainabledevelopment.org/      
UN Centre for Regional Development: http://www.uncrd.or.jp  
Institute for Management Development (IMD): http://www02.imd.ch/wcy/fundamentals 
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support the functioning of society). Technology might be considered a separate form of capital as it 
has both human and physical attributes (Malecki 1991). These various forms of capital are collectively 
referred to as capital stock. The stewardship of capital stock has a significant impact on the 
sustainability of regional development (Henton et al. 2000). Regions that focus on the development 
and maintenance of capital stock generally have the most competitive and sustainable economies. 

‘Triple bottom line’ accounting (TBLA) is a best practice reporting tool developed by Elkington 
(Elkington 1997). It is a corporate sustainable development or corporate social responsibility (CSR) 
reporting process. TBLA reports are quantitative summaries of a company’s economic, environmental 
and social performance. It is a means of measuring the level of capital stewardship corporations and 
governments maintain over the capital and resources they use. One of the first companies to adopt 
TBLA was Shell Oil (Shell 1999). Many of the world’s larger corporations now apply TBLA as best 
practice. TBLA is widely applied to public sector management (Foran et al. 2005). For a good 
explanation and examples of TBLA on a sector industry and country selection see the Business and 
Sustainable Development guide95

Another useful best practice tool of stewardship is the measurement of a region’s ecological footprint 
(Rees & Wackernagel 1994). This tool measures how much land is required to support an individual 
in a city or region. Ecological footprints (EFs) are important measures of per capita consumption and 
have become a valuable means of developing policies to reduce resource consumption. There is 
approximately 1.7 hectares of habitable land per capita in the world and with large cities having 
ecological foots prints in excess of 5 hectares per capita, most regional consumption patterns are not 
sustainable. Wackernagel (Wackernagel et al. 1997) has provided estimates for national EFs in 
several countries and regions. Examples of regions applying ecological footprints as a best practice 
tool for sustainable development are the Australian Capital Territory

 . 

96, Toronto97, Hong Kong and 
Singapore98

Green Globe

. 

99

Environmental stewardship is important in maintaining the natural capital upon which we depend. The 
Source Book for Corporate Environmental Stewardship

 is an organization dedicated to improving environmental practices and increasing 
environmental awareness within the travel and tourism sectors. Developed by the World Travel and 
Tourism Council (WTTC) in 1994 in response to the Rio Earth Summit, tourism operators and 
organizations gain Green Globe certification for facilities and environmental stewardship. The impact 
of Green Globe certification improves product marketing by offering a quality assurance measurement 
of tourism destination experiences. Green Globe certification contributes to increasing business 
returns, as the demand for genuine eco-tourism experiences increases globally. The Green Globe 
website (see footnote below) gives many examples of best practice environmental stewardship. 

100 provides useful concepts, tools and 
methods aimed at helping corporate managers and teams implement voluntary, results-oriented 
corporate wildlife habitat programs that improve environmental performance. Several developing 
countries101 have embarked on environmental stewardship programs related to forestry and fishery 
protection. The World Economic Forum102 is focusing on the business and tools for environmental 
stewardship. Many of the indicators in the World Competitiveness Report103

Social capital is a term used to measure the strength of networks and the associated norms of 
reciprocity that add value to communities. It was developed by Robert Putman (Putnam 1993a) in his 
studies on the value of networks in society. The importance of social capital has become of interest 

 have strong links to 
sustainability – especially environmental equality. 

                                                      
95 Business and Sustainable Development Guide: http://www.bsdglobal.com/StudiesBySector.asp?sid=5 
96 Our Ecological Footprint: http://www.sustainability.act.gov.au/towards.html 
97 How Big is Toronto’s Ecological Footprint?: http://www.city.toronto.on.ca/eia/footprint/pdf/efreport.pdf 
98 Asian Ecology: http://www.public.asu.edu/~jingle/Asian_ecology/Asian_Ecology_Web.pdf 
99 Green Globe 21: http://www.greenglobe21.com/ 
100 Environmental Stewardship: http://www.ofee.gov/sustain/sustainability.htm  and  

http://www.greenbiz.com/frame/1.cfm?targetsite=http://www.wildlifehc.org/publications/sourcebook/ 
101 Anderson: http://www.rff.org/rff/Documents/RFF-IB-02-07.pdf 
102 World Economic Forum: Business and environmental stewardship: 

http://www.weforum.org/site/knowledgenavigator.nsf/Content/_S1423?open 
103 Growth Competitive Index: http://www.weforum.org/pdf/Gcr/GCR_2003_2004/GCI_Chapter.pdf 

http://www.weforum.org/site/knowledgenavigator.nsf/Content/_S1423?open�
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not only to academics, but also to policy makers. Regions with strong social capital tend to have high 
levels of stability, trust, and knowledge which affect investment and economic performance (Putman 
2001). Putman uses the presence of strong social capital to explain the reasons for cluster formation 
in northern Italy and other regions. For information used to measure social capital see the Civic 
Engagement Website104 and the Social Capital Community Benchmark Survey105, Harvard University. 
The importance of developed social capital in Asian societies and regions offers an explanation for 
the high levels of productivity being gained in some countries of the region106

Good Governance  

. 

Good governance refers to a range of practices to improve the efficiency, effectiveness, ethics, equity, 
trustworthiness, transparency and accountability of governments and their relationship to society. 
Good governance involves strong commitment to community engagement, information and 
knowledge management; formulation of sound policy, planning and financial management; and good 
asset management. Good governance also involves developing institutional structures and 
organizational frameworks that facilitate sustainable regional development. This involves steps to 
reduce the size of large hierarchal bureaucracies, to flatter, more flexible and responsive institutional 
structures where management is focused on streamlining the processes of government, institutions 
and business. The development of whole-of-government approaches, to planning, coordination and 
implementation becomes important. 

There are many high-quality publications on good governance best practice. The OECD107, has 
developed guidelines on community consultation and participation which outline processes to 
encourage all citizens to exercise their right to express their opinion in the process of making 
decisions concerning the public interest, both directly and indirectly. The World Bank (World Bank 
2001) under the urban management program108

Regions and cities that have shown best practice in good governance reform are Naga (Philippines) 
with the introduction of a Citizens Charter (Robredo 2003), Curitiba (Brazil)

 has developed excellent tools to measure and 
enhance good governance. The ADB (ADB 2005) publication Good Governance Practice provides 
important lessons learned from the implementation of projects with governance objectives. Indonesia 
has developed a set of 10 Principles for Good Governance, which provides an excellent framework 
for its application in public sector management (UNDP 2005).  

109 with its transportation 
and urban governance (Taniguchi 1995); and Brisbane City Council with its Code of Conduct110

There are many aspects of good governance: They include upholding the following: 

 
outlining what is expected of officials involved in running local government. The Brisbane City Council 
purchaser provider model separates the Council into departments which are either purchasers of 
services or providers of services. It is one of the best examples of corporate governance and service 
delivery to be found anywhere in the world. Departments responsible for providing local government 
services often have to compete with the private sector to ensure services are supplied in the most 
efficient manner (Orange 2003). 

                                                      
104 Civic Engagement in America: http://www.ksg.harvard.edu/saguaro/measurement.htm 
105 Social capital community benchmark survey: http://www.ksg.harvard.edu/saguaro/communitysurvey/ 
106 See Rota (2005) The race for 'social capital' in the 21st century: Asia versus the old World 
http://www.lse.ac.uk/collections/pressAndInformationOffice/newsAndEvents/archives/2005/SocialCapital.htm 
107 See OECD website: Citizens as Partners: Information, Consultation and Public Participation in Policy-Making 
and:Public Consultation on Conducting Business with Integrity in Weak Governance Zones  http://www.oecd.org/ 
108 Good Governance:http://info.worldbank.org/etools/docs/library/101658/UCMP/UCMP/session1-
2_understanding.htm 
109 Curitiba: A Science Fiction Town: http://www.ecofantascienza.it/eng/articoli/curitiba.html 
110 Brisbane City Council: Code of Conduct 
http://www.brisbane.qld.gov.au/bccwr/about_council/documents/code_of_ conduct.pdf 
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• The Rule of Law to realize law enforcement which is fair and impartial for all, without 
exception, while honoring basic human rights and observing the values prevalent in the 
society; 

• Transparency to build mutual trust between the government and the public through the 
provision of information with guaranteed easy access to accurate and adequate 
information; 

• Equality to provide equal opportunities for all members of the society to improve their 
welfare; 

• Responsiveness to increase the sensitivity of government administrators to the aspirations 
of the public; 

• Vision to develop the region based on a clear vision and strategy, with participation of the 
citizenry in all the processes of development so that they acquire a sense of ownership and 
responsibility for the progress of their regions; 

• Accountability to increase the accountability of decision-makers with regard to decisions 
in all matters involving the public interest; 

• Supervision to increase the efforts of supervision in the operation of government and the 
implementation of development by involving the private sector and the general public; 

• Professionalism to enhance the capacity and moral disposition of government 
administrators so that they are capable of providing easy, fast, accurate and affordable 
services; 

• Integrity to ensure the reliability and trustworthiness of institutions and public officials and 
politicians responsible for the delivery of public services; and 

• Civic leadership to drive the processes of reform, innovation and development in public 
institutions. 

Strategic Infrastructure  
Strategic infrastructure refers to soft and hard infrastructure considered essential to ensure the 
competitiveness of a region’s economy. Hard infrastructure includes engineering services, 
transportation, telecommunications and waste management systems. High-quality broadband, 
satellite and wireless telecommunications services are essential for developing knowledge and 
networked economies. Soft infrastructure, which includes research and advanced education and 
training facilities, regional/national financial and corporate business systems, and cultural facilities 
significantly affects the competitiveness of regions in attracting investment capital and skilled workers. 

There are many good examples of best practice development of strategic infrastructure to support 
regional development. The development of inter-modal facilities (ports, airports, railways and road 
networks) improves the logistics of passenger and freight transfers. The OECD111

Transport is an essential factor of economic activity, industry and trade and therefore the 
Program’s mission is clearly in step with OECD’s objectives to achieve the highest 
economic growth, contribute to the development of the world economy and to expand 
world trade. ……With globalization and the increasing need for competitiveness, the 
ability of countries to reduce transaction costs through the provision of adequate and 
efficient inter-modal transport systems is more critical than ever. 

 has recognized the 
importance of efficient inter-modal transport and logistics faculties in supporting economic 
development and competitiveness. An OECD report (OECD 1999b) on Inter-modality and Logistics 
notes: 

                                                      
111 Intermodal: http://www.oecd.org/dataoecd/41/23/1859185.pdf 
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Several regions are leaders in the development of inter-modal strategic infrastructure. Brisbane 
Gateway Ports through its Australia Trade Coast112 initiative is one of these. It involves a partnership 
between state and local governments, airport and port authorities to develop inter-modal infrastructure 
and support industries. A similar initiative has been established in Vancouver, Canada, between the 
airport and port authorities, Canadian Pacific Railway and the City, under the Vancouver Board of 
Trade. Kobe in Japan113

Strategic infrastructure is not confined to transport and utility services infrastructure. High-quality 
telecommunication networks are essential for regions to compete in the global economy, gain access 
to information and develop knowledge networks (Conceição et al. 2003). One of the key success 
factors in the development of Silicon Valley is the application of telecommunication technology to 
grow knowledge networks. The Bangalore economy in India is also being driven by technology 
assisting the development of knowledge networks (see case study on Bangalore later in this chapter). 
In addition, Malaysia has recognized the importance of cultivating knowledge networks as part of the 
development of the Multi Media Super Corridor technopole south of Kuala Lumpur (Ramasamy et al. 
2004 b).  

, Hong Kong and Singapore recognize the strategic importance of inter-modal 
transport and logistic hubs in building competitive infrastructure for regions. The development of 
efficient inter-modal transport systems will become increasingly important in forming efficient regional 
logistical systems in future. A major constraint facing the development of regions in Southeast Asia is, 
however, the poor inter-modality of its infrastructure and logistics systems. 

Universities and research centers play an increasingly important role in regional development 
(Gulbrandse 1996). Institutions like Stamford University, Harvard and Cambridge have driven much of 
the development of the IT and knowledge networks in the regions in which these universities are 
located (Sternberg 1996). The focus on the development of facilities that help to facilitate the growth 
of knowledge systems, research and learning communities is considered best practice in the 
development of the softer aspects of strategic infrastructure needed to develop competitive 
economies. 

The importance of the growth of knowledge systems in reducing poverty and stimulating economic 
development has been identified in various forums and institutional publications114

Key to the improvement of competitive strategic infrastructure in poorer regions is the development of 
international language skills. These skills tend to be concentrated in major cities, leaving poor regional 
government and firms without essential proficiency to engage in global business. English language 
skills have become an important basis of competitive advantage in the IT industry between India and 
China (Contractor & Kundu 2004). Indian regions, and to a lesser extent the Metro Manila region, 
have been able to capitalize on their competitive advantage in English language skills in the call 
center market. International language skills are also important in the financial and travel industries. 

. However, there is 
a gap emerging between the knowledge elite nations and regions and the structure of societies in 
most countries (Venables 2005). Subsequently, developing countries, because of a lack of strategic 
infrastructure, technology, literacy and also a lack of English and other international languages, are 
becoming increasingly disadvantaged in gaining access to knowledge networks. Many regions are 
severely deprived because of the dearth of well-developed knowledge networks which span 
international borders. 

Engaged Communities  
Engaged communities refer to developing well-informed and knowledgeable citizens and mechanisms 
that allow communities to become involved in a wide range of activities to support development. The 
advancement of regions in the 21st century will be driven by knowledge capital. This will be true for the 
industrializing countries of Asia as well as the agrarian economies of Africa. Knowledge provides the 
basis for endogenous growth (Romer 1990) which is how most regional economies will develop in 
future. The growth of learning communities is important in the development of networks, information 
sharing, innovation, creative arts and social capital formation. Community engagement helps support 

                                                      
112 Australia Trade Coast: http://www.australiatradecoast.com.au/content/default_new.asp? 
113 Kobe Hub: http://www.city.kobe.jp/cityoffice/39/port/airport/airport_e.htm 
114 The ILO, UNESCO, Development Banks and international development agencies have all produced reports 
on the importance of knowledge development in reducing poverty. 
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the development of networks and community interest groups, some of which form into NGOs, 
community-based organizations (CBOs) and special interest groups. Engagement with the business 
and multi-media sectors encourages the development of industry associations, networks and clusters. 

A substantial number of good publications which discuss best practice related to community 
engagement are available. As mentioned earlier in the chapter the OECD115 has developed a set of 
excellent guidelines on community consultation and participation which outlines processes to 
encourage all citizens to exercise their right to express their opinion in decision-making processes 
that concern the public interest. The Centre for Disease Control and Prevention116 in Atlanta, GA, has 
developed an excellent set of principles for community engagement, which is applicable for most 
countries. In Australia, the Queensland government’s Premier's Department117 has a Community 
Engagement Division (CED) to provide the residents of Queensland with ways for genuine public 
involvement in decision making for better policies, programs and services. The division organizes 
ministerial councils and meetings in regions to provide input into executive government decisions. In 
addition, the New South Wales Planning Department, Australia118

Responsive Economic Policies  

 provides best practice guidelines for 
community engagement in planning and development assessment processes. 

Responsive economic policies refer not only to the ability of regions to develop policies that directly 
address the needs of regional economies but also the ability to respond quickly to risks, emerging 
opportunities and new technologies. Examples include cluster-based initiatives, export promotion and 
import replacement. Industry clusters exist where there is a loose geographic concentration or 
association of firms and organizations involved in a value chain producing products and services and 
innovation. Clusters can be interpreted as part of the sub-national or global innovation and production 
system (Guinet, 1999).  

The cluster concept focuses on the linkages and interdependencies among the actors in value chains. 
It goes beyond the traditional ideas on clusters which characterized industry development for much of 
the 20th century. Such clusters involved horizontal networks of firms operating in the same end-
product market in the same industry group. Excellent examples of world best practice on the 
development of clusters are available from the Friuli region in northeast Italy119; Cairns (Australia)120; 
Arizona (Jones 1996); and Wales (Cooke & Morgan 1998). For websites providing information on 
clustering see the Competitiveness Institute121 and Clusters Asia Pacific Inc.122

Economic policies to promote exports are important to the development of regional economies. 
National governments have made extensive use of economic enterprise zones (EEZs) and free trade 
zones (FTZs) as part of growth pole strategies to encourage foreign direct investment. Such policies 
seek to attract investment through tax incentives, infrastructure subsidies and reduced land costs. 
However, EEZs and FTZs are not considered best practice, as they effectively subsidize investment. 
Many firms located in EEZs and FTZs do not innovate or form clusters, which could add value to 
existing supply and distribution chains. Many become centers of component manufacturing e.g. 
Batam Island in Riau Province, Indonesia. 

 

Despite this situation, there are many regions that have developed smart economic policies to reduce 
business costs and encourage innovation. These involve streamlining business approvals and 
regulations (see Silicon Valley and Singapore case studies); research and development tax incentives 
(JVSVN 1995); and identifying long-term priorities for sector industry development, e.g. Hong Kong 
(Enright, et al. 1997). The Hong Kong strategy defines eight core business sectors that the Territory 

                                                      
115 See OECD website: Citizens as Partners: Information, Consultation and Public Participation in Policy-Making 
and Public Consultation on Conducting Business with Integrity in Weak Governance Zones: http://www.oecd.org. 
116 Principles for community engagement: http://www.cdc.gov/phppo/pce/. 
117 Department of Premier 2002: http://www.premiers.qld.gov.au/library/other/2002-03_dpc_ar_13-16.html. 
118 Community engagement: http://www.iplan.nsw.gov.au/engagement/opportunities/da.jsp. 
119 Informest Website: http://www.informest.it/home/. 
120 Cairns Region Economic Development Corporation: http://www.credc.com.au/. 
121 Competitiveness Institute: http://www.competitiveness.org/. 
122 Clusters Asia Pacific Inc.: http://www.capinc.com.au/. 
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will continue to support and develop as its long-term (50 year) strategy. Portland Oregon also has a 
long-term growth management strategy to 2040.  

Proactive Planning and Budgeting 
Proactive planning and budgeting refers to planning processes that are focused on the achievement 
of outcomes. It embraces a wide range of activities from strategic to detailed plans linked to the 
budget process. Proactive planning and budgeting is an essential tool needed to support regional 
development. Without it, regions will have limited prospects for development (Stimson, et al. 2002). 
Strategic plans provide the vision, objectives, strategies and actions which guide decisions about 
investment by governments, business and the community. Strategic plans also provide flexibility to 
respond to changing circumstances and priorities. Detailed planning involves determining the 
feasibility of projects and proposals outlined in action plans, the financing needs and the linkage to the 
budget process, and the annual planning cycle. 

There are several countries and regions in the world recognized for best practice proactive planning. 
At a national level, New Zealand was one of the first countries to develop integrated planning for 
regional and local development with its Resource Management Act (1991)123

At the regional level there are many examples of best practice proactive planning in support of 
sustainable development. The Curitiba (Brazil), Cairns (Australia), Silicon Valley (US), Singapore and 
Vancouver (Canada) regions (see case studies later in the chapter) are exemplars of regional 
development best planning practice. Arizona is another region with best practice proactive planning. It 
has led the way in innovative regional development planning in the US. In 1990 the Department of 
Commerce, the Arizona Economic Council, the Greater Phoenix Economic Council and the Greater 
Tucson Economic Council combined to form ASPED – Arizona Strategic Planning for Economic 
Development (GTEC 1996). The implementation process is known as the Governor's Strategic 
Partnership for Economic Development (GSPED). 

. The Act repealed over 
50 pieces of legislation which were incorporated into a single law which provides the framework for an 
integrated planning and development approval system. The law sets out national sustainable 
development objectives, to which all other regional planning processes adhere. Several Australian 
states have developed integrated planning and development approvals, based, in part, on the New 
Zealand model. Singapore, through its planning and development system, has also developed a more 
integrated approach to planning and budgeting. It is a leader in streamlining development approvals 
through the electronic lodgment of planning documents (Yeun 1998). 

Portland, Oregon, has one of the most innovative and sustainable approaches to regional 
development in the world. Contrary to most regional development planning processes the emphasis is 
on restricting population consumption-driven growth and focusing on the quality of growth, especially 
through the development of knowledge-based and environmental industries. Its planning system is 
linked to triple bottom line performance indicators on which the Oregon Progress Board produces a 
regular Benchmark Performance Report124

The Southeast Queensland Regional Growth Management Strategy

.  

125 2024 is an example of an 
integrated approach to regional economic development based on partnerships between 28 local 
governments and the business sector. The regional growth management strategy is not a legal 
framework but a regional agreement for government and business to engage in the development of 
projects and services to support the development of the region. There has been extensive community 
consultation in developing the framework. There is also an integrated infrastructure plan and 
program126 which links the planning with a Aus$55 billion investment plan. Similar regional 
development strategies have been prepared for other regions in the state, as well as Melbourne 
(Australia)127 , Vancouver (which is a regulated framework; see case study) and Portland128. There are 
also many other good practices in proactive planning in Europe129

                                                      
123 New Zealand Resource Management ACT 1991: http://www.mfe.govt.nz/laws/rma/. 

. (See web pages noted below.)  

124 Oregon Benchmark Performance Indicators: http://egov.oregon.gov/DAS/OPB/docs/2005report/05BPR.pdf. 
125 SEQ Growth Management Strategy: http://www.oum.qld.gov.au/Docs/draftplan/Synopsis.pdf. 
126 SEQ Infrastructure Plan and Program: http://www.oum.qld.gov.au/?id=315. 
127 Melbourne 2030: http://www.dse.vic.gov.au/melbourne2030online/content/introduction/02_summary.html. 
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Indianapolis is a city that has been significantly affected by restructuring of the US economy. Under 
strong leadership from the Mayor, the city has developed a new set of financial and management 
tools necessary to make the city more responsive, efficient and effective. Five practices formed what 
has come to be known as the City’s ‘Strategic Tools Initiative’. These are:  

• Activity-based costing. The city needed to know the cost of every government service and 
activity. Only then could meaningful comparisons with the private sector be made. 

• Performance measures. Competitive contracting required very clear standards from the city 
about how contracts were evaluated. 

• Popular budgets. By marrying activity-based costing with performance measures, the city 
created a ‘popular budget’ that explained to citizens what the government was purchasing 
with every dollar of their taxes. 

• Infrastructure balance sheets. City government had never kept a systematic track of the 
value and condition of its roads, bridges, parks, and other assets. Proper maintenance and 
valuation of city services led Indianapolis to create ‘infrastructure balance sheets’ to track 
the value of its assets. 

Waitakere City Council130

Enabling Mechanisms  

 in New Zealand is a city that has developed best practices in linking 
budgeting to planning. The city prepares long-term budgets and plans which outline long-term 
commitments to capital expenditure projects. There is a requirement in the budgeting and planning 
process that all projects listed in development plans are capable of being funded. The Council also 
has long-term rollover budget and planning processes. In addition, it conducts risk audits of its 
economic development projects.  

Enabling mechanisms refer to elements of strategic infrastructure that create catalysts to enable 
regional development to occur. Catalysts include development agencies, developers, institutions, civic 
entrepreneurs (Henton, et al. 1997), intermediaries, agents, packagers, and advisors that facilitate or 
make development happen. Enabling mechanisms may also include facilities such as one-stop shops, 
economic development and industry organizations, knowledge exchange centers and venture 
capitalists. Enablers are society’s risk takers: They provide the leadership to test out ideas and new 
products to take economies in new directions. Economies with well-developed enabling mechanisms 
are very effective in interacting with business, government and organizations in the local, national and 
global economies.  

The Silicon Valley Network Partnership (see case study later in this chapter) is an example of an 
enabling mechanism that provides a catalyst for development in the region. Other regions, for 
example Cairns, Australia131

One of the most significant catalytic programs for regional development has been the Better Cities 
Program

 have developed enabling mechanisms successfully in the area of cluster 
development, involving public-private sector partnerships to facilitate new industry growth.  

132 in Australia. It ran from 1993 to 1999. Modeled on the London Docklands project which 
started in the 1970s, Aus$800 million of Federal government funds were made available in 
competitive grant funds to revitalize Australian cities and regions. To secure funds under the program, 
state and local governments were required to match federal funding. The program provided seed 
capital to embark on inner city development projects and to develop partnerships with governments 
and the business sector. The program enabled governments to leverage capital to undertake land 
amalgamation and rehabilitate and build new infrastructure. In Brisbane133

                                                                                                                                                                     
128 2040 Growth Concept: http://www.metro-region.org/article.cfm?articleid=231. 

 the Federal government’s 
initial investment of Aus$30 million in the Inner City Urban Renewal Area, has generated over Aus$4 

129 See Municipia (in German only): http://www.municipia.at/ also http://www.unesco.org/most/bpsites.htm. 
130 Waitakere City Council: http://www.waitakere.govt.nz/. 
131 Cairns Regional Economic Development Corporation: http://www.credc.com.au/. 
131 Department of Housing and Urban Development, (USA) (2000) Economic Development. 
132 BBC: http://www.anao.gov.au/WebSite.nsf/Publications/4A256AE90015F69B4A25690B0022AAE4. 
133 Urban Renewal: http://www.brisbane.qld.gov.au/BCC:STANDARD:2060258948:pc=PC_1727. 

http://www.credc.com.au/�


 103 

billion of new development projects. Similar multipliers have been achieved with redevelopment 
projects in Sydney and Melbourne.  

In late 1994, the Clinton/Gore administration established the Empowerment Zone134

Another more regionally oriented program is Project Zero, which is part of Michigan’s Family 
Independence Agency’s (FIA) continuing welfare reform initiative ‘To Strengthen Michigan Families’ 
(TSMF). It assists recipients to make the transition from dependency towards self-sufficiency. The 
goal of Project Zero

 and Enterprise 
Community (EZ/EC program) to provide opportunities for communities to grow and ‘revitalize. The 
EZ/EC program has been very effective in addressing poverty issues and unemployment in inner city 
areas. Empowerment Zones (EZs) are the centerpiece of the EZ/EC program, with each zone 
receiving US$100 million in the form of ‘tax incentives’ (wage tax credits and tax-exempt bond 
financing) and social service ‘grants’. The program also provides Enterprise Communities (ECs) with 
smaller funding of US$3 million each (Riposa 1996; HUD 2000).  

135

Value Multipliers  

 is to reduce the number of AFDC (Aid to Families with Dependent Children) 
households without earned income. The project has many parallels in developing countries, notably 
the programs of family support in Curitiba, Brazil. (See case study later in this chapter.) 

Value multipliers derive from the availability and quality of local factors of production (ICF Kaiser 
1997). These factors need to be distinguished from traditional cost factors, which are the costs of 
necessary local factors of production i.e. labour, materials, transport and energy. High technology or 
internationally competitive industries are increasingly basing location choice on the quality of relevant 
inputs. The following factors are considered best practice.  

• Research and Technology: Whatever their economic focus, all economies are becoming 
increasingly dependent upon access to new ideas and technology innovations to stimulate 
productivity, business and job growth. There is a strong link between investment in 
research and development and industry commercialization and productivity growth. 
Moreover, regions need to have a coordinated system of public and private research and 
development institutions to produce or access new ideas, knowledge and technologies, and 
to commercialize these. Examples of best practice R&D are Cambridge, Massachusetts, 
Washington and Belfast (Cooke & Morgan 1998).  

• Data Analysis Tools: There is a wide range of tools used for regional analysis. Traditional 
regional analysis techniques such as input-output, shift-share and location quotient analysis 
provide valuable information about regional competitiveness and productivity. However, 
regions also need other tools to analyze futures, environmental and social concerns, and to 
provide spatial statistics on socio-demographic, socio-economic, physical infrastructure and 
investment. The publication by Leitmann (Leitmann 1999) on Environmental Planning and 
Management in Urban Design provides a comprehensive set of tools for rapid assessment 
of environmental conditions related to sustainability. The United Nations University 
publication on Future Research Methods (Glenn 1996) provides best practice tools for 
futures analysis. The QUEST diagnostic tool (see Vancouver case study) is an advanced 
tool used to develop scenarios for testing the social, environmental and economic impacts 
of development. 

• Human Capital Development: Studies of economies around the world by the United 
Nations have shown that education, training and other forms of learning that raise the skills 
and competencies of a region, and enhance economic growth and the improvement of 
individual well-being (Reich 1992; Anderson 1995; Green 2000). Furthermore, economists 
acknowledge the increasing importance of human resources to the creation of value-added 
in today’s sophisticated, knowledge-driven economy. The skills of a region’s workforce can, 
therefore, provide a significant competitive advantage, or disadvantage, for a region’s 
industries. Regions demonstrating best practice initiatives related to human capital 
development are Wales136 and Singapore137

                                                      
48 

. 

http://www.hud.gov/. 
135 Michigan Project Zero: http://www.mfia.state.mi.us/PROJZERO/history.htm. 
 

136 HRD Wales regional partnerships http://www.wfc.ac.uk/hrd/pdfs/issue1e.pdf 
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• Physical Infrastructure: Efficient transportation and communication is essential in today’s 
competitive environment (Porter 1991). Whether bringing goods to market, transporting 
executives to destinations around the world, or minimizing the delay and pollution caused 
by congestion, regions must provide suitable, well-maintained infrastructure. Moreover, 
regions today must also focus on providing advanced infrastructure facilities to support 
more sophisticated business needs in areas such as foreign trade, just-in-time delivery and 
other emerging business practices. There are hundreds of examples of best practice 
regional infrastructure development, but Singapore, Hong Kong, Kobe, Vancouver and 
Brisbane are leaders in integrated transport systems. A leader in green infrastructure and 
green building development is Portland138 while the Green Building Council Australia139

• Financing: Financial capital is an essential ingredient for business development at all 
stages. Regions with a fast pace of enterprise formation and healthy industry clusters are 
usually surrounded by financial institutions that understand the specific needs of the 
region’s businesses. While firms in a given region may not be locally constrained by 
boundaries from accessing outside capital markets, the overall financing capacity of a 
region shapes the access and attention available to local firms. The importance of 
innovative financial packaging may determine if projects are feasible or not. One of the 
leading banks in promoting innovative methods for regional financing in developing 
countries is Danamon Bank Indonesia

 
provides useful examples on green building design.  

140

• Environmental Banking is a new concept that is emerging from sustainable development. 
The concept involves recreating land or wetlands for environmental purposes and off 
setting this with development credits. This acreage ratio is always greater than one-to-one, 
producing a ‘net gain’ of critical habitat and threatened species. It is often five-to-one but 
may be even higher

. 

141

• Regulation and Business Climate: The ease at which business can gain permits for 
development or operation approvals has a significant impact on business start-ups and is 
often examined in ratings of the ‘business climate’ of nations or regions. While today’s 
economies demand that regions look beyond traditional cost measures, regions must 
nevertheless ensure that their business climates are commensurate with competing 
locations. Singapore, Hong Kong and Silicon Valley (see case studies later in the chapter) 
are regions demonstrating best practice in improving the business regulation climate.  

. The Palacios Wetland Mitigation Bank in Texas is one example of 
environmental investment banking. Other countries such as Japan and Canada are 
considering environmental banking as an innovative way of restoring fragmented habitats 
for important ecosystems. 

• Industrial Ecology: Industrial ecology seeks to achieve sustainable development by 
discontinuing activities that endanger ecological processes fundamental to the stability of 
human life and natural eco-systems (Graedel 1995; Graedel & Allenby 1995). The optimum 
methodology is to mimic a biological eco-system to contrive an industrial eco-system. Thus 
the role of industrial ecology is to create a transitional path for industry to evolve in a 
sustainable manner. The leading best practice example of industrial ecology is Kalundborg 
in Denmark142. There are a number of websites143

• Poverty Reduction: There is a tendency to think of poverty as a developing world 
problem. While most of the poor live in developing countries, there are examples of best 
practice in developed and developing countries that have managed to have an impact on 
poverty and sustainability. Poverty remains one of the most difficult challenges in achieving 
sustainable development in regions. The most successful initiatives in reducing poverty and 
improving multipliers have come through community-based initiatives. These work because 

 which provide excellent examples of 
industrial ecology development. 

                                                                                                                                                                     
137 Singapore HRD Strategy: http://www.ilo.org/public/english/dialogue/actemp/papers/1998/tanhrd1.htm 
138 Green Building Resource: http://www.green-rated.org/default.asp. 
139 Green Building Council Australia: http://www.gbcaus.org/. 
140 Danamon Bank: http://www.indonext.com/cgi-bin/comp.pl?ID=3363. 
141 Environmental Banking: http://recenter.tamu.edu/pdf/1551.pdf. 
142 Industrial Ecology Kalundborg: http://www.indigodev.com/Kal.html. 
143 Industrial Ecology Examples: http://www.ofee.gov/gs/gs.htm. 
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they address the problem at the local level. However, national programs are also important 
in providing resources to support local poverty alleviation strategies (UNDP 2001).  

• Information and Marketing Intelligence Systems: Modern economies are highly 
dependent on information and intelligence about markets to function efficiently. Several 
regions have moved to create high-level management information systems to support 
regional business development. Management information systems are required to develop 
and manipulate comprehensive data sets of information. Several regions have produced 
advanced information and marketing intelligence systems to service regional economic 
development. (See Silicon Valley and Cairns region case studies.) An innovative approach 
to developing marketing intelligence was first devised in Omaha in Nebraska, through the 
establishment of an honorary Ambassador scheme. This has been further developed by the 
Australian Capital Territory Government to foster business144

Quality of Life  

. This involves appointing 
business and other community leaders to identify investment and trade opportunities for 
their community when they are involved in travel outside the region. 

Quality of life refers primarily to the ‘liveability’ of a region for its residents based on equitable 
distribution and environmental integrity. Quality of life factors have a significant impact on attracting 
quality human capital to regions. This in turn affects the performance of the economy and its 
attractiveness to business (SVJVN 1995; Johnson & Rasker 1995). Many regional economic 
strategies now place a strong emphasis on quality of life, or liveability, as a key factor of 
competitiveness. Liveability relates to a basket of factors such as the standard of amenities, 
recreation, education and community facilities; climate; environmental pollution; housing affordability; 
crime levels; and convenience of movement. There is an international ranking undertaken annually on 
the liveability of cities. Cities and regions that have strategies that focus on liveability include 
Brisbane, Melbourne and Singapore,. The Federation of Canadian Municipalities has an excellent 
Quality of Life survey145

Measuring the Achievements of Best Practice  

 which it conducts annually to measure quality of life.  

The achievements of adopting a best practice approach to regional development can be measured in 
a variety of ways. Benchmarks are often portrayed as integral to best practice achievement. It seems 
more useful to consider them as performance indicators with the following purposes: 

• To reduce the number of measures that would normally be required to give an exact 
representation of a complex situation 

• To simplify the communication process by which information about the results of 
measurement is provided to the user. 

Benchmarks in this sense provide an initial base, from which change and basic relationships can be 
assessed, to encourage and inform the establishment of the more comprehensive data collection 
necessary to support research into the complexity of regional economic processes. Other uses of 
benchmarking indicators include setting goals or priorities, measuring achievements over time and as 
a promotional tool. 

In general, economic indicators provide information on both the internal processes of a region and its 
performance compared to regions elsewhere. They should cover the major facets of economic 
performance (production and trade), business vitality and development capacity. A range of 
benchmarking prototypes is available. Examples of these include the Community Economic 
Preparedness Index146

                                                      
144 ACT Ambassador: http://www.business.act.gov.au/investing/businessdevelopment/ha2004induction.html. 

 , the Silicon Development Index (Collaborative Economics 2005), and the 
Oregon Benchmarks previously mentioned (Oregon Economic Development Department). 

145FCM Quality of Life Reporting System: http://www.fcm.ca/qol3/. 
146 Community Economic Preparedness Index: http://www.uwex.edu/ces/cced/cedpi.htm. 
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Best Practice Case Studies 

In the following section we give examples of sustainable regional 
development best practices under the nine broad categories 
described above. The examples are drawn from many countries. 
To demonstrate how best practices have applied more 
holistically across the nine areas we have selected six regions in 
developed and developing countries that have displayed a strong 
commitment to sustainable regional development. These regions 
are: Silicon Valley (California); Vancouver (Canada); Curitiba 
(Brazil); Cairns (Australia); Singapore and Bangalore (India). 
They are presented as two-page case studies with references to 
websites for readers to obtain additional information. There are 
other regions that could have been just as easily selected.   

Regional Case Studies 

Silicon Valley Network Joint Venture (SVNJV) 
Silicon Valley (SV), California, is recognized as one of the leading high technology regions of the 
World. From the 1960s to 1980s it grew rapidly on the back of the electronics, defense, manufacturing 
and IT industries. After more than two decades of rapid growth, however, SV experienced a slow 
down in job growth. In 1988 the economy was virtually stagnant after growing at 7 per cent for much 
of the 1970s and 1980s. In four years 40,000 jobs in manufacturing industries were lost to 
international competition. By 1991, business and government recognized the need for action to turn 
the economy around.  

Through a series of public consultations led by business it was acknowledged that there was a need 
for a change in the business culture of the Silicon Valley community. For SV to regain its 
competitiveness it was recogized that:  

• Communities had to take responsibility for actions 
 to develop the economy  

• Clusters were important to drive regional 
economies. 

• Collaboration between the economic drivers and 
the community was needed 

• Continuous improvement is the ethic of all 
sectors of the region 

• Civic entrepreneurs are the catalysts to 
economic growth 

• Commitment to implementation is the key to 
economic success.  

 
A major question for the region was how to develop a 
governance mechanism to support the implementation of 
the 13 key policy initiatives that were devised and 
whether a mechanism was needed for ongoing 
collaboration. In 1993 it was agreed to create a Silicon 
Valley Network Joint Venture: the new organization would serve as an ongoing network for public-
private collaboration in implementing specific initiatives. SVNJV provides an important enabling 
mechanism to facilitate   Figure 5:2: SVNJV Organization 
business development (See Figure 5.2). 

The major interest of the Network is that the initiatives establish and make progress on measurable 
objectives, while being opportunistic about achieving other results. The Network prepares a quarterly 
progress report that tracks the progress of each initiative in meeting its objectives. The Core Network 
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Organization supports the implementation work of the initiatives and serves as a catalyst for new 
issues requiring collaboration. SVNJV has six core functions providing:  

• A reliable source of economic information; 

• A neutral forum for addressing regional issues; 

• Coaching and administrative support to the initiatives; 

• Networking among initiatives; 

• Communications; and 

• Benchmarking. 

The Network has had an important influence on regional policy development. It began initially by 
developing 13 major policy initiatives covering areas of regulation reform, education, healthy 
communities and employment creation. These policies were implemented through joint venture 
initiatives involving partnerships and other arrangements with government, business and the 
community. The following four important policy initiatives have been implemented. 

• Smart Valley Inc. which has a mission to enhance economic growth and the quality of life in 
Silicon Valley by facilitating the development of a vibrant, regional electronic community;   

• The Defense/Space Consortium which has a mission to promote the transition and 
continuing vitality of Silicon Valley’s defense and space firms and workforce and foster 
technology partnerships to commercialize new technologies and support diversification of 
defense firms into commercial markets;   

• Environmental Partnership which has a mission to promote environmentally sound 
business and community practices through collaboration and education; and 

• Enterprise Network which provides services specifically designed for entrepreneurs and 
new business start-ups. The Enterprise Network is a non-profit organization dedicated to 
promoting entrepreneurship in the Valley and Bay Area. 

 
SVNJV has contributed substantially to value adding to regional development by supporting research 
and technology, workforce development, smart infrastructure, financing and overall business climate. 
As mentioned above, Smart Valley Inc., an affiliate of SVNJV, is dedicated to demonstrating how 
technology can be used to make Silicon Valley a better place to live. Smart Valley creates and 
implements different types of projects designed to help accelerate the adoption of technology. The 
projects are meant to demonstrate the value of technology. 

A learning community, Education Initiative was established to create a vision for world-class 
education in Silicon Valley. Together, business and education are defining guidelines for desired 
levels of student achievement, elements of an effective learning environment, and expectations for 
broad community involvement in education. The ultimate purpose of the initiative is to encourage 
systemic change in local education. This ranges from supporting change processes in schools to 
providing new professional development opportunities for teachers and administrators to promote new 
corporate and parental involvement in education (SVNJV on-line). 

A set of indicators or benchmarks has been developed to track the region’s economy and quality of 
life. The Joint Venture developed the ‘Index of Silicon Valley’ comprising 31 indicators to provide a 
reliable source of objective information about the economy and quality of life in Silicon Valley, and to 
serve as a catalyst for others to work with the Joint Venture and independently to continue to improve 
all aspects of the Silicon Valley community. The region continues to promote quality of life as an 
important asset in attracting human capital to the region.  
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Cairns Regional Economy – Australia 
The Cairns Region, located in the northern part of the state of Queensland covers an area of 
approximately 50,000 km2. The region contains two world heritage-listed sites: the Great Barrier Reef 
and the Wet Tropics, which is one of the world’s most ancient rainforests.  In the 1960s, Cairns was a 
backward agricultural region. In the early 1980s, the region experienced a remarkable transformation, 
which was brought about by the influence of national 
economic reforms, environmental policies, and the 
vision of a few community leaders to build an 
international airport. The opening of the airport in 
1984 started a development process which has led 
to Cairns becoming one of the most internationalized 
and rapid growing regional economies in Australia.   

In 1990 the economy of the region collapsed due to 
a national pilot strike, a massive loss of Japanese 
foreign investment in the tourism sector and a global 
recession. In 1992, the Queensland government, in 
response to concerns about the economy and the 
environment, supported initiatives to re-engineer the 
development of the region. A partnership between 
government, local business and the community was 
established to prepare an Integrated Regional 
Development Plan to guide the growth of the region to 2010 and beyond. One of the key initiatives 
under the plan was the Cairns Regional Economic Development Strategy (CREDS) and the 
establishment of the Cairns Regional Economic Development Corporation (CREDC), which provides 
the mechanism for the implementation of the strategy. 

Since the mid 1990s the region has diversified and restructured its economy. With a population of 
250,000 and an economy of US$5 million, it has achieved an annual regional growth rate of more 
than 6 percent. It has done this by implementing a strategy for regional development that is focused 
strongly on sustainability, competitiveness and quality of life. Protection and restoration of the natural 
environment has been central to the development of its strong economy, with more than 20 percent of 
the economy revolving around the tourism industry – particularly eco and business tourism. In excess 
of 45 percent of the economic activity involves national and international trade, one of the highest for 
any region in Australia. 

The region has focused on developing world-class strategic infrastructure to support the development 
of tourism and other sectors of the economy. The Cairns Port Authority, a public corporation, has 
been involved in the foreshore redevelopment, and built its airport and port (Cooke & Morgan 1998). 
In addition, it constructed a convention/exhibition center to diversify into business tourism; this facility 
is the most intensely used in Australia. The local governments have cooperated to build key regional 
facilities to support investment in tourism and new industries.  

The Regional Economic Development Strategy (REDS) prepared under the integrated regional 
growth management framework (Plan) has been the key driving force behind the development of the 
economy. The strategy recognized the prime importance of developing a secure, diverse regional 
economy and strong export-oriented service industries. The strategy acknowledged there are critical 
issues that need to be addressed if regional economic growth is to have a more sustainable outcome 
in future. These were: 

• The growing trade imbalance 

• Reduction of capital out-flows 

• Retention of profits in the region 

• Lack of corporate identity, and 

• Reversing the decline in foreign investment. 
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CREDS recognized the need to capitalize on the benefits that tourism had introduced to the region. 
This was to be achieved by enabling cross-industry collaboration with other industry sectors. 
Additionally, the region needed to increase business co-operation and networking, improve resource  
management, and identify 
changing international 
trading structures, 
particularly in Asia, to 
enhance the region’s export 
potential. While the Far 
North Queensland (FNQ) 
economy showed every 
sign of prospering, these 
key development issues 
needed to be addressed if 
the region was to realize its 
full potential and maintain 
its standing as a highly 
competitive international 
trading economy. 

One of the key success factors responsible for the economy’s recovery has been the focus on 
establishing industry clusters. The region has developed one of the most effective approaches to 
clustering in the world (Roberts & Dean 2001). Based on a philosophy of regional businesses 
competing collaboratively in the global marketplace, the system has proven successful in assisting the 
growth and development of a diverse range of industry sectors (see www.credc.com.au). Twelve 
industry cluster organizations have been established. The process of cluster building has taken many 
years. Each industry cluster operates autonomously whilst remaining under the umbrella of CREDC. 
This allows for industry-driven economic development with tangible and holistic support from other 
clusters and economic and management expertise from CREDC.  

Good governance has been an important element in building a sustainable regional economy. The 
regional and local government planning process involves extensive engagement with the community 
and stakeholder groups – especially absentee land and property holders. This has been achieved 
through well-developed regional information services established by CREDC and other organisations 
involved with promoting the development of the region.  

Integrated regional strategic 
planning has also been important. 
Strong partnerships have 
developed between government, 
business and community 
organizations to implement 
regional development projects. A 
consultative rather than a 
regulatory process is used to drive 
the integrated regional planning 
process, under the umbrella of the 
Regional Organization of Councils 
(ROC) comprising the City of 
Cairns and seven other local 
governments. Generally, the 
collaborative process has worked 
well, leading to mutual cooperation between public agencies and a unique ability to lobby both State 
and Federal governments for development funds and special project grants.  

Cairns is a region which has been very successful in developing its economy in a sustainable manner 
through careful use and development of its capital resources, community, business leadership and 
entrepreneurship to become one of the most dynamic regional economies in Australia. 

Integrated Regional Plan FNQ
Vision

Integrated Development Goals and Strategies
Regional Structure Plan

Integrated Regional Plan FNQ
Vision

Integrated Development Goals and Strategies
Regional Structure Plan

EnvironmentEnvironment

Natural ResourcesNatural Resources

Water ManagementWater Management

TourismTourism

Solid Waste ManagementSolid Waste Management

Social Planning and Human ServicesSocial Planning and Human Services

Economic DevelopmentEconomic Development

Urban Growth and InfrastructureUrban Growth and Infrastructure

Integrated TransportIntegrated Transport

Regional Planning Advisory CommitteeRegional Planning Advisory Committee

Task ForcesTask Forces

Strategies Strategies

Strategies

Industry Competit iveness through Clusters 
Cairns Region Economic Development Corporation (CREDC) is responsible for one of 
the most developed and effective cluster-based models for economic development in 
Australia. Clusters are based on the philosophy of businesses competing 
collaboratively in the global marketplace. 
CREDC's umbrella structure links clusters and facilitates industry-driven economic 
development, supported by the economic and management expertise provided by 
CREDC staff. This structure encourages cross-cluster collaboration, which is fast 
becoming the key driver of new innovations and information exchange within the 
region. With 16 individual clusters operating under this umbrella structure, CREDC 
truly is the Home of Australia's Membership Based Industry Clusters. 
The cluster model assists businesses facilitate change, growth and development and 
is proving to be the cornerstone of a number of high yield, sustainable industries 
which are positioning the Cairns region on the world stage as an innovative and 
desirable business, investment and lifestyle location 
CREDC - 2004 
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Curitiba – Brazil 
Curitiba is a city in southern Brazil with a population of approximately 2.1 million. It is acknowledged 
as a model of sustainable urban planning and development that has worked in a developing country. 
While it still has many of the problems associated with cities in developing countries, it has, 
remarkably, received numerous international prizes. 
These prizes have recognized its efforts to become 
more sustainable for its recycling program; for 
energy conservation; and for its highly innovative 
bus-based public transport system.   

Curitiba’s success can be contributed to many 
factors. Its people, planning, good governance, 
urban and financial management and leadership 
have all played a key role in its development, 
especially the efforts of its former Mayor and now 
Provincial Governor, Jamie Lerner. Curitiba first 
outlined a preliminary urban Master Plan in 1965. 
The main goals were limiting central area growth and 
encouraging commercial and service sector growth 
along two structural north-south transport arteries, 
radiating out from the city center. The Plan also 
aimed to provide economic support for urban development through the establishment of industrial 
zones and to encourage local community self-sufficiency by providing all city districts with adequate 
education, health care and recreation areas.  

The structural transport axes outlined in the Master Plan have ensured the linear development of the 
city, reducing the traditional importance of the downtown area as the primary focus of all transport 
activity, thereby minimizing congestion. The Plan called for the integration of traffic management, 
transportation, and land-use planning to achieve its goals, while maintaining flexibility in its regulations 
to allow for different future development scenarios.  

The Master Plan also proposed the creation of 
the Institute of Urban Research and Planning of 
Curitiba to coordinate, modify, and oversee the 
Plan’s implementation. The Institute has 
continued to guide the development of the city, 
through the encouragement of innovative 
programs of activities and plans.  

The integration of land-use planning and 
transportation has been an important factor in 
improving the sustainability of the city. The 
Master Plan provides for high-density housing 
along the arterial routes adjacent to public 
services. Commercial and business centers are 
located strategically at bus transfer stations 
providing convenient access to commercial, 
recreational, community and education facilities. 

Curitiba’s urban transport system has  become a 
model for many other cities around the world. 
The integrated transit network provides alternate 
modes of transport within the 12 municipalities of 
the metropolitan region. The mass use of 
Curitiba’s transit system has reduced the number 
of vehicles on the road, decreasing air pollution, 
lowering the incidence of smog and lessening the 
threat of respiratory illness.  

City Map of Curitiba. (Source: Horizon Solutions) 
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The Master Plan provided for a well-defined arterial road network, which enabled the highly efficient 
bus transport system to be developed to service most parts of the city. A single fare enables 
passengers to transit across the city changing from the local transfer stations to the rapid transit 
arterial bus network. More than 55 percent of the total transport demand in the city of Curitiba is 
served by this system. The effectiveness of the public transportation system has lowered per capita 
transportation costs and the ‘social fare’ system gives lower-income citizens greater access to jobs 
and markets.  

Curitiba’s transport system is jointly managed by the city and private firms. The city builds and 
maintains road infrastructure whereas the buses are owned by private companies (www.epe.be, 
2001). These companies are in charge of the financial management of the receipts, and are paid on 
the basis of the number of kilometers of bus lanes they are managing – not on the basis of the 
number of users (www.epe.be, 2001). This has encouraged the development of the network and 
enhanced accessibility for the 
community. The system covers 75 
percent of the municipality’s area.  

Curitiba is the first city in Brazil to 
use a special fuel made up of 89.4 
percent diesel, 8 percent 
anhydrous alcohol and 2.6 
percent soybean additive. This 
fuel is less polluting and cuts 
particle emissions by up to 43 
percent. The mixture of ethyl 
alcohol and soybean additive also 
brings social and economic 
benefits, as it maintains 
employment in rural areas. 

Curitiba’s waste management system has become a model for many other developing countries. The 
city generates over one million tons of solid waste annually. The ‘Garbage that is not Garbage’ and 
‘Garbage Purchase’ programs have involved providing vouchers for residents in poorer communities 
to recycle waste in return for bus tickets and fresh vegetables. Almost 70 percent of urban waste is 
recycled under these programs at costs no more expensive than the old landfill. Curitiba’s selective 
garbage collection system now extends to 24 surrounding municipalities. 

It has not just been the focus on strategic infrastructure that has contributed to Curitiba becoming a 
more sustainable region. Mayor Lerner’s concern for the number of orphaned and abandoned street 
children resulted in an innovative approach to the problem, by encouraging industries, shops and 
institutions to ‘adopt’ a few children, providing them with a daily meal and a small wage for 
maintenance gardening. Similar programs to build community assets, involve the conversion of 
abandoned sites and waste tips into community parks, using citizen engagement and resources. 
Fishermen have also been engaged to clean up lakes, in return for restocking lakes with fish. 

More recently, Curitiba has been focusing on developing more specialized industries. Industry 
clusters emerging within the region are enabling businesses to develop export opportunities to other 
parts of South America. The government is actively promoting programs of innovation designed to 
develop Curitiba as a smart economy. However, Curitiba still has many development problems to 
overcome such as providing affordable housing for its growing population, improving its basic services 
and infrastructure and community facilities. Nevertheless, the region provides an example of best 
practice for many developing countries on how to mobilize and focus communities on achieving more 
sustainable development outcomes. 

CURITIBA, BRAZIL 
Three decades of thoughtful city planning  

The city of Curitiba provides the world with a model in how to integrate 
sustainable transport considerations into business development, road 
infrastructure development, and local community development.] 
Curitiba's buses carry 50 times more passengers than they did 20 years ago, 
but people spend only about 10 percent of their yearly income on transport. 
As a result, despite the second highest per capita car ownership rate in Brazil 
(one car for every three people), Curitiba's gasoline use per capita is 30 
percent below that of eight comparable Brazilian cities. Other results include 
negligible emissions levels, little congestion, and an extremely pleasant living 
environment... 
http://www.dismantle.org/curitiba.htm 

 

 

 

http://www.epe.be/�
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Greater Vancouver Region – Canada 

Vancouver region with a population of 2.1 million and a land area of 300,000 hectares is located in the 
south west of the Province of British Columbia, and abuts the US State of Washington. The region 
has outstanding scenic beauty, a resource rich hinterland, and boasts a livable capital with enormous 
potential for development. The region has undergone very rapid population growth and development. 
Approximately 35 percent of the city’s population are 
migrants, mainly from Asian countries. Economic 
development initiatives for the region have focused on 
exploiting the potential for investment and business 
development and managing growth to maintain a 
liveable environment.  

In 1965, the provincial government established the 
Greater Vancouver Regional District (GVRD). The 
GVRD is a governance partnership of the 20 
municipalities and two electoral areas that make up 
the metropolitan area of Greater Vancouver. The role 
of the GVRD is to: (i) deliver essential utility services 
such as drinking water, sewage treatment, recycling 
and garbage disposal that are most economical and 
effective to provide on a regional basis and (ii) protect 
and enhance the quality of life in the region by 
managing and planning growth and development, as well as protecting air quality and green spaces. 
The rationale for the partnership is to ensure overall regional service delivery is more efficient, 
effective and equitable but it is intended that the member municipalities retain a degree of autonomy 
(GVRD website http://www.gvrd.bc.ca/). The optimistic and enthusiastic perspective motivating 
planning for the Vancouver urban region is conveyed by this vision on which economic development 
opportunities are being built: 

Greater Vancouver can become the first urban region in the world to combine in one place the 
things to which humanity aspires on a global basis: a place where human activities enhance 
rather than degrade the natural environment, where the quality of the built environment 
approaches that of the natural setting, where the diversity of origins and religions is a source 
of social strength rather than strife, where people control the destiny of their community, and 
where the basics of food, clothing, shelter, security and useful activity are accessible to all. 
(GVRD On-Line) 

The Sustainable Region Initiative (SRI) initiated by the GVRD and adopted in 1996 is Greater 
Vancouver’s regional growth strategy to realize this vision. It was, and has been, an important plan 
guiding the development of the region. The SRI involves a comprehensive approach to realigning 
current projects and practices and longer-term plans and strategies to ensure a sustainable future for 
the Greater Vancouver region and its citizens. Although initiated by the GVRD, a broad range of 
interests, including other orders of government, non-government organizations, business, academia 
and individual citizens, will play roles in the design and implementation of the SRI. The SRI embraces 
the inclusive governance model that recognizes collaboration across organizations and with 
individuals, to gain environmental, economic and social perspectives, is essential in order for 
sustainability to be achieved. 

In 2003 the GVRD established the sustainability enterprise fund, noted in the GVRD sustainability 
report (GVRD 2003). The fund serves to help municipalities share the risks and benefits associated 
with pursuing innovative approaches in their core business functions. It is helping municipalities make 
strategic investments and sustainability initiatives with region-wide benefits, and to share the risks and 
potential benefits of innovation. 

The GVRD reports regularly on a set of economic, social and environmental indicators of the region’s 
performance. The performance indicators are used to assist the development of regulations and 
policies and to provide information on the region.  



 131 

The Strategic Planning Department of the GVRD places a high priority on maintaining and enhancing 
the region’s Liveability. The planning perspective attempts to link the social and environmental 
aspects of urban living with economic development initiatives. Inner city urban renewal and economic 
development which is occurring in regional town centers are examples of incentives to addresses 
quality of life and amenity issues. 

The Vancouver region has developed leading edge technology for environmental analysis and 
modeling through the software package (QUEST)147

The Vancouver Economic Development Commission (VEDC) recently began initiatives to focus on 
the development of industry clusters. Advanced technology (tech) and tourism are the region’s 
strongest clusters. Mature industries such as finance/insurance/real estate (FIRE), film/television, and 
clothing manufacturing have clustering potential. Vancouver’s private sector industries such as 
education, health care and transportation are also strong candidates for cluster development. The 
VEDC, in line with many other North American regional development organizations sees clusters as a 
means of using collaborative 
advantage gain to support both 
endogenous and exogenous 
growth. Vancouver offers the 
economic diversity, ongoing 
university research and 
development, the presence of 
specialized technical and 
business services, competitive 
business costs and, importantly 
government, willingness to 
support clusters as a means of 
encouraging business growth. 

 developed at the Sustainable Development 
Research Institute (SDRI) of the University of British Columbia. The technology has enabled the 
region to evaluate the potential social, economic and environmental impacts of development against 
future development scenarios. It is a predictive tool which can be used to evaluate economic, 
environmental and social policies. It has provided an important planning tool for the planning of the 
Frazer River Basin in which the city of Vancouver is located.  

Vancouver’s inter-modal air and sea transport gateway is global best practice in transport 
management (Maunsell 1997). There is a strong focus on Vancouver becoming a global inter-modal 
transport hub, with the smooth transfer of goods and merchandise between different transport modes. 
Since 1973 a systems perspective has been applied to sharing information, analyzing issues and 
promoting change in relation to the performance of the railway, trucking and container terminal 
services. The two organizations that facilitate this approach are the Greater Vancouver Gateway 
Council (GVGC) and the Western Transportation Advisory Council.  

 

                                                      
147 For more information on QUEST visit the website http://www.envisiontools.com/questsite/index.html 

Vancouver: Prime Gateway with Regular Service to U.S. 
and Beyond 
A port is only as good as its links. For a port to be a gateway to 
a market of 350 million consumers, you must have regularly 
scheduled service to the key transportation hubs in North 
America. The Port of Vancouver has just that, with both 
Canadian transcontinental railways, namely, Canadian Pacific 
Railway and Canadian National Railway, serving every major 
market in Canada and the United States. 

Logistics Quarterly, October 1999. 
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Singapore  
Singapore is an island economy with a population of just over 4 million located at the southern end of 
the Malacca Straits. It has been a trading center for many centuries. In 1960, Singapore had a GDP of 
less than $1658 per capita. In a period of just over 40 years, it has developed into one of the most 
dynamic economies in Asia, with a GDP of US$ 27,800 per capita (2004). 

Singapore is a global hub of finance, transportation, 
IT, education, trade and commerce. With virtually no 
natural resources and very limited land for 
development, it developed its economy by focusing 
on the development of human capital, world-class 
strategic infrastructure and a high-quality 
environment. Singaporeans are among the best 
educated in the world, with outstanding universities 
and training institutions which have helped to build a 
knowledgeable community and a high-level service 
economy. Part of Singapore’s success can be 
attributed to the focus on best practices designed to 
achieve sustainable development.  

Good planning has been a primary factor in 
developing a high-quality living environment for the 
island economy. Singapore is the most well-planned 
city in Asia. The responsibility for planning Singapore lies with the Urban Redevelopment Authority 
(SRA). It has overseen the preparation of strategic plans that have involved the development of 
several new towns, linked by a rapid integrated road and rail transit system enabling the population to 
move quickly and conveniently from one location to another. Singapore has applied strict zoning 
controls over development, and strongly polices violations of planning, building and other regulations 
related to development. Good urban design has been encouraged by incentives to developers to 
provide open space and civic amenities, in return for being able to construct additional floor space 
granted through special dispensations.  

Governance has played an important role in the growth of the country. Singapore is a self-governing 
country, with an elected parliament. It has had a long period of stable government which has 
developed a platform of policies enabling it to cultivate competitive advantage in several industry 
sectors. The rule of law has been strictly upheld, providing confidence within the community, the 
business sector and investors. Singapore has been criticized for not having a more open and 
democratic systems, however there is a high level of accountability in all government processes. 

Singapore’s airport and seaport facilities are among the best in the world. Singapore airport is a major 
hub for the Asian region. It is managed by the Singapore Airport Authority, which is run as a corporate 
entity. The Port of Singapore is a major transit center for all the world’s major shipping lines. It is 
strategically linked to some regional ports in Malaysia and Indonesia. The island has a well-developed 
network of freeways and distributor roads. It has a policy of road pricing designed to encourage 
greater use of public transport by imposing a toll electronically on vehicles that enter into the city 
centre after 7am. There is a high level of infrastructure maintenance, which ensures that its road 
network continues to operate at above average levels of efficiency. 

Singapore is the only country in the world to have solved its housing problem. During the 1960s the 
government established the Singapore Housing Authority which had the responsibility of providing 
housing to all income groups. Housing was funded from pension funds, by requiring that 25 percent of 
all pension fund payments be invested in the housing sector. While much of the recent housing for 
upper and middle-income groups is now provided by private developers, pension funds are still used 
for the construction of replacement substandard housing.  

Singapore has placed a strong emphasis on the conservation of its heritage, cultural and natural 
environment. During the 1960s, much of its traditional housing was destroyed and replaced by high-
rise apartments. It was also criticized that Singapore had lost much of its cultural charm as it pursued 
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the quest to modernize. In response to community concerns about the loss of traditional housing, a 
strong focus on conservation and construction using traditional styles has emerged. 

The economic development for the island has been guided by policies to transform Singapore into a 
Asia’s leading knowledge economy. In the 1990s, the Singapore government placed a strong 
emphasis on building a knowledge economy. It has constructed high-quality academic institutions to 
attract world-class academics and scientists, and encouraged the setting up of foreign universities as 
a means of promoting competition in the education sector. These initiatives, combined with increasing 
levels of expenditure on research and development have resulted in Singapore establishing a 
reputation as a global center of excellence in knowledge, information management, research and 
development. Singapore offers very attractive incentives148 to entice regional headquarters of global 
corporation to be located in recognition of the role these play in developing industry clusters149.   

 

Integrated strategies for economic development 

Singapore is a worldwide financial center. It has one of the largest futures markets in Asia, and 
provides a wide range of banking and other financial facilities for the business sector. It is a major 
supplier of capital for foreign direct investment into other Asian countries and Australia. It is also an 
important center of insurance, which is becoming an increasingly large industry in Asia. The principal 
reason for its success as a financial center, is a well-regulated financial market; a high level of 
transparency and accountability is required from companies that operate from Singapore. 

In the 1980s, Singapore realized it was losing competitive advantage in its manufacturing sector. 
Production costs were rising due to higher wages, higher land costs and stricter environmental 
conditions being imposed on new industries locating in the country. Singapore businesses realized 
there was competitive advantage, if they relocated industries to the nearby regions of Johor Bahru 
and Riau on the islands of Batam and Bintan in Indonesia. This led to the development of new 
manufacturing industries in these neighboring countries, which use Singapore as their hub for 
providing finance, business, technology and transportation services. Singapore was, therefore, able to 
develop a high-level service economy, but at the same time ensure that it did not lose the value of 
manufacturing, even though this is now conducted offshore. (See Bintan case study next chapter). 

While the Singapore model of development cannot be replicated easily in other Southeast Asian 
countries, Singapore has many best practices, which if applied in other Asian countries would result in 
more sustainable development outcomes in these countries. 

                                                      
148 See Business Incentives Singapore: http://www.business.gov.sg/incentives/. 
149 Economic Development Strategy: http://www.wtec.org/loyola/em/04_05.htm. 



 134 

Bangalore – India 
Bangalore is becoming known as Asia’s Silicon Valley (Saxenian 2000a). It is Asia’s leading IT region, 
capturing a significant share of the global market in software and IT services. Thirty years ago the 
region was experiencing a massive brain drain of professional expertise, most of which headed for 
Europe and North America. Bangalore has since 
managed to develop global competitiveness in 
the IT sector despite its relatively poor regional 
infrastructure, governance systems, quality of 
life, stewardess of capital and planning. Its 
success can be attributed to the responsiveness 
of economic policies, enabling mechanisms and 
networks that have developed through the Indian 
Diaspora. The following are important initiatives 
that have enabled Bangalore to develop a 
regional economy linked strongly to the global 
economy.   

The structure of competition in the information 
technology sector has changed dramatically in 
the last two decades, with greater outsourcing of 
software development and information call 
centers. The traditional vertically integrated 
corporate structure (the IBM or ‘national 
champion’ model) has given way to vertical fragmentation and increasing firm specialization 
(Saxenian 2000a). As a result, producers are no longer involved in all stages of production, from 
design to distribution. They now focus on niches in the value chain in which they can excel relying on 
separate specialists to provide different components and final system integration. The number of 
actors in the industry has thus increased dramatically and competition between layers has intensified. 
This applies to most other industries.  

Bangalore originally developed as a center of electrical engineering expertise as a result of 
government policies designed to develop India’s electrical engineering industry. Its universities 
produced well-educated engineers. However, rapid growth in the IT sectors in the 1980s led to a 
significant migration of electronics engineers from Bangalore and other regions of India to Silicon 
Valley, Massachusetts Route 66 (Saxenian 1996) and other emerging IT technology regions in the US 
and Europe. By the early 1990s with the advent of a global recession, leading IT companies in the US 
began to outsource more IT development. Engineers who had earlier trained in Bangalore started to 
move back home to take advantage of cheap labor costs and the large pool of English speaking 
graduates.  

About the same time this was happening, the Department of Electronics (DoE) began to support the 
establishment of the nation’s software industry through the development of Software Technology 
Parks (STPs). STPs are export processing or special economic development zones designated for 
the production of software and computer products. Software Technology Parks of India (STPI) was 
registered in 1991 as an autonomous agency to facilitate the development of STPs, reflecting the 
desire by the DoE to avoid direct government involvement in the business side of the industry. The 
DoE selected Bangalore as one of its first STPs. There are now some 30 STPs in India, however, 
Bangalore dominates the country’s IT industry.  

The introduction of the STPs coincided with economic reforms to liberalize and increase the 
competitiveness of India’s potential export industries. The Indian government recognized the 
importance of developing strategic infrastructure to encourage the growth of export industries, as the 
capacity of the private sector to do so was very weak. The DoE has provided direct support for STPs 
by assisting with the development of high-quality strategic infrastructure and supplying administrative 
help. The DoE makes available basic infrastructure including: reliable power, ready-to-use office 
space, and communication facilities including high-speed data-lines and Internet access. Export-
oriented software firms in the STPs were granted tax exemptions for five years and guaranteed 
access to high-speed satellite links and reliable electricity.  
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The STPs provide a decentralized, single window clearance, one-stop shop, and mechanisms for 
applications from potential investors. The local directors of individual STPs have wide ranging powers 
and are intended to serve as ‘friend, philosopher and guide’ to the industry while also functioning as 
the eyes and ears of the DoE (Saxenian 2000). An important incentive provided by the DoE was to 
allow 100 percent foreign ownership in return for export obligations. STP firms are also allowed to 
freely repatriate capital investment, royalties and dividends after paying the necessary taxes 
(Saxenian 2000a). This gave the Indian software industry located in Bangalore a significant 
competitive advantage over other Asian countries that were imposing controls on foreign firms 
investing in the IT sector.  

The growth of the IT industry in Bangalore has led to the development of one of the world’s largest IT 
clusters. Hundreds of firms are engaged in the production of software. This concentration of firms has 
enabled the region to grow allied industries that take advantage of the concentration of IT firms. The 
demand for high-level English skills in the industry has made Bangalore a magnate for well-educated 
people which has had a spin-off in the establishment of call centers. American Express and many 
other large corporations 
have set up call centers, 
taking advantage of the 
region’s highly developed 
communication services 
and high level of English 
communication skills. 

The rapid growth of 
Bangalore created 
significant development 
and transportation 
problems. In response to 
this, The Bangalore 
Metropolitan Regional 
Development Authority 
(BMRDA), and the 
Bangalore Development 
Authority (BDA) have been working with Cities Alliance to improve living conditions of the urban poor. 
The key areas are City Development Strategies (CDS) which link the process by which the local 
stakeholders define their vision for their city, analyze its economic prospects and establish clear 
priorities for action and investment. 

Bangalore provides an example of a developing country region that has been able to mobilize its 
resources successfully to take advantage of the opportunities provided by connecting with the global 
economy. Despite weak regional governance, it has successfully capitalized on links with the Indian 
IT diaspora, especially in regions like Silicon Valley, as well as taken advantage of an English-
educated population and policies of the DoE to develop strategic infrastructure for IT in selected 
regions. There is now a highly creative innovative milieu of skills in competencies that is enabling 
cross-industry linkages to develop into the multi-media, education and research and development 
sectors.  

Value of Report Cards 

Inspired by a private sector practice of conducting client satisfaction 
surveys, a small group of people in Bangalore , concerned about the 
city' deteriorating standards of public services , initiated an exercise in 
1993 to collect feedback from users. User perceptions on the quality, 
efficiency, and adequacy of the various services were aggregated to 
create a 'report card' that rated the performance of all major service 
providers in the city. The findings presented a quantitative measure of 
satisfaction and perceived levels of corruption, which, following 
coverage in the media, not only mobilized citizen and government 
support for reform, but also prompted the rated agencies themselves 
to respond positively to civic calls for improvement in services 

World Bank  - Bangalore Report Card on Public Services (2000) 
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From Best Practice to Sustainable Regional Development Outcomes 

This chapter has listed a number of examples of best practice which apply to regional development. 
While many of these examples draw from the experience of developed nations, there are good 
examples of best practice to be found in the developing nations of Asian region. Singapore leads the 
Asian region in regional development best practice, but the ecological footprint of the city region 
economy suggests it is a long way from being sustainable. Few regions in Southeast Asia will be able 
to emulate Singapore’s success. However, many regions in Southeast Asia many are beginning to 
adopt best practices that have improved economic efficiency, attracted investment and created 
employment. Unfortunately, for most regions the environmental and human development indicators 
remain low. The challenge for many Southeast Asian regions is to ensure the future economic 
benefits of development generate greater social and environmental benefits. 

The six case studies presented in this chapter illustrate how different regions of the world have 
approached sustainable development using a wide range of best practice tools and policies. The case 
studies, and the other best practice examples cited, show clearly that regions which focus strongly on 
good governance, innovation and stewardship of physical, social, economic and environmental capital 
achieve the most sustainable development outcomes (reference). The case studies demonstrate that 
sustainable regional development is a goal which can be achieved by using a multiplicity of strategies 
and best practice methods. There is not a single approach, pathway or best practice which will result 
in sustainable regional development. However, sustainable development can be guided by sets of 
principles which many regions share when formulating strategies and applying best practices to 
achieve more sustainable development outcomes. Some of these principles will be explored later in 
Chapter 7. 

For many regions, the approach to sustainability will involve a lot of trial and error in testing 
applications of best practice. Regional organizations, governments and communities will need to work 
constantly on the development of new approaches, concepts and ideas to develop solutions for a 
wide range of economic, social, environmental and governance problems which impact upon 
sustainability. For many regions in Southeast Asia, the task of achieving more sustainable 
development outcomes will become increasingly difficult; particularly in facing economic competition, 
and dealing with a reduction in central government financial support for development projects. If 
regions are to improve the sustainability of development, then it is imperative they identify and 
encourage local, innovative and adopt simple low-tech solutions and practices to implement and 
manage projects programs. 

The challenges in finding simple but effective practices to improve the sustainability of regional 
development in Southeast Asia will be most prevalent in countries like Indonesia and the Philippines. 
Both countries have very large populations that are distributed and concentrated across many 
thousands of islands. In many cases communications and regional infrastructure are very poor. The 
next two chapters explore some of the challenges of sustainable regional development in these two 
countries, and offer some possible strategies to address these challenges. 
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Chapter 6 

Regional Development Best Practice in Southeast Asia  
The previous chapter outlined many examples of regional development international best practices 
based on nine sustainability criteria. Most of these examples came from developed countries, 
although there are many excellent developing countries examples to be found. Not all of the 
international best practice examples described in the previous chapter are applicable to regions in 
Southeast Asian countries. The applicability of best practices is influenced strongly by differences in 
culture, laws, beliefs, customs, geography, climate, education and levels of development between 
countries. In most cases it is necessary to modify best practices to suit both national and regional 
contexts. 

In the following chapter we outline examples of best practice in Southeast Asian countries based on 
the above nine sustainability criteria used in Chapter 5. These examples have been drawn from a 
variety of sources, including international databases and awards, commendations in international 
agency project completion reports and other documents. It is very difficult to identify good examples of 
best practice in regional development in Southeast Asia as many are not documented or accessed 
easily from electronic or recognized published sources and there are few independent means of 
verifying claims that the practices used are indeed best practice.  

The chapter presents six regional case studies from Indonesia and the Philippines that demonstrate 
examples of best practice. These regions include: Naga Metropolitan (Luzon), Bacolcod City (Negros) 
and Koronadal City (Mindanao) in the Philippines and Sleman (Yogyakarta), Batam (Riau Province) 
and Balikpapan (East Kalimantan) in Indonesia. The case studies were selected based on their 
competitiveness and demonstrated aspects of sustainability in good governance, proactive planning, 
enabling mechanisms and the focus on quality of life issues. There are other regions in both countries 
that have best practices worthy of mention. The final section of the chapter discusses some of the 
difficulties in embedding best practice into regional government in Southeast Asia. 

Examples of Best Practice Regional Development in Southeast Asia 

Aside from Singapore and Brunei, which are unique small area states in Southeast Asia, there are 
few regions that have developed a comprehensive approach to best practice sustainable 
development. Many cities such as Chiang Mai, Thailand, Marikina150

Stewardship of Capital 

 in Metro Manila, the Philippines, 
and Sleman Regency in Yogyakarta Province, Indonesia, are giving greater attention to sustainability 
issues and are adopting elements of best practice aimed at ensuring more sustainable regional 
development outcomes. The following outlines some examples of regional projects that demonstrate 
strong elements of sustainability based on the nine criteria outlined in the previous chapter.  

Stewardship of capital (which includes environmental, social, economic and physical capital) is 
important to the achievement of sustainable regional development. Unfortunately, there are too few 
best practice examples of stewardship of regional capital to be found in Southeast Asian countries – 
except in Brunei and Singapore. For most regions the situation is one of poor development practices, 
lack of attention to maintenance, and the loss of human capital from migration resulting in the 
depletion of total regional capital stock. There are, however, some good examples of regions trying to 
restore natural capital, infrastructure and build social capital. Unfortunately, few of these have been 
acknowledged widely as best practice or replicated nationally.  

Sleman Regency151

                                                      
150 Marikina Resource Managements: http://www.marikina.gov.ph/pages/mcf-teamworks/cluster/mcf-cluster-
mis.jsp. 

 in Yogyakarta province is one region in Indonesia that has taken steps to 
enhance its total capital stock. It has mapped in detailed its natural resources using GIS. The district 
has valued its public physical infrastructure and built assets and understands the importance of 

151 Sleman: http://www.urban.org/centers/iac/pdsdev/pdescrip.cfm?ProjectID=222&SectorID=31 
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maintaining the development of human capital. Sleman demonstrates many other best practices 
initiatives which are discussed in a case study later in the chapter. 

The Can Goi wetlands near the estuary of the Saigon River, is a world-class exemplar of 
environmental stewardship in wetland restoration and linking this project to support regional 
development. During the Vietnam War, chemical spraying destroyed over 40,000 hectares of 
mangrove wetlands southeast of Ho Chi Minh City. Through a government-supported program, the 
local community was involved in the rehabilitation and ongoing management of 21,000 hectares of 
restored wetland {Phan Nguyen Hong 2004}. The Can Goi wetlands are now a protected habitat with 
a diverse range of marine life and vegetation types which support the region’s fishing industry. 

Lake Toba in North Sumatra is the world’s largest volcanic crater-lake with a watershed area covering 
some 4,000 square kilometers. The lake suffers from degraded water quality, loss of habitat and 
biological diversity, as well as invasions of troublesome non-native plants and animals. In 1995, the 
Lake Toba Heritage Foundation was established as a partnership program between USAID; the 
Government of Indonesia, Lake Champlain Basin Program, Vermont Agency of Natural Resources 
and Monitor International. The purpose of the foundation as noted on its website152

The International Center for Local Environmental Initiatives (ICLEI)

 was to counter the 
rapid degradation of the region and to conserve and promote the unique cultural and social heritage 
of the Batak people. The foundation has been at the forefront of promoting environmental quality 
through workshops, seminars, and technical training for stakeholders in the basin, and has forged 
working partnerships among local businesses and governments. Recently, the Lake Toba 
Management Plan (Badan Koordinasi Pengelolaan Ekosistem Kasasan Danau Toba) has led to the 
seven districts and other regional stakeholders that make up the region working together on an 
integrated catchment management program of forestry restoration, land management and tourism 
development to support regional development (Asahan Authority 2005). 

153

Good Governance 

 provides cases on 
environmental stewardship and sustainable development, although most examples are from 
developed countries. 

There are many examples of good governance practice now being applied in regions of Southeast 
Asia. The Indonesian government’s 10 Principles of Good Governance are being implemented across 
all central government agencies {UNDP 2002}. Regional-level examples are cities like Naga 
Metropolitan Region in the Philippines with a Citizens Charter {Robredo 2003}; Bangamass and 
Sleman Regencies in Indonesia with performance-based budgeting; and Ho Chi Minh City with 
integrated planning. 

The Post-Tsunami Sustainable Coastal Livelihoods Program154

One aspect of good governance in the Philippines has been the development of an index to measure 
the competitiveness of cities in regions. The index developed by the Asian Institute of Management

 established with USAID support as 
part of the post tsunami recovery in Thailand is an example of a good governance approach to 
improve coastal management and economic recovery based on consultation. The program not only 
considers the basic needs of devastated communities, but has a strong focus on participation and 
education. It is too early to determine the success of the program, but the project provides a model for 
integrated coastal management and sustainable regional development. 

155

Strategic Infrastructure 

 
uses 14 indicators of competitiveness, to measure large, medium and smaller scale cities. Indonesia 
has conducted a similar audit of 140 local governments. 

Singapore has the best-developed strategic infrastructure in Asia, if not the world. It has developed 
intermodal facilities for the transshipment of goods and also has fully integrated public transport 
systems enabling a smooth transfer between road, rail, sea and air services. The integration of its 
                                                      
152 Lake Toba Heritage Foundation: http://www.un.org/esa/sustdev/mgroups/success/watenfed.htm. 
153 ICLEI: http://www.lclei.org. 
154 http://www.crc.uri.edu/download/Thailand_Program_Statement.pdf. 
155 Pinoy Cities of the Future 2: http://www.policy.aim.edu.ph/publication.asp. 
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transport systems is one of the reasons it has established itself as one of the most globally 
competitive centers in the world. The integration of its transport and logistics system transcends 
national boundaries as Singapore acts as the hub of the Singapore, Jahore Baru and Riau region 
growth triangle. 

However, it is not just the physical infrastructure that makes Singapore a world leader. The country 
has developed education, health, and community facilities that are the envy of many nations. While 
Singapore is unlike any other region in Asia except Hong Kong, it is the emphasis given by 
government and business to maintaining efficient and competitive systems, with a focus on high 
standards of design and maintenance that makes Singapore a leader in logistics. Importantly, many of 
the practices applied in Singapore can be replicated elsewhere in Asia, e.g. the performance of 
regional infrastructure. While the standards of infrastructure design in other regions of Asia will not be 
as high, there is no reason why the systems used in Singapore cannot be applied to improve the 
efficiency and competitiveness of regional strategic infrastructure throughout Southeast Asia.  

Engaging Communities 
The process of governments engaging with communities to consult and develop plans is a recent 
practice in most Southeast Asian countries. The use of forums as good practice in resolving regional 
development problems and providing input into development is a process that is emerging in Asian 
countries. The Indonesia Rapid Decentralization Appraisal (IRDA)156

Forums are important tools in restoring trust in government and developing democracy at the local 
and regional level. In some cases they have led to the building of networks and the formulation of 
clusters {Maglaya 2004}, which are important in the development of regional industries that add value 
to supply chains.  

 highlights many examples in the 
use of community forums to provide input into local planning and budgeting processes. Multiple 
forums have been established in Mataram, Bogor, and remote areas like Kendari. Turner et al 
(2003:147) cites examples of multi-sector forums in Bandung and Semarang. In the Philippines, the 
forum process has worked well in establishing local development plans under the CDS process in 
Iloilo {Villanueva & Cuenca 2004}, while Illigan and Marakina provide good case studies of community 
development in practice. 

Responsive Economic Policies  
With the exception of Singapore, most national and regional governments in Southeast Asia have not 
developed a policy platform that is responsive to change or the capturing of opportunities created by 
the growing global economy. At the national level, many governments are entering into free trade 
agreements, but a multinational trade agreement between the countries of Asia and Pacific is still a 
long way off. 

One of the major weaknesses associated with regional development in Southeast Asia is the lack of 
regional economic policy. Many attempts at developing growth poles, such as Chiang Mai and Khon 
Kaen in Thailand, have failed (Glassman & Sneddon 1999). Few regions have developed policy 
frameworks that will enable them to be responsive to trade and investment opportunities. A large 
number of economic enterprise zones have been established in various regions of Southeast Asia; 
however, they are no longer offering competitive advantage. Some regions are attempting to 
streamline regulation and reduce red tape in order to attract investment.  

Vreeker & Nijkamp (2000) have developed an innovative multi-criteria analysis technique for 
assessing sustainable development strategies at the regional level. An empirical case study was 
undertaken for the Songkhla EIat Yai area in southern Thailand. Based on a multi-dimensional 
indicator system for sustainable development – a comprehensive qualitative community impact 
assessment system – three distinct policy scenarios are systematically evaluated. The technique 
enabled the region to methodically evaluate preferred growth strategies. 

                                                      
156 Asia Foundation: http://www.asiafoundation.org/pdf/IRDA_Report2_Bahasa.pdf. 
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Proactive Planning 
Several regions and cities of Southeast Asia have embarked upon more proactive planning in order to 
manage development and attract investment. City Development Strategies (CDS) supported by the 
Cities Alliance157

Indonesia has developed improved frameworks for introducing strategic planning such as the 
Integrated Urban Infrastructure Development Program (IUIDP) described in Chapter 3. Regions that 
have developed strong proactive plans in support of regional development include Sleman Regency 
where the district along with Yogyakarta and other surrounding districts have collaborated on an 
integrated approach to regional development for infrastructure {Sutrisno 2004}. On the whole, most 
countries in the region do not have guidelines to guide the implementation of strategic and integrated 
development plans. This is one of the principal reasons why integrated planning, especially involving 
several local governments has become very difficult.  

 have played a key role in many of these initiatives. The Cities Alliance framework for 
city development plans introduces a more flexible and strategic approach to city development. 
However, there is a general weakness in the framework used to prepare city development strategies, 
as they do not have a regional focus.  

ESCAP158 has recently released the following best practice guides: Guidelines on Strategic Planning 
and Management of Water Resources and Guidelines on Integrated Planning for Sustainable Tourism 
Development.159

Enabling Mechanisms 

 

The Thailand Urban Community Development Fund (UCDF) is managed by the Community 
Organizations Development Institute (CODI) as the result of the transformation in 2000 of the Urban 
Community Development Office. The UCDF funds a range of regional development activities and 
operates in 53 of Thailand's 75 provinces and in 950 community saving groups with more than 100 
community networks. The Institute provides finances for a wide range of regional and community 
projects including building networks, housing and SME development and community projects. The 
transformation to CODI has brought about drastic changes to the former UCDF's structure It is more 
decentralized with each region having a committee comprising community leaders and other 
development actors to direct development in that region (Boonyabancha 2002). In each province, 
development committees are also selected from various community networks to lead the province's 
development direction. 
 
The Indonesian Bank Rakyat Indonesia (BRI) is considered one of the most successful microfinance 
providers to the poor and SME in the world (Marino 2004:14), serving 27 million savers and 2.7 million 
borrowers at the end of 2001. The bank grew by 45 percent growth over the period 1997-2001. The 
BRI program aims to reach the poorest extent of society targeted by the Grameen Bank. During the 
Asian financial crisis (1997-98), the microfinance operations of the BRI continued to grow while the 
corporate banking institutions failed. Robinson (2001) reports that the amount of savings deposits, in 
local currency terms, doubled with the BRI during the crisis, while its loan portfolio remained almost 
unaffected.  

Value Multipliers 
Singapore has created a unique competitive advantage in Asia by focusing on the development of 
industry clusters. Under the Singapore Economic Development Board (EDB)160

                                                      
157 Cities Alliance: http://www.citiesalliance.org/citiesalliancehomepage.nsf. 

, the focus has been on 
the development of biomedical science, chemicals, education, electronics, insurance and finance, 
precision engineering, logistics and transport services. In 2004, the electronics cluster was the largest 
contributor to value added (VA) per annum, manufacturing fixed asset investments (FAI) and job 
creation from new investment commitments. International investor confidence remains strong, 
accounting for about 70 percent of the industry's total FAI. The precision engineering industry 
recorded the highest ever results in 2004, with an output of US$19.2 billion (US$11.8 billion). 
Syngenta, a global leader in agribusiness, has chosen Singapore as its regional base to anchor the 

158 ESCAP Strategic Planning Guidelines: http://unescap.org/publications/detail.asp?id=1023. 
159 ESCAP Strategic Planning for Tourism: http://unescap.org/publications/detail.asp?id=818. 
160 Singapore EDB: http://www.sedb.com/edbcorp/sg/en_uk/index/in_the_news/publications.html. 
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development of agri-business clusters of firms although Singapore has very limited agriculture. 
Singapore has focused on the higher services end of cluster development. 

The Board of Investment161

The Competitiveness Institute

 (BoI) in Thailand has adopted clusters as a best practice policy to support 
regional development. The BoI has targeted five cluster activities: agricultural, automotive, information 
and communications technology, high value-added services and fashion industries, which offer 
special investment incentives to attract key international investors to the country. Bangkok has one of 
the biggest automobile clusters in Asia and is seeking to enhance its competitive advantage by 
increasing the extent of the supply chain through the development of auto accessories. The focus on 
the development of tourism in Chiang Mai and agribusiness in the western regions has significantly 
added to the competitive advantage of these regions. The experience of Thailand and its focus on 
fostering industry clusters has enhanced the nation’s competitiveness in the five sectors identified by 
the Board of Investment.  

162 identified the value of focusing on industry clusters in enabling 
Malaysia to recover after the 1997 currency crisis. Malaysia has a comprehensive strategy in place to 
support future investment structured around its seven flagship applications: electronic government; 
multi-purpose card; smart schools; tele-medicine; R&D clusters; e-business; and technology 
development. Each one of these areas has clear objectives that aim to support its Multimedia Super 
Corridor163

Other initiatives to encourage clustering in Jahor Baru and Penang have led to successful clustering 
outcomes in the petro-chemical, tourism and agribusiness sectors. The Business Council for 
Sustainable Development

 based south of Kuala Lumpur. When a company interested in investing in Malaysia passes 
the defined criteria, it is awarded what is called MSC status, which comes complete with many 
financial incentives (including tax exempt status for five years). Although there has been criticism of 
the ambitious nature of the Multimedia Super Corridor as a growth-pole project, Malaysia has been 
able to leverage competitive advantage from the concept.  

164

Besides the value of clusters, there are other initiatives that have acted as value multipliers for 
regional development that are considered best practice. The Bandung Solid Waste Management 
System

 has developed a network to support sustainable development which 
recognizes the value created by clusters. The network provides information and gives awards to 
business that demonstrates sustainable development practices.  

165

Quality of Life 

 is an example of an innovative and integrated resource recovery system developed to 
manage the large amount of previously unmanageable waste through the development of an 
indigenous waste management approach. The system is low cost, provides employment for urban 
poor, and defers the cost of waste disposal through the sale of materials which were previously 
unavailable for recycling. 

Marikina River, which runs through Metro Manila, used to be a stinking cesspool of industrial and 
domestic waste. Marikina was a major shoe-manufacturing centre that began to decline in the 1990s 
due to heavy competition from Chinese and Vietnamese competitors. The rehabilitation of the river 
commenced in 1993 with World Bank assistance166

                                                      
161 Thailand Board of Investment: http://www.boi.go.th/english/search.asp. 

 through the initiative of then Mayor, Bayani 
Fernando, who knew the cleanup would provide a catalyst to solving Marikina's other urban problems. 
In 1993, the World Bank began a program of assistance to clean up the river and the urban 
environment of Marikina. To rehabilitate the river, some 2,300 squatter families had to be relocated 
from the riverbanks. Today, the Marikina River is an environmental showpiece, which has earned 
numerous awards and citations. Other examples of riverfront redevelopment project best practices, 
which have led to significant improvements in quality of life, and rehabilitation of the environment are: 

162 The Competitiveness Institute: http://www.competitiveness.org/bulkmail/view/1. 
163 Malaysian Multimedia Super Corridor: http://www.mdc.com.my/. 
164 Sustainable Business Council Malaysia: http://www.bcsdm.com.my/mission.html. 
165 See ICLEI Bandung Soild Waste Management : http://www.iclei.org/LEICOMM/LEI-067.HTM. 
166 Marikina River Project http://info.worldbank.org/etools/docs/library/103100/ReportcardsPhilippines.pdf. 
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the Makassar (South Sulewesi) water front rehabilitation project funded by GTZ and the Singapore 
River167

Poverty Alleviation 

 projects. 

There are many examples of best practice strategies that support poverty alleviation in regions. The 
UN Habitat database168

Best Practice Regional Development Case Studies Indonesia  

 of best practices identifies regions like Balikpapan in Indonesia for its 
registration and management program for the poor (see case study to follow); Amanah Ikhtiar 
Malaysia program in Kuala Lumpur to help poor families in the country through micro-credit loans to 
be used as capital for economic activities to generate additional income; and the Cebu Urban Basic 
Services Program, which started in 1988 and was expanded in 1990 to address land tenure and 
housing improvement by the development of the Community Mortgage Program. There are many 
ODA poverty alleviation projects and programs such as the World Bank KALAHI (Linking Arms 
against Poverty) Project in the Philippines; Poor Communes Infrastructure and Livelihoods in 
Vietnam; and the ADB’s poverty partnerships programs in several Asian countries. All include 
elements of best practice to alleviate poverty. The difficulty with many of these ODA poverty 
alleviation sector programs is the ability to link these to value-added export business development 
strategies which will ensure long-term sustainability of employment and investment. 

There are three regions in Indonesia which this study has selected because they demonstrate 
approaches to regional development that have enhanced regional competitiveness and lead to 
sustainable development outcomes. Batam, in the Riau Island Province, is located near Singapore 
and functions as Indonesia’s main gateway to world trade through the development of a Free Trade 
Zone (FTZ). It provides an example of the way that regional economies need to develop strategic 
linkages and infrastructure to participate in the global economy. Sleman is a region that has focused 
the development of its economy on Education, Tourism, History and Culture (ETHICS)??. The local 
government has developed best practice corporate governance and its success is proven by central 
government and international agencies recognition of Sleman as the best prototype of 
decentralization in Indonesia. Balikpapan in East Kalimantan is a region that has used its natural 
resources to finance development. The city has been able to capitalize on the strengths of its 
economy by prioritizing the development of selected industry sectors and a local policy initiative to 
reduce poverty.  

The following is a summary of each case study. More detailed information related to each case study 
is included in Annex 3. 

Batam Municipality 

Batam Regency is an island in Riau Province situated 20 kilometers south of Singapore. Thirty years 
ago, it had a population of about 6,000 involved mainly in fishing and semi-subsistence agriculture. 
Today, Batam is a major industrial manufacturing region with a resident population of more than 
600,000.  As the Singapore economy transformed to a high-level service economy in the late 1980s, 
local Singaporean firms facing increasing development costs and high wages moved manufacturing 
activities to Batam and Jahor Baru in Malaysia. Batam became part of a regional growth Triangle 
comprising Singapore, Johor Baru in Malaysia and Riau province. The growth triangle has developed 
as a unique trading, service and manufacturing center straddling three countries and is one of the 
fastest growing centers in Asia.  

Approach in Facilitating Local Economic Development Economic Governance 
The Riau Provincial and Batam Municipal governments’ approach to the development of the economy 
is focused on: 
Implementing a regional development plan known as the Pola Dasar Pembangunan Daerah 
(Regional Development Basic Pole), which guides the long-term development of the region 
Yearly development programs which are prepared, agreed and financed by Batam, Riau Island 
provincial and central governments 
                                                      
167 Singapore River Projects http://www.unescap.org/drpad/vc/conference/bg_sg_14_csr.htm. 
168 UNCHS Habitat Best practice data Base: http://www.bestpractices.org/database 
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A well-managed unit that coordinates development between organization units under the Government 
of Batam 
Coordinated planning between government institutions and regional-owned enterprises (ROEs) 
Well-supervised development implementation in Batam 
Coordination and cooperation between regions and countries for planning 
Rapid response strategies for other activities related to planning guided by Batam mayor. 

Key Success Factors Enhancing the Region’s Competitiveness  
The following key factors have contributed to the success of the development of Batam:  

Its geographic location and access to the competitive infrastructure of Singapore 

Its support for investment activities by streamlining local laws related to tourism and industry 
investment, taxation and residency  

Its focus on realizing Batam City as “The Madani World Port” through the city’s vision, mission and 
strategic development plan for 2001-2005 

Its investment in good planning, especially the Master Plan (Rencana Tata Ruang Wilayah) of Batam 
city 2004-2014, which is the principal document guiding the development of the region 

Its support for streamlining government red tape and offering investment opportunities using the One-
Stop Policy Process 

Strategically positioning Bantam city as a transport hub with strong links to Singapore’s global 
transportation infrastructure. It gives added value to marketing the region to investors by using supply 
chains to offer competitive investment choices, serviced land for industry and tourism development 
opportunities and a relatively clean and healthy living environment. 

Regional Development Lessons  
Batam is a successful regional development story for Indonesia. However, it would not have occurred 
if the region had not been able to attract investment from Singapore and other international investors 
or without the support of central government over many years to develop key strategic infrastructure 
in the region. Batam has experienced many development problems and the destruction of much of its 
natural environment. However, these experiences have provided important lessons for the Riau 
region and government of Batam in learning how to operate in the global economy, engage in 
international and inter-governmental relations, and implement strategies and plans to develop a more 
diversified economy. Many of these lessons are applicable to other regions of Indonesia.  

The main lessons gained from the development of Batam are: 

The importance of good urban design and management in attracting investors and skilled capital to 
the region  

The importance of developing high-quality transport infrastructure and transportation service which 
are well planned and integrated to ensure accessibility between the islands that make up the region 
and Singapore 

The importance of water catchment protection to maintain high-quality water supply for Batam Island 
to reduce treatment costs 

The importance of good governance, especially transparency, accountability, one-stop shop facilities 
and reduction of red tape in order to attract investment to the region 

The focus on attracting skilled workers and well-developed education facilities to upgrade the skills of 
the islands workforce 

The importance of strong civic leadership to develop trust between the city government and the 
Batam Industrial Development Authority to develop Batam. Both organizations operate under different 
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laws, but their cooperation has enabled the smooth coordination of many planning and development 
matters 

The role of the Batam Industrial Development Authority has been important in coordinating the 
development of the regions infrastructure. The authority had full control over land designated for 
development and was given sufficient powers by the President to undertake well-planned 
development. However, the development authority is not a model that could be widely applied across 
Indonesia, where land is held in many small parcels and privately owned. 

Sleman Regency 

Sleman District is one of five regencies that make up the province of Yogyakarta Special Territory 
(DIY). The urban area of Sleman forms the north part of the city of Yogyakarta (see Figure 6.2). The 
regency is recognized in Indonesia as one of the most progressive in terms of institutional reforms. 
The regency also has some of the richest historical, cultural and tourism sites in Indonesia. It is 
internationally famous for the Prambanan and Kalasan Hindu Temples built in the 8th century, which 
attracts a large number of visitors every year. 

Figure 6.2: Map of Sleman Regency 
 

 
Source : Regional Development Planning Board, Government of Sleman, 2005. 

Three industry sectors dominate the structure of the region’s economy. They are trade, hotel and 
restaurant services (21.5 percent), manufacturing (20 percent) and agriculture (16 percent). Over 
recent years the structure of Sleman’s economy has changed due largely to initiatives by the regency 
government to attract national-class education facilities to the region. After a period of negative 
economic growth in 1998 and 1999, Sleman experienced positive economic growth averaging about 
4.4 percentover the next five years. This is slightly above the growth rate for the national economy, 
reflecting the improved competitiveness of the economy. 

Key Regional Development Success Factors  
Sleman has undertaken several initiatives that have significantly enhanced its capacity to support a 
more diversified economy. Among the more important initiatives undertaken by the Regency are: 

Performance-based management: In 2003 it took the initiative to prepare and present publicly an 
annual financial report. An independent professional audit of the annual financial report was 
conducted to ensure it complied with national accountancy standards. The audited financial report 
was published as a demonstration of public accountability. 
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Local policies and initiatives:  Sleman Regency has initiated some priorities to support regional 
development. These include:  

• Creation of good governance planning to portray regional autonomy as improvement of 
services to society based on transparency, accountability, public services principles 

• Improvements to society welfare by development of economic planning based on society 
activities  

• Increase the quality of society by providing education and health facilities  
• Realize a democratic society by forming a society that is acquainted with citizenship. 

Economic planning and analysis: Sleman region has invested heavily in data collection, and skilled 
staff in research and analysis to support its corporate and development planning processes. While the 
application of these tools is not sophisticated, they nevertheless demonstrate the seriousness with 
which the region is seeking to understand and develop its competitiveness. 

Resource mapping: The district has undertaken extensive mapping of social, environmental and 
economic resources under a project known as AAA. This project has involved assistance from the 
Swiss government to establish the geographic information system, which is linked to cadastral index 
maps prepared for the region. The district has used the information to analyze complex information 
and undertake detailed planning, monitoring and evaluation of environmental impacts resulting from 
development. It as also shared information and collaborated on projects with other districts in the 
province. 

Strategic marketing: To promote the region’s economic growth and quality of life, the government 
has developed a marketing strategy that focuses on the potential of Sleman for education and tourism 
investment. Sleman has developed a tertiary education institution cluster and actively promotes itself 
nationally as an education destination. It is currently seeking to attract international universities to 
establish in the district. Eco-tourism has developed centered on Mt Merapi as a source of inspiration 
and botanical diversity. The region is developing strategic links with Bali as a recognized international 
airline hub. Sleman regency is also focusing on low technology development in the agriculture sector. 

Urban development strategy: Sleman has developed an Urban Development Vision, a strategy 
focused on establishing the regency as a prosperous, everlasting, independent area focused on 
Education, Tourism, Industry, Culture, Settlement, and the Environment. The Regency has been 
successful in attracting 37 tertiary education institutions. Twenty-three of the institutions are located in 
the urban sub-district of Depok, which accommodates over 150,000 students, most of whom come 
from outside Sleman. 

Rural development strategy: The government of Sleman has taken a new approach to rural 
development by empowering local communities to utilize social capital to identify and develop the 
potential opportunities of local resources. Rural areas have well-developed social capital through 
various networks, which is being used to build basic infrastructure.  

Investment in human capital: Sleman has invested heavily in human capital development and has 
one of the most well-trained and competent staffs of any local government in Indonesia. Through 
strong leadership, senior management have been encouraged to develop new and innovative ideas to 
improve the efficiency and effectiveness of the delivery of public services. 

Key Success Factors 
The following key success factors are identified as important to the development of Sleman district:  

• High quality of public services 
• Improvement of society welfare services – especially to the poor  
• High contribution of local tax to regional revenue  
• Development of a regional information system with high-quality data 
• High societal and private participation in business and investment 
• Stable government, which is conducive to strengthening regional business activities 
• Highly effective program on poverty reduction through local area initiatives. 
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Balikpapan Municipality 

Balikpapan is a city of 486,580 people located in East Kalimantan province (see Figure 6.3). 
Balikpapan has become the principal regional oil-refining and transportation center in Indonesia due 
to its strategic location on the edge of the Makassar Straits. From its beginnings as a frontier oil town, 
the city economy has diversified and now acts as a magnet for migrant labor working in local 
industries from Sulawesi and Java. The rapidly growing population has changed land-use activities 
near the city and within the Balikpapan Bay watershed. Sixty percent of the original primary forests 
have been cleared (and the remainder is regularly burned), large-scale oil palm and rubber 
plantations have been established, shrimp and fish ponds are being developed, and now settlements 
have been established to accommodate rural development. A network of roads and other 
communications infrastructure is also being developed to service ambitious long-term development 
plans. 

Figure 6.3: Map of Balikpapan 

 
Source : Regional Development Planning Board, Government of Balikpapan, 2005 

Approach in Facilitating Local Economic Development 
The government’s vision is to develop industry, trade, services and tourism. The long-term 
development goals are to: 

• Increase the quality of human resources and encourage innovation 
• Provide environmentally sound city services 
• Encourage the ideology of Balikpapan society Balikpapan Kubangun, Kujaga dan Kubela  
• Realize good governance 
• Increase the profile of Balikpapan as a tourist destination by promoting it as the ‘Largest 

Tropical Forest City’ in the world and by promoting maritime tourism 
• Strengthen Balikpapan’s image as East Kalimantan’s main business gateway by 

developing it as a growth pole. 

The government of Balikpapan has developed a set of local policies and initiatives to develop the 
region. These are centered around four programs, which focus on the development of: 

• Human resources  
• Environmental infrastructure  
• Regional economy 
• Regional capacity building 
• Poverty alleviation. 

According to a World Bank Survey (Strategi KPK Balikpapan), there has been a significant fall in the 
number of poor in Balikpapan. Several reasons have been identified. First, the government approach 
to poverty alleviation has been a participatory one; engaging in programs with the community in a self 

SEA 

BALIKPAPAN 
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help approach to community participation. The participatory approach has included government, 
NGOs, academics, theologians, businesses, and leadership by the poor. The second reason for the 
decline in the number of poor has been the creation of poor family-criteria packages to support poor 
families.  

Key Success Factors  
Factors that have contributed to the successful development of Balikpapan have been the city’s 
strategic location in a resource-rich region; incentives provided by government to attract investment; 
consistency in law and regulation enforcement; efficient bureaucracy, transparency of systems and 
services; availability of supporting infrastructure, and stakeholder support in city development. Good 
governance and stable leadership have also played a key role in developing investor confidence in 
the region. With higher than national average growth rates, Balikpapan has been able to support 
poverty alleviation programs that have generated positive outcomes. 

Lessons Learned  
The Balikpapan government has worked closely with national and international institutions and 
agencies, NGOs, financial institutions and fund agencies in developing the region’s economy. This, 
along with other projects, provides some important lessons in the quest for more sustainable 
development outcomes e.g.:  

• Projects involving international development assistance need to be well thought out and 
designed in order to avoid delays and other difficulties  

• All planning processes should have good management systems with capable and trained 
people in place before technical activities commence 

• The building of partnerships must occur simultaneously with building project team 
capacity  

• Potential project partners need to be fully informed and engaged in the planning and 
design process  

• A consistent lexicon of terminologies for projects that are understood by all parties 
involved in development projects should be developed and documented 

• Government should avoid the temptation of quick fix solutions because there may be 
local skills and technologies that can be used to solve development problems 

• Mechanisms need to be developed to enable governments to work at multiple levels and 
with multiple sectors simultaneously in a coordinated manner, and to minimize the 
potential for miscommunication  

• Government should not always take the leading role in planning and development, but 
should also allow entrepreneurship to develop amongst the business and community 
sectors; and  

• Government should seek to take advantage of new opportunities, especially those that 
enable resources to leverage investment by others. 

Examples of Regional Economic Development Leading Practices in the Philippines 

Despite constraints to regional development, some cities in the country have gained inroads in laying 
down the foundations for good governance and in undertaking initiatives to improve service delivery 
systems that improve living conditions. Experiences of three cities – Bacolod, Koronadal, and Naga – 
are highlighted. Bacolod and Koronadal were selected as case studies in this paper on the basis of 
the 2004 Philippine Cities Competitive Report (PCCR) conducted by the Asian Institute of 
Management (AIM) wherein they topped the rankings for medium-sized and small-sized cities 
categories, respectively. Naga, which was also a runner-up in the study, was selected in view of the 
numerous awards and recognition that it has received from national and international agencies.  

The three cities are situated in regions with high-to-very-high-poverty incidence Annex 2 and 4. Based 
on the Family Income and Expenditure Surveys (FIES) of the National Statistics Office from 2000 to 
2003, the regions in which the three study sites are located performed positively in poverty reduction, 
i.e. Region 6 (Western Visayas) reduced poverty incidence from 44 percent to 39 percent; Region 12 
(Central Mindanao) from 47 percent to 38 percent; and Region 5 (Bicol) from 53 percent to 48 
percent.  
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The case studies examined the local and regional context to highlight the challenges to economic 
development. The study conducted interviews and document reviews to identify and describe key 
notable initiatives on governance, planning and development financing. The following are summaries 
of the case studies. The more detailed case studies can be found in Annex 4.  

Bacolod City  (Negros) 

Bacolod City is the capital of Negros Occidental province which is situated in, Region 6 or Western 
Visayas.169 It is a medium-sized city with a total population of about 480,000. It has alow annual 
population growth rate of about one percent compared to the national average of two percent. It is the 
seat of the provincial government and center of commerce, trade, industry, and cultural activities. The 
city consists of 61 barangays (villages) with a total land area of around 18,000 hectares, of which 56.4 
percent are classified as agricultural land. Sugar is the main agricultural produce of Bacolod city as it 
is for the entire Negros Occidental province, which supplies 50 percent of the country’s sugar 
requirements. The city is also popular for its handicrafts and cottage industries such as woodcarving, 
ceramics, pottery, and novelty candles. Bacolod together with the entire Region 6, is one of the 
country’s steady sources of marine and aquaculture products.  

 

Map of Bacolod: Source: http://www.bacolodcity.gov.ph/topography.htm. 

Initiatives and Gains 
Bacolod city ranked first among mid-sized cities in the 2004 PCCR. Bacolod city topped three out of 
seven drivers of change identified by PCCR: (1) human resources and training; (2) infrastructure; and 
(3) quality of life.170

The successful development of Bocolod can be accredited to the following factors. 

 Through partnerships and co-operation between and among the different 
stakeholders, Bacolod has been able to sustain modest economic growth and significantly improve 
the quality of life for its citizens in recent years. Notwithstanding the wide-ranging improvements that 
need to be put in place in order for Bacolod to harness its full potential, the city has shown 
encouraging initiatives and positive results worth noting for purposes of replication by similarly 
situated localities and providing inputs in crafting a viable framework for regional development.  

                                                      
169 Region VI or Western Visayas is composed of six provinces: (1) Aklan, (2) Antique, (3) Capiz, (4) Guimaras, 
(5) Iloilo, and (6) Negros Occidental. It has 16 cities, 117 municipalities, and 4,050 barangays. It has a population 
of 6.2 million, based on the 2000 census. The province of Negros Occidental is composed of 13 cities and has 
the largest population with 2.1 million or 34 percent of the population in Region VI. The region uses about 1.05 
million hectares or 52 percent of its total land for agriculture. Hence, it is one of the leading producers of sugar, 
rice and commercial crops. In 1996, the region comprised 63 percent of the total sugar output in the country; 
ranked third largest rice producer among regions, contributing to 1,474,430 metric tons; ranked third largest 
marine fish producer (273,064); and ranked fourth largest aquaculture supplier (89,469 metric tons).  
170 The other four drivers of change are: (1) cost of doing business, (2) dynamism of local economy, (3) linkages 
and accessibility, (4) responsiveness of LGU. 
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Trained human resources. Bacolod has a well-educated and highly trainable labor force. Bacolod is 
consistently one of the top performers in the National Elementary Assessment Test (NEAT) and 
National Secondary Assessment Test administered by the Department of Education (DepEd). The 
city’s educational system is distinctively different in view of its institutionalized system of on-the-job 
training (OJT) programs for students, which has been made possible through effective partnerships 
between local industries and educational institutions. Businesses allow placement of OJT trainees 
from schools in their organizations, which provides ample opportunities for the students to develop 
practical skills needed for actual work situations.  

Good infrastructure base. Bacolod has a relatively well-developed infrastructure base. It has 
seaports and airports within city limits and nearby areas that serve domestic and international clients. 
Bacolod is 45-minutes away by land from the bigger and busier Iloilo City.  An airport of international 
standards is be built by the city government about 60 kilometers from the city center under a Build-
and-Operate Transfer (BOT) scheme. Bacolod has a well-managed road network with extensive 
drainage systems, wide streets, and well-maintained footpaths that help facilitate the movement of 
vehicles and pedestrians.  

Livable city. Bacolod has been identified as an ideal place to reside due to its clean air, healthy 
population, low incidence of crime, and easy access to basic amenities as well as leisure. Bacolod 
belongs to the ‘Cleanest and Greenest City Hall of Fame’. The city government, citizens and private 
groups co-operate with each other in maintaining cleanliness in the whole city and the preservation of 
public domains such as median islands, parks, and gardens.171

The crime rate is low with the city police force being cited as the best in Region 6. This can be 
attributed to the monthly financial assistance of P.5 million extended by the office of the city mayor, 
which is drawn from the monthly donation of P 1.2 million by the Philippine Gaming Corporation 
(PAGCOR) to the city government. The financial assistance is used to augment the meager budget of 
the police force for operational and maintenance expenses. With more money for fuel and 
maintenance of patrol cars, police visibility and effectiveness have been enhanced.  

   

Governance. Participatory approaches and consultative processes are becoming increasingly 
familiar in the management of city affairs. LGC has not only provided the basic legal mandate for 
devolving power and authority to sub-national administrative units, but it also opened opportunities for 
citizen empowerment by gaining access to and representation in government decision-making bodies 
and discharge of official functions. The LGC provides the enabling policy environment to promote 
good governance. The partnerships and linkages that have evolved in Bacolod are attributable to the 
LGC, which has been reinforced by local ordinances such as the Investment Code (1996 and 2002), 
which established a multi-sectoral local investment board and provided tax incentives to investors.  

Economic activities and opportunities. Issuance of business permits/licenses is increasing as more 
residents are employed (Table 6.2). Business taxes and real property taxes accounted for an average 
of 57 percent and 36 percent, respectively, of the total tax collections from 1999 to 2003 (Tables 6.3 
and 6.4). Real property tax collections for the period concerned showed a drop from P62 million in 
1999 to P41 million in 2000 from P67 million in 2002 to P64 million in 2003 (Table 6.3). Tourist 
arrivals have been on an upward trend (Table 6.5). The number of banks has increased from 47 in 
1998 to 56 in 2003 (Table 6.6).  There is an increasing trend in real estate business. Repatriated 
earnings from overseas Filipino workers (OFWs) and relatives are also in an upswing.  

Development planning and management. CLUP serves as the blueprint for city development. 
PRMDP provided support to Bacolod in digitizing land information, which became the bases for land 
classification and setting development priorities. CLUP together with the annual investment plans, 
however, needs to be more information-based, inclusive, and forward looking. It is in this context 
where an effective national and regional development framework can be helpful and provide the 
necessary guidance. Paradoxically, existing policy guidelines from the national government are in a 
similardisarray. Development planning lacks careful analysis and strategic direction. Plans are usually 

                                                      
171 Bacolod served as an example and inspiration to Marikina city in the late 1990s in having a clean and healthy 
environment. Marikina put up large billboards praising Bacolod for its gains and encouraging the residents of 
Marikina to support the city government’s campaign for cleanliness. Marikina is a leading small-sized city in the 
country and one of the cleanest and greenest cities in the country.  
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reduced to an enumeration of activities that are not linked to budgets and directed at achieving the 
desired outcomes.  

Knowledge management. Information is essential to enhancing productivity and competitiveness. 
Basic data about the city is, nonetheless, either incomplete, inaccurate or both. Official records of 
revenues and other development indices are sometimes conflicting even if they are generated by the 
same office. Variances in the reported figures could increase and become even more confusing as 
more offices are involved in gathering and generating information. There are currently no economic 
development indices at the level of cities and municipalities. In the absence of adequate and reliable 
information, development planning and management are severely compromised.  

Koronadal City (Mindanao) 

Koronadal is the capital city of South Cotabato and the administrative center of the 
SOCCSKSARGEN region. From a first-class municipality in 1995, it was converted into a component 
city in October 2000. It also functions as the provincial agro-industrial center and was judged as the 
first ‘most competitive small city’ in 2003 as part of the City Competitiveness Survey among Philippine 
cities. 

Koronadal is the trading center for the province, acting as the market for the agricultural products from 
its neighboring towns. Having a largely agricultural economy, the lands in the city mainly grow rice 
and corn. Though it is strategically located, Koronadal has to contend with neighboring cities like 
Tacurong, Cotabato and General Santos. General Santos is only roughly 59 kilometers away while 
Cotabato City is about 136 kilometers.   

Initiatives and Gains 
There are several factors that explain the performance of the city. One is strategic location; since the 
city is situated at the heart of the province, it acts as a major junction to areas in southern and central 
Mindanao.  

Koronadal’s conversion to a city is another. This conversion has given the city a competitive 
advantage in terms of financing its development requirements. Its IRA has risen four times and for the 
last three years has not been expended to the full. The city can thus leverage this to access further 
credit for its development programs and projects. In terms of accessing alternative modes of 
financing, the city is poised to borrow from the market to fund the construction of anew city hall.  

Other positive factors are the presence of good private tertiary schools and financial institutions. The 
first affords the city and region a good source of competent and skilled labor force while the second 
helps local businesses and the local government in financing development projects. Among the 
tertiary educational institutions in the locality are: Notre Dame of Marbel University, King’s College, 
and Colegio de San Antonio. As of 2001, there were 15 banks in the city, which trimmed down to 14 
by 2004. These banks include Allied Bank Corporation, Bank of the Philippine Islands, Land Bank of 
the Philippines, Metro Bank, Peninsula Bank, Philippine National Bank, and Rural Bank of Koronadal. 

Another critical factor is Koronadal’s stable public safety and order record, although the city was the 
scene of a bombing in 2003. The bombing of the public market affected the profitability of the market 
to an extent, which in turn affected the capacity of the taxpayers, particularly the market vendors, to 
pay their taxes and fees. Again, the importance of social stability in promoting the development of 
sustainable regions has been emphasized. 

Policy initiatives. The city has created an Investment Board as an outcome of the City’s Investment 
Incentives Code of 1998. In terms of asset management, the local government has had the foresight 
to initiate an inventory to record the value of its properties/assets. Specifically, the accounting 
department has begun to account for the city’s physical and infrastructure assets. 

Governance and decision making. In terms of process, the local administration has initiated a 
unique method of decision making. In the past, a number of key issues that affected the city’s 
development priorities were discussed through a Legislative-Executive Development Conference 
(LEDC) composed of the Sanggunian Panlungsod members, the mayor, and department heads. 
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Recent issues that have been discussed in the committee include the computerization of the revenue 
generating offices; the purchase of a lot and authorization to borrow for the construction of the new 
city hall; and funding for the concreting of provincial roads that connect many of the farm-to-market 
roads already developed by the city. While agreement was reached to fund the concreting of the 
provincial roads, the Sanggunian has not given its authorization for the computerization project or to 
borrow for the construction of the new city hall. It is noteworthy that the issues brought before the 
body are matters concerning relatively large amounts of money. 

Currently, one of the flagship activities of the local administration is granting soft loans without interest 
to qualified farmers and indigents. This is a form of a reinforced community farming where a maximum 
amount of P10,000 can be granted. The beneficiaries are given 6 months to a year to repay their 
debts. The aim of the project is to discourage people from borrowing from informal lenders that 
demand high interests and encourage them to initiate small economic ventures. 

Economic strategies. In terms of financing and investments, the local government revenue 
performance continues to be driven by revenue transfer from the national government in the form of 
Internal Revenue Allotment (IRA). However, the city has raised its revenue collection from 55 to 60 
percent of the total tax collectable. The primary problem has been the unresolved issue of who to tax 
in the case of lands covered by the Comprehensive Agrarian Reform Law, where ownership has not 
been clearly established. 

Infrastructural support. The experience of Koronadal city shows that investment in basic 
infrastructure like transport networks and telecommunications eventually pays off, especially if the 
locality enjoys a strategic location. Koronadal has a well-maintained road network and the highest 
aggregate total road length in the entire province of South Cotabato. The city enjoys the presence of 
big telecommunication corporations like Bayan Tel and Pilipino Telephone Corporation for telephone 
services, Smart and Globe cellular phone services, and the local Marbel Telephone system.  

Leadership and participation. Though there are conflicting views on the role of local leadership on 
local growth, it can be seen to have influenced the growth of Koronadal. In an interview the mayor 
emphasized his focus on the development of a ‘parochial program’; meaning, that strategies should 
be concentrated on the development of one’s ‘own place’, so that the city could then help the region 
and eventually the country.  

Aside from the LEDC, the active participation of the members of civil society has further contributed to 
the competitiveness of the city. Civil society representatives are working in partnership with the 
government in the City Development Council and the Regional Development Council. Their views and 
recommendations are generated from the preparation of plans and programs up to implementation 
and monitoring. It should be noted though that this collaboration is rather new. Since the conversion 
of Koronadal into a city, the local government has recognized that civil society organizations are able 
to provide the programs that the local government sometimes overlooks. 

Challenges and Future Directions 
Several lessons may be drawn from Koronadal’s past experiences if the city is to respond to the 
challenges it is presently facing. Some of the challenges and recommendations that city could look 
into are elaborated below. 

Strategic planning. The corridor development of the city limits the delivery of basic services and 
concentrates growth along the national highway. Several development nodes should be installed in 
built-up areas without impinging on the environment. Pockets of maintained parks and open spaces 
should be instituted as well to provide an environment for community gatherings and leisure activities. 
Koronadal is not yet densely populated so redirecting such developments would be relatively easy at 
this stage; this would not only improve service provision, it would also encourage economic activity. 

Complementation of economic activities. Both the private and the public sector should supplement 
the current economic activities in the region. As a trading center and surrounded as well by 
agricultural towns, people in the city should consider other ventures like tourism development and 
activities integrating the agriculture sector. The city could also start to actively promote its sports and 
recreation facilities, instead of just reacting to events in the sports arena. Koronadal has hosted 
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several boxing and basketball tournaments and other athletic meets but it does not initiate such 
activities. 

Clarity in vision and city promotion. People in the city do not have a clear vision of the type of 
development they want for the locality. Thus, they do not know how to promote the city within and 
outside the region. Efforts to attract investments and activity should be centered on the city’s target 
market. According to the members of the business and banking sector, the investment catchment 
area of Koronadal consists of its nearby areas, particularly the provinces located north of the region 
like Maguindanao and Cotabato, given that provinces south of Koronadal look to General Santos city 
as their investment haven. 

Strengthen small and medium enterprises. Internally, economic policies may need to target locally 
based investors given the pattern of local investment by South Cotabato-based investors. Small and 
medium enterprises seem to be the backbone of the local economy. Adjunct to this, there is a need to 
review, amend and codify local codes as well as a need to gather information on the economic growth 
rates and poverty statistics in the city, which would be helpful in measuring the city’s performance and 
in targeting results. Nevertheless, initial efforts have been made to conduct a comprehensive survey 
of the quality of life of the populace. It was commented that data from the initial nine barangays 
showed that about 70-80 percent of the households in the countryside are living below the poverty 
line, another concern that needs to be addressed. 

Bolster institutional linkages. Likewise, the local government should strive for a stronger linkage 
between themselves and the local chamber of commerce. With this in mind, it is first necessary to 
consider the local chief executive’s leadership as it influences the city’s future. The mayor is 
described as a frank and domineering person. He is also known as being autocratic and for not 
delegating decision making to other members of the local government. Some observed that local 
government personnel are not empowered enough to decide even departmental matters. Greater 
compromise between representatives of public and private institutions is, therefore, needed. 

Image building. There is a need to reinforce the image-building efforts of the local institutions and to 
publicize the conduct of business processes. Even with the competitiveness award and EO 304, 
Koranadal remains a fairly unexceptional city. Its passive promotional strategy leaves no lasting 
impression on its neighbors or the rest of the country. Overall, though, the city has made its first steps 
to improve its identity. 

Striving for continuous competitiveness. For Koronadal to maintain its position as the most 
competitive small-sized city in the country, it should endeavor to reduce the increasing cost of living in 
the locality, better its initiatives to protect and clean the environment, and make the local government 
institution much more responsive.  

Naga City  

Naga is a peripheral city 500 kilometers from Metro Manila, the country’s capital and richest region. 
Although an established center of commerce in Bicol172

As Bicol’s center for commerce, finance, trade, and services, Naga plays a crucial role in regional 
development. It serves as an industrial hub for Metro Naga and the Legaspi-Iriga-Daet growth 
corridors and is being groomed to be a major link to Metro Manila and other metropolitan areas in the 
country.

, Naga stagnated in the 1980s. City 
government over-spending amidst a time of scarce revenue prompted the Department of Finance in 
1988 to downgrade the city’s status. The prevalence of illegal gambling and other vices worsened the 
quality of life in the city. But, the election of 29-year old Jesse Robredo as city mayor in 1988 ushered 
in inspiring governance practices that, in just three years, have helped the city to regain its premier 
status. Through transparent and participatory governance, the city government has rebuilt its 
credibility. With over 100 international, national, and regional awards in best governance practices, 
Naga city is also now one of the country’s brightest economic spots.  

173

                                                      
172 Bicol is one of the five poorest of the country’s 16 administrative regions based on recent statistics.  

 The dynamism of Naga’s economy is evident in its 6.5 percent average annual growth 

173 The Regional Physical Framework Plan (RPFP) identifies Naga City as the regional center for commerce, 
finance, trade, and public/private services. [Naga City Statistical Profile]  
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rate, the presence of two business districts and several new growth zones, and average family 
income that is 126 percent and 42 percent higher than the national and regional averages, 
respectively.174  Without appropriate interventions to reduce regional poverty (Bicol houses the largest 
number of poor families in the country) and accelerate regional growth (a mere 2.7 percent 
contribution to the gross regional domestic product compared to Metro Manila’s 30 percent), Naga’s 
economic gains are not sustainable in the long run.  

 
Source: http://www.naga.gov.ph/map/pdf/metronaga.pdf 

Initiatives and Gains 
Economic governance. Strengthening partnerships with the organized sectors and eliciting people’s 
participation are key governance practices.175 The city government shows a strong drive for economic 
growth and poverty reduction. It uses a pragmatic governance approach providing key directions for 
the local economy and empowering the private sector in spurring economic development.176

Improving local government capability. To enhance its capability to manage economic 
development, the city government re-organized its bureaucracy based on aptitude and competence, 
implemented an award-winning Productivity Improvement Program, activated the Merit and 
Promotions Board to eliminate patronage, empowered employees to propose innovations, and 

 It 
practices strategic planning that goes beyond the confines of the city’s concerns. To sustain economic 
and service-delivery partnerships, it provides technical, livelihood, and job-placement services that 
benefit not only its constituents but also those of other local governments. 

                                                      
174 Robredo, Jesse. 2003, Making Local Governance Work: The Naga City Model, page 41. These income 
figures were taken from the ADB Cities Databook, 1998.  
175 Robredo, Jesse. 2003. Making Local Governance Work: The Naga City Model. page 2. Other case study 
references on Naga’s governance practices include the following downloaded materials authored by mayor 
Robredo, to wit: (1) “The Role of Government to Implement National Poverty Alleviation Programs in the 
Philippines”, paper presented during the Manila Social Forum, a seminar sponsored by the Asian Development 
Bank, 1999; (2) Leadership and Change in City Management: The Naga City Experience. 
176 Willy Prilles, Executive Director of the Naga City School Board and coordinator of the I-Governance program. 
Fieldwork Study/Interview in Naga, February 2005.  
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improved systems and procedures.177 Naga’s economic recovery lies in working with people with very 
good credentials.178

Metro Naga. The city government initiated the formation of the Metro Naga Development Council 
(MNDC) or Metro Naga which comprises Naga city and 14 towns of Camarines Sur (Bicol’s largest 
province that accounts for 33 percent of the regional population). Unlike other metropolitan 
arrangements in the Philippines, Metro Naga is a cooperative undertaking among local governments 
exercising their new prerogatives in the era of enhanced local autonomy. It operates on the principles 
of complementation of limited resources and pooling of investment potentials and comparative 
advantages. It relies on enhanced urban-rural linkages

 

179 and practices metro-wide planning to 
ensure balanced growth and sustainable development.180 It earned formal legal status in 1993 
through Executive Order (EO) No. 102 issued by President Fidel Ramos.181

• Council structure to facilitate economic cooperation. MNDC established a plan to 
formulate programs through the coordination of mayors and governors. It consists of 15 
mayors and representatives of the provincial government, and representatives of NEDA, 
private sector and NGOs. 

 Some of key of features 
of MNDC are: 

• Metro-wide planning and role definitions. A Metro Naga Development Program (MNDP) 
serves as a framework for defining the roles of LGUs. An agreement empowers each 
LGU to implement a complementary development program within its area. Naga is the 
trade, financial, educational and services center. One town is the industrial center. The 
other towns are key sites for manufacturing, food processing and other industries.  

• Organizational machinery. The city government created a separate office that initiates 
and manages MNDC’s activities. Led by an Executive Director who supervises the project 
formulation, implementation, and support-service units, this office is crucial in sustaining 
the LGU interests in the economic and service-delivery partnership.182

• Pooling of resources and services for Metro-wide service delivery. LGUs contribute two 
percent of their economic development fund to a common fund. From 1993 to 1997, this 
fund reached P1.7 million (half of it came from Naga city). Other initiatives include: setting 
up of a Metro Naga equipment pool and emergency rescue network; construction of 50 
kilometers of farm-to-market roads and 500 Level 1 water systems; and extension of 
livelihood assistance to Metro Naga constituents.  

   

• Pooling of investment potentials and comparative advantages. Metro Naga capitalizes on 
the following competitive advantages: the city’s image as one of the fastest-growing local 
economies in the country and the presence of four special economic zones, two of the 
country’s richest fishing grounds, and a market of over half a million people. Investment-
promotion activities are guided by the objectives of economic diversification, employment 
generation, and poverty alleviation.  

•  
Partnerships with the private sector. The city government encourages private-sector partnerships 
by eliminating vices, reducing the costs of public works construction, practicing transparency in its 
operations and implementing other confidence-building measures. It partnered with the private sector 
even before the enactment of the local government of 1991. In 1989, private firms, through a build-
operate-lease agreement, converted a kilometer-long eyesore into a commercial strip. Partnerships 

                                                      
177 Robredo, J.The Naga City Experience.Asian Cities in the 21st Century: Contemporary Approaches to 
Municipal Managemen, 1999. Available: 
http://www.adb.org/Documents/Conference/Asian_Cities_1/vol1roman.pdf    
178 Statement of Mayor Jesse Robredo. Field study/interview in Naga, February 2005. 
179 Robredo, J. The Naga City Experience. Asian Cities in the 21st Century: Contemporary Approaches to 
Municipal Management. 1999. Available: 
http://www.adb.org/Documents/Conference/Asian_Cities_1/vol1roman.pdf. 
180 Robredo 2003; Mercado and Ubaldo 2002. 
181 Mercado, R. and Victor Ubaldo. 2002. Metro Naga: A Continuing Challenge of Local Autonomy and 
Sustainability. In Managing Urbanization under a Decentralized Governance Framework, edited by Rosario 
Manasan. Makati City: Philippine Institute of Development Studies, pp. 221-234. 
182 Mercado and Ubaldo 2002. 
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with the private sector resulted in the development of four new satellite markets that decongested 
and, in turn, made the old business district dynamic again.  

Participatory and inclusive governance. The city government fosters and institutionalizes 
community consensus and ownership of development priorities. Through the Empowerment 
Ordinance (95-092), accredited non-government and people’s organizations were organized into a 
People’s Council, which sits in every legislative committee and local special body mandated under the 
LGC. Through the award-winning i-Governance program, the city government published the Naga 
Citizen’s Charter which provides step-by-step procedures for availing of its 150 frontline services. It 
also set up its award-winning website (http://www.naga.gov.ph) that updates citizens on the city’s 
finances, policies and activities.  

Local policies and initiatives. By virtue of Ordinance No. 97-114, the city government grants 
incentives to investors in preferred investments. The ordinance aims to generate jobs for Metro Naga 
constituents and promote balanced growth. The Investment Promotions and Action Center (IPAC) 
implements the objectives set by the city’s investment board, markets Metro Naga as an investment 
site, facilitates joint venture projects with local and external investors, and provides assistance to 
investors.  

Economic planning and analysis. Robredo helped change planning practices; from a ‘shotgun 
approach’ in formulating annual plans, to a planning process which has become more participatory 
and focused on what the city and its people need.183

Financing development. The city government does not entirely depend on national government 
transfers to finance its budget. Less than 60 percent of city’s income is sourced from the national 
government; the rest is from local revenues. City government income rose from P25.13 million in 
1988 to P329.13 million in 2001. Borrowing from banks, mixed public-private financing, and grants are 
forms of development financing. Bond floatation is not widely practiced. 

 A needs inventory ensures the formulation of 
feasible projects. Plans become long-term policies that defy the limitations of three-year political 
cycles, e.g., the city’s 1990 zoning ordinance guided city development until year 2000. Planning sees 
the city as a system whose sustainability also depends on conditions beyond its immediate 
geographic environ.  

Presence of a competent and willing catalyst. The city government served as a regional 
development catalyst by spearheading the formation of an economic region out of disparate political 
units within the province. Its readiness as a catalyst springs from its realization that the sustainability 
of the city also rests on the development of neighboring towns. Its enhanced financial and 
administrative capability enabled it to absorb most of the burdens of sustaining the needed LGU 
partnerships for the economic region. The presence of a strong political leader and skilled 
development manager and the city’s good reputation served it well in catalyzing the process of 
regional development.  

Applicability of a metropolitan arrangement. To multiply its effectiveness as a positive force for 
regional development, a metropolitan arrangement must not only function as a coordinated and 
planning body, but also as an advocacy bloc and service-delivery organization.184

Challenges and Future Directions   

 Such arrangements 
foster partnerships that pool limited resources and multiply investment potential and comparative 
advantages. They also generate greater economic benefits than is possible under local fragmentation.  

Strengthening economic partnerships. An ongoing conflict between the provincial and city 
leadership threatens the gains of Metro Naga and reveals the urgent task of achieving greater 
cohesiveness among politically fragmented LGUs. The potential for conflict to short-circuit the 
development process reveals the precariousness of a politically driven arrangement. Surmounting this 
challenge will surely facilitate the pooling of resources, investment potentials, and comparative 

                                                      
183 Statement of Juan Villegas, City Planning and Development Officer. Field study/interview in Naga, February 
2005. 
184 Robredo, 2003. 

http://www.naga.gov.ph/�
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advantages that, in turn, boosts regional competitiveness. A key direction is putting in place stronger 
public-private partnerships for managing the next stages of the development process.  

Accelerating economic development within the region. The city is ‘an island of prosperity in the 
sea of want’185 as more than 60 percent of the Metro Naga population lives below the poverty line. 
Investments are still heavily concentrated in the city. Diffusing economic opportunities and key 
infrastructure such as seaports to other towns within Metro Naga is a major step to meet the 
challenge of reducing poverty. Strategies for developing Metro Naga must also complement the 
strategies prescribed by NEDA for the development of the wider Bicol administrative region. These 
include increasing revenue collections and agricultural productivity, developing human capital, and 
providing infrastructure support.186

Financing regional projects. Accessing low-interest financing for major projects is a major problem 
for catalyzing regional development. Borrowing direct from multilateral agencies is constrained by a 
centralized financing system and, of course, by the existing practice of multilateral agencies to 
channel loans through national offices. A comprehensive valuation of the assets of the city and Metro 
Naga member LGUs should be undertaken to generate a reliable credit rating that would both serve 
as a guide for credit risks and investment opportunities.  

 

Developing linkages. The absence of very good seaport and rail facilities explains why the region 
has been unable to sell its local products outside the regional market.187 Campaigns to develop 
national and international linkages must be launched to surmount the geographic and infrastructural 
disadvantage. Overseas workers can be tapped to sell Metro Naga as an investment site and tourism 
destination. Developing its information and communications technology (ICT) infrastructure would 
enable Metro Naga to ride on the booming global services industry. The high cost of power and 
frequent outages in the region, however, must be addressed as well.188

Institutionalizing sound development management. Good governance is sine qua non to 
achieving progress and development. The Naga experience strongly demonstrates the imperatives of 
promoting participation, accountability, transparency, and predictability in the management of state 
and societal affairs. Cognizant that it cannot pursue development objectives by itself and that the 
quality of public decisions will be ensured by meaningful stakeholder engagement, the political 
leadership developed partnerships with non-government actors in development management. 
Stakeholders were given permanent seats in decision-making bodies and the public has been 
adequately informed about as government transactions, particularly finances.  

  

Embedding Best Practice in the Regional Development Processes 

One of the most difficult challenges facing regional development is how to embed best practices into 
the decision-making processes of government. This chapter has provided many examples of regions 
in Southeast Asia that are attempting to implement best practices, some with considerable success. 

Regional institutions in Southeast Asia face many obstacles in implementing best practice to support 
sustainable development. To overcome these, there is a need for new approaches to institutional 
reform. The rapidity of change that has taken place under decentralization has left many regional 
organisations incapable of operating in an environment of increasing uncertainty and change. There is 
a need to support programs to prepare institutions to manage change. Current approaches to 
decentralization reforms, in many cases, have been rushed resulting in uncertainty and confusion 
over how to implement reforms and introduce new management practices.  

                                                      
185 While Naga’s land area is only 0.48% and 2.9% of Bicol’s land area and population, respectively, 21% of 
investments in the region are concentrated in the city. An estimated 51% of all enterprises in the whole province 
of Camarines Sur are concentrated in the city (Robredo 2003). 
186 NEDA-Region V. Ensuring Sustained Growth and Equity. Available: 
http://www.neda5.net/MTRDP/chap2.HTM [2005. 
187 Statement of Mr. Beda Priela of the Metro Naga Chamber of Commerce and Industry. Field study/interview in 
Naga, February 2005. 
188 AIM Policy Center. 2003. Pinoy Cities of the Future: A Competitiveness Ranking of 50 Philippine Cities. 
Makati City: Asian Institute of Management Policy Center. 
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This and the previous chapter on best practices supporting the development of regions have indicated 
the need for care in selecting and using best practices. Best practices are applied at different levels of 
government. The next chapter outlines various frameworks used in different applications of best 
practice to support sustainable regional development. 
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Chapter 7 

Frameworks for Sustainable Regional Development   
The previous chapters identified examples and case studies of regions which demonstrated 
applications of best practice in supporting sustainable regional development. A challenge we face in 
employing best practices is to determine how, where and when to apply these. Sustainable 
development best practices are applied to many processes of government, but they may also be used 
in specific contexts and geographic locations. In this chapter we develop frameworks to guide the 
application of regional development best practice for decision-making processes at different levels of 
government, business and society which, hopefully, will result in more sustainable development 
outcomes. 

The chapter commences with a discussion on the conceptual difficulties we face in applying best 
practices to support sustainable regional development. One of the most difficult challenges is how to 
balance the need to build competitive economies against demands to improve the quality of the 
environment and reduce consumption. As discussed in the introduction chapter, competitiveness 
often means that business and government externalize the costs associated with production and the 
wastes associated with consumption. Many see sustainability measures as adding to costs and, 
therefore, impacting on competitiveness. The chapter describes how sustainability can be used as a 
tool to add value to regional development investment projects. 

To provide a common language for regions to achieve more sustainable development outcomes, it is 
useful to establish principles which can be used to guide decision-making processes related to 
regional development. The second section of this chapter outlines suggested sustainability principles 
guiding decision-making processes to support regional development. This leads onto a description of 
three broad frameworks which drive regional development and operate at a national, regional, local 
and community level. These frameworks relate to the role of institutional governance, strategic 
infrastructure and catalysts. Best practice guidelines covering such things as engagement processes; 
policy development; strategy and development plan formulation; and the implementation and 
financing of regional development projects and programs are discussed. The final section of the 
chapter outlines a framework for governments and international development agencies to support 
capacity building, investment and the development of catalyst in regions. 

The Challenges to Achieving Sustainable Regional Development 

Changes in the Focus on Sustainability 
There is a diverse range of ideas, concepts and schools of thought on what sustainability is and how it 
can be achieved. The most commonly cited definition of sustainability is the Bruntland Commission 
Report, Our Common Future (Bruntland Commission 1987:47), which placed the concept of 
sustainable development and ‘futurity’ firmly on the international agenda by defining it as: 

...development that meets the needs of the present without compromising the ability of future 
generations to meet their own needs... not a fixed state of harmony, but rather a process of change 
in which the exploitation of resources, the direction of investments, the orientation of 
technological development and institutional change are made consistent with the future as well as 
present needs. 

The Bruntland Commission’s description has received much criticism due to its failure to address the 
critical distinction between development and growth (Kozlowski and Hill 1993:4). Often development 
is equated with growth and these terms have been wrongly interchanged. They are not synonymous. 

Development is the realization of specific social and economic goals which may call for a 
stabilization, increase, reduction, change of quality or even removal of existing uses, buildings or 
other elements, while simultaneously (but not inevitably) calling for the creation of new uses, 
buildings or elements. It must be noted that in each case development should lead to progress, 
expressed primarily by welfare and environmental improvements in the communities involved and 
that it will occur through specific changes. 
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Despite the many protocols, policies, initiatives and best practice examples to support sustainable 
development, most global indicators of sustainability continue to trend in a negative direction. The Rio 
Earth Summit Agenda 21189 of 1992, the Johannesburg Summit190 of 2002 and the Millennium Goals 
(2000)191

Many governments continue to give lip service or have refused to sign agreements such as the Kyoto 
Protocol

 have demonstrated intense worldwide interest in sustainability issues. The green issues, 
and subsequently the ‘brown’ environmental issues of the urban areas, have received increasing 
attention in government policies and regulations. Yet the approach in these protocols has had a 
limited impact on the core business activities of many public institutions and the business sector. 

192

Recent WTO, Global Economic Forum and World Bank meetings demonstrate that many 
environmentalists and social activists perceive a less than satisfactory incorporation of their concerns 
in discussions on trade and industrial policy. This reflects the growing realization that if sustainable 
development is perceived as a peripheral and not a central concern, then there is little hope for 
enlightened development practice in the future. As a result, sustainable development is focusing on 
the following components:  

 on Greenhouse Gas emissions which could substantially improve the sustainability of 
development and quality of life for all. Numerous corporations have used green imaging for 
promotion, but their practices are far from sustainable. If sustainability is to be a meaningful societal 
goal, then it must have provable benefits at a personal, local and corporate level. It is at a personal 
and local level, not at the national or even regional level, where changes in attitudes and approaches 
to development will be most effectively made. 

• Value adding through increasing the economic, social and environmental benefits of 
projects and programs;  

• Viewing the social and environmental consequences of economic activity as part of the 
solution, not as costs or problems; 

• Encouraging organizations to understand how to optimize value-adding multipliers and 
value change; 

• Ensuring investments become more strategic in order to gain from the benefits of 
cumulative causation; 

• Persuading organizational management to become increasingly concerned with the 
management of externalities and balancing this with the internal local values and capacity 
to manage systems; and 

• Promoting multi-sector approaches to problem solving and decision making which will 
involve building completely new systems of governance. 

New Ways of Thinking about Sustainable Development 
Historically, our approach to sustainable development has been to address it on a sector basis. The 
initial concept of sustainability involved a focus on ecologically sustainable development. This 
involved governments developing measures to reduce the destruction of the natural habitats and the 
consumption of non-renewable resources. Later the incorporation of social and economic issues 
added new dimensions to the concept of sustainability. What emerged in the late 1980s was a 
tripartite model of sustainability often represented diagrammatically by three intersecting circles 
depicting the natural, social and economic environments (Figure 7.1). Sustainability was to be 
achieved some how by a convergence of views to achieve balanced development outcome, taking 
into consideration the economic, social and economic environments impacts of development.  

The tripartite model however presents conceptual difficulties on how to integrate the three dimensions 
of sustainability and create mechanisms that allows trade-offs over the use of social, economic and 
environmental resources. This led to concepts such as triple bottom line accounting (TBLA) (Elkington 

                                                      
189 Agenda 21 http://www.un.org/esa/sustdev/documents/agenda21/. 
190 Earth Summit 2002: Johannesburg Plan of Implementation 
http://www.un.org/esa/sustdev/documents/WSSD_POI_PD/English/POIToc.htm . 
191 UN Millennium Development Goals: http://www.un.org/millenniumgoals/. 
192 Kyoto Protocol: Framework on Climate Change http://unfccc.int/resource/docs/convkp/kpeng.html. 

http://www.un.org/esa/sustdev/documents/WSSD_POI_PD/English/POIToc.htm�
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1997) being developed which tried to provide a basis for measuring the use of different kinds of 
capital for development and other purposes. The difficulty with the tripartite model is that the union of 
the three environmental domains was never well explained. The intersecting areas are in fact trading 
areas or zones where capital is exchanged and converted according to governance mechanisms 
defined by societal values, principles, customs, laws and rules. These determine how individuals and 
society are permitted to use natural (capital) resources and transform these into economic and 
physical capital. These values and rules vary from country to country  

Figure 7.1:  Traditional Model of Sustainability 

 

If we consider sustainable development as a trade-off between environmental, social and economic 
values over the use of economic, social and natural capital, then it is conceptually possible to plot 
these values on axes to create what we might call the triangular plane of sustainability (Triangle of 
Sustainability). Figure 7.2 shows how we might conceptually represent these values. 

 
Figure 7.2:  The Sustainable Development Triangle 

The different values held by society about the use of social, environmental and economic capital is 
depicted on the axes. At the regional level, community interest has a strong influence on these 
values. The current approach to regional development might be represented by the triangle with a 
strong economic bias. The equilibrium or convergence approach to sustainable development 
suggests we must seek greater uniformity of social, environmental and economic outcomes (light grey 
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centre triangle). If we seek to converge on solutions for sustainable development, this may require a 
reduction in economic expectations in order to achieve greater environmental and social outcomes.  

In reality, few organizations or governments would accept a loss of economic position by reducing the 
standard of living and consumption to support desired social and environmental outcomes, unless 
forced to do so. This is one of the principal reasons why sustainable development has failed to gain 
support from many businesses and organizations involved in maximizing economic outcomes. Many 
organizations continue to see investment in human and social capital and the environment as a cost 
to business and not an investment in an asset. 

If it is possible to use environmental and social multipliers to enhance economic multipliers, the 
threshold triangle of sustainability can be enhanced. This is shown in the figure, where value adding 
occurs along the three axes of the sustainable development triangle. By encouraging greater 
leveraging of the three forms of capital, it is possible to increase the multiplier effect and expand the 
sustainable development triangle along the three value systems.  

Increasing Multipliers is the Key to Sustainability 
The aim of sustainable development practice is to take full advantage of the multipliers that result 
from exchanges of capital to support development determined by the three value systems. This is 
achieved by maximizing the opportunities to leverage resources between industry or business sectors 
and stretching resources more effectively within sectors and industry clusters. If organizations can be 
trained to opportunity seek and resource share, the net result is an expansion of social, 
environmental and economic multipliers and outcomes.  

There is growing interest by economists Krugman (1995) and others (Steinfels 1999; Galster 1998; 
Martin & Sunley 1996; Skott & Auerbach 1995) on the inter-relation of social, environmental and 
cultural capital and their role in supporting development. This suggests that sustainable development 
must be concerned with actions that result in net positive cumulative causation effects, such as 
projects and programs which set in motion processes that generate increasing returns on capital 
investment. The generation of net positive cumulative causation cycles, where social and 
environmental multipliers are used to enhance economic as well as social and environmental 
outcomes, is central to the sustainable development debate. 

The concept that greater investment in natural and social capital projects can add value to economic 
capital introduces a new approach to sustainable development. However, there is skepticism by some 
economists about the linkage between social and natural capital investment and economic multiplier 
benefits. This is caused partly because of the difficulties we have in translating social and 
environmental value into economic terms.  

There is evidence to suggest that investment in projects involving the development of social capital 
(Putnam 1993 a; Cohen & Fields 1999) or the restoration of natural environments (Constanza 1994), 
lead to new opportunities for economic development, such as eco-tourism and eco-waste materials 
reprocessing involving industrial ecology. Many cities have discovered that investment in improving 
the quality of urban waterways and rivers (see previous chapter on environmental stewardship) 
provides a catalyst for investment, which also results in public health and well being multipliers, which 
in turn generate other social and economic benefits. Cities like Singapore, Melbourne and London 
have invested heavily in river cleanup projects which have resulted in billions of dollars of investment 
for comparatively small public capital outlays. 

One way that can help us to think creatively about using capital to increase project multipliers which 
will add to the net value of a region’s capital base is shown in Figure 7.3. To calculate the value 
added to regions of a project or program we apply input-output multipliers in a matrix table. In the 
model shown, we consider the use of three types of capital (environmental, social and economic) to 
support development projects and programs. If we want to assess the net economic value of the 
project we can use econometric, environmental and social accounting techniques to quantify this. This 
leads to triple bottom line (TBL) net value-added capital, once consumption and other costs 
associated with the capital used for an activity are taken into consideration (right column of the figure). 
The process is similar to conducting a full benefit cost analysis (BCA). Changing the capital input 
variables can result in different outcomes in the net value-added capital created by a project. 
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Figure 7.3:  Leveraging Three Forms of Capital in Increase the Net Value of Capital Stock 

 
The trouble with using BCA to measure capital formation is that it overlooks other opportunities to 
value add to projects and programs. If the intent of sustainable development is to maximize total 
capital multipliers, we must investigate additional means to add value to an economic development 
project by incorporating into the design complementary environmental and social capital building 
projects. This is known as project leveraging (Hamel & Prahalad 1993). We do this for many 
development projects by including environmental improvements or human resource development 
(HRD) training components. However, these components are often short term and are considered to 
be a cost. As a result, the potential to substantially improve project multipliers is often lost (Roberts & 
Cohen 2002).  

To maximize potential project and program capital multipliers, it is necessary to design projects or 
programs from a total value-added capital perspective: that is to look at the project from an economic, 
social and environmental perspective (discussed below). The net effect of this approach leads to a 
matrix of increased multiplier opportunities. If we sum the added value of the combined economic, 
and supplementary social and environmental projects and these are net capital positive, then the 
outcome is more sustainable. There is a need to identify if specific initiatives generated from this 
process could be secured, or are merely speculative. The matrix structure is useful in the sense that it 
provides a governance framework to make choices about which capital multipliers are important in 
maximizing the potential for more sustainable project outcomes. 

The governance framework plays an important role in defining the matrix multipliers, as it sets the 
rules for the way we are permitted to use capital. These rules are largely determined by the values 
and principles we employ to make choices and decisions about the permitted use of existing capital 
stocks for development and consumption, and what is used to create new forms of capital which 
replenish or contribute to an improved balance in total capital accounts. 

The conceptual framework described above moves planning for sustainable development beyond 
BCA and the triple bottom line accounting (TBLA) concepts outlined in Chapter 3. TBLA provides 
important indicators of change, but we often have no idea of the value of the capital stock measures. 
The ecological footprint concept enables measurement of demand and consumption patterns, but it 
does not provide a mechanism to define how best to use capital to add value to the capital stock. BCA 
does not allow us to maximize potential capital multipliers. What we must do to achieve sustainable 
regional development is to create governance structures which attempt to maximize the potential 
multiplier effects of different combinations of capital utilized for projects and programs to service a 
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range of societal and other environmental needs and to minimize the consumption of all forms of 
capital used in the process. 

Adding Value to the Project Cycle 
The above theoretical framework helps visualize what we must do to ensure that development 
projects and programs are sustainable and generate net positive gains in all three capital accounts. 
Currently, few projects achieve this outcome and the multiplier potential to leverage projects to 
enhance the environmental and social capital accounts are overlooked. In most cases the 
environmental account is in deficit.  

The World Bank began to investigate using a more holistic approach to project design in the late 
1990s. The experience by the World Bank indicates that during the formulation, assessment, 
development and implementation phases of a project cycle, the highest concentration of an agency’s 
non-capital work expenditure occurs during project appraisal. Failure to examine the consequences of 
multi-sector issues during the initial stages of feasibility often results in expensive measures being 
taken during the appraisal process to address the cross-sector effects of major development projects. 
The first step in formulating a major government project should involve an identification phase, where 
multi-sector agency issues and opportunities to enhance economic, social, and environmental 
multipliers are discussed. Initiatives like this would likely yield significant internal cost savings and 
enhance the overall performance of government agencies. 

Figure 7.3 shows conceptually the staff weeks of involvement in a project cycle using a multi sector 
and a traditional approach to project design and development. On the vertical scale are the staff week 
inputs. The horizontal scale represents steps in the project cycle beginning at identification and 
progressing to preparation, appraisal and implementation. This scale varies depending on the size 
and nature of the project. The area under the curve represents the total staff week inputs. The highest 
point on the curve using the traditional approach to the project cycle is project appraisal. This is 
because significant multi-sector issues are often realized at this stage in the project cycle requiring 
further research or possible redesign of the project. 

Figure 7.4:  Staff Week Inputs in the Project Cycle Showing a Multi-sector (represented by a doted 
line) Verses a Traditional Approach to Project Development (the solid line) 

Source: Cohen & Roberts 2002. 

The alternative is to use a multi-sector and multi-disciplinary approach to project identification, design, 
and implementation. More work effort is required upfront on problem identification, research, 
consultations and stakeholder participation. Less emphasis is placed on paperwork and project 
appraisal and more resources are applied to the implementation stage, where changes always 
happen. A multi-sector approach involves building into a project, various sub-projects and programs 
to create social and environmental capital or mitigate the loss of it. The costs savings, returns and 
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multiplier impacts of multi-sector projects are much higher than if a more traditional design approach 
had been used. 

Using Sustainability as a Tool for Collaborative Advantage 
The above approach to sustainable development aims to increase the multiplier and net positive 
cumulative causation effect of development, and is more likely to win acceptance from investors, 
developers, economic development agencies and economists, provided it can be demonstrated in 
practice. The major problem with using sustainability as a tool to develop competitive advantage is the 
tendency for public institutions to close down opportunities for innovative solutions to development 
problems. Because of the uncertainty factor and perceived risks associated with innovative ideas and 
approaches to development, too many good development solutions are rejected, unless someone 
else has tried it and it succeded. Our thinking on sustainability must change if we are to make the 
concept work to support development – particularly regional economic development.  

How to develop and maintain robust competitive economies which promote sustainable development 
is something regions must learn to do. However, regional governments are placed in the difficult 
position under decentralization of making tough choices in the trade-off between encouraging the 
development of competitive economies and addressing significant sustainability issues. Many see 
competitiveness and sustainability as opposing goals. This is because our understanding of 
competitiveness and sustainability has been somewhat clouded by conventional thinking. Nature 
teaches us that competition is important to sustainability as it enables natural systems to respond to 
change and to adapt. We have to understand how competitiveness can be used to induce positive 
change and innovation as part of the sustainability process.  

Much of our thinking on regional competitiveness is postulated by the economic development models 
and concepts described in Chapter 2. The focus is on encouraging competitive economies to grow 
and gain greater market share. This introduces a notion that there must be winners and losers. 
Industry attraction theory and growth poles subscribe to this model of competitiveness and in the long 
term are not sustainable. Growth pole models, especially if they are supply driven, result in labor and 
investment loss in poorer regions. The most successful growth poles are those which are demand 
driven and capitalize on their competitive advantages. 

The emerging thinking on sustainability and regional development involves the concept of 
collaborative competition. Regional competitiveness should not be concerned about winning or losing 
over who gets its share of the development pie, but on using collaboration to innovate and create a 
bigger and different pie for all to benefit, recognizing some regions/firms will benefit more from 
collaboration than others. The concept of collaborative competition encourages local competition to 
improve business and institutional efficiencies and cooperation between firms and institutions to 
create the economies of scale necessary to compete against larger corporations. In introduces the 
idea of collaborative advantage where there is an emphasis on inter and intra-regional collaboration 
and trade between firms, governments and institutions involving partnerships, strategic alliances and 
clustering for mutual advantage (Huxham 1996; Bradshaw & Blakely 1999).  

The strategic intent of collaborative competition is to stretch and leverage resources (Hamel & 
Prahalad 1994). Its aim is to minimize resource inputs into production systems, reducing consumption 
and the development and restoration of total capital stock (i.e. natural, social and environmental 
capital). Collaborative competition spawns myriads of possibilities; offering opportunities for 
increasing returns which underlies much of the thinking of endogenous growth theory. It provides 
opportunities to add value to production, distribution and marketing chains, thus stimulating innovation 
and product multipliers. In re-visiting old ideas, technologies, products and processes it also provides 
opportunities to improve efficiencies. The concept of collaborative competition is thus entirely 
compatible with the goals of sustainability. 

Much of the above sounds very theoretical, but it is not. Common sense tells us we must make better 
use of resources, increase productivity and ensure the sustainability of development. Conventional 
thinking and concepts about sustainability need to be challenged, and innovative ideas and solutions 
to problems, which will ensure sustainable regional development outcomes, must be encouraged. The 
evidence provides on the experience of highly developed regional clusters and networks show 
regions (especially smaller regions) that have moved towards a focus on collaborative advantage 
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have enjoyed long term sustainable growth which has had high multiplier effects on the development 
of natural and social capital. The evidence available from regions like Silicon Valley and northern Italy 
which have a very strong focus on collaborative advantage show the importance of supporting best 
practices which encourage innovation and are underpinned by regional development principles close 
to those described below.  

Guiding Principles for Sustainable Regional Development  

All societies and cultures are governed by commonly held principles, rules and values etc, which 
guide community and personal decisions about the collective and personal use of resources and 
assets. These same principles are shaped, reinforced or changed by custom, past experience and/or 
events elsewhere. There are many examples of principles developed to support sustainable 
development. Many of these have been formulated by international agreements such as the Rio Earth 
Summit and Kyoto protocols. It is useful group principles of sustainability under four broad heading as 
show in Figure 7.5. The inter-relationship between these sets of principles leads to eco, social and 
business efficiencies. Governance is the primary mechanism for achieving these efficiencies. 
Sustainability governance principles reflect values and rules for the use of all other forms of capital 
resources at a society and individual/firm/agency operational level.  

Figure 7.5:  Principles and Outcomes of Sustainable Development 
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Guiding Principles for Sustainable Regional Development 
The following sustainability principles provide a useful guide to decisions related to regional 
development. These have been adapted from the Australian Capital Territory government’s 
sustainability policy193

Governance Principles 

 and incorporate principles common to international protocols cited earlier and 
lessons learned from the regional case studies and examples of best practice presented in Chapters 
3-5. The following sustainable regional development principles are presented under the heading of 
governance, economic, environment and social. There is considerable interaction and overlapping of 
principles. 

Integrating social, environmental and economic factors in decision making 

Identify and integrate environmental, social and economic considerations, and seek to maximize net 
beneficial outcomes. 

                                                      
193 People, Place and Prosperity: http://www.sustainability.act.gov.au/pdfs/PPP_text_final.pdf. 
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Taking a whole-of-government perspective  

Take account of the potential implications of decisions for all areas of government, industry and the 
community, and seek to bring agencies together in the joint delivery of programs and services, 
thereby ensuring coherence and efficiency. 

Empowering people 

Provide access, education, opportunities and assistance to people so that they have the knowledge, 
capacity and confidence to contribute productively to decision making and to participate in the 
community. 

Engaging the community 

Provide for broad community involvement of those affected by decisions. Encourage collaboration 
and partnering between individuals, the community, business and governments. 

Focusing on the wider region 

Take account of the implications of regional decisions on other regions. Seek to achieve coherence 
and co-ordination in the development and delivery of policies between governments responsible for 
development. 

Focusing where risks are highest and regional governments have a capacity to influence 

Invest resources to resolve issues that are of greatest urgency or importance in a region. Focus on 
those areas where a region can exert influence, including planning, housing, transport, health, 
education, energy, water, waste and environmental protection. 

Focusing on the wider region 

Take account of the implications of ACT Government decisions on the wider region. Seek to achieve 
coherence and co-ordination in the development and delivery of policies between governments in the 
region. 

Economic Principles  

Recognizing that a strong and productive economy builds upon and is supported by a healthy 
environment and a healthy society 

A healthy economy is integral to social and environmental well being 

Focusing on multipliers and value adding  

Give priority to projects and programs that generate high economic, environment and social 
multipliers. Seek to focus on value-added rather than consumption-driven growth strategies. 

Taking all costs and benefits into account 

Include environmental and social costs and benefits into the pricing of goods and services and asset 
valuations to allow markets to operate efficiently, and use incentive mechanisms to stimulate 
sustainable outcomes. 

Environmental Principles  

Valuing and protecting ecological integrity and biodiversity 

Recognize that all life has intrinsic value and that ecological processes and biological diversity are 
part of the irreplaceable life support systems upon which a sustainable future depends. 

Using resources prudently 

Increase efficiency in using resources (such as land, energy, water and materials), generate less 
waste and replace the use of non-renewable resources with renewable resources. 
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Implementing the precautionary principle 

Where there are threats of serious or irreversible environmental damage do not use lack of full 
scientific certainty as a reason for postponing measures to prevent environmental degradation. 

Social Principles 

Ensuring equity within and between generations 

Recognize that all people have a right to reach their full potential and lead productive lives in an 
inclusive and tolerant society. Take into account all benefits and costs of decisions so as not to 
disadvantage different sectors of society. Take a long-term perspective – beyond this generation – 
when considering the implications of decisions and policies. 

Believing in the ability to create a sustainable future 

Seek opportunities, value creativity and diversity, foster innovation, build upon experience, and look 
for solutions that inspire and reflect the unique culture and character of communities. 

These principles help to clarify the concept of sustainability. They represent a balance between 
commonly understood and widely used principles194

Enabling Frameworks to Support Sustainable Regional Development 

 and those designed specifically to address local 
and regional circumstances and concerns. 

Drivers of Regional Development  
There are three principle drivers which have a significant influence upon the nature and rate of 
regional develop. These drivers are: institutions, strategic infrastructure and catalysts. There are also 
many factors which shape the nature of these drivers and the way they influence environmental, 
social and economic development outcomes. The goal of regional development should be to focus 
these drivers in a way that will achieve more sustainable development outcomes. For regions to 
develop strong and competitive economies there is need to constantly review and reshape these 
three drivers in response to environmental changes, opportunities identified, and risks which have the 
potential to affects a regions competitive advantage.  

Figure 7.6:  Overview – Necessary Categories of Support 

                                                      
194 Bellagio Principles 1996, OECD 2001, Earth Charter 2002. 
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Figure 7.6 shows the necessary category of support fro these drivers. All three drivers of development 
depend, to a greater or lesser extent on the capacity and capabilities of a region’s institutional base, 
the level of investment in strategic infrastructure in the broadest sense, and on the creation and 
attraction of ‘catalysts’. Catalysts are organizations or individuals that pull together resources, factors 
of production and finance to invest in projects and services that add value to regional economies. 
Catalysts introduce a new ‘linking’ function heretofore not emphasized in development economics. 
They are analogous to the effective organization and use of capital and entrepreneurship in an 
enterprise. 

The next step in fostering regional development is to ask the question ‘What elements of support for 
these drivers need to be put in place to make development happen?’ Capacity building is needed to 
improve institutional governance. Investment finance is needed to build strategic infrastructure and 
‘networks’ are needed to foster the development of catalysts. Again the concept of networks is new. 
Catalysts undertake a linking function – networks assist them, with information or systems, to 
undertake this linkage function more efficiently. Examples from Chapters 5 and 6 relating to Cairns, 
Silicon Valley and Naga City illustrate such networks.  

Framework Use to Applying Best Practices to Achieve Sustainable Development  
There are hundreds of best practices which support regional development, and many ways which 
these can be grouped and/or categorized under different functions or processes. Figure 7.7 shows an 
overall framework which enables various applications of regional development best practices to be 
grouped or sorted into the three driver processes described above. These groups of processes 
support four elements of regional economic, environmental, social and governance development. 
Many applications of best practice supporting sustainable regional development will apply across a 
range of governance frameworks. 

Figure 7.7:  Overall Framework for Applying Best Practice to Regional Development 

The framework shown in Figure 7.7 enables best practice applications to be developed and 
implemented for processes directed towards institutional capacity building; investment in strategic 
infrastructure and development of catalysts and networks ranging from a national to a community 
level and across the public, business and community sectors.  

The above framework establishes a mechanism for integrating and coordinating related development 
processes; for example, policies developed under institutional governance at a regional level should 
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align and link closely with national development policies, while regional policy should inform and 
where expedient introduce best practice at a national level. It is important that the application of best 
practice at different governance levels provide for a learning process gained from the exchange of 
information, ideas and experiences across all levels of government and with the private and 
community sectors.  

The framework described is conceptual, but it does provide a basis for simplifying our thinking about, 
and the management of, many complex sets of factors and systems that are involved in regional 
economic development. Governance decision-making processes will become increasing complexity in 
future in the light of stronger demands form communities for greater transparency and accountability 
in public institutions and the growing impact of external environmental factors on regional 
development. In reality, regional institutions and business are already responding to greater 
complexity by juggling work programs and budgets to respond to change, albeit not in a systematic or 
optimistic way. Regional planning, development and management decision making processes in 
future will need to be able to deal with increasingly complex matters ranging from responding to the 
impacts of changes in foreign exchange rates and commodity price on the competitiveness of regional 
industries, to improvements to environmental quality and security matters to maintain the reputation of 
regions as an attractive place to invest. 

The above framework also helps organizations responsible for regional development to understand 
the importance of strategic fit in aligning processes supporting regional development (e.g. project 
funding, approvals etc) with other governance frameworks. For example, regional financial, 
information, planning budgeting and monitoring processes need to be better aligned with national 
systems. In most countries which have undergone decentralization recently they are not. It is 
important that regions be encouraged to develop innovative practices and processes that contribute to 
sustainability, which can be passed on as best practice to central government and other regions. This 
should be promoted as part of a smart region learning process. Most innovative best practices 
originate at a local level and encouraging their development and replication nationally is important. 

The following describes in more detail best practice processes needed to support the three drivers of 
regional development identified above. 

Institutions 
Historic Institutional Governance Model 

The 1997 Asian financial crisis and the structural reforms that followed led to fundamental changes in 
approaches to regional development. The three most significant changes were:  

• The introduction of a wide range of engagement processes which led to greater 
democracy, accountability, openness and transparency in all governance processes.   

• Decentralization, which led to the breakdown of the traditional bureaucratic and hierarchical 
approaches to decision making. Instead, regional institutions and firms are required to think 
global and act local on approaches to economic development.   

• The decline of central government funding for regional development which necessitated the 
introduction of catalysts and intermediates in developing projects, attracting investment and 
facilitating project implementation.  

To understand the implications of these changes on regions, it is useful to reflect for a moment on the 
historic institutional governance practices which have supported regional development. Figure 7.8 
outlines the institutional governance frameworks and processes which have supported regional 
development in most Asian countries for the latter part of the 20th century. There are five public 
governance frameworks: international, national, regional, local government and community. In 
addition to these there are a range of other private sector frameworks involving business, non-
business, community and the individual. These include:  

• International frameworks are those established by international agreements, protocols and 
the like. Nations and sub-national institutions are expected to apply or enforce these. A 
range of best practice examples has been developed for the implementation of Agenda 21, 
WTO agreements etc, at various levels of society. 
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• National frameworks are used to set policies, laws, fiscal arrangements, standards and 
regulations which are applied to regional development. 

• Regional frameworks mirror the above, but are developed for application at a regional level. 
Regional frameworks generally apply at a state, provincial or metropolitan level and can 
involve more than one state. 

• Local frameworks operate at the local government, municipal or district level. It is at this 
level that best practice has the most significant impact because at this level best practice 
involving rules and regulations, financial management, planning, development control, 
business and institutional innovation can have a significant impact on sustainable 
development outcomes.  

• Community frameworks relate to local area initiatives and actions to support sustainable 
development. Community-based partnerships are playing an increasingly important role in 
the implementation of projects and programs to improve environmental conditions and the 
development local business enterprises. 

Running parallel to these government frameworks are business and non-government interests. These 
range from multi-national corporations down to local business interests. Sector industries, 
professional associations and other institutions represent many business interests. Non-business 
interests range from Official Development Agency organizations such as the UNDP to community-
based interests. Individual and firms also apply the processes described to make decisions about 
investment and development projects.  

Figure 7.8:  Historic Institutional Frameworks for Regional Development 

 

Running across these various frameworks are specific activities that provide direct inputs into the 
regional development process. These include intelligence gathering for a wide range of analysis, 
marketing and monitoring, and evaluation purposes. From the analysis process governments, 
businesses, the non-government sector and individuals formulate a range of policies, strategies, 
detailed plans and programs to implement development projects or improvement programs. The 
processes and technologies used to make decisions about development activities will have a 
significant impact on the sustainability of development outcomes.  
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Under historic governance structures, the processes driving regional development were hierarchical 
and driven from the top down – especially under more socialist-oriented governments. Most regional 
development in Asia has been directed by central planning agencies, like Bappenas in Indonesia, the 
Ministry of Planning and Investment in Vietnam, and the National Economic Development Authority 
(NEDA) in the Philippines. Many of these plans were very specific about the types of activities that 
could be located in regions. Most of the growth poles and economic enterprise and tax free zones 
which exist in Southeast Asia today are the product of central planning. The development of these 
has involved high levels of public sector and international development assistance investment in 
infrastructure.  

Under the old model, multinational corporations were provided generous incentives to invest in the 
development of growth poles and technopoles in Southeast Asia. Much of the investment was in 
heavy industrial, machinery, chemical, clothing and textiles, specialized electronic components and 
assembly manufacturing. In the advanced economies, there was a phasing out industrial development 
and a concentration on higher level service industries needed to support manufacturing. As a result, 
there is not the same level of industry clustering prevalent in Southeast Asian regions, compared to 
China and the more developed countries of the world. This has made it difficult for regions in 
Southeast Asia to value add to supply chains, as many of these are controlled by multi-national 
corporations headquartered elsewhere. 

Emerging Regional Economic Development Process 

The 1997 Asian financial crisis led to structural reforms and the pressure for greater democratization 
and accountability in many Asian countries. The effect of these changes has been changes to existing 
frameworks and the emergence of new processes to support regional development, as shown in the 
figure 7.9. These processes include: engagement, intelligence gathering and analysis; policy and 
strategy formulation; detailed planning and financing; and operationalizing regional development 
programs all of which involves extensive interaction between the different governance frameworks. 
Regional organizations, when formulating development policies, need to consider carefully the 
implications of WTO and free trade agreements on the one hand, as well as the capability of local 
communities to support and implement local development projects and programs on the other. 

Figure 7.9: New Institutional Frameworks for Regional Development 

D
ev

el
op

m
en

t O
ut

co
m

es
D

ev
el

op
m

en
t O

ut
co

m
es

D
ev

el
op

m
en

t O
ut

co
m

es

National

RegionalRegional

International 

Local

Community 

Business
NGO/CBO

Individual

Public Governance Frameworks

En
ga

ge
m

en
t P

ro
ce

ss
es

En
ga

ge
m

en
t P

ro
ce

ss
es

C
at

al
ys

ts
C

at
al

ys
ts

In
te

lli
ge

nc
e 

an
d 

A
na

ly
sis

In
te

lli
ge

nc
e 

an
d 

A
na

ly
sis

Po
lic

y
Po

lic
y

St
ra

te
gy

 a
nd

 P
la

nn
in

g
St

ra
te

gy
 a

nd
 P

la
nn

in
g

O
pe

ra
tio

na
lis

in
g

O
pe

ra
tio

na
lis

in
g

D
ev

el
op

m
en

t O
ut

co
m

es
D

ev
el

op
m

en
t O

ut
co

m
es

D
ev

el
op

m
en

t O
ut

co
m

es

National

RegionalRegional

International 

Local

Community 

National

RegionalRegional

International 

Local

Community 

Business
NGO/CBO

Individual

Public Governance Frameworks

En
ga

ge
m

en
t P

ro
ce

ss
es

En
ga

ge
m

en
t P

ro
ce

ss
es

C
at

al
ys

ts
C

at
al

ys
ts

In
te

lli
ge

nc
e 

an
d 

A
na

ly
sis

In
te

lli
ge

nc
e 

an
d 

A
na

ly
sis

Po
lic

y
Po

lic
y

St
ra

te
gy

 a
nd

 P
la

nn
in

g
St

ra
te

gy
 a

nd
 P

la
nn

in
g

O
pe

ra
tio

na
lis

in
g

O
pe

ra
tio

na
lis

in
g

 



 172 

The role of catalysts and intermediaries, which package and sell regional development projects to 
investors and developers, is critical to the successful implementation of regional development plans. 
Business, NGOs and individuals play a significant role as catalysts in the regional development 
process. 

Under the new framework for regional development, local policy is critical to defining development 
outcomes, and engagement processes become important in developing networks, partnerships and 
alliances to attract investors and catalysts interested in development projects in regions. The new 
framework in which regional development currently operates has increased the complexity of the 
processes, and the level of uncertainty and risks regions now face operating under more open and 
global system.  

The challenge facing various regions is that many still operate under the old framework, assuming 
that central government will continue to provide the resources necessary to support development. 
Decentralization means regions need to cultivate more competitive institutions, and engage local 
communities and external investors to support regional development projects – especially the 
provision of strategic infrastructure. Central governments are no longer able to provide the same level 
of support to regional development that they did in the past.  

Under the new regional framework development model, a focus on best practice becomes important. 
Best practices enable regions to innovate and develop services which offer investors competitive 
advantage and lead to efficiencies in services provided to regional communities. There is, however, a 
large number of best practices which can be applied under the various frameworks described in the 
model above. There are also common best practices related to the processes of engagement, 
intelligence gathering and analysis, planning and strategy, etc, described above which can be applied 
across the frameworks outlined in the model. 

The following is a summary of areas of best practices which can be applied to the six broad 
processes identified in Figure 7.9.  

Institutional Capacity Building 

Civic Engagement  
Engagement processes are designed to improve the flow and exchange of information, knowledge 
and ideas between a wide range of people and organizations. These flows and exchanges are 
necessary to support the development of networks, business and other transactions, and to provide 
inputs into decision-making processes concerned with regional development. Engagement processes 
may range from simply providing information to communities about proposed policy reforms, to 
businesses and community-based organizations being involved in the design and implementation of 
regional and local development projects.  

Engagement is an important process in preparing regions for change, encouraging business and 
communities to be involved in more open and transparent decision-making processes and in gaining 
commitment to the implementation plans and policies developed through consultation process. There 
are many good examples of engagement best practices, some of which were identified in Chapter 3 
and in the case studies on Indonesia and the Philippines. 

Information Gathering and Analysis 
Information is the fuel that runs modern service economies. Without it, markets would not operate 
efficiently and development prospects would be severely limited. Gathering of information is an 
important process needed to support a wide range of functions including: planning, marketing, 
research, financing, development and implementation of regional development programs. Intelligence 
gathering provides data for the analysis of problems and issues, risks and opportunities, and 
monitoring and evaluation related to regional development.  

Many regions of the world have poor data and information systems to support regional development 
processes, and are at a distinct advantage when it comes to developing business in a more open and 
global business environment. The identification of opportunities for business development and the 
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needs of strategic infrastructure to support regional development and investment are critical to the 
future development of all regional economies.  

There is a wide range of best practice analytical techniques used as input into decision-making 
processes related to regional policies, strategies, investment and other development initiatives. Some 
of these were described in Chapter 3. However, the collection and analysis of data related to regional 
development can be expensive. It is, therefore, important when selecting best practice tools for 
intelligence gathering and data collection, management and analysis, that the purpose, extent, 
reliability and use of the information and data collected give value for money. There are numerous 
best practice tools that can assist regions to gather intelligence information and data, but many of 
these may not be applicable, especially in developing countries, where there is not the capacity or 
capability to apply these in ways that will deliver more sustainable development outcomes.  

Policy and Regulatory Reform 
Policy and regulatory reform is required at all levels of government to respond to changes in society 
and to create opportunities for investment and development. A very difficult issue for policy reform 
under decentralized government is policy integration. Under the older regional development models 
(see Figure 7.8), policies were formulated centrally and translated into development projects and 
programs that were executed at the regional and local level. Under the new regional development 
model (see Figure 7.9), regions and local administrations have much greater discretion over the 
formulation of policies; however, they must comply with national laws and regulations.  

To achieve sustainable regional development and competitiveness, it is important that best practices 
policy and regulatory reforms are developed for all frameworks in the areas of:  

• Development and environmental management 

• Inter-governmental fiscal arrangements 

• Financial and asset performance management  

• Technical standards related to regional development projects 

• Intellectual property rights 

• Information technology 

• Performance evaluation review. 

Planning, Budgeting and Financing 
Planning processes associated with regional development range from the preparation of strategic 
plans covering economics and finance, community and culture, environment and heritage, 
infrastructure and urban and rural development down to detailed feasibility studies for projects 
identified as high priority investments for a region. There is a wide range of best practice applications 
used to enhance the sustainability and financing of projects and programs designed to support the 
above areas of development. However, care is necessary in transferring best practices for planning 
and financial management between countries and between frameworks, as regional circumstances 
can significantly influence development outcomes. This is especially so in the developing countries of 
Asia where there are sizeable regional disparities.  

A major weakness in the regional development process identified in the case studies is the poor 
understanding public institutions have of the relationship between the planning and budgeting 
process. This problem is not confined to developing regional economies. Many development plans 
incorporate wish lists of projects, most of which will never be funded. It is essential that regions adopt 
best practices which link the planning; budgeting, and financing processes to plan implementation 
processes to ensure regional planning processes generate sustainable development outcomes. 
Several examples of best practice linking planning and financing processes were described in 
Chapter 3. 

A wide range of financial techniques can be used to evaluate the feasibility of projects, but best 
practices require that we consider more than the financial dimensions of a project in terms of its 
contribution to sustainable development. The approach used by regional organizations to plan 
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regional development projects and programs by public institutions and development agencies can 
have a significant influence on the sustainability of project outcomes. Figures 7.3 and 7.4 identified 
best practice approaches to project design to improve project multipliers which add value to the total 
capital stock of regions.  

Operationalizing 
Operationalizing for regional development increasingly involves measures to integrate regional 
organizational management (IROM). IROM is concerned with the interaction of the operational 
activities of public agencies, organizations and businesses to support regional development. It 
involves a whole-of-government and whole-of-business approach to the development and 
implementation of regional projects and programs to achieve more sustainable regional development 
outcomes. Regional development organizational management operations cover a wide range of 
activities that develop and implement policies and plans. Best practice approaches to organizational 
management focus on improvements to productivity, quality and reliability of services, longevity and 
performance of assets, organizational management, strategic leadership, and monitoring and 
evaluation. Many of the best practices available, which apply across the governance frameworks 
shown in Figure 7.9, apply to IROM. 

Corporate planning now plays a key role in organizational management. Corporate plans outline the 
vision, mission, values, core business functions and operational arrangement for public and private 
institutions. They provide the basis for detailed business plans and programs of activities undertaken 
by organizations. They identify mechanisms to be used by organizations to ensure the most efficient 
and effective delivery of services and development projects. These may involve the establishment of 
purchaser provider models for the delivery of public services (Orange 2004), partnerships, 
outsourcing, and franchising the management of public utilities and service delivery. Corporate plans 
also provide the basis for financial models to support development covering inter-governmental 
funding and risk sharing arrangements. Best practice organizational financing models will be 
discussed later in the chapter. 

Strategic Infrastructure  
Strategic infrastructure comprises ‘hard’ physical infrastructure, such as roads, rail, ports, 
telecommunications systems etc, and ‘soft’ infrastructure such as research, education, health and 
financial institutions needed to support the development of key industry sectors that will drive the 
development of regional economies. In developing plans and proposals for strategic infrastructure, it 
is important these be linked to investment strategies which facilitate the development of sector 
industry clusters.   

There is a tendency for many regions to think that the development of hard infrastructure, especially 
transport facilities, will lead to investment and development projects. This supply-side approach to 
economic development has led to major infrastructure projects being constructed with no demand for 
the services provided. Regions must learn to develop a more demand-driven approach to regional 
development if they are to be competitive.  

In developing key hard infrastructure projects to support regional development, regional governments 
in their planning, budgeting and financing of the development of key infrastructure projects need to 
consider carefully what support services are necessary. These services can include education 
facilities, testing laboratories, well-developed marketing intelligence and financial systems, and the 
basic skills needed to support investment and the development of industry clusters. The 
establishment of integrated infrastructure, multimodal transport, logistics, information and research 
facilities are important factors in building regional competitive advantage.   

Finance plays a key role in regional development. Most regions in Asia have weak financial 
institutional infrastructure and limited capacity to package and develop major projects and programs 
which are attractive to investors. There are several important issues for financing regional 
infrastructure. In particular: 

There is an increasing capacity at the sub-national level (particularly at state/province, local 
governments but also NGOs) to undertake projects which are bankable, sustainable and support 
poverty reduction. However, the capacity of regional institutions to handle complex projects/programs 
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is still limited, and there are few appropriate national and international financing and project packaging 
mechanisms available to them to support the implementation of key strategic infrastructure projects. 

Countries need to look carefully at debt levels in relation to their exchange rates and the cost of 
servicing existing debt and issuing new debt. Some countries have strong anti-debt lobbies. Loans 
are no longer unquestioningly accepted. 

Local capital markets are increasingly competitive (eg, India and China), but there is still a lack of 
long-term financing capacity and wholesale markets, especially in the Philippines and Indonesia. 

Increasing outreach of international private sector sovereign and structured finance is both an 
opportunity and a potential problem – it is more expensive, but does not saddle the recipient with 
‘conditionality’ issues. However, in structured lending (Build Operate Own schemes etc) it tends to 
‘cherry pick’195

International NGOs have an increasing role and impact. For example, World Vision disbursed over 
US$4 billion in 2001 – admittedly mainly as channel of bilateral assistance, but nevertheless 
substantial. 

 and can sometimes be inappropriate.  

For the international institutions supplying finance, key performance issues are the need for: 

• Quick response (limited life of administrations); 

• Flexibility in investment size (small local governments cannot finance large investments); 

• Concessional finance (including grants) for financially non-viable, pro-poor investments; 
and 

• Ability to fund a program of multi-sectoral investments requiring a mixture of public and 
private financing identified by such processes as City Development Strategies (CDSs). 

 
The ability of the ADB and other development banks to respond to the above using existing products 
is limited. Lending policy conditions, sovereign guarantee requirements, ‘graduation policies’, national 
government debt ceilings, difficulty in utilizing co-financing effectively, and lack of local currency loans 
constrain lending; and guarantee mechanisms have been of limited value thus far. 

The opportunities for more effective financial support to regional projects thus relate to finding ways to 
partner with sub-national institutions, local financial institutions and international NGOs and their local 
counterparts. In respect of local funding, the use of guarantee mechanisms could be further explored. 
In addition, investment needs in the urban sector are delivered by both public and private entities. 
Often public and private suppliers 'share' a sector – for example transport. This implies the need to be 
able to structure projects so as to provide finance to both public and private sector organizations. 
Lastly, in terms of traditional loan products, some rethinking of the conditions and changes in loan 
structures are required to support the needs of the clients under more decentralized government. 

Catalysts 
There is a growing realization that few governments and business organizations have the resources 
or expertise to fully develop and implement larger regional development projects and programs. Firms 
and governments are becoming increasingly dependent on networks, partnerships and alliances to do 
business (Doeringer & Terkla 1995; Liyanage 1995; Yves & Hamel 1998). This is leading to the 
emergence of collaboration as a strategy for regional development with a focus on strategic alliances, 
networks partnerships and catalysts (Hamel 1996; Cunnington 1991; Segal 1998). In many developed 
countries the focus of regional development strategy is now on the development of collaborative 
advantage, rather than competitive advantage. 

The focus on collaboration is important to the achievement of sustainable development in regions. 
Collaboration initiates new opportunities to stretch and leverage resources, technology, and 
infrastructure in ways not previously conceived. It enables business, government and communities to 

                                                      
195 That is to pick the most profitable projects in a sector. This is reasonable, but does restrict cross-subsidy 
potential. 
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capture and create new opportunities for economic development, and to reduce risk in expanding 
economic development frontiers that single or pioneering firms or organizations would never attempt. 
Collaboration also reduces risks, improves efficiencies, helps conserve resources and advances 
innovation frontiers. 

Using collaboration as a strategy for development requires an important element to transform the 
benefits of assets, resources, networks, alliances and partnerships into project and other 
development outcomes. This element is the catalyst. Catalysts are mechanisms, persons, firms or 
other instruments that facilitate linkages and transactions between business, government and 
community in order to:  

• Identify potential business investment contracts and infrastructure; 

• Create networks and clusters of core competencies attractive to business; 

• Draw together people, resources and technology; and 

• Facilitate investment through a range of finance, land, technology and business 
development packages.   

In developed countries catalysts operate very efficiently with markets in enabling a wide range of 
public infrastructure development projects to be realized at considerable cost savings to government. 
The involvement of catalysts allows greater creativity in drawing upon the available resources in a 
region than would be possible through a single development organization or the individual efforts of 
business enterprises or government. Catalysts are able to come up with innovative ways for regional 
governments to develop important projects, often without increasing public debt. Catalysts therefore 
play a critical role in creating new investments and infrastructure, management services, community 
development organizations, projects and programs that governments are unable to using traditional 
mechanisms. 

Catalysts by nature are risk takers and help to translate ideas, proposals and plans of governments 
and business into projects and programs. They are highly specialized and skilled individuals or firms 
which act as entrepreneurs, developers, strategic leaders, innovators, venture capitalists, 
intermediates, brokers and network builders. Catalysts also play a key role in facilitating the 
development of industry clusters, which is a best practice approach to regional development and has 
been responsible for the successful development of regions like Silicon Valley and Bangalore. 

An import element in the development of catalysts is strategic leadership. Mayors and governors play 
a key role in providing strategic leadership in the public sector. However, it is the captains of industry, 
the civic entrepreneurs and information brokers that are vital in creating the link to private sector 
developers, venture capitalists and investors that enable development to happen. Many of these 
people live in the large metropolitan regions, but act as roving ambassadors and operate through 
networks to seek out investment opportunities in regions. Linking regions to catalysts elsewhere 
through local networks is, therefore, important. 

Figure 7.10 outlines the framework under which catalysts operate. There are two primary means by 
which development projects in regions are implemented. Public sector projects in many developing 
countries, which involve mainly construction of infrastructure, are usually undertaken by a public 
agency such as the Department of Works. In most developed countries these are not contracted to 
the private sector for design and implementation. Such projects are usually funded from allocations 
from public budgets using grant, tax revenue or debt financing. 

Private projects include a wide range of projects undertaken by individuals, companies and non-
government organizations. These include housing, industrial development and commercial 
development. Private companies and individuals examine strategic and development plans prepared 
by regional and local governments to identify opportunities for investment projects that will result in 
company or individual reward. Private enterprise and individuals often use catalysts to help identify 
and develop projects.  
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7.10:  Enabling Frameworks to Support the engagement of Catalysts in Regional Development 

Governments have traditionally acted as catalysts in supporting regional development by investing in 
major projects to build strategic infrastructure to encourage the development of new industries and 
enterprises, and to provide key soft infrastructure. Under the new model of regional development, 
however, governments are increasingly seeking opportunities to partner with the private and 
community sectors on development projects.   

Planning frameworks identify opportunities for business and community development initiatives. They 
provide the mechanisms for funding key strategic infrastructure projects which government proposes 
to develop, using its own resources or partnering with the private sector. Catalysts have a key role in 
facilitating the development and implementation of joint ventures and other forms of partnerships with 
government. 

For many public projects outlined in regional development plans in developing countries it has 
become increasingly difficult to secure funds for their implementation from central government. This 
situation also applies to developed countries. To overcome the problem of the lack of capital and 
resources necessary to develop important public projects, regional governments look to catalysts in 
the private sector to come up with innovative ways to develop, finance and construct important public 
projects. This can be done under Public Private Partnerships (PPP) or Build Own Operate and 
Transfer (BOOT) projects.  

A major problem facing regional development in Southeast Asian countries is the absence of 
catalysts. It will take some time for these to develop especially at a decentralized level of government. 
Most regional governments lack the experience to operate as catalysts (a role formerly played by 
central government) or to work with catalysts from the private and community sectors. Substantial 
capacity building support is needed to develop a pool of catalysts to work with regional governments 
to create the partnerships and networks needed to develop and implement key strategic infrastructure 
projects and programs. This may involve developing a national pool of experts to service the 
development of regions until catalyst-building capabilities can be established. 

Regional Development Implementation Mechanisms  
There is a very wide choice of mechanisms we can use to implement regional development projects 
and programs. These range from traditional modalities for delivering public and private sector 
infrastructure projects to more sophisticated public private sector and community-based partnership 
development models. With the decline in central government funding for regional infrastructure 
development occurring in most countries, infrastructure provision and ongoing operations of many 
regional development projects will become more reliant on private and public private partnership 
(PPP) models. 
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However, regional development delivery mechanisms not just concerned infrastructure delivery. New 
modalities are being developed. These include the use of:  

• Regional development bonds, regional development bank loans,  

• Charettes196

• New technologies, models and processes designed to assess potential impacts and 
simplify development assessment

 (stakeholder engagement) to fast track urban and environmental project 
design;  

197

• Community-based partnerships involving the maintenance, monitoring and evaluation of 
environmental rehabilitation project, and  

;  

• Incentive development plans designed to encourage investment or provide community 
infrastructure in return for bonus floor space added granted with development approvals.  

 
The selection of best practice mechanisms to support regional development is very difficult. Regional 
beliefs and values will have a significant influence on the mechanisms and practices employed to 
support regional development. In many countries and regions of Asia, there is still a strong desire for 
governments to maintain control over development, while in other regions the philosophy is to 
encourage markets or communities to determine development outcomes. In most cases, regions will 
adopt practices that have worked elsewhere and adapt these to local conditions.  

Traditional capacity building has been of limited value. It has not been able to achieve sustained 
'cultural change'. ‘Twinning' is a program designed for long-term engagement and 'cultural change'. 
The twinning program involves an organization in a donor country partnering with an organization 
undertaking similar activities in a recipient country. It will often be structured in two streams, one for 
project management and specific tasks identified by the project, the other stream is used, with the 
donor’s approval, to address project 'bottlenecks' as they arise (in practice this is constituted by a 
larger contingency sum). These managing organizations would engage consultants either to serve in 
their establishment, or to perform specific tasks just as they do in their domestic operations. 

Support should continue over the duration of the design, funding, construction and initial period of 
operation of a major project. The performance of the organization managing the project will be 
assessed on the successful completion, to budget and on time, of the project, but also on other 
performance indicators in respect of the organizational performance and learning of the implementing 
agency in the recipient country. In particular, the objectives of such projects will be to: 

• Impart best practice in sustainable development of the investments for which the partner 
institution has responsibility; 

• Facilitate the role of the private sector in providing services and/or investment by, for 
example, defining the regulatory framework, including issues important to poverty groups 
such as community service obligations of service providers; and 

• Support the relationship between the organization and NGOs/CBOs representing 
community groups. 

 
The efficiency of public administrations in granting approvals and permits expeditiously, and offering 
incentives to attract key industries which provide the catalysts for the spin-off of local small and 
medium-scale enterprises, are critical elements of strategic infrastructure needed to support regional 
development; so too is the development of efficient land administration and management of real 
property systems. The development of competitive and efficient governance systems is part of the 
strategic infrastructure now needed to make regions competitive to encourage investment and secure 
development. The most successful regions shown in the case studies are those that have good 
governance systems.  

                                                      
196 Charettes: http://www.iplan.nsw.gov.au/engagement/techniques/charette.jsp. 
197 Electronic Development Applications,  Singapore  http://edanet.ura.gov.sg/ 
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Model for Improved Regional Development Planning  

Developing an Enabling Planning Framework 
Sustainability has emerged as a major issue in regional development planning. Few regional 
development plans will not include a goal or statements about sustainability. The emerging approach 
to sustainability is one of communities and regions taking greater responsibility for formulating policies 
and implementing development programs. Future approaches to regional development will involve 
communities and other stakeholders (catalysts, civic entrepreneurs, investors) having a greater say in 
the development and implementation of regional development plans. New governance structures are 
emerging to replace old regional development models. 

The days of governments controlling the agenda on regional development planning are disappearing, 
even in centrally planned economies like Vietnam. Nevertheless, central governments will continue to 
have an important role in defining the rules and frameworks which guide or direct regions to adopt 
sustainable development. Under decentralization, a number of countries in Asia have developed 
regional and local planning and development models, which give regions greater autonomy in the 
organization and control of development. However, many of these planning models are not 
responding well to the changes occurring in national and global economies. Some of the problems 
experienced with their implementation involve institutional change, and working out frameworks which 
will lead to more sustainable development outcomes and improved development practices. 

There is not a universal regional development planning model that can be applied to ensure 
sustainable development. An examination of regional development processes developed under 
decentralization programs in several Asian countries suggests there are a number of common 
features emerging within planning processes. These include preparing and engaging with 
communities in regional development processes; developing good information gathering, analytical, 
policy and plan formulation systems; and establishing better mechanisms for detailed planning and 
implementation. Drawing upon these models, Figure 7.11 is an attempt to outline an enabling 
framework for institutions to support a wide range of activities associated with regional development. 

Figure 7.11: Enabling Framework 
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Community Preparedness 

The first step in this process involves preparing communities to participate in a wide range of planning 
and development processes. This involves a learning process. Unless communities understand and 
are engaged in the design and ongoing development of planning processes, it is highly unlikely that 
they will buy into projects and programs with which they have little sense of ownership. There is a 
range of techniques which can be used to prepare and mobilize community support and engagement 
in the regional development process. Some of these have already been discussed elsewhere in the 
chapter.  

Information Gathering and Analysis 

The second stage of a regional development planning process involves the gathering of information 
and analysis to identify trends, issues, problems, risks and opportunities. The information process 
from the analysis will not only be used for supporting forward planning, and estimating and 
implementing development projects and programs, but also for monitoring and evaluation of policies 
and strategies developed as part of the planning process. 

Policy and Strategic Planning 

An important element of regional development is the preparation of policies which describe the 
desired future directions of development in a region. Policies provide the basis for the formulation of a 
range of strategies which shape development programs for such things as infrastructure, 
transportation, housing, economic development, education, recreation, health and community 
services. It is common practice for regions to develop a strategic plan with objectives that are focused 
on targeted development outcomes. Regional policies are used for a wide range of planning, 
budgeting and investigation purposes. Many regional policies will be shaped by national policies, 
decrees, orders and priority development programs; however, local input into the formulation of 
regional development policies is critical to gaining community support to implement regional 
development plans which will be developed to support these. 

Detailed Planning and Packaging 

Policies and strategic plans provide a long-term perspective for regional development. There is 
however a need to undertake more detailed planning to investigate the feasibility and acceptability of 
many projects and programs that might be outlined in a needs development plan prepared as part of 
a strategic planning process. It is common in many developing countries, for regional and local 
agencies responsible for regional development to formulate medium-term development and financial 
plans. These should be linked very closely with medium and long-term budgets. It is good practice to 
undertake an annual review of all medium and long-term development and financial plans, as 
circumstances often require adjustments to the time frame for many projects and programs. A key 
feature of a financial plan is a description of the mechanisms proposed to fund projects and programs 
which are scheduled for implementation under an annual or medium-term development plan. 

Operationalizing 

The final stage of the regional development planning process involves project implementation. As 
discussed earlier, there is a range of mechanisms regional organizations and institutions can employ 
to implement projects and programs outlined in a development plan. 

Moving from a Cyclical to a More Dynamic Planning Cycle 
It is common practice to depict regional development planning process as being cyclical. Figure 7.12 
shows a traditional eight stage process beginning with preplanning and following on to evaluation and 
review. There are many variations of this models, the concept of a cyclical and sequenced process of 
activities is the same in most models. The cyclical framework provides a sound framework for 
strategic and detailed planning processes; however, it is not particularly responsive to changes or 
shocks. Modern planning systems must be capable of being flexible enough to respond to changes in 
circumstances. Change may be imposed upon regions by external factors or may be initiated by 
regions to enhance institutional competitive. While regional development planning is cyclical, a new 
more dynamic process has emerged which involves constant interaction between the various stages 
in a regional development planning cycle process (Figure 7.13). 
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Figure 7.12:  Traditional Planning Cycle  

 

For regions to operate under more open and competitive market conditions, regional planning must 
adopt a more interactive and dynamic approach to regional development. As shown in Figure 7.11, 
operationalizing a project or program requires constant attention to strategy, engaging with key 
stakeholders, attention to financing and monitoring and evaluation review. In some cases it is 
necessary to backtrack in the planning process to consider alternative options. The necessity to 
constantly interact with forward and previous stages in the planning cycle adds to the complexity of 
the planning process. It also calls for very high levels of skills development, which many regions lack.  

Figure 7.13:  Dynamic Planning Cycle 
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change of thinking within development organizations. Business corporations are continually being 
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requires a fundamental shift from traditional supply-side approaches to regional planning and 
development to a more demand-driven approach.  

Old planning models which involved central or regional development agencies determining planning 
outcomes and funding and managing regional development processes are no longer capable of 
responding to demand-driven needs of economies. Many regional institutions do not know how to 
change, and are unwilling to adopt more dynamic institutional and regional development planning 
models. The experience of some countries to the introduction of dynamic planning models has been 
outright hostility.  

The challenge to replace the traditional planning cycle model with a dynamic model for regional 
development in Asia is massive. There is enormous fear of change, as there is very limited 
experience, willing leadership, and capacity within public institutions to make the necessary changes. 
However, without a substantial transformation of the planning systems used to guide regional 
development, most regions in Asia will not be able to capture opportunities or develop the strategic 
infrastructure needed to support regional development. Programs to introduce change management 
within regional development institutions are essential if regions are to develop the capacity and 
planning systems to support sustainable development. 

Models for Official Development Agencies Assistance to Support for Regional Development  

International development agencies play a significant role in supporting regional development in many 
Asian countries. The dominant mechanism used to support regional development assistance 
programs usually involves a sector program administered by a central government agency. This 
dominance of this modality of is assistance is because most loan and TA assistance projects involve 
foreign funds, for which the national government is required to act as guarantor for repayments. A 
high proportion of Official Development Assistance (ODA) projects involving regions tend to support 
sector industry adjustment, poverty alleviation, institutional capacity building and infrastructure 
development. 

Under decentralization there is a need for more direct assistance programs to regions. However, 
there are very few examples of ODAs assisted projects involving direct regional assistance which 
involve minimal supervision by central government agencies. In developing models that are more 
responsive to decentralization, we must recognize regional development agencies and stakeholders 
must have greater control over the design and implementation of development assistance packages; 
however, these need to be attractive to ODA assistance, with low to moderate levels of project risk.  

The development of new modalities to deliver ODA assistance directly to regions to build institutional 
capacity, strategic infrastructure, catalysis and networks will require change thinking and approach at 
national agency and ODA level. This change will be significant challenge to national governments, 
which have traditionally worked closely with ODAs in the design, development and implementation of 
regional development assistance projects. If regions are to become more competitive and develop 
efficient institutions to encourage investors and developers, they must be given greater authority and 
responsibility in manage their own financial and development affairs and be encouraged to compete 
with each other. Only by encouraging greater competition between regions will many of the changes 
and other reforms needed to develop more efficient and productive regional economies in Asian 
countries be realized.  

Improved Approaches to Regional Development Assistance Project Design 
Under decentralization there is a need to formulate new approaches to regional project and program 
design, packaging, implementation and financing. The following factors are important in the design of 
future programs to support regional development involving ODA assistance. 

Integrated Development Planning Framework 

Integrated strategic development planning is essential to support sustainable regional development. 
However, most recent attempts at integrated strategic planning in developing countries have not 
proved very successful. In the past, central planning agencies have been engaged in integrated 
regional development planning, however, under decentralization these agencies became responsible 
mainly for national development projects. The failure to train regional personnel to take over 
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responsibilities for integrated strategic and development planning has led to a significant weakening in 
the capacity of regions to formulate and implement integrated development plans.  

The weakness in integrated development planning has been recognized by Cities Alliance, which has 
embarked on a program of assistance to prepare city development strategies. However, the focus on 
cities overlooks the important role played by non-urban areas in the overall development of regions. 
More recent city development strategies have recognized this problem, and this has resulted in the 
formulation of greater metropolitan strategies for city regions. A major problem with the city 
development strategies is that few have been able to gain ODA and major private sector investment 
in strategic infrastructure projects needed to support regional development. 

There are very few examples of integrated regional development projects involving ODA assistance. 
This is because projects and programs of assistance are often large, complicated, expensive and 
difficult to design and implement. They also require long-term assistance. ODAs are generally 
reluctant to engage in long-term assistance programs, but without it projects like the Thailand land 
administration program involving World Bank and AusAID assistance would never have been 
successful. The important lesson to be gained from the most developed regional economies in Asian 
countries is that they have all had long-term support for multi-sector development programs from 
central government.  

ODAs are generally reluctant to become engaged in integrated regional development projects and 
programs. However, if regional development is to be supported and become more sustainable, 
especially in poorer regions, we must find a more effective way of engaging ODAs in an integrated 
and coordinated approach to development assistance. It is beyond the capacity of most ODAs to 
support more than one or two sector assistance programs. Thus an ODA may encourage programs 
for improved financial management, but is not able to support an asset appraisal or make 
improvements to valuation and tax revenue collection.  

Holistic or Cluster Approach to Regional Development Assistance Programs 

To achieve more sustainable approaches to regional development, a more clustered or holistic 
approach to project design and implementation is required. This involves designing and developing 
holistic and integrated programs of activities to assist sectors such as water, waste, finance, 
education and health. Traditionally, ODA assistance has been given to developing water supply 
projects. Under a cluster design approach, the project would examine management of the total water 
cycle, from water catchment management to recycling. Similarly, a regional finance project would 
involve supply and demand, including mechanisms to improve capital formation, as well as public and 
private sector finance needed to support regional development. 

The clustered approach to development assistance ensures that all support systems necessary to 
develop and maintain an industry sector are properly considered in the planning and development 
process. A cluster approach to the design of regional development programs of assistance can lead 
to significant cost savings and opportunities for leveraging. Cluster assistance packages are also 
more attractive to ODAs as they are easy to manage and are more likely to deliver on project 
outcomes. The failure of ODA development assistance in regional sector industry capacity building 
programs is the lack of key supporting elements e.g. engagement of catalysts or long-term financial 
assistance have not been incorporated into the design. The projects end up not being sustainable 
because crucial elements of strategic support infrastructure are either not developed or are missing. 

Area-focused Approach to Development Assistance 

There has been a tendency by ODAs in the past to select urban or non-urban districts to participate in 
development assistance programs. The selection of a single urban or rural area for a program activity 
dismisses the importance of the interaction and linkages between urban and non-urban areas, and 
the vital role these play in the overall development of regions. A failure to strengthen the mechanisms 
that enable the transfer of goods, services, knowledge, information and experiences between urban 
and rural, inter-urban and inter-rural areas significantly undermines the capacity of regions to develop. 

In response to this, development assistance needs to be more regionally focused. The concept of 
agropolitan and broader metropolitan approaches to development assistance offers significant 
opportunities to strengthen inter and intra-regional linkages. It also offers significant opportunities for 
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strengthening the capacity of cities, which form the commercial and administrative hub of regions, to 
train and build the capacity of other municipal and rural governance structures to improve the 
efficiency of service delivery to support regional development. 

Competitive Development Assistance Funding Model 

The selection of regions to be given development assistance is often determined by criteria related to 
poverty, population and economic indicators. The formula used in the distribution of funds to regions 
also includes weighting factors related to the above. Some countries also provide funds for regions 
based on a proportional allocation of resources or economic wealth generated by specific regions. 
These approaches to regional allocation of funds, do not necessarily reward regions for measures 
they may take to improve their competitiveness. 

If regions are to improve their competitiveness, there is a need for some changes in the mechanisms 
used to allocate development funds. While changes to formulas for national distribution of income to 
regions are difficult to make, ODA assistance could be used to enable regions to gain access to 
development funds on a more competitive basis. In this way, regions would be rewarded for 
enhancing competitiveness. This may involve the establishment of regional development assistance 
funds, which provide bridging and other forms of capital to regions at favorable interest rates that 
demonstrate high levels of public sector investment performance. Currently, many regional 
governments are given no reward or incentives to improve the performance of the assets they own or 
manage. 

ODA Regional Development Assistance Packages 
Earlier in the chapter, a framework was outlined describing the way best practices can applied to a 
range of processes needed to support the three drivers of regional development shown in Figure 7.6. 
ODAs have an important role to play in assisting regions to develop and implement packages of 
assistance. Figure 7.14 outlines a framework to guide ODA’s in developing packages of assistance 
for specific projects or programs to support regional development. 

Figure 7.14:  Framework for Regional Development Assistance Packages 

 

The institutional governance program may involve activities for institutional capacity building such as 
Policy and Regulatory Reforms; Institutional Capacity Building; Development Assistance Programs 
and Engagement and Catalyst Support. These packages could be developed to support institutions 



 185 

under the various government frameworks described earlier. Packages could also be developed 
which link frameworks. These will be important in fostering linkage programs which involve a focal 
area approach to support regional development. 

It is important to recognize that ODA have different roles in supporting regional development 
processes, and their country program strategies and rules governing the nature of assistance that can 
be requires. It is highly unlikely that an ODA would assist every activity shown in the figure. Some 
areas of assistance, such as institutional capacity building will be more appealing and within the 
mandates of bilateral agencies or NGOs. Strategic infrastructure projects are more likely to fall within 
the domain of ODAs like the Asian Development Bank and World Bank. What is needed, however, is 
a more coordinated approach to regional development assistance packaging which will involve 
greater cooperation between ODAs to develop better plans, projects and implementation mechanisms 
to improve the delivery of regional development projects and programs. The current arrangements are 
far from satisfactory and are not delivering sustainable development outcomes.  

Table 7.1 lists activities different development assistance packages and sources of funding support 
for these. Bilateral agencies have a key role in supporting most aspects of regional development. 

Table 7.1:  Funding for Development Assistance Packages 

DEVELOPMENT PACKAGES Organizational Funding Source 
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Institutional Governance       
 Corporate Governance Reform    ◄ ◄   
 Institutional Capacity Building  ◄ ◄ ◄   
 SME Development ◄ ◄ ◄ ◄ ◄  
 Government Service Delivery   ◄ ◄   
 Government Finance  ◄ ◄ ◄   
 Management Information Systems   ◄ ◄   
 Project Development & Packaging  ◄ ◄ ◄   
 Human Resource Development   ◄ ◄   
 Project Delivery Modalities  ◄ ◄ ◄ ◄ ◄ 

Strategic Infrastructure       
 Regional Finance & Capital Markets  ◄ ◄ ◄ ◄   
 Regional Infrastructure Projects        
 Economic infrastructure (ports, highways),  ◄ ◄ ◄ ◄ ◄ ◄ 
 Social infrastructure – education and health  ◄ ◄ ◄ ◄ ◄ ◄ 
 Environmental infrastructure – solid waste, ◄ ◄ ◄ ◄ ◄ ◄ 

 Logistics and OSS Facilities ◄ □ ◄ ◄   
 Marketing Intelligence Systems ◄  ◄ ◄   

Catalysts        
 Consultation and Engagement   ◄ ◄ ◄ ◄ 
 Networks, Partnerships & Alliances  ◄ ◄ ◄ ◄ ◄ ◄ 
 PSP Facilities  ◄ ◄ ◄ ◄  
 SME Funding  ◄     
 Clusters Industrial ecology networks ◄ ◄ ◄ ◄ ◄  
 Participatory budgeting   ◄ ◄ ◄ ◄ ◄ 

Note: Major Role ◄ Variable Role ◄ Minor Role □ 

New Modalities Needed to Fund Regional Development 
The ability to access capital to support regional development is a significant problem for many 
regions. Chapter 3 described various funding sources used to support regional development. 
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Chapters 4 and 5 outlined the revenue sharing arrangements for Indonesia and the Philippines. The 
primary source of funding to support regional development in most Southeast Asian countries comes 
from revenue sharing arrangements as a proportion of national tax collection. Various laws and 
regulations describe the revenue sharing arrangements.  
 
Funds derived from national revenue sharing arrangements are not sufficient to provide the strategic 
infrastructure needed to support regional development. Regions, therefore, have to generate capital 
to fund development projects from local tax revenues, borrowings and other financial instruments. The 
performance in increasing tax revenue collection remains very weak, so that borrowing is a principal 
mechanism used by regional institutions to support the construction of major infrastructure and 
community facility projects. 
 
Development Banks 

Many Southeast Asian countries have established a system of regional banks to invest in regional 
development projects. Very few of these banks have performed well and many have closed or 
reverted to commercial banking. The World Bank and the Asian Development Bank have assisted 
with the establishment of sector development banks for housing and municipal development. The 
mechanism provides for foreign exchange funds to be managed by national development banks, 
which then loan funds to public institutions for a range of development projects. The Philippines 
Municipal Development Fund (MDF) and community mortgage housing funds program are examples 
of funding modalities established by the Asian Development Bank to support sector-borrowing 
programs. 

A variation on this model, involves international development banks acting as guarantors for funds 
raised domestically through the issue of bonds and other financial instruments. This mechanism 
avoids foreign exchange risk. Regional local governments also have the ability to raise capital through 
the issue of bonds; however the experience suggests that loan financing is a cheaper method of 
securing funds for major regional development projects. 

Regional Development Grants 

In many developed countries, national governments have established regional development grant 
schemes designed to provide funds for feasibility studies and other programs to support regional 
development. Funding arrangements vary significantly from total grants to leveraged capital 
arrangements. Funds through these programs are made available on a competitive basis, but they 
are often very limited. 

Leveraging of Public Assets 

A major constraint to capital in many regions is the inability of public institutions to utilize their assets 
as collateral or equity to raise capital for strategic projects needed to support regional development. In 
many developing countries, public sector assets can be utilized as collateral in both debt and equity 
investment arrangements in strategic assets. However, regional institutions in Southeast Asian 
countries are prevented from doing this, as the value of assets is generally unknown and the 
institutions have no credit rating. The appraisal of public sector assets must be a high priority for 
regional institutions, in order for them to establish a credit rating to gain access to capital at better 
interest rates. Currently, we have a situation in many regions where public institutions are asset rich 
and cash poor, with no mechanisms to leverage capital assets.  

Priorities for Improving Accessibility to Regional Capital Development 

Access to capital to support regional development is a significant problem for regions in Asia. Unless 
regional institutions can substantially improve revenue flow from local taxes and sales of services, the 
development of major strategic infrastructure projects will continue to rely heavily on national revenue 
grant flows. There are, however, significant institutional problems involved with improving regional tax 
revenue collection. These will take many years to fix, so the priority must be given to improving asset 
performance of public institutions and in utilizing these assets as capital to support high priority 
strategic infrastructure projects.  

Priority should be given to the following finance development packages to improve access to regional 
development capital and leveraged public assets. There is a need to establish a:  
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• National Regional Institution Credit Rating System based on the valuation and performance 
of public assets, which will enable regional institutions to use assets as collateral when 
borrowing or issuing bonds to support strategic regional development projects and 
programs. 

• National Regional Competitive Grant Fund to provide capital for feasibility and other studies 
that would lead to the formulation of major projects and program to support regional 
development. 

• National Regional Development Capital Fund to enable regional institutions to gain access 
to finance for investment in joint ventures and other leveraged development projects 
associated with public private sector partnerships. The purpose of the fund is to reduce the 
risk associated with some regional public private sector projects. Funds could be raised in 
local capital markets to support the regional development capital fund, with guarantees 
provided by institutions like the ADB or World Bank. 

• Regional Catalyst Support Program, to enable regional institutions to gain access to skills 
in the private sector to support the packaging of projects and programs in support of 
regional development which will be attractive to institutional, corporate and private 
investors. 

Integration of Frameworks is the Key to Sustainable Regional Development  

This chapter set out to develop a platform to improve the performance and sustainability of regional 
development. It introduced a conceptual framework and principles to guide sustainable development, 
and proposed mechanisms applying best practices to six key processes used to promote regional 
development. These processes are applied to a range of governance frameworks for the public, 
private and community sectors.  

The major challenges in applying these frameworks are to ensure that they deliver sustainable 
development outcomes. The four basic sets of principles outlined in Figure 7.3 provide an important 
basis for guiding decisions under the frameworks proposed. If sustainable development is to be 
meaningful, it must provide a competitive environment to generate eco, social and business 
efficiencies for a wide range of activities that contribute to the building of regional economies.  

The regional development-planning framework proposed draws on a wide range of practices in 
current use in developed and developing countries. It recognizes the cyclical approach regional 
development planning, but acknowledges that theory is a new dynamic which must be taken into 
consideration in planning and managing development in more open and competitive economies. 

The final part of the chapter sets out ways in which international development agencies can 
encourage a variety of development packages to help facilitate regional economic development. 
These range from support for regulation reform, institutional capacity building, project assistance and 
establishing engagement mechanisms and catalysts which are essential to support the 
implementation of a wide range of regional development projects and programs. The organizations 
and the nature of their involvement of regional development processes have been outlined, together 
with a staging program and proposed new modalities for improving access to capital to fund the 
strategic regional investment projects. 

The chapter has attempted to gives structure for wide range of approaches, systems, and practices 
used to support regional economic development. Preparing for, developing and implementing regional 
development programs are extremely difficult. There are no simple models that can be applied 
universally, and local factors have a significant bearing on the applicability of best practices used in 
other regions. The various models and frameworks outlined in the chapter require much more 
development and testing; however, they have drawn on the best and most successful examples of 
regional development practice in both developed and developing countries. 
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Chapter 8  

Conclusions and Recommendations 
 
This study has been extensively concerned with the investigating and developing ways to 
improve the sustainability and implementation of regional development in Southeast Asian 
countries under more decentralized governance arrangements.  Much of the focus of the 
study has been on Indonesia and the Philippines. Through an extensive literature review, field 
and case studies in these and other countries, the study has sought to identify and develop 
best practice approaches to regional development. This has enabled experiences to be 
documented and lessons learned on the most effective strategies for regional economic 
development in these and other countries that assist poverty alleviation taking into account 
the diversity of circumstances of the poor.  

The latter part of the study has been concerned with the development of frameworks and 
approaches to improve the implementation and support for regional economic development in 
Indonesia and the Philippines. This will involve identifying means multilateral agencies, 
governments, private sector and non-government organisations can support, help, develop 
and implement regional projects which maximize poverty reduction impact of the project; the 
institutional and social sustainability of the project; and the financing of the project and project 
implementing agencies. 

The study has revealed the surprising lack of information on current approaches to regional 
development in Asia and the absence of good case studies on sustainable development best 
practice.  While, the study has documented a large number of best practice examples of 
regional development practices, many of which have relevance to Asian regions, much more 
work is required to develop a database of knowledge and information about the experience of 
regional development under decentralization that can be shared between regions.  In drawing 
some conclusions to this study, the following observation and lessons have been identified. 
These are followed by a set of recommendations for consideration by the ADB and other 
ODAs.  

Observations and Lessons  

Leveraging Resources to overcome Capacity Weaknesses  
Decentralization has been implemented very fast and recently in countries like Indonesia and 
Cambodia.  Even in countries like Malaysia and the Philippines, which decentralized some 
time ago, there is still a lack of clarity over responsibilities and fiscal arrangements for a wide 
range of services and facilities which need to be provided by government to support regional 
development.  While there is willingness by regions to embrace greater autonomy, most non-
metropolitan regions lack the capacity and experience to implement new laws and regulations 
related to decentralization.  There is also unwillingness by many public institutions to want to 
change and reform governance systems to ensure greater transparency and accountability. In 
Indonesia there is evidence that decentralization has not improved the performance of 
regional governments, but to spreading of corruption to regional administrations. 

Decentralization has left many regional organisations ill prepared to deal with the 
responsibilities assigned to them under a wide range of laws and regulations.  There has 
been a lack of guidelines and inadequate training provides to introduce new administration 
planning and management tools need to develop efficient and effective governments. There is 
a lack of understanding about how to make regions more competitive, a weakness in 
budgeting planning, financial and asset management and limited expertise packaging public 
projects which will be attractive to private investment. Many regional governments are 
seeking to foster economic development using old economic models, with limited success. 

There are however some regions that have embraced the challenges of decentralization and 
operating in a more open and competitive environments. Some demonstrate many good 
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elements of best practice in capital stewardship, policy and strategy development and 
implementation, financial management and development finance.  Unfortunately, they lack the 
capacity to make the improvements and fund the development of new strategic infrastructure 
that would make them more competitive.  The time and resources required to build the 
capacity of regional institutions is significant. In many case this will take more than 10 years. 
Given the limitation of resources to fund institutional capacity building, regional institutions are 
going to have to come up with smarter ways to leverage limited resources and introduce 
innovate ways to overcome resource limitations.  A high priority must be on improving existing 
government systems and infrastructure rather than introducing advanced technologies and 
systems that are beyond the capacity of many regional institutions to support funding. 

Poverty Alleviation 
The evidence gathered on poverty alleviation, shows that while absolute poverty levels have 
declined in all countries in Asia, there is a growing divergence in inter and intra- regional 
poverty, except in Thailand. In Indonesia and the Philippines the per capita income in the 
wealthiest regions exceeded by more than 10 times that of the poorest regions. All countries 
in Asia have regional developed poverty alleviation strategies; however, the success of these 
has been greatest when programs were locally designed and funded and focuses on the 
development of small and medium scale enterprises.  These disparities are expected to widen 
as investment in regional development is being directed predominantly to those regions which 
have substantial endowed resources or some competitive advantage in terms of a skilled 
workforce, good infrastructure and well-run public institutions. 

Poverty alleviation programs in rural areas failed to take into consideration that over the next 
25 years, more than half the rural population in Asia will move to cities. Unless rural 
populations are provided with basic skills to cope with the move to cities, the problem of rural 
poverty will be increasingly transferred to cities, most of whom will join the increasingly large 
pool of informal sector employment.  There should also be recognition that poverty alleviation 
programs in rural regions will have little long-term impacts unless there are major structural 
changes and diversification to many rural economies. The problem of land disputes, 
fragmentation of land ownership, and the high dependency upon remittances are significant 
problems contributing to the poverty situation in rural regions. 

Weakness of Integrated and Strategic Planning 
Much of the planning for regional development in Asian countries in the past was undertaken 
by central planning agencies, with regional agencies responsible for local project and program 
execution.  Most funds to support major regional development projects were sourced from 
central government or with the support of international loans.  Much of the planning 
undertaken was based on supply-side economics, so that large infrastructure projects were 
constructed, little consideration given to demand for the services provided.  Many regions, 
especially in Vietnam and Thailand, built large industrial estate and supporting infrastructure, 
which remain substantially underutilized.   

Many of the plans prepared for regional development gave strong emphasis to spatial 
planning.  Detailed list of projects and programs were prepared to support the implementation 
of master plans, with very little consideration given to feasibility studies to determine the 
market viability of many projects.  Many local governments continue to operate using 
approaches to planning that no longer respond to the needs of markets or the ability of 
regions to fund the necessary supporting infrastructure.  There is a need for the introduction 
of corporate plans to assist with restructuring of regional institutions, and strategic plans 
which offer a more flexible approach to providing basic services and infrastructure based on 
demand factors. There is need for improved mechanisms for relating planning to budgeting 
and financing of proposed development projects and programs. 
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Stemming the Leakage of Regional Capital  
There is anecdotal evidence gathered from the case studies conducted in the Philippines and 
Indonesia at various substantial capital leakages from regions due to the lack of local 
investment opportunities at the focus on consumption driven growth.  Regional financial 
institutions indicated that they had strict lending portfolios, very low threshold some borrowing 
limits locally and that they were unable to identify bankable projects to invest in. There are 
also low levels of domestic saving in most regions, with a significant proportion of savings 
been spent on household and luxury goods, rather than investing in fixed assets capable of 
generating future revenue flows.  There is a very poor understanding of the nature of capital 
flows in regions, which is an area that requires investigation in order to identify potential 
opportunities for import substitution industries and new industries which would diversify the 
economic base of regions. 

Learning to Operate in a Global Economy 
Few regions in South East Asia understand how to decentralized governments should 
operate under open and competitive market conditions and how to improve the 
competitiveness of public institutions and local business by focusing on these drivers of the 
economy. There is a very poor understanding of globalization and how regional economies 
should prepare themselves to integrate more with both the national and global economies. 

There is still a high dependency on central government for capital to support regional 
development. Regions are constrained in their ability to unlock the ‘dead capital’ tied up in 
land, buildings and other assets and to use this as collateral and equity to support the 
development of projects and programs thus strengthening these drivers of growth. There is a 
lack of integrating frameworks to enable regional governments to collaborate and leverage 
precious resources to support development. Development agencies also need to rethink their 
approach so as to provide more direct, effective and coordinated assistance to regions.  
Regional institutions in Asia must learn to work more collaboratively for regional development 
to become more sustainable. This is necessary to overcome problems related to a lack of 
resources; a lack of economies of scale for business; barriers of entry to markets; inefficient 
supply chains; lack of skills; and scarcity of catalysts all of which are important in linking 
business and governments to capital and other markets.  

Building Better Strategic Infrastructure  
Strategic infrastructure comprises ‘hard’ physical infrastructure, such as roads, rail, ports, 
telecommunications systems etc, and ‘soft’ infrastructure such as research, education, health 
and financial institutions needed to support the development of key industry sectors that will 
drive the development of regional economies.  In developing plans and proposals for strategic 
infrastructure it is important these be linked to an investment strategies which facilitate the 
development of sector or industry clusters.   

There is a tendency for many regions to think that the development of hard infrastructure, 
especially transport facilities, will lead to investment in other development projects.  This 
supply side approach to economic development has led to major infrastructure projects being 
constructed with no demand for the services provided. Regions must learn how to develop a 
more demand driven approaches to regional development if they are to be competitive.  

In developing key hard infrastructure projects to support regional development, regional 
governments in their planning, budgeting and financing of development of key infrastructure 
projects need to consider carefully what support services, such as education facilities, testing 
laboratories, well developed marketing intelligence and financial systems and the basic skills 
needed to support investment and the development industry clusters. The development of 
integrated infrastructure, mutli-modal transport, logistics, information and research facilities 
are important factors in building regional competitive advantage.   
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Absence of regional Catalysts   
One of the reasons regions in Southeast Asia have been unable to attract investment and 
development is the absence of catalysts. Most regional and local governments and 
businesses lack the expertise to package major projects in a way that makes them attractive 
to investors. Nor do they have the capability or expertise to interact with investors and 
developers. Catalysts formulate projects so as to reduce or hedge against market and 
financial risks; they work out the sequence of developments to maximize returns and identify 
project finance, management and technical expertise needed to design, fund and implements 
projects. In open market economies, regions that have an abundance of catalysts to initiate 
and drive the development of projects are the ones that continue to attract the most 
investment. 

Better Frameworks for Regional Development 
This study has attempted to provide structure to wide range of approaches, systems, and 
practices used to support regional development under decentralized government. The 
concepts, frameworks and packages suggested for ODA assistance to sustainable support 
regional development outlined in the study draw upon many successful examples of best 
practice in developed and developing countries. These frameworks require further 
investigation, development and testing in order to provide regional institutions, business and 
communities with better tools and the capabilities to prepare development plans and 
implement strategic infrastructure projects and programs under more open, competitive and 
changing environmental conditions.  Unless regions are equipped and learn to do this, the 
prospects of reducing regional poverty, removing regional disparities, improving community 
well being and achieving sustainable development outcomes will remain limited.  

Increasing the Multipliers the Key to Sustainable Development 
An important principle of sustainable regional development is to maximize the multiplier 
effects in the use of capital. The intent of sustainable development should be to add value to 
the total capital stock as discussed above. This is achieved by capitalizing on the 
opportunities to leverage and stretch public and private sector resources, particularly in 
supporting the development of industry clusters and industrial ecology (waste recovery). If 
organizations and business can be trained to identify opportunities to share resources, the net 
result should be an expansion of social, environmental and economic multipliers and more 
sustainable development outcomes. Multiplier effects can be achieved by using multi-
sector/discipline approaches to project and program design; seeking opportunities to leverage 
environmental and social development projects by piggy-backing on economic projects; 
taking holistic cluster/area-focused approaches to regional development assistance; and 
encouraging innovation. 

Unlocking the Potential of Dead Public Capital  
Most regional governments hold substantial public assets from which they receive little or no 
economic returns.  Many regional institutions do not have an updated inventory of assets, or 
have prepared a corporate a balance sheet showing the value of assets they own. 
Subsequently, regional institutions are unable to use their assets as collateral for raising loans 
to invest in infrastructure projects or as equity in public-private partnership projects.  The 
lending capacity of regional institutions could be substantially enhanced, if they were 
permitted to use public assets as collateral to secure loans.  In addition to public sector 
assets, there are billions of dollars of assets held in private ownership which cannot be used 
as collateral for private sector lending.  The same assets are often not taxed by regional 
governments, because ownership may be disputed and deceased estates not notified to 
public officials in order to avoid transfer taxes.  The unlocking of dead capital in regions is 
critical to enable land market to operate efficiently and for assets to be capitalized provide 
funds for private and public sector investment projects needed to support regional 
development, local credit facilities and employment. 
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New Financial Instruments to Support Regional Development 
Finance plays a key role in regional development. Most regions in Asia have weak financial 
institutional infrastructure and limited capacity to package and develop major projects and 
programs which are attractive to investors. There are several important issues for financing 
regional infrastructure. In particular: improving access to development finance to key strategic 
infrastructure projects are to regional level; increasing local credit facilities; improving the 
performance of local capital markets, and removing some of the restrictions and conditions 
imposed by international development banks to enable them to operate more at a regional 
level.  For the international institutions supplying finance, key performance issues are the 
need for: 

• Quick response (limited life of administrations); 

• Flexibility in investment size (small local governments cannot finance large 
investments); 

• Consessional finance (including grants) for financially non-viable, pro-poor 
investments; and 

• Ability to fund a program of multi-sectoral investments requiring a mixture of public 
and private financing identified by such processes as City Development Strategies 
(CDSs). 

The ability of the ADB and other development banks to respond to the above using existing 
products is limited. Lending policy conditions, sovereign guarantee requirements, ‘graduation 
policies’, national government debt ceilings, difficulty in utilizing co-financing effectively, and 
lack of local currency loans constrain lending; and guarantee mechanisms have been of 
limited value thus far. 

The opportunities for more effective financial support to regional projects thus relate to finding 
ways to partner with sub-national institutions, local financial institutions and international 
NGOs and their local counterparts. In respect of local funding, the use of guarantee 
mechanisms could be further explored. In addition, investment needs in the urban sector are 
delivered by both public and private entities. Often public and private suppliers 'share' a 
sector – for example transport. This implies the need to be able to structure projects so as to 
provide finance to both public and private sector organizations. Lastly, in terms of traditional 
loan products, some rethinking of the conditions and changes in loan structures are required 
to support the needs of the clients under more decentralised government. 

New Framework for Regional Development 

Lessons Learned From Indonesia 
Indonesia embarked upon an ambitious program of decentralization in 2001. The process of 
decentralization was guided by to laws 22/1999 involving the devolution of powers and 
responsibilities, and 25/1999  which set out fiscal arrangements for national revenue sharing. 
Over 2 million central government agency staff were transferred to regional government along 
with a very large number of central government assets. Significant problems began to be 
experience with the decentralization process due to the failure to pass important regulations, 
and the granting of local government and provincial government with the same powers.  As a 
result there was significant confusion over which level of government was responsible for 
delivering services to communities and regions.  

Several important lessons have been learned from the decentralization experience in 
Indonesia.  These include: regulations and guidelines for implementing the decentralization 
process should have been prepared and training provided to public officials so that they were 
confident in implementing the laws once they were enacted; there was need for programs 
change management to be introduced into institutions to ensure were restructured to develop 
more efficient and effective organizations as part of the decentralization implementation 
process, and a more competitive basis should have been provided for access to shared 
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revenues as an incentive for regions to introduce changes necessary to realize the benefits of 
the decentralization program. 

Several regions in Indonesia have embraced the reform process and introduced innovative 
and best practices into a wide range of government processes.  There have been a wide 
range of ODA projects which have assisted regions to develop institutional capacity and to 
improve their overall performance. The Regency of Sleman, which forms a part of 
Yogyakarta, demonstrates many good examples of best practice in terms of performance-
based budgeting, stewardship of environmental capital, innovative policies and programs to 
support economic development - especially the focus on industry clusters. 

Lessons learned from Philippines  
The Philippines embarked upon a program of decentralization in 1991 under the provision of 
the local government code. The Philippines has one of the highest proportions of national 
revenue allocated to support the functions of provincial and local government, are set at 40%.  
Because of the high level of disbursement of national revenue, many regions have little 
incentive to improve the level of local tax collection or invest in project to improve overall 
revenue collection.  There are significant problems in areas of land administration, valuation 
and business tax collection, which substantially reduce the potential revenue flow to support 
regional development projects and programs.   The investment performance of most regions 
of the Philippines has continued to fall in recent years.  Metro Manila with less than 1/5 of the 
country's population generate more than 30% of the country's gross regional product, giving 
rise to sharp disparities in income, employment, and poverty compared to other parts of the 
country. 

Several regions of the Philippines have taken steps to improve the performance of regional 
institutions to the adoption of good governance practices, Sound investment strategies and a 
focus on becoming more global in terms of business development. Other regions, such as 
Northern Luzon, Visayas and parts Mindanao are struggling to attract investment because a 
week institutional governance, poor strategic infrastructure and significant problems 
associated with land administration and management.  Those regions that have been 
successful in developing their economy have given strong emphasis to the adoption of good 
governance, application of integrated planning and budgeting, use of public-private sector 
partnership is to provide key strategic infrastructure and improving frameworks for 
Corporation between local governments in the region. 

Recommendations 

The study has identified several matters requiring further investigation and action by 
Governments and ODAs to improve systems and processes used by regions to facilitate 
regional development.  The most important of these are: 

 The need to develop demonstration model projects, which improve the modalities for 
integrated planning, budgeting, packaging and financing of regional development 
activities, and which provide examples of how different regions can develop 
competitive infrastructure and services to support sustainable regional development.  

 ODA regional development programs should be more area focused to build the 
capacity of key regional institutions to act as hubs, catalysts and learning centers to 
facilitate the transfer of knowledge and expertise to other regional institutions.  This 
increases the multiplier effects of development assistance, helps develop local 
networks and information flows and facilitates the development of industry clusters. 

 ODA assistance programs should be more cluster-focused, recognizing that sector 
industries require a wide range of integrated services and strategic infrastructure 
support to operate efficiently. Clustering enhances the multiplier effects of sector 
development and encourages innovative solutions to address development problems. 
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 Programs of change management reform must precede institutional capacity building 
if there is to be support for reform. 

 Programs to assist rural areas need to give high priority to the development of basic 
skills and employment to enable those who decide to migrate to cities to have the 
capabilities to manage the transition to an urban way of life. This will contribute to a 
developing a more skilled and formal sector urban workforce and help reduce urban 
poverty.  

 There is a specific need to support the development of catalysts and intermediates 
that can translate and facilitate the implementation of development plan proposals 
into projects and programs that are attractive to investors and developers.  

 Research on regional capital flows is required to develop a better understanding of 
the levels and type of public and private sector investment in development and the 
leakage of capital from regions and what can be done to stem capital leakage. 

 The development of regional competitiveness indicators is required to monitor 
performance and sustainability of regional development  

 Improved and competitive financial instruments and modalities are required to fund 
the development of key strategic infrastructure, provide seed capital to leverage 
private capital for agency projects and to provide opportunities for institutions to 
leverage assets to invest in development. 
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Annexes 
ANNEX 1: Indonesia 

Annex 1. Indonesian Economic Growth, 2001-2003 (in billion Rupiah, 1993 at constant prices) 

Economic Sector 2001 Gr 01-02 
(%) 2002 AAG99-

02(%) 
Gr 02 
03(%) 2003 

Agriculture 67,318.50 2.01 68,669.70 1.93 2.48 70,374.40 
a. Food Crops 34,260.20 0.80 34,533.80 0.88 1.55 35,070.10 
b. Estate Crops 11,331.90 4.20 11,807.60 3.00 5.16 12,417.20 
c. Livestock 7,312.70 2.36 7,485.20 3.84 3.47 7,745.20 
d. Forestry 6,556.20 1.92 6,682.20 0.42 -0.35 6,658.90 
e. Fishery 7,857.50 3.86 8,160.90 4.92 3.95 8,483.00 
Mining and Quarrying 39,401.30 2.55 40,404.80 1.93 0.46 40,590.80 
a. Oil and Gas 21,537.30 -2.13 21,079.40 -2.47 -3.42 20,358.20 
b. Non-Oil and Gas mining 13,026.90 8.91 14,188.20 10.06 2.79 14,584.40 
c. Quarrying 4,837.00 6.21 5,137.20 3.67 9.95 5,648.20 

Manufacturing 108,272.3
0 3.43 111,982.50 4.11 3.50 115,900.70 

a. Oil and Gas Manufacturing 11,196.50 1.22 11,332.70 0.73 0.58 11,398.60 
b. Non-Oil and Gas 
Manufacturing 97,075.80 3.68 100,649.80 4.55 3.83 104,502.10 

Electricity, Gas, and Water 7,111.90 6.00 7,538.40 7.50 6.82 8,052.20 
Construction 24,308.20 4.86 25,488.40 3.25 6.70 27,196.20 
Trade, Hotel, and Restaurant 65,824.60 3.81 68,333.30 3.27 3.74 70,891.30 
a. Wholesale and Retail Trade 51,997.80 3.60 53,871.40 3.04 3.52 55,766.90 
b. Hotel  2,760.20 1.31 2,796.40 2.99 1.35 2,834.10 
c. Restaurant 11,066.60 5.41 11,665.50 4.47 5.36 12,290.40 
Transportation and 
Communication 31,338.90 8.03 33,855.10 5.92 10.69 37,475.50 

a. Transportation 22,451.70 4.98 23,569.70 3.64 8.22 25,507.40 
b. Communication 8,887.20 15.73 10,285.40 12.31 16.36 11,968.10 
Financial and Banking 28,932.30 5.73 30,590.80 2.13 6.28 32,512.50 
a. Banking 9,795.90 6.38 10,420.80 1.28 6.23 11,070.10 
b. Other Financial Institutions 3,212.80 4.24 3,348.90 3.70 4.36 3,494.90 
c. Financial Supporting 
Services 243.5 3.61 252.3 3.69 1.82 256.9 

d. Rental 9,631.50 5.54 10,164.80 1.88 6.92 10,868.50 
e. Business Services 6,048.70 5.88 6,404.10 3.34 6.53 6,822.20 
Other Services 39,245.40 2.13 40,080.10 2.38 3.44 41,459.90 
a. Government 22,795.40 0.40 22,887.00 1.13 0.94 23,103.00 
b. Private 16,450.10 4.52 17,193.10 4.20 6.77 18,356.90 

GDP 411,753.5
0 3.69 426,942.90 3.21 4.10 444,453.50 

GDP (excluding oil and gas) 379,019.6
0 4.09 394,530.80 3.65 4.60 412,696.70 

Source:  Statistics Indonesia – CBS, 2004. 
Gr:  Growth                  AAG99-‘02: Average Annual Growth, 1999-2002 
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Annex 2. Provincial GRDP per capita, population, and national Williamson index, 2000-2002 
(GRDP per Capita was in million Rp, 1993 constant price, and population in thousand) 

Province 
2000 2001 2002 

GRDP per 
Capita Population GRDP per 

Capita Population 
GRDP per 

Capita Population 

ACEH 2,323 3,929 2,318 3,985 2,289 4,041 
NORTH SUMATRA 2,063 11,642 2,113 11,792 2,170 11,942 
WEST SUMATRA 1,852 4,249 1,908 4,273 1,979 4,298 
RIAU 4,372 4,948 4,370 5,161 4,374 5,383 
JAMBI 1,393 2,407 1,435 2,450 1,458 2,494 
SOUTH SUMATRA 1,743 6,899 1,744 7,061 1,764 7,226 
BANGKA BELITUNG 2,081 900 2,176 908 2,259 917 
BENGKULU 1,115 1,564 1,127 1,609 1,143 1,656 
LAMPUNG 1,066 6,731 1,092 6,809 1,135 6,889 
JAKARTA 7,140 8,361 7,390 8,372 7,666 8,382 
WEST JAVA 1,558 35,724 1,587 36,435 1,617 37,157 
BANTEN 2,042 8,098 2,076 8,355 2,114 8,619 
CENTRAL JAVA 1,311 31,223 1,343 31,504 1,377 31,786 
YOGYAKARTA 1,608 3,121 1,649 3,142 1,694 3,163 
EAST JAVA 1,635 34,766 1,679 34,996 1,725 35,225 
BALI 2,388 3,150 2,438 3,190 2,483 3,230 
WEST NUSATENGGARA 1,092 4,009 1,169 4,080 1,192 4,152 
EAST NUSATENGGARA 772 3,823 799 3,884 833 3,945 
WEST KALIMANTAN 1,811 41,016 1,805 4,106 1,801 4,198 
CENTRAL KALIMANTAN 2,206 1,855 2,201 1,910 2,208 1,966 
SOUTH KALIMANTAN 2,153 2,984 2,203 3,026 2,239 3,068 
EAST KALIMANTAN 9,129 2,452 9,331 2,520 9,469 2,589 
NORTH SULAWESI  1,610 2,001 1,657 2,027 1,701 2,052 
GORONTALO 1,102 833 1,144 846 1,199 859 
CENTRAL SULAWESI  1,095 2,176 1,124 2,231 1,156 2,287 
SOUTH SULAWESI  1,255 8,051 1,298 8,167 1,339 8,284 
SOUTHEAST SULAWESI  919 1,820 941 1,877 972 1,935 
MALUKU 1,116 1,163 1,097 1,164 1,128 1,165 
NORTH MALUKU 1,172 732 1,186 736 1,206 739 
PAPUA 3,766 2,214 3,591 2,284 3,784 2,356 

INDONESIA 1,979 205,84
3.0 2,021 208,90

1 2,069 212,00
3 

Williamson Index    

Vw 0.737 0.739 0.741 
Vuw 0.908 0.907 0.905 

• Note: 

• Where : fi  =  population of the ith region,    n = national population 
•               yi = “income per capita” of the ith region,    N = number of regions 

•               y  = national income per capita 
Source:  Statistics Indonesia – CBS, 2003. 
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Annex 3: Provincial GRDP 2001 & 2002 (in million Rp, 1993 constant price) 

PROVINCE Gr00-‘01 ‘01 GRDP % of GDP Gr ‘01-‘02 ‘02 GRDP % of GDP 
ACEH 1.19 9,237,840 2.24 0.13 9,249,480 2.17 
NORTH SUMATRA 3.72 24,911,048 6.05 4.04 25,918,696 6.07 
WEST SUMATRA 3.63 8,153,962 1.98 4.29 8,503,928 1.99 
RIAU 4.25 22,552,524 5.48 4.40 23,544,880 5.51 
JAMBI 4.81 3,515,566 0.85 3.45 3,636,903 0.85 
SOUTH SUMATRA 2.40 12,313,753 2.99 3.54 12,749,219 2.99 
BANGKA BELITUNG 5.56 1,976,771 0.48 4.74 2,070,432 0.48 
BENGKULU 4.03 1,814,479 0.44 4.32 1,892,935 0.44 
LAMPUNG 3.61 7,433,265 1.81 5.15 7,816,357 1.83 
JAKARTA 3.64 61,865,971 15.03 3.87 64,259,075 15.05 
WEST JAVA 3.89 57,824,843 14.04 3.93 60,096,782 14.08 
BANTEN 4.84 17,340,654 4.21 5.05 18,216,573 4.27 
CENTRAL JAVA 3.33 42,305,176 10.27 3.44 43,759,541 10.25 
YOGYAKARTA 3.29 5,182,544 1.26 3.38 5,357,669 1.25 
EAST JAVA 3.33 58,750,180 14.27 3.41 60,754,056 14.23 
BALI 3.39 7,777,071 1.89 3.15 8,021,669 1.88 
WEST NUSATENGGARA 8.99 4,770,688 1.16 3.69 4,946,937 1.16 
EAST NUSATENGGARA 5.10 3,103,059 0.75 5.96 3,287,944 0.77 
WEST KALIMANTAN 1.87 7,409,948 1.80 2.01 7,559,183 1.77 
CENTRAL KALIMANTAN 2.72 4,203,919 1.02 3.27 4,341,375 1.02 
SOUTH KALIMANTAN 3.74 6,665,209 1.62 3.07 6,869,600 1.61 
EAST KALIMANTAN 5.04 23,513,161 5.71 4.29 24,521,451 5.74 
NORTH SULAWESI  4.25 3,357,569 0.82 3.96 3,490,692 0.82 
GORONTALO 5.38 968,046 0.24 6.42 1,030,221 0.24 
CENTRAL SULAWESI  5.19 2,507,463 0.61 5.41 2,643,128 0.62 
SOUTH SULAWESI  4.97 10,603,662 2.58 4.61 11,092,996 2.60 
SOUTHEAST SULAWESI  5.63 1,766,340 0.43 6.49 1,880,970 0.44 
MALUKU -1.58 1,276,998 0.31 2.95 1,314,720 0.31 
NORTH MALUKU 1.61 872,225 0.21 2.17 891,160 0.21 
PAPUA -1.63 8,202,084 1.99 8.71 8,916,759 2.09 
INDONESIA 3.45 411,753,500  3.69 426,942,900  

• Source:  Statistics Indonesia – CBS, 2003. 
•  
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Annex 4: Sectoral Contribution of Provinces GRDP in 2002 (bold number indicates the 

proportion of major economic sector in a respective province) (in %) 
PROVINCE 1 2 3 4 5 6 7 8 9 

ACEH 28.17 19.93 19.93 0.30 4.30 7.61 10.69 1.81 7.26 
NORTH SUMATRA 29.92 1.28 22.31 1.73 4.29 17.24 8.83 6.91 7.49 
WEST SUMATRA 22.01 5.35 16.06 2.97 3.77 16.77 12.42 4.74 15.90 
RIAU 8.66 50.55 20.47 0.48 2.63 8.19 3.41 2.49 3.12 
JAMBI 28.65 10.68 17.30 0.98 2.40 16.88 10.56 2.82 9.73 
SOUTH SUMATRA 20.68 14.20 20.79 0.83 5.92 21.25 5.47 3.97 6.89 
BANGKA BELITUNG 24.89 14.39 21.52 1.01 7.18 14.77 3.91 5.19 7.16 
BENGKULU 32.56 3.11 4.86 1.12 2.87 16.81 15.25 5.99 17.43 
LAMPUNG 34.71 3.46 13.31 1.19 7.39 14.99 9.63 6.40 8.92 
JAKARTA 0.17 0.00 21.30 2.11 10.64 24.20 9.95 22.17 9.47 
WEST JAVA 12.76 5.20 39.32 3.45 3.38 17.15 5.36 4.53 8.85 
BANTEN 9.12 0.12 49.95 4.43 2.31 18.15 8.09 2.52 5.31 
CENTRAL JAVA 19.71 1.53 30.54 1.32 4.04 23.85 5.36 3.83 9.83 
YOGYAKARTA 15.60 1.14 13.16 0.76 8.49 16.11 13.19 11.26 20.28 
EAST JAVA 17.22 1.94 25.24 2.82 4.37 22.72 8.77 5.80 11.12 
BALI 19.10 0.71 8.75 1.73 4.48 30.48 13.13 6.74 14.88 
WEST NUSATENGGARA 24.97 29.16 3.93 0.43 6.00 12.45 9.52 1.84 11.70 
EAST NUSATENGGARA 35.66 1.17 2.35 0.98 5.98 14.19 10.81 4.04 24.83 
WEST KALIMANTAN 24.10 1.50 18.81 1.04 6.34 19.13 10.41 7.02 11.65 
CENTRAL KALIMANTAN 41.63 1.73 7.53 0.53 4.81 18.73 10.71 2.24 12.09 
SOUTH KALIMANTAN 22.44 18.20 15.21 1.71 4.29 15.05 11.05 3.16 8.90 
EAST KALIMANTAN 8.11 32.73 31.53 0.42 2.96 8.62 10.48 2.74 2.41 
NORTH SULAWESI  26.21 6.66 9.17 0.79 10.36 12.83 16.32 2.95 14.70 
GORONTALO 30.43 3.92 10.14 0.84 7.37 15.97 8.76 5.09 17.48 
CENTRAL SULAWESI  44.92 2.51 7.36 0.86 6.54 10.98 8.52 3.85 14.45 
SOUTH SULAWESI  33.54 4.54 12.54 1.49 4.53 18.19 8.57 4.56 12.05 
SOUTHEAST SULAWESI  31.44 3.21 7.04 1.21 8.79 14.47 12.38 4.98 16.48 
MALUKU 32.96 0.90 4.80 0.54 0.90 22.74 8.82 7.02 21.31 
NORTH MALUKU 28.32 5.69 19.03 0.72 0.85 23.06 7.94 4.51 9.88 
PAPUA 17.91 57.68 3.19 0.34 4.18 4.71 4.50 1.38 6.09 
INDONESIA 16.08 9.46 26.23 1.77 5.97 16.01 7.93 7.17 9.39 

• Source:  Statistics Indonesia – CBS, 2003 
• Note: 

1 Agriculture 
2 Mining and Quarrying 
3 Manufacturing (including oil and gas manufacturing) 
4 Electricity, Gas, and Water 
5 Construction 
6 Trade, Hotel, and Restaurant 
7 Transportation and Communication 
8 Financial, Rental, and Business Services 
9 Other Services 
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Annex 5. Number of Banks and Bank Offices 
•  

•  
• Source: Bank Indonesia, 2004. 

•  
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Annex 6: Development of Multi Finance Companies Performance 

•  
• Source: Bank Indonesia, 2004. 
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Annex 7: Summary of Various Poverty Targeting Programs 

 
Source: Ari A. Perdana and John Maxwell in Poverty Targeting in Indonesia: Programs, Problems and 
Lessons Learned, CSIS Working Paper, WPE 083, p.14. 

•  
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Annex 8: Provincial fiscal structure, 2002 (revenue side) 

PROVINCE % Local 
Revenue 

% Revenue 
Sharing 

% Central Government 
Contribution 

ACEH 4.44 82.87 9.96 
NORTH SUMATRA 45.32 10.91 28.63 
WEST SUMATRA 35.98 6.94 50.18 
RIAU 17.72 50.69 14.46 
JAMBI 28.97 12.59 57.02 
SOUTH SUMATRA 30.71 28.50 27.86 
BANGKA BELITUNG 20.83 8.43 69.79 
BENGKULU 13.49 4.15 79.32 
LAMPUNG 31.10 18.67 45.08 
JAKARTA 37.93 31.64 8.27 
WEST JAVA 52.61 17.00 24.53 
BANTEN 38.02 26.90 19.95 
CENTRAL JAVA 43.83 7.44 39.17 
YOGYAKARTA 37.48 4.46 49.08 
EAST JAVA 48.11 8.84 27.48 
BALI 55.55 4.51 24.57 
WEST NUSATENGGARA 26.22 11.79 61.79 
EAST NUSATENGGARA 14.60 5.29 51.69 
WEST KALIMANTAN 30.30 9.84 56.49 
CENTRAL KALIMANTAN 15.49 16.49 63.86 
SOUTH KALIMANTAN 34.09 21.54 42.06 
EAST KALIMANTAN 15.78 56.66 17.14 
NORTH SULAWESI  17.03 3.72 74.77 
GORONTALO 9.31 2.81 85.68 
CENTRAL SULAWESI  21.16 5.79 70.22 
SOUTH SULAWESI  37.19 13.38 46.19 
SOUTHEAST SULAWESI  11.99 4.97 71.57 
MALUKU 25.93 5.06 63.01 
NORTH MALUKU 1.35 5.28 62.56 

• Source:  Statistics Indonesia – CBS, 2003. 
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Annex 9: Approved Foreign Direct Investment (FDI) by province, 2002 & 2003  
(in millions of US$) 

PROVINCE 2002 % of Indonesia 
FDI 2003 % of 

Indonesia FDI 
% change 
2002-2003 

ACEH 0.0 0.00 82.5 0.62  
NORTH SUMATRA 44.4 0.45 57.6 0.44 29.73 
WEST SUMATRA 10.0 0.10 45.3 0.34 353.00 
RIAU 1,152.3 11.77 1,175.3 8.90 2.00 
JAMBI 21.6 0.22 0.6 0.00 -97.22 
SOUTH SUMATRA 724.4 7.40 1.1 0.01 -99.85 
BANGKA BELITUNG 31.2 0.32 19.6 0.15 -37.18 
BENGKULU 0.0 0.00 159.2 1.21  
LAMPUNG 85.7 0.88 0.0 0.00 -100.00 
JAKARTA 3,373.5 34.46 5,611.6 42.49 66.34 
WEST JAVA 897.4 9.17 911.0 6.90 1.52 
BANTEN 160.6 1.64 383.2 2.90 138.61 
CENTRAL JAVA 71.6 0.73 89.7 0.68 25.28 
YOGYAKARTA 19.9 0.20 17.4 0.13 -12.56 
EAST JAVA 271.1 2.77 417.7 3.16 54.08 
BALI 86.5 0.88 198.5 1.50 129.48 
WEST NUSATENGGARA 119.5 1.22 2,805.6 21.24 2247.78 
EAST NUSATENGGARA 2.5 0.03 0.4 0.00 -84.00 
WEST KALIMANTAN 1.4 0.01 33.0 0.25 2257.14 
CENTRAL KALIMANTAN 8.9 0.09 32.2 0.24 261.80 
SOUTH KALIMANTAN 34.0 0.35 2.1 0.02 -93.82 
EAST KALIMANTAN 2,192.7 22.40 713.4 5.40 -67.46 
NORTH SULAWESI  41.2 0.42 181.3 1.37 340.05 
GORONTALO 0.0 0.00 0.1 0.00  
CENTRAL SULAWESI  0.3 0.00 0.0 0.00 -100.00 
SOUTH SULAWESI  373.7 3.82 0.0 0.00 -100.00 
SOUTHEAST SULAWESI  5.0 0.05 43.8 0.33 776.00 
MALUKU 0.0 0.00 3.0 0.02  
NORTH MALUKU 0.0 0.00 0.0 0.00  
PAPUA 59.7 0.61 222.0 1.68 271.86 

INDONESIA 9,789.1  13,207.2  34.92 

• Source: Indonesian Financial Statistics, Bank Indonesia, 2004. 
•  
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Annex 10: Provincial Rankings of GRDP, GRDP per capita, and HDI in 2002  
(1993 constant price) 

PROVINCE 
GRDP 
(million Rp) 

RANKING 
GRDP per cap 
(thousand Rp) 

RANKING HDI RANKING 

ACEH 9,249,480 11 2,289 6 66.0 15 
NORTH SUMATRA 25,918,696 5 2,170 10 68.8 7 
WEST SUMATRA 8,503,928 13 1,979 12 67.5 8 
RIAU 23,544,880 7 4,374 3 69.1 5 
JAMBI 3,636,903 21 1,458 19 67.1 10 
SOUTH SUMATRA 12,749,219 9 1,764 14 66.0 16 
BANGKA BELITUNG 2,070,432 25 2,259 7 65.4 20 
BENGKULU 1,892,935 26 1,143 26 66.2 14 
LAMPUNG 7,816,357 15 1,135 27 65.8 18 
JAKARTA 64,259,075 1 7,666 2 75.6 1 
WEST JAVA 60,096,782 3 1,617 18 65.8 17 
BANTEN 18,216,573 8 2,114 11 66.6 11 
CENTRAL JAVA 43,759,541 4 1,377 20 66.3 13 
YOGYAKARTA 5,357,669 18 1,694 17 70.8 3 
EAST JAVA 60,754,056 2 1,725 15 64.1 25 
BALI 8,021,669 14 2,483 5 67.5 9 
WEST 
NUSATENGGARA 4,946,937 19 1,192 24 57.8 30 

EAST 
NUSATENGGARA 3,287,944 23 833 30 60.3 28 

WEST KALIMANTAN 7,559,183 16 1,801 13 62.9 27 
CENTRAL 
KALIMANTAN 4,341,375 20 2,208 9 69.1 6 

SOUTH KALIMANTAN 6,869,600 17 2,239 8 64.3 23 
EAST KALIMANTAN 24,521,451 6 9,469 1 70.0 4 
NORTH SULAWESI  3,490,692 22 1,701 16 71.3 2 
GORONTALO 1,030,221 29 1,199 23 64.1 24 
CENTRAL SULAWESI  2,643,128 24 1,156 25 64.4 22 
SOUTH SULAWESI  11,092,996 10 1,339 21 65.3 21 
SOUTHEAST 
SULAWESI  1,880,970 27 972 29 64.1 26 

MALUKU 1,314,720 28 1,128 28 66.5 12 
NORTH MALUKU 891,160 30 1,206 22 65.8 19 
PAPUA 8,916,759 12 3,784 4 60.1 29 

• Source: Statistics Indonesia – CBS, 2003. 
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Annex 11. Provincial Employment Profile in 2003, Based on the Working Hours and Main 
Occupation 

PROVINCE 

Working Hours Main Occupation 

% less 
than 35 
hours 

% 35 
hours or 

more 

% self 
employed 

% self 
employed 
assisted 

by 
temporary 
employee/ 

unpaid 
worker 

% 
emplo

yer 

% 
emplo

yee 

% self 
employ
ed in 

agricult
ure 

% self 
employ
ed in 
non 

agricult
ure 

% unpaid 
worker 

ACEH 40.48 59.52 29.37 25.11 4.55 19.08 1.34 0.50 20.05 

NORTH SUMATRA 31.49 68.51 20.63 19.01 3.02 30.42 1.99 1.86 23.07 

WEST SUMATRA 36.53 63.47 25.35 21.25 4.67 24.78 4.58 2.29 17.08 

RIAU 26.49 73.51 28.92 13.62 3.95 37.52 2.89 2.23 10.87 

JAMBI 34.37 65.63 25.94 20.02 4.12 25.05 3.03 1.74 20.10 

SOUTH SUMATRA 40.77 59.23 17.33 25.31 1.84 18.35 3.36 2.80 31.01 

BANGKA BELITUNG 38.16 61.84 24.64 15.06 3.40 33.60 1.88 1.57 19.85 

BENGKULU 26.56 73.44 14.83 31.59 1.74 14.74 1.67 0.96 34.47 

LAMPUNG 31.67 68.33 17.51 27.29 2.12 17.13 2.99 1.74 31.22 

JAKARTA 9.03 90.97 21.19 3.81 4.88 65.74 0.18 1.03 3.17 

WEST JAVA 30.09 69.91 23.49 16.10 4.29 33.82 7.91 4.33 10.06 

BANTEN 23.71 76.29 23.57 13.76 3.99 45.06 1.98 1.95 9.69 

CENTRAL JAVA 34.47 65.53 19.34 20.58 3.11 27.31 7.45 4.77 17.44 

YOGYAKARTA 27.92 72.08 20.56 17.83 3.51 36.15 3.51 2.37 16.07 

EAST JAVA 37.58 62.42 20.02 19.06 3.64 28.03 8.55 2.86 17.84 

BALI 30.22 69.78 25.46 16.31 1.97 34.01 2.47 3.23 16.55 
WEST 
NUSATENGGARA 43.49 56.51 16.02 24.97 2.59 18.17 8.65 2.89 26.71 

EAST 
NUSATENGGARA 56.29 43.71 11.85 31.41 1.13 10.48 0.82 0.48 43.83 

WEST KALIMANTAN 32.97 67.03 19.39 24.23 2.75 22.20 1.63 2.03 27.77 
CENTRAL 
KALIMANTAN 25.57 74.43 27.03 25.65 3.47 17.81 1.85 1.50 22.69 

SOUTH KALIMANTAN 38.61 61.39 27.47 20.17 2.23 24.23 1.41 1.40 23.09 

EAST KALIMANTAN 21.55 78.45 24.38 12.20 2.76 42.64 2.85 2.25 12.92 

NORTH SULAWESI  34.39 65.61 31.07 16.41 4.05 32.28 3.27 1.80 11.12 

GORONTALO 41.02 58.98 42.11 14.77 3.07 21.57 3.37 1.81 13.30 

CENTRAL SULAWESI  38.52 61.48 27.39 22.34 3.12 18.57 3.25 1.45 23.88 

SOUTH SULAWESI  44.98 55.02 27.83 24.25 3.12 20.78 1.65 0.50 21.87 
SOUTHEAST 
SULAWESI  38.88 61.12 24.62 25.85 2.81 15.53 0.61 1.11 29.47 

MALUKU 38.95 61.05 30.56 20.91 2.58 19.11 1.36 0.60 24.88 

NORTH MALUKU 36.01 63.99 25.55 23.24 4.02 19.47 3.09 1.70 22.93 

PAPUA 47.12 52.88 19.45 27.25 1.05 16.05 1.91 0.70 33.59 

INDONESIA 33.79 66.21 21.70 19.40 3.39 29.13 5.28 2.85 18.25 

• Source: 2003 Welfare Statistics, CBS. 
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ANNEX 2: Philippines 

Annex 2.1: FDI Inflows and Poverty Incidence of Philippine Administrative Regions 

Poverty Classification of Regions 1 
 

FDI inflows 
from 1996-

2000 
 (in ‘000 Pesos) 

Regional 
percentage 
share of FDI 

inflows  
(1996-2000) 

Regional 
Poverty 

Incidence of 
Population 

(2000) 
LOW POVERTY INCIDENCE (1-15%)    
NCR (National Capital Region) 19,273,828 8.24 7.6 
    
MEDIUM POVERTY INCIDENCE (15-30%)    
Region 4 (Southern Tagalog) 32,257,437 13.80 19.1 
Region 3 (Central Luzon) 25,303,646 10.82 21.4 
Region 2 (Cagayan Valley) 1,674,622 0.72 30.4 
    
HIGH POVERTY INCIDENCE (31-45%)    
Region 11 (Southern Mindanao) 1,056,160 0.45 33.1 
Region 1 (Ilocos) 5,092,796 2.18 35.1 
Region 7 (Central Visayas) 2,058,879 0.88 36.2 
CAR (Cordillera Autonomous Region) 304,665 0.13 37.6 
Region 6 (Western Visayas) 1,282,241 0.54 44.4 
Region 8 (Eastern Visayas) ___ __ 45.3 
Region 10 (Northern Mindanao) 821,954 0.35 43.8 
Region 9 (Western Mindanao) 6,056,601  2.59 44.8 
    
VERY HIGH POVERTY INCIDENCE (45%-up)    
Region 12 (Central Mindanao) 98,067 0.04 46.8 
Region 5 (Bicol) 1,871,531 0.80 52.6 
ARMM (Autonomous Region for Muslim Mindanao) ____ ___ 59.8 

Region 13 (Caraga) 189,541 0.08 50.9 

Several Locations 32,416,286 13.86  
Not indicated 104,025,638 44.50  
Total  233,783,892   
1 The poverty classification of the 16 administrative regions in the Philippines was constructed for analytical 
purposes only and is not based on the classification system, if any, developed by the country’s statistical 
agencies. The NSO’s Family Income and Expenditure Survey (FIES 2000) [http://www.census.gov.ph] and 
data on investments compiled by the Board of Investments and published in the database portals of the 
National Economic Development Authority (http://localweb.neda.gov.ph/~ioneda/regional.html and the 
Philippine Institute of Development Studies, served as major inputs to this table.  
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Annex 2.2: Distribution of Banks by Regional Poverty-Incidence Category1 

 

Poverty incidence 
categories  

of regions 

Regions  Number of banks  

as of 2002 

Percentage share of 
total no. of banks  

 

Low  (1-15%) NCR 2,575 35.15% 

Medium (15-30%) (CALABARZON) 
Region 3                       
Region 2                       
Region 7                     
Region 1                        

1,159 

788 

199 

407 

369 

 

 

39.89% 

High (31-45%) CAR     
Region 11                      
Region 6                            
Region 8                    
Region 10                                 
Region 12                     

105 

345 

387 

121 

208 

72 

 

 

16.90% 

Very high (46%-up) (MIMAROPA) 
Region 5           
Region 9     
ARMM      
CARAGA  

119 

212 

113 

44 

102 

 

 

8.05% 

 

1 Data on the number of banks from the Bangko Sentral ng Pilipinas, the National Statistics Office (NSO), and the 
National Statistics Coordination Board (NSCB) served as key inputs in constructing this table. The poverty 
incidence categories are only analytical categories and not based on classification system, if any, developed by 
statistical agencies in the country.  
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Annex 2.3: GRDP per Capita, Regional Shares, and GRDP Growth  

 GRDP per Capita 
(constant 1985 

prices) 
  

Regional Share of 
GDP 

(percent) 

GRDP Growth Rate 
(annual percent) 

 Region  1998 2000 1988 2000 1988-
1994 

1994-
2000 

             NCR 26,090 29,557 29.95 35.68 2.40 4.55 
 CAR 11,066 14,952 1.85 2.30 4.55 5.75 

1 Ilocos 5,675 6,873 2.92 3.06 2.49 5.26 
2 Cagayan Valley 5,942 7,150 2.12 2.15 1.64 5.77 
3 Central Luzon 10,546 10,673 9.39 7.42 3.36 2.99 
4 Southern Tagalog 12,784 13,179 14.93 13.92 1.12 5.50 
5 Bicol 4,789 5,227 3.05 2.72 2.33 1.95 
6 Western Visayas 8,586 9,869 7.09 6.53 3.40 2.72 
7 Central Visayas 9,696 11,118 6.55 6.81 2.39 4.60 
8 Eastern Visayas 5,334 5,828 2.63 2.47 1.02 3.77 
9 Western Mindanao 6,393 7,494 2.97 2.85 3.36 4.02 

10 Northern Mindanao 10,356 11,659 5.41 4.65 1.84 3.02 
11 Southern Mindanao 11,784 11,181 7 .39 6.19 1.29 3.23 
12 Central Mindanao 8,800 7,786 3.74 3.25 0.56 3.68 

         
 
 

Philippines 11,215 12,178 100.00 100.00 2.56 3.73 

Source: Pernia E.M. and P.F. Quising (2003). “Economic Openness and Regional Development in the 
Philippines,” ERD Working Paper No. 34, ADB. 
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Annex 2.4: Quadrant of Regional Poverty Incidences (Population),  2000 – 20031 

 
 

I. Low poverty incidence (1-15%) 
 

 
II. Medium poverty incidence (16-30%) 

        2000               
NCR 7.6                       
 
 

 

  2003 
NCR       7.3 

           2000 
CALABARZON  19.1 
Region 3            21.4 
Region 2            30.4  
 
 

       2003  
CALABARZON 18.8     
Region 3           17.7 
Region 2           24.5 
Region 7           28.4 
Region 1           30.2 

 
III. High poverty incidence (31-45%)) 
 

  
IV. Very High poverty incidence (46%-up) 

     2000 
Region 1       35.1 
Region 6       36.2 
CAR              37.6   
Region 11     33.1  
Region 6       44.4  
Region 8       45.3 
Region 10     43.8 
MIMAROPA  45.2 
Region 9       44.8 

  2003 
 CAR             31.2 
Region 11    34.4 
Region 6      39.1  
Region 8      43.3 
Region 10    44.3 
Region 12    38.4 

 

       2000 
Region 12     46.8 
Region 5       52.6 
ARMM           59.8 
CARAGA       50.9 
 

 
 
 

2003 
MIMAROPA  47.9   

 Region 5       48.4  
Region 9       49.4 
ARMM          53.1 
CARAGA      54.2 

 
 
 
 

1 Data from the National Statistics Office and the National Statistics Coordination Board served as inputs to this 
quadrant of regional poverty incidence of Philippine administrative regions.  
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Annex 2.5:  National Framework for Regional Development 1 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
1 This is a graphical representation to summarize the 1998 National Framework for Regional 
Development prepared by the National Economic Development Authority.  

 

Sustainable development  

Economic Integration 

Local governance, self 
reliance, community 
empowerment 

Government-private 
sector partnership in dev’t  

Interplay of market forces  

Social equity & justice 

Cultural diversity  

PRINCIPLES PRECONDITIONS  

Policy reforms are 
instituted when and where 
needed.  

National government 
allocates appropriate 
resources  

National government 
sustains the improvement 
of  management capability 
at the local levels  

Peace is a prerequisite to 
development 

REGIONAL DEV’T 
STRATEGIES 

National dispersion thru 
regional concentration 

Strengthening urban-rural 
linkages  

Resource and area-based 
development  

Mechanisms for effective 
regional dev’t administration  

Delivery of minimum 
desirable levels of welfare 

Development Challenges 
• Harmonizing the twin 

objectives of maximizing 
efficiency and achieving 
equity in the use and 
allocation of resources 

• Addressing the costs of 
rapid urbanization   

• Competing demands on 
land use and environmental 
degradation 

• Geographic fragmentation, 
cultural diversity and the 
need to respond to global 
economic integration 

Vision for Regional Development 
• Geographically fragmented islands 
are economically integrated  
•  Social, cultural, political and 
economic interaction takes place beyond 
local, regional and even national 
boundaries 
• Comparative advantages and 
regional resource endowments are fully 
harnessed without destroying their 
regenerative capacities  
• Access to productive 
opportunities and minimum desirable 
levels of social welfare is guaranteed  
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Annex 2.6: Problems and Solutions in Sustainable Regional Development 1 

Problems Suggested Solutions  
• How to attract and 

strengthen the role of various 
catalysts for regional 
development?  

• Developing an entrepreneurial culture  
• Reducing perceptions of risks for investments 
• Undertaking aggressive investment promotion 
• Strengthening corporate orientation of LGUs 
• Encouraging OFWs to investment in regional 

development 
• How to enhance LGU 

cooperation for regional 
development in the era of 
globalization and 
decentralization?  

• Demonstrating the feasibility of regional 
arrangements 

• Encouraging LGUs to think more regionally  
• Encouraging economic integration amidst 

administrative and political fragmentation 
• Formation of regional corporate entity/LGU 

consortium 
• Enabling national frameworks for regional 

cooperation 
• Practicing long-term, strategic, and evidence-

based planning that goes beyond political jurisdictions 
• Developing flexible instruments of assistance for 

regional development 
• Regional plan ownership among LGUs 

• How to strengthen 
regional capacities for engaging 
the global economy?  

• Developing strategic infrastructures 
• Fostering collaborative advantage 
• Linking regions with supply chains 
• Increasing regional exports 

• How to foster overall 
regional efficiency rather than 
efficiency of city/cities alone? 

• Training cities as key players in regional development 
• Enhancing linkages between cities and rural areas 
• Plugging leakages of skills and capital 
• Improving the feasibility of metro-wide arrangements 

• How to access cheap 
sources of development 
financing?  

• Doing asset-based valuation for credit rating 
• Developing equity-based financing 
• Developing better models of public-private equity 
• Enhancing linkages with capital  
• Providing incentives to private banks lending for regional 

development projects  
• Encouraging the formation of regional banks 
• Understanding private banks’ portfolio 
• Reducing transactions costs for bond floatation 
• Enabling national frameworks for LGU lending  

• How to develop appropriate 
development packages for 
regional development?  

• Developing strategic hard and soft infrastructure 
• Developing more flexible instruments of assistance 
• Developing engagement mechanisms in project 

implementation  
• Identifying and developing bankable regional 

development projects  
1 These problems and principles were outputs of the workshop held on April 19, 2005 at the ADB, to solicit the views 
of key informants on the draft study. Participants of the workshop were DOF Usec. Nieves Osorio; Mike Lindfield, 
ADB Principal Housing and Urban Development Specialist; Angus Barnes, First Secretary of the AusAid; Minerva 
Vintucio, DBP Assistant Vice President; Stella Yanuaria of DBP; Veronica Santos of NEDA; and Dennis Lopez of 
the League of Provinces of the Philippines. Members of the study team who attended the workshop Professor Brian 
Roberts of the University of Canberra, Dr. Joel V. Mangahas, Associate Professor of U.P.-NCPAG, Dr. Romulo 
Miral of CPBO; and Julius I. Dumangas of UP-NCPAG  
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Annex 2.7: Enhancing Capacities for Regional Economic Development 
 

 
Adapted from Astillero and Mangahas, 2003. 

• Legal Framework 
• Supporting Policies 

• Goals, objectives, strategies 
• Structures, processes, and 

procedures 
• Resources (human, physical, 

financial) 
• Communications and 

information systems 
• Performance measures 
• System of accountabilities 
• Linkages and coordinative 

mechanisms 

 
• Knowledge 
• Skills 
• Attitudes 
 

 
 
 

Improved 
Capacities 

 
Policy and 

Institutional Level 

Organizational 
Level 

Individual  
Level 



 213 

Annex 3: Best Practice Case Studies Indonesia  

In Indonesia, there are three regions which this study selected demonstrate approaches to regional 
development which have enhanced competitiveness leading to sustainable development outcomes. 
Batam, in the Riau Island Province, is located near Singapore and functions as Indonesia’s main gate 
to world trade through the development of a Free Trade Zone (FTZ). It provides an example of the 
way that regional economies need to develop strategic linkages and infrastructure to participate in the 
global economy. Sleman is a region that has focused the development of its economy on Education, 
Tourism, History and Cultural (ETHICS). The local government has developed best practice corporate 
governance. Its success is proven by central government and international agencies recognition that 
Sleman is the best prototype of decentralization in Indonesia. Balikpapan, in East Kalimantan is a 
region that has used its natural resources to finance its development. The city has been able to 
capitalize on the strengths of its economy by prioritizing the development of selected industry sectors 
and a local policy initiative to reduce poverty.  

Batam Municipality 

Overview 
Batam is an island of 417 km2 situated 20 kilometers south of Singapore (See Figure 7). Thirty years 
ago it had a population of about 6000, most of whom were involved mainly in fishing and semi-
subsistence agriculture. Today, Batam is a major industrial manufacturing region with a resident 
population of more than 600,000. The rapid development and growth of Batam is primarily due to the 
spillover growth from Singapore. As the Singapore economy transformed to a high-level service 
economy in the late 1980s, local Singaporean firms facing increasing development cost and higher 
wages move manufacturing activities to Batam and other nearby locations.  Batam, became part of a 
regional growth Triangle comprising Singapore, Johor Baru in Malaysia and Riau province. The 
growth triangle has developed as unique trading, services and manufacturing center straddling three 
countries. It is one of the fastest growing centres in Asia.  

Table 6 GRDP of Batam at Current Prices, 2000 and 2002 (million Rp) 

Industrial Origin 2000 % 2002 % 
Agriculture, Forestry and Fishery  110,819 1.69% 143,480 1.71% 
Mining and Quarrying 51,760 0.79% 65,255 0.78% 
Manufacturing Industry 4,614,240 70.21% 5,854,244 69.92% 
Electricity, Gas and Water Supply 79,579 1.21% 103,703 1.24% 
Construction 212,636 3.24% 296,385 3.54% 
Trade, Hotel and Restaurant 743,220 11.31% 972,393 11.61% 
Transport and Communication 237,418 3.61% 324,193 3.87% 
Financial, Ownership and Business 
Services 

376,451 5.73% 421,029 5.03% 

Government and other Services 145,762 2.22% 192,613 2.30% 
Gross Domestic Product 6,571,884 100.00% 8,373,295 100.00% 

Source: Batam Bureau of Statistics, 2003. 
 

Regional Governance 
Prior to 1983, Batam was a small administrative government center in Riau Province. Under 
Government Regulation 34/1983, Batam sub-district was officially designated Batam Municipality with 
a Mayor who reports to the Governor of Riau Province. Batam Municipality serves as an 
administrative government for Batam working side by side with the Batam Development Authority, 
which is responsible for development. 

Under a president decree, Keputusan Presiden 41/1973, the government inaugurated Batam Island 
as industrial region, under the authority of Batam Industrial Development Authority (BIDA). The 
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Authority had responsibility for the development of several islands besides Batam including, Janda 
Berhias, Ngenag, Tanjung South, Moi-Moi Island, and Kasem Islands. Further, in 1978, all Batam 
Islands were stipulated as bonded zone.  

In 1992, under Presidential Decree 18/1992, the Batam Industrial Development Authority area was 
expanded to include Rempang,  Galang and other islands known as Barelang (see map over page). 
The total area governed by the authority is 715.5 km2, which is a little larger than Singapore. In 1999, 
Law 53/1999 resulted in the creation of a new administrative authority known as Batam City.  

Figure 6. Map of Batam 

 
Source: Regional Development Planning Board, Government of Batam, 2005. 

The Structure and Growth of the Economy 
The development of Batam is driven by the manufacturing sector, which makes up 70.73% of the 
islands economy (see figure 8). The trade, hotel and restaurants sector comprises 11.26% of the 
economy, with a large number of visitors coming from Singapore. The construction, transport and 
financial sectors make up the other major sectors of the economy 

Figure 7. Sectoral Economic Contribution of Batam Municipality, 2003 

11.26%

70.73%

4.77%

0.75%
3.50%

3.80%

2.26%

1.25%1.68% Manufacturing Industries

Trade, Hotel and Restaurant

Financial, Leasing and
Business Services
Transportation &
Communication
Construction

Services

Agriculture

Electricity, Gas and Water
Supply
Mining and Quarrying

 
                Source : Batam Bureau of Statistics, 2004 
The Batam economy has significantly outperformed other regional economies in Indonesia. Since 
2000, regional economic growth has averaged 7.36% compared to 4.3% for the national economy. 
During the 1990s, Batam had very high growth rates, however this was from a very low base. The 
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performance of the economy is very closely linked to that of Singapore. The linkage with the 
Indonesian economy is small except in the flow of government funds to support the construction 
sector and some government services.  

Approach in Facilitating Local Economic Development Economic Governance.  
The Riau Provincial and Batam Municipal governments approach to the development of the economy 
is focused on: 

• Implementing a regional development plan known as the Pola Dasar Pembangunan 
Daerah (Regional Development Basic Pole) which guides the long term development of 
the region 

• Yearly development programs which are prepared, agreed and financed by Batam, Riau 
Island Provincial and central governments 

• A well managed unit which coordinates development between organization units under 
the Government of Batam 

• Coordinated planning between government institution and regional owned enterprise 
(ROE) 

• Well-supervised development implementation in Batam 
• Coordination and cooperation between regions and countries for planning 
• Rapid response strategies for other activities related to planning guided by Batam Mayor. 

Local Policies and Initiatives 
The Government of Batam local policies are guided by a vision to develop Batam City as the Madani 
World Port . The policies developed under the vision aimed to:  

• Create, maintain and optimally benefit and opportunity from local competitiveness and 
keep up its competitiveness in global market.  

• Anticipate local tendencies (advantages and disadvantages) to increase its 
competitiveness in world market. 

• Generate economic opportunities in industry, trade, and tourism by utilization of 
infrastructure and superstructure efficiently. 

• Realize Batam as Free Trade Zone (FTZ) in establishing its role as development engine 
in Western Indonesia.  

• Open access to world market as Batam government’s preparation managing Batam at the 
end of BIDA tasks. 

Economic Planning and Analysis  
Government of Batam economic development planning has been guided by a series 5-year 
development plans. The 2001-2005 development plan aims to: 

• Increase and enhance local human resource quality by increasing, and developing link-
match education that considers social and culture. 

• Expand grass root economy and regional economic potentials by linking growth center 
and hinterlands. 

• Develop facilities and social framework by revitalizing, developing, empowering society 
norms, culture, and local institutions.  

• Develop physical infrastructure of the city by developing infrastructure based on Regional 
Master Plan and land capacity and also increasing public services.  

• Conduct a conducive climate to increase strategic investment by establishing cooperation 
programs with all related institutions in the city, developing a system of independent 
society protection and increasing the capability of city defense.    

Development Financing 
Since new decentralization era, structure of financing sources to regions in Indonesia has changed 
rather different. The revenue of Batam is relatively similar to other regions in Indonesia in which 
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Balance Fund is the largest source one. Though its dependency to Balance Fund is relatively high, 
Batam expenditure for public is relatively higher than routine expenditure in the period of 2002-2004. 

Fluctuation of government revenue was expected to stimulate by disagreement between BIDA and 
Batam government. The government needed to fund regional revenue from the area of Batam, 
therefore it wanted FTZ area as an enclave. On the opposite, BIDA thought that FTZ should covered 
all areas of the island to function Batam as the gate of Indonesia FTZ area. 
 

Table 7. Batam Regional Revenue and Government Expenditure (billion Rp) 

Description 2002 2003 2004 
 billion Rp % billion Rp % billion Rp % 
Government Expenditure 375.8 100.00 365.2 100.00 381.1 100.00 
-Routine Expenditure 195.6 52.05 230.7 63.17 202.2 53.06 
-Public Expenditure 180.2 47.95 134.5 36.83 178.9 46.94 
Regional Revenue 322.7 100.00 327.4 100.00 314.6 100.00 
-Regional Own Revenue 87.5 27.11 50.1 15.30 59.6 18.94 
-Balance Fund Revenue 203.9 63.19 271.3 82.86 250.6 79.66 
-Other Revenue 31.3 9.70 6.0 1.83 4.4 1.40 

Source : Regional Development Planning Board, Government of Batam, 2005 

Investment in Strategic Infrastructure  
The partnership between the local government of Batam and the Industrial development Authority has 
enabled Batam to develop and maintain modern facilities such as dual roads; high quality 
telecommunications; an international standard airport and inter-island terminal facilities, social 
facilities and quality housing which for a clean and healthy environment. The level of government and 
private sector investment in has stayed relatively stable. In 2004, public and private investment in 
Batam was US$ 4.17 billion, of which government investment comprised 60% and the private sector 
40%. Half of the private sector investment was in industry development and the remainder was in 
trade and services (19%), tourism (16%), housing (9%) and agriculture (6%). 

It is not just the investment in physical infrastructure that has contributed to the successful 
development of Batam. The regional government has established a One-Stop Service (OSS) center 
to facilitate quick approvals of licenses, development applications and easy access to information 
about investment. It is a well-developed system that provides excellent information and data about 
investment opportunities in the region. 

Batam also has a well-established business network that has strong linkage to Singapore. These 
business networks have been a critical in attracting investment to Batam. Batam has attracted several 
university campuses, which provide a range of high-quality education services to local industries and 
the community. The Government and the development Authority have focused on developing a high-
quality environment and community services to attract and retain skilled labor. While these has been 
extensive scaring of the landscape resulting from construction, programs to landscape developed 
areas will ultimately lead to improvements in the appearance of many newly developed areas. The 
quality of industrial estate design by many standards in Indonesia is very high.  

Batam is currently negotiating with the Indonesian government to establish the region as a free port. It 
is considered this will enhance the investment attractiveness of the region by reducing service taxes 
on imports to and exports from the islands economy.  

The government of Batam has created some policies to poverty alleviation in field programs. The field 
program is development in SME industry, slum area, sanitation and water, nutrition and health 
program, social subsidy, education, and also food and medicine monitoring. 

Table 8:  Number of Poor People in Batam, 2000-2003 

Year 
Poor 

People 
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2000 25,800 
2001 21,200 
2002 25,200 
2003 21,700 

Source : Bahan Presentasi Walikota Batam, 2005. 

 

It formulates coastal community empowerment program called Pemberdayaan Ekonomi Masyarakat 
Pesisir(PEMP) through capital credit. This program is aimed to increase the coastal community by 
strengthening social economic institutions, improving human resource quality and economic 
development by optimizing sustainability of sea and fishery.  

Table 9: Credit for PEMP 

No Stage Year Credit Number of 
Members 

Credit 
Period Total Credit Description 

1 Stage I 2003 22 132 3 years 665,000,000  
2 Stage II 2004   5   31 2 years 112,000,000  
3 Stage III 2004 -   33 2 years 116,500,000 Individual 
4 Daily credit  2004 -   76 47 days 58,600,000 Individual 
 Total     952,100,000  

Source : Bahan Presentasi Walikota Batam, 2005. 

Besides the PEMP, the government of Batam enhances its efforts to provide electricity needs through 
Program Listrik Pedesaan (PLP). Until 2004, there were 10 areas Batam hinterland populated by 
2500 family that each area received one set of electricity generator.  

Key Success Factors Enhancing the Regions Competitiveness  
There following are key factors have contributed to the success of the development of Batam:  

• Its geographic location and access to the competitive infrastructure of Singapore 
• Its support for investment activities by streaming local Laws related to tourism and 

industry investment, taxation and residency  
• Its focus on realizing Batam City as “The Madani World Port” through the city’s vision, 

mission and strategic development plan for 2001-2005 
• Its investment in good planning, especially the Master Plan (Rencana Tata Ruang 

Wilayah) of Batam City 2004-2014 which is the principal document guiding the 
development of the region 

• Its supports for streamlining government red tap and offering for investment using the 
One Stop Policy Process 

• Strategically positioning Bantam City as a transport hub with strong links Singapore’s 
global transportation infrastructure. It gives value added to marketing the region to 
investors by using supply chains to offer competitive investment choices, serviced land 
for industry and tourism development opportunities a relatively clean and healthy living 
environment 

Lessons  
Batam is a successful regional development story for Indonesia. However it would not have occurred 
if the region had not been able to attract massive investment from Singapore and the central 
governments support over many years to the develop major infrastructure. The development of Batam 
has experienced many problems relating to destruction of its natural environment, international and 
intergovernmental relations, diversification of its economic base and investment attraction. However, 
these have provided important lessons for the government of Batam in learning how to operate in the 
global economy. Some of these lessons could be passed on to other regions of Indonesia. These 
main lessons gained from the development of Batam are: 
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• The importance of good urban design and management in attracting investors and skilled 
capital to the region.  

• The importance of developing high quality transport infrastructure and transportation 
service that are well planned and integrated to ensure accessibility between the islands 
that make up the region and Singapore. 

• The importance of water shed catchment protection to maintain high quality water supply 
for Batam Island to reduce treatment costs 

• The importance of good governance, especially transparency, accountability, one-stop 
shop facilities and reduction of red tape in order to attract investment to the region 

• The Focus on attracting a skill worker and well developed education facilities to upgrade 
the skills of the islands workforce.  

• Strong civic leadership was needed to develop trust between the City government and 
the Batam Industrial Development Authority to develop Batam. Both organizations 
operate under different laws, but their cooperation has enabled smooth coordination of 
many planning and development matters 

• The role of the Batam Industrial Development Authority has been important in 
coordinating the development of the regions infrastructure. The authority had full control 
over land designated for development and was given sufficient powers by the President 
to undertake well-planned development. However, the development authority is not a 
model that could widely applied across Indonesia, where land is held in many small 
parcels and privately owned 

 

Sleman Regency 

Regional Background 
Sleman District is one of five regencies that make up the Province of Yogyakarta Special Territory 
(DIY). The district has an area of 574.82 km2 or 18 percent of DIY Province. The urban area of 
Sleman forms the north part of the City of Yogyakarta (See Figure 9). The district is generally hilly, 
ranging in height from 100 meters to 2500 asl.  Mt. Merapi, which is an active volcano, is a dominant 
landscape feature of the region. Much of the regions rural land is used for a range of agriculture 
activities, dominated by rice production. The regency also has some of the richness of historical, 
cultural and tourism sites in Indonesia. It is internationally famous for the Prambanan and Kalasan 
Hindu Temples build in the 8th century, attract a large number of visitors every year. 

Figure 8. Map of Sleman Regency 

 

 
                       Source : Regional Development Planning Board, Government of Sleman, 2005 
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The Structure and Growth of the Economy  
The GRDP of Sleman Regency in 2004 was Rp 6,118,572 million (For details see Table 9). Three 
industry sectors dominate the regions GRDP. They are trade, hotel and restaurants services 
(21.48%), manufacturing (19.98%) and agriculture (15.90%). Over recent years the structure of the 
Sleman’s economy has changed, due largely to initiatives by the regency government to attracted 
national class education facilities to the region. After a period of negative economic growth in 1998 
and 1999, Sleman has experienced positive economic growth averaging about 4.38% over five years. 
This is slightly above the growth rate in the national economy, reflecting the improved 
competitiveness of the economy. 

Table 10: GRDP of Sleman at Current Prices, 2000 and 2004 (million Rp) 

Industrial Origin 2000 % 2002 % 2004 % 
Agriculture, Forestry and Fishery  704,858 19.73% 861,364 17.67% 972,986 15.90% 
Mining and Quarrying 14,793 0.41% 27,324 0.56% 37,488 0.61% 
Manufacturing Industry 546,511 15.30% 921,518 18.91% 1,217,079 19.89% 
Electricity, Gas and Water Supply 28,557 0.80% 60,011 1.23% 84,878 1.39% 
Construction 328,170 9.19% 413,421 8.48% 549,850 8.99% 
Trade, Hotel and Restaurant 708,549 19.83% 992,634 20.37% 1,314,416 21.48% 
Transport and Communication 307,520 8.61% 400,824 8.22% 486,672 7.95% 
Financial, Ownership and Business  
Services 335,878 9.40% 453,215 9.30% 553,721 9.05% 

Government and other Services 597,637 16.73% 743,743 15.26% 901,482 14.73% 
Gross Domestic Product 3,572,573 100.00% 4,874,054 100.00% 6,118,572 100.00% 
Source : Regional Development Planning Board, Government of Sleman, 2005. 

Approach in Facilitating Local Economic Development 
Economic Governance  

Sleman acknowledged in Indonesia as the progress of region and has achieved a number of awards 
and recognition of its focus on achieving excellence in good governance, economic development and 
financial management. Among the awards achieved in 2003 are Sanitation Competition of the Capital 
City of Sleman, Youth Organization Competition, PPKBD Competition; People’s Fishery 
Intensification (Inperak) Competition and Bhayangkara KBY Health Competitions. The district has 
adopted best practice administrative procedures under its bupati for the past 5 years. The government 
with the assistance of the USAID performance based budgeting training program has adopted asset 
and accrual based accounting and valued the entire regions public assets.  In 2003 it took the 
initiative to prepare and present publicly an annual financial report. An independent professional 
audited of the annual financial report was conducted to ensure it complied with national accountancy 
standards. The audited financial report was published as a demonstration of public accountability. 

The audited financial report is considered a very important instrument in the operation of the 
corporate governance. The report includes objectives to demonstrate publicly:  

• The manifestation of the public accountability transparency, of how far the Regent and 
the regency’s DPRD have carried out their respective authorities;  

• An internal performance evaluation to determine how far the government institutions of 
Sleman have implemented policies that are based on the regency’s political documents 
and regulations issued by the higher governments;  

• An analytical instrument for other parties outside the local government to participate in the 
development of local economics and investment considerations;  

• A managerial controlling instrument to determine the level of achievement of the central 
management elements in implementing the local political decisions and Regent’s 
operational policies; and  

• A regional planning instrument to determine the future steps by considering all aspects of 
strengths, weaknesses, threats, and opportunities. All the five aspects are contained in 
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the Sleman’s financial report that comprises of the regency’s balance sheet report on the 
regency’s revenues and expenditures, report on the regency’s cash flow, and other 
related explanations. 

Local policies and initiatives 
Sleman government has initiated some priorities of regional development. These are: 

• Creation of good governance planning to portray regional autonomy as improvement of 
services to society based on transparency, accountability, public services principals 

• Improvements to society welfare by developing of economic planning based on society 
activities.  

• Increase the quality of society by providing education and health facilities.  
• Realize a democratic society by forming society acquainted with citizenship. 

Economic planning and analysis 
Sleman region has invested heavily in data collection, and skilled staff in research and analysis to 
support it’s corporate and development planning processes. The competitiveness of the economy has 
been analyzed using Location Quotient (LQ) and shift share analysis. The analysis has enabled the 
district to identify its competitive advantage in electricity and water sectors (LQ 1.28), manufacturing 
industries (LQ 1.21), construction (LQ 1.15), trade, hotel and restaurants (LQ 1.11), and agriculture 
(LQ 1.07). The shift share analysis was also mused used to identify sub district specialization to be 
identified. While the application of these tools is not sophisticated, they nevertheless demonstrate the 
seriousness with which the region is seeking to understand and develop its competitiveness. 

The district has undertaking extensive mapping of social, environmental and economic resources 
under a project known as AAA. This project has involved assistance from the Swiss government to 
establish the geographic information system, which is linked to could astral index maps prepared for 
the region. The district has used the information to analyze complex information and undertake 
detailed planning and monitoring and evaluation of environmental impacts resulting from 
development. It has also shared information and has collaborated on projects with other districts in 
the province. 

To promote the regions economic growth and quality of life, the government has developed marketing 
strategy that focuses on the potential of Sleman for education, and tourism investment. Sleman has 
developed a tertiary education institutions cluster and actively promotes these as an education 
destination nationally. It is currently seeking to attract international universities to establish in the 
district. Eco-tourism tourism developed centered on the Mt. Merapi as the source of inspirations and 
botanical diversity. Sleman is rich in cultural art, and there are at least 30 different kinds of traditional 
arts and 11 traditional rituals performed in the community. Local tourism business such as regional 
cuisine restaurants, home stay villas, nature tours, village tours, and the like have been developed 
under the regions tourism development strategy. The region is developing strategic links with Bali as 
a recognized international airline hub. Sleman regency is also focusing on low technology 
development in the agriculture sector. 

Urban Development Strategy 
Sleman regency has a population of almost a million. It the gateway hub servicing the east west road 
transportation corridor and the province’s air transportation services. The rapid development of urban 
area necessitated improved planning and the development of an Urban Development Vision focused 
on establishing Sleman as a prosperous, everlasting, independent area focused on Education, 
Tourism, Industry, Culture, Settlement, and Environment (ETICS). The thrust of the regions 
development strategy is on: 

• Education. As the center of tertiary education, of both the state-owned and private own 
tertiary education institutions, along with all supporting and subsequent activities.  

• Tourism. As the center of tourism promotion and information of all the tourism potentials 
in Sleman regency. 

• Industry. The development of industries in the urban area is focused on small-medium 
enterprises (SME), including the small-scale industries and home industries. The urban 
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area is positioned as the marketing center of industrial products, of both the urban area 
itself and the regency as a whole. 

• Culture. Turning the urban area into a model of civilized, environment-friendly city. 
• Settlement. The development of the housing complexes in the urban area is emphasized 

on the improvement of the environment of the housing complexes and the cultural 
kampong. 

• Environment. All the above elements should always be environmentally sound. 
The urban area of Sleman regency has developed into the center of tertiary education services, 
tourism, and housing development. The existence of 37 tertiary education institutions in the region, 7 
of which are state-owned and the rest are run privately. Twenty-three of the institutions are located in 
the urban sub-district of Depok. They accommodate over 150,000 students, mostly come from outside 
Sleman. 

Rural Development Strategy 
The government of Sleman has taken a new approach to rural development by empowering local 
communities to utilize social capital to identify and develop the potential opportunities of local 
resources. The rural areas have well developed social capital through various network which is being 
used to build basic infrastructures, namely Bantuan Stimulan Dana Gotong Royong. The social values 
that directs the interaction between individuals in the community, such as arisan (a regular social 
gathering in which members gathering contribute to and take the winning of an aggregate sum of 
money, kumpulan (social gathering), paguyuban (association), gotong royong (mutual cooperation), 
gugur gunung merti desa etc.  

Regional Development  
Based on the characteristics of the region's resources, Sleman is divided district and four sub-

regional development areas. It is one of few districts in Indonesia to embark upon sub regional 
development plans which it prepares in consultation with sub districts (kecematan) 

• The slopes of Mt. Merapi, center of water resources and eco-tourism, covers area of the 
ring-belt road connecting towns of Tempel, Turi, Pakem, and Cangkringan up to the top of 
Mt. Merapi. 

• The eastern region, source of white stone materials, center of cultural histories such as 
pre-historic, relics (temples), covers are of Prambanan, Kalasan, Berbah sub-districts. 

• The central area of agglomeration region covering Mlati, Sleman, Ngaglik, Ngemplak, 
Depok, and Gamping sub-districts, is the center of education, trade and services.  

• The western area covering Godean, Minggir, Seyegan, and Moyudan sub-districts, is a 
wet field agriculture area having plenty of water resources and is the source of raw 
materials for mendong, bamboo, and earthenware handicraft industries. 

Investment in Strategic Infrastructure  
Sleman has invested on some infrastructure and facilities such as building of Kebonagung-Kaliprogo 
bridge, road, sports and recreation center with its road access, regional government office building, 
reallocating of informal sector (Pedagang Kaki Lima/PKL) center, modeling school, Tambakboyo dam 
for water conservation and recreation, and Gamping animals market. These investments have been 
important to developing a clean and efficient physical environment. 

Sleman, however, has been able to build unique strategic infrastructure to given it competitive 
advantage over other regions in Indonesia in tourism, education and specialized food industries. The 
large number of education establishments in the municipality has led to an informal industry cluster in 
which the district is seeking to develop by encouraging international universities to establish 
campuses in the district. There is a growing synergy emerging between businesses leading to 
increased interest in development, innovation, and new small business activities developing in the 
region. The extension of these networks into wider regional and global networks is considered 
important to the long-term development of the economy. 

The district has played an important role in the development of strategic infrastructure. It has invested 
extensively in education of staff and government agencies, which had developed a high level of 
competency and expertise and addressing a wide range of development problems. The district has 
also focused on the development of international linkages to identify opportunities for leveraging 
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resources and cost-sharing arrangements. It has developed a high level of community consultation, 
which commands trust and respect from the community. 

The outgoing multidimensional crisis that had been hitting Indonesia had not just badly influenced the 
economy, but as well destroyed the trust between the stakeholders of development. Efforts to 
alleviate poverty have often resulted in dependence in the community making the efforts 
unsustainable. One factor that made such efforts ineffective was ignorance of social capital. 
Therefore, the government of Sleman redesigned the development concept for poverty alleviation by 
giving priority to the empowerment of the community through the digging of social value. This value 
leads an individual’s behavior in his or her own community and control how an interaction in a 
community should be done. The government launched dissemination of activities in 2000 by Bantuan 
Stimulan Dana Gotong Royong. The mutual cooperation fund is provided as stimulant to build basic 
infrastructure in the needed respective communities and is expected to accelerate the economic 
recovery for the sake of the creation of prosperous community. 

Table 11. Number of Pre Welfare Familiy, Welfare Familiy 1, Welfare Family 2 and Welfare Family 3 

Category 

2002 2003 

Economic 
Reason 

Non 
Economic 
Reason 

Economic 
Reason 

Non 
Economic 
Reason 

Pre Welfare 
Family 

17,120 5,188 18,119 
5,187 

Welfare Family 1 35,569 26,569 35,448 24,962 
Welfare Family 2 69,043 54,129 
Welfare Family 3 19,167 69,116 

Source: Sleman in figures, 2003 

Factors of success key  
The following key success factors are identified as important to the development of Sleman district:  

• High quality of public services 
• Improvement of society welfare services – especially to the poor  
• High contribution of local tax of regional revenue  
• Development of a regional information system with high-quality data 
• High society and private participation in business and investment 
• Stability of government that is conducive to strengthen regional business activities 

Poverty reduction.  
Sleman district strategy for regional development has had an impact on  poverty reduction. In 
particular, it has:  

• Developed and is implementing a strategic planning document for poverty alleviation 
namely Strategi Penanggulangan Kemiskinan Daerah (SPKD) as part of a long-term 
Program Penanggulangan Kemiskinan (Pronangkis).  

• Establishment of some poverty alleviation programs such as KPKD, P2KP, P2MPD, 
P2LDT, PKPS-BBM.  

• Provision of direct aids such as nutrition plus for children, pregnant women, and infant 
and training 

Lessons Learned  
The economic planning of Sleman has resulted in the development of government with research 
institutions, cooperation between provinces, regencies and central governments, international 
agencies, and civil society participation. Some notable institutions and international assistance 
projects secures by Sleman district are:  

• Sekber Javapromo (13 regencies in Central Java and DIY),  
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• Sekber Kartamantul (Yogyakarta, Sleman and Bantul cooperation in urban 
agglomeration,  

• CLGI (institution that relates to regional government institution),  
• SCBD (ADB grant of sustainable development for decentralization),  
• BIGG (USAID grant for good governance), research network, and  
• CBUIM (ADB grant for urban infrastructure management capacity).  

From this cooperation, Sleman can get lessons such as urban management, collective tourism 
promotion, measurement of public service institution performance (health, clean water, building 
permits, and waste management service), enhancement of regional capacity (strategic framework, 
institution, human resources management, training, and financial), arrangement of regional 
performance budget, and boundary management (social, politics, and physical) 
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Balikpapan Municipality 

Regional context  
Balikpapan is a city of 486,580 persons located in East Kalimantan province (See figure 22). Its area 
covers 503.30 km2 with five kecamatan. The City is bordered by Kutai Kertanegara regency to the 
north, Penajam Pasir Utara regency in the west and Makassar Strait in the east. Endowed by rich 
natural resources, the city is preparing itself to develop as an industrial area based on its endowment.  

Balikpapan has become the principal regional oil refining and transportation center in Indonesia due 
to its strategic location on the edge of the Makassar Straits. From its beginnings as a frontier oil town 
the city economy has diversified and now acts as a magnet for migrant labor working in local 
industries from Sulawesi and Java. The rapid changing population has changed land use near the city 
and within the Balikpapan Bay watershed. Sixty percent of the original primary forests have been 
cleared (and the remainder is regularly burned), large scale oil palm and rubber plantations have 
been established, shrimp and fish ponds are being developed, and now settlements have been 
established to accommodate rural development. A network of roads and other communications 
infrastructure is also being developed to service ambitious long-term development plans. 
 

Figure 9. Map of Balikpapan 

 

                            Source : Regional Development Planning Board, Government of Balikpapan, 2005 
 

The Structure and Growth of the Economy 
The GRDP of Balikpapan Municipality at current prices in 2004 was Rp 25 billion or 16 billion without 
Oil & Gas. Table 12 shows a breakdown of the structure and changes to the regions economy from 
2000 to 2003. The region is a major oil and petroleum producer, reflected in the manufacturing sector 
of the economy. The economy of the region has been growing over 6 % or 4.5% if oil is removed from 
the GDP. In the early 1990 the growth rates were much higher but these were from a low economic 
base. There has been a gradual shift in the economy over the past 5 years as its manufacturing base 
is declining due to a slow down in oil exploration and a rise in the tourism and trade sector. This is not 
surprising given rising levels of wealth and consumer spending 

Table 12. GRDP of Balikpapan at Current Prices, 2000 and 2003 (million Rp) 

Industrial Origin 2000 % 2003 % 2004 % 
Agriculture, Forestry and Fishery  233,908 2.73% 287,392 2.04% 357,672 2.30% 
Mining and Quarrying 553,602 6.47% 836,876 5.94% 872,408 5.61% 
Manufacturing Industry 3,520,343 41.12% 5,153,787 36.58% 5,508,146 35.42% 

SEA 

BALIKPAPAN 
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Electricity, Gas and Water Supply 56,059 0.65% 130,493 0.93% 153,954 0.99% 
Construction 594,515 6.94% 962,489 6.83% 1,142,995 7.35% 
Trade, Hotel and Restaurant 2,391,598 27.94% 4,753,742 33.74% 5,375,963 34.57% 
Transport and Communication 755,606 8.83% 1,145,247 8.13% 1,281,398 8.24% 
Financial, Ownership and Business 
Services 189,463 2.21% 408,061 2.90% 407,435 2.62% 
Government and other Services 265,551 3.10% 411,863 2.92% 450,977 2.90% 
Gross Domestic Product 8,560,646 100.00% 14,089,948 100.00% 15,550,947 100.00% 

Source : Regional Development Planning Board, Government of Balikpapan, 2005 

Approach in Facilitating Local Economic Development 

Economic governance.  
The Government vision is to develop industry, trade, services and tourism. It is targeted that 

in the long-run, Balikpapan will be the center of Kalimantan activity. This goal is a consensus between 
regional government and society. The long-term development goals are : 

• To increase the quality of human resources and encourage innovation 
• To provide environmentally sound city services 
• To encourage the ideology of Balikpapan society Balikpapan Kubangun, Kujaga dan 

Kubela  
• To realize good governance 
• To increase the profile of Balikpapan as tourism destination as promoting it as the 

Largest Tropical Forest City in the world and to promote maritime tourism 
• To strengthen Balikpapan image as East Kalimantan main business gateway by 

developing it as a growth pole 

Local policies and initiatives   
The government of Balikpapan has developed a set of local policies and initiatives to developed the 
region. These are centered around four programs which focus on the development of: 

• Human resources  
• Environmental infrastructures  
• Regional economy 
• Regional capacity building. 

The implementation is development of tourism, education, industry and poverty alleviation sectors. 
Tourism indicates an increase of hotel occupation rate and exhibition of tourism places. 

According to World Bank Survey (Strategi KPK Balikpapan) there has been a significant fall in the 
poor in Balikpapan. Those in poverty fell from 34,460 persons in 2001 to 25,601 persons in 2002. 
There are several reasons for the fall in poverty. First, the government approach to poverty alleviation 
has been a participatory one, to engage in programs with the community in a self help approach to 
community participation. Participatory approach has included government, NGO, academics, 
theologians, business, and the poor leadership. Second, it set up poor family criterion. In the period of 
2002-2003, the criterion refers to Badan Koordinasi Keluarga Berencana Nasional Plus (Pra 
Sejahtera dan Keluarga Sejahtera 1). Since July 2003, Komite Penanggulangan Kemiskinan (KPK) of 
Balikpapan set a new criterion package for poor family. They are: 

• The resident of Balikpapan (by having Identity card) 
• Monthly average of total income (routine and additional income) is below Province 

Minimum Wage and disbursed for more than 1 person  
• Unable to full fill daily food needs with standard minimal nutrition 
• Unable to meet minimum standard of living place and environment (no toilets, less than 

11m2/person, less than 20% floor area ventilation, no border 
The strategy for poverty alleviation is directed at supporting initiatives to open opportunities to create 
social and economic independency. It covers education, scholarship, school re-registration, health 
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services and facilities, skill training, and working capital provisions. The general policy for 
implementation of the strategy consists of : 

• The City government taking responsibility for implementation of the strategy 
• Empowerment of power society to create social and economic independency 
• Implementation of poverty alleviation program based on humanity and social values such 

as gotong royong 
• Avoidance of dependency syndrome. The government supports to the poor family is 

aimed to enhance their life by opening access to be independent 
• Good governance principals such as transparency, accountability and public openness 
• Based on Keppres No 12/1998, the central government designed an integrated economic 

estate called Kawasan Ekonomi Terpadu Samarinda, Sanga Sanga, Muara Jawa, 
Balikpapan (Kapet Sasamba). The area covering 4.413 km2 or 2% or East Kaltim area is 
aimed to foster development in Eastern Indonesia and distribute result of development. 
Kapet Sasamba is divided into three clusters. First cluster is the area of Balikpapan and 
nearby. This cluster is potential for industry, trade, tourism and services. Second cluster 
is the area of districts Sanga Sanga, Muara Jawa, Samboja dan Loa Janan. This cluster 
is potential for oil and gas, coal, and B and C minie category. Third cluster is the area of 
Samarinda and neraby that is potential for agriculture and forestry.  

•  
• The rapid development of Balikpapan has lead to significant environmental problems along the coast 

line. Development has been permitted in the past without regard to the environment or the aesthetics 
of the bay. In response to environmental concerns, the government established a Balikpapan Bay and 
Watershed Management Project. The project provides for: 

• Better coordination among the many sectoral interests among the different levels of 
governance from village to national agency levels to improve the management of the river 
and stream catchments which flow into the bay; 

• Capacity building to developed and implement the plan; 
• Research and community awareness of the importance of managing aquatic resources, 

especially the interactions between land and water uses; 
• Implementation of the plan, which has popular support by all stakeholders, without the 

need for external funding support 

Economic Planning and Analysis  
The sustainable development planning of Balikpapan integrates human and natural resources. It 
covers eight activities: 

• Industry (industrial estates, development of small medium business management and 
skills, regular fund) 

• Food crops and horticulture (agriculture diversification, intensification, and intensification, 
development of competitive commodity, improvement of human resources, regular fund) 

• Estate crops (development of agro business and agro industry, regular fund) 
• Livestock (development of potency, provision of a livestock fund) 
• Fisheries (breeding of competitive commodity such as labi-labi and teripang, fishery 

rehabilitation, regular fund) 
• Trade (development and increase of domestic and foreign trade, infrastructure, regular 

fund) 
• Cooperation (human resource development, enlargement of cooperation function and 

regular fund) 
• Business development (investment opportunity creation, small business development, 

partnership)   

Financing Development 
Source of financing for development in Balikpapan is largely from Balance Fund Revenue. In the 

period of 2002 – 2004, the proportion of Regional Own Revenue had decreased and proportion of Balance Fund 
Revenue had increased. However, the fluctuation of Balance Fund Revenue of Balikpapan was affected by the 
price of oil. It can be seen in value of natural resource sharing revenue. In 2003, natural resource sharing 
revenue was 189,920 billion rupiah.   
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Table 13. Batam Regional Revenue and Government Expenditure (billion Rp) 

Description 
  

2002 2003 2004 

billion Rp % billion Rp % billion Rp % 
Regional Revenue 481,305.8 100 489,047.6 100 543,318.8 100 
-Regional Own Revenue 24,895.2 27.11 54,388.7 15.3 56,705.0 18.94 
-Balance Fund Revenue 431,619.9 63.19 394,148.1 82.86 479,895.0 79.66 
-Other Revenue 24,790.8 9.7 40,510.9 1.83 6,718.8 1.4 

Source : Regional Development Planning Board, Government of Balikpapan, 2005 
 

Investment in Strategic Infrastructure  
Balikpapan government has invested heavily in infrastructure projects to support the development of 
the region, especially in the transportation sector, such as the sea and airport, coastal road and 
Balikpapan-Samarinda-Bontang highway, to help develop the retail trade, it has built market and 
shopping center. It has also invests in sport facilities such as sport center and promotion, stadium, 
tennis field and swimming pool. To increase the quality of human resource, the government also 
invests in education. It develops community college, corporate voluntary program, and employee self-
voluntary program. Community college is a program of skill enhancement quality for vocational 
school, cooperation of polytechnic in Balikpapan with Institute Technology Bandung, and on job 
training program for graduate of senior high schools that do not continue their study. In corporate 
voluntary program, expatriat working in Balikpapan give lectures on job training. To support the 
program of illiteracy rate elimination, there is a program of employee self-voluntary in which the 
employees in a company teach in an informal meeting. 

Key Success Factors  
Factors which have contributed to the successful development of Balikpapan have been the city’s 
strategic location in a resource rich region; incentives provided by government to attract investment; 
consistency in law and regulation enforcement; efficient bureaucracy, transparency of systems and 
services; availability of supporting infrastructures, and stakeholders support in city development. 
Good governance and stable leadership has also played a key role in developing investor confidence 
in the region. With higher than national average growth rates it has been able to support poverty 
alleviation programs that have generated positive outcomes. 

Lessons learned  
Balikpapan government has worked closely with national and international institutions and agencies, 
NGOs, financial institutions and fund agencies in developing the region’s economy. In particular the 
USAID (BIGG ICMA to implementation of Budget Based Performance and Mitra Pesisir programs to 
clean up the environment; the MCE VOEST & Co Austria international skill standards training 
program through BLKI, and CBUIM for institutional enforcement to performance measurement using 
SCORECARD method have all contributed to a more efficient and effective government sector. 
However there are some important lessons learned from these and other projects. Lessons from the 
Study of Balikpapan which have resulted in more sustainable development outcomes are:  

• Projects involving international development assistance need to be well thought out and 
designed if delays and other difficulties are to be avoided.  

• All planning processes should have good management systems and capable and trained 
people in place before technical activities commence. 

• The building of partnerships must occur simultaneously with building project team 
capacity.  

• Potential projects partners need to fully informed and engaged in the planning and design 
process.  

• Develop and document a consistent lexicon of terminologies for project that are 
understood by all parties involved in development projects. 

• Government should avoid the temptation of quick fix solutions because there are local 
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skills and technologies that can be used to solve development problems.  
• Mechanisms needed to be developed to enable governments to work at multiple levels 

and with multiple sectors simultaneously in coordination manner and to minimize the 
potential for miscommunication.  

• Government should not always take the leading role in planning and development, 
allowing entrepreneurship to develop amongst the business and community sectors; and  

• Government should seek to take advantage of new opportunities, especially those that 
enable resources to leverage investment by others 
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Annex 4: Best Practice Case Studies Philippines 

Introduction 
Despite constraints to regional development, some cities in the country have gained inroads in laying 
down the foundations for good governance and in undertaking initiatives to improve service delivery 
systems to improve living conditions. Experiences of three cities – Bacolod, Koronadal, and Naga – 
are highlighted. Bacolod and Koronadal have been selected as case studies in this paper on the basis 
of the 2004 Philippine Cities Competitive Report (PCCR) conducted by the Asian Institute of 
Management (AIM) wherein they topped the rankings for medium-sized and small-sized cities 
categories, respectively. Naga which was also a runner-up in the said study was selected in view of 
the numerous awards and recognition that it has received from national and international agencies.  

The three cities are situated in regions with high to very high poverty incidence Annex 2 and 4).. 
Based on the Family Income and Expenditure Surveys (FIES) of the National Statistics Office from 
2000 to 2003, these regions which house the three study sites performed positively in poverty 
reduction, i.e. Region 6 (Western Visayas) reduced poverty incidence from 44 percent to 39 percent; 
Region 12 (Central Mindanao) from 47 percent to 38 percent; and Region 5 (Bicol) from 53 percent to 
48 percent.  

The case studies examined the local and regional context to highlight the challenges to economic 
development. The study conducted interviews and documents review to identify and describe key 
notable initiatives on governance, planning, and development financing.  

BACOLOD CITY  
Overview 

Bacolod city is the capital of Negros Occidental province which is situated in, Region VI or Western 
Visayas.198

Bacolod is a favorite tourist destination and popular venue for meetings and conferences of private 
corporations and government agencies as modern hotels and convention centers abound. Having 
earned the distinction of being the one of country’s greenest and cleanest cities, Bacolod is also 
proud for being recently citied as Most Livable City. The city is home to many old rich Filipinos and 
foreign retirees. In spite of being highly urbanized, Bacolod’s traffic, air quality, and peace and order 
situation are the envy of many Filipinos. Since 1990, the city hosts the Maskara Festival

  It is a medium-sized city with a total population of about 480,000. It has low annual 
population growth rate of about one percent compared to the national average of two percent. It is the 
seat if the provincial government and center of commerce, trade, industry, and cultural activities. The 
city consists of 61 barangays (villages) with a total land area of around 18,000 hectares, of which 56.4 
percent are classified as agricultural land. Sugar is the main agricultural produce of Bacolod city just 
like the entire Negros Occidental province, which supplies 50 percent of the country’s sugar 
requirements. The city is also popular for its handicraft and cottage industry featuring woodcarvings, 
ceramics, potteries, and novelty candles. Bacolod together with the entire Region 6 is one of the 
country’s steady sources of marine and aquaculture products.  

199

                                                      
198 Region VI or Western Visayas is composed of six provinces: (1) Aklan, (2) Antique, (3) Capiz, (4) Guimaras, 
(5) Iloilo, and (6) Negros Occidental. It has 16 cities, 117 municipalities, and 4,050 barangays. It has population 
of 6.2 million based on the 2000 census. The Province of Negros Occidental is composed of 13 cities and has the 
largest population with 2.1 million or 34 percent of the population in Region VI. The region uses about 1.05 million 
hectares or 52 percent of its total land for agriculture. Hence, it is one of the leading producers of sugar, rice, and 
commercial crops. In 1996, the region comprised 63 percent of the total sugar output in the country; ranked third 
rice producer among regions contributing to 1,474,430 metric tons; ranked third marine fish producers (273,064); 
and ranked fourth largest aquaculture supplier (89,469 metric tons).  

 every 
October which has become to be a much-anticipated event and alternative source of income for the 
residents. Because of the Maskara, Bacolod has been referred to as the City of Smiles. In 2004, the 
city earned a total PhP 630 million in gross receipts from the festival.   

199 This a parade smiling masks and colorful costumes participated by different organizations and groups within 
the province. The parade culminates with awards for a number of categories and more merrymaking.  
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Initiatives and Gains 

Bacolod city ranked first among mid-sized cities in the 2004 PCCR. Bacolod city topped in three out of 
seven drivers of change identified by PCCR: (1) human resources and training; (2) infrastructure; and 
(3) quality of life.200

Trained Human Resources. Bacolod has a well-educated and highly trainable labor force. Bacolod 
is consistently one of the top performers in the National Elementary Assessment Test (NEAT) and 
National Secondary Assessment Test administered by the Department of Education (DepEd). The 
city’s educational system is distinctively different in view of its institutionalized system of on-the-job 
training (OJT) programs for students, which has been made possible through effective partnerships 
between local industries and educational institutions. Businesses allow OJT trainees from schools 
and such provides ample opportunities for the students to develop practical skills needed for actual 
work situations. There are two universities, 11 colleges, and 23 vocational schools in 
Bacolod.

  Through partnerships and co-operation between and among the different 
stakeholders, Bacolod has been able to sustain modest economic growth and significantly improve 
the quality of life for its citizens in recent years. Notwithstanding the wide-ranging improvements that 
need to be put in place in order for the Bacolod to harness its full potentials, the city has shown 
encouraging initiatives and positive results worth noting for purposes of replication by similarly 
situated localities and providing inputs in crafting a viable framework for regional development.  

201

Educational and training institutions have been tapped in advancing and sustaining various initiatives 
such as community-based solid waste management, fire prevention, rescue operations, disaster 
preparedness, and crime prevention. In support of the National Civic Welfare Training Service, 
college students are sent for field training and social immersion wherein they are asked to serve their 
communities as part of their schooling and learning experience.  

  Efforts have been undertaken to make the school curricula in Bacolod responsive to the 
needs of local businesses as well as demands for specialized services abroad (e.g., call centers, 
nursing, caregiver, maritime profession, etc.). 

The Technical Education for Skills Development Authority (TESDA) in collaboration with the National 
Federation of Sugar Cane Planters co-manage a vocational school for the children of sugar planters 
who intends to develop skills in automotive repair, diesel mechanic, and other farm technician 
courses. The city government works closely with civil society organizations in providing scholarships, 
training programs, and special projects for the elderly, unemployed adults, out-of-school youth, and 
physically challenged residents.  

Good Infrastructure Base. Bacolod has a relatively developed infrastructure base. It has seaports 
and airports within city limits and nearby areas that serve domestic and international clients. Bacolod 
is 45-minutes away by land from the bigger and busier Iloilo City.  An airport following international 
standards will be built by the city government about 60 kilometers from the city center under a Build-
and-Operate Transfer (BOT) scheme. Bacolod has a well-managed road network with extensive 
drainage system, wide streets, and well-maintained footpaths that help facilitate the movement of 
vehicles and pedestrians. With assistance from the Japan International Cooperation Agency (JICA), 
Bacolod has a traffic management plan that identifies directions for road expansion and widening, 
building of new bridges, and improving mass transport system. Communication facilities are likewise 
well-developed in Bacolod. Together with landline networks, the city has adequate cell sites that 
ensure stable and high-speed internet connections. The city has steady supply of water and 
electricity. 

Livable City. Bacolod has been identified as an ideal place to reside due to its clean air, healthy 
population, low incidence of crime, and easy access to basic amenities as well as leisure. Bacolod 
belongs to the Cleanest and Greenest City Hall of Fame. The city government, citizens and private 

                                                      
200 The other four drivers of change are: (1) cost of doing business, (2) dynamism of local economy, (3) linkages 
and accessibility, (4) responsiveness of LGU 
201 Within a 30-kilometer radius from the city center of Bacolod, there are other schools that also 
participate in the program: two colleges and two in Talisay City; one college and three vocational 
schools in Silay City; one college and one vocational school in Bago City; and one college in Murcia. 
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groups co-operate with each other in the maintaining cleanliness in the whole city and the 
preservation of public domains such as median islands, parks, and gardens.202

The solid waste management program implemented by the city government is well-received and well-
supported by the citizens. Garbage is collected daily in commercial and urban residential areas while 
garbage is collected weekly in rural residential areas. The city government provides garbage bins and 
compost pits in selected locations. Waste segregation and recycling are part of the program.  The city 
also regularly sprays anti-pollutants and insecticides to prevent diseases.  

   

The city has one of the lowest maternal and infant mortality rates.  Bacolod has one of the highest 
number hospital beds among the mid-sized cities nationwide. The city government gives high priority 
to health maternal care and family planning. The 61 barangays have easy access to basic health 
services.  

Crime rate is low with the city police force being cited as the best in Region 6. This can be attributed 
to the monthly financial assistance in the amount of P0.5 million extended by the office of the city 
mayor, which is drawn from the monthly donation of PhP 1.2 million by the Philippine Gaming 
Corporation (PAGCOR) to the city government. The financial assistance is used to augment the 
meager budget of the police force for operating and maintenance expenses. With more money for fuel 
and maintenance of patrol cars, police visibility and effectiveness have been enhanced.  

Governance. Participatory approaches and consultative processes are increasingly becoming very 
familiar in the management of city affairs. LGC has not only provided the basic legal mandate for 
devolving power and authority to sub-national administrative units, but it also opened opportunities for 
citizens empowerment by gaining access to and representation in government decision-making 
bodies and discharge of official functions.  LGC provides the enabling policy environment to promote 
good governance.  The partnerships and linkages that have evolved in Bacolod are attributable to 
LGC, which have been reinforced by local ordinances such as the Investment Code (1996 and 2002), 
which established a multi-sectoral local investment board and provided tax incentives to investors.  

Citizens’ feedback on public services has also been welcomed and used to improve service delivery. 
This coupled with benchmarking of good practices by other local government units prompted the city 
government to institutionalize a one-stop shop for processing of business license applications and 
payment of local taxes and fees. The one-stop shop concept resulted in modest but steady increase 
in non-IRA revenues.   

Practicing the principles of transparency and public accountability, the incumbent local chief executive 
delivers his annual State of the City Address wherein he publicly announces his administrative 
agenda and reports his accomplishments in measurable terms. He openly encourages his 
constituents to hold his administration to account for the services and changes that he has promised 
to deliver.  Local business associations and civil society organizations have been very cooperative 
and active in working with the city government to advance and sustain a number of initiatives that 
improve quality of life.  

Economic Activities and Opportunities. Issuance of business permits/licenses is increasing as 
more residents are employed (Table 2). Business taxes and real property taxes accounted for an 
average of 57 percent and 36 percent, respectively, of the total tax collections from 1999 to 2003 
(Tables 3 and 4). Real property tax collections for the concerned period show a drop from P62 million 
in 1999 to P41 million in 2000; from P67 million in 2002 to P64 million in 2003 (Table 3). Tourist 
arrivals have been on an upward trend (Table 5). The number of banks has increased from 47 in 1998 
to 56 in 2003 (Table 6).  There is an increasing trend in real estate business. Repatriated earnings 
from overseas Filipino workers (OFWs) and relatives are also in an upswing.  

Bacolod and Iloilo provide good educational institutions for residents of Western Visayas, thus 
avoiding the high costs of tuition and living in Metro Manila and Metro Cebu. Western Visayas is 
                                                      
202 Bacolod served as an example and inspiration to Marikina city in the late 1990s in having a clean and healthy 
environment. Marikina put up large billboards praising Bacolod for its gains and encouraging the residents of 
Marikina to support the city government’s campaign for cleanliness. Marikina is a leading small-sized city in the 
country and one of the cleanest and greenest cities.  
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popular for its mango and sugar production. The rich marine and aquatic resources as well as white 
sand beaches are the other competitive advantages of the region. The city is a jump-off point to the 
different eco-tourism destinations in Western Visayas. Bacolod offers opportunities for food 
processing and manufacturing of the region’s produce. It also serves as an alternative place for 
conventions and permanent residence to the crowded and nearby Iloilo.  

 
Table 2. Business Activity in Bacolod City, 1999-2003 

Particulars 
Year 

1999 2000 2001 2002 2003 
Number of business establishments 11,517 13,352 14,739 14,428 19,621 
Number. of business permits issued 9,394 11,128 11,954 11,319 15,616 
Number of employed labor 42,636 40,879 48,636 53,489 123,291 
Gross Sales (in million pesos)   15,708    15,423   20,223    16,988    52,297  
Source: Bacolod City Government, 2003 

 
Table 3. Revenues from Local Tax Collections, 1999-2003, in Million Pesos 

Source 
Year 

1999 2000 2001 2002 2003 
Real Property Tax 62 41 55 67 64 
Business Tax 80 83 92 96 102 
Other taxes 8 9 10 11 11 

Total 150 133 157 174 177 
Source: Bacolod City Government, 2003 

 
Table 4. Shares of Local Revenues, 1999-2003, in Percent 

Source 
Year 

1999 2000 2001 2002 2003 
Real Property Tax 41 31 35 38 36 
Business Tax 53 62 58 55 58 
Other taxes 5 7 6 6 6 

Source: Bacolod City Government, 2003 
 

Table 5. Visitors’ Arrival in Bacolod, 1999-2004 

Year  Domestic Foreign OFW Total 

1999   137,636         8,601  n/d        146,237  
2000       141,119        10,585  n/d        151,704  
2001       141,204         9,285  n/d        150,489  
2002       167,435        14,414  1,239        181,849  
2003       188,243        15,323  1,789        203,566  
2004       201,419        16,863  n/d        218,282  

Source: Bacolod City Government, 2003 
 

Table 6. Number of Banks, 1998 - 2003 

Classification 1998 2003 
Development Bank 3 5 
Commercial Bank 30 30 
Savings 3 6 
Newly Opened Thrift Banks 6 6 
Rural Banks 5 9 

Total 47 56 
Source: Bacolod City Government, 2003 
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Challenges and Future Directions 
Economic Development and Revenue Generation. Bacolod is yet to significantly increase its capacity 
to promote sustainable local economic development in order to generate more revenues and become 
less dependent on IRA. As of 2003, IRA and non-IRA sources are 62 percent and 38 percent, 
respectively (Tables 7 and 8). The percentage distribution of IRA and non-IRA revenues has been 
more or less the same in the past four years (Table 7 and 8).  

Table 7. IRA and Non-IRA Revenues, 1999-2003, in Million Pesos 

Source 
Year 

1999 2000 2001 2002 2003 
Non-IRA 204 184 205 226 225 
IRA 298 357 347 351 370 
Total Revenue 502 541 552 577 595 

Source: Bacolod City Government, 2003 
 

Table 8. Shares of IRA and Non-IRA Revenue, Balocod City 

1999-2003, in Percent 

Source 
Year 

1999 2000 2001 2002 2003 
Non-IRA 41 34 37 39 38 
IRA 59 66 63 61 62 

Source: Bacolod City Government, 2003 
 
The city’s revenue generating capacity can be improved by implementing a strategic and coherent 
business model and providing the enabling policy and appropriate institutional environment. Economic 
activities have been largely limited to domestic consumption. Sugar production – which is the key 
industry in Bacolod and the rest of Negros Occidental Province – remains the same for so many 
decades. It has not been adopted new methods of production to increase yield and quality as well as 
to make the price competitive in the world market. Diversification has not been pursued. Investment 
programs have not been effective enough to attract foreign investments for new ventures. The city like 
most local governments in the country is yet to think globally in the context of the new economic order 
and orient its way of doing things accordingly.  

Bacolod seeks to establish its own export processing zone, which will compete with the existing 48 
economic and 72 economic zones under development in the country. The trend in foreign direct 
investments has been concentrated in Southern Tagalog Region, National Capital Region, and 
Central Luzon Region; it is unlikely that locators will choose Bacolod since it is less accessible than 
other alternative sites and the relatively high costs of electricity. Economic zones provide fiscal 
incentives to locators, but since their official launching in the early 1990s, actual investments so far 
have fallen short of expectations.  

The city has also passed a local ordinance in 1996, which was reinstated and amended in 2002 
providing for tax incentives to investors and the establishment of the Local Investment Board. The 
Board is a multi-sectoral body that advises the city government about investment priorities. Intended 
to attract investments, the ordinance is not at all desirable in the sense that it deprives the city coffers 
of potential revenues due to tax cuts and exemptions and that incentives by themselves will not 
convince investors to locate in Bacolod. Investors give more weight on the availability and costs of 
inputs, security of investments, and profit margins. The lengthy and cumbersome process of availing 
the incentives – as revealed by some informants in the city – makes the ordinance somewhat 
ineffective.  

The city can generate more revenues by rationalizing its land information system and real property 
valuation and linking them to efficient revenue collection system. Land titling is problematic. Some 
titles are either conflicting or missing or unrecorded or not updated. Real property valuation is not 
regularly updated and reconciled with tax records. Valuation is way below the market value and 
adjusting it to higher rates has not been included in the administrative agenda in view of the perceived 
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political risks and resistance from the influential and landed residents. Accurate and updated tax 
maps are critical to revenue generation. The discrepancy in the number of business establishments 
vis a vis the number of business permits issued as shown in Table 2 suggests that some 
establishments have not renewed their business permits. With a computerized recording system, 
establishments in default can be easily identified and consequently demand payment.  

There is also much to be desired in enhancing the efficiency of tax and revenue collection. Increases 
in applications for new businesses and commercial activities have not been matched by increases in 
total annual tax collections. Bacolod was a one of the pilot cities targeted for the computerization of 
land information and tax and revenue collections systems under the Philippine Regional and 
Municipal Development Program (PRMDP) co-financed by ADB and the Australian Agency for 
International Development (AusAID). PRMDP also included other packages of interventions aimed at 
strengthening corporate governance of the pilot cities. Overall results of PRMPD for Bacolod were 
less than satisfactory owing to a number of reasons such as project design flaws, institutional 
preparedness and capacity to manage the change process, leadership changes, and weak project 
coordination.  

Development Planning and Management. CLUP serves as the blueprint for city development. 
PRMDP provided support to Bacolod in digitizing land information, which became the bases for land 
classification and setting development priorities. CLUP together with the annual investment plans, 
however, need to be more information-based, inclusive, and forward looking. It is in this context where 
an effective national and regional development framework can be helpful and provide the needed 
guidance. Paradoxically, existing policy guidelines from the national government are similarly in 
disarray. Development planning lacks careful analysis and strategic direction. Plans are usually 
reduced to an enumeration of activities that are not linked to budgets and directed at achieving the 
desired outcomes.  

Weaknesses in development plans and the lack of careerism and performance culture further subject 
development administration to extreme pressures of political patronage and partisan politics. 
Development priorities have been largely influenced by the local chief executive and the dominant 
political party in the city council.203

There is much to be desired in strengthening capacities for corporate governance of the city 
government. Development financing and building the credit worthiness of the city government have 
not been fully explored. At present, the borrowing capacity of local governments is measured by 
development and commercial banks in terms of the size of the IRA. From this vantage point, it is 
advantageous to have a large IRA. In addition, to non-IRA revenues, the city government does not 
fully account and report its assets and reflect them in the financial statements. A system of credit 
rating for local governments is yet to be put in place. 

  It has been difficult to pursue and sustain development initiatives 
in the long-term.  

Knowledge Management. Information is essential to enhancing productivity and competitiveness. 
Basic data about the city is nonetheless either incomplete or inaccurate or both. Official records on 
revenues and other development indices are sometimes conflicting even if they are generated by the 
same office.  Variances in the reported figures can be greater and more confusing as more offices get 
involved in gathering and generating the information. There are no economic development indices at 
the level of cities and municipalities.  In the absence of adequate and reliable information, 
development planning and management are severely compromised.  

Koronadal City  

Overview 
Koronadal is the capital city of South Cotabato and the administrative center of the 
SOCCSKSARGEN region. From a first-class municipality in 1995, it was converted into a component 
city in October 2000. It also functions as the provincial agro-industrial center and was adjudged as the 

                                                      
203 The incumbent mayor belongs to the opposition party. Thirteen out of the 14 members in the city council 
belong to the rival party.  
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first most competitive small city in 2003 as part of the City Competitiveness Survey among Philippine 
cities. 

Koronadal is basically the trading center for the province, acting as the market for the agricultural 
products from its neighboring towns. Having a largely agricultural economy, the lands in the city 
mainly grow rice and corn. Though it is strategically located, Koronadal would have to contend with 
neighboring cities like Tacurong, Cotabato, and General Santos. GenSan is only roughly 59 
kilometers away while Cotabato City is about 136 kilometers.   

Koronadal prides itself with its unique and culturally rich populace - a mixture of Ilonggos, Cebuanos 
and Ilocanos - the composition of which somehow influences the relatively stable state of the peace 
and order in the locality. 

Initiatives and Gains 

Up until the announcement from the City Competitiveness Survey, Koronadal is treated as just one of 
the merely surviving component cities in Mindanao. To note, of the 25 small cities competing, it 
ranked 2nd in linkages and accessibility and in human resource and training; 3rd in the quality of life 
criterion; and 4th for the rest of the criteria which are cost competitiveness, local economic dynamism, 
infrastructure, and responsiveness of the local government. 

Several factors that explain the performance of the city could be outlined. One is strategic location. 
Since the city is situated at the heart of the province, it acts as a major junction to areas in southern 
and central Mindanao.  

Koronadal’s conversion to a city is another. This conversion has given the city a competitive 
advantage in terms of financing its development requirements. Its IRA has risen four times and for the 
last three years has not been expended to the full. The city can thus leverage this to access further 
credit for its development programs and projects. In terms of accessing alternative modes of 
financing, the city is poised to borrow from the market to fund the construction of the new city hall.  

Among the plus factors too is the presence of good private tertiary schools and of financial 
institutions. The first renders the city a good source of competent and skilled labor force to the region 
while the latter helps local businesses and even the local government in financing development 
projects. Among the tertiary educational institutions in the locality are Notre Dame of Marbel 
University, King’s College, and Colegio de San Antonio. As of 2001, there are 15 banks in the city 
which trimmed down to 14 by 2004. Some of these banks are Allied Bank Corporation, Bank of the 
Philippine Islands, Land Bank of the Philippines, Metro Bank, Peninsula Bank, Philippine National 
Bank, and Rural Bank of Koronadal. 

Another critical factor is public safety and order which remains stable in Koronadal, although the city 
has been the scene of bombing sometime in 2003. It was admitted that the bombing of the public 
market has affected the profitability of the market, which also affected the capacity of the affected 
taxpayers, particularly the market vendors, to pay their taxes and fees. Again, the importance of social 
stability in promoting the development of sustainable regions has been emphasized. 

Policy initiatives. Executive Order 304 of 2004 is a clear manifestation of the city’s potentials. This 
order designates Koronadal as the administrative center of Region 12 and in so doing, provides the 
city with a long-term influence in the development of the surrounding areas within the region. The 
regional center status not only reinforces its historical role as a trading and commercial center for the 
other municipalities within South Cotabato and nearby provinces, but provides a push factor for the 
city and the national government to establish the enabling institutions and facilities and to guide 
investments towards enhancing that regional role. So far, about 60 percent of the regional offices 
previously located at Cotabato City have already transferred to Koronadal. 

The city has come out with an Investment Incentives Code in 1998 and has created an Investment 
Board. The Investment Incentive Code though has not yet been updated, and there were suggestions 
to relax the P5 million capitalization requirements, and to activate the membership of the Board. 
Nonetheless, according to the Annual Incentive Plan, the local government intends to direct the 
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incentives to agricultural forestry activities, to manufacturing and processing, and to infrastructure and 
support facilities. 

Leveraging assistance from some of the development institutions, the city has also come out with a 
Local Revenue Code in 1994, but this also has not been updated yet. Updating has been tied up by 
the provision on cityhood, as mandated by LGC, that upon conversion to a city, taxes, fees and 
charges cannot be increased within the first five years of the city’s existence. Working on this 
antiquated code however, some of the members of the private sector are appealing in the local 
legislative body to fairly lessen the rates on a few of the provisions like that of the 25 percent 
amusement tax. 

In terms of asset management, the local government has the foresight to initiate and inventory and 
valuation of its properties / assets. Specifically, the accounting department is just starting to account 
for the city’s physical and infrastructure assets. 

Governance and decisionmaking. In terms of process, the local administration came up with a 
unique method of decision-making. In the past, a number of key issues that affected the city’s 
development priorities were discussed through a Legislative-Executive Development Conference 
(LEDC) composed of the Sanggunian Panlungsod members, the Mayor, and the department heads. 
Among the recent issues that were taken up in the committee were the computerization of the 
revenue generating offices, purchase of lot and authorization to borrow for the construction of the new 
city hall, and funding for the concreting of provincial roads that connect many of the farm to market 
roads already developed by the city. There was agreement to fund the concreting of the provincial 
roads, but the Sanggunian has not given its authorization for the computerization project and for the 
authorization to borrow for the construction of the new city hall. See that issues brought before the 
body are matters concerning relatively large funds. 

Currently, one of the flagship activities of the local administration is the handing out of soft loans 
without interest to qualified farmers and indigents. This is a form of a reinforced-community farming 
where a maximum amount of P10,000 could be granted. The beneficiaries are given 6 months to a 
year to repay their debts. The aim of the project is to hinder the people from borrowing from informal 
lenders that demand high interests and encourage them to initiate small economic ventures. 

Economic strategies. In terms of financing and investments, the local government revenue 
performance continues to be driven by revenue transfer from the national government in the form of 
Internal Revenue Allotment (IRA). As of 2003, IRA represents 83.72 percent of total local government 
revenue. IRA increased from 65.38 million in 2000 to 120.17 million in 2001, during its first year of 
transition into cityhood. IRA reached 228.91 million as of 2003. The rest of local government revenues 
are sourced from the real property tax and business tax, licenses and permits. Table 9 shows the 
increasing percentage of IRA to total local revenue. On the average, BIR allotment has a 68 percent 
share of the local revenue. 

Per the city treasurer’s estimate, RPT collection is only about 55 to 60 percent of the total tax 
collectible. The primary problem has been the unresolved issue of who to tax in the case of lands 
covered by the Comprehensive Agrarian Reform Law, where ownership has not been clearly 
established. 

Table 9. Shares of IRA and Non-IRA Revenue, Koronodal City 

1999-2003, in Percent 
 

 

Source 

Year 

1999 2000 2001 2002 2003 

Non-IRA 35 32 24 28 16 

IRA 65 68 76 72 84 
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Investments in the city have been driven by local investors, long time residents of the city or of South 
Cotabato who had decided to sink in their money into the city. According to the Planning Office of the 
city government, operation of sari-sari stores is the dominant commercial activity. Major investments 
have been in the areas of trade and service (malls and shopping centers) and telecommunication.  

The administration of Mayor Miguel is eyeing the profitability of investing in palm oil such that he has 
been convincing the farmers to concentrate on this activity. The local government is hoping that with a 
sufficient area planted to palm oil, related industries such as processors and extractors will eventually 
be set up within the city. The business sector supports this initiative. However, the sector also hopes 
that the passion to promote the new palm oil industry should go hand in hand with support for existing 
industries such as the fruit industry.  

On a different development strategy, the city is positioning itself as an alternative site for technology-
based activities, such as call center operations. It is into talks with the regional Department of Trade 
and Industry in terms of how to promote the city as an attractive alternative site for call center 
operations. A recently opened mall (Fitmart Mall) has already offered a sizeable space as a 
technology center. 

Koronadal’s economy is very much agricultural-based that the city could either capitalize and focus on 
this sector or enter into other ventures. Much as the banking and business sector lauds the effort of 
the local government, they still express the need for a focused industry or enterprise development 
policy and for a more sustained marketing of the city and its investment potentials. An important 
observation made was the need to foster convergence and integration. It was pointed out that there is 
a substantial grains industry within the city, but there is no complementary livestock or feed 
processing industries which could add value to the industry. 

Infrastructural support. The experience of Koronadal city shows that investment in basic 
infrastructures like the transport networks and telecommunications eventually pays-off especially if the 
locality enjoys a strategic location. Koronadal has a well maintained road network and has the highest 
aggregate total road length in the entire province of South Cotabato. In terms of its drainage / 
sewerage facilities, about 60 percent of the urban core is served by both covered and open canals. 
The city enjoys the presence of big telecommunication corporations like Bayan Tel and Pilipino 
Telephone Corporation for telephone services, Smart and Globe cellular phone services, and the local 
Marbel Telephone system.  

The case also shows that economic development with concomitant environmental management 
works. To wit, the local government is strongly advocating its 10-year solid waste management plan. 

Leadership and Participation. Though there are conflicting views on the role of local leadership to 
local growth, it could still be said as a big influence in the growth direction of Koronadal. In the 
interview with the mayor, he underscored his focus on the development of a ‘parochial program.’  
Meaning, strategies should be concentrated on the development of one’s own place so that the city 
could then help the region and eventually the country.  

Aside from the LEDC, the active participation of the members of the civil society further contributed to 
the competitiveness of the city. The civil society representatives are working in partnership with the 
government in the City Development Council and even in the Regional Development Council. Their 
views and recommendations are generated from the preparation of plans and programs up to 
implementation and monitoring. It should be noted though that this collaboration is rather new. Since 
the conversion of Koronadal into a city, the local government recognized that civil society 
organizations are able to provide the programs that the local government sometimes overlooks. 

Also, Koronadal city’s development suggests that cities within the region need not compete with each 
other. Heads of the local government and members of the business and banking sector are one in 
stating that Koronadal does not compete with General Santos City. It even looks up to the latter in 
terms of economic dynamism, administration strategies, etc. The city, they deem, is not yet at par with 
General Santos and in part, Koronadal benefits from the development expansion in GenSan. 
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Challenges and Future Directions 
Several lessons could be further drawn out from the experience of Koronadal if the city is able to 
respond to the challenges it is presently facing. Elaborated below are some of the challenges and 
recommendations that city could look into. 

Strategic planning. The corridor development of the city limits the delivery of basic services and 
concentrates growth in the national highway. Several development nodes should be installed in 
probable built-up areas without impinging on the environment. Pockets of maintained parks and open 
spaces should be instituted as well to provide an environment for community gatherings and leisure 
walks. Koronadal is not yet densely populated so redirecting such developments would still be easier. 
This would not only improve service provision, it would also encourage economic activity. 

Complementation of economic activities. Both the private and the public sector should supplement 
the current economic activities in the region. As a trading center and locked as well by agricultural 
towns, people in the city should start to think of other ventures like tourism development and activities 
integrating the agriculture sector. The city could also start to actively put forward its sports and 
recreation facilities instead of just reacting to events in the sports arena. Koronadal has hosted 
several boxing and basketball tournaments and other athletic meets but it does not initiate such 
activities. 

Clarity in vision and city promotion. People in the city do not have a clear vision of the type of 
development they want for the locality. Thus, they do not know how to promote the city within and 
outside the region. In relation to that, efforts to attract investments and activity should be centered on 
the city’s target market. According to the members of the business and banking sector, the investment 
catchment area of Koronadal consists of its nearby areas, particularly the provinces located north of 
the region like Maguindanao and Cotabato given that provinces south of Koronadal look up to 
General Santos city as their investment haven. 

Strengthen the small and medium enterprises. Internally, economic policies may need to target 
locally based investors given the pattern of local investment by South Cotabato-based investors. 
Small and medium enterprises seem to be the backbone of the local economy. Adjunct to this, there 
is a need to review, amend and codify local codes as much as the need to gather information on the 
economic growth rates and poverty statistics in the city. These would have been helpful in measuring 
the city’s performance and in targeting results. Nevertheless, initial efforts have been made to conduct 
a comprehensive survey of the populace quality of life. It was said that data from the initial nine 
barangays showed that about 70-80 percent of the households at the countryside are living below the 
poverty line, another concern they have to respond to. 

Bolster institutional linkages. Likewise, the local government should strive for a stronger linkage 
between the institution and the local chamber of commerce. For this to be, a note on the local chief 
executive’s leadership is necessary. The mayor is described as a very frank and domineering person. 
He is also popular for being autocratic and for not delegating decision-making to other members of 
the local government. Some observed that local government personnel are not empowered enough to 
decide even departmental matters. Representatives of public and private institutions should meet 
halfway in this regard. 

Image Building. There is a need to reinforce the image-building efforts of the local institutions and to 
publicize the conduct of business processes. Even with the competitiveness award and EO 304, 
Koranadal remains to be a fairly unexceptional city that lives no lasting impression as yet to its 
neighbors and to the country much less because of a very passive promotional strategy. All in all 
though, the city has made its first steps to its improvement and identity. 

Striving for continuous competitiveness. For Koronadal to maintain its position as the most 
competitive small-sized city in the country, it should endeavor to level down the increasing cost of 
living in the locality, better its initiatives to protect and clean the environment, and make the local 
government institution much more responsive.  
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Naga City  

Overview 
Naga is a peripheral city 500 kilometers away from Metro Manila, the country’s capital and richest 
region. Although an established center of commerce in Bicol204

As Bicol’s center for commerce, finance, trade, and services, Naga plays a crucial role in regional 
development. It serves as industrial hub for Metro Naga and the Legaspi-Iriga-Daet growth corridor 
and is groomed as a major link to Metro Manila and other metropolitan areas in the country.

, Naga stagnated in the 1980s. City 
Government overspending amidst revenue scarcity prompted the Department of Finance in 1988 to 
downgrade the city’s status. The prevalence of illegal gambling and other vices worsened the quality 
of life in the city. But, the election of 29-year old Jesse Robredo as City Mayor in 1988 ushered in 
inspiring governance practices that, in just three years, helped the city to regain its premier status. 
Through transparent and participatory governance, the City Government built its credibility. With over 
100 international, national, and regional awards in best governance practices, Naga City is also now 
one of the country’s brightest economic spots.  

205 The 
dynamism of Naga’s economy is evident in its 6.5 percent average annual growth rate, the presence 
of two business districts and several new growth zones, and average family income that is 126 
percent and 42 percent higher than the national and regional averages, respectively.206

Almost 75 percent of Naga’s land area is classified as agricultural.

  Without 
appropriate interventions to reduce regional poverty (Bicol houses the biggest number of poor families 
in the country) and accelerate regional growth (a mere 2.7 percent contribution to the Gross Regional 
Domestic Product compared to Metro Manila’s 30 percent), Naga’s economic gains are not 
sustainable in the long run.  

207 Wholesale and retail trading are 
the dominant economic activities owing to the city’s strategic location as transit point of goods coming 
from Manila. Available data show that the biggest contributor (at 64 percent) to the city’s output is the 
Finance, Insurance, Real Estate, Transport and Communication sector.208 Investment opportunities 
abound in agriculture, trading, and industry, and are found in the identified eco-tourism, agro-
industrial, joint agri-business, and new market development and growth zones. There were 4,670 
business establishments in 2001, a sharp increase from the 1990 estimate of 2,000 establishments.209 
Of the city’s 40 banks (representing 30 percent of the total number of banks in the whole region), 47 
percent are commercial, 22 percent thrift, and 22 percent, rural. The rest are specialized government 
banks.210

Initiatives and Gains  

  

Economic Governance. Strengthening partnerships with the organized sectors and eliciting people’s 
participation are key governance practices.211

                                                      
204 Based on recent statistics, Bicol is one of the five poorest of the country’s 16 administrative regions.  

 The City Government shows a strong drive for 
economic growth and for poverty reduction. It uses a pragmatic governance approach: it provides key 
directions for the local economy and empowers the private sector in spurring economic development. 

205 The Regional Physical Framework Plan (RPFP) identifies Naga City as the regional center for commerce, 
finance, trade, and public/private services. [Naga City Statistical Profile]  
206 Robredo, Jesse. 2003, Making Local Governance Work: The Naga City Model, page 41. These income 
figures were cited taken from the ADB Cities Databook, 1998.  
207 An estimated 6,325 hectares out of the city’s and area of 8,448 hectares are classified as agricultural. Rice, 
coconut, sugarcane, corn and other crops constitute 36.96 percent, 24.80 percent, 19.75 percent, 8.44 percent 
and 10 percent, respectively, of the total agricultural production.[Naga City Statistical Profile] 
208 Naga City Investment Board. 2005. Naga City Investment Profile. Naga City: City Government 
209 Reuel Oliver, Executive Director of the Naga City Investment Board. Field study/interview in Naga, February 
2005   
210 DBP, LBP and BSP Clearing Office are the government-owned banks in the region.  
211 Robredo, Jesse. 2003. Making Local Governance Work: The Naga City Model. page 2. Other case study 
references on Naga’s governance practices include the following downloaded materials authored by Mayor 
Robredo, to wit: (1) “The Role of Government to Implement National Poverty Alleviation Programs in the 
Philippines”, paper presented during the Manila Social Forum, a seminar sponsored by the Asian Development 
Bank, 1999; (2) Leadership and Change in City Management: The Naga City Experience. 
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212

Improving local government capability. To enhance its capability to manage economic 
development, the City Government reorganized its bureaucracy based on aptitude and competence, 
implemented an award-winning Productivity Improvement Program, activated the Merit and 
Promotions Board to eliminate patronage, empowered employees to propose innovations, and 
improved systems and procedures. 

 It practices strategic planning that goes beyond the confines of the city’s concerns. To sustain 
economic and service-delivery partnerships, it provides technical, livelihood, and job-placement 
services that benefit not only its constituents but also those of other local governments. 

213 Naga’s economic recovery lies in working with people with very 
good credentials.214

Metro Naga. The City Government initiated the formation of the Metro Naga Development Council 
(MNDC) or Metro Naga that comprises Naga City and 14 towns of Camarines Sur (Bicol’s biggest 
province which accounts for 33 percent of the regional population). Unlike other metropolitan 
arrangements in the Philippines, Metro Naga is a cooperative undertaking among local governments 
exercising their new prerogatives in the era of enhanced local autonomy. It operates on the principles 
of complementation of limited resources and pooling of investment potentials and comparative 
advantages. It relies on enhanced urban-rural linkage

 

215 and practices metro-wide planning to ensure 
balanced growth and sustainable development.216 It earned formal legal status in 1993 through 
Executive Order (EO) No. 102 issued by President Fidel Ramos. 217

• Council structure to facilitate economic cooperation. MNDC established to plan and 
formulate programs through the coordination of mayors and governor. It consists of 15 
mayors and representatives of the provincial government, and representatives of NEDA, 
private sector, and NGOs. 

  Some of key of features of 
MNDC are: 

• Metro-wide planning and role definitions. A Metro Naga Development Program (MNDP) 
serves as framework for defining the roles of LGUs. An agreement empowers each LGU to 
implement a complementary development program within its area. Naga is the trade, 
financial, educational and services center. One town is the industrial center. The others 
towns are key sites for manufacturing, food processing, and other industries.  

• Organizational machinery. The City Government created a separate office that initiates and 
manages MNDC’s activities. Led by an Executive Director who supervises the project 
formulation, implementation, and support-service units, this office is crucial in sustaining the 
LGU interests in the economic and service-delivery partnership.218

• Pooling of resources and services for Metro-wide service delivery. LGUs contribute two 
percent of their economic development fund to a common fund. From 1993 to 1997, it 
reached P1.7 million (half of it came from Naga City). Other initiatives are the following:  
setting up of a Metro Naga equipment pool and emergency rescue network; construction of 
50 kilometers of farm-to-market roads and 500 Level 1 water systems; and extension of 
livelihood assistance to Metro Naga constituents.  

   

• Pooling of investment potentials and comparative advantages. Metro Naga capitalizes on 
the following competitive advantages: the city’s image as one of the fastest-growing local 

                                                      
212 Willy Prilles, Executive Director of the Naga City School Board and coordinator of the I-Governance program. 
Fieldwork Study/Interview in Naga, February 2005.  
213 Robredo, J.The Naga City Experience.” Asian Cities in the 21st Century: Contemporary Approaches to 
Municipal Managemen, 1999. Available: 
http://www.adb.org/Documents/Conference/Asian_Cities_1/vol1roman.pdf    
214 Statement of Mayor Jesse Robredo. Field study/interview in Naga, February 2005 
215 Robredo, J. The Naga City Experience. Asian Cities in the 21st Century: Contemporary Approaches 
to Municipal Management. 1999. Available: 
http://www.adb.org/Documents/Conference/Asian_Cities_1/vol1roman.pdf     
216 Robredo 2003; Mercado and Ubaldo 2002 
217 Mercado, R. and Victor Ubaldo. 2002. Metro Naga: A Continuing Challenge of Local Autonomy and 
Sustainability. In Managing Urbanization under a Decentralized Governance Framework, edited by Rosario 
Manasan. Makati City: Philippine Institute of Development Studies, pp. 221-234  
218 Mercado and Ubaldo 2002 

http://www.adb.org/Documents/Conference/Asian_Cities_1/vol1roman.pdf�
http://www.adb.org/Documents/Conference/Asian_Cities_1/vol1roman.pdf�
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economies in the country and the presence of four special economic zones, two of the 
country’s richest fishing grounds, and a market of over half a million people. Investment-
promotion activities are guided by the objectives of economic diversification, employment 
generation, and poverty alleviation.  

 

Partnerships with the Private Sector. The City Government encourages private-sector partnerships 
by eliminating vices, reducing the costs of public works construction, practicing transparency in its 
operations and implementing other confidence-building measures. It partnered with the private sector 
even before the enactment of the Local Government of 1991. In 1989, private firms, through a build-
operate-lease agreement, converted a kilometer-long eyesore into a commercial strip. Partnerships 
with the private sector resulted in the development of four new satellite markets that decongested 
and, in turn, made the old business district dynamic again.  

Participatory and Inclusive Governance. The City Government fosters and institutionalizes 
community consensus and ownership of development priorities. Through the Empowerment 
Ordinance (95-092), accredited non-government and people’s organizations were organized into a 
People’s Council, which sits in every legislative committee and local special body mandated under 
LGC. Thru the award-winning i-Governance program, the City Government published the Naga 
Citizen’s Charter which provides step-by-step procedures for availing of its 150 frontline services. It 
also set up its award-winning website (www.naga.gov.ph) that updates citizens on the city’s 
finances, policies, and activities.  

Local Policies and Initiatives. By virtue of Ordinance No. 97-114, the City Government grants 
incentives to investors in preferred investments. The ordinance aims to generate jobs for Metro Naga 
constituents and promote balanced growth. An Investment Promotions and Action Center (IPAC) 
implements the objectives set by the city’s investment board, markets Metro Naga as an investment 
site, facilitates joint-ventures projects with local and external investors, and provides assistance to 
investors.  

Economic Planning and Analysis. Robredo helped change planning practices. From a shotgun 
approach in formulating annual plans, planning became more participatory and focused on what the 
city and its people needed.219

Financing Development. The City Government does not entirely depend on   National Government 
transfers (less than 60 percent of city’s income) to finance its budget. The rest are local revenues. 
City Government income rose from P25.13 million in 1988 to P329.13 million in 2001. Borrowing from 
banks, mixed public-private financing, and grants are forms of development financing. Bond floatation 
is not widely practiced. 

 A needs inventory leads to the formulation of feasible projects. Plans 
become long-term policies that defy the limitations of three-year political cycles, e.g., the city’s 1990 
zoning ordinance guided city development until year 2000. Planning sees the city as a system whose 
sustainability also depends on conditions beyond its immediate geographic environ.  

Presence of a competent and willing catalyst. The City Government served as regional 
development catalyst by spearheading the formation of an economic region out of disparate political 
units within the province. Its readiness as catalyst springs from its realization that the sustainability of 
the city also rests on the development of neighboring towns. Its enhanced financial and administrative 
capability enabled it to absorb most of the burdens in sustaining the needed LGU partnerships for the 
economic region. The presence of a strong political leader and skilled development manager and the 
city’s good reputation served it well in catalyzing the process of regional development.  

Applicability of a Metropolitan arrangement. To multiply its effectiveness as a positive force for 
regional development, a Metropolitan arrangement must not only function as a coordinative and 
planning body, but also as an advocacy bloc and service-delivery organization.220

                                                      
219 Statement of Juan Villegas, City Planning and Development Officer. Field study/interview in Naga, February 
2005 

 Such arrangement 
fosters partnerships that pool limited resources and multiply investment potentials and comparative 
advantages. It also generates greater economic benefits than is possible under local fragmentation.  

220 Robredo, 2003 

http://www.naga.gov.ph/�
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Challenges and Future Directions   
Strengthening economic partnerships. An ongoing conflict between the Provincial and City 
leadership threatens the gains of Metro Naga and reveals the urgent task of achieving greater 
cohesiveness among politically fragmented LGUs. The potential of the conflict to short-circuit the 
development process reveals the precariousness of a politically driven arrangement. Surmounting this 
challenge will surely facilitate the pooling of resources, investment potentials, and comparative 
advantages that, in turn, boosts regional competitiveness. A key direction is putting in place stronger 
public-private partnerships in managing the next stages of the development process.  

Accelerating economic development within the region. The city is “an island of prosperity in the 
sea of want”221 as more than 60% of the Metro Naga population live below the poverty line. 
Investments are still heavily concentrated in the city. Diffusing economic opportunities and key 
infrastructures such as seaport to other towns within Metro Naga is a major step to meet the 
challenge of reducing poverty. Strategies for developing Metro Naga must also complement the 
strategies prescribed by NEDA for the development of the wider Bicol administrative region. These 
include increasing revenue collections and agricultural productivity, developing human capital, and 
providing infrastructure support. 222

Financing regional projects. Accessing low-interest financing for major projects is a major problem 
for catalyzing regional development. Borrowing direct from multilateral agencies is constrained by a 
centralized financing system and, of course, by existing practice of multilateral agencies to channel 
loans thru national offices. A comprehensive valuation of the assets of the city and Metro Naga 
member LGUs can be undertaken to generate a reliable credit rating that would both serve as a guide 
of credit risks and investment opportunities.  

 

Developing linkages. The absence of very good seaport and rail facilities explains why the region 
has been unable to sell its local products outside the regional market.223 Campaigns to develop 
national and international linkages must be launched to surmount the geographic and infrastructural 
disadvantage. Overseas workers can be tapped to sell Metro Naga as an investment site and tourism 
destination. Developing its information and communications technology (ICT) infrastructure would 
enable Metro Naga to ride on the booming global services industry. The high cost of power and 
frequent outages in the region, however, must be addressed as well.224

Institutionalizing sound development management   Good governance is sine qua non to 
achieving progress and development. The Naga experience strongly demonstrates the imperatives of 
promoting participation, accountability, transparency, and predictability in the management of state 
and societal affairs. Cognizant that it cannot pursue development objectives by itself and that quality 
of public decisions will be ensured by meaning stakeholders engagement, the political leadership 
developed partnerships with non-government actors in development management. Stakeholders were 
given permanent seats in decision-making bodies and the public has been adequately informed about 
as government transactions, particularly finances.  

  

Nagauenos were likewise empowered by the institutionalization of the so-called Citizens Charter 
which clearly enumerates the services provided by the City Government as well as the responsible 
persons and offices for the delivery of a particular service including the maximum time required to 
deliver the service. This initiative has tremendously strengthened public accountability that improves 
the efficiency and responsiveness of service delivery.  

                                                      
221 While Naga’s land area is only 0.48% and 2.9% of Bicol’s land area and population, respectively, 21% of 
investments in the region are concentrated in the city. An estimated 51% of all enterprises in the whole province 
of Camarines Sur are concentrated in the city (Robredo 2003) 
222 NEDA-Region V. Ensuring Sustained Growth and Equity. Available: 
http://www.neda5.net/MTRDP/chap2.HTM [2005  
223 Statement of Mr. Beda Priela of the Metro Naga Chamber of Commerce and Industry. Field study/interview in 
Naga, February 2005. 
224 AIM Policy Center. 2003. Pinoy Cities of the Future: A Competitiveness Ranking of 50 Philippine Cities. 
Makati City: Asian Institute of Management Policy Center 

http://www.neda5.net/MTRDP/chap2.HTM%20%5b2005�
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Key Lessons Learned 
Responsible leadership is critical in providing direction and mobilizing resources to bring about 
results. Reform initiatives, particularly in Naga, would not have been made possible without the vision 
and commitment of Mayor Robredo whose resolve and track record have gained widespread respect 
and recognition.  Before Mayor Robredo’s administration, Naga was a poor and backward 
municipality. Participatory governance was unheard of as the local government and civil society 
organizations distrusted each other and at loggerheads. The economy was sluggish and the local 
government finances were in the red.   

The case studies also underscore the value of engaging of non-state actors and private sector in 
public decision-making and management of state affairs. Their involvement does not only help the 
make improve the quality of public policies, but they also improve the delivery of basic services. 
Citizens’ empowerment and engagement in public management were part of Mayor Robredo’s 
administrative agenda.  All three cities underscore the active role of civil society in undertaking 
numerous development projects with the local governments.  

Policy instruments such as the LGC of 1991 and city ordinances open avenues not only citizens 
participation, but also for encouraging private sector development. Strict enforcement of the rule of 
law is common to Bacolod, Naga, and Koronadal. They have also prioritized and invested on 
developing human capital. Although there is much to be desired in terms of infrastructures, the three 
cities have relatively accessible for commerce and trade. 
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