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Mr. Stokes W. Tolbert, Director
UoS. AsI.De Mission to Indcnesia
American Embassy
Djaknvrta, Indonosia
And

Dr. Emil Salim, Deputy Director
BAPPENAS
Djakear to, Indonesia

In accordance wlth the provislon of the proposcd exticn-
sion of my personal services contract No, AID-}87-21, I pro-
vido ﬁcrcwith ten (10) copler of a report on The Bconomlce

Structurc and Problems of the Indonesian Textile Indusiry

with Recommendutlons for Policy and Implementatlon, In addi-

tlon to the ten coples culled for by the contract, I am pro-
viding five additlonal coples for possible use by the inter-
governmental agencios such as International Monctary Fund

and Vvorld Bank,

This 1s o companion roport to one to be provided by
the textile consuliing firm of Kurt Salmon Assoclates,

It is & pleosure to acknowledge the cooperatlon of your
agencyy the Ministry of Textilles and Handicrafts, the varlous
government end private textile enterprises visited, and the
Indonresion Texbtllnr Manufacturerat Asmoajation. I pa}ticular"
ly volued the oprortiinlty to present a part of my findings
and recomucndatlone to the Country Mceting at the American
Embassy and tdo the top policy meeting at BAPPENAS,

The report could not have been prepared withiout the en-
couregement and asslstance of my wife, Alice P. Doyle, who
traveled with me and typed the final draft of the report.
Any erroxs of fact or Interprctation sre my responsibility.,

Sincorely,

A t. n P
PARTaRY ;‘__.(,,‘.‘ \"-"(\ .

"Leonard A Doylo
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SCOPHN o ASSIGHNENT

Tho work to be performed under this Peraonal Scrvices Con-
1

tract was proepozed by the Contractor to the Forelpn Investwent

pProp :
and Induslry Officer of the UeSe AlToDe Nisnlon to Tndoncaln,

Y
The subscquent expansion of the worlk to Include the associotion
of the consuliing £ilrm of Kurt Salmon Associules wus aluo pro-
posed by the Contractor. The further cxpansion of the work to
includo the Polie 80 cotton agrecuont negotivtions wos requayated
by Mr. Stoles W, Tolbert, Direector of the U.S. A.IDe Miusion to
y ’

Indoncsia.

Oripinal Assiynient

The oridginol agsslpnemanl 1s statcd In article I of Personal Ser -
vices Contract lio, AID=97~21 dated Docember 2, 1957 as follows:

ARTICIA I = SERYICHS %0 By Faroilsp

Ao Purnose nnd Oblecuive

UoSoe AuI.D.A)jukurtu Gesires the scrvices of the Con-
tractor to advise and asslist tho Coopcrating Government,
through ita Ministivy of Textdles wnd Handlerafts, ond
U.S. A.I.D./Djukurtn In muking an econonic and munage -
ment andlysis ol the present position and future prob-
lems and requirements of the Indonesilun Textile Indug-
try.

.

B. Dutles, Report mud Period of Services

1o Duticn

Commencing December 2, 1967, the Contrector, who will
have provided transportation at his own expcnse to
Indonesia and who will provide trangportation at his
oun expense from Indonesla at the conclusion of this
contract, will enter into perfovimnce of ihe services
required hercin, In performing the above stated ob-
jeetive, the Contractor shall: .

Scope of uork

In cooperution with the Minlstry of Textiles and
Handicrulvs, the Contractor will make an cconomic
and mmaagencny analysis of the prescent position and
futurce problems and requiremants of the Tndonesion
textile industry. The indusiry heas three paortg:
power sector, handloom sector, and batillk sector.

The ma Jor cniphusis will be on ihe powes mnchine sec-
tor, which is almost cntirely locatnd in Java, the
heaviest conceniretion being in Westv Java, followed
by Cenlral Juva and Eoat Jova,

8o The main c¢ffort will be to determine the location
and noturc of the major bottlenccks to full copacl-
ty produclion, This will involve defining full ca-
pacily In terms of product mix or inmput, analyzing
percentege awnd nature of capacity not presentiy us-
able becausc of mochanical br. kdouns, gecurlng pen-
eral managemwent cstimutes of requirements to restore
full capacl vy, spurce parts inventory and country
gource for full operetion, :
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Analysis of rcequirements for raw waterlal and oper-
ating supplics,

Analysls of I"inancial reguirements, divided invo
forelgn exchonge and local currcncy. Will expect
to scenre recent fincneloal and cost stotcwents.
These will be in Indoneslan, and the Contructoe
wlll translate into Bnglish and prepare summarico
and enalysia for AWT.D, and the Gooperating Govern-
mento

Analysls of labor problcms os ihey may affcet rate
of utilizatlon, particularly sccond and third shift
opecration,

Analysis of management resourccs. This will involve
securing oryunization charts for present operation,
sny rcvisions required for cxpanslon, and data on
availability of additional personnel.

Analysis of transport problems and warchouse prob-
lemy, : ; ‘
Analysils of marketing problews. This will be a
criticaol feature of the work in terma of central
government policy. Tho industry for at lcast ten
ycars has operated in a scllerts market and the
bottiencels inve been raw muterial ond spurce parts.
Now with ihe Iree cconouwy and lhe appoarunce ol
larger wnounts of forcelign cxchoange thon apparcently
were considercd possible, the market is full of
imported textiles In both yard goods and clothing
forme Aan cffort will be made to dctermine how
"7ull" the warket vealdly is, the prices being cheary-
ed and their relotion to the domestic production
costs; the kinda of imported cloth in relotion to
the domestic capacliy, clco

Por the handicraft scclors the Contructor will do
8 rmuch of the following at time end inforusiion
permit:

Handloom. Vislt the major ~enters on Java and sc-
‘curc infovmition about the mechunical condition of
equipment, supply of wegvers, and hence of yern re-
quircments,., Data on rccent production, financlal
problems, end precaent inventory position. Main
thrust will be on murketing problems of major sec-
tiona (gcoyvaphleal) with e view to developing al-
ternotives for government policy concerning protecc-
tion or subsidy. '

Batlke. Tnis industry is pernzps most Jdwporteont in
CTentrul Java, then in Wost Javu and less so in Bast
Java, Tncre is a large cooperative in Central Java
in Jogjuxarta., Thia cooperative sping yorn and
veaves the cambric from valen batik i1s made., The
spinning and wenving plant willl be coverced in the
power wichinery study, but 1tz markeling problems
depend on the betik Industry. Will comnare costs
end prices of various grades of batlk with import
substitutes and sccure oawlmotes of percent distri=
bution of output by machine snd hand methods (bolh
handicraft), and by price/quality classes, low,
medlium, high, :
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2. Report

a. Contractor shull prepure and submit in writing (in
the BEnglish lancuape) o final report in sin coples
to U.S. AuLl.Do/Djukarta, and wo coples will be awnt
for the uttenticn of BA/IND/ATD/H.

b, The rcport and other duta shell beecome the property
of A.T.D. &nd ure nov to be prblished by the Contrac—
tor, ciiher in whole ovr in purt, or divulped Lo wny
perueon outside the Cocperating Goverament or A.ToD.
without the wraitten consent o' ALT.D. The finnl re-
port shrll be submivied, 1 ponsible, belove leoving
the Coopers bing Country, bul in no eventv later than
thirty (30) days «fier his depariure thercelrom,

c. In the cveni of terminaiion of this contract undcer
the provisions of Article IV, Paracraph B, the Con-
tractor shall, within thirty (30) duys afwer such
terminatiion, prepoave and submit o Cinal report as
specificd above busced on tho data acquired and scr-
vices prrformed as of the time of such termination.

The period ol service of the Coniractor hereunder,
subjcct to the contingency of ewrlier terminaticn of
the contract as provided under article IV, Paragraph
B, chall bo for a period not toexcced six (6) veelks.
Phe exact G ays of service of the Contwuc bor shall be
pgreed Yo in advaince betucen the Contractor and e
Private Investment and Industry Offdcer of UedSe AID.
/bjakartno

Filrst Expansion of Assisnnant

At the end of the initial supvey of the textile industiry in
West Jave the writer and the Private Investiment ond Tndustiry
Offlcer of U.Se A.T.D./Djukarta agrced thot U.S. AI.D./
Woshing ton should coniract with the textile consulting firwm of

Kurt Sslmon and Associotes of Atlants, Georgia for the scrvi-
ces of two textile consultants for a period of four weeks in
Indonesio. The follouing is my undersusnding of ther elatlon
e tween the work of the XKSA team ond myself, based on a draflt
provided by the Privatc Investwent and Industry Cfficer of U.S.
AoI.D./Djnkurta.

Scope of Technical Scrvice (by Kurt Salmon Asscclates)

In sasociation with Dr. Leonard A. Doyle and In coopcra-
tion with the Ministry of Textiles and landicralts the
Contractor Representatives will make & technical onaly-
sls of the present position ond Tutuwre provlems and ro-
quirements of the Indenesion texille Industry. The dn-
dustry has threc parts: pouwer machlne scctvor, handloon
sector, snd batik sector, The major ewphasis will be on
the powcr maching sccter, which is almost entirely loceted
in Java, the heavicat concentration being in West Java,
followecd by Central Jova and East Java.
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1. The main effort will be to determine tho location and
nature of the na jor botilencehs to full cupucily pro-
duction. This will involve defining full capacity in
terms of product mix or inpub, snclysing Wul%un)tuﬁc
and nature ol copact iy not presently usable because of
mechanical breskiouns, sccuring poneral mdnwncAcnt G-
tlma tea of reguircinenis to restore full c apaclity, spure
parts inventory and country source for full operation.

1

2o Analysls of requircments for raw wuterisl and operat-
ing supplies.

3o Analysla of lobor yproblems us they way offcct rate of
utilization, particuluarly uccond ond third shift oper=-
ation.

It Analyais of transport problems and warchousc provleoms,

In conduct of this survaoy {lic contructor ropresentotives \-Ji],l,
J o2 i Iy
in assoclation with Dr. Dt)yJ.(: B

1. Inspect sclected spinming miils and advise concerning
best quality mix yarn 1 P. L. }6C cotton is uwsed ond
possibilitics of mixing stuple fiboer to improve quuli-
ty. Present ouiput is ncarly all 203,

2. Advise on steps nceded to pet remaining 12,500 spindles
in opcrnii0u in a new 30,000 spindle qunt of nn[laJn
ori¢ 'n.

3e Advlse on possible quality mix of best existing larpe
weaving wills of approximately 200 looms.

e Advlse on problurs of consolidating, small we caving
plants of 50-100 Jooms into larger waits.

5. Advisc on technicsel problems of Tinishing cquiprent
required in relavien to Tindings regarding 1 to by,

The contructers representotives will be aeccoimanled by Dr.
Doyle end represcotevive of Ministry of Pextiles and Handi-
crafts who will interpred when nceessory.

The textlle industry 1u” over 907 of iis pluants in Jave, of
vhich U“prOLl“u‘bij 507 are in dest Juve coenvercd in the Rane
dung repgion, 305 in Central Java in thrcee wein ceniers, 207

in Bogt Java in und sround Surwbsja. Thé coniructor represens-
tatives will spend one weck with UA. DOJI in cach of thesc
geopruphlic arces ol Juva, After {he Tirass survey, thc con-
tractors representetives probably will want to scparate and
work on most important provlems which were discloscd by first

SUrVCY .

A trip tobe nmade to Sumsira %o review the problems there, as
Lime permits.
Secend Lxprnsicn of fsoionent

Subscquent to the decision to sceurce the services of Kurt Sul-

mon and Associates, lhe writer wae asled by ¥r. Stokes Tolbert,
Dirccter of U.S8. A.T.D. Mission te Indonosia, to it in on the
first negotiating scssion for the 1958 P.I. 1,60 cotton aﬁrec—
ment,  Thils wes Lollewed by work with ¥r. Carl Winberg, hceting
Agriculiural Attacho, U.slo bumbussy, Djakurta, with respect to

dotermining the approximaic amount of cotton which the spinning



mills in Indoncain might uae in 1968, and for supgpestions cone
cerning procedurcs wndor the agrecment which would cnable tho
cotton to make the waximwn contribution to the 1968 stoblliza-

tion efforta of tue Governmwent of Indonesiv.

Tho writer and Mr. Toluert agrecd crally that the sdditionsl

vork would require un extension of the contracis The pressurc
of time and the coursce of econonle and political events in In-
doncsly were such that o speclfic smendment to the contract was

not discusscd until just prior to the depurture of the writer
from Indoncsia on Februwry 2., On February 2 the writer ini-
tialed a proposcd draft cmendment contulning, among others, the

following provisions concerning the time and scope of worlk:

NOW, THERBEPO:RE, the partics mutuully apgrec thot saild con-
tract shsll be end it hereby is smended ws follows:

1. Baale Contract, Article I

B.3l

PERTOD O SBRVIC:E ag amended, is elfcctive as of Deccram
ber 2, 1967 and shall continue-through 31 Januvary 1968,
to provido for time Lo prepsre a balanced, comprchensive
report with findings, conclusions and reeconmmcnda tiong
which will be of moaximuwnm ubtllity te A.T.D. tnd tho Gov-
ernient of Indonesia, Thils cxtension will permit Con-
tractor to attend mectings, conferences, seminnrs and
hold discussions with responsible Government of Indone-
sia Ministries, trade casocisiions, gnd vislt textile
and handicraft lacilities dncident tvo maling an overall
gurvey to determine the locaticn and nature of the ma-
jor botitleneccks to fuld cepucity production., The exten=-
slon will also permit Contracior to o ttend negotiating
sessiong belucen the Govermment of Indonesia and A.7.D.
concerning public Law BG0 spgreements as Lhe basis for
making specific recomnendstions to a.I.D. on how Y.L,
180 products, porticularly coibon can most effectively
be used in rchabiliitating or cecxpanding the textile in-
dustry and to maukc recommendationa wilth respect to

whati terms and conditions shouldbe included in P.L.
180 agrecrients to provide A.I.D. with sufficlent con-
Vinuing informution 1o cnsure effective utilization of
Y.L. ;80 commodiiies.

2. Article 1, B.2.
REPORT is hereby amended as follcug:

(a) After arrival of Contraclor in Cooperating Country,
it was mutuslly sgreed that Contractor would submit
three (3) Interinm Reports on reiulis of his investipga-
tions of various aspects of the textile and reloted
handicraft industrices, These reports were required for
ugc by USATD for use in ncgotistions with Cooperoting
Country representatives concerning possible imports of
Public Iaw L8O commoditics from the United Siates,

The Interim reports were also required for day-io -day
usc by USATD in planniug of proposcd courscs of gction
with respect Lo Lhe texlile dindustry In cooperating
couniry. Tiwing with reapect to submission of the in-
Yerim reports as woll as formot to be ustd by Contrac-
tor in thelir prepsration will be as mutually agreed to
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botweon Contractor snd USALID.

(b) Contractor shull prepurc and submit in writing (in
the English lsnguase) a Pinel repert din ten (10) coples
to USAID/D_} aiiurtu.  Yhe Report should reflect the [ind-
inga, conclusions und specific recowmmends tliony of Con-
{roctor with respeet to cucn of the 1tema vnder Ar tlcle
T.Bo

Puties, Report und Period of Service In Basiec Contract
Tor cocli oif & nmuncd inausiries and handicrafts. The
recomuendations should be set forbth in a mannsr which
will reflcct relutive priorities for various acilonsg
which must bo telen to lwprove the indusiries boing

ropor tod on,
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ITINBERARTIES, MEETINGS, AND CON -

FERENGCYES.

Tho investlgation included the following:

1. Two gerdes of textile plant visits. Tho fivrst was mado

prior Yo the arrival of the KSA toam, and required approx-
Lintely ten days in Djakarto, Bondung ond tho vicinity of
Bandung, and Den Pusar, Bali. The itinerary for this trip
comprilses Appendix A-le The sccond was mudo in compony

wlth the KSA team and covered Djakarta, Bandung und the

arca around Bandung, Centrel Java, and Last Jave. The

first few doys were spent with both members of th: KSA team,
and after that tho work wus divided so that the KSA men cone-
contrated on technlceal plant problems and T conferred with
general manageruent ond scecurcd cost and financiol dutae. Most
of the evenings on the filcld trips wore spent with pgovern-
ment offlclals end private industry executives in dlscussions
ranging over a wilde varlety of oconomic, political, financial
and management pro™lems of the textlle industry. The itin-
orary of thc socond fleld trlp compriscs Appendix A-2 of

this »oport,

Conferencos with representatives of the Ministry of Wextiles
end Handicrafts of the Government of Mndonesin, including

the Minlster, Ir. Suenusi; the Director General, Ir. Safloen;
Drs., I. Sumedl Wignjosumarto, Director of FProduction] scver-
al sectlon heads of the Directorate Genersl; and %he Chiel
Ingpcectors of Industry of the provinces of West Java, Gen-
tral Java, Bast Java, and Bali,

Conferences with officiuls of the Institute of Textile Tech-
nology at Bandung, including the Dircctor, Major General sur-
josurjerso; Wibowo Moerdoko, Dircctor of Rescarch and Devel-
opmeni; and R. Soemarlan, Dircctor of Administration.
Confercnces with represcntutilves of the Textlle Manufacturers!
Assoclatlon, including K. Kridonharsojo, Chalrman; J. C.
Tambunan, First Vice-Chalrman; and Mr. Engkun widjoaja, mem-
bor and owner of the privote spinning-wcaving cnterprisc,
P.T. Vismo Ocsaha in Bandung., I also met with representa-
tivos o tho Textile Manufucturers' Assoclatlon and repra-
senta tlves of the Ministry of Textlles at a mecting in Dja-
karta chalred by Ir. Safioen.

sccured documents and financtlol statements (mostly in Indon-
esian) ffom the Ministry of Textiles, the Textile Munufac-
turers! Associaticn, Tnstltute of Toxtile Technology, and
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virtually all contral govermment, provincial governmmzn

and governmcnt/brivutc entorpriscs visited. The documents
securcd ond analyzed £111 a very Jdarge briefeuso.

Conferred with Dr. Widjojo Nitisonotro, Chalrmen of tho Na--
tional Development Planning Body; Dr. Emil Salim, Deputy
Chairman of the National Development Plenning Body for In-
duatry ond Infrostructure; Dr, Mobammed Sudll, Chairmen of
the Foreipgn Investment Team,

Attended the first negotiating meeting for the 1958 P.L.

U480 cotton agreecment and subsequently conferred scveral
times with Mr. Corl Winberg, temporary Agrleultural Depart-
ment ropresentative in Djakertn, and in company with Mr,
Winberg met with réproncnhutivcu of the Ministiry of Textiles
and Handicrafts to develop dota on 1968 cotton requirementy
and 1967 cotton usage and dwmports.

In company with MHessrs, G. L. Tarbyfill and Al Batts of

Rurt Salmon end Associuates T discusscd our chicef findings
and rccommendatlions at a 23 -hour Country Mecting at the
American Embassy in DJakorta on WCdncnhuy, January 31, 1968,
and at a lj-hour mecting In the conferenco room of the Na-
tional Dovelopment Plavning Body in DJakarta on Thuraday,
Februory 1, 1968. fhe lattor meeting was attended by avout
twenty off'icials of the Goverumenti of Indonesila, represcento-
tives of the World Bank and Tnternational Mone tary Fund, and
advlsors to tho Governmznt of Indoncsia from the Nether lands
group of Frofecssor Tinbergen and. tho Harvard Development Ad-
visory Service.

I conferred constantly with the KSA reprcsentatives on the
field trips, in Djakartia, and in Hong Kong where we rcached
a Tinal decision on the genecral coverage of our reports, I
had copies made of documents joinily required and translated
the Indeneslan where neccasary.

I mot twlce with General Msshudi, Governor of VWest Jave where
over half of the textile industry of Indoncsia s located. I
first met Governor Mashudi in 1959, and rencued my acquaint-
ance in 1960, This time I puid @ courtesy call the first
day I was in Bandung and had dinner with him and his Tamily
the night before leaving Bandung on my Lirst trip,
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STRUCTURLE, LOCATTON AND OWNER -

SHIP PAYTERN OF THE INDONE STAN

Tk XTI LE INDUSTRY

Introduction
‘Tho textile Industry in Indoncsia 1y divided into lwo groups:
machine and hendiceraft, The handicraflt group conaslsts of
handlaom weaving and batlk malddng. The handlooms use both
domecstic and imported yarn., The bullk of the yarn uscd 1s cot-
ton, but rayon and silk ace used alvo, as ls sllver and gold
thread, The batik Industry dyes cotton cambric cloth by cov-
oriap parts of the cloth with wax to sccure two or more colory
by hand dipping. The unlque feature of batilk is that the pot-
tern 1is the same on both aldes of the cloth. DBatik cloth is
uged for gcveral purposcs, but the largest omount ia for the
traditional long skirt of Indonesian women and, in certain
areas, for men. The woman'a alirt is calleé "kain pandjang"
or long cloth, It 13 usually onc meter wide and 2} meters
<long and 1s wrupped around the body. The batlk Indusiry 1s
protcected by tho prohilbition of imports of machino printed
batik patterns, There are ot lcaat three maln kinda of hand-
loomed cloth, worn chlefly by meny a vertieal stripe called
"lurik" which is wade Into a long jecket and worn chiefly by
Javancso men; a plald pattern called "sarung plenghkat’; and a
multi-colored floral or pcometric. deslign, The sarung for men
made on handlooms 3a about 2l inches wide, and two of these
are sewn logether lengthwise and the ends joincd to forwm a
circle & 1ittle over two moters In clrcumfcerence. A plece
long enough for a sarung is tho basla for payment to the
WCRVCD
plaid sarung material is mede both on handlooms and machline
looms, and the domostlc industry is protected by total pro-
hibitlon of imporits of the traditlonasl patterns, Each re-
gion in which sarungs are worn appears to have cer tuln color
combine tions or desligng whilch ere populer. The machine prod-
uc tg usually are trodemarked and deslpgnated according to qunl-
ity, of whieh there are thrce grodes, In general, the quality
grades depend on the slze of yorn, buiy the aifference betucen
sccond and third grade sppcaras to be chiofly in the quality of
the weaving ond finlshing and not in the yorn., It appcars thot
the larger and better-managed handloom establishments also use

trademarks or "{japs",
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The Mech:-nlcal Loowm 3Sector

The machine sector of the textile Industiry counsilats of four

ma jor procassca:  splming, veeving, Cinlshing, end knitting.
Pinlshing includes bleaching, dycing, hand screcen printing,
automa tic moachine screen printing, ond roller printing. It is
rarc for a single enterprisce to have an inteprated operation,
Most of the wcaving unlts are smell by conventional indusairy
‘stondords. Most of the gpinning mills are new, modern and
conaglst of 30,000 spindics. One mill, Tjilatjep in Central
Java, conglsts of {two unltis of 30,000 spindles ecach, the Lirst
star ting production in 1956 and the second in 196l (I am not
certain of the cdotes)., There are Tive cotton spinuing mills
which also do weaving, end onc swall rayon mlll which spins
and weaves,

The woaving plants are mostly private enterprises, but the
lurpest ones arc under some form of government ownoruhip/hann
agement, Onc large and modern integrated spinning/hcnving/
bleaching plant 1la owned by the Batilt Producers! Gooperalive,
and onc of the new 30,000 apindle spinning mills is privately
owned and has weoving facilitics which, as T understand it,
take o relatlvely amall proportion of the yoarn. Most of the
weaving enterprisea, whether large or small, use loomg thati
arc quite old, some going buck to the ninetocn~bhirticso 1ir

4 weaving mill does 1tn own finishing, it is usually only
olecaching and dycing. The yarn for plaid sarunpgs and floral
ar geometric patterns is dyed .efore weavlng (for both hond-
looms and machine leooms); other fabrics are dyed after weav-
Ing or sold to the I'inel consumer as greygoods, Sorie ¢f the
small weavers sell greygoods to the few findishing wiils, prac=-
vically 81l of which are small and relatively incfiicient,
Prior to indecpendence, thore were no sceparate finishing milils.
The lecad in establishing finishing fucilitics way taken by

vhe Central Government in, I understend, 1954 . It built five
finishing pluants called "induks." This word may be irensla-
ted roughly ag "mother hen" becousc they werce te be an example
for others to follow. The induks now, to the best of my knowl~
edge, are ownod and operated by the provincial governments,
Yonz of the induks, to my knowledge, cdoes either automatic
screen printing or rcller printing, bu. some do hand screen
printing, chilefly camouflange cloth and insignis for the mili-
tory. '
I understand there sre now at lenst three roller printing op-
oeralions, and st lcast one of these also has an automatic

scroen printing machine. A few plunts have sutomulic screen
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printing oquipment but not roller printing. In order to do
elther sutomatlc screcn printing or roller printing it is oal=~
mogt universal practice to uge inported clolthe. The beuat do~
mestic cloth appeurs to be too poor in quality and must be
socured from vtoo muny mills to produce the quulity of printed
cloth ruquivea to compete with imported prints. The KSA ro-
sort will deal with the techinlcal problemns of this opzratlon,
¢ encountered only one roller printing operatlon in Java which
8 Integroted with a weaving plunt; ond 1t apparently prints
1ittle or nonc of its own cloth.

2ne mochine knmitting industey consists almost entirely of small.
walts wlth single-stitch machines which use chiefly domestic
cotton yarn of 205 count to produce singlets end P-shirts, of=-
wen of a somewhat drab appearance. The knitwear is quite sor=
viceable, but with the recent large imports from Jepon and

wong Kong the domestic product wpparently is not selling weil
@ large urbon areas., One Iirm in Djalkarta has tricot cquip-
«2nt and 1s & very well-mansged concern., A major fabric in

e Indonesiun market 3s a tricot used in making the tradi-
sional woman's blousc called a "kebaja". Thils blouse is worn
with the long batik skirt or sarung, IFor recascns unknown to
2y the combination of a handicraft batik and an fmported
saouse material is traditlonuld among upper-claas women, parvic~
ulariy in Java. A keboja may olso be made from printed materi-
21, agedn usunlly dmported. Virtually all the kuitting milis
ssve o garment department in which the knitted raterial is cux
»4@ sown into undershirts snd T-shirts or spertsnirts. Somc

ol the better-muneged enterprises alsc produce otner ready-so-
vwour garments from knitted scrap or new msterdial. It is my im-
presalon thatv at present there 1s substantial unused machine
cepecity and rcasonably skilied operators for ready-to-wear
zerments, both at the knitiing factories and in small garment
Jactories. A fcw of the knitting units are combined with werv-
.y but most arc separote ostablishments. '

«» the foregoling descrivtion suggests, the Indonesian textile
..dustry 1s o mixture of modern large-scale plonts and small-
acale plantis, aud the dominant petiern is not one of the inte-
gration of two cor more procecsscs. Let us now reduce the quul-

itatlve data to quantitutive form beflore procecoding further,

. Qhuntitutivc Picture of tho Indoneslan Textlle Industry
" stotistles now available concerning the number, sizc and
cation of the tecxtile enterprises in Indonesias are bascd on

e licensing sysvem., It 13 now reelized in Indonesia that
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these stutlstics do not provide the best possible duta eand g
new approach 39 veling uvscad.
For reasons agsocle led witi coloninl policy, The Dutch leoked
on Indoncsia asn profilable murkot for the textlle Indus try
centercd in tho Twonte roglon of the Nolherlisnda, T4 was nos
untll tho great depression of the nineteen-ihir tics that an
.effort was wade to expund snd to Improve the handloom induatry
of Indoncala and todevelop o machine textil. indugtry. Tho
dovice for developing or reviving the handloom Industry was
the cstoblishment of a texiile inatitute in Bandung, West Javua.
Perhups the most fmportent contribution of the institute was
to develop an improved handloom which could be made for very
1ittle money ond onilirely from domestlc moterinl. This loum
I8 38111 1In uge throughout Indoncsiso. It ia very simple and
efficient, ona a new one today is reported to cost betueen
Ap. 500 and Rp. 1,000, The handloom indus try currently 1g so
depressed, particularly in Wost Juva, that o sccond-hand loom
in working order cuan be bought for Rp. 100 or lesa. The ma-
chine industiry wes for the Dutch primarily and not for the Ia-
doneslans. As was tho case In other large-scale manmufacturing,
the Chincse in the Nethorlunds Indies also aot dnto vextile
manufacour dng.
For reu.ons not particularly reievent to the present, the Ne-
therlands Indics Governmens controlled the development of the
vextlle indu;try (and others) by o licensing system, Undor
this system an enterprise could not operste until it sccurcad
& license for coch critical unit of cquipment, This systen
w88 taken over intuct by ‘the Indonesilen Government after 3n-
sependence,  Wherc the Dutch used the system Lo praomote their
conceptlon of orderly industriai development, the Indoncsians
used the licensing system to promote their conception of order-
iy Industrial development. For the Indonesian govermient toe
objective has been to 1imit, as far as possible, new textile
enterprises to Indonesien nationnls. This led to one of the
anjor features of the industry, Indonesian "fronts" fop Chingoe
capitai. It is probably fair to say that getting a license was
& comblination of politicald affiliantlion and political entrepren-
eurship. The license on ovecasion had greal ecconomic valuc, In
technlcul cconumic terms, it was worth the discountod present
aluc of anticipated profivs,
t is my understanding thaw the licensc must romain in the
-ame of the person or cnteryrisc wo whom it was first lgaued,

This produces the curicus rosult thst the licensc holder can
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g0ll the physical equipment bub not thoe license, and that an
acltual enterp:.so may use cquipment oripinally licensed by two
or mofc persons or firrie. ALY present officlal statlatlces on
tho copocity of the textlle Inoustry asre idn terms of licensced
wnits. Tuerce may actualdldy be fewer centerpriscs in cxlstence
thon the number of licenuces, and the number of uwnits of oquip-
ment may be leass than the toted nunmber licensed. In effect,
the licensed cupocliy 1o o perpetlunlly expending number with
no provision for scrapping or ohgolesucenne, und does not rec-
ognize tho mcinal number of eniterprises ov thedr munoperiel
structure. The licensing system was the buala for the alloca-
tion of raw m.terial under tho juided cconomy of the Sukarno
ragime, and is now in large port the bogis for estimating yarn
sequircments for weaving ond knleting.

Table 1 shows the licensed spinning equipment in Indonesia at
tho end of 1966 by arca and typc of owncrghip. The upper halfl
of Tuble 1 was prepored from datu supplied by Lhe Dircctorecic
generai of the Textile Ministry, the lower halfl was computca
oy the weitor. Toable 2 was prepurcd from dsta supplied by ine
Dircctorato CGeneral ond the lowver half was computed Ly the . i-
sere ALl of the enterprises o1 Teble 2 arec considered by o«

Directorastc Gencernl to be private enterprlsca, This metnn o

owned by the Centrad Goverment. As will be pointed out Jew ..,

the provinciol governments own and operate scveral larpe milis
and sgsorg small mills, and the Jarpge bpatdk cooperative owng ool
ihrgc muvearated spinning/ﬁoaving/blcnching mlll and, apparent-
ly, two smell weaving milia.

The imporuent faels to nole from Tables 1 and 2 appear to we

to be the following:

1. The spinning scctor consists chielfly of large unitis
and the other machine scctors of small units.

2. The toxtlle industry 1o concentrated almost entirely
on the 1slund of Java.

3. The proportion of spinning capacity in any onc prov-
ince 1s different fromtiic proportion of weaving or
knitting capacity in the seme province.

Tebles 1 oend 2 do not bring out en important fcaturc of the
industry, the relotlon betwecen the domestic copaclty to pro-
davco yarn and the domestic copacity to process yorn., T shall
deuvl +ith thls imbalence in detail in a subscquent section,
but L.o the present I shall simply asscrt that the spinnnng
capacity at the end of 19677 was substentielly less vhen the

capacity tojrocess yarn ot the end of 19%7.
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fuble 1 does notl provide a completlely satlisfactory plclure of
the spinning capucity ot the end of 1967, both beceuse new

mills come into productlon and becoune the ownership structure
is not made clear. Tuble 3 shows the spimming capocily ot the
end of 1967, mnd also Indicates Lhe spinning wmills under cone
struction but not operating., In addiblon, Teble 3 brings out
a very dmportunt factor for future poliey concsidevutions, the

aupber of spindiei nol ovaeiloole for voe in solmiing wills now

operutine, Column 2 of Qable 3 is busced on Cigurces supplied

n; d
by the Direclorstie Generoel of the Pextile Indusiry and appears
to to inaccwate, Column 3 of Tuble 3 shows the nuuber of
gpindley opers ling according to my ficld study, but I did noi
viasit oll the spinning wmills and I know that my dota are inac-
curate., The KS,4 report will provide more caaplete and accurate
data on thls importunt queation and will contuin specific rec-
ommenda tions for deuling with the problem of getting the spin-
ning mills up to designed capucity.

In a subsequent scctlen 7 shall dool with the ecconomle and
financial issucs of the presentily noa-operating spinning oe-
peacitye. For the moment, however, the Important point is - .
exploin the generual reascns for the fact that every spinn’a:
mill appears o huve desipgned capacity in cxeess of opersiing
capaclity, The existing splining mills may pe grouped accorG-
ing to whother thry were ordered prior to about 1961 or after
1961, Tor those pcquived prior to 1961, the problem is to gex

baclk Intc operation caypucity which at onc time was in operaticn
1 -1 Of) )3

but beecowme idle beecause of the shortape of foreipn exchange
for replacenent parts in recent ycars. For the spinning wmillis

ordered &veer 1961, the problom is to couplete fre nlants., o

L

parenily w1l tle mucnincry and equipment for the post=-1961 wills
was shipped by the munulscturers as soon as possivle alter zhe
terms of sale were coipleted. A8 a result the equipment arri-
ved La Indoncesla long before the buildings to house 1t were
rcady. Some of the equipment was delivered o the plant sitc
end some 1enmoined for a time in the harbor area. In the tine
between errival and Ingtallatlon gome equipment wos damapgeé or
stolens 1 do not.have compleve Information concerning the ar-
rongements with the manmulecturcers concerning supplying tecnad -
clens to supervise the instellstion of the cquipment, supen-
vising the start-up, or training o cadre of Indoncsinn tecrii-
cians and monupgers. If such arrengenients wore ircluded in tho
originnl contract, they wpparently were not carried oul becausc

of the verious "confrentavions" of the "guided cconomy" period,



As a resull, virtuolliy noi. of the pogti=19061 spinning mills
ordercd by the govermsens oad the benef'it of foreign techni-
ciang to supervise Instolicilon wnd stsrt-up, and few, I any,
sent Indoneslan techniciotig or nunagers to the countrvy of oril-
can of the equipment for trodning.

if one removes the Lihveo Central Goveront mills (the Cirat
nine muke up the pount-196L millis; shown os non-operatbing, iee.
Bekugd, Bundjoran ond Padeibang, the desigbed spinale cupscdty
of the opevating mills is 150,000 in rclution to prescent of-
fectlve capucity of 128,000 spincles, there is aboui 20% of
wslgined cupacity Lo be completed. T beliecve the KSA repovt
will Indicate o somowhal darper fipuve, perhaps the ecquilvaleas
of one new mill oi' 30,000 spindles, Clearly the present mills
snonld b2 broushi up to desipgned spindle cupaclty before any
new mlll is Included In the prospective five-year developrens
plan,

it appears from Tuble 3 thut at least 107 of the pre-1961 niil
capacity 18 now inoperaotlve becwuse of spare parts problenms,
Virtuaily all of th: cquiprint required for both groups of
w11ls will requlre foredgn exchanfe. In o subscgueny section
7 sholl discuse the deciaion modeld which T belicve to be ap-
peopriste for vop governeont policy on this dssuce, und the

XSA rveport will discuse the teceimical sspocta of Lhe vroblen.
} i ]

. Tingl feature of Tuble 3 to wnlceh atiention is diveeled 4
¢ne lurge component of gpinaing cepscity now in the nonds ol
wace provincelsl pgovermicnts, opproxime tely 29,0 of ine desipnasd
vopecity. Theose mills present 6 apeciul problem In what I
call the ldeokuge of funds fvom P.L. B0 cotton. The aume 1o
truc of the privete mills. The "legkuge proolem” is discusscd
oI puies
It should bs noted here thatv if the effective cuyacity of tnc
Indonesien spinning wllls da svbsvantiolly Jesy than the proo-
able minimum yarn requirements of the domesiic weaving and
wndtting milis, os it definltely g, there should be no ques-
vion about adoptling a policy of not dmporting yarn until 4t

s clear that the full effcctive capaclity of the Indonesion
plnning wills is béjng utilized, 'Thnisc 3s becouse there is
virtually no forelpgn exchange required for the spinning mills
for current operations. As the KSA repord will show in soma
sotall, Lhe amount of foreipgn cxchonge rogquired to increossc
surrent cffective capuclty todcesipned cnpacity may cxececé ihe
Torcign exchunge required rfor equivalent yurn importa-~depend-

ing on the time horizon invelved for the allocution of foreign
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Teble 1,

Licenged Sptiming Facilitics in Indonesin

31 December 1966

SPINNIN

Government Iillg

No. of lio. of Spindles pox
Enterpriges _Snindles Entovprice
JAVLA:
Weal Java Arca
Djakarin Raya 1 40,000 30,000
Rest of Viest Java 3 68,000 _ 22,667
Totel-YWest Jeva 4 98, 000 24,500
Central Java Aree _ - -
Special Area Jogjakerta - . ..
Rest of Central Jove 4. 159,000 228150
fPotal ~ Gontral Jave 4 15%, 000 38,750
East Jova Arveo 2 45,000 22,500 —
Total ~ Island of Javo, 10 298, GO 29,€00
SUIALRA: R
North Suunive
Yest Sunatlra
South Svmatra
CPotel - Islond of Sumetra
SULATRST (Scuth) -
DALY 1 15,000 15, 000
POTAL X ALY TNDOHEBSIA I 317,060 76,454
PRUCBRTAGE OF LICENSRKD NMACHINES
BY GROTRAPHICAL ARBA
JAVA:
West Javo Area . 31,3 ¢
Central Jave Arca 49.5 %
EBast Java Arca 14.4 %
Totlal -~ Island of Jeva 05,2 %
SUMATRA:
octh Sunetra 3
Vicot Sunatcea z
South Sumntira -
Totzl - Island of Sumetra 3

SULAUNST (South)
BALL T8 %
TOPAL - ALL INDONESIA “166.0 4

T S

Source: Directorate Genexal of Textile Indusicy
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MILLS _ ' L

T & 1 a 1

o, of Sprmiies T

B P].‘{Vn ‘bf_‘z__]r'l'j. 11 12 st o i M ’
" or fo. of ~ Spindles pon ho o0
Viopneises’ Spindles  Bnlerprise Anterpriscs  Spindles  Falerprise

[P IPUEVR SRR

1 30,000 30,000
i 10, 600 10, 600 4 18,600 19,900
1 10, 60D 10, 60O 5 108, 600 “21,720
1 30,000 . 30,000 1 30,000 30,000
- v - A 155,000 38,7150
1 30, 000 30,000 5 185,000 37, 000
. ..30,000 30,00 3 —15:000 25,000
3 10, 600 23,333 ' 13 368, 600 28, 350
1 30, 000 30, 000 1 30, 000 30,000
1 30,000 30,000 1 30,000 30,000
1 15,000 15,000
4 100, 600 25,125 15 413,600 27, 660
1o.9§ 26.3%
29.87 44.85%
29.8F 18.17%
10.2% 89.1%
29.8% 1.3%
_29.8% 1.3
- 3.6%
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Table 2,

Licenuycd Textdle Manufnctuving Facililtics in Indonegin

JAVA
Vipst Java Area
Djakarta Raya
Ros%t of Wost Java
Total-Wosl Java

Contral Java Arvoa
Spocial Aroea Jogjakartia
Rost of Cuntral Juva
Total=-Central Juva

Bast Java Arca
Totnl~Toland of Juva

SUMATRA
Forth Sumatra
Viest Sumatra
South Sumatru
Tot21-Tslund of Sumatra
SULAYE3T (South)
DALT
TOTML - ALL INTONESIA

PERJENTLGE OF LICENSED MACHINES

WY LILGRAPHICAL AREA
Vs
wa2it Java Aroa
Certral Java Aroa
vawt Jave Aroa

Totel - 18land of Java

STRIATHA
Yorth Sumatra
Wess Sunatra
Scuth Sumatra

Tot2l ~ Iglandéd of Sumatra

 SULAWEST (South)

LALT

TOTAL -~ ALL INDONES3IA

31 Dacunber 1966

WEAVING

ILLS

PIY]

No. of

Entorprises TLooms

3% 1,863
495 16,456

930 18,2319

No. ol

Looms por

Entorprino

53
L33
33,

9 342 34

12 2,993 41
61 3,335 41
4T 2,456 52
658 24,110 36+
23 ) 596 26

5 321 65

2 134 67

30 1,057 35

3 67 22
_— 2 10
693 25,255 36+

‘Source: Directorate General of Texiile Industry

No. of

Enborprs

1
42
A3

61
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H'l g PACTLITITYES MACHINE PRTITNTING KNITTING
—i Units of Lanipmont — No, of Unita of benipment No. of No, of  Units/

e i e s b e

gers Bako iniching Entorprinca Meosin Jopgars Modja Entorprines Machines int,

2 . ; - 12% 3,776 30
24) 124 1 14 _3. A6 66, L6 o 2,900 27 .
43 _d2d 1 L TR T T T 231 6,616 29

- - - - 2 20 10

S S 29 — -l 80 2y 146 e

3 29 0 25 766 3

U3 L 8h = - — 30 33 680 2,498 3|
260 212 1 51 3 47 181 324 © 6,940 3%

3 - - 4 114 28
_—.—-3-—- r-‘-—-::—ﬂ --:.—v— —-":0- r-u:—l "-:-A M-:-" Ll e dd ol -H-‘—m - e 8"

1 20 20

283 212 1 51 3 47 18 329 10,074 + 30
865055 58.5/4100,0% 1004 34.0% 36.50 66, 3%
- 1.4 = - 2.0  44.2 1.6
13.1 40.1 - : - 64.0 19,3 24.8
99.1 100.0 1GC.O 100.0 100.0 100.0 98.7
’9 101
.9 , 1.1
- - - - - - .2
100.0 100.0 100.0 100,0 100.0 100.0 100.0

———t o
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exchange. (Sce puges 70-72)
Anosiner set of datn conceruing ihe spimming wmilis 1s lmpor-
tonv.  Phis is ihe cost o the Lmporicd componenin of the
mills. Table L 1s derivea frow scveral sources. MNata for
the Centrul Govermment wills were supplied at my request by
the Directorate Geneval ol Textilces, duta for the provincial
~government mill (two unita) at Pjilatjup werc supplied by tihe
Prealdent Dircctor, and duuva for the integrated spinning/
wcuving/blcaching mlll ol <he bolik cooperative in Yedari uin
Central Juve viere suppllad by the Chilel Accounting and Minance
Officer, The mills wre listed din Tuble I} sccording to the
country from which the machincsy and cquiprent were imporicd.
‘I had no w ay of checkling the accurucy or compleiencss of the
figurcs supplied, but I have no rcason to quuotion the dots,
The data of Toble I sugpess the following tentotive conclusions:
1. Japanesce ppinning cquipment appears 1o cost substan-~
tieliy less per unit of spindle capaclity than European
equipment . .
2. Tnere appears Lo rave oveen substantlial price increasces
for Jupancse equipuent boetween 1953 wnd 196l .

3. Based on the G.K.B.D. (batik cooperative) cxperienc s,

enough bleuching cepacity to handle all the spinning
capaclity 1s quite low.

The datn of Tuble l, howcver, do not take into account diffcr-

ences in the count of yers Tor which the mill was desligned or

the existence of cquipment for douoling ond twisting yorn, Tt

is my understanding that the Eanglish and Tielian mills and iro
G:KoBelo mill were dosligned to produce yarn of higher count
than the other mills. The other mills, as I understand iit,
were designed primarily Cfor yern of 205 count. The differenc:
between yarn count and doucling is very important. These cere
tecimical mstters ond will oo cxplained and discussed in the
KSA recport,

A finel ccnsideration in the spinning indusiry is the ouncr-
ship/hunngemcnt structurc of the Ceniral Government mills.,
Suring the "guided-cconomy" repime the tesk of bullding the
mills, dnstoalling the mechinery and equipnent end storting upn
the mills apparently weas ocosigned to on organization culled
"Komande dperasi Projck~rfojck Sandang.'" 1 regret that tire
ild nov peviit me to determine just now this organization was
selatec to the otlher egencies concerned with textiles, Apparx-

ently 1t wns a combinution of wilitary and civilion pcréonngl,
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and drew heavily on the Institute of Textile Teclmology in
gandung and the assocliotlon of Rextile Mxper tao (Indoncsia
nas & title of Textile Bngincewr tuken over from the Duteh and
based on work abrosd dn toxtil. engincering or the Sardjuna
Imaster 'y depree irom Bonaunpg.) It is wy uwderstonding that
the Komando orjrunization recently was disselved and replaced
by a sta*o corporatlon cuiled ¥.i. Sondang. The leuvters TeNo
gtand for Porusahaaon Nepurs or Siate Jorporution, and Sondung
is a word uscd to designate clething. 1 believe thot PN,
fandong 18 not directly under the Ministver of Texbiles anc
SHandieralfts, but I aw not certain. My dwpresslon s that vac
corporation is rather sutonomous in dectermining its operant.ng
and pricing policy. The problems involved in having an auton-
omous orgunisation operating about 504 of the wextile capacivy
in Tndonesia will be discussed ot some length in commection
with recommendations for a Texvile Developmeni Authority and
the hendling of P.L. 480 cotton,
Let us return now Lo the Guta of Table 2 concerning the In-
donesien yorn-using facilities, Tor practleul purposes, thls
seans the weaving and knitting enterprises, includiag handlooms.
Tt was pointed out at the beginning of this sectlon that Taale
2 1s derived from the license rccords. It is my unacer ston. iy
snet the usc of licensed capacity in the textile industiry rus
secn the subject of contvoversy for severas years. The Minis-
vry 0 Cexsiles and Handicrafts has recognized the wecaknesses
of il aicensed units data ond for some time has been attempt
ing toe suostitute dota concerning sctual enterpriscyg and ao-
tucl units of equipment i- exiutence, The time and circurm-
stances availluble in Djsia: ta at the end of this study dicé ro.
permii the careful checlt of the data that T wanted to make., 4z
a result, I can only provide data which illustrates the prot-
lewm, osut cannot do more.
Tabic 5 wosg preparcd in Hong Kong from deciniled listing of en-
terprises and yarn requirements preparcd by tne Dircctoraste
General dated Feorusry 9, 1966, To the best of my knowledyc,
this tubulation was intended to provide the bssls for estimit-
ing yarn requirements for the calendar yesr 1906, and probadly
was bascd on the expectation that ysrn would be aliocated in
-1966 as it had been in 1965, ‘
The basic tebulation uacd to prepare Table 5 gave ihe name and
gdoreas of cach enterprisc ond listed the puwber of looms under
gach of some twenty clesscs (golongan), T belicve the classes
werre boged on £ b width of loom and possibly on the speed, and

from ihis information the amouat of yarn required wogs compuved
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No. of Looms/ Enterprisco Loomi Looms par
Bnlerpriscy No. % of motul  No, % of Total nberpr lao
1 -~ 10 96 693
11 - 20 Th. 11i2
21 - 30 53 1316
31 - 1,0 25 85l
L = 50 .23 1062
Subtotal 1-50 271 81.8 5037 38.5 - 18
51 ~ 60 1 613
61 - 70 9 582
71 - 80 9 679
81 - 90 2 171
91 - 100 3 292
Subtotal 51-100 3} 10.3 2337 17.9 68
subtotal 1-100 303 92,1 737U 56.0 2l
101-125 8 878
126-150 2 273
"151-175 3 473
176-200 bt 713
201225 Ly 8445
Subtovsl 101- :
225 21 6.3 3212 2l4.6 153
ubtotul 1-225 326 93.4 10586 81.0 32
vox 225
239 1 239
339 1 339
350 1 350
397 1 397
1157 1 1157
Subtotnrl 251- _
1250 5 1.2 2182 18.9 1496
fotol 1 - 1157 331 100.0# 13068 100.0# 39

# May not add to total becouse of rounding.
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(whether Tor one or two 8hift cnerotion I am not ceriuin, but
I expect for one shif't). I went through the tabulation and
addcd Lhe number of lcowms and then prepuved the loom silze tab-
ulation shown ’n the stuh of Table 5. I did this only for the
province of West Juva, excluding the arca of Djakartu Raya,

It will be noted from Tubie 2 that the wres of West Juva had
over 72% of the wamber of liccised looms in Indonesiu, and that
Djakarta Raoya had 1,063 looms and the rest of the province had
16,156 loonms. The flgure of 15,56 looms in Tavle 2 thus cowme-
pares wlth the Cigurc of 13,068 in Tuable &, and the number of
weaving enterprises in Table 2 of 195 compares with 33) in
Table 5,

I shull assume that the dato ol Table 5 provide a rough approx-
Imation of the number of aclunl entcrprises and looms &t vhc
end of 1965, Given the circwastorices of 2966 and 1967, it i.
probubly rceusonable to agsumz that fow 1T any new enferprisc.
were establisned in those ycars, Table 5 places in rather oo -
matic focus the problems of the venving Industry of Indoncs: .

The problens canler around the facl that ths vast mejority or

the cnterprises have less then 100 looms. ‘The KSA report wilil

200

)

deal at sowc lengih with the tecimlceal featwres of small size
for we .vipg establishmens., poarsicularly with respect to cusc
and ¢. 11ty of the output.

IT 92 of the weaving cntespriszes have 100 looms or less, sna
accoun. for 563 of the toial number of looms, onec perhaps sauvd’.
concli. . that thigs part of the weaving indusiry is not mue 10re
than en c¢xtension of the handloom indusiry. GCertainly tnus .1 -
gurnt might be made for enterprises wiin fifty lJooma or ios..,
As I belleve the KSA repovs will dndico.c, a weaving cnterpriau
with 1.ty looms or less c¢ithcr will not have a preparation de-
partment at &ll, or will nave a poor one. Small enterpriscs
also wilui Leve 1ittle opportunity to control the quality os
source of yurn. The KSA report plso will deal with the proo-
lem of weaving enterprise size In relation to sizing equipmenv,
If an cnterprise does not have sizing cquipment or aocs not
have the warp (bcom) prepared by an cnterprise with sizing
equipment, 1t mugt usc duublad yorn for the warp. The yarn
most commonly used for the wavp is Lj2/2. Very little of this
18 produced in Indonesis, hence it must be inmported. Swnll
.vesvii: enterprilses rurely have any kind of finishing cquilp-.
mernt, aence the output of sueh cnierprises must be sold %o «
finishing will for bleuchiv.g anc/or dycing or hand screcn
printing. As Toble 2 inc.cate., the existing finiﬂhjng Choli ~
city Jn Indoncsie 1s smui., and ag the KSA reporti will show,


http:enterpri.se

-2 -

1% is rother incefficient ond the quality of work l1s somcwhat
substandard,

Bused on ihe data of Table 5, onc may conclude that only twen-
ty=-six weaving establishments out of o total of 331 are large
enough to have a preparuation depuartment which Includes sizipg
cquipment, and to have finlohing foacilities, Our small sample
‘sugpests that not pll the weaving cotobllighments with over 100
looms have siziug and Tinlshing cequipment, and the semple In-
dicates that thosc that do have very aer lous quality problems
in using the egquipment. Agailn, thig will be dealt with in the '
KSh report.

mable 5 does not bring out the owncrship of the weaving enter-
prises or the variation in product mix. The two lorpgest weav-
ing enterprises In fact have about 107 of the loom capacltyo
The lerpcst one is PoT. Pabrik Tenun Gurut "ampera IM in the
town of Garut about thirty miles from Bundung, This is a for-
mer Duich cnicrprisc now owncd and operated by the province of
West Java. The sccond largest mill s IoT. Bandung located in
the city of Bandung. Thls formerly was owned by a Dutchnan ol
Indonesian nationality but was sold to the Union of State Rall-
way Lmployees in 1960,

We visited both the mill in Gorut ond P.T. Bandung, o3 well as
two other large weoving mills in Bandung, sand T visited at
lesst two others in 1959 and 1960u The most significant thing

about the largce weaving cstablishments visited was the lorpc

percentape of outpuk represented- by checeked sarunp material,
Going back to the butch era, imports of traditionel puaticerns
3 1 1

of cheecked sarung moterial have been totolly prohibited, Tnis

impor t prohibltion policy waos cstablished to prolcct the hand -

loom industry. In fact 1t appcars to protecct the large mo-

chanilcal weaving enterpriscs far more than it protects tne
handloom enterprises. fThus one encounters the curious situa-
tion thet the large weaving cstablishments able Lo producc

checled sarungs have compleie srobteetion for this poari of
& com 1

their output. This prctectica, it should be noted, docs noi

rotcct npoinat substit .2 sroducts, but checlied sarungs arc
t) ccl pfil -2 ’

Wireditional" in Indonesia and substitution of "modern dress"
gppear s to have been slow. Onc may speculute also that the
‘groduul substitution of modern dregs for checkeA sarungs 1is
likely to uffcct the small hendloom producers .aore than the
larpe mechanlcnl wenving estublishmenis, Thig 18 becouse the
Jarge enterpriscs can (ond do, as far as our limited sample pro-
vided informetion) preduce a better quelity of product, con usc
brands or "tjaps," erc morc officient in warketing, and under

the rationing system fur yarn of the "guided ceonomy" very
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1ikely sceared move yurn and wmore fereign exchange for good
dycstuils.,
Before leaving the mechanicsd leom scctor, anothor feature of
large enterprises in relation Lo smald enterydises should be
noled. This is that wost of ihe Jlerge Lirms visiled appeured
to be wor king two end three shifts wheress ithe small weaving
enterprises werc usually working only one shiil't, and then not
using morc than 50~607 of ibc leoms reported to be in working
condltion.

The Hundloon sector

Let us now turn to the handlcom Indusiry. At e vory eurly
stapge in the study I found that I weuld be uncble to sccure
adequate date on this scctor without a far-greater expendituro
of Gime end cffort than was eveilable. The qualitative infor-
wation was that the handloom sccetor is very sick indeced, ond
that it is wersce in vest Jeva than in Central or Fast Java,

The relative healih of the handloom industry in Centrel &nd
East Juve was attributed to the fact that in thesc regicns the
type of cloth produced is less vulnerable to competition fron
imports or import substitutes and the dowesiic mochenicel weav-
ers than is the type of cloth produced in West Java. The hend-
loom weavers of West Jeva were reporied to produce chiefly
~cheelked serunzs and lou-grade cembric for the batik industry,
chicfly in Djakearta. In Centrcl Jave it was reported that the
chicf product wes the striped "lurilk cloth" favored by Javen-
esc, and cawbric for batiks, In East Java and Ball the hand-
looms were reper ted to produce multi-color sarungs of flcral

or geomntric patterns difficult or impossible to produce with
mechanicel looms.

In goneral our extrewely limited visits to hendloom csteblish-
ments confirmed the preceding description. But our visits al-
80 coused us to have serious rescrvaticns as Lo when, il cvor,
ihe hzndloowm indusiry ever was "healthy." The little indorma-
tion 1 sccurcd leads me te the conclusion thal the use of the
purber of iicenscd handlcems in Indonesiz as & measurc cither
of capacily or unempleyment is not warrented. I do not belicve
that eny relisble duts exist concerning the actual output of
the hendlcom sector or the nuwber of lcoms that have worked in
any one yeay, or the portion of the ycar they worked., 196%

was repor ted to be the blg yesr for textile proedueticn in In-
doaesis, but inquirics a2t the handloom scctors end of officicis
in the provincial inspecterete of indusiyy indicate that gctual
production by hendlooms In 1965 was rather lowe The few calabe

13shments ve vigited were relatively large (some with $0-20C
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loomg) and the cuncrs tppearcd intelligent and competente In
generel, the owners In Central and Bast Java appesred betlor
buainessmen than thozc in Madjelajoa in Vest Javaee--bui the sso-
ple was too suull end the meihed of releclicu such that one
should not gencerueline.

Vhen T stated dn intlervicws with provineial and centbesldl govern-
ment officicls that I thoupght the nuwnber of licenscd handlcoms
gfcntly excceded the nunber in existence, and that the nuuwboer
in existence wes not the number in wer king cohdition, and that
the nmuber in working condiiicn had not in fact worked fop

many ycars, they agreed with ree  They stated that they werc
attempting to get more realistic deta by wmcans of a "retlribu-
tion tax,." ™Thiis is a swall tex (es I recedl, sbout Rpe 25 per
loom) impesad by Lhe provinciasl government. The general idea
is that ¢ llcense holder will not pay tex cn morc looms than he
My
own gucse Is that taxes will not be collceted cu more “han Lulf

has, and probuably not on more Jeoms than he expecets to usc,

of the number of looms reported as licensed--20),L30 accordiug
to an English lenouege o tatement dztcd Decanber 1, 1965 issucd
by the Deper tment of Textile Indusiry end Pecplet!s Handicrafli,
vhat is the cxvlanation for the continued uwse of licensed unii
data in the face of widespread knowledpe that 14 does not ade-
quately describe the gclual conditiens eliher In the handleen
sector or the mechanical lcom scctor of the Indoncsien textile
industry? 1In part it moy be burcaucrotic incriia and thie encr-
mous task of securing esctuval data, and in part the ysrn allocs-
tion system of the "guided cconomy" period., The yarn allccation
gystem must be understced in order 1o grasp the magnitude of iho
problem of devising a sound policy for ihe future developront
of the textile industry,

[y

The Allocaticn System of the Guided EZconoiny
i

1473

The allocation systen generally beliceved to have coniribue
ted to the manipulation end corrupticn of govcrumcnt/industry,
and perhzps no plece wore then in textiles. The system is var-
ticvlarly vulnerable when the various production processes arve
out of bzlance, It would not b a bad system if the producing
tnits were reascenably belanced; and if‘the availabple domestic

.

preduction capscity were approximclely eaqual to ihe effeciive

market demsnd, lere ageain onz encounters an glrost diabvelical
situaticn, thet ol hyper-infleticn, 1 last sludicd ihe vrob-

lems of Indonesicn nenulacluring during the sceend kel of {ihe
year 1960, In my book Inier-acenonmy Efﬂiiiiiﬁﬂfi A _Casc Study

(University of Celifornia Pross, Berlkoley, 1955) the tuble re-


http:governre.nt

produced hexe appeurs.  Inorcugh terms, one can say ihatl the
money supply in the three yewrs 1957-1959 incacased 24 a con-
pound rate of S0% per year, using December, 1956 an the buse.
Phe xa le inercascd cuch yeav. In 1959 the currency and bunlk
deositﬂ, for practical purposcs, were devoeluced by 905, 1In De-

the curreney was develued de fucio by 999,; by the

cember , 19

substitution of onc new rupich for 1,006 old ruplishs.

Table 6

Money Supply of Indenesia 1956-1959
(Billions of Rupiahs)

Money Supply

Per cent of

Bank Decewber,
End of Month gurr ency Deposits Tolal 1956
1956
DecC:mbcI’..-.-........ ()nll. ll_.O 135“. 100
1957 :
]‘ial"c‘noc-0\---:oln-l.o 903 ll—.o 13.3 100
JUNCaueereanraossnces 109 o3 15.2 117
Septcmbcr C 000t auvet 80 .-205 LI-OB 1698 ]29
Deccn]bcl‘..oa.l ¢t e ¢ 88 0 OO0 hﬁ]- L;.OB 1809 1ll£.;
1958
Harchooeoecossansaass M0 50 19.6 150
Jl]l‘]e.b.ﬂl"t.‘b.o‘..l lt)loll- 6.2 2106 166
SC}')tC‘Illb(?l‘ L oessscece o 16 ot)l 7 05 2’4 . 0 18[J
Deccmb(:l" oo 00 0k o :o XK 19 .9 905 29.![ 226
1959 .
]*‘xﬂl?(zho.oo.-. ev e ag 000 2001 9.9 2090 230
JUNCosevoeossescoosaone 22;,8 9.5 32;3 250
Septel‘llbcr.-no.o. EEEE) 20027;‘1 l 0-1# 2,4 :3# 18?
DeCCNbeT sooosoessvoos  200l) éOS 3l .9 269

# After 907 develuation,

Source: Iconard A, Doyle, Tntcl—cconomv Comperisons; A Cssc
Qtuov Berkeley: University of Calilcrnia ¥Press,
TYSGY, page 120,

Hyper-inflation of the magnitude experienced by Indoncesia dur-
ing the "guided eccenomy” periced produced o sellerts market dn
viriuelly ell commedities, end particuvlarly for a neccessity

such os textiles, Alihough attempts were made to contlr ol priccs,
the conilrol prccedures could not be effecikive and black wurlkels
developed, The bleck market in effcet was the rcal device for
8llocating output in the textile industry, To the extcent that
the Intended mix of texiile preducts wes inconsistent with the
ceffective demand mix &s reflected by the black market, produc-
tion wes diverted from the intended rew materiel product use

to one morc in line with reald merkel derand,



According to my present informailen, the most sericus cairus
lepal diversicn of raw maberiusl war feom the handloom scetor

to the pever Joeem sccelore Phis occurred chiefly with yarn
R o 5

but there arc reporis of rew cotton being diverved from domes:
tic spinning wills to Toivan. Alloestion of raw moterlal wos

based on licensced capaedty, and the ellocation went to the di-
cense holder, Yurn sllocation to ihe mujor uses, handloons,
mechanical Loonms, and knitting, is reporicd to have been rath-
cr avbilrery, although the wisdom of Solowon would hardly have
been cqual to the tesk of establishing 'a "rational" basis. In
effoctl the morket had Lo Greide in e sbsence of offccelive
compulsion. e see two possibilities: onc, that the cnd usce
was wrong, and tuo, that the allocation within cach product
group was on the basis of politicel faveritisme In the Jattor
case this meant that some producers got wore yarn in rclation

$o licensced capacity thun did other producers. The second sit-
vation wag not serious in terns of end-product ouiput as long

as the supply of yarn did nol exceed total production capaciiy.
The first cose; planning the wrong end-product vse, was serious,
as the Tolloaing cxplanolicn shous.

Allocating yarn to handleowus on the basis of the number of 1i-
censed looms would resulb in ectual usc by the ouncrs i they
“had the capitsl and market knowledge to use the yarn in their
looms. Allocaticn of yarn to handlooms as an indusiry would
result in cetual use by handlcoms only i the effective rate

of return on capital was about the same for handleom productiion
as for nechanical looms or Initting. Neither assumption was in
accord wilh the factis.

The manipuls tion and corrupticn of the "guided econowmy" period
in textiles 4s rather widely believed Vo be based cn the Tact
that the licenses were held larpely by Indonesians without ad-
equate capital or morket knowledge or managerisl know-how, end
the capitul, narket suvvy, and menagerial skill were posszssed
by the Chincse, The Chincse capitalist in cffect advenced the
money to the Indonersian license holder, and he "bought! the
yorn, I the return in handloom producticn was as atiractive
as in the power loom or knitiing scctor, the Chinese capitalist
would cither finance the hendlooem produecijon of the Indonesian
handloom 1icense holder, or use it for his own handleoms. It
18 not 1llegal Lo oun unlicensed cquipnent, hence the owmer
necds only yarn, He could get 3t from other people with licen-
sc8g,. The "split" between the zclval license holder and the
caplialist doponded on the bargeining vower of the two. Ny
information surpgests this woe seldom 50-50, butl worc neavly
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10-25% for the Ueense holder and 75-90;7 for the capitalist,

The percentoge of yorn diver ted froan hondloons to mechanical
looms and knitling probably weried Irom year to year snd from
region to region,  The Jabier cceurved beeanuse It owas Mllegal

to transport the findsbed textiles from one provines to anolhor.
My dnformaticn suggests finishad products aclually did cross

provincial bouadsry lincs, and that illegal cxporis occurrede

Following the agsumpticn of power by General SCChhrto, the al-
location system wus phased out and abolished entircly in Janu-
ary, 1967, The freeing of the cconomy and the revision of ihe
B, system to provide foreign cexchenge for lextile jwports re-
sulted in a large wovement of finished textiles, yurn and ready-
to-wear clothing into Indoncsis bebucen Decemwber; 1966 end Farch,
1967. Since March,; 19567 the rate of imports, I belicve, huas
slowed, and mosti are repocted by trade sources to be financed
under the Jupancsce credit avrangement. The lerge volwme of
imports combired with the tight money policy of the government
have created somcthing of a cerisis in the domestic textile in-
ustry. To understond the nature anad policy problems of the
Tndoncsien textile industry as it enters 1968, a few commonts

about the role of the Chincse appear necessary.

The Xosition o

in the Tnduhou_“n Tortle Industry

onc does not getl very far in a discussion of textiles in Inden-
¢sla before th: role of the Chinese is introduced, IV is re-
ported that tncsc comprisc threc rather distinetl groups:

1. Phose whose famili have becn in Indonesia a leng time,
vho became Indoncsian citizens rather soon after the
oppor tunity bcecame available, and who oun and operatc
textile entorprises end regard textile manufascivring
as thedr main business;

2. Those 2lso of Indoncsian naticnalitly who are "capital-
ists" who provide vierking capital (end on occasion
fired capital) to Indoncsian ouners of textile entor -
prises. These cepitalists are conecidercd by some to
shilt their capitol from domestic financing to impori-
ing whenever the latter is more profitable;

3. Those who cither sre not citizens or vwho are thought
to have their primary loyaliy to political and/or fin-
ancisl interests outside of Tndoneaia. The composition
of the third group isreported to shifl with politicel
changes vis=-z-vis Red China, Taiwen, Hoar Kong, end

Singapore, The latter proup sleo is thourhi by sdame



te be the mojor dmpor ters of textiles on credit, and

1t has been suggested Lhat o bib ol swuggling is done

on occaslon. The thizd proup ig alse on occonsion chavg-

ed witn munipulating the Indonesian textile warket pri-

marily for political ends.
The Chinesc caplitalists ore yegorded us the muin group invelved
in the dlversion of yorn during the allocation period from ihe
héndloom ond small mechanical loom license holders to the larg-
er mechanical locm enlerpriscs which they controllsd or perhaps
owned through Indonesian "fronts," To the extent that the reg-
ular commercial banks arce unable or wnwilling to make working
capltal loans to the small weavers and knitters, they sre vip-
tually forced to rely on the Chinese capitalists, The capidtal-
ists in turn are a "destabilizing" force in the textile indus-
try I they shift thelir activitics from financing domestic pro-
ductien to financing imporis. They may further sgoravate the
situation if they uwse Jwmporicd textiles sceurcd on credib as
a meany ol sccuring cash for lending,
My scantly information sugeests that the Chinese capitalists
arc & major Tacilor in the Vest Java textile indusiry, partic-
ularly in the Madjolaja evcae Madjalaja is a wmajor trouble
gpot-+a sort of feasi-~or-femine arca. It was reported to me
that at the height of the 1965 "boow" there were forty "eapi-
talists" In Nadjelaja cuning Mercedes-3enw cars, When I vas
there dn December 14 was reported thst the numbsr of Mer cedes
cars wos down to ten. Curicusly cnough, this slsce represented
the proportion of December output in reletion to the 1965 rate
of outputt Ti{ should be noled; however, thal net all ths Mer-
cedes were reporied Lo be ouncd by Chinesc .,
Having given a qualitative and quantitative picture of the
Indonesian textile indusiry, let us now cxamine the statlistics
Tor the period 1960-67 as they were prescented to me shortiy

effer I errived in Indonesia in latle Kovember, 1957,

Statistics of the Indusiry, 1960-57

Some time after I arrived in Indonesie the office of the Di-~
rector General of Textiles and Handicrefis supplicd me with
three documznis which were bzing ucsed in Government of Tndon-
esio enalysis and plamning for 19568 and 1959, U.S. A.I.D.
supplicd mc with copies of the {wo reporus preparcd by Mr,
Henry Breasslie,; the [irst deted Getober, 1966 end the sceond
dated May, 1967. Table 9 was in indcncsiun, end T have pre=-
pared & rough translation. The three Ministry documsnis com-

prise Tables 7 through 9 of ihis yreport, The decumenis arc
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as follows:

Table 7 Information pboubt Indonesiot's Textile Preblem
Table 8 kstimaited Textiile Stocks Lfor Yeavr 1967
Table 9 HMewmorandum Concerniug Row Cotton Tmported

Under P.L. 160 (prepared by Drs, 1. Sumedd
Wignjosumarto; Dircctor of Production, and ad-
drcssed Lo Drs. Captain Adisumarto, Starlfl Tech-

nilclen in the Ministry of Minance).

It is important that the reader study the threc documents with

Particular attenlion is dirccted to the following:
A ]

1.

2,

Table 7 is dated Novewmber 27, 1967. This appears to
be an updating for jntordcpartnwnt§1 use, because I
received at my first recting a copy containing the
same data dated Deccmber 1, 1966. It is likely thai
this document wes used in Mr, Bresctte's sccend report
of October, 1966,
The domestic yarn producticn estimzte in Table 8 of
100,050 balcs should be comparcd with the Deccmber,
1966 estimate in Table 7 of 160,000 bales.
Item ili, 1967 prcduction of cotton fabrics, of Tablc
7 shows an orlginal cstimate of 380 million mcters, and
in parenthesis is a note that realization will be 230
million meters. This was the estimate et the time of
my first meeting with Hinistry officials. Nots that
the Intest estimate for 1967 is 225 million (Item 3
of Table 8).
Planning for textiles tends to be in terms of meters
of cloth per capita. For 1967-68 it{ appeors that a
total population of 110-112 million is being used, It
may be Important to note that about 507 of Indonesials
population is under 25 yeers of age. This population
is likely to wcar western clothes eud not traditional
serong s and batiks, For prectical purposcs, the revi-
sed cstimute at the Gime of my arrivel of total supply
of 1}50 (revised domestic production of 230,000,000 re-
ters and imports of 220,000,000 meters) million moters
represcnts about four meters per capita for 1957. 1In
my expericnce vericus terget figures have been used,
ranging from nire or ten maters per capita down to Live
or siz., Ttem 3 of Table 7 shous 19561 as the year of
largest totlal supply in the period 1960-67, and 1955

was the best year for domestic preducticn of yard gocds,
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1967 will be the best year for yarn productlon., It

is lwportant to note that the high yarduge productlon
of 1965 scemy a bit inconsistenl with the combincd sup-
ply of domestic and imporied yarn, cven allowing for a
large carry-over from 196l and low inventories at the
end of 1965.

In carly Dccember the Government of 'ndoncsia ofiicicls
werc pushing for immediste ncgotiavions for P.L. I1B0
cotton for 1968 because of the inventory position of
raw cotton at the end of Cctober., Ttem 3 of Table 9
states thut there was estimated to be cnough raw cotion
at the spinning mill gudangs to Jast until April, end
enough in other gudangs for anothcr‘montho In Ttem l
of Table 9 they assumed that it would take six months
from the slgning of the agrecsment to the receipt of

cotton,



Table 7

Inforro tion About Indonesints Texllle Problern

1o Domestic Production

i.

ii.

v

Froductlon of cotton yarn ing

1960 142,000 bJTGu 01 hOu llu. (128,000 spindles)
1961 1,0,000 (128,000 spindics)
19562 52,000 L n " L (162,000 spindles)
1963 2,250 v w w0 (208,000 spindles)
1961 29,500 v oonmoomow - (H38.000 spindles)
1965 17,569 n " n " (338,000 spindles)
1966 }6,003 n " " " (388 000 spindles)
1967 160,000 " v v (187000 spindles)
1968 180,000 w W neoo (500,000 spindles)

Totald spinning capacity per year = 3 shift = ;1,000 ton

of yarn

Number of spindles now © [15,076 spindles

Potentiel capacilty pcr spindle per year - 3 shift = 100

kgo yarn

Real cepacity per spindlc per year - 3 shift = 80 kg. ysrn

Procduction of cotton fabries inc. groy goods in:

1960 282,000,000 nc ter

1961 374.000,000 "

1962 307,130,000 "

1963 268,267,500 "

194l 192,212,500 "

1965 456,003,800 "

1966 19h,?89 000- "

1967 380,000,000 " (realizetion will be)

(230,000,000 meter )

Total weceving polcntial copacity:
Poucr looms: per year 1 shift = 230,000,000 meter

Hend looms: per ycar 1 shift = 360,000,000 meter
(efficiency 607)

Number of loomns;

Pouwer lcoms: * 29,000

Hand loons: 28,430

Requirement of raw meterials:

a. For spinning industiry in 2965 15,500 ton cotton
1666 12,000 ton cotioen
1967 31,000 ton cotton

b. For weaving industry in - 1955 365 000 bales cotton

yarn

1966 151,000 bales cobten yarn
1967 520,000 bales cotton yarn
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Table 7 (Continued)

io The bheeds for syorc-poriu:
a. In spinning induvsilry - USS 1,500,000
b, In weaving industry - USH 2,507,000

2o me?ovnfnu and Sk Jll“

1. Present caplceyment in:
a, Spimuing dindusiry - 3 shift = 22,000 workers
b. Power loowm indusiry - 2 shift = 53,000 workers

Hand locw indusiry 603 of 1 shift = 1}26,000 workers
(part arc par t-viviers)

Batik industry - 1 shirfi = 300,000 workers
(part ave part-timers)

Output per worker per ycar:

a. In spinning indusiry:

196l output per worker per year + 500 kg, cotton yarn
1965 " " nooow o £1,200 kg. cotton yarn

be In veaving indusicy:
O

lobh ouiput per worlker per yecar, 38l mtr gray cotton
1965 0 " " " " 912 mir grey cotten

il. Present aversgge and minimum wages both in spinning and
veaving indue{ry:

8. Dally worker Rp. 22,50 end Rp. 30 per doay
b, Monthly " Rp. 950. and Rp. 1,500 per mcnih
c. Work corder Rp. 35 and Rp. 60 per day

These wages include 8 kpg.o of rice per worker and 3
kg, rice for his wile and esch of his children per month,

iii. The skilled lebor for the textile indusiry is relatively
enough.
30 Consumption

Totnl toyt;lc avaJJuo1c (Llab and fJnlsh [oodq)

" / 4 o y; 2 TR
v ARG F AR AT A gFET A d A d T
! Donestic Procduction | Inpor ted 1 Total

/ O B S S B B ) ) B B ) B S K T BT ) . B B R ot
it NN TR TR T A TR TR/ A /T A 11 it it 7/ 7 T T T T A T o i# irir

1960 282,000,000 mzter 122,100,000 neter 39&,200,000 mty
1961 371,060,000 " 237,000,000 " 511,000,600
1962 307,130,c00 M . 91,000,000 " 398,13C,000
1963 258,257,500 12,000,000 " 392,267,500
196) 192,212,500 " 106,80C,c00 " 299,042,500
1905 Ls6, 0,5,600 " 101,000,006 " 560,000,500
1966 19h,289,000 " Lh,0C0,000 " 238,285,000
1967 380,000,000 O 170,000,000 " 550,000,C00

Ji AN/ P SN B R B BT B B B T N R B T N B A
u tl /AT TR TR TAN A FR T T /N T4 ,{t T T L/ /A T T AN T A ] l."
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fable 7 (Continued)

A A A A A A A A A A A

) Raw Cotton ! Cotion Yarn I Gray & Winished Goods

FAAAAN A A F A
1960 9,300 ten - 300,000 bd10ﬂ 122,100,000 motcrq
1961 8,100 " 126,000 231, UUO 000
1562 £,000 " 80 000 " 93,000 ,oco n
1963 13,900 ™ 169,000 " 12h,000,000 "
1960 1u,00¢ M 120,000 " . 105,800,000 "
1965 12,600 " 93,710 M 10l ,000,000 "
1966 17,000 M 10,35, " I ,060,000 M
1967 3,300 53,000 . 220,000,000 "
A A A A T R A A

Rew cotton is imported from:

United Statecs of Amer ica
Pcople's Republic of China
Pakistan

India

gotton yarn is iwported from: -

Japan Italy
Yugoslavia Pakistan
Hong hong India

Pcoplets Republic of China

gray and finished goods arc imperted from:

Japan i Pcople's Republic of China
Yogoalavia Palkistan
Hong KXoy India

Djakar ta, November 27, 1967
DEPARTIENT OF ToXTIiLE INDUSTRY

AND PEOPLE!'S HAWNDICRADY
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Table 8

Estimated Textile Producticn and Inventorics

Caleudan Yeor

Jtem
No. Explanation First nine monthy Calendar yeur
1. gotlon yarn prcduced
in Indoncuia
8, First quarter 18,600 .balcs 18,600 bales
b. Seccond guar tey 21,275 " 21,2715 "
¢. Third quor ter 27,175 R 27,175 "
d, Eatimate for Lth
c. Subtctal 1. 67,050 bales 100,050 bales
2 Imports of Cotton Yarn
a. Sop Gap Yen Credity 27,392 bales 27,392 bales
b, Taiwen (Berdikari) 38,478 " 38,476

C¢o General imports:
70% % Pol .
@ 2,9 million ($200/halc)

e &2 million 10,000 " 10,000 "
d. Estimated general
imports for lLith gir. l,000 M
Subtiotal 2, 15,870 bales 79,8(0 oalics
Subtotel of 1 & 2 112,920 bales 180,000 bales

et e o g e saed

gonvert Bales of

Yarn to lectlers of

Cloth: '

1 bale & 1,250 ntr. 179,000,000 meters 225,000,0C0 mir,

3. Imports of Yard Goods
a. 70% of P.1l. entering
first three quorters
w« 8U.S.  74,248,322.80 =
0.5 51 million
at ave. vrive $O.33/ﬁ 151,000,000 mecters 151,000,000 mir.
b, Estimate for fourih

quar ter 50,000,000 mitr.
¢, Estimated steck at
Jan., 1, 1967 (Berdikari) 19,000,000 " 19,000,006 "
. d, Subtotal 3. 170,000,000 wmeters 220, CC0,000 Tir .,

Total of JTtems 2a & 3. & 349,000,000 meters L4}45,000,000 mir,

# Probably should read "Step Gap Yen Credit"

& Estimated thot SOF of the total stock is at
the beginning of lcharen :
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Table 9

Memor andum Concerning Ravw Cotton Tmporiecd Under P.l, 1160

The following is a roagh Euglish tvenslation of a memcerandum
in Indonesian dated Decewmber 1, 1967, The mwemerendun ja ad-
dresscd to:

Dres, Kaptin Adigsurarto
Stalf Ahli SPRT Menterd Keuangan

From: Drs, J. Sumedi Wignjosumarto
Dirckiur Produlksi, Direkterat Djendral
Perindustr lan Pekstil

Concerning: Kuopas kasar (raw cotten) ex P.L. 1,80

In responsce to our discussion at the muctlnﬂ in your office on
29 November 1967, concerning the problem of raw cotton inporis
under PoL. }|80 and in answer io questions xaiscd by the Ameri-
can governmenl in Djakar ta in its letter dated 2l Novewmber 1957,
the information is as follows: '

1. Inventery of raw cotion in the warchouses of the spinning
mills a2t the end of October, 1967 was 62,182 Bales (5C0 1bs,

Inventcry of raw cotton 1n other
warchousc¢s at end of October,
1967 was 11,125 Bales

Total 73 307 iales

et 0t et et

2, Inventory of cotton yarn at the
Spinninn mills atl end of Octo-
ber, 19£7 wes 11,825 Bales (1,00 lbs,)

3o Aversge menthly consumptiicn of raw
cotton at the spinning millg for
October, 1967 is estimated at 9,000
bales, At this ratc the avqilablﬂ stock above will be con-
sumed by the end of Jaen, 1965. There are scveral spinning
mills whose stock of raw cotton will be exhausted by the end
ol April, 1966,

o Reserve stceks of cotton required:

i) It is an operating principle of the Indencsian spinning
mills that s rescrve stccek cqual to 3 monthi's produciion
requiremcnts should be maintained. As a result, the
cotton azrecrent must be signed 2t lcast 6 months vefore
stock will asrrive in Tndoucsia,

o2 It can be scen that it ds probuble that we will have on-
1y 5 month's reserve stock of cotten when the sgrecement
is signed,

Se Reauircemenis of rew cction, cotton yurn, and rcady yard goo0ds
in connccticn with P.L. }60 for the yeazrs 1958 and 1969 are
estimezted ss Tollows:

Type _of Product 1968 1969
a. Raw cotton 150,000 Balcs 180,000 pales
b, Cotton yvarn 175,000 Bales 200,000 BHales

co Yard goodas None None
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Table 9 (Continued)
1 Bule vaw colton = 500 1lbs,
1 Bale cotten yarn = ;00 1bs,
It is hoped that colton yarn and yard goods will be rccelved

by other nmeans in the yecars 1968 and 1969 (privaie imvorters)
as follous:

Type of Froduct 1968 1969
a. Cotton yarn 20,000 Rales 30,000 Bales
b, Yard goods 200 mille. meters 200 mill. meters,

Requiremznts for yérn of 8ll kinds in the years 1968 and
1969 are estimated es Tollows:

1968 o 350,000 =~ 400,000 Bales
1969 : 1100, 000 -~ 150,000 Bales

Note: The estimate of yarn requirements above is based on
the assumption of a general improvement in the econ-
omy, in the demand for domestically produced textiles,

conditions of sale of raw cotton, cotton yarn, and yard
goods proposcd hereln arc gs follows:

delayed payment/
consignment

a, Rau Cotton : For Government mills

For private mills - cash and cerry
b. Cotton Yern : Domestic producticn =~ cash and carry
Impor s ~ will enter under

BE./B.E. Credit

¢co Yard (Goods : Domestic production - cash and carry
Impor s - will enter under
5.E./3.3, Credit

(A courtes ending)

DIREKTCRAT DJIENDRAL PERINDUSTRIAN TSKSTIL
DIREKTUR FRODUKSI1

Signed
(Drs. I. Sumedi Wipgnjosumario)
Copies:
1, pirdjenteks
2. Dirum PN, Sandang
3. Dinas Pengndaan
o Axr s ip

Note: Trenslated by Dr, Leonard A, Dojle but not checked

with Indonesiasn officials for accuracy.
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Revision of the 1907 stulis li and 19638

F"tJann" Durlng the study 1 riol

on December 22, 19567 the Dirccteorate Genorsl of the Yextile
Industry issucd a new sel of cstinotes for 1907 and of ro-
guircments for 1968, fThese csthastes ave included in this re-
port as Appendix Tabvles B-1 through B-7. I heve taken the
libcrty on Table B=1 of putting in parenthesss the ownership
of the spinning wills.,

The most impor tant revision in the data, for 1967 was the change
in the estimate of finished textile dmports from 220 million
meters to 511 million meters, The lower figure was based on
an estimating teehnique employed for scvcr91 year s which used
what is called "Inteni to Import" data of the Central Bank,
pank Indonesia. In ¢ffcct these figures, stated in U.S. dol-
lars, arc Tfor imports to be paid for in cash. This was the
only way of importing textiles for most of the guided cconony
period. Early in 196? textile imports were permiited on cred-
it under what is called the B« Credit System. It was appar-
ent thet a large dollar volume of textiles were imporied on
eredit in the first hslf of 1967. As a result, the importi es-
timetes based cn Custons receipts greatly exceeded those based
on "Intent to Import" datm. The revisicen to 511 million meters
was based on Customs rcceipts datas, The figure I heard fairly
often was thatl credit imporis were about U.5.8 60,000,000,
This, of course, does not include 3ilicgal idmporis. I believe
this was a fgirly significant amount.

A second significant revision was in the estimatez ef domestic
yarn production in 1967. Table 7 shous 160,000 bales of ;00
pounds, whereas Table 8 (prepared later in December) shous
100,050 bales, If the data of Table 7 recally were prepared
around ithe end of 195654, as I undersiand was the casc, the yarn
produclion estimate of Table 8 should be considered as the of-
ficial onc at the e¢nd of 1967. It should be noted, however,
that the December estimates of demestic spinning mill colton
cohsumption erc not quite consistent with the Decenber esti-
mates of domestic yarh production. Using the standard waste
percenteze of 15 ;% for cotten conver ted tc yarn, my arithmetic
indicates theat 103,759 beles of 500 poundé of raw cotton
should preduce 110,245 balcs of yern of ;00 pounds per bale.
This, however, is not.a serious discrepancy.

The reader will recell that one of the dmportant tssks of the
KSA team was to provide an independent eatimzte of raw cotion

requirements for 1948, The tezwm visited every large spinning
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mill and thedr estimate will be shounr In detail in thedr re-
port. It is my recolleclien that 1t vill be around 125,000
bales or lesse This comparcs with 180,000 bales in Table 7

and the latest cstimale of 161,130 bales in Appendix Table B-l,
Therc is no great harm in overcstimaling colton requlrcements

if there is no constraint on the forelgn exchange involved,
Since there is a very serious censtraint for 1965, it is de-
sirable to estimatc requirements as carefully as posslble.

A third significant revision in the data Tor 1967 was with
respeet to the quentity of yern imperted. Tha last page of
Table 7 shouws 53,000 bales; Table 8 shows 79,370 bales, and
Appendix Table B-5 uses 53,000 baoles, It }s Iy Jmpression
that the figure of 79,870 bales is wore in accord with the
facts than the ligure of )J,OUO bales Tine did not permit
a reconciliation of the two estimates
Although it does not involve » revision of the data, a werd of
caution is in ordesr aboutl the mcthod of converting domestic
production and imports of finished téxtiiles to the common de-
nominator of lineor meters of textiles. Items 2 and 3 of Table
8 show thc erithmetic cmployed., This is an extremzly crude
method because it does not allow for differences in quality
or cven in width. To convert the dollar velue of scverel
different kinds of yard gcods and many different sizes and
kinds of rcady-made clothing into meters hardly provides &
useful or significent mzasuvre of consumer supply., Thus in
one ycar only cheap printed cloth micht be imported, and in
the next ycoar only cxpensive yard goods and Linished garments,
If the dollar value in esch year wus the sewmc, would the yard-~
age be the =ane? It is my impression that the textiles imper-
ted in 1967 were of higher quelity and consisted more of ready-
to-weer dtems than was the case in carlier yesrs. If this was
so then the amount mcasured in msiers probavly wos nol as much

greater in relation to 1966 as the oflicial estimates show,

The imports of textiles in 1967, legel end illegal, appecr to
have brought avout a secrious situation for both the domsstic

veaving cnd the dewestlic knitting Indusiry in the Jest halfl of

the ycar, and particularly In the last quarters When I visi-
ted the smell weaving ond kaitting plents in Decenber and Jane
vary almost 211 werce werking only one snifti and with only pard,
often less Lhan one-hals, of the locwms or knitting muchinss
sald to be in operating condition, During ihe montih of Janu-
ary in particular theve was the curious paradoex off ¢ sharp in-
crcase in lhe price of yara and reported distress end shutdeuns
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in weaving and knitting. e must now look gt some of the
features of the textile market in ITndonesia, with par ticulax

atiention to Decewber, 1967 and January, 1968.

PHE INDONESIAN 9ERYXTILE _MARKES®D
STRUCTURE _AND PRICING
' PRACTICES"

The Cotton Market and Pricing Prectices

For practical purposes the entire supply of raw cotton in In-
donesia is in the hands of the central government, I shall
confinc my discussion to the cuwrrent situation in which the
entire supply of importcd cotion is sccurcd from the United
States wder tae provislons of P L. 460. It 1s my understand-
sng that in both 1966 end 1967 the cntire purchase of Y.L, 1180
colton in cach year was shipped at one time, Our field study
indicated that the staple lengths requested by the individual
mills were notl always ordered, end that what was ordercd by
the officials in Djakerils was not alweys what was purchesed by
the Indonesian govermant representotives in the United States.
The terms of sale in the 1966 and 1967 agrecments provided for
inspcection of ilie cotlon after arrival in Indonesia and for
the arbitration ¢ claims that the quality rcceived was not
the guality pald for, The KSA report will deal with the tech-
nical problems of testing stuple length in Indoncsia and make
recormendations for a new contvact procedure for 1966 andéd sub-
sequent years, A N
Evidence obtlained at the spinning mills indicated that the
sluaple lengths actuully reecived often were significently dif-
ferent from those required by the type of cquipment et the mills
and the count of yarn scheduled for production by Uhe scporate
mills. An cxample was the situation in the provinceial gevern-
ment mills in Ceniral Java. The three mills, Djanira, Texin

at Tepal, end Tjilatjap had to engaze in & rether claborate ex-
change of cotton ot the end of 1967 and corly 3in 1968 to securc
the sileple lengtihs best suitced to the milis, end also to treng-
fer 8 surplus fror Djentra Lo Tegal end Tiilatjup,

I did not visit the lsrge privatle spinaing nill of Fardede in
Fedan, and do nol knew the detluils of its contvoversy with the
governmznt concerning the terms of sule of raw cotlon from p.l.
L 80 purchanes. One of the KSA wen did visit Pardede, ond the
KSA report will deal with the allerzed diserimination with re-

spect to the privetve milla,
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It appears that the central government mills and the jrovingiol
government mills scceure thelir cotton "on consipmiznt," This
meang thal they do not pay for the cotten vsed unlil Lhey col=
lect from Lhelr custouwsrs. In effect, the central govermaznb
sells cotion to government mills on eredit, Now comes the
strunge port. Thy terms of sole Inm ruplahs per pound of o pive
en qualily cf raw cotton erc the smue as the wims of sale by
the UeS.e Government to the Government of Indonesia. AL first

glence this scems reascnobles It would be in a stable price
situation, butl thut has not been the sifuution in Indonesia in
1966 snd 1957. As wes pointed out cerlier, Indcnesia does net
produce all the yurn it uses and must import yern. In 1956 and
1967 most of tho yarn appesrs to have been sceured under what
is termed a "third country proccssing agreement" in conneebion
with the Po.Le 480 wpreenent. In effecet the United States Gov-
ernment sclls to the Indonesien Government enough raw cotton
for both its own spincing industiry snd gll or most of its fm-

ported yrrn, The yarn not produced in Indenesis is processcd

i
in a "third country " Jn effcct, Indonesie gets the cotton cor-
ponent of the ysrnundcr the some liberal terme thot it gets for
colton precessed in Indonesia, but must pay the processing

costs in Lorelign cxchonge or make somz crcdit arrangenent wiih
the processing country. I am noi informed aboul the 1966 apree-
ment, but 1t is my understending that in 1967 Indonesia sccurced
abodt 27,392 bales cof yarn from Japen under vhat is called &ne
"stop gap yen credit agreement” end about 38,470 bales of yorn
from Tojwane. As T understiend it, both tlhese amounts were Itom
PoLo 480 cotton=--certainly ithe Teiwan yHIrn wvac In additicn,
the Directorate Genersld of Textile Indusiry estimated ithat zheut
1)},000 beles of yarn were imporicd by piivelce lraders,

Jt is my understanding thetl the "third ceountry" yarn was lmpor-
ted by cne or mcre of the Stute Trading Companics of *he Central
Governrent, The uncxpected nelure of my work in Djalkortae after
returning frem the field study with the KSA teonm prevented e
from leoking into the government yern iwport arrangements, For

1

this rezsen vibat follous may be insceuvrete. As I understang

the situaticn, however, the Statc Trading Corpenices, particuler~

1y PoNo Berdikeri, pays the Finsslry of Minauce/senic Indenes i
the contract price with the third ccuniry processor plus the

rew cotton coamponent in rupishs &t the reie of exchange prevail-
Ing at the time of the cotlion purchess. T slso is niy under-
starding thst the Stotc Trading Compuny or corpanies mice the
Imported yern to the demestlic proecssers at o rupich vrice cqui-

valent to thatl charged by the privatc importers, This in {urn
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iy based on ihe current B, roabe plus sowe adjustment for an-
ticlpa ted changes.

1L the BJie. rale chunges beesuse o) inflotion, d.e. 1L takes
more rupicing to tuy a dollar of ferelen cxchange, the State
dmporier sccurcs what T will call an "Minflotien profite" By
the same reasoning, if ithe central and provineial government
spimming wills price yorn at or slightly below the current
price of iwportcd yarn, they also will sceuvre en "inflation
profit." .

Indonecsia cxpericnced hyper-intflation in the latter part of

the guided ceenowy period, and prior to that the meney supply
increcscd st sboub a compound ratle of 507 a ycaer, The new re-
giuwe 1s desperately striving to balance the sentral povernment
budget and heli the inflation spiral, The eadsting arrangement
for the pricing of cotten to the spinning mills eppecarsc to cre-
ate inflationsry prices for yarn becausce cof the existence of o
smell amount of private yurn inpor ts. She dmplication of ihis
for fuluvre policy will be discvssed in the secilen on FPolicey

Recommendations,

The Yarn evket and Pricing Practices

The way in which the current morket price of both domesiic

and Jmporicd yoarn tends to be detlerniined by the current lended
cost of privatcly Jdwmported yarn was cxplained above. Here I
shall deal with "the terms of sale of government yarh. As T
understend it, beth the Stote importing compenics and the gove
eriment spinning mills sell yorn on & "cash and corry" basis,
There may be sore credit to certain costomers, butl it Is my
impreszion that through 1967 et lecast there was 1ittle yarn
so0ld on crcditc, Although T did not have an oppertunity lo
meet with off{icials of P.N, Berdukari, the chiel imporier of
{hird country" yarn, some of my other scurces of infornmatvion
led me to belicve that the Stole importing firme, at least In
pricr ycars, were slow to pay the Minlstry of ¥ir.nce/Central
Bauk fcr the yern, To Lhe extent that an importer or a govern-
ment will is slow to pay the Ministry of Finance,/contral Benk,'
to thot extent the central government current budgel position
is Jmpeired, 4

As will be shown In mere detalld under the ‘scevion on Acceown t-
ing Prectices, Costis end largins, yern Is by far ihe largcet
single element of cost for & weeving mill end a knitting mill.
vhen thece enterpriscs {predominently small privete firnms)
must psy cesh for yarn end meet the current conversion costs

in cash, they will suffcer o sevicus deterioration in "real
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worlidng caplial" 40 the price of thedr Pinished product does
not move up with the price of yurne UL Lhe ;rlce ol the fin-
ished product increases foster than the price of yayrn, they
will yealize an dncrceasc dn "reald working capital," In the
hyper-infleticn of Lbe last ycurs of the puided cconony, the
latteor almost cextainly was the cuse. "his was helped by the
yarn allocation jpolicy which, as T understand it, provided yarn
at original cost and nol al replacoment value, This explaing
why o licensc was so veluable, and why there ﬁuy bave been a
lot of manipulation and sowe corruplion in the allocation of
yarne

In 1967 the weavers and knitters; to use a hackneyed cxpres-
sion, found the shoc on the other foot. In 1967 the plentiful
supply of imported textiles of good quality and velatively low
prices put a fixed or slowly-rising cciling on sclling price,
and cer tainly reduced the quantity *hey could dispose of at
the prices delermined by imported goods. They were thus
squcezed" between the relative fixed selling prices and the
rising costi ol yarn determined by the B.F., cxchange rate, the
long"ovcrduo incercases in the prices of cleciricity from the
central gevernment pouwer sgency, PLY, and the price of diescl
fucl from the state petrolcum distributing agencies. Added to
this was the skarp incrcase in the cost of rice. As T shall
show in the scct;cn on Accovnting Practlicea, Costs and larging,
rice for the werkers is one of the lergest elements in the
coct of preduction for every govermient weaving milld and wauy
private mills. Even when a privale milld does not distribuic
rice dircclly to its workers and manscgers, It is under almost
irresistible pressure lo raise money wages when the price of
rice advences sharply=--or suffcr detericraticn in worker mor-
ale gnd quality of production. The result in 1957 was a se-
vere reduction in the "real working capital” of the weaving

and spinning firma,

The Finished Teztile Harkct and Fricing Practiqgg

There appesr Lo be two "layers" of wholesalers belvceen the

small textile producer’ end the reteiler. The largest weaving
wllls may have their own sales depurtmznt, but apperenily cven
there they must scell scnce of their output e o wholesaler. The
few ecnversations T had with privete industry exccubives indi-
cated that both wholesalers and retoilers aticmpt to securc a
margin of at lesst 107 on celling. price, and 3L posaible on
cost, 8ince the cost pyramids from yorn throuveh the wholesaler,
a rctail marglin of 10%, whilce very low by the standsrds of
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vesbtern cconomben, g a larpge margin I Iondonesia when rela-
ted to the wage and solary level. The resull ia that vetail-
Ing units ore usueldly swall, and in the smell toms and vaile
lages arc very swmall indaed.  In Boll, for exaswple, T bought

a handloomcd Balincse sarung at a swall retall stall in once of
the pasors in Den Pasav, the largest town., 1 peid Rp. 250 for
ite With a 307 mwkup the reteiler realiszed es much from that
onc sale as the weaver reccived in woges for one day!

Within a day or two after we arrived in_Djuicrtn my wifc accon-
paniecd a friend to the new warket called Pasar Senen. %his is
a mulii-story bullding of re-enforced concrete in which there
are over 100 small sheps or glalls, of which the lorpgest per-
centage scll textiles. The Indonesian wovian with ny wife wes
enthusiastic ahout the abundsnce of Jwported items, the pood
quelity, and the low prices. A fow days leter wy wife and I
systematically sampled Lhe textile stalls ot the same marked
with the vicw of cowpsring the prices and quality of domestical-
1y produccd textiles with ine prices-and quality of dmportcd
textiles. Ve found in cvery stall visited that thz display
gres for domestic lextiles occuvpied a very smnll percentage of
the total erea, and was unfaverably located, The Indonesian
textiles were of cxircmely poor quality and obviously were nod
sclling. Conversaticns with the elerks confirmed this,

When T ovas in Bondung my wifce and 1 found the sawz situatlion,
Vihen T traveled with the KSL team we conducted morc extensive
Investigetions in Bandung and other citics and e KSA men
bought samples of the various Indonesian texiile producis,

They will cover thesr dmpressicns in some detail in their ro-
port. Here it wusl suffice to say that we appear to be in
egrecment that the Indonzsian yard pocds we sow in the mavked
end at many of the mills, Jarge and small, were of extremely
low quality in every respect, fThe KSA men seid that in the
UeS¢ market such cloth would be regarded as "waste" or "rags"

and would sell for about the cost of the yurn, T would esii-
m&le thot in the middle and vpprer-class nmarked arcas in the
large and mediuvrm-sized touns the Indonesian stock of yard
goods was less %han 535 of the toteld stock, and the turnover a
srall fraction of Lhat of the jvror ted podds.

The dmplicatians of the lerge stocek of dmporled texiiles of
good guelity end relatively lew price in relation to the small
stoclk of domcstiic textviles and thelr Infericer gualiiy will be
dcal with under the general sub jeet of Yolicy Recommends tions

under tne heading Can the Doresitic Weaving and Enditting Industry
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be Protected by 'igh Jwmport Dutles?

wiin
I have neglzceted the batil industry up to nowe. Thias is because
It represents a combinaiicn of spluning, weaving, and Linishing
as w1l as a somewbal unique merketing situation. TFor these not
familiar with lhe process of maling batik cloth, it may suffice
to say that the dycsing process is without doubt the most labor-
intensive and dye-cxpensive in the world., On simple economic
grounds and by western induvstry measures, the Indoaesian batik
process is an anachroniswk, Bul Indonesia is nob a western coun=
try. Batiks sre a "traditional" item of conslderable importance’
in the Indoucasien culturc, By definition "econowiic developricat"
implics substantial changes in traditional values and tradition-
al ways of doing things., Also by definition an impcrtent bar-
ricr to cconomic development is a decply-rocted snd pervasive
doing

ol

resistance to change in traditional values end ways o
things, '

As with scveral other parts of my study, the events of the last
weck or ten days In Djekerte completely climineted the btime I
cxpected to spend with the G.KoB.I. (Indenesian Batik Froducers!
Cooperative) exccutives at the hcad office in Djakar ta. Not '
having the benefit of their views and their statisties, T con
say much less about the batik industry than it descrves, The
following ‘generalizatiens are based in pert on cur experience

in buying batiis in 1956-57, and in part with visits to batik
production units then and in 1959 end 1960 in relation %o our
vislt to the cooperative in Fekalongen, Central Java in Jamu-
ary, 1968a

In general, my impression is that the quality of workmsnship

of batiks we saw this time was substantially below that of

those we saw and purchascd in 1956-57. Thils 3s truc of the
cloth itsell’ and of the batik dyecing., The few Indoucsian
fricends with vhem we discussed batik quealily supported this
gencral dmpressicn, I attribute the decline in quelity of dyve-
ing to the demoralization of tne long period of inflation, Ba-
tik making is a swsll-unit hondicraft industiry, snd the employ~-
crs scldem provide rice or olhzy essentiel cormodiiics, and

seldom provide heousing., Monsy wages appearenlly have aluays

been low, particularly for the worien who make up the m jority
of ths work forcce
At the bilg ¢.K.8.Y. Interreaied spinning/%caving/blcachjng miltl

1

at Medari we were told thot the ovtpat of the mill ot full ca-
pacity met only sbort 107 of the cawbric requiremanls of the

batik Industry. Ten per cent scems Jow to mz, however., G.K.3.T.
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operaleyd 500 modarn loewms three shifls o Gay., Since 1 do nol
know the avmunl yoarduge of butil production, I connot chock

the 104 catimaic. The provincial covernrent inlegrated spin-
ning/wcuvjng mill, Texin at Tegal, Central Java is reper ted to
have produced primuarily dyed black jesn cloih for sale to the
tanis (farmers) under the former Dulceh owners. T4 now produccy
mainly cawbvic for the batik industry. It does not blecach its
canbric and egprarently it 1s not bleached before dyeing, and
goes into the lower quality batils, The best batiks arc mode
with importcd cambric, fhe Nothcrland&'formerly supplicd all
the cambrile for high-guality bstiks, bubt we were informed that
now wost of the carbric comes f rom Japan., The quality of the
Netherlands!' cembric s considered superior to thet of Japun-
ese cambric for the batik process, but the Japanese have a

price advantage.,

Although the batik industry is considered to be "depressed,

it wos also thouzht to be "depresscd" in 1956-57. In general,

I believe 3t will be a declining industry in the future, but
that the deeline will be rclatively slow and gradual if the
long-standing policy of completely prohibiling imporis of print-
ed cotten wilth traditional botik patterns is continued., If this
is so, the gradual decline will nol pose & scrious threat to the
Indonesien weaving Industry. The quality of batik dyeing may
dmprove if the cconomy of Indonesia is stabilized and the pur-
chasing poucr of moncy wages stops declining. 1L this desired
result comes about, it nay be possible to raise rezl money
wages and impr ove the genereally bad working conditions of the
batik workers. If inflation continucs at some thing like past
rates, I gsee little hope for bettering the resl income and
working conditions of the batilk industry., Poor quelity may do
morc to hasten its declinc than high prices, Another long-term
factor working against batik is the large number ¢f youns pcople,
I anticipate they will brest more with "{radition" and wcar
western clothes, especially if outpul continues to lag behind

population growth,

Jmoor ted Textilzs in Lne Indonesian Magkct

et et e NPOR ——eene

Data on textile importis arc shown in fppendix Table B-7. Ja-
pan usuclly is the chicf supplier of textiles to the Indcene-

. 8slan warket, bul othor countries sppear to contrivuie large
amounts when political conditions faver them., The chicel ex-
porters of textiles os "political exporters” have been the
People's Republic of China, ftussia, end Hong Kony. The recent
movement of capital from Horng Kong to Taiwen and Singapore is

<

reported to have made Taiusn and Singapore significanl factors
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in the 1967 dmport plcturc: Duluwan for yarn and sowme yard

goodu, Slugspore for yard goods end reudy-made clothing,

Given u cenbinuation of the Sochurto government, one may as-
sume thot the myjor supplicrs will be Jupen snd lLiong Koog,
vilth Tuivan and Singapore also sharing, Wach of thesce coun-
tries will be "poljticul cxporters,” but in somewhat Airfer-
ent vays. Tt is likely thatl Japanese textile ciports to In-
donczia will be financed largely throveh sorvie form of poverns
ment credit, particularly in 1968 and 1969, Exports from Hong
Kong, Taiwan and Singaporce probably will be on a private fin-
ancing basis, and moy well depend on how they came out with
their B.E. Credit cxports in 1967.

Pwo major Taclors now appcar dmportant for-textile import pol-
iey in 1968: (1) the size of the stock of imported textiles
alrcady in Indonesia after the Lebaren period of carly Janu-
ary, 1968; and (2) the tarifi/credit policy of the Governmmant
of Tndoncsia in 1968, wWith respect Lo the Tirst, the Direc-
torate General of the Textile Industry estimeted the steck of
yord goods ¢t the end of 1947 at 107 million meters (Apoendix
Table B-6). This is aboul onc-zeventh of the catimated con-
sumption in 1967, Given the method of converting dosestic
yarn consuupiion to meters and of converiing U.S. dollar ¥,0.B.
Jmports to metlers, onc should uvse .he catimetes with extrenc
caution, With rcspect to tarifr/eredit rolicy, one may assume
that the B.E. Credit System will be modilicd or eliminated af-
ter the late~1967 carly Jenuary-i968 run on foreign exchange.
It is my personal view that the sharp incercase in the B.E,
rates, particularly B.2,., Umua (the "freest morket rate") was
the result of cefforts by the textile Importers to "cover" the
reported credit imports of about U.8, 60 million. It is my
understanding that late December or early Jeanuary was the last
period for paying for the umports. It may be argued, hcuever,
that some of the importers did rot in fact "cover't their com-
mitments, This is true il such dmporters were Chinese who
verce in scame way slsce associatled with the cxporters in Hong
Kong, Taiwan, end Singapore, Such "Tomily" relationships prob-
ably mesnt thal the Indoanesian importer would not buy forcipgn
exchaenge if the price in rupishs was considercd excossive,
They could postpone payment until 1958, reiying on some come
"binaidon of stabilizaticn or even deeline in the B,E2, Umum vate
end an incresse in ihe price of textiles in terms of rupiahs
in Indcnesie, .
Lacking definite information abeutl ciiner the extent of textile
stocks In Indongsia afier Iebaran cor the amount of credit siil
outstanding, 1t wlll be difficult for the Government of Indon-
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esis lo fovecast the cffect of chunges In elther Jmporti do-

tles or lhe BJE. Credit Systewm, T shall discuss the possible
alternatives in the scetion on rolicy Froblems and Recommenda -
tlonge, Since Joapan ia cxpccled to be one of the lacgest con-
tributors to the foreign cxchunge credit peol of U.S, 4325
million being requested by the Governuznt of Indonesls for 1968,
it is to be cxpecied that it will have e strong intercot in the

textile import plans of Indon~uio for 1968,

NTebaran® as a Factor in the Indoncsiun

Jextile kovked

The industrialized countries are almost all in the tewmperate
climate zoncs and so have distinct "geasons," Thls makes for
scasonal variation in the textile murkets, and this in Chris-
tian countrics is re-~inforced by Christmas shopping and Easter
shopping. Indonesia 1s in the tropics and so does not have
great temperatlure variations to alfect the textile market, It
is, however, a Moslem couniry, in the sense that about 90l of
the population belong to the Moslem relipgion., In Indonesia
the end of the fasting wentn is & holiday period called "Le-
baran," It is traditional for ihe Moslem population to buy
new clothes ror Lebaran; to visit relatives and friends, and
to have family feasts or celebrations. As a resuil of tac
traditions anssocieted with Lebaran, the purchase of textlles
for "final consuwption" is done primarily in the few weeks pre-
ceding Lebarsn, I do not lmow the percentage of amnual sales
concenireted in this period, but I believe it is morc than
50%, and may be as high ag 75%. Tt is asscrted that most of
the textile retailers sye Chinese, and that they teke advent-
age of the Lebaran scesen and incresse the prices of textiiles
end food., T have heard rather frequently that the price in-
ereascs may be from 50 to 1003,

Iebaran came shortly after the New Year for 19563, &nd there
vere shorp incresscs recorded in the prices of textiles and
food, particvlariy rice., To what extent the pricc increascs,
particulerly for rice, reflecled stondard Iebaran practica, to
vhat extent they reflected 2 real shortuge ol rice, parvticular-
ly in Djaksrta, end to what cxtent they were dnspired by poli -
tical/econonic considerations probadly will never be known,
What is dmportant, however, is the Tact thal for perhaps the
first thrce-guaricrs of 19568 c¢fTective demand for textiles iIn
Indonesia i1g likely Lo be dlov. This, combined with the possi-

bly leree steek of dmvor ted textiles, is 2ikely to brine aboud
R s J -

42

a continuaticn of ‘the wesent depression For Indencsisn texidile



production, At the same tlae, 1t should provide a breathing
spell for the Government of Indonesia to revise 1ts textile

policies,

ACCOUNTING PRAGTICES, COSTS,
MARGINS, A N D .T._t’.-_?Uz.éﬂ.-M_,I._FL.*_J.-I-!U;‘“'
INpONESTIAN TEXTILE: INDUSTIRY.

Accountinq Fraciiccs

Finsncial and cost accounting practices in.Indonesis are de-
rived from Dutch cccounting, with scme time lag, This is gon-
cerally true fer all but the Toreien British and gmerican [irmse
Dutch accounting and fimancial repor ting in maeny rvespects 1s
superior to British and American practice. In general, it is
more detriled, and makes o distinction betucen "{iscal™ ona
Wiinanc ial" profit, Piscel profit is the profit cn which ia-
come taxes arc couwpvled, and finanelal profit is what the mon-
agel iz nt/owners consider to have becn reerlized, This distinc-
tion, of course, is wade in British end American accounting,
but not so explicitly in the Income Stsalement as in Duteh (and
German) accowntbing., In genzrol, fiscal prefit is computed by
using ceriain Ngetual cxpenditures™ in the tax year for which
Wreser ve recounts! aye employed for Tinancial accounting. Thus
the expense for estiuwated bad debts, repalr of fixed assets,
vanagemsnt end cmployee bonuses, cte. used in cowputing inen-
cial profit would be credited to the appropriate rescrve ac-
couintt o For lex purposcs the eniries would be reversed and the
actual payments during the tex perlod are the cxpensas dedue-
tible for determining taxable inceme.

In making industry studies in Indonesia in 1959 gnd 1960 1
followed the practice of regueeting cost end financial stute-
ments from privete enterprises, but not demanding such infor-
maticn. When 1 wos doing work for the Government of Indonesiag
as T dld in 1950, I oficn was able to obiain extonsive costd
and financial data from the government enteryriscs. In 1959
and 1960 T nzver received cithor & cost statement or ¢ Cinane
clal statement from a privete national enterpriss, but 1 did

from many nrivate forcion enlerpriscs,
In the present study of the Indoncsian Textile Tndustiry I fol-
lowed my 1959-60 practics of requesting but not demanding cost

end Tinasncial stalements from the private nationsl enterprises
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we visdled. The fact that the study wus a Jjoint Indcnesian-
UeSe Government project had the happy result tho t the repre-
sentulivey of the Dircetorate General of the Textile Indusivy
vho traveled with we alone snd Jater with ihe KSA tcam reoucs-
ted cost and financial statemonts £rom nearly all the Cenlrsl
Govermuent and Provinciul Govermacnt enterpriscas viasited, fThe
government cnlerpriscs were nmost cooperative and helpiul in
providing cost and financial stutemenis snd in discussing their
cost and financial problems. It is a ploasurclto acknowledge
heir help. As in 1950, houcver, rny hints concerning cost end
financiol data from privats mational firms produced no curreny
statenents. Many of the cxceutlves, however, spoke freely and
frankly about their practices and problemsy and so coatributed
substuntially to our understanding, if not to our collcction of
documents,
In few indusicisl countrics is cost accounting standardized,
but it often is: fairly slandardized within a par ticular indus-
try. In Indoncsia I found ro standardizstion at all in the
textile industry, even among firms under the s anc owncrship/
control agency. Because of the leck of unifonm costing nmethods,
the task of recucing cost and profit dota to cven rcasonably
compara tive form was time--consuming and frustrating, I be-
licve, however, that I wss successful in reconciling the daia
50 as to bring out the gencral resulis and the policy idmplica-
tions, I obtaincd both cost end Tinancial stutements only
from some of the govermeent spiming mills and toe three in-
tegra ted spinning/%aaving mills in Java. Cne of the integra-
ted mills is the batik producers! cooperative mill in Medars,
Central Jsva, For this mill T secured cost statements but

not rinanciel steicmentis,

Profits in gpinning and Snimning/

e ot e ot et

Weaving Entervriscs in 19566

Four- government enterprises provided finsncial dsta for the
year 1966, Two of the enterprises arc spinning mills owncd

by the Provincial Governmenti of Central Java, Tjilatjap and
Djunira, Tjilatjap is the lergest spimuing mill in Indonesia,
and Djantre is an old mill with a very bad locaticn, Two of
the enierprises nre Integrated spjnning/%eaving 1ills, Tezin
at Tepal, Ceniral Java, and Yebritex ai Pasvruon, Fast Java,
In Indonesia all government cnterprises arce set up as separa te
corporetlons and subject to the same incore tax regulstions as
private firms. The data for 1966 arce shown in Table 6.,
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Income Statewmznis for Feur Indoncesian Pexlile Enlerprines

Yaar lggé

e vei

(Mew Rupiaohs)

Type and Neme Taxable Incone Profit aftor
of Xnterprise Salcs Incoms Tax Income Tazx

Spinning Mills:

Tjilatjap 98,688,475 30,112,712 17,992,628 12,120,08)
Djentra (Sales )
estimated) 31,000,000 6,193,03l 3,640,822 3,552,212
Spinning/ricaving
illge
Texin (Sales )
estina ted) 6C,000,000 3},539,250 20,628,550 13,910,700
Nebritex 51,793,711 33,381,522 19,933,907 13,417,605

The ycar 1966 was a relatively poor year for spinning cnter-
priscs because of the shartage of cotton during the first pert
of the ycar., O0f the four mills listed in Table 6, only onc

had a profit estimate for 1967 at the tine of my visit, This
was Djantra, the lcast efficicnt of the four. It cstimated its
financial profit for 1967 as Rp. 5,123,406l compared with a fin-
anclal profit of Rp. 6,193,03) in 1965, It is my irmpression
that the other threce mills will do wmuch betier in 1967 than in
1966,

In general, the integrated spinning/hduvjng enterpriscs seccured
morc profit in relation to sales income than did the spinning
mills. This sungests that the effcet of tcking cotton into
cost at the rupish pricz in effect at th: “ime of the P.L. 1460
contract and sclling the yorn o cloth on the basis of {he
current 3.R, rete fer Imperted yern or cloth preduces very
substential "inflation profits.,” Although the Indoresisn in-
come tex raets s high for prefits in cxeess of Kp, 1,000,000
 (6073), there is still a "leskage" of al lesst 11073 in faver of
the government corperatlons end against the Ministry of ¥in-
arnce. The leekage is in facl more then 104 becevne the pro-
vineiel government wills pay o sales commission to the provin-
clel governmant "nolding corperziion” of I3 of szles, and ap-

parently the central governwent mills pay at least 27,



Snch, Co-tu, and Profitn of

AL tuo of tha govcrnmunt .p!nn|nr wills T was able to sccure

income statementis for the monih of Celober, 1967, and for a
third for the third quarter. I pitempted to convert the data
to comparative form by: (1) valuing the actual output for the
pcrioo al the current prices for yarn, and (2) by using the
monthly average Cigurces for the wmill reporting for the third
quarter (Djantra). The results arce shoun in Tuble 1L, Tn pre-
per ing Table 11 T sbou the "cash costs™ of producition under two
groups, cotton, end conversion costs, The government cnterpri
ses in Indonecsda use a category of M"indirect cost" called “Bc~
ban Sosial." This consists chiefly of paymenta in kind, chief-
ly rice, but also food and drink at the plant, mcdical care,
pension provisions, the Icbaran bonus, Including clothing, cic.
Depreciation is shoun scparately to bring out the cffect of the
age of the will (Djantru is, for practical purposcs, fully de-
precicted, half of Pjilatjep is fully-deprcciated, and Lawang
is a now plent). The detlo at the bottom of Table 11 express
revenue and coiton in terms of a bale of cotten used, and show
the pcrccntuﬂe of rice in the total rupish value of social
cost, It will be noted tlnt the central povernment mill at
‘Tawang had much lower "sociel cosi™ in proporticen to totzl

cash conversion cos £t than did the two provincial governuent
mills. T did not visit Lawang, so cannol explszin the dif fer -

ence

Cost end Quiput GComperisons for
Threc Intepgrated Mills
Tablea 12 and 13 were preparcd to illustrate the differing sc-

counting problcﬁs end effeets wheon integreted mills havo diflf-
fering degrees of "balance of facilities" and of "preduct mix,"
An integrated mill is seid to be "oul of balance" if it is able
to broducc more product in onc precess than it uscs in a sub-
scquent proccss, The product mix differs if the final products
of k= mills arc not tlz s2mec. The three mills compoared in
Tables 12 and 13 arc the batik ccoperetive mill, G.HB.JI. al
Yedaris; the jeint Centrsl govermaent/Hritish mill Nebritex at
Pasurvan, and lne provinceizl governuznt of Central Jova nlll
Texin at Topal. The G.KM.To mill Js the boosy buldanced of

the three, in the sense that It wes designed so Ll t it hoes
Justi enough looms Lo hanile the averase output of the spinning
mill, bul the blezehing plent wes desicned to net only bleach
all the output of the laors bul the edditicnel cutput of lwo
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Table 11

Profit Staterant for Yhree Spimming FMills

Using Current Sales Value of Troductlion
(000 Hew Rupisha)

Pijilatjap Djantra Lawang
Oclober, Third October,
2967 Quar tor, L2967
Rovenue
Sales voluc of
yarn prod. 58,166 9,189 11,862
Sales of waste
prod. 410 130 118
Other — 230 —_
Totel 56,516 9,749 13,970
Cush Costs of Y1 cd.
Coticn 10,183 5,105 6,028
Cconversion cost:
Sccial costs,
chicfly psaid
in kind I ,66], 1,541 182
Other 75350, 2.321 1,605
Totol Cnah
-Comversion Cost 12,018 2,852 1,827
Potol Cash Cost 52,501 8,567 7,855
Cash Margin 6,075 1,182 5115
Depreciation W22 9 1,037
Opervating Frofit
before nanzge-
ment fee and L
taxcs 5,653 3,271 3,078
Approximate no.
cf bales ¢f cot-
ton uscd 1,980 1450 423
Averogze revenue
per bale of cot- )
fon uscd 29,583 21,665 29,000
Averapge cost per
bale of cotlion )
uscd 20,150 12,650 1,600

Rice as a & of
social cost

607

50%

L3



Teble 12

Phyasical Troduction hData for Three Intc;n’nicd

Spinning HUHVJ“HK{JHLHU{QS Lills - October or Novemben,

PO S SO 4

GKBI, Hebeitex
Four wecks
ending

Oct., 1967  4/11/67

1967

Texin

Nov., 1967

Physical Preduction Data:

gotten usced in spin-

ning in lp. 101,788 267,053
Yarn produccd in )
spinning in keo 88,511 152,800
Yorn irensferrcd to

weaving dept, in kg, 60,538 _52,084

Swrplus yarn produced
over weaving use in
ke . 27,973 100,726

oadwitut FURS0I
— e vt —————

Cloth woven:

in meters

in yards : 537,438 1,06,829
Cloth finished:

Blcached - ydso 395,551 - -~
Cloth dyed as
blaclk jcans - meters ==
¢loilh prcduced md to
be 521d as gruy goods:
in meters
in yards : - - - 08,829

Apparcut increuase in
inventory of unbleached
cloth = in yards 1)1,867

793,128
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Procesy Co“l/F1o‘ Sheo by (In New Rnpjuhq)
fon Wh"rn Intepratac d Jnd(u*q‘nn ff\LLlC Mills

———t $ e o o ————— — ey

QFLULLP or Hove smber, 1967

Go K¢ Bese To

Ttem : (Month of Oct., 1967)
No. Explanagtion Sninning Weaving Bleaching
1 Output in Unilis 88,51 1ke ., 537,h38yd. 395,551yd.
TTRpSTT R T Tt
2 Raw Cotton Cost 4,578,139

3 Cost Trenslerrced
from Prior Froccsas 55656,990 6,902,371

conversion Coat in
this Process:

I Soclal Cost, Chielly

in kind 1,323,930 1,616,839 307,320
5 Olher Cach Costs 2,007,500 2,025,150 6Ll 210
6 Depreeiln tion 149,300 77.316 39,901
7  Total Converofon Cout 3,080,730 3,721,313 1,025,850
8 Cor ogion Cost Flua

* Materisl Cost 6,058,869 9,378,303 7.9 £9¢é

Cost Transferrcd tor

9 Next Procesa 5,656,990 6,902,373
10 Finished Goods 1:933, 890
11  Chenge in Tnventory 2,101,879 2,073,929

nit P(“‘<'

b e

Cost per kg, of
Yarn Froduvced:

Raw Cotton 51.73
converslion Cost 39.32
polul 95,05

[E-ARRON. )

Coostl per Yora or
Mo ter of Cloih
Troduced:

Yarn 10.52
Wceving : 6.92
Total Tk
cost per Yevd or
Moter of Blench-
ing or Dyeciny
Cloth 17 1Y
Bleaching/Dyeing 2.60

Totnl EERQQ



NEBRITEX TEX IN
(It weelk end 4/11/67) (Month of Kov., JC(;/)
Selnning YWeaving Spiming Meaving Dyeing
S £ 6001 ke e 1,08,829yd. 135,231kp, 739,120y 9,39
THpe I"ﬂi". - = Thp. o ®poT T RPYT
6,039,470 1:825,750
3,667,521 12,131,001 2,763,801
776,159 1,315,330 769,697 569,933 N.. #
3,000,340 1,825,413 1,716,553 6,317,769  N.a.
22,663 __.10,000 N.As WA, N,
L:l39,162 3,150,823 2,186,250 6,887,702 1,255,668
10,478,632 6,818,343 10,312,008 19,618,703 L0L7,! 59
3,667,521 12,131,001 2,761,601
6,818,313 ‘ 1,017,1189
6. 811n LJ.l (1,818,993)16,256 1,02
39.52 57.87
29,05 1765
8857 1557
8,97 15.29
71 8.68
J6.60” 23.97
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