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Third Party Evaluator’s opinion on
Surabaya Metropolitan Area Communication Network Improvement Project

Dr. Mohamad Ikhsan
Researcher
Institute for Economics and Social Research, Faculty of Economics, University of Indonesia

Relevance

I agree with the evaluation report that is the project is relevant to Indonesia’s development
objectives for several reasons:

e Indonesia’s telecommunication density ratio is relative low.

e Similarly the quality of telecommunication is still behind the international standard.

e Surabaya area is one important industrialized zone in Indonesia. An improvement in
telecommunication capacity and quality is important step to boost industrialization process in
Indonesia.

However given a relatively high financial rate of return shown in the revised figure this kind of
project should not be financed by ODA type loan. In my opinion, PT Telkom as executing agent should
able to raise fund from the market either from loan or obligation. This implies in the future ODA loan can
be used for other projects, which have relative low financial rate of return but high economic rate of return
investment activities such as social investment.

Impact

Generally speaking and as shown in figure 1 of the evaluation report, the project has been able to
improve the telephone density in Surabaya metropolitan area from 1.4 in 1991 increased to 7.7 in 2001.
The quantitative figures in Table 2 and 3 have also shown that call completion ratio increased from 25.3 %
in 1992 to 74% in 2001, demonstrating a remarkable improvement in the quality of telecommunication in
the Surabaya Metropolitan Areas during the last decade. As a result, fault incident per 100 lines per months
has dropped from about 4.5 in 1992 — using the East Java figure as a proxy for the GKS — to 0.39 in 2001.

The relative remarkable improvement caused by this project has been also able to reduce the
quality gap between Jakarta and Surabaya Metropolitan Area as one of objective of this project.

More importantly the financial rate of return of this project has been also rose — after recalculated —
from 13 % in the first and second phases to double at 26 % caused by both a declining in unit cost of
project and the utilization rate of telecommunication capacity. This has an important implication for market
development which will attract private sector to participate and create a competitive and healthy
environment in telecommunication sector in Indonesia. However developing a (conducive) regulatory
framework is the most important for telecommunication market creation in Indonesia which is — up to this
point — far from satisfactory.

An improvement on the quality of telecommunication services is considered an important and
necessary foundation for industrialization together with many important variables like the availability of
other infrastructures or investment climate. Quantitative evidences in the evaluation report tend to support
the evidence of this project has helped Surabaya Metropolitan Area to maintain its economic and industrial
growth. Should this development- in telecommunication sector- be supported by improvements in other
areas like electricity supplies and other infrastructure, quality of public services and investment climate as
well, one would expect then the outcomes (including the rate of growth in manufacturing sector) would be
significantly higher than what actually happened.

(JBIC Comment)

Rate of return is one of the important factors in project selection; however other factors including a national
strategy, social fairness and qualitative effect should be taken into account in project selection.
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