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ABSTRACT 

The increasing demand for public infrastructure in Indonesia, coupled with national budget limitations, 

has elevated the importance of the Public-Private Partnership (PPP) scheme as an alternative financing 

mechanism. This study aims to analyze the legal framework and challenges associated with the 

implementation of PPP in infrastructure provision. Using a qualitative approach, the research examines 

existing regulations, including Presidential Regulation No. 38 of 2015, as well as other supporting 

policies that form the basis of PPP implementation in Indonesia. The findings reveal two critical aspects: 

first, the current legal framework for PPP provides a foundation for collaboration but requires 

enhancement to address gaps in clarity and effectiveness; second, significant challenges, including risk 

allocation, dispute resolution, and legal protection for parties, hinder the execution of PPP projects. The 

study concludes that an improved and accountable legal framework is essential to attract private sector 

investment and ensure the success of PPP projects. Strengthening regulatory certainty and addressing 

legal challenges are pivotal for fostering sustainable infrastructure development in Indonesia. 
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INTRODUCTION 

Article 18, paragraphs (1) and (2) of the 1945 Constitution of the Republic of 

Indonesia (UUD RI 1945) stipulates that the Unitary State of the Republic of Indonesia 

(NKRI) is divided into provincial regions, which are further divided into districts and 

cities (Sulfikar et al., 2022). Each province, district, and city have its regional government 

regulated by law (Barsasella et al., 2022). The provincial, district, and city local 

governments have the right to organize and manage their governmental affairs based on 

the principles of autonomy and assistance tasks (Kuswanto, 2024). Independence in 
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regional autonomy is not the same as independence (onafhankelijkheid, independence); 

rather, it is the granting of rights to formulate regulations and manage internal affairs by 

autonomous bodies such as provincial, district, or city governments, within certain limits, 

both in territorial and material aspects (Yuwono, 2023). In the legal context, regional 

autonomy is defined as the rights, powers, and obligations of autonomous regions to 

regulate and manage governmental affairs and the interests of their local communities 

within the framework of the Unitary State of the Republic of Indonesia (Andyani et al., 

2023). 

To support the implementation of regional autonomy, Law No. 23 of 2014 

concerning Regional Government has been enacted (Nugraha, 2024), which has 

undergone several changes, most recently with Law No. 9 of 2015 concerning the Second 

Amendment to Law No. 23 of 2014. Article 1, number 6 of Law 23/2014 states that 

regional autonomy is the rights, powers, and obligations of autonomous regions to 

regulate and manage governmental affairs and the interests of local communities within 

the system of the Unitary State of the Republic of Indonesia (Anwar et al., 2023). The 

provision of extensive autonomy to regions is aimed at accelerating the realization of 

community welfare through improved services, empowerment, and public participation 

(Syarif, 2023). In order to implement regional autonomy, local governments need to take 

steps to increase local revenue sources to support the growth and development of 

economic development (Gazali & Kumano, 2023). To encourage regional economic 

growth and enhance public services, a real, dynamic, and responsible business climate 

must be created, as well as efforts to add to and develop local original revenue sources 

(Nurrochmat et al., 2021). 

The implementation of regional autonomy aims to improve the quality and quantity 

of public services, the welfare of the community, create efficiency and effectiveness in the 

management of regional resources, and empower the community to participate in the 

development process (Roberto Di Maria, 2021). Based on these goals, the central 

government provides opportunities for regional governments to develop and advance 

development in the regions, one of which is through Public-Private Partnerships (PPP) or 

Government-Private Cooperation (KPBU) in infrastructure provision that includes 

technical facilities, physical structures (Potiker, 2023), systems, hardware, and software 

needed to provide services to the community and support structural networks to facilitate 

the economic and social growth of the community effectively (Stoyan, 2024). This is 

regulated in Presidential Regulation Number 38 of 2015 concerning Government 

Cooperation with Business Entities in Infrastructure Provision (Perpres KPBU). The 

cooperation between local governments and businesses in infrastructure provision 

(KPDBU) is expected to provide an alternative source of funding for regions, in addition 

to the Regional Revenue and Expenditure Budget (APBD) and allocations from the State 

Revenue and Expenditure Budget (APBN) (Ma et al., 2024). According to information 

provided by the Minister of Finance, local governments still have a high level of 

dependence on funding channeled by the central government, including allocations for 

transfers to regions and village funds (TKDD) (Konečný, 2023). 
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The dynamics of the legal framework for the Public-Private Partnership (PPP) 

scheme in infrastructure provision in Indonesia reflect the government‘s efforts to 

accelerate infrastructure development by utilizing resources from the private sector 

(Hirotsu et al., 2024). PPP is regulated in Presidential Regulation Number 38 of 2015 

concerning Government Cooperation with Business Entities in Infrastructure Provision. In 

this scheme, the government provides support in the form of regulations, permits, and 

project guarantees, while the business entities participate in funding, constructing, and 

operating infrastructure projects (Busarova & Sennikovskaya, 2023). Legally, this 

partnership must adhere to the principles of transparency, accountability, and healthy 

competition, ensuring that the collaborative projects provide optimal benefits for the 

community (Battista & Uva, 2023). However, in practice, various obstacles often arise 

regarding licensing issues, land acquisition, and inter-agency coordination, which affect 

the smooth implementation of projects (Ricca, 2023). In addition, the PPP scheme also 

faces legal challenges related to risk management, responsibility sharing, and dispute 

resolution. Each PPP project requires a complex and detailed agreement, covering 

technical, commercial, and risk-sharing aspects between the government and the private 

entity. An important element is the regulation regarding compensation for the business 

entities in the event that a project fails or encounters obstacles due to government policies 

or regulatory changes. In this case, the role of the Indonesian National Arbitration Board 

(BANI) or other arbitration forums is often necessary as a dispute resolution mechanism. 

On the other hand, these legal challenges also compel the government to continuously 

refine regulations and strengthen the legal framework of PPP to be more responsive to 

changing needs on the ground and to maintain investor confidence in the investment 

climate in the infrastructure sector (Mutimba et al., 2024). 

Improving infrastructure is one of the crucial elements that support economic 

growth (Mancini et al., 2024). Adequate infrastructure provision has a significant impact 

on enhancing the quality and quantity of economic activities. For instance, efficient 

transportation infrastructure will facilitate the smooth movement of people and goods, 

thus propelling a sustainable economy (Al-Dahabreh et al., 2024). Infrastructure plays a 

vital role in supporting economic growth and improving the quality of life for 

communities (Li et al., 2022). In many countries, including Indonesia, adequate 

infrastructure contributes to the smooth flow of economic activities, increased 

accessibility, and promotion of social inclusion. However, governments often face 

significant challenges in terms of effective and efficient infrastructure financing, primarily 

due to budget limitations (Goonetillake et al., 2023). The costs required for the 

development and maintenance of infrastructure, such as roads, bridges, water supply 

systems, and healthcare facilities, are considerably high. Given the urgent need for 

adequate and sustainable infrastructure to support national development and to enhance 

Indonesia‘s economy and competitiveness at the global level, there is an urgency to 

accelerate infrastructure development processes. This requires comprehensive steps to 

create a conducive investment climate, as well as to encourage private sector participation 

in providing infrastructure and services in accordance with healthy business principles. 
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This research will discuss the legal framework governing the PPP scheme at the regional 

level and the legal challenges faced in the implementation of infrastructure projects 

through the PPP scheme (Lima et al., 2021). 

 

RESEARCH METHODOLOGY 

In this research, the method used is the statutory approach, also known as the legal 

normative research method, which is a process to discover legal rules, legal principles, and 

legal doctrines to address legal issues (Thai, 2023). This approach is utilized to examine 

the legal framework that regulates the PPP scheme (Setty & Dobson, 2023). The case 

approach is another method employed to analyze and review legal problems in order to 

identify the legal challenges faced in the implementation of infrastructure projects through 

the PPP scheme (Düvel et al., 2022). Additionally, the conceptual approach is based on 

the views and doctrinal patterns or ideas of experts that have developed within legal 

science (Krüger, 2022). Through the various approaches and legal research presented, this 

study aims to address the legal framework that governs the PPP scheme as well as the 

legal challenges encountered in the execution of infrastructure projects through the PPP 

scheme (Rajput & Bhalla, 2024). 

 

RESULT AND DISCUSSION 

Regulations Governing the Public-Private Partnership (PPP) Scheme at the Regional 

Level 

In the development of the power system between the central government and local 

governments in Indonesia, regional autonomy has now become a significant part. The 

implementation of regional autonomy does not mean that all matters are entirely handed 

over to local governments; rather, there is a division of authority that allows local 

governments to take the initiative in formulating policies that align with the aspirations, 

potential, and socio-cultural characteristics of the local community. The delegation of 

authority from the central government to the regions can have both positive and negative 

impacts on the government and society. Therefore, a profound understanding of regional 

autonomy policy from a democratic perspective is necessary. Democracy plays an 

important role in the distribution of power in a country (Khalid et al., 2021). The authority 

of the state, which comes from the people, must be used to realize the welfare and 

prosperity of the people (Bharatee et al., 2022). In addition, regional autonomy policies 

must also be viewed from the perspective of Human Rights (HAM). In implementing 

regional autonomy, the fulfillment of basic rights within human rights, which includes  

civil and political rights as well as economic, social, and cultural rights, must be taken into 

account. By considering both perspectives, it is expected that the implementation of 

regional autonomy can enhance the welfare of the community in accordance with the 

aspirations, potential, and socio-cultural character of each region (Liao et al., 2022). 

Law No. 33 of 2004 on financial balance between the central and local governments 

states that with regional autonomy, local governments are expected to become more 

independent and reduce dependence on the central government, both in funding 
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development and in managing local finances (Wang et al., 2024). Local governments at 

the district/city level consist of district/city governments and the Regional House of 

Representatives (DPRD) of districts/cities. According to Law No. 9 of 2015, local 

governments have the rights, authorities, and obligations to regulate and manage 

government affairs and the interests of the local community in accordance with prevailing 

regulations. Regional autonomy is defined as the rights, authorities, and obligations 

granted to autonomous regions to regulate and manage their own government affairs and 

the interests of the local community in accordance with statutory provisions. The essence 

of regional autonomy is to provide freedom to the regions in making broader decisions 

while remaining accountable, in order to manage the resources they possess based on the 

interests, priorities, and potential of the region (Anthias, 2022). Regional autonomy is 

interpreted as the authority of autonomous regions to independently manage and govern 

the interests of the local community based on the aspirations of the people (Synthesa & 

Hartono, 2023). 

In the distribution of state power, there are two types of division: vertical and 

horizontal. In horizontal power distribution, state power is divided into several branches 

according to the functions of certain state institutions, such as the legislative, executive, 

and judiciary, based on the principle of check and balance. Meanwhile, in vertical power 

distribution, a relationship is formed between centers of power and their branches within a 

hierarchical system (―top-down‖). This vertical power distribution includes the delegation 

of a portion of authority from the center to the regions to implement policies that have 

been established by the center. In its implementation, local governments face several 

factors, one of which is the quality of the human resources as essential performers in local 

government administration (Bonal et al., 2023). Humans play a central role as the main 

subjects in every government activity, acting as key actors and drivers in implementing 

governmental mechanisms. For governance to align with its established goals, the quality 

of human resources as implementers or subjects is crucial. ―Good quality‖ in this context 

encompasses two primary aspects. First, individuals must possess a strong mentality and 

moral character, characterized by honesty, a deep sense of responsibility toward their 

work, and the ability to serve as public servants. Second, they must have adequate skills 

and abilities to perform government tasks efficiently and effectively. 

In addition to human resources, financial factors are equally significant in 

government activities. Finance refers to all rights and resources related to financial 

aspects, including sources of revenue, the availability of sufficient funds, and financial 

management aligned with applicable laws and objectives. Financial resources are vital, as 

almost no government activity can be executed without incurring costs. The greater the 

availability of funds, the more activities or tasks can be realized. To achieve effective 

regional governance and fulfill autonomous responsibilities, financial factors must be 

regarded as essential prerequisites that cannot be overlooked. Together, the quality of 

human resources and financial management form the backbone of successful governance. 

(Baranes & Hazen, 2022). 
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The organizational factor referred to here pertains to the structural arrangement of 

organizational units, including officials, authority, tasks, and the relationships between 

units, all aimed at achieving specific goals. The achievement of regional development 

targets through autonomy policies faces numerous challenges that must be addressed by 

local governments. Each region encounters distinct challenges depending on its readiness 

and prevailing conditions. Some of the key constraints include inadequate and unstable 

regional institutions, which hinder the effective implementation of decentralization and 

regional autonomy. Additionally, limited development funds pose a significant challenge, 

especially as demands for accelerated development continue to rise. Basic facilities and 

infrastructure remain insufficient in several regions, while disparities in natural resource 

availability exacerbate inequalities across areas. Moreover, a shortage of quality human 

resources weakens regional competitiveness, curtails creativity, and stifles local 

innovation. Natural constraints, such as variations in resource potential, further contribute 

to regional disparities. Institutional weaknesses in regional management, coupled with 

investment barriers, also impede development efforts. Finally, limitations in regional 

financial sources within the Regional Revenue and Expenditure Budget (APBD) present 

another significant hurdle. Addressing these issues is critical for the successful 

implementation of regional autonomy and achieving sustainable regional development. 

The principle of regional autonomy in Indonesia embodies the concept of broad 

autonomy, granting regions the authority to manage and regulate all governmental affairs 

except for those explicitly designated as the responsibility of the central government, as 

stipulated in Law Number 23 of 2014 on Regional Government. This autonomy allows 

regions to formulate local policies aimed at providing public services, fostering 

participation, encouraging community initiatives, and empowering communities, all with 

the ultimate objective of improving societal welfare. 

One of the mechanisms supporting regional development is Government 

Cooperation with Business Entities (KPBU), which is governed by several key 

regulations. The primary legal foundation includes Presidential Regulation (Perpres) 

Number 38 of 2015, which sets the framework for such partnerships. Additionally, 

Regulation of the Minister of National Development Planning (PPN) Number 2 of 2020 

provides amendments to earlier regulations, while Regulation of the Head of the 

Government Goods/Services Procurement Policy Agency Number 29 of 2018 specifies 

procedures for procuring business entities for infrastructure development under the KPBU 

scheme. These regulations enable initiatives led by Ministers, Regional Heads, or Agency 

Heads to facilitate infrastructure provision. 

The types of infrastructure eligible for development through the KPBU scheme 

encompass a wide range of economic and social infrastructure, including transportation, 

roads, water resources, irrigation, drinking water, centralized and local wastewater 

management systems, waste management, telecommunications and information systems, 

electricity, oil and gas, renewable energy, energy conservation, urban facilities, 

educational facilities, sports and arts facilities, regional infrastructure, tourism, health, 
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correctional facilities, and public housing. Through these diverse categories, the KPBU 

scheme plays a critical role in advancing regional and national development objectives. 

Regarding road infrastructure, street lighting is implemented through a Government 

Cooperation with Business Entities (KPBU) scheme via a cooperation contract between 

the Government, acting as the Project Responsibility Holder (PJPK), and Business 

Entities. At the end of the cooperation period, the infrastructure that has been constructed 

will be handed over to the PJPK. The essence of this agreement is the proportional sharing 

of risks between the Government (through the PJPK) and the Business Entities. These 

risks are distributed to the party best able to manage, control, prevent, or absorb them. 

PJPK can be a government agency or an institution representing the Government in 

providing KPBU projects. The Business Entities involved can include State-Owned 

Enterprises (BUMN), Regional-Owned Enterprises (BUMD), private companies in the 

form of Limited Liability Companies, foreign legal entities, or cooperatives (Arban, 

2021). 

In KPBU contracts, Business Entities are responsible for various aspects of the 

project, such as financing, design, construction, operation, and maintenance. The scope of 

responsibility of the Business Entities will determine the form of project cooperation, 

which can include the operation and maintenance of facilities, as well as financing, 

provision, and operation of infrastructure. KPBU contracts typically have a long duration 

to ensure the return on investment made by the Business Entities. 

In addition to the PJPK, there are other parties involved in the implementation of 

KPBU projects, including sponsors, financial institutions or banks, contractors, and the 

user community. Sponsors typically consist of consortia that have expertise and capability 

in executing infrastructure projects. Sponsors contribute funds in the form of equity to 

support the project. Financial institutions or banks provide financing in the form of loans. 

Contractors are responsible for the construction, operation, and maintenance of the 

project. The general public acts as users of the infrastructure services (Reuchamps et al., 

2021). 

In the implementation of KPBU for the provision of street lighting infrastructure, 

there are several stages, starting with the planning phase. In the planning process for 

KPBU, there are two important steps that must be carried out: project identification and 

the preparation of a Preliminary Study. The planning phase of KPBU aims to gather 

information related to the infrastructure needs that can be cooperated on with Business 

Entities, based on planning documents such as the RPJM (Medium-Term Development 

Plan), RKP (Annual Work Plan), Renstra (Strategic Plan), and Renja of 

Ministries/Agencies, as well as RPJMD (Regional Medium-Term Development Plan) and 

RKPD (Regional Development Work Plan). All of this must comply with the prevailing 

regulations and support the coordination of planning and the development of the KPBU 

plan, including transparency in information to the public regarding the plan. 

The identification of potential projects for cooperation is carried out through the 

preparation of a Preliminary Study, which must contain at least a plan for the KPBU 

structure, financing scheme along with its sources, and a proposal plan for the KPBU, 
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including schedule, process, and assessment methods. In this regard, the Minister, Head of 

the Agency, or Head of the Region is responsible for preparing the budget plan for the 

KPBU implementation in accordance with the regulations. This budget can come from the 

State Budget (APBN), Regional Budget (APBD), loans, grants, or other sources compliant 

with applicable regulations. Subsequently, the Minister, Head of the Agency, or Head of 

the Region identifies the infrastructure provision that will be cooperated under the KPBU 

scheme. During this identification process, they must prepare a preliminary study and 

conduct public consultations. The preliminary study must include at least needs analysis, 

compliance criteria, value for money criteria, business entity participation, potential  

revenue analysis and project financing schemes, as well as recommendations and follow- 

up plans. 

The budgeting phase in the planning of KPBU by the Minister, Head of the Agency, 

Head of the Region, the board of directors of BUMN, or the board of directors of BUMD 

must also be carried out in accordance with applicable regulations. Furthermore, the 

Minister, Head of the Agency, Head of the Region, the board of directors of BUMN, or 

the board of directors of BUMD will decide whether the KPBU plan will be continued or 

not. If it is decided to proceed, the plan must be submitted to the Minister of National 

Development Planning or the Head of BPPN, accompanied by supporting documents as 

stipulated in the regulations. If the KPBU implementation is carried out by a region, this 

proposal must also be forwarded to the Minister of Home Affairs. 

The final stage of Public-Private Partnership (PPP) planning involves the Minister of 

Planning compiling a list of PPP plans based on proposals from various entities, including 

the Minister, Head of the Agency, Head of the Region, the board of directors of State- 

Owned Enterprises (BUMN), or Regional-Owned Enterprises (BUMD). These proposals 

require government support and/or guarantees and are identified based on national 

development priorities. Subsequently, the Minister of Planning conducts a selection and 

assessment process to categorize PPP projects into two groups: projects ready for offer 

and those still in the preparation process. At this stage, the Minister, Head of the Agency, 

Head of the Region, or BUMN/BUMD acting as the Project Responsibility Holder (PJPK) 

forms a PPP team to assist with the preparation process. 

The PPP team undertakes various responsibilities, including conducting initial 

studies and assessing final feasibility studies, managing PPP transaction activities until 

achieving financial close (excluding the procurement of the implementing business entity), 

providing regular reports to the PJPK through the PPP node, and coordinating with the 

PPP node to carry out tasks effectively. The role of the PJPK is crucial in ensuring that 

each project complies with regulations and meets both technical and financial feasibility 

criteria. The preparation stage demands good coordination among the central government, 

regional governments, and private entities to attract investor interest and ensure optimal 

community benefits. 

However, the success of PPP project preparation largely depends on the capacity of 

regional governments to manage these projects, particularly during evaluation and in 

meeting the requirements necessary before offering the projects to business entities. 
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Challenges often arise due to capacity disparities between central and regional 

governments in technical and administrative understanding, impacting the effectiveness of 

PPP implementation across various levels. 

The regulation of the Government Cooperation with Business Entities (KPBU) 

scheme at the regional level has several weaknesses that need to be addressed. One of the 

main weaknesses is the institutional capacity at the regional level, which is often still 

limited in understanding and applying the KPBU scheme. Many regional governments do 

not yet have sufficiently competent or trained human resources in KPBU project 

management, especially related to drafting agreements, risk assessment, and complex legal 

and financial aspects. This results in the KPBU implementation process in the regions 

often being slow, fraught with obstacles, or even failing due to a lack of understanding of 

the scheme‘s mechanisms. 

Additionally, regulations at the regional level are often not harmonized with 

regulations at the central level, creating legal uncertainty for business entities partnering 

with regional governments. Inconsistency in the application of rules between the central 

and regional levels, as well as differences in licensing standards or local policies, further 

increases risks for investors. In some cases, regional governments have weaknesses in 

providing financial guarantees and budget limitations that can affect the project‘s 

feasibility, resulting in low interest from business entities to participate in KPBU projects. 

This underscores the need for improving technical and legal capacities at the regional 

level, as well as aligning regulations so that KPBU implementation in the regions can 

operate more effectively and be attractive to private investors. 

 

Legal Challenges and Efforts Faced in the Implementation of Infrastructure Projects 

Through the Government Cooperation with Business Entities (KPBU) Scheme 

Legal uncertainty is one of the main challenges faced in the implementation of 

infrastructure projects through the Government Cooperation with Business Entities 

(KPBU) scheme. This uncertainty is often caused by sudden regulatory or policy changes 

that can affect the operations and strategies of all parties involved in the project. In the 

context of KPBU, regulatory changes can occur at various levels, from laws governing the 

procurement of goods and services to specific policies related to the implementation of 

certain infrastructure projects. One of the most significant impacts of legal uncertainty is 

the disruption of the planning process. When the government issues new regulations or 

changes existing policies, business entities may need to reevaluate their plans, including 

cost-benefit analyses. This process is not only time-consuming but can also lead to delays 

in project implementation. On the other hand, government entities face challenges in 

adjusting their internal regulations to align with new regulatory changes, which can result 

in confusion in field implementation. 

Legal uncertainty can affect investment decisions by business entities. Investors tend 

to avoid projects that carry high risks, including legal risks. When they doubt the stability 

of regulations or perceive the potential for sudden policy changes, they may choose to 

withdraw their investments or even cancel their plans to engage in the project. This can 
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reduce private sector interest in participating in the KPBU scheme, which in turn can slow 

the development of much-needed infrastructure. Legal uncertainty may also contribute to a 

lack of transparency and accountability in project management. When regulations change 

abruptly, stakeholders may not fully understand their obligations and responsibilities, 

leading to issues in project implementation. This can create risks of corruption, abuse of 

power, or unethical decision-making, ultimately harming society and undermining public 

trust in the government. 

Complex regulations represent one of the significant obstacles in implementing 

Government Cooperation with Business Entities (KPBU) projects. Complex legal 

procedures can create barriers for entrepreneurs and business entities in drafting contracts 

and executing projects. This is due to the myriad provisions and regulations that must be 

adhered to, ranging from national legislative regulations to local regulations that may vary 

by region. Ambiguities or complexities in these regulations often lead to difficulties in 

understanding applicable requirements, ultimately hindering project implementation.  

One of the most problematic aspects is the contract drafting process. In the context 

of KPBU, contracts are crucial documents that serve as the foundation for the agreements 

between the government and business entities. However, convoluted contract drafting 

procedures can consume significant time and resources. Entrepreneurs may struggle to 

navigate the various provisions they must comply with, such as procurement regulations, 

environmental provisions, and technical requirements. As a result, they may require 

assistance from third parties, such as legal consultants or advisors, which adds costs and 

time to the project planning process. Furthermore, regulatory complexity can also pose 

legal risks for entrepreneurs. If entrepreneurs do not fully understand existing provisions, 

they may make mistakes in project execution, leading to breaches of contract or non- 

compliance with the law. This can not only result in administrative or legal sanctions but 

also damage the company‘s reputation and reduce their opportunities to participate in 

future projects. The legal uncertainties arising from regulatory complexity can diminish 

entrepreneurs‘ interest in engaging in KPBU projects, which in turn can slow the 

development of necessary infrastructure. 

Additionally, complex regulations can increase the administrative burden on the 

government. To ensure compliance with applicable provisions, the government must 

conduct intensive supervision and evaluation of ongoing projects. This requires significant 

human and financial resources, which are often limited. If the government cannot conduct 

effective oversight, the potential for deviations or corruption in project implementation 

increases. 

Dispute resolution is another significant challenge in the implementation of 

Government Cooperation with Business Entities (KPBU) projects. This process often 

experiences slow handling and inefficiency, which can negatively impact project 

continuity. Ambiguities in contracts, which serve as the legal foundation for the 

relationship between the government and business entities, can trigger disputes. When 

contracts are not clearly defined, differing interpretations of existing provisions can lead to 

conflicts concerning responsibilities, risk allocation, and the fulfillment of obligations by  
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each party. One of the primary causes of slow dispute resolution is the complex and 

prolonged legal procedures. In many cases, the parties involved in a dispute must go 

through various stages, such as negotiation, mediation, and arbitration, before reaching a 

final decision. This process often takes months or even years, during which project 

implementation can come to a halt. The uncertainty that arises during this dispute period 

can result in financial losses for both parties and diminish investor trust in the investment 

climate within the infrastructure sector. 

Moreover, the legal uncertainty caused by disputes can disrupt the working 

relationship between the government and business entities. When disputes arise, tensions 

usually occur that can hinder communication and collaboration between both parties. A 

good relationship between the government and business entities is essential for smooth 

project implementation, especially in the context of KPBU, where synergy between both 

parties is crucial. This tension can cause delays in decision-making and slow project 

progress, ultimately harming the community and end-users of the infrastructure services. 

Inefficient dispute resolution can also negatively impact the reputation of both the 

government and business entities. Projects frequently hindered by disputes can attract 

negative attention from the media and the public, which can erode public trust in the 

government‘s ability to manage infrastructure projects. On the other hand, for business 

entities, involvement in legal disputes can tarnish their market image and affect their 

relationships with other stakeholders. 

One of the significant challenges in the implementation of Government Cooperation 

with Business Entities (KPBU) projects is the uncertainty regarding funding guarantees 

from the government. In the KPBU scheme, funding is a critical element that must be well 

managed to ensure that projects proceed as planned. Uncertainty about the availability and 

sustainability of funding can become a barrier for business entities when planning and 

executing projects, as they need to ensure that the necessary funds for each project phase 

are readily available and timely. 

In this context, business entities are highly dependent on assurances from the 

government regarding the funding agreed upon in the contract. When the government 

cannot provide certainty regarding budget allocations or if there are policy changes 

affecting funding, this can create doubts for business entities. This uncertainty not only 

has the potential to delay project implementation but can also pose significant financial 

risks for business entities. Without stable funding guarantees, business entities may 

struggle to make the necessary upfront investments to initiate projects, causing delays or 

even cancellations. 

Furthermore, sustainable funding is also crucial for the operational phase of projects. 

Once infrastructure is built, business entities must ensure that funding for maintenance and 

operations is available to maintain the quality of services provided. If the government 

cannot guarantee adequate budget allocations for this phase, it may lead to infrastructure 

quality deterioration, negatively impacting the community that relies on the services. This 

situation can create dissatisfaction among the public and diminish trust in the government 

and business entities involved in the project. 
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To address this challenge, the government needs to create a clear and transparent 

framework regarding funding for KPBU projects. This can be achieved by developing an 

integrated budget planning process that includes adequate budget allocations for each 

project and ensures that funding guarantees are provided according to the agreed-upon 

plans. Additionally, the government should involve business entities in the funding 

planning process, allowing them to better understand the policies and budget allocations to 

be implemented. 

In the implementation of Government Cooperation with Business Entities (KPBU) 

projects, the division of authority between the central and regional governments is a 

crucial issue that often becomes a source of conflict. This authority encompasses various 

aspects, including planning, implementation, and project oversight. Ambiguities or 

imbalances in this division of authority can hinder the effectiveness and efficiency of 

project execution, creating significant challenges for all parties involved. 

Regional governments often find themselves in a difficult position, especially when 

they lack adequate authority to manage infrastructure projects. In many cases, regional 

governments may need to rely on decisions and policies set by the central government, 

which may not always align with local needs and conditions. This can lead to 

misalignment between central plans and on-the-ground realities, ultimately hampering 

project execution. For example, if regional governments are not granted the authority to 

formulate relevant policies, they may struggle to respond to local community needs in the 

context of ongoing projects. 

Additionally, resource limitations at the regional government level can also hinder 

the implementation of KPBU projects. These resources include budgets, workforce, and 

technical expertise needed for effective project planning and execution. If regional 

governments lack sufficient resources, they may struggle to fulfill their responsibilities 

within the KPBU scheme. This situation can lead to frustration among business entities, 

which hope to collaborate effectively with regional governments to achieve common 

goals. 

Conflict may also arise when there is an overlap of authority between the central and 

regional governments. For instance, if the central government makes decisions that 

directly impact projects being managed by regional governments without involving them 

in the decision-making process, it can create tensions and disagreements. The uncertainty 

about who is responsible for specific aspects of the project can lead to confusion and 

hinder project progress. 

To address these challenges, it is important for the central government to develop 

clear policies regarding the division of authority in KPBU projects. These policies should 

consider the capacity and conditions of regional governments while providing them with 

opportunities to actively participate in project management. Building the capacity of 

regional governments through training and adequate funding is also a crucial step to 

enhance their effectiveness in exercising their existing authority. 

The alignment of proposed projects with public policy is a fundamental aspect of 

implementing Government Cooperation with Business Entities (KPBU) projects. Every 
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planned infrastructure project must not only address urgent community needs but should 

also be in line with the medium- and long-term development plans established by the 

government. Misalignment between proposed projects and public policy can result in 

serious problems in implementation and the long-term impacts of those projects. 

First, the importance of this alignment lies in achieving national development goals. 

Established public policies reflect the government‘s vision and mission to  enhance 

community welfare and drive economic growth. If proposed projects do not align with the 

direction of these policies, it will not only waste resources but also create dissatisfaction 

among the community. For example, infrastructure projects built without considering 

existing spatial plans or social needs can lead to negative impacts on the environment and 

communities, such as land displacement and decreased quality of life.  

Delays in the project planning process also pose a significant challenge. When 

projects do not align with public policy, extra time is needed for adjustments and 

revisions. This process may involve various stakeholders, including the community, which 

can slow project implementation and hinder the realization of expected benefits. 

Furthermore, misalignments can create uncertainties for the business entities involved, 

which may need to readjust their business strategies and resource allocations. 

To address these challenges, it is essential for the government to conduct thorough 

analyses of each proposed project within the context of applicable public policies. This 

process should involve consultations with various stakeholders, including communities, 

government agencies, and the private sector, to ensure that proposed projects not only 

meet infrastructure needs but also align with broader development plans. In doing so, 

proposed projects can significantly contribute to achieving development goals and ensure 

effective resource utilization. 

Unhealthy competition in the procurement of Government Cooperation with 

Business Entities (KPBU) projects is a significant challenge in implementing 

infrastructure projects. Unfair competition often arises from harmful practices such as 

collusion, corruption, and abuse of power. This not only impacts business entities striving 

to operate fairly and legally but can also undermine the quality and sustainability of the 

projects themselves. 

One consequence of unhealthy competition is the creation of an unfair business 

climate for business entities that wish to compete fairly. Businesses that prioritize integrity 

and business ethics may find themselves at a disadvantage when facing competitors who 

engage in dishonest practices to win contracts. For instance, if there are entrepreneurs who 

collude with government officials to secure projects, then businesses operating 

transparently will struggle to compete. This situation can result in the neglect of fairness 

and transparency principles in procurement, which in turn can diminish the quality and 

efficiency of the resulting projects. 

Additionally, unhealthy competition can affect the quality of the final project 

outcomes. When business entities are compelled to lower their operational standards to 

remain competitive, it can result in projects that do not meet expected quality levels. In the 

long term, low-quality projects can lead to high maintenance costs, infrastructure damage, 
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and even public safety threats. Therefore, it is essential to create an environment that 

encourages healthy competition, where all business entities have an equal opportunity to 

participate and compete fairly. 

To address these challenges, decisive actions from the government are required to 

enforce regulations and ensure transparency in procurement processes. Strict oversight of 

the implementation of KPBU project procurements must be carried out to prevent 

collusion and corruption practices. Additionally, the government can encourage broader 

participation from business entities by introducing more transparent and inclusive 

procurement mechanisms. In this way, healthy competition can be created, ultimately 

resulting in better and more sustainable infrastructure projects. 

 

CONCLUSION 

The implementation of regional autonomy in Indonesia represents an important step 

in developing a governance system that is more responsive and accountable to the needs 

of local communities. Through regional autonomy, local governments are granted the 

authority to manage and address governmental affairs and community interests in 

accordance with the aspirations, potentials, and socio-cultural characteristics of their 

respective regions. However, the challenges faced in implementing regional autonomy, 

such as the quality of human resources, funding availability, and limited infrastructure, 

need to be addressed to ensure that regional development goals can be effectively 

achieved. 

In the context of Government Cooperation with Business Entities (KPBU), there is a 

legal framework that supports the execution of infrastructure projects involving 

collaboration between the government and the private sector. KPBU offers the potential 

for enhanced efficiency and effectiveness in the provision of public services through a 

proportional risk-sharing model among the involved parties. Therefore, a deep 

understanding of the policies and implementation of KPBU is essential to ensure that the 

resulting projects can meet community needs and enhance overall welfare. 

The success of implementing regional autonomy and KPBU greatly relies on the 

involvement of all stakeholders, including the central government, local governments, 

business entities, and the community. Strong support from the central government, in 

terms of regulations and funding, will strengthen the capacity of local governments in 

carrying out their autonomous duties. Additionally, it is important to ensure that the 

principles of democracy and Human Rights (HR) are applied at every stage of policy 

implementation, in order to create an inclusive and just governance system. 

The implementation of Government Cooperation with Business Entities (KPBU) has 

shown that legal uncertainty, regulatory complexity, slow dispute resolution, uncertainty 

in funding guarantees, and unclear division of authority between the central and local 

governments are the main obstacles to infrastructure project implementation. Legal 

uncertainty can hinder planning and investment decisions, as well as reduce transparency 

and accountability. Meanwhile, complicated regulations can complicate contract drafting 

processes and increase administrative burdens for the government. Inefficient dispute 



Dynamics of Legal Framework for Public-Private Partnership (PPP) in Infrastructure Provision 

 
 

 

 

 

 
 

resolution processes can also potentially harm the relationship between the government 

and business entities, affecting their reputations. Furthermore, challenges related to 

funding guarantees and project alignment with public policy can result in delays and 

dissatisfaction among the community. Lastly, unhealthy competition in project 

procurement poses a threat to the quality and sustainability of projects, which can harm all 

parties involved. 
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