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EXECUTIVE SUMMARY

Trade and Investment Project (TIP)

BACKGRQUND: The Indonesian government, through a series of deregulation packages
initiated in the mid 1980’s, has begun the task of establishing market-oriented policies
conducive to more efficient economic growth. With increased market freedom and other
fiscal and economic incentives, the Indonesian private sector is expected to lead the country’s
economic growth in the 1990’s. To be able to assume this role, the private sector requires
an efficient and dynamic business environment; an environment which enhances the
productivity oi Indonesian industry and traders and ultimately the attractiveness of increased
investments in Indonesia’s productive sectors.

The Trade and Investment Project (TIP) is designed to address key areas which remain
bottlenecks to dynamic private sector trade and investment. Private and public sector
institutional development have lagged behind policy reform, perpetuating implementation
obstacles which significantly curb the potential benefits of economic reform. In the public
sector, this is particularly evident where government institutions, whose primary function
traditionally has been to regulate business decisions, are now expected to promote business
initiatives. The private sector still suffers from information and managerial handicaps which
limit its performance. This is especially true for smaller firms. Weak intermediary
institutions, such as trade and producer organizations, rarely are capable of providing needed
assistance and representation in a timely manner. Additionally, access to services and
information about potential trade and investment opportunities is extremely poor.

A Project Identification Document (PID) for the Trade and Investment Project (TIP) was
developed in 1989 to address some of these problems. However, as Project Paper (PP)
design work progressed, it became clear that the identified GOI lead agency was not
appropriate for implementation of the project. Accordingly, the project was placed in a
holding pattern while issues related to GOI involvement were being resolyed.

In the interim, USAID initiated a number of building block activities in the trade and
investment arena with the Ministry of Trade (MOT). These have been either fully developed
or vetted and are now being melded into this $15 million (grant), five-year Trade and
Investment Project. The term “investment" is included in the title of project in recognition
that investment-related decisions often flow from improved trade transactions, however, the
main focus of TIP is on trade facilitation.

SUMMARY PROJECT DESCRIPTION: Key officials within the MOT expressed strong
interest in working with the Mission to complete design of a TIP project. The proposed
project balances the need to strengthen the ability of both public and private sectors to
contribute to a dynamic trade environment which will accelerate Indonesia’s economic




growth and development. This balance between public and private is achieved through a
combination of three project components. The Trade Implementation and Policy Program
(TIPP) component provides direct support to enhance the MOT’s staff capabilities to
analyze, develop and implement market-oriented policies and practices. The second and
third component, the International Exerutive Service Corps’ Multiple Business Services
Program (MBSP) and the establishment of an Indonesian-American Business Center
(IABC or Center) will operate in a complementary way to facilitate access to services and
information and enhance the private sector’s ability to assume a leadership position in the
field of trade and investment. Specifically, these latter two activities parallel and
complement the MOT’s Export Support Board program and the National Agency for Export
Development (NAFED) activities.

The goal of TIP is to broaden and increase private trade and investment in Indonesia. The
project purpose is to improve the trade policy environment and access to business services
conducive to increased trade and investment. The project goal and purpose parallel
USAID/Jakarta’s Strategic Objective of "Broadened and increased private investment and
trade" and related program outcomes.

The three project components to be implemented under TIP are described beiow.

(1) The Trade Implementation and Policy Program (TIPP): The TIPP component
intends to further the rapidly expanding GOI trade deregulation effort, both in terms of
advancing trade policy reforms and in terms of developing the institutional and human
resource capacity to implement trade deregulation on an effective and sustained basis, with a
special emphasis on Ministry of Trade activities. This component will: improve MOT’s in-
house training programs; upgrade MOT's capacity in international negotiations; advance
foreign trade deregulation; promote domestic trade deregulation and sinall business
development; promote exports; and improve donor coordination.

Four long-term advisors will implement the TIPP activity: an international negotiations
expert, an advisor on foreign trade deregulation, a domestic trade deregulation advisor, and a
program leader for MOT’s in-house training program.

TIPP is a key element of the trade development strategy of the MOT. TIPP is an expansion
of the pilot Young Professional’s (YP) Program funded under the Mission's Agricultural and
Rural Sector Support Program (ARSSP). The YP Program focused on strengthening the
analytical, computer, and English language capabilities of mid-level Ministry of Trade
(MOT) professionals and has already helped the Ministry start shifting its role from a
regulator of trade to a facilitator of trade. The TIPP component is the logical extension of
this pilot effort. The project will fund TIPP program activities starting in year two. In the
interim, TIPP activities will continue to be funded under ARSSP.



(2) Multiple Services Business Program (MBSP): A.I.D. has provided support over the
years to the International Executive Service Corps (IESC) to assist Indonesian businesses
obtain technical advice and trade and investment services. Provision of sustained support to
IESC over a five year period will enable the development of the Multiple Services Business
Program. Thus, in addition to providing needed expertise to individual firms, IESC will be
in a position to develop a program to strengthen business associations which in the long run
will be capable of providing services to these firms. Enhancing the performance level of
Indonesian businesses is one of the necessary elements for increased foreign and domestic
trade in Indonesia and thus a key component of the trade and investment strategy.

In March, 1992, the Mission reviewed an unsolicited IESC grant proposal to establish a five-
year Multiple Businesses Service Program in Indonesia to provide four types of services to
local business: (1) business association strengthening, (2) trade and investment services, 3)
market and technology information research, and (4) direct technical assistance to companies.
The aim of the MBSP is to strengthen the competitiveness of selected segments of
Indonesia’s private sector. The project will test a series of different fee generating
approaches to providing services to move service delivery towards self financing.

Aside from the range of IESC volunteers who form the cornerstone of IESC activities, this
component will support a MBSP office manager, a trade and investment business services
manager, and, except for the first year of activity, a trade and promotion program manager.
The MBSP will be located in the IABC (see below). The project will fund a five-year
cooperative agreement with IESC to implement this program.

(3) Indonesia - American Business Center (IABC or Center): Both the GOI and the
Indonesian private sector regard the U.S. as a major supplier of technology, equipment and
services. From the U.S. business person’s perspective, Indonesia offers a potentially huge
market in Asia (with a population smaller only than India and China), diverse and rich
natural resources, relatively prudent fiscal and monetary policies, and political stability.

The purpose of the IABC will be to promote and facilitate commercial linkages between the
two countries through a one-stop facility. The Center will be a focal point for U.S. and
Indonesian businesses to obtain information and assistance related to U.S. and Indonesian
trade, investment and partnership opportunities. The IABC will bring together the services
and expertise available to private firms through housing USG and GOI trade related agencies,
USAID project representatives and/or other organizations which offer assistance to
businesses. Additionally, the Center will include office space and seminar/exhibition space
which will be available for rent by business firms or individuals.

A contractor will be responsible for space rental and required procurement, overall
management and administration of the Center’s facilities, promotion of the Center, and
expansion of the Center’s tenant b>" = and fee services which will be available to interested
clients (such as secretarial, transla. n, printing and communication services). Each
prospective tenant, e.g., US & FCS, FAS, NAFED, ESP, IESC, ASEAN PITO and EIA



project representatives and others, will staff its own offices and implement its own programs
independently. Each of the tenant organizations will benefit from general reception services,
meeting and exhibition spaces as well as the additional contacts provided by co-location of
trade and business service organizations. Co-location of these representatives will make a
wide range of information (including data bases and the US & FCS library), services and
technical expertise more accessible to Indonesian and American entrepreneurs interested in

commercial linkages.

The Center is being designed as an initial three-year experimental effort. It is expected to
generate revenues to cover a portion of its operating costs in those three years and should
achieve a positive cash flow by the end of year five.

Continued grant support for the IABC beyond three years will, however, depend on the
results of the Center’s financial performance At the conclusion of the third year of
operation, the Center should document annu: . revenues in excess of $150,000 to receive
further TIP support. For planning purposes, a fourth and fifth year of support are included
in the budget calculation.

PROJECT ADMINISTRATION: There will be a separate institutional contractor or grantee
for each of the project components. Robert Nathan and Associates has been awarded the
contract for the TIPP component under ARSSP. IESC will implement the MSBP under a
cooperative agreement and an 8-a firm will be the contractor for management of the IABC.

The Ministry of Trade will be the counterpart, implementing GOI agency. A
comprehensive TIP-pruject of the type now being proposed will provide a framework to
implement poélicy reforms and also directly involve the private sector which is intended to
benefit from such reforms. The balanced approach being proposed is expected to generate a
synergy between policy and practice which should further improve the MOT’s performance
as a service organization and result in expanded trade and investment.

USAID/Jakarta’s Private Enterprise Development (PED) Office will have overall project
responsibility. PED will work closely with the Economic Policy Support Office (EPSO)
which will continue to provide project management support for the TIPP component.

The project will be under the guidance of a GOI-US AID TIP Project Steering Committee.
This committee will provide policy guidance to the project but may assign working level
committees to review and approve annual workplans (in the case of IABC, business plans)
for each of the components.

FINANCIAL REQUIREMENTS: USAID intends to authorize a grant of $15 million to
support the TIP project. The Indonesian and U.S. private sectors will provide $2.4 million
and $4.9 million respectively in the form of financial fees and in-kind services. The GOI
will contribute $1.9 million, largely in support of the TIPP component.




After authorization in Fiscal Year (FY) 1993, the Mission intends to obligate a total of $1.4
million under the new TIP project to finance the start up of the IABC and the IESC grant.
The Mission’s ARSSP project has already obligated $1.6 million in FY 1992 for the TIPP
component. TIP obligations for this component will commence in FY 1994.



TRADE AND INVESTMENT PROJECT

I. PROJECT CONTEXT

A. The Development Context

Indonesia is a country in economic transition, with sound prospects for joining the ranks of
newly-industrializing nations by the end of the decade. Several years of strong economic
growth have transformed the national economic mood from apprehension to cautious
optiinism.

Over the past decade the Government of Indonesia (GOI) has shifted from an inward-oriented
trade focus to a vigorous outward-oriented trade regime aimed at increasing the international
competitiveness of the economy and attracting investment. Major policy reform efforts have
been applied in the trade and investment sectors, the financial and capital markets, and the
tax system. Key trade policy reforms include maintaining a competitive real exchange rate,
replacing non-tariff barriers with tariffs, the gradual reduction of tariff rates, and providing a
duty drawback scheme for importing inputs used to produce exports. As a consequence of
these and other reform efforts, some of the costs of operating businesses caused by
government regulations have been reduced. The government has acted convincingly in its
aim to establish market-oriented policies more conducive to efficient economic growth. .

Of course, short-term success creates other challenges. Indonesia is still a relatively poor
country, with one of the lowest per capita income of any ASEAN country. It continues to
face the daunting challenge of evenly distributing the fruits of development to all segments of
its huge population -- now the world’s fourth largest. Foreign and domestic private
enterprises face a wide range of problzms in Indonesia: inadequate telecommunications,
electricity supply and physical infrastructure; weak commercial law code and practices; land
titling difficuliies; inefficient manufacturing and processing systems; poor quality control
systems, which give Indonesia a reputation for producing low-quality goods; and an
educational system which is strained to fulfill the requirements of a rapidly industrializing
economy. In addition, the growth in private sector activity has focused attention on the
inadequacy of existing business services and the GOI's need to strengthen its institutional
capability to analyze rapidly changing conditions and design and implement apprnpriate
policy responses. Shortcomings in these areas are increasingly evident as the country strives
to improve the efficiency and competitiveness of Indonesian enterprises, particularly with
respect to their ability to attract and mobilize investment and to trade products and services
in the international marketplace.



B. Project Rationale and Problem Siatement

Indonesia’s efforts to promote private sector growth during the current five-year development
plan (REPELITA V) have been assisted by the various GOI reform programs and
deregulation packages which have been introduced in recent years. For the most part, such
initiatives have succeeaed in not only attracting new investment but also promoting a degree
of openness, competitiveness, and private sector initiative in what has long been considered
an overprotected, high-cost economy.

Indonesia’s deregulation and outward-oriented development strategy has produced real
results. From 1988 to 1991, the non-oil manufacturing sector expanded at an average annual
rate of approximately 12 percent and non-oil exports grew at an average annual rate of over
15 percent. Moreover, the benefits deriving from the structural changes and concomitant
growth have been widely distributed throughout the economy. According to the World Bank,
“the strong growth in the non-oil economy created productive, new Job opportunities that
reduced unemployment, raised real wages, increased real incomes and consumption, and
contributed to a reduction in poverry."': Figures released by the Central Bureau of Statistics
reinforce this view: the percent of population in real poverty has declined from 40.1% in
1976 to 15.1% in 1990.

) Figure |
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However, while the deregulation program has been remarkably successful, its promise has
yet to be fully realized. In addition, achieving broad-based private sector growth over the
next decade brings a continuing set of challenges. It requires, in the first instance, that the
momentum of the reform effort be sustained. Further improvements in the incentive regime
will require, inrer alia, continued progress in reducing barriers to foreign and domestic
trade, improving information flows within the private sector (as well as between the public
and private sector), and strengthening the private sector’s ability to provide a wide array of
services essential to enhancing both productivity and marketability of Indonesia’s goods and
services.

The current problem, which TIP addresses, is that private and public sector institutional
development has lagged behind policy reform, perpetuating implementation cbstacles that
curb significantly the potential developmental benefits of economic reform. In the public
sector, this is particularly evident where government institutions whose primary function
traditionally has been to regulate business decisions are now expected to promote market-
driven business initiatives. Even when government policy implemzntation is effective, the
Indonesian private sector still suffers from information and managerial handicaps that limit
trade and investment performance. Intermediary private institutions, such as trade and
producer organizations, are currently too weak to provide the assistance and representation
these firms and workers require.

The business services infrastructure essential to the fair and efficient operations of a free
market economy are not yet well enough established to keep up with the potential pace of
commercial activity. These impediments reduce the productivity, quality of output and
efficiency of private enterprises which must therefore forego opportunities for business
expansion and increased trade and investment. Thus, there are a number of business sectors
and individual enterprises which are not yet capable of taking full advantage of Indonesia’s
improved business environment. This is especially true for small and medium size firms.

Properly dirécted technical assistance and support for outreach activities can help overcome
constraints which still hamper the attainment of the full developmental potential of
deregulation by institutionalizing the ability of the GOI to advance markef-oriented policies,
by assisting a wide range of firms increase their productivity and by improving private sector
access to opportunities for increased participation in the economy. This is the approach
proposed in this Trade and Investment Project.

It is considered crucial to work simultaneously with the public sector, which is the locus of
policy decisions, and with the private sector, the action agents, in order to present the
positions of businessmen to government regulators and policy makers. It is assumed that a
broader consensus will make it easier to solve the particular problems and constraints faced
by both the public and private sectors and thereby develop better policies. Successful results
of this partnership will be: further the deregulation of trade and investment through policy
reform, promotion of efficient and effective means of implementing these policies, and
provision of information and services which facilitate appropriate business responses te ine
newly deregulated trade and investment environment.



C. Relationship to GOI's Development Strategy

Indonesia’s strategy for development increasingly depends upon a dynamic private sector
capable of providing the levels of investment and production required to sustain growth at
projected rates contained in the GOI's Five-Year Development Plans. To address such
constraints, the current plan, REPELITA V, in its chapter on business development, notes:

"Deregulation and debureaucratization policies in various sectors relating to the
activities of business production, trade and investment will be continued and
improved, with attention given to the implementation of those policies in the field. In
addition, closely related to the establishment of a stable, sound and attractive
undertaking climate is development of physical and institutional infrastructure which
is adequate and can support the fast developing business world. "

The TIP Project is fully consistent with and supportive of the GOI's overall objectives to
enhance the business climate in Indonesia and to improve the private sector’s
competitiveness, efficiency and productivity in order to take advantage of domestic and
international trade opportunities. In this regard the Project recognizes the existing gap in the
institutional ability to provide ongoing policy analysis and in essential business services and
the critical need for improvement in both spheres. In addition, the Project will address the
GOI’s concerns regarding equitable trade and investment opportunities for all business firms.

The three components of the TIP project have been discussed with the Ministry of Trade in
meetings between"MOT and USAID staff. Based upon this Project Paper, the MOT will
work with BAPPENAS in finalizing, in cooperation with USAID, the exact responsibilities
and composition of the GOI/USAID TIP Steering Committee.

D. Relationship to A.I.D. Strategies and Activities

The A.LD. Policy Paper on "Private Enterprise Development" outlines the Agency’s
commitment to expanding the role of the private sector in development through a three-
pronged approach: by promoting a policy climate conducive to private sector activity; by
developing viable, competitive markets; and by fostering greater reliance on market forces.

The Paper also addresses the Agency’s concern regarding commercial risk constraints
affecting development through the availability and cost of investment funds. Among these
commercial risk constraints are the lack of necessary business services, the lack of qualified
human resources, and the resulting inadequacy on the part of firms to meet production
targets, delivery schedules and quality standards.

In late 1992 USAID/Jakarta initiated a Program Performance Information System for
Strategic Management (PRISM) exercise which identified "broad-based and sustainable
economic growth" in Indonesia as its Program Goal. One of the USAID/Jakarta’s four



Strategic Objectives is "broadened and increased private trade and investment,” which
corresponds to the goal of the TIP project. TIP project purposes are synonymous with the
two Program Outcomes for this PRISM Strategic Objective, namely: “Improved enabling
environment for private sector economic growth "and" improved institutional capacity of the
private sector to respond to economic opportunities.”

TIP complements existing Mission support to activities which are geared to enhancing the
enabling environment for private sector economic growth and improved institutional capacity
of the private sector to respond to economic opportunities. The most notable ongoing
activities are in: the finance sector, through ARSSP (referred to above), Financial
Intermediary Development (FID) and the Financial Markets Project (FMP); in the urban
sector, through the Private Participation in Urban Services (PURSE) project; and in the
agricultural sector, through ARSSP and the Agribusiness Development Project (ADP or
Agribusiness Project). Additionally, the Economic Law and Improved Procurement Systems
(ELIPS) project is working with the Coordinating Ministry for Economic, Finarce and
Industrial Affairs and Development Supervision (EKUIN) on the development and
modernization of necessary laws for an improved environment for commercial activities.
TIP expands these activities to the trade arena, through its concentration on the enabling
environment for trade, and through its direct assistance to firms and organizations to increase
their both productivity and their exposure to domestic and U.S. trade and investment
opportunities.

The Agricultural Development Center (ADC), sponsored through the Agribusiness project,
will assist agricultural producers and processors to increase their productivity and marketing
capabilities. The ADC can benefit directly through the synergy of co-location with the
proposed IABC. Clients will be able to obtain, at the same location, additional information
and assistance related to trade and investment opportunities. The services will be especially
advantageous to small and medium size firms whose limited staff and resources can be
optimized though this one-stop facility.

The design of TIP also takes into account lessons learned from previous USAID/Indonesia
and other A.L.D. activities.

First, the TIPP component builds directly on the success of the ongoing ARSSP-supported
Young Professionals (YP) program with the Ministry of Trade. The ARSSP project provides
resources for pilot testing innovative activities. If an activity is successful and requires
longer term resources for a sustained and/or expanded effort, it is to be spun off into a
project. Such is the case with the YP program which provided the foundation for the TIPP
component of the proposed project. TIPP is already fully designed, agreed to by the GOI,
contracted and in the initial phase of implementation. Inclusion of TIPP as a component of
the proposed project moves this activity from the multi sector ARSSP project to a project
which will link trade policy decision makers directly with private sector entities which,
through their real world responses, will test the effectiveness of the policies.

Second, the MBSP component is shaped by experience gained through long A.L.D. support to
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the International Executive Service Corps (IESC). On a yearly basis, the Mission has funded
approximately 15-20 short-term Volunteer Executive (VE) industry experts who have helped
Indonesian firms improve management, productivity and marketing. The Mission, while
recognizing the value of such VE assignments, has concluded that this is inadequate to the
scale of the need. If IESC is to have a lasting impact, there must be a more proactive and
systematic approach to providing business services which generate long-term business
linkages. Thus, IESC through the MBSP component will address not only enterprise specific
problems but also spur the development of local business organizations which, in the long
run, will provide valued services to their members on a systematic, sustainable basis.

The Mission reviewed the IESC proposal for the MBSP in light of the experience of the
Export Support Board (ESB), which was established by the Government of Indonesia with
loan funds from the World Bank. The ESB provides technical assistance and training to
small- and medium-sized Indonesian firms seeking to export. Assistance is focused on
improving production processes, quality control and marketing. A major problem
experienced by the ESB has been its operational mode of only being allowed to work with
individual enterprises. This has limited the ability of the ESB to multiply the assistance
provided by expatriate and domestic consultants and has made such assistance relatively
expensive in terms of cost/benefit. The TIP design has noted this weakness; hence the
project, through the MBSP, will also support the development of business organization: and
groups of businesses. Additionally, IESC will be able to provide assistance, mostly in the
form of on-the-job training, to ESB to improve its productivity as a service provider.

Third, USAID/Indonesia has incorporated lessons learned from experience elsewhere, such
as USAID/Jordan’s Private Services Sector Project (PSSD) an activity signed in 1987, An
evaluation of the project in 1991 noted two major problems. First was a lack of csnsistent
government support for the role of the private sector in economic growth. Second, the
project encountered serious implementation difficulties by attempting to deliver a wide range
of business services through a single technical assistance contract. To rectify this problem,
the evaluation recommended against a design utilizing "wholesale" procurement to cover the
entire services program. The TIP design and context is responsive to these weaknesses.
First, the GOI is solidly committed to nurturing the growth of private sector services. This
is most evident in the steps the GOI has taken to invigorate the growth of the financial
services sector over the past five years. All indications are that the GOI will continue to
place a strong emphasis on the role of the private sector in the provision of business services.
Second, TIP’s design of two contracts and one grant to manage the three discrete components
has taken into account USAID/Jordan’s PSSD experience in which too many services were
implemented through one contractor.

Finally, the proliferating number of regional and centrally supported programs dealing with
trade, investment, environment and other issues has led to some confusion as to what is
available to whom and how Indonesia can effectively access and leverage the resources these
programs offer. Other experience indicates that a one-stop facility helps government officials
and business clients keep abreast of the opportunities offered by this expanding array of
information, assistance and partnership linkage opportunities. A.L.D. activities are becoming
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more interrelated as we focus on issues such as the private sector, economic growth, trade
and environment. The IABC is based on the concept of bringing together, under one roof
and in an accessible location, available programs which have their own objectives but which
often overlap. Indonesian and American business persons will be able to go to one location
and avail themselves of multiple services. IABC tenants benefit from learning about the
services provided by other tenants which may complement theirs. Finally, the USG and the
GOI will benefit from more efficient use of available program resources.
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IL. PROJECT DESCRIPTION

A. Overall Description, Goal, and Purpose

The top priority of the project is to stimulate trade in Indonesia, including both foreign
exports and imports, and internal trade within and among provinces. An inefficient trading
system is widely held to be a primary contributor to Indonesia’s high-cost economy. Also,
expanding trade opportunities encourage investment and technology transfer, since marketing
prospects help determine the profit incentives that drive business investment and technology
decisions. At the same time, once domestic production capacity is fully employed, as is the
case now in many manufacturing sectors in Indonesia, growth in trade cannot occur without
new investment. The project, therefore, also addresses promotion of investment in
Indonesia, from both domestic and foreign sources. These two highly interdependent
economic activities -- trade and investment-- are key elements in the GOI deregulation effort
and contribute vitally to achievement of top GOI economic development priorities, especially
increasing non-oil export, employment and income growth.

The Trade and Investment Project (TIP) has three components. It is a five-year effort, and
includes a life-of-project A.1.D. funding level of $15 million (grant). The goal of the project
is to broaden and increase private trade and investment in Indonesia. The purpose of the
project is to improve the trade policy environment and access to business services conducive
to increased trade and investment. More specifically, the project outputs are: 1) improved
institutional capacity of the Ministry of Trade to analyze, formulate and espouse market-
oriented trade policies; 2) increased number of competitive local enterprises and private
business associations providing highly-valued services to members and clients; and 3)
increased access by U.S. and Indonesian businesses to information, services and trade and
investment opportunities.

B. Projeet Components

Developing the institutional commitment and capacity within the GOI to support trade
deregulation is a key step toward achieving a sustainable, enabling economic environment for
private sector development and economic growth. This project will work with the Ministry
of Trade (MOT), which will serve as the counterpart GOI agency. Improvement of the
MOT’s capacity to support the trade deregulation effort will be funded under the Trade
Implementation and Policy Program (TIPP) component. Institutional support for the
private sector to promote appropriate business responses to the deregulated trade and
investment environment will be developed through the Multiple Business Services Program
(MBSP) component and the establishment of an Indonesia-American Business Center
(IABC) in Jakarta. The MBSP will complement and augment the work of the GOI
institutions such as the Export Support Board (ESB). The IABC represents an effort to
expand the outreach of various U.S. and Indonesian Government programs aimed at bringing
the Indonesian and U.S. private sectors together: in particular, US-FCS of the Department
of Commerce and the Export Development Agency (NAFED) a division of the MOT.
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The following provides a description of each of these three components.

1. Trade Implementation and Policy Program (TIPP)

By all accounts, Indonesia’s deregulation program has been enormously successful. Its
effects have been to unleash vigorous private sector activity, increase domestic and foreign
investment, and greatly reduce reliance on oil as a source of government revenue and export
earnings. Non-oil exports now account for about two-thirds of all merchandise trade
receipts, compared to just about one-third in the early 1980s. Non-oil exports and imports
have nearly doubled over this period, helping to stimulate rapid economic growth. Despite
these notable successes, transformation of the economy from a "high cost" to an "enabling"
business environment is not yet complete. Further progress in trade deregulation requires
both sound policy reforms and the institutional and human resource capacity to implement
those poiicies effectively. In particular, this trade deregulation mandate, coupled with the
resulting ‘economic transformations brought about by past deregulation, introduces a number
of new challenges for the GOI. These include the following: Defining and mobilizing the
role of government in a deregulated economic environment; advancing trade policy
deregulation and developing effective policy formation procedures; accommodating the shift
toward manufacturing and services and away from traditional commodities; managing the
ever-increasing globalization of the Indonesian economy; fostering a more competitive and
dynamic domestic trade environment; and advancing growth with equity.

Helping the GOI to meet these challenges forms the broad mandate for the Trade
Implementation and Policy Program (TIPP) comporent of the TIP project. TIPP focuses on
furthering the GOI's trade deregulation efforts. The TIPP component intends to increase the
productivity, and thus the competitiveness, of producers and traders operating in Indonesia
by creating an enabling, pro-trade business environment that stimulates sustained increases in
both domestic and foreign trade flows.

The activities proposed under the TIPP component will further the rapidly progressing GOI
trade deregulation effort, both in terms of advancing trade policy reforms and in terms of
developing the institutional and human resource capacity to implement trade deregulation on
an effective and sustained basis, with a special emphasis on Ministry of Trade activities.

TIPP will focus its resources on helping the Ministry of Trade (MOT) improve its capacity
to support the trade deregulation effort. The MOT is targeted because of its key role in
setting and implementing both domestic and foreign trade policy, and because of its desire to
shift aggressively its operating role away from regulating business and toward providing
services that facilitate and support business activity and private sector development. The
Ministry of Trade has initiated a program to modernize its operations to reflect better the
deregulation and globalization of the Indonesian economy. In particular, the MOT is
developing the human resource and institutional capacities that are needed:
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a) to shift its primary functions away from licensing and regulating business and toward
facilitating the non-oil export drive and growth in the private sector;

b) to reflect the structural shift of the economy toward the growth of manufacturing and
modern service sectors relative to the tiaditional commodity sectors;

c) to support further advances in the trade (both domestic and foreign) deregulation
drive, including improving policy implementation; and,

d) to manage effectively the new demands arising from the globalization of the
Indonesian economy, such as to defend and advance Indonesian commercial interests
in international economic relations and to promote Indonesian business pursuits in
world markets.

TIPP will work to promote a more enabling, pro-trade economic environment based on
market incentives, both in terms of trade policy reform and the improved capacity to
implement and support an open-market policy environment over time. Both foreign and
domestic trade issues will be addressed. Special attention will be directed toward improving
the economic environment in which smaller business can flourish. The seven program
objectives of TIPP are outlined below. (See Annex E, TIPP Component, or a description of
the activities to accomplish these objectives).

1. Institutional Development and Reorganization

TIPP will help complete and implement the MOT’s Institutional Development and
Reorganization Plan. This plan will establish a new MOT Mission, with appropriate
supportive organizational restructuring, and policy and administrative priorities. The driving
force for this plan is to develop an institutional structure in the MOT that strongly supports
the GOI's goal of deregulation and debureaucratization.

2. Human Resource Devélopment: Expanding the Young Professiona]’s (YP) Program

For a reorganization to be successful, a systematic human resource development effort is
needed to upgrade the staff’s capability to perform their new duties competently. TIPP will
contribute to this effort by extending and expanding the YP Program, which has been
operating for two years. The YP Program is, and will continue to be, the cornerstone of
USAID’s support for MOT staff development. In addition to the YP Program, which
stresses in-house classroom and on-the-job training, it is anticipated that the USAID General
Participant Training Project will continue to fund short-term overseas training opportunities
for MOT staff. USAID will also work with the contract team to mobilize other donors and
internal MOT training resources.
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3. Foreien Trade Dereculation: Advancing Policy Reform and Policy Formation
Procedures, and Improving Policy Implementation

TIPP will work to develop the institutional and staff capability to support further deregulation
of foreign trade (both export and import) policies, with a focus on developing transparent and
rigorous trade policy formulation procedures, both within the MOT and with Team Tariff
and EKUIN.

4, Domestic Trade Deregulation and Small Business Development

TIP will work to develop the institutional and staff capability to identify and promote
deregulation of the domestic trade environment, with ti»c expressed goal of stimulating the
development of efficient small scale industries and increasing the economic spread effect of
growth in exports.

5. International Negotiations; Upgrading the Capacity for Participating Effectively in
International Negotiations

TIPP will work to develop the institutional and staff capability to advance Indonesian
commercial interests in international negotiations. Activities include promoting active
participation in multilateral trade negotiations such as the GATT and upgrading capabilities
related to bilateral and regional negotiations.

6. Export Promotion

TIP will work to develop in conjunction with other donor-assisted (especially UNDP/ITC and
German) programs, the ability of the MOT to promote Indonesian exports, with a special
emphasis on developing a strategy for the National Agency for Export Development
(NAFED) to mobiiize most effectively private-sector resources in this area.

7. Donor Coordination

TIP will assist MOT leadership mobilize and coordinate effectively the range of donor
assistance provided to support the MOT development program.

TIPP is designed as a five-year program to be implemented under the auspices of the
Ministry of Trade. The MOT will provide the overall leadership, office support and requisite
staff time, funds for computer hardware and software, and funds for a range of program
support activities such as seminars, all of which will be needed to meet program objectives.
USAID will provide an array of technical advisors and training support. USAID advisors
will emphasize on-the-job training so that MOT staff will be able to maintain program
activities on a sustainable basis once USAID funding has ceased. USAID will also take the
lead in helping the MOT to coordinate other donor efforts to assist the MOT.
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The Technical Assistance Team: The Technical Assistance (TA) Team consists of four
resident experts, 60 person-months of short-term TA, and local hire support staff. The
prime contractor (Robert Nathan and Associates, which won the contract award for the TIPP
activity under the ARSSP project) will provide the TA for this component. The TA team
consists of: technical experts on International Negotiations, Foreign Trade Deregulation,
Domestic Trade Deregulation, a Young Professional’s Program Leader, local hire Program
Administrator/Computer Specialist, and a secretary as well as short term technical experts,
local and international, to provide specialized skills. (See Annex E.l for more detail). The
long term experts will be phased down in the last years of the program as MOT staff become
increasingly versed in the analytical skills needed for policy development.

TIPP accomplishments: By the end of the project, TIPP will have provided assistance to the
MOT which will result in:

1) A fully operational institutional and human resource development plan implement for
several major areas of interest, which includes the developmental of MOT staff
capabilities to conduct sound analytical and empirical research.

2) Twenty significant research and policy studies completed. Research studies will
include such topics as the following: analyzing the economic welfare effects of
various trade restrictions; identifying domestic barriers to trade and analyzing their
economic impact; identifying constraints to small business developmeat and means to
relax them; investigating means of expanding women's participation in irade-related
activities; and analyzing the competitiveness of Indonesia’s industries within regional
and global markets.

3) Five years of full operation of the YP Program, an integration of the YP Program
into the MOT personnel system, and a fully operational YP Library and information
system.

4) Full updating and development of data and information bases on foreign and domestic

trade flows and policies. MOT staff will be trained to operate the systems, and
administer the overall MOT information and computer systems program.

5) A fully operational and well-trained Permaneni Team on Dispute Settlements.

6) A fully operational and well-trained MOT program for participating effectively in the
Team Tariff process.

7 An upgraded Trade Policy Review Mechanism.

8) Production of Commodity Trade Situation Reports prepared for at least six sets of
commodities.
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9) Advanced implementation of a NAFED strategy for export promotion.

10) A draft completed and implementation begun on a MOT strategy for small business
development.

11) A new strategy for the Directorate General for Domestic Trade’s activities, drafted
and implementation underway.

12)  An upgraded capacity for developing MOT policy positions for several international
commodity agreements.

2. Multiple Business Services Program (MBSP)

At the same time as the TIPP component is striving to meet the first part of the project
purpose, to improve the trade policy environment, the remaining two components seek to
provide approaches which enable the Indonesian private industry to take advantage of the
improved policy environment and trade and investment opportunities. Working with both the
public and private sectors -- the policy decision makers and the action agents -- is crucial to
achieving the project purpose.

The key problem to be addressed by the Multiple Business Services Program (MBSP)
component, to be implemented by the International Executive Service Corps (IESC), is the
need to increase the competitiveness of Indonesia’s private sector. A number of constraints
contribute to the difficulty of increasing competitiveness in Indonesia:

a. Business Services and_Sectoral Constraints Although much progress has been made
in the area of developing Indonesia’s essential business services, there are still critical
weaknesses in the overall business services support system (e.g., management
consulting, accounting, financial services, etc.). At the sectoral level, ranging from
agribusiness to manufacturing, the Indonesian private sector needs to establish closer
links with overseas experts, buyers, suppliers, and potential busingss partners in order
to address general weaknesses in the utilization of new and/or improved technologies,
management practices and marketing networks.

b. Trade and Investment Constraints Both U.S. and Indonesia have much to gain in
increasing trade and investment flows. Yet the U.S. and Indonesian private sectors
have been slow in identifying mutually-beneficial opportunities due to limited
knowledge of markets and available technology.

c. Enterprise-Level Constraints Small- and medium-sized enterprises in Indonesia have
difficulty in accessing essential business services and lack sufficient in-house technical
and managerial skills to compete with larger firms. This constraint is a major
impediment to expanded trade and investment opportunities for such firms, especially
if they plan to enter export markets.
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Business Associations’ Constraints There is a general lack of strong private sector
business associations in Indonesia which can provide crucial services to their
members and/or clients. Because business associations are weak and ineffective,
many small- and medium-sized firms in Indonesia lack much-needed access to a
whole range of cost-effective, sectoral-specific business services.

To overcome these constraints and take advantage of the GOI's improved trade policies, the
International Executive Service Corps five-year Multiple Business Services Program (MBSP)
Program will support the development of broadly-based business expansion. The tajlored

mix of business development services offered through MBSP builds « . IESC’s experience in
Indonesia since 1968,

IESC will provide the resources of its more than 12,400 volunteer industry experts and
world-wide business networks to deliver a balanced, comprehensive program of business
services to the Indonesian private sector. Volunteers will address major private sector
business constraints related to management, technology, production and marketing practices.

Specifically, the aim of MBSP is to strengthen the competitiveness of selected Indonesian
private business sectors and enterprises. To this end MBSP will offer a combined package of
mutually reinforcing business services, including technical assistance, trade and investment
services, market information/research services, and business and trade association
strengthening in order to accomplish the following:

1) Develop an on-going trade and investment network that forms linkages between
Indonesian, U.S. and other foreign enterprises.

2) Assist and strengthen the ability of business and trade associations in Indonesia to
access and deliver industry-specific business services. By enabling private sector
business support organizations to offer IESC’s services to members, MBSP will
increase an organization’s ability to provide useful business services to its members.

\
3) Provide Indonesian firms with mechanisms to obtain low cost, rapid and reliable

information on international technology, market conditions and potential U.S. and
foreign business partners.

4) Improve planning, productivity, technology, profitability and management for
individual Indonesian firms.

(More details on the activities to be carried out are included in ANNEX E.2, MBSP
component).

The MBSP will be proactive and systematic. It will concentrate on four business sectors per
year. It will produce four Business Sector Assessment Surveys annually, based on work by
MBSP Volunteer Executives and professional staff. During the sector assessments, volunteer
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exec ‘ive industry experts will visit from 20 to 30 representative firms in each sector in
order to assess short and long-term needs, potential for improving operations and entering
into various types of business linkages.

Business sectors will be selected by the TIP Steering Committee or its sub-committee for the
MBSP component (see Section III). Criteria for sector selection shall include such factors
as: development impact; potential for cataiytic impact; need for IESC-type support,;
opportunities for U.S.-Indonesian trade; and, areas of sensitive import/export restrictions in
Indonesia and in the U.S. such as Section 599 concerns.

MBSP will provide the following cost-shared business development and linkage services to
Indonesian firms and associations:

1) Association Strengthening -- A key objective of MBSP is to strengthen Indonesian
business and trade associations by providing access to IESC services. Assistance
will be provided through IESC Volunteer Executive technical and managerial
assistance projects to improve the services offered to members by such associations.

2) Trade and Investment Services (TIS) -- This will involve establishing trade and rrade
and investment promotion initiarives which will target Indonesian business and trade
associations and small- and medium-sized firms. This will include long-term
assistance to help create and foster trade and investment linkages and commercial
transactions between foreign (primarily U.S.) and Indonesian firms.

3) Market & Technology Information Services -- IESC already operates a market
research/information service which produces American Business Linkage Enterprise
(ABLE) studies. These low-cost, custom-tailored ABLE studies provide Indonesian
firms with industry and client-specific information on international markets and
technology (including partner searches and equipment sourcing).

4) Technical Assistance (TA) -- Individual Indonesian firms primarily small- and
medium-sized firms) and business and trade associations identified by IESC
volunteers and staff will be provided with short-term assistance through IESC'’s
traditional technical assistance projects conducted by IESC Volunteer Executives.

IESC will test new forms of fees-for-services associated with investment results, exports, etc.
These may take the form of royalties, success bonuses, and intermediation charges associated
with the expected value of assistance delivered. Fees paid will be remitted directly to the
MBSP program to fund future or additional programming.

The Technical Assistance Team: The technical assistance team in Indonesia will consist of
an office manager, promotion manager, administrator, .planning and contract officer and a
business services manager. More detail included in Annex E.2). In addition, the project
will fund 360 p/m of consultancies and about 8% of the IESC Executive Manager’s time. In
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the U.S., IESC will provide the part time services of a project manager, a recruiter for
volunteers and other staff to work on marketing support and accounting.

MBSP Accomplishments: At the end of five years, it is anticipated that, as a result of MBSP
activities, selected business and trade associations will have increased their ability to access
and deliver professional business development services to member firms and Indonesian firms
in targeted sectors will be more competitive. These targeted organizations, once
strengthened, will be able to better regulate industry business standards and practices and
provide other high-value services to member firms and serve as positive demonstration
models for other industry groups.

The following activities will be completed:
1) 20 Business Sector Assessment Surveys.

2) 10 Indonesian business and trade associations will be strengthened and will be
providing better business services to members.

3) 20 Trade and Investment workshops or seminars in Indonesia.
4) 50 ABLE market information/research reports completed for Indonesia firms.
5) 150 Indonesia firms will have received MBSP services, including technical assistance

and training, trade and investment services and market information with special
attention given to small firms and female owned businesses.

6) 2,500 U.S. firms will have been contacted to obtain information on U.S.-Indonesian
trade and investment opportunities.

) 40 business venture linkages or commercial transactions between Indonesian and
foreign firms will have been completed.

8) 20 marketing pieces -- newsletters and promotional brochures, materials, and
advertisements.

3. Indonesia-American Business Center (TIABC)

The third component of the TIP project -- the establishment of the Indonesia-American
Business Center (IABC or Center) -- aims to provide additional impetus to the development
of critical business services needed to support business expansion and to improve Indonesian-
U.S. trade flows. Rather than attempting to provide such services directly to business
clients, the IABC will support a number of existing service providers -- including selected
GOI, USG, and private organizations -- by offering expanded facilities and support services
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that will improve business access to information and services and promote synergy among
various service providers to foster improved efficiencies and specialization.

Although the supply of services available to support private sector business and U.S.-
Indonesian trade development is growing, in response to expanded opportunities arising from
improved policy conditions and entrepreneurial efforts, the existing array of services are
scattered and unorganized. Business “epresentatives requiring specialized services and
information need to devote unnecessary time and resources to identify and contact reliable
service suppliers. This is especially true for smaller firms. These firms lack the access to
essential information and services which large firms are often able to provide internally or
purchase from overseas. The problem is exacerbated in a setting such as Jakarta where
growing traffic problems create increasing difficulties for business people attempting to fit
demanding meeting requirements into tight time schedules.

To foster improved access to various trade development services currently being offered in
Jakarta, including current GOI and USG funded programs as well as services offered by
private suppliers, the TIP will support the establishment of an Indonesian-American Business
Center (IABC or Center). The purposes of the IABC will be:

a. to group some of the services currently available in a convenient, high profile facility
in order to make it easier for business people to locate needed services;

b. to provide support to Center tenants to enable them to offer services more effectively
and efficiently; -

c. to provide a readily identifiable point of first contact for business people to enable
them to identify infcrmation sources and services that are available to support
business development and U.S.-Indonesia trade opportunities;

d. to raise the profile of U.S.-Indonesian trade relations and help promote key public
and private services;

e. to stimulate the growth and diversification of critical trade development services by
helping to identify service needs and link firms requiring services with competent
suppliers.

Structure of Center -- Participating Organizations: The IABC will provide high profile
facilities to a number of official USG programs, GOI trade promotion organizations, and
private services providers -- including both for-profit and non-profit groups.

On the U.S. side, the Center will support an expanded outreach program by the U.S.
Foreign Commercial Service (FCS). The Center will provide space to relocate the
Commercial Library maintained by the FCS which provides a variety of information sources
to help Indonesian businesses identify American suppliers, partners and customers. The
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Center will also provide the FCS with access to expanded seminar rooms and facilities to
help them conduct an expanded program of catalog shows, seminars, and special trade
promotion events. FCS will be an anchor occupant which will provide revenue through
rental of the seminar rooms for these activities. In addition, the Center will house FCS trade
promotion and market research staff in facilities that will permit greatly improved access by
businesses to FCS services -- reducing the obstacles to access that the current FCS location
within the Embassy compound creates and significantly improving the ability of the FCS to
offer effective business facilitation services on a fee-for-service basis.

To further support the oificial U.S. participation in the Center, it is envisaged that the IABC
would provide space to th= Foreign Agricultural Service (FAS) to establish an Agricultural
Trade Office to support the rapidly expanding trade in U.S. agricultural commodities that is
growing out of Indonesia’s successful efforts to deregulate trade. In addition to office space
for FAS trade promotion staff, the FAS would have access on a fee basis to the showroom
facilities and other business services offered by the Center. Additional space would be
available for U.S. agricultural cooperator groups, such as the U.S. Feed Grains Council etc.,
if such groups elect to be represented at the Center.

The Center will also house and support a number of USAID sponsored programs, including
IESC’s Multiple Business Service Program and various other A.I.D.-funded programs with
trade and business development components. Other prospective A.1.D.-funded program
participants include the Agribusiness Development Center funded under USAID’s new
Agribusiness Development Project; the PITO office of the U.S.-ASEAN Council; the
Indonesian representativé for the ASEAN/Environmental Improvement Project;
representatives of the U.S.-Asia Environmental Partnership; the World Environment Center
representative; staff from Winrock International Foundation, Environmental Enterprises of
Indonesia, and other groups. These groups provide a range of services including specialized
information, technical assistance, training and financing. Most of these groups target small
and medium size Indonesia businesses or entrepreneurs and many focus their services on
environmental aspects of business development.

On the Indonesian side, it is envisaged that the Center will provide space for representatives
of some MOT operations, including NAFED and the Export Support Board. The nature of
MOT participation in the Center is expected to vary over the LOP.

Initially, the Center will serve as an outreach office for selected MOT programs, providing a
first point of contract for U.S. and Indonesian businesses to obtain information on MOT
programs, promotional materials, and referrals to appropriate GOI offices and
representatives. As part of the promotional efforts of the Center, the Center management
group could work with MOT organizations, such as NAFED and the Export Support Board,
to develop joint promotional materials. The Center could also provide on-line computer
access to MOT/NAFED trade data bases, and office space for part-time on-site representation
by the MOT and facilities to meet with visiting U.S. businesses and trade organizations.
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Over time, the Center might develop other functions in collaboration with MOT trade
development efforts, such as serving as a marketing office/booking office for MOT
exhibition and conference facilities or events, or housing additional outreach programs and
full-time staff representatives from the MOT.

In addition to housing representatives of governmental organizations and government-funded
programs or groups, the Center will also offer space to independent for-profit and non-profit
Indonesian and U.S. organizations concerned with bi-lateral trade between the two countries.
Prospective private participants include AMCHAM, Kadin (Indonesian Chamber of
Commerce), Indonesian and U.S. trade associations, and private firms offering trade
promotion or facilitation services.

Special provision will be made for providing Center facilities and services to smaller
businesses, including women-owned firms, smaller trade associations, and business
organizations providing services to particular business groups that the TIP is interested in
promoting. Such services would be provided on a space-available basis and scheduled so
they would not conflict with the business functions of the Center needed to maintain
sustainable operations.

Scope of Services to be Provided: Services offered through the Center will include the
support services offered by the contracted Center Manager group responsible for Center
operations and the individual services offered by Center tenants. The core support services
and facilities to be provided by the Center Manager will include:

1) High profile office space -- on-a temporary, short-term, and long-term basis to meet
the diverse needs of organizations and firms and entrepreneurs (on a fee basis).

2) Conference facilitiés, show room space, and meeting rooms to accommodate a variety
of activities such as smaller-scale promotional events (e.g. catalog shows), business
meetings and seminars (on a fee basis).

3) State-of-the-art communications facilities to meet the communications needs of Center
tenants and their clients (pro rata charge on occupancy).

4) Business services designed to support the operations of Center tenants, including:
* Developing a directory of local service suppliers, including Center tenants and
outside groups that offer specialized assistance to U.S. and Indonesian businesses

and facilitation services.

* Providing copying, binding, and document preparation services (on a fee basis-
cost plus).
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* Providing computer, graphics, and data management support (on a fee basis-cost
plus).

* Arranging translation services (on a fee basis-cost plus).

* Arranging logistical support such as express mail and courier services, car
rentals, travel reservations, etc. (on a fee basis-cost plus).

Management and Oversight: The core operations and services of the IABC, including start-
up and continuing management, will be the responsibility of a firm selected to serve as the
Center Manager. The firm will be retained for an initial period of three years. If IABC
operations are successful and prove that they can be made to be financially viable the TIP
project will fund an additional two years of service at a decreased level of support.

The role of the Center Manager will be to manage the physical facilities of the IABC and to
develop and supply a set of business services that support the programs of the IABC
participants. Each individual organization housed in the IABC will manage its own
individual programs and activities, drawing upon the Center's common services facilities as
needed. The Center Manager, will develop a fee schedule for facilities and services that will
be charged to Center tenants and other users.

A Board of Advisors for the Center will be organized to provide guidance on operational
policies and procedures for the Center and oversee financial operations. The Board of
Advisors will include representatives of the USG (FCS, USAID, and FAS), the GOI, and
organizations participating in the Center.

Promoting and Monitoring Center Operations: During the initial three years of the project,

an important function of the Center Manager will be to develop an effective promotional
strategy for the IABC. This will include developing promotional materials that support the
marketing efforts of individual Center tenants, as well as creating a broad-based awareness of..
Center services among U.S. and Indonesian business groups. Promotional efforts will

include special outreach programs to business organizations and firms praviding services to
special interest groups such as smailer firms and women-owned and managed businesses.

As part of its efforts to monitor the effectiveness and impact of IABC services, the Center
Manager will collect baseline data from firms and organizations participating in the Center to
gauge the level of initial services being offered. This information will be updated
periodically during the LOP through surveys that will assess the effectiveness and impact of
Center services and operations on the overall set of services being provided by organizations
participating in the Center.

The Center Manager will also carry out annual management reviews and performance

evaluations to ensure compliance with A.I.D. contract and financial management procedures,
maintain quality control, and to assist with project reporting and evaluation requirements.
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Financial Management and Sustainability: A key function of the Center Manager will be to
develop fee structures and billing procedures to enable the Center to capture revenue
generated from a variety of Center facilities and services. Expected sources of revenue
include: rental of short-term office facilities, leasing of conference rooms and exhibition
facilities: contact address/mailbox services; equipment rental; telecommunication services;
and provision of secretarial support and other business services (typing, translation,
document preparation, photocopying, and binding). The Center Manager will establish
accounting and control procedures to manage and account for Center revenues. Such
revenues will be used offset contract costs and will be dedicated from payment vouchers
submitted to USAID by the Center Manager. By the end of year 5, the Center is expected to
be operating on a fully sustainable basis. (See Annex E.3 for detail)

Required Inputs: The principal inputs required to launch and operate the IABC for the initial
three year period are as follows:

1) Start-up and Promotional Costs

e Staff time -- final business plan, site selection, development of initial promotional
materials, collection of baseline data.

e Initial and Ongoing Promotional Expenses -- U.S. and Indonesian outreach,
advertising costs, development of promotional materials, preparation of press
releases, etc.

2) Funding for initial fixed costs including

¢ Build-out of Center facilities _
¢ Furnishings and equipment (computers, fax machines, phone system, copier,
vehicle, other office furnishings and equipment)

3) Management and support staff for Center

Center Director (expatriate) -- 36 pm
Office Manager (local hire) -- 36 pm
Executive secretary -- 36 pm
Receptionist -- 36 pm

Clerk -- 36 pm

Driver -- 36 pm

4) Operational budget to fund
* Core office space, conference room, meeting rooms, and showroom/large

conference room
* Initial operating expenses (to be replenished from Center revenues)

26



5) Funding for management oversight, internal audits, and evaluation

* Outside accounting/auditing services
* Home office oversight and management audits
¢ Annual performance evaluations

Expected Outputs and Accomplishments: The principal accomplishments that the IABC is
expected to produce include:

1) Increased synergy among various trade promotion and business services (public and
private) available in Indonesia to support business development, resulting in improved
efficiency and specialization.

2) A higher profile for U.S.-Indonesian trade relations that will facilitate the expansion
of commercial ties and support the continued improvement in bilateral trade policies.

3) An expansion and strengthening of trade facilitation services available in Indonesia to
promote domestic trade and linkages with U.S. firms and business organizations.

4) A viable set of business support services that will be able to continue functioning on a
sustainable basis after the project ends.

The Center operations are expected to produce visible, measurable improvements in the

operations of organizations participating in the Center. For example, as a result of the

expanded facilities and services that the Center will offer:

. The USFCS and FAS are expected to be able to expand their current array of trade
promotion events by upwards of 50%, resulting in improved access by Indonesian
firms to U.S. products, services, technologies and markets.

. The Indonesian MOT will be able to offer significantly improved access for U.S.
firms to MOT trade promotion and business outreach services (through NAFED and
the Export Support Board), resulting in expanded Indonesian exports by U.S. and
Indonesian firms.

Over the five year life of project, the IABC services and operations are expected to
contribute to an expansion of U.S.-Indonesian trade flows -- for agricultural and non-
agricultural products -- of approximately $200-$300 million -- or roughly 75-100 times the
total amount of funding required for start-up and continuing operations during this five year
period.
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III. PROJECT MANAGEMENT AND IMPLEMENTATION

A.  Management

TIP will have a jointly-chaired GOI-USAID policy-level project Steering Committee
supported by sub-committees for implementation of its components. This two-tiered
structure enables the creation of a manageably-sized forum for policy guidance and the
establishment of feedback loops among the three components while allowing for more
specialized representation, as appropriate, for each component activity. It separates policy
from implementation and enables a broader range of direct project participation. Sub-
committees will provide the Steering Committee with information on problems encountered
by their clients or participants and potential remedies. This ensures that experience gained
through the activities of any one component can be effectively aired. Thus, the particular
problems and constraints faced by both the private and public sectors can be considered by
decision makers, resulting in the development of better policies.

TIP Steering Committee: The policy-level TIP Steering Committee will, on the Indonesian
side, include the Secretary-General and his designees from the Ministry of Trade and the
Head of the Bureau of Trade and Industry of BAPPENAS. Additional representation will be
sought from EKUIN and BKPM, the Capital Investment Coordinating Board. On the U.S.
side, USAID would be represented by both the Private Enterprise Development and
Economic Policy Support Offices of USAID.

In the first year of implementation, the Steering Committee will meet fairly frequently to
designate members of the sub-committees and establish operating procedures. After the
program is in operation this policy level organization will meet about twice a year to review
project progress, provide policy guidance for work plan preparation, and establish guidelines
and criteria for project evaluations.

Sub Committees: While the Steering Committee will provide overall policy guidance, TIP
envisions working level sub- committees to oversee each project componeht and review and
approve annual workplans.

The first sub-committee would deal with the recently initiated TIPP program. Its
membership will consist of representatives from the MOT and USAID. When required,
contractor representatives will be asked to participate. This sub-committee will approve
annual workplans, monitor general implementation progress, contractor performance and the
end of program output targets. Major policy issues will be referred to the project Steering
Committee for its review and resolution.

The working level sub-committee for the MBSP component will agree on criteria for
business sector selection and firm level participation; select four business sectors annually
based on the established criteria; and approve IESC’s annual workplans. The committee will
consist of representatives from the MOT, USAID, IESC and the Indonesian private sector (at
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least one of which will represent a women owned and managed firm or association and at
least one other which will represent a small business or small business association). Day-to-
day implementation will be handled in conjunction with the Mission's Project Manager. The
Project Manager will maintain a close relationship with the 1IESC but not to the point of
interfering with daily operations. Case-by-case approvals will not be required by the sub-
committee. IESC will formally submit to the Mission quarterly reports which will provide
the basis for management review of any major problems and assure that the criteria
established by the sub-committee are being met.

The final implementation sub-committee would be related to the Indonesian-American
Business Center. If the IABC is to be successful, it must, to the extent consistent with each
nations policies, meet the needs and desires of its users. This sub-committee, or Board of
Advisors, will be composed of IABC tenants. It will include representatives from the
Ministry of Trade, USAID, the Commercial Counselor, the Center Manager, the IESC and
other tenants of the Center and will meet quarterly to advise the users of the plans of the
Center. At the same time, management will be responsible for working with its clients on
their problems and suggestions for improvement.

B. Implementation

Table | on the following page provides an illustrative time table for project implementation.
Project administration and obligation mechanisms are discussed below.

One component of the TIP project, the Trade Implementation and Policy Program, is already
under way and the responsibilities of the GOI and USAID are already known and being
executed. The Multiple Business Services Program, under a grant to IESC, will expand
upon ongoing activities which have received support from a variety of A.L.D. sources over
the years. The one completely new component is the establishment of the IABC.

The principal GOI counterpart agency will be the Ministry of Trade. It possesses the

~ authorities to execute the government's trade policies and has already shown its effectiveness
in implementing A.1.D.-funded activities in its ongoing Young Professionals program and the
initial phase of the TIPP activity funded under ARSSP. The overall management,
coordination and policy guidance for the project will come from the Joint U.S.-Indonesian
TIP Steering Committee and its implementation-level sub-committees described in section A
above. A great deal of both U.S. and Indonesian staff time will be devoted initially to
establishing overall project guidance, determining the content of Project Implementation
Letters, establishing the sub-committees and defining operating procedures. In later years the
workload will focus on reviewing project accomplishments, determining future policy
directions, and approving annual work plans and conducting the evaluations.

On the USAID side overall responsibility for the project will reside in the

Private Enterprise Development (PED) Office. A Project Management Team will be
established to oversee implementation. It will include representatives from the PED, EPSO
and PPS offices. Other Mission Officers from the Controller, Contract Management, Legal
and Executive Offices will be invited to participate on an as-needed basis.
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10.

11.

12.

13.

14.

15.

16.

17.

18.

19.

20.

TABLE 1

ILLUSTRATIVE TIME SCHEDULE

PP COMPLETED/SENT TO GOI

PP SENT TO AID/W

A.1.D./W APPROVAL RECEIVED

AUTHORIZATION AND PROAG SIGNED
CONDITIONS PRECEDENT MET AND INITIAL PILs ISSUED
IESC GRANT EXECUTED

8A SET-ASIDE EXECUTED FOR IABC CONTRACT
TIP STEERING COMMITTEE FUNCTIONING

IABC CONTRACTOR MOBILIZED

SUB COMMITTEES FUNCTIONiNG

-SPACE RENTED AND IABC FUNCTIONING
CONTRACT AMENDMENT -- TIPP

IST ANNUAL REVIEW BY STEERING COMMITTEE
AUDIT- IABC

MID-TERM EVALUATION

CONTRACT RENEWAL-IABC

GRANT EXTENSION-IESC

NEAR-FINAL EVALUATION

FINAL AUDIT

PACD

30

FEB 93
FEB 93

MONTH 1

10
12
24
30
36
36
45
57

60



A PED USDH Project Officer will have overall project responsibility working together with
a PED FSN professional and the Program Economist in EPSO who will continue to manage
the TIPP component. For the first year the project will occupy an estimated 20% of the
Director of PED’s time, about 45% of the Project Officer's and FSN professional's time,
and 25% of the EPSO's Program Economist's time. During this period the project Steering
Committee and component sub-committees will be established. Also adequate procedures
and criteria will have to be developed and agreed to. From 1994 to the PACD, their time
allocated to TIP should average about 10%, 35% and 25% respectively.

TIPP Component: A long-term contract has been signed and the TIPP team is in the process
of mobilization. The EPSO Program Economist will continue to manage and be
substantively involved in TIPP activities over the life of the project.

MBSP Component: The design work has been done. 1ESC submitted its proposal to the
Mission in the spring of 1992. After much work, a draft grant agreement has been
completed. It will, of course, be modified depending on changes made during the approval
process of this PP, grant negotiations, and resolution of upstanding audit recommendations
on the world-wide grant managed out of A.I.D./W. The PED Project Officer for the overall
TIP project will also oversee the IESC grant.

IABC Component: The demands on Mission personnel will be more intensive initially than
in the other components. In the first year, an institutional contract will have to be awarded.
The contractor will have to secure commitments from tenants, lease long term space, start up
the center up and develop a long-term business plan. The PED Project Officer will be in
charge of overseeing this effort.

Funding for the TIPP and IABC components will be obligated through a Project Grant
Agreement with the GOI. Funding for the MBSP component will be obligated through a
direct grant to IESC. IESC has a long standing country agreement with the GOI and their
operations will continue to be guided by the terms of this agreement.

C. Procurement Plan

The project will consist of two institutional contracts and one grant (cooperative agreement)
to implement the three project components. Evaluations will be contracted separately
through buy-ins, Indefinite Quantity Contracts or direct contracts. Additionally any project
funded outside audits will be awarded to U.S. certified public accounting firms. (See
Table 4, Methods of Implementation and Financing).

A direct contract for the TIPP component has already been competed and awarded, using
ARSSP funds for FY 93 activities for a two year contract with the possibility of extension for
up to a total of five years. Before the current two year contract ends, an extension to the
contract will be negotiated for technical assistance and training to be provided to the MOT in
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order to increase the analytical abilities of MOT staff and improve trade policies in support
of expanded trade.

USAID has received and reviewed an unsolicited application for development of a Multiple
Business Services Program (MBSP) in Indonesia from the International Executive Service
Corps (IESC) which has a long, successful record of achievement in the country. Directly
after project authorization, and A.1.D./W clearance indicating that all outstanding IESC audit
issues have been resolved, the Mission will undertake negotiations with IESC based on their
unsolicited application to award a Cooperative Agreement to implement Multiple Business
Services Program which focuses on strengthening the competitiveness of Indonesian
enterprises and enhancing the services provided by local business associations.

Promptly after Project Authorization, USAID will undertake negotiations for award of a
direct contract to a small and/or economically and socially disadvantaged firm for the
management of the Indonesia-American Business Center. The contractor will establish and
operate the business promotion center in a conspicuous, easily accessible location rented in
downtown Jakarta. The contractor will be responsible for space rental and required
procurement activities, overall management and administration of the Center’s facilities,
promotion of the Center, and expansion of the Center’s tenant base and fee services which
will be available to interested clients (such as secretarial, translation, printing and
communications services). The Center’s business plan will task the contractor to derive
income from the above Center services.

See Annex H for procurement details.

D._ Monitoring, Evaluation and Audit

1. Monitoring:

Routine project monitoring will be based on the review of quarterly reposfs to be submitted
by the contractors and grantee. The sub-committees will monitor annual project progress
based on annual work plan targets for each component while the Steering Committee will
monitor overall project progress toward the purpose level targets (end of project status). No
funds are budgeted for these monitoring activities.

The monitoring plan focuses on three aspects of TIP's implementation for each of the major
components, TIPP, MBSP, and IABC: timing of implementation tasks (inputs and outputs),
financial inputs and operations (including tracking of host country and counterpart private
sector_contributions), and guality of results as related to project purposes and linked to
baseline datasets. Sex-disaggregated baseline data for several key indicators are not yet
available and must be collected immediately. An management information system (MIS) will
be designed and instituted upon project start-up to collect and update these data and facilitate
management, review, and analysis. The core of the MIS will be the implementation plan
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with timeliness and assignments of responsibility, and specified indicators with targets for
achievement. This MIS will provide data for Mission issue identification and discussion in
quarterly and annual implementation reviews, and evaluations.

2. Evaluations:

In the TIP budget, $200,000 is programmed for two project-level evaluations. In
coordination with the TIP Steering Committee, USAID will undertake an interim evaluation
of the entire project with the primary focus on the financial sustainability and economic

b .iefits of the IABC as well as the functioning of the TIP Steering Committee and its
implementation committees. A near-final project-level evaluation, with equal emphasis on all
three components, will be undertaken approximately 15 months before the PACD. This will
afford the project time to act on evaluation recommendations. The timing of these
evaluations may be changed if project monitoring indicates a significant informational
requirement which cannot be met by the regular MIS or if warranted by major social,
economic, or political changes in Indonesia.

By the time of the first evaluation, implementation of all three components will be well
underway. This evaluation will focus on how effectively and efficiently the components (and
their associated committees), individually and jointly, are operating; the answers to these
questions will be based on the monitoring data regarding the timing, finances, and quality of
inputs and achievement of indicators. The evaluation team will conduct a beneficiary and
participant analysis (including a gender analysis) as a way of assessing if the operation and
apparent impact of the components is in line with the project purpose. The midterm
evaluation will consider the relevance of the project to Indonesia’s economic and business
climate to assess whether any changes in design or operation of the components are called
for. Preliminary assessments of the likely sustainability of the project activities, especially
the IABC, will be made. Lastly, the evaluation team will propose any "lessons learned”
from the experience in setting up, implementing and coordinating these components.

This first project-level evaluation will be scheduled to coincide with the end of the IABC’s
24th month of full operation. Center-specific items to evaluate include: 1) actual occupancy
rates vs. projected rates; 2) tenant contact and client survey data; 3) actual revenues during
the second year compared to a projected level of over $100,000; and 4) projected revenues.
Continued grant support for the IABC component beyond the third year will depend on the
demand Center’s services using the indicator of financial performance. At the conclusion of
the third year of operation, the Center must demonstrate annual revenues in excess of
$150,000 and produce cash flow projections which indicate the Center will begin to
experience a positive cash flow during its fifth full year of operation in order to receive
further TIP support.

The second and final evaluation will reconsider the effectiveness, efficiency, impact, and
relevance of the project components, jointly and severally. It will closely assess the
prospects for sustainability of the IABC as a free-standing unit and of the various improved
systems introduced to the business and trade associations; the evaluation team will
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recommend any final design or operation amendments which can help to ensure the project
produces sustainable results. It will propose and analyze overall "lessons learned” from the
project’s efforts to balance the needs of both the public and the private sectors. Any
significant corrections to particular components, or overall, will be identified.

3. Audit:

A total of $50,000 has been included in the overall project budget for outside audits. The
two contractors and one grantee for the project components will all be from the U.S. Thus
they will be incorporated into A.I.D.’s overall tracking system and audit list of U.S.
contractors/grantees. Once the contracts and grant are signed they will be added to
USAID/Indonesia’s tracking system and forwarded to A.I.D.’'s Office of Procurement (OP).
OP will then provide USAID/Indonesia with a quarterly status report of all U.S. contractors
and grantees in Indonesia. OP will be responsible for outside auditing of these TIP
contiactors and grantees, except for special issues which may arise that USAID/Indonesia
deems to merit special attention. The $50,000, noted above, is to handle such cases. In
particular we envision an audit of the IABC (an income generating operation), at the end of
the second year of the project. '

In addition, all contract and grant awards valued over $25,000 require that annual internal
audits be undertaken. Funds for these internal audits will be included in the individual
contracts and grant. To minimize vulnerability, the Mission Controller will conduct periodic
examinations of contractor and grantee records, and will review GOI accounting procedures
and documentation relating to host country contributions.
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IV.  COST ESTIMATE AND FINANCIAL PLAN

A. Total Cost Estimate

The total estimated cost of TIP is $24.2 million consisting of USAID grant funding of
$15.0 million, GOI funding of approximately $1.9 million value in cash and in-kind, and
private sector contributions of $7.3 million. Of the private sector contributions, about two-
third’s represent the value of volunteer business executives from the U.S. and the balance
represents cash contributions by Indonesian businesses to help defray the costs of receiving
U.S. business advisors.

A summary breakdown by TIP Project component is provided in Table 2 below entitled “TIP
Project Resource Requirements”. Detailed project budget tables are provided in Annex G.

TABLE 2
. TTIP Project Resource Requirements*
($000)
USAID PRIVATE SECTOR
COMPONENT GRANT GoI TOTAL
: Indonesia U.Ss.
IABC ‘ 3,300 400 300 500 4,500
MBSP - 6,000 0 2,100 4,400 12,500
TIPP 4,700 1,500 0 0 6,200
Evaluation & Audit 250 0 0 0 250
Contingency 750 0 0 0 750
TOTAL 15,000 1,900 2,400 4,900 24,200

* Figures are rounded.

B. USAID Contributions

USAID/Indonesia will provide a total of $15.0 million in grant funds over a five year period
to implement the three project components, as described in previous sections of this paper.
This contribution includes funds for evaluations, audits and contingencies.

The following obligation table depicts USAID's annual flow of financial resources to support
TIP. :
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TABLE 3

TIP Grant Obligation Schedule

(3000)
Fiscal Year 93 94 95 96 97 98 Total
1,400 3,500 3,650 3,100 2,250 ,100 15,000
Methods of implementation and financing are summarized below in Table 4.
TABLE 4
Methods of Implementation and Financing
PROJECT IMPLEMENTATION FINANCING TOTAL
COMPONENT METHOD METHOD $(000)
TIPP A.1.D. - DIRECT A.l.D. DIRECT PMT 4,700
CONTRACT
TABC A.LD. - DIRECT A.l.D. DIRECT PMT 3,300
CONTRACT
IESC COOPERATIVE A.1.D. DIRECT PMT 6,000
AGREEMENT ADVANCES
EVALUATION BUY-IN 1QC ORA.1.D. | A.1.D. DIRECT PMT 250
& AUDIT DIRECT CONTRACT :
CONTINGENCY | VARIOUS VARIOUS 750
C. Contributions from Other U.S. Government Agencies and Programs

Several U.S. Government agencies and programs will be tenants in the Indonesia-American
Business Center. Each tenant will staff its own office and implement its own programs
independently. The value of the tenants’ staff time and effort are considered contributions to
the overall success of the project. U.S. Government tenants will include the United States
Foreign Agricultural Service (FAS) and the United States and Foreign Commercial Service
(US&FCS) which will provide access to its library and data bases as well as its trade staff.
A.L.D.-funded projects supported by its Association of South-East Asian Nations’ (ASEAN)

Mission and Washington offices will also be located in the IABC.
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D. Indonesian Contribution: GOI

The bulk of the GOI contribution of just under $1.9 million is derived from the MOT's
support for the TIPP component. We estimate that about $0.3 million, valued largely in-
«ind, will be provided in support of the IABC in the form of representation offices for the
Export Promotion Board and NAFED.

E. Indonesian_Contribution: Private Sector

In the past, Indonesian businesses have helped cover the expenses of IESC-sponsored U.S.
executives who have volunteered their expertise to strengthen Indonesian businesses and to
forge trade links in new U.S. markets. This tradition will continue on a larger scale via
IESC’s Cooperative Grant Agreement for the MBSP. The equivalent of almost $2.1 million
dollars (in both Rupiahs and Dollars) will be disbursed to cover the logistics costs for over
350 work-months of volunteer executive time. Indonesian businesses are also expected to
seek the services offered by the IABC. These contributions are conservatively estimated at
$0.3 million over the first five years of Center operation.

F. U.S. Private Sector Contribution

The bulk of contributions to the TIP project from the U.S. private sector comes in the form
of over 350 work-months of volunteer executive time under the IESC Cooperative Grant
Agreement for the MBSP. Audits of similar skill mixes available at full cost indicate that the -
value of this volunteer effort is about $4.4 million. Also, U.S. businesses are expected to
seek the services at the IABC. These contributions which will help support Business Center
operations are conservatively estimated at $0.5 million over the life-of-project.
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V. PID ISSUES AND AID/W CONCERNS

A. PID Issues Raised in 1989

Issue No. 1: Development of private sector leadership.

AID/W recommended in (89) STATE 331581 that TIP provide a mechanism for developing
private sector leadership. They saw a "potentially major role for the U.S. private sector in
establishing Indonesian and U.S. business institutions.” They advised that the project should
also provide a means for "the private sector to push the government into needed reforms”
anc went on to say that the Bureau was "particularly concerned that there is no up-front,
explicit U.S. private sector role in the PID."

Resolution to PID issue No. |
The inclusion of the Indonesia-American Business Center in the PP design will add

transactional realism to the project and will, of course, give U.S. businesses a chance to
voice their concerns and to promote their business interests in Indonesia. Likewise, the
IESC proposal to strengthen Indonesian business associations, will encourage Indonesian
private business associations to represent their interests to government in an objective and
responsible manner.

Issue no. 2: New trade promotion role for the MOT and how long it will need USAID
assistance. ' v

AID/W asked in (89) STATE 331581 that the PP assess how to distinguish between
neutralizing ill effects of GOI agency operations, from support for prolonging their
institutional existence. The response requested was a discussion in the PP of how USAID
would disengage from these GOI entities by the end of the project. AID/W expressed
preference for continuing the private sector components of TIP through the end-of-project.
In contrast, it.'vanted to end support for ordinary operations of GOI agencies as early in the
project as possible.

Resolution to PID issue no. 2

The MOT has played a key role in the GOI's deregulation and debureaucratization program
launched in 1983. Previously charged with regulating foreign and domestic trade, the
MOT’s new mandate is to transform itself into a facilitator of trade with the aim of
unleashing dynamic private sector growth and exposing Indonesian firms to the competitive
vigor of the global marketplace. This internal reform process is now underway.

Already the GOI has significantly reduced both the range and average rate of import tariffs,
relaxed import licensing requirements, removed many quantitative restrictions and converted
others to tariffs, and eased export restrictions. While protectionist interests remain
formidable in some sectors, the MOT has increasingly recognized the net efficiency costs of
trade barriers and is now widely considered to be one of the chief GOI advocates of free
trade.
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However, to fulfill its new role as a facilitator of trade, the MOT needs to strengthen its
capacity to formulate and implement rational policy reforms based on sound economic
analysis. The MOT is also encouraging the private sector to assume greater responsibility in
spurring productivity growth and improving product quality by, for example, strengthening
private trade and business associations.

Given these new relationships, the pivotal role being played by the MOT, and the MOT’s
commitment to shifting from regulator to facilitator, we feel that A.I.D. assistance to the
MOT is crucial to the success of the project. Given the institutional reform and
strengthening character of the project, we do not believe that fewer than five years assistance
to the MOT will be adequate. The last years of activity under the TIPP component call for a
shift from predominantly long-term advisors to short-term consultants. This shift to TDY
assistance will ensure that the lessons learned can be progressively implemented by
independent MOT staff with only limited recourse to resident advisors.

Annex A provides copies of (89) STATE 331581 as well as (92) STATE 415538 which
provides AID/W approval for the Mission to move forward with PP design.

B. IABC’s Financial Sustainability

Para 2.C. of 92 STATE 415538 expresses concern about the financial sustainability of the
TABC. The Bureau discussions of the IABC component in October, 1992 noted that while
the IABC was expected to generate income, it was not expected to be able to be financially
self-supporting in the initial years of operation. At that time a commitment was made to
assess the extent of its financial sustainability after three years of operations. The Mission
now plans to assess the Center’s financial performance against specific revenue targets after
its second and third years of operation.

After three years of operation the center is expected to show substantial progress toward
achieving a positive cash flow so that after year five the Center will be self-sustaining.
Indicators for baseline data will include the average number of contacts made and
promotional events held by clients which have such data (e.g. FCS) prior to moving into the
Center. Progress reports will compare this to the number of contacts and events while
located in the Center. The measures for cost-benefit will be the revenues generated from the
Center’s operation and the Center’s cash flow position. After three years of operation the
Center should be generating sufficient operating revenues to cover at least promotion,
operating expenses and any equipment replacement. In year five the revenues should cover
the above plus personnel and all space costs and generate a small positive cash flow. (See
Annex E.3 for budget details and III D.2. above for ecaluation criteria).
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C. Section 599 Considerations

Initial funding for the project will be provided from Fiscal Year 1993 funds, which are
subject to the restrictions set forth in Section 599 of the FY93 Appropriations Act relating to
the provision of assistance which would have an adverse impact on jobs in the United States.
Section 599 prohibits assistance which would (1) provide a financial incentive to any business
enterprise located in the United States to relocate productive facilities overseas when such
would result in the loss of jobs in the U.S.; (2) assist with the establishment or development
of export promotion zones; or (3) contribute to the violation of internationally recognized
workers’ rights. A.L.D. has issued initial guidelines for application of Section 599 to its
assistance activities (STATE 383986, 11/26/92). It is anticipated that these guidelines will
be revised following the completion of an agency-wide portfolio review currently in progress.

Annex K contains an analysis of the Section 599 concerns with respect to each major
component of the project. The principal concerns are with regard to the proposed Multiple
Business Services Program component and the Indonesian American Business Center, as both
of these components will provide assistance, directly and indirectly, to Indonesian and U.S.
businesses. A number of actions are proposed in the annex, including appropriate covenants
in the project grant agreement and in contracts and other implementing agreements, as well
as AID reviews and approvals of procedures for identifying potential problems and, in some
cases, specific assistance decisions. While all of these measures will require significant
management effort to successfully implement, the proposed actions are considered feasible
and should reasonably ensure that Section 599 limitations are adhered to by all participants in
the project. '
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VI. PROJECT ANALYSES

A, Institutional Analysis

The MOT is the lead GOI counterpart in recognition of its mandate to set and implement both
domestic and foreign trade policy and because of its ongoing efforts to move from regulating
business and toward providing services that facilitate and support private sector development.

The cooperation of other agencies, e.g., the Badan Koordinasi Penanaman Modal (BKPM) and the
Economic Coordinating Ministry (EKUIN) is essential to the project’s success. Close coordination
and consultation among these agencies, the MOT, and USAID will be ensured via their
representation on the TIP Steering Committee. BKPM is included because of its role in facilitating
foreign and domestic investment, while EKUIN is included because most major trade policy
changes are formulated in an inter-departmental forum facilitated by EKUIN.

The goals of the MOT's institutional reform program are reflected in its Mission and Vision
statement "... fo enhance the contribution of trade to the achievement of the National Development
objecrives." The MOT’s Vision for the future is "...r0 rransform the MOT into a significant
institution which is respected by the domestic and foreign business community, as well as by other
government agencies, and in which leadership positions are held by active, flexible, creative, and
innovative individuals." '

Top leaders within the MOT fully recognize the challenges and difficulties involved in reorienting
the MOT’s role towards one of trade facilitation. The deregulation efforts have increased the need
for skills and capabilities in certain analytical and monitoring areas, while reducing the need for
other activities, specifically those associated with the regulation and licensing of businesses. To
deal with these changing demands, the Ministry has undertaken a comprehensive human resource
and institutional development program.

In addition to enhancing the skills and abilities of its staff, the MOT also has plans to restructure
its organization to reflect its changing functional responsibilities. While the reorganization plan
has yet to be finalized, it+ main thrust is to move away from a sectoral-oriented structure towards
one which accommodates private sector development across product lines. This approach is
consistent with the MOT's goal of reducing government intervention in specific markets.

A more detailed institutional analysis is found in Annex D.1.

B. Economic and Financial Analysis

Annex D.2 provides a detailed economic and analysis. This analysis includes the following
sections: recent economic developments in Indonesia, economic rationale for the project, the
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relationship between exports and economic growth, the methodology used in the project economic
analysis, the calculated net present value and internal rate of return of the project, summary and
concluding remarks, and tables of the figures used in the analysis of the TIP project. The formal
cost-benefit analysis of the TIP project focuses solely on the benefits derived from increased
Indonesian export growth, and consequently produces a conservative estimate of the project’s net
present value (NPV) and internal rate of return (IRR). The estimated NPV and IRR for the project
are $17,784 and 35.3 percent, respectively, thus indicating that the project is clearly acceptable.
The analysis concludes that the project should generate an overall expansion in bilateral trade
between the U.S. and Indonesia resulting in substantial economic welfare gains to both economies.

C. Social Soundness Analysis

Sociocultural Feasibility: Our basic analysis suggest this intervention has a very high probability
of success. This analysis indicates that the three project components are highly complimentary of
each other further increasing the likelihood of overall success. Indonesia’s track record in
accelerating economic development has been dramatic for a country of its size and level of
development; for example, poverty has declined in Indonesia from 42.5% in 1976 to 15.21% in
1990. We, tnerefore, expect that Indonesia will take full advantage of the developmental
opportunities offered by the project.

There are no issues concerning the feasibility and intended impact of two of the three components
of the project: TIPP and MBSP. Both are congruent with current MOT's policy of
encouragement for small and medium sized business development, and the GOI’s long-term
objective of attaining a per capita income of $1000 by the vear 2000. An emphasis on small and
medium-sized businesses is compatible with achieving broader equity objectives within the
Indonesian business environment, on and off the major island of Java. Currently, the policies and
practices of the Indonesian business environment are structured to favor large, well-established
firms, biasing business opportunities against small and medium-sized firms. Both are essentially
modified continuations and refinements of ongoing USAID-funded programs which have received
good evaluations.

The third component, the establishment of the IABC, is new for USAID in Indonesia. Its fit and
feasibility is somewhat less certain. However, similar business centers sponsored by other donors
have been successful. The Mission concluded that the fit of such service centers with Indonesian
business culture is appropriate, needed, desired and feasible.

A more in-depth discussion of the socio-cultural context in which this project will be implemented
is included in the Social Soundness Analysis Annex (Annex D.3).

Beneficiaries: Through the policy dimension of the project, the MOT's commitment to encouraging
small and medium-sized businesses will increase these firms’ access to project-related benefits.
‘The necessarily limited information and service activities directly provided to small and medium-
sized businesses and associations will be in sectors having a high potential for national
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applications.  Thus, these activities offer the prospect of board secondary beneficiary impact.
Studies of business expansion indicate that small and medium-sized enterprises generate the
majority of new employment opportunities. Therefore, where TIP focuses on small and medium
sized firms beneficiary impact will be enhanced.

Gender Considerations: Gender targets have been established for each of the components of TIP.
Baseline data will be collected where it is not already available, and the beneficiaries and
participants in TIP activities will be tracked by gender. Proactive measures will be taken as
opportunities arise during project implementation. The Social Soundness Analysis Annex (Annex
D.3) provides a more detailed discussion of constraints and identifies specific gender related
targets.

Sustainability and Spread Effect: The major potential for sustainability and spread effect within
the TIPP component lies in the successful development of improved trade and investment policies,
especially those having a positive impact on the viability and expansion potential of small and
medium businesses. Also important to the sustainability and spread of the Ministry reform
program is continued MOT commitment to in-house training, and to ministry-wide reform.

Within the MBSP component, the strong emphasis on [ESC support to business associations will
broaden the developmental impact of scarce business consultant resources. To the extent business
associations stay in tune with demand, and continue to provide services that are valued by client
businesses, viability of these associations should be assured. Businesses taking advantage of the
MBSP services will improve their ability to generate profits and new jobs, provided the overall
economic climate continues to be favorable.

Sustainability of the IABCis largely dependent on its ability to generate fees for services rendered,
and its ability to demonstrate its usefulness to U.S. interests and local businesses. The possible
spread of developmental impacts derived from the IABC--i.e., increased income and job creation--
is difficult to assess at this time, but it is likely to be considerable as trade and investment
opportunities expand. It is unlikely that the IABC will be replicated in other geographic locations
of Indonesia until the Center demonstrates its value and viability operating oyt of Jakarta,

D. Technical Analysis

Enhanced trade and investment flows require three mutually reinforcing elements:

(1) implementing open trade policies, (2) lowering barriers to market entry, and (3) improving
competitiveness of individual enterprises. These three elements are discussed below in the context
of the choices which the Mission and GOI considered in their design of the TIP project.

1) Implementing Open Trade Policies

Thanks largely to the success of its "Young Professionals” training program, USAID has a strong
working relationship with the MOT. The training element of the TIPP component is very realistic
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and cost-effective: in-country training within the very ministry in which trainees will work.
Because the program is an in-house activity, graduates of the Young Professional’ program identify
with the MOT and its objectives. This training approach avoids several disadvantages associated
with overseas training programs: temporary loss of staff, the risk of studying irrelevant case
studies, the higher price of scholarships, and distance from families.

The structure and operations of the TIPP component are tried and proven. Dealing with the MOT
and its affiliated agencies, such as NAFED, appears to be the most efficient way for USAID to
continue its support for reform of the GOI's trade policy. Additional discussion of the MOT is
included in the Institutional Analysis Annex. (Annex D.I).

2) Lowering Barriers to Market Entry

This element is represented in all three components. However, the centerpiece to demonstrate and
test the efficacy of lower barriers to trade is the Indonesia-American Business Center. The IABC
will serve as a laboratory in which trade policies and practices are subject to daily feedback by
those for whom they were made, and test policies in the real world of entrepreneurs and to garner
rapid feed-back and comment from those affected. Companies responding to new open trade
policies will pursue them at a transactional level at the JABC. Issues and possible avenues to
resolve them will be placed, as necessary, on the agenda of the TIP project Steering Committee.

The IABC concept permits a continuing interface between the public support side of TIP and the
more transactional private side of the project. In this way, there will be ongoing dialogue opened
among Indonesian businesses, U.S. partners, and GOI trade officials.

3) Improving the Competitiveness of Individual Enterprises

To take advantage of open market trade policies, Indonesian companies need to improve quality
standards and apply new technologies. Limitations in project budget and management capacity call
for a program that targets key sectors of the trade economy and, within them, seeks to improve
local business associations so that they can make a stronger contribution in support of individual
enterprises. The development orientation of USAID argues for a focus on sgall and medium-sized
firms which will readily expand production and employment when given the resources and

opportunity.

The IESC has pioneered a number of projects in countries in which business associations are the
vehicle for reform and greater openness. IESC's long roster of experts and capacity for rapid
mobilization of volunteers to satisfy a wide range of possible consultancies offers distinct
advantages over the kind of technical assistance provided under a contractor.

The MBSP component plans on conducting about 150 consultancies for individual firms. IESC
will also strengthen local business associations so that they become more service-oriented.
Broadened membership and a greater range of services to association membei; will indirectly help
local enterprises be more competitive and help test and implement more open trade and investment
policies established by the GOI.
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E. Administrative Analysis

There is no question that principal organizations responsible for implementing component activities
have the requisite administrative capacity, and that participating organizations identified are the
best among alternatives for carrying out the functions required. Detailed discussion of the role of
USAID staff, the MOT, and the project Steering Committee and the three subcommittees
responsible for providing oversight and tracking project implementation is included in Section III
of the Project Paper, "Project Management and Implementation”. This discussion covers the four
basic functions and tasks called for in the analysis of administrative elements of the project,
namely: project management, financial management, contracting, and monitoring/reporting.

Detailed discussion of the capacity, track record, and commitment of the Ministry of Trade, to
carry out the its functions as lead GOI counterpart is included in the Institutional Analysis Annex
(Annex D.1). The long track record of the IESC in providing voluntary business service activities
for discrete businesses in Indonesia, and more recently, and to a lesser extent, to business
associations, has been reviewed in the Project Description. The IESC has long worked in close
partnership with USAID and has a good record of meeting the obligations assigned to it. The
potential of the IABC to carry out its functions is similarly discussed in the Project Description.
As a newly established organization, the IABC will receive close monitoring by the USAID Project
Officer, as outlined in Section III. The IABC subcommittee, and the:-system of quarterly reports
and annual workplans, will be the key means to ensure that the IABC and the IABC contractor
successfully carry out its basic administrative functions: project management, financial
management, and reporting. The interim evaluation will enable USAID to gain an early
assessment of progress with the Center both as a concept and as an organization implementing its
annual workplan to achieve broader project objectives.
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VIl. CONDITIONS AND COVENANTS

The following conditions and covenants will be included in the project authorization:

A. Condition Precedent to Obligation:

Prior to obligation of funds by signature of a cooperative agreement with the International
Executive Service Corps (IESC), IESC shall provide evidence acceptable to A.L.D. that it has
satisfactorily resolved all outstanding A.I.D. audit recommendations bearing upon its capablhty to
properly receive, manage, and account for A.I.D. grant funds

B. Conditions Precedent to Disbursement of Funds Granted to GOI:

l. Prior to the first disbursement of funds under the Project to the Government of Indonesia
(GOI), or to the issuance of any commitment documents with respect thereto, the GOI will
provide, in form and substance satisfactory to A.I.D., a list of the names and specimen
signatures of the authorized representatives of the Host Country for the Project.

2. Prior to the disbursement of funds under the Project to the GOI, or to the issuance of
commitment documents with respect thereto, the GOI shall provide to A.1.D., in form and
substance satisfactory to A.L.D., a list of the GOI officials assigned to the Project Steering
Committee and the name of the de51gnated GOI Co-Chair for the Project Steering
Committee.

C. Covenants:

1. Project Grant Agreement

a) The Host Country will agree to establish an evaluation program for the project that
will:

(1) identify a set of indicators and a means £o measure progress against such indicators;

(2) evaluate progress toward attaining TIP Project objectives

(3) identify problem areas or constraints to achieving these objectives;

(4) develop solutions to overcome these problems and constraints; and

(5) evaluate, to the extent practicable, the overall development impact of the Project.
b) The Host Country will agree to provide all personnel required to implement the Trade

Implementation and Policy Program (TIPP) component of the Project in a timely
manner.
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¢) The Host Country will covenant that none of the funds provided under the Project
Grant Agreement will be used to fund activities prohibited under Sections 520 and 599
of the FY93 Appropriations Act(Bumpers, Lautenberg, and Impact on Jobs provisions)
and A.L.D. policy guidance related thereto, as revised from time to time.

Agreement for MBSP Component
The grantee for the MBSP component will be required to covenant that:

a) it will not provide any assistance under the MBSP component of the project that is
prohibited under the provisions of Sections 520 and 599 of the FY93 Appropriations
Act and A.L.D. policy guidance related thereto, as revised from time to time; and

b) before providing assistance to any business under the MBSP component, it will
establish procedures, approved by A.L.D., for assuring that any assistance provided by
it does not violate the legal prohibitions referred to in a) above.

General

Contractors and other implementing agencies funded under the Project which provide
assistance, directly or indirectly, to Indonesian and U.S. businesses will be required, before
providing any such assistance, to develop and implement procedures acceptable to A.L.D.
to ensure that no assistance is provided which violates the provisions of Sections 520 and
599 of the FY93 Appropriations Act and A.I.D. guidelines relating thereto, as revised from
time to time, '
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LOGICAL FRAMEWORK

TRADE AND INVESTMENT PROJECT 497 -0363

NARRATIVE SUMMARY

Annex C

OB.JECTIVELY VERIFIABLE INDICATORS

MEANS OF VERIFICATION

IMPORTANT ASSUMPTIONS

QOAL: -

To broaden and ncrease privale rade & vestiment In iIndoneala

MEASBURES OF ACHEVEMENT:

increased flows of Yade & vesiment comparsd 1o 1962 bassine dalx
= incressed total value of Yade and Irvestment.
~ Inressed diversification of exports (and Importe).
= Incressed nuMber of exporters and Importers
= increased nuMber of New INvestment propects.

METHOOABOURCES OF YERFICATION:

BP8 and MOT datx  Inakator Ekonomi, Bulelin Ringkas,
Statisik Perdagangan (s, b)

BKPM data Monthly and Arvuaal Repors. (a, o)

Membership Istings In Importers and Exporters Assoclations. {c)

UBAID research reports and Other Donor Stxfes. {a,bo.c)

ABSUMPTIONS FOR BUGCESS:
Private sector wiling and abis 10 respond 1o policy signais.
Cortrued GOt support to dereguints & eypand hw privels sector,

Poltical and economic stabiity both domestically end Ntemationaly.

PURPOSE: .
To improve the rade polcy snvromment and sccess 10 business

services conducive 1o Ncressed Yade and rvestment.

END OF PRGECT 8TATUS €0PE):

1. Deareased bartiers 10 domestic and foreign rade.

2. Clients served by IESC, business ssecciations, and MOT have
ncressed lsvels of rade and Lvestment.

3. Demand for ¥ade and Ly Ness services cresies a cash flow
suficient for 8 self - sustaining Indone sia ~ American Buainess Center.

METHODS/SOURCES OF VERFICATION:

1. QuaMative svaluation of GO! Decrees ard Execative Orciers

Pubic responses as reporied n joumnal and decussed in DPA,

2. Qualtstive and quantiative evaluatlion ot
= MOT pudications; contractor/rarntess reporh;
= Projpctreporis bus Ness sxxociation reports
= Iterviews with selacled snterrrines.

3. IABC Pnanclal records.

ABSUMPTIONS FOR BUCCESR:

Top GO officials remain commilted to sdvancing the deregutation
and debur aratization program.

Priuts sector Nt ies, organizations, and e have incentive
10 tme IMproved bus'ness services and they are willing 1o provide
Gata about Pk RTTe.

GO! remains receptive 1o an expended rols for the prvets secior i
SOONSMIC Cove lopmeet.

ouTPUTH:
1. irgroved instiutional capacity of the Minkstry of Trade

1o analyze, formadale and espouse marke! —oreirted Yade poiicies.

2. An incresse I Bhe number of compeilive local enterprises and
Frivete bus iness associations providing highly velsed services

1o members and clenis.

3. iIncressed access by U.8. & indonesian businesses to Information

servicss and Yracie and Irvestiment cpportuniies.

MEABURES OF ACHEVEMENT:

1.1. brgroved MOT instiutions! & Organizations! Structhure

1.2. Imoroved MOT capabiity to conduct sound policy anaish

1.3. Expanded MOT's Young Protessionais’ Program

1.4. Upgraded Capacly of MOT 10 Par In inter’I N »

1.3. increcsed MOT ability (o advance rade poicy reforms, poicy
formradalion procedises, & 1o Improwe its rade poficy Impismentation

2.1.Enterprises benefting ¥om imgroved bus Ness services have: *
= increase In number.
= INTesss buainess dynover.
= Increase work or produciivity and production efficiency.
= Improve quelity of output (goode and services)

2.2. nressed activities andior number of private sactor busness
servics organizations providing new arxy/or Improvad services to
Members/chents on a sustainabis bask and adopting and
onforcing own proeesional standerde and ethics.

3. Estabiish a one - skp business Flormation coaringhouse:

3.1. Better Access 1o Business rormation and Promotional Malerial,

3.2 Buminese Lirkages Are More Easlly Facitated.

3.3. nterme dlary bus iness organizations help more clients to
idently consullants and brokers for prospective pertners.

3.4. Groater number of businessse receMnQ s arly USG andyor GO|
ssshiance.

3.5 Incressed acoess — at ower cost ~ 10 New lectImibgy,

especialy for smal and medim-sized it
3.6. Essler 300988 10 mask ot INformation

ME THODS/BOURCES OF YERFICATION:

Periodiic projct svelustions

Quarterty progrews repor ¥om contractor.
MOT decress, requiations, Intermal orders
Qrowing pubic recard of MOT nltliathes
Record of MOT pubiications.

2.1. GuaRathve & quaniiaive evaluations of Irgroved
performance of targeted privats secior enterpriass, Inchuding
= nuMber of buarssses supported by the propct
= production and salss data
~ decressedrejpction and iNaresased complance wih new
of Improved Iy siandards and practices.

2.2. Project monloring of (a) expancied services of bueness
aspocltatiors, @) NTeased membershipy/clisrds, (c) Improved
friancial susiainabiity, and (<} Imgroved member cormpllance
with pr ofessonal conducts.

3. Operational Indons sis — American Business Center:
= Visllors og
- Altendance at promotional seminars
= Confractor's querterly repors
= Comynents fom focal bus iness sssociations and MOT
= Acvisors‘records of business deal faciitated
= Propmct svalations
= Clert surwys

ABSUMPTIONS FON BUCCESS:
New QO! administ stion staring 4/93 ia receptive to relorm sgenda.
MOT abis and wiling o fnance Impled recuTent costs

Minima! buresucratic Nertie wilthin MOT and cooperaiing sgencies 1o
Propoesd restruchring and refortms.

2.1. Local private sector entercriaes have a nsed for mark st rkormation
other services in arder to expand business.
Technical ssshiance provided by twe ESC I charmeled lo
appropriale reciplents,

2.2. Technical asshiance provided by the IESC k charveied to
approgrials buniness service organtzations.

3. Indonesia — American Business Certer:

Lower cost access 10 market Information and other businsss services
offlered by the LABC creates anxi/or expand U.8.-indonesian buaness
verfres.

Businesses are wiling 1o finance part of the LABC s operaliors.
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LOGICAL FRAMEWORK
TRADE AND INVESTMENT PROJECT 497-0363

NARRATIVE SBUMMARY

OB.ECTIVELY VERIFIABLE INDICATORS

MEANS OF VERIFICATION

IMPORTANT ASSUMPTIONS

e IMPUTEE S

1. Trade kmplementation & Policy Progrant

1.1. Long~Term Advisorx 4 resicent experts over 5 years {240 pim)

1.2 Short-Term Advisors. 80 pAT over 5 years

1.3, Program Admin /Compuier 8pec.: 60 pAT over Ive years.

1.4. MOT counterparta, PCs, offioss, photocopier, and Aunds for
projct support and proishing

2. MuRiple Businasa Service Progrant

2.1. Mullipis Buainese Services Office Manager — 80 p/m

2.2 Exec. NGt (3 p/m per year); Th! Promo Mcr. — 48 pAT over lset
4 yoars, admiVplaming/conirol = 54 pAm over 5 years.

2.3, Bervicex:

2.3.1. Tél Busness Gervicas Mareger ~ $0 p/m

2.3.2. 148 °projects® with VEs for local private bushesses — 296 p¥m

23.3. 20 VE Sector Assemmartt Burveys — 40 p/m

2.3.4. Ten Buainess Assoclation strengthening projects — 20 pim

2.3.5 50 ABLE Studies; 20 seminars in indonesia, 20 marketing

pleces {rochurses, elo)
2.4. Minkxm, 2 computers/printers Jax, pholocopier, lorary, miscel

3. Expanding U.8.-hdonesian Trade & nvestment:

3.1, commercial office space comgrsed of private ofices,
a ibrary, ndependent carel Lnilts, seminar/exhibl space,
and a recsption erea.

3.2 Manager of the JABC - first 38 monihe

3.3, Forelgn Commurcial Garvice persornet

3.5. Equipment, umnishings, and utities for thw WBC

4. Evalustions (2)

§. Contingency.

1. 4700

3. 3,300

MEABURES OF ACHEVEMENT:

($000w)
GOt  Indo. Private  U.B8. Private

1,800 0 0

o 2100

4,900

Total ¢

8,200

12,500

4,800

780

METHODS/BOURCES OF YERFICATION:
Corwaciar, Grantes, and MOT acoounts/payrolirecorde
Sie visls by Project Officer.

Q..-‘l-r?/ Implsmentation reports.
Lease Ageements

Commodlty purchases

Evalsation and Audil Reports

ASSUMPTIONS FOR BUCCESS:

1. MOT wiling w0 aesume an Noreaslgly lrger share of crogram costs
a0 Bw project component comes 1o a close.

2.1, Sufficlently s¥ong and regresanisive aesccistions can be Kkientled.

2.2. Private secior financ ial resaurces ere provided ae plarywd.

3.1. IABC can becoms sell - supporting in fith ysar of oparaton.
3.2 Buninetaes wre wiling to pay for “ons slop® access K formetion

3.3 Local business support services do not hewe access 10 nformation
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ANNEX D.1. Institutional Analysis

The Ministry of Trade (MOT) is proposed as the lead counterpart agency within the GOI for
implementation of the Trade and Investment Project (TIP). The MOT was chosen as the
home site for the project because of its key role in setting and implementing both domestic
and foreign trade policy and because of its ongoing efforts to shift its operating role away
from regulating business and toward providing services that facilitate and support business
activity and private sector development. The MOT was also selected because of the
collaborative and productive relationship which has developed between USAID the MOT and
which has served to advance the GOI's deregulatory program and its institutional and human
resource development goals.

While the MOT is designated as the lead counterpart agency, cooperation of other agencies,
e.g., the Badan Koordinasi Penanaman Modal (BKPM) and the Economic Coordinating
Ministry (EKUIN), are essential to the project’s success. Close coordination and
consultation among these agencies, the MOT, and USAID will be ensured via their
representation on the TIP Steering Committee. BKPM is included because of its role in
facilitating foreign and domestic investment, while EKUIN is included because most major
trade policy changes are formulated in an inter-departmental forum facilitated by EKUIN.

The Ministry of Trade and the Indonesian Economy

The Indonesian Government’s reform efforts began in 1983 with the deregulation of financial
markets. Reforms directed at the real sector were initiated a few years later largely in
response to external shocks to the economy. The fall in oil prices in the mid 1980s created a
fiscal and balance of payments crisis within the Indonesian government and led to the
realization thak.Indonesia could no longer be dependent on oil and natural gas as a steady
source of government and export revenues. It was recognized that major efforts would have
to be taken to increase non-traditional exports and to encourage foreign iqvestment, both of
which are essential to diversifying the economy’s productive base and stimulating the growth
required to absorb the estimated 2.5 million new entrants into the labor market every year.

This policy shift was aggressively implemented through the launching of internal and external
trade deregulation and the encouragement of foreign investment. Some of the more
important measures taken include the following:

® Across-the-board reductions in nominal import tariffs - March, 1985

® Reductions in import/export licensing requirements and a shift to tariffs as the principal
instrument of import policy - October, 1986

® Investment Priority List converted from a long Positive list to a short Negative list



® The elimination of many non-tariff barriers on important agricultural products such as
edible oils, soybean meal, poultry and other meats, and fruit and nuts.

The MOT has played a key role in advancing and implementing these trade policy reforms.
Prior to the deregulation and debureaucratization mandate, the MOT's main functions were
to issue business, import, and export licenses as well as to enforce tariffs and non-tariff
restrictions on trade. In the mid-80s, a serious internal reform process was initiated which
involved redefining the role of the MOT, reorganizing its structure, and retraining its staff,
all with the express purpose of developing the Ministry’s capacity to assume its new
responsibility as a facilitator and promoter of private trade and business activity.

The MOT’s New Mission

In accordance with the GOI's "deregulation and debureaucratization" program initiated in
1983, the MOT has been striving to reform itself from an institution primarily tasked with
regulating trade activities to one fully capable of facilitating and promoting foreign and
domestic trade. The goals of the MOT’s institutional reform program are reflected in its
Mission and Vision statement. The Mission of the MOT is “to enhance the contribution of
trade to the achievement of the National Development objectives.” The MOT’s Vision for
the future is "to transform the MOT into a significant institution which is respected by the
domestic and foreign business community, as well as by other government agencies, and in
which leadership positions are held by active, flexible, creative, and innovative individuals.”

Top leaders within the MOT fully recognize the challenges and difficulties involved in
reorienting the MOT'’s role towards one of trade facilitation. The deregulation efforts have
increased the need for skills and capabilities in certain activities, such as trade policy
analysis, market analysis, international negotiation skills, and data and information _
management, while reducing the need for other activities, specifically those associated with
the regulation and licensing of businesses. To deal with these changing demands, the
Ministry has undertaken a comprehensive human resource and institutional development
program designed to equip its staff with the analytical, computer, and English language skills
they need to manage the diverse and increasingly complex trade issues encountered in the
move towards a more open, freely competitive economy.

USAID/Indonesia has contributed to the achievement of the MOT's goals in the area of
institutional development through its support for and participation in the Young Professionals
Program, the MOT’s in-house program for strengthening the capabilities of mid-level
professionals. The purpose of the YP program is to develop the capacity of the MOT to
operate with professional skills in devising and responding to new policy needs and
requirements related to the deregulation and promotion of internal and external trade. A
recent evaluation of the program concluded that

D-2



The YP program in all its various elements is an effective program
within the Ministry of Trade and is regarded by officials and
participants as successful and important. The program should continue.
The training and the professionalization of Ministerial staff, both by
study abroad and within the Ministry, are regarded by the officials as
critical to furthering diversified non-energy exports by deregulating
both internal and external trade.

In addition to focusing on enhancing the skills and abilities of its staff, the MOT also has
plans to restructure its organization to better reflect its changing responsibilities. While the
reorganization plan has yet to be finalized, the main thrust of the plan is to move away from
a sectoral-oriented structure towards one which accomodates market private sector
development across product lines. This approach is consistent with the goal of reducing
government intervention in specific markets.

MOT Institutional Constraints and USAID-MOT Collaboration

While significant gains have been achieved to date in reforming the MOT and in
strengthening its capacity to support open, competitive market development, formidable
challenges lie ahead in its drive to continue the reform process. Details of the new
reorganization plan have yet to be worked out and approved by the appropriate authorities.
In all likelihood, finalization and implementation of the restructuring plan will have to await
the Cabinet reshuffling which will occur in March-April, 1993. Even more importantly, the
Ministry remains severely constrained by the lack of adequately trained personnel.
Especially lacking are staff equipped with the analytical and information processing skills
required to conduct rigorous policy-related research, track market trends, compile and
manipulate data bases, and other tasks on which the formulation and implementation of
rational policies are dependent.

The TIPP component of the TIP is designed to assist the MOT in strengthening its in-house
capacity to perform these increasingly complex functions. The Ministry f Trade has been
highly receptive to and appreciative of USAID’s contributions in this area and its staff are
keen to continue the collaborative relationship. Top leaders within the Ministry have also
expressed their strong support for expanding U.S.-Indonesian trade and business relations via
the establishment of the Indonesian-American Business Center whose main purpose is to
improve communication and information flows between Indonesian and American
businesspersons. Finally, Ministry officials fully recognize the importance of strengthening
the private sector’s ability to provide support services, e.g., quality control programs, market
development, technical production assistance to burgeoning enterprises--the kinds of activities
which will be undertaken in the MBSP component of the Trade and Investment Project.

In sum, the Ministry of Trade has made impressive progress towards reforming itself into an

institution fully capable of fulfilling its new role as a facilitator and promoter of trade. By
building on its past successes and forging ahead with new initiatives, there is tremendous
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potential for continued progress in the near future. Ministry officials and staff have amply
demonstrated their commitment to establishing a climate in which private business activity
can prosper. They have also shown their willingness and desire to work with A.LD. in the

pursuit of this objective.
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D.2. Economic and Financial Analysis'

A, Project Context: Recent Economic Developments in Indonesia

Over the past decade, the Indonesian economy has been undergoing a major transformation.
Faced with sharply falling oil prices in the first half of the 1980s, Indonesia initiated a wide-
ranging series of structural reforms aimed at reducing the economy’s dependence on oil as a
source of export and government revenues. It was realized that in order to diversify and
strengthen the economy’s production and export base, the private sector would have to be
given a much freer rein to seek and avail itself of profitable opportunities to expand ,
production and establish new markets in products in which Indonesia could compete on world
markets.? It was this realization which induced the Government to launch its ongoing
program of "deregulation and debureaucratization.” The primary aim of the self-imposed
program is to identify and dismantle regulatory barriers and interventions which serve to
dampen private sector initiative, create disincentives for productive private investment
activity, and impede the private sector’s ability to seize profitable production and trade

opportunities,

The program began with liberalization of the financial sector. Reforms entailed the removal
of interest rate ceilings, the dismantling of selective credit policy, and the introduction of
market-oriented instruments of monetary control. Another package of reforms, introduced in
1988, enhanced competition in the banking sector by opening up the market to new entrants,
both foreign and domestic. Measures to further improve supervision of financial institutions,
including compliance with BIS guidelines, were introduced in 1991,

Subsequent reform measures were directed at the real sector. The trade regime has been
progressively liberalized via across-the-board reductions in nominal tariffs, removal of many
NTBs, and major deregulation of the import licensing system. In the most recent
deregulation packages, released in June 1991 and July 1992, the Government reduced duties
on hundreds of categories of imports and eased or eliminated trade barriers to a number of
other goods, including various iron and steel products and some classes of used machinery

'Technically, project economic snalyses differ from financial analyses in the following ways: First, economic analyses do not treat
transfer payments, ¢.g., taxes and subsidies, as real resource commitments since (from soziety's point of view) they do not constitute real
costs or benefits to the country. Second, economic analyses typicaily attempt to account for external effects, i.c., cost (bencfits) to society
which are generated by the project but which are not incurred (do not accrue to) the economic agents undertaking the project. Finally, in
economic analyses, resources are valuated in terms of their opportunity cost (what must be foregone 1o obtain the resource) rather than in
terms of their market prices. For purposcs of tractablility, in this analysis we do not draw a sharp distinction between financial and
economic costs. (It should be noted, however that the costs reflected in the estimated GOI contributions do include the opportunity cost of
resources used 1o support the project.) Furthermore, while we expect the project to generate positive external effects, externalities are
always extremely difficult to specify, and even more difficult to quantify. Hence, we are forced to ignore these effects but recognize that
this exclusion may serve to underestimate the true benefits which result from the project. In sum, then, this analysis serves as both the
financial and economic analysis.

?For an excellent report on the progress of and contraints to private enterprise development in Indonesia, sec The World Bank's

*Indonesia: Developing Private Enterprise,” Report No. 9498-IND, May 9, 1991. Also seec M. Pangestu, "The Role of the Private Sector
in Indonesia: Deregulation and Privatization,” (Centre for Strategic and International Studies, Jakarta, Indonesia.)
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and capital plant. Complementing these efforts, conditions governing foreign investment
have been eased considerably: in May 1989 the government replaced the long and
cumbersome "positive" list of investment areas by a relatively short "negative” list. In June
1991, the negative list was shortened and investment licensing procedures were further

streamlined.

The deregulation movement has had far-reaching effects. The private sector has responded
vigorously to the new incentive regime. Foreign investment approvals nearly doubled over
the period 1988-1991, while domestic investment approvals nearly tripled. Over the same
period, the non-oil manufacturing sector expanded at an average annual rate of approximately
12 percent and non-oil exports grew at an average annual rate of over 15 percent.

Moreover, the benefits deriving from the structural changes and comcomitant growth have
been widely distributed throughout the economy. According to the World Bank, “the strong
growth in the non-oil economy created productive, new job opportunities that reduced
unemployment, raised real wages, increased real incomes and consumption, and contributed
to a reduction in poverty."’

B. Project Economic Rationale

While the deregulation program has been remarkably successful, sustaining broad-based
private sector growth over the next decade brings a new set of challenges. It requires, in the
first instance, that the momentum of the reform effort be sustained. Further improvements
in the incentive regime will require, inter alia, continued progress in reducing barriers to
foreign and domestic trade, improving information flows within the private sector (as well as
between the public and private sector), and strengthening the private sector’s ability to
provide a wide array of services essential to enhancing both productivity and marketability of
Indonesia’s goods and services. The TIP project is designed to assist the Indonesian
government and private businesses to meet these needs.

The primary goal of the TIP project is "to increase broad-based private trade and
investment in Indonesia.” By providing U.S. technical assistance in each of the areas listed
above, the project expects 10 achieve this goal. In this project economic gnalysis, we focus
primarily on the benefits which accrue to the Indonesian economy due to increased export
growth, Evidence shows that export-led growth has a much higher impact on job creation
than does import-substitution-led growth. This is because expanded trade causes resources to
be shifted toward those industries in which a country has a comparative advantage. In labor-
abundant countries, trade naturally involves an expansion of the (labor-intensive)
manufacturing sector. As trade continues to expand and surplus labor is absorbed, wages
will begin to rise. This in turn induces firms to invest in physical and human capital aimed
at raising labor’s productivity. Hence, outward-oriented development strategies are more

’bid, p. vii.
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likely to result in the equitable distribution of the benefits of growth than are inward-looking
strategies.*

To be sure, increased export growth is not the sole source of benefits which will derive from
the project. By helping to improve the economic environment within which businesses
operate, assisting a wide array of firms to increase their productivity, and facilitating
information flows between firms, the project will generate benefits that are not reflected
solely in increased exports. Nonetheless, for operational feasibility, the formal analysis
presented below only considers increased export growth and the addition to GDP growth
which it implies. Before proceeding to present the methodology and results of the analysis,
it is useful to first describe the mechanism by which increased export growth can cause
increased growth of aggregate output. This is done in the following section.

C. Exports and Economic Growth

There are several channels through which export growth can cause an increase in real GDP
growth.® First, export growth may represent an increase in the demand for a country s
output which (in an economy operating at less than full employment) can serve to increase
growth. Second, by relaxing foreign exchange constraints, export growth makes possible an
increase in imports of productive intermediate imports thus resulting in higher growth.
Third, export growth may lead to an increase in productivity growth. For firms to compete
on the world market, they must operate on what may be termed the "best-practice frontier,"
i.e., they must adopt the best available technology (given the factor prices which they face).®
Moreover, to maintain competitiveness in world markets over the long run, firms must go
beyond adopting the best available techniques to developing new cost-reducing techniques or
their own. In short, by exposing firms to increased sources of competition, export growth
serves to push firms to adopt the best existing technologies and/or develop new and superior
technologies, both of which lead to enhanced productivity and efficiency. A number of
empirical studies provide evidence in support of the hypothesis that export growth is
positively related to real GNP growth.”

‘See for example, L. Westphal, “The Republic of Korea's Experience with Expon-Led Industrial Developnient,® World Development 6,
no. 3 (1978), and A. Krueger, “Alternative Trade Strategies and Employment in LDCs," American Economic Review (May, 1978).

ISec for example, W.S. Jung and P.J. Marshall, "Exports, Growth and Causality,” Journal of Development Economics 18 (1985) 1-12.
It is also worth noting that one of the first (and widely cited) treatments of this subject was done by two A.LD. economists. See C.
Michacelopoulos and K. Jay, 1973, "Growth of Exports and Income in the Developing World: A Neoclassical View,* AID Discussion Paper
28.

“This is true assuming there are other firms in the world market which face these same factor prices.
See for example, M. Michaely, (i977). "Exports and Growth: An Empirical Investigation,® Journal of Developmen: Ec ics 4, No.

1, 49-53 . Also see W. Tyler, "Growth and Export Expansion in Developing Countrics: Some Empirical Evidence, (1981), Journal of
Developmens Economics 9, No. 3, 121-30,
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D. Project Economic Analysis

Having described the theoretical and empirical basis for the positive relationship between
exports and growth, we now turn to a discussion of the method employed here to estimate
the real returns to the TIP project. Two standard measures of project worth are used here:
1) Net Present Value, and 2) Internal Rate of Return. The Net Present Value (NPV) of a
project is the difference between the present values of its future cash inflows (costs) and
outflows (benefits). All the cash flows are discounted at a pre-determined discount rate, and
their present values are summed up in a single indicator of the project value.
Mathematically, it is expressed as follows: '

NPV = (CO_BO) + (Cl_Bl) + (CZ_BZ) . . (Cn-Bn)

(+n)' @ (e
where
NPV = net present value
C, = cost or cash inflow
B; = benefit or cash outflow
r = discount rate

The project is deemed acceptable if the NPV is greater than zero.

The internal rate of return (IRR) is the discount rate at which the present value of the stream
of costs equals that of the benefits. Mathematically, this is simply the discount rate (r) which
causes the NPV in equation (1) above to equal zero. The project is acceptable if the
prevailing interest rate on the market is lower than the IRR.

As mentioned previously, the analysis is based on the assumption that the primary source of
benefits to the Indanesian economy derives from the contribution of increased export growth
to GDP growth. First, an estimate is made of the amount of non-oil exports that are
generated by the three TIP components. This estimate can only be consigered a first
approximation (read: crude estimate) of the net increase in exports. Second, the implied
contribution to non-oil export growth is calculated. Third, based on certain assumptions
(described below), the contribution to GDP growth resulting from higher non-oil export
growth is calculated. To derive the benefits which accrue to the project, we compare the
GDP stream with the project to the projected GDP stream in the absence of the project. The
stream of differences in GDP are then discounted to arrive at the present value (PV) of
benefits.

On the cost side, we simply add the estimates of USAID's financial contribution to the
project to that the GOI's contribution (where the latter includes cash and the valuation of in-
kind contributions) for each year. While A.I.D.’s contribution ends in FY 96/97, we assume
that the GOI and Indonesian private sector contributions continue (at a reduced level) until
FY 2002/03, the 10th year of the project. Clearly we must select some arbitrary terminal
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date to calculate the returns to the project. Needless to say, the hope and expectation is that
‘the project activities will be sustained so long as they yield a positive real rate of return.
USAID's real contribution, then, is to help demonstrate the returns to investment in
institutional and private sector development of the type proposed here.

The basic assumptions and calculated values are summarized in Table 1. The base year
corresponds with the first year of project implementation, FY 92/93. Non-oil exports and
GDP in the base year are World Bank estimates. To obtain projections of growth in non-oil
exports and GDP in the absence of the project, we simply assume that annual growth in each
of these variables equals the average annual growth rate achieved over the period 1975-1991.
It should be noted that the accuracy of projected growth rates without the project is not
critical to the analysis since the benefits depend on the estimated difference in growth rates,
i.e., the increase in growth rates attribut~,le to the project. It is assumed that the
contribution of non-oil export growth to aggregate growth (GDP growth) equals the product
of the growth rate of non-oil exports and the share of non-oil exports in GDP. For
operational convenience, we assume that the share of non-oil exports in GDP is constant over
the 10-year period, and equal to its base year value of 15 percent.

In estimating the increase in exports which TIP is expected to generate, it is assumed that the
boost to exports kicks in by the third year of the project. A conservative estimate of the
increased exports attributable to all the TIP components is $3.5 million or approximately
1/100 of one percent of non-oil exports in 1993/94. Hence, in FY 94/95, non-oil export
growth should increase by .0001. We assume that in the years which follow, the boost to
export growth gradually declines until, by the end of the period, non-oil export growth
reaches its projected rate in absence of the project. (See line 24.) As a consequence, the
stream of benefits (in the form of increased GDP) increases at first but then begins to
decrease.®

E. Net Present Value

To calculate the NPV, the costs of the project in each year are subtractedyfrom the annual
benefits to obtain net benefits which are then discounted by the appropriate discount rate.
The discounted annual net benefits are then summed to obtain the net present value of the
project. The choice of an appropriate discount rate is always difficult. Ideally, the discount
rate should equal the opportunity cost of funds used to support the project. In practice, the
discount rate typically chosen is the real market rate of interest. The real rate of interest in
Indonesia is roughly 15 percent (equal to nominal interest rate minus the expected rate of
inflation). We estimate that approximately 3 percentage points may be attributed to banks’
assessment of risks associated with private sector lending and thus not representative of the

*In actuality, despite the fact that the export growih rate is reduced to its pre-project level by year 10, the stream of benefits (in the form
of increased GDP) extend beyond the 10-year time horizon chosen. However, due to the uncertainty associated with a longer time horizon,
we elect 1o (somewhat arbitrarily) ignore any benefits accrued beyond the 10th year. Clearly, this serves to downward bias the estimates of
both the NPV and IRR.
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true social opportunity cost of financial capital. Hence, we select an initial 12 percent
discount rate but then allow this rate to decrease arithmetically until reaching 10 percent by
the end of the period. This is done because one would expect the opportunity cost of capital
in Indonesia to decline over the next decade. The discounted net benefits to the project are
shown on line 104 and the sum of these differences, the NPV, on line 107. Since the NPV

> 0, by this criteria, clearly the project is acceptable.

F. Internal Rate of Return

To calculate the IRR, we find the discount rate which causes the stream of net benefits
(discounted at this discount rate) to equal zero. This is shown in Table 2. The calculated
IRR is 35.28 percent. Since this is clearly higher than the real market rate of interest, the
project is acceptable.

G. Summary and Concluding Comments

In this section, we presented a straightforward, albeit highly simplified, cost-benefit analysis
of the Trade and Investment Project. It was assumed that an increase in Indonesia’s GDP
growth rates deriving from an increase in its non-oil exports constitutes the economic benefits
to the project. Using two traditional indicators of project worth, the NPV and IRR, the
analysis demonstrated that the project merits acceptance on economic and financial grounds.

It is important to note that in several respects, the analysis clearly understates the benefits
which are likely to accrue to the project. As mentioned previously, by focusing solely on
export growth as the source of benefits, the analysis essentially ignores the contribution to
output attributable to higher productivity in the MBSP-assisted sectors. _Nor does it attempt
to capture the effects of increased investment attributable, inter alia, to enhanced infor-iation
flows between firms. There are a number of other omissions, e.g., the expected benefits
which accrue to individuals who receive training under the project. In addition, no attempt
was mace to identify and quantify the positive external effects the projectywould likely
generate. Consequently, the estimated IRR is considered to by very conservative and actual
returns should be considerably higher.

Finally, the potential gains to the U.S. economy were not explicitly considered. These
benefits may indeed be substantial. Increased growth in Indonesia and an increasingly
outward-oriented economic environment will naturally lead to an increase in Indonesian
imports--from the U.S. and other countries. Moreover, increased contacts and improved
information flows between U.S. and Indonesian firms made possible via the MBSP and IABC
project components will certainly benefit U.S. firms who will find it easier to do business in
Indonesia and will learn about new market opportunities. This, in turn, should lead to an
expansion of U.S. exports to Indonesia. In sum, the project should generate an overall
expansion in bilateral trade between the U.S. and Indonesia resulting in substantial economic
welfare gains to both economies.



D.3.  Social Soundness Analysis

A. Overview

The project shows good promise of success from the perspective of social soundness. There
are no issues concerning the feasibility and intended impact of two of the three components
of the project: the Trade Implementation and Policy Program (TIPP) activities carried out
with the Ministry of Trade (MOT), and the Multiple Business Service Program (MBSP).
Each is essentially a modified continuation and refinement of an ongoing A.I.D.-funded
program which has received a favorable evaluation reflecting the existence of feasible project
design and achievement of sound results. Activities under TIPP were started in 1990;

IESC, the implementor of the MBSP, began USAID-funded activities in Indonesia in 1967.

The third component, establishment of the Indonesia-American Business Center, is of a new
and innovative nature. The degree of its fit and feasibility in the Indonesia development
scene is therefore less certain. The positive experience of business centers sponsored by
other donors in Jakarta, and USAID plans for close monitoring of the contractor
implementing the Center and early systematic review of financial performance of the Center
after two full years of operation and again after the third year are all factors which will work
for the success of this component.

USAID is very confident that the three elements will work well together to achieve broad
access of businesses to increased opportunities for trade and investment, and to business
information and services. USAID already has extensive experience in Indonesia designing
projects with public policy and private sector components, the aim of which is to increase the
development benefits to be derived from opening up the econdmy and increasing access to
better information and technology.

The analysis below focuses on those topics of special relevance to the social soundness .of the.
project.

B. Sociocultural Feasibility and Beneficiaries

TIP follows closely GOI's long-term objective of attaining a per capita income of $1000 by
the year 2000. Working with the MOT, the project aims to facilitate and increase access to
trade and investment opportunities broadly, but it will also reinforce MOT’s policy of
encouragement for small and medium business development. An emphasis on development
of small and medium sized businesses is compatible with achieving broader equity objectives
within the Indonesian business environment, on and off the major island of Java.

Improved policies are key to project social soundness. Currently, the policies and practices
of the Indonesian business environment are structured to favor large, well-established firms.
The lack of transparency, cumbersome bureaucratic procedures, the absence of a formally
accepted code of professional standards or ethics, the lack of disciplinary processes to
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regulate them, differentially applied credit requirements, and the costs of high-quality
education in business management and business services have biased business opportunities
against small- and medium-sized firms.

The direct beneficiaries of TIP will be MOT officials, the private sector firms and their
employees, and business and trade associations and their members who take advantage of the
project-related services. At the policy level, project efforts should help enable firms of all
sizes to do business more effectively and efficiently, using more modern business methods
and technologies, and to develop as well as increase their linkages with U.S. businesses.

Middle and upper level business managers and owners such as will directly benefit from the
improved policies and services offered by TIP form a small percentage of the Indonesian
population. Though definitive data are not available, it appears that women are the
proportionally smaller part of that elite group. Women owned and managed businesses are
also disadvantaged, as discussed in a separate section below. They most often are subject to
the difficulties experienced by small and medium sized businesses (discussed below), as well
as constraints particular to gender.

Given the size and diversity of the country, the objective of attaining broad access of
businesses to resources and opportunities provided through this project is unrealistic.
Through the policy dimension of the project, the MOT's commitment to encouraging small
and medium sized businesses will increase these firms' access to project-related benefits.
The necessarily limited information and services activities directly provided to small and
medium size businesses, associations, and sectors having wide national scope, will offer a
broader-based beneficiary impact. Also, the lessons learned from providing services which
can be fed into the policy-making process at the national level.

Small- and medium-sized businesses characteristically exhibit associated weaknesses
detrimental to establishing international trade links: the firms are less well capitalized, with
less standardized patterns of business practice; owners and managers are newer/less
experienced and tend not to be as fluent in English. Data suggest that thg greater overall
numbers of these small- and medium- sized businesses, however, may have greater impact on
changes in employment opportunities than the larger firms (see economic analysis).

Firms located off-Java will be particularly disadvantaged in participating in project activities.
However, this type of facility will be especially useful to them when they come into Jakarta
for business because of the variety of services and information all housed conveniently
together. Typically these firms have limited exposure to business/ management education,
lack the appropriate political/social networks and channels, and have less English
proficiency. Communication systems are less reliable, mail slower; off-Java firms are less
likely to receive the major business journals and newspapers which provide necessary
information to conduct business effectively.
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Involvement of business associations with widely dispersed membership will be an important
means for broadening project participation by women-owned firms and businesses based off
Java. USAID will monitor the variety and dispersion of associations assisted through review
of project annual workplans. It is widely recognized that some Indonesian business service
organizations which may gain access to business services are subject to opportunistic
influences. The concept of business organizations as self-reliant, autonomous advocacy
groups, independent of external influences, is not fully developed in Indonesia. In some
cases business organizations have used their influence, for example, to shape or limit market
entry to a select group of specially favored firms. It is anticipated that project officers will
pay close attention in the case of project involvement with such business associations, both to
monitor the level of resources extended to them, and to ensure lessons learned from such
involvement can be fed into the policy process as appropriate.

MBSP’s TA to business and trade associations will emphasize the importance of self-
regulation of professional bodies, financial and ethical accountability to membership and the
entire sector, and responsible advocacy. Sliding fee scales, targeted outreach and
promotions, and special seminars by the IABC would increase the project's developmental
impact by reaching these less advantaged firms. Both women owned and managed firms and
small and medium sized firms will be represented on the IABC’s board of directors. Media
promotion: of MBSP and IABC services will be used in reaching the broadest range of firms.

C. Gender Analysis

As of the time of project paper preparation, most areas of project implementation do not yet
have sex desegregated data on beneficiaries available. Information identifying actual business
owners, especially when linked vertically through various holding companies, is difficult to
access under the best of circumstances. USAID lacks access to a national and regional sex
desegregated (based on sex of owner or manager) profile of Indonesian business; the
Mission does have.access to data on occupations broken down by gender, which could be
used to select key sectors for project activity. TIPP’s Young Professional Program has just
begun to explicitly track gender data on the trainees; it appears that roughly 50% of the
participants to date have been women. Sex desegregated data regarding beneficiaries of
domestic trade deregulation and small business development are not available at this time.
IESC has raw data available on the owners, managers, or employees of the firms it has
helped, but no attempt has yet been made to disaggregate the data by gender or analyze it.
Updating of the data collected will be part of regular project monitoring in all three
components.

IABC has not yet been established; the Mission does not have sex desegregated data or
estimates regarding the likely users of this facility. For these areas, baseline data will be
coilected from individual tenants when they take up occupation of their rented space. It must
be noted, however, that the Center will not be privy to and may not actually intervene in the
gender-relevant policies and practices of the firms which benefit from the project’s
implementation.
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There are no major legal constraints on women's involvement as beneficiaries of this project.
As a practical matter, however, Indonesian women face a number of constraints to owning
and managing firms, and to taking overseas training courses. This project will investigate the
possibility of instituting policies and practices to ameliorate key constraints.

A target for the number of women from the Ministry of Trade who participate in the Young
Professionals Program can be established and progress toward that target monitored. TIPP’s
research and policy studies explicitly call for gender-sensitive analyses, and at least 25%
should deal with issues, constraints, or opportunities for expanding the participation of
women and small and medium-sized firms in international trade (at least 10% directly and
explicitly devoted to women's firms).

The IESC MBSP services will explicitly include the various women's business organizations
(e.g., AKU Wanita or HMWI) in the trade and investment network it develops, and make a
special effort to provide, through its trade and investment seminars, any kinds of broadly
relevant business information and services that these women's organizations need. One to
two of these women's business and trade associations will be chosen for strengthening and
better services.

The subcommittee for MBSP will choose four business sectors annually, based on a number
of to-be-developed criteria. One criterion should be the proportion of women owned and
managed businesses in that sector.

A target of 15% of all individual Indonesian firms receiving technical assistance from IESC
volunteers will be allocated to women owned and managed firms if initial data collected
indicates that this is feasible. A targeted 5 of the 50 ABLE market information/research
reports should be conducted for women owned and managed firms. Where necessary and
possible, a sliding scale of fees should be adopted to avoid pricing women owned and
managed firms,-and small firms generally, out of the market for MBSP services.

D. Spread Effect and Sustainability

This project, like a number of USAID’s successful projects, is national in scope and
anticipated impact. At the national level Indonesia’s track record in accelerating economic
development is widely cited. For example, poverty has declined in Indonesia from 42.5% in
1976 to 15.21% in 1990, a dramatic achievement for a country of its size and level of
development.

The Mission anticipates significant spread effects and replicability for the activities of all the
components, at least in a general way. The TIPP component’s research and policy analysis
and emphasis on training and professionalizaiion will help enhance the effectiveness of the
MOT, and thus its reputation. The MOT has already made plans to extend its training and
professionalization programs to its regional trade offices. The real evidence of spread effect
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is whether or not other ministries undertake similar program. Both spread effect and
sustainability are clearly determined by the MOT budget.

The IESC TA itself cannot be replicated; the uniqueness of the TA is, in fact, its selling
points. Neither will the IESC's MBSP per se be sustainable without USAID’s support.
However, the idea of a business or trade association, or even an individual business seeking
out technical expertise and support in order to upgrade its own abilities is very compatible
with modern business practice in Indonesia; already such offerings are frequently available
for a large fee to the public, but without gua.antees of the technical skills or business
principles which the IESC will provide. What will make this component particularly more
replicable will be the strengthening of eight local business associations: by presenting them
with the skills necessary to be able to provide valued services to their members on a
sustained basis. What will make the concept sustainable will be the realization of increased
profits earned by the firms and associations which use such services.

The IABC, though new for USAID, is not so different from joint business centers set up in
Indonesia by other donors. Their success suggests that the Center’s replicability to other
countries should be significant.

Sustainability of the IABC is directly based on its revenue-generating characteristic. If the
Center Manager brings in a good anchor firm, puts together a broad mix of services housed
at the center, promotes these services effectively, and charges reasonable fees for these
services, the Center will make a profit and will be sustainable. A significant amount of
monitoring and project management oversight will be directed to trying to ensure this.
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Annex E.1. Trade Implementation and Policy Program (TIPP)

A. Key Program Activities
The following provides the TIPP objectives and key program activities in support of these
objectives.

Institutional Development and Reorganization
TIPP will help complete and implement the MOT"s Institutional Development and

Reorganization Plan. This plan will establish a new MOT Mission, with appropriate
supportive organizational restructuring, and policy and administrative priorities. The driving
force for this plan is to develop an institutional structure in the MOT that strongly supports
the GOI's goal of deregulation and debureaucratization. A draft plan is expected to be ready
for internal MOT approval by the end of 1992, and will then be submitted for formal GOI
approval, which is expected to take about one year.

Key program activities to accomplish this objective include:
®  Provision of Management Consulting Services;

®  Development of Institutional and Human Resource Development Plans for
Each Major Area of Focus for the New MOT;

®  Provide Leadership and Management Training Courses;

®  Integrate the Young Professional’s Program into the MOT Personnel
System and Internal Training Program; and, '

®  Develop a Long-term Program to Upgrade the MOT’s Information and
Computer Systems, Including Assisting in the Development of a Center for
Information and Data Analysis.

Human Resource Development: Expanding the Young Professional's Program

For a reorganization to be successful, a systematic human resource development effort is
needed to upgrade the staff’s capability to perform their new duties competently. TIPP will
contribute to this effort by extending and expanding the YP Program. The YP Program,
which has been operating for two years, has been, and will continue to be, the cornerstone of
USAID’s support for MOT staff development. In addition to the YP Program, which stresses
in-house classroom and on-the-job training, USAID will fund short-term overseas training
opportunities. As well, USAID will work with the contract team to mobilize other donors

and internal MOT training resources.




Key program activities to accomplish this objective include:
®  Conduct YP Training Courses;
®  Provide a Wide-Range of On-the-Job Training for YP Participants;
®  Conduct Study Groups;
®  Adinister the Core Group and the Trade-Policy Seminar;
®  Conduct Inter-Departmental Workshops;
®  Conduct Technical Skill Labs;
®  Maintain and Expand the YP Reference Library;
e Integration of the YP Program into the MOT Personnel System;
®  YP Training to Selected Provincial Kanwil Offices.

International Negotiations: Upgrading the Capacity for Participating Effectively in
International Negotiations

TIPP will work to develop the institutional and staff capability to advance Indonesian
commercial interests in international negotiations. This includes: promoting active
participation in multilateral trade negotiations such as the GATT and APEC; and upgrading
capabilities related to bilaterel negotiations, regional negotiations such as ASEAN, and
various commodity agreements such as rubber and coffee. In addition, capabilities will be
improved for handling both official and private dispute settlement cases, with a focus on
supporting the development of the newly formed Permanent Committee on Trade Dispute

Settlement.

Key program activities to accomplish this objective include:

®  Develop a Systematic Training and Development Program for Internation -l
Negotiations;

®  Support the Trade-Policy Review Mechanism;

®  Provide Technical Assistance Support and Staff Development for
International Negotiations;



Support the Development of the Permanent Team on Trade Disputes;

Develop the Capacity to Participate More Effectively in Regional
Economic Negotiations --

With an Emphasis on Supporting Moves Toward ASEAN Trade Liberalization;

Develop the Capacity to Participate More Effectively in Various
International Agricultural Commodity Agreements;

Develop the Capacity to Participate More Effectively in Bilateral
Negotiations; and,

Develop Inter-Departmental Policy Formation Procedures for Various
International Negotiations. '

Foreign Trade Deregulation: Advancing Policy Reform and Policy Formation Procedures.

and Improving Policy Implementation

TIPP will work to develop the institutional and staff capability to support further deregulation
of foreign trade (both export and import) policies, with a focus on developing transparent and
rigorous trade policy formulation procedures, both within the MOT and with Team Tariff

and EKUIN.

Key program activities to accomplish this objective include:

Build the MOT’s Capacity to Analyze Trade Policies;

Develop and Continually Update a Trade Policy and Trade Flow Data
Base;

Support the Team Tariff Process;

Work to Develop a National Policy on the Need for Anti-Dumping
Facilities;

Conduct Sectoral Trade and Industrial Policy Studies; and,
Develop the Capacity to Analyze More Effectively Agricultural

Commodity Issues -- Including Developing a Series of "Commodity Trade
Situation Reports," .



Domestic Trade Deregulation and Small Business Development
TIPP will work to develop the institutional and staff capability to identify and promote

deregulation of the domestic trade environment, with the expressed goal of stimulating the
development of efficient small scale industries and increasing the economic spread effect of
growth in exports.
Key program activities to accomplish this objective include:
® Develop and Implement a D.G. for Domestic Trade Development Plan,
With an Emphasis on Developing a Domestic Trade Policy and
Administrative Agenda of Priorities;
e  Develop and Implement a Human Resource Development Plan;
e  Identify and Estimate the Effects of Domestic Trade Barriers;
®  Develop a Strategy to Liberalize Domestic Trade Barriers;
®  Conduct with MOT Staff a Series of Economic Studies;

® Develop a MOT Strategy for Small Business Development; and,

e  Develop a Regional Pilot Program for Promoting Domestic Trade and
Small Business Development.

Export Promotion
Developing in conjunction with other donor-assisted (especially UNDP/ITC and German)

programs the ability of the MOT to promote Indonesian exports, with a special emphasis on
developing a strategy for NAFED to mobilize most effectively private-sector resources in this
area.

Key program activities to accomplish this objective include:
®  Assist in the Reorganization of NAFED,;

®  Work with Other Donors to Develop and Implement a Human Resource
Development Plan for NAFED;

®  Work with Other Donors to Help NAFED Develop a Private-Sector
Export Promotion Advisory Group; and,

®  Provide Short-Term Technical Assistance to Complement Other Donor
Assistance to NAFED.



Donor Coordination

Working with MOT leadership to mobilize and coordinate effectively the range of donor
assistance provided to support the MOT development program.

B. Technical Assistance Team

Technical Expert on International Negotiations

A key function of the New Ministry of Trade will be to promote Indonesian commercial
interests in international negotiations and relations. This involves a wide range of issues --
ranging from market access to dispute settlements to trade in services and intellectual
property to international commodity agreements. These issues are addressed in various types
of negotiations, including multilateral, regional, and bilateral negotiations.

TIPP’s contribution to MOT efforts in this area will be to develop a systematic capability for
the MOT and the GOI to participate effectively in internatior. -. negotiations. TIPP will also
provide a range of technical assistance on specific issues, especially issues where U.S.
advisors have strong expertise. An effort will be made, under MOT leadership, to mobilize
and facilitate other donor assistance in technical areas where other donors are particularly
qualified.

Technical Expert on Foreign Trade Deregulation .
Although Indonesia has made substantial progress in trade deregulation, further policy reform
is needed both for imports and exports. A key element of further deregulation is developing a
strong set of trade policy formation and implementation procedures that provides sustainable
support for open market policies over time. Given numerous overlaps, the Foreign Trade
Expert will coordinate his/her work closely with all other Team members.

Technical Expert on Domestic Trade Deregulation

Recent successes in the non-oil export drive should not overshadow the key role that
domestic trade plays in generating employment and income for a large population. In
addition, a competitive and dynamic domestic trading situation provides a solid foundation
for future export growth. To date, most USAID assistance has been targeted at foreign trade
issues, although a number of the Director General for Domestic Trade’s (DGDT) staff have
been active participants in the YP Program. In addition, the functions of the DGDT will
probably change the most as the MOT shifts away from regulating toward facilitating
businesses. As a result, much of the initial work on domestic trade issues will involve
diagnosis and identification of priorities, both in terms of institutional development and in
terms of policy reform. As the issues become more clear, program tasks will become more
specific.

Technical Expert: Young Professional’s Program Leader
To support the reorganization effort, the MOT has established a Young Professional’s
Program that provides professional development training for the "best and the brightest" of
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mid-level staff. The YP Program, which has been operating for almost two years, is the
cornerstone of USAID’s support for MOT staff development. The YP Program consists of a
range of professional-enhancing training, ranging from classroom training to technical
training sessions to on-the-job training directly with staff and their Directors.

Local-Hire Program Administrator and Computer Specialist
The program administrator, an Indonesian or an expatriate who will be employed on an in-

country basis, will work to assist the Team leader and other members of the Team in the
administrative and financial affairs of the program. In addition, he/she will provide computer
programming training through the YP Program and will assist in the development and
organization of TIPP information and data systems.

Local-Hire Secre
To facilitate TIPP operations, one in-country secretary will be provided by the contract. The

secretary must be fluent in both English and Bahasa Indonesia, must be able to type and
operate word processing packages, and must be able to arrange schedules and handle phone
calls. The secretary must possess good inter-personal skills and must work closely with a
range of MOT staff. The secretary will work under the general guidance of the Team leader
and will sit in the main MOT-YP offices.

Short-Term_Technical Experts
Given the nature of this program, a wide range of short-term technical assistance will be

required. This expertise will be used primarily to provide specialized skills needed to
supplement the efforts of the resident staff. Short-term technical advisors will be staffed both
from local and international experts.



Annex E.2. Multiple Business Services Program (MBSP) COMPONENT

Key Program Components and Technical Assistance Team

1. Technical Assistance (TA)

For firms identified during the Business Sector Assessment Surveys as requiring technical
or managerial assistance (and other firms requesting assistance), IMBS will access the
expertise of IESC 12,400 Volunteer Executives (VEs). The focus of the Technical
Assistance program will be to deliver volunteer experts to work with individual firms for
one to three months. IESC will provide the services of its VE experts to provide
technical expertise to Indonesian firms for:

a) Establishing cost-effective ways of improving access to new markets, technologies,
and opportunities in fields such as product design, packaging and engineering, etc;

b) Developing improved management/financial/production and training systems,
research, and business practices for efficient production and delivery of goods and
services;

c¢) Increasing the ability to formulate marketing/advertising/sales strategies and to sell
goods and services in domestic and external markets:;

d) Providing assistnace to client firms in order to improve overall environmental
practices such as waste management, pollution control, resource conservation, ect.

In summary, IESC technical and managerial assistance will improve planning,
productivity, technology, profitability and management for irdividual enterprises and
better postion these firms to take full advantage of all IMBS s:: vices.

2. Trade and Investment Services (TIS)

The TIS component of the IMBS program will act as a bridge between Indonesian and
U.S. business basing its venture development and promotion activities on the results of
the Business Sector Assessment Surveys. The Susiness Sector Assessment Surveys will
produce "gap analyses of and for individual firms", i.e. the surveys determine clients’
long-range objectives versus current capabilities. Based on the results of each of the
Surveys, VEs will design and deliver to TIS program staff written industry development
analyses and strategies for the long-term expansion or growth of the industry and
individual firms within the industries.
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Additionally, although TIS follows up on Business Sector Assessment Surveys results,
it is also available to assist firms who require help but who are not part of a particular
sector focus. The TIS capability allows it to provide follow-up in many ways -
information, partner search, sample distribution, trade show organization, plant visit, etc.
The unique depth of IESC networks allows many follow-up options in the U.S. or
Indonesia.

a. Short-term Sectoral Technical Assistance

Funding for this will come mainly from program funds because many of the sectors
are unable to afford needed assistance or are so sectorally unorganized as to inhibit
contribution solicitation. It is within these sector activities that most seminars and
workshops will occur. For example, funds may be used to bring over American
experts such as U.S. tourism professionals or U.S. publicists.

b. Venture and Coverture Development

The TIS component of the MBSP program aims at export development and
investment linkages that will be mutually beneficial to Indonesian and U.S. firms.
IESC’s primary goal is to strengthen the access to and the quality of business .
services for Indonesian firms, not to market specific deals for individual U.S. firms.
As such, IESC will fairly represent the interests of both U.S. and Indonesian
enterprises. '

Exports

The methods TIS employs to develop exports will be as close to standard commercial
practices as IESC’s non-profit status allows. Clients will be solicited via VE-led sector
surveys and TIS staff one-on-one sector contacts. TIS export development is a process
of elimination in order to find a few firms capable of participating in the program. An
assessment of the export capability of each company is made by be VE and those firms
deemed either immediately capable or capable near-term of exporting to the U.S. Those
firms judged unqualified will be abandoned.

On the U.S. side, a counte:-balancing search is carried out to identify quality importers,
exporters and other 1J.~. rompanies willing to do business with Indonesia if competent
Indonesian seller/exporters can be found. This search work is carried out by VEs and
TIS Stamford staff und is overseen by the TIS Director in Indonesia who will make
periodic business trips to the United States during the life of the program.

As proposed, the effort to draw Indonesian and American parties together will continue
via TIS-assisted information exchanges, sample exchanges, importer/exporter/buyer visits
and seller visit until an order passes hands. TIS efforts continue thereafter until second,
third and fourth orders or more have been placed and a successful commercial ongoing
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relationship has been established. The following described some of the MBSP éctivities
Assigned Do bring potential venture partners together,

® Exporter/Importer/Buyer Visits

TIS will pay the air fare to and from Indonesia of qualified U.S.- based specialist
marketing companies that can contribute to MBSP objectives. Importers ad exporters
will be selected by the TIS Manager and staff in accordance with good commercial
business practices. It should be noted that good business practice rests primarily on
cumulative business judgement of the TIS staff. In the past TIS has selected these
firms on the basis of their reputation in the U.S. business community and their
achievements in export development in other countries. These firms will transfer to
Indonesian companies significant knowledge and technology in the course of
educating them on satisfying their U.S. buyer requirements.

Imports

The primary methodology utilized to provide U.S. technology, equipment and raw
material to Indonesian producers will be TIS ability to target quality U.S. exporting
firms and connect them with Indonesian firms.

TIS will identify appropriate American suppliers/companies and provide potential
Indonesian clients with information or assistance helpful to completion of a transaction.
His service may involve exchange or delivery of brochures, exchange of telephone
numbers or possibly assistance to Indonesian firms at a trade show.

® U.S. Seller visits

U.S. seller visits will not be TIS funded. Assisted by volunteer experts, experts, TIS
will select high qualify U.S. firms interested in transferring technology, selling
equipment and/or semi-finished materials and raw materials to Indonesia. It should
be noted that the act of selling is in itself a transfer of technology. The seller must
explain to the buyer the technological value of his offering, must show the buyer bow
to use it, and if he hopes to sets again, return to the buyer to make certain that he
is satisfied with the product or service rendered.

Investment Development

The process of Investment venture stimulation/development is identical to that of export
development, but is characterized by a higher degree of difficulty, a longer gestation
period, and is always at risk of failure due to market changes, partner disagreements, or
finally after much analysis, inadequate profitability of the project.



e Investor/Visits

The air fare to and from Indonesian of qualified U.S. investors will be supported by
MBSP funds.

d. Follow Up Support

U.S. Follow-up

A U.S. TIS office, located at IESC headquarters, Stamford, CT, will operate as the
Jakarta MBSP office's window to the U.S. It will provide quick response to requests
for: (a) market and technology information and (b) U.S. technical personnel. It will
draw on the resources of IESC in the U.S., supplemented as needed. Its staff will be
part of IESC’s Trade and Investment Service.

The TIS U.S. Office will serve several purposes. The TIS/US support office is primarily
charged with organizing follow-up programming in cooperation with the Jakarta TIS program
and is linked to each sector following the initial sector survey by an industry expert. TIS will
access IESC’s information and networking capabilities to respond to companies that have
immediate needs.

IESC will form a task force of experts in each sector in areas such as marketing, production,
research, etc. These task forces will be used to supply additional outreach or technical guidance.
Often an initial sector survey will identify an immediate need to send out mail surveys to various
U.S. equipment suppliers or marketing firms. These surveys are guided by the industry experts,
and administered by the TIS staff in Stamford, Connecticut. The TIS staff will establish a
system for exchanging samples, travel to trade shows or guides for trade missions in the U.S.
To respond to these demands, the U.S. TIS Promotion Manager will have access to all IESC
research and networking resources worldwide. IESC's unique non-profit identity and business
credibility plays an important role in gaining access to consulting finns, companies and academic
institutions for information and other types of promotion and follow-up support.

® Trade Publication Articles and Advertising
U.S. staff conducts on-going business-to-business marketing efforts to inform U.S.
companies of new market opportunities and other beneficial venture ideas. TIS trade
promotion includes publicizing overall sector programs as well as specific venture
opportunities.

® Trade Show Presentation

U.S. staff and VE experts will visit key trade shows to develop investment candidates
and concepts that will then be followed up in a variety of ways.
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Market and Technology Information Services

IESC operates a market research/information service which produces American Business
Linkage Enterprises (ABLE) studies. AELE reports supply low-cost, practical business
information to individual enterprises through research studies in such areas as new
product development, equipment sourcing, joint venture and coverture partner searches
and export development. ABLE research studies have also been used for presentations
to financial institutions for funding, and to help determine if a firm needs major
feasibility studies or other planning activities.

The low cost, custom tailored ABLE report (ave. 60 hrs.) identifies key issues and
outlines the information required by the host country enterprise seeking U.S. markets
and/or linkage to U.S. partners, including market studies, potential partner identification,
and product line extension recommendations. IESC industry experts advise on the guide
the research of efforts of each ABLE study.

Market an Technology Information Services can also provide individual firms with other
export facilitation assistance such as preparation of product presentation materials
brochures, etc.) and sample distribution (priced inividually).

Association Strengthening

A key objective of MBSP is to strengthen private sector business associations by
providing access to IESC services for both the associations and for member firms. The
key to IESC’s success is strengthening associations is its understanding of the difficulties
of building an appropriate service mix that the associations can offer to their clients.
The selection of sectors in which MBSP will concentrate its trade and investment
development efforts will be guided by a screening process including a review of each
sector’s business associations. The TIS Manger in Indonesia will research the policies
and procedures of the association to determine if it is ready, willing and able to benefit
from an IESC association/institution building VE projects. Associations w}@use
activities are inimical to free market business practices will not be assisted.

® Developing Appropriate Services

Associations find it difficulty to develop an appropriate services mix on their own
due to the unique characteristics of non-profit management. Internally, associations
also need to build their basic management processes -- planning, controlling,
organizing and directing capabilities. Non-profit organizations, such as associations,
represent singular management development challenges. For example, these
organizations, unlike "for-profit firms," often are allied with many contradictory
groups -- businesses are their beneficiaries, governments provide support,
international development organizations provide funding and academic institutions
may play a major support role for training and information assistance. Therefore,
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the planning process has to take into account many different goals and related
audiences. To compound this, normal financial controls are not as easy to apply in
associations since "Profitability" is not a uniform measure of success. This makes it
more difficult to develop effective controls. Finally, staffing of associations is often
drawn from people wish governmental and academic backgrounds, even when the
program is trying to serve private firms. Developing the correct type of organization
structure and human resources for non-profit organizations requires specialized
assistance skills.

Therefore, for long-term success, local institutions must be assisted in building good
internal management systems, and effective services for its clients and constituencies.
Associations also have to be encouraged and assisted in creating new sources of
funds, and member fees to help self- finance their activities. IESC will provide
technical and managerial assistance to specific industry associations.to help. As part
of its on-going programming in Indonesia, IESC staff will work in an on-going basis
with each targeted organization to ensure access to all services. Assistance that can
be delivered by MBSP includes:

a) Help improve training, organizational, managerial, marketing, capabilities;

b) Help develop more sophisticated research, improved information/-
resources/services, and/or fee generating or funding capabilities;

¢) Organize and conduct workshops and seminars lasting from 1 day to 1 week to
develop both basic and specialized skills in groups of client business, e.g.
technical assistance seminars to control post-harvest loss; seminars covering
“strategic planning, financial management, marketing and sales techniques,
personnel management, accounting, etc.;

d) Survey VEs will conduct short-term trainin} programs for individual clients to
improve overall quality and productivity;

e) Organize training programs for personnel of Indonesian firms in U.S. plants in
order to provide instruction for production managers, equipment operators, and
maintenance supervisors on new equipment.

The MBSP Association Strengthening efforts will also contribute to the USAID Mission’s policy
dialogue process. Workshops/seminars will strengthen local institutions capabilities to analyze
sector-specific policy issues, such as non-tariff barriers to trade, and government interventions
in productive enterprises. The program will attempt to facilitate consensus-building which is
necessary to adopt reform measures which benefit broad based private sector growth.
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MBSP staff old activities will encourage and assist information network intended to help improve
the supply of business information for both domestic and foreign clients. Local private
organizations, universities and science and technology institutions nay use MBSP resources (e.g.
copies of technical journals and other industry information) to help adapt and expand their
information gathering and delivery capabilities. Special suppliers of information for the program
will be linked with local organizations as the program evolves. This will construct networks to
enable local information and research suppliers to create more effective foreign linkages that can
be maintained after the TIS program has been completed. For example, information services
will be available to local organizations. ABLE research reports can be customized to each
individual organization, enabling them to use this foreign networking resource to supply low-cost
research (marketing information, equipment sourcing and pricing, export information, etc.) as
one at their own services.

° The Interrelationship of IESC Trade and Investment Services Division Assistance and
Association Building

Companies need industry- specific help in diagnosing needs, and assistance in developing
solutions and new strategies; associations need highly specific programming to help attract and
serve members.

Through participation in MBSP, private sector business associations will receive technical and
managerial assistance to develop improved management/-financial/production/training systems,
research and business practices for efficient delivery of services to member firms. Access to
all MBSP services will give these associations and their member firms increased ability to
increase their credibility and effectiveness.

TECHNICAL ASSISTANCE TEAM

IESC Program Staffing and Position Description

A. IESC/Indonesia.  All staff and programming will be housed in the IESC office in
Jakarta. Staff will include the following:

1. Director of Operations (U.S. Volunteer). The Director of Operations will have
overall management responsibility for the MBSP Program, including marketing and

sales of MBSP services in Indonesia. This person will also be responsible for
planning, control and supervision of the daily activities of all MBSP staff. The
Director of Operations will be responsible for reporting to and interfacing on a
regular basis with USAID in Indonesia. This person will also be responsible for the
management of the Technical Assistance component.

2. Technical Assistance Specialist (Local-hire). This person will be responsible for

promoting and managing all VETA projects. In addition, this person will help
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develop and implement a detailed database for tracking, follow up and evaluation of
all MBSP activities. This person will also coordinate Market and Technology
Information Services development and delivery.

Trade and Investment Services (TIS) Manager (contracted U.S. expatriate). In
concert with the Sector Planning Committee, the TIS Manager will select industry
sectors for surveys, thoroughly rescending each sector to ensure accurate review and
selection. The TIS Manager will: implement delivery of sector assessment surveys;
develop detailed data on associations and individual firms; coordinate local
promotional activities to develop client participation including workshops and
seminars; coordinate the delivery of TIS services (i.e. ABLE and TA projects that
result fro:n surveys which the Director of Operations and staff will implement);
coordinate the delivery of TIS services for local institutions; manage in-country
activities of VEs, importers, investors, etc.; supervise design and implementation of
the MBSP database.

Trade and Investment Services (TIS) Specialist (local hire). This person will assist

the TIS Manager in all aspects of TIS programming and will also be responsible for
organizing and conducting association strengthening activities/training. The TIS
Specialist will also be responsible for maintaining a TIS data base.

IESC/Indonesia Support Staff

a) Office Manager/Bookkeeper. This position will trained by IESC headquarters
staff in all aspects of IESC accounting methods in order to operate MBSP in a
manner consistent with IESC accounting/office reporting procedures.

b) Secretary/Data Entry Specialist. In addition to normal secretarial task, this
position will be responsible for updating all project and client tracking
information.

B. IESC Headquarters (U.S.)

D

2)

Part-time Executive Oversight Staff. (IESC requires headquarters oversight at its _

office in Connecticut for all TI-realted programming to ensure complience with its
world-wide programming guidelines and AID reporting requirements)

U.S. TIS Promotion Manager. Will supervise the recruitment and coordination of
VEs for sector surveys in Indonesia and follow-up U.S. outreach activities; Will
coordinate U.S. promotion activities and the business network through client contact
and industry outreach activities (i.e. mailings, phone contact, personal visits to
potential clients, sample distribution, trade show presentation, workshons, seminars,
investor/partner visits, trade missions).
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3) TIS HQ Marketing Support. Will develop and produce marketing and promotional
materials including: newsletter, brochures, project opportunity bulletins, advertising,
trade journal articles.

4) IESC Headquarters Support Staff

a) Bookkeeper/Accountant. The size of the MBSP program will require services of
a full-charge bookkeeper at IESC HQ.
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E.3. Indonesia-American Business Center: Cash Flow

The overall costs for the [ABC were developed by consolidating budgets for three activities: (1)
one-time start-up expenses during the first four months of operation, (2) partially subsidized
costs over the first three years of operation, and (3) non-subsidized costs of operation for a
potential two-year follow-on period. Under the revenue assumptions spelled out below, the
Center’s cash flow becomes positive or reaches the "break-even" point during its fifth year of
operation. Break-even could come earlier, if permanent tenants were to start paying the full cost
of their office space sooner.

A. Consolidated Five-Year Budget
The consolidated five-year budget for the IABC shows a projected total cost of just under $3.3
million, excluding any potential revenues from business services or space rental. See page E-18.

B.1. Start-Up Costs: Year One
A period of four months has been set aside for establishing the Business Center. During this
period, the following activities will take place:

. The Business Center site will be selected and acquired;
All required "build out" will be contracted & completed;
Furnishings and equipment will be selected and acquired;
. Planned local staff will be recruited;

Initial base line data will be developed; and,

Extensive promotional material will be developed.

[© N TN ~ NN O T N QNN

Estimated start-up costs total $516,172. These costs are not considered recoverable,

B.2.  Operating Costs: Years One through Three
During the first three years of operation, several critical activities will occur:

1. The local staff will be trained and developed to a level of competence which will
allow them to operate the Business Center in subsequent years;

2. All management, monitoring, accounting and information systems will be developed
and implemented; and,

3. Promotional costs of the Center will average $61,000 per year.

Estimated operating costs for :he first three years total $2.3 million. Combined start-up and
operating costs for the first 36 months total $2.817 million.
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B.3. Revenue Generations: Years One through Three

IABC revenues from business services and space rental during the first three years will generate
approximately $336,000. See page E-19. Office rentals are expected to contribute about
$152,000; the exhibition center about $145,000; and general business services about $39,000.

C.1. Center Operating Costs: Years Four and Five
Operating expenses drop by almost two-third's after the first three years of operation to an
average of $241,000 per year. This dramatic drop in costs is due to several factors:

1. Office space will no longer be provided free of charge to FCS or any permanent
tenant;

2. With a fully trained local staff, the expatriate Director is no longer required;

3. As a result of successful promotion during the first three years, promotional
requirements will be minimal; and,

4. Since furnishing, equipment and build out have all been acauired, the only expenses
incurred would be for maintenance and repairs.

C.2. Revenue Generations: Years Four and Five

Based on the rates quoted by alternative sources of temporary office space, exhibition space and
business services, the IABC is projected to become financially self-sufficient during its fifth year
of operation. Four streams of revenue flow are projected:

1. Exhibition space of comparable size rents for $1,000 to $1,500 per day. Even at a
rate of $750 per day, this would generate $97,500 with a 50% occupancy rate;

2. Temporary office space rents for a minimum of $60 per day so six offices with a
65% occupancy rate would generate $60,480 per year;

3. The conference room facility, reception services, etc. are expected to generate an
additional $7.50 per square meter for all rented office space on a monthly basis.
Based on a minimum of 600 square meters of space, this would generate $54,000;
and,

Based on an average rate of $10 to $20 per hour for other logistical support, general
business services should generate an additional $50,000.

C.3. Projected Break-Even Point
Under these assumptions, the IABC will generate about $263,000 per year beginning in its fifth
year of operation and should therefore be able to cover its projected costs of $241,000.

The following spreadsheets ("Consolidated Five-Year Budget" and "Business Center Revenues

and Break-Even Analysis") provide details concerning projected costs to establish and operate
the Center along with projected revenues.
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IABC PROJECT

Total Staff Expenses

Promotional Expenses

Furniture & Equipment

Build Out Costs

Space Costs

Operating Expenses

Home Office Audit

Contingency

Total Direct Costs

General & Admin. Costs

Total Costs

Fixed Fee

Total Cost & Fixed Fee

NOTE 1: Itis assumed that operating revenues in years 4 and 5

CONSOLIDATED 5 YEAR BUDGET

Start-Up Year 1

$306,095

$114,300  $61,167
$130,975
$150,000

$189,000

$29,100

$9,480

$29646  $44,613

$424,921  $639,455

$55,240  $83,129

$480,160 $722,584
$36,012 $54,194

$516,172 $776,778

Year 2

$280,450

$61,167

$189,000

$29,100

$9,480

$42,690

$611,886

$79,545

$691,431

$51,857

$743,289

will be sufficient to cover promotion and operating
expenses as well as any equipment replacement.

Year 3 3 Year Total
(plus start-up)
$308.857 $895,402
$61,167 $297,800
$130,975
$150,000
$189,000 $567,000
$29,100 $87,300
$9,480 $28,440
$44,820 $161,769
$642,424 $2,318,686
$83,515 $301,429
$725,939 $2,620,115
$54,445 $196,509
$780,385 $2,816,624

2 Year
Extension

$107,977

Note 1

Note 1

$269,640

Note 1

$18,960

$19,829

$396,577

$51,555

$448,133

$33 .10

$481,742

5 Year Total

$1,003,380

$297,800

$130,975

$150,000

$836,640

$87,300

$47,400

$181,598

$2,715,263

$352,984

$3,068,248

$230,119

$3,298,366

PROCUREMENT SENSITIVE
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IABC PROJECT BUSINESS CENTER REVENUES AND BREAK-EVEN ANAIYSIS

Rate Unit Year 1% Year 2 Year 3 Year4 Year 5 Total
Exhibition Center $750.00 Day $19,500 $39,000 $58,500 $78.000 $97,500 $292,500
Occupancy Rate 10.0% 20.0% 30.0% 40.0% 50.0%
Temp. Offices (6 Units) $60.00 Day $14,040 $28,080 $42 120 $51,480 $60,840 $196,560
Occupancy Rate 15.0% 30.0% 45.0% 55.0% 65.0%
Pro Rata Charge $7.50 Sq.Mtr, $11,250 $24,750 $31,500 $45,000 $54,000 $166,500
L.T. Tennants 125 275 350 500 600
Business Services:
Staff Time $10.00 Hour $8,640 $17,280 $25,920 $31,680 $37.,440 $120,960
Other Services NA NA $2.687 $5,510 $7.927 $10,469 $12,740 $39,334
Total Bus. Services $11,327 $22,790 $33,847 $42,149 $50,180 $160,294
Total Proj. Revenue $56,117 $114,620 $165,967 $216,629 $262,520 $815,854
Operational costs (pg. E-18) 776,778* 743,289 780,385 240,871 240,871
“*Net Cash Flow -720,661 -628,669 -614,418 - 24,242 21,649

* Only B months of operation;
not include start up costs.
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CERTIFICATION PURSUANT TO GRAY AMENDMENT
TRADE and INVESTMENT PROJECT

497-0363

As the Director and Principal Officer of the Agency for International Development in
Indonesia, I certify that during the design of the Trade and Investment Project (TIP) (497-

" 0363) full consideration has been given to the potential involvement of smal! and/or
economically and socially disadvantaged enterprises, and historically black colleges,
universities, and minority controlled private and voluntary organizations covered by the Gray

Amendment.

The project procurement plan is based on the need (1) to provide trade policy technical
assistance and training, (2) to provide advice to Indonesian enterprises and business
associations, and (3) to establish and manage a Jakarta-based trade promotion center. The
first requirement to provide technical assistance for trade policy and training has already been
awarded through full and open competition. The second requirement, to advise Indonesian
firms and business associations, is the subject of an unsolicited proposal which the Mission is
considering. The third requirement, to establish and manage a Jakarta-based business center,
can be achieved by small and/or economically and socially disadvantage enterprises.
Therefore, we intend to engage such a firm through the appropriate contractual mechanism to
establish and manage the Indonesia-American Business Center which constitutes about one-
fourth of the grant contribution to the TIP project.

Likewise, we believe that several small and/or economically and socially disadvantaged
enterprises, and historically black colleges, universities, and minority controlled private and
voluntary organizations covered by the Gray Amendment are capable of providing short-term
technical assistance teams for the interim and final project evaluations valued at one per cent
of the grant contribution to the TIP project. We will actively pursue the involvement of such
firms for project evaluation services.

Charles F. Weden

Mission Director

Date
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TIP Funding Projections by FY
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TIP PROJECT 497-0363

ANNEX G.1

TOTAL PROJECT BUDGET by SOURCE, COMPONENT, PROCUREMENT TYPE

($000)
[ USAID GOl Private Project
| COMPONENT Grant | Funding | Funding Total
TRADE IMPLEMENTATION
AND POLICY PROGRAM (TIPP)
Technical Assistance 4,737 0 0 4,737
Training 0 575 0 575
Commodities 0 gn9 0 959
Sub Total 4,737 1,534 0 6,271
MULTIPLE BUSINESS
SERVICE PROGRAM (MBSP)
Technical Assistance 6,029 0 6,564 12,593
Training 0 0 0 0
Commodities 0 0 0 0
Sub Total 6,029 0 6,564 12,593
INDONESIA-AMERICAN
BUSINESS-CENTER (IABC)
Technical Assistance 3,020 346 736 4,102
Training 0 0 0 0
Commodities 280 0 0 280
Sub Total 3,300 346 736 4,382
PROJECT~-LEVEL ADMINISTRATION
Technical Assistance 250 20 0 270
Training 0 0 0 0
Commodities 0 0 0 0
Sub Total 250 20 0 270
CONTINGENCY
4.7% 684 0 0 684
i Sub Total |, 684] 0] 0] ~ 684]
TOTAL PROJECT 15,000 1,900 7,300 24,200




PROCUREMENT SENSITIVE

MATERIAL ANNEX G.2
TOTAL PROJECT BUDGET WITH COMPONENT DETAILS
($000)
USAID GOl | Private Proiact
COMPONENT Grant Funding || Funding Total
1. TRADE IMPLEMENTATION
AND POLICY PROGRAM (TIPP)
Long-Term Expats 114 p/m 1,710 o] 0 1,710
Short—-Term Expats 56 p/m 722 0 0 722
Office Admin. + Operations 94 p/m 867 0 0 867
Travel 875 0 0] 875
H.O. Support 15 p/m 76 0] 0 76
Fee 10% 437 0 0 437
MOT Magt./Support/Commadities 0 959 0 959
MOT Study Group/Workshops 0 293 0 293
YP Prog./Core Group/inter. Negotiation Trg. 0 282 0 282
Internal Audit 50 0 0 50
Sub Total 4,737 1,534 0 6,271
|2 MULTIPLE BUSINESS
|___SERVICE PROGRAM (MBSP)
HOME OFFICE
i Mgt (exec. Dir. & TIS Mgr)) 389 0 389
50 ABLE Studies 11 0 11 222
Administration (Admin. & Accountant) 366 0 366
INDONESIA
Long-Term T.A. (Dir/TIS Mgr + 2 Locals) 1,734 0 1,959 3,693
Short—Term T.A. (356 p/m): Support Costs! 2,166 oj 0 2,166
Short-Term T.A.: Vol. Exec. (356 p/m) 0 0 4,434 4,434
Administration (Office, Secretary, Drivers) 1,213 0 0 1,213
Other 0 0 60 60
Intemal Audit 50 0 0 50
Sub Total 6,029 0 6,564 12,593
3. INDONESIA-AMERICAN
BUSINESS CENTER ({IABC)
Personnel 1,000 346 736 2,082
Center Renovation 280 0 0 280
Center Operation 1,395 0 0 1,395
G&Aof13% 350 0 0 350
Fee of 7.5% 230 0 0 230
Internal Audit 45 0 0 45
Sub Total 3,300 346 736 4,382
4._PROJECT - LEVEL ADMINISTRATION
Evaluations (2) 200 20 0 220
Audit (provisional) 50 0 0 50
Sub Total 250 20 0 270
5. CONTINGENCY
4.7% 684 0 0 684
Sub Total 684 0 0 684
TOTAL_PROJECT I 15,000 1,900 7,300] 24,200




TIP FUNDING PROJECTIONS BY FY

TIP Project 497—-0363

($000)

ANNEX G.3

FYa3 FY94 I FYg5 I FYse ] FYs7 FYg8 TOTAL GRAN
|__PROJECT COMPONENT | Grant | GOl IPrivate | Grant | GOI Private | Grant | GOI_[Private || Grant _GOI_[Private | Grant | GOI_[Private | Grant | GOI Private [ Grant | GO!_[Private | TOTAL
TRADE IMPLEMENTATION
AND POLICY PROGRAM of 172 of 1,000 341 0 1,400] 341 o 1,500 340 o| 837 340 0 0 ] 0j 4.737| 1,534 o] s27
(TiPP)
MULTIPLE BUSINESS
SERVICES PROGRAM 500 0| 657§ 1,200 ol 1,312 1,100 o] 1.313] 1,100 o 1,312 1,100 0| 1,313} 1,029 o| 657| 6,029 0 6,564] 12,5593
(MBSP)
INDONESIA~AMERICAN
BUSINESS CENTER 850 3s 74f 1,000 69| 147 950 69 147{ 300 69 147] 200 69| 147 0 35 74ff 3300 346| 736] 4,382
{IABC)
OTHER 50 0 of 300 10 0| 200 0 o] 200 0 of 113 10 0 7 0 of 934 20 ] 954
TOTAL 1,400] 207] 731} 3,500] 420] 1,459 3,650 410] 1.460] 3,100] 409 1,459) 2,250] 419] 1,460][ 1,100 35] _ 731](15,000] 1,900[ 7,300] 24,200

Note: Goi and Private figures have been adjusted to reflect the ditferences between fiscal years (GOIFY = April 1 — March 30).
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PROCUREMENT SENSITIVE

MATERIAL

TIP Project 497-0363

ANNEX G.4

GOl FUNDING (CASH AND IN-KIND): BY COMPONENT

($000)
GOl Funding
COMPONENT Cash In—-Kind Total
1. TRADE IMPLEMENTATION
AND POLICY PROGRAM __(TIPP)
MOT Mgt. Support/Commodities 280 678 958
Study Group/Workshops 12 281 293
YP Prog./Core Group/Inter. Negotiation Trg. 1 282 283
Sub-Total 293 1,241 1,534
2. MULTIPLE BUSINESS
SERVICES PROGRAM (MBSP)
HOME OFFICE
Magt. (Exec. Dir.) 0 0 0
50 ABLE Studies 0 0 0
Administration (Admin. & Accountant) 0 0 0
INDONESIA
Long—Term T.A. (Dir. + Locals) 0 0 0
Short—Term T.A. (356 p/m): Support Costs 0 0 0
Short—Term T.A.: Vol. Exec. (356 p/m):
24 Business Ass’n. Advisory Projects 0 0 0
20 Sector Surveys 0 0 0
24 Small Med.Enterp. Projects from Survey 0 0 0
50 Small Med.Enterp. Proj. Outside Survey 0 0 0
24 Large Firm Projects from Survey 0 0 0
50 Large Firm Proj. Outside Survey 0 0 0
Administration (Office, Secretary, Drivers) 0 0 0
Other 0 0 0
Sub-Total 0 0 0
3. INDONESIA—AMERICAN
BUSINESS CENTER (IABC)
Personnel 0 346 346
Business Center + Operations 0 0 0
Fee 7.5% 0 0 0
Sub-—Total 0 346 346
4. PROJECT-LEVEL ADMINISTRATION
Evaluations 0 20 20
Sub—Total 0 20 20
GOl TOTAL I 293 ] 1,607 | 1,900]




TIP Project 4970363

ANNEX G5

PROCUREMENT SENSITI

PRIVATE FUNDING BY COMPONENT
o500, MATERIAL
Private Funding
COMPONENT U.S. Indonesia :
Cash In-Kind [{Sub-Total Cash in-Kind _(Sub-Total | TOTAL
1. TRADE IMPLEMENTATION _
AND POLICY PROGRAM (TIPP) :
MOT Mgt. Support/Commodities 0 0 0 0 0 0 0]
Study Group/Workshops 0 0 0 0 0 0 0.
YP Prog./Core Group/Inter. Negotiation Trg, 0 c 0 0 0 0 0,
:i
Sub—Total 0 0 0 n 0 0 0:
2. MULTIPLE BUSINESS ;
SERVICE PROGRAM (MBSP) '
HOME OFFICE !
Mgt. (Exec. Dir) 0 0 0 0 ]
50 ABLE Studies 0 0 0 111 0 111 11
Administration {Admin. & Accountant) 0 0 0 0 0 !
i
INDONESIA i
Long-Term T.A. (Dir. + Locals) 0 0 0 0 0 0 0
Short—Term T.A. (356 p/m): Support Costs 0 0 0 1,959 0 1,959 1,959 !
Short—-Term T.A.: Vol. Exec. {356 p/m): .
24 Business Ass'n. Advisory Projects 0 254 254 0 0 0 254 l
20 Sector Surveys 0 508 508 0 0 0 508
24 Small Med .Enterp. Projects from Survey 0 566 566 0 0 0 566
50 Small Med.Enterp. Proj. Outside Survey 0 1,270 1,270 0 0 0 1,270,
24 Large Firm Projects from Survey 0 566 566 0 0 0 566
50 Large Firm Proj. Outside Survey 0 1,270 1,270 0 0 0 1,270 u
Administration (Office, Secretary, Drivers) 0 0 0 0 0 0 0.|
Other - 0 0 0 0 60 60 60 !
i
Sub-Total 0 4,434 4,434 2,070 60 2,130 6,564 i
3. INDONESIA-AMERICAN
BUSINESS CENTER _(IABC) s
Personnel 500 0 500 236 0 236 736"
Business Center + Operations 0 0 0 0 0 0 0
Fee 7.5% 0 0 0 0 0 0 ]
Sub-Total 500 0 500 236 0 236 736
4. PROJCCT—LEVEL ADMINISTRATION |
| Evaluations 0 0 0 0 0 0 o
{1
iL- Sub-Total 0 0 0 0 0 0 0.
[ -
I—_P—‘RIVA'TE'TOTAL i 500] 4434 4934 2,306 60 2366 7,300

Note: There are significant contributions made by the Indonesian and U.S. private sectors.
This tabls clarifies the apportionment of these contributions between in—kind and cash.
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ANNEX

H.

TIP PROJECT PROCUREMENT PLAN

Identification of Requirements

Action

Services
or
Commodities

Quantity
or
PMs

Source
and
Origin

Nationality

Estimated
Cost
($000s)

Grant
or
Contracting
Mode

Selection
Procedure

Grany
Contract
Term
{Months}

Estimated
Completion
Date

Authorized
Agent

TRADE IMPLEMENTATION AND
POLICY PROGRAM (TIPP)
[NATHANS CONTRACT EXT .}
Economic Policy Advisors (LT)
Economic Policy Advisors (ST)
OHice Operations: Indonesia & U.S.
Travel

Home Office, Overhead, Fee
Internal Audit

114
56

USA

USA

4,700

Institutional

Contract

F&O

24 months

renewable

up 1o total
of 60

Dec—-98

USAID/CM

MULTIPLE BUSINESS SERVICES
PROGRAM with IESC

Program Director (LT)
Support for Volunteer Executives
Market Research Studies (ABLE)
Home Office Support
Travel
minivan (1)
Local Operations and Administration
Internal Audit

60
356

USA

USA

6,000

Cocperative
Agreement

Unsolicited
Grant
proposal

60

May-98

USAID/CM

INDONES!A-AMERICAN BUSINESS
CENTER

Centar Director {LT)

Office Manager (Local)

Design/Start—Up Specialist (ST)

Center Promotion

Space Renlal (sq meters)

Office Operations

minivan (1)

Refurbishing of Rental Space

Furnishings & Equipment

G& A, Fee

Internal Audit

36

750

USA

USA

2,800

Institutionai

Contract

Set—-Aside

36 months

renewable

up to total
of 42

Jun—-96

USAID/CM

Intarim Evaluation (ST)

USA

USA

Minority
1Qc

[{e]*]

1 month

Sep-95

AIDW

INDONESIA—~-AMERICAN BUSINESS
CENTER (FOLLOW-0ON)

Office Manager (Local)

Canter Promotion

Space Rental (sq maeters)

Office Operations

G& A Fee

Internal Audit

24

750

USA

USA

500

Institutional

Contract

F&O

or

Set-Aside

24 months

Jun-98

USAID/CM

Final Evaluation (ST)

USA

USA

100

Minority
Qc

iQc

1 month

Jun-97

AID/W

TVIHILVIN
JAILISN3S LNINIHNI0Yd



ANNEX H. TIP PROJECT PROCUREMENT PLAN

Scheduling of Procurement

Services Quantity RFP/RFA Contractor/
Action or or Sow PIO/T cBO RFP/AFA Closing Technical BAFOs Negotiation Award Grantee
Commodities PMs Issued | Released Date Evaluation Mobilization

1

TRADE IMPLEMENTATION AND
POLICY PROGPAM (TIPP)

1 |INATHANS CONTRACT EXT.] Done
Economic Policy Advisors (LT) 114 Donae Done Done Done Done Done Done Done Jan-93 Feb-93
Economic Policy Advisors (ST) 56
Oflica Operations: Indonesia & U.S.

Travel

Home OHice, Overhead, Fee
Internal Audit

MULTIPLE BUSINESS SERVICES

PROGRAM with IESC Mar-93 Apr-93 N/A N/A N/A N/A N/A Apr—93 Jun-93 Jun~-93
Program Director (LT) 60
Support for Volunteer Executives 356
2 Market Research Studies (ABLE) 50

Home Office Support

minivan (1)

Travel

Local Operations and Administration
internal Audit

INDONESIA-AMERICAN BUSINESS

CENTER Feb-93 Mar—93 Mar-93 N/A N/A Apr—93 Apr—93f May-93 May-93 Jun-93
Center Director (LT) 36
Oifice Manager (Local) 36
Design/Start— Up Specialist (ST) 4
3 Center Promotion
Space Rental (sq. meters) 750

Office Operations

minivan (1}
Relurbishing of Rental Space
Fumishings & Equipment
G& A, Fee
Internal Audit

Already
4 Interim Evaluation (ST) 4 Jun-95 Jul-95 N/A N/A N/A N/A N/A N/A Awarded Sep -95
INDONESIA—- AMERICAN BUSINESS
CENTER (FOLLOW~ON) Oct-95 Oct-95 Nov-95 Dec-95 Jan-96 Feb-96 Mar-—-96 Apr—96 Jun-96 Jul-96
Office Manager (Local) 24
Center Promotion
5 Space Renta! (sq. meters) 750
OHice Operations
G& A, Fee
Internal Audit
Already
6 Final Evaluation (ST) 4 Mar—97 Apr-97 N/A N/A N/A N/A N/A N/A Awarded Jun-97

THEMVIRC 4
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(A) .
®)

©
(D)
()

®)

(G)

(H)

@

J)

(K)

INITIAL ENVIRONMENTAL EXAMINATION

PROJECT COUNTRY: INDONESIA -

 ACTIVILY: Trads and Tavésiment Proiect (497-0363)

FUNDING ' $15. 7 midior

PERIOD OF FUNDING  : FY 1993 - FY 1998

STATEMENT PREPARED BY | Gary Bricker, PPS N .-
USAID/Indonesia

ENVIRONMENTAL ACTION RECOMMENDED: Categorical Exclusion under
A.LD, Regulation 16, Section
216.2 (&) ) ()

ACTION REQUESTED BY: : Gerald Barth, P
. USAID/Indonesiat
LEGAL ADVISOR CLEARANCE: Paul W RLA
USATD/Indonesia
ENVIRONMENTAL OFRICER CLEARANCE: Grahem Kerr, AER, )
- ' USALD/Indonesm '

DECIS[ON OF USAID/INDONESIA DI

APPROVED:
DISAPPROVED:;
DATE: T hua 231713

DECISION OF ASIA ENVIRONMENTAL OFFICER: | Moily Kux, ASIA/TR
APPROVED: | '4\ 'bﬂ | AQWD (&/TK
DISAPPROVED:

DATE: . \E b, =2, 45 -

‘REFERENCE:!




EXAMINATION OF THE NATURE, SCOPE, AND MAGNITUDE OF THE
ENVIRONMENTAL IMPACT

A. DESCRIPTION OF THE PROGRAM:

The Trade and Investment Project (497-0363) authorizes up to $15.0 miilion in grant funding for
a five and a half year life-of-project.

TIP intends to broaden and increase private trade and investment in Indonesia. The purpose of
the project is to improve the trade policy environment and access to business services conducive
to increased trade and investment. The prO_]CC[ balances the need to strengthen both the public
and private sectors’ abilities to contribute to improving the trade regime through its three
components:

1. The Trade implementation and Policy Program (TIPP) component provides direct support to
the GOI Ministry of Trade (MOT) to enhance its staff capabilities to analyze and develop market-
oriented policies and practices. Contracted technical assistance services will support the MOT's
efforts to upgrade its analytical skills and to strengthen its role as chief proponent of open market
trade policies. The technical assistance contract for TIPP advisory services has already been
awarded under USAID/Indonesia’s Agriculture, Rural Sector Support Program (ARSSP). The
TIP project will further fund the contract.

2. A Multiple Business Services program (MBSP) will be implemented under a Cooperative
Grant Agreement with the International Executive Service Corps (IESC) to prov1de four types of
services to local business: (1) business association strengthening, (2) trade and nvestment
advisory services, (3) market and technology information research, and (4) direct technical
assistance to private enterprises. The MBSP component will finance market surveys in areas of
mutual trade interest among which pollution control technologies and processes are apt to figure
prominently. Most of the MBSP advice will be provided by volunteer executives.

3. An Indonesia-American Business Center (IABC) will be established under the management of
an 8-A contract to provide business support and information services to representatives of both
Indonesian and American companies. The IABC will also have the United States & Foreign
Commercial Services as a tenant and, potentially, a USA-AEP representative. The IABC will
improve U.S. and Indonesian trade and investment and partnership opportunities. The Center
will provide business representatives with information on environmental business opportunities.
The Center will offer business logisitics and promotion services such as sponsorship of trade
fairs, translation services, temporary offices, and secretarial help.

The overall impact of the TIP project on the environment is likely to be slight and essentially
indirect. For example, advice provided by IESC to local companies may sway them to make
investments which could impact the environment. The IESC cooperative agreement will
underscore the need for business advice to take a comprehensive view of investment and



trade decisions to include environmental considerations. USAID will advise IESC volunteers to
encourage local firms to comply with existing environmental regulations. In fact, as the GOI
continues to encourage local businesses to comply with environmental standards, the MBSP will

no doubt include numerous opportunities for private U.S. volunteer executives to work directly
with private Indonesian entrepreneurs seeking U.S. advice and technology. In this way, the
indirect impacts on the environment should be favorable. Similarly, IABC services may bring
together prospective business partners whose subsequent investments may impact the
environment. Provision of up-to-date environmental regulations to prospective investors will be
one of the many information services provided to clients. As such, the Center is expected to help
identify new technologies to help businesses comply with Indonesia’s environmental codes.

B. RECOMMENDED ENVIRONMENTAL ACTION:

The activities to be funded by this grant consist in their entirety of technical assistance and
therefore, in accordance with A.I1.D. Regulation 16, Section 216.2 (c) (2) (1), are categorically
excluded from further environmental review. No further environmental action is recommended.

e
L
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:
ANNEX J. STATUTORY CHECKLIST
5C(1) - COUNTRY CHECKLIST

Listed below are statutory criteria applicable to the eligibility
of countries to receive the following categories of assistance:
(A) both Development Assistance and Economic
Support-Funds; (B) Development Assistance funds only; or
(C) Economic Support Funds only.

A. COUNTRY ELIGIBILITY CRITERIA APPLICABLE
TO BOTH DEVELOPMENT ASSISTANCE AND
ECONOMIC SUPPORT FUND ASSISTANCE

1. Narcotics Certification

(FAA Sec.490): (This provision applies o assistance
provided by grant, sale, loan, lease, credit, guaranty,
Or insurance, except assistance relating to international
narcotics control, disaster and refugee relief
assistance, narcotics related assistance, or the
provision of food (including the monetization of food)
or medicine, and the provision of non-agricultural
commodities under P.L. 480. This provision also
does not apply to assistance for child survival and
AIDS programs which can, under section 542 of the
FY 1993 Appropriations Act, be made available
notwithstanding any provision of law that restricts
assistance to foreign countries.) If the recipient is a
"major illicit drug producing country” (defined as a
country producing during a fiscal year at lest five
metric tons of opium or 500 metric tons of cocoa or
marijuana) or a "major drug-transit country" (defined
as a country that is a sigrificant direct source of illicit
drugs significantly affecting the United States, through
which such drugs are transported, or through which
significant sums of drug-related profits are laundered
with the knowledge or complicity of the government):

(1) has the President in the April 1
International Narcotics Control Strategy Reports
(INSCR) determined and certified to the Congress
(without Congressional enactment, within 45 calendar
days, of a resolution disapproving such a
certification), that (a) during the previous year the

C-1



country has cooperated fully with the United States or

taken adequate steps on its own to satisfy the goals

and objectives established by the U.N. Convention

Against Illicit Traffic in Narcotics Drugs and

Psychotropic Substances, or that (b) the vital national
interests of the United States require the provision of

such assistance? Yes

(2) with regard to a major illicit drug
producing or drug-transit country for which the
President has not certified on April 1, has the
President determined and certified to Congress on any
other date (with enactment by Congress of a resolution
approving such certification) that the vital national
interests of the United States require the provision of
assistance, and has also certified that (a) the country
has undergone a fundamental change in government,
or (b) there has been a fundamental change in the
conditions that were the reason why the President had
not made a "fully cooperating" certification. N/A

2. Indebtedness to U.S. Citizens (FAA Sec.
620(c): If assistance is to a government, is the
government indebted to any U.S. citizen for goods or
services furnished or ordered where: (a) such citizen
has exhausted available legal remedies, (b) the debt is
not denied or contested by such government, or (c) the
indebtedness arises under an unconditional guaranty of
payment given by such government or controlled
entity? No

3. Seizure of U.S. Property (FAA Sec.
620(e)(1)): If assistance is to a government, has it
(including any government agencies or subdivisions)
taken any action which has the effect of nationalizing,
expropriating, or otherwise seizing ownership or
control of property of U.S. citizens or entities
beneficially owned by them without taking steps to
discharge its obligations toward such citizens or
entities? No

4. Communist countries (FAA Secs. 620(a),
620(f), 620D; FY 1993 Appropriations Act Secs. 512,
543): Is recipient country a Communist country? If
s0, has the President: (a) determined that assistance to
the country is vital to the security of the United
States, that the recipient couniry is not controlled by

C-2



the international Communist conspiracy, and that such
assistance will further promote the independence of
the recipient country from international communism,
or (b) removed a country from applicable restrictions
on assistance to communist countries upon a
determination and report to Congress that such action
1s important to the national interest of the United
States? Will assistance be provided either directly or
indirectly to Angola, Cambodia, Cuba, Irag, Libya,
Vietnam, Iran or Syria? Will assistance be provided
to Afghanistan without a certification, or will
assistance be provided inside Afghanistan through the
Soviet-controlled government of Afghanistan?

5. Mob Action (FAA Sec.
620(j)): Has the country permitted, or failed to take
adequate measures to prevent, damage or destruction
by mob action of U.S. property?

6. OPIC Investment Guaranty (FAA Sec.
620(1)): Has the country failed to enter into an
investment guaranty agreement with OPIC?

7. Seizure of U.S. Fishing Vessels (FAA Sec.
620(0); Fishermen’s Protective Act of 1967 (as
amended) Sec. 5): (a) Has the country seized, or
imposed any penalty or sanction against, any U.S.
fishing vessel because of fishing activities in
international waters? (b) If so, has any deduction
required by the Fishermen's Protective Act been
made?

8. Loan Default (FAA Sec. 620(q);
FY 1993 Appropriations Act Sec. 518 (Brooke
Amendment)): (a) Has the government of the recipient
country been in default for more than six months on
interest or principal of any loan to the country under
the FAA? (b) Has the country been in default for
more than one year on interest or principal on any
U.S. loan under a program for which the FY 1990
Appropriations Act appropriates funds?

9. Military Equipment (FAA Sec. 620(s)): If
contemplated assistance is development loan or to
come from Economic Support Fund, has the
Administrator taken into account the percentage of the
country’s budget and amount of the country's foreign

C-3
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exchange or other resources spent on military
equipment?

(Reference may be made to the annual "Taking Into
Consideration” memo: "Yes, taken into account by
the Administrator at time of approval of Agency
OYB." This approval by the Administrator of the
Operational Year Budget can be the basis for an
affirmative answer during the fiscal year unless
significant changes in circumstances occur.)

10. Diplomatic Reiations vzith U.S. (FAA
Sec. 620(t)); Has the country severed diplomatic
relations with the United States? If so, have relations
been resumed and have new bilateral assistance
agreements been negotiated and entered into since
such resumption?

I1. U.N. Obligations (FAA Sec. 620(u)):
What is the payment status of the country’s U.N.
obligations? If the country is in arrears, were such
arrearages taken into account by the A.I.D.
Administrator in determining the current A.I.D.
Operational Year Budget? (Reference may be made to
the "Taking into Consideration" memo.)

12. International Terrorism

" a. Sanctuary and support (FY 1993
Appropriations Act Sec. 554; FAA Sec. 620A); Has
the country been determined by the President to: (a)
grant sanctuary from prosecution to any individual or
group which has committed an act of international
terrorism, or (b) otherwise support international
terrorism, unless the President has waived this
restriction on grounds of national security or for
humanitarian reasons?

b. Airport Security (ISDCA of 1985 Sec.
552(b). Has the Secretary of State determined that the
country is a high terrorist threat country after the
Secretary of Transportation has determined, pursuant
to Section 1115(e)(2) of the Federal Aviation Act of
1958, that an airport in the country does not maintain
and administer effective security measures?

N/A

-No

Indonesia is current
on payment of its
UN obligations

No

No



13. Discrimination (FAA Sec. 666(b)): Does
the country object, on the basis of race, religion,
national origin or sex, to the piesence of any officer
or employee of tne U.S. who is present in such
country to carry out economic development programs
under the FAA?

14. Nuclear Technology (FAA Secs. 669,
670): Has the country, after August 3, 1977,
delivered to any other country or received nuclear
enrichment or reprocessing equipment, materials, or
technology, without specified arrangements or
safeguards, and without special certification by the
President? Has it transferred a nuclear explosive
device to a non-nuclear weapon state, or if such a
state, either received or detonated a nuclear explosive
device? If the country is a non-nuclear weapon state,
has it, on or after Aujust 8, 1985, exported (or
attempted to export) illegally from the United States
any material, equipment, or technology which would
contribute significantly to the ability of a country to
manufacture a nuclear explosive device? (FAA Sec.
620E permits a special waiver of Sec. 669 for
Pakistan.) '

15. Algiers Meeting (ISDCA of 1981, Sec.
720): Was the country represented at the Meeting of
Ministers of Foreign Affairs and Heads of Delegations
of the Non-Aligned Countries to the 36th General
Assembly of the U.N. on Sept. 25 and 28, 1981, and
did it fail to disassociate itself from the communique
issued? If so, has the President taken it into account?
(Reference may be made to the "Taking into
Consideration" memo.)

16. Military Coup (FY 1993 Appropriations
Act Sec. 513): ‘Has the duly elected Head of
Government of the country been deposed by military
coup or decree? If assistance has been terminated, has
the President notified Congress that a democratically
elected government has taken office prior to
resumption of assistance?

C-5
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Yes, Indonesia
entered written
reservations
following the
meeting. This was
taken into account

when the FY93 OYB

was approved by the
Acting Adminis-
trator. See Taking
into Consideration
Memo, dated
11/19/92.

No



17. Refugee Cooperation (FY 1993
Appropriations Act Sec. 538): Does the recipient
country fully cooperate with the international refugee
assistance organizations, the United States, and other
governments in facilitating lasting solutions to
refugee situations, including resettlement without
respect to race, sex, religion, or national origin?

18. Exploitation of Children (FAA Sec.
116(b)): Does the recipient government fail to take
appropriate and adequate measures, within its means,
to protect children from exploitation, abuse or forced
conscription into military or paramilitary services?

COUNTRY ELIGIBILITY CRITERIA
APPLICABLE ONLY TO DEVELOPMENT
ASSISTANCE ("DA")

I. Human Rights Violations (FAA Sec.
116): Has the Department of State determined that
this government has engaged in a consistent pattern
of gross violations of internationally recognized
human nights? If so, can it be demonstrated that
contemplated assistance will directly benefit the
needy?

2. Abortions (FY 1993 Appropriations Act
Sec. 534): Has the President certified that use of
DA funds by this country would violate any of the
prohibitions against use of funds to pay for the
performance of abortions as a method of family
planning, to motivate or coerce any person to
practice abortions, to pay for the performance of
involuntary sterilization as a method of family

planning, to coerce or provide any financial incentive

to any person to undergo sterilizations, to pay for

any biomedical research which relates, in whole or in
part, to methods of, or the performance of, abortions

or involuntary sterilization as a means of family
planning?

Yes

No

No. Human rights
concerns relating to
Indonesia were
considered when the
FY93 OYB was
approved by the
Acting
Administrator. See
Taking Into
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i
C. COUNTRY ELIGIBILITY CRITERIA
APPLICABLE ONLY TO ECONOMIC SUPPORT
FUNDS ("ESF")

Human Rights Violations (FAA Sec. 502B):
Has it been determined that the country has engaged
in a consistent pattern of gross violations of
internationally recognized human rights: If so, has
the President found that the country made such
significant improvement in its human rights record
that furnishing such assistance is in the U.S. national
interest?

5C(2) - ASSISTANCE CHECKLIST

Listed below are statutory criteria applicable to the
assistance resources themselves, rather than to the eligibility
of a country to receive assistance. This section is divided
into three parts. Part A includes criteria applicable to both
Development Assistance and Economic Support Fund
resources. Part B includes criteria applicable only to
Development Assistance resources. Part C includes criteria
applicable only to Economic Support Funds.

CROSS REFERENCE: IS COUNTRY CHECKLIST UP TO
DATE?

A. CRITERIA APPLICABLE TO BOTH
DEVELOPMENT ASSISTANCE AND ECONOMIC
SUPPORT FUNDS

1. Host Country Development Efforts (FAA
Sec. 601(a)): Information and conclusions on
whether assistance will encourage efforts of the
country to: (a) increase the flow of international
trade; (b) foster private initiative and competition; (c)
encourage development and use of cooperatives,
credit unions, and savings and loan associations; (d)
discourage monopolistic practices; (e) improve
technical efficiency of industry, agriculture, and
commerce; and (f) strengthen free labor unions.

2. U.S. Private Trade and Investment
(FAA Sec. 601(b)): Information and conclusions on
how assistance will encourage U.S. private trade and
investment abroad and encourage private U.S.
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participation in foreign assistance programs
(including use of private trade channels and the
services of U.S. private enterprise).

3. Congressional Notification

a. General requirement (FY 1993
Appropriations Act Sec. 522; FAA Sec. 634A): If
money is to be obligated for an activity not
previously justified to Congress, or for an amount in
excess of amount previously justified to Congress,
has Congress been properly notified (unless the
Appropriations Act notification requirement has been
waived because of substantial risk to human health
welfare)?

b. Notice of new account obligation (FY
1993 Appropriations Act Sec. 514): If funds are
being obligated under an appropriation account to
which they were not appropriated, has the President
consulted with and provided a written Justification to
the House and Senate Appropriations Committees and
has such obligation been subject to regular
notification procedures?

c. Cash transfers and Non-project Sector
Assistance (FY 1993 Appropriations Act Sec.
571(b)(3)): If funds are to be made available in the
form of cash transfer or non-project sector
assistance, has the Congressional notice included a
detailed description of how the funds will be used,
with a discussion of U.S. interests to be served and a
description of any economic policy reforms to be
promoted?

d. Special Notification
Requirement (FY 1993 Appropriations Act,
Sec. 540): Has the special notification to Congress
been made as required for all Indonesia programs,
projects and activities for FY93?

IESC, a U.S. private
volunteer
organization, will
participate in
providing U.S.
technical assistance.

CN will be submitted
after A.I.D./W
review and comment
on Project Paper.

N/A

N/A

Special Notification
to Congress will be
made after A.I.D./W
review and comment
on Project Paper.
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4. kEngineering and Financial Plans (FAA
Sec. 611(a)): Prior to an obligation in excess of
$500,000, will there be: (a) engineering, financial or  N/A
other plans necessary to carry out the assistance; and
(b) a reasonably firm estimate of the cost to the U.S.
of the assistance?

5. Legislative Action (FAA Sec. 611(a)(2)):
If legislative action is renuired within recipient
country with respect to an obligation in excess of
$500,000, what is the basis for a reasonable
expectation that such action will be completed in time
to permit orderly accomplishment of the purpose of

the assistance?
N/A

6. Water Resources (FAA Sec. 611(b); FY
1993 Appropriations Act Sec. 501): If project is for
water or water-related land resource construction,
have benefits and costs been computed to the extent
practicable in accordance with the principles,
standards, and procedures established pursuant to the
Water Resources Planning Act (42 U.S.C. 1962, et
seq.)? (See A.1.D. Handbook 3 for guidelines.) N/A

7. Cash Transfer and Sector Assistance (FY
1993 Appropriations Act Sec. 571(b)): Will cash
transfer or non-project sector assistance be
maintained in a separate account and not commingled
with other funds (unless such requirements are
waived by Congressional notice for non-project
sector assistance)? N/A

8. Capital Assistance (FAA Sec. 611(e)): If
project is capital assistance (e.q., construction), and
total U.S. assistance for it will exceed $! million,
has Mission Director certified and Regional Assistant
Administrator taken into consideration the country’s
capability to maintain and utilize the project
effectively? N/A

9. Multiple Country Objectives (FAA Sec. The project will
601(a)): Information and conclusions on whether encourage Indonesia
projects will encourage efforts of the country to: (a) in the first five areas
increase the flow of international trade; (b) foster mentioned.
private initiative and competition; (c) encourage
development and use of cooperatives, credit unions,
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and savings and loan associations; (d) discourage
monopolistic practices; (e) improve technical
efficiency of industry, agriculture and commerce; and
(f) strengthen free labor unions.

10. U.S. Private Trade (FAA Sec. 601(b)):
Information and conclusions on how project will
encourage U.S. private trade and investment abroad
and encourage private U.S. participation in foreign
assistance programs (including use of private trade
channels and the services of U.S. private enterprise).

11. Local Currencies

a. Recipient Contributions (FAA Secs.
612(b), 636(h)): Describe steps taken to assure that,
to the maximum extent possible, the country is
contributing local currencies to meet the cost of
contractual and other services, and foreign currencies
owned by the U.S. are utilized in lieu of dollars.

b. U.S.-Owned Currency (FAA Sec.
612(d)): Does the U.S. own excess foreign currency
of the country and, if so, what arrangements have
been made for its release?

c. Separate Account (FY 1993
Appropriations Act Sec. 571). If assistance is
furnished to a foreign government under
arrangements which result in the generation of local
currencies:

(1) Has A.I.D. (a) required that local
currencies be deposited in a separate account
established by the recipient government, (b) entered
into an agreement with that government providing the
amount of local currencies to be generated and the
terms and conditions under which the currencies so
deposited may be utilized, and (c) established by
agreement the responsibilities of A.I.D. and that
government to monitor and account for deposits into
and disbursements from the separate account?
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(2) Will such local currencies, or an
equivalent amount of local currencies, be used only
to carry out the purposes of the DA or ESF chapters
of the FAA (depending on which chapter is the
source of the assistance) or for the administrative
requirements of the United States Government?

(3) Has A.L.D. taken all appropriate steps to
ensure that the equivalent of local currencies
disbursed from the separate account are used for the
agreed purposes?

(4) If assistance is terminated to a country,
will any unencumbered balances of funds remaining
in a separate account be disposed of for purposes
agreed to by the recipient government and the United
States Government?

12. Trade Restrictions

a. Surplus Commodities (FY 1993
Appropriations Act Sec. 520(a)): If assistance is for
the production of any commodity for export, is the
commodity likely to be in surplus on world markets
at the time the resulting productive capacity becomes
operative, and is such assistance likely to cause
substantial injury to U.S. producers of the same,
similar-or competing commodity?

b. Textiles (Lautenberg Amendment) (FY
1993 Appropriations Act Sec. 520(c)): Will the
assistance (except for programs in Caribbean Basin
Initiative countries under U.S. Tariff Schedule
"Section 807," which allows reduced tariffs on
articles assembled abroad from U.S.-made
components) be used directly to procure feasibility
studies, pre-feasibility studies, or project profiles of
potential investment in, or to assist the establishment
of facilities specifically designed for, the manufacture
for export to the United States or to third country
markets in direct competition with U.S. exports, of
textiles, apparel, footwear, handbags, flat goods
(such as wallets or coin purses worn on the person),
work gloves or leather wearing apparel?
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13. Tropical Forests (FY 1991
Appropriations Act Sec. 533(c) (3) (as referenced in
section 532(d) of the FY 1993 Appropriations Act):
Will funds be used for any program, project or
activity which would (a) result in any significant loss
of tropical forests, or (b) involve industrial timber
extraction in primary tropical forest areas?

14. PVO Assistance

a. Auditing and registration (FY 1993
Appropriations Act Sec. 536): If assistance is being
made available to a PVO, has that organization
provided upon timely request any document, file, or
record necessary to the auditing requirements of
A.LLD., and is the PVO registered with A.1.D.?

b. Funding sources (FY 1993
Appropriations Act, Title II, under heading "Private
and Voluntary Organizations"): If assistance is to be
made to a United States PVO (other than a
cooperative development organization), does it obtain
at least 20 percent of its total annual funding for
international activities from sources other than the
United States Government?

15. Project Agreement Documentation
(State Authorization Sec. 139 (as interpreted by
conference report)): Has confirmation of the date of
signing of the project agreement, including the
amount involved, been cabled to State L/T and
A.LD. LEG within 60 days of the agreement’s entry
into force with respect to the United States, and has
the full text of the agreement been pouched to those
same offices? (See Handbook 3, Appendix 6G for
agreements covered by this provision).

16. Metric System (Omnibus Trade and
Competitiveness Act of 1988 Sec. 5164, as
interpreted by conference report, amending Metric
Conversion Act of 1975 Sec. 2, and as implemented
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through A.LI.D. policy): Does the assistance activity
use the metric system of measurement in its
procurements, grants, and other business-related
activities, except to the extent that such use is
impractical or is likely to cause significant
inefficiencies or loss of markets to United States
firms? Are bulk purchases usually to be made in
metric, and are components, subassemblies, and
semi-fabricated materials to be specified in metric
units when economically available and technically
adequate? Will A.L.D. specifications use metric units
of measure from the earliest programmatic stages,
and from the earliest documentation of the assistance
processes (for example, project papers) involving
quantifiable measurements (length, area, volume,
capacity, mass and weight), through the
implementation stage?

17. Women in Development (FY 1993
Appropriations Act, Title II, under heading "Women
in Development"): Will assistance be designed so
that the percentage of women participants will be
demonstrably increased? ' Yes

I8. Regional and Multilateral Assistance
(FAA Sec. 209): Is assistance more efficiently and
effectively provided through regional or multilateral
organizations? If so, why is assistance not so
provided? Information and conclusions on whether
assistance will encourage developing countries to
cooperate in regional development programs. No

19. Abortions (FY 1993 Appropriations Act,
Title II, under heading "Population, DA," and Sec.
524):

a. Will assistance be made available to any
organization or program which, as determined by the
President, supports or participates in the management
of a program of coercive abortion or involuntary
sterilization? No

b. Will any funds be used to lobby for
abortion? No

C-13



20. Cooperatives (FAA Sec. 111): Will
assistance help develop cooperatives, especially by
technical assistance, to assist rural and urban poor to
help themselves toward a better life?

21. U.S.-Owned Foreign Currencies

a. Use of Currencies (FAA Secs. 612(b),
636(h); FY 1993 Appropriations Act Secs. 507,
509): Are steps being taken to assure that, to the
maximum extent possible, foreign currencies owned
by the U.S. are utilized in lieu of dollars to meet the
cost of contractual and other services.

b. Release of Currencies (FAA Sec.
612(d)): Does the U.S. own excess foreign currency
of the country and, if so, what arrangements have
been made for its release?

22. Procurement

a. Small Business (FAA Sec. 602(a)): Are
there arrangements to permit U.S. small business to
participate equitably in the furnishing of commodities
and services financed?

b. U.S. Procurement (FAA Sec. 604(a) as
amended by section 597 of the FY 1993
Appropriations Act): Will all procurement be from
the U.S., the recipient country, or developing
countries except as otherwise determined in
accordance with the criteria of this section?

c. Marine Insurance (FAA Sec. 604(d)): If
the cooperating country discriminates against marine
insurance companies authorized to do business in the
U.S., will commodities be insured in the United
States against marine risk with such a company?
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d. Non-U.S. Agricultural Procurement
(FAA Sec. 604(e)): If non-U.S. procurement of
agricultural commodity or product thereof is to be
financed, is there provision against such procurement
when the domestic price of such commodity is less
than parity? (Exception where commodity financed
could not reasonably be procured in U.S.)

e. Construction or Engineering Services
(FAA Sec. 604(g)): Will construction or engineering
services be procured from firms of advanced
developing countries which are otherwise eligible
under Code 941 and which have attained a
competitive capability in international markets in one
of these areas? (Exception for those countries which
receive direct economic assistance under the FAA
and permit United States firms to compete for
construction or engineering services financed from
assistance programs of these countries.)

f. Cargo preference shipping (FAA
Sec.603)): Is the shipping excluded from compliance
with the requirement in section 901(b) of the
Merchant Marine Act of 1936, as amended, that at
least 50 percent of the gross tonnage of commodities
(computed separately for dry bulk carriers, dry cargo
liners, and tankers) financed shall be transported on
privately owned U.S. flag commercial vessels to the
extent such vessels are available at fair and
reasonable rates?

g. Technical assistance
(FAA Sec. 621(a)): If technical assistance is
financed, will such assistance be furnished by private
enterprise on a contract basis to the fullest extent
practicable? Will the facilities and resources of other
Federal agencies be utilized, when they are
particularly suitable, not competitive with private
enterprise, and made available without undue
interference with domestic programs?
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h. U.S. Air Carriers (International Air
Transportation Fair Competitive Practices Act, Yes
1974): If air transportation of persons or property is
financed on grant basis, will U.S. carriers be used to
the extent such service is available?

i. Termination for Convenience of U.S.
Government (FY 1993 Appropriations Act Sec.
504): If the U.S. Government is a party to a
contract for procurement, does the contract contain a
provision authorizing termination of such contract for
the convenience of the United States? Yes

J. Consulting Services (FY 1993
Appropriations Act Sec. 523): If assistance is for
consulting service through procurement contract
pursuant to 5 U.S.C. 3109, are contract expenditures
a matter of public record and available for public
inspection (unless otherwise provided by law or

Executive order)?
Yes

k. Metric conversion (Omnibus Trade and
Competitiveness Act of 1988, as interpreted by
conference report, amending Metric Conversion Act
of 1975 Sec. 2, and as implemented through A.1.D.
policy): Does the assistance program use the metric
system of measurement in its procurements, grants,
and other business-related activities, except to the
extent that such use is impractical or is likely to
cause significant inefficiencies or loss of markets to
United States firms? Are bulk purchases usually to
be made in metric, and are components,
subassemblies, and semi-fabricated materials to be
specified in metric units when economically available
and technically adequate? Will A.1.D. specifications
use metric units of measure from the earliest
programmatic stages, and from the earliest
documentation of the assistance processes (for
example, project papers) involving quantifiable
measurements (length, area, volume, capacity, mass
and weight), through the implementation stage? Yes
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l. Competitive Selection Procedures (FAA
Sec. 601(e)): Will the assistance utilize competitive
selection procedures for the awarding of contracts,
except where applicable procurement rules allow
otherwise? Yes

23. Construction

a. Capital Projects (FAA Sec. 601(d)): If
capital (e.q., construction) project, will U.S.
engineering and professional services be used? - N/A

b. Construction contract (FAA Sec. 611(c)):
If contracts for construction are to be financed, will
they be let on a competitive basis to maximum extent  N/A
practicable?

c. Large projects, Congressional approval
(FAA Sec. 620(k)): If for construction of productive
enterprise, will aggregate value of assistance to be
furnished by the U.S. not exceed $100 million
(except for productive enterprises in Egypt that were
described in the Congressional Presentation), or does
assistance have the express approval of Congress? N/A

24. U.S. Audit Rights (FAA Sec.301(d)): If
fund is established solely by U.S. contributions and
administered by an international organization, does
Comptroller General have audit rights? Yes

25. Communist Assistance (FAA Sec.
620(h). Do arrangements exist to insure that United
States foreign aid is not used in a manner which,
contrary to the best interests of the United States,
promotes or assists the foreign aid projects or
activities of the Communist-bloc countries? Yes

26. Narcotics

a. Cash Reimbursements (FAA Sec. 483):

Will arrangements preclude use of financing

to make reimbursements, in the form of cash
payments, to persons whose illicit drug crops ~ N/A
are eradicated?
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b. Assistance to Narcotics Traffickers (FAA
Sec. 487): Will arrangements take "all reasonable
steps” to preclude use of financing to or through
individuals or entities which we know or have reason
to believe have either: (1) been convicted of a
violation of any law or regulation of the United
States or a foreign country relating to narcotics (or
other controlled substances); or (2) been an illicit
trafficker in, or otherwise involved in the illicit
trafficking of, any such controlled substance?

27. Expropriation and Land Reform (FAA
Sec. 620(g)): Will assistance preclude use of
financing to compensate owners for expropriated or
nationalized property, except to compensate foreign
nationals in accordance with a land reform program
certified by the President?

28. Police and Prisons (FAA Sec. 660):
Will assistance preclude use of financing to provide
training, advice, or any financial support for police,
prisons, or other law enforcement forces, except for
narcotics programs?

29. CIA Activities (FAA Sec. 662): Will
assistance preclude use of financing for CIA
activities?

30. Motor Vehicles (FAA Sec. 636(1)): Will
assistance preclude use of financing for purchase,
sale, long-term lease, exchange or guaranty of the
sale of motor vehicles manufactured outside U.S.,
unless a waiver is obtained?

31. Military Personnel (FY 1993
Appropriations Act Sec. 503): Will assistance
preclude use of financing to pay pensions, annuities,
retirement pay, or adjusted service compensation for
prior or current military personnel?

32. Payment of U.N. Assessments (FY 1993
Appropriations Act Sec. 505): Will assistance
preclude use of financing to pay U.N. assessments,
arrearages or dues?
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33. Multilateral Organization Lending (FY
1993 Appropriations Act Sec. 506): Will assistance
preclude use of financing to carry out provisions of
FAA section 209(d) (transfer of FAA funds to multi-
lateral organizations for lending)?

34. Export of Nuclear Resources (FY 1993
Appropriations Act Sec. 510): Will assistance preclude
use of financing to finance the export of nuclear
equipment, fuel, or technology?

35. Repression of Population (FY 1993
Appropriations Act Sec. 511(a)): Will assistance pre-
clude use of financing for the purpose of aiding the
efforts of the government of such country to repress the
legitimate rights of the population of such country con-
trary to the Universal Declaration of Human Rights?

36. Publicity or Propaganda (FY 1993
Appropriations Act Sec. 516): Will assistance be used
for publicity or propaganda purposes designed to
support or defeat legislation pending before Congress,
to influence in any way the outcome of a political
election in the United States, or for any publicity or
propaganda purposes not authorized by Congress?

"37. Marine Insurance (FY 1993
Appropriations Act Sec. 560): Will any A.LD.
contract and solicitation, and subcontract entered into
under such contract, include a clause requiring that
U.S. marine insurance companies have a fair
opportunity to bid for marine insurance when such
insurance is necessary or appropriate?

38. Exchange for Prohibited Act (FY 1993
Appropriations Act Sec. 565): Will any assistance be
provided to any foreign government (including any
instrumentality or agency thereof), foreign person, or
United States person in exchange for that foreign
government or person undertaking any action which is,
if carried out by the United States Governiment, a
United States official or employee, expressly prohibited
by a provision of United States law?
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39. Commitment of Funds (FAA Sec. 635(h)):
Does a contract or agreement entail a commitment for
the expenditure of funds during a period in excess of 5
years from the date of the contract or agreement?

40. Impact on U.S. Jobs (FY 1993
Appropriations Act, Sec. 599):

(a) Will any financial incentive be provided to
a business located in the U.S. for the purpose of

inducing that business to relocate outside the U.S. in a.

manner that would likely reduce the number of U.S.
employees of that business?

(b) Will assistance be provided for the purpose
of establishing or developing an export processing zone
or designated area in which the country’s tax, tariff,
labor, environment, and safety laws do not apply? If
so, has the President determined and certified that such
assistance is not likely to cause a loss of jobs within the
U.S8.? :

(c) Will assistance be provided for a project or
activity that contributes to the violation of
internationally recognized workers rights, as defined in
section 502(a)(4) of the Trade Act of 1974, of workers
in the recipient country?

CRITERIA APPLICABLE TO DEVELOPMENT
ASSISTANCE ONLY

1. Agricultural Exports (Bumpers
Amendment) (FY 1993 Appropriations Act Sec.
521(b), as interpreted by conference report for original
enactment): If assistance is for agricultural
development activities (specifically, any testing or
breeding feasibility study, variety improvement or
introduction, consultancy, publication, conference, or
training), are such activities: (1) specifically and
principally designed to increase agricultural exports by
the host country to a country other than the United
States, where the export would lead to direct
competition in that third country with exports of a
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similar commodity grown or produced in the United
States, and can the activities reasonably be expected to
cause substantial injury to U.S. exporters of a similar
agricultural commodity; or (2) in support of research
that is intended primarily to benefit U.S. producers?

2. Tied Aid Credits (FY 1993 Appropriations
Act, Title II, under heading "Economic Support
Fund"): Will DA funds be used for tied aid credits?

3. Appropriate Technology (FAA Sec. 107):
Is special emphasis placed on use of appropriate
technology (defined as relatively smaller, cost-saving,
labor-using technologies that are generally most
appropriate for the small farms, small businesses, and
small incomes of the poor)?

4. Indigenous Needs and Resources (FAA
Sec. 281(b)): Describe extent to which the activity
recognizes the particular needs, desires, and capacities
of the people of the country; utilizes the country’s
intellectual resources to encourage institutional
development; and supports civic education and training
in skills required for effective participation in
governmental and political processes essential to
self-government.

5. Economic Development (FAA Sec. 101(a)):
Does the activity give reasonable promise of
contributing to the development of economic resources,
or to the increase of productive capacities and
self-sustaining economic growth?

6. Special Development Emphases (FAA Secs.
102(b), 113, 281(a)): Describe extent to which activity
wiil: (a) effectively involve the poor in development by
extending access to economy at local level, increasing
labor-intensive production and the use of appropriate
technology, dispersing investment from cities to small
towns and rural areas, and insuring wide participation
of the poor in the benefits of development on a
sustained basis, using appropriate U.S. institutions; (b)
encourage democratic private and local governmental
institutions; (c) support the self-help efforts of
developing countries; (d) promote the participation of
women in the national economies of developing
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countries and the improvement of women’s status; and
(e) utilize and encourage regional cooperation by
developing countries.

7. Recipient Country Contribution (FAA
Secs. 110, 124(d)): Will the recipient country provide
at least 25 percent of the costs of the program, project,
or activity with respect to which the assistance is to be
furnished (or is the latter cost-sharing requirement
being waived for a “relatively least developed"
country)?

8. Benefit to Poor Majority (FAA Sec.
128(b)): If the activity attempts to increase the
institutional capabilities of private organizations or the
government of the country, or if it attempts to stimulate
scientific and technological research, has it been
designed and wiil it be monitored to ensure that the
ultimate beneficiaries are the poor majori.y?

9. Abortions (FAA Sec. 104(f); FY 1993
Appropriations  Act, Title - II, under heading
“Population, DA," and Sec. 534):

a. Are any of the funds to be used for the
performance of abortions as a method of family
planning or to motivate or coerce any person to
practice abortions?

b. Are any of the funds to be used to pay for
the performance of involuntary sterilization as a
method of family planning or to coerce or provide
any financial incentive to any person to undergo
sterilizations?

c. Are any of the funds to be made available
to any organization or program which, as determined
by the President, supports or participates in the
management of a program of coercive abortion or
involuntary sterilization?

d. Will funds be made available only to .

voluntary family planning projects which offer, either
directly or through referral to, or information about
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access to, a broad range of family planning methods
and services?

e. In awarding grants for natural family
planning, will any applicant be discriminated against
because of such applicant’s religious or conscientious
commitment to offer only natural family planning?

f. Are any of the funds to be used to pay for
any biomedical research which relates, in whole or in
part, to methods of, or the performance of, abortions
or involuntary sterilization as a means of family
planning?

g. Are any of the funds to be made available
to any organization if the President certifies that the
use of these funds by such organization would violate
any of the above provisions related to abortions and
involuntary sterilization?

10. Contract Awards (FAA Sec. 601(e)):
Will the project utilize competitive selection
procedures for the awarding of contracts, except
where applicable procurement rules allow otherwise?

_11. Disadvantaged Enterprises (FY 1993
Appropriations Act Sec. 563): What portion of the
funds will be available only for activities of
economically and socially disadvantaged enterprises,
historically black colleges and universities, colleges
and universiiies having a student body in which more
than 40 percent of the students are Hispanic
Americans, and private and voluntary organizations
which are controlled by individuals who are black
Americans, Hispanic Americans, or Native
Americans, or who are economically or socially
disadvantaged (including women)?

12. Biological Diversity (FAA Sec. 119(g):
Will the assistance: (a) support training and education
efforts which improve the capacity of recipient
countries to prevent loss of biological diversity; (b)
be provided under a long-term agreement in which
the recipient country agrees to protect ecosystems or
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other wildlife habitats; (c) support efforts to identify
and survey ecosystems in recipient countries worthy
of protection; or (d) by any direct or indirect means
significantly degrade national parks or similar
protected areas or introduce exotic plants or animals
into such areas?

13. Tropical Forests (FAA Sec. 118; FY
1991 Approgriations Act Sec. 533(c) as referenced in
section 532(d) of the FY 1993 Appropriations Act):

a. A.L.D. Regulation 16: Does the
assistance comply with the environmental procedures
set forth in A.I.D. Regulation 16?

b. Conservation: Does the assistance place a
high priority on conservation and sustainable
management of tropical forests? Specifically, does
the assistance, to the fullest extent feasible: (1) stress
the importance of conserving and sustainably
managing forest resources; (2) support activities
which offer employment and income alternatives to
those who otherwise would cause destruction and loss
of forests, and help countries identify and implement
alternatives to colonizing forested areas; (3) support
training programs, educational efforts, and the
establishment or strengthening of institutions to
improve forest management; (4) help end destructive
slash-and-burn agriculture by supporting stable and
productive farming practices; (5) help conserve
forests which have not yet been degraded by helping
to increase production on lands already cleared or
degraded; (6) conserve forested watersheds and
rehabilitate those which have been deforested: (7)
support training, research, and other actions which
lead to sustainable and more environmentally sound
practices for timber harvesting, removal, and
processing; (8) support research to expand knowledge
of tropical forests and identify alternatives which will
prevent forest destruction, loss, or degradation; (9)
conserve biological diversity in forest areas by
supporting efforts to identify, establish, and maintain
a representative network of protected tropical forest
ecosystems on a worldwide basis, by making the
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establishment of protected areas a condition of
support for activities involving forest clearance or
degradation, and by helping to identify tropical forest
ecosystems and species in need of protection and
establish and maintain appropriate protected areas;
(10) seek to increase the awareness of U.S.
Government agencies and other donors of the
immediate and long-term value of tropical forests;
(11) utilize the resources and abilities of all relevant
U.S. government agencies; (12) be based upon
careful analysis of the alternatives available to
achieve the best sustainable use of the land; and (13)
take full account of the environmental impacts of the
proposed activities on biological diversity? N/A

c. Forest degradation: Will assistance be
used for: (1) the procurement or use of logging
equipment, unless an environmental assessment
indicates that all timber harvesting operations
involved will be conducted in an environmentally
sound manner and that the proposed activity will
produce positive economic benefits and sustainable
forest management systems; (2) actions which will
significantly degrade national parks or similar
protected areas which contain tropical forests, or
introduce exotic plants or animals into such areas; (3)
activities which would result in the conversion of
forest lands to the rearing of livestock; (4) the
construction, upgrading, or maintenance of roads
(including temporary haul roads for logging or other
extractive industries) which pass through relatively
undergraded forest lands; (5) the colonization of
forest lands; or (6) the construction of dams or other
water control structures which flood relatively
undergraded forest lands, unless with respect to each
such activity an environmental assessment indicates
that the activity will contribute significantly and
directly to improving the livelihood of the rural poor
and will be conducted in an environmentally sound
manner which supports sustainable development? No

d. Sustainable forestry: If assistance relates

to tropical forests, will project assist countries in
developing a systematic analysis of the appropriate
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use of their total tropical forest resources, with the
goal of developing a national program for sustainable
forestry? N/A

e. Environmental impact statements: Will
funds be made available in accordance with
provisions of FAA Section 117(c) and applicable
A.LD. regulations requiring an environmental impact
statement for activities significantly affecting the
environment? Yes

14. Energy (FY 1993 Appropriations Act
Sec. 533(c) as referenced in section 532(d) of the FY
1993 Appropriations Act): If assistance relates to
energy, will such assistance focus on: (a) end-use
energy efficiency, least-cost energy planning, and
renewable energy resources, and (b) the key
countries where assistance would have the greatest
impact on reducing emissions from greenhouse
gases? N/A

15. Debt-for-Nature Exchange (FAA Sec.
463): If project will finance a debt-for-nature
exchange, describe how the exchange will support
protection of: (a) the world’s oceans and atmosphere,
(b) animal and plant species, and (c) parks and
reserves; or describe how the exchange will promote:
(d) natural resource management, (e) local
conservation programs, (f) conservation training
programs, (g) public commitment to conservation,
(h) land and ecosystem management, and (1)
regenerative approaches in farming, forestry, fishing,
and watershed management.

16. Deobligation/Reobligation (FY 1993
Appropriations Act Sec. 515): If deob/reob authority
is sought to be exercised in the provision of DA
assistance, are the funds being obligated for the same
general purpose, and for countries within the same
region as originally obligated, and have the House
and Senate Appropriations Committess been properly
notified? N/A



17. Loans

a. Repayment capacity (FAA Sec.
122(b)): Information and conclusion on capacity of
the country to repay the loan at a reasonable rate of
interest.

b. Long-range plans (FAA Sec. 122(b)):
Does the activity give reasonable promise of assisting
long-range plans and programs designed to develop
economic resources and increase productive
capacities?

c. Interest rate (FAA Sec. 122(b)): If
development loan is repayable in dollars, is interest
rate at least 2 percent per annum during a grace
period which is not to exceed ten years, and at least
3 percent per annum thereafter?

d. Exports to United States (FAA Sec.
620(d)): If assistance is for any productive
enterprise which will compete with U.S. enterprises,
is there an agreement by the recipient country to
prevent export to the U.S. of more than 20 percent
of the enterprise’s annual production during the life
of the loan, or has the requirement to enter into such
an agreement been waived by the Presideni because
of a national security interest?

18. Development Objectives (FAA Secs.
102(a), 111, 113, 281(a)): Extent to which activity
will: (1) effectively involve the poor in development,
by expanding access to economy at local level,
increasing labor-intensive production and the use of
appropriate technology, spreading investment out
from cities to small towns and rural areas, and
insuring wide participation of the poor in the benefits
of development on a sustained basis, using the
appropriate U.S. institutions; (2) help develop
cooperatives, especially by technical assistance, to
assist rural and urban poor to help themselves toward
better life, and otherwise encourage democratic
private and local governmental institutions; (3)
support the self-help efforts of developing countries;
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(4) promote the participation of women in the
national economies of developing countries and the
improvement of women's status; and (5) utilize and
encourage regional cooperation by developing
countries?

19. Agriculture, Rural Development and
Nutrition, and Agricultural Research (FAA Secs.
103 and 103A):

a. Rural poor and small farmers: If
assistance is being made available for agriculture,
rural development or nutrition, describe extent to
which activity is specifically designed to increase
productivity and income of rural poor; or if assist-
ance is being made available for agricultural re-
search, has account been taken of the needs of small
farmers, and extensive use of field testing to adapt
basic research to local conditions shall be made. N/A

b. Nutrition: Describe extent to which
assistance is used in coordination with efforts carried
Jut under FAA Section 104 (Population and Health)
10 help improve nutrition of the people of developing
countries through encouragement of increased
production of crops with greater nutritional value;
improvement of planning, research, and education
with respect to nutrition, particularly with reference
to improvement and expanded use of indigenously
produced foodstuffs; and the undertaking of pilot or
demonstration programs explicitly addressing the
problem of malnutrition of poor and vulnerable
people. N/A

¢. Food Security: Describe extent to which
activity increases national food security by improving
food policies and management and by strengthening
national food reserves, with particular concern for
the needs of the poor, through measures encouraging
domestic production, building national food reserves,
expanding available storage facilities, reducing post
harvest food losses, and improving food distribution,  N/A



20. Population and Health (FAA Secs.
104(b) and (c)): If assistance is being made available
for population or health activities, describe extent to
which activity emphasizes low-cost, integrated
delivery systems for health, nutrition and family
planning for the poorest people, with particular
attention to the needs of mothers and young children,
using paramedical and auxiliary medical personnel,
clinics and health posts, commercial distribution

systems, and other modes of community outreach. N/A

21. Education and Human Resources Education activities
Development (FAA Sec. 105): If assistance is being  under the TIPP
made available for education, public administration, component of the
or human resource development, describe (a) extent Project will
to which activity strengthens nonformal education, indirectly strengthen
makes formal education more relevant, especially for  the opportunity for
rural families and urban poor, and strengthens more people to
management capability of institutions enabling the participate in

poor to participate in development; and (b) extent to economic endeavors.
which assistance provides advanced education and

training of people of developing countries in such

disciplines as are required for planning and

implementation of public and private development

activities.

T 22 Energy, Private Voluntary
Organizations, and Selected Development
Activities (FAA Sec. 106): If assistance is being
made available for energy, private voluntary
organizations, and selected development problems,
describe extent to which activity is:

a. concerned with data collection and
analysis, the training of skilled personnel, research
on and development of suitable energy sources, and
pilot projects to test new methods of energy
production; and facilitative of research on and
development and use of small-scale, decentralized,
renewable energy sources for rural areas,
emphasizing development of energy resources which
are environmentally acceptable and require minimum
capital investment; N/A



b. concerned with technical cooperation and
development, especially with U.S. private and
voluntary, or regional and international development,
organizations;

c. research into, and evaluation of,
economics development processes and techniques;

d. reconstruction after natural or manmade
disaster and programs of disaster preparedness;

‘e. for special development problems, and to
enable proper utilization of infrastructure and related
projects funded with earlier U.S. assistance;

f. for urban development, especially small,
labor-intensive enterprises, marketing systems for
small producers, and financial or other institutions to
help urban poor participate in economic and social
development.

23. Capital Projects (Jobs Through Export
Act of 1992, Secs. 303 and 306(d)): If assistance is
being provided for a capital project, is the project
developmentally sound and will the project
measurably alleviate the worst manifestations of
poverty or directly promote environmental safety and
sustainability at the community level?

CRITERIA APPLICABLE TO ECONOMIC
SUPPORT FUNDS ONLY

1. Economic and Political Stability (FAA
Sec. 531(a)): Will this assistance promote economic
and political stability?
To the maximum extent feasible, is this assistance
consistent with the policy directions, purposes, and
programs of Part I of the FAA?

2. Military Purposes (FAA Sec. 531(e)):
Will this assistance be used for military or
paramilitary purposes?

One of the three
project components
will involve IESC, a
U.S. PVO, for the
provision of T.A.

N/A

N/A

N/A

N/A

N/A

N/A

N/A

N/A



3. Commodity Grants/Separate Accounts
(FAA Sec. 609): If commodities are to be granted
so that sale proceeds will accrue to the recipient
country, have Special Account (counterpart)
arrangements been made? (For FY 1993, this
provision is superseded by the separate account
requirements of FY 1993 Appropriations Act Sec.
571(a), see Sec. 571(a)(5).) N/A

4. Generation and Use of Local Currencies
(FAA Sec. 531(d): Will ESF funds made available
for commodity import programs or other program
assistance be used to generate local currencies? If
so, will at least 50 percent of such local currencies
be available to support activities consistent with the
objectives of FAA sections 103 through 106? (For
FY 1993, this provision is superseded by the separate
account requirements of FY 1993 Appropriations Act
Sec. 571(a), see Sec. 571(a)(5).) N/A

5. Cash Transfer Requirements (FY 1993
Appropriations Act, Title II, under heading
"Economic Support Fund," and Sec. 571(b). If
assistance is in the form of a cash transfer; N/A

~a. Separate account: Are all such cash
payments to be maintained by the country in a
separate account and not to be commingled with any
other funds? N/A

b. Local currencies: Will all local
currencies that may be generated with funds provided
as a cash transfer to such a country also be deposited
in a special account, and has A.I.D. entered into an
agreement with that government setting forth the
amount of the local currencies to be generated, the
terms and conditions under which they are to be
used, and the responsibilities of A.1.D. and that
government to monitor and account for deposits and
disbursements? N/A

c. U.S. Government use of local currencies:
Will all such local currencies also be made available
to the U.S. government as the U.S. determines

C -3l



necessary for the requirements of the U.S.
Government, or to carry out development assistance
(including DFA) or ESF purposes? N/A

d. Congressional notice: Has Congress
received prior notification providing in detail how the
funds will be used, including the U.s. interests that
will be served by the assistance, and, as appropriate,
the economic policy reforms that will be promoted
by the cash transfer assistance? N/A

6. Capital Projects (Jobs Through Exports
Act of 1992, Sec. 306, FY 1993 Appropriations Act,
Sec. 595): If assistance is being provided for a
capital project, will the project be developmentally-
sound and sustainable, i.e., one that is (a)
environmentally sustainable, (b) within the financial
capacity of the government or recipient to maintain
from its own resources, and (c) responsive to a
significant development priority initiated by the
country to which assistance is being provided.
(Please note the definition of "capital project”
contained in section 595 of the FY 1993
Appropriations Act.) N/A
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SECTION 599 CONSIDERATIONS
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ANNEX K. SECTION 599 CONSIDERATIONS

Initial funding for the project will be provided from Fiscal Year 1993 funds, which are
subject to the restrictions set forth in Section 599 of the FY93 Appropriations Act relating to
the provision of assistance which would have an adverse impact on jobs in the United States.
Section 599 prohibits assistance which would 1) provide a financial incentive to any business
enterprise located in the United States to relocate productive facilities overseas when such
would result in the loss of jobs in the U.S.; 2) assist with the establishment or development
of export promotion zones; or 3) contribute to the violation of internationally recognized
workers’ rights. AID has issued initial guidelines for application of Section 599 to its
assistance activities (STATE 383986, 11/26/92). 1t is anticipated that these guidelines will
be revised following the completion of an Agency-wide portfolio review currently in
progress.

The following provides an analysis, by project component, of the activities planned under the
project, their potential Section 599 problems, and an outline of the steps that will be taken
during project implementation to assure compliance with Section 599.

A, Trade Implementation and Policy Program (TIPP)

The objective of this component is to assist the goi Ministry of Trade (MOT) in advancing
trade policy reforms and to develop the institutional and human resource capacity to
implement trade deregulation on an effective and sustained basis over time. Specific
activities will include:

- technical advisory services to help MOT complete and implement its institutional
development and reorganization plan

- conduct of a Young Professionals Training program, which is designed to upgrade
the skills of MOT personnel to better research and analyze trade issues and
formulate trade policy

- Improve MOT’s capabiities to participate more effectively in international trade
negotiations

- technical assistance in developing more transparent and rigorous trade policy

~ formulation procedures

- Developing(through advice and training) MOT staff capability to formulate
domestic trade policy

- Providing technical advice and guidance to the GOI Export Development
Agency(NAFED) in developing a strategy for export promotion by mobilizing
private sector resources

The assistance activities in this component, which will consist almost entirely of long and

short-term technical assistance services and training, are primarily targeted at either the
development of specific trade policies or developing the Government’s capacity to better
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formulate and implement trade policy. Under current AID Section 599 guidelines, benefits
flowing to businesses from increased trade deregulation or improved business climates are
not, in general, considered financial incentives for the purpose of Section 599(a). The only
concemn ir this area relates to possible requests from the Government for assistance in
formulating policy relating to export promotion zones. In accordance with current
guidelines, the project will not provide any such assistance unless the required Presidential
determination has been made, and both the GOI and the implementing contractor will be so
advised. We do not, at this time, anticipate requests for assistance in this area.

An area of concern in the past has been activities under the export promotion component
involving support for specific export promotion activities. AID has been approached to assist
in putting on export promotion events that focus on certain products or sectors, and included
activities which could have involved a potential for U.S. investment or joint venturing in
Indonesia. We do not expect problems with this in the future as future TIPP activities will
be concentrating on export strategy development and not on promoting specific export/import
linkages.

The TIPP activity has, in fact, been supported by the mission for some time under the
ARSSP Project, and a contract (again, with initial funding from ARSSP) has recently been
signed with a contractor for a two-year continuation of the program with option to extend
(this contract will, essentially, be transferred to the Trade and Investment Project). This new
contract contains a clause advising the contractor of the Section 599 prohibitions and requires
it to adhere to those limitations and those contained in AID Section 599 guidelines, as revised
from time to time. A copy of that clause is set forth in Attachment A to this annex. The
contractor is required to submit all requests for assistance falling within any of these areas to
AID for specific review and approval before providing the assistance.

Proposed Steps:

1) The TIP Project Agreement will include a special covenant
apprising the GOI of the Section 599 limitations and
prohibiting any assistance unless reviewed and approved by
AID; and

2) The clause in the current TIPP TA contract prohibiting
the contractor from providing any assistance in these
areas and requiring referral of all requests for
assistance that are problematical to AID for review will
be retained in the contract throughout the contract
term and any extensions thereof.



II. Multiple Business Services Program (MBSP)

This component of the project, to be implemented through a conperative agreement with the
International Executive Service Corps(IESC), is designed to strengthen the competitiveness of
Indonesian business enterprises by offerring a combined package of business services,
including trade and investment services, technical assistance, market and technology
information services, and association strengthening. Specific activities will include:

Trade and Investment Services (TIS): IESC will provide assistance directly to
Indonesian businesses to help them identify and develop specific export
transactions and to identify and develop joint or coventure arrangements with
U.S. firms. IESC will provide firms with information, partner search services,
sample distribution, trade show organization, and exporter/importer visits. While
the emphasis will be on trade promotion, similar services will be provided
for investment promotion purposes. IESC plans to pay airfare costs for (1)
prospective U.S. importers and investors (but not U.S. exporters) to come to
Indonesia and (2) for for U.S. experts and publicists to come to Indonesia to
support workshops and seminars related to export promotion and investment
opportunities.

Technical Assistance: IESC volunteer technical and managerial assistance to
individual Indonesian firms designed to help them identify cost-effective ways of
accessing new markets, technologies, and opportunities; developing improved
management, financial, production, training and other business systems; increasing
capability to effectively develop marketing/advertising/sales strategies; and
improving environmental practices.

Market and Technology Information Services: research and studies for individual
host country firms on such subjects as new product development, equipment

sourcing, joint venturing opportunities, and export development. This service may
also include assistance with product presentation materials and sample distribution.

Association Strengthening: Assistance, in the form of short term advisors,
training, seminars, workshops, and information networking for Indonesian
business associations, to strengthen their capability to increase the number and
effeciiveness of services they provide to their member firms. This service may
include "twining" Indonesian and U.S. business associations to help the Indonesian
association to develop more effective systems and networking/service capabilities.

The proposed activities raise concerns both with regard to Section 599(a) and 599(c).

With regard to Section 599(a), the primary concern is with the TIS component of the activity
as it clearly proposes to provide financial incentives to U.S. firms which could, under the
right set of circumstances, support a relocation and possible job loss. IESC proposes to
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finance air travel for U.S. firms in connection with possible trade and investment deals and
will be providing a number of information, partnering and other services to firms in the U.S.
which could constitute financial incentives to relocate.

The remainder of the proposal is directed at providing services directly to Indonesian
businesses which do not appear to constitute

prohibited financial incentives to U.S. firms, although they could benefit U.S. firms. For
example, the market and technology information services may involve the provision of
information about U.S. technological offerings and induce an Indonesian firm to consider a
U.S. purchase. This type of situation would appear to fall within the current guidelines that
do not consider dissemination of general business and economic information to be a financial
incentive, as long as it remains non-transaction specific.

The following steps will be taken to deal with the potential 599(a) problems:
- Provisions will be included in the IESC cooperative agreement that:

1) Will apprise IESC of the statutory and policy restrictions in these areas and
prohibit IESC from providing any assistance in these areas;

2) IESC will be required to adopt procedures, approved by AID, which will
advise any U.S. firm with which it has contacts (except for contacts in which
solely general market or economic information is provided) that it is prohibited
from providing any assistance for possible relocations;

3) IESC will be required (in all cases of assistance which go beyond providing
general market or economic information) to adopt procedures (acceptable to
AID) for assessing prospective firms regarding their existing productive
facilities, workforce trends and future intentions, as well as to obtain, as a
precondition for providing assistance, signed statements from assisted firms
that they do not intend to relocate productive facilities. TESC will also be
required to establish and provide to AID a facilities and workforce trend report
for each sector of project focus, which provides basic data on the trends in
production and job shifts in the U.S. in the sectors selected, and identifies
subsectors, types of firms, and/or regions of the country in which relocation
probability is high, medium or low.

In the event that IESC is unclear as to whether assistance is proper in a
particular situation or believes that, although relocation is likely, jobs loss may
not result, 1t will be required to refer these to AID for review and
determination.



4) Because the targeting of firms to assist will be based on identification of four

3)

target sectors per year, IESC will be required to consider, when selecting the
target sectors each year, the potential Section 599 problems with assisting
firms in this sector (and provide an analysis of potential relocation job loss
impact to AID). While decisions on sectors will be largely dictated by the
needs of Indonesian businesses, it may be necessary to limit assistance in
certain sectors if export/investment promotion activities would involve a
counterpart U.S. sector where relocation risk was high. AID will review and
approve sector selection.

IESC will be required to specially report to AID, on a quarterly basis,
regarding the assistance provided to U.S. firms and provide copies of the
information and certifications supporting the decision to assist.

Section 599(c) Concerns

As indicated above, the MBSP component of the project involves substantial assistance, both
direct and indirect, to Indonesian businesses. In accordance with AID’s Section 599 initial
guidelines, the impact of assistance to each firm must be assessed at the firm level.

Specific steps that will be taken are as follows:

1) IESC will be required to adopt procedures, approved by AID, which require that
each Indonesian firm provided assistance under the project:

2)

a)

b)

c)

d)

Be advised that IESC is prohibited from providing assistance to any firm that
is in violation of recognized workers’ rights;

To sign the AFL-CIO clause, as set out in AID guidelines;
To agree that [ESC, AID and their authorized representatives may visit and
inspect the firm’s workplace to determine if the firm is in compliance with its

certification pursuant to b) above; and

To agrec to refund to IESC the value of any assistance provided should it be
determined that the firm has not acted in accordance with its certification.

IESC will be required, when determining its sectors for targeting each year, to
review the general employment practices in each sector and factor those into its
recommendations for sector selection. Assistance for sectors in which there have
traditionally been employment abuses may be limited only to assistance directly
supportive of improved employment conditions. AID will review and approve
each year’s sector selection.



Section 599(b)

There are no planned activities directed at export promotion zone establishment or
development. Although very unlikely, IESC could conceivably get involved with support for
firms which may, over the project life, be invited to participate in export zone activities.
Since that appears very unlikely at this point, there are no special procedures proposed to
deal with it. Questionnaires developed by IESC to determine the nature of firms seeking
assistance for 599(a) and (c) purposes will, hoiwever, be required to include a question as to
whether the firms’s activities or proposed activities are a part of an export zone development.
If so, IESC will be required to refer the case to AID for review. IESC’s agreement will
contain a clause prohibiting all assistance for export zone establishment or development.

C. Indonesian American Business Center (IABC or Center)

The purpose of this project component is to establish a facility to provide, under one roof, a
wide array of business development services to Indonesian and U.S. businesses, and to
strengthen the ability of governmental and other organizations providing those services to do
so more effectively and efficiently.

The IABC will be established in leased office space in central Jakarta and will be managed
by a Center Manager under contract to AID. This manager will enter into agreements with
various governmental and non-governmental organizations which provide business services
(“tenants"), under which office space and services will be provided to each tenant and tenants
will be permitted to rent or use, in most cases for a fee, certain common facilities of the
Center (such as meeting rooms, exhibition halls, conference rooms, copying facilities, etc.)
on an as-needed basis. Each tenant will be responsible for providing its business services in
accordance with the authorities and limitations applicable to its programs.

It is anticipated that participating tenants will include the U.S. Foreign Commercial Service
(FCS), the U.S. Foreign Agricultural Service (FAS), a number of AID-sponsored projects
and programs (IESC’s Multiple Business Services, the Agribusiness Center under the
Mission’s Agribusiness Project, the PITO Office of the U.S.-ASEAN Council, the U.S.-Asia
Environmental Partnership, the Indonesian Environmental Improvement Project), private non-
profit groups (such as the World Environment Center, Winrock International Foundation,
Environmental Enteprises of Indonesia), and agencies of the Government of Indonesia
(Ministry of Trade's Export Promotion Board (NAFED) and Export Support Board).
Prospective private sector tenants include the American Chamber of Commerce
(AMCHAM), the Indonesian Chamber of Commerce (KADIN), Indonesian and U.S. trade
associations and private firms offering trade promotion or facilitation services.

The Center will provide:
- High profile office space
- Conference facilities, show room space, meeting rooms
- State-of-the-art communications facilities
- business services, including directories of local suppliers;
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copying, binding and document preparation services; and
computer, graphics and data management support

- translation services

- local logistical support services

These services will be provided both to tenants and directly to Indonesian and U.S.
businesses that come to the Center and request the services. In the case of office space, it is
anticipated, at least initially, that space will be provided to U.S. and Indonesian government
agencies at no or low cost and at below cost to other AID projects and non-profit
organizations. Profit-making firms provided office space will be required to pay rent for the
space at market rates. Other facilities and services will be provided to government and non-
profit tenants initially at below cost rates, while business users will be required to pay for
such services at market rates. Fees generated from services will be used by the Center
Manager to offset the operating costs of the Center.

Section 599 Analysis

The proposed activities of the Center and its "tenants" raise questions under both Section
599(a) and (c). Since the Center may assist directly (i.. not through a tenant) U.S. firms,
or U.S. firms may be assisted by tenants whicli are partially supported by the Center
(reduced or no cost office space or services), project funding could support, directly or
indirectly, advice or assistance to a firm located in the U.S. which may present some
relocation risk. Since both the Center and its tenants will assist Indonesian firms, the
possibility exists that assistance of some sort could be provided to a firm which might not be
conducting its operations in accordance with Section 599(c).

With regard to services provided by the Center’s tenants, the primary area of concern would
be services provided by non-governmental, non-AID supported groups. FCS has indicated
that they will only provide trade-related assistance at the Center and not investment
assistance. FAS is not expected to provide any investment related services. To the extent
that GOI agencies participate in the Center and receive free or reduced cast support from it,
such participation would be considered project activities which would be required to comply
with the terms of the Project Grant Agreement, which will contain a special covenant
requiring the GOI to conduct all project activities in accordance with Section 599. Any AID-
financed project or activity providing services out of the Center will, of course, be required
under its pertinent project arrangements to conduct all activities in accordance with Section
599 and the Section 599 procedures established by the project managers for those activities.

Non-Governmental Organization (NGO) tenants whose activities are not funded by AID, but
which are permitted to participate in the Center and receive space and/or services on a less
than full cost basis will be required, as part of their tenancy agreement with the manager, to
agree to comply with the provisions of Section 599 and to institute specific procedures to
alert firms assisted of these limitations and gather sufficient information to assess relocation
potential and worker’s rights status. These procedures could be similar to those to be used in
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the case of IESC’s MBSP program described above.

In the case of private sector tenants, the Center expects to charge such organizations the full
market value for all space, facilities and services provided. This should eliminate any
significant financial incentive from flowing to the tenant and through the tenant to any
businesses assisted. While the tenant may obtain certain benefits from association with the
Center even if it does so on a full cost paid basis, this benefit to the tenant does not appear
to translate into an identifiable financial incentive to the tenant’s clients.

As indicated above, in the case of non-governmental, non-AID supported organizations
participating in the Center, the Section 599 restrictions and an agreement on the procedures
to be used by the tenant to screen for Section 599 problems will be included in the Center
Manager-tenant agreement. AID will review and approve both tenant selection and the terms
of the tenancy agreements in these cases.

Assistance by the Center Directly to U.S. and Indonesian Firms:

The Center’s services directly to businesses will be limited to provision of general
information services, space/facility rental, communications services and translation and other
logistical support services. There are no plans for the Center staff to provide trade or
investment advice or transaction-specific facilitation assistance of any kind to businesses;
such assistance will only be provided by the Center’s tenant organizations.

The Center’s direct services to businesses will be provided on a fee paid basis, with fees set
based on the full market value of comparable services or facilities in Jakarta. Thus, there
should be no financial incentive provided which would reduce, above a de minimis level, the

" costs that any firm would have to otherwise incur to relocate or to otherwise do business, or
for services that are not otherwise available in Jakarta, although use of Center facilities may
have some convenience advantages for the user.
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Section 599 Clause
Current AID Contract For
Trade Implementation and Policy Program (TIPP)

"Restricted Assistance Activities. The Contractor agrees that, unless otherwise
authorized by AID in writing, no advice, services or assistance of any kind will be
provided under this Contract by the Contractor, its employees or subcontractors,
which would

1) Induce a business enterprise in the United States to relocate productive
facilities outside the United States; or

2) Assist in the establishment or development of export zones in Indonesia; or

3) Contribute to the violation of internationally recognized workers’ rights as
defined in Section 502(A)(4) of the Trade Act of 1974,

The provisions of this clause are intended to implement Section 599 of P.L. 102-391,
the Foreign Operations, Export Financing, and Related Approporiations Act, 1993,
and related AID policy guidance. The Contractor agrees to comply with all policy
guidance issued by AID with regard to Section 599, as from time to time revised
and/or supplemented.

The Contractor will ensure that all employees and subcontractors providing services
under this contract are made aware of the restrictions set forth in this clause and will
include this clause in all subcontracts and other subagreements entered into
hereunder. "
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