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EXFLURATORY PROJECT

Part I1I.
Pescription of the Project

The Project

The purpose of the project is to assist the Indonesian private
sector in order to encourage increased employment opportunities,
income generation and access to resources and to facilitate
participation of th> U.S. private sector in such an effort.

Fackground

The Problem:

Cespite Indonesia's solid economic growth, unenploynent is crowing
rapidly. Each year two million new workers enter the Indonesian
labor narket. The vast prcportion of these must find jobs in the
private sector. Approximately 70 percent of the country's labor
force--some 50 million--works in the priveie sector, anc the private
cector is responsible for 60 percent of Indonesia's GNP.

bhile the vast majority of jobs created each year stem from
agriculture, off-farm jobs are critical for economic grovth.
Fanufacturing, with an annual growth rate of 12.5 percent, creates
117,060 jobs eachk year, and off-farm activities provide partiel
income to 45 percent and full income to 25 percent of all rural
fanilies.

Put jobs in rural enterprise or in industry are not increasing
quickly enough, and the growth taking place is often concentrated in
a relatively limited number of areas. Mcre tkan 8% percent of all
industrial workers, for example, are located cn Java. [isparities
in economic growth between certein sectors anc¢ between certain
ethnic groups in Indonesian society have been aggravatec by dramatic
increases in foreign investnent in ciscrecte enclaves, where projects
to develop natural resources--o0il, minerals, tinher--have not been
optimized for the benefit of surrounding communities. In urbtan
areas,commercial and industrial development renains dominated by
ethnic Chinese, leaving pribumi--incigeneous
Indoresian--entrepreneurs vwith the belief that they have been
excluced fron the growth process.

The Private Sector in Indonesia: Concerns azbout unemployment and
disparity in grouth patterns arc compounced by the real possibility
that the Indoncesia's relatively high pace of growth--9.6 percent in
1980 and 6 percent in 1981--is unlikely to continue. Past growth
b.as been fucled largely by foreign investnent and tecnnical end
rmanagerial services inported to develop extractive
industries--petroleum, minerals and timber. Cil revenues alone have
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traditionally funded 60 tc 70 percent of the country's annual
budget, anc in 1980 petroleum exports left Indonesia with a foreign
exchange surplus of $11.5 billion and current account surplus of
$2.2 biliion.

A worlc recession, the drop in demand for oil and the falling-off of
cdemanc¢ for Indonesia's non-o0il exports, however, have demonstrated
the perils of building development plans on a narrow base. ton-0il
exports are one third belcw 1579 JTevels, and oil export earnings are
flat. Indonesia's foreign exchange reserves are dropping, and
current prcjections foresee a current account deficit of between $3
and $4 billion for 1¢82. Even were the recession to bottom-cut,
Indonesia would face a longer-term problem--its major exports are
largely non-renevable resources.

To stabilize its growth rate, Indonesia needs to diversify, to
expand its exports and toc substitute for inports where possitle and
economically efficient. This can only occur with a stronger privete
sector. Indonesia's manufacturing base--9 percent of (OP--is the
smallest in Southeast Asia. To strengthen the private sector will
require increased foreign investnenti and the technology and
manacenent skills that accompany it.

Investnent Climate: The governnent's attitude toward foreign
Tnvestrnent 75 ambivalent. It recocrizes foreign investment as the
major channel for foreign technclogy, kncw-how and capital, tut
governnent officials are also concerned about investnent's sccial
and poclitical impact and about perceptions of disparity between
pribumi and non-pricumi, enclave and surrounding connunity. The CCl
welcomes foreign investment for the technology and managenent skills
it brings, but seeks to channel investment to promote development
objectives and to create a multiplier effect that widens the
benefits investment provices.

Since the enactment of the Foreign Investment Law of 1567, Irdonesia
kas been officially conmitted to seeking foreign investment. It
provides investment zllowances, tax exemptions, relief from import
duties and tax holicays up to six years on investment in priority
areas. It has established a Capital Investment Coordinating Eoard
(BKPM) to oversee all foreign and domestic investment and
reorganized the boarc in 1977 to streamline its assistance to
foreign investors into a "one stop service."

Fut to encourage foreign investment in a direction compatible with
its developnent objectives, the government has passed laws and
issued regulations which many investors view as restrictive. It has
closed of f to fereign investhnent areas which it considers
sufficientl developed alrecady, reserved for Indonesian investors or
related to naticnal cefense. LEPM publishes a list (the DSP list)
outlining priority areas in which the government favors foreign
investnent. A presicential decree forbicds foreign companies from
kolding land, inhibiting foreign investment in agriculture. VYepres
10, passed in 1878, requires that ccmpanies take pribumis as joint
venture partners and turn majority ownership over to Indonesians
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within 10 years of operation. VYepres 14A, passed in 16F0, requires
the purchase of certain goods and services frcm local contractors,
and a number of decrees emphasize the importance of replacing
expatriate workers with Indonesians. 1In industries sucl as forestry
the government has established a schedule for replacing foreign
personnel, and companies keeping foreign workers beyond the
scheduled date for Indonesianization are taxec $1CC per nmonth, funds
which are to be used for training Indonesian workers.

Lesigned tc assist pribumi entrepreneurs and to spur small scale
enterprise development, the regulations have inhibited some foreign
investors and confused others. The BKPM has gradually teen
increasing its approvals of new foreign investnent--$90C million in
1980, $1.2 billion in 19€1, and an estimated $2 billion in 16&2--but
cctual foreign investment has tendec to fall well btelow the approved
ceilings, and between 198C and 1981, it declined. let foreign
investrnent in 1680 was $317 million; in 1981, it cropped to $140
million; this year, it is expected to hit $17¢& nmillion.

U.S. Invec'rent: There are 73 American companies participating in
joint ventures in Indonesia, compared with 210 Japanese. Altogetrer
sone 200 U.¢. companies operate sales or representative offices in
Indonesia and the book value of U.S. assets is estimated at $1.3
billion, maxing the United States Indonesia's fourth largest fureign
investor, afier Japan, Hong Kong and Canada. liost of U.S.

investnent is in petroleum--$940 million--but by 1960, Ffmerican
conpanies ted assets of $140 million in manufacturing, an increase
¢f almost 50 percent over 1978.

These figures tend to understate U.S. economic interests in
Indonesja. lot only do theyv reflect book rather thkean current value
of assets, but they exclucde investment expenditures made by
conpani2s engaced in exploration and development. During the six
years between 1975 and 1580, for example, American companies spent
an estimated $6.3 billion in gas anc¢ oil exploraticn and develcpment.

Nor co they show the imprescive rate of return for companies active
in Indonesia. The rate of return for U.S. ccrmpanies investing in
retroleum was 1¢7 percent in 1680, up frem 1Z1 percent in 1979.

U'.S. manufacturers showed an average rate of return of 23 percent in
1980, up fron 2C percent in 19793,

Enerican conpanies coni nue tc invest, although the pace is not
great, and reinvestment .untinues tc outpace new investment. In
1980, the Covernment of Indonesia approved $4€ niilion in new U.S.
investnent and $70 million for expansion of existing operaticns.

1t is inportant to keep this "bottom line" in mind in evaluating the
sonetines negative rhetoric describing the Inconesian inveitment
climate. There are real benefits as well as real risks to
investnent in Indonesia. The probiem for AIL is to enccurage
developnent of an Indonesian private sector of considerable
potential in such a manner as to contribute tc development
cbjectives and, working within the linits defined by the
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Covernnment's policy obhjectives, to encourage participation by
Pmerican companies in this effort.

Private sector defined: To achieve the goal set by AIC's new
private sector initiative, "to foster the growth of productive,
self-sustaining, income and job producing enterprises in developing
countries, using the finance, technology and management know-how of
the U.S. private sector," the Private Sector Project accepts a broad
definition of the private sector. It is defined as profit and
capital accunulation-oriented initiatives by individuals and grougs
of individuals in all econonic sectors. Thus, the small farmer
ti11ing his own land represents private sector activity. The
villace merchant is part of the private sector. Advertising firms
in Surabaya are in the private sector. In short, private sector
shoul¢ not be miscontrued to be limited to urban activities or
modern sector industries. Private sector involves services,
finance, construction, and, in a country with Indoresia's factor
endowments, focuses mainly on activities and investments in a rural
setting. Small firms and cottage industries supply about 85 percent
of all the jebs in manufacturing. Meny farmers supplement their
income with craft work and trades.

Lt the same time, government pclitical policies and the absence of a
sturdy and pervasive private sector have led to active governnent
invalVowrnt in a variety of functions that might normally be handled
by the private sector. Some 220 state enterprises are responsible
for producing 2C percent of Indonesia's GHP. State banks dominate
conmercial banking, and financing for small entrepreneurs cORcs from

governnent-operated credit agencies.

Essistance to the Indonesian private sector, therefore, nust take
account of government institutions and government policies. EBecause
the government is actively encouraging investment in some areas and
contrclling investment in others, assistance to government
institutions active in the private sector may provide a neans of
ceveloping the private sector itself. For exanple, aic to EKPI that
contributes to a speedier review of an investment proposal,
technical advice to government credit agencies offering loans to
small enterprises, and efforts to 1ink proposed state enterprise
projects to investiment in related private enterprises--cuch as
conponent parts manufacturc for a covernment assembly plant--1ike
sinilar efforts to link new foreign investment to new enterprises,
all serve to stirengthen the private sector.

AID' Frivate Sector Strategy

PID's strategy for assisting the develcprment of Indonesia's private
sector is to provide tightly-focused technical assistance, training,
denonstration and facilitating efforts that are likely to make an
innediate and visible difference to existing COI or other donor
prograns, to ongoing U.S. trade and investment programs, or to
covernnent consideration of policies and projects affecting the
private sector. The privete sector progran will act as a catalyst
to open channels, provide contacts and build institutionel support
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for lndonesian entrepreneurs. The program will test different
approaches to private sector assistance and provide for regular
evaluation to allow assessnent, revision, rejection or further
support for the experimental efforts. It seeks to channel the
natural and creative unpredictability of the private sector to
achieve the economic benefits and growth that can be derived from
Frivate sector spontaneity when it is disciplined to agreed-upon
cevelcpnent objectives.

Eecause of the tremendous importance of rural enterprise to
Indonesia's private sector, the principal focus of AID's progranm
centers on snall scale enterprise development, income generation and
enploynent creation in rural areas. In its extensive work on the
Provincial Development Prcject, AID has worked to strencthen local
credit institutions to increase their responsiveness to private
farmers, small cntrepreneurs, traders, craftsmen and pecple engaced
in service industries. Mcre recently, AID has developea the Central
Javs Enterprise Project as a pilot project to demonstrate methods of
increasing enploynent in manufacturing, trade and services. A number
cf rural developrnent prograns such as the rural wcrks project and
the water resources project work to strencthen rural infrastructure
and to open new markets and pcssibilities to entrepreneurs and
farmers. Another approach is to upgrade the private sector skills
and the skills of thcse ocvernment servants working in the
institutions affecting the private sector through participant
training progrems. And in its science and technology project AlD is
vworking on technologies appropriate to Indonesia and to Indoresia's
private sector at its current level of development.

Pelatea U.S. Activity: Pt the same time, there ere a nunber of
cther U.S. agoverniient procrams designed to encourage American
investment in, and irade to, Indonesia, and it is AID's strategy to
build a private sectur program that links with these efforts in
order to maximize the developmental inpact of the technology &nd
management skills imported with U.S. capital and products. The
private sector project will complement efforts already being nade
under existing U.S. prograns dealing with the private sector--the
Trade and leveloprnient Program (TDP), the Overseas Private Investment
Corporation (OPIC), the ¢xport-Inport Bank, the Foreign Commercial

Service, and the Foreign Agriculture Service.

The TLP has recently recommended definitioral missions for FY 198%¢
in five areev--automotive parts, electronic equipment, plant
machinery, fishery, high fructose and sugar. It has a
prefeasibility study pending on a graphite elecirode plant. It has
conpleted feasibility studies rationalization of the autonmotive
industry and on @& cement plant. The private sectcr prcject will
help identify ereas for further TOP studices.

OPIC has mede several niscions to Indonesia to review invesirent
opportunities. It will share costs with Averican conpanies ¢f vhich
kave identified c¢cononically scund projects through their own
reconnaissance and are intcrested in doing feasibility studies.

1t requires that @ conpany which it assists have "a sound cperating
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record, demonstrate that it has nanagerial, technical and financial
conpetence to implement the project if it proves feasitle, and a
present intention to make such an investment." The private sector
project will complement GPIC by rrovidinc economic profiles of
sectors in which investors and OPIC may be interested and by
providing initial assistance to interested companies.

The Foreign Commerciel Service of the U.S. Emtassy informs U.S.
conpanies of investment opportunities and provides advice to
companies once they arrive. The private sector project will assist
the FCS in identifying investment opportunities and will provide
additional help to conpanies interested in investing in Indonesia.
The Foreign Agricultural Service of the U.S. Embassy, although
responsible primarily for promotion of U.S. agricultural experts,
reviews the agricultural sector regularly and can refer agribusiness
investment opportunities to U.S. investors. The private sector
project will identify agribusiness projects and will focus on
investment opportunities.

Finally, in assisting the development of private sector projects it
is assumed that a portion of the projects will require imports of
U.S. coods that may te financed through Export-Import Bank
facilities.

Cther Doncr Activity: AID is one of many donors active in private
sector developnent. Under the auspices of the UNDP, UNIDO is
providing $§4.5 million in assistance to the Ministry of Finence for
investnent feasibility studies; $2.%5 nillion to the Director General
of Small Scale Industries for training projects; and $1.6 million to
BK.PM for investment profiles. CIDA is providing assistance to
Canadian conpanies interested in visiting Indonesia or in concucting
feasibility stucies there. The Australian governmeni has proviced a
consultant to EBKPI' to assist in assembling data, and the GCI will
soon draw upon its World Eank technical assistance credit to aid
BKPM in preparing profiles of industry sectors in which the
covernnent would like to encourage investment and has asked the
Cerman government for additional assistance in tnis area. The World
Eank has already provided $410 nillion to BAPINDO fer lcan ancd
equity activity and is now preparing a further $10C million loan.

A number of private companies are involved in managenent training,
and during the summer of 1982, the world Bank, Forc Foundation, and
LID are planning to do a jcint review of private sector training
needs. AID's private sector project will complement existing conor
activity in the private sector and serve as a bridge.

EKPM's Special Role : Because of its key role in guiding
investment in Indonesia, the BKP!Il is a major actor in the private
secior project. BKPM bears the responsibility for promuting private
sector enterprise, both local and foreign. EKPN functions under the
guidance of BAPPEKAS the state planning agency, anc has eight nmajor
duties:

- to prepare investment policies and plans;
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- to formulate investment priorities and to communicate them
to investors;

- tc develop promotion programs needed to attract required
investment;

- to formulate the range of incentives and facilities needed
to attract the required investment;

- to review investment applications - to ensure they meet all
requirements and to assess their feasibility;

- to grant incentives and facilities;
- to issue permits and licences;

- to supervise and control the implementation of projects,
including the handling of amendments to projects;

Cf critical importance to foreign and local investor alike is BKPN's
responsibility to issue annually an Investnent Priority List (Daftar
Skala Prioritas, DSP), which ranks individual industries by
priority, specifying those to be most encouraced and to receive a
full range of incentives, those to receive a lesser range of
incentives, those to receive no incentives, and those clecsed to
private sector investment altogether. This list is available in
toth Indonesian and English and is meant to serve as a guide to link
Frivate sector activity to Indonesia's development objectives.

Fecause of BKPM's vital rcle in spurring economic c¢rowth, the GCI is
seeking means to strengthen it's capacity. The GCI and BKPM
recently have focused particularly on technical assistance in the
precparation of project profiles. These project profiles provide
potential investors with background to the DEF. They serve as an
initial guide to a potential investor who has expressed interest in
a specific activity on the DSP. Concurrently, they provide stimulus
to an investor with capital, who is interested in Indonesia, but who
has no specific project in mind.

BKPI's 1 osponsibilities make it an inteagral part of the private
sector project. It is woven into the project's several compcnent
parts. BKP!! personnel will be included in the management training.

EY.PI will be responsible for the administration of visitors
sponsored throuch the project. These visitors will typically be
selected during trade promotion visits to indicate the seriousness
of the GCI in attracting foreign investment.

Three facilitating institutions in lndonesia selected to assist U.S.
investors and identify Indonesian entreprencurs and projccts will tbe
principally responsible to BKPM, although as facilitatcrs they will
continue to operate from thcir regular offices. BKPIN will be a
principal source of referral for the potential investors, local and
for.fgn. In fact, EKPI personnel will be assigned on a full-time
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basis to the facilitating firms both to act as a link to their
mother institution, BKPM, and to receive training in "hands on"
dealing with private sector investors. This /ill serve to
strencthen BKPM's managerial and administrative capacity and give
the BKPHN personnel an even greater insight into the private sector.
As a potential fallout, BKPI personnel could actually encounter and
stimulate joint-venture investors during their training periods.

E¥PM will also be a principal provider of potential clients to
venture capital group experimentally supported by the project. And
CEPY will, of course, play an important role cptimizing and
spreacing the effects of large scale capital infusien to the local
population. As BKPM's experience grows, industrial and service
linkages will tecome apparant.

At this stage, one important and experimental aspect of, and
rationale for, the private sector project is the pragmatic marketing
by BKP!l of investment vpportunities in Indonesia. In concrete terns,
local and foreion investors must be made aware of EXKPM's project
profiles as they become available. For certain investors project
profiles will require explanation and clarification. Fer investors
who are about to take the plunge, tho project profiles will require
tailoring to particular circumstances. Further, and in nost
instances, custon tailoring will be required to match the potentiz]
entrepreneur and his range of skills to a particular project. The
very high failure rate of new ventures worldwide, stems from an
insufficient appreciation of the total spectrun of & profitatle
enterprise. Ffor example, a highly skillec engineer with a
well-cdesigned product for whichk there is a demand may pay
insufficient heed to distribution channels or working capital. It
is a vell-known business story ilhat business often becone a victim
of its own success. The facilitati;ng institutions funded under the
project will help avoid this possibility by serving as & natural
extension to the EKPM, complementing its work with more detailed
studies of investnent possibilities.

From the perspective of the foreign investor this is equally the
case. EKPM, no more than the Foreicn Comnercial Service of the
U.S., can serve as a permanent "hancholder" tc a potential U.S.
investor. BKPN will, of course, remain, the major point of contact
both initially and at the time the project is approved. In the
interim, during the decision-making stage and projcct-formulation
stage, the U.S. investor neceds assistance that falls outside both
the scope of BKP! and U.S. government sources. It is this gep which
the facilitating consultants are to address.

Thus, this project attempis to extend the strength &nd capacity cf
the EKPM. It also attempts to optimize the technical assistance of
other donors--particularly in the distribution and tailoring of
project profiles.
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Candidates who nualified for training but were deficient in English
or needed special assistance in business fundanentals would be
eligible for tutorials at the Indonesian-Anerican Center or business
worksnops arranged by local consultants.

The costs of the procrams, tuition as well as travel, are to be
borne by the individual conpanies proposing candidates except in the
case of civil servants or where there is demonstrated need. AID
would provide funds to the administrating institution--Asia
Foundation, Institute for International Education and/cr LPPli--to
cover all wowinistrative procedures and costs, and would establish a
fund to cover scholarships for up to one-third of the selected
candidates.

The program purpose is several-fold. It addresses inmediate needs
for management training. Mo high-level managemn~nt training exists
in Inconesia. At the same time, the exposure ot mid-level and
senior Indonesian executives to American counterparts at U.S.
Lusiness schools will offer secondary benefits. Not only will
participants be exposed to U.S. business riethods, but they will make
connections which will create long-term U.S.-Indonesian business
ties.

The study progran would be supplemented by follow-up activities
involving past participants. A sum of money has been included in
the project to cover the costs of annual seminars and workshops to
which past participants would be invited. The objective 1s to
develcp within Indonesia @ critical mass of Indonesian business
executives familiar with U.S. methods and procedures, as well as to
provide Indonesia with trained executives capable of furthering
cevelcpnent of the indigeneous private sector. Further, it paves
the way for the creation cof a world-class management and
adninistration institution in Indonesia by demonstrating the
inportance of such training and by providing a core of support for
such an institution.

Information Visits: The project sets aside $60,0C0 annually to
cover up to §6,000 in costs for travel of ten executives invited to
Indonesia by the Minister of Adninistrative Peform to review
investment opportunities. The invitations may be generated on the
Pinister's trade missions to the United States, by past cncounters
or by staff sugacstions or recornendations by other government
officials, but the effort is tc allow the GOl to denontrate its
interest in American investors and to permit AlD to show the
sincerity of its intent in assisting Indonesia to attract U.S.
investors.

Facilitating Investment: BEPE will retain three local consulting
Tirms to facilitate cornmunication between Indonesian entrepreneurs
and U.S. investors conplenenting existing U.S. government programs.
The local consultante will:

(1) Assist U.S. iavestors in Indoncsia. Companies coming to
Indonesia to review investrnent opportunitics may be referred to
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the facilitating firms by the ANCHAM, the GOI, the U.S.
Conmercial Section, ¢r by other sources such as the Indonesian
consulates in the United States. The facilitating firms will
provide information on the business environment in Indonesia,
supplenenting advice given by the FCS, advising on legal
restrictions, potential jeint-venture partners and investnent
oppertunities. The facilitatorc will pronote and distribute
PEPM project profiles and feasibility stucies--an output of
world Bank technical assistance. khere requested, the
consultants would prepare a short profiles of particular
industrial sectors or prospects. The facilitating firms would
provide up tc 8C hours of free services at AlL's expense aiter
which further assistance would be paid for by the participating
conpany.

(2) Seck out and screen proposals from Indonesian
entreprencurs interested in locating U.S. partners. The
facilitating firns would be expected to advertise their
interest in revieving proposals for foreign investors, their
willingness to privicde assistance in preparing proposals, and
in packaging possible projects for foreign investors. The
facilitating firns could use a number of methods to solicit
proposals, rancing from direct newspaper advertising, to
working with the regional represcntatives of BKPIA, AlD
consultants in the field and U.S. consulates. The solicitation
efforts should state explicitly that interest is linitea to
those projects that have a developmental inpact in terme of job
creation, income generation, access to resources, irnport
substitution, or expocrt pronotion.

(3) Work with existing U.S. government agencies, once suitable
projects have been identified, to try to find U.S. partners.
where appropriate, TCP studies may be requested, ana once a
partner is identified, OPIC may be contacted. The facititating
firm will provide FCS with suiteble proposals for vetting
through the Department of Conmmerce's Overseas Investment
Civision and, to the extent possible, will use its cwn contacts
in the Uni.ed States to seek interested paerties. The project
includes sufficient funds to allow each facilitating consultant
two trips to the United States annually.

(4) The project will offer BKPHM a chance to place staff
directly with cach of the consulting firms to review proposals
from Indonesian entreprencurs and to work with American
investors. This will give BKPE staff members experience with a
managenent consulting firm as well as ensuring direct EKPH
perticipation in the facilitation effort.

The flow of the project should be vicwed from two perspectives. For
example, the pribumi businessman notices hLall bearings are on the
BEPI priority list. He contacts one of the facilitating firms which
assists him free of charge in project preparation for 8C hours. He
then feels confident in the firms and places it on retainer.
Together, they visit a local venture capital firm with & draft












Indonesia, but he should also be able to demonstrate a knowledge of
what “"data bases" exist, how he would use them, the contacts he has-
in the United States and the formal and informal associations he has
there.

The facilitator should also present a "marketing plan" of his
cervices in Indonesia and in the U.S. For instance, how would he,
enploy U.S. trade associations? How will he market his services to

rural Indonesia?

The facilitator should also demonstrate an ability to work with U.S.
entrepreneurs and corporate representatives. Identical screening
criteria must be applied to potential U.S. investors. In this
context the facilitator should show how he would generate Indonesian
joint-venture options and partners for U.S. investor consideration.

The facilitators should also show a demonstrated knowledge of the
Indonesian financial community and regulations. Rapid change in
occurring, and the facilitators should be able to avail their
clients of this change and development

Criteria for selection of activities by facilitating
institutions: The prime criieria for selection of activities

by tne facilitating institutions emerge from the development
objectives of the Government of Indonesia.

To quote fron the Third Plan (Repelita - III, 197¢/1980-1983/1984),
the objectives are:

"}. to enhance the stancard of living, intelligence anc more
even and just distribution of welfare for all people;

2. to lay a strong foundation for the succeeding development
stages.

"On the basis of the above principles and strdng]y adhering to
the guidance given, in the Third Plan, development will be
continued based on the follow'ng aims of the Cevelopment

Trilogy:

"1. A more even spreading of developnent and its results that
will lead to the creation of social welfare for the entire
people;

2. hk sufficiently high economic growth;
3. L sound and dynamic national stability."

In screening activities from a micro-econonic perspective, the
facilitating institutions should keep in mind the principles stated
in the Third Plan:

"). The even-distribution of the supply of basic needs for the
people especially food, clothing and housing;
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2. The even-distribution of educational opportunities and
health services;

3. The even-distribution of income sharing;
4. The even-distribution of employment opportunities;
5. The even-distritution of business opportunities;

6. The even-distribution of participation in development, in
particular for the younger generation and women;

7. The even-distribution of the development to be spread all
over Indonesia;

8. The even-distribution of the opportunity to obtain
justice."

Rs a guide to investment opportunities emerging from these
principles, the facilitators should begin with the BKPM priority
list. The facilitators should consider favorably as well
expressions of interest in the service, construction, agriculture
and other fields which conform to the above principles.

From a micro-project perspective the facilitators should take
Tie toliowing 7actors 1nNto CONSiderations:

1. The project, if successful would make a significant
contribution to the GCI's development effort. Projects should
increase employment cpportunities and incomes. They should not’
be labor displacing. Projects which generate significant
employnent in relation to resources invested, especially
outside Jakarta should be given priority.

2. The project must be economically feasible. U.S.
joint-venture projects should lead to reasonable sales and
return on investment for the U.S. firm involvec.

3. Invesiment proposals should indicate the propesed source of
follow-on financing plus the probability and conditions which
must be met in order to secure this financing. The 1ikelihood
of the commitment should be studied in detail.

£, The estinated lead time required for design and
inplementation of a project should be a factor in ranking
proposals. Lead times beyond three to five years should
seriously questioned.

For U.S. joint-ventures the facilitators should consider:

1. The experience of the U.S. firm operating in developing
environnents overseas or the demonstration of a strong
potential to move the project successfully in Indonesia should
be a major factor in the ranking.
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2. The project should not produce a commolity for export which
is likely to be in surplus on the world market or will cause
substantial injury tc U.S. producers or loss of U.S. jobs.

In selecting projects, the facilitator should be aware that his
judgement in screening project applications and his success ration
in terms of "deals closed" will be carefully monitored and
evaluated:; follow-on work for the facilitator by the BKPM will
depend on his performance.

Pevelopment in areas of high capital infusion: The project will
provide one full-time and a number of short-term consultants to
assist the GOI in evaluating the impact of large foreign investment
on enclave areas. The consultants will be attached to the general
consultant appointed to the interministerial committee currently
reviewing methods to optimize large-scale foreign investment. The
consultants will be an integral part of the GCI's general
consultancy team, focusing on problems relating to current and
future investment in the Aceh region, specifically: (1) existing
credit institutions, the possibility of developing a mortgage
facility and the need and potential for a regional development bank
to provide credit or a capital firm to provide equity to small
entrepreneurs; (2) training needs and the potentiai for
developnent of training institutions jointly funded by GOI, AID and
private sector; (3) opportunities for private investment and
venture capital.

The consultants will work with the GOI's general consultant for the
project. During the remainder of the project--expected to be two
years--they will use the knowledge gained from their inventory of
investment opportunities and private sector needs in Aceh to examine
develcprment plans in arees likely to receive large capital
investment in the near future.

The rapid infusion of foreign investment into defined areas of
Indonesia has created enclaves of significant development surrounded
by communities that receive few of cdevelopnent's benefits. The GLI
is sufficiently concerned about the problems relating to enclave
cevelopment that it has hired & general consultant to exanine the
developnent in Aceh province in Sumatra. The consultants “inanced
by the project would assist the government in its evaluation of
Aceh's development and wculd apply the Aceh experience directly to
planning for new developments. They would focus on identifying
areas in which capital or technical assistance can play a catalyzing
role in diffusing the benefits of enclave investment throughout the
surrounding communities. The problem is how best to shape the rapid
infusion of new and large amounts of capital in order to maxinize
the developmental impact.

Special stucies: The prcject would provide funds for a consultant
to the Ministry of Finance to ¢o a study of capital market
developnent including of mortgage banking, factoring, money
managerment and venture capital. The consultant would exanine
existing policies anc reculations affecting the development of
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capité] institutions and the role and impact that they may have on
the Indonesian private sector.

A number of observers have identified the inadequacy of lack or
supportive financial institutions as a major constraint on private
sector development . The Ministry of Finance has expressed interest
in a study of the possibility of using pension funds for housing
nortgages--a developrient which would have broad inplications for
home construction and job creation in the construction industry.

The Ninistry has also cited lack of factoring facilities as an
inhibition on small manufacturers and the limited availability of
venture capital for entrepreneurs .

The special studies component also includes funds for assistance in
the form of workshops, short-tern consultants, seminars or technical
exchanges relating to the development of industrial standards as
requested by the AID consultant assigned to Minister of Science and
Technology Habibie under AID's Puspitek project.

Funds under the special studies component would be used as well for
an evaluation of the performance of facilitating firms during the
first year of the project and subsequent evaluatiors prior to the
project's completion. They would aliso finance en initial survey by
facilitating firm of all Anerican companies that have contacted BKP
in the past three years to determine the status of their interest in
investing in Indonesia and to identify specific problems they may
have encountered. The’ may also assist BKPIl in a feasibilitly study
of subcontracting possibilities in areas such as lignt manufacture
and agribusiness

Institutional support: In addition to assisting the Hinistry of
Finance in 3nalyzing the possible developrent of venture capital
institutions, the project sets aside $700,00 for a loan to the Bank
of Indonesia to be relent to a local or joint-venture, venture
capital firns for equity investnent in companies that are engaged 1in
projects that have a developmer: impact, should such a need and an
appropriate firn be identified by the study.

For sone time the government of Indonesia has expressed interest in
venture capital. It has established public developient banks,
Bapindo and Upindo, which with llorld Bank assistance have been
engaged in development loans and equity invesinent throughout
Indonesia. One private venture capital conpany, the Private
Investrient Corporation of Asia, has engaged in linited equity
investing, and the Bank of Indonesian and the International Finance
Corporation have been exploring the possibility of support to a
private nanagenent consulting firn, P.7. Pabesa, to develop a
venture capital capacity. In 1973, the government licensed nine
non-bank financial institutions to operate in Jaekarta. lost of the
firns are joint-ventures with foreign banks and have concentrated on
noney narket transactions and underviriting. They are, hovever,
licensed to teke equity positions in Indenesian joint-venture
conpanies anc may he encouraged to do so rore agressively hy the
ponentun generated by AID and the GOI's interest in venture capital,
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one of these firms is completely pribuni and has recently begun a
venture capital role.

End of Product Status:

By the end of the project it is expected:

(1) That Indonesia will have a critical mass of mid-career and
senior executives in the private sector and government officials
in state enterprises or working in agencies affecting the private
sector who have received business training in the United States
and have a good understanding of U.S. business.

(2) That a number of investment opportunities and Indonesian
entrepreneurs have been identified and assisted in describing and
packaging their proposals.

(3) That American investors have been informed of investnent
opportunities in Indonesia and that they have been assisted in
getting over the early hurdles of investing in the countiry.

(¢) That a number of joint U.S.-Indonesian ventures have been
initiated.

(5) That existing U.S. services to promote trade and investnent
have been complenented and used nmore effectively.

(6) That investment opportunities and technical assistance needs
in areas receiving large scale investnent have been identified
and that the potential for maxinizing the developmental benefits
of such investment havs been more clearly defined.

(7) That the 601 has additional infornation cu the constraints
and potential within its capital market, and that it has specific
evidence of the impact of wider nortgage, factoring, credit and
equity investment facilities on private sector developrent.

(8) That the GOI is aware of U.S. industrial standards.

(9) That the potential for venture capital invesinment in
enterprises with a developnent inpact os clearly defined.

(10) That BKP!l data base on investnent opportunities and
potential investors and its ability to co feasibility siudies and
project profiles are strengthened and that a quantity of new
information is available for use by both Indcnesian and Anerican
business.

QOutputs:

(1) The scnding annually of up to 35 nid-tarcer and senicr-level
executives to the United States for business treining.

(2) 240 introductory prograns for Anerican conpenies interested
in investing in Indonesia.
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(3) 240 profiles of investment opportunities in Indonesia,
jdentified frem proposals submitted by Indonesian entrepreneurs.

(&) Visits by sone 30 company executives at the invitation of
the Hinister of Administrative Reforn.

(5) Studies of credit equity, training and investnent needs and
opportunitiss in Aceh and in areas 1ikely to receive large scale
foreign investment in the near future.

(6) A study of capital market development in Indonesia, focusing
on nortgage, factoring, venture capital facilities.

(7) A workshop on U.S. industrial standards.
(8) Equity investment in small, job creating enterprises.
(9) Survey results on problens facing U.S. investors.
inputs:
(1) tanagenent training: A $1 million grant to a private
volunzary or Indonesian organization to esiublish a mechanisn for

mid-career and advanced management training at American business
schools.

(2) Facilitating ‘nvestment: A $1.35 million loan to BKPIl to
strengthen iis capacity to do investnent profiles and to
establish 2 mechanisen to facilitate contact between interested
Kierican investors and Indonesian entrepreneurs seeking capital,
technology or access to markets.

(3) Enclave developnent: A $1.08 million loan to the Hinister
of AdRinistrative Feiorn to assist in assessnent of development
in arcas of high fcreign investnent.

(4) Invitational visits: A $180,000 to the Minister of
Adninistrative Reforn ic cover costs of up to $6,000 per visit of
Aherican executives invited by the GOI to review investment
opportunities in Indonesia.

(5) Special stucies: A $200,000 loan to finance special
studies requested ..y GCI officials such as the Minister of
Finance or the Hinister of Science and Technology, to allow
evaluation of the perforiance of facilitating, a survey of U.S.
conpanies who have shoun interest in investing in Indonesia &nd a
possible Teasibility study of subcontrecting cpportunities in
specific sectors of Indonesian industry.

(6) Institutional support: A $700,000 Toan to the Bank of
Indonesia to be relent To a venture capital firm.
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Part III
A. Technical Description

1. tlanagenent training:  The proposed managerent study program
wiTT adninistered by an internediary institution such as the Asia
Foundation or the Institute for Internatictal Fducation in
conjunction with Indonesian institution uiuer coniract to the
‘finister of Education. Selection of final participants will be
done by a board of representatives drawn from Indonesian and
Anerican business organizations. The intermediary institution
will be responsible for initial testing and screening of
candidates and for all arrangerients with U.S. business schools.
A1l tuition and travel will be financed by the companies of the
participants involved, except in cases of denounstrated need;
appoxinately one-third of the participants will be given
scholarships; the project will provide initial funding to cover
scholarships although it is expected that companies and past
participants will make contributions to establish a permanent
scholarship program. A representative from the interrediary
institution will also work with the Indonesian-American Center
and with Jocal consulting firms or universities to sub-contract
for special training for candidates who lack skills in English or
business fundamentals.

2. Facilitating investnent: The facilitating firns will be
responsibie to AID and BrPl! for developing an acceptable
procedure for introducing U.S. companies to the business
environnent in Indonesia. They will inforn the Anerican Chanber,
Indonesian consulates in the United States, FCS, the GOI, and
other interested associations or agencies of their availability
to assist Ailerican investors. They will also estabtlish a
mechanisn for soliciting propesals from private Indonesian
entrepreneurs interested in foreign investrment. They will
establish criteria along tne 11aes suggested Ly AID and DKPIY for
screening proposals both in terms of business viability and
development impact and will assist entrepreneurs in preparing
proposals for presentation to potential U.S. investors. The
firns will circulate project profiles to U.S. investors through
the offices of the FCS and through their own contact:z in the
United Stetes.

The firnis will be paid rmonthly by AID after BKPI's approval of
bills subnitted. The project will pay up to $6,000 per client.
During the initial year of the project AID and BEPI will review
perfornance of the firns quarterly. If firns are not doing viork.
according to the project's criteria or are failing to submit
bills drawing down the $150,00 allotted to cach firn, adjustrents
in allotnentis nay be nade to allow the nost active firns an
opportunity to do additional work.

A full evaluation of the facilitating firns will be done at the
end of the first year of the project to deternine whether the
fuciliteting approach is @ useful vay to pursue AID's objective
of strengthening the Indonesian private sector and encouraging
U.S. investnent.









investrent promotion from the private sector point of view. The
local facilitating firns will themselves becore important pillars
for private-sector developnent. The job-creation potential has been
costed out on a conservative basis. Put another way, is it not
realistic to expoct that additional joint-venture investments
resulting fron .ais project will exceed $4.5 million, the USAID
contribution to this series of initiatives?

C. Social Justification: In addition to the econonic distress
and potential political instability resulting fron an inability of
the Indonesian economy to absorb ever-increasing numbers of job
seekers, there are additional social problems that result fron the
uneven nature of Indonesia's econonic development. The benefits
resulting fron a rapid growth in manufacturing and cormerce in
recent years have not been shared equally. Chinese and Indonesians
of Chinese descent continue to dominate corwerce and industry.
Pribuni entrepreneurs lack access to capital, and resentnent against
Chinese success has flared repeatedly in urban violence and attacks
against the Chinese population.

At the same tinme, intensive and large-scale capital investment in
areas where ninerals, tinber, oil and gas have attracted foreign
conmanies creates a different sort of problen. Benefits have not
been sharea between enclave and surrounding corrwinity, resulting not
only in resentnent but in a real loss of opportunitiy.

The project is designed to address these problens. It creates 4
facilitating nechanisn to attract proposals from Indonesian
entrepreneurs, to assist them in shaping their ideas into viable
projects, and to help then seek out equity partners. It provides
entrepreneurs outsice of major metropolitan centers and enclave
areas with a neans of getting a hearing before potential investors.
And in assisting U.S. investors, it provides an opportunity for U.S.
technology and nanagerient skills to contribute to the growth-of
Indonesia's private sector. In selecting projects and assisting
Indonesian enireprencurs, the facilitating consultants will
concentrate on those projects likely to have the greatest
developnent inpact. Their scope of work will outline criteria by
vhich projects should be selected.

The possible loan to @ private venture capital firn, sinilarly, will
focus on encouraging equity investrment in developnent-forcing
enterprises. The loan will support a venture capital company that
has shoun both a willingness to invest in small-scale,
labor-ir‘ensive enterprises and a capability of turning a healthy
profit un such investnents. Visible success of a venture capital
conpany in baking this type of investient--clearly defined as equity
investnent in an enterprise with development inpact in terns of job
creation, incone generation and increased arncess to resources--will
denons trate to other non-financial banking institutions and tothe
GOl the nossibility of private sector investnents that are both
profitable and socially beneficial.
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The consultants to the general contractor for the interministerial
comittee reviewing the impact of investnent in enclave areas will
examine constraints that prevent maximization of developrent in
surrounding cormunities and develop approaches and institutions that
will allow rore socially effective use of capital being invested.
The consultants will advise on credit, training and investnent
opportunities, and their advice will have social beneiits to the
extent that it can be translated into programs and policy changes
that help disperse the returns fron intensive foreign investment.

The managenent study program allows AID to act as a catalyst,
spending a minimun amount of money to encourage private companies to
provide short-term quality training to mid-level and top-level
executives. The progran will also offer the GOI a means of giving
training to those civil servants who are directly involved in
regulating the private sector, introducing thcn to policy
alternatives that may allow a nore effective working of the market.
A greater pool of trained managers in Indonesia should not only
pernit a more efficient use of private capital but should introduce
nev nanagenent techniques, including industrial relations training
that benefit workers directly. The aim of the project is not only
to produce more nanagers, greater efficiency and more jobs, but more.
responsible management and better workplace conditions as well.

Participants in the project, once they have returned to Indonesia,
will be encouraged to join an alumni body. The alumni body will
provide a forum for workshops and discussion of management style and
approaches and will serve to tie past participants to an ongoing
business scholarship program. The hope is to build a cemmunity of
executives interested in business training which will be supportive
of further efforts in participant training, a scholarship progran
for study abroad and the establishment of business training
institution, in Indonesia.

The special studies provide the Governnent of Indonesia an
opportunity to review current pratices affecting private sector
developnent and to lay the ground work for changes that will inprove
the efficiency of the capital market in line with its own
developnent objectives.

D. Enviropnental analysis: The project will have no adverse
environmental impact. 1Ihe project is one >f the institution
building, technical assistance and training. The project provides
no funds directly for construction. HNeither the individual
conponents of the project nor their cumulative cffect can be
considered as being a major action which will have a significant
inpact on the environnent. However, it is recognized that
appropriate concern for the environnmental inpact ot an activity
should be incorporated into subproject design and inplenentation as
part of overall analysis to determine the real benefits and real
costs of an activity. Therefore, the technical assistance and
training aspects of the project will give attention to inproving
Indonesian and U.S. cenpany awareness of environuental concerns
related to private-sector developnent.
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Host country({interministerial
cormittee) contract signed with
consultants for enclave minimization February 15, 1983

Host country(l10E) contract/grant to
intermediary institution for

16.

17.
18.

management training signed Harch 1, 1983

First review of facilitating firns’

perfornance May 15, 1983

First Group of management trainees

tested Hay 15, 1983

Business cornittee and GO1 selects first

trainees June 15, 19863

First trainees to the United States July 15, 1983

End of first special studies.

Review of venture capital, hone niortgage

possibilities January 1984

End of first phase of enclave

nininizing consultancy. Review of work February 15, 1984
End of first year of facilitating

firms. Review of perfornance Harch 1, 1984
Developnent of projects suggested fron

special studies Spring 1984
Final review of project June 1986

Project activity conpletion date Septenber 1986



Private Sector Exploratory Project Budget

First year

$ USAID

(ovo's of Dollars) _
$ GOI $ Private Sector

$ Total

1.

2.

3.

4.

2
O

iflanagerient training:

35 participants:
24 private sector supported
11 grant funded

Administrative and follow-up cost

Staff salaries

Information visits:

10 visits per year at $12,000 per visit,
split between USAID and private sector;
G0I costs for trade and investment mission

Facilitating investrents:

Consuiting firms three firms @ $150,000
each

GOT staff time for BKPHM officials placed
with consultants

Post introductory expenditure by private
sector

Developrient in areas of high capital infusion:

USATD sponsored consultants

601 sponsored concultants and related
investients

Private sector sponsored consultants
and related investnent

200
113

60

450

360

480

20
60

120 - 60

20

450

500

500

673

260

920

1,360



T USAID £ GOl T Trivate Sector T Total

5. Special studies:

USAID consultants : : 67
GOI paid consultants 120
180
6. Venture capital{second year only):
USATD Toan 700
Private sector loan 2,100
2,800

Second year (Sarc as year one except AID will have $700,000 available to loan to the bank of Indonesia to be relent to)
Third vear (Sare as year one)

Surmiary for the life of the project

$ USAID $ GOI $ Private Sector 3 Total
First year: 1,270 920 1,490 : 3,680
Second year: 1,970 920 3,590 (,480
Third yvear: 1,270 020 1,490 3,080
Total 4,510 2,760 6,570 13,840

1%



