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EXECUTIVE SUMMARY

Lhokseumawe 1s industrializing rapidly, but the benefits of its
growth are not reaching the people of the area. Governmert
officials, business people, and others are concern.d abouat the
dangers of buillding a prosperous enclave surrounded by poverty,
ané about what will happen to the economy of the area when the
current building boom subsides. There 13 a real danger that the
veople of Lhokseumawe will .n future vears have even fower job
opportunities and commercial development prospects than they

have now.

There is a pressing need in Lhokseumawe for technical informa-
tion, expert assistance, credit, and nther resources to help
local people develop and expand their own busin:sses, A sus-
tained program with close ties to the local po lation could do
a great deal to maxe the current growth more ¢ iitable and

long-lasting for all.

This report 1s a result of my three-week trip to Indonesia in
November 1982. The first section summaric¢es why the trip took
piace and what occurred. The second section analyzes briefly
rrent situation 1in Lhokseumawe. The third and final
section makes a seri=s of recommendations on developing small-

and medium-scale eanterpri3es in the area.

My reccmmendations can be summarized here as follows:

1. Establish a small business technical and management resource

center.



Provide a highly skilled expatriate statff with Indonesian

counterparts.
Assist local agri-business developmeant.

et up a revolving fund for loans to small businesses and
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Publish a small business manual that is specifically

tailored to the Indcocnesian context.

Explore licensing arrangements with small American firms.



SECTION ONE: SUMMARY OF TRIP ACTIVITIES

My visit to Indonesia resulted from a letter written in May
1982 to the Minister of Industry, Mr. A. R. Soehoed, by cthe
former U.S. Ambassador to indonesia, tne Hon. Frank Gal-
braith, who is now 3 member of the Board of Diractors of
Jolunteers in Technical Assistance (VITA). Ambassador Gal-
hralth's letter described VITA's resources and 1ts 23-year
record of helping to transfer technologies to private and

ublic =nterprises throughout the world. VITA is a private,

G

nonprofit organlzation that provides technical assistance to
neople and groupns 1n develooing countries. It implements
major overseas programs, answers technical inguiries, pub-
lishes numerous "how-to" books, does technical training, con-
ducts R&D studies, helps develop new businesses, and offers a

number of other services. Ambassador Jalbraith sugaested that

@
D
7]

VITA mignt be of assistance in helping develop small- and
medium-scale enterprises in Indonesia.

Minister Soehoed resoonded in August with an invitation to
YITA to send a person to Indonesia "to study the methodology
and possibilities for developing industrial linkages in the

Lhokseumawe are3 in Acech where a number of basic industries

3

ar2 under construction." The Minister assigned the state-
owned fertilizer company, PT. Pupuk Iskandar Muda, to sponsor

Ene study,

Ambassador Galnraith requested funding for my trip from the
Mooil 011 Comps vy, contractor of Pertamina. The company
Janerously agre2d to provide funds for my international

travel and stay in Jakarta. PT. Pupuk Iskxandar Muda provided



transportation fSrom Jakarta to Lhokssumawe, as well as local
transvortation and lodging in Lnokseumawe. I am grateful to
both companies for their coogeration in making the trip pos-

sible.

I arrived in Jakarta on November 6, 1982, and spent a week

interviewing the avnpropriate persorns in the Indonesian Gov-
ernment, as well as expatriate and domestic consultants, and
01l company executives, I spent my second week in Lhokseuma-

we, where I spoke with:

. Officials in the PT. Pupuk Iskandar Muda.

The provincial and district representatives of the Minis-

try of Industry.
The proprietors or managers of eight small industries.
. Representatives of the Ceramics Research Institute,

The District Director of the Young Indonesian Business-

men's Association.
. EBExpatriate technicians.
. The Public and Community Relations Office of PT. Arun.

. The Director of the Lhokseumawe branch of the Bank of

indonesia.
. The Secretarv of the Xadin.
. The Bupati.

. The Director and Secretary of the Pecatren Pertanian

Peusangan.

the third week of my trip discussing my findings with
a

L
of the same people that I had met earlier, and wrote



All of the peopl=2 I talked to in Lhokseumawe were coonperative
and helpful, and I want to acknowledge their generous commit-
ment of time end the information I r2ceived, which helped me
to learn about the situation in Lhoxseumawe. I am varticular-
lv indebted to Mr., Mustafa Ali of the Public Relations Of-
fices of PT. Pupuk Iskandar Muda, who patiently worxed with
me: to plan and carry out my program for the visit. A word of
spaclal thanks shculd go to Mr. Ridwan Zakih of the Jakarta
office of P.I.M., who accompanied me during the entire trip

a

nd translated vhen necessary.

I was helpred enormously in prepering for my trip by reading

several very good studies and reports. Among them were:

Dr. Joost de 1a Rive Boy and Dr. Ing. Arend Eisenloeffel,
"Report on a Reconnaissance Mission on Industrial Linkages
to Large Scale Industries (Based on Arun Gas) in Aceh
bPlanning Area III." Rotterdam: Netherlands Economic Insti-
tute, S=2ptrember 1980.

Dr. Alan Strout, Dr. Donald Emmerson, and Joseph Bergquist,
"Aceh Planning Assassment Team Praliminary Report." Wash-

ington, D.C.: New TransCentury Foundation, April 1982,

Craig Thorburn and Dr. Amin Aziz, "Report on the Study of
Community Development and Technical Skills Training Assis-

tance Opportunities in Aceh." Undated.

Robert J. McSwain, Walter Tappan, and David W. Devin, "Trip

Report." Washington, D.C.: USAID, February 1982.

I saw and heard nothing during my visit to Lhokseumawe to
contradict the accuracy of the observations and analysis in

these reports. My own mission is in many ways a logical



outgrowth of these earlier studies, and proposes concrate
steps for quick,

flaxible action to help remedy many of the
oroblems they describe.



SECTION TWO: THE SITUATION IN LHOKRSEUMAWE

Lhokseumawe i3 a smnll provincial city in the Province of
Aceh in North Sumatra that has suddenly become the site of a
vast industrial development effort to use natural gas depos-
its in the area. Billions of dollars are being invested; five
major industrizal complexes are planned, under construction,

or already built,

It would be an undearstatement to say that Lhokseumawe was not
prepared to cope with this rapid industrialization. As a
result, the local nopulation has not benefitted :-o the degree
anticipated from the influx of industry. Large, capital-
intensive 1lrndustries provide few jobs for the unskilled local
oopulations once their construction is completed., For exam-
cle, T w~as told by a person at the PT, Arun plant that 11,000
people had been emploved in its construction, but only 1,20C
wer2 requirzd when it became operational, and few local peo-

le had the manag=erial or industrial skills to qualify for

X
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This actually should come as no surprise: the area has no
training facilities, information resources, or technical
assistance programs except for occasional training programs
carried out by the Ministry of Industrv. A proposed tachnical
nigh scheol i3 heing discussed, but it will bhe years before
the first class graduates even if the school is finally

approved and established.

As growth continues and the population increases--alr=ady an

incredible 60% between 1974 and 1980--the local people become



further and further removed from the benefits of industriali-

zation.

Sincere concern has teen expressed by responsible government
and private company officials about the danger that a pros-
perous enclave surrou..ded by poverty is developing. The fear
is well tounded, but the reality appears even more serious.
The local populaticn is excluded from the best jobs in the
large industries because of its lack of industrial and
nanagement skills. Even the small service industries, such as
automobile and appliance repair shops, are increasingly being
started by newcomers to Lhokseumawe. Unless something is done
soon, the local population might find this alcernative closed
to them when the building boom ends. The resulu will be not
only the original island of prosperity surrounded by poverty,
but the intrusion of a middle layer of newcomers that
isolates the local poor even more. And it is obvious that, as
we have seen in the case of PT. Arun, when the construction
boom subsides, as it surely will someday, there will be
massive unemployment among the unskilled local population and

others who flocked to Lhoxseumawe.

The government does reguire that all construction contracts
below a certaln sum he awarded to Lncal contractors. This,
together with the large volume of construction taking place,
has resulted in a concentration in that industry by the local
population. Tt would appear that 1if viable alternatives were
avallable for starting enterprises, some of the initiative
demonstrated by the proliferation of construction comparies

mignt be channeled into other commercial ventures. It would

oy

e 2s33antial for such a radirection of 2ffort to taka nlace

>chnical informa-

(o)

tnat the local population have access t

t1on and assistance as well as training and credit,



Th2 situation in Lhokseumawe is by no means a hopel2ss one.
There ara many positive elements that can contribute substan-

tially to the alleviation of some of the problems.

Among them is the sincere desice on the part of national,
provincial, and local governments, as well as the companies,
to do whatever is reasorable to see to 1t that the local pop-
ulatcion shares in the2 benefits of the industrial development
going on. Thev are vrepared to commit a substantial effort
and considerable rescurces to that end. They are s=ansitive to

the social consequences if they are not successful.

A second positive element 1s the many resources in the area,
which could pecome the basis for new incustries. For example,
entrepreneurs could use available wood resources to make and
sell charcoal, particle board, and other products. Farmers
could develop a number of new agri-business opportunities.
There also 2re possibilities for more technologically sophis-
ticated downstream industries built around plastics, fertil-

izer, and gaper.

A third positive element is the growing population of profes-
sionals with high incom2s, who provide a ready market for
agriculcural goods and servicas. Similarly, an excellent
narbor will improve access to export marXets in nearby coun-

tries, as w2ll as to other parts of Indonesia.

Finally, the most important resource i3 the people of Lhok-

seumawe themselves. I have heard that many newcomers

area exorass litzl: resnect for the initiative, 3kills, or

2anergy of the local povulatinn. T 3aw no hasis for this atti-

tude during =nhe few days I spent there. On the contrarv, I

was impressed by the entrepreneurial initiative demonstrated
e

mall local industries tha: I visited. Whiie
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much could be done to improve thelir management practices or
product quality, these people were genuine entrepreneurs.

They knew their business and what they need to improve 1it,

A study done by the Netherlands Economic Institute (see page
5) rontains an excellent analysis of downstream small- and
medium-scale industry possibilities, and lists some 50 sup-
port industries that could be made commercially wiable in the
Lhokseumawe area. The report, which was submitted in 1980,
also suggests much that could be done immediately. and recom-
meads concrete steps that should be taken to begin the ef-

fort. I agree.

The following recommendations are designed to respond quickly
to needs that have been recognized by all those who have
studied the situation, and would be welcomed bv all those
with whom I spoke in Lhokseumawe. Implementation of the
recommendations would provide easy access by the local popu-
lation to the resources necessary for local initiative to

create jobs.



RECOMMENDATION%

My purpose in visiting Indonesia was not to make a political,
economic, or social analysis of Lhokseumawe. Competent
professionals alreadyv have prepared several such studies (see
page 5), and I saw and heard nothing to contradict the
accuracy of their observations. Rather, my goal was to
precare the way for some action to begin immediately. The
following recommendations would establish a modest three-year
program that would respond to many of the needs cited above.
Everyone with whom I spoke in Lhokseumawe was very positive
about these proposals, which can be implemented quickly and
have a real impact in helping the people of Lhokseumawe to

share more eqguitably in the industrialization of their area.

1. Establish a Small Business Technical and Management Re-

source Center.

A Small Business Technical and Management Resource center
snould be established as early as possible in Lhokseumawe.
Its purpose would be to encourage small- and medium-scale
businesses that are labkor-intensive and cequire minimum capi-
tal investment. These businesses might include manufacturing
industries, the transportation of people and goods, service

enterprises, agri-business, fishing, or other activities.

The centar would offer the local population extensive techni-
cal informacion on small- and medium-3cale technologiaes. Its

staff would orovide practical assisztiance in making prototypes
of new technologies, improving the guality of products and

industrial processes, intraducing new designs, demonstrating



marseting t2chnilgues, managing enterprises, encouraglinyg tne
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of Lhokseuwame so the local population has easy access to its
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VITA's own documentation center 15 one of the world's flnest
collections of information on small- and medium-scale tech-
nologies. The matarials are now being microfilmed and tne
card files computerized at considerable cost. In addition,
Dian~-Desa already nas translated some of VITA's technical
manuals. VITA would make avallable all these materials to the
Lhokseumawe c¢enter, 1ncluding coplas of the microfilm and
catalog computer discs. In addition, VITA's home office in
suhurhan Washington, D.C., would play a supporting role to
the center, proyviding 1t with ondated technical information
and repor-ingy on the experience of people 1In other countries

with specifiic -

D

cnnclogies. VITA would help the center

davelop exInange agreaements witn similar organizations

throughout the world, as well as useful relationships with
d

t~tes and elsewnere. It also would

e Uniza

-

coimpaniss 1n b S
cec 11t competent consultants and help desilgn and carry out
tral, g programs as needed for center activitles,

2. Create a nighly sxilled expatriate staff with Indonesian

counterparts and part-time consultancts to provide training

and other services.

The staff of tne center should include expatriates who are
2xverienced in developing labor-intensive small business
tor developlng countriles. Specifically, it should inclide:
{1} an 1ndustrial engineer, (2) a management/marketing
specialist, and, (3) an agricultural engineer. I recognize

that the cost of all three expatriate 2xperts might se a

o

nroplem. In such case, the industrial englneer would appear

to e the most 2s5sential.
A counterpart staff of Indonesians with similar skills should
#work closely with the expatriates. It is important for the

continuity of the orogram that voung Indonesian technicians

- 13 =



WwOrk w~with tne orogram trom the deginning 30 that it will

continue after expatriates leave.

The vrogram also should include up to 12 person-mentns per
year for outslde consultants, and a lixe amount tor lIndone-
sian consultants. These people would provide tralning pro-
grams on a r=gular basis in flelds 1dentifled as priorities
by local requestars and officials. Well designed training
orograms are c¢ritical £or tne success Of tnls program. The
sma.l businesses that I visited In Lhokseumawe neceded train-
ing 1n management, Jquallty control, mar<eting, and design.
VITA nas long experience in developing countries oroviding
tralning 1n oot tecnnical and pusiness subjects. Its 4,000
volunteer exgzrts 1n more than 100 countries have expertise
in 800 vechnical subjects, and could provide needed short-
tarm consultanci2s. In addition, I was very lmpressed by the
nign quallicty of the Indonesian technicans whom I met durlng
my trinm, and have no doubt that many of them could provide

mucn of the training and technical asslstance reguired.

3. Asslst local agri-pusiness.

Assistance should be provided to nelp develop various ayri-
husinasses, lncluding those that deal with the produciion,
sCorage, packayglng, processlng, transportation, and marketlng
of farm produce. In addition, exlstlng agricultural technolo-
ql2s can ose 1mproved 1n the fields o0 rasources management,
non-traditional food and industrial croos, animal husvandry,
ajrlcultare and aguaculoure, £isn farming, and irrigacion.
VITA nas developed a modalar ajricualtuaral orogram for devel-

avail-

L

DpPlay codntrles 1n wnlcn wecennoleyy and exoertise ar

abl2 1In a wide variety of agricultural areas.



4. Set up a revolving fund for loans to small businasses and

enterprises.

A fund orf perhaons 5100,000 a yvear for each of three years

should be established to provide small loans at prevailing
rates of interest. Everv single business person with whom I
spoke listed the availability of credit as a problem. Each

to credlit would nhelp lncrease produc-

471

insisted that acces
tion, expand the product line, and hire more people. It is
important that loans be made at the prevailing rate of
interest and not he subsidized. Experlence has shown that
artificially low interest rates defeat the purpose of job
creatlion b2cause entrepreneurs will usually invest the money

instead In labor-saving machinery.

The program would provide small loans (usually less than
$10,700) to small farmers, business peopnle, local coopera-
tives, and others for specific projects or activities. The
loans would be targeted for projects that se2em especially
likely to create new jobs and sustainable enterprisas among
the local population. Whlle necessary tinanclal safequards
would be established, the loan officers would identify
oromising local =fforts and award loans with a minimum of red
tape., VITA has nad consliderable success running a small

Jrants program foc renewable energy nrojects 1n developing

countries, and has learned from experience Lhat comparatively
small amounts of money awarded guicxkly and effectively can be

the crucial factor in gerting small businesses off the

5. Publisn a small buslness manual that 1s specificallv tai-

lored to the Indonesian context.

A manual on small business laveloovment in Indonesia should be
O ensure that the xnowlzdge gained on technologies,

"]:)-



business ideas, diss2amination, and otner areas during the
orogram 13 shared with people both in Indonesia and other

courtries,

VITA has throughout its 23-year history sought to develop and
collect the best information possible on specific technolo-
gieg and thelr successful application in developing coun-
tries. This information, 1n turn, 1s made availabhle to other
individuals and agencies working in developing countries, and
153 used by VITA 1n programs that it implements in many coun-

tries of tne world.

f. Explore licensing arrangements with small American firms.

Licensing arrangements, co-prcduction agreements, and possi-
ble -“oint wentures with 3mall American companies should be
explored as wavs to help local people in Lhoks3eumawe to
develop new enterprises. VITA has wide contacts among such
firms, and could nelp ensure that anv arrangements protected

the rights and interests of the Lhokseumawe parties involved.
g e



CONCLUSION

This report is an effort to be responsive to the needs
identified by Indonesians, and to the priorities they have
expressed. In the three weeks I spent there, I talked to

dozens of people 1In government and 1n the private sector. My

&~
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pect for their judgment and sincerity rew stronger day by
day. As the Executive Director of VITA, I would be very happy
to see my organization play a modest role in the exciting
things happening in Indonesia. I believe VITA can make a

contrlbution.

If the Ministry of Industry decides that the above recommen-
dacions should be implemented to help the people of Lhokseu-
mawe share more equltably in the industrialization of their
area, VITA is preparaed to submit a formal proposal without

delay.

Once again, I want to express my appreciation for this oppor-
tunity and the courtesies extended to me by the Director and

employees of PT. Pupuk Iskandar Muda.





