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Abstract

yAh�4AhÉ�}��6���ÁÉº�ÁÉ×��6ÁA6Ép�����p�¹ÉÉ6�eh�º}�º�6ü�ÁÉºÉ6}h�"�Ã�}�A6Ý�A�h�6ü�}��p�

eÉh�AÁ×� "Aº�"�üA¤Éh64É6}p�p}�""�É¯eÉh�É6ºÉ�Á�ùÎº�"}�Ép� �6�üÉ6Éh�}�6ü� "Aº�"�hÉ¤É6�Ép�

}A� ù�6Á� }�É�h� ÁÉ¤É"Ae4É6}Ý� ¸Aº�"� üA¤Éh64É6}� ¹A6Áp� ï¸{9pð� �hÉ� �º}��""°� A6É� Aù�

}�É�Î6Ép}�pA�hºÉp�ùAh�Î6�6º�6ü�"Aº�"�ÁÉ¤É"Ae4É6}Ý��A¥É¤Éh×��6}�"�6A¥�}�ÉhÉ��p�6A�

hÉ�"�eh�º}�ºÉ��6��pp��6ü�"Aº�"�¹A6Áp��6��6ÁA6Ép���}�A�ü���}��p��""A¥ÉÁ��6�}�É�É¯�p}�6ü�

hÉü�"�}�A6Ý���ÉhÉ��hÉ�p}�""�4�6°�ºA6p�ÁÉh�}�A6p�¥��º����6ÁÉhÉÁ�}�É�hÉ�"�p�}�A6�Aù�̧ {9�

issuance ranging from the rule of mechanism to the local governments’ readiness 

}�É4pÉ"¤ÉpÝ��A�ü��6�4AhÉ��6p�ü�}p��¹A�}�}�É��pp�É×�"É�h6�6ü�ùhA4��6A}�Éh�ºA�6}h°�ï�6�

}��p�º�pÉÖ�°�e�6ð�A6��A¥�}�É°�4�6�üÉ�̧ {9p�ÉùùÉº}�¤É"°��6Á�pÉº�hÉ"°�¥�""�¹É�¹É6ÉÎº��"Ý�

Comparison model between the two countries is chosen to see the regulation 

�6Á�4�6�üÉh��"��peÉº}p� �6�¸{9� �4e"É4É6}�}�A6� �6º"�Á�6ü�}�É�4��6� �6p}�}�}�A6� �6�

central level, rules of the game, buyers and purposes. By having this comparison, 

�}��p�É¯eÉº}ÉÁ�}��}�pA4É�ºh�º��"�ù�º}Ahp�º�6�¹É�"AA�ÉÁ��}×�¥��º��4�°�}�É6�ehA¤�ÁÉ�

�p� pA4É� �6ùAh4�}�A6�A6�¥�°� ¸{9p� �hÉ� °É}� }A�¹"AA4� �6� �6ÁA6Ép��Ý�ÃAhÉA¤Éh×� }�É�

ºA4e�h�pA6��p�É¯eÉº}ÉÁ�}A�ehA¤�ÁÉ�pA4É�¹�p�p��¹A�}�}�É�eApp�¹�"�}°�}A�É�pÉ�eA"�º°�

�ÁAe}�A6�ùAh��6ÁA6Ép����6�4�6�ü�6ü�¸{9pÝ�

 

¶É°�¥AhÁpÖ� "Aº�"�üA¤Éh64É6}�¹A6Á� ï¸{9pð×� �6p}�}�}�A6p×�¹�°Éhp×� h�"É�Aù�ü�4Ép��6Á�

purposes

1  Alen Ermanita is a Planner Staff at Directorate of Regional Autonomy, Ministry of National Development Planning/BAPPENAS. 
Email address: alen.ermanita@bappenas.go.id



159

Jurnal Perencanaan Pembangunan

The Indonesian Journal of Dev. Planning

Vol. 1 No. 2

Sep 2017

I. Introduction
 

1.1 Background
Indonesia undertook a major change on its local governance system in 1999, 

p�Ah}"°� �ù}Éh� �hÉp�ÁÉ6}� �AÉ��h}A� ï¥�A� �É"Á� }�É� ehÉp�ÁÉ6º°� p�6ºÉ� V^[]ð� p}ÉeeÉÁ�

down in 1998.  The central and local government relationship was then shifted 

ùhA4���}�Ah�}�h��6�ºÉ6}h�"�p}�º� �6}A�ÁÉ4Aºh�}�º�ÁÉøºÉ6}h�"�p}�º� ï¸É¥�p×�WUVUðÝ�)6ÁÉh�

ÁÉºÉ6}h�"�p�}�A6�Éh�×�p�ü6�Îº�6}���}�Ah�}�Ép��p�¥É""��p�ù�6Á�6ü���¤É�¹ÉÉ6�ÁÉ"Éü�}ÉÁ�}A�

local level. However, this change has not yet inspired improvement in service delivery 

and infrastructure conditions in many districts. In practice, there are still many barriers 

�6�ÁÉ"�¤Éh�6ü�"Aº�"�üA¤Éh64É6}�p�ù�6º}�A6p�Ae}�4�""°Ý���É�Îhp}�¹�hh�Éh�¥A�"Á�¹É�}�É�

��ü��ÁÉeÉ6ÁÉ6º°�A6�ºÉ6}h�"�üA¤Éh64É6}�ù�6Á�6üÝ���h6Éh�ïWUU[ð��hü�Ép�}��}�¸Aº�"�

governments are being more dependent on central transfer since decentralisation. 

)6ùAh}�6�}É"°×�}�É�ÁA4�6�6}�ehAeAh}�A6�Aù�}�ÉpÉ�"Aº�"�üA¤Éh64É6}�¹�ÁüÉ}p�ï��9Að�

�p��""Aº�}ÉÁ�ùAh�É¯eÉ6Á�}�hÉ�A6�p�"�h�Ép�h�}�Éh�}��6�º�e�}�"�É¯eÉ6Á�}�hÉpÝ��ÉºA6Á"°×�

the economic activities are not evenly distributed across space; most of them are 

p}�""�ºA6ºÉ6}h�}ÉÁ�A6�°�¤��ïZ\Ý^^Pð��6Á���4�}Éh��ïWXÝ]VPð�ï9��×WUVYðÝ����p�ºA6Á�}�A6�

¹h�6üp��¹A�}�Á�ùÎº�"}�Ép�ùAh�A�}Éh��p"�6Áp�ïA�}p�ÁÉ�°�¤�ð�}A��6ºhÉ�pÉ�}�É�h�ÉºA6A4�º�

performance. Thirdly, there are still disparities in infrastructures development, 

ÉpeÉº��""°�¹É}¥ÉÉ6�¥Ép}Éh6��6Á�É�p}Éh6�e�h}p�Aù��6ÁA6Ép���ï9�eeÉ6�p×�WUVZðÝ��AAh�

�6ùh�p}h�º}�hÉ� �6�É�p}Éh6� �6ÁA6Ép���ºÉh}��6"°� �6Ð�É6ºÉp� }�É� "Aº�"�ÉºA6A4°×�¥��º��

�6� }�h6��"pA� �6Ð�É6ºÉ� �}p�ºA6}h�¹�}�A6� }A� }�É�6�}�A6�"�ÉºA6A4°Ý�ÃAhÉ� ù�6Á�6ü� ùAh�

infrastructure development in the region is greatly needed. 

Having these backgrounds, local governments still have a long way to be 

fully independent economically. When local governments with high transfer 

ÁÉeÉ6ÁÉ6ºÉ�É6ºA�6}Éh��6É¯eÉº}ÉÁ�Î6�6º��"�ehA¹"É4p×� �}�4�°� "É�Á� }A� "�4�}�}�A6�

of raising additional revenues. Thus, their options to cope with the problems will be 

"�4�}ÉÁ�}A�É�}�Éh�º�}}�6ü�pÉh¤�ºÉp×�h�66�6ü�ÁÉÎº�}p×�Ah�hÉ"°�6ü�A6��hhÉ�hp�}A�É4e"A°ÉÉp�

�6Á�ºA6}h�º}Ahp�ï�AÁÁÉ6×�WUUWðÝ���É6×��}�¹ÉºA4Ép��4eAh}�6}�}A�Î6Á��6��"}Éh6�}�¤É�

for local governments to improve their economic performance particularly on how 

}�É°�Î6�6ºÉ� }�É�h� �6ùh�p}h�º}�hÉÝ� �6�4�6°�ºA�6}h�Ép×�ÃAº��Á�� ïWUU]ð��hü�ÉÁ� }��}�

local borrowing is an important source for long term development project.

Local bond policy in Indonesia has not been implemented easily; even when the 

regulation already allows the local government to issue bonds. There are still many 

things to be prepared by the central government before local bonds are issued. Some 

issues need to be well prepared, ranging from local governments’ capacity to the 

rules of mechanism. The following are the factors which hamper local government 

�6��pp��6ü�̧ {9pÖ�Vð���"Aº�"�üA¤Éh64É6}�4�p}�A¹}��6�}�É�"Aº�"�e�h"��4É6}�p��eehA¤�"�ùAh�

�pp��6ü�É�º��¸{9â�Wð���"Aº�"�üA¤Éh64É6}�4�p}�ü��6���Á�}�h�}�6ü��Z����Ah�p�}�pù�º}Ah°�

�6Á�Xð�4�ºhAÉºA6A4�º�p}�¹�"�}°Ý� �6�}��p�º�pÉ×�ÃÝy�ºA6ºÉh6p�¥�É}�Éh�¹A}��ºÉ6}h�"�

and local governments are ready to have guarantee mechanism if risks like default 

Ah�¹�6�h�e}º°���eeÉ6�ï�Ah�¹×�WUVYðÝ�

�6�AhÁÉh�}A�Î6Á�}�É��eehAeh��}É�4AÁÉ"×�"É�h6�6ü�ùhA4�A}�Éh�ºA�6}h�Ép�É¯eÉh�É6ºÉ�

ºA�"Á�¹É�¹É6ÉÎº��"Ý���h6�6ü�}�É��}}É6}�A6�}A�°�e�6×�}��p�ºA�6}h°���p�}�É�É¯eÉh�É6ºÉ��6�

�p�6ü�"Aº�"�¹A6Á��p��6��6p}h�4É6}�}A�}�º�"É�}�É�h�"Aº�"�Î6�6º��"�ehA¹"É4pÝ�°�e�6ÉpÉ�

local debt is also remarkably high. For comparison, in FY 2005, general government 
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A�}p}�6Á�6ü�ÁÉ¹}��4A�6}ÉÁ�}A��¹A�}�°�e�\[U��h�""�A6��6Á��¹A�}�°�e�V\U�}h�""�A6�¥�p�

"Aº�"�üA¤Éh64É6}�ÁÉ¹}p� ïÇÉ¥�eAh����4Ép×�WUU\×� �6�ÃAº��Á�×�WUU]ðÝ� K¤É6� }�A�ü��

°�e�6�p��A�h6É°��6�eÉhùAh4�6ü�"Aº�"�¹A6Á���p�6A}��"¥�°p�¹ÉÉ6�p�ººÉppù�"×�}�É°���¤É�

h�6�ºA6}�6�A�p�eA"�º°��4ehA¤É4É6}Ý�°�e�6�p�"Aº�"�¹A6Á�p°p}É4���p�6A¥�üh�Á��""°�

p��ù}ÉÁ�ùhA4�}�É�}h�Á�}�A6�"�4AÁÉ"�ïp}h�º}��Á4�6�p}h�}�¤É�ºA6}hA"ð�}A¥�hÁp�Îpº�"�h�"É�

�6Á�4�h�É}�Á�pº�e"�6É�ïÃAº��Á�×�WUU]ðÝ����p×��}��p��4eAh}�6}�}A�"É�h6�}�É�É¯eÉh�É6ºÉp�

�p�¥É""��p�}�É�eA"�º�Ép�A6��A¥�°�e�6�4�6�üÉp�}��p×��6Á�4���6ü�ºA4e�h�pA6�¥�}��

Indonesia’s case. This study would identify the differences between the two countries 

�p�¥É""��p�}�É��É°�ù�º}Ahp�¥��º��4�ü�}�"É�Á�}A�eA"�º°�p�ººÉpp�ïAh�ù��"�hÉð�A6�"Aº�"�ÁÉ¹}Ý�

��É�ºA4e�h�pA6��p��"pA�É¯eÉº}ÉÁ�}A�¹h�6ü�pA4É�hÉºA44É6Á�}�A6p�ùAh�}�É�eApp�¹�"�}°�

of policy adoption by looking at the compared main aspects in the analysis.   

���p�e�eÉh�¥�""�¹É�Á�¤�ÁÉÁ� �6}A�Î¤É� pÉº}�A6pÝ� y�hp}×� }�É� �6}hAÁ�º}�A6�Á�pº�ppÉp�

¹h�ÉÐ°��¹A�}�}�É�ºA6Á�}�A6�Aù�ÁÉºÉ6}h�"�p�}�A6�e�h}�º�"�h"°�A6�Îpº�"��pp�Ép�¹É}¥ÉÉ6�

�6ÁA6Ép����6Á�°�e�6Ý���É�pÉºA6Á�pÉº}�A6� �p�}�É�A¹�Éº}�¤Ép�Aù�}��p�e�eÉhÝ���É�}��hÁ�

section contains literature review which mainly discuss about the local government 

¹A6Á��6Á�}�É�ü"A¹�"�p°p}É4�Aù�"Aº�"�Î6�6ºÉ��6�°�e�6Ý���É�ùA�h}��pÉº}�A6�ºA4e�hÉp�

"Aº�"� ¹A6Á�4�6�üÉ4É6}� ¹É}¥ÉÉ6� �6ÁA6Ép��� �6Á� °�e�6� ¹°� ùAº�p�6ü� A6� pÉ¤Éh�"�

�peÉº}p�"��É��6¤A"¤ÉÁ��6p}�}�}�A6p��6�ºÉ6}h�"�"É¤É"â�}�É�h�"Ép�õ�4Éº��6�p4â�¹�°Éhp��6Á�

purposes. The last section will provide conclusion and recommendation. 

1.2 Objectives 
The following are the objectives of this paper:

• ¸É�h6�6ü��¹A�}�°�e�6�p�"Aº�"�Î6�6ºÉ�p°p}É4�e�h}�º�"�h"°�"Aº�"�üA¤Éh64É6}�

bond management 

• :A6Á�º}�6ü�ºA4e�h�pA6�Aù� "Aº�"�üA¤Éh64É6}�¹A6Á� ï¸{9ð�eA"�º°�¹É}¥ÉÉ6�

°�e�6��6Á��6ÁA6Ép���¹°�ùAº�p�6ü�A6�pÉ¤Éh�"��peÉº}p×�¥��º���hÉÖ��6p}�}�}�A6p×�

rule of game, buyers and purpose

• �hAeAp�6ü�hÉºA44É6Á�}�A6p�ùAh�eA"�º°��ÁAe}�A6��6ÁãAh�eA"�º°��Á��p}4É6}

II. Literature Review

2.1 Local Government Bond (LGB) 
9°�ÁÉÎ6�}�A6×�"Aº�"�üA¤Éh64É6}�¹A6Á�ºA�"Á��hÉehÉpÉ6}���ehA4�pÉ�¹°�p}�}É�Ah�"Aº�"�

üA¤Éh64É6}��6�}p�ïº�""ÉÁ�}�É� �pp�Éhpð�Ah�A}�Éh�g��"�ÎÉÁ� �pp�Éhp�}A�hÉe�°�}A� "É6ÁÉhp�

ï�6¤Ép}Ahpð� �6� �4A�6}� Aù�4A6É°� ¹AhhA¥ÉÁ×� º�""ÉÁ� eh�6º�e�"×� �"A6ü�¥�}�� �6}ÉhÉp}�

�ººAhÁ�6ü�}A���Î¯ÉÁ�pº�ÉÁ�"É��ïÝ���h�×�WUVW×�eÝVðÝ��6�°�e�6×�"Aº�"�üA¤Éh64É6}�¹A6Á�

ï¸{9ð���p�}��É6�p�ü6�Îº�6}�hA"É��6�Î""�6ü�}�É�ü�e�¹É}¥ÉÉ6�"Aº�"�Îpº�"�º�e�º�}°��6Á�

�}p�ÁÉ¤É"Ae4É6}�6ÉÉÁpÝ��e�h}�ùhA4�ºA¤Éh�6ü�É¯eÉ6Á�}�hÉp×�¸{9��"pA�ºA6p}�}�}É�}�É�

ÁÉ¹}�Aù�"Aº�"�üA¤Éh64É6}��6Á��}��p�pÉe�h�}ÉÁ�ùhA4�ºÉ6}h�"�üA¤Éh64É6}�ÁÉ¹}�ïÃÝy×�

WUVYðÝ��p��6��6p}h�4É6}�}A�Î""�}�É�ü�e×�}�É��hÉ�p��6�¥��º��°�e�6�¸{9�ºA�"Á�Î6�6ºÉ�

�hÉ��"pA�"�4�}ÉÁ�ùAhÖ�Vð�É¯eÉ6Á�}�hÉ�Aù�e�¹"�º�É6}Éheh�pÉp�ï}h�ùÎº×�ü�p×�¥�}Éh�ehA¤�p�A6×�

É}ºÝðâ�Wð��6¤Ép}4É6}×�"A�6pâ�Xð�hÉøÎ6�6ºÉ�Aù�"Aº�"�¹A6Ápâ�Yð�Á�p�p}Éh�hÉp}Ah�}�A6��6Á�Zð�

e�¹"�º�¥Ah�p�ïÃ�:×�WUU\ðÝ���ÉpÉ��hÉ�p��hÉ�p}h�º}"°�p}�e�"�}ÉÁ��6��h}�º"É�Z�Aù�}�É�¸Aº�"�

��¹"�º�y�6�6ºÉ�¸�¥Ý�

°�e�6���p�}�hÉÉ�Á�ùùÉhÉ6}���6Áp�Aù� ¸{9Ö� Vð� �6Á�¤�Á��"� ¸{9×�¥��º��4É�6p�É¤Éh°�

"Aº�"�üA¤Éh64É6}�ïehÉùÉº}�hÉ�Ah�4�6�º�e�"�}°ð�4�°��pp�É�¹A6Á�}A�}�É�e�¹"�ºÝ��Éh4p�

�6Á�ºA6Á�}�A6p� ùAh�}��p�¸{9��hÉ�4��6"°�¹�pÉÁ�A6�}�É�6ÉüA}��}�A6�¥�}��p°6Á�º�}ÉÁ�

�6ÁÉh¥h�}Éhp��6Á�¹�ÁÁ�6ü�ehAºÉppâ�Wð�°A�6}ø¸{9×�¥��º��4É�6p�4AhÉ�}��6�A6É�"Aº�"�

üA¤Éh64É6}��6�}p� pÉ""���ºÉh}��6�¹A6Á� }AüÉ}�ÉhÝ���6ºÉ� yeWUUX×� "Aº�"�üA¤Éh64É6}p�

�6�°�e�6�p}�h}ÉÁ�AùùÉh�6ü�°A�6}ø¸{9p��6�AhÁÉh�}A�4�6�4�ÃÉ�ºAp}p��6Á��º��É¤É�p}�¹"É�

Î6�6º�6üâ� �6Á� Xð� ¸{9� ùAh� hÉp�ÁÉ6}×� Ah� º�""ÉÁ� �p� º�}�ÃÉ6� e�h}�º�e�}Ah°ø}°eÉ� e�¹"�º�

AùùÉh�6ü� ¸{9Ý����p� �6p}h�4É6}���4p�6A}�A6"°� }A� �6ºhÉ�pÉ� }�É�¤�h��}�A6�Aù�Î6�6º�6ü�

4É}�AÁp� ùAh� �6Á�¤�Á��"� �6¤Ép}Ahp×� ¹�}� �"pA� }A� �hüÉ� º�}�ÃÉ6p�� e�h}�º�e�}�A6� �6� "Aº�"�

üA¤Éh64É6}�Î6�6ºÉ�ïÃ�:×�WUU\ðÝ
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�6�AhÁÉh�}A�ehÉ¤É6}�}�É��6¥�6}ÉÁ��4e�º}�Aù�¸{9p��pp��6ºÉ×�pA4É�p�ùÉü��hÁ�6ü�

eA"�º�Ép�4�p}�¹É�ehA¤�ÁÉÁÝ��ººAhÁ�6ü� }A��ÉhøÃ�6�pp��6��6Á�:h��ü� ïV^^\ð×� }�ÉhÉ��hÉ�

at least four main instruments related to local borrowing which should be opted 

¹°�}�É�üA¤Éh64É6}��p��6�¸{9�p�AeÉh�}�6ü�4Éº��6�p4Ý���É�Îhp}��p���ü��hÉ"��6ºÉ�A6�

º�e�}�"�4�h�É}Ý� �6�}��p�º�pÉ×�üA¤Éh64É6}���p�ùÉ¥Éh�hA"Ép� �6�4�6�ü�6ü�¸{9��6Á� "É}�

the market takes major part. The second is enforcing strict administrative controls. 

¸Aº�"�üA¤Éh64É6}���p�}A�A¹}��6��6��eehA¤�"�ùhA4�ºÉ6}h�"�¹ÉùAhÉ��pp��6ü�¸{9Ý����É�

}��hÁ��p�pÉ}}�6ü�}�É�Îpº�"�h�"ÉpÝ���É�ºÉ6}h�"�üA¤Éh64É6}�4�ü�}�ÁÉÎ6É��¹pA"�}É�"É¤É"�

Aù�pÉ¤Éh�"�}��6üp�"��É�ÁÉ¹}�pÉh¤�ºÉ�h�}�A×�ÁÉ¹}�hÉe�°4É6}×�}�¯�ºA""Éº}�A6�h�}�A��6ÁãAh�

net revenue. The fourth is applying cooperative approach or negotiation. However, 

�6�}�É� "�p}� ùÉ¥�°É�hp×�°�e�6�¥�p� �6���}h�6p�}�A6�eÉh�AÁ�¥�ÉhÉ� �4e"�º�}�üA¤Éh64É6}�

guarantee and strict administrative control have been being phased out in favour 

Aù�Îpº�"�h�"Ép��6Á�4�h�É}�Á�pº�e"�6É�ïÃ�:×�WUU\ðÝ�A�h�6ü�}��p�eÉh�AÁ×�ÃAº��Á��ïWUU]ð�

�hü�ÉÁ�}��}���pÉ}�Aù��º}�A6p��6�eÉhùAh4�6ü�°�e�6�¸{9�hÉùAh4���p�¹ÉÉ6�ÁÉ¤É"AeÉÁ�

in recent years for local government advancement in terms of autonomy and self-

responsibility.

�ee"°�6ü�p�4�"�h�p}�6Á�6ü�h�"Ép�Aù�ÁÉÎ6�6ü�"�4�}��6ÁãAh�h�}�A��6�̧ {9p�ï"��É�°�e�6ð�

have also been carried out in other countries. Austria and Spain set limits on the 

�¹pA"�}É� "É¤É"Ý� {Éh4�6°� �"pA� �hh�6üÉp� }�É� "�4�}p� Aù� ¸{9� ùAh� �6¤Ép}4É6}�e�heApÉÝ�

eÉ}�A}�Éh�ºA�6}h�Ép�"��É�9h�Ã�"��6Á�¶AhÉ����¤É��ee"�ÉÁ�}�É�p�4É�h�"Ép�"��É�°�e�6�¹°�

pÉ}}�6ü�}�É�"�4�}�Aù�"Aº�"�ÁÉ¹}�}A�}�É�h�ÁÉ¹}�pÉh¤�ºÉ�A6�}�É�hÉ¤É6�Ép�ï�ÉhøÃ�6�pp��6�

�6Á�:h��ü×�V^^\â���6ü���6Á��"É���6A¤×�WUUZ×��6�ÃAº��Á�×�WUU]×�eÝVX\ðÝ�

2.2 The Global System of Local Finance in Japan
A�h�6ü�eAp}ø¥�h�eÉh�AÁ×�"Aº�"�Î6�6º��"�p°p}É4��6�°�e�6�¥�p�p�ü6�Îº�6}"°�º��6üÉÁ�

from highly centralised to more decentralised way. This alteration was initiated 

¹°��hAùÉppAh�:�h"���A�e��6Á�¥�p���4ÉÁ� }A� hÉÁ�ºÉ� }�É�ÁA4�6�6ºÉ�Aù� }�É�ºÉ6}h�"�

government. Because of having more delegated functions, Shoup recommended 

that local governments should also have other important substances such as 

�6ºhÉ�p�6ü�}�¯�hÉ¤É6�Ép×��ee"°�6ü�ºA6Á�}�A6�"�üh�6}p×�º"É�h�Á�p}h�¹�}�A6�Aù�ù�6º}�A6p�

�6Á��p�6ü�Ég��"�p�}�A6�üh�6}�ïÃAº��Á�×�WUU]ðÝ��A¥É¤Éh×��6�eh�º}�ºÉ×�"Aº�"�üA¤Éh64É6}�

Î6�6ºÉ��6}�"�6A¥��p�p}�""�º"ApÉ"°�hÉ"�}ÉÁ�¥�}��}�É�ºÉ6}h�"�üA¤Éh64É6}Ý�ÇA}�A6"°�}��}�

local government still tend to rely on central transfers, the central government also 

ºA6p}h�º}p� ¸Aº�"� y�pº�"� �"�6� �66��""°� �"A6üp�ÁÉ� }�É� 6�}�A6�"�¹�ÁüÉ}� ï��h�×� WUVVðÝ�

ÃAhÉA¤Éh×��ººAhÁ�6ü�}A�°�e�6�p�¸Aº�"�y�6�6ºÉ�¸�¥×�"Aº�"�üA¤Éh64É6}�Î6�6ºÉ�p�A�"Á�

¹É�Î6�6º��""°� �6ÁÉeÉ6ÁÉ6}×�¥��"É� �6�hÉ�"�}°×�}�É�ºÉ6}h�"�üA¤Éh64É6}�}��Ép���4��Ah�

hA"É��6�ºA6}hA""�6ü�"Aº�"�¹�ÁüÉ}p�ï�p�����6Á�Z�Á�×�WUVZðÝ�

A�É� }A� }�É� "�hüÉh� hÉpeA6p�¹�"�}�Ép×� "Aº�"� üA¤Éh64É6}p� �6� °�e�6� ��¤É� ¹ÉÉ6�

equipped with several revenue channels. There are two types of revenue resources: 

AhÁ�6�h°ãºA44A6� �6Á� peÉº��"� hÉ¤É6�ÉpÝ� ��É� AhÁ�6�h°� hÉ¤É6�Ép� �6º"�ÁÉ� "Aº�"� }�¯�

hÉ¤É6�Ép�ï:���AÃÉ�ð×��6ºA6Á�}�A6�"�}�¯�üh�6}p�ùhA4�}�É�ºÉ6}h�"�üA¤Éh64É6}�ï:���Aø

¶Aù�ÃÉ�ð×��6Á�"Aº�"�p��hÉÁ�}�¯Ép�ï°A°A�ÃÉ�ðÝ�9Ép�ÁÉp�}��}×�peÉº��"�hÉ¤É6�Ép�ºA6p�p}�Aù�

ºA6Á�}�A6�"� }�¯�üh�6}p� ùhA4� }�É�ºÉ6}h�"�üA¤Éh64É6}� ï¶A��Aø���p°�}p�ø��6ð×�ehAÎ}p�

ùhA4�e�¹"�º�pÉº}Ah�É6}Éheh�pÉp×��6Á�"Aº�"�üA¤Éh64É6}�¹A6Áp�ï�p�����6Á�Z�Á�×�WUVZðÝ�

yA""A¥�6ü��p�}�É�"Aº�"�üA¤Éh64É6}�hÉ¤É6�Ép�¹hÉ��ÁA¥6��6�Îpº�"�°É�h�WUVWÖ



According to chart 1, the revenue pattern in both prefecture and municipality 

�p�g��}É� p�4�"�hÝ���É�h� hÉ¤É6�Ép��hÉ�ÁA4�6�6}"°�ÁÉh�¤ÉÁ� ùhA4� "Aº�"� }�¯Ép×� ùA""A¥ÉÁ�

¹°�A}�Éh� hÉ¤É6�É� hÉpA�hºÉp×� p�º���p� "Aº�"��""Aº�}�A6� }�¯Ép� ï¸��ð×�6�}�A6�"� }hÉ�p�h°�

Á�p¹�hpÉ4É6}×� "Aº�"� üA¤Éh64É6}� ¹A6Áp� �6Á� A}�ÉhpÝ� �A� ÁÉÎ6É� p�º�� Îü�hÉp×� }�É�

Ã�6�p}h°� Aù� �6}Éh6�"� �ùù��hp� �6Á� :A44�6�º�}�A6p� ïÃ�:ð� �p�4��6"°� hÉpeA6p�¹"É� }A�

Ép}�4�}É� }�É� ehA�Éº}ÉÁ� hÉ¤É6�Ép� �6Á� ehA�Éº}ÉÁ� É¯eÉ6Á�}�hÉp� }AüÉ}�Éh�¥�}�� }�É�

Ã�6�p}h°�Aù�y�6�6ºÉ�ïÃÝyðÝ�9A}��4�6�p}h�Ép�6ÉüA}��}É��6Á�ÁÉº�ÁÉ�¥��}��6p}h�4É6}p�

p�A�"Á�¹É�pÉ"Éº}ÉÁ�}A�Î""�}�É�ü�ep�ïÃ�:×�WUU\ðÝ�yA""A¥�6ü��hÉ�}�É��6p}h�4É6}pÖ�Vð�p�4e"°�

}h�6pùÉh�ù�6Áp�ùhA4�}�É�ºÉ6}h�"��6�ùAh4�Aù�¤�h�A�p�p�¹p�Á�Épâ�Wð�"Aº�"��""Aº�}�A6�}�¯Ép�

ï¸��ð�¥��º���hÉ�ºA""Éº}ÉÁ�6�}�A6�""°�¹�}� }�É6� hÉÁ�p}h�¹�}ÉÁ� }A� "Aº�"�üA¤Éh64É6}pâ�

�6Á�Xð��ù�¹A}���6p}h�4É6}p��hÉ��6p�ùÎº�É6}×�ÃÝy��6Á�Ã�:�4�p}�hÉ6ÉüA}��}É��6Á�Î6Á�

A}�Éh�4É�6p�}A�Î""�}�É�ü�e� ï��h�×�WUVVðÝ�Ý6É�Aù�}�É�4É�6p�¥��º��4�°�¹É�Ae}ÉÁ� �p�

local government bond.

III. Comparing Japan and Indonesia: Local Government Bond (LGB) 
Management

� �6� ÁÉ¤É"Ae�6ü� ºA�6}h�Ép×� "Aº�"� üA¤Éh64É6}� ¹A6Á� ï¸{9ð�4�h�É}� �p� ��ü�"°�

ºA6p�ÁÉhÉÁ��p���ºA4eÉ}�}�¤É��"}Éh6�}�¤É�¹Ép�ÁÉp�¹�6��"A�6�ï¸��×�WUU^ðÝ�¸�6��6ü�¥�}��

}�É�eh�6º�e"É�Aù�"Aº�"���}A6A4°×�}�É���4�Aù��6ºhÉ�p�6ü�"Aº�"�Î6�6º��"��6ÁÉeÉ6ÁÉ6ºÉ�

}�hA�ü��"Aº�"�¹A6Á��pp��6ºÉ�pÉÉ4p��4eAh}�6}Ý��A¥É¤Éh×��}�4�ü�}�ºhÉ�}É�p�ü6�Îº�6}�

problems in terms of concept and operational issues, particularly for third world 

ºA�6}h�Ép�¥�}����ü��"É¤É"�Aù�ºAhh�e}�A6��6Á��6Ég��"�}°�ï�AÁÁÉ6×�WUUWðÝ
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Chart 1. Local Government Revenue Breakdown

­�C&�­ø�rÒõÒ.;&a��Å�Sõ;­&õ�ê��ÅÅ�Ò&.��õ¦� �óóCõÒ��;Ò�õ.þ�ÚÍÒ;­�¢�#­&��õ�h���ê�¢C�êÒ��FÒõ�õ�­ù�~|}�
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��ÉhÉùAhÉ×� "É�h6�6ü�üAAÁ� É¯eÉh�É6ºÉp�¹°�Á�ùùÉhÉ6}� ºA�6}h�Ép� �p�¥Ah}�¥��"É� �6�

�ÁÉ6}�ù°�6ü�}�É�eApp�¹"É�ehA¹"É4p��6Á�4�°�É¤É6�Î6Á�6ü�pA"�}�A6��6Á�eApp�¹�"�}�Ép�

Aù� eA"�º°� �ÁAe}�A6Ý� �6� }��p� pÉº}�A6×� ºA4e�h�pA6� ¹É}¥ÉÉ6� }¥A� ºA�6}h�Ép� �6� ¸{9�

management will be analysed into four aspects: involved institutions in the central 

level, rule of game or mechanism, buyers and purposes.

3.1 Main Institutions in Central Level
There are many actors in local government bond market in which each has 

Á�p}�6º}�hA"ÉpÝ���ÉhÉ��hÉ�ºÉ6}h�"�üA¤Éh64É6}� ïºÉh}��6�4�6�p}h�Épð×� "Aº�"�üA¤Éh64É6}×�

e�¹"�º� Î6�6ºÉ� �6¤Ép}4É6}� ¹�6�Éhp×� �6ÁÉh¥h�}Éhp×� p�"ÉpeÉAe"É×� }h�ÁÉh×� �6�"°p}p×�

"�¥°Éhp×�Î6�6º��"��6�"°p}p×�h�}�6ü��üÉ6º�Ép×��6p�hÉhp×�ºA44Éhº��"�¹�6�Éhp×��6¤Ép}Ahp×�

¹hA�Éhp×�}Éº�6A"Aü°�ÁÉ¤É"AeÉhp��6Á�¤É6ÁAhp×�}�É�4ÉÁ��×��6Á�hÉü�"�}Ahp�ïÝ���h�×�WUVWðÝ�

However, in practice, following are the main actors related to the implementation of 

"Aº�"�üA¤Éh64É6}�¹A6Á�¹A}���6�°�e�6��6Á��6ÁA6Ép��Ö
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��É�Îü�hÉ�¹É"A¥�p�A¥p�}�É�ÁÉ}��"�4Éº��6�p4�Aù�¸{9��pp��6ºÉ��6�°�e�6Ý

�6�üÉ6Éh�"×� }�É�ehAºÉÁ�hÉp�Aù� ¸{9� �pp��6ºÉ� �6� �6ÁA6Ép���4�p}� ùA""A¥� pÉ¤Éh�"�

p}Éep�ï�Ã¶�ÇAÝ�VVVãWUVWðÖ

Ð� AÉÎ6�6ü��º}�¤�}�Ép��6ÁãAh�ehA�Éº}�¥��º��¥�""�¹É�ù�6ÁÉÁ�ùhA4�¸{9

Ð� �hÉe�h�6ü�}�É�ùÉ�p�¹�"�}°�p}�Á°

Ð� Ý¹}��6�6ü�}�É�ºA6pÉ6}�Aù�¸Aº�"���h"��4É6}�ïA��Að

• Submit all the documents required as mentioned above to the MOF. 

�ù}Éh¥�hÁp×�¸{9�p�A�"Á�¹É�hÉ¤�É¥ÉÁ�¹°�Ý°¶

Ð� �hÉe�h�6ü�}�É�¸Aº�"��Éü�"�}�A6�ïº�""ÉÁ��ÉhÁ�ð

Ð� �ù� }�É� ¸{9� �p� �eehA¤ÉÁ�¹°� ÃÝy� �6Á� Ý°¶×�e�¹"�º� AùùÉh�6ü� º�6�¹É� �6�}��""°�

started in capital market 

3.2 Rule of the Game
¸{9� p°p}É4� �6� °�e�6���p��"}ÉhÉÁ�üh�Á��""°� ùhA4� p}h�º}��Á4�6�p}h�}�¤É�ºA6}hA"�

}A¥�hÁp�4�h�É}�Á�pº�e"�6É� ºA4¹�6ÉÁ�¥�}�� Îpº�"� h�"É� ïÃAº��Á�×� WUU]ðÝ� 9ÉùAhÉ� ye�

WUU[×�"Aº�"�üA¤Éh64É6}�4�p}���¤É��eehA¤�"�ùhA4�Ã�:�ùAh�É¤Éh°�¸{9��pp��6ºÉÝ����p�

approval system was then abolished, though in particular conditions some local 

üA¤Éh64É6}p�p}�""� hÉg��hÉ�º"É�h�6ºÉ� ùhA4�ºÉ6}h�"�üA¤Éh64É6}� ïÃ�:×�WUU\ðÝ�Ý6� }�É�

other hand, even though there has been no real implementation yet in Indonesia, 

}�É�ºÉ6}h�"�üA¤Éh64É6}���p�p}�e�"�}ÉÁ�}�É�4Éº��6�p4�Aù�¸{9� �pp��6ºÉ� �6�{��ÇAÝ�

XUãWUVV� A6� ¸Aº�"� 9AhhA¥�6üÝ� A�ùùÉhÉ6}�¥�}�� °�e�6×� �6ÁA6Ép��� ºA4¹�6Ép� }�É� ¸{9�

p°p}É4�¹É}¥ÉÉ6�p}h�º}��Á4�6�p}h�}�¤É�ºA6}hA"��6Á�Îpº�"�h�"Ép�ï{��ÇAÝ�XUãWUVVðÝ

Figure 1. LGB Issuance Process in Japan

­�C&�­ø�r�F��c�#�õù�~|}�
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3.3 Buyers or Funding Sources

9�pÉÁ�A6�}�É�¹�ÁüÉ}�Îü�hÉ��6�ye�WUVY�ïpÉÉ�y�ü�hÉ�W�¹É"A¥ð×�¸{9p��6�°�e�6��hÉ�

mainly funded by private funds derived from public offerings and private placement 

funds, then followed by public funds. This trend of creditor’s contribution has been 

ehÉÁ�º}ÉÁ�}A�º��6üÉ�ùhA4�e�¹"�º�ù�6Áp�}A�eh�¤�}É�ù�6Áp�ïÃAº��Á�×�WUU]ðÝ

2  The Fiscal Loan Funds are included in the Fiscal Investment and Loan Program (FILP) provided by the central government as 
a funding source of LGB.  The Japan Finance Organization for Municipalities Funds is funded by investment from all regions to 
�pp�p}�"Aº�"�üA¤Éh64É6}p��6�Î6�6º�6ü�"A6ü�}Éh4��6Á�"A¥ø�6}ÉhÉp}�h�}É�Aù�¸{9p
3   Public offering here means that local governments will purchase their bonds through markets. In addition, private placement 
ù�6Áp��hÉ�¸{9p�¥��º���hÉ�e�hº��pÉÁ�¹°�Î6�6º��"��6p}�}�}�A6p��6Á�pA4É�¹�p�6Épp��ppAº��}�A6pÝ�
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3.4 Purposes

IV. Conclusion and Recommendation 

4.1 Conclusion
� ��É� ºA4e�h�pA6� ¹É}¥ÉÉ6� �6ÁA6Ép��� �6Á� °�e�6� hÉ¤É�"ÉÁ� �� 6�4¹Éh� Aù�

important points in understanding the current situations of the two countries, 

their strengths and weaknesses, and the challenges they face. After reviewing the 

4��6��peÉº}p�¥��º����¤É�¹ÉÉ6�ºA4e�hÉÁ��6�¹A}��ºA�6}h�Ép�ï�º}Ahp×�h�"É�Aù�ü�4É×�

e�heApÉp��6Á�¹�°Éhpð×�eA"�º°��ÁAe}�A6�4�ü�}�6A}�¹É�p�4e"É�ùAh��6ÁA6Ép���p�º�pÉÝ�ZÉ�

º�6�pÉÉ�pA4É�Aù�}�É�ºA6Á�}�A6p� �p�g��}É�Á�ùùÉhÉ6}×��6Á�p�ü6�Îº�6}"°�pA×�e�h}�º�"�h"°�

in the rule of the game. The absent of safeguarding mechanism from the central 

{A¤Éh64É6}×��6Á�}�É� "�º��A¹"�ü�}�A6�}A�g��"�ù°� ùAh�Z���pÉÉ4�}A�¹É��� ù�º}Ah�}��}�

��6ÁÉhp� ¸{9� ehAeAp�"� ùAh� "Aº�"� üA¤Éh64É6}pÝ� :A6p�ÁÉh�6ü� }�É� "�º�� Aù� hÉùÉhÉ6ºÉ�

in this particular issue, so further research to look more into the matter is highly 

needed.

 To summarise, the following are the main aspects in this paper which need 

}A�¹É�ºA6p�ÁÉhÉÁ�¹ÉùAhÉ��ee"°�6ü�}�É�ù�""��4e"É4É6}�}�A6�Aù�¸{9��6��6ÁA6Ép��Ö�

• Main actors: applying separated functions between issuer, operator and 

checker in respective local government

Figure 2.

­�C&�­ø�r�F��c�#�õù�~|}�
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• Rule of game: Safeguard policy seems important to be applied. It 

considers that not all local governments have back up plan if unwanted things in 

¸{9�p�4�6�üÉ4É6}���eeÉ6�ïp�º���p�ÁÉù��"}ð

Ð� ��heApÉÖ��6ÁA6Ép���6ÉÉÁp�}A�¹É�4AhÉ�ùAº�p�A6�}�É�¸{9�p�e�heApÉp��}pÉ"ùÝ�

Ð� 9�°ÉhpÖ�¸{9p�º�6�¹É�e�hº��pÉÁ�¹°�É¤Éh°A6É�¹�}��}�pÉÉ4p�ºh�º��"�}A���¤É�

the arrangement of portfolio investment 

4.2 Recommendation

�ù��6ÁA6Ép���¥�6}p�}A��ÁAe}�pÉ¤Éh�"�ºA6ºÉe}p�Ah�4Éº��6�p4��6�°�e�6�p�¸{9×�

}�ÉhÉ��hÉ�pA4É��É°�ù�º}Ahp�}��}��6ÁA6Ép���6ÉÉÁp�}A�ºA6p�ÁÉh�ï¸��×�WUU^ðÖ

1. Ã�ºhAÉºA6A4�º�p}�¹�"�}°Ý��pp��6ü�̧ {9p��p�6A}�A6"°��6��6}ÉhüA¤Éh64É6}�"�Îpº�"�

relationship between central and local but it also engages other parties such 

as creditors. Therefore, assuring overall economic stability is crucial to attract 

the buyers and maintaining their trust level.  

2. K¯ø�6}É��Éü�"�}Ah°�yh�4É¥Ah�pÝ���ÉhÉ��hÉ�pÉ¤Éh�"�p�üüÉp}�A6p�¥��º��4�ü�}�

¹É��pÉù�"�}A�¹É�ºA6p�ÁÉhÉÁ��p���ehÉø�4e"É4É6}�}�A6�Aù�¸{9pÖ

• :É6}h�"�üA¤Éh64É6}�6ÉÉÁp� }A�ehA¤�ÁÉ�ÉùùÉº}�¤É�Îpº�"� h�"Ép� ïpÉ}}�6ü� }�É�

"�4�}p� �6ÁãAh� h�}�ApðÝ� A�É� }A� ��ü�� hÉ"��6ºÉ� Aù� "Aº�"� Î6�6ºÉ� A6� ºÉ6}h�"�

}h�6pùÉh×��ee"°�6ü�p}h�º}�Îpº�"�h�"Ép�¹ÉùAhÉ��pp��6ü�¹A6Áp�pÉÉ4p�hÉ�pA6�¹"É�

�6�ehÉ¤É6}�6ü�}�É�eA}É6}��"�Aù�6Éü�}�¤É��4e�º}p�Aù�¸{9pÝ�����

• Enforcing the local government’s transparency such as involving 

�6ÁÉeÉ6ÁÉ6}� ��Á�}×� eÉh�AÁ�º� e�¹"�º� Á�pº"Ap�hÉ� Aù� �É°� Îpº�"� Á�}�×� �6Á�

others. 

• ��É�e�heApÉp�Aù��pp��6ü�¸{9p�p�A�"Á�¹É��"pA�º"É�h"°�ÁÉÎ6É�}A�É6p�hÉ�}��}�

local government would spend bond wisely and effectively

• �É¤�p�6ü� }�É� ºA6Á�}�A6� hÉ"�}ÉÁ� }A� }�É� ºA""�}Éh�"� �peÉº}� �6� }�É� É¯�p}�6ü�

hÉü�"�}�A6Ý� �6� }��p� º�pÉ×� �ù� }�É� ehA�Éº}pã�ppÉ}p� ù�6ÁÉÁ� ¹°� ¸{9p� �hÉ�

inadequate to be categorised as collateral, central should rethinking 

about another formula to ensure that local government is able to provide 

p�ùÎº�É6}�hÉpÉh¤É�ù�6ÁpÝ

XÝ� K¯ø�Ap}� �6pA"¤É6º°��°p}É4Ý���É�¤Éh}�º�"� �4¹�"�6ºÉ��p�¥É""��p���ü�� hÉ"��6ºÉ�

on central transfer among local government in Indonesia is still high. Central 

üA¤Éh64É6}� p�A�"Á� �}� "É�p}� }��6�� �¹A�}� }�É� p�ùÉü��hÁ� eA"�º°� ùAh� ¸{9p�

management
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