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EXECUTIVE SUMMARY
 

Lhokseumawe is indi strializing rapidly, but the benefits of its
 

growth are not reaching the people of the area. Government 

officials, business people, and others are concerned aboit the 

dangers of building a prosperous enclave surrounded by poverty, 

and about what will happen to the eco-iomv of the area when the 

current buikding boom subsides. There is a real danger that the 

people of Lhokseumawe wi] I In future years have even fewer 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 other resources to help
 

local people develop and expand theiL own busin sses. A sus­

tained program with close ties to the local po lation could do 

a great deal to make the current growth mare i itable and 

lonq-lasting for all. 

This report is a result of my three-week trip to Indonesia in
 

ovember 1982. The first section summarizes why the trip took 

place and what occurred. The second section analyzes briefly 

the current situation in Lhokseumawe. The third and final 

section makes a series of recommendations on developing small­

and medium-scale enterprises in the area. 

My recommendations can be summarized here as follows: 

1. Establish a small business technical and management resource
 

center.
 



2. Provide a highly skilled expatriate staff with Indonesian 

counterparts.
 

3. Assist local agri-business development.
 

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

enterprises.
 

5. Publish a small business manual that is specifically
 

tailored to the Indonesian contex t.
 

6. Explore licensing arrangements with small American firms. 
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SECTION ONE: SUMMARY OF TRIP ACTIVITIES
 

My visit to Indonesia resulted from a letter written in May 

1932 to the Minister of Industry, Mr. A. R. Soehoed, bv the 

Former U.S. Ambassador to indonesia, the Hon. Frank Gal­

braith, who is now a member o. the Board of Directors of
 

Volunteers in Technical Assistance (VITA). Ambassador Gal­

br'aith t s letter described VITA's resources and its 23-year
 

record of helping to transfer technologies to private and
 

oublic enterprises throughout the world. VITA is a private,
 

nonprofit organization that provides technical assistance to
 

people and groucs in leveloping countries. It implements 

major overseas rmrograms, answers tecnnica] inquiries, pub­

lishes numerous "how-to" books, does technical training, con­

ducts R&D studies, helps develop uew businesses, and offers a 

number of other services. Ambassador Calbraith suggested that 

VITA might be of assistance in helping develop small- and 

medium-scale enterprises in Indonesia. 

Minister Soehoed responded in August with an invitation to 

VITA to send a oerson to Indonesia "to study the methodology
 

and possibilities for developing industrial linkages in the
 

Lhokseumawe area in Aceh wihere a number of basic industries 

are under ccnstruction." The '4inister assigned the state­

owned fertilizer company, PT. Pupuk Iskandar Muda, to sponsor 

the study. 

Ambassador Galbraith requested funding for my trip from the
 

>1oioil Oil -omp "y, contractor of Pertamina. The company 

qenerously agread to provide funds for my international 
:ravel ani stay in Jakarta. PT. Pupuk Iskandar Muda provided 
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transportation forrm Jakarta to Lhokseumawe, as well as local 

transportation an, lodging in Lnokseumawe. I am grateful to 

both comoanies for their cooperation in making the trip pos­
si ble. 

I arrived in Jakarta on November 6, 1982, and spent a week 
i'iterviewing the anpropriate persons in the Indonesian Gov­

ernment, as well as expat-iate and domestic consultants, and
 

oil company executives. I spent my second veek in Lhokseuma­

we, where I spoke with:
 

* 	Officials in the PT. Pupuk TskandaLr Muda.
 

The pruvincial and district representatives of the Minis­

try of Industry. 

* 	The proprietors or managers of eight small industries.
 

Reoresentatives of the Ceramics Research Institute.
 

* 	The District Director o the Young Indonesian Business­

men's Association.
 

* 	Expatriate technicians.
 

* 	The Public and Community Relations Office of PT. Arun. 

• 	 The Director of the Lhokseumawe branch of the Bank of 

indonesia. 

* 	 The Secretary of the Kadin. 

The Bupati. 

The Director and Secretary of the Pesatren Pertanian 

Peusangan. 

T soent the third week of my trip discussing my findings with 
sone of the same people that I had met earlier, and wrote 

This oor t. 
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Al 1 of the people I talked to in Lhokseumawe were cooperative 

and helpful, and I want to acknowledge their generous commit-

Ment of time and the information I received, which helped me 

to learn about the situation in Lhokseumawe. I am. carticular-

Iv indebted to Mr. Mustafa Ali of the Public Relations Of-

Lices of PT. Pupuk Iskandar Muda, who patiently worked with 

me to plan and carry out my program for the visit. A word of 

sp.cial thanks should go to Mr. Ridwan Zakih of the Jak:' rta 

office of P.I.M., who accompanied me during the entire trip 

and translated ,,hen necessary. 

I was helped enormously in prepering for my trip by reading
 

several very good studies and reports. Among them were:
 

Dr. Joost de la 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 

Planning Area III." Rotterdam: Netherlands Economic Insti­

tute, Sepcember 1980. 

Dr. Alan Strout, Dr. Donald Emmerson, and Joseph Bergquist, 

"Aceh Planning Assessment Team Preliminary Report." Wash­

ington, D.C.: New TrdnsCentury 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 
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outqrowth of these earlier studies, and proposes concrete
 

steps for quick, flexible action to help remedy many of the
 

oroblems they describe.
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SECTION TWO: THE SITUATION IN LHOKSEUMAWE
 

Lhokseumawe is a small 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 industri_il complexes are planned, under construction,
 

or already built.
 

It would be an understatement to say that Lhokseumawe was not 

prepared to cope with this rapid industrialization. As a 

result, the local population has not benefitted to the degree 

anticipated from the influx of industry. Large, capital­

intensive industries provide few jobs for the unskilled local 

populations once their construction is completed. For exam­

ple, I das told by a person at the PT. Arun plant that 11,000 

people had been employed in its construction, but only 1,200 

were required when it became operational, and few local peo­

ple had the managerial or industrial skills to qualify for 

those positions. 

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 Industry. A proposed technical 

high school is being discussed, but it vill be years before 

the first class graduates even if the school is finally 

approved and established. 

*\s growth continues and the population increases- -already an 

incredible 60 between 1974 and 1980--the local people become
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further and further removed from the benefits of industriali­

zation.
 

Sincere concero has been expressed by responsible government
 

and private company officials about the danger that a pros­

perous enclave surt ou..ded by poverty is developing. The fear
 

is well tounded, but the reality appears even more serious.
 

The local population is excluded from the best jobs in the
 

large industries because of its lack of industrial and 

management 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 resulL 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 Lhokseumawe. 

The governi.ent does require that all construction contracts 

below a certain sum be awarded to !,cal contractors. This, 

together with the large volume of construction taking place, 

has resulted in a concentration in that industry by the local 

population. It would appear that if viable alternatives were 

available for startinQ enterprises, some of The initiative 

demonstrated b,'. the proliferation of construction companies 

mighlt be channeled into other- commercial ventures. It would 

e essentijal tor such a redirection of effort to take -)lace 

that the local population have access to technical informa­

tion and assistance as well as training and credit. 
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The situation in Lhokseumawe is by no means a hopeless one.
 

There are many positive elements that can contribute substan­

t.ially 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 whate,.er is reasonable to see to it that the local pop­

ulation shares in the benefits of the industrial development 

going on. The' are oreoared to commit a substantial effort 

and considerable resources to that end. They are sensitive to 

the social consequences if they are not successful. 

A second positive element is the many resources in the area,
 

which could oecome the basis for new inustries. 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 are possibilities for more technologically sophis­

ticated downstream industries built around plastics, fertil­

izer, and paper.
 

A third positive element is the growing population of profes­

sionals with high incomes, who provide a ready market for
 

agriculcural goods and services. Similarly, an excellent
 

harbor will iprove access to export markets in nearby coun­

tries, as well as to other parts of Indonesia. 

Finally, the most important resource is the people of Lhok­

seumawe t;.emseLves. I have heard that many newcomers to the 

area exoress litle -esoect for the initiative, skills, or 

energ% of_' local saw no bas is Lor thisIooulationI atti­

tude durirgw days I spent there. On the contrary, I 

was impressed by! the entrepreneurial initiative demonstrated 

at the eight small local industries tha: I visited. While 
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much could be done to improve their management practices or
 

product quality, these people were genuine entrepreneurs.
 

They knew their business and what they need to improve it.
 

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 viable in the
 

Lhokseumawe area. The report, which was submitted in 1980,
 

also suggests much that could be done immediately. and recom­

meods 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 by 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. 
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RECOMMENDATIONS
 

My 	purpose in visiting Indonesia was not to make a political,
 

economic, or social analysis of Lhokseumawe. Competent
 

professionals already 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
 

prepare 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 equitably 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 

should be established as early as possible in Lhokseumawe. 

Its purpose would be to encourage small- and medium-scale 

businesses that are lab'or-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 center would offer the local -ooul:ation extensive techni­

cal info0rrnaion on small- in,1 meiuim-scale technologies. Tts 

staff would or ovide oractic a assistance in making prototypes 

of new technologies, improvina :he 1uality of products and 

industrial processes, introd-cing new designs, demonstrating 
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marketing cechniq.,:uez, Tanaging enterprises, encouraging tne 

formation of cooperatives, etc. The local population ana 

C11jri.tCoiiLcal leaders woula be encouraged to feel that 

the cent:er is part of their community. For example, the 

'ut :lay inb a woldi a rKey role recoinienaing business activi­

ties r Ioan recipients. Personnel at the center would live 

ar 0 _.. :o1l instead of in expatriate compounds, and 

wr.d :.Jertv tnemseives with the community. They would make 

everv ez It I infror;n the local oculation aout the 

service.'- center offers, using demonstrations in market­

pla3cew:, :~etznJs, t--cnnology fairs, advertising, and otner 

extension services. The center also would work closely with 

tne district representative of the Ministry of Industry, the 

district Kadin, regional authorities, and large industries. 

The center would administratively be part of the PT. Pupuk 

Iskandar Muda, but 'hould be located physically in the city
 

of Lhokseuwame so the local population has easy access to its 

resources. After the three years of the program, the center
 

could become )part of tne proposed Tecnnical Training Insti­
tate in Lhokseumawe or .nignt instead be continued as part of 

the PT. Ppu < Iskandar Muda with its Indonesian staff. 

An integral part of the center's services will be a well­

stocked tecnnical liorar,. VITA nas .ssisted in setting up 

tecnnical documentation centers in Africa, Latin : Jnerica, and 

Asia. Its semi-annual course nas trained 30 people in 1 

countriesf.ranize to and operate .- ch centers. Three 'people 

fr.i 1ns" _ utjans in inaonesma iireaciy )aJve ta%en t:e 'rogtra;n 

t VI-T' s eaC,-u a rte r7; .he3. came ::'rom Dian Desa in Joga­

a rt, e 1veloomentJava,in ?ntier,1 rian ntericeLnfavrmat 

3n1t, U . S. Agency far InternatanaI Develonnent 
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VITA's own doc mentation center is one of the world's finest 

collections of infor;Tation on small- and medium-scale tech­

nologies. The matertials are now being microfilmed and tie 

card files coinopterized at considerable cost. In addition, 

Dian-Desa already has translated some of VITA's technical 

manuals. VITA would make available all these materials to therh0,k	:3- .. -,
 

Lho..e.mawe center, including cooies of the microfilm and
 

catalog computer discs. In addition, VITA's home office in 
suburban 'Iash i ton, D.C., would play a supporting role to 

the 	center, pr,-)viding it with -odated technical information 

,and 	 repo-ing on the experience of ocoole in other countries 

with soecific technologies. VITA would help the center 
r...ID ex Iang agreements with similar organizat ions 

thr-oughout the worlJ, as well as useful relationships with 

companies in the Jni-ed St7tes and tlsewhere. It also would 

.ec it competent consultants and help design and carry out 

trai, .-g procramns as needed for center activities. 

2. Create a highly sk"illed expatriate staff with Indonesian 

counterparts and part-time consultants to provide training 

and other services. 

The staff of the center should include expatriates who are
 

experienced in developing labor-intensive small businesses
 

for developing countries. Specifically, it should inclide:
 

,I) an indjstrial engineer, (2) a management/marketing
 

specialist, and, (3) an agricultural engineer. I recognize
 

mat the cost of all three expatriate experts might be a
 

'coblem. In such a case, the industrial engineer would appear
 

t:o De tne most ,essential.
 

A counterpart staff of Indonesians with similar skills should 

-iork closely with the expatriates. It is important for the 

:ontinuity of the ;)rogram that young Indonesian technicians 
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worK aith tne orogran rrom the beginning zo that it will 

continue after expatriates leave.
 

The program also should include up to 12 person-months per 

year for outside consultants, and a li: e amount for indone­

sian consultants. These people would provide training pro­

grams on a regular basis in fields identified as priorities 

by local requesters and officials. Well designed training 

pograms are critical ffDr tne success of tnis program. 'The 

small businesses that I visited in Lhokseumawe needed train­

ing in -uanagement, qLality control, mar,<eting, and design. 

VITA has long experience in developing countries providing 

training in Oot;i tecnnLcal and ousiness subjects. Its 4,000 

volunteer excerts in more than 100 countries have expertise 

in )00 tecInnical subjects, and could provide needed short­

term consultancies. In addition, I 'was very impressed by the 

high qualitv of the Indonesian tectinicans whom I met during 

my trip, and have no doubt that many of them could provide 

mucn of the training and technical assistance required. 

3. Assist local agri-business.
 

Assistance should be provided to nelp develop various agril­

businesses, includin,. those that deal with the production, 

sitorag11e, pac.ag ing , rocessLng, tran1s'-ortatLon, aid maretirig 

of farm produce. In addition, existing agricultural tecnnlo­

gies can be improved in the fields of resource management, 

non-traditional food and industrial crops, animal husoandry, 

agricul ture and aquaculiture , f ishi C'Iming , and ifr igation 

VITA n',as deve )ed a inodular agric I tural program for devel-

DpsLngJ contries in wnicn tecrinoogy 3nd ex:c tctise are avail­
able in a wide variety of agricultural areas. 
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4. Set uo a revolving fund for loans to small businesses and
 

enterprises.
 

A fund of :erhan 0100,000 a year for each of three years 

should be established to provide small loans at prevailing
 

rates of interest. Every single business person with whom I
 

spoke listed the availability of credit as a problem. Each
 

insisted that access to credit would help increase produc­

tion, expand the roduct line, and hire more people. It is 

important that loans be made at the prevailing rate of
 

interest and not he subsidized. Experience has shown that
 

artificial l' low interest rates defeat the purpose of job 

creation hecause entrepreneurs will usually invest the money
 

instead in labor-saving machinery.
 

The program would provide small loans (usually less than
 

$10,00) to small farmers, business people, local coopera­

tives, and others for specific projects or activities. The
 

loans would be targeted for projects that seem especially
 

likely to create new jobs and sustainable enterprises among 

the local population. While necessary financial safeguards 

would be established, the loan off icers would identify 

promising local efforts and award loans with a minimum of red 

tape. VITA has had considerable success running a small 

grants program for renewable energy projects in developing 

countries, and has learned from experience that comparatively 

small amounts of money awarded quic;ly and effectively can be 

the crucial factor in getting small businesses off the 

q round. 

5. Publisn a small business manua! than is soecificallv tai­

lored to the Indonesian context. 

A manual on small business ievelopment in Indonesia should be 

written to ensure that the knowledge gained on technologies, 
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business ideas, dissemination, and other areas during the 

program is shared with people both in Indonesia and other
 

cou-tries.
 

VITA has throughout its 23-year history sought to develop and 

collect the best information possible on specific technolo­

gies and their successf-il application in developing coun­

tries. This information, in turn, is made available to other
 

individuals and agencies working in developing countries, and 

is 2sed by VITA in Proqrams that it implements in many coun­

tries of the world. 

6. Explore licensinq arrangements with small American firms.
 

Licensing arranqements, co-production agreements, and possi­

ble -,oint ventures with small American comoanies should be
 

explored as ways to help local people in Lhokseumawe to 

develop new enterprises. VITA has wide contacts among such 

firms, and could help ensure that an% arrangements protected 

the rights and interests of the Lhokseumawe parties involved.
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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 peoole in government and in the private sector. My
 

.espect for their judgment and sincerity ,)rew stronger day by
 

Aav. As the Executive Director of VITA, I would be very happy 

toe see my organization play a modest role in the exciting 

things happening in Indonesia. I believe VITA can make a 

conttL ibu tion. 

if the Ministry of Industry decides that the above recommen­

dations should be implemented to help the people of Lhokseu­

mawe share more equitably in the industrialization of their
 

area, VITA is prepared to submit a formal proposal without
 

delay.
 

Once again, I want to express my appreciation for this oppor­

tunity and the courtesies externded to me by the Director and 

employees of PT. Pupuk Iskandar Muda. 
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